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In inventory management and supply chain operations, the Economic Order
Quantity (EOQ) model serves as a fundamental tool for optimizing order sizes,
minimizing total inventory costs, and streamlining procurement processes.
Traditionally, EOQ calculations might recommend ordering 150 pieces per order
for a particular item, aiming to balance ordering costs against holding costs
effectively. However, in real-world scenarios, some companies opt to order
only 100 pieces per batch, deviating from the prescribed EOQ figure. This
decision can be driven by various strategic, operational, or financial
considerations. Understanding the implications of such a change is crucial
for managers aiming to optimize inventory management and ensure smooth supply
chain operations.

This article explores the reasons behind ordering less than the EOQ, the
potential impacts on costs and operations, and best practices for adjusting
inventory strategies to align with company-specific needs.

Understanding EOQ and Its Significance

What Is EOQ?

The Economic Order Quantity (EOQ) is a quantitative method used to determine
the ideal order quantity that minimizes the total costs associated with
inventory—that is, the sum of ordering costs and holding costs. It is based
on the assumption that demand, ordering costs, and holding costs are known
and constant over a period.

The classic EOQ formula is:

\[ EOQ = \sqrt{\frac{2DS}{H}} \]

Where:

- D = Annual demand for the product
- S = Ordering cost per order
- H = Holding cost per unit per year



This formula provides a balance point where the costs of ordering and holding
inventory are optimized.

Benefits of Following EOQ

- Minimize total inventory costs
- Reduce stockouts and overstocking
- Improve cash flow management
- Streamline procurement processes
- Enhance supply chain efficiency

While EOQ offers a theoretically optimal order size, real-world factors often
necessitate adjustments.

Reasons for Ordering Less Than EOQ

Choosing to order 100 units instead of 150 as prescribed by EOQ can be
influenced by multiple strategic or operational factors, including:

1. Space Constraints
Limited warehouse or storage capacity may prevent the company from holding
larger quantities, prompting smaller, more frequent orders.

2. Cash Flow Considerations
Smaller order sizes can reduce upfront expenditure, preserving cash flow,
especially when cash is tight or other investments are prioritized.

3. Demand Variability and Uncertainty
If demand is unpredictable, ordering smaller quantities reduces the risk of
excess inventory that might become obsolete or unsellable.

4. Lead Time and Supplier Flexibility
Suppliers offering flexible lead times or smaller order minimums may
encourage ordering less frequently and in smaller batches.

5. Perishability and Obsolescence
For perishable or rapidly obsolescent goods, smaller orders help mitigate



spoilage or depreciation risks.

6. Strategic Supplier Relationships
Building strong relationships with suppliers may involve smaller, more
frequent orders, fostering better communication and service.

7. Market Dynamics and Seasonal Demand
In cases where demand is seasonal or fluctuates, smaller orders allow for
better alignment with actual sales patterns.

Impacts of Ordering Less Than EOQ

While ordering 100 units instead of 150 may seem beneficial in certain
contexts, it also carries implications for costs and operational efficiency.

1. Increased Ordering Costs
More frequent orders mean higher total ordering costs because each order
incurs administrative, transportation, or setup expenses.

2. Reduced Inventory Holding Costs
Smaller orders decrease the average inventory level, thereby reducing storage
and holding costs.

3. Potential for Stockouts
If demand unexpectedly rises or there are delays in supply, smaller order
quantities might increase the risk of stockouts, impacting customer
satisfaction.

4. Supply Chain Flexibility
Frequent ordering can improve responsiveness to market changes and reduce
excess inventory, but it may also strain supplier relationships or logistics.

5. Impact on Cash Flow and Working Capital
Ordering smaller quantities can free up cash, but the increased frequency of
orders might offset savings through higher total ordering expenses.



Analyzing the Trade-offs: EOQ vs. Smaller
Orders

To determine whether deviating from the EOQ prescription is advantageous,
companies need to analyze the trade-offs involved.

Cost Comparison
Compare the total costs associated with both strategies:

- EOQ-based ordering: Fewer, larger orders, lower ordering costs, higher
holding costs.
- Smaller orders: More frequent, higher ordering costs, lower holding costs.

Operational Considerations
Assess whether operational factors such as warehouse capacity, supplier lead
times, and demand variability favor smaller or larger orders.

Financial Implications
Evaluate the impact on cash flow, working capital, and overall profitability.

Adjusting Inventory Strategies for Company
Needs

Instead of rigidly following the EOQ calculation, companies should adopt a
flexible approach tailored to their unique circumstances.

1. Dynamic EOQ Models
Utilize advanced models that incorporate variability in demand, lead times,
and costs to determine optimal order quantities under uncertainty.

2. Safety Stock Considerations
Maintain safety stock levels to buffer against demand fluctuations, which may
influence order sizes.



3. Continuous Review Systems
Implement inventory management systems that monitor stock levels continuously
and trigger reorder points based on real-time data.

4. Periodic Review Systems
Set review periods where order quantities are recalculated based on updated
demand and cost data.

5. Collaboration with Suppliers
Engage with suppliers to negotiate flexible order quantities, lead times, or
just-in-time delivery options.

Conclusion: Balancing Theoretical Models with
Practical Realities

While the EOQ model provides a valuable starting point for inventory
optimization, real-world factors often necessitate deviations. Ordering 100
units instead of the prescribed 150 can be a strategic decision driven by
operational constraints, financial considerations, or market dynamics. The
key is to analyze the trade-offs thoroughly and implement flexible inventory
management strategies that align with overall business goals.

Companies should regularly review their inventory policies, incorporate real-
time data, and remain adaptable to changing circumstances. By doing so, they
can achieve a balance that minimizes costs, maximizes responsiveness, and
ensures a robust supply chain capable of supporting growth and customer
satisfaction.

In summary:

- EOQ provides a theoretical optimal order size, but practical considerations
may lead to smaller or larger orders.
- Ordering less than EOQ can reduce holding costs but increase ordering
frequency and costs.
- Strategic factors such as space, cash flow, demand variability, and
supplier relationships influence order size decisions.
- Adopting flexible, data-driven inventory strategies enhances operational
efficiency and cost-effectiveness.
- Regular review and adjustment of inventory policies ensure alignment with
evolving business needs.

By understanding these dynamics, businesses can make informed decisions about
order quantities, balancing efficiency with responsiveness and resilience in
their supply chain operations.



Frequently Asked Questions

What are the potential benefits of ordering 100
pieces instead of the EOQ of 150 pieces per order?
Ordering 100 pieces may reduce holding costs and improve cash flow, but it
could increase ordering frequency and administrative costs. Companies might
also better align inventory levels with actual demand, reducing excess stock.

How does deviating from the EOQ of 150 pieces impact
inventory management?
It can lead to higher ordering costs due to increased order frequency,
potentially increase stockout risks if demand exceeds expectations, and
affect overall inventory turnover. Companies need to balance ordering costs
with holding costs carefully.

What factors might cause a company to choose
ordering 100 pieces instead of the EOQ of 150?
Factors include limited storage capacity, fluctuating demand, cash flow
considerations, supplier lead times, or a strategic decision to reduce excess
inventory and respond more flexibly to market changes.

Is ordering less than the EOQ generally advisable,
and what are the risks involved?
Ordering less than EOQ can be beneficial in certain scenarios, but it
increases ordering frequency and costs, and may lead to stockouts. Careful
analysis of demand variability and cost trade-offs is essential before
deviating from EOQ.

How should a company evaluate whether ordering 100
pieces instead of the EOQ is optimal?
The company should analyze total costs, including ordering, holding, and
stockout costs, along with demand variability and supplier reliability.
Conducting a cost-benefit analysis and scenario planning can help determine
the optimal order quantity.

Additional Resources
Instead Of Following The EOQ Prescription Of 150 Pieces/Order, A Company
Orders 100 Pieces At A Time



Introduction

In the realm of inventory management, the Economic Order Quantity (EOQ) model
has long been considered a foundational principle for optimizing procurement
processes. The EOQ formula aims to identify the ideal order size that
minimizes the total costs associated with ordering and holding inventory.
Traditionally, if a company determines an EOQ of 150 pieces per order, it is
expected to adhere to this guideline to achieve maximum efficiency.

However, recent case studies and operational reports reveal a recurring
deviation: some companies, instead of following the prescribed EOQ of 150
pieces, opt to order only 100 pieces at a time. This seemingly minor
adjustment raises critical questions about the underlying motivations,
operational implications, and potential impacts on overall supply chain
performance.

This article delves into the phenomenon of companies deliberately choosing
smaller order quantities than the EOQ recommends. We will explore the
theoretical foundations of EOQ, analyze reasons behind such deviations,
investigate the implications of ordering 100 pieces instead of 150, and
consider broader strategic and operational considerations that influence
procurement decisions.

---

Understanding EOQ: The Theoretical Framework

What Is EOQ?

The Economic Order Quantity (EOQ) is a quantitative tool developed to
determine the optimal order size that minimizes the total cost of
inventory—comprising ordering costs and holding costs. The formula, in its
simplest form, is:

EOQ = √(2DS / H)

Where:
- D = Demand rate (units per period)
- S = Ordering cost per order
- H = Holding cost per unit per period

The EOQ model assumes a steady demand, instantaneous replenishment, and
constant costs. Its primary goal is to balance the trade-off between ordering
costs, which decrease with larger orders, and holding costs, which increase.

The Rationale Behind the EOQ Prescription of 150 Pieces

Suppose a company calculates its EOQ as 150 pieces based on its demand,
ordering costs, and holding costs. This number suggests that ordering 150
units minimizes the sum of ordering and holding expenses. Adhering to the EOQ
ensures operational efficiency, reduced stockouts, and minimized total costs.



---

The Deviations: Choosing 100 Instead of 150

The Phenomenon and Its Prevalence

Despite the theoretical optimality of 150 pieces, some companies
intentionally order only 100 units per order. This practice is not an
isolated incident but appears across various industries, including
manufacturing, retail, and distribution.

Case Examples

- Retail Chain A: Reports indicate that despite an EOQ of 150, they
consistently order 100 units, citing cash flow considerations.
- Manufacturer B: Prefers smaller batch orders due to storage constraints and
supplier flexibility.
- Distributor C: Adjusts order quantities based on fluctuating demand
forecasts rather than strict EOQ calculations.

---

Exploring the Motivations Behind Smaller Order Quantities

1. Cash Flow and Financial Constraints

One of the most immediate reasons companies opt for smaller orders is cash
flow management. Ordering 150 units might tie up significant capital,
impacting liquidity. Companies with tight budgets or variable cash flow often
prefer smaller, more frequent orders to maintain financial flexibility.

2. Storage and Space Limitations

Physical storage constraints can influence order size decisions. Limited
warehouse space or storage costs associated with holding inventory may make a
company favor smaller orders—say, 100 units instead of 150—to reduce storage
needs and associated expenses.

3. Supplier Relationship and Reliability

Suppliers offering flexible delivery schedules or smaller minimum order
quantities can encourage companies to order less per batch. In scenarios
where supplier lead times are short or order flexibility is high, companies
may see less need to adhere strictly to EOQ.

4. Demand Variability and Forecasting Uncertainty

Demand fluctuations and forecasting inaccuracies can discourage large batch
ordering. Smaller, more frequent orders allow companies to respond swiftly to
changing market conditions, reducing the risk of excess inventory or
stockouts.



5. Lead Time and Replenishment Speed

Shorter lead times and rapid replenishment capabilities may diminish the
necessity of ordering larger quantities to buffer against delays. As a
result, companies might favor smaller, more frequent orders aligned with
real-time demand.

6. Risk Management and Obsolescence

In industries with high obsolescence risk or rapidly changing product lines,
ordering smaller quantities minimizes exposure to unsellable inventory,
encouraging a conservative approach that favors 100-piece orders over the EOQ
of 150.

7. Strategic Considerations

Some firms prioritize operational agility over cost minimization, accepting
higher per-unit costs to maintain flexibility and responsiveness. For
example, just-in-time (JIT) strategies often involve smaller, more frequent
orders.

---

Analyzing the Impacts of Ordering 100 Instead of 150

Cost Implications

1. Increased Ordering Costs

Reducing order size from 150 to 100 units generally increases the number of
orders placed annually, thereby raising total ordering costs. For example, if
demand remains constant, the number of orders per year rises, leading to
higher cumulative ordering expenses.

2. Decreased Holding Costs

Smaller order quantities reduce average inventory levels, leading to lower
holding costs. This can be advantageous in scenarios with high storage costs
or perishable goods.

3. Total Cost Trade-offs

The shift from EOQ to a smaller order size involves a cost trade-off—higher
ordering costs offset by lower holding costs. The net effect on total costs
depends on the specific cost parameters and demand patterns.

Operational and Supply Chain Impacts

1. Improved Flexibility

Frequent, smaller orders enable better responsiveness to demand fluctuations,



reducing stock obsolescence and overstocking risks.

2. Increased Administrative Burden

More frequent orders may strain procurement and administrative resources,
leading to higher transaction costs and potential inefficiencies.

3. Supplier Relationship Dynamics

Consistent smaller orders can strengthen supplier relationships through
regular communication and trust but may also challenge supplier capacity
planning.

Customer Service and Market Responsiveness

Smaller, more frequent orders often translate into more reliable stock
availability, enhancing customer satisfaction and competitive positioning.

---

Evaluating the Strategic Rationales

When Is Ordering Less Than EOQ Advantageous?

- Demand Volatility: When demand is unpredictable, smaller orders reduce
risk.
- Cash Flow Constraints: Limited capital favors smaller, more manageable
orders.
- Storage Limitations: Physical constraints necessitate smaller batch sizes.
- Supply Chain Flexibility: Access to reliable, quick suppliers supports
smaller, frequent replenishment.
- Product Obsolescence: High obsolescence risk favors minimal inventory
holdings.

When Is Strict EOQ Adherence Preferable?

- Stable Demand: Consistent demand favors economical batch sizes.
- High Ordering Costs: If ordering costs are significant, EOQ minimizes total
costs.
- Ample Storage: Sufficient space makes larger orders feasible.
- Cost Efficiency Priority: Cost minimization takes precedence over
flexibility.

---

Broader Implications and Industry Considerations

The Need for a Contextual Approach

While EOQ offers a valuable guideline, rigid adherence may not suit every
operational context. Companies should consider a hybrid approach, blending



the theoretical model with real-world constraints.

The Role of Technology and Data Analytics

Advanced inventory management systems and real-time data analytics enable
firms to optimize order quantities dynamically, moving beyond static EOQ
calculations.

Strategic Flexibility Versus Cost Optimization

Balancing cost efficiencies with strategic agility is essential. Companies
may accept higher costs associated with smaller orders to gain responsiveness
and reduce inventory risks.

---

Conclusion

The deviation from following the EOQ prescription of 150 pieces per order and
instead ordering 100 pieces at a time reflects the complex interplay of
operational, financial, and strategic factors. While EOQ provides a valuable
baseline for inventory optimization, real-world circumstances—ranging from
cash flow and storage constraints to demand variability and supply chain
flexibility—necessitate tailored approaches.

Organizations must critically evaluate their unique contexts, weighing the
costs and benefits of adhering strictly to EOQ versus adopting more flexible
ordering strategies. Recognizing that inventory management is not solely a
mathematical exercise but also a strategic decision-making process ensures
that companies can optimize their supply chains effectively.

In essence, the choice to order less than the prescribed EOQ underscores the
importance of adaptability in inventory management. Companies that align
their ordering practices with their operational realities, market demands,
and strategic objectives are better positioned to sustain competitive
advantage in dynamic markets.

---
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