Cracking the Code:
The 3 Secrets to
Matching Inventories
to Shifting Demand
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Amid recession and ongoing supply chain volatility, businesses are
no strangers to rollercoaster demand patterns — skyrocketing one
day, plummeting the next. This can undermine the efforts of even
the most experienced planner.

The good news is, we've already cracked the code to navigating
the uncertain economic landscape. Here are three ways
companies can best position inventory for the current business
climate and be ready for the bounce-back economy.

0 Analyze your demand patterns. In today's world, rolling
demand forecasts forward from previous periods won't
work. For most businesses, you need a fresh look at your
expected demand. A SKU-by-SKU analysis will sense
changing demand patterns, allowing you to respond
accurately and quickly to customer needs.

9 Recalculate your safety stocks and inventory targets. If
you don't account for demand changes at the individual
SKU-level, you can end up with imbalanced inventory
buffers. These safety stock levels are also impacted by
ongoing demand and supply variability. If you have
a mismatch between new demand patterns and old
inventory targets, rethinking your inventory strategy can
help you“fix the mix."

e Find your optimal trade-offs between inventory
investments and service levels. Improve your inventory
efficiency to drive more customer service with less
inventory. This means finding the sweet spot, the
inventory target for each SKU in each location, that just
meets customer demand while avoiding inventory glut.

Today's powerful automation, innovative Al applications, and
modern supply chain planning methods make these steps as easy
as 1-2-3. Let's take a closer look at each tactic and at how the
latest strategies and technology can help you reap the benefits
of demand-sensitive inventory management.
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1. Analyzing And Anticipating Changing Demand
Understanding demand is the first step to updating and improving your inventory strategy.

Demand patterns are always changing. Even in the most stable times, sales volumes and product mixes
are constantly fluctuating. But recent years have seen dramatic shifts in business needs, inflation rates, and
consumer demand. So if your planners are “fitting” their forecasts to historical data, without accounting for
disruptions and market volatility, the likelihood of having an accurate projection of demand is slim to none.

Many companies use aggregate demand plans, which combine overall sales data and use this aggregation
to forecast from the top down. These plans lack important order-specific and location-specific demand
information and can't bridge the gap between longer-term planning and daily operational needs.

For the sake of flexibility, it is helpful to have a solution that enables planning at multiple levels of aggregation,
but operational forecasting is best done from the bottom-up, SKU by SKU. The key is understanding demand
patterns at a detailed level. Planners need to be able to sense and model SKU-Location demand at the daily
level to drive inventory and replenishment recalculation. This requires analyzing not only the demand forecast,
but also other factors, such as forecast error, demand frequency, and order size.
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Matching your inventory to demand patterns requires understanding demand, not at an
aggregated level, but at a detailed level.
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Probabilistic Forecasting: How to Achieve Smarter Forecasts

This is exactly what the probabilistic forecasting method does. For each SKU in each location, it analyzes
internal data (like sales history, lot size, stockouts, and order frequency), and external variables (like weather,
seasonality, and regional customer preferences). It then calculates an Al-generated range of possible forecast
targets and the likelihood of each outcome. This differs from traditional forecasting methods, which provide

a signal-number inventory target, generated mostly from sales history and providing little context as to its
margin of error. It's the difference between being told "it will rain” and being told "there's a 53% chance of
thunderstorms.”

This gives probabilistic forecasts a distinct advantage. First, they create more accurate forecasts to begin with,
accounting for the additional but vital demand data that is often omitted from traditional methods. Second,
probabilistic forecasts account for uncertainty and let planners see the benefit/risk tradeoff of a forecasting
decision. This gives planners a better understanding of customer behavior and enables them to make faster,
better-informed inventory decisions to meet demand.
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2. Recalculate Your Safety Stocks and Inventory Targets

So now you have a more accurate probabilistic forecast and a better understanding of the demand behavior of
each item. Now what?

You need dynamic safety stocks to intelligently position inventory for changing demand patterns.

Many companies have not changed their inventory targets to adapt to changing business conditions. Or
instead, they may have overreacted, taking the ax to inventories across the board. Both strategies are trying to
achieve the same thing: reducing inventory and loosening its grip on working capital.

But there's a big difference between strategic stock reduction and indiscriminate cost-cutting, which can
exacerbate the problem by focusing on the items with the largest inventory value — including those items most
needed to sustain the business.

Inventory Optimization: How to Find the Right Mix

The better approach is to "fix the mix" by selectively reducing those items that contribute the least to customer
satisfaction and profitability. This requires a more intelligent and scientific approach to inventory management,
with a highly granular understanding of changing demand patterns and insight into demand and supply
variability.

Stock mix optimization provides a statistical approach to inventory management and optimization. It allows
you to reset safety stocks and optimize inventories by defining the precise relationships between inventory
behavior and target service level for each individual SKU-Location (including the intrinsic demand and supply
uncertainty). This means you can buffer where there is a likelihood of demand and sales, while reducing your
inventory on items with lower service targets.
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Avoiding simplistic “one size fits all” approaches and optimizing the inventory mix will reduce
inventories while improving service levels.
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For manufacturers, distributors, and luxury retailers, excess inventory is most acute in "the long tail” of items with
intermittent demand. Surplus is often concentrated in this area because traditional inventory management
methods don't understand “lumpy demand” very well and can't properly size the stocking requirements. But
proper inventory optimization accounts for that intermittent demand and pinpoints the best candidates for

inventory reduction.

The net result of optimizing is that — while individual SKU levels may increase or decrease — overall inventory
requirements can be reduced, freeing up additional cash flow while maintaining service levels and customer

satisfaction.
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Often, excess inventory is found in “lumpy demand” items. Getting the right inventory for
lumpy demand can dramatically improve the inventory mix.
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3. Improve Your Inventory Efficiency

Updating your inventory targets is an important short-term goal, but the key to long-term sustainable success
is permanently moving to a new inventory efficiency curve, one that drives higher levels of customer service with
less global inventory.

This is accomplished by creating an environment where every dollar invested in inventory contributes to
customer satisfaction in the most advantageous way, maximizing your inventory payoff. This kind of change
can be achieved by adopting longer-term methodologies and tools that allow your business to not only sustain
results but to make continual improvements.
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Achieving a step change in inventory efficiency requires moving to a new inventory-to-
service trade-off curve.
Harnessing Data: How to Sustain Profitable, Customer-Centric Inventory Efficiency

We've already talked about improving forecasting and implementing inventory optimization. These are key
elements to this move towards greater and sustained inventory efficiency.

There's only one missing element.

Both forecasting and inventory optimization depend on a strong foundation of up-to-date inventory data.
But depending on your tech stack, this foundation could be shaky. Keep in mind, organizations are not static
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entities. They are often full of different teams, departments, and divisions working in silos or even across multiple,
separate ERPs. The wider the network, the greater the likelihood of conflicting or siloed inventory systems.

Organizations across industries are becoming increasingly aware of the importance of a "single source of
truth,” a real-time, unified view of global inventory served to all inventory systems across the enterprise.
Keeping everyone on the same page cuts down on duplicative or conflicting information and reduces the lag
in operations due to latency issues. It also allows for quick scenario planning when the unexpected inevitably
OCCUrs.

The Benefits

At the end of the day, companies are trying to match inventory to demand for three reasons.

1. Having the right item in the right place means happier customers with fewer expedited shipments.

2. Optimizing inventory levels reduces storage costs and improves overall organizational efficiency.
Reducing working capital investment in inventory allows companies to invest resources in increased
growth opportunities.

With the right technology, organizations can drive better, faster inventory decisions and power profitable,
customer-centric supply chains.

Want to see this in action? Check out how customers have leveraged ToolsGroup's Al-driven solutions to
reduce inventory, maximize customer satisfaction, and increase business performance.

#MOLESKINE® gaviota
McDonald's Mesoamérica Moleskine Gaviota
Saw a 7% inventory reduction while Improved forecast accuracy 70% Reduced days in inventory by 43%
achieving 90+% service levels while reducing working capital while boosting service levels 36%

investment by 15%
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