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Abstract— Inventory Management has been a major concern 

in most organisations and hence this article states ways in 

which inventory can be reduced and optimised in 

organisations. These methods are proven useful while 

reducing inventory in organisations as well as reducing the 

inventory carrying cost which needs to be paid at the time of 

production in any organisation. A few of them include 

Material Requirement Planning (MRP), Just in Time and Just 

in Case Planning. This would in return help the company to 

pay complete attention to the core competency that is their 

production. Hence reducing the inventory carrying cost 

drastically, increasing the profit levels of the organisation. 

Thus, this research article provides various ways in which a 

company can reduce their inventory by making the supply 

chain more efficient by the 10 ways stated in the article. 
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I. INTRODUCTION 

A. Need for the Study 

The study was conducted to understand how the companies 

can reduce inventory all across the world. Many products that 

are manufactured in factories are perishable in nature and 

carry a huge inventory cost and so a research needed to be 

conducted to understand how the inventory can be reduced in 

organisation’s and production units. 

II. OBJECTIVES OF THE STUDY 

1) To determine 10 ways in which inventory can be reduced 

in production units 

2) To study what goes into production planning for 

reducing inventory 

III. SCOPE OF THE STUDY 

The study aims to find the various methods in which 

inventory can be reduced in a production unit. It also aims to 

find out the various methods by which different production 

units can benefit by applying these inventory-reducing 

techniques. 

IV. LIMITATIONS 

The limitation of the study is that these techniques have not 

been tried and tested in any production unit to be specific but 

is purely based on conceptual knowledge. 

V. REVIEW OF LITERATURE 

The amount of inventory that is required in an organisation 

totally depends on the amount of inventory that has been 

planned based on the performance of the production unit. In 

their article Patrick Jonsson and Stig-Arne Mattson (2016) 

have use various approaches to determine what are the 

various factors that go into the production of a product. They 

have also tried to identify the various difficulties that the 

production unit might face while producing goods. 

Companies today use various methods to reduce the 

inventory by reducing uncertainty of the demand that is there 

in the market, they also use human based modifications that 

cannot be easily replicated and also determine what type of 

skills are required for a product to be produced in a certain 

time frame. The impact of inventory performance plays a 

crucial role as a low performing inventory might produce the 

least quality goods and hence high quality inventory must be 

maintained. The major ways in which the inventory 

performance can be analysed is through the inventory 

production convertibility ratio. This usually does not consider 

the amount of safety stock that needs to be kept in case of 

contingencies and hence is not the most reliable way of 

determining the best way of reducing material requirements 

in a production unit. An Excel document is prepared to 

analyse the inventory that is available and the inventory that 

is going into production at a particular point in time. Various 

methods are used to ensure that the stock that is produced is 

safe by various methods such as radio frequency 

identification, installation of barcodes, back flushing and 

manual registration. Internal and external difficulties have to 

be also the addressed simultaneously during production as 

they must not become crucial factors later on affecting the 

entire inventory level. And electronic ERP functionality of 

some sorts should be adopted by the company to ensure that 

right quantities of raw materials are entering into the 

production for the right amount of output. Stock transactions 

can be monitored through single item dummy codes which 

denote the total amount of inventory that needs to be 

purchased in accordance with the delivery schedules. In this 

article the authors also found out that there were various other 

factors such as the size of the company, the mode of inventory 

operation that was adopted and the control variables that were 

executed, well as the material planning mode that were used 

had an immense impact on the performance of the production 

unit. 

In the years post 2015 it has been noticed that the 

just in time inventory system has been introduced in many 

organisation’s by the help of production scheduling to only 

procure the amount of inventory that is required at a certain 

point of time for production. This in turn reduces wastage of 

raw materials and helps the production unit to only produce 

the number of goods that is demanded in the market or that 

can be produced at optimum capacity at that specific time 

frame. In the article by Ann Roll the concept of demand 

driven acquisition and patron driven acquisition of raw 

materials stated to determine that these two concepts should 

be the deciding factors of when and where a certain amount 

of inventory is required. Just in Case system also states that 

the demand driven acquisition should be done when there is 

a huge demand for the product in the market and hence 

approval plans should be made according to the Economics 

of how much the company will be able to sell in the market 

at that specific trend. She also states that the workflow 

adjustments should be made according to the amount of 
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demand that is available hence reducing idle inventory and 

unnecessary labour that may increase the cost of production.  

There can be many contingencies in a just in time 

environment as well because the quality of inventory arriving 

at the time of production may not adhere to all quality and 

quantity standards set by the company. According to the 

article by Paul A Kulas (1994) maximum amount of unused 

inventory was into primary places that was the work in 

progress and in the stores. According to the author the 

industries during the 90s had huge amount of inventory as 

they thought that having a lot of inventory leads to a lot of 

production making a huge amount of products available in the 

market for consumption. But the concept of optimum quantity 

or economic order quantity was not even a point of 

consideration. Inventory Accounting Task Force (IATF) 

should be considered for any amount of inventory as every 

transaction that takes place from the inventory of a production 

unit needs to be monitored to ensure that only the highest 

quality of raw material is being used. Every cycle in which 

raw materials are purchased and then put in for production 

should be counted as this may help in determining the 

economic order quantity. According to the author, 95% of the 

raw material that is procured should be converted into the 

final product and only room for 5% of wastage should be left. 

This ensures that 95% of the manufactured product is of good 

quality and only 5% needs to be disposed of. 

Though just in time inventory system might be a 

perfect solution for inventory and production planning for a 

production unit the quantity of inventory needs to be stored 

at some point. And hence if the inventory is maintained by 

the vendor the overall cost of raw material goes up leading to 

an increase in overall production costs. At times the company 

may not even recognise the inventory in a just in time 

inventory management system because the inventory might 

have just arrived and straight put into production giving them 

no time for a detailed analysis of the inventory. Therefore, the 

suspicion of the quality and actual quantity may arise. The 

production unit should procure quick tests and accurate 

inventory records from the supplier or vendor of the raw 

material. This would ensure inventory quality even in a just 

in time inventory management system.  

Another good way of maintaining inventory is the 

enterprise resource planning (ERP) system. This ensures that 

lean production takes place in the production unit. The ERP 

system ensures that all the resources are being used in the best 

and optimum way as possible as manufacturers today must 

not only look at quality improvements but also to gain 

competitive advantage over other companies producing the 

same product. Thus, the ERP system establishes a support 

functionality to the production process by supply chain 

integration and the development of the kanban system with 

the prime role of the internet. The ERP system also integrates 

scheduling process in which various batches of the product 

can be produced so that the just in time production is also 

integrated in the ERP system. The year integration also 

allows the suppliers and the supply chain management itself 

to give the information of the quantity of raw material 

required by the company at all points of time ensuring that 

there is no excess or shortage of inventory at any point of 

time. The ERP lean manufacturing system ensures that 

simultaneous processes are taking place in the company at all 

points of time for the purpose of manufacturing reducing the 

risk of wastage. The ERP system gives companies access to 

real time information for intelligent planning and execution 

so that immediate changes can be made if required. It 

improves communication within all channels of production 

associated with the system so that any change in inventory 

does not come as a surprise to any specific vendor or supplier. 

This helps in improving the supply chain management system 

all together.  

In the article by Terry Lunn (1996) he suggested 6 

ways in which inventory can be managed and hence these 

ways were based on the 6 stories that he had used as examples 

to determine his case. The author also stated that there are 

various ways in which Inventory of any organisation can be 

managed in a simplistic manner. It is important that inventory 

should be postponed if the current stock in inventory is not 

being sold in the market because this may pile-up inventory 

that we carry huge inventory carrying cost and lead to a 

failure and bankruptcy of the company. Thus, the production 

units should optimise the number of products produced in a 

day according to the market demand. The production unit 

should assess the shortcomings of the product and hence 

come up with a new product by reengineering and 

redesigning the product with new specifications as per the 

competitions offerings. The material requirement planning 

should be done much beforehand so that between the 

productions process there is no shortfall in the raw materials 

for the product. Certain components of any machinery or 

product that are bound to break down or need to be replaced 

should be stopped more in number then the components that 

are usually not damaged due to continuous wear and tear. 

There are various other concepts in inventory management 

that are used on a day-to-day basis such concepts are FIFO 

and LIFO. The FIFO concept states that the first product that 

was produced should be the first one to be moved out, on the 

other hand LIFO means the exact opposite where the last 

product we produce should be moved out first. Scheduling the 

production process is also very important in the 

manufacturing industry as the production and the inventory 

required for the production is planned months in advance. 

This is done to minimise the wastage of resources and also 

forecast the inventory that may be required to produce the 

optimum amount of manufactured products to be made 

available in the market. In a few cases there is a partnership 

that is established between the supplier and the production 

unit so that the supplier is given access to the system used by 

the production unit to know about the raw material 

requirements of the company beforehand so that there is no 

gap between production and the inventory has been stopped 

up took the optimum amount by the supplier. This concept is 

called supply chain integration, it bridges the gap between the 

times for reordering quantity by making the vendor have 

Direct Access to system. The author also states that there are 

few partnerships that happened between the customer and the 

production unit of the number of units that will be required 

buy them and hence the company knows the order quantity. 

This makes inventory management easier because the 

company is aware about the number of units that it needs to 

produce and thus the order for raw material is placed 

accordingly. There is no wastage in inventory as the exact 

number is known. This usually happens when the buyer or the 
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customer is certain of buying that many products from the 

manufacturer. 

VI. RESEARCH METHODOLOGY 

Secondary data was collected from various articles to 

understand how inventory can be managed and reduced. 

Various concepts were looked upon and the 10 best ways to 

manage and reduce inventory were used as tools to be 

explained in the article. 

VII. TEN WAYS TO REDUCE INVENTORY 

A. Material Requirement Planning  

Material Requirement Planning (MRP), is management 

system designed to manage the production planning and 

inventory systems in a company to aid the manufacturing 

process. MRP is designed with the objectives to ensure that 

the lowest possible of inventory is maintained in order to 

reduce costs, all materials required for production are 

available when required and delivery schedules are created 

and planned. If implemented properly MRP can increase 

production efficiency, thus increasing profits, controlling 

cash flow, reducing lead times and improving inventory 

management. 

B. Enterprise Resource Management 

Enterprise Resource Management (ERM) system integrates 

various functions such as planning, inventory, purchase, 

finance, sales, human resources and marketing to enable a 

company (manufacturer) to successfully integrate and 

manage the business. An ERM system helps in creating a 

reporting mechanism of inventory available in the facility, 

and thus helps in planning the future manufacturing schedules 

accordingly. It also integrates the purchasing and finance 

function to keep a track of payments and orders. 

C. Just-in-time Inventory Management 

The Just-in-time (JIT) inventory management system is a 

process of receiving materials for manufacturing just when 

they are required and not before that. This process when 

applied helps in increasing efficiency, reducing waste and 

therefore reducing inventory carrying costs. This inventory 

management system first originated in Japan. 

D. Production Scheduling 

Production scheduling is the process of arranging, allocating 

and optimizing resources such as plant and machinery, human 

resources, purchase materials such that a plan is created 

which indicates the demand level for a product at different 

time levels, thus stating when each material will be required 

for production and in what quantity. Production scheduling 

helps the manufacturer make a clear plan to facilitate 

uninterrupted production with the maximum accuracy. 

E. Batch Production 

The Batch Production method is usually used for perishable 

product and is completely based on the demand for the 

product in the market. Excessive inventory cannot be created 

as there is a huge amount of perishable goods that are utilised 

in the process and hence the product is produced in different 

batches as per the regional requirements. Thus, no excess 

inventory in batch production is procured as there is a huge 

risk in storage and so definite inventory according to the Bill 

of Material (BOM) is procured from the vendor. 

F. Balancing 

Balancing the right amount of stock in the warehouse is very 

essential for a business. Excess inventory can cause losses 

due to various reasons such as expiry, damage and seasonal 

differences. If balancing goes wrong, the business loses its 

control over the inventory thereby losing track of stock and 

business. 

G. Supplier Integration 

The inventory system established along with the back office 

system integration must always be real time, flexible, as well 

as transparent to the users. This will help provide the best 

visibility to the customers and supply chain partners, ensuring 

that financial reports as well are accurate and up to date. Due 

to continuous changes in the business processes the 

integration users want a transparent system. While managing 

the system, scalability should not be avoided as it is a very 

important aspect.  

H. Postponement 

A very large number of companies are adopting a 

postponement strategy. They delay the final product 

configuration till the last moment, as this will allow the 

companies to reduce inventory and also provide a more swift 

reaction to the unpredictable product demand. This is done, 

to produce more of what the market is buying. 

I. Customer Integration 

There should be a proper customer integration while the 

inventory system is established as, it provides inventory 

stability, reconcile the inventory in reports, optimize the 

inventory in order to meet product availability. 

J. Improve Forecast Accuracy 

Forecast accuracy is a very essential action and must be 

performed by all supply chain companies as it helps to 

increase customer satisfaction, reduce inventory stock outs, 

schedule the production more effectively, lower safety key 

limits, improve pricing and promotion management, manage 

shipping better, reduce the product obsolescence costs. 

Improving the forecast accuracy helps the business function 

more effectively and maintain efficiency. 

VIII. CONCLUSION 

The major cost of any production unit is its inventory and 

inventory carrying cost and hence there ten ways can be 

utilised as per the requirements of the company depending 

upon the market demand and the demand forecasted for the 

product. At various points in production it is crucial that 

Production Planning and Control is paid special attention as 

a well-planned Production unit ensures that there is no 

wastage of resources and the company suffers no losses due 

to an ill managed inventory system. 
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