Metadata, citation and similar papers at core.ac.uk

Provided by ScholarWorks@UMass Amherst

University of Massachusetts Amherst

ScholarWorks@UMass Amherst

Doctoral Dissertations Dissertations and Theses

July 2019

Blood Supply Chain Networks in Healthcare: Game Theory Models
and Numerical Case Studies

Pritha Dutta

Follow this and additional works at: https://scholarworks.umass.edu/dissertations_2

b Part of the Business Administration, Management, and Operations Commons, Management Sciences
and Quantitative Methods Commons, and the Operations and Supply Chain Management Commons

Recommended Citation

Dutta, Pritha, "Blood Supply Chain Networks in Healthcare: Game Theory Models and Numerical Case
Studies" (2019). Doctoral Dissertations. 1640.
https://scholarworks.umass.edu/dissertations_2/1640

This Open Access Dissertation is brought to you for free and open access by the Dissertations and Theses at
ScholarWorks@UMass Ambherst. It has been accepted for inclusion in Doctoral Dissertations by an authorized
administrator of ScholarWorks@UMass Amherst. For more information, please contact
scholarworks@library.umass.edu.


https://core.ac.uk/display/220132672?utm_source=pdf&utm_medium=banner&utm_campaign=pdf-decoration-v1
https://scholarworks.umass.edu/
https://scholarworks.umass.edu/dissertations_2
https://scholarworks.umass.edu/etds
https://scholarworks.umass.edu/dissertations_2?utm_source=scholarworks.umass.edu%2Fdissertations_2%2F1640&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/623?utm_source=scholarworks.umass.edu%2Fdissertations_2%2F1640&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/637?utm_source=scholarworks.umass.edu%2Fdissertations_2%2F1640&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/637?utm_source=scholarworks.umass.edu%2Fdissertations_2%2F1640&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/1229?utm_source=scholarworks.umass.edu%2Fdissertations_2%2F1640&utm_medium=PDF&utm_campaign=PDFCoverPages
https://scholarworks.umass.edu/dissertations_2/1640?utm_source=scholarworks.umass.edu%2Fdissertations_2%2F1640&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:scholarworks@library.umass.edu

BLOOD SUPPLY CHAIN NETWORKS
IN
HEALTHCARE:
GAME THEORY MODELS
AND
NUMERICAL CASE STUDIES

A Dissertation Presented
by
PRITHA DUTTA

Submitted to the Graduate School of the
University of Massachusetts Amherst in partial fulfillment
of the requirements for the degree of

DOCTOR OF PHILOSOPHY
May 2019

Isenberg School of Management



(© Copyright by Pritha Dutta 2019
All Rights Reserved



BLOOD SUPPLY CHAIN NETWORKS
IN
HEALTHCARE:
GAME THEORY MODELS
AND
NUMERICAL CASE STUDIES

A Dissertation Presented
by
PRITHA DUTTA

Approved as to style and content by:

Anna Nagurney, Chair

Hari Jagannathan Balasubramanian, Member

Priyank Arora, Member

Chaitra Gopalappa, Member

George R. Milne, Program Director
Isenberg School of Management



DEDICATION

To my parents, Saswati Dutta and Gopal Dutta



ACKNOWLEDGMENTS

I want to thank my academic advisor and dissertation chair John F. Smith Memo-
rial Professor Anna Nagurney for her unfaltering support and guidance throughout
my doctoral studies. I will be forever grateful to her for accepting me as her doctoral
student and providing me with opportunities for professional and personal growth. I
have been immensely inspired by her passion for research, dedication to her profes-
sion, and commitment to excellence. Her attention to details and undying enthusiasm
have always motivated me to work hard in the pursuit of knowledge. She inspired
me to not only develop a deep understanding of research methodologies, but, also to
apply them in exciting and innovative ways. I sincerely appreciate her efforts toward
fostering a sense of belonging and comradery among her doctoral students. It has
been a truly rewarding experience for me to have Professor Nagurney as my advisor
and mentor.

[ extend my sincerest gratitude to Professor Hari Balasubramian, Professor Chaitra
Gopalappa and Professor Priyank Arora for serving on my dissertation committee and
providing insightful comments on my dissertation. Their profound words of encour-
agement during my job search instilled in me a sense of confidence and relief. I would
like to thank Professor Agha Igbal Ali for encouraging my passion for teaching and
for his constant guidance through my extremely fulfilling journey as an instructor at
Isenberg School of Management. I want to also thank Professor Ahmed Ghoniem
and Professor Senay Solak for their support during my coursework. I thoroughly
enjoyed taking the intellectually stimulating courses they offer and benefited from
them. I thank Professor Adams B. Steven for his support during my initial years in

the doctoral program. I am also grateful to Professor Robert Nakosteen and Professor



George Milne for helping me through the program. In addition, I want to thank Au-
drey Kieras, Michael Korza, Priscilla Mayoussier, Lynda Vassallo, and Dianne Kelly
for their administrative assistance. I am thankful to all the industry professionals
who provided insights and information that helped me with the research presented in
my dissertation.

I have in a sense found a family at the Virtual Center for Supernetworks. Deniz
Besik and Mojataba Salarpour are the best colleagues one can have, and I have
enjoyed working and growing together with them. I really appreciate the support of
other Center Associates including Dr. Dong ”Michelle” Li, Dr. Shivani Shukla, Dr.
Sara Saberi, Dr. Amir Masoumi who have helped me in many ways at different stages
of my doctoral journey. I am also thankful to my seniors in the doctoral program,
specially Dr. Amirhossein Alamdar Yazdi, for their help. I am really grateful to
my friends in Amherst, in different parts of US and in India who have been pillars
of support throughout my doctoral journey. I am thankful for all the wonderful
connections I have made on campus through the various organizations I have been
involved with.

I want to end by thanking my parents and grandparents. My grandparents have
always been invested in my academic progress and have been proud of even my
smallest achievements. My parents have been nothing but supportive of my dreams
and aspirations. Their unwavering faith in me has given me strength and helped me

reach this stage in my life.

vi



ABSTRACT

BLOOD SUPPLY CHAIN NETWORKS
IN
HEALTHCARE:
GAME THEORY MODELS
AND
NUMERICAL CASE STUDIES

MAY 2019

PRITHA DUTTA
BACHELOR OF SCIENCE, UNIVERSITY OF CALCUTTA
MASTER OF SCIENCE, UNIVERSITY OF DELHI
Ph.D., UNIVERSITY OF MASSACHUSETTS AMHERST

Directed by: Professor Anna Nagurney

A crucial component of every healthcare system is the safe and steady supply of
the life-saving product, blood. In order to meet the demand for blood consistently,
it is imperative to maintain a robust supply chain. The blood banking industry
in the United States, faced with emerging challenges, which include, an increase in
operating costs, rise in competition among blood centers, insufficient reimbursement
from payers such as insurance companies and government programs, in addition to
inherent challenges such as donor motivation, seasonal shortages, perishability, is
trying to adapt to the changing dynamics to sustain itself economically. The altruistic

nature of this industry and the financial implications for its various stakeholders,

vii



makes the efficient management of blood supply chains an important and interesting
area of study.

In this dissertation, I contribute to the existing literature on blood banking by
modeling the operational and economic challenges throughout the blood supply chain
in the context of competition using game theory. I develop a model for blood ser-
vice organizations competing for donations where they use service quality levels at
collection sites as their strategic variables to increase their collection of blood from
voluntary donors. I further construct a competitive blood supply chain network model
that captures all major activities as well as perishability along the supply chain from
collection of blood to distribution to hospitals.

As a crucial extension to the study on blood supply chains, I develop a network
framework with multiple tiers of decision-makers including payers, that captures the
decentralized nature of the blood banking system in the United States. The solutions
from this multi-objective decision-making problem include quantities of blood to be
supplied and transfused, given demand is known, as well as the financial transactions
between the different tiers of stakeholders. For each model the governing equilibrium
conditions are derived, and equivalent variational inequality formulations presented.
The models and their relevance are further illustrated through simulated case stud-
ies. The results obtained provide valuable insights that can inform healthcare policy

makers and regulators.
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CHAPTER 1
INTRODUCTION AND RESEARCH MOTIVATION

Blood supply chains constitute a critical part of the healthcare industry in any
country. Blood transfusions are integral parts of any major surgeries. The number of
units transfused can vary from one pint to dozens of pints for critical surgeries such as
organ transplants. In addition, blood transfusions are used to treat certain diseases,
including, for example, malaria-related anemia (see Obonyo et al. (1998)). Moreover,
blood transfusions are often needed in the case of accidents as well as natural disasters
because of injuries sustained by the victims.

The statistics provided by the American Red Cross on their website give an idea
of the supply of, and demand for blood products in the United States (American
Red Cross (2017)). Every day in the United States approximately 36,000 units of
red blood cells are needed. Nearly 21 million blood components are transfused each
year in the country while on average, 13.6 million whole blood and red blood cells are
collected per year. While supply shortages in other industries imply financial losses
for the organizations, in case of blood supply chains there are greater consequences
as it can lead to societal loss through deaths.

Blood supply chains in the United States are decentralized and form complex
networks with several interconnected stakeholders including the blood service orga-
nizations who collect, store and distribute blood, hospitals and trauma centers that
use blood for transfusions, insurance companies and government payer programs that
reimburse hospitals for their cost, and patients. The nonprofit and altruistic nature

of the blood banking industry coupled with the financial ramifications for its var-



ious stakeholders in blood supply chains present interesting areas for research. At
every stage in the supply chain stakeholders face numerous operational and strategic
challenges. In the subsequent sections of this dissertation I provide details of these
inherent issues in managing blood supply chains as well as emerging ones which pro-
vide the background and motivation for the research presented in Chapters 3, 4, 5

and suggested in Chapter 6 in this dissertation.

1.1. Supply Side Challenges

A unique feature of the blood banking industry is that the supply of the product
is solely dependent on donations by individuals to the blood banks and blood service
organizations collecting blood, which, for the most part, are nonprofits. Blood can
neither be manufactured nor substituted by any other product. The American Red
Cross (2017) reports that the number of donors in the United States in a year is
approximately 6.8 million. Interestingly, according to the World Health Organization
(2017), globally, 74 countries obtain more than 90% of their blood supply from volun-
tary unpaid blood donors, whereas 71 countries collect more than 50% of their blood
supply from family/replacement or paid donors. In Britain, according to Gregory
(2015), just 4% of the residents regularly donate blood with the National Health Ser-
vice stating that it can no longer guarantee sufficient supplies. In New Zealand, about
4% of the population donates blood (see New Zealand Blood (2016)). According to
the World Health Organization (2010), blood donation by 1% of the population is
generally the minimum needed to meet a nation’s most basic requirements for blood;
the requirements are higher in countries with more advanced health care systems.
However, the average donation rate is 15 times lower in developing countries than in
developed countries. Globally, more than 70 countries had a blood donation rate of

less than 1% in 2006.



While it is difficult to invoke altruism in people and to motivate them to donate
blood, in some cases individuals who are motivated to donate blood might not qualify
to do so. According to the Food and Drug Administration regulations (FDA (2018)),
in the United States, blood donors have to go through a strict screening procedure.
In addition to meeting the age, weight, and hemoglobin level requirements, as well as
the time period between donations, donors are also screened for disease risk factors
and may get deferred for reasons such as exhibiting signs and symptoms of colds or
the flu, and/or relevant transfusion-transmitted infections, i.e., HIV, viral hepatitis,
etc. (cf. American Association of Blood Banks (2017)). As a result, 38% of the
country’s population is eligible to donate blood at any given time. However, less
than 10% actually donates blood in a year (cf. American Red Cross (2017)). Issues
of seasonality place additional pressures on obtaining blood donations since donors
may be preoccupied with holidays and/or weather-related issues. Hence, since the
blood banking industry has to rely on voluntary donations from altruistic donors, it
faces major challenges in terms of maintaining a sufficient supply of blood and will
continue to do so, given the aging population. This fundamental supply side issue
motivated the research in Chapter 3 and is also taken into consideration in Chapter
4 in this dissertation.

In conjecture to consumable product supply chains one might think of keeping
excess supply as a solution to seasonal shortages. However, blood is a perishable
product, with platelets lasting only 5 days and red blood cells having a lifetime of
42 days (cf. American Red Cross (2017), Blood Centers of America (2018). Hence,
excess supply can also lead to loss through wastage. Moreover, at various stages in the
blood supply chain such as testing, storage, a percentage of the collected blood is lost.
This needs to be taken into account by the blood service organizations while targeting

the collection amount and agreeing to the supply quantity with the hospitals.



1.2. Role of Competition

The blood banking industry in the United States is at a crossroads and is faced
with several changes in the market dynamics. It is trying to adapt to these changes
to sustain itself economically (cf. Nagurney (2017)). According to the American
Red Cross, the leading supplier of blood in the United States, with about 40% of
the market, there was a 33% decrease in blood transfusions in the period 2010-2014
(Wald (2014)). Further, Ellingson et al. (2017) report that in 2015 the number of
red blood cell (RBC) units transfused in the United States was 11,349,000 marking
a 13.9 percent decrease since 2013. The decrease in demand, resulting, for example,
from medical advances associated with minimally invasive technologies, in addition
to the scarcity of donors, has given rise to stiff competition among blood service
organizations.

Industry experts are noting that the blood supply chain is becoming more and
more similar to traditional commercial supply chains. Consequently, although the
blood banking industry is characteristically not for profit, it is not surprising to find
the prevalence of competition among blood service organizations in the United States.
Competition exists for blood donations as well as for supply contracts with hospitals
and other medical facilities (Snyder (2001), Hart (2011)). Pierskalla (2005), on page
141, emphasized in his overview of the supply chain management of blood banks that
“To some extent there is a war out there. Many of the suppliers are in heavy, mostly
negative competition among themselves and with many of the HBBs (hospital blood
banks)” (see also Cohen, Pierskalla, and Sassetti (1987)).

Competition in the United States blood banking industry has been recognized
in the popular press. As early as 1989, Gorman, reporting on competition among
blood banks in California, remarked that the Palomar-Pomerado Hospital District
established its own laboratory, staff, and recruiting drive to collect blood for use

primarily at its two hospitals striking out against the decades old San Diego Blood



Bank. Barton (2002) reported that in Florida the competition between Community
Blood Centers and South Florida Blood Banks had become “ferocious.” Since 2011,
a small Sarasota-based blood bank, SunCoast Communities Blood Bank, had been
competing for blood donations with a much larger organization, Florida Blood Ser-
vices, that served hospitals in Tampa and neighboring areas (Smith (2011)). In 2012
the plight of SunCoast Communities Blood Bank in conducting its operations be-
came more evident when it urged the state of Florida to stop the merger between
three blood service organizations; namely, Orlando-based Florida’s Blood Centers,
the Community Blood Centers of Lauderhill, and Florida Blood Services of St. Pe-
tersburg on grounds of antitrust issues (Smith (2012)). More recently, in Tennessee
(cf. Potts (2015)), a new blood center was opened by Blood Assurance in the town of
Athens, where another blood center, Medic, currently uses six mobile blood centers
with Medic officials noting their concern about the competition and whether they
could honor their existing contracts with hospitals.

In 2013 the Eastern Maine Medical Center ended its contract with the American
Red Cross to do business with Puget Sound Blood Center, a Seattle-based community
blood bank (Barber (2013)). This trend is visible all across the country. Stone (2015)
notes that “loyal blood donors will no longer see the iconic red cross on the side of
the blood mobile next time they give blood at one of Mission Health’s 17 facilities in
Western North Carolina” because of a switch of supplier to a regional nonprofit blood
bank of South Carolina, The Blood Connection, from the American Red Cross, ending
a 30 year old contractual relationship. Prior to this new three year contract during
which The Blood Connection will be the sole blood provider to Mission Health, it
had been providing only a supplemental blood supply to the Mission hospitals. More
recently, at the end of 2016, the American Red Cross lost its business in Central

Arkansas to Arkansas Blood Institute, an affiliate of the Oklahoma Blood Institute.



This resulted in a layoff of 44 Red Cross employees at two blood centers (Brantley
(2017)).

It is evident from the above examples that hospitals and medical centers may have
several options for suppliers not only within the community and region, but also from
out of state blood banks that may offer lower prices. In order to mitigate the risk of
shortages due to possible supply shortfalls, hospitals and trauma medical centers may
try to diversify their supplier base and contract with multiple blood service organi-
zations. The contracts vary in terms of price, quantity, product mix and duration
of partnerships | (Merola (2017)). There have been cases where reduced prices have
led hospitals to switch blood suppliers (Schwartz (2012)). This competitive environ-
ment in the blood banking industry forms the basis of the research presented in this

dissertation.

1.3. Economic Relationships

Blood banking is a multi-billion dollar industry with the global market for blood
products projected to reach $41.9 billion by 2020 (Global Industry Analysts, Inc.
(2015)). The blood banking industry world-wide is a capital-intensive industry in
which, however, the major stakeholders such as the blood suppliers and hospitals /
medical centers in many countries are nonprofit organizations. At every stage in the
blood supply chain the blood suppliers (blood service organizations) incur high costs
associated with the collection of whole blood, the processing of the collected blood
and the segregation of the components, the testing for disease markers, storage of
blood bags at the appropriate temperature, and, finally, distribution to hospitals and
other medical facilities. With strict regulations enforced in the United States by the
Food and Drug Administration and the introduction of new disease markers, such

as the one for the Zika virus to ensure safety of the transfused blood, there is, in



addition, a recognition of the importance of research and development, which also
requires capital investment (Mulcahy et al. (2016)).

The United States constitutes the largest market for blood products in the world.
However, the annual blood bank revenue is experiencing a decline, falling to 1.5 billion
USD in 2014 from as high as 5 billion USD in 2008 (Wald (2014)) with the indus-
try faced with, on the average, a decreasing demand and a rise in stiff competition
(Nagurney (2017)). It is of utmost importance to ensure the economic sustainability
of the blood service organizations in order to maintain a safe and steady supply of
blood in the country.

The new economic landscape for this industry has been accompanied by an in-
creasing number of mergers and acquisitions (cf. Toland (2014), Masoumi, Yu, and
Nagurney (2017)) with the goal of identifying and exploiting various synergies, in-
cluding cost-based ones. The growing trend of mergers is evident, for example, from
the fact that the number of members in Americas’ Blood Centers, the largest net-
work of nonprofit community blood centers in North America, has dropped from 87
to 68 members due to 19 partnerships and 6 mergers formed in the five years between
2010-2015 among their member blood banks (Masoumi, Yu, and Nagurney (2017)).

Blood service organizations are not the only stakeholders in the supply chain
facing issues in term of cost-effectiveness and revenue margins. There exists a lot of
pressure on hospitals and, similarly, medical centers, in turn, to reduce the number of
transfusions to check the overutilization and wastage of blood while managing their
blood inventory efficiently to avoid shortages. Under financial stress, mergers and
consolidations have been a characteristic of not only blood service organizations but
also of hospitals, lately, and competition among hospitals has decreased (Kacik (2017),
Gaynor, Mostashari, and Ginsburg (2017)). Some policy makers are emphasizing the
need for more competition among health care providers for better service to patients at

lower prices (Hyde (2016)). On another spectrum, industry executives argue that they



face sufficient competition from neighboring hospitals, new entrants, and alternative
sources of healthcare. The cost of providing healthcare is continuing to increase in
the United States and it is becoming more difficult to negotiate better reimbursement
rates from hard-bargaining insurers (Dafny and Lee (2016)).

Hospitals in the United States get reimbursed for their patients’ procedures, in-
cluding blood transfusions, by different types of payers such as private insurers and
government programs such as Medicare. The process of billing for blood products
and receiving reimbursements for transfused units from different payer groups is a
complicated process and has been a topic of concern among industry professionals
(America’s Blood Centers (2017a)). In 2018 the proposed reimbursement rates for
blood products by the Centers for Medicare and Medicaid Services showed reduction
in prices for several products. These payment policies have been criticized by orga-
nizations, including the America’s Blood Centers, who continue to push the Centers
for Medicare and Medicaid Services for fairer payment strategies (America’s Blood
Centers (2017a)). Inadequate reimbursements may affect the transactions between
hospitals and blood service organizations who struggle to cover the rising cost of
blood collection and testing, and, thereby, impact the economic sustainability of the
entire blood supply chain (Mulcahy et al. (2016)). Although, currently, the payment
methods used by Medicare and other private insurance companies following their suit
succeed in checking for the overutilization of blood, the blood banking industry faces
serious challenges due to a clear disconnect between the payments received and the
actual cost of blood.

Mulcahy et al. (2016) propose alternative payment methods that might be ben-
eficial for all stakeholders in the industry. Omne of the alternatives is a cost-based
reimbursement policy which would take into account the number of units of blood
transfused, in contrast to the current inpatient payment policy. The Medicare re-

imbursement for blood in inpatient setting falls under MS-DRG (Medicare Severity



Diagnosis Related Groups) which makes it difficult to separate the exact costs for
the blood products (Toner et al. (2011)), while the outpatient reimbursement rates
are determined using a cost-to-charge ratio methodology which uses data submitted
by the hospitals and is susceptible to errors due to use of improper billing codes.
The majority of blood transfusions occurs in an inpatient setting while around only
10-20 percent occurs in an outpatient setting. Hence, the former accounts for a large
portion of revenue generated from blood transfusion (Mulcahy et al. (2016)).

The changing dynamics in the blood banking industry is forcing blood banks (also
referred to as blood service organizations) to be more innovative in conducting their
business. Blood banks need to price their products competitively based on the sup-
plied quantity in order to recover costs of their operations and to generate revenue for
activities such as research and development required for providing a steady supply of
safe blood. Hence, there is a need for a change in the approach towards blood supply
chain management, which should take into consideration not only the well-defined
problems of perishability, outdating, shortage, and wastage (see, e.g., Nagurney, Ma-
soumi, and Yu (2012)), but also limits on supply capacity and competition among
blood banks. In light of the recent changes in the industry there also needs to be an
intensified focus on the economics of blood supply chain networks to identify ways to
make it more efficient and cost-effective and, hence, sustainable.

In this dissertation, I contribute to the study of blood supply chains by taking a
holistic approach to developing game theory models that capture the current compet-
itive landscape of the industry in the United States and include all major activities
along the supply chain as well as the objectives of multiple stakeholders. The results
obtained from analyzing the mathematical models through simulated case studies pro-
vide valuable insights and can inform policy makers. In particular, this dissertation

attempts to find answers to the following research questions:



e In a competing scenario, what should be the service quality levels at the blood

collection sites run by different blood service organizations?

e How do the varying service quality levels affect the amount of blood collected

from different collection sites?

e What should be the optimal blood flows along various paths, taking perishabil-
ity and capacity constraints into consideration, in a competitive blood supply
chain network framework to ensure the supply of the minimum amount of blood

required by hospitals?

e How do disruptions in various activities and reduction in capacities along the

supply chain affect the revenue margin for blood service organizations?

e What should be the price per pint of blood charged by the blood service orga-

nizations in order to cover their costs?

e What should be the appropriate reimbursement rates received by the hospi-
tals, and medical centers from the insurance companies and programs for blood

transfusion to ensure economic sustainability of the entire supply chain?

This research adds to the literature on game theory and healthcare and, specifi-

cally, to game theory and blood supply chains, which has been very limited, to-date.

1.4. Literature Review
This section discusses the relevant literature on several topics covered in this
dissertation. I provide a review of the extant literature and identify the gaps that I

have tried to bridge.

10



1.4.1 Donor Motivation

As mentioned earlier, due to its reliance on voluntary donations one of the ma-
jor challenges in the blood banking industry is donor motivation. There have been
several studies on the factors that motivate people to become blood donors. While
in some cases blood donations are incentivized even with monetary compensations,
some economists and industry practitioners believe that it is altruism that mainly
drives donors to donate their blood with the idea that it is going to help save the
lives of people, at times, even in their communities, and, sometimes, even themselves
(see, e.g., Lacetera, Macis, and Slonim (2012) and the references therein). Much of
the theoretical works on blood donor motivation found in existing literature focus on
altruism (Andreoni (1990), Mellstrom and Johanesson (2008), Evans and Ferguson
(2013)). Others speculate that blood donors may be motivated by a notion of duty
rather than unselfishness (see Wildman and Hollingsworth (2009)).

In their paper, Gillespie and Hillyer (2002) look at the studies conducted on the
topic of blood donation decisions over the preceding three decades, focusing on both
first time and return donors. They identify blood donation process measures such as
the general donation experience for first time donors in terms of comfort, convenience
of the process, and treatment by the staff in charge of technical and administrative
activities as factors affecting donation decisions. It is further mentioned that negative
donation experiences account for 6-19 percent attrition for all donors and 20 to as
high as 41 percent of the drop-out rate for first time donors. In Charbonneau et al.
(2015) the authors report deterrents among regular whole blood donors, lapsed whole
blood donors and plasma/platelet donors. Based on their survey they found that for
a significant percentage of donors in all three categories too much waiting time is
a deterrent. These claims are also supported by the empirical evidence provided in
Yuan et al. (2011), Finck et al. (2016) and Schreiber et al. (2006). These papers

suggest that, while motivators are mainly altruistic, the deterrents are all factors
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controlled by the blood service organizations. Hence, there is reason to believe that
improving such aspects can have a positive impact on blood donations.

Personal experience and donor satisfaction from the blood donation process, along
with the image or awareness of the impact of the organization collecting blood, have
been pointed out as significant factors in donor motivation and retention in several
studies (Nguyen et al. (2008), Aldamiz-echevarria and Aguirre-Garcia (2014)). In
other words, it can be said that the quality of services provided by the blood banks
during the collection or donation process plays a significant role in the decision-making
process of first time as well as return donors.

There also exists literature on the assessment of blood banks in terms of service
quality as perceived by donors, which, again, suggests a direct relationship between
donor satisfaction and donation decisions (Al-Zubaidi and Al-Asousi (2012), Jain,
Doshit, and Joshi (2015)). For example, Schlumpf et al. (2008), in a survey of over
7,900 blood donors, determined that prior donation frequency, intention to return,
donation experience, and having a convenient location appear to significantly predict
donor return. Craig et al. (2016), in turn, estimated the effect of wait time at
the blood donation center on the satisfaction, intention to donate, and actual return
behavior of blood donors and found that for a 38% increase in wait time there is a 14%
decrease in whole blood donations. Thus, longer wait times entail substantial social
costs and also attest to the importance of the quality of service for blood organizations
in terms of donations. Convenience is also identified in the literature as a factor that
can influence donor behavior (Schreiber et al. (2006)) in terms of clinic accessibility,
which also attests to the relevance of quality of service. Cimarolli (2012) in her
thesis, which focused on blood donations in Canada, emphasized that it is of utmost
importance to improve the experiences of those donating blood, especially first-timers,
by optimizing clinic locations and resources, minimizing negative reactions, lowering

wait time, and increasing donor comfort. Perera et al. (2015) specifically noted, in
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their study of blood donor programs in Sri Lanka, that blood donor programs could
be improved there by addressing the provision of quality service.

While there exists a rich body of literature on the optimization of blood supply
chains, as discussed in the following section, to ensure that demand is met as closely
as possible and that shortages are minimized, with a view towards the perishability
of this life-saving product (see, e.g., Nagurney et al. (2013), Duan and Liao (2014)),
a thorough search of the published journal literature fails to return any significant
work on the modeling of competition for donors among blood service organizations.
Blood donations comprise the very basis of blood supply chains and play a crucial
role in the stability of the entire blood supply system. Hence, it is of academic as
well as practical significance to develop a model capturing the competition among

organizations collecting blood.

1.4.2 Blood Supply Chain

The body of literature on blood supply optimization has been growing steadily
over the years with some of the fundamental literature including that of Nahmias
(1982) on perishable product inventory and that of Cohen and Pierskalla (1979) tar-
geted at hospital and regional blood banks. Belién and Forcé (2012) provide a com-
prehensive review of the supply chain management of blood products. The authors
classify the works according to various categories such as the type of blood product,
the solution method utilized, etc. Given the uncertainty in demand and supply of
blood and the complex nature of blood supply chains, some authors have used simu-
lation techniques to optimize the inventory levels (see, e.g., Rytild and Spens (2006),
Kopach (2008)) while others (see, e.g., Pierskalla (2005), Hemmelmayr et al. (2009))
have used mathematical programming to solve associated facility location and rout-
ing problems. Sarhangian et al. (2017) studied the performance of threshold-based

allocation policies for optimizing blood inventory taking into consideration the trade-
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off between age of the blood and availability. Ramezanian and Behboodi (2017) used
mixed integer linear programming (MILP) to solve a deterministic location/allocation
problem for blood collection facilities that takes into consideration the utility of blood
donors in order to motivate them. They further utilized a robust optimization method
to account for the issue of uncertainty in demand for blood. Osorio, Brailsford, and
Smith (2018) distinguish between blood collection methods and present a multiobjec-
tive optimization problem that deals with the issue of assigning donors to a certain
collection method while considering stochastic demand

Fortsch and Khapalova (2016) tackle some of the issues of blood supply chain
management by using various forecasting techniques to better predict the demand for
blood at the blood centers; thereby, reducing the uncertainty regarding the demand
for blood. Nagurney, Masoumi, and Yu (2012) take into account uncertainty in the
demand for blood and construct the full associated supply chain network of a blood
service organization. Dillon, Oliveira, and Abbasi (2017) uses stochastic programming
to deal with the uncertainty in the demand for blood. Another paper that handles
the stochastic demand for blood is that of Zahiri and Pishvaee (2017).

El-Amine, Bish, and Bish (2017) focus on blood screening and consider that the
budget-constrained blood center’s goal is to construct a robust postdonation blood-
screening scheme that minimizes the risk of an infectious donation being released
into the blood supply. Ayer et al. (2017), in turn, consider when and from which
mobile collection sites to collect blood for cryo production, so that the weekly collec-
tion target is met while the collection costs are minimized. Further, in Ayer et al.
(2018), the authors develop a dynamic programming approach to the problem and
create a decision support tool to help the American Red Cross select cryo collection
sites. Hosseinifard and Abbasi (2016) consider the effect of centralized inventory in
a two echelon supply chain model and show how centralization of the hospital level

inventory increases the sustainability and resilience of the blood supply chain. A
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recent interesting work has also considered the design of a blood supply chain net-
work in a crisis via a robust stochastic model (see Salehi, Mahootchi, and Husseini
(2017). Overall, there are few studies that address the supply side in blood banking
(Fahimnia et al. (2017), Ramezanian and Behboodi (2017)) and especially in the
context of competition.

Perishability of blood and wastage due to outdating is another common issue in
blood supply chains and, hence, has been incorporated into some studies (Chazan
and Gal (1977), Nagurney and Masoumi (2012), Nagurney, Masoumi, and Yu (2012),
Duan and Liao (2014), Wang and Ma (2015)). In addition to optimizing the in-
ventory of Red Blood Cells, Duan and Liao (2014) tackle the issue of blood group
compatibility and substitution, while Dillon, Oliveira, and Abbasi (2017) use stochas-
tic programming to deal with the uncertainty in the demand for blood. Much of the
recent work on blood supply chains focuses on the optimization of the inventory at
the hospital and blood bank levels as well as on the optimization of the shipment of
blood from the blood banks to the hospitals (Gunpinar and Centeno (2015), Wang
and Ma (2015)). However, there is a dearth of research on optimization of the entire
blood supply chain network due to its complexity. In their literature review paper,
focusing on quantitative models in blood supply chain management, Osorio, Brails-
ford, and Smith (2015) mention a few studies on integrated models or models that
include all stages of the blood supply chain (see also, e.g., Katsaliaki and Brailsford
(2007), Delen, Erraguntla, and Mayer (2011), Nagurney, Masoumi, and Yu (2012)).
For example, Nagurney, Masoumi, and Yu (2012) developed a multicriteria optimiza-
tion model for a regional blood banking system while capturing the myriad associated
supply chain network activities. Inspired by this work I develop a blood supply chain
network in a noncooperative competitive environment in Chapter 4 which adds to
our understanding of how competition among blood supply chains affects the supply

of the product and the revenue generated by the blood banks.
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1.4.3 Competitive Supply Chain Networks

There exists a body of scientific literature that uses the concept of Nash equi-
librium (cf. Nash (1950, 1951)) in decentralized supply chains, although, overall,
the work is fairly recent (see, e.g., Nagurney, Dong, and Zhang (2002), Ha, Li, and
Ng (2003), Bernstein and Federgruen (2005), Dong et al. (2005), Xiao and Yang
(2008), Anderson and Bao (2010), Toyasaki, Daniele, and Wakolbinger (2014)), with
the books by Nagurney (2006) and Nagurney and Li (2016) providing extensive ref-
erences. In particular, Nagurney, Dong, and Zhang (2002) developed an equilibrium
model for a competitive supply chain network with separate tiers for multiple man-
ufacturers, multiple retailers, and multiple demand markets. They formulated and
solved the multitiered supply chain network equilibrium problem as a variational in-
equality problem in order to obtain the equilibrium product flows and prices. Dong
et al. (2005) conceptualized the three tiers in their supply chain network to denote
manufacturers who can use one of several shipment alternatives to send the products
to the distributors who comprise the second tier, and, finally, to retailers who are
faced with stochastic demand. Other papers dealing with competition among supply
chain stakeholders and demand uncertainty include those by Tsiakis et al. (2001),
Bernstein and Federgruen (2005), Xiao and Yang (2008), and Mahmoodi and Eshghi
(2014).

Bernstein and Federgruen (2005) studied the equilibrium conditions in a two-
echelon supply chain where a single supplier supplies materials to multiple competing
retailers who face uncertain demand. The authors also explored the impacts of coor-
dination between the two echelons through contracts. Mahmoodi and Eshghi (2014)
considered price competition between two-tiered supply chains consisting of manu-
facturers and retailers. The authors proposed three different algorithms to obtain the
equilibrium solutions in three possible industry structures and examined the effects

of competition and demand uncertainty intensity on the solutions and supply chain
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profits in a numerical example. Farahani et al. (2014) provided a comprehensive
literature review of competitive supply chain design models in which they classified
the papers based on several major features of the models such as the number of tiers
considered, the type of demand, the type of competition, etc. While the majority of
the papers discussed above deal with supply chain structures with two tiers, in reality,
supply chain networks may be more complex and involve multiple network economic
activities as well as several stakeholders competing. Nagurney (2010) proposed a
supply chain competition model with activities such as manufacturing, storage, and
distribution for profit-maximizing firms. Masoumi, Yu, and Nagurney (2012), in
turn, constructed a supply chain network model for oligopolistic competition among
pharmaceutical companies while taking into account the perishable nature of drugs,
whereas Yu and Nagurney (2013) developed a competitive food supply chain net-
work model, which also included perishability and price differentiation. However, as
pointed out in the previous section as well, there does not exist any work on the

modeling of blood supply chain networks in the context of competition.

1.4.4 Capacity Constraints

Capacity constraints in supply chains have been studied extensively as evidenced
in the papers by Gavirneni (2002), Lee and Kim (2002), Choi, Dai, and Song (2004),
Goh, Lim, and Meng (2007), Jung et al. (2008), Nagurney and Li (2016), Nagurney,
Yu, and Besik (2017), and Nagurney (2018). The capacities considered in these works
pertain to physical capacities of production plants, distribution channels, freight ser-
vice providers, etc., which vary from one firm to another. Similar to commercial
firms, blood service organizations have limited resources in terms of space for collec-
tion, processing, and storage, and access to transportation vehicles, etc. Masoumi,
Yu, and Nagurney (2017) introduce upper bounds on the capacity volume of vari-

ous activities in the blood supply chain network consisting of collection, processing,
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shipment, storage, and distribution along with frequencies of supply chain activities.
However, blood service organizations face an additional constraint on the supply side
due to limited number of eligible and motivated donors in any region.

Nagurney, Yu, and Besik (2017) utilize the concept of a Variational Equilibrium
to formulate and solve the Generalized Nash Equilibrium (GNE) problem in the
case of commercial supply chain network capacity competition with outsourcing with
capacities associated with shared links of storage and freight service provision. A
detailed discussion of GNE, in the context of a nonprofit, disaster relief framework,
and the associated challenges of formulation and solution, is available in Nagurney,
Alvarez Flores, and Soylu (2016) and the references therein.

As mentioned earlier, supply side capacity is a major issue in blood supply chains.
While the demand for blood is highly volatile, through supply contracts with blood
banks hospitals try to ensure that they have a minimum amount of blood available to
avoid shortages, and at the same time set an upper bound on the demand to minimize
wastage. Such supply and demand constraints have not been included in the studies

present in the existing literature on blood supply chains.

1.4.5 Game Theory and Nonprofits

Noncooperative game theory is a powerful tool that is used extensively for for-
mulating and solving problems where there is competition. While it is primarily
used in the case of profit-making entities, several studies have used game theory to
model competition among nonprofit organizations; see, e.g., Ortmann (1996), Tuck-
man (1998), Castaneda, Garen, and Thornton (2008), Bose (2015), and Nagurney
and Li (2017). There is, however, a limited number of studies applying game theory
in the realm of nonprofit supply chains and even fewer in the context of blood ser-
vices. Saxton and Zhuang (2013) argued for the relevance of game theory in markets

for charitable contributions and presented a model consisting of an organization and
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a donor. Zhuang, Saxton, and Wu (2014) provided a sequential game theoretical
model of disclosure-donation interactions with one nonprofit organization and mul-
tiple donors. Nagurney, Alvarez Flores, and Soylu (2016) developed a Generalized
Nash Equilibrium network model in which nonprofit organizations are competing for
financial funds for post-disaster relief operations, while minimizing costs associated
with relief item distribution.

While there are some studies on the effects of competition among nonprofit orga-
nizations (see Muggy and Heier Stamm (2014), Nagurney, Alvarez Flores, and Soylu
(2016), Nagurney and Li (2017), Nagurney et al. (2018)), and the references therein),
to the best of my knowledge there is no prior work modeling the competition among

blood service organizations.

1.5. Dissertation Overview

The dissertation consists of six chapters with the first chapter dealing with the
research motivation and literature review. In Chapter 2, I recall the methodologies
that are utilized in this dissertation, mainly variational inequality theory (Nagurney
(1999)) and its relation to game theory (Nash (1950, 1951)). Below I present the
contributions in Chapters 3 through 5 and outline a possible extension and future

directions for the blood supply chain research in Chapter 6 of this dissertation.

1.5.1 Contributions in Chapter 3

It is of great value and importance to blood service organizations to understand
the reasons behind donation decisions in order to ensure a sufficient supply of this
life-saving product. I conceptualize the operational factors affecting donor decisions
reported in empirical studies combined together as the service quality of the blood
collection sites and develop a game theory model, whose solution yields the desired

service quality levels at the blood collection sites and the corresponding quantities of
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blood received. I provide a game theory Nash Equilibrium network framework since
changes in the blood industry have resulted in greater competition among blood
collection organizations.

Indeed, as noted by Meckler and Neergaard (2002), the blood banking industry
has seen a rise in competition among blood banks in terms of recruiting and retaining
donors as the number of organizations providing blood services has grown. Donors
in parts of the United States, for example, may have the option of giving to the
American Red Cross, to a local community blood center or hospital, or to America’s
Blood Centers’ member organizations which make up North America’s largest network
of nonprofit community blood centers, and operate more than 600 blood donation
collection sites, or to the United Blood Services, if in proximity.

It is also important to emphasize that blood organizations incur huge costs for
organizing blood donation drives and other operations such as testing, processing of
collected blood, transportation, and storage which have to be met through revenue
generation. This is achieved by charging money per pint to hospitals, healthcare
clinics, and trauma centers, etc. that require blood (cf. Nagurney, Masoumi, and
Yu (2012)). The revenue generated covers costs and can be invested back into the
process to improve the services provided by the blood banks and collection agencies.
Moreover, organizations involved in blood banking and supply derive a utility in
terms of satisfaction from providing quality service. Hence, it is beneficial for them to
increase the number of donors and the amount of blood donated. However, improving
the service quality to attract more donors implies, in turn, an increase in costs. The
trade-off between the two can be easily observed by analyzing the model presented in
this chapter. Chapter 3 of this dissertation, is based on the paper by Nagurney and
Dutta (2019a).
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1.5.2 Contributions in Chapter 4

The supply chain network competition model for blood service organizations
(BSOs) in Chapter 4 makes several contributions to the existing literature on blood
supply chains. The blood supply chain network structure developed here is the first
of its kind that can capture competition on a regional as well as national level and
traces all major blood supply chain activities starting from collection, testing and
processing to storage, and distribution. I include multiple, competing blood service
organizations in which the link cost functions are not assumed to be separable. The
cost on a link may, in general, depend not only on the flow on that link but also on
flows on other links of the specific BSO’s supply chain network as well as on the flows
on links of other BSOs’ supply chain networks.

Common /shared capacities are incorporated on the supply side in terms of blood
donations, and common /shared constraints on the demand side due to demand point
constraints consisting of lower and upper bounds on the blood needed. No model,
to-date, considers such features with the former uniquely relevant to blood supply
chain network competition, not considered until this study, and the latter also very
relevant due to the need to meet the demand for blood while also minimizing wastage.
The utility functions of the blood service organizations contain revenue as well as
altruism/ beneft components with the latter being weighted. Nagurney and Li (2017)
also considered nonprofit competition with revenue and altruism features but in the
case of hospital competition on a simpler, bipartite network and with the altruism
component of an entirely different construct than herein. This model enables the
incorporation of different factors that would affect prices that distinct hospitals and
medical centers would be willing to pay for RBCs and that different blood service
organizations would, therefore, be able to charge them. This chapter is based on the

paper by Nagurney and Dutta (2019b).
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1.5.3 Contributions in Chapter 5

In this chapter, I extend the work done in Chapter 4 by adding another tier of
decision-makers comprised of insurance companies and programs or patient payer
groups that reimburse hospitals for providing transfusion services, and the last activ-
ity in the blood supply chain which is the transfusion of blood. Hence, the integrated
supply chain network model that I develop here includes all major stakeholders in the
blood supply chain; namely, the blood banks or blood service organizations, the hospi-
tals, and the patient payer groups. The network structure captures the decentralized
nature of the blood supply chains in the United States and is the first competitive
perishable product supply chain network model in healthcare with multiple tiers,
multiple paths, and multiple associated distinct types of stakeholders.

While equilibrium optimal flow of blood from blood service organizations to hos-
pitals along different paths are computed, this model also determines the amount of
blood transfused by different hospitals to patients in different payer groups. A main
focus of this chapter is to find a way to bridge the gap between payments received
by hospitals and their cost of procuring blood from blood service organizations, that
threatens the economic sustainability of blood supply chains in the United States.
Deriving inspiration from an alternative payment policy suggested in Mulcahy et
al. (2016), I developed the mathematical model here to also determine the optimal
reimbursement rates received by hospitals from payers and the optimal prices that
hospitals agree to pay to blood service organizations. This chapter is based on the

paper by Dutta and Nagurney (2018).

1.5.4 Concluding Comments
The main contributions of the research done in this dissertation are summarized

below.
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1. The mathematical models constructed in Chapters 3, 4, and 5 are the first com-
petitive network models in the context of blood banking that capture the economics
of the blood supply chains. While in Chapter 3 the focus is only on the collection
operation from voluntary blood donors, in the subsequent chapters the entire supply
chain from blood service organizations to the end users, that is, the hospitals and
patients is modeled. The contributions are in terms of the progression of each model
with added layers of complexity.

2. It is a well-established fact that quality and customer satisfaction in service
industries can provide competitive advantage to firms (Ghobadian, Speller and Jones
(1994). There have been studies on the effect of quality in the healthcare industry
(Brook and Kosecoff (1988), Rivers and Glover (2008), Nagurney and Li (2017)).
However, the model presented in Chapter 3 is the first model that captures the effect
of service quality on competition in the blood banking industry which makes it unique.

3. In Chapters 4 and 5, I assume multiple, competing blood service organizations
in which the link cost functions are not assumed to be separable. In the case of
multiple blood supply chain networks, in contrast, Masoumi, Yu, and Nagurney (2017)
considered link cost functions that were separable. The generality of the cost functions
here enables the modeling of supply chain network competition for resources among
the BSOs.

4. The inclusion of perishability in the models in Chapters 4 and 5 make them
pragmatic. When dealing with a highly perishable product such as blood it is imper-
ative to account for it.

5. The objective functions of the blood service organizations and hospitals include
an altruisim component which helps in capturing their nonprofit behavior.

6. Lagrange analysis presented in the different chapters provide nice economic
interpretations for the analytical results. In Chapter 3, the analysis provides economic

trade-offs associated with the upper and lower bounds of service quality levels. In
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Chapter 4, the Lagrange analysis again sheds light on the marginal loss and gain
associated with the lower and upper bounds on supply, link capacities as well as
demand, while in Chapter 5, the equilibrium Lagrange multipliers reveal the prices
charged by the BSOs to hospitals.

7. The methodologies used in this dissertation are game theory and variational
inequality theory. In Chapters 3 and 5 the governing equilibrium concept is that
of Nash equilibrium, and in Chapter 4 the problem is formulated as a Generalized
Nash Equilibrium one. Qualitative results are provided in this dissertation along with
discussion of computational procedures and results obtained from numerical cases.

8. In the final chapter, I present my conclusions and provide further directions for

research in this area.
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CHAPTER 2
METHODOLOGIES

In this chapter, I provide an overview of the fundamental theories and methodolo-
gies that are utilized in this dissertation. I first review variational inequality theory
which has been utilized throughout this dissertation as the essential methodology to
analyze the equilibria of blood supply chain networks with supply side and demand
side competition, and multiple decision-makers. Variational inequality theory is a
powerful methodology with widespread use in solving network economic equilibrium
models. Some of the relationships between variational inequality and game theory to
model the competition among blood service organizations as well as other stakehold-
ers in the blood banking industry are also presented in this chapter.

In addition, I recall the theory of Generalized Nash Equilibrium which is utilized
in Chapter 4 of this dissertation. Additional theorems and proofs associated with
finite-dimensional variational inequality theory can be found in Nagurney (1999).

Finally, I review the algorithms: the FEuler method and the modified projection
method. The Euler method is employed to solve the variational inequality problems in
Chapters 3 and 4. The modified projection method is applied to solve the variational

inequality problem in Chapter 5.

2.1. Variational Inequality Theory
In this section, I provide a brief overview of the theory of variational inequalities

followed by qualitative results, specifically concerning the existence and uniqueness of
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solutions. All definitions and theorems are taken from Nagurney (1999). All vectors
are assumed to be column vectors.

Definition 2.1 (Finite-Dimensional Variational Inequality Problem)

The finite-dimensional variational inequality problem, VI(F,K), is to determine a

vector X* € K C R", such that
(F(X"),X —-—X")>0, VXeLK, (2.1a)

where F is a given continuous function from K to R™, K is a given closed convex set,

and (-,-) denotes the inner product in n-dimensional Fuclidean space.

In (2.1a), F(X) = (F1(X), Fy(X),..., F,(X)T, and X = (X, Xo, ..., X,))T. Re-
call that for two vectors u,v € R", the inner product (u,v) = ||ul|||v|cosf, where 6

is the angle between the vectors u and v, and (2.1a) is equivalent to
Y F(XY)-(Xi—X[) >0, VXeK. (2.1Db)
i=1

The variational inequality problem is a general problem that encompasses a wide
spectrum of mathematical problems, including; optimization problems, complemen-
tarity problems, and fixed point problems (see Nagurney (1999)). It has been shown
that optimization problems, both constrained and unconstrained, can be reformulated
as variational inequality problems. The relationship between variational inequalities
and optimization problems is now briefly reviewed.

Proposition 2.1 (Formulation of a Constrained Optimization Problem as a
Variational Inequality)

Let X* be a solution to the optimization problem:
Minimize f(X) (2.2)
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subject to:

X er,

where f is continuously differentiable and IC is closed and conver. Then X* is a

solution of the variational inequality problem:

(VAX*), X — X*) >0, VX €K, (2.3)

where V f(X) is the gradient vector of f with respect to X, where V f(X) = (%ﬁ?, o

9f(X) )T
0Xn :

Proposition 2.2 (Formulation of an Unconstrained Optimization Problem
as a Variational Inequality)

If f(X) is a convex function and X* is a solution to VI(V f,K), then X* is a solution
to the optimization problem (2.2). In the case that the feasible set KK = R", then the
unconstrained optimization problem is also a variational inequality problem.

The variational inequality problem can be reformulated as an optimization prob-
lem under certain symmetry conditions. The definitions of positive-semidefiniteness,
positive-definiteness, and strong positive-definiteness are recalled next, followed by a
theorem presenting the above relationship.

Definition 2.2 (Positive Semi-Definiteness and Definiteness)
An n x n matriz M(X), whose elements m;;(X);4,7 = 1,...,n, are functions defined

on the set S CR™, is said to be positive-semidefinite on S if

vTM(X)w >0, YveR" XcS. (2.4)

It is said to be positive-definite on S if

vITM(X)w >0, Yw#0,veR", XcES. (2.5)

27



It 1s said to be strongly positive-definite on S if
v M(X)v > al|v||?, forsome a >0, YveR" X €S. (2.6)
Theorem 2.1 (Formulation of an Optimization Problem from a Variational

Inequality Problem Under Symmetry Assumption)

Assume that F(X) is continuously differentiable on K and that the Jacobian matriz

8F1 8F1
0X; 7 9Xn
VF(X) = (2.7)
OFn OFn
0X1 Tt 0Xn

15 symmetric and positive-semidefinite. Then there is a real-valued convex function
f: K +—— R satisfying
V(X) = F(X) (2.

with X* the solution of VI(F, KC) also being the solution of the mathematical program-

ming problem:

Minimize f(X)

subject to:

X exr,

where f(X) = [ F(X)"dz, and [ is a line integral.

Thus, variational inequality is a more general problem formulation than an op-
timization problem formulation, since it can also handle a function F'(X) with an
asymmetric Jacobian (see Nagurney (1999)). Next, I recall the qualitative proper-
ties of variational inequality problems, especially, the conditions for existence and

uniqueness of a solution.
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Existence of a solution to a variational inequality problem follows from continuity
of the function F'(X) entering the variational inequality, provided the feasible set K
is compact as stated in Theorem 2.2.
Theorem 2.2 (Existence of a Solution)
If K is a compact convezr set and F(X) is continuous on K, then the variational
wnequality problem admits at least one solution X*.
Theorem 2.3 (Condition for Existence if Feasible Set is Unbounded)
If the feasible set K is unbounded, then VI(F,K) admits a solution if and only if
there exists an R > 0 and a solution of VI(F,S), X}, such that | X5| < R, where
S = {X:|X| <R}
Theorem 2.4 (Existence Following a Coercivity Condition)

Suppose that F(X) satisfies the coercivity condition

(F(X) — F(Xo), X — Xo)

X=X (29)

as || X|| — oo for X € K and for some Xy € K. Then VI(F, K) always has a solution.

According to Theorem 2.4, the existence condition of a solution to a variational
inequality problem is guaranteed if the coercivity condition holds. Next, certain
monotonicity conditions are utilized to discuss the qualitative properties of existence
and uniqueness. Some basic definitions of monotonicity are provided first.
Definition 2.3 (Monotonicity)

F(X) is monotone on K if

(F(X") - F(X?),X'-X?) >0, VX' X?*eKk. (2.10)
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Definition 2.4 (Strict Monotonicity)

F(X) is strictly monotone on K if

(F(X) - F(X?),X'-X% >0, VX' X?ek, X'+£X"> (2.11)

Definition 2.5 (Strong Monotonicity)

F(X) is strongly monotone on K if

(F(XY) — F(X?), X' - X% >a|X' - X?|%, VX, X?cK, (2.12)

where a > 0.
Definition 2.6 (Lipschitz Continuity)

F(X) is Lipschitz continuous on IC if there exists an L > 0, such that

(F(XY) - F(X?), X' - X% < L] X' - X?|>, vX', X%’ecK. (2.13)

L 1is called the Lipschitz constant.

Theorem 2.5 (Uniqueness Under Strict Monotonicity)

Suppose that F(X) is strictly monotone on K. Then the solution to the VI(F,K)
problem is unique, if one exists.

Theorem 2.6 (Uniqueness Under Strong Monotonicity)

Suppose that F(X) is strongly monotone on KC. Then there exists precisely one solu-
tion X* to VI(F,K).

In summary of Theorems 2.2, 2.5, and 2.6, strong monotonicity of the function F
guarantees both existence and uniqueness, in the case of an unbounded feasible set
IC. If the feasible set K is compact, that is, closed and bounded, the continuity of F
guarantees the existence of a solution. The strict monotonicity of F is then sufficient

to guarantee its uniqueness provided its existence.
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2.2. The Relationships between Variational Inequalities and

Game Theory

In this section, some of the relationships between variational inequalities and game
theory are briefly discussed.

Nash (1950, 1951) developed noncooperative game theory, involving multiple play-
ers, each of whom acts in his/her own interest. In particular, consider a game with
m players, each player ¢ having a strategy vector X; = {Xi,..., X;n} selected from
a closed, convex set K' C R". Each player i seeks to maximize his/her own utility
function, U;: K — R, where K = K! x K? x ... x K™ C R™. The utility of player
i, U;, depends not only on his/her own strategy vector, X;, but also on the strat-
egy vectors of all the other players, (X1,...,X; 1, Xit1,...,X,). An equilibrium is
achieved if no one can increase his/her utility by unilaterally altering the value of its
strategy vector. The formal definition of the Nash equilibrium is recalled as follows.
Definition 2.7 (Nash Equilibrium)

A Nash equilibrium is a strateqy vector

X*=(XI,..., X)) €K, (2.14)

such that
Uy(XF, X)) > Ui(X,, X)), VX, e K, Vi, (2.15)
where X; = (X{, .., X{ 0, XF, 0, X5).
It has been shown by Hartman and Stampacchia (1966) and Gabay and Moulin

(1980) that given continuously differentiable and concave utility functions, U;, Vi,

the Nash equilibrium problem can be formulated as a variational inequality problem

defined on K.
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Theorem 2.7 (Variational Inequality Formulation of Nash Equilibrium)
Under the assumption that each utility function U; is continuously differentiable and

concave, X* is a Nash equilibrium if and only if X* € IC is a solution of the variational

inequality

(F(X*),X —X*) >0, XeK, (2.16)
where F(X) = (—Vx,Uy(X), ..., —Vx,Un(X))7, and Vx,Us(X) = (%522 .,
an(X))

The conditions for existence and uniqueness of a Nash equilibrium are now intro-
duced. As stated in the following theorem, Rosen (1965) presented existence under
the assumptions that K is compact and each U; is continuously differentiable.
Theorem 2.8 (Existence Under Compactness and Continuous Differentia-
bility)

Suppose that the feasible set IC is compact and each Uy, is continuously differentiable

Vi. Then existence of a Nash equilibrium is guaranteed.

On the other hand, Gabay and Moulin (1980) relaxed the assumption of the com-
pactness of I and proved existence of a Nash equilibrium after imposing a coercivity
condition on F(X).

Theorem 2.9 (Existence Under Coercivity)
Suppose that F(X), as given in Theorem 2.7, satisfies the coercivity condition (2.9).
Then there always exists a Nash equilibrium.

Furthermore, Karamardian (1969) demonstrated existence and uniqueness of a
Nash equilibrium under the strong monotonicity assumption.

Theorem 2.10 (Existence and Uniqueness Under Strong Monotonicity)
Assume that F(X), as given in Theorem 2.7, is strongly monotone on KC. Then there

exists precisely one Nash equilibrium X*.
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Additionally, based on Theorem 2.5, uniqueness of a Nash equilibrium can be
guaranteed under the assumptions that F'(X) is strictly monotone and an equilibrium
exists.

Theorem 2.11 (Uniqueness Under Strict Monotonicity)
Suppose that F(X), as given in Theorem 2.7, is strictly monotone on K. Then the

Nash equilibrium, X*, is unique, if it exists.

2.3. Generalized Nash Equilibrium (GNE)

In this section, I present a brief discussion on Generalized Nash Equilibrium
(GNE) in which the strategies of the players, defined by the underlying constraints,
depend also on the strategies of their rivals. A frequently encountered class of General-
ized Nash games deals with a common coupling constraint that the players’ strategies
are required to satisfy (Kulkarni and Shanbhag (2012)). These games are also known
as Generalized Nash games with shared constraints (Facchinei and Kanow (2007),
Rosen (1965)).

Definition 2.10 (Generalized Nash Equilibrium)
A strategy vector X* € K = Hle K', X* € S, constitutes a Generalized Nash Equi-

librium if for each playeri; i =1,...,1:

Us(XF, X7) > Ui(X;, X7), VX, e KU VX €S, (2.17)

where

Xr= (X5 XE L X XD,

K" is the feasible set of individual player and S is the feasible set consisting of the
shared constraints.
Bensoussan (1974) formulated the GNE problem as a quasivariational inequality.

However, GNE problems are challenging to solve when formulated as quasivariational
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inequality problems for which the state-of-the-art in terms of algorithmic procedures
is not as advanced as that for variational inequality problems. In Kulkarni and
Shanbhag (2012), the authors provide sufficient conditions to establish the theory of
Variational Equilibrium as a refinement of the GNE which is utilized in Chapter 4 of
this dissertation.
Definition 2.11 (Variational Equilibrium)
A strategy vector X* is said to be a variational equilibrium of the above Generalized
Nash Equilibrium game if X* € K, X* € S is a solution of the variational inequality:
I
> (VxUi(X"), X; = X]) >0, VX €K VXES. (2.18)
i=1
A notable feature of a variational equilibrium that I discuss in Chapter 4 in this
dissertation is that the Lagrange multipliers associated with the shared or coupling
constraints are the same for all players in the game which provides an elegant economic

interpretation in terms of fairness.

2.4. Algorithms

In this section, I review the algorithms that are used in this dissertation. The
Euler method, which is based on the general iterative scheme of Dupuis and Nagurney

(1993), and the modified projection method of Korpelevich (1977) are presented.

2.4.1 The Euler Method
The Euler-type method algorithm and it’s convergence conditions are given below.
At an iteration 7+1 of the Euler method (see also Nagurney and Zhang (1996)), where

7 denotes an iteration counter, one computes:

X = Pe(XT — . F(XT)), (2.19)
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where F' is the function in (2.1a), and Px is the projection on the feasible set I,
defined by
Pr(X) = argmin, || X — X (2.20)

I now provide the complete statement of the Euler method.
Step 0: Initialization
Set X € K.
Let 7 = 0 and set the sequence {c.} so that > 7 a, = oo, a, > 0 for all 7, and
ar — 0 as 7 — o0.
Step 1: Computation

Compute X"t € K by solving the variational inequality subproblem:

(XM 4, F(XT) - X", X - X" >0, VXK. (2.21)

Step 2: Convergence Verification
If max | X' — X]| < e, for all [, with € > 0, a pre-specified tolerance, then stop;
otherwise, set 7 := 7+ 1, and go to Step 1.
Assumption 2.1
Suppose we fix an initial condition Xy € K and define the sequence {X,,7 € N} by
(2.19). I assume the following conditions:

1.3, a =00, a; >0,a, = 0 as T — oo,

2. d(F,(z), F(2)) — 0 uniformly on compact subsets of K as T — oo.

3. The sequence {X,,7 € N} is bounded.
Theorem 2.12 (Convergence of the General Iterative Scheme)
Let S denote the set of stationary point of the projected dynamical system (2.19),
equivalently, the set of solutions to the variational inequality problem (2.1a). As-
sume Assuption 2.1. Suppose {X,,7 € N} is the scheme generated by (2.19). Then
d(X.,S) =0 as 7 — oo, where d(X,,S) = 0 =infxes| X, — X]|.
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Corollary 2.1 (Existence of a Solution Under the General Iterative Scheme)

Assume the conditions of Theorem 2.12, and also that S consists of a finite set of

points. Then lim,_,. X, exists and equals to a solution to the variational inequality.
In the subsequent chapters, for each model, I derive the explicit formulae for all

the strategy vectors in the respective variational inequalities formulated.

2.4.2 The Modified Projection Method

The modified projection method of Korpelevich (1977) can be utilized to solve a
variational inequality problem in standard form (cf. (2.1a)). This method is guaran-
teed to converge if the monotonicity (cf. (2.10)) and Lipschitz continuity (cf. (2.13))
of the function F' that enters the variational inequality (cf. (2.1a)) hold, and a solution
to the variational inequality exists.

I now recall the modified projection method, and let 7 denote an iteration counter.
Step 0: Initialization
Set XY € K. Let 7 = 1 and let a be a scalar such that 0 < o < %, where L is the
Lipschitz continuity constant (cf. (2.13)).
Step 1: Computation

Compute X7 by solving the variational inequality subproblem:

(XTHaF(XT™H-X"1 X -X")>0, VXcK. (2.22)

Step 2: Adaptation

Compute X7 by solving the variational inequality subproblem:

(XT4+aF(X") - X"1LX-X") >0, VXK. (2.23)
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Step 3: Convergence Verification
If max | X[ — X[’ll < e, for all [, with € > 0, a prespecified tolerance, then stop; else,
set 7:= 7+ 1, and go to Step 1.
Theorem 2.13 (Convergence of the Modified Projection Method)
If F(X) is monotone and Lipschitz continuous (and a solution ezists), the modified
projection algorithm converges to a solution of variational inequality (2.1a).

In the following chapters, I derive the variational inequality formulations of the
competitive blood supply chain network models. The computational algorithms re-
viewed in this chapter, which are the Euler method and the modified projection

method, are also adapted accordingly to solve a number of simulated case studies.
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CHAPTER 3
COMPETITION FOR BLOOD DONATIONS

In this chapter, I develop a bipartite supply chain network consisting of two tiers
representing blood service organizations (BSOs) and blood collection regions. Each
BSO collects blood from multiple sites. The blood service organizations have, as their
strategic variables, the quality of service that they provide donors at their collection
sites in the regions. It is well-recognized that and, as highlighted in Chapter 1, the
quality of service at the blood collection sites plays a big role in repeat donations.
Moreover, donors receive no financial remuneration in this model and this is quite
reasonable since, in many countries, payments for blood donations are not permitted.
I assume that the voluntary donors react to the service quality levels and, hence, the
amount of blood received from each collection site varies depending on the level of
service quality provided.

The formal definition of the word “quality” implies the standard of something
as measured against other things of similar kind or, in other words, the degree of
excellence of something. Service quality pertaining to the blood collection process at
different facilities operated by blood service organizations would include operational
characteristics such as cleanliness, wait time, hours of donation (convenience), loca-
tion of the facilities, and treatment by staff that affect donation decisions as supported
by empirical findings in the existing literature (Gillespie and Hillyer (2002), Nguyen et
al. (2008), Aldamiz-echevarria and Aguirre-Garcia (2014), Al-Zubaidi and Al-Asousi
(2012), Yuan et al. (2011), Finck et al. (2016), Schreiber et al. (2006)). Different

facilities, even operated by the same blood service organization, may have different
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associated service quality, depending on the size, the resources available there, and
location of the service. For example, a permanent unit may be more comfortable to
some donors, and be viewed as providing a higher quality of service than a mobile
unit. Moreover, the service quality may vary from one organization to another for
similar reasons and even the experience of personnel can be a factor.

The blood service organizations in the model developed in this chapter compete
noncooperatively with the objective of maximizing their transaction utilities until a
Nash Equilibrium is achieved. Since in the United States, blood service organizations
are, for the most part, not-for-profit, the utility function consists of a service utility
or altruism term in addition to revenue generated from selling the collected blood to
healthcare facilities such as hospitals, trauma centers, and the cost of collection. The
solution of the model yields the desired service quality levels at the blood collection
sites and the corresponding quantities of blood received. Results obtained from such
a model can provide managerial insights to the blood service organizations in terms of
decisions about improving the service quality levels at their various blood collection
sites to increase the amount of blood donations that they receive as well as the
associated financial implications.

This chapter is based on the paper Nagurney and Dutta (2019a), and is organized
as follows. In Section 3.1, I present the competitive network model for blood dona-
tions, identify the Nash Equilibrium conditions, and provide the variational inequality
formulation. I also establish that the equilibrium quality level pattern of the blood
service organizations is guaranteed to exist and provide conditions for uniqueness of
the solution. Further, I derive an equivalent formulation to the variational inequality
problem for competition among the blood service organizations which utilizes La-
grange multipliers associated with the lower and upper bounds of the quality levels
that the blood service organizations can provide in the different regions in which they

have or may desire to have blood collection services and provide a richer interpre-
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tation of the underlying economic behavior of the blood service organizations. An
illustrative example is also presented. In Section 3.2, I outline the algorithm, which
yields closed form expressions at each iteration for the service quality levels, until
convergence is achieved and then demonstrate the generality of the modeling and
algorithmic framework through a series of numerical examples with accompanying
insights in Section 3.3. Lastly, I summarize the results and present the conclusions

in Section 3.4.

3.1. The Competitive Network Model for Blood Donations
Assume that there are m blood service organizations responsible for collecting the
blood donations, which are then tested, processed, and distributed to hospitals and
other medical facilities. A typical blood service organization is denoted by 7. There
are n regions in which the blood collections can take place. The collection sites may
be fixed or mobile. A typical region is denoted by j. The time horizon for this model
is flexible but I have in mind a week or a month. The illustrative example in Section
3 provides an actual context for an application of the model, which is then further
expanded in the numerical examples in Section 3.3. The network structure of the

problem is depicted in Figure 3.1.

Blood Service Organizations

Blood Collection Regions

Figure 3.1. The Network Structure of the Game Theory Model for Blood Donations
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Let @QQ;; denote the quality of service that BSO ¢ provides in region j. In order
to allow flexibility I introduce upper and lower bounds on the service quality levels.
Lower bounds could be employed as a target for a blood service organization or
correspond to a minimum set by a regulatory body. An upper bound would represent
the maximum achievable quality level by an organization in a region.

Group the strategic variables for each blood service organization into the vector
(Q); € R, and then group the quality of service levels for all blood service organizations
into the vector Q € R". So @ is essentially an m X n matrix. There is a nonnegative
lower bound and a positive upper bound imposed on each strategic variable, such
that

Q,; < Qi <Qij, j=1,...,n. (3.1)

The feasible set K for blood service organization i; i = 1,...,m, is defined as
K = {Q;| (3.1) holds}. The feasible set underlying all players in the game, that is,
the blood service organizations, is denoted by K where K = [[", K".

I now describe the components of the transaction utility faced by each blood
service organization that capture the total cost associated with the blood collection
in the different regions, the utility corresponding to providing the quality levels, and
the revenue generated from the blood donations. Each blood service organization
seeks to maximize its transaction utility, which depends on the quality levels not
only that it controls but also on those determined by the competing blood service
organizations in the various regions.

Each blood service organization 7 encumbers a total cost ¢;; associated with col-

lecting blood in region j, such that

éz’j = é’LJ(Q)7 j = 17 e,y (32)

where ¢;; is assumed to be convex and continuously differentiable for all 7,j. Note

that the total cost depends, in general, on the quality of service that the blood service
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organization ¢ provides at its facility in each region 7, as well as on the quality levels
of the other blood service organizations. Some facilities may be more spacious, have
more staff, provide greater comfort, have shorter waiting times, and also be cleaner,
all factors that enter into the quality of the service and experience of the blood donors.
Also, the blood service organizations may be competing for blood service professionals
as well as other resources so that the generality of the functions in (3.2) allows for
greater modeling flexibility. The total cost functions in (3.2) also include the cost of
supplies for collecting the blood.

Each blood service organization 7, since it values the service that it provides to
donors, enjoys a utility associated with the service given by: w; Z?Zl 7 Qij, where the
w; and the v;;8; 7 = 1,...,n, take on positive values (cf. Nagurney, Alvarez Flores, and
Soylu (2016) and the references therein). This component of the transaction utility
represents a monetized utility reflecting the value that the blood service organization
places on providing collection services at quality levels in the regions under study. If
the blood service organization does not wish to consider this component, then w; can
be set equal to zero. However, for organizations such as the American Red Cross,
these operations might give more visibility and create a goodwill among donors that
can eventually aid in fundraising for their other humanitarian operations.

In addition, each blood service organization i receives a volume of blood donations

in region j, denoted by Pj;; j = 1,...,n, where

P = P(Q), (3-3)

where each P;; is assumed to be concave and continuously differentiable. These blood
donation functions capture competition for blood donations among the blood service
organizations based on the levels of quality of service that they provide. If need
be, these functions can include parameters associated with the level of organizational

effectiveness as well as the impact preference of donors. Donors can be expected to be
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more willing to give to reputable blood collection service organizations. Also, donors
often prefer that the blood that they donate be used in a region in proximity to them.
For example, Mews and Boenigk (2013), in an online experiment with 144 potential
donors, found that organizational reputation is easily damaged by negative news in the
press and that this leads to a significantly lower willingness to donate blood for such
an organization among potential donors. They also note that, in highly competitive
markets, as is the case in Germany (and other countries), intangible assets such as
organizational reputation and nonprofit brands have been proven to be of critical
importance.

Since blood service organizations charge for the blood that they provide and dif-
ferent organizations can and do price differently, I associate an average price m; for
blood (typically, measured in pints) for blood service organization i; i = 1,...,m.
These prices correspond to the price associated with the blood collection activity
and, hence, would be fraction of the price charged for a pint of blood to hospitals and
other medical facilities. For example, the price for a pint of blood can range in the
United States from about $150 to as much as $300 and this price would also cover
testing and delivery. The revenue that blood service organization ¢ achieves that is
associated with its blood collection activities over the time horizon is, hence, given
by m; Z?;l P;(Q).

I now construct the optimization problem faced by blood service organization i; i =
1,...,m. Each blood service organization 7 seeks to maximize its transaction utility,
U;, with the transaction utility capturing income due to contractual payments for
the blood that it will distribute as well as the monetized utility that the organization
gains from providing the collection services to various regions and the costs associated

with collection. In particular, the optimization problem is as follows:

Maximize U; = m; Z P (Q) + w; Z Vi Qij — Z ¢ij(Q) (3.4)
j=1 J=1

j=1
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subject to (3.1).

For additional background on utility functions for nonprofit and charitable orga-
nizations, see Rose-Ackerman (1982) and Malani, Philipson, and David (2003).

The Nash Equilibrium conditions for the noncooperative game (cf. Nash (1950,
1951)) are stated below.
Definition 3.1: Nash Equilibrium for Blood Donations

A service quality level pattern QQ* € K is said to constitute a Nash Equilibrium in

blood donations if for each blood service organization i;1=1,...,m,
where
Q;’(E(QT?"'aQ;;l?Q:Jrla'-'7Q:1)' (36)

According to (3.5), a Nash Equilibrium is established if no blood service organi-
zation can improve upon its transaction utility by altering its quality service levels,

given that the other organizations have decided on their quality service levels.

3.1.1 Variational Inequality Formulation

I now present the variational inequality formulation of the above supply chain
Nash Equilibrium in quality of service levels.
Theorem 3.1: Variational Inequality Formulation of the Nash Equilibrium
for Blood Donations
A service quality level pattern Q* € K is a Nash Equilibrium according to Definition

3.1 1f and only if it satisfies the variational inequality problem:

-2 agQ* X Qi — Qi) 20, VQ €K, (3.7)
i=1 j=1 R
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or, equivalently, the variational inequality:

m

0 (Q 0Py (Q
— Wi — Qu—Qy] >0, VQeK
ZZ Z gy e Z vl RICIRLE
(3.8)
Proof: We know that each feasible set K% i = 1,...,m, is convex since it con-

sists of simple box constraints. Hence, it follows that the Cartesian product K of
these sets is also convex. Under the imposed conditions on the blood donation func-
tions P;;(Q®), and the total cost functions ¢;(Q), for all i, j, we also know that the
utility functions U;; ¢ = 1,...,m, are concave and continuously differentiable, since
the utility functions consist of such functions, and a linear expression. Therefore,
according to Proposition 2.2 in Gabay and Moulin (1980), which established the
equivalence between the solution to a Nash equilibrium problem and the solution to
the corresponding variational inequality problem, we know that each blood service
organization ; ¢ = 1,...,m, maximizes its utility according to Definition 3.1 if and

only if Q* € K solves:

m n Z(Q*
22 a0, X Qu-Qy) =0 YQeK

i=1 j=1

which is precisely variational inequality (3.7).
In order to obtain variational inequality (3.8) from variational inequality (3.7),

note that:

8U Q* 6czk 8sz ..
an] Z 8Q” — Wiy — Z @QU ) VZ,],

and, therefore, variational inequality (3.8) also holds. O
The above variational inequality formulations of the Nash Equilibrium problem

can be put into standard variational inequality form given by (2.1a) presented in
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Chapter 2. The mn-dimensional column vector X = ) and the mn-dimensional

column vector F'(X) has as its (7, j)-th component, Fj;:

B e (Q 0P (Q
Fz’j(‘X):_ an] Z a@z] —en Z aQZ] ’ (39)

with the feasible set L = K. Then, clearly, variational inequality (3.7) and (3.8) can
be put into standard form (2.1a).

Existence of a solution Q* to variational inequality (3.7) and also (3.8) is guar-
anteed from the standard theory of variational inequalities (cf. Chapter 2) since the
function F'(X) that enters the variational inequality is continuous and the feasible
set K is compact. Moreover, from the strict monotonicity condition described in

Definition 2.4 (cf. Chapter 2) we have that the equilibrium solution Q* is unique.

3.1.2 An Equivalent Formulation of Variational Inequality with Lagrange
Multipliers
I now describe and analyze an equivalent formulation of variational inequality
(3.7) which provides a deeper analysis of the Lagrange multipliers that are associated
with the constraints (3.1), in the form of lower and upper bounds, on the levels of
quality.

Observe that the feasible set K can be rewritten as

K:{QeRmn;QU—QUgo,@ij—(gij§0,¢:1,...,m;j:1,...,n}. (3.10)

Also, variational inequality (3.7) can be rewritten as a minimization problem. For

example, by setting

- Z azéi Qz] Qz]) (311>

i=1 j=1
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we have that
V(Q)>0in K and m}én V(Q)=V(Q") =0. (3.12)

Now consider the Lagrange function:

(Q )\1 )\2 ZZ a@m Q’L] Qz])

=1 j=1

+ZZA @, — Q)

=1 j5=1
+ZZA Qi — Qij), (3.13)
i=1 j=1
where @ € R™, M A2 € BT, A = {1, ..., A s and A2 = {A3,, .. 02 1

Since for the convex set K the Slater condition is verified and (* is a minimal
solution to problem (3.14), according to well-known theorems (see Jahn (1994)), there
exist Lagrange multiplier vectors A', A? € R™" such that the vector (Q*, A\!,\?) is a

saddle point of the Lagrange function (15), that is,

LQ* AN < L(Q*, A N) < L(Q,N', V), VQ e K, VA", N> e R, (3.14)
and

X}j(glj —Q;) =0, MN(Q;—Qiy)=0, i=1,....mj=1,...,n (3.15)

From the right-hand side of (3.16) it follows that @Q* € R is a minimal point of

L£(Q, A}, \?) in the whole space R™ and, hence, for all i and j:

OL(Q*, AN L oUi(Q)
aQij B 6@1]

— A+ A5 =0 (3.16)

together with conditions (3.15).
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Conditions (3.15) and (3.16), which hold for all ¢ and j, represent an equivalent
formulation of variational inequality (3.7).
Indeed, it is easy to see that from (3.15) and (3.16), variational inequality (3.7)

follows. For example, multiplication of (3.16) by (Qi; — Q;;) yields

oUi(Q)
9Qi;

X Qi — Q) — 5‘%;‘(Qij — Q) + A $(Qij — Q) =0
and, by taking into account (3.15):

oU;(Q)
0Q;

X (QZ] - Q:]) = 5\21j (QU - Q:]) (Qlj QZJ)

= \;(Qi — Q, )+ A (Qij — Qi) = 0. (3.17)
Summation over all ¢ and j of (3.17) yields variational inequality (3.7).
I now proceed to analyze the marginal transaction utilities of the blood service
organizations.

From (3.16) we have that

oU;(Q")
9Qi;

_j‘z‘lj‘i‘;\?jzoa r=1,....m;5=1,...,n.

Therefore, if Qij <Qj < Qij, then we get, using also (3.8):

oU; 0¢(Q 0Py(Q
- — Wi T - 7
aQU [Z acz,] e Z Qi) ]

i=1,....m;j=1,...,n. (3.18)

On the other hand, if A}; > 0 and, hence, Q;; Qij and A%, = 0, then we get that

e (Q 0P(Q 1
- wz z >‘7,7
"0, [Z ) o T ] J
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i1=1,....m;j=1,...,n, (3.19)

and if A, > 0 and, hence, Q}; = Q;; and A}, = 0, we have that

8U 8% apzk N2
_ = )\
T = |2 M o m Y D =

i=1,...,mj=1,...,n. (3.20)

I now proceed to analyze (3.18) through (3.20). From equality (3.18), which holds
when Qij < Q< Qij, observe that for blood service organization ¢, which provides

a quality level of service of (}; to blood donors in region j, the marginal transaction

utility is zero; that is, the marginal total cost: > 7 _, %@*) is equal to the marginal
ij

utility associated with providing the service and the marginal revenue associated with

8Pik(Q*)'

the acquired blood donations in region j: w;vy;; + m; ZZZI o
ij

According to equality (3.19), if Q}; = Qij, then the minus marginal transaction
utility is equal to 5\%]-. In other words, the marginal total cost exceeds the marginal
utility associated with providing the service and the marginal revenue. The blood
service organization ¢ then suffers a marginal loss given by 5\}]-.

Finally, according to (3.20), in which case Q}; = Qi; and S\?j > 0, minus the
marginal transaction utility is equal to —S\fj. In this case the marginal utility plus
the marginal revenue exceeds the marginal total cost. Blood service organization ¢
experiences a marginal gain given by S\?j.

From the above analysis, the equilibrium/optimal Lagrange multiplier vectors of
variables A\' and A\? provide a rigorous interpretation of the behavior of the competition
with respect to the provision of blood services, under the quality service level bounds.
I remark that Langrangean analysis has also yielded useful insights into equilibrium
problems in cybersecurity (cf. Daniele, Maugeri, and Nagurney (2017)) and in finance
(see Daniele, Giuffre, and Lorino (2016)).
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3.1.3 An Illustrative Example

An example is now presented to illustrate some of the above concepts. 1 will
expand it in Section 3.3 to construct a series of numerical examples.

The example is inspired, in part, by the American Red Cross (cf. Arizona
Blood Services Region (2016)) issuing a recent call for donations since its supplies of
blood are low due to seasonal colds and flu and the devastating impact of Hurricane
Matthew, which made landfall in the United States on October 8, 2016, affected such
states as Florida, Georgia, and the Carolinas, and disrupted blood donations in many
locations in the Southeast of the United States. Specifically, I focus on Tucson, Ari-
zona, where the American Red Cross held recent blood drives at multiple locations
and where there are also competitors for blood, including United Blood Services.
Example 3.1: Two BSOs and Two Blood Collection Regions
Example 3.1 serves as the baseline. It consists of two blood service organizations
(BSOs), the American Red Cross and the United Blood Services, corresponding to
uppermost nodes 1 and 2 in Figure 3.2. There are also two blood collection regions
in Tucson, denoted by the lowermost nodes in Figure 3.2. For example, in its recent
call for blood donations (cf. Arizona Blood Services Region (2016)), the America Red
Cross had two locations in Tucson for collection. United Blood Services is a nonprofit
organization that was founded in 1943 in Arizona and provides blood and services
to more than 500 hospitals in 18 states (cf. United Blood Services (2016)). United
Blood Services also collects blood in Tucson. The collection site nodes 1 and 2 are
fixed, rather than mobile, for both organizations.

The components of the transaction utility functions (3.4) of the blood service
organizations are as follows.

I consider a month of collection of whole blood cells. According to Meyer (2017),
Executive Vice President of the American Red Cross (in a private communication),

productive Red Cross sites collect, on the average, 700-840 whole blood units a month.
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Blood Service Organizations

Blood Collection Regions
Figure 3.2. Example 3.1

The blood donation functions for the American Red Cross are:

P1(Q) = 10Q11 — Q21 — Q22 + 130,  Pio(Q) = 12Q12 — Q21 — 2Q22 + 135,

Note that the fixed terms of 130 and 135 reflect the baseline of repeat donors that
the American Red Cross expects over the month in the two regions, respectively.

The blood donation functions for the United Blood Services are:

Po1(Q) = 11Q21 — Qi1 — Q12 + 123, Pp(Q) = 12Q2 — Q11 — Q12 + 135.

The United Blood Services has a lower baseline population of donors in these blood
collection regions than the America Red Cross. Its attention to quality is as good or
higher than that of the American Red Cross, according to the respective functions.

The utility function components of the transaction utilities of these blood service
organizations are:

wi =9, 7m=8 72=9,
Wy = 10, Y21 = 9, Yo2 = 10

The above parameters reflect that Organization 2 derives greater utility from provid-

ing quality blood collection services than Organization 1.
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The total costs of operating the blood collection sites over the time horizon, which
must cover costs of employees, supplies, and energy, and providing the level of quality

service, are:
¢11(Q) = 5Q7, + 10,000, é12(Q) = 18Q73, + 12, 000.

e1(Q) = 4.5Q3%, + 12,000, ¢é20(Q) = 5Q3, + 14, 000.

The bounds on the quality levels are:

Q, =50, Qu=280, Q,=40,Q1, =710,

Q,, =60, Qun =90, @, =70,Q=90.

The prices, which correspond to the collection component of the blood supply
chain, are: m = 70 and m = 60.

First, observe that the objective function (3.4) of each blood service organization
is, given the above functional forms, concave and continuously differentiable. In
order to solve Example 3.1, T utilize variational inequality (3.8), and, because of
the simplicity of the functions above (which I generalize for additional numerical
examples), equilibrium quality levels can easily be obtained.

Specifically, using formula (3.10) for each F};, I obtain the following equations:
Fll(Q*) — 10@;1 - 772 — O,

Fi2(Q) = 36Q7, — 921 =0,
Fo(QF) = 9Q5, — 750 = 0,

Note that we also have to be cognizant of the lower and upper bounds on the quality

levels. Solving the above equations yields : Q7; = 77.2, Qj, = 25.5, @3, = 83.3, and

52



Q55 = 82. Checking whether the values lie within the respective bounds I observe that
they all do, except for Q)F,, which, hence, is set to its lower bound so that: @7, = 40.

According to this solution, the Red Cross stands to collect 736.7 units of blood at
region 1, since Pi1(Q*) = 736.7 and 367.7 units of whole blood at region 2. United
Blood service, on the other hand, stands to collect, since Py (Q*) = 922.1, that
number of units per month at region 1, and 1001.80 units in region 2 (since Py (Q*) =
1001.8). Hence, United Blood Services collects a larger number of units of blood in
the two regions.

It is also known, according to the Lagrangean analysis above, that, since only (7,

is at its lower bound and no quality service levels are at their upper bounds: A}, = 0,

Ay =0, Ay =0, and A}, = 0, Af, = 0, A3, = 0, A3, = 0. Also, since Qf, = Q,, T

get A, = Zi:l 8%’&2(3*) — W12 — T 22:1 apalg(g*) = 1359. The American Red Cross
suffers a marginal loss given by Al,. The transaction utilities at the equilibrium
quality levels are: U;(Q*) = 5,507.20 and Us(Q*) = 40,285.99. In this illustrative
example, the United Blood Services organization provides a higher level of quality
services at each of its locations in Tucson and garners a higher transaction utility
than the American Red Cross.

In the numerical examples in Section 3.3, I consider more general blood donation

functions and also add both a competitor and a new region and analyze the resulting

blood service organization quality levels and the incurred transaction utilities.

3.2. The Algorithm

Here I outline the computational procedure used to solve the examples in Section
3.3. Specifically, the variational inequalities (3.7) and (3.8) are amenable to solution
via the Euler method of Dupuis and Nagurney (1993) which is described in Section
2.4. Below I present the closed form expression for the service quality levels of blood

service organizations.
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Explicit Formulae for the Euler Method Applied to the Blood Donation
Service Organization Game Theory Model

The elegance of this algorithm for the variational inequality (3.8) for the computation
of solutions to the model is clear from the following explicit formula (cf. also (2.21)).
In particular, I have the following closed form expression for the quality service levels
1=1,...,m;5=1,...,n, at iteration 7+ 1:

) oc
o ' ) ik 21
Q3 maX{Ql,j, min{Qi;, Q7 +a-(m; Z 3% Z (%2” b (3.21)

3.3. Numerical Examples

I now present numerical examples focused on an area of Arizona. These build on
the illustrative example in Section 3.1. In Nagurney and Dutta (2019a) the Euler
method was implemented using FORTRAN on a Linux system. The convergence
criterion was € = 1075, that is, the Euler method was considered to have converged if,
at a given iteration, the absolute value of the difference of each quality service level
(see (3.21)) differed from its respective value at the preceding iteration by no more
than the e. The Euler method was initialized by setting all the quality service levels
to their lower bounds.

In the subsequent examples, Examples 3.2 through 3.6, different features are
added. In Example 3.2, more general blood donation functions than those used in Ex-
ample 3.1 are introduced and this changes the solution significantly. In Example 3.3,
a collection region is added to show how that can benefit the competing blood service
organizations. Example 3.4 incorporates an additional blood service organization to
increase the competition. With Example 3.5, it is shown how over time increased
competition can affect the outcomes. Lastly, in Example 3.6, there are three blood
service organizations competing for donations in three collection regions. Hence, with
each example a layer of complexity is added, which demonstrates the generality of

the modeling and computational framework.
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Below I provide additional information for each numerical example.

Example 3.2: Two BSOs and Two Blood Collection Regions with Different
Form of Blood Donation Functions

Example 3.2 has the same network topology as Example 3.1, that is, the one depicted
in Figure 3.2. The data are identical to those in Example 3.1 except here, significantly
more general blood donation functions are used to observe how that changes the
solutions. In particular, the new P;; functions are constructed from the ones in
Example 3.1 thus: aij\/E fori=1,2; 7 = 1,2 with ay; = 50, a2 = 30, an; = 40,
and ayy = 20.

The computed equilibrium quality levels are:

Qi =7243, Qi, =40.00, Qi =64.61, @}, = 70.00.

The Euler method requires 34 iterations to converge to this solution. BSO 1 provides
a higher level of quality of service in Region 1 whereas BSO 2 does in Region 2. BSO
1 collects Py = 1341.37 units of blood in Region 1 and P;5 = 607.74 units of blood in
Region 2, whereas BSO 2 collects P; = 1074.27 units in Region 1 and Py = 587.39
units of blood in Region 2. The revenue of BSO 1 is 136,437.78 and that of BSO 2
is: 99,699.67. The monetized service utility component of the transaction utility of
BSO 1 is 8,455.10 and that of BSO 2 is 12,814.97. BSO 1 incurs costs of 77,031.92
and BSO 2 incurs costs of 69,285.48. The revenue minus the cost (net revenue) for
BSO 1 is: 59,405.86, whereas the revenue minus the cost for BSO 2 is: 30,414.19.
The values of the transaction utilities of the blood service organizations at the
equilibrium values are, hence: U; = 67,860.96 and Uy = 43,229.16. Note that both
organizations have over the time period revenues that exceed their costs, which is
important for the sustainability of their operations. Also, BSO 1 garners a larger
number of units of blood donated in each region than does BSO 2. In Region 1

BSO 1 has a higher level of quality service than does BSO 2 but in Region 2 BSO
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2 provides a higher level of quality service. However, the “brand” of BSO 1, which
is also reflected in its Pjo function, dominates, although not significantly in terms of
units collected in Region 2.

Observe that both )}, and 5, are at their lower bounds. Hence, according
to the Lagrange analysis theoretical results presented in Section 3.1 we know that:
M, = X2, =0and \}; = A3, = 0. Also, we have that A}, = 737.03,\2, = 0, and
Ay = 354.85, 02, = 0. Therefore, BSO 1 suffers a marginal loss of 737.03 associated
with its services in Region 2 and BSO 2 suffers a marginal loss of 354.85 associated
with its services in Region 2.

Example 3.3: Two BSOs and Three Blood Collection Regions

Example 3.3 has the network topology in Figure 3.3. The data are as in Example 3.2
but with the addition of a possible new blood collection point in Region 3. In this
example, the quality of service level lower bounds associated with the blood service

organizations servicing Region 3 in terms of collections are set to 0.

Blood Service Organizations

Blood Collection Regions
Figure 3.3. Example 3.3

The data are as follows: aq3 = 40, ass = 30, and

Pi3(Q) = 401/10Q13 — Q23 + 50,  Po3(Q) = 304/11Q23 — Q13 + 50,

Y13 =19, 723 =10,
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and

e13(Q) = 10Q7; + 15,000,  ¢23(Q) = 9Q35 + 13,000.

The lower and upper bounds on the new links, in turn, are:

Q3 =0, @y =0,

Q13 =60, Qa3 = T70.

The Euler method converges in 34 iterations to the following equilibrium quality
level pattern:

Qi = 7243, Q, =40.00, QI =38.84,

Note that the equilibrium quality levels for Q7;, (7,, and Q3,, ()5, remain as in
Example 3.2 since the underlying functions for these blood service organization and
blood region pairs remain as in Example 3.2. Also, it is known from the theoretical
analysis in Section 3.1 that since both Q75 and ()53 are neither at their lower or at
their upper bounds, we have that: AL, = A2, = A, = A2, = 0.00.

BSO 1 receives 804.73 units of blood in Region 3 whereas BSO 2 receives 586.24
units of blood in Region 3. The revenue of BSO 1 is now 196,739.25 and that of BSO
2 is: 134,874.17. The monetized service utility component of the transaction utility is
11,601.49 for BSO 1 and 16,185.06 for BSO 2. Since now both organizations operate
a facility in an additional region the costs for BSO 1 are equal to 167,283.03 and for
BSO 2 the costs are: 127,589.64. The transaction utility for BSO 1, U; = 41,057.70,
and the transaction utility for BSO 2, Us, is now 23, 469.59.

The revenue for each organization is higher in this example, with a new blood
collection facility in a new region, than that obtained in Example 3.2. However, the

cost is also higher. By collecting blood donations from three regions, rather than
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two, the organizations achieve a higher monetized service utility by serving more
regions. The net revenue for BSO 1 is now 29,456.22 and it is 7,284.53 for BSO 2.
For each organization the revenue still exceeds the costs, which means that collecting
blood in Region 3 does not hurt them financially. However, the net revenue for each
organization is lower in this example than in Example 3.2.

Example 3.4: Three BSOs and Two Blood Collection Regions

Example 3.4 is constructed from Example 3.2, and has the same data, except for the
new data corresponding to the addition of a new competitor, BSO 3, as depicted in

Figure 3.4.

Blood Service Organizations

Blood Collection Regions
Figure 3.4. Example 3.4

The data for BSO 3 are:

P31 (Q) = 504/11Q31 — Qa1 + 50,  Psp(Q) = 404/10Q32 — Q12 + 2000,

W3 = 10, Y31 = 10, V32 = ]_1,

with the total cost functions given by:
e31(Q) = 6g5, + 10,000,  ¢3(Q) = 5Q3, + 12,000,
and with the lower and upper bounds as follows:

Q,, =50, Qs =90,
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Q,, =40, Qs = 80.

The price m3 = 80. Recall that here I just consider the collection component of
the blood supply chains.
The Euler method requires 40 iterations for convergence and yields the following

equilibrium quality service level pattern:

Qi =7243, @, =40, Qi =64.61, Q5 =70, Qi =70.73, Q= 66.65.

Observe that, since the blood donation functions of the original blood service or-
ganizations have not changed, their quality service levels and, hence, their transaction
utilities remain as in Example 3.2; the same holds for the donations, revenue amounts,
costs, as well as the monetized service utility component of the transaction utilities.

BSO 3 has a transaction utility Us = 104,706.44. The amounts of its blood
donations received are: P3; = 1,381.47 and Psy = 2,049.99. Its revenue is: 274,516.72
and its monetized service utility component of its transaction utility is: 14,111.81,
with its cost equal to 184,922.09. This blood service organization has a net revenue
equal to 89,594.63. BSO 3 has the highest net revenue of all the organizations, in
this example, since the net revenue for BSO 1 in Example 3.2 was 59,405.86 and
that for BSO 2: 30,414.19. This is due, in part to BSO 3 being able to achieve
the highest volume of donations. Its quality levels do not lie at the bounds so that:
5\%1 = 5‘%1 = 5‘%2 = 5‘%2 = 0.
Example 3.5: Competition from BSO 3 Intensifies
Example 3.5 is constructed from Example 3.4. It is assumed that some time has
transpired and now both BSOs 1 and 2 realize that there is more competition from
BSO 3.

Hence, their blood donation functions are now modified to capture the impact of

competition from BSO 3 as follows:
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For BSO 1:

P (Q) = 50\/1()@11 — Q21 — Q22 — .5Q31 + 130,

Pp(Q) = 30\/12Q12 — Q21 — 2Q22 — .3Q32 + 135,

and BSO 2:

P (Q) = 40\/11Q21 — Q11 — Q12 — .2Q2 + 113,

Pos(Q) = 201/12Q2 — Q11 — Q12 — -3Q32 + 135.

The remainder of the data is identical to that in Example 3.4.
The Euler method converges in 40 iterations and yields the following quality ser-

vice level pattern:

Qi =T7357, Qi, =40, @i =064.99, Qi =70, Qi =70.73, Q= 066.65.

The transaction utilities are now: U; = 64,439.25, U, = 42,572.30, and Uz =
104, 222.39. The volumes of blood donations are now as follows: for BSO 1: P;; =
1,318.43, P15 = 592.46; for BSO 2: Py = 1,059.31, Py = 580.15, and for BSO 3:
P3; = 1,381.22 and P3, = 2,049.99. BSO 1 has a revenue of 133,762.72, costs equal to
77,860.27, and a monetized service quality component of the transaction utility equal
to 8,536.80. BSO 2, in turn, enjoys a revenue of 98 367.77, encumbers costs equal to
68,644.69, and a monetized service quality component of its transaction utility equal
to 12,849.21. BSO 3 obtains a revenue of 274,497.03, incurs costs of 185,38.53, and a
monetized service quality component of its transaction utility equal to 15,112.809.

Observe that only Q7, and Q)3, are, again, at their lower bounds. Hence, according
to the Lagrange analysis theoretical results presented in Section 3.1 we know that:
My =2 =0, M, = A2, =0, A}, = A2, =0 and also \}, = A%, = 0. Also, we now
have that AL, = 720.98, A2, = 0, and A}, = 351.79, A2, = 0. Therefore, BSO 1 suffers

a marginal loss of 720.98 associated with its services in Region 2 and BSO 2 suffers
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a marginal loss of 351.79 associated with its services in Region 2. These marginal
losses are lower than those they suffered in Example 3.2.

Interestingly, with increased competition, blood donors benefit in that the quality
service levels provided are now as high or higher than in Example 3.4 and both blood
service organizations (BSOs) 1 and 2 provide a higher quality service in Region 1
than in Example 3.4. But, of course, this comes at a higher cost so their transaction
utilities are lower now than in Example 3.4. Also, in terms of financial sustainability,
note that for BSO 1, its net revenue is now: 55,902.45; for BSO 2, this value is:
29,723.08, and for BSO 3: 89,109.50. With increased competition, the net revenues
decrease for all blood service organizations but these are, nevertheless, still significant
and would allow for investment, whether to enhance their operations or, if feasible,
to engage in R&D and further innovation for blood services.

In addition, comparing the amounts of blood collected by the two organizations
in the two regions in Example 3.2 with the results obtained here, it is seen that the
blood collections from both regions decrease for BSO 1 and BSO 2. However, due to
the presence of a competing organization the overall blood collection increases. This
finding is consistent with the empirical findings in Bose (2015).

Example 3.6: Three BSOs and Three Blood Collection Regions

Example 3.6 is constructed from Example 3.5 but it has a new blood collection region.
Hence, as depicted in Figure 3.5, there are now three regions for blood collection, as
well as three blood service organizations.

The data remain as in Example 3.5 with the addition of the new data below:

a3 =40, a3 =30, azz =50,

Pi3(Q) = 40\/1()@13 — (23 — .2Q33 + 150,

P3(Q) = 30\/11Q23 — Q13 — .2Q33 + 150,
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Blood Service Organizations

Blood Collection Regions
Figure 3.5. Example 3.6

P33(Q) = 50\/10Q33 — Q23 — .3Q13 + 100,
¢13(Q) = 100Q3, + 15,000  ¢E3(Q) = 9Q3, + 13000, ¢33(Q) = 8Q3; + 10000,

and with lower and upper bounds on the new links to Region 3 given by:

Q13 =0, Q23 =0, Q33 = 40,

QlS = 607 Q23 = 70, Qgg = 90.
Also, we have that

Y13 =19, 723 = 10,733 = 10.

The Euler method, again, converges in 40 iterations to the following equilibrium

pattern:

Q11 = T73.57, Qi =40, Qi3 =36.32,
Q5 =64.99, Q, =70, Qj3 =31.51,
Q3 =T70.73, Q3 =66.65, Qi3 = 56.39.

The transaction utilities are now: U; = 129,918.82, U, = 58,877.95, and Uz =
168, 602.63.

All of the Lagrange multipliers are equal to 0 except for the following: A}, =
720.98, A}, = 351.79.
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All three blood service organizations enjoy a higher transaction utility by collecting
blood in all three regions, rather than just two regions.

The volumes of blood donations are now: for BSO 1: P;; = 1,318.43, P, =
592.46, P53 = 867.59; for BSO 2: Py = 1,059.31, Py = 580.15, Py3 = 635.70,
and for BSO 3: P3; = 1,381.22, P33 = 2,049.99, and P33 = 1,246.49. BSO 1 has
a revenue of 194,493.95, a cost equal to 76,054.13, and a monetized service quality
component of the transaction utility equal to 11,478.99. BSO 2, in turn, enjoys a
revenue of 136,509.97, a cost 93,632.34, and a monetized service quality component
of its transaction utility equal to 16,000.32. BSO 3 obtains a revenue of 374,216.53,
incurs a cost 226,36.88, and a monetized service quality component of its transaction
utility equal to 20,751.96.

The net revenue of BSO 1 is now equal to 118,439.83; that of BSO 2 is: 42,877.63,
and that of BSO 3: 147,850.66. All blood service organizations gain by servicing

another region even in the case of competition.

3.4. Summary and Conclusions

In this chapter, I developed a game theory model for blood donations that focuses
on blood service organizations, which are increasingly challenged by competition in
this unique industry. Indeed, blood is a product that is life-saving, but, at the same
time, it cannot be manufactured, but must be donated by individuals. The model
is network-based and the governing concept is that of Nash Equilibrium. The blood
service organizations compete for blood donations in different regions and donors re-
spond to the quality of service that the blood service organizations provide in blood
collection. I formulated the governing equilibrium conditions as a variational in-
equality problem and prove that the solution is guaranteed to exist. Conditions for

uniqueness are also provided and additional theoretical results based on Lagrange
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theory associated with the lower and upper bounds on the service quality levels are
established.

The modeling and algorithmic framework is illustrated through a series of exam-
ples for which the computed equilibrium quality service levels as well as the Lagrange
multipliers, along with analysis are provided. The results obtained for the volume
of donations, the revenue, and the costs of each blood service organization, and the
monetized component of the transaction utility, which corresponds to the utility as-
sociated with providing quality service from the different examples, show how these
components vary depending on the intensity of competition. The results also demon-
strate how increased competition can yield benefits for blood donors in terms of
quality level of service. In addition, the examples show that the blood service organi-
zations can benefit, from enhanced transaction utility, by providing additional blood
collection sites. Importantly, the results also reveal that blood service organizations
that do “good,” can also be financially sustainable.

The results obtained from this model can also provide important managerial in-
sights. For blood collection regions that have lower quality levels, internal assessments
can be made by the blood service organizations to figure out the individual factors
responsible for such low levels such as longer wait time, unfriendly staff, etc. Ac-
cordingly, intervention techniques such as better scheduling, and improved training
of staff can be implemented. However, improving the service quality implies increase
in cost. The blood service organizations can easily observe the financial implications
of their decisions from the analysis.

In addition, it might be of value to blood service organizations to conduct surveys
at the blood collection sites and come up with service quality measures that are
weighted averages of the scores on the different operational facets mentioned in extant
literature that affect donor retention. The blood banking industry is highly regulated

by the Food and Drug Administration (FDA). Blood collection procedures have to
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follow strict protocols stated by the FDA in order to ensure that the collected blood
is safe. This research suggests that, in addition to emphasizing safety measures for
blood collection such as proper donor screening, attention should be given to the
service quality aspects of the blood collection sites to maintain a steady supply of

blood from motivated donors.
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CHAPTER 4

SUPPLY CHAIN NETWORK COMPETITION AMONG
BLOOD SERVICE ORGANIZATIONS

This chapter is based on the paper by Nagurney and Dutta (2019b). In the
competitive supply chain network model developed in this chapter I include multiple,
competing blood service organizations which are supplying blood to different hospitals
and trauma centers through multiple paths that include all major supply activities
such collection, processing and testing, shipment, storage and distribution. There is
a cost associated with each link representing the cost for that particular operation.

Similar to the utility function in Chapter 3, the utility function of the blood service
organizations here contains revenue as well as altruism/benefit components with the
latter being weighted. Further, in this model common /shared capacities on the blood
donations are imposed to incorporate supply side competition while upper and lower
bounds on the demand are included to address issues of shortage and wastage.

The equilibrium blood product flows in terms of RBCs are determined for each
blood service organization, given the competition and the constraints. Perishability
along the supply chain is captured and also differentiated prices are revealed. The
governing equilibrium conditions are that of Generalized Nash Equilibrium due to
the presence of shared constraints. I provide alternative variational inequality formu-
lations of the Generalized Nash Equilibrium problem, along with economic analysis
utilizing Lagrange theory associated with the various capacity constraints as well as
the demand constraints. Finally, an effective computational scheme is applied to

compute the equilibrium solutions in numerical examples comprising the case study.
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The remainder of this chapter is organized as follows. In Section 4.1, the model is
constructed, and alternative variational inequality formulations provided. In addition,
Lagrange analysis is conducted to gain insights into the economic meaning associated
with the supply and demand constraints. In Section 4.2, the computational procedure
is described, along with explicit formulae, at each iteration, for the RBC path flows,
and the Lagrange multipliers associated with the blood collection links, the physical
capacity link bounds, and the demand point upper and lower bounds for RBCs. I
then demonstrate the applicability of the framework through a case study consisting
of a series of numerical examples in Section 4.3. The summary of the results, and

conclusions are provided in Section 4.4.

4.1. The Multiple Blood Service Organizations Supply Chain
Network Competition Model

Blood service organizations (blood banks) collect blood periodically through blood
drives at collection facilities and/or through blood mobile units. Once whole blood
is collected at the collection sites it is sent to component laboratories for processing
and testing for disease markers. The processing involves separation of the whole
blood into components such as red blood cells, plasma, and platelets. Different blood
products have different shelf lives and each type of product also needs to be stored
at specific temperatures. Hence, supply chain management strategies for blood need
to be component-specific. I focus on RBCs in this model since these are the most
common type of blood product and are used for transfusions in surgeries, treatments
for cancer and other diseases, etc.

As depicted in Figure 4.1, there are I blood service organizations competing with
each other. Each blood service organization i can collect blood at n}, collection sites.
I assume that there are J regions in which blood banks can set up collection sites or

send blood mobiles to. Each of the n’;i =1, .., I, collection sites belongs to a region
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Figure 4.1. Supply Chain Network Topology for I Blood Organizations
j;j = 1,...,J. Collected blood by i is then shipped to n’ blood centers. From

there, blood is sent to n; component laboratories for testing and processing and,

subsequently, shipped to n% storage facilities. The component laboratories may not
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be separate physical entities but may exist within the blood centers (cf. Nagurney,
Masoumi, and Yu (2012)). The subsequent tier of the supply chain network for
i; i = 1,...,I, in Figure 4.1, is comprised of n’, distribution centers. The blood
banks may serve the same ny demand points consisting of hospitals, medical centers,
etc., and denoted by the bottom nodes: Hy,..., H,, in Figure 4.1. These “demand
markets” may be served by multiple blood banks since this is the case in reality. For
example, Baystate Health in Massachusetts procures blood from the American Red
Cross and from the Rhode Island Blood Bank in addition to having in-house blood
collection (Merola (2017)).

Each link between a pair of nodes denotes an activity along the supply chain.
The links from the blood service organizations to the collection sites represent the
collection procedure. The next set of links to the component labs represent the
processing and testing of blood. The successive sets of links denote, respectively,
storage, shipment, and distribution to demand points. There are also some direct
links from storage facilities to demand points since in some cases blood banks work
closely with the hospitals and monitor their inventory levels and ship the required
amount of blood directly to reduce cost (Wellis (2017)). Hence, the network topology
corresponding to even a single blood service organization, as depicted in Figure 4.1,
is more general than those constructed in Nagurney, Masoumi, and Yu (2012) and in
Masoumi, Yu, and Nagurney (2017).

This model can be used to capture regional as well as nationwide competition.
Moreover, large blood service organizations such as the American Red Cross and
the New York Blood Center have multiple component labs, storage, and distribution
centers, whereas smaller community ones might have one each. The time horizon in
which all the activities are occurring is assumed to be one week in this model.

The network topology of the blood service organizations’ supply chains is repre-

sented by G = [N, L] where N and L denote the sets of nodes and links, respectively.
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Table 4.1. Multiplier Notation for Perishability

Notation | Definition

Qg The arc multiplier associated with link a, which represents the percent-
age of throughput on link a. o, € (0,1]; a € L.
Qap The arc-path multiplier, which is the product of the multipliers of the

links on path p that precede link a; a € L and p € P; that is,

Oap H ap, if {a’ < a}, # O,

Qgp = be{a’<a}y

Sap if {a’ <a}, =0,

where {a’ < a}, denotes the set of the links preceding link a in path p
and d,, = 1, if link a is contained in path p, and 0, otherwise.

Iy The multiplier corresponding to the percentage of throughput on path
p; that is, p, = Haa; peP.
acp

L? is defined as the set of all the directed links corresponding to the sequence of
activities pertaining to the supply chain network of blood service organization ;
1=1,...,1. Associated with each link a is a total operational cost function, denoted
by ¢, Va € L, representing the cost for each activity corresponding to collection, pro-
cessing and testing, storage and distribution. A path p consists of a sequence of links
originating at one of the top origin nodes in Figure 4.1, ranging from node 1 through
node I, and ending at a destination node, corresponding to one of the demand points:
Hy,...,H,,.

In order to capture perishability, I utilize a generalized network approach with
appropriate arc and path multipliers (see also, e.g., Nagurney et al. (2013)) as defined
in Table 4.1. Moreover, since the blood product under consideration is RBCs those
paths that would have a time length greater than 42 days are explicitly removed from

the network(s) in Figure 4.1 since they would, in effect, be infeasible (and against

Food and Drug Administration regulations).
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Let z,, denote the nonnegative flow of blood on path p. Let the weekly demand
for blood from blood service organization i at demand point k& be denoted by d;; 1 =
1,..I; k= Hy,...,H,,. Let P! denote the set of all paths joining blood service
organization node ¢ with destination node Hj. The demands are grouped into the
vector d € RI™.

The conservation of flow equation that has to hold for each blood service organi-

zation ;¢ = 1,..., I, at each demand point k; k = H,,..., H,,, is

S ity = dis, (4.1)

pEP}

that is, the demand for blood at each demand point from each blood service organiza-
tion has to be satisfied. Observe that, according to (4.1) the amount of blood product
flow along a path that arrives at a destination node is equal to the path multiplier
times the initial flow on the path since there may be losses due to testing, etc.

Moreover, the path flows must be nonnegative, that is:
x, >0, VpeP, (4.2)

where P denotes the set of all paths in the network in Figure 4.1 from origin nodes
corresponding to the organizations to the destination nodes corresponding to the
demand points.

Let f, denote the flow of blood on link a. Then, the following conservation of flow

equations must also hold:

fo= praap, Va € L. (4.3)

peEP

Note that, according to (4.3), the initial product flow on link @ is the sum of the
product flows along paths that contain that link, taking into account possible losses

in the preceding activities.
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As mentioned earlier, the raw material in the supply chain for blood products
cannot be manufactured but has to be collected from voluntary donors. Hence, the
total amount of blood that can be collected is restricted in terms of the percentage of
population that is eligible to donate blood in a particular region in a given week. An
eligible donor, say, in Sarasota County in Florida, is unlikely to travel to a distant
region in the state or to another state, unless it is in proximity, to donate blood.
Therefore, 1 specify region-based populations and recall that, typically, a donor do-
nates one pint of blood at a time. Let L] denote the set of top-tier links in the
network in Figure 4.1 representing blood collection in region j. Then we have the

following constraint for each region j; j =1,...,J:

Y fa< o, (4.4)
acl]
where S’ represents the total population eligible to donate blood in a given week in
region j; 7 = 1,...,J. Unlike commercial product supply chains with capacity con-
straints, in this case, the constraint is not on the physical capacity of the production
or collection facilities but on the actual supply of the raw material. Observe that
(4.4) is a common, that is, a shared constraint among the blood service organizations
if a given region includes collection links of multiple blood service organizations.
In addition, explicit link capacities are incorporated on all the network links in
Figure 4.1, which represent the actual physical capacities. Hence, for each blood
service organization i; i = 1,..., I, each link a € L' has a positive associated capacity

denoted by u,. Then, the following constraints must also be satisfied:
fo<u,, Vael', i=1,...,1 (4.5)

All the link flows in the network are grouped into the vector f € R™ where ny, is the

total number of elements in L, the set of all links.
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Finally, hospitals and medical centers, that is, the demand points, have con-
straints, which may be included in the contracts with the blood service organizations.
In particular, they contract for a lower bound for the weekly deliveries of blood, while
also dealing with upper bounds on the amounts that they can safely store in order to

also reduce wastage and associated costs. These constraints are as follows:

1
S wry>dy, k=H, ... H,, (4.6)

=1 pep}

1
SN mpay <di, k=H,...,Hy,. (4.7)

i=1 pep}
where d;. denotes the lower bound for units of RBCs at demand point k£ and dj, denotes
the upper bound at k. Observe that these are common/shared constraints for the
blood service organizations and, hence, will affect their feasible sets, as they compete
to serve the hospitals and medical centers with blood.

The total link cost on link a, denoted by ¢,, Va € L, may, in general, be a function
of all the link flows in the network. This is to enable the modeling of competition for
resources across the blood service organizations’ supply chain networks. Hence, we
have that

& = Cu(f), VaelL. (4.8)

For example, blood service organizations may compete for staff to conduct the various
supply chain network activities; moreover, they may compete for freight services for
distribution purposes, etc.

The price that demand point & is willing to pay for a unit of RBCs from blood
service organization ¢ is denoted by p;, fori =1,...,I; k = Hy,... H,, and is given

by the function:
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Hence, the price charged per unit of RBCs may, in general, depend on the vector of
demands, due to the competition among the hospitals and medical centers for blood.
The prices represent the value that a hospital or medical center places on a unit of
RBC from a specific blood service organization and that it is willing to pay. These
price functions may incorporate parameters reflecting the duration of the contract, if
the BSO is selected by the particular hospital, as well as historical information as to
the reliability of the former.

In addition, since the majority of blood banks in the United States are nonprofits,
there is a utility associated with the service that they provide (cf. Nagurney, Alvarez
Flores, and Soylu (2016)). Let 7, correspond to a measurement of the satisfaction
that blood service organization ¢ derives from supplying blood to demand point k.
The overall such “service” utility of blood service organization ¢ associated with all
the demand points is then given by ZkHzﬁl Yiedix. This service utility also represents
altruism (cf. Nagurney, Alvarez Flores, and Soylu (2016)). In addition, each blood
service organization ¢ associates a weight w; with its service utility, which monetizes
it. According to the function w; ZkH:"Zl Yikd;r, the greater the amount made available,
the more patients that can benefit and, therefore, the greater the good that can be
accomplished.

By synthesizing the above revenue and cost terms as well as what may be consid-

ered to be a weighted altruism function, the utility function of blood service organi-

zation i; 4 =1,...,I, denoted by U;, can be expressed as:
HnH HnH
Ui = Z pie(d)dir, + w; Z Viklir — Z ¢a(f). (4.10)
k=H, k=H; acLi

The utility function (4.10) is assumed to be concave and continuously differentiable.
It is to be noted that this is the utility of each blood service organization over a time

horizon of a week.
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In this model, the blood service organizations are trying to maximize their utility,
subject to constraints (4.1)-(4.7), while competing for the quantity of blood to be
obtained and to be supplied to the hospitals and medical centers. Hence, each blood

service organization has, as its strategies, its vector of path flows, X;, such that
X; = {{z,}p € P'} € R}™", (4.11)

where P’ denotes the set of all paths associated with 7 and np: denotes the number
of paths from 7 to the demand points. Then, X is the vector of all the blood banks’
path flows, that is, X = {{X;}|i = 1,...,I}. I, also, for simplicity of notation, use
r=X.

Using the conservation of flow equations (4.3), shared constraint (4.4) can be
rewritten, for each region j = 1,...,J, in terms of the strategic variables, i.e., the

path flows, as:

DY b <&, =1, (4.12)

aEL{ peP

Since collection of blood is the first activity in the network and there are no preceding
links, from the definition of the arc-path multiplier we have aq, = 0gp.
Similarly, the individual blood bank’s capacity constraints for all activities can be

rewritten as follows:

> w0 Sug, VoL, i=1,...1I (4.13)

peP
The i-th blood bank’s individual feasible set is defined as, K, given by
K; = {X;|(4.2) and (4.13) hold fori}. (4.14)

Further, I define the feasible set consisting of the shared constraints, S, as:

S ={X|(4.12), (4.6), and (4.7) hold}. (4.15)

5



Also, in view of (4.1), the demand price functions (4.9) can be reexpressed as:

-
Using the conservation of flow equations (4.1) through (4.3), and, given the form of
the total link cost functions, the demand price functions, and the weighted altruism
functions, I can define each blood service organization utility function in terms of
path flows only, that is, [71()() = U;;1 =1,...1. These utilities are then grouped into

an [-dimensional vector U, where

A~

U=U(X). (4.17)

In this model it is assumed that the blood service organizations compete noncooper-
atively in an oligopolistic market framework in which each blood service organization
selects its blood product flows to maximize its utility, until an equilibrium is achieved,
according to the following definition.

Definition 4.1: Blood Supply Chain Network Generalized Nash Equilib-
rium

A blood product path flow pattern X* € K = Hle K X* € S, constitutes a blood
supply chain network Generalized Nash Equilibrium if for each blood service organi-

zationi; 1 =1,...,1:

Ui(X: X7) > Ui(X;, X7), VX, e K' VX €S, (4.18)

where

~

Xr= (X5 XE L X XD).

According to (4.18) an equilibrium is established if no blood service organization

can unilaterally improve upon its utility by selecting an alternative vector of blood

76



product flows, given the blood product flows of the other blood service organizations,
and subject to the capacity constraints, both individual and shared ones, the shared
demand constraints, and the nonnegativity constraints. It is to be noted that K and
S are both convex sets.

If there are no coupling, that is, shared, constraints in this problem then X and
X* in Definition 4.1 need only lie in the feasible set K, and, under the assumption
of concavity of the utility functions and that they are continuously differentiable, we
know that (cf. Gabay and Moulin (1980) and Nagurney (1999)) the solution to what
would then be a Nash Equilibrium problem (see Nash (1950, 1951)) would coincide
with the solution to the following variational inequality problem: determine X* € K,
such that

1
—> (VxUi(X"), X — X]) >0, VX €K, (4.19)
i=1

where (-,-) denotes the inner product in the corresponding Euclidean space and
Vx,Ui(X) denotes the gradient of U;(X) with respect to X;.

However, as mentioned earlier, since here the blood service organizations have
common constraints on the amount of blood that can be collected, and on the amounts
to be delivered, the strategies of each BSO affect both the objective functions as well
as the feasible sets of the other BSOs. Consequently, this is a Generalized Nash
Equilibrium (GNE) which cannot be directly formulated as variational inequality

problem, but may be formulated as a quasi-variational inequality.

4.1.1 Variational Equilibrium and Variational Inequality Formulation

I now define the variational equilibrium which, as emphasized in Chapter 2, Sec-
tion 2.3 is a refinement of the Generalized Nash Equilibrium and is a specific type
of GNE (see Kulkarni and Shahbhang (2012)). In a GNE defined by a variational

equilibrium, the Lagrange multipliers associated with the shared constraints are all
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the same which provides a fairness interpretation and makes sense from an economic
standpoint. Specifically, we have:
Definition 4.2: Variational Equilibrium
A strategy vector X* is said to be a variational equilibrium of the above Generalized
Nash Equilibrium game if X* € K, X* € § is a solution of the variational inequality:
I
—> (VxUi(X"), X; = X]) >0, VX €K VXES. (4.20)
i=1
I now expand the terms in the variational inequality (4.20). From the definition of

a gradient, it is known that

A~

. oU, ‘

p

We also know that, in view of (4.1) and (4.10), that for paths p € P;:

. Hy H, .
ou; o> 21, pu(d) qupli HgTq + Wi ) 11 Vil zqepli LaTq — D peri Co(f))

Oz, oz,

(4.22)

Then, making use of (4.1) and (4.3) and the expression (4.16), we have that for

p € Pi:
0C,(x) 9y (f)
= Qap, (4.23a)
Ipa(z) _ Ipa(d)
= 4.23b
axp 8d1]§ MP? ( 3 )
and obtain for p € P}:
oU, | aC,(x) 1 9palx)
i p\L A Pil T
—a = — WYkt — Pir(@p — )~ > HaZq| - (4.24)
O, O, R PRI I:ZHl oz, quP;’ i
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Hence, (4.20) is equivalent to the variational inequality: determine z* € K,z* € §

such that:

I Hng

oC, (x* . 0pi(x* . .
Z Z Z [% — WiYikkp — Pik(T") p1p — Z # Z quq] x [z, — ] >0,
i=1 k=Hi peP; P I=H, P qep
Ve e K,x € S. (4.25)

For simplicity, I refer to ag,;ia:) as the marginal total cost of path p.

Variational inequality (4.25) can now be put into the standard form given by

(2.1a) in Chapter 2. Let the p-th component of F(X) for a given i, k, p € P}, Vi, k,

be "
8@' T N X 8p} x
% — wiYikkp — Pik (@) ptp — Z a;x() Z ,quql ) (4.26)
b =t P gepy

with K = K! = KNS, then variational inequality (4.25) can be put into the standard
form.

Remark: Existence of an Equilibrium Solution

It is assumed that the feasible set K is nonempty, which will be the case if the
capacities on the links and blood donor regions are sufficient to satisfy the sum of the
demands for blood at the demand points. An equilibrium blood flow pattern X* =
x* € K satisfying variational inequality (4.26); equivalently, variational inequality
(4.25), is guaranteed to exist since the function F'(X) is continuous under the imposed
assumptions and the feasible set K is compact, due to the nonnegative assumption on

the blood path flows and the link and blood donor regional upper bound capacities.

4.1.2 Alternative Variational Inequality Formulations and Lagrange Anal-
ysis with Economic Interpretation
In this part, I first present an alternative variational inequality formulation to the

one in (4.25), again, in path flows, but using Lagrange multipliers. I then conduct an
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economic analysis using Lagrange theory and conclude with, yet, another variational
inequality, which I utilize for computational purposes in Section 4.2.

Let n;, Vj, and 0,;a € L, denote the Lagrange multipliers associated with con-
straints (4.12) and (4.13), respectively. In addition, let oy; Vk, denote the Lagrange
multiplier associated with the k-th lower bound demand constraint (4.6) and let ;
Vk, denote the Lagrange multiplier associated with the k-th upper bound demand
constraint (4.7). The above Lagrange multipliers are grouped into the respective vec-
tors: n € R], 0 € R}*, 0 € R}, and € € R}". Also, let 8,; Vp € P, denote the
Lagrange multiplier associated with each path p nonnegativity constraint (4.2) and
I group these Lagrange multipliers into the vector g € R}”. I define the feasible set
K? ={(z,8,n,0,0,¢)|x € Ri",3 € R",n € Ri,@ € R, 0 € R e e RI™}. Then,
we have the following result:

Theorem 4.1: Alternative Variational Inequality Formulation of the Vari-
ational Equilibrium in Path Flows

The variational inequlity (4.25) is equivalent to the variational inequality: determine
the vector of equilibrium path flows and Lagrange multipliers, (x*, *,n*, 0%, 0%, €*) €
K2, such that:

I Hny
>N Z[ —ﬁ ZZ?@*&MZ@ Clap—Wiik =Tty =P (2"

1=1 k= Hlpepz j= ICLGL] a€L?

2 Opul)
Pil\ T * %
_ Z o Z /anzq} X [zp — )]
I=H; P gep
J
D IERERALD W EED 9D BEM BT +zz[ DI RO
peP j=1 aEL{ peP i=1 qeL? peEP
Hng 1 Hny
—i—Z(ZZupxp d.) X (o), —of) + de—ZZMpx (ex —€) >0,
k=H1 =1 pEP;é k=H; i=1 pepl
Y(z,B,1,0,0,€) € K2 (4.27)
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Proof: By setting:

I H’ﬂH

m=3 3, > [

i=1 k= HlpePl

Hpy

wmkup—ﬁzk(aﬁ*)up— >, O

l=H;

variational inequality (4.25) can be rewritten as:

MingV(xz) = V(z*) = 0.

Opu(x*

DY | <ty

qeP}

(4.28)

(4.29)

Under the previously imposed assumptions we know that all the underlying functions

in (4.29) are continuously differentiable and convex.

Then let:
b, =—x,<0, Vp,
e =) wpby— S5 <0,
aeL{ peP
Ga = praap — Uq S O, V(l,
peP
I
D, :c_lk—ZZupxpgo, Vk,
i=1 pep}
I —
Tk :ZZMpxp_dk Sov Vk7
=1 pep}
and

P(l‘) = (bp7 €5, Ga, hk» rk)pEP;j:I ..... Jia€L;k=Hq,...

Hence, the feasible set K can be rewritten as

K={zeR} :TI'(zx) <0}

I now construct the Lagrange function:

Hupy Hny,

(4.30)

(4.31)

(4.32)

L(z,B8,n,0,0,¢€) Z Z pir () Zﬂpxp_wi Z ik Zupxp+ Zéa(Aﬂ?>)

=1 k=H peP; k=Hy  peP aeL
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+ Z Bpbp + Z nje; + Z 0aga + Z ok + Z LTk (4.33)

peP j=1 acl k=H, k=H,
Vo e R V3 € R,V e Ri,V@ € R} Vo € R} Ve e R}¥,

where A is the arc-path incidence matrix with component ap = 1, if link a is contained
in path p and 0, otherwise; J is the vector with components: {3,,Vp € P}, with n
and the other vectors of Lagrange multipliers as defined above.

It is straightforward to establish that the feasible set K is convex and that the
Slater condition holds. Then, if z* is the minimal solution to problem (4.29), there
exist 8* € RY", n* € R{, 0* € R}*, 0* € R}", and € € R}" such that the vector

(x*, 5%, n*, 0%, 0%, €*) is a saddle point of the Lagrange function (4.33), that is:
‘C('T*7 67 T]’ 07 0’ 6) S ﬁ(x*7 /8*7 /r,*’ 0*7 0-*7 E*) S £(:E7 5*7 77*7 0*7 0*7 6*)7 <434)

Vo € RiT VB € R}",Vn € R, V0 € R}* Vo € R}" Ve € R},
and
Byb, =0, VpeP
nje; =0, Vj,
07g: =0, Vael,

ophy, =0, er,=0, Vk. (4.35)

From the right-hand side of (4.35) it follows that z* € R}” is a minimal point

of L(x,5*,n*,0%, 0% €) in the entire space R"" and, therefore, we have that for all

p € Pl Vi, Yk
aﬁ(l'*76*777*79*70—*76*)
oz,
. Huy .. J
80 (l‘*) N * < apll<x*) * * *
= = — ity = PNy — Y T == Y gty = By Y D 0jda
P I=H, P gep 7=1 acL]
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+ Z 0, 0tap — gty + €ty = 0, (4.36)

acL?
together with conditions (4.35). Conditions (4.35) and (4.36) correspond to an equiv-
alent variational inequality to that in (4.25). For example, if we multiply (4.36) by
) and sum with respect to p € P}, Vi, Vk, we obtain:

(zp —

I Hn A * Hn A *
ZZHZ 00 (&) o s _ZH%_@)Z : o
P Wi Yik tp pzk(x ):up ) :uqxq X (xp xp)
— Tp — Lp ;
=1 k=H) pep} I=H; qep}

I HnH I HnH
DI ED DD DD P

=1 k=H; pepé i=1 k=H, pep;;'
I Hny I Hny
* *
53D I35 S ITTIE 55 35 35 S) SEFT
i=1 k=H1peP} j= 1aeLZ i=1 k=H1peP} j= 1a€L7
* * *
— E E E E 0 apry + E E E E 0, ap,
i=1 k=H1 peP} acL? i=1 k=H1 peP} acL®
I Hng I Hng I Hny I Hng
* * * * * *
+§ , § , E :Uk::upwp_i : E , E Ulc:upxp_E : E : E Ek:upprVE : E : E :Ekﬂpxp
i=1 k=H\ pep; i=1 k=H peP; i=1 k=H\ pePp; i=1 k=H pep;

(4.37)
Examining the expressions on the right-hand side of the equal sign in (4.37) it is
known that for j =1,...,J, Va € L, and for k; k= Hy,..., H

I H’ﬂH

ZZ Zﬁpﬂf;:&

i=1 k=H; pgpli

I Hny

PIDIDIP I LN

i=1 k=H) peP} ac1]

Hny

Z Z Z 0, apty, = 0 g,

i=1 k= HlpEPl
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1 I
Z Z OrhpTy = Opdy, Z Z ExlipTy, = erd. (4.38)

i=1 pep; i=1 pePp}

Hence, the right-hand side of (4.37) simplifies to:

I Hny Hpyy
Zzzﬁ% Zna ZZZZ%W j)_ZHZ(f
=1 k= H1p€p7 =1 ae[jk Hlpepl a€l
Hy gy Hppy I ~
+ Z o Z Z Hplp — dg) — Z EZ(Z Z ppty — di) 20, (4.39)
k=H; i=1 pepj k=H; i=1 pep}

and the conclusion follows. O

I now provide an economic interpretation of the Lagrange multipliers. I consider
a path p € P} for a fixed 7 and k where x, > 0, that is, the equilibrium blood flow on
the path is positive. Then, from the first line of (4.35) it is known that 85 = 0. In
particular, I consider multiple distinct cases which are given below.
Case I: None of the Associated Constraints are Active
Let us first consider the case when the associated path capacity and demand con-
straints are not active, that is, in equality (4.36) we have that, in addition to B, =0,
the corresponding 7; = 0, as well as the corresponding ¢; = 0, with also o} = 0 and

¢; = 0. Hence, we then have that (4.36) satisfies

~ H”H

OC(z") - Opu(”) . e )
(’;)T — WiYiktp — Pin(T") pp — Z T or. Z PqZyq — Pp + Z Z 1; 0ap
+ Z 0’ oy — 10y, + pper, = 0
acL?
06, (x") & Dpula)
xz pll *
= g =kt + o Y T Y e, (4.40)
p

X :
I=H; p qep}

which means that, in this case, the marginal total cost on path p is equal to the
marginal utility associated with weighted altruism of the pair (i, k) plus the marginal

revenue associated with the path p.
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Case II: The Associated Donor Supply Constraints Are Active but Other
Capacity and Demand Constraints Associated with the Path Are Not

I now consider the situation in which the blood collected in the regions that link a of
path p is contained in is equal to the available supply, in which case the corresponding
n; of those regions j will be positive. Also, the other capacity and demand constraints

relevant to path p are not at their bounds. Hence, we then get from (4.36) that

0C, (") & Opule’ R
T or. = wiYikkp + P (T )1y + Z o Z HqTy — Z Z M 0ap,  (4.41)
’ =Hi U7 gep; =1 aeL]
and, therefore,
00, (") L 9pala)
T pll *
T < wiaktty P (W + Y T Y gy, (4.42)
P I=H, P gepy

This result is quite intuitive, since it implies that the marginal total cost on path p is
less than the marginal utility associated with the weighted altruism plus the marginal
revenue associated with the path p. This situation is beneficial for BSO .

Case III: One or More Links on the Path Are at Their Capacities But No
Other Associated Capacity or Demand Constraints Are Active

In this case it is known that (4.36) yields:

R H,

aC, (%) ~ Opa(a*) 0" 4.43

aT = WiYiklbp + sz( ,up + Z O Z qx - Z a@ap ( . )
p I=H, P gep acLi

and, therefore,

~

Hy,
oC,(z* N « g 0 AZ‘ ¥ %
p( ) < WiYiktp t+ pir(x )/v‘p + Z p@l; ) Z HqZy- (4.44)

ox
p I=H; p qeP}

This is also reasonable, since if the path p has one or more links at their capacities,

then one would expect that the marginal total cost of that path would be less that
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the marginal utility associated with the weighted altruism/benefit function plus the
marginal revenue associated with the path p.

Case IV: The Demand Point That the Path Is Destined to Has Its Demand
at the Lower Bound Whereas No Other Associated Constraints Are Active
In this case it is known that o;, > 0 and all other relevant Lagrange multipliers are

zero so that expression (4.36) now yields:

N Huy,

oC,(x* Opu(x
% wiYinty + Pir(T iy + a( D 1T+ 0%, (4.45)
p I=H; P gep
and, hence,
. H
aC, (z* = Opulw ;
% > WiYikHp + sz( NP + Z # Z HqZy- (446)
Lp I=H, Lp qEPf

This is not a desirable situation since the marginal total cost on the path p now
exceeds the marginal utility associated with the weighted altruism/benefit function
plus the marginal revenue associated with the path p.

Case V: The Demand Point That the Path Is Destined to Has Its Demand
at the Upper Bound Whereas No Other Associated Constraints Are Active
I now consider the case when the demand at point k is at its upper bound and no
other associated constraints are active (and, therefore, all other associated Lagrange

multipliers are equal to zero). We know that then €; > 0 and we have that, according

0 (4.36):

~

0C,(z*)

apzl
= Wikt + ik (1)t + Z Z 1oy = lip€h, (4.47)
p

I=H, qul

and, consequently,
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R Hayy

0C,(x*)
5;% < WiYik tp + pzk( H'p + Z

ap{;i ) Z [Ty (4.48)

I=H, P gepy

According to (4.48), the marginal total cost on path p, in this case, is less than
the marginal utility associated with the weighted altruism/benefit function plus the
marginal revenue of the BSO and demand point pair (i, k). This is clearly another
desirable situation.

Taking into account the Lagrange multipliers, an equivalent variational formula-
tion to variational inequality (4.27) is the following: determine the vector of equilib-

rium path flows and Lagrange multipliers, (z*,n*, 6%, 0%, €*) € K3, such that:

I H’VLH

80
)DPIP LTINS 3} SISTHED Sy R e T T
=1 k=H, peP} Jj= 1aELJ acL?
apzl %
SO 5] by
I=H, qeP}!
J
+Z{Sﬂ ZZZB (5ap] —n; —l—ZZ[ Zaz ozap} — 67
j=1 acL? PEP i=1 qeLi peP
Hpyy Hy gy
+Z ZZNP x (o — o%) + de_ZZNpI (e —€x) 20,
k=H, i= lpepz k=H; i= lpepz
Y(z,n,0,0,¢) € K*, (4.49)

where K? = {(z,7,0,0,¢)|z € R",n € R],0 € R*,0 € R}, e € R}"}.
For the case study in Section 4.3, I utilize variational inequality (4.49). It is to

be noted that variational inequality (4.49) can also be put into standard form (2.1a)
(cf. Chapter 2).

4.2. The Computational Procedure
In this section, I describe the realization of the Euler method (cf. Chapter 2)

which is discussed in details in Section 2.4. As shown in Dupuis and Nagurney (1993)
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and Nagurney and Zhang (1996), for convergence of the general iterative scheme, the
sequence {a,} must satisfy: > 7 = 00,a; > 0,a, = 0, as 7 — oco.

Specifically, the notable feature of this algorithm, when applied to the blood supply
chain network competition model, is that it yields closed form expressions for the
variables at each iteration, resulting in an elegant procedure for computations and
solution.

Explicit Formulae for the Euler Method Applied to the Alternative Vari-
ational Inequality Formulation (4.49)
In particular, for this problem, we have the following closed form expressions for the

path flows at iteration 7+ 1. For each path p € P}, Vi, k, we have:

& o 0C,(a7)
T+1 _ p"l 7P\ J X
x, " =max{0, x, + a-(pir(x7) 1y + | EH EEP T g + WiYikfly — o,
1 qeP}

J
=D D 00— Y Gaap + of, — i)} (4.50)

Jj=1 aeL{ acL?
The Lagrange multipliers associated with blood collection links a € Ll, j =

1,...,J, are computed according to:

= max{0, 7] + a, (DD apde — 57} (4.51)

aGL7 peP

The closed form expression for the Lagrange multipliers for the capacity constraint

onlinka € Li;i=1,...,1is:

07+ = max{0, 07 + aT(Z T Clap — Uq) }- (4.52)

peP

Next, I provide the closed form expressions for the Lagrange multipliers associated

with the upper and lower bounds on the demands. The explicit formulae for the
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Lagrange multipliers associated with the lower bounds on the demands at demand

points: k = Hy,..., H,,, are:

I
or ™t = max{0, o] + a,(d;, — Z Z HpTy) }- (4.53)

i=1 pepi

The Lagrange multipliers associated with the upper bounds on the demands at

the demand points: k = Hy, ..., H,,,, in turn, are computed according to:

I
et = max{0, e} + aT(Z Z fpTy — dy)}. (4.54)

i=1 pep}

The algorithm is assumed to have converged when the absolute value of successive

iterates is less than or equal to the imposed convergence tolerance e.

4.3. Numerical Examples

The numerical examples are inspired by a particular region of New England in
which there is growing competition between blood service organizations. The exam-
ples are stylized but capture the features of the game theory model and demonstrate
the types of insights that can be revealed.

In the paper Nagurney and Dutta (2019b) the Euler method was implemented in
FORTRAN and a Linux system at the University of Massachusetts Amherst was used

for the computations. The Euler method was initialized with all variables identically

equal to 0.00. The {a,} sequence utilized was: .1{1, %, %, %, ...}. The convergence
tolerance utilized was 107%; in other words, the algorithm was terminated when the
absolute value of successive computed variable iterates was less than or equal to this

value. The numerical examples below contain explicit input and output data.

89



Example 4.1: Baseline Example with Two BSOs and Four Hospitals

I consider two blood service organizations (BSOs), with BSO 1 being a local one, and
BSO 2 being an iconic national one. Please refer to Figure 4.2 for the supply chain
network topology for all the numerical examples. BOS 1 has two collection sites,
a single blood center for processing and testing as well as a single component lab
and storage facility, similar to, for example, the Rhode Island Blood Center, which
is based in Providence, Rhode Island. BSO 2, in turn, has three collection sites, two
blood centers for testing and processing, two component labs and storage facilities,
as well as distribution centers.

There are four demand points with the first and third, denoted, respectively, by H;
and Hs denoting major trauma hospitals and the other two: Hy and H,4 corresponding
to smaller hospitals.

Also, there are three regions, as depicted in Figure 4.2, with Region 2 being
common (that is, in proximity) to a collection site of each organization. Here regions
correspond to counties.

I now provide the data for this example. Example 4.1 serves as the baseline from
which other examples are constructed.

The number of people eligible to donate blood in each of the regions are:
S'=6000, S*=2400, S° = 3000.

Such values are reasonable since the Northeast has a higher percentage of senior
citizens (65 years and above) (Wilson (2013)) and older people are found to be less
likely to donate or retire from donating after a certain age ( Shaz et al. (2011), Aleccia
(2017)).

The weekly upper and lower bounds on the demand at each hospital are given
below:

dy, =200, dg, = 350,
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Organization 1 Organization 2

Blood
Organizations Collection
Region 2
Collection
Sites L--\x---4J L - —-_-_-_-_
Shipment
Blood
Centers 5 Testing &
Processing 23 24
Y Y Y
Component CIL; C) CL? C) C) CL?
Labs
6 Storage o5 06
Storage
Facilities
Distribution
Centers

Demand Points

Figure 4.2. The Supply Chain Network Topology for Examples 4.1-4.4

dy, =60, dpy, = 150,
dy, =200, dg, = 300,
dy, =100, dy, = 120.

The link definitions, associated link capacities, arc multipliers, total cost func-

tions, and computed equilibrium link flows and associated link Lagrange multipliers
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are provided in Table 4.2. Since BSO 2 operates on a national level, it has more
resources than BSO 1 which is reflected in many of the link capacities. The cost
functions and demand price functions are constructed using information obtained
from Tracy (2010), Carlyle (2012), Gunpinar and Centeno (2015), and Masoumi, Yu
and Nagurney (2017). Also, there are losses on links associated with testing and
processing, and, hence, those arc multipliers are less than 1.

The demand price functions are as follows:

BSO 1:

P1H; (d) = _O'O7d1H1 — 002d2H1 + 300, P1H, (d) = —0.08d1H2 — 003d2H2 + 310,

P1H; (d) = —O.O5d1H3 — OOldgHS + 300, p1H4(d) = —O.O4d1H4 — O.O2d2H4 + 280.

BSO 2:

P2H, (d) = —0.O5d2H1 — O~01d1H1 + 280, P2H, (d) = —O.O7d2H2 — O.O4d1H2 + 290,

pary (d) = —0.03dap, — 0.01dyz, + 280,  papr, (d) = —0.05dss, — 0.02d: 5, + 270.

The equilibrium link solution are reported in Table 4.2 since the number of paths
is quite large - equal to 60, whereas the number of links is 38.

In addition, it is assumed that the weights associated with the altruism compo-
nent of the BSOs’” objective functions are both equal to 1 so that w; = wy = 1.
Furthermore, we have that vig, = 2, g, = 1, g, = 2, and v, = 1, whereas
Yor, = 2, Yor, = 1, Yo, = 2, and y2m, = 1. Hence, both BSOs assign a higher value
to servicing the larger hospitals.

It can be seen from Table 4.2 that four of the links are at their capacities and
these are links: 13, 34, 36, and 38. All these links are shipment links. Link 13 is
associated with BSO 1, whereas the other links are in BSO 2’s supply chain network.

The BSOs are advised to invest in enhancing the capacities in these links.
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Table 4.2. Definition of Links, Associated Weekly Link Capacities, Arc Multipliers,
Total Operational Link Cost Functions, Equilibrium Link Solution, and Link Capacity
Equilibrium Lagrange Multipliers for Example 4.1

Link a | From Node | To Node | u, | a, ca(f) I 0
1 1 C} 250 | 1.00 | 0.24f2 4+ 0.6, | 139.33 | 0.00
2 1 Cl 200 | 1.00 | 0.4f2 +0.9f, 87.59 | 0.00
3 Ct Bi 300 | 1.00 | 0.06f2 +0.1f3 | 139.33 | 0.00
4 Cl Bi 250 | 1.00 | 0.07f7 +0.16f, | 87.59 | 0.00
5 Bi CLI | 500 (097 | 0.36f2+0.45f5 | 226.92 | 0.00
6 CL! St 500 | 1.00 | 0.02f2 +0.04fs | 220.11 [ 0.00
7 Sl D! 500 | 1.00 | 0.03f% +0.09f; | 166.40 | 0.00
8 D! H, 50 [ 1.00 | 0.4f2+0.7fs 21.37 | 0.00
9 D! H, 50 | 1.00 | 0.5f2 4+ 0.9f 28.38 | 0.00
10 D] Hj 100 | 1.00 | 0.15f7 + 0.8f10 | 76.64 | 0.00
11 DI H, 60 | 1.00 | 0.35f3 +0.6f1,1 | 40.00 | 0.00
12 St H, 50 | 1.00 | 0.4f% +09f | 33.71 | 0.00
13 Ch H, 20 [ 1.00 | 0.7f% + 1fi3 20.00 | 5.02
14 2 C? 250 | 1.00 | 0.25f% +0.7f14 | 130.81 | 0.00
15 2 C? 300 | 1.00 | 0.2f7% + 0.8f15 | 148.27 | 0.00
16 2 C? 200 | 1.00 | 0.3f% +0.5f16 | 112.99 [ 0.00
17 C? B? 100 | 1.00 | 0.12f2 +0.3f17 | 70.11 | 0.00
18 C? B2 150 | 1.00 | 0.08 f% + 0.27f15 | 60.71 | 0.00
19 C? B? 100 | 1.00 | 0.16f% + 0.45f19 | 70.86 | 0.00
20 C2 B3 200 | 1.00 | 0.1f3 +0.5f | 77.41 | 0.00
21 C3 B? 100 | 1.00 | 0.2f3 +0.6f2 | 35.85 | 0.00
22 C? B? 100 | 1.00 | 0.05f2, + 0.08fy | 77.14 | 0.00
23 B? CL? 600|098 | 0.36f5 + 0.8f23 | 176.81 | 0.00
24 B2 CL3 [500]0.96| 0.3f2 +0.7fy |215.25| 0.00
25 CL? S? 500 | 1.00 | 0.02f% + 0.05fo5 | 173.28 [ 0.00
26 CL3 S2 500 | 1.00 | 0.03f2 + 0.04fys | 206.64 | 0.00
27 S2 D? 150 | 1.00 | 0.15f% + 0.4f5; | 88.02 | 0.00
28 S? D? 150 | 1.00 | 0.18f5 + 0.65f28 | 85.25 | 0.00
29 S2 D? 200 | 1.00 | 0.09f3 + 0.12f9 | 116.35 | 0.00
30 S? D3 150 | 1.00 | 0.14f2 + 0.5f30 | 90.30 | 0.00
31 D? H, 100 | 1.00 | 0.24f% +0.8f3 | 48.90 | 0.00
32 D? H, 80 | 1.00 | 0.32f2, +0.9f3 | 51.65 | 0.00
33 D? H, 100 [ 1.00 | 0.25f% + fas 63.82 | 0.00
34 D? H, 40 | 1.00 | 0.5f3 4+ 0.8f34 | 40.00 | 3.02
35 D3 H, 150 | 1.00 | 0.1f3 +0.35f35 | 96.01 | 0.00
36 Dz H, 20 | 1.00 | 0.5f3 +0.8f3 | 20.00 | 8.80
37 D3 H, 80 | 1.00 | 0.35f% +0.7f3; | 39.53 | 0.00
38 D3 H, 20 | 1.00 | 0.4f% +0.9f3 | 20.00 | 22.84
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I also report the additional equilibrium Lagrange multipliers for this example. In
particular, we have that: nf = n5 = nj = 0.00, since none of the supply/donor upper
bound constraints in the three regions are binding.

The equilibrium demands for the RBCs at the demand points from the BSOs are:

&y, = 55.09, iy, =2839, diy =96.64, diy, =40.00,

Ay, = 144.91,  dyy = T1.65, dy, = 103.36, dby, = 60.00,

and the associated demand prices for the RBCs at the equilibrium demand solution

are:

pim, (d*) = 293.25,  pra, (d¥) = 305.58,  pyp, (d¥) = 294.13, iy, (d*) = 277.20,

P2H; (d*) = 27220, P2H, (d*) = 28385, P2H, (d*) = 27593, p2H4(d*) = 266.20.

Hence, none of the demands are at the imposed upper bounds and, consequently,
all the associated Lagrange multipliers €;; k = 1,...,4, are equal to 0.00. On the
other hand, three of the demands are at the imposed lower bounds, at demand points:
H,, Hs, and Hy, and, therefore, the associated Lagrange multipliers: o} , o7;,, and
oy, are all positive. In particular, these Lagrange multipliers, at equilibrium, have

the following computed values:

op, = 0.55, of, =0.00, ol =580, o, =27.63.

I now report, for completeness, components of the objective function (cf. (4.10))
for BSO 1 and for BSO 2. For BSO 1, at the equilibrium solution, the revenue is
equal to: 64,341.70; the altruism component of the utility function is: 371.84, and the

total cost associated with its supply chain is: 33,099.85, resulting in a net revenue of:
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31,241.85 and a utility of: 31,613.70. As for BSO 2 its revenue is equal to: 104,275.07;
its altruism component of its utility function is: 628.19, and the total cost associated
with its supply chain network is: 86,525.06, yielding a net revenue of: 17,750.01 and
a utility of: 18,378.20.

Example 4.2: Upper and Lower Bounds on Demands Removed

Example 4.2 is constructed from Example 4.1 and has the identical data except that
the demand lower and upper bound constraints at the four hospital demand points are
removed. In Example 4.2 the potential impacts of removing such constraints in terms
of the RBC deliveries and the associated prices as well as the BSOs’ net revenues and
utilities are explored. The variational inequality (4.49) was adapted accordingly to
remove the terms and variables associated with the demand lower and upper bounds
and the Euler method was, as well. The computed equilibrium link flow pattern and
link capacity Lagrange multipliers are reported in Table 4.3.

The Lagrange multipliers associated with the three regions remain as in Example
4.1, that is, i = n3 = n5 = 0.00, since none of the supply/donor upper bound
constraints in the three regions are binding. The link capacities at links 13 and 38
are now at their upper bounds. These were also at their upper bounds in Example
4.1 but links 34 and 36 are no longer at their upper bounds.

The equilibrium demands for the RBCs at the demand points from the BSOs are
NOw:

iy = 67.08, diy, = 3448, diy =99.99, dij =13.32,
d;Hl - 158.41, d;HQ — 77.427 d;Hg - 97.0, d;H4 — 41.327

and the associated demand prices for the RBCs at the equilibrium demand solution

are:

pra, (d¥) = 29214,  pry, (dF) = 304.92,  pip, (d¥) = 294.03,  pip, (d*) = 278.64,
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Table 4.3. Link, Equilibrium Link Solution, and Link Capacity Equilibrium La-
grange Multipliers for Example 4.2

Link a | fr o0
1 136.03 | 0.00
2 85.49 | 0.00
3 136.03 | 0.00
4 85.49 | 0.00
) 221.51 | 0.00
6 214.87 | 0.00
7 155.56 | 0.00
8 27.78 | 0.00
9 34.48 | 0.00
10 79.99 | 0.00
11 13.32 | 0.00
12 39.30 | 0.00
13 20.00 | 13.10
14 | 128.84 | 0.00
15 | 146.03 | 0.00
16 111.29 | 0.00
17 69.08 | 0.00
18 59.76 | 0.00
19 69.81 | 0.00
20 76.22 | 0.00
21 35.31 | 0.00
22 75.98 | 0.00
23 | 174.20 | 0.00
24 | 211.96 | 0.00
25 | 170.71 | 0.00
26 | 203.48 | 0.00
27 84.32 | 0.00
28 86.39 | 0.00
29 111.31 | 0.00
30 92.17 | 0.00
31 54.97 | 0.00
32 57.42 | 0.00
33 61.40 | 0.00
34 21.84 | 0.00
35 | 103.44 | 0.00
36 20.00 | 0.00
37 35.64 | 0.00
38 19.84 | 13.60

96



P2H; (d*) = 27141, P2H, (d*> = 28320, P2H; (d*) = 27609, p2H4(d*) = 267.67.

Without the imposition of demand bounds at the hospital demand points, the
total equilibrium demand at H; = 225.49; the total demand at H, = 111.90; the
total demand at H3 = 197.03, and that at H, = 54.64.

For BSO 1 we have that, at the equilibrium solution, the revenue is equal to:
63,221.34; the altruism component of the utility function is: 381.94, and the total cost
associated with its supply chain is: 31,685.55, leading to a net revenue of: 31,535.79
and a utility of: 31,917.73. As for BSO 2, its revenue is now equal to: 102,772.48;
its altruism component of its utility function is: 629.65, and the total cost associated
with its supply chain network is now: 83,461.70, yielding a net revenue of: 19,310.78
and a utility of: 19,940.43.

Both blood service organizations now enjoy higher net revenues, as well as higher
utilities, without the demand constraints. However, observe that, without those con-
straints, both hospitals Hs and H; may suffer serious shortfalls in terms on needed
RBCs since dy, = 200 and dy, = 100 and the total deliveries are only, respectively
197.03 and 54.64. This example illustrates the merits of imposing lower demand
bounds, which can be part of the contracts between the hospital(s) and the BSO(s).

Also, another interesting result is regarding the altruism component of the BSO
utility functions. In Example 4.1, BSO 1 enjoyed an altruism component value of
371.84, whereas now, in Example 4.2, it enjoys an altruism component value of 381.94.
BSO 2 enjoyed an altruism component value of 628.19, whereas, in Example 4.2, the
corresponding value is 629.65. Hence, the respective BSO altruism component values
have increased.

Example 4.3: Decrease in Supply Capacity
Example 4.3 is also constructed from Example 4.1 and has the same data except for
the following. However, a major disruption is introduced in the form of a disease so

that the number of those eligible to donate blood drops considerably. In particular,
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let us now have that:

St =500, S%=220, S°=120.

The new computed equilibrium link flow solution and corresponding Lagrange mul-
tipliers associated with the link capacity constraints are reported in Table 4.4.
Observe that now, unlike in Example 4.1, and due to a much decreased volume
of possible donations, the constraints for both Regions 2 and 3 are tight and the
associated Lagrange multipliers are now: 77 = 0.00, n; = 109.82, and n; = 85.00.

The equilibrium demands for the RBCs at the demand points in Example 4.3 are:

&y, =T7.39, diy, =2321, diy =116.17, d,, = 45.68,

Ay, = 122,61, dyyy, = 36.79, djy, = 83.33, diy, = 54.33.

The associated demand prices for the RBCs at the equilibrium demand solution are:

P1H; (d*) = 29213, P1H, (d*) = 30704, P1H; (d*) = 29333, p1H4(d*) = 27709,

porr, (d%) = 273.10,  popr, (d) = 286.50,  pop, (d*) = 276.33,  pou, (d*) = 266.37.

The equilibrium total demands at the four hospital demand points are at their
respective lower bounds. The Lagrange multipliers, at the equilibrium, associated

with the lower and upper bounds on the demands at the four demand points are now:

oy, =107.14, of, = 9043, o}, =110.02, o}, = 129.07,

and

€, = 0.00, €, =0.00, €y, =0.00, €y, = 0.00.

I now report the values, at the computed equilibrium, of the components of the

objective function (cf. (4.10)) for BSO 1 and for BSO 2. For BSO 1 the revenue
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Table 4.4. Link, Equilibrium Link Solution, and Link Capacity Equilibrium La-
grange Multipliers for Example 4.3

Link a | fr o0
1 237.60 | 0.00
2 33.49 | 0.00
3 237.60 | 0.00
4 33.49 | 0.00
5 271.09 | 0.00
6 262.96 | 0.00
7 196.94 | 0.00
8 3.38 | 0.00
9 23.21 | 0.00
10 96.67 | 0.00
11 45.68 | 0.00
12 46.01 | 0.00
13 20.00 | 13.10
14 | 186.51 | 0.00
15 68.06 | 0.00
16 51.94 | 0.00
17 86.42 | 0.00
18 | 100.09 | 0.00
19 35.42 | 0.00
20 32.64 | 0.00
21 18.86 | 0.00
22 33.07 | 0.00
23 | 140.70 | 0.00
24 |165.80 | 0.00
25 | 137.89 | 0.00
26 | 159.17 | 0.00
27 68.17 | 0.00
28 9.72 | 0.00
29 86.81 | 0.00
30 72.36 | 0.00
31 42.78 | 0.00
32 25.43 | 0.00
33 52.44 | 0.00
34 34.33 | 0.00
35 79.83 | 0.00
36 11.36 | 0.00
37 30.89 | 0.00
38 20.00 | 13.60
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obtained is now equal to: 76,616.49; the altruism component of the utility function
is: 574.02, and the total costs associated with its supply chain is: 50,978.78 resulting
in a net revenue of: 25,637.71 and a utility of: 26,094.73. As for BSO 2, its revenue
is now equal to: 81,522.08; its altruism component of its utility function is: 503.00,
and the total cost associated with its supply chain network is: 87,042.11, yielding a
net revenue of: -5,520.03 and a utility of: -5,017,03.

With a much reduced donor base, the two BSOs still manage to meet their de-
livery obligations. However, BSO 1 suffers a reduction in net revenue and utility of
approximately 20%, as compared to the corresponding values in Example 4.1. BSO
2, on the other hand, experiences not only a significant reduction in net revenue and
utility, but these attain negative values and, hence, BSO 2 incurs a financial loss. This
example illustrates that blood service organizations need to maintain a sufficiently
large donor base for the life-saving product that is blood. This is especially essential
in times such as disease outbreaks as well as during different times of various seasons
when donors may not be available due to holidays or inclement weather.

Example 4.4: Decrease in Capacities of Critical Links

Example 4.4 is also constructed from Example 4.1 but in Example 4.4 the impacts of
decreased capacity associated with BSO 2’s testing and processing and storage links
24 and 26 due to a natural disaster are explored. The data is the same as in Example
4.1 except that now the link upper bounds usy = 200 and ugsg = 200. The computed
equilibrium link flow pattern and associated Lagrange multiplier pattern are reported
in Table 4.5.

Observe that links: 13, 24, 34, 36, and 38 are now at their capacities.

The equilibrium Lagrange multipliers associated with the bounds on donors in the
three regions are: 77 =15 = 13 = 0.00 since these constraints are not binding.

The equilibrium demands for the RBCs at the demand points in Example 4.4 are:
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Table 4.5. Link, Equilibrium Link Solution, and Link Capacity Equilibrium La-
grange Multipliers for Example 4.4

Link a | fr o0
1 140.65 | 0.00
2 88.43 | 0.00
3 140.65 | 0.00
4 88.43 | 0.00
5 229.08 | 0.00
6 222.21 | 0.00
7 167.35 | 0.00
8 22.45 | 0.00
9 26.22 | 0.00
10 78.68 | 0.00
11 40.00 | 0.00
12 34.86 | 0.00
13 20.00 | 5.71
14 | 127.67 | 0.00
15 | 144.65 | 0.00
16 | 109.84 | 0.00
17 72.21 | 0.00
18 55.46 | 0.00
19 72.05 | 0.00
20 72.60 | 0.00
21 37.80 | 0.00
22 71.94 | 0.00
23 | 182.15 | 0.00
24 | 200.00 | 17.81
25 | 178.51 | 0.00
26 | 192.00 | 0.00
27 90.63 | 0.00
28 87.88 | 0.00
29 | 107.11 | 0.00
30 84.89 | 0.00
31 48.47 | 0.00
32 46.50 | 0.00
33 62.77 | 0.00
34 40.00 | 1.74
35 94.22 | 0.00
36 20.00 | 5.23
37 38.55 | 0.00
38 20.00 | 21.38
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diy, = 5731, diy, =26.22, diy =98.68, dij, = 40.00,

Ay, = 142,69,  dyy, = 66.50, diy, = 101.32,  dby, = 60.00,

The associated demand prices for the RBCs, in turn, at the equilibrium demand

solution are:

pum (dF) = 29313, pipg, (d°) = 305.91,  pry, (d*) = 294.05, pyy,(d*) = 277.20,

P2H; (d*) == 27229, P2H, (d*> == 28430, P2H, (d*) == 27597, p2H4(d*) = 266.20.

The equilibrium total demands at the hospital demand points Hy, Hs, and Hy
are at their respective lower bounds. The Lagrange multipliers, at the equilibrium,
associated with the lower and upper bounds on the demands at the four demand

points are now:

oy, =411, oy, =0.00, oy =9.08, op, =30.20,

and

€, = 0.00, €, =0.00, €, =0.00, e, =0.00.

BSO 1’s revenue is now equal to: 64,925.04; the altruism component of the utility
function is: 78.20, and the total costs associated with its supply chain is: 33,706.32.
Hence, the net revenue is: 31,218.71 and the utility is: 31,596.91. BSO 2’s revenue
is now equal to: 101,693.17; its altruism component of its utility function is: 614.52,
and the total cost associated with its supply chain network is: 84,635.16, resulting in
a net revenue of: 17,058.01 and a utility of: 17,672.53.

Note that, with decreased capacity on critical links, BSO 2’s net revenue as well as

utility decrease relative to their respective values in Example 4.1. Interestingly, the
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reduced capacity of BSO 2 also affects BSO 1 and, although it now has higher rev-
enues, it also incurs higher costs, resulting in a reduced value of net revenue (31,218.71
versus 31,241.85). This suggests that the blood service organizations may gain by co-

operating rather than competing.

4.4. Summary and Conclusions

The blood services industry in the United States is undergoing major changes,
which include increasing competition among blood banks, that is, blood service or-
ganizations. In this chapter, I presented the first game theory model for competitive
supply chain networks associated with blood service organizations that includes not
only perishability but also an altruism component in their objective functions since
they are nonprofit organizations. In addition to capacities on the links represent-
ing the network economic activities associated with such supply chain networks, I
also incorporated upper bounds reflecting donations in different regions as well as
lower bounds and upper bounds associated with the demand for RBCs at the various
demand points, which correspond to hospitals and medical centers. Such demand
constraints ensure that each hospital or medical center has the minimum amount
needed for a given week while also guaranteeing that waste will be reduced because
of the upper bounds.

The novel features of the competitive supply chain network game theory model
resulted in a Generalized Nash Equilibrium (GNE), rather than just a Nash Equilib-
rium, since the utility function of each blood service organization depends on its own
strategies in the form of blood path flows, as well as those of the other BSOs, and
the feasible sets do as well. The concept of a variational equilibrium is utilized to
transform the problem into a variational inequality problem in which the Lagrange
multipliers corresponding to the shared / common constraints are equal among the

competitors. This provides a nice economic fairness interpretation.
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Alternative variational inequality formulations are also provided and a Lagrange
analysis with economic interpretations are presented. An algorithm was outlined
which resolves the problem into closed form expressions at each iteration in terms of
path flows and the various Lagrange multipliers. The algorithm was then applied to
compute solutions to a series of numerical examples for which full input and output
data are reported. The examples illustrated the impacts of disruptions as in a reduc-
tion in the number of donors as well as that of decreases in capacities of critical links
such as testing and processing on RBC prices, demands, net revenues of the blood
service organizations, and their overall utilities. The framework here focused on com-
petition among blood service organizations not only in terms of blood donations but
also for business with hospitals as well as along their supply chain networks through

the generality of the link total cost functions.
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CHAPTER 5

MULTITIERED BLOOD SUPPLY CHAIN NETWORK
COMPETITION: LINKING BLOOD SERVICE
ORGANIZATIONS, HOSPITALS, AND PAYERS

This chapter is based on the paper by Dutta and Nagurney (2018). In this chapter,
I develop a multitiered blood supply chain network model. Extending the work in
Chapter 4, here I move further down the blood supply chain to include another tier
of stakeholders to the competitive blood supply chain network framework. In the
network structure presented here there are three distinct tiers of decision-makers
namely blood service organizations, hospitals and medical centers, and payers such
as government programs and private insurance companies.

While in the Chapter 4 I focused only on the economic transactions between the
blood service organizations and hospitals, in this chapter both the key economic rela-
tionships in the blood banking industry are considered through the reimbursements
received by hospitals for transfusing blood to patients from the payer groups as well as
the price per unit of blood charged by the blood service organizations to the hospitals.

The behavior of the individual decision-makers is discussed and their optimality
conditions are presented. The variational inequality formulation of the equilibrium
conditions for the entire blood supply chain is also provided. The objective here
is to determine the equilibrium flows along various paths from the blood service
organizations to the hospitals, the amount of blood transfused by different hospitals
to patients belonging to different payer groups in order to meet the demand, the
price per unit that hospitals agree to pay to the different blood suppliers, and the

reimbursements received by different hospitals from different payer groups.
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The rest of this chapter is organized as follows. In Section 5.1, I present the
multitiered blood supply chain network competition model, consisting of blood service
organizations, hospitals, and the payers. The behavior of each class of decision-
makers is described, and a unified variational inequality derived, whose solution yields
equilibrium blood logistical flows and prices. Ilustrative examples are presented for
clarification and exposition purposes. In Section 5.2, qualitative properties of the
equilibrium pattern are given, and existence established under reasonable conditions.
The algorithm that is applied is outlined in Section 5.3, and explicit formulae at a
given iteration presented, along with conditions for convergence. Lastly, I present a
case study in Section 5.4 and summarize the results, and present my conclusions in

Section 5.5.

5.1. The Multitiered Blood Supply Chain Network Compe-
tition Model

The blood supply chain network (cf. Figure 5.1) consists of I competing blood
service organizations (BSOs), with a typical BSO denoted by i, H,, hospitals, with a
typical hospital denoted by j, and 7T,,, payers, with a typical payer denoted by k. The
BSOs are depicted by the top-most nodes in Figure 5.1 and the payers by the bottom
nodes. Examples of patient payer types include: Medicare, Medicaid, other public
health insurance programs, private health insurance such as UnitedHealthcare, the
uninsured, etc. Each blood service organization i collects blood from ni, collection
sites that include fixed and mobile sites. Once blood is collected by BSO 1i; ¢ =
1,...,1, it is sent to n% component laboratories for testing and processing where
whole blood is separated into components such as Red Blood Cells (RBCs), platelets,
and plasma.

Blood is shipped from the component laboratories of each BSO i to nly storage

facilities that constitute the fifth tier of the supply chain network. The next level
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Figure 5.1. Blood Supply Chain Network Topology
of nodes represents the n%; i = 1,..., I, distribution centers. At times, the compo-

nent laboratories, storage facilities, and distribution centers are not separate physical

entities but exist within the blood centers. At the seventh tier blood reaches hos-
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pitals from multiple suppliers with whom they have contracts (Merola (2017)). Up
till the seventh tier this network structure is identical to Figure 4.1 (cf. Chapter 4).
However, in contrast to Chapter 4, here the hospitals also compete with one another
for patients belonging to different payer groups denoted by the last tier of nodes as
mentioned earlier. Each set of links between a pair of nodes denotes an activity along
the supply chain such as, for example, the collection of whole blood from donors,
shipment, testing and processing, storage, distribution, and, finally, transfusion.

In the subsequent sections the behavior of the blood service organizations is dis-

cussed and then that of the hospitals and, finally, the payers.

5.1.1 Behavior of the Blood Service Organizations and Their Optimality
Conditions

A path is a sequence of links, which are directed, and originates at a top origin
node representing a blood service organization and ending at a hospital node (cf.
Figure 5.1). N and L are defined as the sets of nodes and links, respectively, up to
the seventh tier representing the hospitals with L’ denoting the set of links in BSO
7’s supply chain for ¢ = 1,...,I. Associated with each link a, VYa € L, is a total cost
function ¢, representing the cost for the activity.

A significant challenge in managing blood supply chain is the perishable nature
of blood. Every component of blood is perishable with different expiration rates and
shelf lives. In order to capture perishability, the generalized network approach with
appropriate arc and path multipliers provided in Table 4.1 (cf. Chapter 4) is utilized
here. Since, again, we are dealing with RBCs those paths that would have a time
length greater than 42 days are explicitly removed from the network(s) in Figure 5.1
since they would, in effect, be infeasible (and against Food and Drug Administration

regulations).
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Some of the functions defined below were used in Chapter 4. =z, denotes the
nonnegative flow of blood on a path p sent from a BSO to a hospital. Let the
contracted amount of blood supplied by BSO i to hospital j be denoted by g;;; @ =
...,1;5=H,,...,H,,. This is assumed to be the projected demand for a week. Let
Pj denote the set of all paths joining BSO ¢ with hospital j and P is the set of all
paths.

The conservation of flow equation that has to hold for each BSO 7; ¢ =1,...,1,
at hospital j; j = Hy, ..., Hy,,, is:

) nyg»

Z Lptp = Qijs (5.1)

pEPJ?

where p, = Haa; p € P, denotes the multiplier corresponding to the percentage
aep

of throughput on path p (cf. Table 4.1). Hence, (5.1) implies that the sum of all
the actual, after perishability is factored in, path flows from a particular BSO to a
particular hospital should be equal to their contracted supply amount. The total
amount of blood supplied by a blood service organization i, ¢;, can be written as
Zj{:ngl ZpePJ? Tplhp = G-

Since the path flows must be nonnegative, we have that:
z, >0, VpeP (5.2)

Let f, denote the flow of blood on link a. Then, the following conservation of flow

equations must hold:

fo= praap, Va € L. (5.3)

peEP

According to (5.3), the initial blood product flow on link a is the sum of the
product flows along paths that contain that link, taking into account possible losses

in the preceding activities. All the flows corresponding to links in L are grouped into
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the vector f € R™ where ny, is the total number of elements in L. The total link cost
on a link a is assumed to be, in general, a function of all the flows in the network.

Therefore, we have that

Co=¢a(f), Vae€lL. (5.4)

The total cost on each link is assumed to be convex and continuously differentiable.
The total cost incurred by a blood service organization will be the sum of all the total
costs on links operated by the blood service organization. The price per unit charged
by BSO i to hospital j is denoted by ,011;. I discuss how the equilibrium prices are
recovered, once the model is solved, later in this section. The revenue generated by
each BSO is the product of the unit price and the amount of blood supplied.

As noted earlier, blood service organizations in the United States are predomi-
nantly nonprofits. Therefore, there is a utility associated with the service that they
provide (cf. Nagurney, Alvarez Flores, and Soylu (2016) and Nagurney and Li (2017)).
Let ~;; correspond to a measurement of the satisfaction that blood service organiza-
tion ¢ derives from supplying blood to hospital j. The overall such “service” utility
of blood service organization ¢ associated with all the demand points is then given by
Zfznﬁl 7ijGi;, similar to the service utility function described in Chapter 4. In addi-
tion, each blood service organization ¢ associates a weight w; with its service utility,
which monetizes it.

The utility function of blood service organization 7; 7 = 1,..., I, denoted by U;,

can be expressed as:

Hy gy Hyppp
Ui = Z pi; G + wi Z VijQij — Z ¢a(f), (5.5a)
Jj=H1 Jj=H; acL?

or, equivalently, in terms of path flows, through the use of (5.1) and (5.3):

HnH HnH
Ui = Z Py Z Tphp + Wi Z Vij Z Tpflp — Zba(a:), (5.50)
J=Hy peEP] Jj=Hi peP] a€L?
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with ¢, (x) = é(f), Ya € L.

It is to be noted that the utility of each blood service organization is over a time
horizon of a week.

The blood service organizations seek to maximize their utility, while competing
for the quantity of blood supplied. Hence, each BSO has as its strategic variables, its
path flows, with X; denoting the vector of path flows corresponding to blood service

organization i; 1 =1,...,I:
X; = {}lp € P}y € RIP', (5.6)

where P? denotes the set of all paths associated with BSO ¢ and np: denotes the
number of paths from BSO i to the hospitals. X is the vector of all path flows, that
is, X = {{X;}|i =1,...,I}. Further, the feasible set for blood service organization i
is defined as K; = {X;|z; € R}"'}. All vectors, as before, are column vectors.

The blood service organizations compete noncooperatively in an oligopolistic mar-
ket framework in which each blood service organization selects its own optimal blood
product flows to maximize its utility, given the optimal ones of its competitors. The
governing equilibrium concept underlying the behavior of the blood service organiza-
tions is, therefor, that of Nash (1950, 1951) equilibrium. The optimality conditions for
all the blood service organizations simultaneously can be expressed as the following
variational inequality (cf. Gabay and Moulin (1980), Nagurney (1999)): determine
e KHL K= Hilzl K;, such that:

I HnH

oC, (z* . N
Z Z Z {ST(> — Wik — PijHp| X [op — 2] 20 Vo€ KT, (5.7)
P

i=1 j=H1 pGP;

where 6%?) is for path p € PJ’ given by
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0Cy(x) _ 3 6éb(f)%p' (5.8)

ox 0
p a€Libeli fa

The optimality conditions as expressed by (5.7) provide a nice economic interpretation
that a blood service organization will supply blood to a hospital by a path p (flow on
the path will be positive) if the “marginal total cost” on the path is exactly equal to
marginal utility associated with weighted altruism of the pair (4, j) plus the marginal

revenue associated with the path p, with perishability accounted for.

5.1.2 Behavior of the Hospitals and Their Optimality Conditions

I now discuss the competition among the hospitals. Hospitals are the stakeholders
in the blood supply chain network who are involved in transactions with both blood
suppliers, the BSOs, and the patient payer groups.

Each hospital j decides to transfuse an amount ¢;, of RBCs to patient group k.
The total amount of blood transfused by hospital j; j = Hy, ..., H,,, cannot exceed
the total amount it receives from its contracted suppliers. Therefore, the following

condition must be satisfied

Tnp I
Z Uik < Z ij (5.9a)
i=1

k=T
or, equivalently,
T”T I
YIRTED D) SN 50
k=T) i=1 pep

The price charged by hospital j; 7 = Hy, ..., H,,,, for per unit of RBC transfused
is denoted by p?*. Similar to blood service organizations, many hospitals are not-
for-profits and, hence, will have a weighted altruism factor in their utility function
which is given as f; ZZQTTI 0xqjx- In the case of a for profit hospital the weight 3;
will simply be zero.

In addition to the cost of acquiring blood from the suppliers, hospitals incur a

holding cost for maintaining a proper inventory of blood. This cost is denoted by h;
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for hospital j; j = Hy,..., H,,, and is a function of ZZ’;TTI q¢jk, the total amount of

blood transfused at hospital j.

The optimization problem for hospital j; 7 = Hy,..., H,,,, then becomes

Ty Tnp Tnp I
Maximize p3* Z gk + 0; Z Oinqix — hj(Z k) — Z piy Z Tphp,  (5.10)
k=T1 k=T k=T1 =1 pEP;

subject to constraint (5.9b) and the nonnegativity constraints: z, > 0, Vp € P,
where P; is the set of all paths terminating in j, and g;, > 0 for all j and k.

Now the optimality conditions of the hospitals are obtained, assuming that each
hospital is faced with the above optimization problem, and that the hospitals compete
in a noncooperative manner to maximize their utilities, given the actions of the other
hospitals. It is to be noted that the hospitals seek to determine the optimal quantities
to be supplied to the patient groups as well as the amount to be received from different
suppliers. Assuming that the holding cost for each hospital is convex and continuous,
the optimality conditions for all hospitals, simutaneously, coincide with the solution

of the variational inequality: determine (z*,¢*,n*) € K? satisfying

I Hny Hny Tnp

Ohy (Y. g
Y. {pi}‘up—n;*ﬂp} oy —apl+ Y {—p?*—ﬁﬁjw ]<E’“fT1 %) +17;

=1 j:Hl pGP; j:Hl k=T1

Hng o 1 Tnp
SORYARS 1) 9 DETED SYA BIORTAEY
j=Hy -1=1 pePJ’? k=T,
V(z,q,n) € K, (5.11)
with the feasible set K? defined as:
K?={(z,q,n)|xr € R}*,q € R}""" . ne€ R}"}. (5.12)

Here 7; is the Lagrange multiplier associated with constraint (5.9) for hospital j, 7 is

the ngy-dimensional vector of all the multipliers, and ¢ denotes the ngnp-dimensional
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vector of blood flows between the hospitals and patient groups. For further back-
ground on such a derivation, see Nagurney, Dong, and Zhang (2002) and the refer-
ences therein. Similar to (5.7), in this derivation of the variational inequality the
prices charged are not considered to be variables. They become endogenous variables
in the complete equilibrium model.

The economic interpretation of the hospitals’ optimality conditions are discussed
and the justification of the h; functions is provided. From the first term in (5.11)
it can be inferred that if there is positive flow of blood products between a blood
service organization and hospital, then 7} is precisely equal to the hospital’s payment
to the supplier, p}j. From the second term of (5.11) we see that if qj 1s positive,
that is, if patients from payer group k get transfusions from hospital j, then the
unit price charged by hospital 7, p?*, plus its marginal service utility, 50, is exactly
equal to its marginal cost of holding inventory plus its unit cost of procuring blood
(since n; = p;7). Further, from the third term in (5.11) it can be inferred that if 7}
is positive, then the amount of blood received by hospital j is exactly equal to the
amount of blood transfused at hospital j. Hence, it can be said that the inventory
holding cost of a hospital is a function of the total amount of blood transfused at a

hospital.

5.1.3 Behavior of the Payer Groups and Equilibrium Conditions

As mentioned earlier, the payers are conceptualized as patients belonging to dif-
ferent payer groups. Since most of the surgeries requiring blood transfusion such as
knee replacements, cardiovascular surgery, organ transplants, etc., are planned ahead
of time, it is assumed that the demand for blood at each payer node depends on the
reimbursement that the payers (insurers) are willing to give. The type of insurance is
also known before blood transfusion takes place. Since for a patient getting treatment

at a hospital, the blood required for transfusion will be provided by that particular
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hospital, it is expected that the demand at each hospital from each payer group may
be different. Demand at patient payer group k for transfusions at hospital j is de-
noted by d;;. The amount that payer type k is willing to reimburse to hospital j is

given as p’.. Thus, we have that

djr, = dji(p®), Vj,VEk, (5.13)

where p? is the nyny-dimensional vector of payer prices. The demand is assumed
to be monotonically decreasing in the reimbursement for j, but increasing in the
reimbursements for other hospitals. However, it is to be noted that if the demand is
quite price inelastic then the coefficients should be set accordingly.

In reality, healthcare payments received by different hospitals from the same payer
might vary significantly (Luhby (2013)). The reimbursement or payer price can de-
pend on several factors such as the payer mix, whether it is a teaching or non-teaching
hospital, the hospital’s location, its healthcare network, etc. For example, Medicare
pays a higher rate to teaching hospitals while private insurance companies negotiate
better rates for hospitals in their network.

The payers take into account not only the price charged by the hospitals in de-
termining which hospital to choose, but also the transaction cost. Let cj; denote
the transaction cost between hospital 7 and payer group k. It is assumed that the

transaction cost is continuous, positive, and of the general form

¢k = cii(q), Vi, k. (5.14)
Following the work of Nagurney, Dong and Zhang (2002) (see also Nagurney (2006)),
we have that the equilibrium conditions are: For all hospitals j; j = Hy,..., Hy,,

and payers k =1Ty,...,1T,,:
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3% : *
. = if g >0,
pi + cir(q’) (5.15)
>pfi i =0
and

=q% if p% >0,
(™) " * (5.16)

< qj if p?l: =Y

Conditions (5.15) imply that, in equilibrium, if qj 1s positive, that is, there are
patients at demand market k that get blood transfusions from hospital j, then the
price charged by the hospital plus the transaction cost does not exceed the price that
the payer is willing to reimburse. Conditions (5.16) state that, if the equilibrium price
that a particular payer group is willing to pay for the blood product from a particular
hospital is positive, then the quantity of blood obtained from a hospital is precisely
equal to the demand of blood for that payer group. These conditions correspond to
the well-known spatial price equilibrium conditions but applied to an entirely novel
context of multitiered blood supply chain networks (cf. Takayama and Judge (1971),
Nagurney (1999), and the references therein).

In equilibrium, conditions (5.15) and (5.16) will have to hold for all k£, and can, in
turn, be expressed as the variational inequality problem (see, e.g., Nagurney (1999)):

determine (q*, p**) € K3, such that

Hoy Top Huy Tog
SO 1 Heila’) = o) < Mgk — @l + D D Lk — din(p*)] x ol — o5 = 0
j=Hy k=T Jj=H1 k=T

v(g,p°) € K?, (5.17)

where the feasible set K* = {(q, p*) € RY*""7}.

5.1.4 The Equilibrium Conditions of the Blood Supply Chain
In equilibrium, the amount of blood supplied by the blood service organizations

must be equal to the amount of blood received by the hospitals. In addition, the
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amount of blood transfused by the hospitals must be equal to the amount needed by
the patients. Furthermore, the equilibrium quantities and price pattern in the blood
supply chain must satisfy the sum of the inequalities (5.7), (5.11), and (5.17), in order
to formalize the agreements between the tiers. Hence, although there is competition
across a tier of decision-makers, whether BSOs or hospitals, there is cooperation
between tiers and the prices assist in this. I now state this explicitly in the following
definition.
Definition 5.1: Multitiered Blood Supply Chain Network Equilibrium
The equilibrium state of the supply chain is one where the blood product (RBC) flows
between the three distinct tiers of decision-makers coincide and the blood flows and
prices satisfy the sum of the optimality conditions (5.7), (5.11), and (5.17).

The following theorem is now established.
Theorem 5.1: Variational Inequality Formulation
The equilibrium conditions governing the supply chain model with competition are
equivalent to the solution of the variational inequality problem given by: determine

(z*, q*, 0", p**) € K* satisfying:

I HnH
2P IP 3] it LA T R

i=1 j=H peP}

E A Oh;( z"TT 0r.)
+ 2> leala S T = Bk — pii) x gk — 43l
J=Hy k=T ik
Hp gy Top Hny Thp
BIHITTES q;k] a1 Y Y = ] =] > 0
] H1 1= 1p€PJZ k= T1 j Hlk T1
Y(z,q,m,p°) € K*, (5.18)
where K* = {(x,q,n,p%) € R’frPJrQ"H”TJF"H}.
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Proof: At first the necessity condition is established, that the equilibrium conditions
imply variational inequality (5.18). Observe that, indeed, the summation of (5.7),
(5.11), and (5.17), yields variational inequality (5.18), after algebraic simplification.

For sufficiency the converse is now established, that is, that a solution to varia-
tional inequality (5.18) satisfies the sum of inequalities (5.7), (5.11), and (5.17), and
is, therefore, an equilibrium according to Definition 5.1. To inequality (5.18) add the
term p Sy + pw {p to the term in the first set of brackets preceding the multiplica-
tion sign and add the term p] + p]* to the term in brackets preceding the second
multiplication sign. Such “terms” do not change the value of the inequality since

their value is equal to zero, with the resulting inequality of the form

2. 2.2,

=1 j= HlpEP’

I Hny
{ — Wity — MMy — Pos o + P My | X [ — )]

R hi(Ca ai)
2 lenls S T = Bl = o= o+ o] X g — a3
j=Hy k=T ik
Hayy Ty Huy Togp
D) ITTED SPARIMSTED b 9l VIS IR R
Jj=H; -i= 1p€PZ k=T Jj=Hy k=T
V(z,q,m,p°) € K, (5.19)
which, in turn, can be rewritten as
I Hny I Hny

2.2, { —WiYijhp — Pi; up] Y > [pi;‘up—njup} X [xp— 2]

=1 j= H1pePz i=1 j=H;

G g Ohy (4%, 43 S
* J = j *
+Y Y {—pi — Bl + 50 — +77]} a0 — a5+ Y {ZZ%“P
j=Hy k=T ik j=H “i=1 pep
TnT H"H TnT
S q]k} -+ S S [0+ cala’) — %] X g — @
Py J=H) k=T



Hupy Top

+ )0 g — di(p™)] < [l — p) = 0, V(z,q,m,0%) € K*. (5.20)

j=Hi k=T

But inequality (5.20) is equivalent to the price and product flow pattern satisfying
the sum of (5.7), (5.11), and (5.17). The proof is complete. O
The variational inequality (5.18) can be rewritten in standard variational inequal-

ity form ( cf. 2.1a) that is: determine Y* € K C RY, such that
(F(Y"),Y =Y") >0, VY€K, (5.21)

where Y = (z,q,n,p°), F(Y) = (F, Fjlk’ £y, Fij)peP;;izl,...,I;szl,...,HnH;k:Tl,...,TnT> and
the specific components of the function F' are given by the functional terms preceding
the multiplication signs in (5.18). The term (-,-) denotes the inner product in N-
dimensional Euclidean space, where N here is np + 2ngny + ny and K = K*.

The variables in the variational inequality problem are: the product (RBC) flows
from the blood service organizations to the hospitals, x, the quantities of blood trans-
fused by the hospitals to the patient groups, ¢, the prices associated with transfusing
and storing blood by the hospitals, 1, and the demand market prices or reimbursement
rates, p>.

I now discuss how to recover the blood service organizations’ equilibrium prices,
p};‘, for all 7, j, and the hospitals’ equilibrium prices, p?*, for all 7, from the solution
of the variational inequality (5.18). In the previous discussion in Section 5.1.2, it is
mentioned that if there is positive flow of blood products between a blood service
organization and hospital, then 7} is precisely equal to the hospital’s payment to the
supplier, p};. n; is obtained from the solution of the inequality (5.18). On the other
hand, prices charged by the hospitals, p?*s, can be obtained by finding a gj, > 0, and

then from (5.15) setting
Py = i — cinld"),

where p3 is obtained from the solution of variational inequality (5.18).
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The result that, in equilibrium, the sum of the amounts of blood supplied to
each hospital is equal to the sum of the amounts of blood transfused at that hospital
is now established. This implies that each hospital, assuming utility maximization,
purchases from the blood service organizations only the amount of blood that is
actually transfused to the patients. Variational inequality (5.18) is utilized to establish
the above mentioned result. From the third term in (5.18) we can see that if n; > 0,
then we have Zle Zpe P TS giTTl qjy,- In other words, the “market clears” for
hospital j. Let us now consider the case where 17 = 0. From (5.7) it is evident that,

if z, > 0, then we have that

T _ 1%
Tow, WiYijhp t Pij Hps

and, if z; = 0, then we have that

00y (a") *
5;% > Wiy + ng Hop-

Hence, from the first term in inequality (5.18), we can say that, if ; = 0, then

aép (z7)

axp /YJIU/I)_

which implies that z; = 0,p € P; ,  Vi,7. It follows then from the third term of
(5.18) that ZZ’;TTI ¢;r = 0, and, hence, the market clears also in this case since the
flow into a hospital is equal to the flow out and equal to zero. Thus, established the
following is established:

Corollary 5.1

The market for the blood product clears for each hospital at the supply chain network

equilibrium.
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5.1.5 Illustrative Examples

In this section I present two examples to illustrate some of the above mentioned
concepts. The blood supply chain topology is depicted in Figure 5.2. A case study
with a more elaborate blood supply chain network topology is presented in Section
5.4.

Organization 1 Organization 2

1 4
3 by
2 6
H1 H2
T

Figure 5.2. The Blood Supply Chain Network Topology for the Illustrative Examples

Example 5.1: Network with Two BSOs, Two Hospitals and One Payer

There are two blood service organizations supplying blood to two hospitals. The
hospitals in turn treat patients who belong to the group Payer Type 77. From each
BSO there are two paths reaching each hospital. For simplicity, each path consists of
two links. The paths are defined as follows: p; = (1,2), po = (1,3), ps = (4,5), and

ps = (4,6). The time horizon is assumed to be a week.
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The total link cost functions are:

G(fr) = [T +15f1, &(f2) =f3+2f, &(fs)=f5 +2.5fs,

ea(fa) = fi+2f1, es(fs) = f2+2f, c(fo) = fo +2.5f.

In this example it is assumed that no amount blood is lost in the supply chain;
hence, the arc-path multipliers, p,s are all equal to 1, Vp. Again, for ease of calcula-
tion, the parameters associated with the altruism components of the utility functions
are all zero, i.e, w; = wy = By, = Py, = 0. The holding cost functions for the two

hospitals are:

hHl(quTl) = 1.5 x qH, Ty th(QH2T1) =1.5x qH,Ty -

The transaction cost functions between the hospitals and payers are:

Cmm (QH1T1) =qmT T 1007 CHoTy (qHQTl) = qH,T, T+ 100.

The demand price functions are:

diy 1, = —0.0050% 7 + 0.002p3, 7, + 100,  dp,r, = —0.005p%, 1, + 0.002p% 4, + 100.

Using inequality (5.18) ten linear equations are obtained which are as follows:

dxy, +2r,, +3.5 —ny, =0,
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da,, + 2z, +4—np, =0,
day,. + 21, +4 —ny =0,
dxy,, + 2z, + 4.5 — g, =0,
G,y + i, — P, + 1015 =0,
Gityr, + i, — Pityr, + 1015 =0,
T, + T — Qg =0,
Ty, + T, — Qg =0,
Gy, + 0.0050% 7 — 0.002p3; 7, — 100 = 0,
Gir, + 0.005p% 7 — 0.002p% 7, — 100 = 0.

The equilibrium blood path flows from the blood service organizations to the hospitals
obtained by solving the above equations are: z,, = z; =49.29,2; =z, =49.21.

In the absence of the altruism factors, we have that the n}s are precisely equal to
the prices charged by the blood service organizations, pil]’-“s. The equilibrium prices
charged by the BSOs are: nj, = 299.25,n3, = 299.75, respectively. This means
that Hospital H; agrees to pay $299.25 per unit of blood and Hospital Hy agrees
to pay $299.75 per unit of blood. The price per unit charged by the hospitals are:
,01%}‘1 = 300.75 and p%’,; = 301.25. This makes sense and is fair since Hospital H, pays
a higher price for acquiring the blood, the price charged is also slightly higher than
that of Hospital H;.

At equilibrium, the quantities of blood transfused at each hospital are: ¢ ,, =

Qr,7, = 98.50. Lastly, the reimbursements that Payer type T; is willing to pay to

Hospital H; and Hospital Hy are: pjf ;. = 499.25 and pj; ;. = 499.75, respectively.
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Example 5.2: Introducing Fractional Arc Multipliers
In this example, the data remain as in Example 5.1, except that the arc multipliers

are modified so that not all are equal to 1:

] = 1, Qg = 095, a3 = 1, oy = 1, a5 = 1, Qg = 0.98.

Hence, the path multipliers are:

fpy =1 %095 =095, gy =1, gy, =1, pp =1x0.98=0.98.

Again, using inequality (5.18), we obtain the following set of equations:

3.92%, + 2%, + 3.5 — 0.951), =0,

dry, + 2z, +4—ng, =0,
da,. +2x, +4—ny =0,
3.96x), + 22, + 4.5 — 0.98n}, =0,
Gy, + My, — Py, + 1015 =0,
Trory + My — P?QTl +101.5 =0,
0.95z,, + .. — ¢, =0,
xy, + 0987, — g7, =0,
g, + 0.005p%; 7, — 0.002p3; 7 — 100 = 0,
Qi + 0.005p% 7 — 0.002p3 7, — 100 = 0.

The equilibrium path flows are now: xz; = 48.35,x; = 51.36,z;, = 52.53,1, =

7 P4

48.10.
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The equilibrium prices charged by the BSOs are: 7y, = 310.29,ny, = 307.63,
respectively. The price per unit charged by Hospital H; and Hospital Hs are p?j‘l =
311.75 and pF;, = 307.63, respectively.

At equilibrium, the quantities of blood transfused at each hospital are: ¢ ;, =
98.46, and ¢y, 7, = 98.49. The reimbursements that Payer Type 7T} is willing to pay to
Hospital H; and Hospital Hy are: pjj ;, = 510.26, and p};,;, = 506.12, respectively.

If we compare the results in the two examples, we can see that even under the
consideration that a fraction of the collected blood perishes or is wasted along the
supply chain, the amount of blood transfused at each hospital remains almost same.
However, while in Example 5.1 all the paths had similar flows, in Example 5.2, the
paths without perishability have higher flows than those with perishability. Due to
wastage of some amount of collected blood the cost is likely to increase, and hence, the
equilibrium prices obtained in Example 5.2 are higher. The payer agrees to pay higher
rates in Example 5.2 which enables the hospitals to pay higher prices to the blood
suppliers in order to cover the cost of the wasted blood and still meet the demand.
Hence, the blood supply chain functions efficiently even in the face of perishability of

blood products.

5.2. Qualitative Properties

In this section, some qualitative properties of the solution to the variational in-
equality (5.18) are provided. I first present the existence results. Since the feasible
set underlying the variational inequality problem (5.18), K4, is not compact it is not
possible to derive existence of a solution from the sole assumption of continuity of the
function F(Y) (cf. Kinderlehrer and Stampacchia (1980)). However, we can impose

a rather weak condition to ensure the existence of a solution pattern. Let

Ky ={(2,¢,m,0°)]0 <2 <bp;0<q<by;0<n<bs;0<p® <byl}, (5.22)
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where b = (b1, by, b3, by) and z < by;q < by;n < bs; p* < by means that z, < by; g <
by; 1y < bs; pl < by forall p € Py, Vi, j, k. Then K is a bounded, closed convex subset

of RiPH2mHnT i Thys the following variational inequality:
(F(Y"),Y =YY >0, VYY’cK,, (5.23)

admits at least one solution Y°® € K, from the standard theory of variational in-
equalities, since K} is compact and F' is continuous. Following Kinderlehrer and
Stampacchia (1980)( see also Theorem 1.5 in Nagurney (1999)), we have:

Lemma 5.1

Variational inequality 5.21 admits a solution if and only if there exists a b > 0 such

that variational inequality (5.23) admits a solution in K} with
2 < by, " <by, n°<bs, pP<by (5.24)

Under the conditions in Theorem 5.2 below it is possible to construct the upper
bounds by, by, b3, and by large enough so that the restricted variational inequality
(5.23) will satisfy the boundedness condition (5.24) and, thus, existence of a solution
to the original variational inequality problem according to Lemma 5.1 will hold.
Theorem 5.2: Existence of a Solution

Suppose that there exist positive constants M, N, and R with R > 0 such that:

aC, :
% — wYijty > M, Vr with x, > N,p € P}, Vi,j, (5.25)
P
T,
oh; (> q;

cik(q) + i a;'f:l %x) > M, Vq with qu > N,Vj,k,

j
dix(p®) < N, Vp* with p?k > R,V k. (5.26)

Then variational inequality (5.21); equivalently, variational inequality (5.18), admits

at least one solution.
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Proof: Follows from Lemma 5.1. See also the proof of existence for Proposition 1 in
Nagurney and Zhao (1993) and the existence proof in Nagurney, Dong, and Zhang
(2003). O

It can be argued that, from an economics perspective, assumptions (5.25) and
(5.26) are reasonable, since, when flow of RBCs on a path between a blood service
organization and a hospital pair is large, it can be expected the “marginal” cost on
the path minus the marginal service utility associated with the weighted altruism to
exceed a positive lower bound. Similarly, when the amount of blood transfused by
a hospital to a patient group is positive, the transaction cost between the pair and
marginal cost of holding the blood in inventory by the hospital will exceed a lower
bound. Lastly, in case the demand market price is very high, the demand for the
product can be expected to be low (even if slightly).
Lemma 5.2: Monotonicity
Assume that the link total cost functions and the inventory holding cost functions
are convex, the transaction cost functions are monotone increasing, and the demand
functions are monotone decreasing functions. Then the vector function F that enters

the variational inequality (5.21) is monotone, that is,
(FY" = FY"),Y'=Y") >0, VW Y"eKk. (5.27)
Proof: Let Y' = (2/, ¢, 0, p¥),Y" = (2", ¢", 0", p*") with Y' € K and Y” € K. Then
inequality (5.26) can be seen in the following deduction:
I HTLH

(FY) = FY"),Y -y ="} Z{ (@) a%’éjﬂ)} x [af) — 2

i=1 j= Hlpepl

O (T d) Oy (S )
k=T, ]k k=T Jk / "
+ - < a5 — @]
JZHl k‘ZTl |: aq]k aq]k :| " "
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Hupy Top

+ZZ{% - )| X e~

+ Z Z p") + di(p™)] % (0% — p%]
= (1) + (1) + (II1) + (IV). (5.28)

Now, we can write () as:

L8 L Ta0, () 90, (" o
N =303 S [P S

i=1 j= Hlpep]

> ¥ B, - B, i, -2

=1 j=H1 pe P} “a€L’ beL’

L ae(f')  Dey(f" / ]
IS PRI EE sica | x S — o

p J

=

I HnH

23 (SRS S < S - T e

i=1 j=H1 -a€L beL! peEP]

— Z Z |:Z Z aCb 8&5%//)} " [fcll _ f(;/]- (5‘29)

i=1 j=H; “acL? beL?

Since the total link cost functions are convex, we have:

I H’ﬂH

Z Z {Z Z (9Cb 7 86{;%//)} < [f! = f"] > 0. (5.30)

i=1 j=H1 “a€Li beL’

The convexity of the holding cost functions, h;(g;) for all j yields

H"H T"T 8h TnT T"T
Z Z |: Zak T1 jk) . (Zak =T Jk):| X [q;k — q;/k] Z O <531)
j=H1 k=T, q k q]k
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Since cji, for all j, k, are assumed to be monotone increasing, and dj, for all j, k, are

assumed to be monotone decreasing, we have that

Hyppy Thp

(In=>"> [cjk — (g )} X [y — qii) >0, (5.32)

j=H1 k=T1

and
’VLH ’ILT

= > [=dilp™) + di(p™)] % [P — o] > 0. (5.33)

j=H k=T1

Substituting (5.30) — (5.33) into the right-hand side of (5.28), it can be concluded
that (5.28) is nonnegative. The proof is complete. O
Definition 5.2: Lipschitz Continuity
The function that enters the variational inequality problem (5.21) is Lipschitz contin-

wous if

IF(Y') -~ F(Y")| < L|[Y' —Y"| VYY" €K, (5.34)

where L > 0 is known as the Lipschitz constant.
The properties of monotonicity and Lipschitz continuity are utilized to establish

the convergence of the algorithm in the following section.

5.3. Algorithm: The Modified Projection Method

In this section, the realization of the modified projected method (cf. Section 2.4.2)
for the computation of the variational inequality (5.18) is described. Below I present
each step of the computation with respect to this model and provide the explicit
formulae.

The statement of the modified projection method for the solution of variational
inequality 5.21, applied to the blood supply chain network model, is as follows, where
T is the iteration counter:

Step 0. Initialization
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Initialize with Y? € K. Set 7 = 1 and select v, such that 0 < ¢p < 1/L, where L is
the Lipschitz constant (see (5.34)).
Step 1: Computation

Compute Y™ by solving the variational inequality subproblem (cf. (2.22)):
YT+ pF(Y™) — Y™ LY —¥Y7) >0, VY eK. (5.35q)

(5.35a) is now expanded, according to the details of (5.18), for this model. Com-

pute (Z7,q",77, p°7) € K* by solving the variational inequality subproblem:

I H’ﬂH

Z Z Z {T + ¢(8C Gy — WiYijtp — U}_lﬂp) - x;‘l] X [y — ]

=1 j= H1p€Pl

Hy, Th n T—
X <A _r —1 (Zk E“l jk 1) T 3 71 T—1
+ Z Z q]k + 1/) C]k(q ) a ] /6.7 Jjk — pj/c - q]k
J=H1 k=T dik
HnH TnT
<[k — T+ > [77] - ¢<Z PR i ) - 77}1] x [n; — 1}
Jj=H; =1 pePl k=T

Thnyp

53T T— T—1 T—1 -

k=T

(5.35b)
Step 2: Adaptation
Compute Y7 by solving the variational inequality subproblem (cf. (2.23)):
YT +pF(YT) — Y™ LY —Y™) >0, VY eK. (5.36a)

5.36a) is now expanded according to (5.18). Compute (27,¢",n",p%") € K* b
p g p qa.mn.,p Y

solving the variational inequality subproblem:

33 S [ (P i ) o] b

i=1 j= Hlpgpl
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Hpy I Tnp
+) {nf +w(2 PSS q}k> — 1 1} x [n; —nj]
j=H; i=1 peP k=T,
Tag
+y {p?l + w(q}k - djk(PgT)) - p?kT_l} x [ — pk] >0, V(z,q,n,p%) € K"
k=T,

(5.360)

Step 3: Convergence Verification
If YT — Y71 <e¢, for € > 0, a pre-specified tolerance level, then stop; otherwise, set
7:=7+ 1, and go to Step 1 (cf. Subsection 2.4.2).

Specifically, for this model, if 2] — 277" < €, |qf, — q;,;l\ < &|nf — 77;-’1| <
e " — p37_1| <e Vpe P]’,z =1,.,1,5=Hy,...H,,, k=T,...,T,, for e > 0, a
pre-specified tolerance level, then stop; otherwise, set 7:= 7+ 1, and go to Step 1.
Explicit Formulae for the Modified Projection Method
The elegance of this algorithm applied to the blood supply chain network competition
model in that at each iteration, closed form expressions are obtained for the variables,
resulting in an easy to implement computational procedure. Below the closed form
expressions for the solutions of (5.35b) are provided .

The closed form expression for the blood path flows at iteration 7 is: For each

path p € Pji,‘v’i,j, compute:

—T T— aé 'TT_l T—
L {O’ T Y (% — Wiijhp = 1 %) } (5.37)
p

The amount of blood transfused, g;i, Vj, k, at iteration 7, is computed according

to:

Top oo
Oh; (3 a3 ) i Tl) } 3%

qj), = max {07 i (Cjk(qu)Jr 5 +n] = B0— P
qjk
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The Lagrange multipliers, n;, j = Hy, ..., Hy,, are computed at iteration 7 using

the formula:

1 Tnp
i = max {0, = ( PIDIEATEDD q;k‘l) } (5.39)

i=1 pep! k=T)
Lastly, at iteration 7, the closed form expression for the demand prices, p?k, ] =

Hl,...H k:Tl,T is:

Y MNH) ) %

=37 7—1 T— T—1
p?k = max {0, pgjk - 1/] (qj'k 1 djk(pS )) } (540)

Analogous closed form expressions to those above can be easily obtained also for

(5.36b).

5.4. The Case Study

In this section, I present a case study that is solved using the modified Projection
Method. Although the network structure is stylized the aim is to capture the complex
landscape of blood banking in Southern California. There are three major blood ser-
vice organizations; namely, the American Red Cross, the San Diego Blood Bank, and
LifeStream, that collect and supply blood to hospitals in Southern California that have
been facing shortages in recent times (Austin (2018), Hayden (2018)). LifeStream, a
community based nonprofit blood bank, supplies blood products and services to more
than 80 Southern California hospitals in five counties: San Bernardino, Riverside, Los
Angeles, Orange, San Diego, and Imperial, while San Diego Blood Bank, another a
regional nonprofit blood service organization, serves San Diego, Imperial, Los Ange-
les, and Orange Counties. The American Red Cross also has a strong presence in
this region with multiple donor centers and supply contracts with UC San Diego and
Scripps Health facilities (Sisson (2017)).

In the network structure shown in Figure 5.3 there are two blood service orga-

nizations, one a smaller regional blood bank such as LifeStream or the San Diego
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Blood Bank, and, the other — a larger one such as the American Red Cross. Both of
these blood service organizations supply blood to two hospitals which treat patients
belonging to three payer groups: two private ones such as those covered by the Kaiser
Foundation Health Plan, which has one of the highest customer satisfaction ratings
according to a NCQA 2015-2016 report, and Blue Shield of California, which has one
of the lowest ratings according to the same report, and the other — a government
payer program such as Medicare or Medicaid. Given that hospitals and blood centers
are facing shortages, it is not unreasonable to assume that each hospital has more
than one supplier to mitigate the risk of running out of blood as observed in the
Northeastern part of the United States. I now provide the data for this problem.
Baseline Example: Two BSOs, Two Hospitals and Three Payers

In Lagerquist et al. (2017), the authors provide an analysis of the cost of transfusing
one unit of RBC in a Canadian hospital. Based on their data, the per unit cost of
inventory and storage at the hospital was obtained as 30.80 CAD.

Using this information and converting it to USD the inventory holding costs for the

two hospitals are constructed as:

Ts
hHl(Z QHlk‘) = 23.6 X <QH1T1 + 4o, + QHng)’
k=T,
and
T5
th(Z Qsz) =24 X (QHle + qH,1, t QH2T3)'
k=T,

Below, I present the transaction cost functions for this problem. It is to be noted
that this cost might include various costs that are not directly associated with the
procurement of blood, and maintaining it’s inventory such as cost of cross matching,
transfusion, and administrative costs for billing, etc. Linear cost functions are used

which are given as follows:

CHT (QH1T1) = 0-5(]H1T1+107 CH\Ty (QH1T2) = 0-5QH1T2+97 CH1\T; (QH1T3) = O'5QH1T3+8’
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Figure 5.3. The Supply Chain Network Topology for Case Study

e, (qmyr ) = 0.5qm,, +10,  cmyr, (1) = 0.5qm,7,+10,  cuyr, (qmors) = 0.5qm,7+8.
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While it is mentioned in Section 5.1 that reimbursements received by a hospital
from different payers might vary, the transaction costs might also vary depending
on the type of payer. According to Ho and Lee (2017) average cost per patient
for a hospital varies from one payer to another due to long-term relationships with
particular insurance companies or due to ” complementarities in information systems
with some insurers.”

Assuming that the overall base weekly demand for RBCs across all payer types

at each hospital is 250 units the demand price functions are constructed as follows:

di,r, = —0.007p%, 4, + 0.001p%, 7, 4+ 100,  dp,r, = —0.005p%, 7, + 0.003p%, 1, + 100,

diy1, = —0.007p% 1, + 0.001p3 7, + 50,  dp,r, = —0.005p3, 7, + 0.003p3;, 7, + 50,
dg, 1, = —0.007p, 1, + 0.001p3, 7, + 100,  dp,r, = —0.005p%, 1, + 0.003p3;, 1, + 100.

The weights associated with the altruism components of the blood service organi-
zations’ objective function are w; = ws = 1. The coefficients of the altruism function
are assumed to be vy, = 1,71m, = 1,7%nr, = 1,7%m, = 1. The hospitals also have
an altruism component in their objective functions and the associated weights are
assumed to be By, = By, = 1, while the coeflicients are 0y, 7, = 1,01, = 1,0y, 1, =
2,07, = 1,0m,1, = 1,0,1, = 2. Both the hospitals associate greater service utility
in treating patients belonging to government payer program.

In the paper by Dutta and Nagurney (2018) the modified projection method was
implemented in FORTRAN and a Linux systems at the University of Massachusetts
Ambherst was used for the computations. The algorithm was initialized by setting
all the variables equal to 0.00 and with ¢ set to .05. The algorithm was considered
to have converged when the absolute difference of the difference of each successive
iterate was less than or equal to 10~*. The equilibrium conditions held with an

excellent accuracy.
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In Table 5.1 I provide the total link cost functions, the arc multipliers associated
with each link as well as the computed equilibrium link flows. The total link cost
functions capture the fact that the two most expensive operations for the blood
services organizations are collection of blood from donors, and testing and processing
of the collected units.

In addition to the computed equilibrium link flow values in Table 5.1, which are
obtained from the equilibrium path flows, the other computed equilibrium values of
the variables are:

N, = 184.92,  np, = 194.67,
O, = 9846,  qjyp, = 48.61,  qfp, = 98.55,
iryr, = 9943, diyyn, = 4953, diy,p, = 9941

and

pir g, = 257.76,  piy g, = 231.83, ply 1, = 245.80
P, = 268.39,  p¥ g, = 23343, pi g = 266.37.

Using the procedure described in Section 5.1.4, the equilibrium prices of the BSOs
and that of the hospitals are recovered: pij, = p3j;, = 184.92 and pif, = pify, =
194.67. Also, p3 = 198.52 and p%, = 208.67.

Also, for completeness, I provide the incurred demands at the equilibrium prices

at the different payers and these are:

dHlTl = 9846, dH1T2 = 4861’ dH1T3 — 98557

diy, = 9943,  dpr, = 49.53,  dp,m, = 99.41,

Finally, the incurred utilities of the blood service organizations and the hospitals

at the equilibrium pattern are presented. The utility of BSO 1 is: 25,187.59 and that
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Table 5.1. Definition of Links, Associated activity, Arc Multipliers, Total Opera-
tional Link Cost Functions, and Equilibrium Link Solution

Link a | From Node | To Node | a, ¢a(f) I

1 1 Cl 1.00 | 0.4574+0.6f; | 49.96
2 1 Ca 1.00 | 0.35f5 +0.5f, | 57.35
3 1 Cl 1.00 | 0.32f24+0.6f; | 64.24
4 Cl B} 1.00 | 0.09f7 +0.36f, | 49.96
5 Ci B} 1.00 | 0.12f2+05f5 | 57.35
6 Cl B} 1.00 | 0.1f2+0.35fs | 64.24
7 B} P! 0.98 | 0.5f2+0.86f; |171.55
8 P} Si 1.00 | 0.12f2+0.5fs | 168.12
9 Ch DI 1.00 | 0.09f2+0.5fy | 64.36
10 St H, 1.00 | 0.05f7, 4+ 0.68f10 | 103.76
11 D! H, 1.00 | 0.04f% +0.8f11 | 0.00

12 Dl H, 1.00 | 0.06f% +0.8f15 | 64.36
13 2 C? 1.00 | 0.3f7+0.8f15 | 104.72
14 2 C? 1.00 | 0.25f2 4 0.65f14 | 138.95
15 2 C? 1.00 | 0.32f% +0.6f15 | 97.36
16 C? B} 1.00 | 0.1f% +0.28f1 | 82.57
17 C? B3 1.00 | 0.15f7 +0.3f17 | 22.15
18 C3 B} 1.00 | 0.15f7 4+ 0.35f15 | 33.17
19 C3 B3 1.00 | 0.12ff 4+ 0.45f19 | 105.78
20 C3 B} 1.00 | 0.16f5 + 0.5f5 | 53.18
21 C3 B3 1.00 | 0.08f% +0.6fo | 44.17
22 B? P? 0.98 | 0.4f3, +0.65f2 | 168.93
23 B3 P} 0.97 | 0.45f3; 4+ 0.8fs3 | 172.11
24 P? S? 0.96 | 0.02f3, + 0.05f5, | 165.55
25 Py} S3 1.00 | 0.04f% 4 0.07 fo5 | 166.94
26 S? D? 1.00 | 0.2f5 4+ 0.4f2 | 80.61
27 S? Dz 1.00 | 0.18f% +0.6fy; | 78.32
28 S2 D? 1.00 | 0.12f5 4+ 0.45fo5 | 99.96
29 S2 D3 1.00 | 0.15f5 + 0.5f2 | 66.98
30 D? H, 1.00 | 0.08f3 +0.5f3 | 75.12
31 D? H, 1.00 | 0.1f3 4+0.6f3 | 105.45
32 D3 H, 1.00 | 0.12f3, 4+ 0.35f32 | 66.75
33 Dz H, 1.00 | 0.16f3; + 0.4f53 | 78.55
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of BSO 2: 47.806.95. The utility of Hospital H; is: 985.40 and that of Hospital Ho:
495.25.

I now consider three variants of the baseline example, in which the weights asso-
ciated with altruism are modified. Specific changes made to the Basline Example are
reported below. The remainder of the data remains as in the Baseline Example. The
computed equilibrium flows are reported in Table 5.2 for all the Variants.

Variant 1: Altruism Weights for BSOs Set to Zero
In Variant 1 the weights of the BSOs are all set to zero, that is, w; = wy = 0.
Besides the reported link equilibrium values in Table 5.2, the modified projection

method also yielded the following equilibrium values for the other variables:

My, = 283.54, 1y, = 293.33,

Gy, = 9787, Qg = 48.02, gy, p, = 97.96,
q;{le - 99237 q}i[2T2 - 49337 q;{ZTS - 992].,

and

P = 356.08, i =330.15, pl 5 = 344.12
Pz, = 366.95,  pir . =332.00, pir g, =364.93

For completeness, I also report the recovered prices at the top tier and the middle
tier. Specifically, we have: pif; = piy = 283.54 and pij, = pijy, = 293.33. In
addition, we have that: p7; = 297.14 and p¥;, = 307.33.

Also, for completeness, I would like to mention that the incurred demands at the
equilibrium prices at the different payers are exactly equal to the corresponding gj,
value, which conforms well with the equilibrium conditions.

The utility of BSO 1 is now: 24,952.65 and that of BSO 2 is: 47,365.72, whereas

the utility of Hospital H; is: 979.48 and that of Hospital Hs is: 493.29.
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Table 5.2. Links and Link Equilibrium Solution for Variant Examples

Link a | From Node | To Node | Variant 1 f; | Variant 2 f | Variant 3 f;
1 1 Ct 49.71 49.94 49.68
2 1 Cy 57.08 57.32 57.04
3 1 Cs 63.93 64.20 63.89
4 Cf B 49.71 49.92 49.68
5 Cy Bj 57.08 57.32 57.04
6 Cs B 63.93 64.20 63.89
7 B P} 170.72 171.44 170.61
8 P} St 167.31 168.01 167.20
9 St Dj 64.26 64.34 64.25
10 St H, 103.05 103.67 102.95
11 D} H, 0.00 0.00 0.00
12 D} H, 64.26 64.34 64.25
13 2 C? 104.22 104.66 104.16
14 2 C3 138.29 138.27 138.21
15 2 C3 96.89 97.30 96.83
16 C? B? 82.18 82.52 82.13
17 C? B3 22.04 22.13 22.03
18 C3 B} 33.01 33.15 32.99
19 C3 B; 105.28 105.72 105.21
20 C? B 52.93 53.15 52.90
21 C3 B3 43.96 44.15 43.94
22 B? P} 168.12 168.82 168.02
23 B3 P; 171.29 172.00 171.18
24 P} S 164.76 165.45 164.66
25 P; Sz 166.15 166.84 166.04
26 St D3 80.23 80.56 80.18
27 S? D3 77.94 78.27 77.89
28 S3 D3 99.49 99.90 99.42
29 S3 D3 66.66 66.94 66.62
30 D3 H, 74.53 75.04 74.45
31 D} H, 105.18 105.42 105.15
32 D; H, 66.28 66.68 66.22
33 Ds H, 78.33 78.52 78.30
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Variant 2: Altruism Weights for Hospitals Set to Zero
In Variant 2, only the weights associated with the hospitals are set to zero, that is, we
have By, = Bu, = 0 with all the rest of the data as in the Baseline Example. Please
refer to Table 5.2 for the computed equilibrium link flows.

As can be seen from Table 5.2 all the equilibrium link flows are higher than the
corresponding values for Variant 1.

The other computed equilibrium values of the variables are:

77;[1 = 184.74, 77}‘1,2 = 194.49,

Gy, = 9841, iy, = 48.56, i,y = 98.42,
q}k:IQTl = 99417 q}k{QTQ = 49467 q;{ﬂ% = 9942’

and

phr, = 206754,  plq, = 241.62, pif g = 265.55
pi’;le = 278.20, pin = 253.33, Piszz — 976.20

As for the equilibrium prices at the top and middle tiers, these are now: p%}‘{l =
pyy, = 184.74 and pij, = pyy, = 194.49. In addition, we have: pj;, = 278.20 and
P, = 218.49

As in the above examples, the ¢}, value coincides with the incurred equilibrium
demand d.(p*),Vj, k.

The utility of BSO 1 is now: 25,156.20 and that of BSO 2: 47,747.99, whereas the
utility of Hospital H; is: -0.02 and that of Hospital Hs is: 0.01.

This result is quite interesting. First, note that the entire supply chain of each
BSO is captured in the model. As for the hospitals, the focus is on its blood supply
operations, but each hospital engages in numerous other activities. The utilities of
both hospitals without the altruism component of the objective functions are essen-

tially zero, which implies economic sustainability on the part of the blood operations.
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It is important to emphasize that the hospitals are nonprofits and, were they for profit
organizations, then their respective objective functions would be modified from those
in (5.10). Moreover, it is to be noted that in the United States, blood transfusion
costs account for 1% of a hospitals budget, typically, which is considered to be high
(Hemez (2016)).

Variant 3: All Altruism Weights Set to Zero

In Variant 3, all the weights associated with altruism for all the BSOs and all the
hospitals were identically equal to zero, with the rest of the data as in the Baseline
Example. This would correspond, in effect, to the stakeholders in terms of the BSOs
and the hospitals being non altruistic and operating, more or less, in a profit-like
manner. Please refer to Table 5.2 for the computed equilibrium link flow pattern.
Observe that, of the three Variant examples, the equilibrium link flows are the lowest
for Variant 3. Also, note that the highest equilibrium link flows occur in the Baseline

Example. The computed equilibrium values for the other variables are:

q;IITl — 97827 q}}lTQ = 4794, qZITS — 9783’
q;‘IQTl frnd 9921, qBQTQ = 4926, q22T3 — 9922’

and

Phm = 365.87,  plg, = 339.94, g, = 363.87
phyr, = 376.76,  pli,p, = 35178, piiq, = 37476

The recovered equilibrium prices charged by the hospitals to the BSOs are: p%*Hl =
Py, = 283.36 and piy, = piy, = 293.15. The recovered prices at the hospitals are:
p%}z = 306.96 and p%}; = 317.15. The utility of BSO 1 is now: 24,921.40 and that

of BSO 2: 47.307.50, whereas the utility of Hospital H; is now: -.12 and that of
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Hospital Hy: .06. Again, the utilities of both hospitals are essentially zero in this
variant, which represents that none of the stakeholders assign a positive value to the

altruism component in their respective objective functions.

5.4.1 Additional Discussion of the Numerical Results for Baseline Exam-
ple and Its Variants

As can be seen from the numerical results in the case study the equilibrium prices
increase down the tiers, which is very reasonable economic behavior. Furthermore, as
can be seen from Variant 3, the equilibrium prices charged to the various payers are the
highest of all the examples comprising the case study. This is intuitive since in Variant
3 without the altruism weights, the blood service organizations and hospitals act like
profit-maximizing entities. The prices paid by the hospitals to the blood suppliers
that are obtained in the Baseline Example and its Variants more or less tally with
the prices reported in empirical studies of Toner et al. (2011) and Ellingson et al.
(2017). In Toner at al. (2011), the authors report that the average cost of acquisition
of one unit of RBCs in the West is 228.31 with a standard deviation of 42. According
to Ellingson et al. (2017), the interquartile range for the price paid by hospitals in
the United States for a unit of leukocyte-reduced RBCs in 2015 was 197 to 228, while
that of non-leukocyte-reduced RBCs was 185 to 205.

Again, I emphasize that, although the case study is stylized it, nevertheless, il-
lustrates important features of this unique supply chain in which the product cannot
be produced but must be donated, while, at the same time, it then undergoes mul-
tiple activities of testing, processing, and distribution to hospitals, with subsequent
dissemination to needy patients for the medical procedures. Moreover, the model
captures, in a novel way, that payments for blood services can depend on the method

of payment and reimbursement to hospitals.
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5.5. Summary and Conclusions

In this chapter, I developed a mathematical model that integrates the behaviors
of three major stakeholders in the blood supply chain: blood service organizations,
hospitals and medical centers, and patient payer groups. The model captures the
current competitive landscape of the blood banking industry in the United States,
and explores a cost-based pricing scheme for blood products that is aimed at bridging
the disconnect between actual costs of acquiring a unit of red blood cells for transfu-
sion and the payments received by the hospitals and the blood suppliers. The model
optimizes, under competition, the flow of blood through the paths joining the blood
service organizations with the hospitals, the amount of blood transfused to each pa-
tient payer group at each hospital, and determines the equilibrium prices charged by
the blood service organizations, and the reimbursements received by the hospitals.
To the best of my knowledge, this is the first perishable product supply chain net-
work model to include the complex economic interplays between the different tiers
of decision-makers in the blood supply chain. I also quantify and incorporate the
nonprofit or altruistic nature of blood centers and hospitals through a service utility
component in their utility functions.

The theory of variational inequalities was utilized to formulate the equilibrium
conditions for each stakeholder, and, subsequently, the entire integrated supply chain.
Qualitative properties are also presented as well as examples for illustrative purposes.
The algorithm is outlined and applied to solve numerical examples comprising a case
study focusing on blood service organizations in California.

The equilibrium prices obtained reveal how the prices increase as the blood service
organizations and hospitals act less altruistically. Under every scenario that is ex-
amined the prices obtained closely resemble those in practice. The results also show
that the equilibrium prices increase in progression down the tiers, which ensures the

economic stability of the blood supply chain. In terms of policy implications the
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results show the benefit of having a pricing scheme for blood products based on the
volume of blood transfused and the actual costs of all the supply chain operations,

and how the reimbursements to hospitals vary by payer type.
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CHAPTER 6
CONCLUSIONS AND FUTURE RESEARCH

6.1. Conclusions

The aim of this dissertation was to analyze how horizontal competition among
blood centers, the key players in the blood banking industry, and their supply chains
has affected the supply of the product and the economic stability of the industry. Rise
in competition among blood centers is one of the several emerging issues in the blood
banking system in the United States. The changes in the industry in response to
these challenges provide interesting areas for research that have immense healthcare
policy implications.

One of the most pressing issues faced by blood centers or blood service organiza-
tions is recruitment of donors since the blood banking industry is solely dependent
on altruistic voluntary donors for the raw material. With the rise in the number of
blood service organizations, the blood collection operation has become more and more
competitive (Barton (2002), Smith (2011)). Competition among blood service orga-
nizations also exists for supply contracts with hospitals and trauma centers (Barber
(2013), Brantley (2017)).

Due to the potential for fatal consequences caused by unavailability of blood prod-
ucts, to-date, most of the studies on blood banking have justifiably focused on prob-
lems such as inventory planning to minimize shortage and wastage, vehicle routing
problems for transshipment of excess blood between hospitals, and so on. However,
with phenomena such as increase in cost of testing donated blood and other opera-

tions, the price of blood varying considerably across the United States, it is essential
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to scrutinize the economic aspects associated with each activity in the supply chain.
Blood centers, which are nonprofit organizations, incur high costs in collecting, pro-
cessing, testing, storing, and distributing blood to the demand markets. They charge
the hospitals and other medical facilities a fee per pint of blood supplied to recover
these costs. The hospitals in turn get reimbursed for their costs by payers such
as private insurance companies, and government programs such as Medicare, Medi-
caid. However, there appears to be a disconnect between the reimbursements received
and the actual costs of acquiring blood. Hence, several regional as well as national
level blood service organizations have been operating at low margins (Mulcahy et al.
(2016)).

In Chapter 3 of this dissertation, I developed a non-cooperative game theory model
for blood service organizations competing on the quality of service provided at their
collection sites with the objective of maximizing their utility which consists of revenue,
cost and an altruism component. I imposed upper and lower bounds on the quality
levels and derived the economic implications of each. In Chapter 4, I constructed and
analyzed a competitive blood supply chain network model that captures the supply
side as well as demand side competition among blood centers. Each important activity
in the blood supply chain is mapped, associated costs considered and persihability
of the product along the various paths in the network is also included. The novel
features of the model resulted in a Generalized Nash Equilibrium. In Chapter 5, I
extended the blood supply chain network framework by incorporating an additional
tier of decision-makers; namely, the patient payer groups. The multitiered network
captures the decentralized nature of the blood banking system in the United States

and tests the merits of a proposed cost-based payment policy for blood products.
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6.2. Future Research

This dissertation has demonstrated how competitive game theory techniques can
be used effectively to test the status quo in blood banking as well as proposed pol-
icy changes that can make management of the blood supply chain more efficient.
However, as the industry adapts itself to various changes and new policies are put
forward, opportunities for future research emerge. In this section, I discuss some of

those directions.

6.2.1 Outsourcing of Donor Testing

In recent times in response to the greater uncertainty in demand, and an increase
in the cost of operations, blood service organizations have adopted various methods
to adjust to the changes in the market and to sustain themselves economically. As
mentioned in Chapter 1, there has been a growing trend of mergers and acquisitions
among blood service organizations. However, another recent development in the blood
banking industry is the consolidation of the donor testing facilities and outsourcing
of the testing operation by smaller blood collection establishments to centralized
laboratories that can afford to maintain this capital-intensive operation. According
to Dr. Jorge Rios, Medical Director of the American Red Cross Blood Services,
East Division, at present the cost of testing ranges from 40 to 60 USD per donor,
and it varies with the volume of units tested. The cost also depends on the size of
the independent testing laboratory; the bigger the lab, the lower is the cost (Rios
(2018)). I intend to study the financial implications of outsourcing the blood testing
operation by the regional blood banks to centralized testing laboratories on the various
stakeholders in the industry.

Due to the nonprofit nature of blood service organizations they do not sell blood
to hospitals to increase profits but charge them a fee to recover their costs (Engel

(2007)) and a large part of that cost is attributed to testing the collected blood for
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various infectious diseases. The Food and Drug Administration (FDA) of the United
States is responsible for ensuring that the supply of blood in the country is safe. The
FDA provides a list of tests to be carried out on the collected blood which include tests
for HIV, Hepatitis B, C, Syphilis, Zika virus, etc. FDA recommended the screening
of individual units of donated whole blood and blood components for Zika virus by
blood centers in all states in the United States in 2016 (Nelson (2017)).

Ellingson et al. (2017) conducted a nation wide study to determine the projected
cost of the Zika virus test on donated blood and found that it would cost 137 mil-
lion USD (with 95% confidence interval) annually. Indeed, this test has added to
the financial stress faced by blood service organizations in the times of decreasing
revenue margins. While it is important to test collected blood for the virus before
transfusion to minimize any risk, Sad et al. (2018) found that the screening of indi-
vidual donations in the United States had a low yield while being extremely costly.
According to Branswell (2018) the Zika testing operation ran by the American Red
Cross costs roughly $137 million a year, and resulted in detection of only eight units
that tested positive for the virus between June 2016 and September 2017. The article
also mentions that “The high screening cost and low number of positive detections
works out to about $5.3 million for each positive unit the Red Cross pulled from the
system”.

Given such conditions it is not surprising that in 2018 the American Red Cross
consolidated its National Testing Laboratories and joined Creative Testing Solutions
(CTS) to become the largest nonprofit blood donor testing laboratory organization
in the United States (America’s Blood Centers (2017b)). According to the website
Creative Testing Solutions, owned by three major players in the industry, the Amer-
ican Red Cross, OneBlood, and Vitalant, will test approximately 9 million donor
samples, which is about 75 percent of the country’s blood supply, at six high volume

laboratory facilities located in Charlotte, Dallas, Phoenix, Portland, St. Louis, and
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Tampa in 2018 (CTS (2018)). In addition to CTS, the other players in the market
include Qualtex Laboratories, ViroMed Laboratories, and blood service organizations
such as the New York Blood Center, which conduct their own testing, and also for
other regional blood banks.

While the size of CTS might allow it to offer lower prices than its competitors
to blood centers due to economies of scale, it might also provide leverage with test
builders and even with regulators. However, the creation of such an organization
also raises concern with respect to the stability and the resilience of the blood supply
chain in the United States in case of disruption leading to unavailbility of testing
services for days, or even weeks (Katz (2017)). Hence, it would be of great value
to study the effect of this new development in the blood banking industry and the
trade-offs between outsourcing and in-house blood testing. The network structure in
Chapter 4 can be extended to include outsourced testing. This can be achieved by
introducing links denoting outsourced testing and nodes representing external testing
laboratories. In addition, we can investigate and model the behavior of the donor
testing facilities as a separate tier of decision makers in the multitiered blood supply
chain network.

6.2.2 Inclusion of Brokers

The changing dynamics in the blood banking sector have also given rise to new
business models such as the brokerage model. Mulcahy et al. (2016) explains the
brokerage business model where organizations connect hospitals in need of blood
with blood centers with excess blood. Revenue is generated through fees charged
on each completed transaction. Two prominent examples of a brokerage model are
the National Blood Exchange (NBE), a program run by the American Association
of Blood Banks, and a software technology and services company called Bloodbuy.

Bloodbuy uses a series of matching algorithms to pair a hospital with a blood bank
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based on the amount of blood available at the blood bank and what the hospital is
willing to pay.

The brokerage system has several merits. Hospitals contracting with blood cen-
ters from various parts of the country have already become prevalent. These new
organizations make nationwide procurement of blood easier as they can ensure that
hospitals and health centers anywhere in the country can get their demand fulfilled
without having to pay unfair high prices. One of the advantages of this model re-
ported in Mulcahy et. al. (2016) is that it provides price transparency and can result
in cost savings. It can induce more competitive pricing for both blood centers and
hospitals while minimizing shortage and wastage of blood. A game theory model can
be developed and analyzed with the brokers constituting a separate tier of decision-
makers. Such a model can capture the monetary transactions of the brokers and can
also verify the perceived merits of the brokerage model.

The brokerage model also adds an intriguing layer of complexity to the modeling
of blood supply chain networks. NBE claims to be a resource sharing program but
Bloodbuy is a profit-maximizing company. The inclusion of profit-maximizing entities
in the blood banking industry, which has traditionally operated in the nonprofit
sector, has not been studied. At the same time we can study the operation of a
program such as NBE from a system optimization perspective which can reveal the

effect of centralization on the efficiency of the blood banking system.
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