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This project will investigate how the suppliers and
distribution centers are to react when facing the
dilemma of maintaining high customer service levels
and reducing inventory storage. Over-stock inventory
can reduce the possibility of shortage, but it may
increase the holding cost. On the other hand, under-
stock inventory may reduce the holding cost, but it
can conversely lower the customer service levels and
cause other invisible losses. Therefore, while trying
to maintain minimal but sufficient inventory, the
solution to sustain customer satisfaction when a
shortage occurs is in fact an important issue.

The project is focused on analyzing the supply chain
system performance via simulation experimentations



for different inventory policies which corporate with
lateral transshipments. The relevant inventory costs
including transshipment and service level are
evaluated. In short, the purposes of this project
follow. (1) Construct a heuristic optimal model for
supply chain lateral transshipments in consideration
of the inventory level when the distribution center
emergency order can not be satisfied. (2) Analyze the
effects of different strategies on the lateral
transshipments model.

The project will be conducted in two years. In the
first year the focus is on the retailer’ s

response to emergent shortage assuming the
manufacturer ‘s production capacity is unlimited and
the services level is fixed. A second-order lateral
transshipments model will be developed. Such model
will include the distribution center and the
retailers. In the second year the study will be
expanded to varied manufacturer production
capability and service level. The outcome of
different inventory strategies to the transshipment
model will be investigated.

The contribution of the project will be threefold:
analyzing the relevant literature to

construct a suitable transshipment policy for the
practical logistic system; establishing a
simulation model to evaluate the inventory policies
which incorporate with different

transshipment policies; and analyzing the simulation
results to suggest an appropriate policy for the
circumstance under investigation. Consequently such
simulation model will facilitate the managers to
design proper policies for their supply chain
management and improve their business performance.

Lateral Transshipment, Inventory Policies,
Simulation, Supply Chain System
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Abstract

This project will investigate how the
suppliers and distribution centers are to react
when facing the dilemma of maintaining high
customer service levels and reducing inventory
storage. Over-stock inventory can reduce the
possibility of shortage, but it may increase the
holding cost. On the other hand, under- stock
inventory may reduce the holding cost, but it
can conversely lower the customer service
levels and cause other invisible losses.
Therefore, while trying to maintain minimal but
sufficient inventory, the solution to sustain
customer satisfaction when a shortage occurs is
in fact an important issue.

The project is focused on analyzing the
supply chain system performance via
simulation experimentations for different
inventory policies which corporate with lateral
transshipments. The relevant inventory costs
including transshipment and service level are
evaluated. In short, the purposes of this project
follow. (1) Construct a heuristic optimal model
for supply chain lateral transshipments in
consideration of the inventory level when the
distribution center emergency order can not be
satisfied. (2) Analyze the effects of different
strategies on the lateral transshipments model.

The project will be conducted in two years.
In the first year the focus is on the retailer’s

response to emergent shortage assuming the
manufacturer's production capacity is unlimited
and the services level is fixed. A second-order
lateral transshipments model will be developed.
Such model will include the distribution center
and the retailers. In the second year the study



will be expanded to varied manufacturer
production capability and service level. The

outcome of different inventory strategies to the

transshipment model will be investigated.

The contribution of the project will be
threefold: analyzing the relevant literature to

construct a suitable transshipment policy for
the practical logistic system; establishing a
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simulation model to evaluate the inventory —iTRiE — B HEEY AT
policies which incorporate with different : ”
transshipment policies; and analyzing the ) .

simulation results to suggest an appropriate 2

policy for the circumstance under investigation. N NI
Consequently such simulation model will TRNHRENITRSE REHHLLHTRRE

facilitate the managers to design proper policies

for their supply chain management and

improve their business performance.

Keywords:. Lateral Transshipment,
Inventory Policies, Simulation,
Supply Chain System
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