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supply chain partners a basis for all the planning needed to acquire the supplies to meet that demand. 
Demand planning is important for the following reasons:3

•• It provides a way to track a firm’s progress toward achieving its revenue and profit targets.
Every company has an annual operating plan for achieving its revenue and profit targets. By
developing a monthly demand plan, the company can track its progress toward achieving these
annual targets. If the demand plan indicates that the firm’s performance will fall short, correc-
tive actions, such as reducing operating costs, can be taken to achieve the desired profit targets.

•• It provides a clear picture of the market dynamics that affect demand. The process of demand plan-
ning goes beyond short-term demand forecasting and includes an analysis of product and market
trends, seasonal demand, price, promotions, and customer activities that determine sales volume.
The information generated by this analysis provides the company’s sales and marketing depart-
ments with a clear picture of the dynamics affecting the demand for products so they can engage in
activities to increase sales and maximize the firm’s revenues.

•• It helps a firm provide superior customer service. By identifying what products are being
demanded by which customers and when, demand planning also tracks the variability in
demand. The company can then stock extra inventory or expedite production to be sure that
products are available when the customers need them.

•• It reduces operational costs. Companies that engage in demand planning are constantly track-
ing demand, which enables them to achieve optimal supply chain efficiency by ensuring that
materials arrive on time, reducing waste in the form of excess and obsolete inventories, reduc-
ing the use of overtime and idle time during production, and reducing or eliminating the need
for expedited deliveries. As a result of such operational efficiencies, material, production, and
logistics costs are reduced.

•• It promotes innovation. Because part of demand planning includes evaluating customers’
needs and desires on an ongoing basis, the process helps companies identify opportunities
for introducing new products and services. By looking at a variety of demand scenarios and
ranges, a company can evaluate the benefits and risks of new product introductions. For
example, retailing organizations are better able to coordinate their Internet and social media
communications to link directly with their customers, passing along coupons and other
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FIGURE 12.1: Demand-Management Process


