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Abstract

Nowadays, the retail industry accounts for a large share of the world’s economy. Cross-
docking is one of the most effective and smart inventory management systems used by
retail companies to respond to demands efficiently. In this study, the aim is to develop a
novel cross-docking EOQ-based model for a retail company. By considering a two-stage
inventory procurement process, a new multi-item, multi-supplier, multi-retailer EOQ model
is developed to minimize the total inventory costs. In the first stage, the required items
are received from suppliers and are held in a central warehouse. In the second stage, these
items are delivered to several retail stores. The total inventory costs include four main parts,
i.e., holding costs at the central warehouse, holding costs at the retail stores, fixed ordering
costs from the suppliers, and fixed ordering costs from the central warehouse. The optimal
inventory policy is obtained by analyzing extrema, and a numerical example is used to
confirm the efficiency of the proposed model. Based on the obtained results, it is evident that
the proposed model produces the optimal policy for the cross-docking system. Furthermore,
the model enables managers to analyze the effects of key factors on the costs of the system.
Based on the obtained results, the annual demand of each retailer, the ordering cost by the
central warehouse, the ordering cost at each retail store, and the holding cost at each retail
store have a direct impact on the optimal cost. Furthermore, it is not possible to describe
the effects of the holding cost at the central warehouse on the optimal cost of the system
generally.

Keywords Inventory management - Cross-docking system - Retail industry - Multi-item
multi-supplier multi-retailer EOQ - Central warehouse

1 Introduction

The retail industry has been one of the largest industries in the world for four decades.
As reported by Statista (2022), worldwide retail sales reached 26.03 trillion USD in 2021,
which is about 27 percent of world GDP in 2021 (World Bank, 2022). Furthermore, it has been
forecasted by Statista (2022) that worldwide retail sales will reach 27.3 trillion USD at the
end of 2022. Furthermore, based on Fortune (2022) Global 500 data, Walmart and Amazon
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got the first and the second ranks in terms of revenue, respectively. Walmart and Amazon are
among the bestretail companies, and their revenues have been estimated at 573 and 470 billion
USD, respectively, totaling 26.3% of the revenue of the top ten companies. In addition to high
revenue generation, retail companies generally have a high rate of employment, as Walmart
and Amazon in combination employ 39.6% of the employees of all top ten companies.

Every retail company usually has multiple warehouses to store inventory. Inventory con-
stitutes the majority of retailers’ costs while manufacturers mainly spend more on equipment
and production facilities. Consequently, inventory management is of high significance for the
retail companies (Get et al., 2019). Inventory management helps retail companies to cover
the demands in the right place and time, with desirable quantity and quality, and at the lowest
possible cost. Cross-docking is an effective and smart inventory management system that
is used by many top retail companies such as Walmart, Amazon, Costco, Home Depot, and
Target (Liu & Li, 2023). Cross-docking is an efficient way to get and hold different shipments
in a central warehouse and then distribute them among smaller warehouses based on their
demands (Rajabzadeh & Mousavi, 2023; Zhang et al., 2023). As frequently mentioned in
the literature, the cross-docking system has many advantages. First, the number of travels is
reduced by the use of this system, which consequently leads to a lower transportation cost.
In addition, the cross-docking system reduces the amounts of inventories that are held over
a long time, thus helping to minimize the holding cost. Furthermore, reduced storage space,
optimized material handling, enhanced material quality, shorter delivery time, and improved
service levels are other benefits of cross-docking systems.

Cross-docking is also known as one of the main elements in smart manufacturing and
inventory systems by providing close synchronization of all inbound and outbound ship-
ment movements (Lyu et al., 2020). The cross-docking process requires significant needs
for information and material handling systems. The efficiency of such systems is dependent
on inventory management policy which can be enhanced through digital technologies such
as Internet-of-Things (IoT) (Ben-Daya et al., 2022). As shown in Fig. 1, a cross-docking
system is a logistical strategy where goods are first unloaded from inbound trucks. Then,
they are sorted and held in a central warehouse until they are needed by the retail stores.
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Fig. 1 A scheme of a cross-docking system
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At last, they are loaded in outbound trucks to be delivered to retail stores. According to the
above description, the performance of a cross-docking system highly depends on inventory
planning.

The lack of proper planning leads to a reduction in service level and a rise in costs. This
study aims to develop a novel Economic Order Quantity (EOQ) model for cross-docking
systems that helps to find the optimal inventory policy, i.e., when to order and how much to
order. Here, it is assumed that a retail company owns a central warehouse and several retail
stores. The retail company aims to minimize inventory costs through a two-stage material
procurement process. In the first stage, the optimal order size and cycle time of inbound flows
are determined. In the second stage, the optimal order size and cycle time of outbound flows
are similarly calculated. The specific contributions of the present study are as follows:

I. A novel multi-item EOQ model is developed for a cross-docking system that includes
a central warehouse and several retail stores. In the developed model, a multi-supplier
multi-retailer inventory system is investigated that aims to find the optimal replenishment
policy. The objective function minimizes the sum of two cost types, namely ordering
and holding costs. Ordering and holding costs are divided into two parts, i.e., at the
central warehouse and retail stores.

II. The optimal inventory policy is determined through a two-stage process, i.e., inbound
and outbound flows. In the first stage, the needed items are acquired from n suppliers and
are held in one central warehouse, and in the second stage, these items are dispatched to
m retail stores. The developed model optimizes the total cost of this two-stage process.

III. A numerical example is utilized to illustrate and analyze the efficiency of the developed
model. Here, a retail company, which includes one central warehouse and ten retail
stores, with twenty types of products is considered. Furthermore, input parameters are
generated by uniform distributions.

IV. A sensitivity analysis is then executed to study the behavior of the system against the
changes in the integer multiplier of cycle times.

Based on the above-mentioned contributions, the following questions are defined that
should be investigated in this manuscript.

I.  What is the best mathematical model for determining the optimal inventory policy of a
multi-item multi-supplier multi-retailer cross-docking EOQ-based inventory manage-
ment system?

II. How does the inventory behave through the two stages of the developed model?

III. How can the model be validated?
IV. How can we assess the impacts of key factors on the costs of the system?

The remaining sections are structured as follows. In Sect. 2, the literature review is per-
formed to identify the research gaps. The mathematical model is formulated in Sect. 3, and
the numerical example is presented in Sect. 4. The theoretical and practical insights are dis-
cussed in Sect. 5, and eventually, Sect. 6 gives the main concluding remarks and outlook for
future studies.

2 Related works
So far, many studies have been done in the field of inventory management. Among them,

inventory optimization models are important topics that have attracted considerable attention.
In this section, we survey the EOQ models that concentrate on the retail industry. Moreover,
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we address the inventory models that have been introduced under the assumption of more
than one warehouse. EOQ is one of the most traditional inventory models, which determines
the economic order quantity by minimizing the inventory costs. It was first developed by
Ford Whitman Harris in 1913 (Erlenkotter, 1990). Since then, different contributions have
been made to formulate numerous EOQ-based models. Due to the importance of the retail
industry, several attempts have been made to propose new EOQ models that are focused
on this field. To the best of our knowledge, Bassin (1990) developed the first EOQ model
that aims to meet the needs of small businesses such as retailers. Anily (1994) considered a
multi-retailer EOQ problem with vehicle routing costs. In that study, the allocation of a single
commodity from a central warehouse to n retailers was considered, and a simple heuristic
approach for solving large-scale problems was presented.

Lin and Lin (2004) presented the joint inventory model between supplier and retailer
while considering deteriorating items. They took into account a single producer and a single
retailer, and the objective function was to minimize the total cost of both over the planning
horizon. Sana (2008) presented a novel EOQ model with varying demands. They assumed a
simple supply chain structure with only one supplier and one retailer and tried to determine
the optimal replenishment period. In a supply chain consisting of two levels, featuring one
supplier and one retailer, Huang et al (2010) formulated an EOQ model with retailer partial
trade credit. Their model determined the retailer’s optimal inventory policy to minimize the
inventory costs. Mahata (2015) proposed an EOQ model for perishable items with expiration
dates and trade credit, considering a supply chain consisting of a supplier and a retailer. The
model identified the optimal replenishment and pricing policy of the retailer to maximize
profit. Roy et al (2016) developed an EOQ model for a two-layer supply chain involving
one manufacturer and one retailer. It was assumed that only one type of product is sold
through advertising attempts and service level assurance. Given uncertain demands, the opti-
mal inventory policy was found to maximize the expected profit. An EOQ model was offered
by Huang and Wu (2016) to address the effect of backordering and batch demand on a whole-
saler. Structural properties were defined for the wholesaler’s cost function to find the optimal
policy and ordering quantity. Malmberg and Marklund (2023) evaluated a one-warehouse
multi-retailer inventory system considering quantity-based shipment consolidation for non-
identical retailers under probabilistic demand. They offered a modified EOQ model to tackle
the case of multiple consolidation groups and minimize average inventory/shipment cost.
Recently, another one-warehouse multi-retailer inventory system was assessed by Anders-
son et al. (2023) considering deliveries with quantity limitations and stochastic inventory
level distributions. Analyzing a numerical example demonstrated that taking into account the
quantity-restricted deliveries employed in transportation and operations when determining
the optimal reorder points is critical. Holzapfel et al. (2023) developed a Mixed-Integer Pro-
gramming (MIP) model to minimize total cost by addressing the operations of warehouses,
inbound and outbound transportation, inventory holding at distribution centers and instore
logistics. Transshipment points were defined as demand nodes acting as cross-dock facilities
in a case study of a major European retailer. An iterated decomposition-based local search
algorithm was applied to treat the model.

To the best of our knowledge, the two-stage decision-making process has not been inves-
tigated in the previous models that have focused on the retail industry. Moreover, as shown
in Table 1, only a few previous studies have considered central warehouses in their studies,
such as Das et al. (2015) and Anily (1994). Furthermore, multiple retailers and multiple items
have been analyzed in several studies, such as Paam et al. (2022), Kumar and Mahapatra,
(2021), Das et al. (2015), and Zhao et al. (2006). In comparison to previous studies, this work
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Table 1 Summary of the existing literature

References Retail EOQ No. of Central No. retailers No. of No. of
industry model stages warehouse (Warehouses) items suppliers

Bassin v v 1 Single Single N/A
(1990)

Anily (1994) v v 1 v Multiple Single N/A

Zhou (2003) 1 Multiple Single N/A

Lin and Lin v v 1 Single Single Single
(2004)

Zhao et al v 1 Multiple Multiple N/A
(2006)

Huang and v v 1 Single Single Single
Hsu
(2008)

Sana (2008) v v 1 Single Single Single

Chung v v 1 Single Single Single
(2008)

Huang et al. v v 1 Single Single Single
(2010)

Darwishand v 1 Multiple Single Single
Odah
(2010)

Mahata and v v 1 Single Single Single
Mabhata
(2011)

Guria et al. v 1 Two Single Single
(2012)

Das et al. 1 v Multiple Multiple  Single
(2015)

Mabhata v v 1 Single Single Single
(2015)

Mahata and v 4 1 Single Single Single
De (2016)

Roy et al. v v 1 Single Single Single
(2016)

Alfares and v 1 Multiple Single Single
Attia
(2017)

Shaikh et al. v 1 Two Single Single
(2019)

Najafnejhad v 1 Multiple Single Single
etal.
(2021)

Esmaeiliand v 1 Multiple Single Single
Nasrabadi
(2021)
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Table 1 (continued)

References Retail EOQ No. of Central No. retailers No. of No. of
industry model stages warehouse (Warehouses) items suppliers

Kumar and 1 Multiple Multiple N/A
Mahapatra
(2021)

Paam et al. 1 Multiple Multiple N/A
(2022)

Andersson v v 1 v Multiple Single Single
etal.
(2023)

Present v v 2 v Multiple Multiple ~ Multiple
study

makes significant contributions to the inventory management of the retail industry. By intro-
ducing a two-stage replenishment process, a novel multi-item multi-supplier multi-retailer
EOQ model is designed to minimize the total inventory costs in the retail industry. In this
two-stage process, the required items are first received from suppliers and are held in a central
warehouse, and then they are delivered to several retail stores. Here, inventory costs are com-
posed of four major terms: holding costs at the central warehouse, holding costs at the retail
stores, ordering costs from the suppliers, and ordering costs from the central warehouse.

3 Mathematical model

In this section, a new multi-item, multi-supplier multi-retailer EOQ model for cross-docking
systems is introduced. In the following, the assumptions and the notation of the model are
presented, and then the mathematical model is formulated. As mentioned previously, the
objective function is to minimize the sum of four main cost components, each of which will
be described separately. At last, the optimal inventory policy is determined by analyzing
extrema.

3.1 Assumptions

e The required items are procured through two consecutive stages. First, the required items
are received from n suppliers and are held in one central warehouse. Next, these items are
delivered to m retail stores (see Fig. 2),

e The retail company owns the central warehouse and all of the m retail stores,

e Each of the n suppliers provides only one type of items, and each item has only one
supplier,

e In the first stage, all items have one identical cycle time, 7T,

o Inthe second stage, all items have an identical cycle time, 7', where T is an integer multiple
of T’,

e The fixed ordering cost of each retailer j is equal for all items,

e Per unit annual holding costs at the central warehouse are identical and equal to A for all
items,
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Fig. 2 Procurement scheme of the retail company

Per unit annual holding costs at retailer j are identical and equal to /,; for all items,
Delivery of each order to the warehouse and each retailer is complete and instantaneous,
Shortages are not allowed,

All parameters are known and constant.

3.2 Parameters

: Number of suppliers,

: Number of retail stores,

: Annual demand for item i by retailer j i = 1,2, ...,n& j=1,2, ..., m),

: Total annual demand for item i by all retailers (D; = Y jD,- )5

:Total annual demand of retailer j for all items (D ; = > .Di i)

:Total annual demand of all retail stores for all types of items (D = >, j D;;),
:Stage 1 fixed ordering cost of item i by the central warehouse,

:Stage 2 fixed ordering cost of retailer j for any item i,

: Per unit annual holding cost at the central warehouse for any item i,

:Per unit annual holding cost at retail store j for any item i.

Pl

SISESESIERE

Fres
- .

3.3 Variables

N :Stage 1 number of yearly orders made by the central warehouse,

T : Stage 1 cycle time; i.e., the interval between successive replenishments at the ware-
house,

Q; :Stage 1 order quantity; i.e., size of order of item i made by the central warehouse,

T’ : Stage 2 cycle time; i.e., the interval between successive replenishments at each retail
store,

a :Integer multiplier related to the cycle times of Stages 1 and 2 (T = aT").
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3.4 Model development

As mentioned above, all items have an identical first-stage cycle time 7. This means that:

p_O_0 0 0
Dl. D2, Dn.
Since N = %,then we have
D D D
N=_—b =2 =2 )
01 ) On

Obviously, the annual input of the central warehouse, Ny ; Qi, must be equal to its annual
output, Z,’ D ;. Since Zj D j = D_, then

D
N=—=——.
Zi Qi

At the first stage, the objective is to minimize the sum of two cost types, namely the

ordering cost and the holding cost. In the following, mathematical expressions are developed

for the two cost components based on the above-mentioned assumptions. Since the first stage

fixed ordering cost of item i is equal to A;, the total first-stage ordering cost per cycle T is

given by D ; A;. Hence, the total first-stage ordering cost for the central warehouse per year
(0C,) is equal to

3

JA;
0C.=NY A= Z’T @

Figure 3 shows the inventory levels at the central warehouse and retailer j. In the first
stage, the required items are received from suppliers at cycle time T and are held in the
central warehouse. In the second stage, these items are sent in several steps to retail stores at
cycle time T’, where T = aT’, and then they are sold to the customers.

Inventory level at the central warehouse

D./N (a)
(a-1)D../aN

(a-2)D../aN

Time

Inventory level at the j th retail store

(b)

AL AL N

T/a T/a T/a

Time

Fig. 3 Inventory levels at: a the central warehouse, and b retail store j
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According to Fig. 3a, the total inventory held at the central warehouse during a cycle time
T is computed as follows
(a—DTD,
2aN '

Dividing I, by T, the average inventory level at the central warehouse per unit of time
(i.e., per year) is given by

I, =

7 (a—1D)D.  (a—1TD,
7 2aN o 2a '

Multiplying 7. by the annual holding cost per unit at central warehouse .., the first stage
holding cost at the central warehouse over a year (HC ) is obtained by
he(a — 1)TD
HC, = cla ) - (5)
2a
In the second stage, the items are delivered from the central warehouse to the retail stores.
Similar to the previous stage, both the ordering and the holding costs are considered in this
stage. Since the fixed ordering cost of retailer ;j is equal to A’;, the ordering cost of each
cycle, T', is given by > jA’ j- Hence, the second stage ordering cost for all retailers per year
(OC,) is expressed as
ay_ jA/j

OC,=aN)_ A'j=—=—. (6)

D;T

According to Fig. 3b, the replenishment order size of retailer j is equal to or

D;T
Hence, the average inventory of retailer j over a year is equal to 7, rj= and the annual

hyjD . T . . .
holding cost of retailer j is HC, ; = ]27/ Summing up the holding costs of all retailers,

the second stage holding cost of all retail stores per year (HC,) is expressed as follows

Z hyjD ;T T
HC _ h iD ;. 7
r Za 2a rj i ( )

Adding up the cost components in Eqgs. (4) to (7), the annual inventory cost K (a, T) of
the above-described cross-docking system is given by:

K(, TY=0C.+0C,+HC.+HC,

A ay A ,hel@=DTD,
_ XA, 9N (a > 72 i Dy .
T T ®)
Now, let
h,iD
NP RIL LI ©)
2
p= el (10)
=5
The total cost K (a, T) can be represented as the following function of a, T, A, and B:
A; a) A A—B)T
K(a,T):Z}’+7Z7{ I pr e BZPT (11)
a

where T > 0 and a > 1, which takes integer values.
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The first and the second partial derivatives of K (a, T') with respect to both a and T are
presented in Egs. (12) to (15):

ok _ XA (A-pT

da T a2 (12)
%gzmA;mT’ 13)
%gtz—QLM;;Z;Nﬂ+ﬂ+(A;ﬂ[ (14
22712 _ 2 ;ZZ;’A/"), (15)

Based on Eq. (12), if % = 0 then

A —B)T?
a:/LE{%f. (16)
A

Similarly, according to Eq. (14), if g—IT( = 0 then

T — \/G(ZiA[ +aZjA’j)
B (A—p)+ap

In the following, the total cost function K(a, T) is minimized considering two possible
cases:

i, A—p<o.
ii. A—p>0.

a7

341 Casel:A-B <0
In this case, it is obvious that %—5 > 0. Since the slope of K is positive with respect to a,

then the total cost K is a growing function of a. Accordingly, the minimum value of a, i.e.,

a =1, is the best value of a that leads to the minimum value of K. Since 32—5 > 0, then K
is convex with respect to 7. Setting a = 1 into Eq. (17) gives the best cycle time value T as

follows:
A+ DY A
_ /%. as)

Substituting @ = 1 and the above value of T into Eq. (11) gives the minimum cost value

K(a, T).
A+ LA iAi+ LA
K@, T) = ZIZA ng J + A Z AZ] ./’ (19)
[2 i A+ A

A
(2 Ai +ZjA,j)

S, NEOOES 3P0 N
i J
Ko D= [a(X A 30,40 + fA(S 000 ) @1

K(a, T)=
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The complete optimum solution when A — B < 0 is given by:

A, A
a=1, T:,/%,K(m T):Z\/A(ZiAi+ZjA’j). (22)

342 Case2:A—-p>0

daK

Since both 3T an can be either positive or negative, the optimum solution is found by

setting 8T =0 and 3815 = 0 and solving for search for the optimum values of a and T.
Setting %—'a( = 01in Eq. (12), or alternatively using Eq. (16), leads to

2 LA
T:Jif_’ﬂ)’. (23)

Setting % = 01in Eq. (14) and substituting the above value of T into the equation gives

Q_iAi+a) ;A'j) b+ (A — ,3),

LA - a 24
IS
A A DA —
(Zl +CIZX:]A/ j)( /3) :ﬂa2+(A—ﬂ)a, (25)
VAR
(A — 5)21,/4[ +(A — ,B)aZjA’_, = ,3a22jA’j +(A— ,B)aZjA/j, (26)
(A — ,B)ZiAl- = ﬁaZZjA’j. 27)

Solving the above equation for a, and then substituting into Eq. (23) to solve for T leads

to the following results:
(A =PB)Y A
= | = et 28
BY_ ;A @
| 2iA
T=|=—. 29
5 (29)

Substituting the above optimum values of @ and 7T into Eq. (11), we obtain the minimum
total cost as shown below:

(A=B)Y A ,
_ XA N PR LA ,-Ai &Py (30)
/Z A, [ 2iAi [(A=P)Y, Ai
/3 ﬂZ A

K@, T)=/B) A +‘/(A ﬁ)zAZA \/,BZA +\/(A ,B)Z A,

3D

K(a, T)= 2\/,BZiAi + 2\/(A - ﬂ)ZjA’j. (32)
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Now, the Hessian matrix of the total cost function K(a, T) must be used to determine
whether the stationary (extreme) point specified by Eqgs. (28) and (29) is an optimum (min-
imum) point. After computing the relevant partial derivatives with respect to a and 7', we
obtain the Hessian matrix of K(a, T) as

2AA-pT I DY)
a’ T2 a?
H= 33
|:Z/A/./' (A—B):| 203 Aitay ;A ) (33)
il T3

The solution specified by Egs. (28) and (29) is optimum (minimum) only if the 2 x 2
Hessian matrix H is positive definite, i.e., if both leading principal determinants of H are
positive. The primary leading principal determinant of H is the element Hj1, and itis evidently
positive. The second leading principal determinant of H is the full matrix’s determinant | H |,
whose value at the extreme point defined by Eqgs. (28) and (29) is calculated below:

. . 2
g AP 2(2&”2#‘//) LA (AP y
| | - (13 T3 - T2 + 612 ) ( )
= AA-B) Y Ai+da(A— Y ;A;
a3T?
A’ ? ’
(Z49) 2a-p5a; @a-pp
B T4 a’T? * a* ’
(35)
4aT? (A — B) Y Ai +4a°T> (A — B) Y A/,
= atr?
2 2
a* (X,4) +20°T> (A= H XL, 4+ TH(A = B)
- 474
a*T (36)
1 / % 2
|H| = W[MTZ(A —BY A+ 2T A=Y A~ (a4<ZjA j) +THA =B )]
(37)
Substituting the values of @ and T from Egs. (28) and (29) into | H|, we obtain
Z,‘A[ (A*ﬁ)ZiAi ZiAi /
[l () ()
T A B=p)3 A \? , YiA)? ? ’
AT (R () (5 @
(38)
—_ A 2 —_ AL 2
= L [Ha =P (i) +2<<A ﬁ)Z,A,>
a*T B B
_(a-prEia) | AP (TiA)
B? B? T (39)
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1 [4aca - A))°
H|=— 4[ LML } (40)
a*T B
4(A — A;)?
iy = X af;% ) (41)

Since A — B8 > 0,a > 1,and 8 > 0, the value of the determinant | H| is positive. Hence,
the Hessian matrix H is positive definite, and the extreme point defined by Eqgs. (28) and (29)
is a global minimum point.

As previously stated, a is a positive integer number (¢ > 1 and integer). If Eq. (28)
produces an integer value of a, then the solution specified by Eqgs. (28), (29), and (32) is
optimal. Otherwise, if a fractional value of a is obtained from Eq. (28), then the two nearest
integer values are alternatively tried and compared:

(i)]a] = the floor of a, i.e., the value of @ rounded down to the nearest integer.

(it) a] = the ceiling of a, i.e., the value of a rounded up to the nearest integer.

Using Eq. (23), the cycle times corresponding to |a| and [a] are computed as | T | and
[T1, respectively. After that, Eq. (11) is used to calculate the total costs of both solutions: K
(a, T) and K (a, T). Three cases are possible:

I. IfK(lal, |T]) < K([a], [T]),then |a] and | T ] specify the optimal inventory policy
and K (la], |LT]) is the optimal inventory cost,
II. IfK(lal, [T])> K([al, [T1),then [a] and [T specify the optimal inventory policy
and K (|la], [T]) is the optimal inventory cost,
. IfK(lal, |T]) = K([al, [T1), then both policies are optimal, and K (|a ], |T]) = K
([al, [T7) is the optimal inventory cost.

4 Numerical example
4.1 Data

Here, a numerical example is used to demonstrate the applicability of the proposed model.
The retail company utilizes one central warehouse and ten retail stores (m = 10) to purchase
twenty types of products (n = 20). The given input parameters D;;, A;, A'j, hc, and h,;
are generated from uniform distributions as shown in Table 2. The detailed input values of
Dij, A, A’j, and h,; are listed in Tables 3, 4, 5, 6, respectively. Also, & is assumed equal

Table 2 Parameters setting

Parameter Value

m 10

n 20

D;; Uniform(100, 900)
A; Uniform(50, 100)
A/j Uniform(5, 20)

he Uniform(5, 10)
hrj Uniform(10, 30)

@ Springer



Annals of Operations Research

PTI'001 = “a 126 L1011 £956 sev8 620'11 00°01 859°01 69 £0v'TI zsLot a
PSS 86§ 99¢ 6S 67T 65L 87T 8LS 001 8LL 60 0t
ey 198 59t 1€l e 8LS zss 6€€ 89¢ op sy 61
01y L8€ 430 543 619 60L et s8¢ 162 89L o€l 81
9THp S11 gee 91¢ 6£¢ 596 269 vey 1454 6+8 1€9 L1
€109 V€T 8 809 689 I8¢ 8sL 763 8.2 0LS LSL oI
808S 86¢ €88 s vee 06L €05 969 v9¢ 998 658 S1
298% 8¢t 909 L6€ 962 vy s6¢ 90¢ 1L9 09 se8 bl
90s€ op1 989 08¢ 6c¢ €01 8¢z 59 Lzg 68¢ %3 €1
68P LL8 081 08¢ 661 zs8 6% st 31 65k 8.2 4
S19% 989 6£8 962 vEE 969 Lyl L0 901 658 st 1
p8ES 8y 6L9 91L 98z L6L L66 8¢ $0€ 6L £ve 01
0£SH e 9€S s8¢ L1T e 9L ore P81 029 98 6
0SS 0€s 8y VI8 619 91 8€9 8y LSL €1L 15€ 8
¥195 10 soL sv8 €1t 1LL 809 €68 oSt £9¢ soL L
689 19§ L18 €LY 865 oL 828 168 898 L¥8 VL 9
95t €8 819 6t $29 1€S soL £0€ e €18 LL1 S
s6s vSL L18 €1L str £8L e 062 061 9¢¢ 178 ¥
99t b 29¢ 60€ s £€s 8.8 L9¢ ss1 L0¢ 689 €
60€S 818 Lzt £€8 699 826 01z £t Lz s 79§ 4

8¥LS 811 0r9 199 15¢ 6L9 88¢ o¥8 §59 298 8rs I !

o1 6 8 L 9 S ¥ ¢ e I
a r “a

“@ pue /g *q *I'q jo sonjea nduy g 3qe)

pringer

As



Annals of Operations Research

= o)
=] )
wn —
o =3
Q D
o o~
— =N
(e} v
— o~
~ )
— N=}
o o
— =
% )
— O
< IS
— =N
e =N
— v
IS IS
— =N
— e}
— >N
=) v
— o0
=
o o
©
0 x
—
~ 2N
vy
©° 0
©
) ~
<< =)
bR S
N hl e
k=)
=]
<
- I
<t o o0
o
3]
53
—
2 t\l )
<
>
Z
a2
—
k= ~ 1 = ~
<
<
3 -
- <<

@ Springer



Annals of Operations Research

Table 5 Input values of A’; and 3°; A';

J Sum
1 2 3 4 5 6 7 8 9 10
A 5 14 8 15 19 16 10 10 17 13 127

Table 6 Input values of h,;

J
1 2 3 4 5 6 7 8 9 10
hyj 20 26 29 16 27 23 29 20 28 28

to 5. The model was coded in the MATLAB software on a laptop with Intel Core i5 8§250U
3.4 GHz (two cores) 8 GB RAM running Windows 10. In the following, first, the model is
used to specify the optimal inventory policy, and then sensitivity analysis is performed on
the total cost function K (a, T).

4.2 Solution

Based on the input parameters, Eqgs. (9) and (10) are respectively used to calculate the fol-
lowing values:

A =1,219,239,

B =1250,310.

Since A — B > 0, T1, Egs. (28), (29), and (32) are respectively used to calculate the values
below:

a =6.9637,

T =0.0797,

K(a, T) = 62,098.00.

As the above value of @ = 6.9 is not an integer, it must be replaced by one of the two
nearest integers . Eqs. (10) and (18) are used to calculate the relevant values for the two cases
shown below:

la] =6, |T]=0.0756, — K(lal, |T]) = 62, 256.28;

[a] =7, [T]=0.0799, - K([a], [T]) = 62, 098.20.

Based on the above results, the optimal inventory policy is a* = 7, T* = 0.0799, and
K(a, T)* = 62, 098.20. According to the optimal policy, the cycle time is 0.0799 years
(29 days), during which the central warehouse receives one order from each supplier and
sends seven orders to each retail store. The order size of the warehouse (i.e., the sum of
orders received from all suppliers) is equal to 8,000. The optimal replenishment order sizes
for the 10 retail stores are shown in Table 7.
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Table 7 Optimal replenishment order sizes of the retail stores

Retail store 1 2 3 4 5 6 7 8 9 10

Order size 122.9 1417 793 121.8 114.3 126 96.4 109.3 125.9 106.5

4.3 Sensitivity analysis

Based on the given data, ) ;A; = 1591, ZjA’j = 127, A = 1219239, and 8 = 250310.
Consequently, the total cost function can K (a, T) be stated as follows:

1591 127 9689297
K@ T)=——+ 4 £250310T + 22227

(42)

Figure 4 displays the behavior of K(a, T') in terms of T for different values of a, i.e.,
a €{l,2,...,20}. As shown in this figure, each curve has a global minimum which can be
found easily by using Eq. (42). For additional clarity, Fig. 5 shows the global minimum of
all curves. Figure 5 confirms that the global minimum of K (a, T') occurs indeed at a™ = 7.

x10*

a=20
L L

0 0.05 0.1 0.15 0.2 0.25 0.3

Fig. 4 Behavior of K(a, T) in terms of T

}<104

Fig. 5 Scatter plot of the global minimum of the curves
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5 Discussion

A A
Asstatedin Case 1,if A—B < 0, the optimum solutionis givenbya = 1,T =4/ %,

and K(a, T) = 2\/A< Zi A; + Z‘/-A’j), which the main results are listed in the following:

(7) the optimal value of a is independent of all parameters, and it is always equal to 1, (i7) it is
concluded thatif ) ; A; or }; A’ j increases, the optimal value of T increases, and vice versa.
Moreover, if A gets larger, the optimal value of T decreases, and vice versa. In addition, it is
observed that the optimal value of T is independent of 8, and (iii) it is evident that the optimal
value of K increases when ) ;A;, > jA’ j» or A increases, and vice versa. Furthermore, the
changes in 8 have no impact on the optimal value of K.

Based on Case 2, if A— 8 > 0, the integer neighbors of a = %)%,Ai are examined to
JA
. . . . GZZ . A/j
find the optimal solution. Here, the optimal values of T and K are attained by ﬁ and
A A - . . . - A . .
Z’TA' +az% L+BT+ a aﬂ)T ,respectively. As aspecial case,ifa = % 1s an1integer,

the optimal values of T and K are obtained by % and2,/B8) ;A;i +2 /(A — ﬂ)zj A,

respectively. Here, the following arguments are concluded:

(1) a increases when ) ;A; or A grows, and vice versa. In addition, a increases when
> jA’ j or B decreases, and vice versa,

(2) If ) ;A; grows, the optimal value of T increases, and if 8 increases, the optimal value
of T decreases. In addition, it is observed that the optimal value of T is independent of
ZjA’j and A, and,

(3) Ttis clear that the optimal value of K increases when ) ; A;, ZjA’j, or A grows, and
vice versa.

Based on the above-mentioned results and by considering A = % and 8 = % it
is easy to analyze the effects of key factors, such as demand, ordering cost, and holding cost
on the optimal solution. The most important analyses can be listed as follows: (i) if the annual
demand of each retailer increases, the optimal cost increases (ii) the optimal cost increases
when the ordering cost by the central warehouse or retailer increases (iii) if the holding cost
at each retail store increases, the optimal cost increases, and (iv) the changes in the holding
cost at the central warehouse has no impact on the optimal cost of case 1.

6 Conclusion and outlook

In this research, a novel EOQ-based model was presented for multi-item, multi-supplier,
and multi-retailer cross-docking inventory systems. It is assumed that a retail company,
which owns a central warehouse and several retail stores, supplies products via a two-stage
procurement process. In the first stage, the required products are received from suppliers and
are held in the central warehouse. In the second stage, products are delivered from the central
warehouse to the retail stores in several smaller orders. The total annual cost of the cross-
docking system was formulated by considering the principal costs, i.e., ordering and holding
costs, during the two stages. Depending on the given data, the total cost can be optimized under
two possible cases. For each case, a globally optimum solution was developed to minimize

@ Springer



Annals of Operations Research

the total cost of the cross-docking system. Finally, a numerical example was solved to show
the applicability and validity of the suggested model.

Based on the findings, the proposed model is considered effective in determining the
optimal replenishment policy for the mentioned cross-docking system. The model enables
managers in retail companies to set replenishment cycle times by considering the relevant
costs, and it can help them evaluate the impacts of changes in the decision variables on the
costs of the system. The offered model can be further developed in several ways. For example,
the model can be extended by considering multiple central warehouses, multiple suppliers
for each product, and multiple products for each supplier (Tirkolaee et al., 2021). In addition,
shortage costs, purchase costs, and supplier capacities can be considered. Another future
research direction is introducing probabilistic aspects, such as stochastic cost and demand
parameters (Khakbaz, 2022). Sustainable development may be studied in the problem in order
to enhance the greenness of the inventory system along with cost minimization (Barman et al.,
2023a, 2023b; Paul et al., 2022; Pervin et al., 2023). Transportation decisions can be directly
integrated with inventory control to make the model more practical (Das et al., 2021). On the
other hand, heuristic algorithms can be developed to tackle the complexity of the problem
in large scales (Amirteimoori et al., 2023; Golshahi-Roudbaneh et al., 2017). Finally, the
application and contribution of digital technologies can be directly investigated in the model
in order to compare traditional and smart inventory management systems in terms of cost
and efficiency (Salehi-Amiri et al., 2022; Sharma et al., 2022; Simic et al., 2023).
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Appendix: Derivations

Derivation of Eq. (22)

oA +“ZjA/j (A-B)T

K@, T)= + BT + ———,
a
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’

CA; A
K1, T) = 2ili LA +BT + (A — B)T,
T T
A+ Y A
K, T) = %+AT,

K(1, T%) = Lidit2 A Ay i ZZjA ’
ZiAl'"'ZjA/.f
V A

k1) = T o [ (S ey 4.

\/ZiAi "’Z./’A’j
K(1, T%) = \/A(ZiA,» + ZjA/j) +\/A<ZiA,- + ZjA’,),

K(1, T%) = 2\/A(ZiAi + ZjA’,-).

Derivation of Eqs. (28) and (29)

ok _ XA (A-pT

da T a?
% _ —(2iAi ;;’ZJ'A/J‘) + B+ (A ; ,3)’
AT (A=pT 1A a=-p , XA,
= 2 2 = > I = a.
T a T a (A—=p)
Substituting 72 = (ZALA/;’) a® in
QiAi+a} Ay PGS
T2 N a
QiAi+a) ;A (A-P)
ZjA/./ 2 - '3 * a ’
a-p4
QiAi+a) ;A A —-B) .\ (A —B)
a?y A =p a
Multiplying by a.2
A AT (A —
(Zl i ang/ .j ! a = ﬂaz + (A — B)a,
jA

(> +aZjA’j)(A —B) =Pa’Y N+ (A= Pay A,
(A=B)Y A+ (A~ ﬂ)aZjA/j = ﬂazsz’j +(A - ﬁ)aZjA’j,

(A=) Ai=pa’y A,
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2 B=BYA s XA 5 XA (A - A YA
- = ——————andT* = a” = - .
BY ;A (A—=B) (A—=PB) B ;A B

Alternative way to derive Eq. (29)

az _ (A - ,B)ZiAi

ﬁZjA/j |
T:\/a(ZiA,-+aZjA’j)

(A—=p)+ap

(A=B)Y ; Ai L, (A=B)YA )
, V B A 2iAi+ BY.jAj ZjA,J
T = s

(a—p)+p [ G

[(A=B)) ;A (A=B)Y_; Ai
/l A + i
T2 o ﬁz.iA J Zl ' p
BB A
(A =B+ B[S
(A=B)3:Ai | (A=B)
Al ==+ ==
TZ_ZI l(\/ BYjA P )

B BBy A _
BT (=)

A-B)YiAi | (A-B)
A [ePLidi | (A—B)
72 Zl l( BY ;A p >
B [6=BT A , a-p)
—_— + - 7
'B( BY ;A B )

Where T2 = % is obtained only if the optimum value of a is used.

l

Derivation of Eq. (32)

A A _
K. T) = Zil +"Z#+5T+w,
T T p
_Ja-pyriai _JZﬁi
a = 7’7“_ ,
B A B

(A-BY A ,
>A; BY A Z'/A J
K(a, T) = L + +B

o JEE

2

A
4 (A-p BN
+ ,
(A_ﬂ)ZiAi
.BZjA/j
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[(a- ﬁ>ZAZ, J
K (a, T):\/ﬁZiAi+ \/,BZA a-p

(A— /5)
ZjA/j

K@, T)= /ZA+\/(A ﬂ)zAZA \/,BZA+\/(A ,B)ZA’

K, T)= \/ﬂZ[Ai + \/(A - ﬂ)ZjA/j +\/ﬂZiAi +\/<A =B A
K(a,T) = 2\/,BZiA,- +2\/(A - ,B)ZjA’j,

Derivation of Eq. (41)

0K —(ZiAi'FaZjA/j) (A—pB)
— = +8+ ,
aT T2 a
ok 2 A (A—-PBT
da T a? ’
g 2A=BT 24 (A-P)
n=—/r Hoe=—5—=—"5
YA (A-p) 2T +aX;4)
Hy) = — R 2 73
Determinant of Hessian matrix H
2AA—B)T | ZiAl + BB
a3 T2 a2
H - ! !
[Z;Aj + (Afﬂ)] 20 Aita) ;A y)
|2 a? T3

28— pyr 2(SiAi +ax,4') ~ [Z;AU’ L (A ﬂ)T

|H| = PE T3 T2 a2

H] = a3 T2 T2 a?

aa — p (Sidi +ax;a7) ~ [Z,»A’j Lo /3)]2

H| =
|H| a3T2 T4 a’T? a?

48 - p(TiAi+aTa) ((Z,A’j) 28 - BT,A ﬂ)"‘)
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4(A=B)Y jAi+4a(A —ﬂ)ZjA/j
|H| = 5

a’T
2
(ZJA’/') 2B ;A (A-B)
B EE a’T? M ’
4aT? (A — B) (ZiAi+aZjA’j)
|H| = o
a T
4 ) 252 / 4 2
a (ZJ»A.,) +2a2T2 (A = B)Y ;A + T (A — B)
B atT* ’
4aT2(A—,8)ZiA,-+4a2T2(A—/3)ZjA/j
= a*rt
4 / 2 272 ’ 4 2
a (ZjAj> +2a8°T2 (A= B)Y;A'j+ TH(A = B)
- AATA ’
4 2 4 2
4aT?(A — B)Y; Ai +2a*THA — B)Y A/, a (ZjA’j) +TA - B)
|H| = AT - T :
Multiplying by a*7.*

a*T*|H| = 4aT* (A — B) Z,Af +2a°T* (A — 5)ZjA’j
- <a4 (ZjA’j)2 +THA - ﬂ)2> :

a*T*|H| = 4aT* (A — B) ZiAi +2a°T* (A — ﬂ)ZjA’j
(et () et -,

798| = daf 24 (A — (@ -BTAN (AN ,
aT|H|—4a< : )(A ﬂ)ZiA,+2< Py )( L )m HY A

— A\ , ’ A\ ’
((W) (45) +(=%) @-n )

4a (A —B)(XA)° +2<(A - ,B)ZiA,)Z
B B
(A= BR(T A (A= B2 (XA
) R ’
da(A — B (Ti41)°
5 ,

a*T*|H| =

a*TYH| =
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