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AUGMENTED PROGRESSIVE HEDGING ALGORITHM FOR A CAPACITATED
FIRM SUBJECT TO DEMAND AND SUPPLY UNCERTAINTIES
CONSIDERING DISCOUNT

ALIREZA YAVARI SHAHREZA'®, SEYYED MOHAMMAD TAGHI FATEMI GHOMI'*
AND FARIBORZ JOLAT?

Abstract. Decision-makers face different uncertainties, and ignoring them leads to negative con-
sequences and significant losses. In the business environment, sourcing is one of the most critical
decisions for capacitated firms. So, this article develops a multi-period model to formulate the uncer-
tainties in demand, production line capacity and disruption time. Considering the cited uncertainty
helps the decision-makers make the best decisions about production planning, supplier selection, and
order amount. It provides a more accurate analysis of the final cost of fulfilling each demand unit.
Another contribution of this model is introducing discounts in order, which makes it so complicated
to solve. The augmented progressive hedging algorithm is introduced as the solution approach. The
original progressive hedging algorithm is augmented by an updating method for the penalty coefficient
and clustering the scenarios instead of solving each problem one by one. This contribution leads to
reducing the running time with acceptable accuracy.
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1. INTRODUCTION

Due to the increasing competition between companies in recent years, attracting and satisfying customers’
demand by providing high-quality products at an acceptable price at the proper time is one of the main
challenges of supply chain managers. On the other hand, expanding supply chains to international levels to
decrease total cost and increase product quality has made firms face a huge amount of uncertainty, which
increases the complexity of supply chain management. Deciding supply policies plays a critical role in companies’
manufacturing and logistics management, and most experienced companies consider it the most crucial activity
of organizations. Thus, addressing uncertainty in sourcing and making decisions to decrease their effects have
received a lot of attention since each wrong assessment or decision causes the firms to face negative consequences
and numerous losses. The strike of two workers of General Motors in 1998 is an example; their strike in two
manufacturing sites stopped 100 other manufacturing and 26 assembly sites from working, which left the stores
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empty for a few months. So, most manufacturers have been encouraged to use multi-sourcing opportunities to
decrease the supply chain risk [19].
In the related literature, supply uncertainty is divided into the following categories:

(1) Disruption: A random event that makes the supplier or other parts of the supply chain stop their regular
activity entirely for a specific period, usually random. In most models, disruption creates a situation in
which the supplier cannot provide any product at that time. In general, a system stays in the non-disruption
state for a random period and again goes back to the disruption state for another random period.

(2) Uncertainty in yield: In this type of uncertainty, the number of items delivered by suppliers or the
number of items produced in the production process is a random variable which depends on the order
amount.

(3) Uncertainty in lead-time: Shows uncertainty in the delivery time.

(4) Uncertainty in capacity: This represents uncertainty in the supplier’s delivery capacity or the firm’s
production capacity. It is defined as a random variable independent of the order amount.

(5) Uncertainty in input cost: Includes uncertainty in the firm’s-imposed procurement cost.

The boundary between these uncertainties is so vague for the firm. For example, if disruption is defined
as a Bernoulli decision variable, it can be seen as a specific case of uncertainty in yield. However, generally,
uncertainty in yield shows a continuous state of uncertainty while it is a discrete disruption. Hence, there are
many different approaches for modelling and solving the problems of these two groups. The same is valid for
uncertainty in both capacity and lead time. Uncertainty in capacity is discrete, while uncertainty in lead time
is considered continuous [20].

The main concern of this article is considering different uncertainties of supply and demand simultaneously. It
increases the number of scenarios and complexity in solving the problems, so the progressive hedging algorithm
(PHA) decomposition method is used to decrease running time and operational costs. The article has the
following structure. Section 2 gives a literature review of the problem. Section 3 defines a problem. Section 4
formulates the problem. Section 5 is parameter tuning. Section 6 presents the solution procedure. Section 7 deals
with numerical results. Section 8 conducts a sensitivity analysis of the problem. Finally, Section 9 is devoted to
conclusions and recommendations.

2. LITERATURE REVIEW

The management of uncertainty in supply chain decision-making has been a key focus in operations research,
particularly in areas such as supplier selection, capacity disruptions, and demand fluctuations. Given that
incorporating discounts adds an additional layer of complexity, this literature review is structured into three
sections: uncertainties without discount, uncertainties with discount, and optimization approaches. The opti-
mization section explores various mathematical and computational techniques used to address uncertainty in
supply chains, including exact methods, heuristics, and metaheuristic algorithms.

2.1. Uncertainties without discount

Disruption is the most frequently studied uncertainty factor, appearing in nine papers [2,5,6,11,12,18,21,24,
26]. Among these, six also incorporate demand uncertainty, either as a random variable [2,11,18,26] or through
a scenario-based approach [6,12], while the remaining three [5,21,24] assume deterministic demand. Silbermayr
and Minner [18] examined disruption and demand uncertainty in a dual-supplier setting, where ordering costs
depend on past supplier choices, incentivizing long-term commitments. Freeman et al. [6] and Azad and Hassini
[2] also studied disruption alongside demand uncertainty. Freeman et al. [6] formulated a single-period model with
policies such as dual sourcing, downward substitution, and in-house production, incorporating buyer capacity
constraints and scenario-based demand uncertainty. Azad and Hassini [2] explored supply chains utilizing both
external producers and in-house production while considering recovery scenarios following disruptions. Zheng
et al. [26] analyzed a two-stage supply chain where a retailer selects between reliable and unreliable suppliers,
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factoring in demand updates under uncertainty. Joshi and Luong [11] proposed a dual-sourcing model with a
primary supplier subject to disruptions and a backup supplier, using capacity reservation contracts to enhance
resilience under random demand fluctuations. Taghavi et al. [21] addressed supply disruptions using a two-stage
risk-averse stochastic programming approach, integrating supply and production scheduling with scenario-based
disruptions but assuming deterministic demand. Finally, Han et al. [12] examined dual-sourcing strategies under
disruption and demand uncertainty, considering varying risk attitudes in decision-making.

Capacity uncertainty is explicitly addressed in two works [8,10]. Jaksi¢ and Fransoo [10] studied a sourcing
problem where a firm relies on two suppliers, one with zero lead time and the other with fixed but non-zero
lead time, while facing capacity uncertainty and random demand fluctuations. Gupta et al. [8] examined supply
chain disruptions using a game-theoretical approach, incorporating capacity uncertainty alongside deterministic
demand to analyze its impact on pricing and ordering decisions.

Lead-time uncertainty has been explored in two studies, with [22,27] directly modeling its impact. In [22],
the authors applied robust optimization to address the integrated lot-sizing and supplier selection problem
under lead-time uncertainty, considering deterministic demand. In [27], a two-stage stochastic programming
model was developed to account for delivery lateness and quality performance uncertainties, where poor-quality
components required corrective actions, leading to additional delays. Demand uncertainty was incorporated as
a deterministic factor in this study.

While other works considered only one source of supply uncertainty, Gupta et al. [8] addressed both disruption
and capacity uncertainty together. Sawik [17] studied disruption with deterministic demand, developing an inte-
grated system to determine production quantities in each factory, supplier portfolio, and demand allocation. To
address this problem, they defined two approaches: a two-period model distinguishing pre- and post-disruption
phases and a multi-period model for extended analysis.

2.2. Uncertainties with discount

Regardless of uncertainty, Alfares and Turnadi [1] proposed a classic supplier selection model considering
transportation, inventory, shortage, and ordering costs with discounts. A heuristic algorithm and genetic algo-
rithm (GA) are applied to solve the problem. Meena and Sarmah [14] define the possibility of disruption. They
develop a model in which a set of unreliable suppliers differ in capacity and disruption probability. The undis-
rupted suppliers are employed to compensate for the number of products not received due to supplier disruption.
Considering incremental discount, determining the minimum and maximum order quantity, and computing dif-
ferent lot sizes make the model an integer non-linear programming problem, which is solved using GA. The
structure of Bohner and Minner’s [4] problem is similar to that of the model developed by Meena and Sarmah
[14], but instead of GA, they propose an exact solution method. Besides the all-units and incremental discounts,
they linearize their model by defining some parameters. Manerba et al. [13] developed a two-stage stochastic
programming model in which demand and purchase prices from suppliers are divided into two different groups:
deterministic and stochastic. In the first stage, the authors decide which suppliers are active and how many
products have to be ordered from which supplier. In the second stage, some scenarios are defined due to the
stochastic part. Discount is also modelled in this problem. In [24], a multi-period, multi-product mixed integer
programming model was developed in which the firm employed various techniques to mitigate supply chain
risks. The inclusion of discounts from unreliable suppliers made it impossible to solve the model using exact
methods for larger instances.

2.3. Optimization approaches

In the pursuit of optimizing supply chain operations under uncertainty, researchers have explored various
solution methodologies, ranging from exact algorithms to heuristic and metaheuristic approaches. Some studies,
such as Bohner and Minner [4] and Manerba et al. [13], have focused on exact methods, leveraging mathematical
programming techniques like branch-and-cut and valid inequalities to ensure optimal solutions. Others, like
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Freeman et al. [6] and Sawik [17], have relied on powerful solvers such as CPLEX and Gurobi to handle complex
stochastic mixed-integer programming (MIP) formulations.

For problems where exact methods become computationally prohibitive, researchers have turned to heuristic
and metaheuristic approaches. The work of Alfares and Turnadi [1] exemplifies this shift, combining the Modified
Silver Meal heuristic with genetic algorithms (GA) to strike a balance between computational efficiency and
solution quality. Similarly, Yavari et al. [24] decomposed a multi-product model and applied GA, particle swarm
optimization (PSO), and a hybrid PSO-GA approach to solve it effectively.

Dynamic programming has emerged as another favored technique, particularly in studies like Silbermayr
and Minner [18] and Jaksi¢ and Fransoo [10], where sequential decision-making under uncertainty is a key
challenge. Meanwhile, researchers such as Azad and Hassini [2] and Zhou et al. [27] have turned to decomposition
techniques like Benders decomposition to accelerate the solution process, especially when dealing with large-scale
optimization models.

Beyond traditional optimization, some works have integrated game theory principles to model competitive and
cooperative interactions among supply chain entities. For instance, Gupta et al. [8] applied a game-theoretic
approach to analyze strategic supplier decisions under uncertainty. Additionally, hybrid methodologies have
gained traction, as demonstrated by Thevenin et al. [22], which combined row and column generation with
heuristic strategies like fix-and-optimize and genetic algorithms to efficiently navigate complex problem land-
scapes.

Despite these advancements, there remain challenges in effectively integrating multiple uncertainties, such as
demand fluctuations, supply disruptions, and capacity constraints. Some studies, such as Esmaeili-Najafabadi
et al. [5] and Zheng et al. [26], have rigorously analyzed model convexity and developed tailored solution
methods to ensure robust decision-making. Others, like Joshi and Luong [11] and Han et al. [12], have adopted
multi-objective optimization techniques, transforming complex trade-offs into more manageable single-objective
formulations.

The current article has the following features which make it different from the others in the literature:

(1) Developing a model which simultaneously considers uncertainty in demand, production capacity, the ratio
of the disrupted item, and the time of disruption occurrence.

(2) Considering suppliers with limited capacity.

(3) Considering discount and uncertainties, which are mentioned in the above first phrase, among models in
the literature that considered discount, just one of them studied disruption with definite demand.

(4) Proposing the augmented PHA in terms of updating the penalty coefficient and clustering the scenarios
instead of solving each problem one by one to improve the algorithm performance.

To better understand the contributions mentioned above, Table 1 summarizes the cited features.

3. PROBLEM DEFINITION

The structure of the problem, assumptions, and all the used notations are given in Table 2 to gain a better
insight into the model.

In this article, a firm under study meets its raw material requirements through several unreliable suppliers.
Each supplier may be disrupted. After the disruption in tsg, the recovery operation will start in ts; + 1. The
time and cost of recovering the suppliers are functions of the number of disrupted products. After receiving
the raw materials, the firm must start production of the final product. The production line also has capacity
uncertainty and may not be able to produce the final product at full capacity upon the arrival of raw materials.
If the firm tends to pay the fixed costs, it will be able to set up recovery production lines, which, of course,
have uncertainty in capacity. Like suppliers, the time and cost of recovery of production lines depend on the
unavailable capacity. It is possible to recover suppliers, establish recovery production lines, and hold inventory
for these lines to address these uncertainties. Figure 1 depicts the timeline of recovery operations for each part
of the system.
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TABLE 1. Literature review.

, Uncertaint
Article Problem’s Supply . §
structure Disruption Yield Lead- Capacity Input Demand §
time Cost A
[18] Multi Multi Yes - - - - Random -
product period Variable
[4] Multi Single Yes - - - - Deterministic Yes
product period
1] Multi Multi - - - - - Deterministic  Yes
product period
[6] Multi Single Yes - - - - Scenario- -
product period based
[10] Single Multi - - - Yes - Random -
product period Variable
[13] Multi Single - - - - Yes Scenario- Yes
product period based
[17] Single Multi Yes - - Yes - Deterministic —
product period
2] Multi Multi Yes - - - - Random -
product period Variable
[5] Multi Multi Yes - - - - Deterministic —
product period
[8] Multi Multi - - - Yes - Deterministic —
product period
[26] Multi Single Yes - - - - Random -
product period Variable
[11] Single Single Yes - - - - Random -
product period Variable
[21] Multi Multi Yes - - - - Deterministic —
product period
[12] Single Multi Yes - - - - Scenario- -
product period based
[22] Single Multi - - Yes - - Deterministic —
product period
[27] Single Multi - - Yes - - Deterministic —
product period
[24] Multi Multi Yes - - - - Deterministic Yes
product period
This Single Multi Yes - - Yes - Scenario- Yes
paper product period based
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Due to the disruption occurrence, the problem is divided into two stages. In the first stage, decisions regarding
selecting different suppliers and the order quantity from those who provide discounts are determined. In the
second stage, different scenarios are considered, decisions about auxiliary suppliers’ selection, their reorder
quantity (without any discount), set up of the recovery production lines, and final production scheduling are
made. Also, some parts of the ordered initial products may be stored in the first stage, and depending on the
conditions, they will be used in the second stage to supply the required items for the recovery production lines.
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TABLE 2. Notations.

Sets
T Time period
1 Supplier
J Production line
S Scenario
K Discount layer
Parameters
ph Time horizon
capp; The maximum capacity of production line j
beug Maximum orderable products from supplier ¢ in the discount layer k
capr;t The capacity of production line j at time ¢ under scenario s
des Demand in scenario s
pr Probability of occurrence of scenario s
cb The cost of each unit of unfulfilled demand in the first stage
CSUik The cost of ordering one unit of raw material from supplier ¢ in the discount layer k
cp; The cost of producing each product in production line j
ch; The inventory cost of each unit of raw material for production line j(j > 1)
crs; The cost of recovering supplier ¢ under scenario s
crp; The cost of recovering production line j under scenario s
fs; The fixed ordering cost from supplier ¢
Il The fixed cost from production line j
foi The ratio of the received raw material from supplier ¢ to the firm under scenario s
Ip; A ratio of the capacity of production line j available in scenario s
tss The start time of disruption in scenario s
tl; Delivery time of raw material from supplier 4 to the firm
trs; The time required to recover supplier ¢ under scenario s
trp; The time required to recover production line j under scenario s
PS; The Probability of disruption does not occur from supplier 4
PDs (1, s) The Probability of a disruption in the delivered goods from supplier ¢ in scenario s in uncertainty level [
PP; The Probability of capacity loss does not occur in production line j
PC;(l, s) The Probability of loss of capacity in disruption level I for production line j in scenario s
ND The number of samples taken from demand distribution
Variables
o PO Order quantity from supplier ¢ for production line j in the first stage — [0, 1]
& sd;k 1: If the discount layer k is active for supplier i
g7 0: Otherwise
% ddik The ratio of ordering from the maximum orderable items from supplier 4 in the discount layer k& — [0, 1]
im  bpo; 1: If supplier i is selected as the supplier in the first stage
0: Otherwise
qpsy The quantity of final product produced in the production line j at time ¢ under scenario s
g qrofj Order quantity from supplier ¢ for production line j in the second stage under scenario s — [0, 1]
s qh; The amount of raw material stored for the production line j: j > 1 — [0, 1]
,2 qb; The amount of unfulfilled demand in the first stage in the production line j under scenario s — [0, 1]
g brp; 1: If the production line j under Scenario s is activated in the second stage
(%(‘3 0: Otherwise

bro; 1: If supplier 7 is selected as the supplier in the second stage
0: Otherwise
ba; An auxiliary variable used in the constraint (11)
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ph

ph

Figures 2 and 3 illustrate the decision-making timeline and the general structure of supplier selection policies,

respectively.

3.1. Assumptions

(1) Demand for the raw material and final products are the same, represented by a probability function with

a known mean and standard division.

(2) The final product demand must be completely satisfied at the end of the planning horizon. A penalty should
be paid for each unit of unfulfilled demand after the disruption.
(3) The ordered production from suppliers may be disrupted; some percentages of ordered items do not reach
the production lines. On the other hand, the start time of disruption is also uncertain.

(4) In a time horizon, disruption occurs just once.

(5) There is also an uncertainty in the non-efficiency of production lines.
(6) Transporting the raw material from the main production lines to the auxiliary ones can start after the

recovery phase.

4. PROBLEM FORMULATION

Objective function:

I

S
Z = Zprs/deS
s=1

i=1

K J

k=1 j=1

Z(fsi(bpoi + bro} —baj) + crs - bro;) + des Z csug - ddgy - beugy, + Z csugy - qroj;
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Constraints:

qpo,; < bpo,

> qpo, =1

iel

qpo; = Z dd;x, - beuix
kEK

dd;r, < sdik + sdik—1

ddir < sdig

Z Sdik =1

kEK:k<|K|—1
E dd;r =1
keK

qro;; < brp;
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First Stage
bpo, €
Supplier
=
=
T o) | \gPO1
D d
Main Production Line eman
* qpist < tsg (—)
e | [ 2
prN om=e
Supplier
qpon
=
= (o)
Second Stage
bro; brps 8
Supplier Main Production Line
qros
% e qpipt = tsg
L]
Demand
- qroiu - [;]
qhi
-
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Supplicr Recovery Production Line
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FIGURE 3. Sourcing structure.

J T
+ ((chj -qhi + (crpj- + flj)brpj) + Z p; - qut> +
o =1

J ot
ch- | des — Zquj-t

j=1t=1
Viel

Viel

Viel VkeK : k> 2,k <|K|—-1
Viel VkeK :k=|K]|,1
Viel

Viel

Viel VjeJ VseS
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qrog; < bro; Viel
2ba; < bro; + bpo, Viel
> " qroj; + qhs = qb; Vied
il

Z qpiy < des Z fo; - qpo, + Z qro;; VieT :
tteT:tt<t i€l <t—1 €Tt tsgttrss  <t—1

Z apiy < des
tteT:tt<t

X ( Z fo; - qpo, + Z qro;; — th‘;) ViteT :

iel:itl;<t—1 i€ltlttss+trss <t—1 jeJ

> apju < de, > qro;; Vjel :

tteT:tt<t iel:tl+tss+trs§igt—1

Vel :

Z Qi < des Z qroi; | + qh; VjeJ :
tteT:tt<t (€Tt ts s tirss <t—1
Vel :
qpi, < capp; VieT :
qpj, < capri, - brpj VjeJ
qp;, < gb; - des VjeJ
qb; < brp; VieJ
qh; < brp; VjeJ

4.1. Explanation about formulation

Table 3 explains equations of the model.

5. PARAMETERS TUNING

5.1. Demand

VjeJ VseS
VseS

VseS

t< max{tss, maxtli} VseS
k2

t> max{tss, maxtli} VseS

7>1
t < max{tss, maxtli} VseS
7>1

t> max{tss, maxtli} VseS

t <tss VseS

VteT : t > tss VseS
Vel : t > tss VseS
VseS

VseS.
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There are two approaches in the literature to handle uncertainty: the probability and scenario-based
approaches. In the first approach, probability distributions are considered, but in the second approach, a set
of probable values (which will probably occur in the future) is developed. Mont Carlo sampling is one of the
conventional methods in scenario generation, so we use this method to generate the demand scenarios (which
follow the Normal distribution function). The main challenge of this method is estimating the sample size. A
statistical method is applied in which the number of scenarios is defined by reaching a certain level of accuracy
in the answers. This accuracy is defined as the confidence interval of the expected cost.

The 1 — « percent confidence interval is calculated as follows:
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where n is the sample size, Z ~ N(0,1), and a2 equals to the minimum value that satisfies the following
inequality:

Pr(Z<g¢s)<l-a. (23)

The calculation of S(n) is also presented hereunder:

S(n) = \/ 2iz1 (]i(i()l = %) (24)

where X, equals to the expected cost in scenario s.

On the other hand, if there is sample standard deviation (S(n)) and maximum possible error (E(r)) for 1 —«
percent confidence interval, the total number of scenarios for a specific confidence interval equal to the minimum
integer variable (ND) that holds the following inequality [15]:

ND > {“Ozf(n)] g (25)

To consider uncertainty in demand, we solved the problems with a small number of demand scenarios n(10)
and a 95% confidence interval and calculated the desired number of scenarios. The sampling was done from
de ~ N(13000,40000). It is worth mentioning that the maximum possible error is 0.05 x F(X).

5.2. Disruption for suppliers and loss in production lines capacity

The uncertainly level is a crucial parameter influencing the generation of scenarios, impacting two key parame-
ters: the ratio of ordered items received (fo;) and the available capacity of the production line (fp;). Uncertainly
level is defined as the number of possible values for fo; and fp; For example, in a model with two uncertainly
levels (I = 2), each supplier either delivers the entire order or nothing. This implies that fo; can be either 1
or 0. Two-uncertainly level model (I = 2), fo; or fp] can take 0 and 1 values. In three-uncertainly level model
(I = 3), the values of 0, 0.5, 1 are acceptable. 0, 0.35, 0.7, 1 are allowable for four-uncertainly level model (I = 4),
and 0, 0.25, 0.5, 0.75, 1 are applied in five-uncertainly level one (I = 5).

The probability of a shortage in the delivered goods from suppliers 1, 2, and 3, respectively, is PS; = 0.9,
PSs = 0.8, PS3 = 0.7. The Probability of reduction of capacity for production line 1 and 2 is also PP; = 0.95
and PPy = 0.85.

Equations (26)—(29) calculate the probability of disruption in the delivered goods from suppliers ¢ in uncer-
tainly level [ in scenario s (PD;(l, s)).

o PSZ‘ fOf =1
PD;(2,s) = {<1 U PS) for =0 (26)
PSl fof =1
03 x (1-PS;) fof =
PSl fof =

03x (1—PS;) fol=0.7
0.7x (1—PS;) fol=0.35

0.1x (1—PS;) foi=0

i

PDZ‘ (4, 8) =
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PSl fof =
04 x (1—PS;) fol=0.75
PD;(5,5) = ¢ 0.3 x (1—PS;) fol=0.5 (29)
0.2x (1—PS;) foi =025
0.1x (1—PS;) fol=0.

The probability of loss of capacity in uncertainly level { for production line j in scenario s (PC;(l, s)) is calculated
by equations (30)—(33).

PP; =1
PC;(2,s) = J J 30
2 {<1PPJ-> I} =0 30
PP; fr;=1
PC;(3,5) = ¢ 0.7 x (1-PP;) fp; =05 (31)
0.3x (1 —-PP;) fp;=0
0.3x (1—-PP;) fpi=0.7
PC;(4,s) = J J 32
4= 07% (- PP;) fp=0.35 (82)
0.1x (1-PP;) fp;=
PP; ;=
PC;(5,5) =4 0.3 x (1-PP;) fp}=0.5 (33)
0.2 x (1-PP;) fp5=0.25
Capacity of production line j in period ¢ and scenario s is computed by equation (34).
) S . s <t <tsg S — 1
caprs, = {fp] P e =1 LIRS (34)
capp, otherwise.

Disruption or loss can start in the first four periods (tss = [1, 2, 3,4]) with a probability as indicated in equation
(35).

0.1, tsg=1
0.2, ts, =2

PT() =Y 05 15, =3 (35)
0.4, ts,=4.

Recovery time and cost for suppliers are function of fo, while Recovery time and cost for production line are
function fp]. These relationships are illustrated in Tables 4 and 5.

5.3. Suppliers and production characteristics

Time and cost parameters of suppliers and production lines are randomly generated from Uniform distribution
in the ranges brought in Table 6.

Table 6 presents the parameters for modeling the discount. In this article, the objective function has been
defined as the cost of satisfying one unit of demand and the decision is about the ordering quantity from the
supplier with the discount in the first stage decision. Hence, the maximum ordering quantity in the relevant
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TABLE 5. Parameters of production lines’ recovery.

TABLE 6. Time and cost parameters of suppliers and production lines.

TABLE 4. Parameters of supplies’ recovery.

fo;  trsi crsi

0 12 100.fs,
0.35 10 10.fs,
0.5 6 10.fs;
0.7 8 fs;

1 0 0

fp; trpi  trps  crp;

0 10 6 10000
0.25 8 4 5000
0.35 8 4 1000
05 6 2 1000
07 4 2 100
0.75 4 1 100

1 0 0 0

tly  Uniform (1,3) ph Uniform (20, 40)
tlo  Uniform (3,5) capp;  Uniform (900, 1100)
tls  Uniform (5, 3) capp,  Uniform (4000, 6000)
fs;  Uniform (7000,9000) c¢b Uniform (10, 20)
fs5  Uniform (5000, 7000) cp; Uniform (0.5,1.5)
fsg  Uniform (4000,6000) cp, Uniform (0.5, 1.5)
fly  Uniform (900,1100)  che Uniform (0.5,1.5)
TABLE 7. Discount parameters.
1 2 3 4 5
bcuir, 0 130000 520000 650000 1040000
bcuzr, 0 130000 390000 650000 910000
bcusr, 0 130000 260000 520000 1040000
csuip 12 11 10 9 8
csusr 16 15 14 13 12
csugr, 14 13 12 11 10

3337

layer shown in Table 7 was divided by the average demand to prevent the objective function to be deviated

from the unit value.

In conclusion, the probability of any scenario occurrence is calculated as follows:

pr, = [TPC; (1 5) x [ PDill, s) x PT(s) x ﬁ.

jeJ

iel

(36)
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6. SOLUTION PROCEDURE

In stochastic programming problems, the rapid growth in the number of scenarios increases the problem
size and computational complexity. As a result, exact methods often cannot solve these problems. Instead,
decomposition methods such as the PHA and Benders decomposition can be applied. In the following sections,
the defined problem will be solved using PHA and Benders decomposition, and the results will be compared
with those obtained from the exact method.

6.1. Benders decomposition

Benders decomposition is a classical partitioning method for MIP problems that relies on a problem manip-
ulation using projection, followed by solution strategies of dualization, outer linearization and relaxation. In
this section, a basic development of the method is presented for formulation (1)—(21). The original problem is
divided into two smaller ones: a SP and a MP, subjects of Sections 6.1.1 and 6.1.2, respectively. A Benders
algorithm is illustrated in Algorithm 1, where Z and ¢ are the values of the objective functions of the MP and
the dual SP, respectively [3].

Algorithm 1. Benders Algorithm.
) UB=o0o,LB=0,h=0

) While UB — LB > 0.01 do
) solve MP
)
)
)

LB=Z7

Add Cut to MP

Update UB, if necessary
h=h+1

(7) End

6.1.1. Benders sub-problem
The primal linear SP includes (1)-(6), (8)-(10), and (12)—(21) where for fixed values of the integer (com-

plicating) variables, bpo; = bpo,, bro] = bro;, ba; = ba;, bro; = bro;, brp; = brp;, and sdix = sds. The dual
form of primal SP can be attained after associating the dual variables awo to the constraint (o). For example,

a2 associates with the constraint (2). Hence, a dual SP can be given as:

Max ¢ = Z (bpoz -2 + Z (m + Sdik,1>a5ik + Z (%) abir + a8;
iel keK:k>2,k<|K|-1 keK:k=|K]|,1

+ ZZ(%]S . a9ijs +W . alOijs>>

jed seS
+ Z Z Z (caprj-t ~brpj - a18jst> + brp} - a2045 + brp; - a2l
jedJ seS \teT:t>tss

+ Z Z cappy - alTg + a3 (37)

seS teT:t<tsg

a2; + a3+ ad; — Z ( Z des - fo; - al3,,

seS teT:t<max{tss,max; tl; } and tl; <t—1
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- Z des - fo; -a14ts> <0

teT:t>max{tss,max; tl; } and tl; <t—1

— beusk - ol + abik + a8 < csuik - beugk

— beuir - 0d; + abir + a8; < csuik - beusk
0591']'5 + CMlOijS + Oé12]'5 — Z

teT:t<max{tss,max; tl; } and tl+tsg +trs7§i <t—1

- >

teT:t>max{tss,max; tl; } and tlttss+irs] <t—1
Oégijs + alOijs + Ozl2js — E
teT:t<max{tss,max; tl; } and tlttss+trsy <t—1
teT:t>max{tss,max; tl; } and tlttss+irsy <t—1

Z 0113377515

tteT:tt>t and t<max{tss,max; tl; }

+ 2

tteT:tt>t and t<max{tsgs,max; tl; }

des - al3ss

des - aldy, < prg - csui;

des - albjis

des - al6j1s < pry - csugj

alds st +alTs < pr (cpy — cb/des)

Z al3s s + Z olds 4
tteT:tt>t and t<max{tss,max; tl;} tteT:tt>t and t<max{tss,max; tl; }
+ al8js + al9;s < pr (cp; — cb/des)
Z a15js,tt =+ Z 0é16js,tt

tteT:tt>t and t<max{tss,max; tl; }

+al8jst + al9jst < pr(cpj — cb/des)

Z Oél5js,tt

tteT:tt>t and t<max{tss,max; tl; }

+ 2

tteT:tt>t and t<max{tss,max; tl; }

al2;, — >

teT:t>max{tss,max; tl; }

al2;, — >

teT:t>max{tss,max; tl;}

Z desal9;s + a205s < —pr, - cb/des

teT:t>tsg

tteT:tt>t and t<max{tss,max; tl; }

al6js,u < pr,(cp; — cb/des)

desaldg + a2l;s < pr, - ch;
desalbjs + a2l;s < pr, - ch;

— 0512]'5 —

Viel (38)
Viel, VkeK :k>2, k<|K|—1
(39)
Viel VkeK : k= |K]|,1 (40)
VseS,i €1, VjeJ :j=1 (41)
VseS,i €I, VjeJ :j>1 (42)

Vtel : t < tss, VseS, VjeJ:j=1

ViteT : t > tss, VseS, VjeJ :j=1

Vtel : t > tss, VseS, VjeJ :j>1

Vtel : t < tss, VseS, VjeJ:j>1

(46)
VseS, VjeJ :j=1 (47)
VseS, VjeJ:j>1 (48)
Vjed, VseS (49)

a2; <0, a3 free, ad; free, ads, < 0,065, < 0,a8; free, a9;5, < 0,010, < 0,012, free, aldy < 0,014, <0,
albje < 0,016 < 0,017 < 0,185 < 0,194 < 0,205, < 0,021, <0.
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6.1.2. Benders master problem

The original problem is then equivalent to the following Benders MP:

s I J
Min Z = Zprs . Z(fsi(bpoi +broj — baj) + crs; - brog) /des + Z(crpjf + fl;)brp; /des | + . (50)
s=1 i=1 =1
(7) and (11)
> | bpo, - a2} + > (sdik + sdik—1)abl + Y (sdix)ably + o8}
iel keK:k>2,k<|K|—1 keK:k=|K]|,1

jeJ seS jeJ seS \teT:t>tsg

+ Z Z (brp; . CKQZS + broj - alOZS)> + Z Z ( Z (capr;t -brpj - alS?St) + brpj - aQO?S + brp; - a21?5)

+ Z Z capp, - al? + a3® Vh € H (51)

seS teT:t<tsg

Z(bpoi-azh Y. (sditsdin-i)abi+ Y (sdin)abiy + 8]

iel keK:k>2,k<|K|—1 keK:k=|K]|,1

+ Z Z (brp; . oe9?js + bro; - alO?js)> + Z Z ( Z (capr;t “brp; - o¢18?5t) + brp; - aQO?S + brp; - a21?s>

jeJ seS jeJ seS \teT:t>tsg

+ Z Z capp; - al™ +a3" <0 Vh e G (52)

seS teT:t<tsg

equations (51) and (52) are cuts that add to MP. H and G are the sets of iterations having the dual SP bounded
and unbounded, respectively.

6.2. PHA

In stochastic programming, if non-anticipatively constraints are released, the problem is decomposable for
each scenario, and its solution time decreases. PHA, which is one of the most famous scenario-based decom-
position methods for stochastic models. In this algorithm, using the extension of Lagrangian relaxation, non-
anticipatively constraints are released, and considering a penalty coefficient in the objective function, it gets
closer to the feasible answer in each repetition [25].

PHA is developed to solve mixed-integer linear stochastic programming models. Theoretically, stochastic
programming problems with continuous convex decision variables are also convergent to the optimal solution,
which satisfies all the non-anticipatively constraints. In some cases that most or all decision variables are integer,
PHA works heuristically and with a high precision converges to a bound [19].

Expression (53) introduces a two-stage model

inZ = AT BTy,
mglc% l‘+;p7"s( y()
Cx <d

Egys+ Fae<g VseS. (53)

The PHA puts = = x4 to can decomposite the model to each scnario and solve them individually. It is obvious

that z, =T VseS. S0 Y. g As(@s —T)+ D, g p(Ts — E)Q is added to the objective fuction. T and A4 are estimated

by an iterative algorithm. Algorithm 2 briefly demonstrates how PHA works. For more information, see [25].
We improve the original PHA From two perspectives:
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First, in [25] the penalty coefficient (p) is constant in all iterations, but due to the high sensitivity of efficiency
of this method to the penalty coefficient, various articles studied the methods of updating p (see [7,16] as two
examples). In the current article, combining two methods of Gul [7] and Mulvey and Vladimirou [16] and
considering the model structure, the following formula is taken to update p.

it—1 it
it ap®, Ap=>e
= ) 54
P {bp”1 0.W. (54)
AL = Zprs (xzf - Eit)Z (55)
seS

where a = 1.02, b = 0.98, and p = 1. They are experimentally selected to achieve better performance.

Algorithm 2. PHA Algorithm.

(8) it:0,p:po,szsg,)\i =0

(9) While Stopping criteria do

(10) For seS’

(11) Solve this model for s and calculate z; and y;
T? Z. ()\itq’p) _ (ATCL‘S + BTys) + )\itfl(ws _T‘tﬂ) + g(xs _fit—l)Q
Crs <d
Esys + Fszs < g
ot =g
End

fl:t = Zse_S pT’SJIS? ]

)‘? — p(ac? _fzt) + )\lst—l

it =14t +1

End

Second, in the existing literature, the original PHA involves performing a separate PHA for each scenario. For
instance, a problem with 2 suppliers, 2 production lines, 2 loss capacity levels, 2 disruption levels, and ND =27
has 1728 scenarios. Therefore, 1728 problems need to be solved independently, each taking about 0.06s, and if
iterated twice at least, the original PHA takes approximately 207 s at the minimum. This extended time frame
is impractical, and the convergence rate is hindered due to the extensive number of scenarios. To address this,
we introduce an augmented PHA in this study. The augmented PHA groups scenarios into clusters and solves
the clusters collectively instead of addressing them individually. The clustering is based on separating demand
and supply scenarios, resulting in ND clusters for the problems defined in the next section. In the given problem,
scenarios are clustered into 27 groups, each containing 64 members, and then 27 problems with 64 scenarios are
solved. This algorithm optimizes the problem in 38s, showcasing a significant improvement as the number of
scenarios increases.

The augmented PHA stands out as a critical contribution of this article, as outlined in Algorithm 3.

7. NUMERICAL RESULTS

Ten different-size problems are defined in Table 8 to evaluate the performance of the proposed algorithms.
5 samples are generated from the uniform distributions in Table 4 to consider parameter changes. Based on
sampling, 5 states are defined. For each state, ND samples are drawn from a normal distribution with a mean
of 13000 and a standard deviation of 20000 for demand. Each of the 10 different-size problems is solved for
each state. Finally, 50 instances are solved by exact method, Benders decomposition and augmented PHA. The
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Algorithm 3. Augmented PHA.

1) it=0,0"= po,e = €0, A} =0

2) Cluster all seS to |S’| Clusters (s’eS")

3) prg = Zseclusters’ prg Vse Clu’gter 8/

4) While Stopping criteria do

5) For s'eS’

6) Solve this model for s’ and calculate x¥, and y

min ZS/ ()\Z_17 pitil) = Zseclusters’ (ATxS/ + BTyS) + EseClusters/ )\?’_1 (xsl - Eitil)

z,y

(
(
(
(
(
(

it—1 .
+Zsecluste7‘s’ pT(:ES’ 7§zt—1)2
Czs < d VseClusters'

Esys + Fsxs < g VseCluster s’
) =¥
) End _
) ff =g prslx?‘ "
) A’B = Zs’eS’ prg (mz - f”)
) it {apitlv Ag >e

p =

b1 ow.

(12) A = p" (el — 7" + AL
(13) it =it +1
(14) End

TABLE 8. Problem definition.

Problem Number of Number of Number of Number of ND

suppliers production disruption loss capacity
lines levels levels
1 2 2 2 2 27
2 3 2 2 2 17
3 2 2 3 2 25
4 2 2 2 4 18
5 2 2 2 5 20
6 3 2 3 2 12
7 2 2 4 2 25
8 3 2 2 4 18
9 3 2 4 2 15

average objective function and solution time over defined states for different-size problems are presented in
Table 9.

Table 9 shows that the solution time of the first and second problems (with the smaller sizes) is more with the
augmented PHA, but as the problem size increases, the number of scenarios increases. The proposed algorithm
causes a considerable decrease in the run time. In problems 9 and 10, where the memory error stopped the exact
method, the augmented PHA could find the solution in an acceptable run time. Benders decomposition, on the
other hand, requires more time to find a solution compared to the other methods. Even for small instances,
its solution time exceeds that of the augmented PHA. However, for problems 9 and 10, Benders decomposition
still managed to provide a solution. The results also show that the augmented PHA delivers solutions with
acceptable accuracy. It is noticeable that the exact method and the proposed algorithms are implemented using
the CPLEX solver of GAMS software.
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TABLE 9. Comparison between exact, Benders decomposition, and augmented PHA.

Exact Benders Decomposition Augmented PHA

g — — —~
o O (5] [} o (5] =) o
2% %E £ % fi.e £ v f: o ETs o5
AE 2% Zgg £2TEE 223 & £ Zz8 & &

32 RE: 8222 gE: & 5 £ & &
1 12.815 29 12.819 50 0.03% 12.832 38 0.13% 0.10%
2 12.191 83 12.21 236 0.16% 12.396 100 1.68% 1.52%
3 12.101 196 12.109 465 0.07% 12.118 71 0.14% 0.07%
4 12.69 159 12.724 357 0.27% 12.69 89 0.00% —0.27%
5 12.612 312 12.635 787 0.18% 12.638 177 0.21% 0.02%
6 11.433 456 11.523 1045 0.79% 11.524 165 0.80% 0.01%
7 11.824 496 11.884 1162 0.51% 12.064 126 2.03% 1.51%
8 12.185 934 12.225 3142 0.33% 12.204 485 0.16% —0.17%
9 Out of memory 11.58 4191 — 11.68 465 - 0.86%
10 Out of memory  13.920 5405 — 13.959 1127 — 0.41%

Notes. Gap-E(%): The difference in objective function compared with Benders decomposition; Gap-B(%): The difference
in objective function compared with exact method.

20
19.5
19

19.321

Objevtive function
=
[9,]

0 40000 90000 160000 25000

Demand variance

FI1GURE 4. Objective function values versus variance demand.

8. SENSITIVITY ANALYSIS

According to the related literature and due to the less attention paid to demand uncertainty in the similar-to-
this-article studies (specifically those considered discount), this section emphasizes the importance of demand
fluctuations.

The problem is solved with different variances in demand. The results can be seen in Figure 4. An exponential
increase in the objective function is observed by increasing the variance. This increase indicates the importance
of simultaneous consideration of supply and demand uncertainties.

In Figure 5, the treatment of mean demand varies for a constant variance. The rise in demand results in
a corresponding increase in the objective function. This increase is explained by the fact that the objective
function represents the cost associated with meeting each unit of demand and does not consider income (as
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18
17.5
17
16.5
16
15.5
15
14.5
14
13.5
13
12.5
12
11.5
11

16.495

Objevtive function

11.306

100000 130000 160000 190000

Mean of emand

FI1GURE 5. Objective function values versus mean of demand.

any increase in income also escalates costs). A more critical factor is that the company must fulfil all units of
demand. Due to constraints in supplier capacity and potential disruptions, the company may have to procure
from more expensive suppliers or meet additional demand in the second stage, incurring shortage costs.

9. CONCLUSIONS AND RECOMMENDATIONS

This article dealt with capacitated firm subject to demand and supply uncertainties. A combination of uncer-
tainties that have not been addressed in the literature was concerned with a multi-period model with an all-unite
discount. The closest study to our article in terms of considering supply uncertainty and disruption occurrence
is [17], which assumed a definite demand in his article. Also, most articles that considered discounts did not
regard uncertainties significantly. Meena and Sarmah [14] and Alfares and Turnadi [1] modelled the discount in
their studies but ignored consideration of demand uncertainty. Thus, the model developed in this article compre-
hensively covered the demand and supply uncertainties with discount. Paying attention to these uncertainties
increases the size and complexity of the problem. So, exact solutions are not responsive anymore. Hence, this
article initially applied PHA to solve the problem. However, because of the large number of scenarios (which
have to be solved independently by the algorithm) and the low convergence rate, we proposed an augmented
PHA to accelerate the process. First, the penalty coefficient was updated concerning concepts pertinent to the
problem by combining different methods existing in the literature. Different scenarios were then clustered based
on the demand. Instead of solving them individually, the groups of scenarios were solved, which led to a con-
siderable decrease in the running time with acceptable accuracy. Finally, because less attention was paid to the
uncertainty of demand, a sensitivity analysis was made for the fluctuation in the objective function based on the
changes in demand level. The analysis showed that any increase in variance and the mean of demand increases
the objective function. This article studied all-unite discounts. Developing scenarios for recovery time such that
the supplier or production line cannot be recovered at once and does not return to the normal status gradu-
ally can be recommended as a topic for future studies. Another area can be the consideration of incremental
discounts instead of all-unit discounts.
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