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EXECUTIVE SUMMARY
Some say it is simply a cost of doing business, others an inefficiency that must be attacked
mercilessly day after day. In either case, the elephant in the room is that Inventory Distortion is a
huge problem in retail globally. At the same time, this serves as a great opportunity for retailers
and technology vendors that offer solutions to improve the merchandise efficiencies of retailers.
By our definition, Inventory Distortion is the combined cost of Out-of-Stocks and lost sales, and
Overstocks where retailers have to discount items deep to sell that are not moving. How big is the
problem? It’s nearly $800 Billion a year when we consider the lost sales and the value of the
discounts taken.
Some of the key findings of the research include the following:


The worldwide Inventory Distortion is $773.6 Billion, or the equivalent of two companies
the size of Walmart or 16 companies the size of Best Buy.
o

Out-of-Stocks make up 55.6% of that figure, or $430.6 Billion.

o

Overstocks make up the remaining 44.4%, or $343 Billion. Since we only count the
discounted portion of overstocks it is fair to say that close to $1.4 Trillion of
merchandise annually worldwide is in an Overstock position that creates a loss in
revenue.

o

On a regional basis, the Asia/Pacific region contributes 39% of all Inventory
Distortion, or $303.2 Billion, and 60% of that figure is due to Out-of-Stocks.

o

North America is the most technically mature region, yet 55% of their contribution
to Inventory Distortion ($165.3 Billion) is due to Out-of-Stocks. The bulk of this
comes from Specialty retailers. This is the equivalent of the annual revenues of
Kroger, Costco and Advanced Auto Parts combined.

o

The Asia/Pacific and LATAM regions are the least technically advanced, and 60%
of their combined Inventory Distortion is due to Out-of-Stocks. These Out-ofStocks look very different from those found in North America, however, as 48.7%
of Asia/Pacific’s contribution and 87% of LATAM’s contribution are found in the
Food/Grocery and Hypermarket segments, directly related to the availability of
food items.

o

Bottom line, Inventory Distortion costs retailers nearly $118 for every man,
woman, and child on the planet annually.





The leading contributors to the worldwide Out-of-Stock problem are as follows.
o

Specialty Hardgoods 37.5%

o

Food/Grocery 26.9%

o

Specialty Softgoods 15.8%

The leading contributors to the worldwide Overstock problem are as follows.
o

Food/Grocery 43.5%

o

Hypermarkets/Mass Merchants 32.0%



The Asia/Pacific region, which is home to over 56% of the world’s population, is also
home to the most severe Inventory Distortion problem when it comes to food and daily
sustenance. The Food/Grocery and Hypermarket segments are responsible for 63.7% of the
Inventory Distortion in the region, and fully half of that figure is due to spoilage. In a very
real sense, the expanded use of consistent refrigeration could go a long way to solving this
problem.



Finally, as reflected as a measure of same store sales, Inventory Distortion (if completely
solved) would increase the same store sales worldwide by the following in each segments:

1.0 INTRODUCTION

In this study, IHL Group looks at the Out-of-Stock and Overstock levels (collectively called
“Inventory Distortion”) that consumers and retailers experience worldwide. Out-of-Stocks and
Overstocks have been problems for retailers since man first tried to sell items to the public. Outof-Stocks and Overstocks take many forms, and the next sections offer a definition for each and
how we calculated the value in this report.
This is a study of the Inventory Distortion problem worldwide. A more detailed version of the
study is available for sale at our website (www.ihlservices.com) which delves into much more on
each region, segments and strengths by major countries as well as quirks (different trading hours
or taxes that might affect the Inventory Distortion data, etc).
For this study we will focus on the specific geographic regions of interest.





North America (US and Canada)
EMEA (Europe, Middle East, Africa)
Asia/Pacific
Latin America (including Mexico)

We exclude Convenience Stores and Restaurants/Hospitality from this analysis as these get into
waste that cannot be recaptured or have products that if Out-of-Stock have a devastating bias (if
you are a gas station out of gas, you are essentially out of business). The specific retail segments
and sub-segments of interest are as follows.








Food/Grocery
Drug Stores/Perfumeries/Cosmetics
Hypermarkets/Supercenters/Mass Merchants
Department Stores
Specialty Softgoods
o Apparel
o Other
Specialty Hardgoods
o DIY/Home Centers
o Auto Aftermarket
o Electronics/Office Supplies
o Books
o Furniture
o Sporting Goods
o Toys

o

Other

We are defining an Out-of-Stock as any situation wherein a consumer, entering a retail setting
with the intent of making a purchase of a specific item, leaves the store without having made that
purchase. Bottom line, the retailer lost the sale. We do not include substitute purchases within the
store against the retailer. So if a consumer comes in for one brand of product, but buys another –
while technically an Out-of-Stock for that one product, it is not a complete lost sale for the retailer.
We have identified five specific types of Out-of-Stocks, and they are as follows.


Empty Shelf – This is the classic Out-of-Stock situation. There is shelf space for the item, but
there is no stock on the shelf, nor was a purchase made of a substitute item.



Stock Present, but No Help Available – This is the situation where the consumer can see the
item (on a high shelf, for instance), but there is no store associate available to help the
consumer get the item. So they leave without purchasing.



Stock Present, but No Access – This situation is similar to the previous one, but in this case a
store associate is available, but they don’t have access to the location where the item is
stocked (in a locked display cabinet, for instance, or is missing in the “back room”).



Promo Price Mismatch – This is the situation where the price/offer in the store does not
match that advertised (either online, in print or via Radio/TV) so the consumer does not
purchase the item



Other – This is the situation where a consumer left the store without purchasing the item
desired for any reason other than the item was less expensive elsewhere (and the four
reasons above).

At this point we should note that the definitions of Out-of-Stocks shown above are in no way
related to the retailer definition of an Out-of-Stock. Most retailers define Out-of-Stocks as the
difference between a planned and actual stocking level. This is a rational approach in theoretical
terms, and it makes use of data provided by the supply chain systems of the retailer. In practical
terms, however, it bears little resemblance to reality, since the supply chain systems tend to
ignore everyday store issues such as lost or pilfered stock, mis-shelved items and the like. In most
cases, retailers may cite a figure of 6% Out-of-Stocks based upon this approach. Reality, however,
is more closely approximated by what the consumer experiences at 20-25% out-of-Stocks simply
because the consumer numbers reflect the true success or failure of the consumer to obtain the
item desired. Consumers don’t care if the retailer’s system numbers indicate a 2% Out-of-Stock
level when they leave the store unsatisfied half the time they go there. The figures used in this
study were determined through a primary research study of consumers and their experiences.

We recognize that Overstocks arise as the result of insufficient demand for the retailer’s inventory
currently on hand. Unlike the Out-of-Stock calculation where we count the cost of that complete
item that is lost due to the customer leaving the store, for Overstocks we used an algorithm for
looking at cost of the additional discounts only on the specific items. Thus, although this is a
mismatch in side by side comparison of the two, it is far more realistic in the cost to retailers. In
addition, where Out-of-Stocks may be sales where the industry captures that value by the sale
going to a competitor (meaning these losses are to the retailer, not the industry), the Overstock
cost is a loss not only to the retailer but the industry as a whole. One final note here, since we are
only looking at the cost of the discount for Overstocks, the value of the merchandise that is in
play is likely 4-5x the numbers we have here. Thus it is fair to say that close to $1.4 Trillion of
merchandise annually is in an Overstock position a truly astounding number.
For purposes of our analysis, we define an Overstock as any situation wherein a retailer has on
hand more stock of a particular item than is supported by current demand for that item, and
where either discounting or spoilage must take place to reduce that Overstock. To this end, we
have identified the following specific types of Overstocks.


Seasonal, Non-Perishable Item – An example of such an item might be a beach umbrella sold
in a store in the state of New York. The umbrella is non-perishable, but the window for
selling it lasts but a few weeks. If an Overstock situation occurs, discounting must be
applied in order to reduce the Overstock.



Perishable Items – These items have a shelf life attached to them, whether they are fresh
produce, dairy products, medicinal goods, or items such as fertilizer or paint thinner.
Simply waiting for the quantity on hand to decline will not work since the negative
growth curve has a step function associated with it. There is a point where it becomes
unethical to sell the item and it must be discarded.

Since we are interested in those situations where technology can be applied to a specific situation
to reduce the amount of Overstocks, we are not considering the case of a non-seasonal, nonperishable item. In this case, the retailer has ordered (or the vendor has delivered) a quantity of a
particular item that exceeds the demand for that item during a non-seasonal period. The most
sensible solution to this problem is to simply stop ordering the item and to allow the quantity on
hand to gradually decline to the point that warrants a reorder (or, in the case of a chain of stores,
simply transfer the item to a store which currently has demand for the item). While this may be
considered to be the classic Overstock situation, the solution is simply cutting back on orders of
future product to let it work its way out of the system. It disrupts the supply chain and creates
chaos for suppliers, but does not create a measurable loss for retailers (if we exclude inventory
carrying and warehouse costs).

For the purposes of our analysis, we are then defining Inventory Distortion as the absolute value
of the sum of Out-of-Stocks and Overstocks. We recognize both Out-of-Stocks and Overstocks can
occur in both the macro sense (an enterprise-wide situation) and in the micro sense (a storespecific Overstock situation). The numbers here are in aggregate and look at the problem overall
by segment and region. While we will share the impact in size and how that compares to Same
Store Sales, caution should be used in applying the numbers to individual retailers. Some will
obviously be more efficient than others. With that being said, there is enough problem to go
around that every retailer and the vendors that support them need to be ruthless in attacking the
inefficiencies in the market that persist. We are nowhere near optimized.

The data for this report was obtained by utilizing a suite of IHL’s research tools, including the
Sophia Data Service, the Retail WorldView IT Sizing tool, retailer interviews and the algorithms
developed as part of our Out-of-Stock study which was a primary research study of competitors.
We began by determining the retail sales attributable to the four geographic regions of interest.
From there, we spread those retail sales across the specific retail segments and sub-segments of
interest in each region based on publicly available data. Having done this, we then applied the
Out-of-Stock algorithms we developed previously to obtain the segment-related Out-of-Stocks for
each region, which were then split by the type of Out-of-Stock in question.
We then took aim at the Overstock issue, realizing that we had to develop algorithms for both the
perishables portion as well as the discounted portion. We started with the retail sales data
generated in the Out-of-Stock exercise. For the perishables portion, we applied related industry
data to develop a model for perishables. We used this model to determine the overall amount of
perishable items for each segment as well as the expected loss due to spoilage. For spoilage, we
are referring to not just the apparent spoilage of, say, produce, but also any situation where the
“Best if Used Before” or “Expires” date was exceeded.
In a like manner, we developed a model for the discounted portion using related industry data.
We used this model to determine the overall amount of discounted items and the expected loss
for each segment. The sum of the spoilage and discount figures equals the Inventory Distortion,
and this was calculated for each segment in each region. The data were then summarized and
presented in this report, and we believe the reader will be extremely intrigued by the results.
This summary is just the beginning of the data that we researched. If you would like further
detail or breakouts by segment or regions that you operate, we invite you to see the more detailed
study at our website (www.ihlservices.com).

As part of this study, the authors readily identify certain limitations inherent in the study itself.
To a degree, some of these limitations will be addressed as the development of this study (as an
annual undertaking) progresses. The reader is advised to take the following limitations into
consideration while reviewing this study.


Retail Shrink – For this year’s study, we have made no effort to include a consideration of
the effect that retail shrink has upon the Out-of-Stock problem. Professor Richard
Hollinger at the University of Florida conducts the annual National Retail Security Survey,
which addresses the problem in the United States. It is widely considered to be the
benchmark for retail shrinkage.



Last 50 Yards – We have made no effort to address the very real problem of store
personnel performance as it relates to the Out-of-Stock problem. This is an important
component of the Out-of-Stock discussion that needs to be addressed in another setting.



Online vs Bricks-&-Mortar Sales – For this year’s study, we have made no attempt to
identify the split between Inventory Distortion problems associated with online
transactions and those associated with physical stores.



Secondary Data – For this year’s study, we have relied heavily upon secondary research
in order to derive our figures for Inventory Distortion. While we have every confidence a)
that our methodology is sound, and b) that the numbers we developed reflect reality, we
acknowledge the need for some further primary research in the regions outside of North
America and pertaining to Out-of-Stocks and Overstocks. To our knowledge, this type of
research has heretofore not been performed on a regional basis.

2.0

INVENTORY DISTORTION - NEARLY $800 BILLION PROBLEM

Figure 1 – 2010 Retail Inventory Distortion

When we first tallied the cost of Out-of-Stocks in the North American market at $93 Billion in a
previous study, we knew we were just talking about the tip of the proverbial iceberg. Eliminating
all inefficiencies in terms of having the product that the consumer wants to buy, in her brand,
size, color, fabric and SKU is an unattainable goal. That said, it seems there is more often a general
acceptance of the problem rather than an industry-wide focus on reducing this deficit.
Worldwide Inventory Distortion amounts to nearly $800 Billion a year, or just about two
companies the size of Walmart. Ponder that for a moment. Two additional companies the size the
largest retailer. Or put another way, 16 companies the size of Best Buy. Or perhaps, one more, a
loss of nearly $120 for every man, woman, and child on the planet.

The Out-of-Stock component represents 56% of this total, and Overstocks represent the remaining
44%. The interesting aspect of these two numbers has to do with what they represent. In the case
of Out-of-Stocks, the $435 Billion represents a transfer of sales transactions among retailers in a
given region. Simply, if Retailer A does not have what the Customer is looking for, the Customer
will go down the block to Retailer B. Bottom line: the sales are not lost to the industry, but rather
transferred amongst the various competing retailers. Obviously, the retailer that gets his Out-ofStock problem fixed earliest will reap huge benefits, at the expense of his competition.
In the case of Overstocks, however, the $343 Billion does represent sales lost to the industry. So
while the inefficiencies represent $117.92 per human on the planet, competitors recapture about
$69 of that loss.
Figure 2 –Inventory Distortion by Region

The table above illustrates the regional contribution to the worldwide Inventory Distortion
problem. The two most technically mature and efficient regions are North America and EMEA,
and they combine for 48.4% of all Inventory Distortion. These two regions, when combined, have
a reasonably balanced contribution from Out-of-Stocks (51.6%) and Overstocks (48.4%). On the
other hand, the Asia/Pacific and LATAM regions, being less mature from a modern retail
standpoint, have contributions of 60% from Out-of-Stocks and 40% from Overstocks.
To help with the sense of scale (in relation to the Worldwide Inventory Distortion problem being
equivalent to two companies the size of Walmart), the North American Inventory Distortion
amounts to $165.1 Billion, or the equivalent of Kroger, Costco, and Advanced Auto Parts
combined.
Using a broad brush on specific retail segments, the fashion-oriented retailers (Department Stores
and Specialty Softgoods) tend to be more prone to Out-of-Stocks. This has a lot to do with the fact
that a viable substitute for a size 8 black cocktail dress is unavailable if the current retailer does
not have it on the rack, but rather is available at the competitor down the block or across the mall.
Food/Grocery retailers and Hypermarkets tend to be more prone to Overstocks, and this has more
to do with there being several possible substitutes for a given food item (that said, Food/Grocery
retailers in the Asia/Pacific region are more prone to Out-of-Stocks, and this has a lot to do with
the lack of consistent refrigeration or product availability across the region.) Specialty Hardgoods
retailers tend to be more prone to Out-of-Stocks due to the rapidly changing technical landscape

for consumers (were you one of the ones standing in line overnight in New York, Tokyo, London
or Berlin for the iPad 2 launch?). Finally, Drug Stores tend to be more prone to Out-of-Stocks; in
North America it has more to do with missed opportunities in promotional efforts, in the other
regions it has more to do with the spartan nature of stores.

F i g u r e 3 – R e t a i l Ou t - o f - S t o c k s b y R e g i o n

Out-of-Stocks represent 57% of the total Inventory Distortion problem, an amount of more than
$435 Billion worldwide. The largest problem is in the Asia/Pacific region which represents over
56% of the world’s population and nearly $182 Billion in retail is lost to Out-of-Stocks, a figure
over twice that of North America. Here, the difference is truly a lack of supply and the
preponderance of smaller retailers that do not have the capital for excess inventory.
EMEA is the second largest region for Out-of-Stocks with $103.7 Billion lost annually. This is a
reflection of some supply issues in former Eastern Europe, Russia, and most of Africa for some
basics, but more systematic overall is the smaller store formats than North America, leaving less
room for safety stock for many items. Finally, Latin/South America has the smallest overall figure
(only 14% of the total worldwide), but this represents 60.2% of their Inventory Distortion
problem. The corresponding figure for Asia/Pacific is 59.9%, while for North America it is 54.8%
and for EMEA it is 49.0%.
When it comes to the reasons for Out-of-Stocks, the largest piece of the pie belongs to Empty
Shelves, which account for 46% of the problem. Half of that figure is due to the Asia/Pacific
region, where modern retail is only just beginning to take hold in China and India. The
infrastructure issues in the developing Asia/Pacific and LATAM regions have a huge impact
upon the supply of goods to be sold, regardless of whether one is speaking of terrain that can
only be traversed by burro or camel, or dangerous regions where pirates or bandits interrupt the
supply chain.

Another 25% of the Out-of-Stock problem is due to the inability of the customer to find help, or
when they find an associate the employee cannot find the item. Frustration abounds when a
Customer is met with the words, “My system shows that it’s in stock, I just don’t know where.”
The remaining 29% is split between promotional price/availability mismatches and “Other”.

F i g u r e 4 – R e t a i l Ou t - o f - S t o c k s b y S e g m e n t

The figure above shows the segment split for the aforementioned worldwide Out-of-Stocks.
Together, the Specialty retailers account for 54% of the Out-of-Stock problem worldwide, or
$233.9 Billion. The bulk of that is due to Electronics/Office Supplies (26% of the total, or $60.1
Billion), Apparel (34%, or $53.7 Billion) and DIY/Home Centers (24%, or $55.6 Billion).
In the Specialty Softgoods segment, (which is inclusive of Apparel, Shoes, and Luggage), it is
clear that size, style, and color play a big part of the problem in the Out-of-Stocks. Overall, the
$23.4 Billion lost is equivalent to 5.7% of same store sales for the average retailer. In the North
American and EMEA regions, Out-of-Stocks can actually be a strategy among certain fashion
retailers (this may also be true in certain Electronics retailers). Simply, buzz can be generated
about soon-to-be-in-stock products, demand can far exceed supply, and it is placed in the mind of

the consumer to make sure that they don’t miss out next time. Lack of available assistance is a
problem here as well. This is particularly true in more crowded fashion stores and shoe stores.
Many customers simply get frustrated because the store has one or two staff and they are busy
with other customers. If they can’t find the item on their own, or maybe that item was in a pile in
the dressing room, the retailer has lost that sale because the customer leaves the store without
having made the purchase. This is related to the problem of where the inventory system says the
item is in stock, but the store associate can’t find it.
For Specialty Hardgoods retailers, the single greatest reason for Out-of-Stocks is the lack of
available items on the shelf, which accounts for 44% of this segment’s worldwide problem. As
mentioned above, in the Electronics sub-segment the biggest problem has to do with the limited
release of a hot new item, but the small quantities of a promotional item that was used as a loss
leader are also complicit. In the former case, customers may come back to your store to buy the
hot item or move on to another retailer. Using the iPad 2 as an example, most consumers who
missed out on the iPad 2 at launch still ordered one for delivery or are waiting for better
availability. But many people look to buy certain technology products because of the deal. There
really isn’t a need, but they saw a deal and they wanted to take advantage of it. Today few
retailers have their promotions tied to their actual inventory control that customers have often
simply stopped shopping some electronics retailers because the products in the ad are never in
stock.
Empty Shelves are a huge problem with the DIY and Auto Aftermarket segments due to a lack of
availability of parts. And lack of available help is a nearly $30 Billion problem for Hardgoods
retailers. Nowhere is this greater than in Electronics and DIY. It is a huge source of frustration for
consumers and a big portion of lost sales. Likewise, inventory accuracy in the massive superstores
has been a real issue. Even when consumers can find someone to help, retailers lose over $15
Billion annually in sales due to misplaced inventory that the associates themselves cannot find.
The Food/Grocery segment accounts for the next largest piece of the pie at 27%, or $115.8 Billion.
Fully 62% of this figure is due to the problems that plague the Asia/Pacific region. As we
mentioned before, these retailers have more opportunity than most to offer suitable substitutes
for their missing SKU’s; a Diet Coke is a suitable substitute for
Fully 18% of all DIY
a Diet Pepsi and is therefore not counted as an Out-of-Stock.
This is why the cost of Out-of-Stocks in the food categories
Out-of-Stocks are due
represent about 1.5% of same store sales while for Specialty
to the customer being
Softgoods it could be as high as 5.7% of sales.

unable to find an
Taking this a step further, 52% of the Out-of-Stock problem in
associate to help them
Food/Grocery is due to the item (or a substitute) not being
found on the shelf. This seems counter-intuitive, since
Grocery retailers have the highest turns of the retailers in this study (averaging right around 10.0
compared to Home Improvement’s 5.0 and Consumer Electronics’ 5.8) and one could reasonably

expect that Grocery retailers would be better at maintaining stock. The fact is, however, that
Grocery retailers tend to have many more SKU’s than either Home Improvement or Consumer
Electronics (FMI claims 45,000 for US grocery retailers).
Food/Grocery retailers are better than either Home Improvement or Consumer Electronics when
it comes to store associates being available to help. That said, the EMEA region is noted for their
rather spartan food stores where sometimes the extent of customer service available is an
associate slicing open a case of product, placing it on the floor, and dashing back to repeat the
procedure with another case of product. While most Americans only see a an empy shelf in a
Supermarket during emergencies, in other parts of the world empty shelves are the norm.
One of the areas where we had some fun debating an issue was in the realm of assigning a figure
to the promotional mismatch factor in the Food/Grocery segments of the Asia/Pacific and
LATAM regions. It is not so much a factor of a promotion not matching as it is a culture of
negotiation and haggling to get to a price acceptable among the smaller merchants. How do we
quantify the cost of those who move from stall to stall because the deal wasn’t quite what the
consumer wanted or could afford? So we made our estimates, with the understanding that about
10% of the figure is due to true advertising and promotional price differences and the remainder
is due to a culture of haggling. The bottom line, however, is that the consumer came willing to
buy, but left because the price was not right.
The EMEA Hypermarkets have the largest overall store footprint in all of retail, and they sell
everything, including groceries, apparel, appliances, hardgoods, you name it. The corresponding
stores in other regions tend to be smaller, but all of them tend to be geared for one-stop shopping.
That said, Hypermarkets reflect their Food/Grocery cousins, as 47% of Out-of-Stocks are due to
Empty Shelves.
Department Stores in the EMEA region tend to be more fashion-oriented and up-scale than those
found in North America, and to a certain extent they can use the “strategic Out-of-Stock”
approach we mentioned above used by some Specialty Softgoods retailers. All that said, within
the other three regions there may be found Department Stores
that are every bit as fashion-oriented as their European
For LATAM, the lack
counterparts. Notably, in the APAC region the Department
of capital impacts both
Store concept is so popular in pockets of the region and are so
influential when it comes to apparel buying, the Out-of-Stock
the purchase of SKU’s
problem at $12.4 Billion is heavily dominated by the same
and the purchase of
Out-of-Stock issues that you would see for Clothing stores in
the US and Europe. The complexity of matching color and size
technology to plan,
per SKU greatly complicates the inventory accuracy formula.
forcast, allocate and
It bears noting also that the concentration of Department
track those SKU’s
Stores in countries that use double-byte characters (such as
China, Japan and Korea) makes the translation of optimization

software (so common now in western cultures) difficult to implement in these countries. As a
result, the language issue should be factored heavily into any technical software solution to some
of these Out-of-Stock or Overstock issues.
Regardless of region, Department Stores tend to have the highest overhead per store in all of
retail. The sales staff is among the most knowledgeable anywhere, but in trying to control costs,
sometimes these retailers cut too far, with the result being a serious increase in the “Couldn’t find
Anyone to Help” figure.

F i g u r e 5 – W o r l d wi d e R e t a i l Ov e r s t o c k s b y R e g i o n

Shown above is the relative regional contribution to the $343.1 Billion Overstock problem. Again,
the Asia/Pacific region leads all regions with 35% of the worldwide total ($121.5 Billion), but
EMEA is not too far back at 31% ($107.8 Billion). As we saw with the comparable Out-of-Stock
chart, this chart does not show the relative impact of the retail segments within the given regions.
In this case, Latin America is shown as contributing the lowest amount (11%) of all Overstocks,
but this represents 39.8% of their Inventory Distortion problem. The corresponding figure for
Asia/Pacific is 40.1%, while for North America it is 46.5% and for EMEA it is 51.0%. Clearly, the
Overstock problem is most pronounced in EMEA, with North America not too far behind.
However, as a % of overall sales these two regions are more efficient than Asia/Pacific and
LATAM.
Spoilage is the clear leader worldwide, but the spread between North America (42.0% of
Overstocks) and EMEA (66.4%), Asia/Pacific (79.6%) and LATAM (76.7%) is notable. Advanced
refrigeration techniques contribute to this difference, and while this may indicate that North
America is better at other regions in dealing with spoilage, the fact remains that 88.8% of North
America’s Overstock problem in Food/Grocery is attributable to spoilage.
F i g u r e 6 – R e t a i l Ov e r s t o c k s b y S e g m e n t

This figure takes that same $343.1 Billion Overstock number from Figure 5 and slices it by retail
segment. Together, the Food/Grocery and Hypermarket/Mass Merchant segments make up 75%
($259.1 Billion) of the Overstocks on the planet. Here, the Asia/Pacific market is responsible for
40.3% of the food-related Overstocks, and EMEA contributes another 33.6%. In these cases, much
of the issue is spoilage due lack of refrigeration and deep discounts when perishable products
reach their expiration dates. In many parts of the regions, the expiration date is today because
they are dealing in fresh, locally-grown merchandise. This makes the problem for food in
particular much greater in those parts of the major regions that are third-world.
For the Food and Hypermarket retailers, it doesn’t matter if it is a head of lettuce that has rotted
in the bin or milk that has passed its “Sell By” date, spoilage is doing some serious damage to
these retailer’s bottom lines. Our data suggest that spoilage is responsible for 2.4% of retail sales
in this segment. According to FMI, the 2009 Net Profit After Taxes for the US grocery industry
was 1.22%. Taken together, it is pretty clear that spoilage has a severe impact upon profitability
for these retailers. Fresh Item Management technology can be a huge help; the ability to better
forecast and utilize deli and bakery departments while better tracking and forecasting fresh fruits
and vegetables can have a huge impact on these retailers. Refrigeration can also have a huge
impact, and clearly the North American and EMEA regions are ahead of the game. The best part

about the situation is that while these represent losses to the retailers today, any increase in
efficiencies enables every penny saved to drop right to the bottom line. All that said, the EMEA,
Asia/Pacific and LATAM regions depend heavily upon open air/wet markets for a significant
portion of sustenance. The existence of technology of any form in some of these markets is a
rarity, so in a very real sense there is little to be done about a portion of this problem.
Capital, or rather the lack thereof, is an issue worthy of serious consideration in the Food/Grocery
segment, since margins here are the smallest in all of retail. This is especially true in LATAM,
where retailers may be a decade or more behind their colleagues in the US and Europe in terms of
the technology they have installed.
Beyond the food-related retailers, Specialty Softgoods retailers were next at 11%, or $36.2 Billion,
with North American retailers contributing nearly half (44.8%, or $16.2 Billion) of that amount.
These retailers tend to be very good at discounting, so it is no surprise that the vast majority of
the cost of Overstocks is a result of deep discounting because the forecast was wrong. Quite
honestly, the forecast is always wrong every season.
Part of the problem for Specialty Softgoods retailers is what we’ll call complimentary purchases.
For a given outfit, the typical female consumer will also want shoes and accessory items to
compliment the outfit. Getting this wrong is a two-fold problem. If a retailer doesn’t stock the
shoes and accessory items that “go with” a given outfit, the customer might not purchase the
outfit in the first place. And if the retailer buys the “wrong” complimentary items, they will be
scrambling to move them out at a discount. Retailers can narrow that gap through localized
assortments, quicker replenishment schedules, and near shoring of manufacturing. Companies
like Wet Seal are doing some really incredible work online with user-generated outfits that other
customers vote on. This data then feeds into the product that goes into the stores.
The reality for Specialty Softgoods retailers is that a mindset can be adopted that basically says,
“Our forecast will be off, so we want to minimize how far off we are.” In doing so, these retailers
can focus on the particular line of outfits they carry, or the
The Overstock problem
various shoes and accessories that compliment those outfits.
in EMEA Specialty
Sizes, colors fabrics, textures all play a heavy part in the
fashion equation, as do the specific sponsoring fashion houses.
Softgoods retailers is
In some cases, lines can be broadened to allow for a given look
equivalent to a retailer
to be worn by various body styles other than what the original
model possessed. Errors in forecasts, and they can be
with annual sales equal
legendary in this segment (especially in the fashion-boutique
to C&S ($9.6 Billion)
annals of the EMEA region), are borne out in clearance racks.
Spoilage/damage here is a mere pittance in comparison, and
consists mainly of torn/ripped clothing and returns that cannot be resold.

In addressing Department Stores, it is worthwhile to understand that the desire for apparel in
North America and EMEA that causes such Overstocks has very little to do with clothing for
warmth or covering; it has to do with fashion trends (perhaps this demonstrates how overstored
the North American market is in fashion). Still, Department Stores have as their core a host of
fashion-related items that serve as the main draw to customers. Whether it is clothing, shoes,
accessories, or indeed items such as fragrances or house wares, these items are subject to the
whim of the customer. Fashion trends change with the wind, and these retailers have to be quick
afoot to, not just “keep up”, but rather stay ahead of the curve so they can properly anticipate
where the trends are going. One bad buying decision here and the season can pretty much be
written off. Trying to sell off a load of purple leather purses because of a less-than-optimal
forecast can be a painful reminder for these retailers.
In the Asia/Pacific Department Stores, Overstocks are a problem but not quite to the level that
they are in other regions. This is because the stores tend to be less over merchandised than other
regions of the world and less seasonal in nature. Of course, there are holidays and holiday
spending, but the smaller homes and lack of storage for seasonal items helps keep this figure
much lower than in other regions. In Tokyo or Shanghai it would be very difficult to store items
like the Christmas gnome or lighted full size reindeer or snow globe…such purchases would be
preposterous. As a result, the level of overall Overstocks is significantly less than other regions of
the world. As for LATAM, the fact is that the market is simply not that large since the vast
majority of the population does not have the disposable income to shop in these stores.
For Specialty Hardgoods Overstocks, the Overstock issues are not as easy to attack as the Out-ofStocks. Spoilage/Damaged products for DIY retailers tend to be due to lawn and garden issues. In
Electronics and Auto Aftermarket and others it is due to
product being discontinued or inventory that new regulations
Overstocks for
deem as unsafe. For Books, this takes the form of unsold
Bookstores and
periodicals that get replaced by the current issue. That said, a
significant portion of the spoilage number for Electronics, DIY,
Food/Grocery retailers
Sporting Goods and Auto Aftermarket segments have to do
are helped due to
with returns that are defective due either to manufacturing or
vendor managed
end-user issues. For Books and Furniture this number is pretty
much non-existent as the booksellers are most often able to
inventory
return inventory back to the publishers if there is a problem
considerations
and most damaged furniture or appliances are simply
discounted and thus captured in those figures.
Discounts account for the vast majority of the Overstock issues for Hardgoods retailers, especially
for DIY retailers. These may reflect seasonal merchandise, scratch and dents, or liquidations. The
heaviest discounted items can be seen after the Christmas shopping season, when all manner of
flashlights and key rings and stocking-stuffer hand tools are at the front of the store. Lawn care
equipment also makes up a part of this, since some of the larger pieces are subject to model-year

issues. Homes and yards in the North American region tend to be much larger than those found
in other regions, so discounts found in North America tend to be larger than found elsewhere.
There is also a special case with IKEA, where returns of their self-assembly variety of furniture
can make for a very interesting re-stock situation.
Overstocks are heavily concentrated in the Electronics sub-segment and apply heavily to the
mobile market, regardless of region. Inventory is purchased in hopes of selling for electronics and
some sell well and others do not. In some countries like Japan, Korea and Scandinavian countries,
the mobile markets are far more advanced in terms of advanced features and internet access on
the phones than here in the US, but with that advancement comes a great deal of speed in new
developments and product misses. This leads to products becoming obsolete and requiring
discounts very often. In addition, problems of manufacturing quality and knockoffs lead to
returns. Also of note are the counterfeit and black markets that are alive and well in countries like
Vietnam, Cambodia, Thailand, and China. Much of the spoilage comes from products the retailers
and consumers think are legit but end up breaking or being damaged on returns. This is a small
problem when compared to the Out-of-Stocks, but is an issue for the market.
Spoilage in Drug Stores accounts for 79% of the Overstocks for this segment worldwide. This is
due in part to shelf lives associated with certain medications, as well as food items that these
retailers have been carrying in the front-of-the-store the past decade. While Drug Stores don’t
have quite the margin squeeze of the Food/Grocery retailers, still, the loss is significant due to
products that expire or spoil. And while the impact may be small in the overall Inventory
Distortion scheme of things, the impact upon the lives of the patient needing such medications
and not being able to get them can be devastating.
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