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The Can-Order Policy for Two-Echelon Inventory

System under Lead-Time Consideration
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Abstract. The research’s objective is to develop the can-order policy for two-echelon inventory
system consisting of a warehouse and multiple retailers facing stochastic demand. The
continuous replenishment is considered. This work emphasizes non-zero lead time and target
service level as a system constraint. Due to the complicated system, computer simulation is
initially utilized to determine the inventory policy setting from which the best-known solution
can be obtained. It also provides new insights of inventory policy setting: the effects of
relevant factors and the solution characteristics. Since simulation has to be run on a large
search space over a long period of time to find the best-known solution, heuristic approach is
utilized to solve this problem. The proposed heuristic is designed based on decomposition
approach and one-dimensional search to determine the appropriate inventory policy setting.
From the experimental result, the proposed heuristic can obtain the appropriate policy much
faster than the simulation by providing on average of 1.22% cost gap, as compared to the

best-known solution.
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