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What is ABC Analysis & Why is
It Important?
The landscape of the apparel industry is constantly changing. Today,
customers demand a wider variety of products delivered faster than ever.
Businesses need efficient inventory management and ABC analysis can make
a significant difference. 

ABC analysis is a method of classifying inventory items based on
importance. It's a simple yet effective way to prioritize inventory
management efforts and can lead to significant cost savings. Here's a basic
breakdown:

The ABC Analysis

A Items:

These are the high-priority items. Although A
Items may represent only 20% of your
inventory, they typically makeup about 70% of
your inventory value. 

B Items:

These are medium-priority items. B Items are
between A and C Items in terms of both
frequency of sales and the value they bring to
your business.

C Items:

These are low-priority items. C Items could
represent as much as 50% of your inventory,
but really only account for about 5% of your
inventory value.



1

2

3

4

The Benefits of ABC Analysis
ABC analysis can provide several benefits to apparel companies. We
listed the top four benefits of ABC analysis below, but there are
many more additional benefits that can be optimized.

By knowing which items are most valuable (A items),
you can devote more resources to managing those
items. Understanding your inventory by defining A, B,
and C Items can help reduce stock outs and
overstock.

Improved Inventory Control:Improved Inventory Control:

By identifying and focusing on A Items, you can
minimize the costs associated with holding your less
valuable inventory (C Items).

Reduced Holding Costs:Reduced Holding Costs:

Understanding which items are most critical to your
business can strengthen your position when
negotiating prices and delivery schedules with
suppliers.

Enhanced Supplier Negotiation:Enhanced Supplier Negotiation:

ABC analysis can help determine the optimal reorder
points and order quantities for each item, reducing
the chances of stockouts or excess inventory.

Optimized Order Cycles:Optimized Order Cycles:
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Start by creating a list of all the items in your inventory.
Include essential details like cost and annual
consumption. We recommend using Excel for this process.

Identify Your Inventory Items:Identify Your Inventory Items:

Multiply the annual demand for each item by its cost to
get the total annual consumption value. 

Calculate The Annual Consumption Value:Calculate The Annual Consumption Value:

Rank the items from highest to lowest based on their
annual consumption value.

Calculate The Annual Consumption Value:Calculate The Annual Consumption Value:

Assign each item to categories A, B, or C based on its
annual consumption value, as outlined above.

Classify The Items:Classify The Items:

Implementing ABC Analysis: A
Step-by-Step Guide

Implementing ABC analysis requires a structured approach in order to be
successful. We recommend following these four steps to get started. If you have
any questions about optimizing your inventory through ABC Analysis, feel free to
reach out to our team at Green Retail Consulting for a free 30-minute consultation. 

Once you have completed these steps, you can
manage your inventory more effectively by focusing on
A items. 

https://calendly.com/green-retail-consulting


By identifying the A Items, companies can ensure strict quality control procedures
for these high-value products. For instance, meticulous quality checks from raw
material sourcing to the finished product could significantly reduce returns and
enhance customer satisfaction.

Optimized Quality Control:

Practical Implications of ABC Analysis
To illustrate the practical implications of ABC analysis, consider the operational
changes that could be implemented once an apparel company categorizes its
inventory.

Strategic Supplier Partnerships:

A Items also call for careful management of supplier relationships. Once A Items are
identified, a company can take the time to negotiate more favorable terms, such as faster
delivery, volume discounts, or premium quality assurance to bolster the performance of
these high-value items. The strengthened relationship also encourages supplier reliability,
which is crucial for maintaining the consistent availability of A Items.

Businesses can potentially adopt different strategies for B and C items. Less
frequent restocking, lower storage cost negotiations, or drop shipping these items
have the potential to significantly reduce operating costs without substantially
affecting revenue.

Streamlined Inventory Management:

Data-Driven Marketing Strategies:

ABC analysis can also inform marketing strategies. Emphasizing A Items in marketing
campaigns can potentially yield higher returns on advertising spend. Simultaneously,
occasional promotions of B and C Items could attract a wider customer base without
diluting the brand's high-value image.



After the ABC Analysis: Looking Forward

We hope you were able to learn more about how to implement ABC analysis
and create data-driven results to optimize your inventory. Rather than
treating all inventory the same, companies can use this approach to
differentiate strategies and make more informed decisions. The result is a
more efficient, cost-effective inventory management system responsive to the
company's most important products.

By actively integrating ABC analysis into operations, businesses can optimize
resource allocation, reduce costs, and drive profitability. ABC analysis allows
for a more tailored, strategic approach to inventory management that
responds effectively to the unique demands of each product category.

Looking to the Future: Sales Forecasting

Combining ABC analysis with sales forecasting can further optimize inventory
management. Businesses can proactively adjust their stock levels by
predicting future sales trends for A, B, and C Items. For instance, if a sales
forecast indicates a surge in demand for a particular A item, you can order
more of that item ahead of time, reducing the risk of stockouts and lost sales.

Overall, ABC analysis is a powerful tool for apparel companies. By identifying
which items contribute the most value, you can allocate resources more
effectively, reduce costs, and ultimately drive profitability. 



GREEN RETAIL CONSULTING
& ABC ANALYSIS

How Green Retail Consulting Can Help:

At Green Retail Consulting, we are here to guide you through
implementing an ABC analysis in your business while leveraging our
extensive experience in inventory management and deep
understanding of the apparel industry.

Every company's ABC analysis will be different since it reflects a
company’s unique product mix and customer base. ABC inventory
analysis is not a one-time task but an ongoing process that needs
regular review and adjustment. With careful implementation and
regular upkeep, ABC analysis can provide a solid foundation for your
inventory management strategy, leading to enhanced operational
efficiency and business success.



www.greenretailconsulting.com

(917) 620-4158

yana@greenretailconsulting.com

YANA AVERBUKH

Contact an ABC Analysis Expert at
Green Retail Consulting Today!

Set up a FREE 30 MINUTE CONSULTATION.

mailto:yana@greenretailconsulting.com
https://calendly.com/green-retail-consulting
https://calendly.com/green-retail-consulting
https://www.greenretailconsulting.com/contact

