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FIGURE 7.6: Capacity Planning Framework for a Simple Supply Chain

organization is using enterprise resource planning (ERP) software by SAP (SAP SE, Walldorf, Germany) 
or Oracle (Oracle Corporation, Redwood City, CA), then a high degree of coordination can be achieved 
with its other supply chain partners if they also have similar compatible ERP systems in place.

BUILDING TRUST AND BALANCING POWER
Building trust and balancing power among supply chain members can offset many supply chain uncer-
tainties and help nurture one-to-one relationships between firms. For this to occur, the partners must 
first clearly recognize the mutual benefits provided by the relationship as well their mutual dependence 
on one another. The ideal situation is to have the supply chain tasks divided among the partners in 
such a way that no one supply chain member has the upper hand. Yet, such a balance of power is 
rarely achieved; some members of the supply chain enjoy more clout either because of their market 
leadership or because they have more resources.

BALANCING OUTSOURCING AND CAPACITY ACQUISITION
In supply chains, there are typically two options for meeting capacity requirements: capacity acqui-
sition or outsourcing. This choice is often considered a “make or buy” decision: whether to acquire 
capacity for in-house production or outsource production to a third party. Each option has its advan-
tages and disadvantages. The advantage of outsourcing is that by outsourcing those activities that do 
not directly contribute to the company’s bottom line, manufacturers can reduce capital investment 
and production costs. The disadvantage, however, is the possible loss of control over the production of 
the work that has been outsourced. By keeping the production in-house, a firm has more control over 
it, but it could end up with excess or unused capacity if demand falls short of expectations.

Furthermore, demand and supply uncertainties influence capacity and outsourcing decisions. For 
example, during an economic downturn, suppliers may be forced to cut back on capacity so they don’t 
end up with excess inventory should demand weaken further. As a result of the suppliers’ reluctance 
to expand, the downstream buyers in their supply chain might not have enough raw materials to fill 

SOURCE: Wang, Buxton, Farr, & MacCarthy, op. cit., Figure 2-1, p. 15.


