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Understanding the nuances of inventory management systems is crucial for
businesses striving to optimize stock levels, reduce costs, and improve
customer satisfaction. Among the most fundamental distinctions in inventory
control are the differences between periodic review and continuous review
systems. This article delves into these two approaches, focusing particularly
on the periodic review system, explaining its mechanics, advantages,
disadvantages, and how it compares to continuous review. By the end, you'll
have a comprehensive understanding of what sets the periodic review inventory
system apart.

Introduction to Inventory Review Systems

Inventory review systems are methodologies that determine when and how often
a company checks its stock levels to decide on replenishment. They help
balance the costs associated with ordering and holding inventory against the
service levels required to meet customer demand.

The two primary types of review systems are:

- Periodic Review System: Inventory levels are checked at fixed intervals,
and orders are placed to bring stock up to a predetermined level.

- Continuous Review System: Inventory levels are monitored constantly, and
reorder points trigger immediate replenishment when stock dips below a
certain threshold.

While both systems aim to maintain optimal inventory levels, their
operational mechanics, advantages, and limitations differ significantly.

Understanding the Periodic Review System

What Is a Periodic Review System?

A periodic review system involves evaluating inventory levels at fixed,
regular intervals—such as weekly, monthly, or quarterly. At each review



point, the business assesses stock levels and determines the quantity to
order to reach a pre-established target level (also called the order-up-to
level).

Key features of a periodic review system include:

- Fixed review intervals (e.g., every two weeks or monthly).

- Orders placed at each review regardless of current stock levels.

- The order quantity varies depending on stock on hand at the time of review.
- Often used in environments where continuous monitoring is impractical or
too costly.

How Does the Periodic Review System Work?

The process involves the following steps:

1. Set a Review Period (T): Decide how often the inventory will be checked.
2. Determine the Target or Reorder Level (R): Establish the ideal stock level
to be achieved after replenishment.

3. Assess Inventory at Review: At each review, measure current stock levels.
4. Calculate Order Quantity (Q): The required order quantity is calculated
as:

\ [
Q = R - \text{Current Inventory} + \text{Expected Demand During Lead Time}

\1]

If the current inventory exceeds the target level, no order is placed;
otherwise, an order is made to reach the target.

5. Place Orders: Orders are dispatched to suppliers to arrive before the next
review period.

Illustrative Example:

Suppose a retailer reviews stock every two weeks. They set a target level of
500 units. At the upcoming review, they find they have 300 units on hand.
Assuming the expected demand during the lead time is 50 units, they will
order:

\ [
Q = 500 - 300 + 50 = 250 \text{ units}

\1]

Once received, the stock is replenished to the target level, and the cycle
repeats.



Advantages of the Periodic Review System

Understanding the benefits can help determine suitability for specific
business contexts:

e Simplicity: Easy to implement and manage, especially for small
businesses.

e Cost-Effective: Reduces monitoring costs since inventory is checked at
fixed intervals rather than continuously.

e Suitability for Certain Products: Ideal for products with predictable
demand or low value, where frequent monitoring isn't justified.

e Operational Efficiency: Better aligns with routine business cycles, such
as monthly accounting periods.

¢ Reduced Administrative Burden: Simplifies ordering procedures,
especially when integrated with periodic planning and procurement
cycles.

Disadvantages of the Periodic Review System

No system is perfect; some limitations include:

Stockouts Risk: Higher chance of stockouts between reviews, especially
if demand is unpredictable.

* Potential Overstocking: May lead to excess inventory if demand during
the review interval is overestimated.

e Less Responsive: Not suitable for high-demand or fast-moving items
requiring immediate replenishment.

* Requires Accurate Demand Forecasting: To set appropriate review periods
and target levels, reliable demand estimates are necessary.

e Order Variability: Fluctuations in order quantities can occur,
complicating procurement planning.



Comparison with Continuous Review System

To better understand the unique features of the periodic review system, it’s
helpful to compare it with the continuous review system.

Key Differences

| Aspect | Periodic Review System | Continuous Review System |

| Review Frequency | Fixed intervals (e.g., weekly, monthly) | Continuous
monitoring, real-time or near real-time |

| Replenishment Trigger | Replenishment at review time; order quantity varies
| Replenishment when stock reaches reorder point; order quantity often fixed
or variable |

| Inventory Monitoring | Manual or scheduled checks | Automated, ongoing
tracking via inventory management systems |

| Suitability | Products with predictable demand, low-cost or slow-moving
items | Fast-moving, high-value, or critical items |

| Stockout Risk | Higher during intervals between reviews | Lower, as stock
levels are continuously monitored |

When to Use Which System?

- Periodic Review is suitable when:

- Inventory items are low-cost and slow-moving.

- Continuous monitoring is costly or impractical.

- Demand is relatively predictable.

- Business operates on fixed review cycles aligned with accounting or
planning periods.

- Continuous Review is preferable when:

- Demand is high and unpredictable.

- Stockouts could be costly or damaging.

- Real-time inventory data is available.

- The business requires tight control over stock levels.

Choosing the Right Inventory System for Your
Business

Selecting between periodic and continuous review systems depends on various
factors:

- Nature of the Product: Fast-moving or high-value items often benefit from



continuous review.

- Demand Variability: High variability favors continuous monitoring.

- Cost of Monitoring: Limited resources or infrastructure may favor periodic
checks.

- Operational Complexity: Larger companies with sophisticated systems tend
toward continuous review.

- Customer Service Goals: Critical items requiring high service levels may
need real-time monitoring.

Conclusion

The periodic review inventory system is a fundamental approach that
simplifies stock management by assessing inventory at regular, predetermined
intervals and replenishing stock accordingly. Its simplicity and cost-
effectiveness make it suitable for many businesses, especially those managing
slow-moving or low-cost goods. However, it carries risks like stockouts and
overstocking, particularly when demand is unpredictable or high.

Understanding the core difference—where the periodic review system involves
scheduled checks and variable order quantities, contrasting with the
continuous review system's ongoing monitoring—is vital for effective
inventory management. By carefully analyzing product characteristics, demand
patterns, and operational capabilities, businesses can choose the optimal
system to maintain balance between inventory costs and service levels.

Investing time in understanding these systems ensures better inventory
control, improved customer satisfaction, and enhanced overall operational
efficiency. Whether you opt for the simplicity of periodic review or the
responsiveness of continuous review, aligning your inventory management
approach with your business needs is essential for sustained success.

Frequently Asked Questions

What is the primary difference between periodic
review and continuous review inventory systems?

The primary difference is that periodic review systems check inventory levels
at fixed intervals, while continuous review systems monitor inventory levels
continuously and reorder whenever stock drops below a certain threshold.

Which inventory system is more suitable for items
with unpredictable demand?

Continuous review systems are generally more suitable for items with
unpredictable demand because they allow for immediate reordering when stock



levels decline.

What is a key advantage of periodic review inventory
systems?

A key advantage is that they require less frequent monitoring, making them
simpler and potentially more cost-effective for items with stable demand.

How does the review frequency differ between the two
systems?

Periodic review systems evaluate inventory at fixed intervals (e.g., weekly
or monthly), whereas continuous review systems constantly monitor stock
levels and reorder immediately when needed.

In terms of inventory management, which system
offers more control over stock levels?

Continuous review systems offer more control because they track inventory
continuously and can respond instantly to changes in demand.

What is a common drawback of periodic review
systems?

A common drawback is that stockouts may occur if demand exceeds expectations
between review periods, since reordering is only done at fixed intervals.

Can both systems be used for the same inventory
items?

Yes, but the choice depends on the item's demand variability, cost
considerations, and management preferences; some companies use a hybrid
approach.

Additional Resources

A Difference Between Periodic Review And Continuous Review Inventory Systems
Is: a. Periodic Review

In the realm of inventory management, ensuring the right stock levels at the
right time is crucial for operational efficiency and cost control. Companies
continually seek effective systems to monitor and replenish their inventory,
balancing the risks of stockouts against excess inventory. Among the various
approaches, two primary inventory review systems dominate: the Periodic
Review System and the Continuous Review System. While both aim to maintain
optimal stock levels, they differ significantly in their methodology,



implementation, and suitability for different business contexts. This article
explores these differences, with a particular focus on the defining
characteristic of the Periodic Review System, elucidating how it operates in
contrast to its continuous counterpart.

Understanding Inventory Review Systems: An
Overview

Before delving into the differences, it’s essential to understand what
inventory review systems are and why they matter. Inventory review systems
are structured processes for monitoring stock levels and determining when and
how much to reorder. These systems help balance inventory costs, service
levels, and operational complexity.

Two main types are:

- Periodic Review System (PRS): Stock levels are reviewed at fixed,
predetermined intervals.

- Continuous Review System (CRS): Stock levels are monitored constantly, and
reordering occurs immediately when inventory drops to a certain reorder
point.

Each system offers unique advantages and challenges, making them suitable for
different business needs.

What Is a Periodic Review System?

A periodic review system is characterized by reviews of inventory at regular,
fixed intervals—say weekly, bi-weekly, or monthly. At each review point, the
order quantity is calculated based on current stock levels, anticipated
demand, and other factors. The core feature is that the inventory level is
only checked at these scheduled intervals, not continuously.

Key features of the Periodic Review System include:

- Scheduled checks: Inventory is assessed at consistent, predetermined
intervals.

- Order quantity determination: Replenishment depends on the difference
between the current stock level and a target or "order-up-to" level.

- Simpler implementation: Easier to coordinate, especially in manual or less
automated environments.

- Less responsive to sudden demand changes: Since reviews happen



periodically, rapid fluctuations may not be immediately addressed.
How it works in practice:

1. Set review intervals: For example, every Monday at 9 AM.

2. Assess stock levels: During the review, count or estimate current
inventory.

3. Calculate order quantity: Determine how much needs to be ordered to reach
the target inventory level for the next period.

4. Place order: Replenishment is initiated, and the cycle repeats at the next
scheduled review.

This approach simplifies inventory management, making it particularly
suitable for small businesses or situations where continuous monitoring 1is
impractical.

Contrasting Periodic and Continuous Review
Systems

While the periodic review system emphasizes scheduled checks, the continuous
review system operates differently. Here’'s a comparative analysis:

| Aspect | Periodic Review System | Continuous Review System |

| Monitoring Frequency | Fixed intervals (e.g., weekly, monthly) | Ongoing,
real-time monitoring |

| Reorder Trigger | At review time, based on stock level | When stock hits a
predefined reorder point |

| Inventory Adjustment | Replenishment occurs at scheduled intervals |
Immediate reordering upon stock reaching reorder point |

| Complexity | Less complex, easier to implement | More complex, requires
automated tracking |

| Responsiveness | Less responsive to sudden demand spikes | Highly
responsive, minimizes stockouts |

Understanding these differences helps businesses choose the system best
aligned with their operational capacity and service objectives.

Advantages and Disadvantages of the Periodic
Review System



Advantages:

- Simplicity and Cost-Effectiveness: The regular schedule reduces the need
for constant monitoring, lowering administrative and technological costs.

- Ease of Planning: Fixed intervals make forecasting, scheduling, and
resource allocation more straightforward.

- Suitable for Certain Product Types: Ideal for slow-moving or less critical
items where frequent checks are unnecessary.

Disadvantages:

- Less Responsive: Cannot immediately react to sudden demand changes or
stockouts between review periods.

- Potential for Overstocking or Stockouts: If demand surges unexpectedly, the
scheduled review may not suffice, leading to shortages.

- Inventory Variability: Fluctuations can be larger between review periods,
complicating inventory control.

When to Use a Periodic Review System

The periodic review system is best suited for:

- Businesses with stable, predictable demand patterns.

- Organizations with limited resources for real-time inventory tracking.
- Products with low turnover or slow-moving inventory.

- Environments where administrative simplicity outweighs rapid
responsiveness.

For example, a bookstore that orders inventory monthly based on sales trends
may find the periodic review system practical and efficient.

Implementing a Periodic Review System
Effectively

To maximize efficiency, companies should consider the following best
practices:

- Determine Appropriate Review Intervals: Balance the frequency of checks
with operational capacity and demand variability.

- Set Accurate Target Levels: Calculate optimal "order-up-to" levels based on
historical demand data.

- Maintain Reliable Inventory Data: Ensure stock counts are accurate at



review times to prevent errors.

- Forecast Demand Accurately: Use historical sales data to anticipate future
needs and avoid stock imbalances.

- Integrate with Overall Supply Chain: Coordinate review schedules with
suppliers and logistics for timely replenishment.

Conclusion: The Core Difference - Scheduled vs.
Real-Time Monitoring

The fundamental distinction between the periodic and continuous review
inventory systems hinges on their approach to monitoring stock levels. A
periodic review system operates on scheduled checks, assessing inventory at
fixed intervals, which simplifies management but sacrifices immediate
responsiveness. This characteristic makes it especially suitable for less
critical, slow-moving items or organizations prioritizing simplicity and
cost-effectiveness.

In contrast, the continuous review system emphasizes real-time monitoring,
allowing for immediate action when stock levels reach a predefined point,
thus offering higher responsiveness and lower risk of stockouts for fast-
moving or critical items.

Understanding these differences enables businesses to select the most
appropriate inventory control method, aligning operational capabilities with
customer service goals. Ultimately, the choice hinges on factors such as
demand variability, resource availability, and service level
requirements—making the knowledge of how a review system operates fundamental
to effective inventory management.

In Summary:

A difference between periodic review and continuous review inventory systems
is that the periodic review system involves assessing stock levels at fixed,
scheduled intervals, making inventory decisions based on a snapshot of stock
at those times. This approach provides simplicity and ease of implementation
but may lack the agility of real-time systems, which continuously monitor
stock and respond immediately to changes. Recognizing this key characteristic
helps organizations tailor their inventory strategies to their operational
context, ensuring optimal stock levels and customer satisfaction.
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