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ABSTRACT

This paper, presented a mathematical two echelon vendor-managed inventory scheme in supply chain (SC),
where the buyer impose a penalty for shipments exceeding an upper limit to vendor. The vendor can also influence
the buyer by increasing the batch size without making the buyer worse off. In this study after a review of vendor-
managed inventory and supply chain coordination concept, we discuss vendor-managed inventory environment in
comparison with traditional inventory control system in certainty condition. The optimal batch size is calculated and
the paper discuss how a VMI on consignment scheme with penalty can act as a coordination mechanism and finally
it presents an analytical approach to estimate the penalty parameter (stock limit and penalty per unit)
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