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CHAPTER EIGHT

Discussion Questions

1. What are some industries in which aggregate planning would be particularly important?
Aggregate planning is useful in many types of manufacturing and services. Manufacturers include furniture, all durable goods, consumer electronics, textiles, motor vehicles, and aircraft, Service industries might be restaurants and other hospitality providers like hotels and motels.
2. What are the characteristics of these industries that make them good candidates for aggregate planning?

Aggregate planning is most useful in industries characterized by relatively long lead times and finite amounts of capacity. The end products or services provided in these industries are composed of inputs that are often provided by other businesses that must perform some fabrication. 
3. What are the main differences between the aggregate planning strategies?
The three pure aggregate planning strategies are the chase strategy, time flexibility from workforce or capacity strategy, and the level strategy. The primary difference among the three strategies is the lever, that is, the parameter that is manipulated to achieve equality of supply and demand over the aggregate planning period.

The first chase strategy uses capacity, in the form of machine or personnel capacity, as the lever. By chasing demand on a period-by-period basis, the level of inventory is very low throughout the supply change and the work force is in a constant state of flux, which can increase management costs.

The second chase strategy is time flexibility from workforce or capacity, using utilization as the level. This strategy, like the chase plan before it, results in low levels of inventory throughout the supply chain. It avoids the layoff problem of its predecessor but still requires a flexible workforce and may also result in low machine utilization.
The third strategy is to maintain a constant output rate throughout the aggregate planning period, which stands in stark contract to the first two strategies. If demand is highly variable, this plan will result in periods marked by backorders or stock outs and other periods when the supply chain carries a high level of inventory. There is no true synchronization of demand with supply in this strategy, although over the entire aggregate planning period the planner will achieve a match.

4. What types of industries or situations are best suited to the chase strategy? The flexibility strategy? The level strategy?

The chase strategy should be used when the cost of carrying inventory is very high and the costs to change levels of machine and labor capacity are low. Industries with these characteristics include aircraft and other high dollar products and producers of highly perishable products.
The flexibility strategy should be used when inventory carrying costs are relatively high, machine capacity is relatively inexpensive, and the work force cannot be adjusted on short notice. This strategy works in the automotive sector, durable goods, and consumer electronics.

The level strategy works well when inventory carrying and backlog costs are relatively low. The consumer goods industry has a cost structure that lends itself well to the level strategy.
5. What are the major cost categories needed as inputs for aggregate planning?

The major cost categories needed as inputs for aggregate planning are production costs and inventory costs. Production costs include labor costs of regular and overtime, costs of subcontracting production, costs of changing capacity by hiring or laying off workforce and increasing or reducing machine capacity. Inventory costs include the cost of having too much (storage costs per period) and too little (backorder or stockout costs).
6. How does the availability of subcontracting affect the aggregate planning problem?

Subcontracting provides another variable that the aggregate planner may manipulate to match supply with demand. A fortunate planner may be able to plan production using a chase strategy from a macro view with production segmented such that internal operations are run using a level strategy with a subcontractor absorbing the variability in demand.
7. If a company currently employs the chase strategy and the cost of training increases dramatically, how might this change the company’s aggregate planning strategy?

As training costs increase, it becomes more expensive to vary the level of workforce, perhaps to the point of making a chase strategy cost-prohibitive. If a chase strategy is taken off the table, then the aggregate planner should familiarize himself with a level strategy, time flexibility strategy, or some happy combination of the two.
8. How can aggregate planning be used in an environment of high demand uncertainty?

High demand uncertainty creates difficulties for the forecasting input to aggregate planning. Based on experience any aggregate planner knows that an aggregate plan developed for an 18 month planning period will not be 100% accurate and that the last few months in the plan may have gross errors in the demand forecast. As those months roll towards the present, the planner must update the plan. In an environment with high demand uncertainty, the planner must update plans regularly, communicate more frequently with suppliers and all others providing inputs to the plan, and recognize that plans several months into the future are little more than toner on paper.
