
253 Chapter 7    Capacity Planning

Step 4: Evaluate the alternatives and select and implement 
the best long-term capacity alternative.

After developing several capacity alternatives, the company 
has to evaluate them from numerous perspectives. Although 
cost considerations are used most often, the company should 
also consider the capacity alternative’s useful life, its com-
patibility with current operations, worker skill levels, and 
so forth. In addition, a company’s management also needs 
to assess qualitative factors such as sustainability and ethics, 
the community’s attitude toward the location of the alterna-
tive, and the impact of adding new capacity. The evaluation 
could include a breakeven analysis or using linear or integer 
programming, waiting-line models, simulations, and decision 
theory techniques. We will discuss some of these techniques 
in the section on quantitative modules later in the book. 
Decision trees are a popular tool for evaluating capacity 
alternatives and are discussed in Module F: Decision Making 
Tools. The outcome of this step is that the company can select 
and implement the best capacity alternative.

Step 5: Monitor the capacity’s performance results.

The final step is to monitor how well the capacity alternative 
meets the firm’s needs. Figure 7.2 is arranged in a circle to indicate that if demand requirements or 
market conditions change, then the capacity planning process should start all over again.

7.2 Service Capacity Planning
Service organizations such as consulting firms, banks, information technology (IT) outsourcing firms, 
and restaurants face some unique problems when planning their capacity. Services are generally con-
sumed at the time they are produced, and as a result, using inventory to serve as a buffer is not an option 
when more capacity is needed. Consequently, the capacity of service firms at all times has to be equal to 
or greater than what is needed to meet demand. Otherwise, the service company runs the risk of alien-
ating or losing the customer. For example, an airline may have 40% of its seats unused for its 7:00 am 
flight, but its 7:00 pm flight on the same day may be fully sold out. The unused capacity from the earlier 
flight is lost and cannot be used to cover the passengers on the waiting list for the later flight. Restaurants 
usually operate at full capacity during breakfast, lunch, and dinner times, but there is idle capacity 
during the other slack periods of the day. Thus, periodic capacity underuse is inevitable for service firms.
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FIGURE 7.3: Optimal Capacity and Economies and 
Diseconomies of Scale
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FIGURE 7.4: Optimal Output Levels for Facilities of Different Sizes9

Evaluate the difficulties 
associated with 
capacity planning for 
services, and explain 
how they can be 
overcome.

7.2

SOURCE: Reid, R. D., & Sanders, N. R. (2015). Operations management (5th ed.). New York, NY: Wiley.
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