The Beer Game: Description of Exercise


The beer game is an exercise that stimulates the flow of material in a simplified channel of production and distribution. There are four channel participants having the following sets of responsibilities.

FACTORY

Products beer





Manages finished goods inventory





Ships kegs to distributor

DISTRIBUTOR
Orders kegs from factory





Manages inventory





Ships kegs to wholesaler

WHOLESALER
Orders kegs from distributor





Manages inventory





Ships kegs to retailer

RETAILER

Orders kegs from wholesaler





Manages inventory





Ships kegs to end customer

As Figure 1 indicates, there is a two-week transport delay from each position (except the retailer) to the next (“downstream”) position, i.e. goods shipped this week arrive two weeks later. Similarly, there is a two week order processing delay from each position to the previous (“upstream”) position, i.e., orders sent this week are received two weeks later. The factory acts similarly; namely, it “orders” by generating a “production request”.  Cases of beer to satisfy that request arrive two weeks after the order is placed.
Figure 2 show the “game board” that each team will have to conduct their live simulation of the operation of this channel. Paper clips will be used as kegs of beer and small slips of paper will be available on which to record and transmit orders. Those of us assisting you in playing the game will give each retailer customer orders for beer each week and will place “kegs” in the first production delay box for the factory based on factory orders that week. All other activity will be managed by team members. Each participant will be assigned to one of the four positions on a team and will be responsible for managing the inventory and orders at their position. During each (simulated) week, you will complete the following steps.
1. Receive beer from upstream channel partner and place it in inventory. (Except the factory, which “receives” finished goods from its manufacturing line to place into inventory). You do this by moving the first shipping delay box into inventory and the second shipping delay box into the first shipping delay box.

2. Receive incoming orders and fill (if possible) by moving the requested quantity from current inventory to the shipping delay box to your left. Any unfilled orders (if you lack sufficient inventory) are backordered to be filled in future weeks. Each week you must fill as much of the existing backorders and new orders as your inventory permits. Any unfilled orders become your new backorder level.

3. Record your inventory or (cumulative) backorders on the form provided. (See copy attached).
4. Advance order requests by moving the order in the ‘orders placed’ box to the ‘incoming orders’ box.

5. Send an order (for the factory, a production request) to your supplier. Note that only this step involves an explicit decision.

During the exercise, your costs are calculated weekly based on charges of $0.50 for each keg of beer that remains in your inventory at the end of the week and $1.00 for each keg backordered at the end of the week.

The simulation focuses on the linkages between only one beer producer, one of its many distributors, one of that distributor’s wholesalers, and one of that wholesaler’s many retailers. In reality, a beer distribution network might consist of tens of distributors, hundreds of wholesalers, and thousands of retailers. Communication in that network, at least traditionally, might consist almost entirely of receipt of orders from the downstream companies. In this simplified simulation, those orders are, in fact, the only information that flows in the channel.

Of course, you do have a rough forecast of end consumer demand. In the past several weeks, end consumer demand, as observed by the one retailer in this simplified channel, has been steady at four cases per week. In fact, for several weeks, the system has been very stable, with orders synchronized with end consumer demand, i.e., every order sent upstream, for several weeks, has been for four kegs. The inventory positions have also been stable: each member of the channel carries inventory equal to three weeks of average demand, i.e. twelve kegs.

Since the goal of this exercise is to observe the impact of channel operating on inventory and backorders, at the end of the game you’ll compute your total cost and plot your inventory/backorder position over time on graphs we’ll distribute. We’ll have a debriefing session in class to examine these graphs and draw insights on the performance of traditional supply channels.
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FIGURE 1.  Product and Information Flows
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FIGURE 2. “Beer Distribution Game” Board
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