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Abstract

This paper studies a sequential resource allocation problem motivated by distribution opera-
tions of a nonprofit organization. The alternate objectives that arise in nonprofit, as opposed to
commercial, operations lead to new variations on traditional problems in operations research and
inventory management. Specifically, we consider the problem of distributing a scarce resource to
meet sequentially observed customer demand. In a commercial setting, the amount distributed to
each customer is determined to maximize profit; however, this objective may lead to inequitable
distributions among customers. Our work in a nonprofit setting solves the sequential resource al-
location problem with an objective function aimed at equitable and sustainable service. We define
service in terms of fill rate (the ratio of the allocated amount to observed demand) and develop an
objective function to maximize the expected minimum fill rate among customers. Through a dy-
namic programming framework, we characterize the structure of the optimal allocation policy for a
given sequence of customers. In addition, we address customer visitation sequencing by identifying
properties to consider in sequencing decisions to optimize the objective. For both inventory allo-
cation and customer sequencing decisions, we develop heuristic methods which yield near-optimal
solutions.

Subject classifications: Inventory/production: sequential resource allocation. Transportation.
Area of review: Manufacturing, Service and Supply Chain Operations

1 Introduction and Motivation

While America has the strongest national economy with a GDP of 13.2 trillion dollars in 2006, 12.3%
of its population was below the poverty line in that same year. Based on the most recent hunger
study from America’s Second Harvest, thirty-six million Americans suffer from hunger. Twenty-five
million of these Americans rely on America’s Second Harvest and their network of pantries, shelters
and soup kitchens for food. The largest suppliers to these agencies are regional and local food banks.
Food banks are large distribution centers which collect, store and distribute food. Much of this food
is donated by sources of surplus food such as supermarkets and grocery chains. According to the U.S.
Department of Agriculture, 100 billion pounds of food are wasted each year in the United States. The
goal of American’s Second Harvest (ASH) and the agencies in their network is to match surplus food
with those in need. This matching is a large-scale distribution and inventory management problem
that occurs each day at thousands of nonprofit agencies across the country. Much research has been

conducted on related supply chain problems in commercial settings where the goal of such systems



is either to maximize profit or minimize cost. Little work, however, has been conducted in nonprofit
applications. In such settings, the objectives are often more difficult to quantify since issues such as
equity and sustainability must be considered, yet efficient operations are still crucial.

Several decades of research in commercial supply chains have resulted in papers that model a wide
range of inventory management decisions. In general, these models are designed to maximize a firm’s
profit and provide useful insight in inventory management. Many firms assign a substantial budget
to R&D activities to improve the profitability of their organization; nonprofit organizations rarely
have funds for such activities. Unfortunately, many models developed for commercial settings are
not applicable to nonprofit organizations. It is essential to provide answers to inventory management
questions that occur in nonprofit organizations such as food banks, where the main objectives are to
ensure that food is distributed fairly and waste is minimized.

The Greater Chicago Food Depository (GCFD) is an active ASH member. According to a 2005
study by the GCFD and ASH, 500,000 people in the Chicago region are served by the GCFD each
year. Lisa Koch, GCFD’s former director of public policy, notes “more and more people are in need
of supplemental and emergency food, and we need continued support to shrink the gap between those
who need help and our means to provide it.” We have worked with the GCFD to address this gap,
focusing on their Food Rescue Program (FRP). The FRP distributes perishable food from donors (e.g.
supermarkets and restaurants) to agencies (e.g. shelters and soup kitchens). Over 80 donors and 100
agencies participate in the FRP, which moves over 4 million pounds of food annually.

The FRP operates 5 truck routes, each visiting, on average, 8 donors and 4-5 agencies daily. A
sample route is shown in Figure 1. Stop A represents the GCFD warehouse where trucks are housed
(referred to as the depot in this paper), stops represented by B through E are donors and stops F
through I are agencies. Due to operating schedules of the donor sites, routes first visit all donors
before visiting agencies. Routes are scheduled weeks in advance and remain fairly regular to facilitate
driver familiarity. The frequency of visits to a location over the course of a month depends on the
supply (for donors) and food need (for agencies).

Donation amounts are unknown until observed upon the driver’s arrival. All donated food is
accepted and loaded; there is typically ample truck capacity for the donated food. Food demand
depends on available storage and budget at the agencies; agencies are charged 4 cents per pound. Under
current operations, because of lack of personnel at agencies and timing of delivery operations, agency

requests are revealed only upon arrival. The allocation of food to agencies is left to the discretion of
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Figure 1: Sample Food Rescue Program route in Greater Chicago area

the driver who tries to satisfy an agency’s demand while reserving supply for the remaining agencies
on the route.

Given a set of donors and agencies, the driver’s decision can be modeled as a Sequential Resource
Allocation problem (SRA), where the resource in this case is food and allocation decisions are made as
demands are observed sequentially at each node (agency). The SRA with profit based objectives (SRA-
p) of maximizing revenue or minimizing costs has been studied by Bassok and Ernst (1995), Kumar
et al. (1995) and Berman and Larson (2001). Although cost-efficient operations remain desirable in
nonprofit operations, focusing purely on cost can lead to inequitable solutions. Our research considers
the SRA with an objective that considers equity (SRA-e).

In designing policies for the SRA-e, the following allocation and sequencing issues are addressed.

1. What is an appropriate objective to determine resource allocation to ensure equity?
2. Given an objective, what allocation policy should be implemented?

3. How should nodes be sequenced within a route to optimize the given objective?

In this paper, we answer these questions to develop operating policies for the SRA-e. In addition
to the Food Rescue Program, the SRA-e model is applicable in humanitarian and disaster relief
efforts, where the resources are scarce relief supplies. In Section 2, we review existing literature
on similar resource allocation problems for the commercial sector, as well as related problems with
equity and other nonprofit objectives. In Section 3, we develop the objective function for the SRA-e
and describe the dynamic programming framework used to solve the SRA-e. We address allocation

policies for a fixed route in Section 4 and the sequencing of nodes along a route in Section 5. In both



sections we derive analytical results which provide insights in developing effective heuristic methods.
In Section 6, we combine the heuristic allocation and sequencing methods and compare the results
against optimal operating policies. In Section 7, we present a numerical study to assess the value
of demand information, and in Section 8 we study the expected waste under the optimal allocation

policy. Lastly, in Section 9 we conclude the paper and discuss research extensions.

2 Literature Review

Several papers have addressed allocation for the SRA-p on fixed delivery routes in commercial op-
erations. Bassok and Ernst (1995) examine a system where demand is observed sequentially upon
arrival at a customer. Given varying profit margins by customer, the driver may be willing to trade a
sure profit for potentially higher profit at a customer later in the route. They show that the revenue
maximizing allocation policy at each customer is a threshold policy independent of customer demand.
Kumar et al. (1995) evaluate static and dynamic allocation policies in delivery routes with long travel
times between customers. Static policies are predetermined allocation amounts that do not change
once customers are visited, while dynamic policies adjust as demand is observed. In their model, the
driver has preliminary inventory information for customers, though actual inventory levels change dur-
ing vehicle travel. Berman and Larson (2001) study a similar problem in the allocation of industrial
gases. They apply an incremental cost structure to quantify the value of timely delivery and product
fulfillment. These papers optimize profit/cost-based objectives, where the profit/cost from serving a
customer is directly added in the objective function.

Some research on nonprofit applications have similar additive objective functions that maximize
utility /service or minimize costs, see Chou et al. (2008), Wong and Meyer (1993) and Johnson et al.
(2005). However, the majority of operations research literature in nonprofit settings incorporate equity
as an objective. See Pollock et al. (1994) for a review of operations research work in the public sector,
with a focus on government activities; and Johnson and Smilowitz (2007) for an overview of research
in community-based nonprofit operations. Gass (1994) discusses the differences between private and
public applications of operations research and notes the particular emphasis on equity in nonprofit
operations. Further, Savas (1978) identifies efficiency, effectiveness and equity as key performance
measures in nonprofit settings.

The literature has considered different methods to measure and incorporate equity. In Mandell

(1991), equity is measured with the Gini coefficient, and is incorporated as an objective in a multi-



objective mathematical programming model. This work considers the tradeoff between effectiveness
and equity as applied to the allocation of books to libraries. Campbell et al. (2008) explore two
objective functions for the local distribution of supplies in a relief effort. To minimize disparity in
response times to recipients, the authors consider the objectives of minimizing the arrival of supplies to
the last recipient and minimizing the average arrival of supplies. They show that the choice of objective
function can have significant impact on solutions. Swaminathan (2003) considers the application of
allocating scarce drugs to clinics and hospitals. In this work, tradeoffs between equity, effectiveness and
efficiency are modeled in an multi-objective mathematical program. In these papers, static decision
models, such as mathematical programs, are appropriate since decisions are made at a single epoch;
in our work, however, each node represents a decision epoch.

Our paper contributes to the literature by introducing a sequential allocation problem with a
nonprofit objective. By necessity, we employ a measure of equity and an objective function which are
different from what has been done in the literature. Because of the mathematical structure of the
objective function, the solution methods and results from commercial sequential allocation research
are not directly applicable. In this paper, we develop a new model and solution approaches to address

the unique problem motivated by the FRP.

3 Sequential Allocation Model

In Section 3.1, we develop the objective function for the SRA-e. In Section 3.2, we present the dynamic

programming formulation to solve the model with analytical results for optimal values.
3.1 Objective Function Development

Consider the simple FRP example presented in Figure 2, in which the supply is collected from one
donor (source) and distributed to two agencies (nodes). Since all donations are accepted and loaded,
our model aggregates donors into one supply source without loss of generality. The first decision epoch
for the SRA-e model occurs at node 1, which is the first agency visited on the route. Demand (D;) at
node ¢ follows the discrete probability distribution presented in the figure. Let d; denote the observed
demand at node i and x; denote the amount allocated to i. We define the fill rate at node ¢ as 3; = %
The amount of initial supply (so) is a known parameter of the model. Let s; denote the units of supply
available upon arrival at node #; therefore, s; = sg and s; = s;_1 — ;—1.

In the example in Figure 2, sg = 130 units of supply. Upon arrival at node 1, allocation is
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Figure 2: Example of a food distribution route
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determined to optimize a chosen objective function. For example, if the objective is to minimize
expected waste, it is optimal to satisfy all of the observed demand at node 1. Therefore, if d; = 80,
then x1 = 80, and if d; = 120, then z; = 120. As a result, the available supply upon arrival at
node 2 is so = 50 with probability 0.5 and ss = 10 with probability 0.5. The allocation at node 2 is
x9 = min{ds, s2}; the demand at node 2 is fully satisfied if possible. Considering all possible demand
realizations for the nodes, under the objective of minimizing waste, the expected waste is 2.5 units,
which is 2% of the initial supply. The expected fill rates at nodes 1 and 2 are E[3;] = 100% and
E[B2] = 56%, respectively.

The above solution minimizes expected waste (and maximizes expected distribution), yet there is
a 44% difference between the fill rates of the agencies. The goal of maintaining equity among agencies
is not achieved. To consider equity while maintaining a high level of distribution, we consider the
objective of magzimizing the expected minimum fill rate (i.e. max{E[min{B,G2}]}). Note that the fill
rates of all nodes are bounded below by the minimum fill rate and above by 1. Increasing the minimum
fill rate among all nodes improves overall distribution by increasing the fill rates of all agencies and
improves equity by reducing the difference between fill rates.

We show in Section 3.2 that using dynamic programming under this objective the optimal allocation
policy is as follows: If d; = 80, then 21 = 75, and if d; = 120, then z; = 87. As a result, sy = 55 with
probability 0.5 and sp = 43 with probability 0.5. As with the previous objective, xo = min{dz, s2}.
Considering all four possible demand realizations, the expected fill rates at nodes 1 and 2 are E[3;] =
83% and E[f#s] = 91%, respectively. The expected waste is 4.5 units, which is 3.5% of the initial and
only 1.5% more than the previous objective.

We focus on maximizing the expected minimum fill rate, which is consistent with the goals of the

GCFD:



e Fquity - This objective ensures that agencies are treated equally by serving an equitable portion

of each agency’s needs.

o Sustainability of each agency - Raising overall distribution ensures that all participant agencies
benefit from the food distribution program. Agencies are the most important means in helping

the hungry; sustaining them is a primary concern for the food bank.

e Publicity statement - The food bank can improve and publicize the level of service to all agencies
in the program. The decision process is more transparent, which can improve cooperation among
donors, agencies and the food bank. Good publicity is crucial for private funding and community

support.
3.2 Dynamic Programming Model

For a SRA-e consisting of N nodes in the fixed sequence 1 — 2 — --- — N, a dynamic programming
model can be generalized as follows. At each node, an allocation decision is made given the current
supply, observed demand at the node, minimum fill rate among nodes already visited, and demand
distributions of nodes yet to be visited. Suppose that nodes 1 to ¢ — 1 have been visited and the
resource allocation decisions resulted in fill rates 51, B2,...,08i—1. Let 5, - = min{f1, B2,...,Bi-1}.

To obtain z7, the optimal allocation policy at node ¢, we solve the following optimality equation:

Z) (51, B, di) = maxEp [1 A Bian A =E A Z0 D (85 — 24, B iy dig1) (1)

i+1 min d.
)

where aAb = min{a, b}, and Z (s;, ﬁfm;, d;) is the optimal expected minimum fill rate for the sequence

1—2—---— N, given that nodes 1 to i — 1 have been visited with a minimum fill rate 5!, and

min’

supply s; is available upon arrival at node ¢ which has demand d;. For node N, the last node in the

sequence, the allocation is the minimum of demand or supply: =3 = sy A dy, and

sy Ad
A O e R (2)

To find the optimal resource allocation at all stages, one needs to solve for Z (1)(51, ﬂ}mn, dy), where

1 .
mwn

= 1. The optimal expected minimum fill rate can be obtained as follows:
Z(s1) =Ep, |20 (s1,1,d)]. (3)

To simplify notation, let Bp,  (x;|s;, 3 mz}z’ d;) represent the expected minimum fill rate for allocation

x; at node 1.

BDi+1(xi|Si7/8$miL7d ) D1 LA min di A Z( +1)( - xuﬁmznv di+1):| . (4)



Equation (1) can be rewritten to maximize Bp,_, (-),

min’ man’?

Z(i)(si,ﬁi_l dz) :maXBDi+l(iL‘i|Si, i1 dz) (5)

Lemmas 1 and 2 characterize the behavior of the optimality equation (5) with respect to changes in

d; and s;. The proofs of all claims in this paper are presented in On-Line Appendix B.

Lemma 1. The family of functions BDi+1(xi|si,ﬂ;:i}1,di) is concave with respect to the allocation

decision, x;, and the supply, s;.

Lemma 2. The optimal value Z(s;, 51 d;):

min’?

(1) is non-decreasing with respect to supply, s;; i.e., if st > s, then Z(i)(sf‘,ﬂi_l d;) > Z(i)(sZB,ﬂi_1 d;).

min? man’?

(i) is non-increasing with respect to demand, d;; i.e., if d < dP, then ZW (s, 81 dAd) > 20 (s, 511 dP).

min’ 7t man’ 7't

Result (7) of Lemma 2 is intuitive: the supply at any point in the route constrains the allocation
amount. As s; increases, the optimal expected minimum fill rate cannot decrease. Since fill rates
are bounded by 1, then with Lemma 1 we conclude that the optimal value is an increasing concave
function of s; and is bounded by 1; i.e., Z(i)(si,ﬂf&}l,di) — 1 as s; — 0o0. The intuition behind (i7)
is slightly different. As demand increases, a larger allocation is necessary to maintain a fill rate level,

which reduces the amount available for nodes yet to be visited; thus, as demand increases, the optimal

expected minimum fill rate cannot increase.

4 Resource Allocation Policies

In this section we study resource allocation policies. In Section 4.1 we characterize the structure of
the optimal allocation policy and its corresponding optimal values. Based on the insights from this

analysis we construct a heuristic allocation policy, presented in Section 4.2.
4.1 Optimal Allocation Policy

To gain insights into the structure of the optimal allocation policy, we first study a case with two
nodes. We later show that the insights from the two-node SRA-e also hold for systems with more than

two nodes. For a two-node problem, the optimality equation (1) is:

Z(l)(Sl, 1,dy) = max Bp,(r1]s1,1,d;) = maxEp, |1 A T s1— xl].
Tl T dl d2



Since the second node is the last node visited, its allocation is (s — 1) A da2, which is the minimum

of available supply and observed demand. The objective function value of the entire sequence is:
Z(s1) =Ep, |20 (s1,1,d1)]. (7)

The structure of the optimal allocation policy, =7, with respect to d; and s; is illustrated in Figure
3 for a two-node example where both nodes observe Normally distributed demand with p = 60 and
o = 18. The initial supply, s1, ranges from 10 to 250, and the observed demand at node 1, dy, ranges
from 13 to 103.
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Figure 3: Optimal resource allocation policy z] as a function of d; and s;

From Figure 3, we see that z7] is non-decreasing in d; for any value of s;. For each value of sy, z7
follows a piecewise function with respect to d;. The piecewise nonlinear structure has the following
property: there exists a value of demand, Ty(s1), such that if d; < Ty(s1) then ] = d;. For any value
of d; z7 is piecewise linear function of s;1. For each value of d;, there exists a value of supply, Ts(d1),
such that if s; < Ts(dy), then z7 is a linear function of s;; otherwise z} = d;.

We prove these observations in Theorems 1 and 2. Theorem 1 characterizes the threshold structure

of the optimal solution with respect to demand at node 1, and Theorem 2 presents the sensitivity of
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the optimal solution and objective value with respect to supply.

Theorem 1. (Structure of Optimal Resource Allocation Policy) In a two-node SRA-e problem,
for a given supply s1, the optimal allocation x7 is a piecewise function of dy. Specifically, there exists

a threshold, Ty(s1), such that:
(1) if di < T4(s1), then the optimal allocation, xi = d;.
(13) if di > Ty(s1), then the optimal allocation, 7 = Hi(s1,dy), where Hy(s1,d1) < d;.

(7it) the threshold value, Ty(s1), is non-decreasing in s1, and Hy(s1,d1) is a strictly increasing concave

function of dy.
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Figure 4: Optimal resource allocation policy (left) for a given value of s; = 100 and (right) for a
given value of d; = 60

For s1 = 100, the structure of the optimal allocation policy with respect to dj is illustrated in Figure
4(left) for the two-node example in Figure 3. The threshold value is T7,;(100) = 45. If demand at
node 1 is relatively small (i.e., dy < Ty(100) = 45), then demand at node 1 can be fully satisfied with
sufficient supply left to satisfy demand at the second node. For d; > Ty4(100) = 45, it is not optimal
to fulfill node 1’s demand in full, 7 = H;(100,d;) < di, and as d; increases, supply must still be
held for the second node. Therefore, the allocation will not increase at the same rate as demand, and

H,(100,d;) is an increasing concave function of dj.

Theorem 2. (Sensitivity of the Optimal Resource Allocation Policy to Supply) In a two-

node SRA-e problem, for a given demand dy there exists a supply level, Ts(dy), such that:

(7) for s1 < Ts(dy), the optimal allocation, x7 = Hi(s1,d1) < di, where Hi(s1,d1) is an increasing
linear function of sy (i.e., Hi(s1,d1) = asy). Furthermore, the optimal objective function value

at node 1, Z(l)(sl, 1,dy) is increasing with supply s1 at a constant ratio, 6.
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(13) for s1 > Ts(dy), the optimal allocation, x = d.
(7i1) Ts(d1), o and 0 are non-decreasing in dj .

If s1 = T5(dy), then 27 = d; and the optimal allocation does not increase with increased supply since
allocations cannot exceed demand. However, for s; < Ts(d;), then z] < dy; intuitively, the allocation
will increase to raise the expected minimum fill rate. Further, Theorem 2 states that the optimal
value, Z (1)(31, 1,d1) increases linearly with s if s7 < Ts(d1) at a rate which is independent of supply.
This rate is solely determined by the observed demand at node 1 and the demand distribution at node
2.

For d; = 60, Figure 4(right) illustrates the allocation policy with respect to s; for the two-node
example from Figure 3. In this figure, T5(d;) = 120 and a = 0.5. Note that for s; = 50, 2] = 25 < d;.
In this case, as s; increases, ] increases linearly at a rate of o until s; = T5(d;) and z} = 60.

Since x] = Ts(dy) for dy = Ts(dy), the results from Theorem 2(i and 4i) imply that Ty(s1) is non-
decreasing in s;. Similarly, the results from Theorem 1(i and %) imply that Ts(d;) is a non-decreasing

concave function of dy; and since, dy = aTs(dy), then « is also non-decreasing in dj.

Impact of Variability

Using a simple case, we show counterintuitive behavior of the objective function with respect to
variability of demand. Suppose that the demand distributions of both nodes of a two-node SRA-e
follow discrete symmetric distributions with the same mean, shown in Figure 5(left), where the value

of p; is different for each node.

Probability, P(D)
Probability, P(D))

-k M Ptk AR,
Demand, D, Demand, D,

Figure 5: left: Discrete demand distribution; k& < pu, and p; > %. right: Discretizing a continuous
demand distribution

Proposition 1. Given two nodes following the demand distributions in Figure 5(left), there ezists a

supply s', such that if so < §', increasing the demand variability of node 1 (by decreasing p1) increases

11



the expected minimum fill rate, where

;o 2u(2u + k) (p2p + k)
(L +p2)(p+ k)2 — (1 —po)p?

Proposition 1 claims that if sg is less than threshold s, then increasing the variability in demand in
node 1 improves the objective function, which is contrary to common intuition that demand variability
worsens system performance. In our SRA-e model, we observe several cases where increasing demand
variability leads to higher system performance. One reason for these dynamics is that low supply levels
result in low fill rates. In this case, increasing demand variability increases the probability of lower
demand observations, and therefore increases the expected fill rates. For high supply levels, lower
demand observations are satisfied fully resulting in a fill rate of 1, which is the maximum; therefore,
the solution does not benefit from the increased probability of lower demand values.

Note that by including more levels of demands, this discrete representation of a distribution in
Proposition 1 can be generalized to mimic the shape of symmetric unimodal continuous probability dis-
tributions as shown in Figure 5(right). While this exponentially increases the number of combinations

to consider in the analysis, it does not change the derived insight from Proposition 1.

Numerically solving for the optimal resource allocation policy for the SRA-e is computationally

~1.d;), is evaluated for a three-dimensional state

intensive since the optimality equation, Z (Z)(S“ in

space. To numerically evaluate Z(sg), it is necessary to discretize the state space. Let {4, £g and ¢4
represent the number of discretization intervals for supply, fill-rate and demands, respectively. The
number of intervals for the resource allocation (¢;) is dependent on supply, demand and fill-rate. If

s; > dj, then ¢, = Egﬁ

in» Since x; is constrained by the minimum fill rate and is chosen to meet the

fill rate intervals. If s; < d;, then z; is also limited by supply, thus ¢,, = 65( in LA s ) For an N-node
SRA-e, at node N, there are £,{gl 4 possible states, and Z () (+) is determined with one computation for
each state since the optimal allocation policy is sy Ady. For nodes 2 through IV —1 there are also £/l
possible states each, and Z((.) is evaluated with £,, computations for each state to determine the
optimal allocation. For node 1, there are £, possible states since s; = sy and ﬂgm = 1; the evaluation
of Z (0)(-) requires /5, computations for each state to determine the optimal allocation. In total,
the number of computations needed to evaluate Z(sg) is equal to £gl,, + Ef\;_ll(fsﬁgﬁdézi) + lslgly.

For a three-node SRA-e, where supply and fill rate are discretized into 100 intervals and demand is

discretized into 20 intervals, the number of computations necessary to determine x] and evaluate Z(sg)

12



is on the order of 10%. Further, the computations needed to solve the dynamic program grow with the
number of nodes. This highlights the need for near-optimal heuristics that are easy to calculate. We
consider heuristic policies which produce allocation policies that mimic the structure of the optimal

policy and result in a near-optimal objective value.
4.2 Resource Allocation Heuristics

With the insights from two-node models, we develop a heuristic solution for the N-node problem
which we call the Two-node Decomposition (TND) heuristic. TND decomposes the N-node SRA-e

into sequential two-node problems; therefore, we first develop a two-node allocation heuristic.
4.2.1 Two-Node Problem

Based on Theorem 1, for a given supply at node 1 in a two-node problem, the optimal allocation policy
can be reasonably approximated by a piecewise function consisting of a linear function and a concave
function. Therefore, a two-node allocation heuristic policy at node 1, Z1, would take on the structure:
1 = min{ﬁl(sl, dy),d1}, where ﬁl(sl, dy) is an approximation of Hi(s1,d).

Suppose p is a forecast for demand at node 2. Using this forecast, our heuristic obtains H 1(s1,d1)

by solving Hl(;i’dl) = Sl_Hlp(Sl’dl), which yields fIl(sl, dy) = s1 dldj—p’ We plot &7 as a function of d; in

Figure 6 for s; = 100 and an arbitrary value for p; i.e., p = 55.

4,

$=H (100,d,) =100
e d,+55
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10 10 éﬂ 4n ] 5" !;l] 70 80 ‘;D ]l]] ilﬂ 111]
DEMAND AT NODE 1

Figure 6: Heuristic allocation policy

The heuristic allocation curve in Figure 6 is similar in shape to the optimal allocation curve in
Figure 4(left). Note that if forecast p is accurate (i.e., p is exactly equal to the demand at node 2),
then our heuristic results in the optimal allocation policy (i.e., Hi(s1,dy) = Hi(s1,dy)). If one cannot
guarantee a precise value for p, which is generally the case, one must choose p such that ]:Il(sl, dy)

approximates Hj(sy,d;) as accurately as possible.

13



It is clear that p depends on the magnitude of and variability in the demand of node 2. Our
heuristic bases the value of p on the median of the demand (72), to capture the magnitude, adjusted
by a correction factor (d2,/02), to account for demand variability. Specifically, p is calculated as
follows: p = mgo + d2,/02, Where d2 = %, which is the difference between median demands
standardized by the average median demand.

The correction factor (d2./02), consists of o2 to account for demand variability in node 2, and d,
to account for dissimilarity in the demand magnitude between nodes 1 and 2. Dissimilarity in the
demand magnitude affects fill rate value of supply at each node. For example, if demand at node 1 is
significantly lower than that at node 2, then increasing the allocation to node 1 by one unit has more
impact on its fill rate than increasing the allocation to node 2 by one unit. In this case the correction
factor would be negative, since m; < Mg, to reduce the value of p. Similarly, if the demand magnitude
at node 1 is significantly greater than that at node 2, then the fill rate value of supply at node 2 is
greater and the correction factor would increase the value of p.

From numerical studies, we find that basing p on median is more effective than basing p on mean
for a wider variety of demand distributions. For example, if the demand at node 2 is strongly skewed
to the left, the probability of demand being significantly more than p is much larger than 0.5. Basing p
on mean would assign too small a weight on node 2’s demand and therefore, allocate too much to node
1. However, when p is based on median, regardless of the shape of the distribution, the probability
that the demand be smaller or larger than median is always 0.5, so the inventory reserved for node 2
will not be too large or too small. A similar argument holds for demand distributions that are skewed
to the right. For symmetric distributions, using median is identical to using the mean.

The complete two-node allocation heuristic can be written:

.@1 = min{ﬁl(sl,dl),dl} (8)

dy

H s1,d1) = s —
1o, dy) Yy + (s + 82y/02)

4.2.2 N-Node Problem
The TND heuristic consists of three phases:

Phase 1. Decomposition: The N-node problem is decomposed into sequential two-node problems.
For example, at node 1, the TND heuristic solves a two-node SRA-e consisting of nodes 1 and 2.

At node 2, the method solves another two-node SRA-e consisting of nodes 2 and 3, and so on.
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Phase 2. Supply Allotment: For each sequential two-node SRA-e, the available supply is divided
so that one portion is allotted to solve the two-node problem and the other is reserved for the
other nodes not yet visited. For example, for N = 5, a portion of s; is allotted for the two-node
problem for nodes 1 and 2, and the rest is reserved for nodes 3, 4 and 5. At node 2, a portion of
s9 is alloted for the two-node problem for nodes 2 and 3, and the rest is reserved for remaining
nodes 4 and 5, and so on. The allotment (§;) for the two-node SRA-e for nodes ¢ and i + 1 is

determined by:
. . _'_ .
5 = Silu’z N,uz-i-l (10)
Zj:i Hj

At each visit, §; is calculated so that an appropriate amount of supply is available for allocation
to the two-node problem ¢ and ¢ + 1. The fraction of available supply s; that is allotted to the
two-node problem, §;, is proportional to the average demand of the two node relative to the total
average demand of the unvisited nodes. Note that, although one can also base the allotment on
median, we observed in our numerical study that using medians instead of means to determine

supply allotments reduces the effectiveness of the TND algorithm.

Phase 3. Resource Allocation: For each sequential two-node problem consisting of nodes i and
j with the alloted supply §; determined by (10), the two-node allocation heuristic is used to

determine the allocation amount:

&y = min{ H;(8;,d;), -1 d;} (11)

min
A~ dl
H, §7d :§ ~

Note that (11) includes the term :i,;il, the minimum fill rate among nodes visited, which differs

(12)

from (8). In the N-node problem, ﬁ;n_z; depends on the observed demand and allocation decisions

at nodes 1 to i — 1; in the two-node problem, 3% . = 1. Allocation according to (11) implies

that there is no incentive to allocate an amount that will result in a higher fill rate than ;;ziw
which is the current minimum fill rate since the objective is to maximize the minimum fill rate

of the entire sequence. One would rather reserve supply to address future demand volatility.

The TND heuristic algorithm begins at node 1 with initial supply, sg, and steps through the three

phases as each node is visited. The following is a complete description of the algorithm:
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TND Heuristic Allocation Algorithm

Step 0: Initialize i = 1, s1 = sg and ﬁgwn =1.

Step 1: Determine supply allotment, §;, using §; = s; “J ’:“ ’;1“]

Step 2: Determine resource allocation, Z;, for the two-node problem for nodes ¢ and
i+ 1 after observing d;: using Z; = min{ H;(3;,d;), 8.1 d;}, where
H‘(gi’d') =Sig +(m1+1-g61+1\/ﬁ)

Step 3: Update 3., = Br.in LA 5’ and s;11 = 8; — ;.

Step 4: If i+ 1 < N, then set ¢ = i+ 1 and go to Step 1. Else i1 +1 = N STOP;
IN = SNy ANdy.

Note that the TND heuristic algorithm reduces to the two-node allocation heuristic when N = 2.
4.2.3 Excess Priority and Excess Sharing Heuristics

We evaluate the performance of the TND heuristic against the optimal allocation policy, as well as
four heuristic allocation policies developed as benchmarks to evaluate the performance of our TND
heuristic: (i) Excess Priority heuristic based on mean, (ii) Excess Priority heuristic based on median,
(iii) Excess Sharing heuristic based on mean, and (iv) Excess Sharing heuristic based on median. All
of these heuristics consider a threshold value x; for node ¢, and allocate inventory z; to node i as

follows:
Ch K : if dj > k;

Excess Priority Heuristic Based on Mean:

(o

Under this heuristics, initial values for thresholds &, ), for all 7, are calculated based on the mean of

demand at all nodes as follows:

(o) 223
K/i = SONi. (13)
Zj:l Hj

These initial thresholds are updated after the demand at a node is observed. Specifically, after visiting
node 4, if there is excess supply (i.e., if node i requests less than its assigned threshold), then the
excess is available immediately for allocation to node ¢ + 1. Under Excess Priority heuristics, after

allocation at node i, only the threshold value at node ¢ + 1 is updated. More formally, suppose that

’%(21 is the updated threshold at node ¢ + 1 after nodes 1 to ¢ are visited. Then, after visiting node i,

(@)

the value of k for node 7 + 1 is obtained as follows:

41
@ _ [ e+ Y —dy) o ifdi < mlY
Kit1 = (o ) if d; (i—1)
Kyt : i > K;

Note that, upon arrival to node i + 1, the heuristic tends to allocate all the excess (unused) supply at

node i (i.e., /152'71) —d;) to node i + 1 by increasing the initial threshold at node ¢ + 1 from /15_031 to
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Ei)l + (ngi_l) —d;). If there is no excess supply at node 7, then the initial allocation threshold at node

K
i+ 1 does not change.
The Ezcess Priority Heuristic Based on Median is analogous to the above, except median m; is

used in place of mean u; for alli=1,2,..., N.
Excess Sharing Heuristic Based on Mean:

The Excess Sharing Heuristics use the same initial values for threshold as in (13). However, after
visiting node i, if there is excess supply (i.e., if the demand in node i is less than its assigned thresh-
old), then the excess is shared among all remaining nodes, by revising all thresholds in those nodes.

(@)

Specifically, after visiting node ¢, the thresholds k;  are revised for all nodes j =i+ 1,i+2,..., N as

follows: : o o

i—1 ‘ifl . 12} X . < ‘ifl
+ (K dz)izkj\,:iﬂﬂk o ifd; < ’%'

if d; > Hz(»z_l)

The FExcess Sharing Heuristic Based on Median is analogous to the above, except median m; is used

in place of mean y; for all e =1,2,..., N.
4.2.4 Performance Evaluation of Allocation Heuristics

In the numerical study, we evaluate the performance of our TND, excess priority, and excess sharing
heuristics with that of the optimal allocation policy

In our numerical studies, we consider instances with 2 to 7 nodes. In the FRP, the majority of routes
visit 7 agencies or less. Demands are observed from gamma distributions, which allow the modeling of
settings with low and high variability corresponding to coefficient of variation (CV) less and greater
than 1. Demand distributions are discretized into equally spaced intervals and all possible sample
paths are enumerated to calculate the performance of each allocation policy. Table 1 summarizes the
SRA-e scenarios in our analysis, which can be organized into three categories.

Node sets A to D consist of nodes with identical demand means, either low (50) or high (150).
The CVs of the demand within the sets are uniformly distributed over a range. We consider a wide
range of CV (0.5 - 1.5) and a narrow range (0.75 - 1.25). For example, for an instance with 5 nodes
with the wide range of CV, the CV’s assigned to the 5 nodes are 0.5, 0.75, 1.0, 1.25, and 1.5. For
node sets A to D, we consider five sequences: The CV~" sequence visits nodes in order of lowest to
highest CV, and the CV ™ sequence visits nodes in order of highest to lowest CV. The CV” sequence

places the higher CV nodes in the middle of the route and the lower CV nodes at the beginning and
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’ Node set ‘ " CV ‘ Sequences ‘

A 50 05-15
B 150 05-15
/! N A v ~
C 50 0.75 - 1.25 CV/, OV, CVh, CVY, CV
D 150 0.75 - 1.25
E 50 - 150 0.5
F 50 - 150 1.5
SN N Y
G 75 - 125 0.5 s o s oy s
H 75 - 125 15
! 50-150 Large O‘vii‘;hl'lzr e CV
ge p g cv/, OV, CVA, VY, oV~
Large p with small CV

Table 1: SRA-e scenarios in numerical study

end of the routes. The CV" sequence is the opposite, where the higher CV nodes are at the beginning
and end of the routes, and lower CV nodes are in the middle of the route. Finally, the C'V"™ sequence
alternates the nodes with low and high CV.

Node sets E to H consist of nodes with identical CV, either low (0.5) or high (1.5). The mean
demand within the node sets are uniformly distributed over a wide range (50 - 150) or narrow range
(75 - 125). We consider five sequences: N, pV and p~ which follow the same sequencing
logic as CV sequencing.

Node sets I and J, consist of nodes with different 1 and CV; p is uniformly distributed from 50 to
150 and CV is distributed from 0.5 to 1.5. In node set I, the nodes with large p have high CV and
in node set J, the nodes with large p have low CV. For both sets, we consider the same sequences as
node sets A to D.

We consider the five sequences for each of the ten node sets in Table 1, resulting in 50 different
routes for instances with 3 to 7 nodes. In two-node instances there are only two possible sequences
resulting in 20 different routes. For each of these 270 routes, we consider five levels of initial supply
ranging from 0.5 to 1.5 times the total mean demand of the nodes in a route (i.e., Zf\il ;). In total,
our study evaluates each allocation policy in 1,350 different scenarios.

Let gy represent the objective value for the TND heuristic, and let g, and gz represent the
objective values for the corresponding mean and median allocation heuristic policies, respectively.
Table 2 lists the average and maximum optimality gaps (i.e. Z — gj) for the five policies considered.

In our numerical analysis we observe the following:
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TND Excess Priority Excess Sharing

Number of Z—gn Z— gy Z— gm Z— g, Z— gm
nodes Avg Max | Avg Max Avg Max Avg Max Avg Max
2 0.6% 2.6% | 3.0% 155% | 4.9% 23.9% | 3.0% 15.5% | 4.9% 23.9%

0.7% 3.0% | 4.7% 12.7% | 6.8% 26.9% | 5.4% 13.2% | 8.4% 27.7%
0.8% 2.9% | 6.2% 135% | 7.7% 29.8% | 81% 14.7% | 10.3% 31.9%
1.2% 32% | 7.6% 14.0% | 91% 33.4% | 10.5% 18.0% | 12.9% 37%

1L.7% 4.2% | 88% 14.5% | 104% 36.1% | 12.8% 21.0% | 15.2% 40.8%
7 23% 4.9% | 9.8% 15.5% | 11.5% 37.2% | 14.8% 23.7% | 17.2% 43.0%

S O W

Total 1.3% 4.9% | 7.1% 15.5% | 88% 372% | 9.1% 23.7% | 11.5% 43.0%

Table 2: Average and maximum optimality gaps

e For all policies, the average optimality gaps increase with the number of nodes. On average,
the TND heuristic is within 1.3% of the optimal allocation policy and at worst less than 5%
from optimal for routes up to seven nodes. The TND heuristic errors trend upward for larger
problems; however, the heuristic’s performance is significantly better than that of the other four

heuristics in most cases.

In a direct comparison, the TND heuristic is, on average, 5.8% and 7.5% better than the excess
priority mean and median objectives, respectively, with maximum differences of 15.4% and
32.3%. Even though the differences between the TND heuristic and excess priority median
heuristic is large, there are cases in which the excess priority median heuristic results in a higher
objective than the TND heuristic. These cases are typically in node sets A, B, I and J with the
CV /" sequence. The differences are, on average, less than 0.5% and as high as 1.5%, which are
relatively small when compared to the difference in cases where the TND heuristic is better. For
node sets A, B, I and J, where nodes are visited in CV~" sequence, the optimality gap of the
excess priority median heuristic is much smaller than the aggregated results in Table 2. For these
scenarios, the average gaps range from 0.7% for a two-node problem to 3.7% for a seven-node
problem. Therefore, in these cases, both the excess priority median and the TND heuristic are

effective approximations for the optimal policy.

The excess priority mean and median heuristics are, on average, 2.0% and 2.7% better than the
excess sharing mean and median heuristics, respectively. This may seem counterintuitive since
the excess sharing policy seems more equitable as it redistributes the excess supply among all
nodes not yet visited. However, this redistribution is calculated based on the assigned thresholds

that may not be optimal. Therefore, it is better to use the excess supply as needed now (when the
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demand is realized) rather than redistributing the excess among remaining nodes, expecting that
they will definitely be needed later in the remaining nodes. This, as we observed in our numerical
study, leads to excess priority heuristic producing less waste than excess sharing heuristic, and

therefore a more effective inventory allocation.

In Table 3, we present the average and maximum optimality gaps, as well as the percent of cases
in which the TND objective is within 2% of the optimal value for each node set. The detail results
for Excess Priority and Excess Sharing heuristics are presented in On-Line Appendix A. The TND
heuristic performs within 2% of the optimal allocation policy for a significant majority of cases. For
scenarios with higher demand variability (sets B, F, H, I and J), the gaps are slightly higher. The
sharpest comparison is the difference between sets E and G to F and H, respectively, which are sets
with the same mean but with different CV. The TND heuristic is based on approximating demand,
and therefore will have lower optimality gaps for settings with more predictable demand such as in
sets E and G. However, for settings with more demand variability as in sets F and H, the average
optimality gap is less than 2% and in 77% of the cases in these two sets, the performance of the

heuristic is within 2% of that of the optimal allocation policy.

A B C D E F G H I J

Average optimality gap | 1.1% 1.2% 1.1% 1.1% 08% 1.8% 0.7% 1.8% 14% 1.2%

Maximum optimality gap | 3.6% 3.7% 3.1% 3.0% 3.2% 4.9% 2.6% 4.2% 4.3% 4.4%
% of cases gap < 2% 93% 8% 91% 91% 9% 83% 99% 1% 8™% 90%

Table 3: TND heuristic optimality gaps by node sets

The numerical studies show that the TND heuristic determines an allocation policy which results
in significantly better objective values than the benchmark policies. The heuristic’s objective is within
2% of an optimal allocation policy in about 90% of the cases. Although the gaps of the TND heuristic
increase with route size, they remain significantly better than the benchmark heuristics errors which
increase at a higher rate. Given the service time at a node and the travel time between nodes, many
pick-up and delivery applications are limited in the number of stops per route, see pickup and delivery
test cases presented in Savelsbergh and Sol (1995). Service times in the FRP are approximately 10-20
minutes for donors and 15-30 minutes for agencies, and travel distances between nodes are between 10
to 20 minutes. It is easy to see that routes are not likely to visit more than 7 agencies, since donors
must be visited on routes as well. Our heuristic is valuable as well in applications with many nodes

per route, since the computational complexity does not allow one to compute the optimal allocation
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policy.
5 Sequencing Policies

Sequencing nodes in the SRA-e along a route impacts the expected minimum fill rate, as shown in
Section 4. In the case of the FRP, this can also impact the distance traveled and the associated travel
cost. However, if travel costs are low compared to stopping costs, or if all locations are located in
a dense area (such as the agencies in Figure 1), then the total distances or costs of the visitation
sequences do not differ significantly. In such settings, it may be beneficial to find the best sequence of
nodes that optimizes the fill rate objective.

The impact of sequencing can be significant; consider the example in Figure 2. Let the demand at
node 1 remain the same, but the demand at node 2 be either 10 or 90 with equal probability. When
node 1 is visited first, given so = 130, we have Z = 70%. If node 2 is visited first, then Z = 82%
which is 12% higher. This is a simple example that shows sequencing can have a significant impact
on the objective value. In this section, we address the sequencing decision when given a set of nodes
to visit. We begin with a study of optimal sequencing policies for special cases in Section 5.1. Based
on these results we construct a sequencing heuristic for general problems, which we present in Section

5.2.
5.1 Optimal Sequencing Policy

To investigate the impact of mean on the optimal sequence, we first study a two-node problem where
nodes observe demands from the same family of distributions with different means, but with identical
standard deviations. In this case, we are able to show that it is optimal to sequence the node with

lower demand mean first.

Theorem 3. In a two-node SRA-e problem in which two nodes observe demand from the same family
of distributions with different means, but with identical standard deviations, visiting the nodes in

increasing order of demand mean will result in a higher expected minimum fill rate.

We now consider a case where nodes observe demand from distributions with identical means but
different standard deviations, such as the discrete demand distribution in Figure 5(left) in Section

4.1.
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Theorem 4. In a two-node SRA-e problem in which two nodes follow the demand distributions in
Figure 5(left), if p1 < p2, then the expected minimum fill rate is greater when node 1 (which has a

higher standard deviation) is visited first.

Theorem 4 suggests that it is optimal to sequence the nodes in decreasing order of standard
deviation. This result is not surprising; it is intuitive that visiting the node with higher demand
variability first is preferable. This sequencing minimizes the effect of variability, since the demand at
the first node is observed and the uncertainty arises from the second node which has more predictable
demand.

In Theorem 3, the demand variability of both nodes are identical in an absolute sense, since they
have identical standard deviation. However, their coefficient of variations (CV), a measure of relative
demand variability, differ since the distributions have different means. The node with the smaller
mean has higher CV, and thus higher relative demand variability. The result in Theorem 3 implies
that it is better to visit the node with higher relative demand variability first, which is consistent with
the insight from Theorem 4.

Both Theorem 3 and 4 imply that relative CV can be a good rule for sequencing nodes. This

principle of sequencing in decreasing order of CV is extended to more general problems next.
5.2 Sequencing Heuristic

Following Theorems 3 and 4, we define the following routing heuristic for more general problems.

Sequencing Heuristic: Sequence nodes in decreasing order of CV. If C'V’s are identical, sequence

nodes in decreasing order of standard deviation.

We test the sequencing heuristic in two- to six-node instances with node sets described in Table 1
under the optimal resource allocation policy. For a N-node problem, the optimal sequence is found
by comparing the objective function of all N! sequences under their corresponding optimal allocation
policies. Therefore, we limit the tests to routes of six nodes or less. We consider five supply levels
for the 10 node sets, resulting in 50 cases for each route size. In total, we evaluate the sequencing
heuristic in 250 different scenarios. The results are summarized in Table 4.

The first row in Table 4 presents the percent of cases in which the heuristic determines the optimal
sequence. The second row presents the percent of cases in which the difference between expected

minimum fill rate of the heuristic sequence and that of the optimal sequence is less than 1%. Lastly,
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Number of nodes

2 3 4 5 6 Total
Optimal sequence chosen 64% 50% 44%  44%  32% | 47%
Within 1% of optimal sequence | 96%  96% 98% 100% 100% | 98%
Maximum optimality gap 1.5% 1.3% 1.1% 09% 0.8% | 1.5%

Table 4: Effectiveness of the sequencing heuristic

the third row presents the maximum difference in objective function value between the sequencing
heuristic and optimal sequence.

In general, in 47% of cases, the sequencing heuristic chooses the optimal sequence. These cases
are typically in routes where nodes vary in CV; i.e., A, B, C, D, I and J. In these sets, the sequencing
heuristic chooses the optimal sequence in 75% of cases. For node sets where nodes have identical CV
(sets E, F, G and H), the sequencing heuristic chooses the optimal sequence in only 4% of these cases.
However, the heuristic chooses a sequence within 1% of the optimal 98% of the time and the maximum
difference in objective for all cases is 1.5%. These results confirm that the sequencing heuristic is an

effective method to determine a near-optimal visitation sequence.
6 Resource Allocation Heuristic with Sequencing Heuristic

In this section, we evaluate the performance of our sequencing and TND heuristics when used together
to solve the SRA-e problem. For each node set described in Table 1, we determine the optimal sequence
under optimal allocation and calculate the optimality gap in expected minimum fill rate from: the
same optimal sequence under our TND heuristic (Segopt Allocpe, ), our heuristic sequence under optimal
allocation (SeqpeyAllocyy:), and our heuristic sequence under our allocation heuristic (SeqpeyAllochey,).
The results for two- to six-node problems, averaged over supply levels for each node set, are shown in

Table 5.

Number of || SeqoptAllochey, | SeqnewAllocop: | SeqnenAlloche,
nodes Avg Max Avg Max Avg Max

2 0.5% 26% |02% 1.5% | 1.0% 2.6%
3 06% 1.8% |02% 13% |08% 2.0%
4 1.0% 26% |[02% 11% |09% 1.7%
) 1.5% 3.0% |[02% 09% |13% 21%
6 21%  42% | 02% 08% |1.8%  3.3%

Total 1.1%  42% [ 02% 1.5% | 12%  3.3%

Table 5: Average and maximum optimality gaps

The results for SegoptAllocye, consider only one sequence (i.e., the optimal sequence), and thus
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differ from the results in Table 2 that are averages over five sequences. The optimality gap values for
Seqopt Allocpe, are consistent with those from Table 2, with low average and maximum values at 1.1%
and 4.2%, respectively. The results for Segpe,Allocy,: are from the same data summarized in Table
4; here, we include the averages. The average and maximum optimality gaps for Seqpe, Alloche, are
1.2% and 3.3%, respectively. These values are not significantly different from the gap values when
only one heuristic is implemented, thus there is no compounding effect in combining the heuristics.

We can conclude that combining the sequencing and TND heuristics results in near optimal solutions.

7 Value of Information

In some applications, it may be possible to obtain demand information prior to visiting the first node.
In this section, we evaluate the benefit of advanced demand information. In Section 7.1, we compare
the performance of the SRA-e in the case of unknown demands with the case where all demands are
known (complete information). In Section 7.2, we consider a setting where demand information is

only available from a single node (partial information).
7.1 Complete Information

Let v, represent the walue of complete information: the absolute difference between the objective
value when the demand at all nodes are known before visiting the first node and when demand is
revealed only upon arrival at a node. We limit the numerical study to routes of six nodes and compute
the maximum expected minimum fill rates for the routes described in Table 1, for a total of 250
scenarios. From our results, the average and maximum value of v. over all scenarios is 9.1% and
18.7%, respectively. The average value of complete information is between 9% and 10% for each node
set except E and G, where the average v, is 6.8%, due to the low CV values in these sets. Based on

the data, we make the following observations:

Observation 1. The value of complete information (v.) is increasing with increasing variability of
demand (i.e., CV) at all nodes. Furthermore, the value of information is decreasing as the initial

supply (so) becomes very large or very small.

Observation 2. For a given set of nodes, the mazimum value of complete information (v.) is obtained

when the nodes are sequenced in increasing order of demand variability.
As an example, consider scenarios in node set E and G with supply greater than the average demand
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of the route. The average value of complete information is only 1.2% and at most 2.5%. In such
scenarios, obtaining complete information does not provide significant benefit. In contrast, consider
scenarios in node sets A, B, C, D, F, H, I and J with supply lower than the average demand of the
route, and routed in either CV~" or u/". The average value of v, is 16.6% and at most 18.7%. In these
cases, obtaining complete information significantly improves the objective of maximizing the expected
minimum fill rate.

The intuition behind Observation 1 is as follows. It is clear that the value of information increases in
variability in demand, since as the variability in demand increases, predicting demand in nodes becomes
more difficult. To understand the impact of initial supply on the value of information, consider an
extreme case that the initial supply is very limited, e.g., sg = 2 and the average demand in each node
of a three-node problem is u; = 100 for ¢ = 1,2,3. Note that, in this case, having complete demand
information does not have much impact on the allocation decision, since the minimum expected fill
rate would be zero, regardless of whether the demand information is utilized or not. However, as
the initial supply increases, the demand information becomes more useful, and therefore the value of
information increases. The value of information starts to decreases as the initial supply becomes very
large. Consider the above example, and assume that the initial supply is sg = 10,000 instead of two.
It is clear that the value of information is almost zero. Since ample supply is available for all nodes, the
optimal decision is to allocate to each node whatever it requests, regardless of the demand information
of remaining nodes. Therefore, the value of information decreases as initial supply becomes very large
or very small.

Observation 2 states that the value of complete information is highest when nodes are sequenced
in increasing order of demand variability. Note that when making an allocation decision at node i, the
decision maker faces the uncertainty in demands in nodes ¢ + 1 to N. When nodes are sequenced in
increasing order of demand variability, the decision making at each node i (i = 1,2,..., N) involves
more uncertainty compared to that of any other sequencing of nodes. Higher uncertainty corresponds
to a higher value of information. Thus the value of information is highest in cases where nodes are

sequenced in increasing order of demand variability.
7.2 Partial Information

In practice, it may be difficult to obtain demand information from all nodes. For example, in the

FRP, obtaining demand information is difficult due to lack of personnel and the timing of delivery
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operations. It is more likely that demand information can be obtained from one or two nodes. We
consider strategies of obtaining demand information from only one node and evaluate the portion of
v, which is captured by observing demand from a single node. We address the following questions for

the same six-node routes used in the numerical study for complete information:

1. Which position along the route provides the most valuable demand information? This excludes

the first node, since its demand is known immediately before any decision is made.

2. Do the demand characteristics such as average demand (u) and coefficient of variation (CV) of

a node have an impact on the value of its demand information?

In answering question 1, for each node position along the route, we calculate the maximum expected
minimum fill rate if demand from that node is obtained. Figure 7 presents the average objective values,
from scenarios with node sets A-E, where information is obtained from the ¢th node in the route, from

no nodes and from all nodes. The results for node sets F-J are similar.

84%
* * * . * .
82%
80% -| Information from...
(1)
3 < No hodes
S 78% - 0 2nd nod
> nd node
% % % A 3rd node
% 76% g % % X O 4th node
o X . n + I + 5th node
74% - N A 0] % X 6th node
s g 8 5 3 « All nodes
72% - @
70%

cv/s C"V\ vy OvVY CV™ Average

Sequence

Figure 7: Average objective values for information from different node positions, node sets A-E

From Figure 7, we see that, on average, v. is at least 6% greater than the value of obtaining

information from a single node. We define the value of partial information (v,), as follows:

ge — g
’Upzip,
Ve
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where v, represents the portion of v, captured and where g, and g. represents the objective value
for the scenario with partial and complete information, respectively. For the sixth position, v, is on
average 30% which is greater than obtaining information from any other position. In other words,
one can obtain, on average, 30% of the value of complete information if one receives information only

from the last node in the sequence. Further, we are able to make the following observation:

Observation 3. In general, the value of demand information from one node (v,) is greater than that

of another node if it is visited later in the sequence.

By this observation, it is best to obtain information from the farthest position in a route as possible.
The intuition is that the information from nodes at the end of a route are useful in more decisions than
information from nodes at the beginning of the route. For our six-node problem, information from the
sixth node is used in decisions at the first through fifth nodes, while information at the second node
is only useful in the allocation decision at the first node.

In answering question 2, from Figure 7, we also see that v, is greater if the node providing
information has higher demand variability. For example, consider the Y\, and A sequences (for both pu
and CV), where the node with the highest variability is sequenced third. In Figure 7, we see that v,
for the third position is greater in these two sequences than in the other three sequences. Similarly,
we see that if information was obtained from the fourth position, v, is highest for the A sequence, and
by contrast is lowest for the V sequence.

To further investigate the impact of a node’s demand characteristics, we consider obtaining demand
information from nodes with the following: largest and smallest p, and largest and smallest C'V. Note
that for u, node sets A-D are not considered since nodes have identical y; and for CV, node sets E-H

are not considered since nodes have identical CV. We present the average v, of each characteristic in

Table 6.
Information from node with ...
Sequence | Highest 1 Lowest \ Highest CV  Lowest CV
/ 34.6% 5.0% 31.8% 3.8%
AV 12.5% 16.0% 5.9% 24.2%
A 21.6% 20.8% 16.1% 25.4%
\% 34.0% 9.4% 36.3% 6.8%
~ 5.4% 5.0% 5.2% 6.4%
Total 21.6% 11.2% 19.1% 13.3%

Table 6: Average v, captured by each case
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From the results in Table 6, we make the following observation:

Observation 4. The demand characteristics of a node have an impact on its value of demand in-
formation; its value is higher if the node has higher u or higher CV relative to other nodes in the

sequence.

As an example, consider the  and \, sequences. In the / sequence, the nodes with the highest u
and CV are positioned last in the sequence; while in the \, sequence, the nodes with the smallest u
and CV are positioned last in the sequence. On average, the difference of v, between ‘Highest 1’ for
/" and ‘Lowest p’ for \ is 34.6% — 16.0% = 18.6%, which implies that the last node’s p has an impact
on vp. In addition, the average difference of v, between ‘Highest p’ for ~\, and ‘Lowest p’ for " is
12.5% — 5.0% = 7.5%); therefore, the value v, is higher if the demand information is from a node with

higher p. Similar results hold for CV, and for the A and V seqeunces.

In conclusion, in scenarios with low CV and high supply the value of information is minimal, in
all other scenarios the objective can be improved by obtaining demand information. The greatest
impact of information is in scenarios with high CV, low supply and routed in increasing order of
demand variability. The benefit may be as high as an 18.7% increase in expected minimum fill rate. If
information can only be obtained from one node, the value of information is maximized if the node is as
far along in the sequence as possible. The benefit from obtaining information from the last sequenced
node is as high as an 7.2% increase in expected minimum fill rate. The value of information can be

further improved if the selected node has higher 1 or CV relative to other nodes in the sequence.

8 Expected Waste

In the FRP, the food distributed is perishable and considered wasted if not distributed. Along with
the objective of promoting equity, minimizing waste is also a goal. In this section, we compare the
expected waste under an objective that maximizes the expected minimum fill rate with that under an
allocation policy that minimizes the expected waste.

We measure waste as the percentage of sg that is not distributed to nodes. The waste minimization
allocation policy allocates the maximum possible amount at each node so to minimize the amount of
undistributed supply. The expected waste under an allocation policy is calculated through a computer

program that generates all sample paths of demand realizations. In Table 7, we present the average
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difference in the expected minimum fill rate and expected waste for the two policies. Let Z and w
represent the expected minimum fill rate and expected waste from the fill rate objective, respectively,
and let gy and wy represent the expected minimum fill rate and expected waste from the waste

objective, respectively.

Fill rate optimality gap Expected waste optimality gap
Number of nodes Z — gw W — Wy
2 8.0% 1.2%
3 11.9% 1.7%
4 13.1% 2.4%
5 14.5% 2.7%
6 15.5% 3.1%
7 16.3% 3.4%
Total 13.2% 2.4%

Table 7: Average difference in expected minimum fill rate and expected waste between fill rate and
waste policies

From the results in Table 7, we make the following observation:

Observation 5. The optimal allocation policy for the objective of maximizing the expected minimum

fill rates results in close-to-minimal expected waste levels.

The results show that operating under the optimal resource allocation policy results in 2.4% more
expected waste, on average, then the minimal waste allocation policy. This is relatively small when
compared to the poor performance in expected minimum fill rate of the waste minimization policy.
Under a waste minimization policy the expected minimum fill rate is on average 13.2% worse than
that of the optimal value. This is not surprising, since the waste minimization objective produces
an extreme allocation policy which ignores fill rates. The optimal resource allocation policy produces
only 2.4% additional waste; therefore, following the objective of maximizing the expected minimum

fill rates keeps waste at a level close to the minimum.

9 Conclusion

In this paper we address design and operating policies of a nonprofit sequential resource allocation
problem. Motivated by the goal of the GCFD to provide equitable service while maintaining a high
level of distribution to its agencies, we defined the allocation objective to maximize the expected
minimum fill rate. Because of the complexity of the objective, it is not possible to derive a closed form

solution; further, solving for optimal allocations with dynamic programming requires more computing
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power as the size of the route increases. As a result, we developed a TND heuristic, which we have
shown to be an effective approximation of the optimal allocation policy.

Further, we evaluate the objective function as it pertains to waste. Our conclusion is that under the
optimal allocation policy, incurred waste is only on average less than 3% more than what is minimal.
We have also studied the effects of information on the objective. Specifically, we identify scenarios
in which the value of perfect demand information is negligible and scenarios in which the value is
high. In the cases where it is high, the food bank and agencies should collaborate to provide demand
information prior to beginning the route. Further, in the case that only one agency can provide
information, it is significantly better to collect information from the last agency visited.

Throughout our analysis, we have seen that the visit sequence has an impact on fill rate. Given a
set of nodes in a route, we have determined that is ideal to visit nodes in decreasing order of CV. Our
model assumes that the nodes in a route are fixed. Future work can address the assignment of a larger
set of agencies to multiple routes. Solving such a problem would include accounting for the distance
traveled of each pickup and delivery route. Further, the selection of donors must also be considered
since supply and demand along a route should be balanced.

Another extension would be to consider the problem with multiple commodities. If there is only
one commodity in high demand, such as meats, then a single commodity model is sufficient since all
other commodities in the program are not valued highly. In other cases, a possible objective could
maximize the minimum fill rate over all commodities at an agency; which would promote equity among

commodities as well as among agencies.
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ON-LINE APPENDIX A
Benchmark Policy Optimality Gaps by Node Sets

In this appendix we present the extended results of the benchmark study for resource allocation heuristics. In
Table 8, we present the average and maximum optimality gaps, and the percent of cases in which the heuristic

objective is within 2% of the optimal value for each node set. Results are presented for the TND, Excess Priority
and Excess Sharing heuristics.

Node set

A B C D E F G H 1 J
TND Average optimality gap 1.1% 1.2% 1.1% 1.1% 0.8% 1.8% 0.7% 1.8% 1.4% 1.2%
Heuristi Maximum optimality gap | 3.6% 3. 7% 3.1% 3.0% 3.2% 4.9% 2.6% 4.2% 4.3% 4.4%
eunstic % of cases gap < 2% 93%  88%  91%  91%  9T%  83% = 99%  T1% 8%  90%
Priorit Average optimality gap 6.6% 6.6% 6.6% 6.7% 6.0% 7.3% 5.7% 7.4% 6.8% 7.2%
Mean Y Maximum optimality gap | 12.2% 12.4% 11.6% 11.5% 12.9% 15.5% 12.3% 15.5% 14.8% 15.2%
o % of cases gap < 2% 5% 5% 2% 2% 1%  10%  11% 8% 10%  10%
riorit Average optimality gap | 10.8% 10.7%  7.7%  69%  6.0%  7.3% 57%  67%  85% 15.3%
Medi r}: Maximum optimality gap | 30.0% 30.2% 19.6% 16.6% 12.9% 15.7% 12.3% 13.4% 23.5% 37.2%
& % of cases gap < 2% 20% 20% 12% 9% 11% 10% 11% 8% 20% 15%
Sharin Average optimality gap 9.2% 9.2% 9.2% 9.3% 72% 10.5% 6.9% 10.8% 9.0% 10.0%
Mean & Maximum optimality gap | 19.3% 19.5% 18.6% 18.6% 16.6% 23.6% 15.3% 21.5% 204% 23.7%

% of cases gap < 2% 5% 5% 2% 2% 8% 8% 10% 8% 10% 9%
Sharin Average optimality gap 14.7% 14.7% 10.8%  9.9% 72%  10.5%  6.9% 10.1% 11.6% 19.9%
Mediag Maximum optimality gap | 36.4% 36.9% 27.1% 25.1% 16.6% 23.7% 15.4% 21.8% 29.3% 43.0%
% of cases gap < 2% 15% 15% 10% 8% 8% 8% 10% 8% 14% 12%

Table 8: Optimality gaps by node sets for allocation heuristics
Proofs of the Analytical Results
For reference we provide a list of equations from the paper:
L 1 1
Z(l) (si’ ﬂ;mn? d ) = H}S“XEDHA []‘ A min d /\ Z(H_ )(S - Ty, ﬁmznﬂ Z+1):| (A_l)
1 1 1 s
BDH—I (xilsiv ﬂinmv d; ) = EDi+l [1 A ;nm A di A Z(l+ )( i — Li, ﬂ;nma di+1)] (A'2)
i 1 1
Z(l)(sia ﬁ:nzn’ d; ) = rI?;caX BDH»I (xilsi’ ﬁ;nzn’ d; ) (A'S)

Lemma 1. The family of functions Bp, ., (x;|si,

ﬁfn_lil, d;) is concave with respect to the allocation decision, x;,
and the supply, s;, fori=1,2,..., N — 1.

Proof: We begin with ¢ = N — 1 and show that Bp, (zy—1|Sn—1, 6%;12, dn—1) is concave with respect to sy_1
and zny_1. Then we show in an iterative manner that the function is also concave for ¢ = 1,2,..., N — 2.

For i = N — 1, we have:

Bpy(xn—1|sn—1,BN:2 dn-1) =Ep, [1 ABNZZA A
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N—-2 A TN-—1 A SN—ld*IN—l
N

AN e ) is concave with respect to sy_q and

For each realization of dp, the function (1 A
xN—1. Since the linear combination of concave functions is also concave, then Bp, (xn_1|sn—_1, ,an\i;f, dy-1) =

N—2 IN-1 SN—1—TN—1] = .
Epy (LA B A 7 FeetA pre is concave with respect to sy_1 and xny_1.

We now show that BDNil(xN72‘SN72,/B,’JX1;L3,dez) is concave in xny_2 and sy_2. Note that with (A-3) and
concavity preservation under maximization, Z(NV =1 (s _1, ﬁﬁ;ﬁ, dn—1) is concave with respect to sy_1. Since
SN_1 = SN_2 — TN_2, then Z(N’l)(sN_l,ﬁfX;f,dN_l) is concave with respect to xn_2 and sy_s. Therefore,
for every realization of dy_1, the function (1 A ﬂfxi_,f A QS’N\’—: A Z(Nfl)(sN_l, ﬂﬁ;ﬁ, dn—1)) is concave in zn_o
and sy _o, as is its expectation BDNfl(xN,2|sN,27ﬁﬁ;f, dn—2).

We can prove for all other nodes in an iterative manner that the functions Bp,, , (i|s;, Bimm, d;) are concave
with respect to the allocation decision, x; and supply level, s;. O

Lemma 2. The optimal value Z™ (s;, 81 d;):

min?
(i) is non-decreasing with respect to supply, s;; i.e., if s{* > sP, then Z(i)(sfvﬂi:iivdi) > Z(i)(s?,,@f;;, d;).
(i1) is non-increasing with respect to demand, d;; i.e., if d* < dP, then Z¥ (s;, ﬂfn_;l, dd) > 70 (s, ﬂfn_lib, dB).

Proof: We first present the proof of (i) followed by the proof of (ii). To prove (i), let xP* represent the optimal
allocation for supply level, s? at node i. The optimal value, Z¥)(s?, G- d;), is then:

Z(z)(SzB’ﬁZ . di) = BDi+1 (IZB ‘Sszﬁ , di) = EDz‘Jrl [Z(H_l)(siB - sz A T’di+1)}' (A'4)

min’? min’ » Mmin
7

For any supply level s, where s* > sP*  consider allocation, z = 2P* + (s

4 — sB) at node i. Since s > s5,
then 2 > 25*. The value of this allocation is:

A
i— i i— Ty
BDi+1 (sz|szA7 B;nzlw d,) = EDi+1 [Z( +1)(51’A - sz’ miiz A ?7 di+1)} . (A'5)
Replace s — z with s? — 25* to obtain:
A
i— i * i Ty
BDi+1 (sz|SzA? ﬁimlw di) = EDi+1 [Z( —H)(S? - x? ) miiz A ?7 di+1):| . (A'6)

From equations (A-4) and (A-6) it is clear that Bp,,, (z|s, Bk . d;) > Bp,,, (xP*|sB. 81 d;), since x>

zB*. By definition (A-3), ZW (s, Bi:1 . di) > Bp,,, (z|sf, Bt . d;); therefore,
Z(i)(sfxvﬂ:n_i:w dz) > BDi+1 (I?LS?’ ﬂ:n_ziw dl) > BDi+1 (sz*‘SzB7ﬁ:7;1U di) = Z(i)(stiﬁz}wdi)'
To prove (ii), let 2* represent the optimal allocation for demand, dZ. We have:
Bx
ZD(s;, 8 im.dP) = Bp,,, (xP*|si, B, dP) =Ep,, [ 20D (s; — xP* gl A %, di“)} (A-7)
i

xB* zB
i > The value

Now consider the same allocation mf* at node ¢ for demand df‘. Because diA < dZB , then
of this allocation is:
Bx

B (e s0, B d1) = Epyyo | 2040 (si = aP* Bl A S di)|. (A-8)
From equations (A-7) and (A-8) it is clear that Bp, , (z5*|s;, Bi:1, d2) > Bp,,, (xB*|s;, Birk  dP), since wdiA >
%. By definition (A-3), ZW(s;, Bk d2) > Bp,,, (xP*|s;, Bk, di); therefore, l
ZO(si, B 45') 2 By (27|50, B 457) 2 By (€7 I80, By d7) = 29 (s, By 7).
Hence, ZW (s;, 301 df) > 20 (s;, -1 dP). O
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Theorem 1. (Structure of Optimal Resource Allocation Policy) In a two-node SRA-e problem, for a
giwven supply s1, the optimal allocation xy is a piecewise function of di. Specifically, there exists a threshold,
Ty(s1), such that:

(7) if di < Ty(s1), then the optimal allocation is 7 = dy.
(#3) if dv > Ty(s1), then the optimal allocation is 7 = Hy(s1,d1), where Hy(s1,dy) < d;.

(#i1) the threshold value, T4(s1), is non-decreasing in s1, and Hi(s1,dy) is a strictly increasing concave function
Of dl .

Proof: We first prove the existence of Tj(s1), which is the largest value of demand at node 1 such that ] = dy
and use this result to prove (ii). Then we show that H;(s1,d;) is a strictly increasing concave function of dy
(as claimed in (iii)) and use this result to prove (7). We end by completing the proof of (7).

To prove the existence of Ty(s1), we show that there exists a value of demand at node 1 (Ty(s1) = d}) such that
(a) for d; = df, then x} = d; and (b) for d; > df, then 2} < dy. To do this we use the first and second order
conditions of the function Bp,(z1]s1,1,d;) for the case where z1 < d.

X S1 — X
Bp,(z1]s1,1,d1) = EDQ[d—i/\ 1D2 1} (A-9)

%(51—%1) -1'1
L f(dy)ddy /
dq

0 %(31—561)

o 51— a1

& f(da)dd

x

where f(ds2) (F(d2)) represent the probability (cumulative) density function of demand at node 2. Bp, (z1]s1,1,d1)
is maximized at 7 which satisfies the following first order condition:

%(Sl—fﬁ) 1 00 1
W) = /O T Fda)dd, / L t(dy)dds = 0. (A-10)

%(sl—r’l‘) d2

The solution to (A-10) is a maximum since the second derivative is clearly negative:

(A-11)

dW (z7) s1 (d1 )d1 s1

dz; diz1 181 — X1

To show that there exists Ty(s1) we must show that W (xj = Ty(s1)) = 0 for some value of d; = Ty(s1). With
xf =dy = Ty(s1), (A-10) becomes:

o0

(s1—Ta(s1))
W(x] = Ta(s1)) :/o f(dz2)dds —/ if(dz)ddz (A-12)

Tu(s1) (s1—Ta(s1)) 92

By definition, 7 = Ty(s1) € (0,s1]. Note that W(Ty(s1)) — oo as Ty(s1) — 0 and W (T4(s1) = s1) < 0.
Further,
dW(Td(Sl)) 1 S1
=— F(s1 —Tu(s1)) +
dTy(s1) [Td(sl)z (1 = L)+ 2 5oy — o)

for all Ty(s1) € (0, 51]; therefore, W(Ty(s1)) is continuously decreasing with respect to Ty (s1) and W (Ty(s1)) =0
at a unique point. We conclude that there exists a unique Ty(s1) such that if dy = Ty(s1), then 2% = d;. Since
(A-9) holds only for x; < d; and Ty(s1) is unique, then Ty(s1) is the largest value of demand at node 1 such
that 2 = d;. Therefore, 27 < dy for di > T4(s1), as claimed in (i7).

f(81 — Td(sl)) <0

Next we prove Hi(s1,d;) is a strictly increasing concave function of d; and use this result to prove (i). Consider
dy > Ty(s1), thus 2 < d;. The value of allocation z; is found by (A-9), and is maximized at ] which satisfies
(A-10). To prove that xj = Hy(s1,d1) is a strictly increasing concave function of di, we show that at every
value of d; > T4(s1) the magnitude of change in W (x7) with respect to d is greater than it is with respect to
x7. Therefore, as demand increases, the optimal allocation increases at a lesser rate and is concave.
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Taking the derivative of (A-10) with respect to dy and z} results in the following equations:

dW(Q?T) S1 (dl ) 1 dq
= —(s1 — ] ——F(—s —x*) A-13
i dlef T( 1 —27) z IT( 1—21) (A-13)
dW(SET) S1 (dl )dl S1
—_— Bsy—an)) 2L A-14
dzy dyx ! ac’{( ! 1) xi 81—} ( )
Since dy > x7 > 0, then \dVSgT” > |dVZU(lTI) |, proving our claim.

To prove (i), we have shown that for d; > z73, as demand increases, the optimal allocation increases at a lesser
rate. Therefore, since z7 = dy for di = Ty(s1), the optimal allocation for dy < Ty(s1) cannot be less than dy;
i.e., 7 > d;. By definition, allocations cannot be more than demand; therefore, 27 = dy for dy < Ty(s1).

Finally, we complete the proof of (iii). We treat T,;(s1) independently of s; and take the derivative of W (Ty(s1))
with respect to sy, which is

dW(Td(Sl)) S1
= s1 —Ty(s1)) > 0.
de) Tl a1 )
Therefore, since %‘éf;)) < 0, as s7 increases, Ty(s1) increases so that W (Ty(s1)) = 0 holds, proving that
Ty(s1) is non-decreasing in s1. At this beginning of the proof of Theorem 1, we showed that Hy(s1,d;) is a
strictly increasing concave function of d;. O

Theorem 2. (Sensitivity of the Optimal Resource Allocation Policy to Supply) In a two-node SRA-e
problem, for a given demand dy there exists a supply level, Ts(dy), such that:

(1) for s1 < Ts(dy), the optimal allocation, x7 = Hy(s1,d1) < di, where Hyi(s1,d1) is an increasing linear
function of s1 (i.e., Hi(s1,d1) = asi). Furthermore, the optimal objective function value at node 1,
Z(l)(sl, 1,d1) is increasing with supply s1 at a constant ratio, 6.

(ii) for s1 > Ty(dy), the optimal allocation, x5 = d;.

(t3i) Ts(d1), o and 0 are non-decreasing in dy.

Proof: We first prove the existence of T(dy), which is the smallest value of supply available at node 1 such that
x} = dq1. We use this result to prove the claims in (), (ii), and (ii7).

To prove the existence of Ts(d;), we show that there exists a value of supply (Ts(dy) = s}) such that (a) for
s1 = s, then 23 = dj and (b) for s; < s}, then 27 < dy. To do this, we use the first and second order conditions
of the function Bp,(x1|s1,1,d;) for the case where x; < d;.

x S1 — X
Bp,(x1]s1,1,dy) = Ep, {d%/\ 1D2 1}

d
ar(s1—m1)

(A-15)

o S1 — T1

T (d2)dds / £ (ds)dds

0 :—1 (s1—21) d2
where f(dz2) (F(dz)) represent the probability (cumulative) density function of demand at node 2. Bp, (z1]s1,1,d1)
is maximized at z} which satisfies the following first order condition:

al—ei) g oo 1
W(zy) = /0 d—lf(dz)ddz — / — f(d2)ddy = 0. (A-16)

d
ﬁ(slﬂﬁf) 2

The solution to (A-10) is a maximum since the second derivative is clearly negative:

dxl dlxl

dW (z¥) 51 (d1 )dl 51 (A-17)



To show that there exists Ty(dy) we must show that W (z3 = dy) = 0 for some supply value s; = Ty(dy). With
2 =dy and 81 = T(dy), (A-10) becomes:

(s1—=Ta(s1)) 1 00 1
W(x} = Ta(s1)) = / f(da)dds / L (ds)ddy (A18)
o Ta(s1) (s1—Ta(s1)) @2

Under these assumptions, Ts(d;) > xF = dj, since allocation is required to be feasible. Note that if T(d;) = 0o
then W(dy) > 0, and if Ts(dy) = d; then W(d;y) < 0. Further,

dW (dy) Ts(dy)

dT,(d) dl(Ts(dl) —dl)f(Ts(dl) —di) >0

for all Ts(dy) > dy; therefore, W(xi = dy) is strictly increasing as T,(d;) increases and there exists a unique
T5(dy) such that W(z} =d;) = 0.

To prove (i), consider s; < Tg(d;) and let o = % represent the ratio between allocation and supply, and rewrite
(A-15) in terms of a:

@ 1- oz}
dy Dy

From (A-19) we see that optimizing « is independent of s; for s; < T,(dy). Therefore, 7} is increasing with
supply at a constant ratio. Further, from (A-19), the functions Bp,(as1|s1,1,d;) and Z(M(sy,1,d;) given dy

Bp,(asi|s1,1,d1) = s1Ep, [ (A-19)

are increasing with supply at a constant ratio 6, where 6§ = Ep, d% A 15—20‘

To prove (ii), we have shown that z7 is increasing with s; at a constant ratio for the condition s; < dj.
Therefore, since z3 = dy for s = Ts(dy), the optimal allocation for s; > Ts(d;) cannot be less than dy; i.e.,
xf > di. By definition, allocations cannot be more than demand; therefore, x5 = dy for s; > Ts(dy).

Lastly, part (ii4) is proved by Theorem 1, since Ts(d;) is an optimal allocation value for d;. The ratio 6 is
non-decreasing in d; since o = ’S”—i is non-decreasing in d; . O

Proposition 1. Given two nodes following the demand distributions in Figure 5(left), there exists a supply
s', such that if sqg < s, increasing the demand variability of node 1 (by decreasing p1) increases the expected
minimum fill rate, where

;) 2u(2p + k) (p2p + k)
(1+p2)(p+ k)2 — (1 —po)pu?

Proof: To prove this theorem we derive the optimal allocation policy for each demand level at node 1, and then
use the policy in constructing an expression for the optimal objective value. From this expression we can show
that the objective is increasing as variability at node 1 increases.

First we find the optimal allocation policy for the problem in which nodes observe demand from distributions
described in Figure 5(left). The details of the derivation are presented at the end of this Appendix.

The optimal allocation policy at the first node is as follows:

If di = p + k, then the optimal allocation is 2] = (,u +E)A (s 2;;’2).

If dy = p, then the optimal allocation is 27 = p A 55.

— kA sk if > uk
If dy = p — k, then the optimal allocation is ] = a 12”’]“ ] bz = ”2+’;’7;k2
p—kANss o if pe < ey

The inequality, ps > relates the probabilities of demand observations to the ratio of k to u. As this

nk
W pk—k%)
ratio increases (decreases) the right hand side of the inequality increases (decreases). Since we assume that

p > = SPi then p1,p2 > &, and a sufficient condition for py < % isk>2u.
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With the optimal allocation policy above, the expected optimal objective value, Z(s), can be derived for each
value of s. First consider py > Mﬁ

Z(s>2(u+k)) 1

1—p [1+p2 S*M*k1*p2] 1+p

Z2u+k)>s>2u+k) =

2 2 Ltk 2 2
1—p11+p2 s 1—po Sit
Z(2 k>s5>2 =
@ptle 2 s 2 20) > T3 s nt T2 bk
14+ps 1—pas—p 1—p
+p1] 5 T3 /~L+k]+ 5
1—p1 1+p2 s 1—po S
ZR2u>s>2u—k) =
Giezs =2 S R 7R N N (VRS Ea
" [1+P2i 1—-p2 s | 1—p1[1+p2 l—pgs—u—f—k]
P o T T 2t k) 2 2 2 u+tk
1—p11+p2 s 1—po Sit
ZQ2u—k > =
@u—k=s) 7 1 w+k 2 (2u+k)(u+k)]
14 s 1-—- s
+p1[ p2 S P2 ]

2 2u 2 2(u+k)
1—p1[1+p2 s 1—po st ]
2 2 2u—k 2 Qu—k)(p+k)

For s > 2u — k, the objective values for py, < Mﬁ are the same as above. For s < 2u — k, the objective
values are:

Zou—kzsz2u=k) = lépl[lzmmik 1_2p2 (2u+;¢(u+k)]
+p1[1ZPQi 1_2p2 2(us—|—k)]
+1—2p1[1—2p2 +p25—p+k+1—2pgs;i—£k]
2Qp—k)zs) = 1_2171[1‘;1022”'1]{ 1_2p2 (2u+lj;u(u+k)]
+p1[1+2pzi 1_2p22(uik)]
R R e R R )
To prove the proposition, we show that if
2u(2p + K k dz
S TG T Gl

Therefore Z(s) increases as p; decreases (variability increases). We only consider scenarios where s < 2y, since:

o= wCnEk)pantk)

(I+p2)(p+k)? = (1 —p2)p® ~

Case I: py > #’M For s < 2u — k, with some algebra
dZ(s) 75[1+p2 —k? n 1—po —k? ]
dpi 20 2 p(2p+k)(2u—Fk) 2 (p+k)2u+k)2p—k)"

which is clearly negative.
For 2u > s > 2u — k, then
dZ(s) 14po [f_ 2u+k+s} 1—p2[ s su+(s—u+k)(2u+k)]
dp, 2 ‘u 2u+k 2 ‘u+k Cu+k)(n+ k) ’
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which is negative for

2p(2p + ) (pop + k)
T (T4 p2)(p+k)? = (1 —p2)p?
Case II: py < #’,;kz For s < 2(u — k),
dZ(s) sk 1—po —k(3u+ k)

dpy  4p(2p+ k) 2 (= k) (p+ k) +p2]’
which is negative since ps < m
For 2p —k > s > 2(u — k), then
dZ(s) 1—|—p2[ —2u
dpr 2 2u+k

].—pg[ —k‘2 ]
2 2p+k)Q2utk)Y

+ 2p — k?u] +

which is clearly negative.
For 2p > s > 2u — k then

dZ(s) _ 1+p2[§_2u+k+s} 1—p2[ s su+(s—u+k)(2u+k)]

dp1 2y 2+ k 2 lu+k (2u+ k) (1 + k)

which is negative for

s <

2p(2p + k) (p2p + k)
(I +p2)(p+Ek)2—(1—pa)pu?

Theorem 3. In a two-node SRA-e problem in which two nodes observe demand from the same family of
distributions with different means, but with identical standard deviations, visiting the nodes in increasing order
of demand mean will result in a higher expected minimum fill rate.

Proof: Let L denote the node with the lower demand mean, and fy,(+) be its demand probability density function.
Similarly, let H and fg(-) represent the same for the node with higher demand mean. Let A be the difference
between the nodes’ demand means. Thus for every demand € at node H there is a corresponding demand € — A
at node L so that fr(e — A) = fu(e).

To prove the theorem, for a given supply (s), we show that for each pair of corresponding demands (¢ — A, ¢),
the value of sequencing L first with a demand of € — A (Z;_ g (s,1,e — A) is greater than or equal to the
value of sequencing H first with a demand of € (Zg_1(s,1,¢)). Because the probabilities of the corresponding
demands are identical (f1.(e — A) = fy(€)), we can conclude that the relationship also holds in expectation, or
in other words the expected value of sequencing L first is greater than the expected value of sequencing H first
(Zr—m(s) =2 Zu-1(s)).

To prove Z_pm(s,l,e —A) > Zy_1(s,1,¢), we construct a suboptimal allocation policy for the sequence
L — H, based on the optimal allocation policy (z}) for the sequence H — L. We show that under the
constructed suboptimal allocation policy, the objective value of the sequence L — H is greater or equal to that
of the optimal objective value for the sequence H — L.

First, consider the maximization problem Zgy_, (s, 1,¢€) for visiting the higher mean demand node first. Let =}

be the optimal allocation at the first node (H) for demand e, thus:

s—x/

oo

EE ) s—ak
ZHHL(S,I,E):BL(.r:LS,l,e):/ ffL(d)dd+/ g (ad
0 €

s—x¥
3
mF

For the maximization problem of visiting the lower mean demand node first, Z;_. g (s,1,e — A), consider the

value, By (<2 2%]s,1,e — A), of the (suboptimal) allocation =2z

b_Le

+A 0o e—A Lk

“Rape-a)= [T B+ [T T
0 €

ZLHH(Sv]-ve_ A) > BH(
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which can be expressed in terms of fr(-), with a simple transformation:

A et? ¥ 0 g =hg
s l.e — A) = e _ e €
rilste-a)= [ (¢n®w+15§ R fudydd

By (<=

The difference between this value and Zg 1, (s,1,€) can be easily derived and shown to be positive.

e e} e—A % «
X —
xZ|s,17e—A)—BL(x:|s71’6):/‘ | c s dace

€E—=—
Te

e— A

B ( )fr(d)dd =0

Therefore, Zr_p(s,1,e — A) > BH(%xﬂs, l,e — A) > Br(xf|s,1,€) = Zy_1(s,1,€) for every demand level

¢, and thus in expectation, Z;, g (s) > Zy_1(s) as desired. O

Theorem 4. In a two-node SRA-e problem in which two modes follow the demand distributions in Figure
S(left), if p1 < pa, then the expected minimum fill rate is greater when node 1 (which has a higher standard
deviation) is visited first.

Proof: To prove the theorem, we compare the optimal objective values of both sequences by using the optimal
value of the sequence 1 — 2, Z1_5(s), as derived in the proof of Proposition 1. The optimal values for the
sequence 2 — 1, Z1_,5(s), are found by exchanging p; and ps for the equations for Z;_,5(s).

Assume ps > p1, so that node 1 has more variable demand. We show that the expected minimum fill rate
visiting node 1 first is higher than that of node 2, specifically Z;_2(s) — Z2_,1(s) > 0. There are three demand
scenarios depending on the values of p; and ps:

> > Mk : 'Uk > > : > Pk >
p2_p1_u2+uk—k2’ ] ,u2+uk:fk2_p2_p1’ ) p2_uz+ﬂk*k2_p1.
Case I: First consider the demand scenario where py > p; > #ﬁ#ﬁ’ the objective difference between the
sequences is presented below for different intervals of supply.
Interval of s Z19(8) — Z9_1(s)

(0,21 — K] 8[1—2117_1})2 - L{jpl] [2,;,; + 2H1_,§ *ﬁ - W]

(20— k2] | s 2p1p12_ 2p2pf][2u+k+;_ﬁ_m]

(20,2 + K (5240 = 2m] [ — iE]
0

(2 + k, 00)

For all values of s in this demand scenario, Z;_.2(s) — Z5_,1(s) can be easily shown to be positive.

Case II: Now consider the demand scenario where #ﬁ_k?

> po > p1, the objective difference between the
sequences is presented below for different intervals ofu supply.

Interval of s Z19(8) — Z9-1(9)

(0,2(p — k)] [1_2p1p2 - 1_2p2p1] [Q,uik + 2;¢S—k - S_iJrk - 2(;0—14)}
@ —k), 20—k | s[Fp — 2] 5k + s — 30— 2w )
(21— &, 24] s[5 — 2] gt + 4 — 3 — )
(2,200 + K] [ e — 2] (g5 — o)

(21 + k, 00) 0
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For all values of s in this demand scenario, Z1_.2(s) — Z5-,1(s) can be easily shown to be positive.

Case III: Lastly consider the demand scenario where po, > #]127162 > p1. We have already shown that

Z12(8) — Z9,1(s) > 0 for pg = #ﬁf}c? > p1. We show that d(ZHQ(Sd)p_QZ%l(S)) > 0, thus for py > W]M,
then the difference remains positive.
For s < 2(u — k), we have
d(Zlag(S) — Zgﬂl(s)) _ 1 k n 1 — D1 [ k;2 n 7 ]
dp2 22(p+k)(2p + k) 2 ‘tplp—k)(p+k)  Qu-k)(pt+k)
which is positive.
For 2u — k > s > 2(u — k), we have:
d(Z1-2(8) — Z2,1(8)) _ 1-m [ E2u—k—s) sk n sk ]
a2 2 U Rt k) 2 K@ k) 22— )
+1£[ sk 5k+(5—2(ufk))(u+k)]
2 2(p+k)(2n+ k) 2u(p + k) ’
which is positive for s in this interval.
For s > 2u — k the analysis is the same as in the other demand scenarios. O

Derivation of Optimal Policies for Proposition 1

In what follows, we derive the optimal allocation policy for the problem in which nodes observe demand from
distributions described in Figure 5(left).

First consider the case where d; = pu+ k. Let x1 be the allocation to node 1, and thus s — x; is the allocation
to node 2. The value of this allocation is:

l—pg[ T s—zl}

X1 sf:cl] 1*})2[ X1 s— I
2 ‘u+k  p+k

+ po|

To determine the optimal x1, we consider the value of Bp,(x1|s,1,d; = p+ k) for different intervals of

T S—XTq S—XT1 S—T1
Ifwkg TR < m < H7k7then

1
ptk”

Z1
p+k

Bp,(x1|s,1,dy = p+k) =
and is increasing as x; increases. Therefore Bp,(21]s,1,dy = p + k) is maximized in this interval at x; = s/2.

If Sﬂjfkl < #"ilk < —ijl < iffkﬁ then

l—-pirs—x1 14py a1

ptk
2u+k "

and is increasing as x; increases. Therefore Bp, (z1|s,1,dy = p+ k) is maximized in this interval at =1 = s

S—XT1 S—XT1 T S—I1
IfTJrk < m < prEwz < H7k7then

l—-p1s—m §— I 1—p2
+ 1
2 u+k I3 2 u+k

BDz(x1|5717d1 = 'U,+k) =

ptk
2u+k:

and is increasing as x decreases. Therefore Bp, (x1|s,1,d1 = p+k) is maximized in this interval at 1 = s

S—XT1 S—XT1 S—I1 ZTq
If H+k S m S /,L*k) S ,LL+I€ then

1—p1s—a s— I 1—pas—ua;
+ 1
2 u+k I 2 u+k

BD2(I’1|S, 1,d1 = + k) =
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and is increasing as x; decreases. Therefore Bp, (x1|s,1,d; = p+ k) is maximized in this interval at 1 = s“z—zk

ptk

Gy Since z1 < dq,

From this interval analysis, we conclude that Bp,(z1]s,1,d; = p + k) is maximized at s

then 7 = (u+ k) A 52‘::2.

Now consider the case where d; = p. The value of this allocation is:

1—p2[g s —x

S — I 1—ps 21 s — I
|+ ——l—A—]
2 W opt+k

Bp,(z1|s,1,di = p) = 2 Nk

X
] + pa[—= A
I

We consider the value of Bp, (z1]s,1,d; = u) for different intervals of %1

1 S—I1 S—I1 S—I1
Ifﬂgwkg m §Ikk7then N
1
Bp,(z1]s,1,d1 = p) = m

and is increasing as x; increases. Therefore Bp, (1], 1,d; = p) is maximized in this interval at z; = szuﬁ

S—T1 1 S—I1 S—I1
If pn+k S I < m < pn—k? then

l—prs—x 1+poay
2 p+k 2 u

Bp,(z1ls,1,d1 = p) =

and is increasing as x; increases. Therefore Bp,(z1]s,1,dy = p) is maximized in this interval at z; = s/2.

S—XT S—T T S—T
If T-Hvl < = L < Tj < T—Icl7 then

l-p1s—a1 s—wx1  1l—p2x1

Bp,(x1]s,1,d1 = p) = 5 itk D2 p 3

and is increasing as x; decreases. Therefore Bp,(z1]s,1,d; = p) is maximized in this interval at 1 = s/2.

If ‘i;fkl <=4 L su_fkl < %1, then

o
Bo, (z1]5,1,d ) 1fplsfx1+ s—x 1—pas—a
x1ls,1,d1 = p) =
D, (1S, 1= M 2 utk p2'u 2 -k
and is increasing as x; decreases. Therefore Bp,(x1|s,1,d; = p) is maximized in this interval at x; = s2u’ik.

From this interval analysis, we conclude that Bp,(x1]s,1,d; = p) is maximized at s/2. Since z7 < dj, then
xi = pANs/2.

Lastly, consider the case where dy = u — k. The value of this allocation is:

1— T sS—T x s—x
2102[ 1 A 1]+p2[ 1 A 1]+

1—p2[ X1 s— I
w—Fk p+k uw—k 1 2

Bp,(z1]s,1,d1 = p— k) = u—k  pu—k

!

We consider the value of Bp,(x1|s,1,d1 = p — k) for different intervals of Tt

T S—Xxq S—Xxq S—1
Ifu_k < prE < m < M_k,then

x

l,di=p—k)=
BDQ('T1|S? ) 1 lu’ ) /.l_k;

and is increasing as x; increases. Therefore Bp,(x1]s,1,d; = p— k) is maximized in this interval at z7 = 3”2—_#’“.

If S=3 < 8L <SS < S thep

l—pas—x1 1+p2 x
2 p+k 2 u—k

BDQ(‘T1|S7 1adl =M= k) =
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and is increasing as x; increases. Therefore Bp, (21]s,1,d1 = p— k) is maximized in this interval at 1 = sglj;kk.

S—T1 S—T1 T S—I1
If 555 < 57 < 2% < 5=% then

l—-prs—x s—x1  l—ps 1

Bp,(z1|s,1,di = p—k) = 5 utk D2 p 5 a—k

and is increasing as x; increases if py < m, otherwise it is increasing as x; decreases. Therefore

BDQ.(x1|s,1,d1 = p — k) is maximized in this interval at 7 = s/2 if py < #’;_k? and x; = sﬁf_’“k oth-
erwise.

If ;_f]; < S_Hml < ‘L__mkl < ;f—lk’ then
1—pas—a; s— I 1—pas—a;
B 717d: —k)=
PREE 1=p—k) 2 itk D2 m + > ik

and is increasing as x; decreases. Therefore Bp,(x1]s,1,d; = p — k) is maximized in this interval at z; = s/2.

From this interval analysis, we conclude that Bp,(x1|s,1,d; = p — k) is maximized at s/2 if ps < #ﬁ_w

u—k . . . uk - . uk
and at 59,—F otherwise. Since x; < di, then if ps < TR 2 = p—kAs/2 and if po > BT
® p—k
T = k/\sQ#_k.
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