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Retailers’ addiction to growth
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• High growth objectives
• More stores
• More inventory 
• Poor inventory management
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Observation #1: Retailers would be prone to growth anomalies, which 
would lead to serious operational problems and deteriorating inventory 
productivity.  



Some hedge funds make arbitrage investments
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• David Berman Case
• Benchmark comparison
• High inventory turnover AND high operating profits
• Two apparel retailers 

– Joseph A Bank (high margin, low inventory turnover)
– Men’s Wearhouse (moderate margin, high inventory turnover)

Raman, Ananth, Vishal Gaur, and Saravanan Kesavan. "David Berman." Harvard Business School Case 605-081, April 2005. (Revised 
October 2006.)

http://hbr.org/product/David-Berman/an/605081-PDF-ENG


Joseph A Bank vs Men’s Wearhouse
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Theoretical Background
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– Ullrich, Kristoph KR, Sandra Transchel. 2017. Demand-supply mismatches and stock market performance: A retailing 
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– Gaur, V., M. L. Fisher, A. Raman. 2005. An econometric analysis of inventory turnover performance in retail services. 
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• Finance
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300-315.
– Sharpe, William F. 1964. Capital asset prices: A theory of market equilibrium under conditions of risk. The Journal of Finance 

19(3) 425-442.
– Lintner, John. 1965. The valuation of risk assets and the selection of risky investments in stock portfolios and capital budgets. The 

Review of Economics and Statistics 47(1) 13-37.
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Arbitrage Risk: Existence 
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• Fama-French Five-factor model

• DuPont model
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Observation #2: Although Inventory Turnover is part of ROA 
calculation, it is not included in the asset pricing models. Weighted 
Average Cost of Capital doesn’t reflect the inventory risk.



Research Questions
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1. Why do some retailers intentionally choose to assume higher levels of 
inventory risk? 
– Is this strategy justified given high growth targets?

2. How can inventory risk be better reflected in the valuation of a retailer’s 
assets?
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Analytical Results
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• Postponement policy: Keeping 
excess inventory in stock at the 
book value, rather than selling 
it immediately at a discount

• Timely markdown policy: Sell 
excess inventory immediately, 
even at a salvage value that is 
less than purchasing cost
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Hypothesis development
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• Postponement policy is not viable for small retailers (Proposition 2).
– Small retailers that achieve high margins and inventory turnover 

outperform those inflating margins to ultra high values while suffering 
from low inventory turnover

– Not the case for big retailers. They may tend to inflate their margins to 
ultra high values by following the postponement policy, rather than 
keeping both margins and inventory turnover high. 

• There is a positive interaction effect of operating profits and inventory 
turnover on the ROA. Is the interaction effect persistent in the long term? 
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Data description
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• Time period: July 1983 to November 2018 (449 months)
• Financial data from Compustat; stock prices from CRSP databases
• NYSE median market cap used as a breakpoint to group retailers as small 

and big
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Empirical Model

12

• Generalized method of moments with (potentially) invalid instruments
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Results-Small Retailers
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Results-Big Retailers
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An additional factor 
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• Fast-minus-Slow (FMS): Inventory turnover median used to group retailers
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Case Analysis (Jos A Bank vs Men’s Wearhouse)

16 Copyright © 2022 Işik Biçer All Rights Reserved



Results
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Joseph A Bank Men’s Wearhouse
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Concluding Remarks
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• Stock returns and ROA of retailers are influenced by inventory turnover, 
operating profits, and their interaction effect

• Inventory turnover has a persistent positive impact on stock returns for all 
retailers (Alan et al. 2014)

• Interaction effect is positive and persistent only for small retailers when 
inventory turnover exceeds a threshold value

• Inventory turnover should be used in factor models to calculate the cost of 
capital. Otherwise, retailers would face financial instability and unhealthy 
growth
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