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Let us further assume that we use the EOQ lot-sizing technique for this item with an order size of 
300 units. If we also assume that our beginning inventory at the start of week 1 is zero and an order of 
300 units was placed earlier and received during week 1, we have the situation shown in Table 18.13.

This table shows that by using the EOQ lot-sizing technique, we are holding unwanted excess 
inventories for this item in weeks 2 through 7, resulting in higher inventory carrying costs.

For items with discontinuous and sporadic demand, the lot-for-lot lot-sizing technique is the sim-
plest of the variable-order quantity techniques. In this technique, the amount ordered or produced is 
the same as the demand requirements for the MRP items. As a result, holding costs for these types of 
items are virtually eliminated, thereby minimizing inventory investments. The major disadvantages of 
this technique are that the ordering or setup costs tend to be high because of the varying order sizes 
and increased order frequency, and a new setup is required for each production run. For example, a 
firm that manufactures solar panels has a high initial setup cost. Using the lot-for-lot ordering tech-
nique will require a new production setup every time there is a demand for this product, which can 
result in very high overall production cost. Nevertheless, if the firm could reduce ordering and setup 
costs per order or setup, then the lot-for-lot technique would be the best minimum cost lot-sizing 
technique. For the demand pattern shown in the table, the lot-for-lot ordering technique would be a 
better lot-sizing technique than EOQ, because the firm would order 100 units to cover the demand for 
the MRP item in week 2 and 180 units to meet demand in week 8. By doing so, the on-hand inventory 
throughout the planning period will be minimized.

TABLE 18.12: Demand for MRP Item

WEEK 1 2 3 4 5 6 7 8

Demand 100 180

TABLE 18.13: EOQ Lot-Sizing Impact

WEEK 1 2 3 4 5 6 7 8

Demand 100 180

Receipts 300

On-Hand Inventory 300 200 200 200 200 200 200 20

TABLE 18.14: Demand Pattern for MRP Item

WEEK 1 2 3 4 5 6 7

Demand 80 100 70 50 4 120 6

Fixed-period 
ordering: lot-sizing 
technique in which 
orders for the MRP 
items are placed at fixed 
periods

Lot-for-lot: lot-sizing 
technique used for items 
with discontinuous and 
sporadic demand; it 
is the simplest of the 
variable-order quantity 
techniques in which 
the amount ordered 
or produced is the 
same as the demand 
requirements for the 
MRP items

Another variable-order lot-sizing technique that can be used for MRP items is the fixed-period 
ordering technique. In this technique, orders for the MRP items are placed at fixed periods. Because 
the order interval or the point in time at which an item is ordered is fixed, the quantity ordered varies 
depending on changes in demand and fluctuations in lead times. The fixed-period ordering technique 
covers the demand for a fixed number of periods with one order or setup. The simplest rule for the 
fixed-period ordering technique is to order every two periods. For example, consider the demand pat-
tern for an MRP item as shown in Table 18.14.

For this demand pattern, using a 2-week rule of fixed-period ordering, we would order 180 units to 
cover the demand for weeks 1 and 2 and 120 units to cover demands for weeks 3 and 4. Continuing 
with the 2-week rule, we can order 124 units to cover the demands for weeks 5 and 6. Yet, because 
the demand for week 7 is only six units, we combine the demands for weeks 5, 6, and 7 and order 
130 units. The major advantage of this lot-sizing technique is that stock is automatically delivered and 
fluctuations in demand are absorbed in any given period. The disadvantages are the costs associated 
with carrying excess inventory if demand is lower than expected or the risk of stock-outs if there are 
large, unexpected increases in demand.


