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The study of stochastic inventory model with

setup cost and backorder rate

Yu Seung-Woo - Seo Chang-Hyun - Kim Kyung-Sub

Abstract

Periodic rewiew policy

In this paper, we determine optimal reduction in the lead time and setup cost for some stochastic inventory
models. And we propose more general model that allow the backorder rate as a control variable, We first
assume that the lead time demand follows a normal distribution, And we assume that the backorder rate is
dependent on the length of lead time through the amount of shortages. The stochastic models analyzed in this
paper are the classical continuous and periodic review policy models with a mixture of backorders and lost
sales. For each of these models, we provide a sufficient conditions for the uniqueness of the optimal operating
policy. We also develop algorithms for solving these models and provide illustrative numerical examples.
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