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During the promotion with Missoni, the real beneficiaries may have been the lucky shoppers able to get through on the 

website. Many buyers who purchased the products listed them on eBay for more than double the price. “It’s a little bit 

embarrassing for one of the nation’s largest retailers to have a Web site that can’t support a rush—it’s not like they’re any 

strangers to rushes,” said Ian Schafer, chief executive of the digital marketing firm Deep Focus, Inc. (New York, NY). “It’s 

saying, ‘We’re so popular we had to turn people away at the door.’ Then get a bigger place.”1

7.1 Capacity Planning
Suppose your firm, which produces the jerseys of players for the National Basketball Association 
(NBA), experienced a banner year in 2016. Because of the fan enthusiasm that followed the strong 
and unexpected performance of the Golden State Warriors’ player Stephen Curry, you anticipate a 
major spike in the demand for his jerseys in 2017. Does your company have the capacity to meet this 
sizable increase in demand, or are you about to lose a significant portion of Stephen Curry fans to the 
competition? The answer to these questions depends on capacity planning—how well your company 
planned to meet the future demand for your products and services.

Capacity planning is a key strategy for operations and their supply chains. In the context of oper-
ations, capacity is the maximum amount of output an operation is capable of producing in a given 
time period. Capacity planning is the process of determining the capacity that an operations system 
will need to meet this demand effectively. All operations and supply chain managers face uncertainty 
in projecting the demand for their products and services. Moreover, there is always a gap between the 
capacity available in the system and the capacity that is required to meet demand. Such a gap can lead 
to inefficiency, either in the form of idle or underused resources or unhappy customers whose demands 
were not met. The goal of capacity planning is to minimize this gap.

As Table 7.1 shows, capacity planning can be done over different time horizons. Long-term capac-
ity planning or strategic capacity planning requires managers to forecast demand over several years 
and look at demand and growth trends as well as at cyclical demand patterns. Deciding to expand, 
contract, or change facilities in the long term is an example of strategic capacity planning, and it is 
closely related to decisions about facilities location. These decisions generally involve huge capital 
expenditures. Once they are made, they cannot be easily undone, so careful planning is necessary. 
Medium- and short-term capacity planning requires managers to forecast variations such as seasonal 
changes in demand.

Rough-cut capacity planning and capacity requirements planning (CRP) are part of medium-term 
capacity planning. Rough-cut capacity planning (RCCP) is a rough check of production plans and 
schedules to determine whether the required capacity and available capacity are in balance. The check 
takes into account the amount of labor, machinery, storage space, and the capacity of your suppliers. 
Capacity requirements planning (CRP), which follows RCCP, is the process of doing a more detailed 
comparison of the available capacity and required capacity by projecting your resource requirements 
for labor, equipment, and so forth.

If available capacity is insufficient in the medium term, a firm might hire more workers, ask them 
to work overtime, or use a subcontractor. Capacity planning in the short term, often referred to as 
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TABLE 7.1: Capacity Planning Levels

CAPACITY PLANNING HORIZON CRITICAL ISSUES

Long term Strategic ventures
Building new facilities
Purchasing new equipment

Medium term Rough-cut
Analyzing capacity versus monthly production plans
Hiring workers, operating multiple shifts
Working overtime
Contracting

Short term Capacity control
Analyzing weekly schedules and bottlenecks
Balancing the workload

Capacity: the 
maximum amount of 
output an operation is 
capable of producing in a 
given time period

Capacity planning: 
the process of 
determining the capacity 
that an operations 
system will need to meet 
this demand effectively

Strategic capacity 
planning: the process 
of forecasting demand 
over several years and 
looking at demand and 
growth trends as well 
as at cyclical demand 
patterns

Rough-cut capacity 
planning (RCCP): the 
process of doing a rough 
check of production 
plans and schedules to 
determine whether the 
required capacity and the 
available capacity are in 
balance

Capacity 
requirements 
planning (CRP): the 
process of doing a more 
detailed comparison of 
the available capacity 
and the required capacity 
by projecting your 
resource requirements 
for labor, equipment, and 
so forth

Explain why capacity 
planning is important 
and how capacity 
decisions are made.
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