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such as these is referred to as hedge inventory. For example, a firm that routinely buys gallium  
(a critical element in manufacturing semiconductors) from China may choose to order extra inventory 
if political instability has the potential to threaten its supply. Similarly, suppose the leather supplier for 
Comfort Shoes is located in Italy and there is speculation that the Italian government may increase the 
tariffs on leather exported from the country. Comfort Shoes may want to purchase additional pieces 
of leather now and hold them as hedge inventory.

Meeting Sales Increases Caused by  
Seasonal Demand and Sales Promotions
Companies that produce and sell seasonal products or use sales promotions anticipate a surge in 
demand for these products. The inventory held in excess of a firm’s cycle stock to meet the expected 
increase in demand is referred to as anticipation inventory. For example, if a chain of retail stores 
Comfort Shoes sells to plans to offer a 20% discount on shoes and sandals, the retailer is likely to hold 
anticipation inventory to meet the extra demand. Similarly, to meet the anticipated increase in demand 
from the chain of retail stores, Comfort Shoes will hold additional stocks of leather, rubber, and fabric 
materials so it can increase production as needed.

Reducing Transportation Costs and Transit Times
Companies can reduce their transportation costs by buying raw materials in bulk and transporting 
finished goods in full containers or full truckloads. Recall from our discussion in Chapter 11 on logis-
tics that full truckload shipments are cheaper than partial truckload shipments are. In addition, the 
transit times for full container and truckload shipments are often faster because the goods are shipped 
directly from their points of origin to their destinations. The transit times are longer for partial ship-
ments because freight forwarders have to wait (sometimes for weeks) for goods from other shippers 
to fill the containers and truckloads.

Inventories that are in transit in containers or trucks are known as transportation inventories (or 
pipeline inventories). The investment in these inventories can be significant in global supply chains 
because transit times are lengthy. There is a trade-off between in-transit inventory and transportation 
costs. Faster modes of transportation reduce in-transit inventory and storage costs but have high 
transportation costs, whereas slower modes of transportation increase in-transit inventory costs but 
have lower transportation costs. For example, suppose Comfort Shoes is located in Recife, Brazil, and 
the retail chain is located in the U.S. Midwest. Delivering shoes from Brazil to the United States may 
take several weeks, and at any given point in time, many shipments could be in the pipeline. One ship-
ment of shoes and sandals might be on an ocean liner en route to the United States, a second shipment 

FIGURE 15.3: Comfort Shoes’ Safety Stock of Leather Pieces
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Hedge inventory: 
inventory purchased in 
advance to guard against 
uncertainties in pricing

Anticipation 
inventory: inventory 
held in excess of a firm’s 
cycle stock to meet the 
expected increase in 
demand

Transportation 
inventories: 
inventories that are in 
transit in containers or 
trucks (also known as 
pipeline inventories)


