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a company’s ability to meet demand or disrupt its production runs. Shipping delays can disrupt a 
company’s production activities as well. The extra inventory a company holds to cope with unex-
pected shortages is called safety stock.

Figure 15.2 assumes that the leather supplier delivers the order of 10,000 leather pieces exactly 
as Comfort Shoes has used up all of its cycle stock. As long as there are no unexpected increases 
in demand for the company’s shoes or shipping delays from the leather supplier, there will be no 
disruption in the company’s production of shoes. Comfort Shoes and its downstream supply chain 
partners—independent retail stores—will have enough finished shoes and sandals to meet their cus-
tomers’ demand.

Nevertheless, what will happen if there is an unexpected increase in the demand for the company’s 
shoes in the market or there are unanticipated shipping delays from the leather supplier? Should either 
or both of these scenarios occur, it will cause serious problems for Comfort Shoes and its downstream 
supply chain activities. Comfort Shoes may be forced to shut down its production lines or its retail 
stores may run out of their stock of shoes and sandals. Customers’ orders may have to be canceled, 
and shippers, retailers, and customers will have to be notified of delays. Problems such as these are 
precisely the reason why companies carry safety stock.

Figure 15.3 on page 538 shows what the demand and replenishment pattern would look like 
if Comfort Shoes decides to carry 500 pieces of leather as safety stock. The safety stock protects 
Comfort Shoes against stock-outs. Yet, there will also be additional inventory costs related to holding 
the safety stock.

Receiving Quantity Discounts
Suppliers often offer discounts for purchase volumes above certain amounts. By buying materials in 
higher volumes, businesses can reduce not only the unit cost of materials but also the costs associated 
with ordering these materials, including their transportation and delivery costs, and import duties. For 
example, suppose Comfort Shoes’ fabric supplier announces that the price per yard of fabric is US$1 
for purchase quantities of less than 500 yards, but it is only US$0.70 for purchase quantities between 
500 and 1,000 yards. To take advantage of the lower purchase price, Comfort Shoes may choose to 
purchase slightly more than 500 yards. This way, the company can take advantage of the price dis-
count without having to increase the costs of holding the excess inventory.

Guarding Against Future Price Increases
Companies commonly buy materials in advance if they expect their prices to increase in the near term 
for various reasons, such as high demand or turmoil in the markets for them caused by labor strikes, 
tax increases, governmental instability, and so on. Inventory purchased to guard against uncertainties 

FIGURE 15.2: Cycle Stock Levels at Comfort Shoes
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