Inventory management for small shops

You run a small shop. Maybe it's a boutique, a hardware store, or a specialty food market. The
term "inventory management" sounds like something only big-box retailers with entire logistics
departments need to worry about. That's a dangerous thought. The reality is that poor stock
control is the single fastest way to choke your cash flow and piss off your best customers. You
don't need a $50,000 ERP system. You need a system. Even a scrappy one. Let's talk about what
that actually looks like when you're the one doing the ordering, the receiving, and the sweeping
up at the end of the night.

The real cost of guessing your stock levels

Most small shops operate on gut feel. "I think we sold about 15 of those last week, so let's order
20 more." That's not a strategy. That's a gamble. And the house always wins—against you. When
you guess wrong, you either end up with dead stock gathering dust on a shelf (cash you can't
touch) or you run out of a hot item and send a customer to your competitor. Neither outcome is
good.

Think about the math for a second. If you have $10,000 tied up in inventory that hasn't moved in
six months, that's $10,000 you could have used to renovate your storefront, run a promotion, or
pay yourself. Dead stock is a silent killer. And stockouts? They don't just lose you a sale. They
lose you a relationship. That customer might not come back.

Three methods that actually work for a small
operation

You don't need a complex algorithm. You need a repeatable process. Here are three approaches
that fit a small shop's reality.

1. The Periodic Count (Paper or Spreadsheet). This is the entry-level method. You physically
count everything on a set schedule—weekly, bi-weekly, or monthly. You compare what you have
against what your sales records say you should have. It's manual, yes. But it forces you to look
at every item. The downside is that you only know your true position on count day. A lot can go
wrong in between.

2. The Visual Reorder Point (The "Two-Bin" System). This is brutally simple and highly
effective for fast-moving items. You keep two batches of stock. When the first bin is empty, you
start selling from the second bin, and that's your signal to reorder. No counting required. You
just need to know your lead time and average daily sales to set the bin sizes correctly. It's a
physical trigger, not a mental one.

3. The Perpetual Inventory System (Software-Assisted). This is where you use a point-of-
sale (POS) system or a dedicated stock app to track every item in and every item out in real-
time. When you sell a widget, the system deducts it. When you receive a shipment, you add it.
The best part? You can see your stock levels from your phone. This is the gold standard, and it's



no longer expensive. Many POS systems for small businesses cost less than $100 a month.

Why your reorder logic is probably broken

Even with a good counting system, many shop owners mess up the ordering part. They order
based on what they sold last month, ignoring seasonality or upcoming promotions. Or they order
the minimum quantity from a supplier to save on upfront cost, not realizing that paying for three
rush shipments because they kept running out is more expensive than buying a larger batch
once.

Here's a concrete decision-making insight: your reorder point should be based on your lead
time demand plus safety stock. If your supplier takes 10 days to deliver and you sell 5 units a
day, your reorder point is 50 units. But what if the supplier is late? Add a buffer. If you're
paranoid about stockouts, add 20% more. If you're paranoid about cash, add 10%. That's the
trade-off. There is no perfect number. You pick your poison.

Rule of thumb: If you can't sell an item within 90 days of receiving it, you probably
shouldn't have ordered it in the first place. Mark it down or stop buying it.

The five most common mistakes small shops
make

¢ Buying too much of a slow mover because the supplier offered a "great deal." A
discount on something you can't sell is not a deal. It's a loss disguised as a bargain.

¢ Not tracking shrinkage. Theft, damage, and simple administrative errors (like a
customer taking the wrong item and you not recording it) all eat your margin. If your
physical count doesn't match your system, find out why immediately.

e Ignoring your "C" items. You focus on your top 20% of products (the A items) and
forget about the cheap stuff. But if you're constantly out of a $2 accessory that drives a
$50 sale, you're leaving money on the table.

e Using the same supplier for everything. Dependence on one source is a risk. If they
raise prices or have a delay, you're stuck. Always have a backup, even if you don't use
them often.

¢ Not reviewing your stock mix quarterly. Tastes change. Trends die. If you haven't
looked at your inventory aging report in three months, you're flying blind.

Before and after: a real-world mini example

Before: Maria runs a small pet supply shop. She orders dog food every two weeks based on a
scribbled note on a napkin. She constantly runs out of the popular grain-free brand, and she has
40 bags of a less popular flavor that nobody buys. She's losing sales on the hot item and sitting
on $800 of dead stock.

After: Maria switches to a free inventory tracking spreadsheet. She sets a reorder point for the
grain-free brand at 20 bags (10-day lead time plus 5 bags of safety stock). She marks down the
slow flavor by 30% to clear it out. In two months, her stockouts drop to zero, and she frees up
$600 in cash. She now knows exactly what to order and when.



Choosing between free tools and paid
software

This is where many shop owners get stuck. They think they need to buy a subscription to fix
their problems. Not true. If you have fewer than 200 SKUs and you're disciplined, a Google
Sheet with a simple formula (Current Stock minus Sales plus Incoming Orders) can work. The
problem is discipline. Spreadsheets don't warn you when you make a typo. They don't
automatically sync with your sales.

If you have more than 200 SKUs, or if you have multiple sales channels (in-store and online), or
if you just want to stop thinking about it, pay for a tool. Look for a POS system that includes
inventory tracking as a core feature. Shopify's POS and Square for Retail both offer this. The
cost is usually offset by the reduction in lost sales and wasted stock. Don't overthink it. Pick one,
set it up, and force yourself to use it for 30 days.

What about demand forecasting for a tiny
shop?

You're not a multinational. You don't need a machine learning model. But you can do simple
forecasting with a calculator. Take your sales data for the same period last year. Adjust for any
known changes (new competitor, price increase, local event). That's your baseline. Then add a
10-15% buffer for uncertainty. That's your order quantity. It's not perfect, but it's infinitely
better than guessing.

One more thing: pay attention to your sell-through rate. If you bought 100 units and sold 80 in a
month, your sell-through rate is 80%. If that number drops below 50% for a specific item, stop
ordering it until the current stock clears. This is a simple rule that prevents you from digging a
deeper hole.

Frequently asked questions on stock control
for small retailers

Q: How often should I do a physical inventory count?

A: At minimum, once a month for your high-value items (the A items). For everything else, a
quarterly cycle count is usually enough. The key is consistency. Do it on the same day every
period.

Q: What's the best way to handle inventory for a shop with an online store?

A: You need a system that syncs in real-time. If you sell an item in-store, it should automatically
be removed from your online stock. Otherwise, you'll oversell. Most modern POS systems do
this. Lightspeed is a popular option for this use case.

Q: Should I use the FIFO or LIFO method?
A: For most small shops, FIFO (First-In, First-Out) is the way to go, especially if you sell
perishable or trend-sensitive goods. It ensures your oldest stock sells first, reducing waste.


https://www.shopify.com/
https://squareup.com/
https://www.lightspeedhq.com/

Q: How much safety stock should I keep?
A: A good starting point is 1-2 weeks of average sales. If your supplier is unreliable, lean toward
2 weeks. If you're tight on cash, lean toward 1 week. Adjust based 0@5 d b E actually run
out.

Stop treating inventory like a sic

This is the core of the problem. Most small shop owners treat inventory as an administrative
chore they do when they have time. That's backwards. Your inventory is your biggest asset. It's
the physical embodiment of your cash. If you don't manage it with intention, it will manage you.
Pick one method from above. Implement it this week. Not next month. This week. The
spreadsheet, the two-bin system, or the software trial. Do it. The cost of doing nothing is higher
than the cost of making a mistake.
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