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SUPPLY CHAIN MANAGEMENT

SUPPLY CHAIN MADE EASY:

Irony is not dead, but it could be less painful

Today’s supply chain is a huge source of competitive advantage for many companies.
It has that potential at least. But it’s also a source of chaos with multiple
disruption points, some of which may be self-inflicted.
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Traditional MRP

In the graphic on the left, one oft-stated goal for the supply
chain professional is to “reduce overall inventory dollars.”
How are we doing on this task, and what is our approach?

Driven by reducing cost, we source our parts from overseas. Our
customers may be overseas too. This makes our supply chains
longer, increasing component lead time.

« This elongates the timeframe to predict when we will need
inventory and place orders.

«+ This means we need greater precision in our planning
processes, our forecasting accuracy, and our supplier
commitments.

« But we intuitively know that over long time periods, there are

more potential disruptions, which means we are guaranteed to

have less precision in our execution which can only be
compensated for by holding more inventory (Just in case) and
increasing our costs.

Essentially we are chasing a goal of reducing inventory while
using tactics and tools that require us to hold more inventory.

Reduced Planning
Horizons
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Demand Driven MRP

In the graphic on the right, the real goal is to hold the right
amount of inventory to achieve the desired customer service
performance. Amount and placement of inventory is relevant.

The strategic positioning and placement of inventory buffers result
in a reduced planning horizon. If | have inventory at point A, then | only
need to plan the activities from point A to the next point.

« This reductionin Lead Time, or segmentation of planning
horizons, provides a resulting series of timeframes within which
precision can work with little disruption.

« This allows us to focus on systemic flow. We purchase what we
need, we produce what the customer is buying and then we fulfill
that demand.

+ By maintaining the right amount of inventory at each strategic
buffer, we absorb variability and improve flow, thus reducing
cost.

Essentially, by focusing on systemic flow, we reduce cost while
meeting customer service. And the resulting supply chain is less
chaotic and more agile at the same time.



