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1. Introduction

As the market size grows and the competition intensifies, research on supply chain management is
receiving great attention. Due to the increment in supply chain members, the traditional models based
on one manufacturer and retailer cannot appropriately reflect the problems. The decentralized supply
chain network considering different roles of decision-makers who independently make decisions is
more suitable in this situation.

In [1], Nagurney et al. proposed an equilibrium model for a three-tier supply chain network. Since
then, the supply chain network equilibrium model has been applied in many fields. For example,
Nagurney et al. studied the electric supply chain network equilibrium model [2]. Yu and Nagurney
proposed a supply chain network model for fresh produce [3]. Because customers and regulators are
paying more attention to environmental protection, Saberi et al. considered the environmental impact
on the supply chain and proposed a multiperiod equilibrium model with freight carriers [4]. Yang and
Xu considered the carbon emission permits in a closed-loop supply chain network [5]. Considering
the huge impact of natural disasters, political and humanitarian disasters and health response disasters,
Nagurney et al. considered the nongovernmental organizations in post-disaster humanitarian relief
and developed a generalized supply network model [6]. By considering the outbreak of the COVID-19
pandemic, Nagurney proposed a new equilibrium model to alleviate labor shortages in the supply chain
network [7].

In reality, a supply chain is usually affected by market fluctuation, disasters, etc., which is an
inherent feature of supply chains. It will result in a suboptimal or even an infeasible solution if we do
not pay enough attention to these uncertain parameters in decision-making [8]. Interval optimization
[9-12], stochastic optimization [13—16] and robust optimization [17—19] are the main approaches for
dealing with the uncertainty in many optimization problems.

For the interval optimization, Guo et al. studied the optimality conditions and duality theorems
for interval-valued optimization problems based on the gH-symmetrical derivative [20]. Treanta
introduced a new condition of generalized convexity such that all KT points are LU-optimal solutions
in an interval-valued variational control problem [21]. Guo et al. studied the properties of the
symmetric gH-derivative and developed the Mond—Weir duality theory for a class of symmetric gH-
differentiable interval-valued optimization problems [9]. Treantd established some characterization
results for solutions associated with a class of interval-valued optimization problems with mixed
constraints [22].

For stochastic optimization in a supply chain network, Dong et al. considered the uncertain demand
in an equilibrium model [23]. Liu and Nagurney developed an equilibrium model under uncertain
demand and cost [24]. Xiao and Zhang proposed a decentralized equilibrium model under uncertain
demand and considered the coordination of supply chain members [25]. Zhou et al. incorporated
retailers’ dynamic loss-averse behaviors into an equilibrium model under uncertain demand [26].
Wan et al. considered a polymorphic uncertain environment, including the uncertain demand, and
got the deterministic equivalent formulation of the uncertain equilibrium model [27].

When the exact distribution functions of uncertain parameters are difficult to be obtained for firms,
robust optimization can be adopted to get a solution that is not sensitive to these uncertain parameters.
For example, Golsefidi and Jokar proposed a robust optimization approach for the production-
inventory-routing problem with simultaneous pickup and delivery [17]. Kou and Wan developed a
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novel data-driven robust optimization model for solving multi-item newsboy problems by combining
an absolute robust optimization with a data-driven uncertainty set [28]. Robust optimization has been
successfully applied in many fields, such as supply chain network design [29], inventory problems
[17,18,28], vehicle routing problems [17-19], location-allocation problems [30], etc. However, only
some researchers have applied it to the supply network equilibrium problem. Hirano and Narushima
proposed a robust equilibrium model with uncertainties in the other players’ strategies [31].

With the development of information technology and e-commerce, many retailers are providing
consumers with multiple purchase channels. However, quantifying labor and transportation costs is one
of the challenges in current supply chain management [32]. Hence, the cost in a supply chain network
is usually uncertain. However, most of the above literature only considers the uncertainty of demand,
except [24] and [31]. The methods used to deal with the uncertain cost in [24] and [31] are the scenario-
based method and robust method, respectively. The scenario-based method is only an approximate
method, and the robust method is too conservative, which prevents the opportunity to gain more profit.
The chance-constrained method is more accurate than the scenario-based method , and it can gain
more profit under different risk attitudes than the robust method. It has been successfully applied in
many fields, such as supply chain network design problems [33, 34], vehicle routing problems [35],
etc. Therefore, this paper evaluates a decentralized supply chain network under uncertain costs. A
chance-constrained method is used to develop the equilibrium model for the first time.

The paper is organized as follows. Section 2 gives some notations for the problem studied in
this paper, and the chance-constrained equilibrium model is reformulated as a variational inequality
problem. The existence and uniqueness of the proposed chance-constrained equilibrium model are
discussed in Section 3. The proposed chance-constrained equilibrium model is reformulated as a
second-order cone complementarity problem, and the numerical results for four cases are discussed
in Section 4. In Section 5, we conclude this paper.

2. New equilibrium model of supply chain network with uncertain cost

In this section, we develop the chance-constrained supply chain network equilibrium model. The
manufacturers, the retailers and the demand markets are analyzed respectively. The complete chance-
constrained equilibrium model is constructed at last.

2.1. Problem description

As shown in Figure 1, this paper considers a three-tier decentralized supply chain network with
m manufacturers, n retailers and o demand markets. The manufacturers produce products, and the
retailers purchase products from manufacturers and sell these products to the demand markets. The
manufacturers and the retailers decide the optimal number of products to maximize profits under the
conditions of a competitive and uncertain environment. Suppose that the manufacturers and retailers
cannot know the strategies of their competitors exactly, but that they can estimate the distributions of
the competitor’s strategies based on historical data.

2.2. Notations

For Manufactureri € 1,2,--- ,m, Retailer j € 1,2,--- ,n and Market k € 1,2,--- , 0, the notations
used in this paper are defined as follows:
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* g;": the number of products transacted between Manufacturer i and Retailer j, and let

qz" = (Q?}r, T q;:llr)T9 CI"]" = (QTJr, T CI%)T, q’:llr = (QTT’ T q;rirl.T’ q;irl.Ta ) qZ.rT)T’ q”irj =
T T T T\T.
(qn]". s aq’?il ’qn}l:] [ 7qﬁr )T’
° q;jf: the number of products transacted between Retailer j and Market k, and let
d _ d d\T rd _ d d\T  rd  _ dT d T ra T dINT  rd
q; - (QSV ’Q;o) > qu = (Clqk, ’q;k > qr_j = (q}{ P ,q;_l. 5q;'+1. P ,(]Z s q.r_k -
dT d T ra T dT\T.
(qu [ sq.rk_l ’qr]ﬁ] st ’q.ro T’
e p: the market price at Market k; p = (py,--- P
e p/i"+ the unit price of the product paid by Retailer j to Manufacturer i; o = (p}}", - P

mr _ mr mr\T .
pj - lj’apm]) 5

° p;d : the unit price of the product paid by Market k to Retailer j.

-— @ manufacturers
—
° retailers

Sl

@ - —-— @ demand markets

Figure 1. Network structure of the supply chain at equilibrium.

2.3. Problem solved by the manufacturers

Similar to [1,31], the transaction cost between Manufacturer i and Retailer j is defined as c; j(q;’j’.’),
which is a convex function, andi=1,--- ,m,j=1,--- ,n.

If all manufacturers procure the raw materials from the same supplier, then their production costs
will affect each other due to the competition. Hence, the production cost function of Manufacturer i is
related to its own decisions ¢! and its competitors’ decisions ¢"/. Therefore, we need the following
assumption, similar to [31].

Assumption 1. The effect of competitors on Manufacturer i’s production cost is defined as the
following function:

F(@.q") =g Bugi" + > 4" Bug",
I=1,1#i

where By = byE,, | = 1,--- ,n, by is a non-negative constant and E, € R™" denotes a matrix in which
all components are one.

For the above assumption, it is easy to find that, if the production of the other manufacturers
increases, the production cost of Manufacturer i also increases. Hence, this assumption can describe
the competition between manufacturers properly. Then, the production cost function of Manufacturer
i can be defined as follows:

fi(@.q%) = fi (@) + fi(a . q%),
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where f; : R” — R is a convex, continuously differentiable function that does not depend on the other
manufacturers’ decisions.

In reality, Manufacturer i cannot get an accurate value of ¢™. According to the historical data,
Manufacturer i usually estimates g;"" as g;" = q;" + Myiy(I = 1,---,i—1,i +1,---,m), where
aS;' = My € R is a symmetric positive definite matrix, S;' is the variance-covariance matrix of
historical data, « is a parameter that controls the degree of uncertainty and i; € R”" is a stochastic vector
in which each element of it follows an independent standard normal distribution.

Based on the above definitions and assumptions, if a chance-constrained optimization method is
adopted, then we can get the following proposition.

Proposition 1. The optimization model of Manufacturer i is the following second-order cone
optimization problem:

max  Wi(ql", q", ) = PP gl - ch,(qi’,”) Ai(am)

q;" s
T T
—q;"" Buq; o B; Si
a" B = lzilq e l:lz,l;ti : 2.1)
s.t. q’"’ >0
I(E)HM;ZBIIC]WH < i,
[=1,---,i—-1,i+1,---,m

where F~'(-) is the inverse function of the standard normal distribution function; € measures the
probability that this constraint will be violated.

Proof. When the estimation of g;"" is stochastic, the stochastic optimization model of Manufacturer i is

max i), q"f, 50 = o q = X eula) - fi(al)
i- J=

m m
T T T ~
=47 Buq!" — X 4" Buq!" — X q!"" BuM;iy
1=1l#i 1=11#i

s.t. g >0,
which equals
max ¥i(q!", q", 5) = " g ch,(q,j) Alam)
T - T
—q!"" Buq;" — ,r-flr Buq]" — S
A l:IZ,lii ’ 2.2)
s.t. g'" >0,
C]Tr ByMii; < siy,
I=1,i—1,i+ 1, .m

Manufacturer i adopts the chance-constrained method to make decisions. If the manufacturer is willing
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to take certain risks to increase profits, then Model (2.2) equals

max Wi(q™, g™, s) = pr g ZCU(C]U) f( )

mrog.
i oSi

m
~"Biq” — Y " Bug! ~ 3 su
I=1 % 1= 1%
s.t. g > 0,
P(C]Tr ByMjii; > s7) < 1 — €,
I=1,i=li+1,-.m

(2.3)

where the last constraint means that Manufacturer i will violate this constraint in a probability 1 — € to
increase profit. Due to each element of i; following an independent standard normal distribution, then

we have
" ByMyit; ~ N(O, | MyBag}"|I*).
Hence,
q"" BaMjyiy S Sit
IMyBug™ | — IMyBug"|I’
where
T ~
mrt By M it
ql'—’mr ~ N(O, 1).
||leBth ”

Therefore, the last constraint of Model (2.3) is

Si

> F el =1, im i+ 1, m
”MllBth ”

Therefore, Model (2.3) equals Model (2.1).

Denote the feasible region of Model (2.1) as S/,. It is easy to prove that S,
the objective function of Model (2.1) is concave with g?"". Therefore, for a given g™

condition for all manufacturers is as follows:

U afiq".q"") dc,j(qm'*) mr mr
Z{( agr + Tagr P (a7 - a3)

i=1 j=1
m
)

m
i=

+

( s;.“l) >0, V(q’””T, sHT € Sy,

—_

I=1,l#i

where
0 S qmr,
F Y (eIMyBug™ || < su,

S —U — mrT’STT -
M M (q ) i=1,---.m,

I=1,--,i=1i+1,--,m

6f(qmr* mr*) N dcij(q;?r)

Model (2.4) implies that, if q’”’* > 0, then p’"’* =

af; (qmr* mr*) + dclj(q:'}”‘ )
g™ g

i

, and if q;;

1S a convex set and
, the equilibrium

(2.4)

(2.5)

= 0, then p’"’*
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2.4. Problem solved by the retailers

The handling cost of Retailer j may include the display and storage cost associated with the product,
and it is not only related to its own decisions ¢";", but it is also related to its competitors’ decisions g"".
Therefore, we need the following assumption, similar to [31].

Assumption 2. The effect of competitors on Retailer j’s handling cost is defined as the following

function:
n

T mr_mry . mrT mrT
B qm) =i Ty + > T,
r=1,r¢j
where I'j, = y;,E,, r = 1,--- ,n, y;, is a non-negative constant and E,, € R™" denotes a matrix in
which all components are one.

Then, the handling cost function of Retailer j can be defined as follows:
h (qj (] )—]’l ( mr)+h ( mr qnir]>’

where i+ R™ — Ris a convex, continuously differentiable function that does not depend on the other
retailers’ decisions.

Similar to the situation of the manufacturers, Retailer j cannot know the exact value of qr
According to the historical data, Retailer j usually estimates ¢"*" as 7" := ¢""" + NV, (r = 1,--- , j —
1,j+1,---,n), where N;, € R™" is a symmetric positive definite matrix, and ¥, € R™ is a stochastic
vector in which each element of it follows an independent standard normal distribution.

Based on the above definitions and assumptions, if a chance-constrained method is adopted, we can
get the following proposition.

Proposition 2. The optimization model of Retailer j is the following second-order cone optimization

problem:
max, (g™, g™ g 1) = P Z g -p T = hi(q)
q" ool
qr11rTr]]q g _ Z qmrTF]rq m Z tjr
r=1,r#j r=1r#j
st 0<g1.0< 77, (2.6)

kglq,k < Zq
F (e)”N]rr]rq.r?r“ < tjr,
r=1,-,j—1,j+1,-,n

where F~'() is the inverse function of the standard normal distribution function; € measures the
probability that this constraint will be violated.

The proof of Proposition 2 is similar to that of Proposition 1. By defining a Lagrange multiplier
¢ € RY, denote
_ 0<q7,0<q,0<é
Sp= 2T g DT FOINT gl < e,
r=1,---,j=1,j+1,---,n
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It is easy to prove that S, / is a convex set and the objective function of Model (2.6) is concave with ¢"".
Therefore, for a given q’”” *, the equilibrium condition for all retailers is as follows:

n m . oh _(q{m* qlﬁ) *) . [
‘21 21 {(pij + = oq;; —- fJ')(qij ~ 4ij )}
j=li=
+2, 2 (& p’d )(61 )
S Q2.7)
R P quya—§>
j=1\i=
< ‘ * mr rdT
+3 X (tp—1,)20.¥(@" ", g £ ) € Sk,
J=1 r=1r#]
where
0 < qmr’o < qrd,o Sf,
n j mr T T F_I(E)”Nrr ir mr” S t.ra
Ski=UL, S5 =", ¢ & M) iy 1= (2.8)

jzl,"'an’
r=1,---,j=1,j+1,---,n,

)

mr
aql.l

Model (2.7) implies that, if ¢/ > 0, then &} = p/i"™ +

Oy ) :
P+ a—m If %" > 0, then p*" = &, and if ¢’/ = 0, then p’"" < &.

, and if ¢} = 0, then & <

2.5. Conditions for the demand markets

For Demand market k (k = 1,--- , 0), define the following functions:

e d;(p): demand function of Demand market &,
° g jk(qf , qff’k): transaction cost between Demand market k and Retailer j (j = 1,--- ,n).

Then, similar to [1, 31], the following conditions should be satisfied for Demand market k at
equilibrium:

rd* + , — rd* > 0,
{pjd g;k(qk qk) pi if 4 IPQIES RN (2.9)
p] +g]k(qk aq k)>pk lf qjk — Y,
and
d(p)= X gy if p;>0,
=1 (2.10)

G < Ral if pi=0

These conditions correspond to the well-known spatial price equilibrium conditions. Equation (2.9)
means that, if consumers in the Demand market k purchase products from Retailer j, the sum of the
price of the product and the transaction cost is equal to the price that consumers are willing to pay.
Equation (2.10) means that, if the price that the consumers are willing to pay is positive, the demand
of Demand market k equals the total amount of products purchased from the retailers. Hence, we can
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get the following variational inequality for demand markets in equilibrium:
2 2" v ena a2 ) (a5~ i)
e (2.11)

0
tE {(Z B ~ dk(PZ’Pik)) (= p’,:)} > 0,¥(q"", ") € Sp,

where S = {(¢"", p")7Ig"" € R, p € RE}.

2.6. Equilibrium conditions of the supply chain
Theorem 1. The equilibrium conditions of the uncertain decentralized supply chain network are

equivalent to the variational inequality problem:
* #T oy ® * # . .
Determine (¢"*", ¢ """, &7, p*T, 5T, v 1T € K satisfying

i Wi SR e n NP VO
,; E] {( T A T —f,-)(q,-j ~ 4ij )}
+Zlkzl(gjk(qk ,q k) pk+§)(q rd)

J: =
N n m nr rd*)( o *)

A& Z A (2.12)
+ kZl {(Z} 45— di(pp;, pik)) (px — p}i)}

= ]:
+3 Y (su-sp)+ X X (4-1,)20,

i=1[=1l#i j=1r=l,

1
mr rdT
v(q T’q d ,fT,PT, ST,IT)T € K,

where

0<qg" 0<qg?0<é&0<p,
F Y e)IIMyBag" || < s,

-1 mr
FON S e |
l:l,...,m’]zl,...’n,
I=1,---,i—-1,i+1,---,m,
r:l’...,j_l,j.i_l’...,n,

mr rT
K::SMUSRUSD: (q T,(]d,-fT,PT’ST,tT)T

Proof. By combining (2.4), (2.7) and (2.11), we can get the following equations.

e For variables q’”’ i=1,---,m,j=1,---,n, we have
in: zn: (aﬁ(q:flr*,qlf;:*) 4 dc-f_;(qj-f}’*) 5h_,‘((1f’;r*,’1ﬂrj-*) _ é_,,k)
mr mr mr i
=1 j=1 oq;; da;; oq;; J
= 55 (U | A )y S (e DD
: aq;’ dqj} Pij oA aq;” il’

where the left-hand side of the equation is the first term in (2.12), the first term and the second
term of the right-hand side of the equation is the first term in (2.4) and the first term in (2.7),

respectively.
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e For variables q;jf,j =1,---,n,k=1,---,0, we have
Z Z( ]k(qk ,C[ k)_p;;""f*')
j=1k=1
— 4 rd rd %
—;2@ p>+zz( +eu@i" a4 - py)

where the left-hand side of the equation is the second term in (2.12), the first term and the second
term of the right-hand side of the equation is the second term in (2.7) and the first term in (2.11),
respectively.

The third term and the sixth term in (2.12) are the third term and the fourth term in (2.7),
respectively. The fourth term in (2.12) is the second term in (2.11). The fifth term in (2.12) is the
second term in (2.4).

Hence, the equilibrium conditions of the uncertain decentralized supply chain network are
equivalent to the variational inequality problem (2.12).

We should notice that the proposed model is different from the robust equilibrium model of [31] in
the following two aspects:

e First, the strategy adopted by decision-makers is different. In [31], the players use the minimax
principle to make decisions, that is, to optimize the profit of the worst case. However, in this
work, the players use the chance-constrained method to make decisions. That is, they are willing
to take certain risks to increase profits. Therefore, the solution to the robust model of [31] is more
conservative than the chance-constrained model proposed in this paper.

e Second, the feasible regions of these two models are different. There is an extra parameter € in the
proposed chance-constrained model. On the one hand, € controls the size of the feasible region.
The feasible region of the proposed model increases as € decreases. On the other hand, € reflects
the risk attitude of decision-makers. A larger value of € means that decision-makers are more
conservative than a smaller value of €.

For simplification, the problem (2.12) is rewritten as follows:
Find x* € K such that
H(x") (x = x) >0, Vxe K, (2.14)
where x = (¢"7, q’dT,fT,pT, s, H(x) = (H! s jk , Hf H}, H3, H’ ) and the specific
components of H are given by (2.12).

3. Existence and uniqueness of the equilibrium

Similar to the proofs of Theorems 4.1 and 4.2 in [31], we can easily obtain the following properties
of the proposed chance-constrained equilibrium model.
Define a set K? as follows:
0<g" <f1,0<q" <Po,0<E<B5,0< p<py,
_l(e)llMllBl[qmr” < s < bs,
F~ (E)HN]errqmr” < t]r = b6’
i=1,---,mj=1,---,n,
l= 1,--- =10+ 1,--- ,m,
r=1,---,j—1,j+1,---,n,

Kb = (qmrT,qrdT’é;T,pT’ sT, 11T
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where 3, is a vector with components b, (v = 1,--- , 6), b, is sufficiently large and K? is not empty. As
K? is compact, we have the following variational inequality problem:
Find x* € K? such that
H) (x—x) > 0,Vx e Kb (3.1)

has at least one solution. Then, we can obtain the next theorem similar to Theorem 4.1 in [31].

Theorem 2. (Existence) If there exist positive constants Ry, N1, R, and N, that satisfy (3.2) and (3.3),
the problem (2.14) has at least one solution:

9 : de; ~(q2-”~’) ohi(q" . q")
filg;" q"] ), 2l S RG> NV, (3.2)
oq"" dq" oq’" !

t ) )

Proof. Suppose that x’ is a solution of (3.1), where ¢ = g™, ¢’ = ¢, & = &, p = pb,s = s* and
t = 1. We assume that 3, is a vector with components b, (> N,)((v = 1,--- ,6)), where

Np := b, X 0,
Ny := max du(ph, p°).
0<pb<by Yk
fia ") deifgiy) | i@y 4
a l.n) dqll‘l;) aq:‘f}r b

N3 := max
0<q}<by.Vi,j

e d . rd
Ny:= max  gau(qy,q%,) + bs,
O<q’d<b2 vk

(3.4)

Ns : ‘EE,a’EF YelMyBug™ |,
N := gﬁljaﬁiF "OIN;T g1l

Then, similar to the proof of Theorem 4.1 in [31], we can easily get that

b . .
quV <blal:1""amaJ:13"'9n’

q;zb<b2’j:]~a""nak:19""09

érjb<b3’j: 1’ N,
pi <byk=1,---,0

Suppose that there exists a pair (u,c) such that s,. = bs. For (2.12), if we let ¢ = ¢, q"¢ =
g &= p=p sy= s, # uc)and 1 = £, it follows that

Suc — Sb» 2 O, F_l(e)”MucBucq:Zr” < VSuc < bS- (35)

uc

However, if we let s, < suc, then (3.5) is not satisfied. Thus, it follows that s, < bs.
Suppose that there exists a pair (v,d) such that t,;, = bg. For (2.12), if we let ¢ = ¢"*,q"¢ =
g".E=¢,p=pls=sandt, =2 ((j.r) # (u,c), it follows that

ta — 12, > 0, FYOIINWT g™ || < Yt,4 < be. (3.6)

However, if we let t,; < t’v’ > then (3.6) is not satisfied. Thus, it follows that 7,4 < bs.
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Hence, if there exist R, N1, R, and N, that satisfy (3.2) and (3.3), then the variational inequality
problem (3.1) has at least one solution, x”, such that x> < B, where 8 := (87,55, 5%, 5%, L, BE)T.
Therefore, by Theorem 2.2 in [31], the variational inequality problem (2.12) has at least one solution.

Define

2@t q) = @@t d% e d g ) k=1, ,0),

d(P) = (dl(Pl,P—l, T do(pm p—o)T'

To show the uniqueness of the equilibrium model, we need the following assumption.

Assumption 3. The function gk(qf,q.”f’k) (k = 1,---,0) and —d(p) are monotone with qf,f and p,

A N de;i(g™"
respectively. In addition, either of gk(qf , —d(p), Vq;;jr filg™), qu»}rhj(qf’}’) and (;;%’,’)

is strictly

monotone with q'? w D4 4" and g, respectively.

Under Assumption 3, we can obtain the uniqueness of the proposed chance-constrained equilibrium
model similar to Theorem 4.2 in [31].

Theorem 3. (Uniqueness) Let Assumption 3 hold. If the variational inequality problem (2.14) has at
least one solution, then the solution is unique.

4. Numerical experiments

4.1. The solution method

Due to the non-differentiable functions in set K, the variational inequality problem (2.14) is difficult
to solve. Hence, we reformulate it as a second-order cone complementarity problem.

The set K can be written as

(qmrT’qrdT’é_-T’pT)T c Ri—
(s, (F1(€))*q™ " BaMy)" € K'*,
Ke=3(g"T g & p s = = i i L m, b (&)
(tjr, (F_I(E))%IﬁrTFJrer)T e K+,
j=1,-,mr=1,---,j=1,j+1,---,n,

where o := mn + no + n + o and K'*" and K'*" are (1 + n)- and (1 + m)-dimensional second-order
cones, respectively.

Hence, we define

%K := R7 X ]_[ ]—[ K+ x g+l (4.2)

i=1 I=1,l#i =1 r=1,r#j
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and
qmr
qrd
&
p
S12
(F~'(€))*M12B12q}"

G(x) := : . (4.3)

Smm-1
(F_l (E))szm—lem—l C]ﬁr
5p)
(FY(€))* N T1aq"

Lin—1
(F_ ! (E))ZNnn—lrnn—qu,r

Then, similar to [31], the variational inequality problem (2.14) can be reformulated as the following
mixed second-order cone complementarity problem:

Find (x,y) e R" xR
such that H(x) — VG(x)y =0, 4.4)
yeK,G(x) € K,y'G(x) =

where v :=oc+m(@m—-1)+n(n—1)and 7 := c+m(m—1)(n+1)+n(n—1)(m+1). Some algorithms have
been developed to solve the mixed second-order cone complementarity problem, such as [36-39]. In
this paper, the software ReSNA, based on a regularized and smoothing Newton algorithm [39], is used
to solve this problem and show the advantage of the proposed model.

4.2. Numerical examples

To show the impacts of the uncertainty on the decisions and the profits of the supply chain members,
we consider two manufacturers, two retailers and two demand markets in numerical experiments.
According to [1,31], the cost functions are defined as follows:

The cost functions of manufacturers:

[\

;qu)(2+252q +Zq )

fl(ql’ql (
( q2j)(2+252q +Zq)

HMI\)

fZ(QQ aq 2 =

The cost functions of retailers:

2 2 2
hq, )—(; .1’)(0.5§q7}r+0.1 __Z]qg’),

7 5 3
(g, )—(; ;ﬂasaqg+01§qg)
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The cost functions between manufacturers and retailers:

C11 = 03q11n1r + 10,
c1p = 1,539 + 66.444,
ca1 = 1.539¢77 + 66.444,

Cyy = 03q72n2r + 10.
The cost functions between retailers and demand markets:

gn(qy.q') = 3.41947] + 47.092,

2@, q™) = 1.6447¢" + 69.204,
g21(q™, q) = 2.7555¢}1 + 54.392,
gn(q’, q%) = 142874 + 68.514.

The demand functions:
di(p1, p-1) = =2p1 — 0.4p, + 1000,

dr(p2, p—2) = —2p> — 0.4p; + 1000.

We consider the following four cases to show the effects of uncertain parameters.

Case 1 There is no uncertainty for any decision-makers;
Case 2 Only Manufacturer 1 faces uncertainty, and the uncertain parameter is

31
Mlz—a’X(l 4)

Case 3 Only Retailer 1 faces uncertainty, and the uncertain parameter is

leza’X(i 45‘-)

Case 4 Manufacturer 1 and Retailer 1 both face uncertainty. The uncertain parameters are

31 5 4
Mlz—a’X(l 4) and N12—Q’X(4 5)

For simplicity, we denote "M1, M2, R1, R2, D1, D2” for two manufacturers, two retailers and two
demand markets in all tables and figures, respectively. For Cases 2—4, set the uncertain parameters
a = 1 and risk attitude e = 0.1. The numerical solutions of the proposed equilibrium model for
different cases are shown in Table 1.

From Table 1, we can find that the uncertainty of retailers and manufacturers has different effects
on supply chain network members. In Case 1, the number of products shipped from Manufacturer 1
15 39.99 4+ 0.92 = 40.91. In Case 2, the number of products shipped from Manufacturer 1 is 39.12 +
0.00 = 39.12. Hence, the uncertainty of Manufacturer 1 may have a negative impact on Manufacturer
I’s decision. Similarly, we can find that the uncertainty of Manufacturer 1 may positively impact
Manufacturer 2’s decision, which may be because Manufacturer 2 will compensate for the product
decrease caused by Manufacturer 1. However, the uncertainty of Manufacturer 1 has a negative impact
on all retailers’ decisions.
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Table 1. Numerical solutions of the chance-constrained model for different cases
DGR g qj.i kK pi Profit

(1, 1) 3999 1831 1 40196 M1 4108
Case 1 (1,2) 092 21.69 2 397.15 M2 4171
2, 0.00 18091 R1 7138
2,2) 41.22 23.23 R2 —4700
(1, 1) 39.12 1799 1 402.13 M1 3339
(1,2) 0.00 21.13 2 39749 M2 4289
Case 2
2,1 0.00 18.75 R1 7380
2,2) 41.79 23.04 R2 —-4679
(1,1 39034 18.09 1 40199 M1 4084
Case 3 (1,2) 146 2125 2 39722 M2 4148
2,1 0.00 19.05 R1 7002
2,2) 41.10 23.51 R2 -3699
(1,1 38.75 17.86 1 402.16 M1 3292
(1,2) 0.11 20.89 2 397.56 M2 4293
Case 4
2,1 0.00 18.79 R1 7300
2,2) 41.81 23.13 R2 -4682

Similarly, in Case 3, the uncertainty of Retailer 1 has a negative impact on Retailer 1 and all
manufacturers’ decisions. But, it has a positive impact on Retailer 2’s decision. In Case 4, the
uncertainty of Manufacturer 1 and Retailer 1 has a negative impact on Manufacturer 1 and all retailers’
decisions. However, it only has a positive impact on Manufacturer 2’s decision because the negative
impact effect of Manufacturer 1 is less than the positive impact of Retailer 1. For the price of the
demand market, the uncertainty of Manufacturer 1 and Retailer 1 will increase the price in all demand
markets. However, the uncertainty of Manufacturer 1 has a greater impact on the price.

4.3. Equilibrium solution under different risk attitudes

To confirm the conclusions from Table 1, we keep @ = 1 and vary the risk attitude € from 0.5 to
0.98. Note that € = 0.5 corresponds to the situation of no uncertainty in the supply chain, with all of
the uncertain parameters taking the mean values. Numerical solutions for different cases are shown in
Figure 2.

From Figure 2, we can find that most of the conclusions we get from Table 1 still hold for varying
values of €, except for the conclusion we get from Case 4. The combined impact of the uncertainty of
Manufacturer 1 and Retailer 1 results in the total amount of product decreasing for € € [0.5,0.92] and
increasing for € € [0.92,0.98].

We also find that, for small €, the change of all supply chain members’ decisions is insignificant.
However, for larger €, a small change in € will significantly change all decisions, which means that all
decision-makers should be careful to trade-off their risk attitude and decisions, especially when they
are risk-averse.
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€ €

(a) the total products shipped from M or Rin Case 2  (b) the total products shipped from M or R in Case 3
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(c) the total products shipped from M or R in Case 4 (d) the demand market price in different cases

Figure 2. Equilibrium solution for different risk attitudes e.

4.4. Effects of the risk attitude on the profits

In this subsection, we will analyze the effects of the risk attitude on profits. The profits of all
decision-makers in different cases are shown in Figure 3.

From Figure 3, we can find that, in Cases 2 and 4, the risk attitude of Manufacturer 1 positively
impacts the profits of Manufacturer 2 and Retailer 2. However, it has a negative impact on
Manufacturer 1 and Retailer 1’s profits. In Case 3, the risk attitude of Retailer 1 has a small impact on
all supply chain members’ profits. But, the total profit is decreasing in all cases.

Similar to the situation in Figure 2, we also find that, for small €, the change in each member’s
profit is small. But, for larger €, a small change in € will significantly change each member’s profits,
which means that all supply chain members should carefully trade-off their risk attitude and decisions,
especially when risk-averse.

4.5. Comparison between chance-constrained method and robust method

This subsection compares the chance-constrained equilibrium model proposed in this paper and the
robust equilibrium model proposed in [31].
We only analyze Case 2 in this subsection. Furthermore, according to the 30 principle in the normal
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Figure 3. Profits of manufacturers and retailers under different risk attitudes e.

distribution, the parameter controls the magnitude of the uncertainty set in the robust model and equals
three times the standard deviation of the stochastic parameter in the chance-constrained model. The
results of the chance-constrained model and robust model are shown in Figures 4 and 5.

From Figure 5, we find that the total profit of all decision-makers will decrease as the uncertainty
parameters o and risk attitude € increase, which shows that, even though the uncertainty of
Manufacturer 1 has a negative impact on the total profit, the profit can still increase if the supply
chain members’ risk attitude is high. The same conclusions hold for Manufacturer 1 when @ < 2.5
(see Figure 4). But, for Manufacturer 2 and Retailer 2, their profits will increase as the uncertainty
parameters «a and risk attitude € increase (see Figure 4). Hence, the supply chain members’ profits will
increase if their risk attitudes increase and they are positively affected by the uncertainty. The profits of
the supply chain members will decrease if their risk attitudes increase and they are negatively affected
by the uncertainty.

By comparing the chance-constrained and robust model, we can find that, when the supply chain
members can estimate the distributions of the competitors’ strategies by using historical data, we can
get the equilibrium decisions under different risk attitudes. But, the difference in decisions under
different risk attitudes is significant. For example, when @ > 6.5 and € = 0.99, Manufacturer 1
will decide to exit the market, while Manufacturer 1 will continue operating for another value of e.
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However, Manufacturer 1 will enter the market when o > 4.5 in the robust decision strategy. Hence,
when the supply chain members can estimate the distributions of the competitors’ strategies, it is
appropriate to adopt the chance-constrained method.

8000

7500 —%—¢=0.5

7000 | —&—¢=0.9

)
a
=]
S

robust

Total proft of Manufacturer 2
o @
o S
(=3 (=]
IS S

Total proft of Manufacturer 1

5000 [

-1000 [ 4500 -

— - &
-2000 - - - - 4000
0 0

8000 6000
6000 4000 ///
- o~ ’
& 4000 |- & 2000 [
8 8
Q Q
['4 ['4
5 2000 S 0
= =
13 13
2 2
£ o £ 2000 |
= =
-2000 robust -4000
4000 . : — T -6000 :
0 2 4 6 8 10 0 2 4 6 8 10
(c) the profit of Retailer 1 (d) the profit of Retailer 2
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Figure 5. Total profit of the supply chain network for differnt values of € and a.
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5. Conclusions

This paper has presented a chance-constrained equilibrium model for a decentralized and uncertain
supply chain network. When supply chain members can estimate the distributions of competitors’
strategies, a chance-constrained strategy is used to make decisions. The existence and uniqueness
properties of the proposed chance-constrained equilibrium model are discussed under some mild
assumptions.  Moreover, we have reformulated the proposed model as a second-order cone
complementarity problem to solve it. Some numerical experiments were conducted to analyze the
proposed model. This study can be extended in several directions. In addition to cost uncertainty,
demand uncertainty and polymorphic uncertainty in [27] can also be considered. Moreover, a
model which can control the degree of robustness or a distributionally robust supply chain network
equilibrium model should also be studied further.
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