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15.3 Inventory Considerations  
for Supply Chains
Even though it’s expensive, companies in a supply chain, whether they are suppliers of raw materials, 
manufacturers, or retailers, will hold inventories of raw materials, MRO, work-in-progress, or finished 
goods for several reasons. In this section, we use Comfort Shoes, a fictional manufacturer of shoes 
and sandals using materials and components purchased from suppliers worldwide, as an example. 
Figure 15.1 shows the suppliers of three of the materials for making shoes—rubber, leather, and fabric. 
The shoes produced by the company are then sold through independent retail stores or directly online 
through the company’s website. Customers can buy shoes off the shelf from the retail stores or buy 
customized shoes that are shipped directly to them. We will now explain why Comfort Shoes holds 
inventory and, in particular, excess inventory in its supply chain.

Meeting Expected Normal Demand
A portion of inventory, called cycle stock (or base stock), is held to meet a firm’s expected, or normal, 
demand. This is the inventory that a company carries to satisfy its normal cycle of sales orders or 
production requirements. Cycle stock is received from an upstream supply chain partner, gradually 
used up, and replenished periodically. For example, suppose the leather supplier ships 10,000 pieces 
of leather at a time to Comfort Shoes. Because Comfort Shoes cannot use all of this leather at once, 
it stores the extra as inventory and uses it when it is needed. Over time the company depletes this 
inventory of leather and then places another order for leather to the supplier. The level of leather in 
storage rises again, and the cycle of inventory depletion and replenishment continues. The depletion 
and replenishment of cycle stock follows a sawtooth pattern as shown in Figure 15.2.

Cycle stock inventory will also exist at other points in Comfort Shoes’ supply chain. For exam-
ple, Comfort Shoes’ suppliers will also hold their own raw materials cycle stock inventory needed 
to make the leather, rubber, and fabric pieces that are then sold to downstream customers. Similarly, 
independent retail stores, which are downstream members in the supply chain, will carry cycle stocks 
of finished goods to meet the normal expected demand for shoes and sandals from end customers.

Protecting Against Shortages
Companies throughout the supply chain also hold inventory to respond to the uncertainties in demand 
and supply levels. Unexpected shortages in the supply of critical raw materials can seriously affect 

FIGURE 15.1: Comfort Shoes’ Supply Chain
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