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Solving the Inventory Problem by Lincar Programming & Transportation Algorithms
Instead of the Classical Dynamic Programming Algorithm

Abstract

An Inventory Problem exists when it is necessary to stock physical goods or commodities for the purpose of
satisfying demand over a specified time. Almost every business (or country) must stock goods to ensure smooth and
efficient running of its operation.

Decisions regarding how much and when to order a commodity are typical of every inventory problem. The
required demand may be satisfied by stocking once for the entire time or by stocking separately for every time
period. The two cases correspond to over-stocking (with respect to one time period) and under-stocking (with

‘respect to the entire period)
An over-stock requires higher invested capital per time period but less frequent occurrences of shortages and

placement of orders.
An under-stock, on the other hand, decreases the invested capital per time period but increases the frequency
of ordering as well as the risk of running out of stock. The two extreme situations are costly.
Decisions regarding the quantity ordered and the time at which it is ordered may thus be based on the
» minimization of an appropriate cost function that balances the total costs resulting from over-stocking and

under-stocking.

The General Inventory Model:
“The objective of any Inventory Model is to answer two questions:
1. How much to order?

2. When to order?
The answer to the 1* question is expressed in terms of what we call the Order Quantity. It is the optimum amount

that should be ordered every time an order is placed and may vary with time depending on the situation under
consideration.

The answer to the 2™ question depends on the type of the inventory system. If the system requires periodic review at
equal time intervals (every week or month), the time for acquiring a new order usually coincides with the beginning
of each time interval. If, on the other hand, the system is of the continuous review type, a reorder point is usually
specified by the inventory level at which a new order must be placed.

The order quantity and reorder point are normally detcrmined by minimizing the Total Inventory Cost that can be
expressed as a function of its principal components in the following manner:

Total Inventory Cost = Purchasing Cost + Setup Cost + Holding Cost +
Shortage Cost

The Purchasing Cost becomes an important factor when the commodity unit price becomes dependent on the size
of the order

The Setup Cost represents the fixed charge descrved when an order is placed.

The Holding Cost represents the costs of carrying inventory in stock (i.e., interest on invested capital, storage,
handling, depreciation, and maintenance), normally increases with the level of inventory.

The Shortage Cost is a penalty incurred when we run out of stock of a needed commodity.

Usually, the Inventory Problem can be solved by using the Dynamic Programming Technique in Operations
Research in which the problem can be stated as follows:

Find the best Production Schedule to minimize the Production, Inventory, and/or Backorder Costs. The Cost
here can be defined as mentioned above.

In the present research, we introduced another two techniques of Operations Research: Linear Programming &
Transportation Models to solve the Dynamic Optimization Of Inventory Scheduling. Using these techniques
facilitate the solving of such problem when solved with the complicated Dynamic Programming Techniques.

We applied these two techniques and get better Schedule for the Wheat Commodity in Egypt in period Time
Interval from 1995 to 2004.
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