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inventory and incurring setups. The setup cost is replaced by a setup time in the second problem, where the
objective is to minimize average holding and backordering costs. In both problems we restrict ourselves to a
class of dynamic cyclic policies, where idle periods and lot sizes are state-dependent, but the N classes must be
served in a fixed sequence. Under standard heavy tra ic conditions, these scheduling problems are
approximated by di usion control problems. The approximating setup cost problem is solved exactly, and the
optimal dynamic lot sizing policy is found in closed form. Structural results and an algorithmic procedure are
derived for the setup time problem. A computational study is undertaken to compare the proposed policy and
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