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CHAPTER TWELVE

Discussion Questions

1. Consider two products with the same cost but different margins. Which product should have a higher level of product availability? Why?
The product with the higher margin should be stocked at a higher level of availability than the product with the lower margin. The product with the higher margin will have a higher Cu, which is the cost of understocking. The cost of understocking is the sale price less the cost and may be thought of by the supplier as profit foregone. A higher cost of understocking results in a higher critical fractile, so the optimal cycle service level will be higher, which will yield a higher availability.
2. Consider two products with the same margin carried by a retail store. Any leftover units of one product are worthless. Leftover units of the other product can be sold to outlet stores. Which product should have a higher level of availability? Why?

The product with the higher salvage value should be stocked at a higher level of availability than those with the lower salvage value. The product with the higher salvage value will have a lower Co, which is the cost of overstocking. The cost of overstocking is the sale price less the salvage value. A lower cost of overstocking results in a higher critical fractile, so the optimal cycle service level will be higher, which will yield a higher availability.
3. A firm improves its forecast accuracy using better marketing intelligence. What impact will this have on supply chain inventories and profitability? Why?

Improved forecast accuracy should result in a closer match between supply and demand, resulting in improved profitability. An improved match will result in lower levels of unplanned carryover inventory and shortages at the end of planning periods. The improved match will lower the expected costs of having too much or too little inventory.
4. How can postponement of product differentiation be used to improve supply chain profitability?

Postponement refers to the delay of product differentiation until closer to the sale of the product. Postponement allows producers to leverage two features common to forecasts: forecasts with shorter time horizons tend to be more accurate than those with longer time horizons; and aggregate forecasts tend to be more accurate than forecasts for individual items/models. More accurate forecasts allow for a better match of supply and demand, thereby lowering mismatch costs and increasing profitability as discussed in the previous question.
5. Mattel has historically allowed toy retailers to place two orders for the holiday shopping season. Mattel is considering allowing retailers to place only one order. What impact will this have on retailer orders? What impact will this have on supply chain profits?

Mattel needs to abandon this approach to supply chain management. Under the two-order system, retailers could place an order, assess market demand, and place a second order that takes advantage of the short time horizon and improved knowledge about market demand. The single-order system will require a less-educated guess about demand that will occur further in the future. The single-order system has a much higher risk of a gross mismatch between supply and demand, resulting in excessive stock-out situations (lost sales) and fire sales at the end of the season. Supply chain profits will decline if the ordering system is changed to a single-order system.
6. Discuss how an expensive supplier with short lead times who is used as a backup for a low cost supplier with long lead times can result in higher profits than using only the low-cost supplier.

The two suppliers can be deployed so that the customer has the opportunity to place two (or more) orders during each demand cycle. The low-cost supplier with long lead times should receive the first order from the customer. As demand is realized, the customer can refine their demand forecast. If the forecast is overly optimistic, the excess inventory can be disposed for its salvage value. The salvage value should be the same regardless of supplier, but thanks to the lower purchase price, the cost of overstocking is much lower.
The second order can be placed at a later time and can be used to match demand as closely as the production situation permits. It may be possible to use the second order to fill only firm customer demand that was not met by the order from the slow, low-cost supplier. Even if this is not the case, the second order gives the customer the ability to match supply and demand while taking advantage of each supplier’s strength.
