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Executive Summary

—_— Blue Midas Consulting

Inventory Optimization for MSMEs

This case study demonstrates how Micro, Small & Medium Enterprises can leverage inventory optimization techniques to enhance operational
efficiency and financial performance.

Key Insights
« MSMEs typically tie up 20-30% of their capital in inventory — optimization can release significant working capital for growth initiatives.
» Even simple forecasting techniques can reduce inventory costs by 15-25% while maintaining or improving service levels.

 Structured implementation of inventory optimization has demonstrated 30-40% reduction in stockouts for manufacturing MSMEs.

Business Impact

» Improved cash flow: Reduction in excess inventory translates directly to improved liquidity position.
» Enhanced customer satisfaction: Better stock availability and on-time delivery performance drive customer retention.

« Competitive advantage: Faster response to market changes and ability to operate with lower margins.
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Introduction

Context: Inventory in MSME Operations

Blue Midas Consulting

For Micro, Small & Medium Enterprises, inventory represents one of the largest assets on the balance sheet — typically accounting for 20-
30% of total invested capital.

Key Challenges Faced by MSMEs Objectives & Scope
 Limited capital resources constrain ability to invest in advanced » Demonstrate practical applications of inventory optimization for
inventory systems. MSMEs.
« Demand variability creates risks of stockouts or excess inventory.  Provide actionable frameworks that don't require significant capital
investment.

* Supply chain disruptions have heightened uncertainty in
procurement and delivery. « Quantify benefits in terms of working capital, service levels, and
operational efficiency.

Target Audience & Application

This case study is designed specifically for:

a B @

MSME Owners Operations Managers Financial Decision-Makers
Who seek practical ways to improve cash flow and Responsible for balancing inventory levels with Looking to optimize working capital allocation
operational efficiency customer service
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Overview of Inventory Optimization

What is Inventory Optimization?

Blue Midas Consulting

Inventory optimization is the process of balancing inventory levels to minimize costs while maximizing service levels. It helps businesses determine
the right amount of inventory to hold at the right locations and at the right time to meet customer demand.

Core Techniques

Demand Forecasting Economic Order Quantity (EOQ)
Predicting future customer demand using historical data, market trends, and Mathematical formula that determines the optimal order quantity to minimize
statistical methods to inform inventory decisions. total inventory costs, including holding and ordering costs.
Safety Stock Management ABC Analysis
Extra inventory maintained to mitigate risk of stockouts due to demand Categorizing inventory based on value and consumption rate to apply
variability and supply chain disruptions. appropriate inventory policies for each category.

Relevance for MSMEs

» Improved cash flow: Reducing excess inventory frees up working capital that can be used for growth initiatives.
* Reduced waste: Minimizes obsolescence and expiration of products, particularly important for MSMEs with limited resources.
« Higher service levels: Ensures product availability when customers need it, enhancing customer satisfaction and loyalty.

* Operational efficiency: Streamlines operations, reduces emergency orders, and enables better use of storage space.
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Case Example 1: Manufacturing MSME

Auto Parts Manufacturer: Inventory Optimization Journey

Blue Midas Consulting

Company Profile

A small auto-parts manufacturer with 45 employees, $3.8M annual revenue, producing 200+ SKUs for aftermarket vehicle components
with seasonal demand patterns.

Challenges

- Excess raw material inventory — 32% of working capital tied up in slow-moving materials
« Cash flow constraints — limiting ability to invest in new equipment and growth opportunities
* Frequent stockouts — 15% of orders delayed due to material shortages despite high overall inventory

Solution Implemented

« ABC inventory classification — categorizing items based on annual consumption value

- Simple forecasting model — using 12-month historical data with seasonal adjustments

« Economic Order Quantity (EOQ) — optimized order sizes based on carrying costs and ordering costs
- Strategic safety stock — calculated based on service level requirements and lead-time variability

« Implementation Note: Implementation required only spreadsheet tools initially, with minimal capital investment. Staff were trained in a two-
week program, and results became visible within the first quarter.

Outcomes
» 28% reduction in total inventory value - Stockouts reduced from 15% to 4%
« $450K freed up in working capital « On-time delivery improved to 96%
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Case Example 2: Retail MSME Inventory Turnover Improvement

Company Profile: Mid-sized Electronics Retailer

Blue Midas Consulting

A regional electronics retailer with 8 physical stores and an online presence, carrying approximately 3,500 SKUs with annual revenue

of $12M.

Challenge
+ Slow-moving inventory tying up 45% of working capital

 Limited storage space in retail locations creating
logistical bottlenecks

* Missed sales opportunities due to stockouts of fast-moving items

+ Growing obsolescence risk in a rapidly changing product category

Results After 6 Months

42% 1
Inventory turnover ratio
From 3.2 turns to 4.6 turns annually

68% |

Reduction in obsolete inventory
Through better lifecycle management

Inventory Optimization Case Study

Solution Implemented

ABC inventory classification to prioritize management attention
and resources

Automated replenishment for A-category items based on demand
patterns

Vendor-managed inventory for low-margin, high-volume basics

Periodic review system for seasonal and trend-sensitive items

$320K

Working capital released
Reinvested in store expansion

23% 1

Sales per square foot
Through optimized product mix
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Benefits and Impact on Revenue

How Inventory Optimization Drives Business Value

Blue Midas Consulting

Direct Financial Benefits Indirect Benefits & Strategic Impact

 Higher customer satisfaction through improved product availability

g Gl Re e and on-time delivery, driving repeat business

MSMEs typically free up 15-30% of capital previously locked in excess

inventory, enabling reinvestment in growth initiatives « Competitive agility to quickly respond to demand fluctuations and
market changes

lz Reduced Carrying Costs - Better supplier relationships through predictable ordering patterns

18-25% decrease in storage, insurance, and obsolescence costs that directly and improved forecasting

impact bottom-line profitability
 Data-driven decision-making culture that extends beyond inventory

. to other business areas
® Increased Gross Margins

2-5% improvement in overall gross margins through reduced markdowns and  Scalable operations that can accommodate business growth without
better pricing optimization proportional inventory growth

Supporting Metrics from MSME Implementations

| 42% t 26% 8%

Average reduction in stockout incidents Improvement in inventory turnover ratio Revenue growth from improved availability
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Implementation Considerations

Practical Implementation for MSMEs

¢ Suitable Tools

Entry-Level Solutions
Spreadsheet templates with basic forecasting formulas, barcode scanners
with simple database integration

Mid-Range Solutions
Cloud-based inventory management software with mobile app integration
(Zoho Inventory, Odoo)

Advanced Solutions
Lightweight ERP systems with inventory optimization modules and supplier
integration capabilities

® Best Practices for MSMEs

« Start small - Begin with high-value items (A-class in ABC analysis)
* Regular data audits - Ensure stock counts match system records weekly
* Measure and refine - Establish KPIs and regularly review

performance

Inventory Optimization Case Study
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A Common Challenges

Data accuracy issues — Unreliable historical data leading to poor
forecasting results

Resource constraints — Limited budget and skilled personnel for
implementation

Resistance to change — Established processes and employee
reluctance

Supplier integration challenges — Coordinating with variable supplier
lead times

Phased implementation - Implement changes gradually over 3-6 months
Employee training - Cross-train staff on inventory management
principles

Build partnerships - Develop collaborative supplier relationships
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Visual Data Analysis

Inventory Levels Before vs After Optimization Impact on Cash Flow & Inventory Turnover
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Average inventory reduction: 32% across manufacturing MSMEs Average turnover ratio improvement: 2.1x after optimization
Key Performance Indicators from MSME Case Examples
Key Metric Before Optimization After Optimization Improvement Industry Benchmark
Days Inventory Outstanding (DIO) 65 days 42 days 35% reduction 45 days
Stockout Rate 12% 3% 75% reduction 5%
Inventory Carrying Cost (% of total) 24% 16% 33% reduction 18%
On-time Delivery Performance 82% 96% 17% increase 94%
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Conclusion and Recommendations

Key Findings

Blue Midas Consulting

+ Inventory optimization is not just for large enterprises — MSMEs see proportionally greater benefits due to their tighter capital constraints.

+ Even modest implementation efforts yield significant returns — Our case studies demonstrate 15-35% reductions in inventory costs with basic
techniques.

 Dual benefit approach drives success — Simultaneous improvement in both financial metrics and customer service levels.

Practical Next Steps

1 Conduct inventory audit & classification — Categorize inventory using ABC analysis to identify high-value/high-volume items for priority focus.
2 Implement basic forecasting — Start with simple methods like moving averages before investing in advanced software.
3 Establish KPI monitoring system — Track inventory turnover, stockouts, and carrying costs to measure progress.

4 Consider professional guidance — For complex operations, seek specialized consulting for implementation support.

Future Outlook

As supply chains become increasingly volatile and competitive pressures mount, inventory optimization will evolve from competitive advantage
to basic necessity for MSME survival. Early adopters who implement these techniques now will build resilience against market disruptions and
position themselves for sustainable growth.
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