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Abstract We propose a new model formulation for a three-echelon supply network
design problem incorporating the concept of relocatable modular capacities. A ro-
bust supply network configuration must be determined based on uncertain demand.
Furthermore, by incorporating the conditional value at risk (CVaR), the risk induced
by uncertain demand is explicitly considered. The derived supply network configu-
ration should maximize the weighted sum of the expected net present value and the
CVaR. The resulting nonlinear model formulation is approximated by a piecewise
linearization. Our numerical investigation shows that the derived supply network
configuration is robust and stable in the presence of uncertain demand.

Keywords Supply network reconfiguration - Modular capacities - Stochastic
demand - Conditional value at risk

1 Introduction

The location of production facilities, the selection of vendors, and the assignment
of retailers to production facilities are strategic decisions often faced by managers.
Due to changes in a company’s environment, supply networks must be dynamically
reconfigurable. Such changes might include changes in demand or cost structures
over time. For example, to meet a geographical shift in demand, companies might
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want to move their production facilities from regions with decreasing demand to
regions with increasing demand to reduce transportation expenses.

To enable the rapid relocation of production facilities, the concept of modular
capacities arises. According to this concept, production facilities consist of freely
combinable modules of different types that can easily be relocated. This enables the
relocation of individual modules or even the entire production facility. The ability
to relocate modular capacities and reuse them at different locations is an important
aspect when considering the ecological effects of (re)designing supply networks, as
the waste of raw materials and resources can be reduced by relocating and reusing
these modules. In addition, while the modules rarely have to be relocated, numerous
regular transports of the products to the retailers over long distances can be avoided.

As an example, relocatable modular capacities will be used for the production
of the mRNA-based COVID-19 vaccine in Africa; see BioNTech (2022). The ca-
pacity of each production facility can be expanded by additional modules. In this
way, further production sites can easily be added to the production network of the
COVID-19 vaccine. A further example is the final assembly of cars; see Bala (2014).
Different module types can be used to form a complete modular production line and
therefore establish flexible production facilities. The modules can easily be stowed
in containers for transportation purposes. If demand increases, modules can be added
at the site to establish an additional production line, whereas if demand decreases,
production capacity can be reduced by removing lines (i.e., by removing/relocating
the respective modules).

Because of the long-term planning horizon related to strategic decisions, uncer-
tainty must be considered when decisions regarding the supply network structure
are made. One source of uncertainty is future demand. Thus, to sustain profitability,
a supply network must be configured that is robust to changes in future demand.
Figs. 1 and 2 present a comparative example that illustrates the concept of (relocat-
able) modular capacities in the presence of shifting (un)certain demand.

In Fig. 1, the demand is assumed to be deterministic, and relocating modules
is not possible. Due to the shift in demand in the second period, modules from
production facility 1 are sold, and an equivalent number of modules is purchased
for the newly established production facility 3. However, in the case of stochastic
demand, as shown in Fig. 2, a completely different supply network structure appears
when the relocation of modules is enabled. Due to the demand’s uncertainty, more
modules are acquired during the first period. During the second period, modules are
relocated from the existing production facility 1 to the newly established production
facilities 2 and 3. The resulting supply network differs considerably from the network
described in Fig. 1.

To develop an effective supply network, decisions regarding the location of pro-
duction facilities, the selection of vendors, and the allocation of retailers must be
made simultaneously. The effectiveness of a supply network depends on the relations
between the production and distribution echelons and, importantly, on the acquisi-
tion echelon of the network. For example, considerable distances between vendors
and production facilities can have a significant impact on payments for acquiring
components. Thus, a three-echelon supply network planning problem is presented
in this paper. Furthermore, the production facilities consist of relocatable modules;
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therefore, the supply network can be reconfigured according to the acquisition, al-
location, and relocation of modules.

Because of the long-term planning horizon, it is necessary to consider the net
present value (NPV) of discounted cash flows. Furthermore, because risk is induced
by uncertain demand, risk is explicitly taken into account by incorporating the
conditional value at risk (CVaR). Thus, the weighted sum of the expected NPV of
discounted cash flows and the CVaR is maximized in the objective function.

The consideration of uncertain demand leads to a nonlinear model formulation
for supply network planning. Thus, following Helber et al. (2013), piecewise lin-
ear functions are used to approximate the stochastic nonlinear model formulation.
A small number of linearization segments already allows for an adequate approx-
imation without a substantial increase in numerical effort. A two-stage stochastic
programming approach is applied and allows decisions to be revisited after a given
period of time.

The remainder of this paper is structured as follows. In Sect. 2, we present a lit-
erature overview of strategic supply network planning in the presence of adaptable
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capacities. In Sect. 3, the stochastic network design problem with modular capacities
underlying our model is presented. The model assumptions are stated in Sect. 3.1,
and the piecewise approximation method is described in Sect. 3.2. In Sect. 4, our
stochastic programming approach is presented. The linearized model formulation
for the robust supply network design problem with modular capacities is stated
in Sect. 4.1, and the two-stage stochastic programming approach is described in
Sect. 4.2. In Sect. 5, we report the results of our numerical investigation. This paper
ends with a summary and outlook in Sect. 6.

2 Literature review

To respond to dynamic changes in a company’s environment, supply networks must
be adjustable. This section presents an overview of papers that allow a supply
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network to be reconfigured by adjusting the facilities’ capacities and/or relocating
capacities. An overview of these papers is presented in Table 1.

The mathematical models in the stated papers vary widely regarding the integra-
tion of capacities and the possibility of changing them. We therefore focus on this
characteristic in the following and present some of the methods used in more de-
tail. Due to the single-period nature of the work of Lee (1991), capacity expansion,
reduction, and relocation are not considered. The author does, however, consider
modular capacities by incorporating the selection of a subset of possible facility
types at a facility site. Facility types differ based on their specified capacity for the
production of a particular product and their setup costs. Shulman (1991) presented
a facility location problem that considers modular capacities to allow discrete ex-
pansion and reduction in the sizes of the considered plants. He defines a plant as
a collection of facilities at the same location. The facilities differ by their capacities
to produce the only considered product and by their installation costs. The number
of facilities of a particular type at each location is limited. Antunes and Peeters
(2001) introduced a dynamic model for modular capacitated school network plan-
ning. In their model, decisions are made regarding the opening of new schools and
expanding, reducing, or closing existing schools. The facility sizes can be expanded
or reduced according to a set of predefined standards (i.e., modules with a given
capacity). A deterministic model formulation for a single-period network design
problem is presented by Paquet et al. (2004). They introduce capacity options that
can be implemented at a facility. These capacity options differ by capacity, required
space, and their associated fixed and variable costs in the facilities. Troncoso and
Garrido (2005) allow for capacity expansion at a site according to predefined levels.
The number of expansions along the planning horizon is restricted. Martel (2005)
presents a network design problem that incorporates capacity options for the design
of a facility layout. In this paper, Martel (2005) assumes that a facility consists of
a fixed part and a variable part. This variable part of the facility layout provides an
area that can be used to install a number of capacity options. Capacity options differ
by capacity, the required floor space, fixed costs and variable costs per product. The
use of these capacity options enables the expansion or reduction of a facility. Vila
et al. (2006) also use capacity options in their model to enable facility expansion
and reduction in the lumber industry. In their model, the plant’s capacity depends on
the chosen capacity option, which can be seasonally shut down. Melo et al. (2006)
consider a model in which capacities are assumed to be modular. The module types
differ by size and relocation costs. Thanh et al. (2008) consider the possibility of
enlarging the manufacturer’s facilities. To enable this enlargement, decision mak-
ers can choose to add predefined capacity options. The capacity options vary by
production and storage capacity, as well as fixed costs for opening and operating
an option. In Wilhelm et al. (2013), capacity is modeled modularly, and various
capacity alternatives are introduced. Each alternative is associated with a certain
number of capacity modules, and capacity alternatives are defined as an integer
multiple of the capacity of a basic module. A model that focuses on the redesign
of an existing supply chain is presented by Hammami and Frein (2014), who con-
sider capacity expansion/reduction, as well as capacity relocation. To achieve this
purpose, the authors decompose the production process into different activities that
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come along with certain capacity requirements (e.g., a certain number of machines
or production lines) that can be acquired either from an external source or relocated.
Activities differ by acquisition, operation and relocation costs, production capacity
and portfolio. A model formulation to find the optimal number, location and size of
logging camps to accommodate changes in harvest areas is presented by Jena et al.
(2015). In their work, the facilities are camps composed of trailers. Camp capacity
can be expanded by adding trailers or reduced by closing trailers. In a more general
version of this problem, Jena et al. (2015b) use capacity levels to implement mod-
ular capacities. Based on this modeling, Jena et al. (2016, 2017) focus on solving
the dynamic facility location problem. The authors Silva et al. (2021) also develop
heuristics for the model presented by Jena et al. (2015b). Becker et al. (2019) con-
sider modular capacities for volume and process flexibility. The authors work with
a set of production module configurations consisting of different process modules
that differ by acquisition and installation costs as well as operating costs. Costs also
occur when modules are reconfigured from one configuration to another. A similar
approach is used by Allman and Zhang (2020). In their work, configurations are
chosen for facilities. These configurations determine which modules are necessary
for the production of one unspecified product. Modules differ by acquisition, setup
and relocation costs. Relocation costs also depend on origin and destination.

The contribution of our paper is as follows: In our model, we divide capacity
into modules of different module types. Module types differ not only by size and
production capacity and acquisition, holding, relocation and production costs but
also by production portfolio. Each module type can be used to produce a number
of specified different products with a capacity consumption factor that also depends
on the module type.

Furthermore, stochastic information is rarely considered in model formulations
for the reconfiguration of supply networks, as indicated in Table 1. However, be-
cause of the long-term nature of strategic decisions regarding the reconfiguration of
the supply network, the available information is typically characterized by high un-
certainty at the time decisions must be made. Thus, decisions based on deterministic
values can turn out to be very unfavorable due to information changes in the fu-
ture. It is therefore advisable to explicitly consider the uncertainty of information in
models regarding the supply network configuration. In our model, we consider two
different forms of uncertainty for the demand. First, a period’s demand is considered
to be a normally distributed random variable with an expected mean value and stan-
dard deviation. Second, we consider the estimate of the mean value of the random
demand to be uncertain, i.e., the mean value for each period of the planning horizon
may be either lower or higher (recession or boom). Thus, the uncertain demand is
modeled as a mixture of normal distributions. This second form of uncertainty is
especially important when entering a new market. Aghezzaf (2005) consider uncer-
tain demand through the commonly used sample average approximation by using
specific demand scenarios containing realizations of the random demand and their
probability of occurrence. Akbari et al. (2018) use a goal programming technique
to consider multiple objectives for locating maritime search and rescue vessel sta-
tions and allocating modular vessels. An aspiration level is chosen for each of the
three objectives and the deviation considered in three respective restrictions under
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the presence of uncertain demand, i.e., occurrence of an emergency event. Uncer-
tain demand is captured by a set of randomly generated demand scenarios, and
each objective is calculated as the weighted average over all scenarios. The authors
then minimize the weighted sum over all three objectives, i.e., all deviations. How-
ever, a significant number of scenarios is required to accurately describe the normal
distribution of our random demand, which increases the numerical effort.

Hence, we use a piecewise linear approximation to incorporate the first form of
uncertainty induced by the normally distributed random demand. This approximation
allows a leaner model compared to the sample average approach. For the second
form of uncertainty, we consider future scenarios, e.g., scenarios with overall low,
normal and high expected mean values of demand. However, our future scenarios
do not contain demand realizations. Instead, within each scenario, the demand is
described by the aforementioned normally distributed random variable reflecting the
first form of uncertainty. This requires the piecewise linear approximation method
within each future scenario. Additionally, to further address the uncertainty, we
present a two-stage stochastic programming approach that enables a recourse, i.e.,
decisions are made to be revisited after a given period of time. Although some
of the papers’ proposals penalize shortfalls to a customer in the objective function
through penalty costs, we ensure demand satisfaction by incorporating a service-
level constraint.

Although costs or profit are often considered in the objective function despite the
long-term planning horizon in the literature, we believe that such problems require
consideration of the NPV, i.e., discounted incoming and outgoing payments. This
NPV should also include the salvage value of modules and facilities at the end
of the planning horizon. Additionally, when facing an uncertain environment, it is
important for the decision maker to estimate the risk regarding the reliability of his
objective. Because all but one of the proposed models are deterministic, none of the
cited authors explicitly account for the risk induced by the uncertainty of informa-
tion. Thus, we consider the risk induced by the second form of uncertain demand
by including the CVaR in our objective function to avoid substantial negative devi-
ations from the expected NPV. This enables the decision maker to further evaluate
the generated solution and adjust the structure according to his risk propensity.

3 A stochastic supply network design problem with relocatable
modular capacities

3.1 Model Assumptions

The aim of the robust supply network design problem with modular capacities

(RSNDPMC) is to configure a three-echelon supply network according to a number
of model assumptions, divided into the following categories:

@ Springer



10 Schmalenbach Journal of Business Research (2023) 75:1-35

3.1.1 Objective and risk awareness

Several future scenarios (s € S) for the demand are defined in advance, each with
an estimated occurrence probability mg. Each future scenario describes a possible
development of random demand. Despite the introduction of future scenarios, the
scenarios do not contain demand realizations, but the demand within a scenario is
represented by a normally distributed random variable, described later in this chapter.
The configuration of the supply network should maximize the weighted sum of the
expected NPV of payments and the CVaR (according to Rockafellar and Uryasev
(2002)). The NPV is discounted by the internal interest rate ;" in period ¢ derived
from the weighted average cost of capital (WACC).

3.1.2 Selection of production facilities

When potential production facility f € F is established (i.e., opened for the first

time) in period ¢, i.e., qo”’ = 1, a payment pay"” arises. In each period in which an

established production facﬂlty f is open, i.e., g"" = 1, a payment pay;" occurs.

This payment occurs in each period as long as facility f remains available for

production — even if no production occurs during a respective period . A payment
close

pay;;** occurs when facility f is closed at the beginning of period ¢, i.e., qojft’”‘e =1
However, a facility can be reestablished after having been closed in a previous period.

3.1.3 Installation of modular capacities at production facilities

Each production facility f must be equipped with a suitable production system. The
production system considered is decomposable into several types of modules (m €
M). Module types differ by production portfolio. A module type subset M, can
be used to produce end product p € P. An end product subset P, can be produced
on a module of type m. The acquisition and installation of one module of type m
at production facility f in period ¢ leads to a payment pay%‘;"qu. The number of
acquired modules of type m at production facility f at the beginning of period 7 is
given by the integer variable N 2%, N i describes the number of modules of
type m held at production facﬂlty f at the end of period ¢. A payment path"ld
induced per module. These payments include the cost for maintaining the modules up
to a certain standard in each period. Each module of type m has a space requirement
of sp,. A production facility f with a maximum available space of SP;*" in period ¢
consists of a number of freely combinable modules. The number of modules of
type m relocated from production facility f and installed at production facility f”
at the beginning of period ¢ is given by Nyﬁ’#ﬁl"". The relocation process leads to
a payment pay%;i”‘ per relocated module. Due to their regular maintenance, modules
can be sold at an unspecified aftermarket for a period-independent incoming payment
paynse!'; however, payn! < pay”if;“’” for each period ¢. Thus, trading modules are
not profitable. N V%;"” prov1des the number of modules of type m sold from production
facility f at the beginning of period ¢.
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3.1.4 Production process

The production quantity of end product p on any module of type m at facility f

is given by q;f',;;‘j for retailer r in period ¢ and future scenario s. The production

of one unit of end product p on any module of type m at production facility f in
. . Pprod N .

period ¢ induces a payment PAY ity - The production of one unit of end product p

on ant?/ module of type m at facility f in period ¢ requires a capacity consumption

¢fpmr. - The production capacity of one module of type m is restricted by capy”™* in

each period. The production capacity cap™™** of a module of type m at production

facility f in period ¢ is also affected by the installation of a newly acquired module,

acqu : reloc reloc - : :
¢t > or the relocation of a module, ¢ wffi - I includes the installation and

the capacity loss due to transportation lag. The relocation capacity consumption is
accounted for at the receiving facility.

3.1.5 Vendor selection to procure components

For the production of one unit of end product p, u, units of component ¢ € C,
offered by vendors v € V, C V, are needed. The subset P, contains those end prod-
ucts that require component ¢. The procurement of component ¢ from vendor v in
period ¢ induces a payment pay . per unit. The transportation quantities are indi-
cated by qg’[,‘;m A payment paygf;;"” arises for transporting one unit of component ¢
from vendor v to facility f in period ¢. For each future scenario s and each period ¢
in which an order of component c is placed at vendor v, i.e., #5974 = 1, a pay-
ment pay$?%" occurs. The procurement quantity of component ¢ from vendor v
must be between the minimum cap™™" and the maximum capS™™ if the respective

component is procured during the actual period.
3.1.6 Consideration of stochastic demand

At retailer r, end product p can be sold according to the demand for an incoming
payment payﬁff” per unit in period ¢. Transporting one unit of end product p from
facility f to retailer r in period ¢ yields a payment payg;:;‘"s. The random variable
D,,:s describes the demand for end product p at retailer r € R in period 1 € T
for each future scenario s. It is assumed that D, is normally distributed and
the expected value IE[D),] and variance VAR[D,,,| are known. Furthermore, the
random variables D,,;, are pairwise stochastically independent. If the demand D,
for end product p at retailer r exceeds the cumulated quantity of products produced
in period ¢ and future scenario s, lost sales LS, may occur, i.e.,

LSprts = max 0’ DP”” - Z Zq[f'i;f;i : (1)
meMp feF

Expected lost sales E[LS] can be derived by the first-order-loss function. The fol-
lowing explanations relate to a normally distributed demand D ~ N (i p,op). For
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a given (cumulative) production quantity ¢, the expected standardized lost sales
E [LS] for the standardized (cumulative) production quantity v = % corre-

sponds to the value of the nonlinear first-order loss function ®!(v), which is defined
as

<1>1<v>=/ (r—v) $(0) - dx = () —v- {1 — D)}, @

where ®(x) is the cumulated distribution function of a standardized normally dis-
tributed random variable X ~ A/(0,1) with X = D;%. We refer to Tempelmeier
(2020) for a more detailed description.

Furthermore, a f-service level is incorporated to ensure the satisfaction of the
predetermined portion B, of expected demand IE[D),,,].

3.2 Approximation via piecewise linear functions

To address the nonlinearity of the expected lost sales, we suggest an approximation
approach based on piecewise linear functions. This results in a mixed-integer linear
model formulation that can be solved by any standard solver. Following Helber et al.
(2013), the nonlinear function of expected lost sales is replaced by a piecewise linear
function. Based on the chosen number of segments, this nonlinear function can be
approximated with arbitrary precision. The linearization of the expected lost sales
is illustrated in Fig. 3.

The expected lost sales IE[LS,,;] can be linearized by defining L segments
(I =0,...,L). The upper limit of each segment corresponds to supporting points
(elspras. cq;’ﬁzg’d) where the expected lost sales els,,;; can be calculated by the first-

Expected
lost sales
Pf/S;nv/Us -
A
\
N\
A
\
N
_ ElSprtls afammmmmmmmcmmccceean
IE][LS],T,J i N
: -~
1 —-— Cumulated production
T H T quantity
Y Y :
H
. Pprod b, Prros H
Wyri1s pre2s ! i
. Pprod . Pprod . Pprod o PProd
Cprios Cprits Cprias Clpress
Pprod prr'od
qpf’r'l‘s - prtls
meMy f l

Fig. 3 Linearization of the expected lost sales function, according to Sahling and Kayser (2016)
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supporting point is required at the point of zero cumulative productior:lband the last
supporting point is required at the point of maximum possible cumulative produc-
tion. In accordance with Helber et al. (2013), the remaining L — 1 supporting points
are defined around the expected value of demand, i.e., in the area of the strongest
nonlinearity.

Thus, the expected lost sales IE[LS,,;] can be approximated as follows:

order-loss function (2) for a given cumulated production quantity cqﬁp "4 The first

E[Lsprts] ~ E[Lsprts] ZEZSprIOS + ZALS : prmd

prils prtls

lec 3)
VpeP,reR,teT,seS,

LS

Drils of the linearized function is defined as

where the slope A

ALS _ EZSprtls - elsprl,l-l,s
prils Pprod Pprod *
prils qurt,l-],s

The parameter elsy, o, describes the expected lost sales in the case of no cumu-

lated production. Furthermore, the additional decision variable wﬁﬂfd represents the
portion of the cumulated production quantity related to linearization segment /.
Note that due to the direction of optimization and the convexity of the nonlinear
function of expected lost sales proved b}/ Rossi et al. (2014), this approximation
approach ensures that the variables w’”"*" are correctly determined, i.e., w’ """ take

prils prils
values starting at the first segment.
4 A programming approach for the RSNDPMC

4.1 A linear model formulation of the RSNDPMC

Based on the presented assumptions, the piecewise linear approximation of the
RSNDPMC, RSNDPMC-PLA, can be stated using the notation in 1:

4.1.1 Objective function

In the objective function (4), the weighted sum of the expected NPV of discounted
cash flows and the CVaR is maximized.

maxZ =y - » s - NPV, + (1 — ) - CVaR )
SES

The decision maker’s risk propensity is described by the parameter ¥ € [0,1]. In the
case of a highly risk-aware decision maker ( = 0), only the CVaR is maximized.
With an increasing ¥, which may take any value in the interval ]0,1], the risk
awareness decreases, and only the expected NPV is maximized if ¢ = 1.
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4.1.2 NPV-related constraints

The future-scenario-specific expected net present value NPV of discounted cash
flows is defined in (4a) to (41).

1 ~
NPV, =Y —————— [ Y > “payh” - (E[Dyr] — E[LS,])  (4a)

; e\
teTnt=1 (1 + l?}aw) PEPrerR

+ 2 D pany Ny (4b)
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The first part of (4a) to (4b) includes the expected incoming payments. Eq. (4a)
represents the incoming payments for selling end products at the retailers, whereas
(4b) represents incoming payments due to the selling of modules. The second part
(4c) to (4h) contains all the remaining (outgoing) payments made by the company.
In (4c), payments are considered for the acquisition, holding and relocation of mod-
ules. The term (4d) incorporates the payments for establishing, running and closing
production facilities. (4e) contains payments for producing end products, whereas
(4f) represents payments for the transportation of end products from the facilities to
the retailers. The terms (4g) and (4h) are payments regarding the acquisition of com-
ponents from vendors. In (4g), payments are considered for ordering components.
The term (4h) incorporates payments for acquiring and transporting components.
The last part of the objective function, (41), represents the salvage value of the mod-
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ules and the salvage value of the production facilities owned by the company at the
end of the planning horizon.

For simplification purposes, the salvage values are calculated as the unweighted
average of two events. First, the module in hold turns out to be unnecessary in the
first period T 41 after the end of the planning horizon and would then be sold. Thus,
it is worth its selling price pa jf” Second, if this module would not be in hold in
period T + 1 and had to be acquired instead, the module is worth payl:l[’;cﬂj The
same applies for the salvage value of the facilities. Here, the payments for closing

pay;’}’f] and establishing payfy, , must be taken into account.

4.1.3 CVaR-related constraints

For a given probability o € (0,1), the unbounded decision variable CVaR gives the
mean value of the expected NPV of those future scenarios, whose NPV belongs to the
worst (1—a)-100% scenario-specific NPV;. Following Fabidn (2008) and Koberstein
et al. (2013), |S| + 1 auxiliary decision variables are introduced for the calculation
of the CVaR. The unbounded auxiliary decision variable w gives a threshold value.
For future scenarios whose expected NPV lies below the value of wy, the | S| positive
auxiliary decision variables w; take the value of the difference between w, and the
respective future scenario-specific expected NPV. The CVaR is incorporated through
constraints (5) and (6).

CVaR = w

R ®)
seS
wo — ws < NPV Vs eS8 (6)

In combination with the objective function (4), the constraints (5) and (6) ensure
that the CVaR indeed gives the average of the worst (1 —«) - 100% scenario-specific
NPV;.

4.1.4 Demand fulfillment

E[LS,] = elspnos + D Al -wi e VpePreRiteT,seS (1)
lel
> e BLS,] < (1= Bp)- ) e EDp]  YpePreRaeT ()
SES SES
Yo g = wn VpeP,reRteT.seS )
meMp feF leL
wﬁﬂfd cq[ff;,rfd cq;’f;rf‘llv VpeP,reRteT,leLl,seS (10)

Equalities (7) yield the approximated lost sales function presented in Sect. 3.2.
Using inequalities (8), lost sales are restricted by a target 8-service level. According
to equations (9), the cumulated production quantity over all facilities must equal
the cumulated production quantity of all linearization segments. The cumulated
production w[frptxd must not exceed the difference of the upper and lower bounds
related to segment /; see (10).
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4.1.5 Vendor-related constraints

gSmm = 3" 3" > ug g VeeC.feF.teT.seS (1)
vEV, PEPcmEMpreR
> g = capQrt - 9 5ot VeeCveV.,teT,seS (12)
feF
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> gl < caprer - 95 VeeCveV.,teT,seS (13)
feF

Egs. (11) ensure that a sufficient amount of component c¢ is acquired to manufacture
end products. Furthermore, the constraints (12) and (13) are the minimum and
maximum capacity constraints for the components at vendors.

4.1.6 Constraints regarding modular capacities

Egs. (14) to (16) consider the modular capacities in the model.

angl;wlld + N,Z";wqu + Z angr:fetlac _ Z errg;sloc _ N%I;ell — ery‘;{”th(ﬂd
STeF\{S} STeF\{S}
VmeM,feF,teT

(14)
Z ani’ffth”’d.spm <S }’t’“".go;;pe" VfeF,teT (15)
meM
Macqu Magcu Pprod Pprod Mreloc Mreloc
I ™ N+ D2 Do s+ D i Nl
PEPMIeR freF\{f} (16)

§capf‘m4"’“"-Nr’,‘£'”’d VmeM,feFteT,seS

The balance constraints (14) determine the number of modules held at a facility in
a period, considering the acquisition, relocation and selling of modules. Egs. (15)
ensure that the required space of the modules held at a production facility does
not exceed its available space if the facility is open. Egs. (16) represent the capac-
ity consumption. Capacity consumption due to the acquisition of new modules, the
relocation of modules, and the production of end products must not exceed the avail-
able production capacity according to the number of modules held at the respective
production facility. Therefore, a facility must be equipped with modules to allow for
production.

4.1.7 Selection of production facilities

qDJZPen — (p;’fjn + (R;vt _ (Rﬁlose Vf c ]:,[ c 7— (17)

Egs. (17) ensure that production facility f can operate only (¢;”" = 1) in period 7 if
the facility was established in the respective period ((pfef’ = 1) or if it was open during
the previous period (¢/y;" = 1). Payments for an open facility do not depend on the

number of modules, i.e., payments may occur even if no modules are assigned (see
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(4d)). After a facility has been shut down, it can be reestablished in a later period.
In combination with equations (15), modules must be removed from a facility in
the case of a shut down. Furthermore, our approach can also be used to reconfigure

a given supply network configuration, i.e., g = 1 for some f € F.

4.2 A two-stage stochastic programming approach

The sole solution of the RSNDPMC-PLA leads to a robust supply network config-
uration over all future scenarios. However, it is realistic to assume that the arising
future scenario becomes apparent in the course of the ongoing planning horizon.
Thus, the remodifications of the supply network configuration may become rea-
sonable. Therefore, a two-stage stochastic programming approach is proposed that
enables this future scenario-specific modification.

In the first stage, the complete RSNDPMC-PLA is solved to generate a robust
supply network configuration that maximizes the weighted sum of the expected
NPV over all future scenarios and the CVaR according to (4). It is assumed
that after ¢* periods, the upcoming future scenario s* is known. Thus, the sup-
ply network configuration determined in the first stage is fixed for the periods
t = 1,..,t%, ie., the respective discrete variables are fixed for those periods,
whereas the remaining discrete variables are not fixed. It is worth noting, that
it is not mandatory to fix the real-valued decision variables, since they have no
influence on subsequent periods. Hence, a future-scenario-specific variant of the
RSNDPMC-PLA, called RSNDPMC-PLAg, is formulated. The RSNDPMC-PLA;
resembles the RSNDPMC-PLA except that it omits the CVaR-specific constraints
(5) and (6). In place of the original objective function (4), a future scenario-specific
NPV, according to (4a) to (4i) is maximized in the second stage. Furthermore,
slack variables are incorporated into the B-service-level constraints (8) to always
enable a mathematically feasible solution. However, these additional variables are
penalized in the objective function. Thus, by solving the RSNDPMC-PLA; for the
upcoming future scenario s*, an adapted future scenario-specific supply network
configuration is generated for the periods t = ¢t* + 1, ..., T in the second stage. This
two-stage stochastic programming approach is outlined in Algorithm 1.

Algorithm 1 Two-stage stochastic programming approach

1: SOLVE RSNDPMC-PLA maximizing weighted sum of expected NPV
and CVaR

2: for the upcoming future scenario s* do

3: FIX configuration for ¢ < ¢*

4: SOLVE RSNDPMC-PLA+ maximizing N PV, penalizing LS
5. end

Note that we focus on the supply network configuration in the two-stage stochas-
tic programming approach. In a subsequent tactical or operational planning step,
production and transportation quantities can be further adapted to be in line with the
determined capacities of the supply network configuration.
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5 Numerical results
5.1 Description of the test design

Two problem classes (PCs) are defined for our numerical investigation. These PCs
differ with respect to the number of components C, vendors V', products P, facili-
ties F', module types M, retailers R and periods 7', as shown in Table 2.

There are two spatially different activity regions; each contains half the vendors,
facilities and retailers. On average, demand is forecast to shift from one activity
region to the other along the planning horizon. For our numerical study, three fu-
ture scenarios (low, normal and high demand) are considered, as described in 2.
For the definition of test instances (TIs), two parameters—each with two different
values—are varied. The coefficient of variation, VCd, which is related to uncertain
demand, corresponds to VC¢ € {0.3,0.5}, and two target S-service levels, where
B € {0.9,0.95}, are used. The variation in both parameter values results in 4 pa-
rameter settings. For each setting, 10 TIs are randomly generated. Thus, each PC
consists of 40 different TIs. The TIs are described in detail in 2.

Sahling and Kayser (2016) noted that 10 linear segments already ensure a suf-
ficient accuracy of the approximation approach without a substantial increase in
the numerical effort. Thus, L = 10 segments are also used in our numerical ex-
periments. For the two-stage stochastic programming approach, the supply network
configuration is fixed after t* = 3 for PC 1 and t* = 5 for PC 2 in the second stage.

For the numerical analysis, an additional variant of the RSNDPMC-PLA is
defined, where relocations of modular capacities are omitted. In this so-called
RSNDPMC-NRL, the corresponding integer variables Nrf;f’f;’“ are fixed to zero.
Due to this fixation, the consideration of relocatable modules almost doubles the
number of discrete variables in the case of PC 1 and more than triples the number
of discrete variables in the case of PC 2.

Numerical experiments were conducted on the cluster TANE of the LUIS in
Hannover using 2 parallel threads, each with a 2.93 GHz processor and a maximum
of 16 GB of RAM. The described variants of the RSNDPMC-PLA are implemented
in GAMS 24.5.4, and each TI is solved to (sub)optimality using CPLEX 12.6. The
optimization process is terminated by CPLEX if a given time limit TLim is reached.

In Table 3, the solution qualities of the RSNDPMC-PLA, the RSNDPMC-PLA,
and the RSNDPMC-NRL are reported for PC 1 and PC 2.

Notably, with an average gap of less than 0.05% in the case of PC 1 and less than
0.24% for PC 2, (near) optimal solutions are obtained by CPLEX for all considered
TIs within the given time limit.

Table 2 Sizes of problem classes

(o |4 P F M R T #TI
PC1 5 10 5 6 5 6 6 40
PC2 5 10 10 10 10 6 12 40
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Table 3 Solution qualities of the RSNDPMC-PLA, -PLAg, and -NRL

TLim TCPU OptSol

[s] [s] [%]

RSNDPMC-PLA PC1 21,600 6,311 80.0
PC2 43,200 41,348 5.0

RSNDPMC-PLAg PC1 3,600 68 98.8
PC2 3,600 2,721 37.5

RSNDPMC-NRL PC1 21,600 751 100.0
PC2 43,200 38,580 17.5

TLim Given time limit, TCPU Average solution time, OptSol Percentage of optimally solved TIs

5.2 Analysis of the relocatability of modules

For the numerical study, we use all TIs described in Sect. 5.1. To demonstrate the
impact of the possibility of relocating modules among production facilities, we ana-
lyze the average number of newly acquired modules NumAcq, relocations NumReloc,
and sold modules NumSell for four variants of the RSNDPMC, i.e., RSNDPMC-
PLA, RSNDPMC-PLA;, RSNDPMC-NRL and RSNDPMC-NRL;. The last model
variant follows the two-stage approach described in Sect. 4.2, but relocations are
not permitted. The results for PC 1 are presented in Figs. 4 and 5. Furthermore, the
results for PC 2 are quite similar, and only the overall dimensions differ.

These results show that for RSNDPMC-PLA, where relocations are possible, the
average number of acquired modules can be reduced by more than 25% for PC 1 and
by more than 17% for PC 2 compared to RSNDPMC-NRL, which does not include
relocations. This is an important result when considering ecological effects. The use
of relocatable modular capacities leads to a substantial decrease in the number of
required modules and therefore to protection of the resources required to build new
modules.

The introduction of the two-stage approach leads to different effects according to
the respective future scenario. In the case that after ¢* periods, it becomes evident
that future scenario FS1 has arisen, i.e., an overall low demand, and the (using
the RSNDPMC-PLA) originally planned number of modules to be acquired was
overestimated. Therefore, in this future scenario, modules are sold. In the case of
future scenario FS2 (i.e., an overall normal demand), almost no changes are made
to the structure derived by the RSNDPMC-PLA. This shows that for the FS2, the
future scenario with the highest probability, the RSNDPMC-PLA already gives good
results. For future scenario FS3 (i.e., an overall high demand), we observe a different
effect. In this case, the number of modules to be acquired was underestimated. The
number of acquired modules thus increases to meet the increased demand, and
modules are not sold. Note that in the version where no relocations are possible, the
number of acquired modules, as well as the number of sold modules, exceeds the
respective numbers when relocations are allowed for all future scenarios.

To analyze the impact of the difference in the number of acquired and relocated
modules on the NPV, a simulation study is conducted with 1,000 replications. For
each replication, different realizations of the uncertain demand are randomly gener-
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Fig. 4 Number of acquired, relocated and sold modules for PC 1 after the first stage

ated for each future scenario. To evaluate this simulation, all the discrete variables
are fixed according to their values after the optimization, i.e., all strategic decisions
regarding

o the location of production facilities, i.e., establishing, running and closing,
o and the assignment of modular capacities, i.e., the acquisition, holding, and selling
of modules and, if applicable, their relocation

cannot be modified. However, all real-valued decision variables regarding trans-
portation quantities are not fixed. We also use slack variables in the B-service-
level constraints (8) to ensure a mathematically feasible solution. These additional

60

NumAcq NumReloc NumSell

W FS1-PLAs mFS1-NRLs MFS2-PLAs mFS2-NRLs FS3-PLAs FS3-NRLs

Fig. 5 Number of acquired, relocated and sold modules for PC 1 for the two-stage approach
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variables are penalized in the objective function. The remaining linear program is
solved to optimality using CPLEX for each replication. Note that in the case of the
RSNDPMC-PLAg, the future scenario-specific supply network configuration of the
second stage is used.

The results of this simulation show that the NPV increases on average by more
than 5% for PC 1 and by more than 3% for PC 2 in the case of RSNDPMC-PLA
compared to RSNDPMC-NRL. After recourse, the RSNDPMC-PLA; still generates
an on average more than 5% higher NPV than the RSNDPMC-NRL; for PC 1 and
more than 2% higher NPV for PC 2.

5.3 Simulation-based analysis of the robustness

As discussed above, the transportation and production quantities can be adapted in
subsequent planning steps with respect to the supply network configuration derived
by the described variants of the RSNDPMC, i.e., RSNDPMC-PLA, RSNDPMC-
PLA; and RSNDPMC-NRL. To analyze the robustness of the determined supply net-
work configuration, the same simulation study is used as was presented in Sect. 5.2.

In Table 4, the portion SimFeas of those scenarios that are feasibly solved in the
simulation, i.e., the incorporated slack variables are equal to zero for all product-
retailer-period combinations P x R x T, is provided. Furthermore, we report the
average portion P x R x T—Vio of product-retailer-period combinations for which
the target B-service level is violated.

For all variants of the RSNDPMC, the derived supply network configuration meets
the target S-service level in more than 82% of the simulation scenarios. However,
in the cases where the target service level is not met, the B-service level is fulfilled
for more than 99.8% of the product-retailer-period combinations. On average, when
the supply network configuration is adjusted, an improvement can be achieved in
terms of feasibility. It is, however, worth looking at the respective future scenarios
separately in greater detail because the effects regarding feasibility vary. The results
regarding the number of feasibly solved simulation scenarios are given exemplary
for PC 2 in Fig. 6. In Fig. 7, the percentage of infeasibilities arising before and after
the recourse are shown exemplarily for PC 2 again. The results for PC 1 differ only
slightly.

As analyzed in Sect. 5.2, for future scenario FS1, i.e., when overall low demand
occurs, the number of acquired modules was too high for the first ¢* periods. Ac-
cordingly, the number of held modules is reduced after t* periods. Therefore, for
PC 1 and PC 2, a feasibility of nearly 100% can be achieved after the first-stage
optimization for future scenario FS1. After the second stage (i.e., after adaptation),
this feasibility decreases slightly. All infeasibilities arise after ¢*. This result shows
that because fewer modules are in the system after adaptation, a very small number
of infeasibilities occur that were covered by the extra modules in stage one and,
therefore, did not arise. For future scenario FS2 (i.e., an overall normal demand),
the supply network configuration hardly changes after the recourse; therefore, the
feasibility is hardly influenced as well. A feasibility of more than 99% is reached
for FS2 before and after the recourse for PC 1 and a feasibility of more than 96% for
PC 2. Infeasibility occurs both before and after the recourse. For future scenario FS3
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Table 4 Robustness of supply network design

SimFeas P x R x T—Vio

[%] [%]

RSNDPMC-PLA PC1 90.0 0.14
PC2 84.3 0.12

RSNDPMC-PLA PC1 92.0 0.09
PC2 86.4 0.07

RSNDPMC-NRL PC1 91.8 0.10
PC2 84.2 0.12

(i.e., an overall high demand), we found in Sect. 5.2 that the number of modules for
the system generated in the first stage was too low. Therefore, in the second stage,
additional modules are acquired after ¢* to cover the high demand. For this future
scenario, the first-stage configuration generates the smallest number of feasible so-
lutions. Only 61.1% of the scenarios of FS3 can feasibly be solved for PC 1 and
41.6% for PC 2. The recourse can improve these results. After the recourse, 69.2%
of the scenarios can feasibly be solved for PC 1 and 54.4% for PC 2. Because more
than 97% of the infeasibilities arise in the periods before the recourse, this value
cannot be improved further. This number shows that hardly any infeasibilities arise
after the adaptation of the supply network configuration, and therefore, a very robust
solution was found. Even in this case, only 0.31% and 0.24% of the product-retailer-
period combinations are violated for PC 1 and PC 2, respectively.

The relocatability of modules does not considerably influence the number of
feasible solutions. The infeasibilities depend on the provided module capacities at the
facilities. The consideration of greater uncertainty, i.e., a higher value for vce , leads
to more robust solutions, i.e., the number of feasibly solved simulation scenarios
increases. Greater uncertainty results in a supply network configuration with higher
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FS1 FS2 FS3

B RSNDPMC-PLA  m RSNDPMC-PLAs

Fig. 6 Percentage of feasibly solved simulation scenarios for the different future scenarios for PC 2
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Fig. 7 Percentage of infeasibilities arising before and after the recourse for PC 2

capacity allocations, i.e., more installed modules. However, greater maximum and
average violations of the target service level are observable. The results of the -
service level show, that a higher service level yields a greater number of feasibly
solvable simulation scenarios. In this case, more modules are also provided with
higher capacity, where the maximum and average violations of the target service
level are lower.

In summary, the simulation-based analysis shows that all variants of the
RSNDPMC that consider uncertainty generate robust solutions, as shown by the
high number of feasible solutions in the simulation study. By using the two-stage
approach, this robustness can be increased further.

5.4 The impact of o and

To investigate the impact of the parameters «, i.e., the probability related to the
CVaR, and v, the weighting coefficient in the objective function (4), on the number
of acquired modules and their relocation, we considered different values for o and
Y for a TI from PC 1 that could be solved to optimality within the given time limit.
We discovered that there is a significant impact on the number of acquired and sold
modules for the RSNDPMC-NRL (see Figs. 8 and 9) and on the number of relocated
modules for the RSNDPMC-PLA (see Fig. 10).

Fig. 8 shows that the number of acquired modules increases with decreasing
values of «. It is mentionable that the lowest NPV is generated in future scenario FS1
due to the lowest realized demand. Therefore, for an « close to 1, only the NPV
of this worst scenario is considered in the CVaR-part of the objective function. Our
study in Sect. 5.2 demonstrated that the number of necessary modules is smallest
for this future scenario. Hence, to generate a high CVaR for an « close to 1, it is
a good strategy to only acquire a small number of modules. As shown in Fig. 8, the
number of acquired modules is smallest for an « close to 1. This means that, on
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Fig. 8 Average number of ac-
quired modules for RSNDPMC-
NRL regarding o and ¢

the other hand, the more, i.e., (1 — «) - 100%, “bad” scenarios that are considered
to calculate the CVaR, the more modules that are acquired to yield a better CVaR
for the objective function. In this case, modules are acquired for being able to
cover the high demand in future scenario FS3, thereby yielding a high NPV. The
inverted effect is evident with the parameter ¥. With a decreasing value of ¥, the
number of acquired modules also decreases. The smaller the value for ¥, the more
weight is given to the CVaR in the objective function. This means that the decision
maker is risk averse. Therefore, the investment for expensive modules is not made.
In accordance with the number of acquired modules, the number of sold modules
shows the same characteristics (see Fig. 9).

Fig. 10 shows that the effect on the number of relocated modules for the
RSNDPMC-PLA is similar to the effects just described. With increasing values
of o, the number of relocated modules decreases, and the number decreases with
decreasing values of v, i.e., with increasing risk aversion. However, the number
of acquired modules for the RSNDPMC-PLA is hardly affected by o and . This
shows that in the case where relocations are possible, the expenses for the relocation
of the modules strongly impact the objective value and therefore the reconfiguration
of the supply network under uncertainty. Again, in the case whereby « is close to
1, the CVaR resembles the NPV of future scenario FS1. Due to the low demand
in this scenario, it is not necessary to relocate many modules to fulfill the low
demand. Relocating more modules than necessary only yields high payments for
the relocation of the modules, while there is no demand and therefore no incoming
payments for products produced on these modules. Hence, for an « close to 1, the
number of relocated modules approaches the small number of relocations in FSI1.

Fig. 9 Average number of sold
modules for RSNDPMC-NRL
regarding « and Y
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Fig. 10 Number of relocated
modules for RSNDPMC-PLA
regarding o and

On the other hand, if « is close to 0, the number of relocated modules resembles
the relocation structure of FS3. Therefore, many modules are relocated—following
the shift in demand—to avoid high payments for transporting the high number of
products over a great distance to the retailer. The same effects observed with the
RSNDPMC-PLA are noticeable for the RSNDPMC-PLA;.

6 Conclusion

In this paper, a new model formulation for robust supply network reconfiguration is
presented. In this model formulation, the concept of relocatable modular capacities
is incorporated for the first time in the presence of twofold uncertain demand in-
formation. Due to the explicit consideration of uncertain demand and the resulting
induced risk, a generic nonlinear model formulation arises. Nonlinear functions of
expected lost sales are approximated by piecewise linear functions according to Hel-
ber et al. (2013). The solution of the resulting mixed-integer linear program results
in a robust supply network configuration. Furthermore, a two-stage stochastic pro-
gramming approach is proposed that enables a future scenario-specific modification
of the determined supply network configuration.

In our numerical studies, we have observed that the consideration of relocatable
modular capacities has a significant effect on the supply network structure and on
the resulting NPV. The possibility of relocating modules provides the opportunity
to significantly decrease the number of newly acquired modules, which results in
a measurable increase in the NPV and has an as yet unquantified positive ecological
effect. Furthermore, the number of newly acquired modules and the number of
relocations increase under higher target service levels and higher uncertainty, i.e.,
with a higher coefficient of variation. The recourse enables an even better adaptation
to the demand situation, resulting in even better values of NPV.

Additionally, our studies have revealed that the robustness of the supply network
design increases with higher target service levels and higher coefficients of variation.
Again, the consideration of the two-stage approach with recourse provides better
results, this time regarding feasibility.

The analysis of the impact of the parameter «, i.e., the probability related to the
CVaR, and , the weighting coefficient in the objective function, on the network
configuration has shown that both parameters have a great impact. With an « close
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to 1, the configuration approaches the optimal configuration of future scenario FS1,
while a small « close to 0 leads to a configuration approaching the optimal configu-
ration for FS3. For a decreasing value of v, the decision maker is increasingly risk
averse, and large investments for the acquisition and relocation of modules are not
made.

Future research should address a scenario-specific retail price. Future scenarios
may affect the retail price as well; thus, it becomes uncertain. A demand function
must be assumed to determine the scenario-specific retail price. Hence, further non-
linearities occur in the model formulation. An uncertain retail price may also have
an effect on both the expected net present value and the supply network config-
uration. Furthermore, a life-cycle assessment should be processed to evaluate the
environmental impact of the relocatable modules.
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7 Appendix

7.1 Notation of the RSNDPMC

Indices and Sets:

cel Set of components (¢ = 1, ...,C)

f,feF Set of potential production facilities (f =1, ..., F)

lel Set of linearization segments (! = 0, ..., L)

me M Set of module types (m =1, ..., M)

pEP Set of end products (p =1, ..., P)

rer Set of retailers (r = 1, ..., R)

sES Set of future scenarios (s = 1, ..., S)

t,teT Set of periods (t = 1,..., T)

vey Set of vendors (v =1, ..., V)

Subsets:

Mp S M Set of module types that can produce end product p

Pc €SP Set of end products requiring component ¢

Pm S P Set of end products producible on module type m

Ve CV Set of vendors providing component ¢

Parameters:

o Probability related to CVaR

Bpr Target B-service level for end product p at retailer r

Aﬁfm Slope for expected lost sales of end product p at retailer r in pe-
riod ¢ for segment / and future scenario §

T Probability of future scenario s

v Level of risk aversion

capgf"‘” Maximum ordering capacity of component ¢ at vendor v per pe-
riod

capgf"i” Minimum ordering capacity of component ¢ at vendor v per pe-
riod

cap%’"“‘ Total maximum production capacity per module of type m per
period

mj‘;“]“ Capacity consumption factor of installing a module of type m af-

ter acquisition at facility f in period ¢

cﬂj}ﬁlr”” Capacity consumption factor of relocating one module of type m
from facility f and installing it at facility /"’ in period ¢ including
transportation lag

C] pf:l;?d Capacity consumption factor of manufacturing one unit of end

‘ product p on a module of type m at facility f in period ¢
ﬁz;fd Maximum production quantity of end product p for retailer r in

period ¢ for segment / cumulated over all facilities for future sce-
nario §

elspris Expected lost sales of end product p at retailer r in period ¢ for
segment / and future scenario §

iee Company-specific rate of interest in period ¢

pa}ﬁ"” Payment for closing facility f in period ¢ (outgoing payments for

the closing process —incoming payments from the selling process)
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payccf,cq " Payment for acquiring one unit of component ¢ from vendor v in
period ¢

paygf;’d” Payment for ordering component ¢ from vendor v in period #

paygfj’-f"“ Payment for transporting one unit of component ¢ from vendor v
to facility f in period #

payfef’ Payment for establishing facility f in period ¢

Macqu . . . .

DAY gy Payment for acquiring and installing one module of type m in
facility f in period ¢

pay%f};”ld Payment for holding one module of type m in facility f in pe-
riod ¢

pay%}“f,”‘ Payment for relocating a module of type m from facility f and
installing it at facility f in period ¢

pay’,fj“-“” (Incoming) payment for selling a module of type m from facil-
ity f (including outgoing payments for deinstalling the module)

pay}’-tp e Payment for open facility f in period ¢

pay;)f:l]rgd Payment for manufacturing one unit of end product p on a module
of type m at facility f in period ¢

payﬁff” (Incoming) payment for selling one unit of product p at retailer r
in period ¢

payﬁ}r’fm Payment for transporting one unit of end product p from facil-
ity f to retailer r in period ¢

P Required space by one module of type m

SPg™ Maximum available space at facility f in period ¢

Uep Number of units of component ¢ required to produce one unit of

Random variables:
Dprts

Lsprts

Binary decision variables:

close
(pﬂ
est

(pﬂ

open
ft
Corder
ﬂcvts

Positive integer decision variables:

Macqu
N,

Mhold
N

Mreloc
Nt

Msell
N,

end product p

Demand of end product p at retailer r in period ¢ for future sce-
nario §

Lost sales of end product p at retailer r in period ¢ for future
scenario §

1 if facility f is closed at the beginning of period ¢; 0 otherwise
1 if facility f is established at the beginning of period #; 0 other-
wise

1 if facility f is open in period #; O otherwise

1 if component ¢ is ordered at vendor v in period ¢ for future
scenario §; 0 otherwise

Number of modules of type m acquired at facility f at the begin-
ning of period ¢

Number of modules of type m held at facility f in period ¢
Number of modules of type m relocated from facility f to facility
J/ at the beginning of period ¢

Number of modules of type m sold at facility f at the beginning
of period #
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Positive real-valued decision variables

ws Auxiliary variable for the calculation of the CVaR for future sce-
nario §

qg,’f;‘;m Transponatipn quantity of component ¢ from vendor v to facil-
ity f in period ¢ for future scenario s

qﬁﬁ;ﬁi Production quantity of end product p on any module of type m at

facility f for retailer r in period ¢ for future scenario §
Pprod

prils Production quantity of end product p for retailer  in period ¢ in

segment [ cumulated over all facilities for future scenario §
Real-valued decision variables

wo Auxiliary variable for the calculation of the CVaR
CVaR Conditional value-at-risk
E[LSP,,S] Approximated expected lost sales of end product p at retailer 7 in

period ¢ for future scenario §

NPV Net present value of future scenario §

7.2 Description of the test instances

The described procedure for the generation of our test instances depends primarily
on Sahling and Kayser (2016). To simulate a shift in demand, as further described
below, two spatially different activity regions are defined. The coordinates of each
vendor v, production facility f and retailer r are defined randomly in two quadratic
grids. Half of the vendors, facilities and retailers are generated in the grid [0,100] x
[0,100] using a uniform distribution; see Melkote and Daskin (2001). The other
half is generated in the grid [300,400] x [0,100] using a uniform distribution. We
define the region in the grid [0,100] x [0,100] to be a region with decreasing demand
over time, whereas the region in the grid [300,400] x [0,100] is assumed to have
an increasing demand over time. The distance between vendors and facilities dist,y,
between two different facilities dist;> and between facilities and retailers disty; are
based on Euclidean distance measures. The internal rate of interest i;"“““ is equal to
8%. To consider risk propensity, we assume a risk-neutral decision maker as ¢ = 0.5
and ¥ = 0.5.

In the following, a continuous uniform distribution between a and b is described
by the expression U [a, b], whereas a discrete uniform distribution between a and b
is denoted by U{a, b}.

The components are randomly assigned to vendors such that each component ¢
is provided by 3 to 6 vendors, i.e., |V.| ~ U{3,6}. Each vendor v provides 1
to 3 components. Furthermore, the components are also randomly assigned to end
products such that end product p contains 1 to 3 components, and each component ¢
is required by 3 to 5 products, i.e., |P.| ~ U{3,5}. For each p € P, the respective
Uy is set to 1. The set of required components C,, for end product p contains those
components ¢ with u, > 0. To generate several module types with different product
portfolios, end products are randomly assigned to module types such that each end
product p can be manufactured by at least two module types m. Furthermore, each
module type m can manufacture at least two end products p.
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The scenario-specific time series of the expected demand IE[D,,,] is generated
as follows. We first estimate the maximum expected demand IE[DZ"”‘] for each end
product p, where E[D]*] ~ U{500,700}. To consider retailer dependencies, the
maximum expected demand IE[D[’,”,"X] of end product p at retailer r is calculated
by E[D7*] = U[0.75,1.25] - E[D}*]. To simulate the shift in the period-specific
expected demand IE[D,,], a linear function is used. In the region of decreasing
demand over the planning horizon, the E[D,,] decreases from E[D7*] linearly over
time until it nearly vanishes in the last planning period. Otherwise, in the region of
increasing demand, the expected demand IE[D,,,] increases linearly from nearly no
demand until E[D7] is reached in the last planning period. In the next step, the
three future scenarios s € {low, normal, high} with their respective demand factors
Eiow = 0.7, Erormar = 1.0 and &, = 1.3 are incorporated. The probability of the
normal scenario iS 7pmmg = 0.5, and the probability of the remaining scenarios
iS Tiowmigh = 0.25. To account for slight fluctuations in the linear demand curve,
the scenario-specific expected demand IE[D,,] can then be derived from a normal
distribution with mean &, - I5[D,,,] and standard deviation U[0.1,0.2] - & - E[D,,,] for
each end product p, retailer r and period ¢.

Using this scenario-specific expected demand IE[D,,,] and the given coefficient
of variation VC?, the uncertain demand D, is normally distributed with mean
E[D,,] and standard deviation o, = vce . E[D,].

To allow different dimensions of vendors, we define a capacity factor cap&/“ for
each vendor v and component ¢, where

e _ ULV

capC =

“ Vel

The capacity capS™ can be determined using the average expected demand Ep

of end product p as follows:

capSm™ = capS . Z Uep -Ep -1+ vee)
PEP,

with

_— E[D,,
AD, = ZZ%

reR t

In this way, it is ensured that components are available in a sufficient number and
do not describe a bottleneck. The minimum capacities capS™" are assumed to be
Zero. _

For each module type m, we generate a capacity factor capﬂm/lfac to enable different
sizes for module types, where

caplfec — _NPml .
" Zm’lpm’|
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The capacity consumption factor of manufacturing one unit of end product p on

module type m at facility f in period 7 is determined by ¢f"”"*! = U{1,2}. Using

pmft
this consumption factor, the capacity cap™™* can be derived as follows:

Pprod
Zm’EMpiZtC prf’ft
IMpl-|FI-ITI

captme = 0.1 - cap™¥ec . Z Ep (1 +vcdy.
DEPy,

to force the acquisition of more than one module. The capacity consumption due to

the acquisition of module m at facility f in period ¢ ¢ ﬁ%‘“qu = 0.1 - capM™*_ De-

pending on the distance between two facilities in relation to the distances among all
facilities, the consumption factor due to the relocation of a module can be calculated
as follows:

Mreloc __ Macqu . 1_|_
O s

¢ mff’t =c mft

The required space per module type sp,, = 100 - caph’*“.
For each facility f, we randomly generate a capacity factor cap f ', where

apEfaC — U{ls F}
S F
leading to differently dimensioned facilities. Furthermore, more than one production
facility has to be established. Based on the required space per module, we generate
the maximum available space at a facility as follows:

aee 2omSPm D E (14 VCd)
SP;;lax — (1 + C(lpl}f ) m°Fm p e )
' Z Capm

In Table 5, we describe the determination of several payment parameters similar
to Cordeau et al. (2006), Cortinhal and Captivo (2003), and Thanh et al. (2008).

Note that the following calculations for the different payments take the size of
the facility and/or module into account. The production payments pay ﬁ” of end
product p on module type m at facility f in period ¢ are proportional to the average
payments payg for acquiring all required components for end product p, i.e.,

Cacqu
ZUEVC thaycvt
E Uep - .

C—
P4 Vel - T

c

Based on pay< ¢, the production payments paypf:l}fd are defined as follows:

prac
pay[ff:l}fd = pay$ - U | max {0.5,1 — —meac .
Y o Cap,;

For a better understanding of the following calculations, we refrain from reducing

fractions. To determine the (incoming) payments payP sell ‘it is essential to estimate
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Table 5 Determination of the parameters for payments

Parameter Value

payiee = 200911 payy" /(1 + eap’) - X 3D, - (1 + VC)
pays™ = U[5,10]- Ulmax{0.5; 1 — cap™}, 1]
paySyder = U[LI10]- JeapGre

paySis = 0.05-disty

pay = 3-ULIpay "\ J(1 + cap’) - X AD, - (1 + VED)

payme = U[100,000,500,000] - (1 + capj)

Pay%;;l)ld = 0.2- pay%;;bqu
p(ly%j;f’ltnc = 0.05 - pay%{z:{i (1 + %)

pa msell - 01- thaTV,,,ﬂ N

pay" = U{wjm-Jﬂ—rmﬂwq >, 4D, - (1 + vcd)

paybtis = Y, e - disty

the retailer-specific mean (outgoing) payments per unit of end product p in each
period ¢ in advance. Therefore, in the first step, the mean payments for ordering

(paycmq”) and transporting (payS5"™) components and the mean payments for

producing (paygf ") and transporting (payp transy end products are evaluated for

one unit of end product p as follows:

Cacqu
acqu paycv
payse Zucp o (18)
. Vel
S8 g ST e
Ctmnv =05 ZM vslr%d—‘fs[@] + v>’7 —|f>’7%—‘
a Vel 171 ANE] ’
2 2 2
Pprod (19
Pprod __ ZfszMppayP’[:lﬁ' (20)
" |F] - |M1;)| ’
trans
e e M ]
payp = 7] Vr < ik 21
T
Ptrans
e _ P i
payls = — Vr > [—W 22)
7

Note that the overall mean payments for transporting components are calculated as
the mean over both demand regions. The payments for transporting end products
are calculated as the mean for each demand region. In the next step, we determine

the mean payments pay%”cq” for acquiring modules for each end product p:
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Pp rod

T Ymem D Zf pmft Macqu
payMacqu _ A p’ IMpl-|Fl . ZmEMpipaymft ) 1 (23)
" Lmemp o™ M| 7] T-AD,
IMpl

In the first term, we estimate the mean number of modules required to fulfill the
mean demand for end product p. The second term describes the mean payments per
unit for acquiring the modules for the production of end product p.

The mean payments pay%h"ld for holding modules at a facility for each end
product p are calculated as follows:

T Zmerp X hoi” ol
ADp - VOIFT  meM, 2P 1 o8
Zmempearti™ Ml -|FI 4D,
[Mp]

paythold —

The estimated number of required facilities NumF is derived as follows:

- >, AD,
NumF = - (25)
(+eapl) ¥, AD,-(14VC?) |

Zf [F]

This estimation is used to determine the mean payments pay;,‘;" for establishing and
running facilities to produce one unit of end product p in period ¢.

est open
POy POy
T X T
T-Y,AD, Y., AD,

pa paf = NumF - (26)

Furthermore, end-product-specific additional mark-ons WPP ~ U][0.3,0.5] and re-
tailer-specific additional mark-ons WX ~ U[0.05,0.1] are defined to determine

(incoming) payments pay;“rltl as follows:
pay;’:f” (1 + WP + W, )
Cacqu Ctrans Pprod Ptrans Macqu thold yf“C
Py T paAYy " payy ot @y + Py, -+ pa +pa :
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