GETTING
AVAILABILITY RIGHT
BRINGING OUT OF STOCKS UNDER CONTROL
Keeping products on the shelves and available to customers is a vital
part of the retail business. Increasing inventory or in-store labour isn’t
the only way to drive down out-of-stocks: significant gains can be
achieved at much lower cost by improving the way on-shelf availability
is measured and managed.
Ensuring product is on the shelf is essential for any retailer, but even
today it remains a major challenge. For example, it’s not unusual for a
supermarket to miss out on 5% of sales through out-of-stocks. As well
as hurting revenue, poor availability means dissatisfied customers, and
poorer financial performance over the long term. Often, availability
suffers because it is not well understood. It is the final outcome of a complex chain of events: buyers need to forecast and order accurately, suppliers need to deliver the right quantities at the right time, distribution
needs to ensure the product reaches the stores, and the stores themselves need to get it onto the shelves. This cross-functional complexity
means that when an out-of-stock occurs it can be unclear who or what
has caused it—making the problem very difficult to fix.
This paper explains why out-of-stocks are so costly, and suggests ways
that retailers can tackle availability problems by better understanding
their causes. It reflects our experience of working with retailers in a variety of geographies over the past decade.
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THE IMPORTANCE OF AVAILABILITY
When they can’t find the product they want, customers react in a number of
different ways. Exhibit 1 is based on research we carried out by accompanying customers on their weekly grocery shops: as it shows, most customers
purchase a substitute product, and only around one in eight ends up buying
the item from a competitor. But it’s important to keep in mind that indirect
effects multiply the cost of out-of-stocks: although customers will rarely
switch an entire shopping trip to a competitor to find an item, losing an entire
basket in this way can be twenty to thirty times more expensive than losing
the sale of a single item.
Less common still—but even more costly—are cases in which an out-of-stock
represents the ‘final straw’ for a customer, and they defect to a competitor
for the long term. Such behaviour is often impossible to measure, but is very
important. In retail sectors where shoppers visit a store to buy one specific
product, availability problems can provoke ‘permanent’ store switching by
removing a store from a customer’s consideration set for future purchases.
And in grocery—with its high visit frequency—it is worth considering that if as
few as one in five thousand customers inconvenienced by an out-of-stock is
permanently lost, the ultimate cost will be similar to the direct sales loss. Note
in this context that almost one in three of those who experienced an out-ofstock cited it as the thing they were least satisfied with about the store, and
over two-thirds were at least mildly annoyed; more worryingly, many also
commented on out-of-stocks experienced during previous visits.

Poor availability can
cost at least 5% of sales.

We typically find that for food retailers, around 94%-97% of products (on a
sales-weighted basis) are in stock at any given time. Combining this figure with
the pattern of customer responses just described implies that out-of-stocks
can cost more than 5% of total sales, once longer-term effects and customer
dissatisfaction are taken into account. All in all, then, achieving better availability is a worthwhile goal—and since there is also a big difference between
the best and worst performers, most retailers have room for improvement.

Correcting availability problems begins by better understanding their root
causes. While it may sound surprising, few retailers have a good grasp of
where, when, and why out-of-stocks occur. The flow of product from a supplier or distribution centre to the store may be systematically tracked, but
the availability that matters is on the shelf—not in the stockroom. The methods used to track availability are often low-tech. A common technique is to
perform manual checks of the quantity of key items on the shelves at specified times every day or week, in some cases supplementing these with
store inventory tracking data (retailers who pick product from their shelves
for home delivery can generate this type of information at much lower cost).
Additional data may also be provided by vendors, though this gives only a
partial picture, and risks being subject to bias.

Exhibit 1: How customers
respond to out-of-stocks
Share of total

32%
Do without

12%
Buy from competitor

Lost sale = 44%

DEVELOPING AN ACCURATE PICTURE
OF OUT-OF-STOCKS

5%
Substitute (more expensive)

32%
Substitute (similar price)

12%

However, such approaches suffer some fundamental flaws—all of which
mean the true extent of out-of-stocks tends to be underestimated. First, they
don’t track availability for all products, only those with sufficient volume to

Substitute (less expensive)

7%
Buy next time
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Exhibit 2: Statistical Availability Monitoring (Disguised client example)
SKU Z (Canned Vegetables)
Sales that day: $147.20
End of day out-of-stock could be caused by:
– Daytime replenishment missing the item?
– Store not ordering enough product
- Forecast too low
- Inventory thought to be higher than reality
– Delivery not arriving, mispick, depot out-of-stock
SKU X (Fresh Ham)
Sales that day: $20.45
Beginning of day out-of-stock
could be caused by:
– Night replenishment missing the item?
– Late or damaged deliveries?

Transactions suddenly stop at 7.30pm

8am

26 missed customers during
the out-of-stock, accounting for
$23.75 in missed sales

8am

12pm

4pm

8pm

12am

First transaction at 3.30pm

4pm

8pm

12am

8pm

12am

5 missed customers during
the out-of-stock, accounting for
$3.32 in missed sales

SKU Y (Cookies)
Sales that day: $19.14
Intra-day out-of-stock
Item out-of-stock at around 11:00am,
coming back into stock at around 1:00pm
Could be caused by:
– Insufficient shelf/off-shelf space
leading to the shelf emptying too quickly?
– Daytime replenishment missing the item?

12pm

32 missed customers
during the out-of-stock,
accounting for $47.46
in missed sales

8am

12pm

4pm

justify the (high) cost of manual checks. Second, they miss a significant proportion of out-of-stocks, since checks take place periodically. If a product
is unavailable between checks, then the business will not know about it—
only customers will. And third, they don’t give a good indication of how long
a product is out of stock, making it impossible to quantify the missed sales
opportunity with any degree of accuracy.
All this information is important, because there is a strong relationship between the cause of an out-of-stock and its timing, duration, and which products are affected. This makes it essential to track availability at a detailed level,
and on a continuous basis rather than relying upon occasional snapshots.
A better way to spot out-of-stocks is by analysing sales data. Exhibit 2 gives a
simplified output generated by Statistical Availability Monitoring, an Oliver
Wyman technique for doing this. When an item registers zero sales for a certain
period, this might be an out-of-stock, or it might just mean the item is a slow
seller. Which is more likely can be predicted by applying statistical algorithms
to the historic sales pattern of each product, allowing those cases where
availability problems are highly probable to be highlighted. Results at storeSKU level can then be used to pinpoint out-of-stocks during any time period
(the length of which will vary across retail sectors based on their different rates
of sale—minutes in grocery, hours in most non-food retail).

Out-of-stocks are
more common than
most retailers realise.

Armed with an accurate picture of when and where out-of-stocks occur, a
retailer can diagnose the root causes—because different problems have different ‘signatures’ for the out-of-stocks they create. Exhibit 3 shows an example
breakdown of out-of-stocks and their causes, again drawn from a grocery
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retailer. Over half of the problems originate from the store, not the supplier
or the distribution centre: in our experience this pattern is typical, though
in many cases it is not acknowledged by retailers.

HOW TO GET AVAILABILITY RIGHT
Different types of availability problems require different remedies with different associated costs, so the financial impact of better availability depends
on how it is achieved. Developing a comprehensive picture of the root causes
of out-of-stocks is therefore the first requirement for tackling them in ways
that make financial sense. Clearly, there are many other obstacles which
must be overcome in order to deliver improved availability on the shelf. A
detailed discussion is beyond the scope of this paper, but in closing we
make a few comments about some of the key organisational considerations.
Many retailers adopt a simple philosophy to improving availability, ‘making
it the store’s problem’ by introducing new targets and incentive structures
that motivate managers to minimise out-of-stocks. This can generate small
improvements, but it will not address availability problems that originate
outside the store. Moreover, the cost of store labour, shrink, and shelf space
needs to be balanced against the sales benefit from better availability: simplistic approaches may reduce out-of-stocks only by reducing profits at the
same time. Understanding exactly why a product didn’t make it onto the
shelf allows more effective solutions. For example, if a product sometimes
goes out of stock for a few hours during the day, replenishment practices
may need to be changed. One retailer established a troubleshooting process
similar to the one shown in Exhibit 4.
Providing store managers with detailed and up-to-date information—about
which products went out of stock, when, and for how long—equips them to
work through the troubleshooting process and address failures in specific

Exhibit 3: What causes out-of-stocks?
Source of
problem

Nature of
problem
Shelf stocking problems

Forecasting Delivery
mistakes errors

Inventory errors

Other
supply Other
chain
store
errors errors
100%
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60%
60%
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15%
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15%
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40%
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areas. At the same time, it is essential not to underestimate the change management challenge involved in addressing availability problems: invariably,
both upgraded systems and new management processes are required, often
in diverse areas of the business. Because as well as making out-of-stocks
difficult to diagnose, the complex chain of events involved makes them difficult to fix. Where availability problems originate in corporate HQ or the
warehouse, there needs to be a process in place to identify and deal with
this, and to avoid blaming stores for failures over which they have no control.
On the other hand, store managers should be given full visibility of and responsibility for managing out-of-stocks which originate in the store. Targets
and budgets need to be carefully revised, and in a way that is both fair, and
seen to be fair: each store needs to be compared to other stores whose availability might be expected to be the same, not just estate-wide ‘best in class’
benchmarks or a crude top-down target. Since better availability usually
implies additional costs for the stores and additional revenue for the business
as a whole, this also needs to be recognised and reflected in budgets and
personal targets. Overall, then, it is important not to underestimate the barriers to change, especially when considering a ‘systems-centric’ solution.
Although better information is always necessary for better availability, it is
never sufficient by itself.

Information alone
is not enough—
delivering significant
improvements
requires careful
change management.

CONCLUDING REMARKS
Managing on-shelf availability is a significant challenge—but it also offers a
significant opportunity to increase sales and customer satisfaction. To reap
these benefits, a retailer needs a clear picture of where, when, and why outof-stocks occur, and a strategy for dealing with them that acknowledges the
financial trade-offs and organisational challenges involved. Ultimately, since
most availability problems can be traced back to the stores, store management needs to be equipped with more accurate ways of pinpointing them,
and empowered to change operating practices accordingly.

Exhibit 4: Out-of-stock troubleshooting
Product not on shelf
Is the product in the store?
No, product not in store
Was enough product ordered?

Yes, product in the store
Potential causes:
– Poor inventory awareness
– Scheduling mismatch (not enough labour)
– Issues with replenishment procedures
– Poor planogram compliance
– Insufficient space assigned on planogram
– Insufficient secondary space assigned
to promotion
Not enough product ordered

Enough product ordered
Was enough product in the depot?

Potential causes:
– Inaccurate store inventory
– Inaccurate store-level forecast
– Incorrect allocation
– Wrong level of safety stock
– Not understanding period at risk

Enough product in the depot
Potential causes:
– Mispicks
– Delivery arrived at store late
– Delivery arrived at store with damaged
product

Not enough product in the depot
Potential causes:
– Inaccurate depot inventory
– Inaccurate depot-level forecast
– Wrong level of depot safety stock
– Not understanding supplier lead times
– Inadequate supplier capacity
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