SKU Rationalization – A Simple Guide
Whether you operate a brick & mortar store, ecommerce website or a combination of them, making the right assortment
choices generally determines the level of your success. Planning the assortment requires a combination of art and science.
The art is picking desirable merchandise and the science is determining whether it will be productive for you- meaning
make you money. Studying the performance of your past purchases and how well they sold can help you to continually
improve your decision-making capability. As we have already discussed in other chapters in the primer, determining what
is “good” or “bad” performance is important. It comes down to the financial plan for the business. How much money will
it take to keep your lights on, and how much to fuel your growth? Understanding what number you have to hit is a good
starting point. SKU rationalization or optimization, whichever term you prefer is the equivalent of Monday morning
quarterbacking. Taking a step back and seeing what plays worked well and which didn’t will help you the next time you
step on the field. Was there something in common with all the top sellers? Was there a color, size, silhouette, price or
other attribute in common with poor performers? A lot of companies conduct an end of season analysis which is very
helpful. Rationalization takes it to the next level- comparing how categories compared to each other and how items within
categories compared to each other. The analysis shows you what the optimal assortment should have been. “Buying
without boundaries” often leads to mounting stagnant inventory which is why we believe so much in adding disciplines in
the planning process to constantly try and optimize the assortment.
There are a variety of methodologies and formats that can used to conduct SKU rationalization. More complex
rationalization uses a multitude of factors and more advanced algorithms, but even a simple analysis can yield great
insights. For our example we will use a simple format and methodology.
Step 1: Determine What Statistics to Include in the Analysis.
The KPI’s chosen for the analysis should be based on the retail philosophy. For example, is your goal to sell as many units
as you can without regard to profit, selling less but making the most profit or some combination of that? You can make a
chart of the key statistics for determining performance and then weight the importance of each. This will be helpful when
determining a composite ranking of performance that weights the statistics based on your retail philosophy.
Philosophy

Sales Units

Sales Revenue Sell Through%

GP$

Total

Traffic Driven

60%

10%

30%

0%

100%

Profit Driven

20%

30%

10%

40%

100%

Middle Ground

30%

30%

20%

20%

100%

In our example, our goal is to simply turn as much product as quickly as possible. So, we will look at sell through- in fact
we will weight it 100%.

Step 2: Establish a Baseline.
To get started, we need to set a baseline. The baseline could be a specific level of performance you deem as acceptable,
and compare actuals against that, or use the actuals to derive average performance for each category. Because some
items may have shipped at different times, we generally like to look at the first 6-8 full weeks of selling for items planned
to sell for at least 6 months. For fast fashion first 4 weeks of selling may be more appropriate.

Step 3: Create Quartiles Based on the Average Performance.
For our example below in Jackets, the average sold in the 1st 8 weeks was 56% of stock. Quartiles are then derived from
the 56%.
Step 4: Assign Items to a Quartile.
The top quartile represents the best performance. You can see which items fall into which quartile based on their sell
through in the first 8 weeks. The Denim Bolero W/Embroidery sold through at 76% which puts it in the 1 st quartile, while
the Jacket with Contrast Cuffs sold only 8%, putting it in the 4th quartile. Be mindful of the overall performance- maybe
even the bottom quartile was still acceptable, or the top performance was not acceptable.

Step 5: Generate A Category Analysis
The category analysis shows us how many items fall into each quartile. This helps us understand what percentage of our
assortment worked well, and what didn’t. For our example we assume that any performance except for 4th quartile
performance is acceptable. Of course, you can make your own assumptions based on your business. Our summary breaks
down the performance into 3 segments- above average, average and below average. In the above average segment, we
determine how many items are optimal by taking the average between the total item count and count of items in quartiles
1,2 and 3. For the average segment, we add 25% to the count of items that fall in quartiles 1,2 and 3. That’s because in
the optimal mix we would want have wanted more items to fall in the 1st, 2nd and 3rd quartiles. Finally, in the below average

segment, we only want items that fell into the 1st, 2nd or 3rd quartile. The percentage of optimal items is calculated on the
total number of items. In this case, the analysis is telling us that the optimal assortment would have consisted of 98% of
the above average items, 78% of the average items and 31% of the below average items.

Step 6: Visualize the Results
After creating the analysis, we need to display the data in a more visual way. We do this by simply listing each item in the
quartiles they were ranked in.

But an even better way is to replace the text with an image of each item. That way you can visually see if there are specific
product attributes that contributed to certain performances. In the example below, it’s obvious that tops did better than
other product categories. This is isn’t just useful to buyers and planners, but to designers as well. Visualizing what worked
and what didn’t helps designers create more products apt to sell, while saving money in sampling and other related
product development costs.
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