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Motivation /| Background

One way to mitigate uncertainties in supply chains is by
carrying safety stock. Nevertheless, carrying inventory leads to
high holding costs and obsolescence. Therefore, companies
need to develop safety stock methods that strategically balance
the cost of stock out against the holding costs.
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The current methodology at our sponsor company is a static
once-a-year process that doesn’t factor in the legacy practice of
positive forecast. This is an opportunity to optimize safety stock
and avoid excess inventory.

Key Question / Hypothesis

What methodology should demand planners use for setting
safety stock targets more dynamically based on a positive
buffer in demand forecasts?

What potential savings could be achieved with a new
methodology?
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Integrating Safety Stock

Policies into the S&OP Process
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Methodology

Understand the managerial situation and review the existing literature.

Develop a conceptual model by understanding operations of various teams’
that impact safety stock.

Develop a formal model to test improvement opportunities in the current
process.
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Results

MIT GLOBAL
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Average Inventory / % of reductionin % of Reduction
Product S —— Inventory due to in Total
Buffer Inventory

SKU 4 21,042 1.7% 16.6%
SKU 6 4,767 4.8% 45.3%
SKU 1 11,891 1.1% 61.3%
SKU 5 1,385 4.3% 44.2%
Total 39,085 2.0% 34.7%
Insights

<~ Positive bias in forecast contributes to 2% reduction in

Inventory.

~ Investigating inventory policies beyond safety stock could
lead to potential inventory reduction of 35% .

Conclusions

Establish right communication channels and document reasons
for manual changes made to forecast and safety stock targets.

Address forecast bias before calculating safety stock.

Investigate inventory policies beyond safety stock to have
significant reduction in inventory.
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