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7-2 Assignment: Defense Logistics Agency

In assessing the benefits of the Next Generation Inventory Model (NextGen) and Peak

Policy implemented by LMI for the Defense Logistics Agency (DLA), it is clear that these

innovations have significantly enhanced the efficiency and accuracy of DLA’s inventory

management. The case study provides a detailed account of how these systems were employed to

manage items with infrequent or highly variable demands, which are often challenging to

forecast and can lead to excess inventory and poor customer service.

The implementation of NextGen and Peak Policy, collectively known as PNG, marked a

revolutionary step in DLA’s inventory management. Traditional forecasting methods often

resulted in substantial forecast errors, generating unnecessary inventory and increased

procurement workloads. However, NextGen bypasses the need for forecasting demand for

“unforecastable” items by utilizing advanced algorithms that use data directly from the demand

stream. This method significantly reduces the errors associated with forecasting by focusing on

empirical data rather than theoretical probability distributions.

Peak Policy complements this by employing a simulation-based hedging strategy, which

meticulously balances the risks associated with stockouts and over-investing. This approach

adjusts inventory levels based on real demand patterns and specific item characteristics, thereby

optimizing inventory levels to reduce customer wait times by 20-50% without increasing

long-term inventory investments. Alternatively, it can cut inventory investments by as much as

10% without compromising service levels.

The dual implementation of these tools has enabled DLA to reduce procurement requests

and manage its vast inventory more effectively. According to the case study, these systems have

allowed DLA to reduce unfilled orders by 30% in the subpopulation of items it tested while
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simultaneously cutting procurement workload by 50% and driving down inventory costs by $180

million. This strategic approach not only aligns with DLA’s goals to diminish inventory by $10

billion over five years but also enhances the agency's capability to meet the demands of a

dynamic military landscape without sacrificing mission readiness.

The success of PNG in managing DLA’s inventory challenges showcases a significant

advancement in supply chain management. It highlights the importance of adapting inventory

strategies based on actual demand and variability rather than relying solely on traditional

forecasting models. This strategy is not only applicable to DLA but can also be adopted by other

organizations with similar demand patterns, demonstrating the versatile applicability of the PNG

approach in various sectors.


