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E X E C U T I V E 	 S U M M A R Y

What	This	Paper	Covers

Most	mid-market	manufacturers	are	aware	they	have	a	forecasting	problem.	What	they	are	less	aware	of	is	how	much	that
problem	is	costing	them	—	and	that	the	cost	arrives	from	two	directions	simultaneously.

This	white	paper	quantifies	the	true	financial	impact	of	forecast	error	across	manufacturing,	CPG,	food	&	beverage,	and
distribution	companies	with	$5M–$150M	in	annual	revenue.	It	identifies	where	the	cost	hides,	why	it	is	systematically
underestimated,	and	offers	a	practical	three-lever	framework	for	closing	the	gap	without	a	major	technology	investment.

KEY 	F INDING

For	a	mid-market	company	with	$100M	in	revenue,	the	combined	drag	from	excess	inventory	carrying	costs	and	stockout-
related	revenue	loss	is	a	credible	$1.5M–$5M+	annually.	This	cost	is	rarely	visible	on	a	single	report	—	it	is	distributed
across	slow	inventory	turns,	lost	customers,	margin	erosion,	and	expedite	fees	that	have	become	normalized.

Who	This	Paper	Is	For

This	paper	is	written	for	operations	leaders,	supply	chain	directors,	CFOs,	and	founders	at	mid-market	product	companies	who
suspect	their	forecasting	process	is	costing	them	more	than	they	can	see.	The	frameworks	are	drawn	from	20+	years	of	supply
chain	experience,	including	a	$1B+	inventory	reduction	program	and	a	30%+	revenue	improvement	driven	by	forecasting
process	changes.

47%
of	companies	operate	with	forecast	accuracy

below	70%

20–30%
annual	carrying	cost	as	%	of	inventory	value

30%
of	customers	who	hit	a	stockout	never	return
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The	Two-Sided	P&L	Hit

The	conventional	framing	of	forecast	error	focuses	on	a	single	outcome:	you	ordered	too	much,	and	now	it	is	sitting	in	a
warehouse.	That	framing	captures	only	half	the	problem	—	and	usually	the	less	damaging	half.

Forecast	error	creates	a	two-sided	hit	on	your	P&L.	Both	sides	are	active	simultaneously,	and	most	companies	are	only	measuring
one	of	them.

Side	One:	The	Carrying	Cost	Drain

When	you	carry	more	inventory	than	demand	requires,	the	cost	is	not	just	the	cash	tied	up.	Industry	benchmarks	consistently	put
total	carrying	costs	at	20–30%	of	inventory	value	per	year,	composed	of:

Capital	cost	—	the	opportunity	cost	of	cash	tied	up	in	stock,	typically	8–15%	for	mid-market	companies
Warehousing	and	handling	—	rent,	labor,	and	utilities	allocated	to	inventory	that	does	not	need	to	be	there
Obsolescence	and	shrinkage	—	product	that	ages	out,	expires,	or	is	damaged	before	it	sells
Insurance	and	taxes	—	often	overlooked	but	real	costs	tied	to	inventory	on	hand

EXAMPLE

A	manufacturer	carrying	$8M	in	inventory	with	a	25%	carrying	rate	is	spending	$2M	per	year	just	to	hold	that	stock.	If	20%
of	that	inventory	is	excess	—	driven	by	forecast	error	—	the	preventable	carrying	cost	is	$400,000	annually.	That	number
does	not	appear	anywhere	on	a	standard	P&L	report.



Side	Two:	The	Stockout	Revenue	Loss

The	second	side	is	more	damaging	and	harder	to	see.	When	your	forecast	underpredicts	demand	on	key	SKUs,	the	consequences
compound:

Lost	sales	—	the	immediate	revenue	impact	of	the	stockout	event	itself
Customer	churn	—	70%	of	customers	who	encounter	a	stockout	go	directly	to	a	competitor,	and	30%	of	those	do	not	come
back
Lost	shelf	space	—	persistent	stockouts	lead	to	delistings	and	lost	promotional	placement	that	can	take	years	to	rebuild
Emergency	costs	—	expedite	fees	and	air	freight	typically	run	3–5x	standard	logistics	costs

OFTEN	OVERLOOKED

The	most	expensive	aspect	of	stockouts	is	not	the	lost	sale	—	it	is	the	lost	customer.	A	buyer	who	cannot	find	your	product
twice	will	find	a	substitute	once,	and	a	replacement	permanently.	The	lifetime	value	impact	of	even	modest	customer	churn
from	stockouts	can	dwarf	the	direct	revenue	loss.

Why	Both	Sides	Exist	Simultaneously

It	seems	counterintuitive	that	a	company	can	carry	too	much	inventory	and	still	run	out	of	things.	But	this	is	the	pattern	in	mid-
market	supply	chains	with	weak	demand	planning:	excess	stock	on	slow	movers	coexisting	with	chronic	stockouts	on
fast	movers.	Poor	SKU-level	forecasting	pushes	safety	stock	toward	the	wrong	items,	leaving	the	right	items	exposed.
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Quantifying	the	Drag	—	A	Framework

The	following	framework	helps	mid-market	companies	estimate	the	annual	cost	of	forecast	error	in	their	own	business.	The	inputs
are	available	in	any	ERP	system	or	inventory	management	tool.

The	Calculation	Steps

Step	1:	Estimate	your	excess	inventory	position.	Pull	a	current	inventory	aging	report.	Identify	stock	with	greater	than	90
days	of	forward	coverage	based	on	trailing	12-month	average	demand.	That	overage	is	your	excess	inventory	estimate.	Mid-
market	manufacturers	typically	carry	15–25%	excess	inventory	relative	to	actual	demand	requirements.

Step	2:	Apply	your	carrying	rate.	Multiply	excess	inventory	value	by	your	carrying	rate.	If	you	do	not	have	a	precise	carrying
rate,	use	25%	as	a	conservative	mid-market	estimate.

Step	3:	Estimate	stockout	revenue	impact.	Review	your	order	fill	rate	data.	For	each	percentage	point	below	98%	fill	rate	on
A-items,	estimate	the	revenue	impact	using:	lost	units	×	average	selling	price	×	customer	churn	multiplier.	A	conservative	churn
multiplier	for	repeat-purchase	businesses	is	1.5–2.0×.

Illustrative	Cost	Model

Company	Revenue Est.	Inventory Excess	@	20% Carrying	Cost	(25%) Stockout	Loss Total	Annual	Drag

$25M $2.5M $500K $125K $250–750K $375K–$875K

$50M $5M $1M $250K $500K–$1.5M $750K–$1.75M

$100M $10M $2M $500K $1M–$3M $1.5M–$3.5M

$150M $15M $3M $750K $1.5M–$4M $2.25M–$4.75M

Note:	These	estimates	are	illustrative.	Actual	costs	vary	based	on	industry,	margins,	customer	concentration,	and	supply	chain	complexity.
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Where	Forecast	Error	Hides



The	reason	forecast	error	costs	are	systematically	underestimated	is	that	they	are	distributed	across	multiple	line	items,
departments,	and	reporting	periods.	Here	are	the	five	places	the	cost	most	commonly	hides.

1.	Aggregate	Forecast	Accuracy	Metrics

Most	companies	track	forecast	accuracy	at	the	product	family	or	category	level.	A	company	reporting	92%	forecast	accuracy	at
the	aggregate	level	can	easily	have	35–50%	error	rates	on	individual	SKUs	—	masked	by	averaging.	The	items	with	the	worst
forecast	accuracy	are	usually	your	highest-velocity,	highest-margin	products	—	the	ones	where	error	is	most	expensive.

2.	Safety	Stock	That	Became	Permanent	Buffer

Safety	stock	is	designed	to	be	a	temporary	buffer	against	uncertainty.	In	practice,	once	set,	it	rarely	gets	reset.	Companies
accumulate	safety	stock	through	ERP	implementations	and	planning	overhauls	—	and	that	buffer	quietly	becomes	permanent
carrying	cost.

PATTERN	TO 	WATCH

If	your	team	has	not	formally	reviewed	safety	stock	levels	in	the	past	12	months,	assume	they	are	wrong.	Supplier	lead
times,	demand	variability,	and	customer	mix	have	all	changed	since	those	levels	were	set.

3.	Normalized	Expedite	Spend

Many	mid-market	companies	run	expedite	spend	as	a	normal	operating	cost	rather	than	treating	it	as	a	signal	of	forecast	failure.
When	the	team	orders	air	freight	three	times	a	quarter	without	escalating	it	as	a	problem,	the	cost	gets	absorbed	—	but	the	root
cause	never	gets	addressed.

4.	The	"Just-In-Case"	Order	Habit

In	environments	where	planners	have	been	burned	by	stockouts	before,	the	behavioral	response	is	to	add	buffer	beyond	the
formula.	This	informal	over-ordering	is	invisible	in	the	system	but	compounds	across	hundreds	of	SKUs	into	a	meaningful
inventory	overage.

5.	Customer	Scorecard	Penalties

In	retail	and	distribution	channels,	poor	fill	rates	trigger	retailer	penalties	and	deductions	often	coded	as	"misc.	deductions"	in
accounts	receivable	rather	than	attributed	to	forecasting	failures.	These	can	range	from	1–5%	of	affected	order	value.

Hidden	Cost	Category Where	It	Shows	Up Typical	Magnitude

Excess	safety	stock	carrying	cost COGS	/	warehousing	overhead $100K–$500K/yr

Normalized	expedite	freight Freight	/	logistics	line	item $50K–$300K/yr

Retailer	fill-rate	penalties Misc.	deductions	/	A/R 1–5%	of	affected	revenue

Customer	churn	from	stockouts Revenue	decline	/	lost	accounts Often	the	largest	single	item

SKU	obsolescence	/	write-offs COGS	adjustments	/	inventory	reserve $25K–$200K/yr
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Three	Levers	That	Actually	Move	the	Needle

Significantly	improving	forecast	accuracy	does	not	require	a	new	ERP,	a	six-figure	planning	software	implementation,	or	a	team	of
data	scientists.	The	companies	that	achieve	the	greatest	improvement	in	the	shortest	time	share	three	practices.

Lever	1:	Shift	from	Aggregate	to	SKU-Level	Measurement

The	single	highest-leverage	change	a	planning	team	can	make	is	to	stop	measuring	forecast	accuracy	in	aggregate	and	start



measuring	it	at	the	SKU	level	—	particularly	for	A-items	(your	top	20%	of	SKUs	by	revenue	contribution).	This	surfaces	the	specific
items	where	error	is	highest	and	most	costly,	creates	accountability	at	the	planner	level,	and	establishes	a	baseline	from	which
improvement	can	be	measured.

IMPLEMENTAT ION	NOTE

SKU-level	forecast	accuracy	tracking	does	not	require	new	software.	A	weekly	spreadsheet	pull	from	your	ERP	comparing
forecast	vs.	actuals	by	item,	reviewed	in	a	30-minute	Monday	morning	meeting,	delivers	most	of	the	benefit.	The	discipline
matters	more	than	the	tool.

Lever	2:	Build	One	Shared	Demand	Signal

In	most	mid-market	companies,	the	demand	signal	is	fractured:	Sales	has	a	revenue	forecast,	Operations	has	a	production	plan,
and	Finance	has	a	budget.	None	are	reconciled	into	a	single	operational	number	that	drives	purchasing	decisions.	A	lightweight
S&OP	process	—	even	a	simple	monthly	90-minute	meeting	with	the	right	attendees	—	consistently	delivers	20–30%	forecast
error	reduction	without	any	technology	change.

1 One	owner
—	a	single	person	accountable	for	producing	and	publishing	the	consensus	forecast	before	the	meeting

2 Three	inputs
—	a	statistical	baseline	from	historical	data,	a	commercial	overlay	from	sales	and	marketing,	and	a	constraint	check	from
operations	and	procurement

3 Shared	metrics
—	service	level,	forecast	accuracy,	and	inventory	turns	reviewed	monthly	against	targets,	with	deviation	triggers	for
escalation

Lever	3:	Make	Safety	Stock	Dynamic

The	third	lever	addresses	what	is	often	the	largest	single	source	of	excess	inventory:	static	safety	stock	formulas	set	years	ago
and	never	updated.	Dynamic	safety	stock	means	recalculating	buffer	levels	at	least	quarterly	using	actual	lead	time	distribution
(not	just	averages),	actual	demand	variability	at	the	SKU	level,	and	target	service	levels	that	vary	by	SKU	tier.

EXPECTED 	 IMPACT

Companies	that	implement	dynamic	safety	stock	calculations	typically	see	a	15–25%	reduction	in	total	inventory	within
90	days,	while	simultaneously	improving	service	levels	on	A-items.	The	math	consistently	finds	overstock	on	slow	movers
and	understock	on	fast	movers	—	correcting	both	directions	is	what	drives	the	working	capital	release.
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The	90-Day	Quick-Win	Roadmap

The	following	roadmap	organizes	the	three	levers	into	a	practical	90-day	sequence.	The	goal	is	identifying	and	capturing	the	most
accessible	savings	as	quickly	as	possible.

Days	1–30:	Measure	and	Diagnose

1 Run	a	forecast	accuracy	audit	at	the	SKU	level

Pull	13	weeks	of	forecast	vs.	actuals	from	your	ERP.	Calculate	MAPE	by	item.	Rank	the	20	highest-error	items	—	these	are
your	highest-priority	targets.

2 Inventory	aging	analysis

Pull	an	aging	report	showing	inventory	with	greater	than	60,	90,	and	120	days	of	forward	coverage.	Calculate	the	carrying
cost	of	the	90+	day	overage.	This	is	the	dollar	figure	that	motivates	the	team.



3 Fill	rate	review

Calculate	fill	rate	by	SKU	against	customer	orders	for	the	past	13	weeks.	Identify	the	top	10	items	with	the	most	stockout
events	and	estimate	the	revenue	impact.

Days	31–60:	Fix	the	Signal

4 Stand	up	a	lightweight	S&OP	meeting

Identify	the	owner,	invite	three	to	five	stakeholders,	and	run	the	first	consensus	forecast	meeting.	Focus	only	on	A-items	and
any	B-items	with	recent	volatility.	Keep	it	under	90	minutes.

5 Incorporate	forward-looking	inputs

Add	the	promotional	calendar,	open	order	report,	and	any	known	customer	commitment	changes	into	the	demand	signal.
Even	rough	adjustments	to	the	statistical	baseline	improve	accuracy	meaningfully.

Days	61–90:	Recalibrate	the	Buffer

6 Recalculate	safety	stock	for	A	and	B	items

Using	real	lead	time	distribution	data	and	rolling	13-week	demand	variability,	recalculate	safety	stock	for	your	top	50	SKUs.
Apply	service-level	targets	by	tier:	A	=	98%,	B	=	95%,	C	=	90%.

7 Establish	a	quarterly	review	cadence

Schedule	quarterly	safety	stock	reviews	tied	to	supplier	scorecards	and	rolling	forecast	accuracy	data.	This	turns	the	buffer
from	a	static	artifact	into	a	managed	parameter.

EXPECTED 	OUTCOMES 	AT 	90 	DAYS

Companies	that	execute	this	roadmap	consistently	report:	15–25%	reduction	in	total	inventory	value,	measurable
improvement	in	A-item	fill	rates,	a	functioning	cross-functional	demand	review	process,	and	a	quantified	dollar	figure	on	the
savings	achieved	—	typically	$200K–$1M+	depending	on	company	size	and	starting	position.



WORK	WITH 	BETTERDEMAND

Ready	to	Find	Out	What	Forecast	Error
Is	Costing	Your	Business?
BetterDemand	delivers	a	live	AI-powered	13-week	demand	forecast	built	on	your	actual	data,	plus	dedicated
senior	supply	chain	expert	hours	every	month	to	act	on	it	—	starting	at	$1,000/month.

THE 	BETTERDEMAND	GUARANTEE

We	will	identify	savings	worth	at	least	2x	your	annual	subscription	cost	within	90	days	—	or	we	refund	your	first
month.	No	conditions.	One	email.	At	the	Starter	tier	($12,000/year),	that	means	we	find	you	$24,000	or	more	in
savings	in	90	days,	or	you	get	$1,000	back.

Josh	Isenberg		·		Founder,	JSI	Partners
jsipartners.com		·		610-348-5761
calendly.com/joshua-isenberg/introduction-discovery


