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Abstract

This paper empirically investigates how managers choose to set and maintain their inventory
levels using field data we have collected from a large nation-wide dealer network for a major
industrial tractor manufacturer. We find that even though dealers receive inventory stocking
recommendations from the manufacturer, a multitude of economic, organizational and
behavioral factors jointly determine dealers' actual inventory policy choice and their preferred
inventory levels, such as demand pattern, holding cost, competition, management capability
and infrastructure. Dealers are more likely to adopt a simple constant base stock policy when
their overall demand is low, their demand is more stable, their competitors are located farther
away, and their managers are less process oriented and lack infrastructure support in
inventory management. We also find that dealers tend to stock more inventory when they
face more competition, and when they are more managerially capable in inventory
management. Our results shed new light on inventory management and supply chain
execution.
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