The Real Impact of
“Out of Stock” on your
E-commerce Business

Amazon Basics Odor-Control Carbon Pet Dog and Puppy share M 1 W @
Training Pads

e : Currently unavailable.
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i ool item will be back in stock.

: @© Deliver to Jimit - Concord 94521
Currently unavailable.

We don't know when or if this item will be back in stock.
Add to List

Size: Carbon X-Large

Carbon X-Large

Style: 30-Count

e

Pattern Name: Training Pads

Roll over image to zoom in

‘-
VivEe 30-count box of disposable carbon training pads for dogs; extra-large size for extended use
5-layer construction; super-absorbent core turns liquid into gel on contact; carbon component for
odor control
Quick-dry surface with built-in attractant; leakproof plastic lining keeps floors safe from damage
For indoor/outdoor/car use; ideal for puppy training, assisting senior dogs, or as an alternative when
outdoor isn't an option

Measures 28 by 34 inches each; weighs 70 grams; backed by an Amazon Basics limited one-year
warranty
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Executive Summary

CommercelQ is an E-commerce Channel Optimization platform that leverages machine
learning, analytics and automations to optimize the e-commerce channel across supply
chain, marketing and sales operations to win at the moment of purchase and drive
profitable market share growth. At the core of the platform is an integrated data and
analytics store that pulls together multiple data sources to form a single source of truth,
which informs recommendations and automated decision-making across the entire
e-commerce flywheel.

Trusted by more than 2000 leading consumer brands today, CommercelQ has
tremendous visibility into key trends affecting e-commerce operations. One of the most
vexing issues is how to manage Out of Stocks (OQOS).

Unpacking the latest insights from the CommercelQ platform, this white paper is intended
to shed light on the OOS problem by answering several key questions:

® What percentage of revenue is lost due to OOS items?
® Are there differences in the impact of OOS between CPG and hardlines?
® What are other negative impacts that OOS can cause?

® What can be done to minimize the fallout?

With more than 15%-23% of products remaining OOS on Amazon and other online
retailers every day' at a cost of $22 billion in online sales every year?, getting ahead of
these issues can make all the difference when it comes to profitability and long term
market share growth.

' ClQ - Amazon sales diagnostics reports - Dec 2020-Mar 2021

CommercelQ 2 https://www.retaildive.com/news/online-out-of-stocks-cost-22-billion-in-sales/528878/ Page 3
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Introduction

When it comes to OOS, there are actually three problems: (1) forecasting consumer demand
accurately so allocation is correct and out of stock is minimized, (2) managing advertising
and promotions on low-inventory products to optimize profit before they go out of stock, and

(3) efficiently and effectively detecting and actioning products that are suppressed or

erroneously listed as unavailable.

Low Inventory

Visit the McCormick Store

Price: $25.40 ($4.23 /Fl 02)

annual fee.

Flavor: almond

Butter Coconut

SERVIG SUKESTIN @ Raspberry Extract With Other Natural Flavors
— | —

NETTFLOZ(23ml) Size: 1 Fl Oz (Pack of 6)

1FL Oz (Pack of 6)

WA Aor v 8,061ratings | 90 answered questions

Get $50 off instantly: Pay $0.00 $25-46 upon approval for the Amazon Rewards Visa Card. No

Pure Orange Pure Peppermint

Rum

Strawberry almond lemon

McCormick Pure Almond Extract, 1 Fl Oz (Pack of 6) $25.40

FREE delivery: Friday, April 23

Details

Fastest delivery: Wednesday,

April 21

Details

© select delivery location

Pure Anise Only 13 left in stock -
order soon.

Qty: 1 v

Order within 10 hrs and 47 mins

‘ Add to Cart

@ Secure transaction

Ships from Amazon

Sold by RelianceGoods

Conversely, there are other problems that can occur when a product is incorrectly delisted

or shown as being out-of-stock when in fact there is inventory. This is generally due to

factors like shopper complaints or algorithmic errors, but the onus is always on the brand to
resolve the issue. In this case, it typically takes a decline in sales before anyone notices,
potentially causing several weeks’ worth of lost revenue before the issue is resolved and the

product reinstated.

The Consequences
Are Significant

Lack of coordination between data
sources leads to Revenue Loss

e.g. Advertising Out of Stock

CommercelQ

LitterMaid Waste Receptacles, 18Count
Visit the LitterMaid Store
2 2 8 8 1,205 ratings

Was: $25-72 Details
Price: $21.,47 (50,30 / Couny ¥PTIMe FREE One-Day g FREE Returns
u Save: $4.25 (17%)

Thank you for being a Prime er. Get a $100 Gift Card: Pay $0.00 upon approval for the Amazos
Prime Rewards Visa Card. No a

May be available at a lower price from other sellers, potentially without free Prime shipping

Brand LitterMaid

Item Weight 2.8 Pounds

Target Species Cat

About this item

« Compatibility: Litter Maid waste receptacles are compatible with Litter Maid 15t edition and 2nd
edition self-cleaning litter boxes

+ Filter ready: These receptacles are Filter ready with Litter Maid carbon filters for added odor contr

* Sealed receptacles: these receptacles lock away waste and odors for a fresh, clean litter box

« Disposable convenience: Easily remove the receptacle when full and throw away!

* Durable odor containment: built for durable odor containment to prevent bending during disposal

Concider these alternative items
B Fresn ’ fForess, Cums AL
Step &
il 157
e

Lose sales to

© One-time purchase:

$28.78

FR

@ Deliver to Chicago
In stock on April 18,

£E delivery

2021
Order it now.

' Add to Cart

[ » BT

Secure transaction
zon.com

Amazon.com

Add your 30-day """

FREE trial

of Prime and get
fast, FREE
delivery

Add a gift receipt for
easy returns

Just to promote

an out of stock item

competitors

60601
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Resolving these issues could help brands and retailers recapture a whopping $22 billion in revenue in
online sales worldwide every year. Given the growth of e-commerce, it is estimated that these

potential losses are likely to double in the next few years if they are not addressed.

Besides the loss of revenue, there are other significant problems that OOS causes brands, starting
from the recovery time and loss of rankings, to regaining market share and the trust of consumers.
Studies from the Grocery Manufacturers Association reveal that shoppers who encountered an actual
out of stock item online were likely to switch brands or buy a substitute from the same retailer,
diminishing not just sales but brand loyalty.

With all this in mind, this white paper sets out to answer some critical questions:

® What percentage of revenue is lost due to OOS items?

® Are there differences in the impact of OOS between CPG and hardlines?

® What are other negative impacts that OOS can cause?

® What can be done to minimize the fallout?

To help answer these questions, CommercelQ conducted an analysis of Amazon activity on 850 SKUs
(680 CPG and 170 Hardline SKUs) for the period of December 2020 to March 2021. Unless mentioned
otherwise, the results below are reflective of this information.

Top item with 1500+
reviews is temporarily
delisted @

[ Al ~ Dr scholls

Dr. Scholl's PLANTAR FASCIITIS Massage Ball,

Hot & Cold Therapy

i 1,260

$747 ($7.47/count)

prime

Add to Cart

Foot Pain, 1 Pair - One size fits all
1,553

\_

CommercelQ

Dr. Scholl's Pain Relief Orthotics for Ball of

)

...until Dr Scholls team
contacts Amazon to resolve

the erroneous delistings

Dr. Scholl’s Pain Relief Orthotics for Ball of

Foot Pain, 1 Pair - One size fits all
Visit the Dr. Scholl's Store

WWWIe ¥ 1,553 ratings | 15 answered questions

Currently unavailable.
We don't know when or if this item will be back in stock.

Insole Type Comfort Insole
Size 1 Count (Pack of 1)
Brand Dr. Scholl's

Color Blue and Green

About this item

* Designed for Ball of Foot Pain for people who suffer from pain as a result of
constant and excessive pressure to the ball of foot

+ With Shock Guard Technology to treat pain at the source for immediate, all-

day relief

= Prevents impact from aggravating ball of foot area

« Fits Casual shoes, Sneakers & Work boots/shoes. No trimming required

* Dr. Scholl's offers a Money Back Guarantee if you're not satisfied with the
product

Compare with similar items

~J Report incorrect product information.

Similar item to consider
Comfort Zone Tri-Balance Gel Orthotic Insoles for Women, 3/4

[ —

( Currently unavailable.
We don't know when or if this
item will be back in stock.
© Deliver to Chicago 60601

Add to List

\_

\

shae M 1 W @

Orthotic Inserts
For Flat Feet

Plantar Fasciitis Feet Insoles Arch
Supports Orthotics Inserts...
Wilr iy 42,765

$18.99 . prime

-

7 7 Length Inserts for Women's Shoe Sizes 6-10, 1 Pair
K $9.82
[\ = A

... While competitors
gain free traffic
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Unavailability Has A Major
Impact On Topline Revenue

The first important finding (Figure 1)
is that Hardlines and CPGs can lose
anywhere from 20-30% of potential
revenue on the days of Out- of Stock
across the year. This is critical and
related to the next finding which is
that these losses are not only
coming from the days that an item is
out of stock, but also includes a
“before” and “after” period.

Figure 2

Figure 1

Trended % of Revenue Lost Due to Out-of-Stock

30%

20%

10%

% of Revenue Lost

0%

Total Losses from an Out-of-Stock Event

OOS Event Prior to OOS event  Post OOS event
(Direct Loss) (Indirect loss ) (Indirect loss)

CommercelQ

Total Revenue Loss

May 2020

Jul 2020 Sep 2020 Nov 2020 Jan 2021

Month

For Sellers On E-Commerce,
Revenue Loss Due To
Unavailability Is Not Limited
Only To Days When The
Product Is Out-Of-Stock

When a top-selling SKU goes OOS, apart
from the actual revenue lost during the
event itself, up to 11% of the total loss
occurs in the 3 days leading up to the
period of unavailability. And even when
the product is reinstated, SKUs lose up
to 70% of revenue in the first 3 days and
continue to remain lower for another 2-5
days while the product regains Detail
Page Views and search ranking.
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Hardlines Are More Heavily Impacted
By Out-Of-Stock Events

As shown in Figure 3, on the days leading up to Figure 3

an OOS event, top selling hardline brands can Trended Revenue v/s % of Replenishable Out-of-Stock (7 days)
expect a 24% drop in Ordered Product Sales ApetediEGenle W K STRERle bR CURCESIoR:

(OPS) and Glance Views (GV). During the first 2 PaKT
days following the OQOS event, hardline brands

experience up to 70% decrease in OPS and P30K4
Glance Views, and a drop in search rank by 9.
This is in contrast to CPGs (see Figure 4), which
generally will experience a 47% decrease in GV
in the 3 days following the OQOS event. $10K
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Furthermore, the effect for hardlines lingers. For S r W i BN B e B Bk

up to 9 days from the date of the products being o

reinstated, OPS and GV remain 35% lower and Trended Revenue v/s % of Replenishable Out-of-Stock (2 days)
search rankings continue to be depressed by = Griaradliissens | BictianlerishalbiuBuse it

roughly 4 places. With CPGs, ranking drops by 2 s6K T
positions while GV remains 50% lower. And
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finally, the recovery period for Hardlines SKUs is 3
-+ 70% &

3x that of a CPG SKU. g 4T -
g T%
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There are few hypotheses explaining the % el é

observed trends:

- 20%

- 10%

® E-commerce retailers prioritize availability sox DS e\ rf\/ o
and will surface SKUs that have better e e A e
inventory

® CPGs may bounce back quicker because of
pent up demands, and regular purchase
frequency as opposed to hardlines which are o G ot o
one-time purchases and can be fulfilled with

AllElectronics  Deals BestSellers TV &Video Audio & Home Theater ~ Computers  Camera & Photo  Wearable Technology  Car Electronics & GPS  Portable Audio  Cell Phones

d O

\(’ Active Noise Cancelling shae 1 ] W @
.. . o Headphones, Mpow H12 IPO G
a simi Ia I S K U or com pet| N g b ran d S. Wireless Bluetooth Headphones We don't know when or if this
with CVC8.0 Microphone, USB-C, ® gelmw"“;b:nb:c “N'Zj‘v"‘t
.. . . 40H Playtime Headset, Deep s
® The nature of search traffic in hardlines is Bass, Foldable for Adults, TV, prev -

Home Office, Online Class
Visit the Mpow Store

Wk v 903 ratings

| 206 answered questions Sell on Amazon

also different, with customers typically
viewing more Product Display Pages (PDPs)
before making a purchase. This leads to

larger increases in PDP views and conversion o

for competing SKUs, elevating them to top of . e s e o
results for an extended period.

Have one to sell?

Color: Sandy Orange

$59.99 ) $5999 £
prime QF prime I\F ) o
Brand Mpow
Color Sandy Orange

Connectivity Bluetooth, Wired
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Minimizing The Fallout

Even with the best systems in place, out of stocks are bound to occur, so the question becomes how
to manage and avoid the fallout.

To start, it is important to highlight the main causes of products not being available for sale
® Underestimating demand

Shipment delays

No visibility to low stock levels

Retailer fails to order

Purchase Orders are rejected

Retailer does not actively report suppressed products or products listed erroneously as unavailable

Most companies will try to solve the problem by investing in demand planning, sales forecasting and
inventory management systems that don’t necessarily talk to each other nor do the people operating
these systems have the capacity to react at the speed of e-commerce.

Enter E-commerce Channel Optimization, where multiple data sources are integrated into a single
source of truth and insights and recommendations are surfaced in real-time. Working at algorithmic
scale, these systems automate the decision-making process and minimize the fallout of OOS. For
example, they can detect low inventory levels and automatically put a pause on advertising that may
drive traffic to those pages, manage discrepancies with Purchase Orders, alert shipment delays,
optimize assortment based on validated demand, pricing and SKU availability and organize and fill
digital shelves accordingly.

Not many brands have a dedicated function for managing online availability, and the ones that do are
focused on the physical supply chain. To get ahead of OOS issues on retail media, it is necessary to
have a holistic view and be able to manage accordingly. Brands that do this properly will experience
less OOS overall, higher profitability and long-term market share.

CommercelQ
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About CommercelQ

CommercelQ", the leading e-commerce management platform provider, leverages
machine learning, analytics and automation holistically across supply chain, marketing and
sales operations to accelerate brand growth with online retailers. With worldwide retail e-

commerce growth hitting nearly $4.3T in 2020, online sales are becoming core to business
operations, requiring high velocity and high volume decision-making to win at the moment
of purchase and drive profitable market share growth. Using CommercelQ as a single
source of truth, customers like Georgia-Pacific, Spectrum Brands and a host of other top-tier
Fast-Moving Consumer Goods companies have realized on average a 40% increase in
incremental sales, 20% improvement in profitability and 20% increase in Share of Voice
across omnichannel retailers online.

For more information visit

CommercelQ.ai
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