VENDOR MANAGED INVENTORY

How Does Vendor Managed Inventory Work?
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VENDOR MANAGED INVENTORY

Vendor managed inventory (VMI) is a collaborative inventory management system where
the supplier, rather than the buyer, takes responsibility for managing and replenishing
inventory levels at the buyer's location. This involves the supplier monitoring stock,
forecasting demand, and initiating replenishment orders to maintain optimal stock

levels. VMI aims to reduce costs, improve efficiency, and ensure product availability for the
buyer, while fostering a stronger supplier-buyer relationship.

Benefits of VMI
For the customer

o Reduced safety stock and inventory costs: Customers can minimize the amount of
"just-in-case" inventory held, reducing carrying costs and freeing up capital.

¢ Decreased risk of stockouts and overstocking: By leveraging the supplier's expertise
and real-time data, VMI helps maintain optimal inventory levels, preventing lost
sales due to stockouts and reducing the risk of obsolescence.

e Lower administrative workload: VMI automates inventory monitoring and ordering,
reducing the administrative burden on the customer.

o Access to expertise: Customers gain access to the supplier's specialized knowledge
and resources in managing the specific products involved in the VMI arrangement.

For the supplier

o Stronger customer relationships: VMI fosters a collaborative partnership, building
trust and potentially leading to increased business opportunities.

e Improved forecasting accuracy: With access to real-time sales and inventory data,
suppliers can generate more accurate demand forecasts, leading to better
production planning and resource allocation.

¢ Enhanced sales and market share: By ensuring consistent product availability, VMI
helps suppliers increase sales and potentially gain a competitive advantage.

e Reduced carrying costs: VMI allows suppliers to optimize their own inventory levels
based on better demand visibility, potentially reducing their carrying costs

In essence, VMI transforms the traditional buyer-supplier relationship into a collaborative
partnership where the supplier proactively manages inventory, leading to greater efficiency
and cost savings for both parties, according to business and logistics publications
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