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ABSTRACT
The stochastic inventory models

analyzed in this study involve two strategies
that are continuous review and periodic
review. In the continuous review inventory
strategy, order quantity, reorder point, and
lead time are viewed as decision variables.
Contrasting the periodic review inventory
strategy, we assume that review period, target
level, and lead time are decision variables.
Instead of having a stockout cost term in the
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objective function, a service level constraint
is added to each model. For both of these two
strategies with a mixture of backorders and
lost sales, we first respectively assume that
the lead time /protection interva (i.e., review
period plus lead time) demand follows a
normal distribution, and then relax this
assumption by only assuming that the first
and second moments of the probability
distribution of demand are known. For four
models proposed, we respectively develop an
algorithm to find the optima ordering
strategy. Furthermore, the sensitivity analysis
is also performed.
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distribution free procedure

SOURCE AND PURPOSE

In most of the early literature dealing
with  inventory problems, in  both
deterministic and probabilistic models, lead
time is viewed as a prescribed constant or a
stochastic variable, which therefore, is not
subject to control (see, e.g., Naddor [8] and
Silver and Peterson [11]). In 1983, Monden
[5] studied Toyota production system, and
pointed out that shortening lead time is a
crux of elevating productivity. The successful
Japanese experiences of using Just-In-Time
(JIT) production show that the advantages
and benefits associated with efforts to control
the lead time can be clearly perceived.

Recently, severa inventory models have
been developed to consider lead time as a



decision variable. Liao and Shyu [4] first
presented a continuous review inventory
model in which the order quantity was
predetermined and lead time was a unique
decision variable. Later, Ben-Daya and Raouf
[1] extended Liao and Shyu's [4] model by
allowed both the lead time and order quantity
as decision varibles. Ouyang e al. [9]
allowed both the lead time and order quantity
as decison variables and considered a
stockout case. In a recent research article,
Ouyang and Wu [10] utilized the minimax
decision criterion to solve the distribution
free model. However, in the models
previously mentioned [1,9,10], reorder point
was not taken into account, and merely
focused on the relationship between lead time
and order quantity. In other words, they
neglected the possible impact of reorder point
on the economic ordering strategy. Such
phenomenon is usually not perfect in the real
inventory situation. In a recent research
article, Moon and Choi [7] revised Ouyanget
al.’s [9] model by considering the reorder
point to be another decision variable. We
note that the stockout cost in their paper is an
exact value. However, in many practices, it is
difficult to determine an exact value for the
stockout cost, hence, we here replace the
stockout cost term in the objective function
by a service level constraint.

The objective of this paper is to extend
Ouyang and Wu's [10] continuous review
models to accommodate a more realistic
situation. That is, our goa is to establish a

(Qr. L) inventory model with a service
level constraint. From the numerical example
provided, we can show that our new model is
better than that of Ouyang and Wu [10]. On
the other hand, we aso propose a new
(TR L) inventory model for periodic
review. For both of these models, we first
assume that the lead time/protection interval
demand follows a normal distribution, and
then try to find the optimal ordering policy.
We next relax this assumption and merely
assume that the first and second moments of
the probability distribution of lead
time/protection interval demand are known

and finite, and then solve this inventory
model by using the minimax distribution free
approach. An illustrative numerical example
is provided in each case.

RESULT AND DISCUSSION

In this study, we presented a mixture
inventory model with backorders and lost
sales, where the stockout cost term in the
objective function is replaced by a service
level constraint. First, we extended Ouyang
and Wu's [8] continuous review model by
simultaneously optimizing order quantity,
reorder point, and lead time. Next, we
developed a periodic review inventory model
in which review period, target inventory level,
and lead time are treated as decision
variables. For these two models, we assumed
that the lead time/protection interval demand
follows a normal distribution, and found the
optimal solution. Then, we relaxed this
assumption and applied the minimax
decision criterion to solve the distribution
free case.

In future research on this problem, it
would be of interesting to consider an
inventory model involving the problem of net
present value. Another possible extension of
this work may be conducted by considering

the backorder rate P asadecision variable.

SELF-EVALUATION

This research corresponds to the original
plan and has attained its aim. Hence, the
paper is of great academic value and suitable
for publication in academic journas. It is
now being accepted by Yugoslav Journal of
Operations Research.
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