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employees. The major disadvantage of this strategy is the higher cost of inventories during periods of 
slack demand. As production remains constant regardless of demand, inventory builds up during the 
slack months, and hence, the associated inventory costs can be considerable. Figure 17.3 represents 
the level production strategy. If demand is less than the constant production output, inventory builds 
up. On the other hand, if demand is greater than the constant production output, inventory in stock is 
used up to meet the excess demand. Note that in this scenario, in any given period, if there is unusually 
high demand and there is not sufficient inventory in stock, a stock-out situation may occur. If demand 
equals the production output, then the inventory level remains constant.

Chase Strategy
Companies that need to meet demand that fluctuates from one time period to another use the chase 
strategy. To do so, the firm manipulates its workforce to meet demand. Firms using this strategy 
employ the options of hiring and laying off workers, overtime work, subcontracting, and part-time 
workers to meet demand. In this demand-matching strategy, production is geared toward producing 
whatever amount of goods is needed to meet demand. For example, a typical restaurant starts prepar-
ing meals only after the customer places an order, thereby matching actual production with customer 
demand. On the other hand, The Hershey Company (Hershey, PA), the chocolate maker, uses the 
chase strategy at its manufacturing facility. Demand for chocolate is typically high during the winter 
months and low during the summer months. The location of Hershey’s manufacturing facility enables 
the company to hire local farmers who are underemployed during the winter months as factory work-
ers to increase production to meet demand. The farmers are laid off during the spring and summer 
months when demand drops and they, in turn, can resume their farming work in the fields.

An advantage of the chase demand strategy is that it offers companies flexibility in the use of 
capacity to meet demand fluctuations. In addition, as supply is matched to demand from period to 
period, inventory levels are kept low, minimizing inventory holding costs associated with cost of 
capital, warehousing, depreciation, insurance, taxes, obsolescence, and shrinkage. These reductions in 
inventory levels free up cash for the company for other operational activities, such as the purchase of 
raw materials and components. The major disadvantages of the chase strategy are higher costs associ-
ated with hiring, training, and layoffs, and low employee morale. Figure 17.4 shows the chase strategy.

Mixed Strategy
The mixed strategy is a hybrid strategy that combines the advantages of both the level strategy and 
the chase strategy. Most firms find that using a mixed strategy, which enables them to select options 
that influence both the demand for and supply of their products, achieves a sales and operations plan 
that has lower costs and meets the organizational goals and objectives better than either of the pure 
strategies used independently.

Choosing a Strategy
A company’s choice of a particular strategy depends on company policies and the degree of resource 
flexibility required. These two factors may restrict the available options that influence demand or 
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FIGURE 17.4: Chase Production Strategy in Sales and Operations Planning
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