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Abstract

This paper treats a continuous review, single product, production-inventory
problem under Brownian motion demand. Two production rates are used to
control the inventory level. When the inventory reaches a high critical level,
production is switched to a lower rate, and when the inventory reaches a low
critical level, production is switched to a higher rate. We determine the
optimal lower and upper critical levels by minimizing the long-run average
cost of holding inventory and switching production rates subject to a service
level constraint on the long-run average fraction of demand that must be
met.
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