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Abstract

We are living in a very challenging time in history with the COVID-19 pandemic
upon us plus the impacts of climate change now being notable with the frequency
of various disasters increasing as well as their impacts. Nevertheless, products still
must be produced, transported, and consumed in order to sustain humanity, and
labor has revealed itself to be a critical resource in supply chain networks. In this
paper, we construct the first multiperiod supply chain network model, which cap-
tures labor associated with the various supply chain network activities of produc-
tion, transportation, storage over time, and distribution, and also includes link labor
productivity enhancements that allow for investments in enhanced safety and health
of the workers. We utilize a net present value (NPV) approach with the optimization
model being formulated and solved as a variational inequality problem. We report
the complete input and solution results for a series of numerical examples in terms
of product flows, labor required, wages, as well as link labor productivity enhance-
ments. We then further illustrate the relevance of the framework by conducting sen-
sitivity analysis. We find that investing in link labor productivity can benefit workers
also in terms of higher wages earned and the firm in terms of an increase in the opti-
mal value of its objective function represented by the NPV, provided that consumers
are aware of and responsive to such investments. This work adds to the literature on
the integration and extension of concepts of operations research and economics in
order to provide deeper insights into highly relevant aspects of supply chains during
this time of their expanded importance.
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1 Introduction

We are living in a historic, very challenging era with the COVID-19 pandemic and
the escalating negative impacts of climate change, with the latter fueling an increas-
ing number of various disasters from hurricanes to heat waves and wildfires [1].
In addition to such “sudden-onset” disasters, climate change is also exacerbating
droughts and rainfall in different areas and affecting agriculture and the food supply
[2]. Furthermore, the increasing emissions due to the use of fossil fuels are reduc-
ing the quality of life and the health of people [3]. In our highly connected planet,
viruses can spread easily through travel [4] and smoke, due to wildfires, can result in
unhealthy air thousands of miles from the origin locations (cf. [5]).

Labor has been significantly and adversely impacted in this new era of COVID-
19, coupled with climate change, with many firms and organizations realizing that
they have to invest in labor for health and safety reasons [6]. Not everyone can work
from home in the pandemic and that includes essential workers from various manu-
facturers, farmers and food processors, freight service providers, technicians, first
responders, as well as healthcare workers, among others. Furthermore, working
conditions, plus higher wages, have been critical in attracting and keeping workers
throughout the pandemic; even now, as more and more people are vaccinated and
as economies begin to gradually open up [7]. It is important to realize that climate
change and COVID-19 are actually linked, in that it has been found that smoke from
wildfires in the Pacific Northwest may have led to thousand more cases of COVID-
19 and more deaths among those who tested positive for the coronavirus [8].

Early on in the pandemic, the large number of cases of COVID-19, as well as
deaths of workers, including those in the food sector, from workers at meat process-
ing plants in the USA to migrant farm labor in many countries captured the atten-
tion of many, including consumers who dealt with empty store shelves, a reduced
portfolio of products, as well as higher prices of grocery items (see [9] and the refer-
ences therein). Companies realized that they needed to invest in enhanced corona-
virus mitigation procedures in their workplaces, from social distancing and the use
of PPEs, to the implementation of various barriers, enhanced ventilation, etc. [10].
Such investments were seen in various grocery stores, manufacturing plants, restau-
rants, various retail outlets, and other work venues (cf. [11]).

The importance of labor to the production, transportation, storage, and distribu-
tion of products in supply chain networks has resonated in the COVID-19 pandemic.
Firms are noting that keeping workers healthy and safe affects profits positively as
well as a company’s reputation, since the negative fallout from widely publicized
illnesses at food processing plants, factories, distribution centers, and warehouses
can have lasting effects. Similarly, with global warming and climate change, work-
ers, as well as firms, are needing to adapt since higher temperatures are affecting the
productivity of labor (see [12]). De Lima et al. [13] note that labor supply and labor
productivity are sensitive to increasing heat stress expected under climate change,
especially in economic sectors that depend heavily on outdoor work; notably, agri-
culture [14, 15]. Being subjected to heat reduces the capability for physical activity
in a wide range of work environments, and heat kills farm workers every year [16].
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2 Literature Review and Contributions

In this paper, we construct a multiperiod supply chain network optimization
model in which a firm seeks to determine its optimal enhancements in labor
productivity associated with its supply chain network activities, at a cost, along
with its optimal product path flows to the demand markets, under profit maxi-
mization, and applying a net present value (NPV) approach. We allow for the
operational costs to depend not only on the product flow but also on the produc-
tivity enhancements, since there may be maintenance costs encumbered over the
time horizon. We also allow the demand price functions to depend not only on
the product demand at the demand markets but also on the productivity enhance-
ments. Hence, our optimization model captures that consumers may be more (or
less) sensitive to investments by a company in labor productivity. This feature has
some analogues in the sustainability literature where consumers may be willing
to pay higher prices for products that encumber lower emissions, that is, are more
“green” (see, e.g., [17] and the references therein). Examples of enhancements
associated with labor productivity can include better temperature-controlled work
environments, regular access to water and restroom breaks, provision of PPEs and
other type of sanitary supplies, better lighting, ventilation, and work area design,
among others. Here we are specifically interested in labor productivity enhance-
ments of the “hardware” variety, rather than education and teaching of new skills,
since the focus is on the pandemic healthcare disaster as well as the climate
change one (see [18]) and impacts on labor.

This work is the first to construct a supply chain network optimization model
with labor and multiple time periods, with a focus on enhancing labor produc-
tivity, which is a topic of great current relevance in the pandemic and climate
change, as well. There is only limited published work on the integration of labor
as a primary resource into supply chain networks from a modeling perspective,
and with an eye towards garnering insights that have emerged in the pandemic
and are being further amplified because of climate change. Nagurney [19] con-
structed a supply chain network optimization model for perishable products, with
a focus on food, in which there were bounds on the availability of labor on each
link. This allowed for the quantification of the impacts of disruptions on labor
availability in different supply chain network activities on product flows, con-
sumer prices, and the profit of the firm. Nagurney [20] proposed another sup-
ply chain network optimization model with labor and three distinct sets of con-
straints, with the first consisting of upper bounds on labor availability on links;
the second set consisting of an upper bound on labor availability on each tier
of the supply chain network (production, transportation, storage, and distribu-
tion); and the third set of constraints consisting of a single labor bound in the
supply chain network. Nagurney [21] then extended the latter paper to competing
multiple firms using the Nash equilibrium (cf. [22, 23]) for the model under the
first set of constraints and generalized Nash equilibrium as a concept for the sec-
ond two sets of constraints, where firms competed for a limited amount of labor
resources. All the above-noted publications, however, were single-period models,
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whereas the model in this paper is a multiperiod one. Nagurney [24] recently pro-
posed a single-period supply chain game theory model with labor but with fixed
amounts of labor on the links. In that model, production output increased as a
function of wages and there were no investments in enhanced labor productiv-
ity. Nagurney [25], also in a single-period model, proposed investments in labor
productivity, but the investments did not affect the demand price functions and
the financial outlay had a specific form, unlike the general construct in this paper
with respect to total cost associated with productivity enhancements, focusing
on health and safety of workers. Addressing the health and safety of laborers is
now of paramount importance with the double major stressors of the COVID-19
pandemic and climate change. A recent article [26] reveals how outdoor laborers
involved in picking produce, who already have hard jobs, are suffering and even
dying because of the extreme heat conditions, including in the Pacific Northwest
of the USA.

Furthermore, the new model in this paper, in addition to being a multiperiod
one, differs from the above noted published works in the following ways:

1. A supernetwork (cf. [27]) is used to abstract the multiperiod supply chain network
optimization problem in order to precisely define the paths for the product path
flows and to also capture the managerial activity associated with the management
of the supply chains.

2. We consider labor availability to be wage-dependent in that more workers will be
willing to work at higher wages, which is justifiable from economics and is being
used as a strategy in the pandemic now with labor shortages in many sectors. The
wages, hence, are not fixed, as was the case in the above-noted published papers.

3. We allow for investments on link labor productivity enhancements, which are
associated with the health and safety of the laborers in their activities of produc-
tion, transportation, storage, and distribution.

4. The link operational cost functions are dependent not only on the product flows
but also on the link labor productivity enhancements made in the first time period,
as are the demand price functions. The former capture the possible maintenance
needed in subsequent time periods, whereas the latter reflects that consumers (to
greater or lesser degrees) are willing to pay more for a product if workers have
enhanced protection, which enables greater productivity.

It is important to emphasize that the economics literature is rich with respect to
labor issues (cf. [28-31]) but not in terms of supply chains and the integration of
labor in supply chains, which we focus on here.

This paper also adds to the disaster literature. For collections of interesting
papers on many disaster themes as well as phases of disaster management, see the
edited volumes by [32-34].

The paper is organized as follows: In Sect. 3, the multiperiod supply chain
network model with link labor productivity enhancements is constructed and the
supernetwork topology identified. We provide the variational inequality formula-
tion of the problem, which is used for algorithmic purposes. Section 4 presents
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the algorithm and a series of numerical examples for which the complete input
and output results are reported. Section 4 includes additional results in the form
of sensitivity analysis exercises in order to ascertain quantitatively the impact on
the firm’s NPV of changes in the discount rate, modifications to the managerial
link productivity factors (which are not subject to productivity enhancements),
and changes in the demand price functions to reflect greater sensitivity in the
demand price functions to the labor productivity enhancements. Section 5 pre-
sents a summary of the results in this paper and the conclusions.

3 The Multiperiod Supply Chain Network Optimization Model
with Investments in Labor Productivity Enhancements

We consider a single firm, which seeks to maximize the NPV of its investments in
labor productivity enhancements over a finite period planning horizon. We con-
sider a discretized time horizon T where t = 1,...,T. In each time period z, the
firm has n,, production sites available, nj, distribution centers at which storage
can take place and serves ny demand markets. The multiperiod supply chain net-
work topology is depicted in Fig. 1, as a supernetwork, with the firm denoted as
the super node 0. We make use of a supernetwork (cf. [27]) since it makes the

The Firm

Production

JWnR,l Mo

Transportation

Demand Markets Demand Markets s Demand Markets
Time Period 1 Time Period 2 Time Period T

Fig. 1 The Supernetwork Structure of the Multiperiod Supply Chain Network Model with Labor Produc-
tivity Enhancements
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definitions of paths precise and allows for the inclusion of managerial links. The
firm in period 7 is then denoted by node (0, r) with lower tiered nodes correspond-
ing, in time period 7, respectively, to: production (M, ... ,M,ZM,,), distribution
(DCyys ... ,DCnDC,t), and the demand markets (1,1, ..., ng, ).

Let L, denote the set of directed links of the firm in its supply chain network, at
time period ¢, where t = 1, ..., T, with the corresponding link from node 0 to node
(0, 1) also included. Let 2,, then denote the set of directed links of the firm in its
supply chain network, at time period ¢, in the supernetwork in Fig. 1 not including
the top-most links joining firm node O to node (0, 7). The links emanating from
the node O are grouped into the set L°. We denote a typical link by a. The full
supply chain supernetwork in Fig. 1 is represented by the graph G = [N, L], where
N corresponds to the set of nodes and L to the set of links. L, in turn, consists of
all links 2,,; t=1,...,T. The links in L represent the supply chain network oper-
ational links, whereas the links in L? are the managerial links. The managerial
links represent the management of the supply chain networks that is needed in
the different time periods. Investments can take place in any / all the operational
links but do not take place on the managerial links. The managerial links, how-
ever, encumber wages to be paid, as do the operational links for labor provision.
We assume that investment in the supply chain links takes place in the first time
period with those investments then affecting operational link costs and demand
price functions in the first and subsequent time periods.

Let P, denote the set of paths joining the firm node 0 to demand market node
(k, t) representing demand market & in period ¢, where t = 1,...,T; k=1, ..., ng.
The set of paths P, with the number of elements equal to np, consists of all the
paths P, , for all k and 7. Observe that the paths are acyclic and each path consists
of a sequence of links representing the supply chain network activities of produc-
tion, transportation, and distribution to a demand market, within a time period,
as well as storage, if the link is over two time periods. Each path also includes a
managerial link.

We assume, in the model, that the production sites, storage sites, transportation
and distribution links, as well as the demand markets, are fixed from time period
to time period. Hence, the number of production sites, the number distribution
centers, and the number of demand markets as in time period 1 remain through-
out the time horizon as in time period 1. Furthermore, we assume that invest-
ments are made only in the first time period. Similar assumptions in terms of
supply chain investments, but not concerning labor, in multiperiod supply chain
network models have also been made by [17, 35-37].

The additional notation for the model is given in Table 1. All vectors are col-
umn vectors.

The firm seeks to maximize the NPV of its investments in enhancing labor
productivity over the planning horizon with the objective function denoted by U;
that is:
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Table 1 Notation for the Multiperiod Supply Chain Network Model with Labor Productivity Enhance-

ments

Notation Parameter definition

r NPV discount rate.

Ya Positive factor relating wage to labor on link a, Va € L.

v The maximum investment possible in labor productivity on link a, Va € L,.

Oup Indicator equal to 1, if link a is contained in path p and 0, otherwise.

Notation  Variable definition

X, The product flow on path p. We group all the path flows into the vector x € R:’,"~

a The product flow on link a. We group all the link flows into the vector f € RiL.

l, The labor available for link a activity, Va € L, typically, denoted in labor hours.

dy, The demand for the product at demand market k; k = 1, ... ,ngin time period ;1 = 1,...,T.
We group the demands for a time period i into the vector d € Rr and then group all such
vectors for all the time periods into the vector d € R

V,]; The enhanced labor productivity on link a, Va € L1 Investments in link labor productivity
enhancement only take place in the first period. We group the labor productivity enhance-
ments into the vector v! € R

w, The (hourly) wage paid for a unit of labor on link a, Va € L.

Notation  Function definition

¢ (fys vé) The total operational cost associated with link a, excluding the labor cost, Va € L
&,(f,»vl) = 0 for all links a € L°.

pi(d,v')  The demand price for the product at demand market k; k = 1, ..., ng in time period z;
t=1,...,T

a, + Vlll The link productivity function relating input of labor to product flow on link a, Va € L.
Weletr, = a, + v ,Va e L Note that 7, is identical for all similar links across the time
periods = 1,. T since v is determmed for all links a € LI in the first period. Link
productivity functlons for the managerial links a € L° are as follows: z, = a,, Va € L".

TCOY) The total cost associated with the labor productivity enhancements in vector v'. This func-

tion can take on different functional forms, provided that it is convex and cont%nuously
differentiable. In our numerical experiments in Sect. 4.2, TC(v') = Zuel. W~

Maximize U = Z T+ )I{Z pri(d,, v Mgy — Z 6a(fa,vi) - Z wyl,}

subject to:

ael, ael,

= ) wl, = TCOY)
a€lLl

)]

2 X, =dk’,, k=1,....ngt=1,...,T,

PEP,

@)
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fo= préap, Va €L, 3)
peP

x, 20, VpeP, “)

0< v(ll <V, Vae I:l, (5)

fi=(a,+v)l,, Vael, (6)

f,=al, Vael’, @)

l,=yw, VaelL. )

Constraints (2), (3), and (4) are the conservation of product flow equations. Equa-
tion (2) guarantees that the demand for the product is met at each demand market
in each time period. Equation (3) makes sure that the product flow on each link is
equal to the sum of the product flows on paths that use that link. Equation (4) repre-
sents the nonnegativity assumption on the product path flows. The constraint (5) is
the bounds on the labor productivity enhancements on the links, which takes place
in time period 1 and then is sustained on the identical link in each subsequent time
period. There are upper bounds since there may be physical limitations as to what
productivity enhancements can be achieved. The expressions (6) and (7), in turn,
reflect that the product output is equal to the link productivity function times the
labor in hours available for that link activity (see also, [9, 19, 20]. Note that invest-
ments in link productivity enhancements are not allowed on managerial links. Note
also that by (6) is also meant that the link productivity function in each time period
on a given link is the same over all time periods after time period 1 for the same
link (cf. Fig. 1) since the labor productivity link enhancement is determined in time
period 1 for each link with the investment and then sustained throughout the plan-
ning horizon. In addition, here, according to (9), we assume that labor availability
is linear with respect to the wage, which is consistent with the work of the Nobel
Laureate Angus Deaton; cf. [38], where many references can be found as to such a
frequently used structure by economists. Note that total financial outlay, in turn, that
is, the total investments in link labor productivity enhancements, is captured in the
function 7C(v!) in (1).

We now show that objective function (1) can be expressed solely in terms
of product path flows and link labor productivity enhancements. Indeed, in
view of (3), we can define link total operational cost C,(x, v(ll) =, v(ll),
for all links a € L. Also, in view of (2), we can define demand price function
P v = py (d,vh), for all k and all 7. Applying (6), (7), and (8) and, subse-
quently, (4), we conclude that
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Yper %p0, .
w,l, = (M 1 vael, ©)
Ya

(a, +v1)

oer %l
w,l, = <M 1 waer (10)

a, Ya

Letting U(x,v") = U, we can now rewrite (1) as:
~ Z GPxpsap
U(x,v'>—2(1+ 5 Z%(xv) 25 ‘ZC(’C”‘Z<(ZT —}

PEP, a€l,
2
> epX,d
) < ) T,
a, y(l

a€l’ a
(11)

which is subject to constraints (4) and (5).

The firm’s goal, hence, is to maximize (11) subject to constraints (4) and (5). We
define the feasible set K = {(x,v')| (4) and (5) hold }. The feasible set K is convex.
Also, we assume that the NPV function U(x, v!) is continuously differentiable and
concave. Then, it follows that an optimal solution to the above supply chain network
optimization problem coincides with the solution of the variational inequality prob-
lem (cf. [39]): determine (x*, v!*) € K such that

oU (x yl y oU(x*,v') ,
-y —_—— (xp—xp)—sz(v - >0, v ek.
pEP ael a
(12)
Variational inequality (12) can be put into standard form (cf. [39]), VI(F, ), where
we seek to determine a vector X* € K c RV, such that

(F(X"),X-X*)>0, VXeKk, (13)

where F is a given continuous function from K to RV, K is a given closed, convex
set, and (-, -) denotes the inner product in A -dimensional Euclidean space.

In our supernetwork model X = (x, vh) and F(X) = (F1(X), F?(X)), where the p-th
element of F'(X) is: — ‘)U(x ") and the a—th element of F2(X) is: aU;’V‘ 2D 1 our model

F a

N'=np+n; andK = K.
We now proceed to describe the algorithm and to present the computed solutions to
several numerical examples.
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4 The Algorithm and Numerical Examples

The algorithm that we implemented for the solution of numerical examples is the

modified projection method of [40]. It is guaranteed to converge to the solution of a

variational inequality as in (13), provided that the function F(X) that enters the vari-

ational inequality is monotone and Lipschitz continuous and that a solution exists.
For completeness and convenience, we now recall the algorithmic steps.

4.1 The Modified Projection Method

Step O0: Initialization Initialize with X° € /C. Set the iteration counter 7 := 1 and let
¢ be a scalar such that 0 < § < %, where L is the Lipschitz constant.

Step 1: Computation Compute X7 by solving the variational inequality subproblem:
(XT+¢FXTH-X"1X-X)>0, vXek. (14)

Step 2: Adaptation Compute X* by solving the variational inequality subproblem:
(XT+(FXH) =X X-X)>0, VXeKk. (15)

Step 3: Convergence Verification If |[X* — X*~!| < ¢, with € > 0, a pre-specified tol-
erance, then stop; otherwise, set 7 := 7 + 1l and go to Step 1.

4.2 Numerical Examples

The modified projection method was implemented in FORTRAN and a Linux sys-
tem at the University of Massachusetts Amherst used for the computation of solu-
tions to the numerical examples. The modified projection method was initialized as
follows. The link productivity enhancements were set to 0.00. The initial demand at
each market was set to 40 with the demand equally distributed among the paths ter-
minating in each demand market. The convergence tolerance was 10~ This means
that the modified projection method was considered to have converged when the
absolute value of the difference between each of the variables (the path flows and
the link labor productivity enhancements) at two successive iterations differed by no
more than this value. The parameter { was set to .01 for each of the numerical exam-
ples, unless noted otherwise.

4.2.1 Examples 1,2,and 3

In this set of examples, there are two time periods and the firm has two produc-
tion facilities, a single distribution center for storage, and serves two demand
markets. The supernetwork topology of this multiperiod supply chain network
problem is depicted in Fig. 2. We consider a generic product for which we can
draw insights based on the numerical computations and results. The purpose is to
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Fig.2 Supernetwork Topology The Firm

of the Multiperiod Supply Chain

Network Numerical Examples

Production

Transportation

Storage

g

Distribution

Demand Markets
Time Period 1 Time Period 2

demonstrate that the model is computable and provides a breadth of information.
We report the complete example input data as well as solutions for Examples 1, 2,
and 3, followed by results of sensitivity analysis.

In Example 1, the link operational costs and the demand price functions are
the same for each period and the demand price functions do not depend on the
link productivity enhancements. The latter reflects a scenario in which consumers
do not care about the work environment of the workers associated with the sup-
ply chain network for the product. Example 2 then has the identical data to the
data in Example 1 but with the consumers now being responsive to the link labor
productivity enhancements, which we consider to being such that make workers
more comfortable, in terms of enhanced safety and health, so they can be more
productive. Example 3, in turn, has the identical data to the data in Example 2 but
now we consider the scenario that the consumers at the two demand markets in
the second period are willing to pay a much higher price for the product than they
did in the first time period. Hence, the demand price functions reflect this. The
scenario in Example 3 could reflect a holiday purchasing scenario for a product or
a product that is in greater demand in the pandemic.
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Example 1 - Same Data in Time Period 2 as in Time Period 1; Demand Price Functions
Independent of Link Labor Productivity Enhancements The total operational link
cost functions are:
Gf) =212 +.0501% () =22+ 7 e (f) = 524 007, e = 53+ 05V,
L) =242+ W () = S+ () = 57+ 7 6,0 = 27 + 050
G =22+ W () =52+ 057 () = S+ 05V e =27 + L

en(f) = 5F2 4+ .1v_}2, &,(f,) =0.00, 2,(f,) = 0.00.

The demand price functions are:

pz’l(d) = _5d2,1 + 800, pz’z(d) = _5d2’2 + 850.

The alpha link parameters are:
a, =55 a,=50, a. =35 a;,=35 «a,=060, ap = 38, a, = 36,
a, =55 =50, a=35 ao=35 =60, a,=38 a,=10,aq,=10,
and the gamma link parameters are:
Yo=-1L n=1 r.=.09 y,=07, r,=.08 y=.06, y,=.08,
=1 rn=.1 r=.09 =07 y=.08 y,=.06 y,=.1
7, =.1.

The total investgnent cost function in productivity enhancements on the link is:
= 1
TC = Zaeil (v,)"

The bounds on the link productivity enhancements are: V' = ... = y7"** = 5.
The discount rate » = .03 (see [17] who also has used this value and provides a
justification).

The paths are defined as: path p, = (n,a,c,e), path p, =(n,b,d,e), path
psz = (n,a,c.f), path p, = (n,b,d,f), path ps = (n,a,c,g,1), path po = (n,b,d, g, 1),
path p;=(o,h,j,1), path pg=(o0,i,k,[), path pg=(nac,g m), path
Pio = (n,b,d, g,m), path p,; = (0,i,k,m), and path p,, = (0, i, k,m).

The modified projection method yields the following equilibrium product path flow
pattern:

Xt =2221, x* =2217, x* =26.54, x¥ =26.50,
23 P3 Py

P

x* =0.00, x* =0.00, x* =22.19, x* =22.15,
Ps Pe P7 Pg

x* =0.00, x* =000, x* =2652, x' =2648.
Po Pio P P12
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The equilibrium link flows and labor values are reported in Table 2, whereas the
equilibrium link labor productivity enhancements and hourly wages are reported in
Table 3.

The demand price at the first demand market in time period 1 is: 578.09 and
at the second demand market the price is: 584.79; The demand price at the first
demand market in time period 2 is: 578.31 and at the second demand market the
price is: 585.02 with the corresponding equilibrium demands of: 44.38, 53.04,
44.34, and 53.00, respectively.

The value of the firm’s NPV (the objective function) is: 77,010.94.

Table 2 Equilibrium Link Flows

and Labor Values for Examples Notation Equilibrium value
1,2, and 3 Example 1 Example 2 Example 3

£ 48.75 49.27 67.17

o 48.68 49.20 67.08
f 48.75 49.27 67.17
f 48.68 49.20 67.08
A 44.38 44.88 37.12
ff 53.04 53.59 45.13
1y 0.00 0.00 51.99
s 48.70 49.22 79.06
1 48.63 49.15 78.94
fl.* 48.70 49.22 79.06

o 48.63 49.15 78.94
5 44.34 44.84 98.26
e 53.00 53.54 111.73
r 97.42 98.47 134.25
f 97.33 98.38 158.00
r 0.88 0.90 1.22
I 0.97 0.98 1.34
I 1.37 1.41 1.92
Ly 1.36 1.41 1.92
r 0.74 0.75 0.62
l/* 1.37 1.38 1.17
l;' 0.00 0.00 1.42
Iy 0.88 0.89 1.44
[N 0.97 0.98 1.58
l}* 1.37 1.41 2.26
I 1.36 1.40 2.26
Iy 0.74 0.75 1.64
It 1.37 1.38 2.90
I 9.74 9.85 13.42
I* 9.73 9.84 15.80

o
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Table 3 Equilibrium Link

Productivity Enhancements and Notation Equilibrium value

Hourly Wages for Examples 1, Example 1 Example 2 Example 3

2,and 3
"41,* 0.14 0.00 0.00
v}]* 0.18 0.00 0.00
vcl,* 0.58 0.00 0.00
",11* 0.73 0.00 0.00
vl 0.11 0.11 0.07
v 0.76 0.77 0.56
vi,* 0.00 0.00 0.66
wr 8.84 8.96 12.21
wy 9.70 9.84 13.42
wh 15.22 15.64 21.32
wy 19.46 20.08 27.38
wh 9.23 9.33 7.72
w_;* 22.81 23.04 19.51
w: 0.00 0.00 18.26
w 8.83 8.95 14.37
wi 9.69 9.83 15.79
wj’.k 15.21 15.63 25.10
wy 19.44 20.06 3222
wy 9.22 9.32 20.45
wr 22.79 23.02 48.30
wr 97.42 98.47 134.25
w 97.33 98.38 158.00

There is no inventorying from time period 1 to time period 2 since f; =0.
The equilibrium link flows in time period 2 are lower than their respective val-
ues in time period 1. The wages also decrease on each of the operational supply
chain network links in time period 2 as compared to the respective values in time
period 1. All the equilibrium link labor productivity enhancements are positive
except for the inventorying link one which has v;* = 0, which makes sense since
the inventorying link is not used / needed in this example.

Example 2 — Same Data as in Example 1 but the Demand Price Functions Now
Depend on the Link Productivity Enhancements The data for Example 2 are
identical to those in Example 1 but with the demand price functions at the
demand markets in the two time periods expanded to include dependency on
the link productivity enhancements. This is to model the possible scenario of
consumers caring about the working conditions of the laborers in terms of health
and safety, for example.
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The demand price functions are now:

pia(dv") = =5d; 1 +10 Y\ v +800, p,,(d,v")==5d,,+10 ) v} +850.

ael, ael,

P21(d V") = =5d,; +10 )" vL +800, p,,(d.v") ==5d,, +10 ) v} +850.

ael, ael,

The modified projection method yields the following equilibrium product path flow
pattern:

Xt =2246, x* =2242, x* =26.81, x* =26.78,
P P2 P3 Py

x* =0.00, x* =0.00, x* =2244, x*' =2240,
Ps Ps P7 Pg

x* =0.00, x* =0.00, x* =26.79, x* =26.75.
Py Pio Pu P2

The equilibrium link flows and labor values are reported in Table 2, whereas the equi-
librium link labor productivity enhancements and hourly wages are reported in Table 3.

The demand price at the first demand market in time period 1 is now: 584.39
and at the second demand market the price is: 617.26. The demand price at the
first demand market in time period 2 is: 584.61 and at the second demand market
the price is: 591.10 with the corresponding equilibrium demands of: 44.81, 53.51,
44.77, and 53.46, respectively.

The equilibrium link product flows, the link labor values, as well as the link
wages are all higher in Example 2 than in Example 1. The equilibrium demand mar-
ket prices that consumers now pay for the product are greater in time period 2 than
in time period 1, and the demands are higher. The link productivity enhancements
are positive on links e and f in this example.

The firm enjoys an NPV of 80,030.05, which exceeds the NPV in Example 1.
The results for this example strongly suggest that letting consumers know that a firm
cares about laborers and is willing to invest in their health and safety in the firm’s
supply chain network, and having consumers be responsive to such enhancements,
can have a positive impact on the firm’s value of its objective function.

Example 3 - Same Data as in Example 2 but with the Demand Price Function Inter-
cepts Increased in the Second Time Period The data in Example 3 are identical to
those in Example 2 but with the demand price function intercepts increased in time
period 2; reflecting an increase in the prices the consumers are willing to pay at the
demand markets in the second time period.

The demand price functions in the second time period are now:

p21(d V") = =5d,; +10 D' VI +1600,  p(d,v') = =5dy, +10 Y v} +1650.

ael, ael,

The modified projection method yields the following equilibrium product path flow
pattern:
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x*1 = 18.57, x*2 = 18.55, x*z =22.58, x; = 22.56,

P P p

x* =11.33, x* =11.30, x* =37.84, x* =37.79,
Ps De P Pg

x* =14.69, x* =14.67, x* =41.21, x* =41.15.
Py Pio P P2

The equilibrium link flows and labor values are reported in Table 2, and the equilib-
rium link labor productivity enhancements and hourly wages are reported in Table 3.
In this example, we set { = .001.

The demand price at the first demand market in time period 1 is: 627.34 and at the
second demand market the price is: 676.08. The demand price at the first demand
market in time period 2 is: 1121.63 and at the second demand market the price is:
1104.30 with the corresponding equilibrium demands of: 37.12, 45.13, 98.26, and
111.73, respectively.

The firm’s value of its NPV at the optimal solution in Example 3 is equal to:
197,428.52. In Example 3, the NPV is more than double the NPV in Example 2.
Inventorying now takes place with f* = 51.99. Wages now increase on all links. As
in the previous two examples, those involved in the managerial links »n and o earn
the highest wages. Three links now have positive equilibrium productivity enhance-
ment values at the equilibrium with the inventorying link g having the highest value
with v;* = 0.66.

210 . . | . .

205 .

T
1

200

195 4

190 - .

Firm NPV x 10°

T
1

185

180

T
1

175 7

170 1 1 1 1 1
0.01 0.03 0.05 0.07 0.09

Discount Rate r

Fig.3 Sensitivity Analysis for Different Discount Rates r and Effects on the Firm’s NPV
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4.2.2 Sensitivity Analysis

We now proceed to conduct several sensitivity analysis exercises. In the first exer-
cise, we evaluate the effects of varying the discount rate on the NPV of the firm. In
the second exercise, we explore the impact on the NPV of the firm of changing the
a, and a, factors on the managerial links. In the final sensitivity analysis exercise,
we modify the factor preceding the ) i, v}l term in the demand price functions and
examine the impact on the NPV of the firm. Example 3 is used as the baseline for
these sensitivity analysis exercises with the data changes for each sensitivity analysis
data point as noted on the x-axis of Figs. 3, 4, and 5.

The results of the first sensitivity analysis are reported in Fig. 3.

From Fig. 3, it can be seen that the NPV of the firm decreases linearly as the
discount rate is raised. The fact that the firm’s NPV decreases as the discount rate
increases is behavior that one would expect from corporate finance.

The results of the second sensitivity analysis are reported in Fig. 4. As has been
emphasized earlier in this paper, one of the novel contributions herein is the use
of a supernetwork for representing the multiperiod supply chain network optimiza-
tion problem with link labor productivity enhancements through investments. The
use of a supernetwork, with the addition of links to represent managerial activities,

204 T T T T T

T

202 h

200 h

Firm NPV x 10°

T

198 h

1 96 1 1 1 1 1
10 20 30 40 50

« on Managerial Links n and o

Fig.4 Sensitivity Analysis for Different Values of a for Managerial Links o and n and Effects on the
Firm’s NPV
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198 .
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1
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Firm NPV x 10°
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T
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0 2 4 6 8 10
Factor Preceding v Expression in Each Demand Price Function

Fig.5 Sensitivity Analysis for Different Values of Factor Preceding Y,
Demand Price Functions and Effects on the Firm’s NPV

«ci, Vo Expression in All the

provides a richer framework for supply chain management since the wages of man-
agement with their labor hourly values and also productivity are now included. Also,
recall that for the managerial links there are no link labor productivity enhance-
ments and, therefore, the productivity factors on the managerial links n and o in our
numerical examples consist solely of the factors a, and a,,. In Fig. 4, we see that as
the values of these managerial link factors, which are the same on the managerial
link in time period 1 and in time period 2, increase, then the NPV of the firm also
increases, but at a decreasing rate over the range that this sensitivity analysis exer-
cise was conducted.

The final sensitivity analysis results are reported in Fig. 5. In this exercise, all the
demand price function coefficients preceding the Zaez] vi term were the same and
as delineated in the x axis in Fig. 5. Note that the result for the NPV for 10 is pre-
cisely that for Example 3. Here we see that the greater the value of this coefficient,
the greater the NPV of the firm. This means that the firm should make sure that
consumers respond to the investments of the firm in labor productivity enhancement
and are made aware of the investments.
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5 Summary and Conclusions

Supply chain networks serve as the critical infrastructure for the production, trans-
portation, storage, and distribution of products globally. The COVID-19 pandemic,
and the increase in climate-related disasters and their severity have demonstrated the
need to maintain the functionality of supply chains. Essential to the functionality
of supply chains is labor. Indeed, without labor, no product can be produced, trans-
ported, stored, and distributed. The productivity of labor, in turn, depends on work-
ers being healthy and safe.

In this paper, we add to the literature on the inclusion of labor into supply chain
networks, which was initiated in the COVID-19 pandemic and was inspired by news
of workers falling ill and many perishing in the pandemic. There have been serious
disruptions to supply chains for this and related reasons and, therefore, having rigor-
ous mathematical frameworks that can capture intricacies of supply chain networks,
along with labor and various features, including that of labor productivity, is valu-
able for firms as well as decision makers and policy makers. Although economists
have historically contributed to the study of labor, along with wages that should be
paid, and how to possibly address labor shortages, they have not considered supply
chains in a general context. In this paper, we construct, for the first time, a multipe-
riod supply chain network optimization model, using the firm’s NPV, and a super-
network formalism, to identify both optimal product flows and labor productivity
enhancements. Another novelty of the model is that we include not only operational
links but also managerial links since management needs to be involved in support-
ing the supply chain activities over the time periods. The model is formulated and
solved as a variational inequality problem. The solution of the model yields optimal
product path and link flows, optimal labor values associated with the various sup-
ply chain activities, wages that should be paid, as well as the optimal productivity
enhancements.

The new model in this paper extends recently published models on labor and
supply chain networks in several directions, including to multiple time peri-
ods, elastic wages, and the incorporation of investments in link labor produc-
tivity enhancements. The numerical examples provide insights that include that
both the firm and the laborers can gain when a firm invests in labor productivity
enhancement, which here we consider to enhance health and safety.

Future research can include the construction of multiperiod game theory mod-
els with the inclusion of labor that can also address the competition for labor,
another vivid feature of the pandemic. It would also be very interesting to for-
mulate service supply chains, as in the healthcare sector, in particular, to include
labor specifically. It would be interesting to consider extensions of the model in
this paper (as well as related ones) to allow for the number of demand markets
to change from time period to time period, perhaps, with appropriate additional
investments in different time periods. It would also be interesting to allow the
number of production sites and distribution centers to change from time period
to time period, with an increase in number having an associated investment (but
note that the type of investment would be different from the investments in the
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model in this paper, which are for productivity of labor). Finally, allowing for
investments in each time period in terms of labor productivity would also be a
valuable extension to the model in this paper.

Acknowledgements The author is grateful to all the workers who have provided so many essential prod-
ucts and services in the COVID-19 pandemic, including farmers, grocery store workers, freight service
providers, healthcare workers, first responders, technical support staff, educators, manufacturers of PPEs,
medicines, and vaccines, and so many others. Your dedication and contributions are lauded. This paper is
dedicated to you. The author also acknowledges all the speakers and participants in the 5th International
Conference on Dynamics of Disasters, which took place in a virtual format, July 16-18, 2021. The pres-
entations and discussions were excellent and inspiring. The authors thank the two anonymous reviewers
of an earlier version of this paper for their very thoughtful and constructive comments and suggestions.

Funding No funding was provided for this work.

Data Availability All data generated or analyzed during this study are included in this paper.
Declarations

Conflicts of Interest The author declares that she has no conflict of interest.

References

1. Samenow J, Pate] K (2021) Extreme weather tormenting the planet will worsen because of
global warming, U.N. panel finds. The Washington Post. August 9. Available at: https://www.
washingtonpost.com/weather/2021/08/09/ipcc-2021-extreme-weather-climate/

2. Cartier KMS (2021) Global agriculture will be drastically altered by climate change. GreenBiz,
February 18. Available at: https://www.greenbiz.com/article/global-agriculture-will-be-drastically-
altered-climate-change

3. Lelieveld J, Klingmiiller K, Pozzer A, Burnett RT, Haines A, Ramanathan V (2019) Effects
of fossil fuel and total anthropogenic emission removal on public health and climate. PNAS
116(15):7192-7197

4. Van Beusekom (2020) Studies trace COVID-19 spread to international flights. CIDRAP, Univer-
sity of Minnesota, September 21. Available at: https://www.cidrap.umn.edu/news-perspective/
2020/09/studies-trace-covid-19-spread-international-flights

5. Rott N (2021) Study finds wildfire smoke more harmful to humans than pollution from cars.
NPR, March 5. Available at: https://www.npr.org/sections/health-shots/2021/03/05/973848360/
study-finds-wildfire-smoke-more-harmful-to-humans-than-pollution-from-cars

6. International Labour Organization (2020) In the Face of a Pandemic: Ensuring Safety and Health
at Work. Switzerland, Geneva

7. Rosenberg E (2021) These businesses found a way around the worker shortage: Raising wages to
$15 an hour or more. The Washington Post, June 10

8. Partlow J (2021) This is a very dangerous combination: New study says wildfire smoke linked to
increased Covid cases, deaths. The Washington Post. August 13

9. Nagurney A (2021a) In the end, it’s all about people. ORMS Today, INFORMS, January 29.
Available at:https://pubsonline.informs.org/do/10.1287/orms.2021.01.17/full/

10. Pacheco I (2020) How much Covid-19 cost those businesses that stayed open. The Wall Street
Journal, June 23. Available at: https://www.wsj.com/articles/how-much-covid-19-cost-those-
businesses-that-stayed-open-11592910575

11. Lindsay C (2020) Health and safety move to the fore of workplace issues. The Wall Street Jour-
nal, October 13. Available at: https://www.wsj.com/articles/health-and-safety-move-to-the-fore-
of-workplace-issues-11602597809

@ Springer


https://www.washingtonpost.com/weather/2021/08/09/ipcc-2021-extreme-weather-climate/
https://www.washingtonpost.com/weather/2021/08/09/ipcc-2021-extreme-weather-climate/
https://www.greenbiz.com/article/global-agriculture-will-be-drastically-altered-climate-change
https://www.greenbiz.com/article/global-agriculture-will-be-drastically-altered-climate-change
https://www.cidrap.umn.edu/news-perspective/2020/09/studies-trace-covid-19-spread-international-flights
https://www.cidrap.umn.edu/news-perspective/2020/09/studies-trace-covid-19-spread-international-flights
https://www.npr.org/sections/health-shots/2021/03/05/973848360/study-finds-wildfire-smoke-more-harmful-to-humans-than-pollution-from-cars
https://www.npr.org/sections/health-shots/2021/03/05/973848360/study-finds-wildfire-smoke-more-harmful-to-humans-than-pollution-from-cars
https://pubsonline.informs.org/do/10.1287/orms.2021.01.17/full/
https://www.wsj.com/articles/how-much-covid-19-cost-those-businesses-that-stayed-open-11592910575
https://www.wsj.com/articles/how-much-covid-19-cost-those-businesses-that-stayed-open-11592910575
https://www.wsj.com/articles/health-and-safety-move-to-the-fore-of-workplace-issues-11602597809
https://www.wsj.com/articles/health-and-safety-move-to-the-fore-of-workplace-issues-11602597809

Operations Research Forum (2021) 2: 68 Page 21 0f22 68

12.

15.

16.

20.
21.
22.
23.
24.

25.

26.
217.

28.

29.

30.

31.

32.

33.

34.

35.

36.

Day E, Fankhauser S, Kingsmill N, Costa H, Mavrogianni A (2019) Upholding labour productiv-
ity under climate change: An assessment of adaptation options. Clim. Pol. 19(3):367-385

de Lima CZ, Buzan JR, Moore FC, Lantz U, Baldos C, Huber M, Hertel TW (2021) Heat stress
on agricultural workers exacerbates crop impacts of climate change. Environ Res Lett 16:044020
Hertel TW, de Lima CZ (2020) Viewpoint: Climate impacts on agriculture: Searching for keys
under the streetlight. Food Policy 95:101954

Sainato M (2021) We’re not animals, we’re human beings: US farm workers labor in deadly heat
with few protections. The Guardian, July 16

Shapiro E (2021) Farmworkers especially vulnerable as dangerous heat wave scorches wide swath of
US. abcnews, June 20. Available at: https://abcnews.go.com/US/farmworkers-vulnerable-dangerous-
heat-wave-scorches-wide-swath/story?id=78356149

Saberi S, Cruz JM, Sarkis J, Nagurney A (2018) A competitive multiperiod supply chain net-
work model with freight carriers and green technology investment option. Eur J Oper Res
266(3):934-949

IPCC (2021) Sixth Assessment Report. Released August 9, Geneva, Switzerland. Available at:
https://www.ipcc.ch/report/ar6/wg1/

Nagurney A (2021b) Perishable food supply chain networks with labor in the Covid-19 pan-
demic. In: Kotsireas IS, Nagurney A, Pardalos PM, Tsokas A (eds) Dynamics of Disasters -
Impact, Risk, Resilience, and Solutions. Springer Nature Switzerland AG, pp 173-193

Nagurney A (2021c) Optimization of supply chain networks with the inclusion of labor: Applica-
tions to Covid-19 pandemic disruptions. Int J Prod Econ 235:108080

Nagurney A (2021d) Supply chain game theory network modeling under labor constraints:
Applications to the Covid-19 pandemic. Eur J Oper Res 293(3):880-891

Nash JF (1950) Equilibrium points in n-person games. Proc Natl Acad Sci USA 36:48-49

Nash JF (1951) Noncooperative games. Ann Math 54:286-298

Nagurney A (2021e) Supply chain networks, wages, and labor productivity: Insights from
Lagrange analysis and computations. Isenberg School of Management, University of Massachu-
setts Amherst

Nagurney A (2021f) Optimization of investments in labor productivity in supply chain networks.
International Transactions in Operational Research

Olmos S (2021) Hard jobs turn perilous on farms. The New York Times, September 5

Nagurney A, Dong J (2002) Supernetworks: Decision-Making for the Information Age. Edward
Elgar Publishing, Cheltenham, United Kingdom

Karp E (2021) The case for raising wages in manufacturing. Forbes, Match 2. Available at: https://
www.forbes.com/sites/ethankarp/2021/03/02/the-case-for-raising-wages-in-manufacturing/?sh=
565d8a755480

Stiglitz JE (1982) Alternative theories of wage determination and unemployment: The efficiency
wage model. In: Gersovitz M, Diaz-Alejandro CF, Ranis G, Rosenzweig MR (eds) The Theory
and Experience of Economic Development - Essays in Honor of Sir W. Arthur Lewis. George
Allen & Unwin, London, England, pp 78-106

Van Biesebroeck J (2015) How tight is the link between wages and productivity? A survey of the
literature. International Labour Office, Geneva, Switzerland

Wolters J, Zilinsky J (2015) Higher wages for low-income workers lead to higher productiv-
ity. Peterson Institute for International Economics. January 13. Available at: https://www.piie.
com/blogs/realtime-economic-issues-watch/higher-wages-low-income-workers-lead-higher-
productivity

Kotsireas IS, Nagurney A, Pardalos PM (eds) (2016) Dynamics of Disasters: Key Concepts,
Models, Algorithms, and Insights. Springer International Publishing, Switzerland

Kotsireas IS, Nagurney A, Pardalos PM (eds) (2018) Dynamics of Disasters: Algorithmic
Approaches and Applications. Springer International Publishing, Switzerland

Kotsireas IS, Nagurney A, Pardalos PM, Tsokas A (eds) (2021) Dynamics of Disasters: Impact,
Risk, Resilience, and Solutions, Springer Nature Switzerland AG

Liu Z, Cruz JM (2012) Supply chain networks with corporate financial risks and trade credits
under economic uncertainty. Int J Prod Econ 137(1):55-67

Liu Z, Wang J (2019) Supply chain network equilibrium with strategic supplier investment: A
real options perspective. Int J Prod Econ 208:184-198

@ Springer


https://abcnews.go.com/US/farmworkers-vulnerable-dangerous-heat-wave-scorches-wide-swath/story?id=78356149
https://abcnews.go.com/US/farmworkers-vulnerable-dangerous-heat-wave-scorches-wide-swath/story?id=78356149
https://www.ipcc.ch/report/ar6/wg1/
https://www.forbes.com/sites/ethankarp/2021/03/02/the-case-for-raising-wages-in-manufacturing/?sh=565d8a755480
https://www.forbes.com/sites/ethankarp/2021/03/02/the-case-for-raising-wages-in-manufacturing/?sh=565d8a755480
https://www.forbes.com/sites/ethankarp/2021/03/02/the-case-for-raising-wages-in-manufacturing/?sh=565d8a755480
https://www.piie.com/blogs/realtime-economic-issues-watch/higher-wages-low-income-workers-lead-higher-productivity
https://www.piie.com/blogs/realtime-economic-issues-watch/higher-wages-low-income-workers-lead-higher-productivity
https://www.piie.com/blogs/realtime-economic-issues-watch/higher-wages-low-income-workers-lead-higher-productivity

68 Page 22 of 22 Operations Research Forum (2021) 2: 68

37. YuM, Cruz JM, Li D, Masoumi AH (2021) A multiperiod competitive supply chain framework
with environmental policies and investments in sustainable operations. Eur J Oper Res. in press;
https://doi.org/10.1016/j.€jor.2021.07.028

38. Deaton A, Muellbauer J (1981) Functional forms for labor supply and commodity demands with
and without quantity restrictions. Econometrics 49(6):1521-1532

39. Nagurney A (1999) Network Economics: A Variational Inequality Approach, 2nd and Revised
edn. Kluwer Academic Publishers, Dordrecht, The Netherlands

40. Korpelevich GM (1977) The extragradient method for finding saddle points and other problems.
Matekon 13:35-49

Publisher’s Note Springer Nature remains neutral with regard to jurisdictional claims in published
maps and institutional affiliations.

@ Springer


https://doi.org/10.1016/j.ejor.2021.07.028

	A Multiperiod Supply Chain Network Optimization Model with Investments in Labor Productivity Enhancements in an Era of COVID-19 and Climate Change
	Abstract
	1 Introduction
	2 Literature Review and Contributions
	3 The Multiperiod Supply Chain Network Optimization Model with Investments in Labor Productivity Enhancements
	4 The Algorithm and Numerical Examples
	4.1 The Modified Projection Method
	4.2 Numerical Examples
	4.2.1 Examples 1, 2, and 3
	4.2.2 Sensitivity Analysis


	5 Summary and Conclusions
	Acknowledgements 
	References


