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performance of retail enterprises

CrossMark

Background: Small, medium and micro retail enterprises (SMMEs) in South Africa are
regarded as having a high failure rate. The reason behind the failure can be ascribed to a wide
variety of issues. Stock shrinkage is one of the challenges contributing towards the failure of
businesses particularly if not safeguarded.

Aim: The study aimed to investigate the effects of stock shrinkage as a cause of physical stock
loss on the financial performance of retail SMME:s in the City of Tshwane.

Setting: The sample of the study was drawn from retail SMME owners, managers and owner-
managers.

Method: A quantitative research approach in the form of a questionnaire was adopted and a
non-probability, convenience sampling method was employed. Regression analysis was
conducted using IBM SPSS (version 27) to test the hypotheses.

Results: Stock spoilage and internal theft are the strongest predictors of profitability and sales
volume loss.

Conclusion: It is concluded that stock shrinkage as a cause of physical stock loss relates to the
financial performance of retail SMMEs. However, not all physical stock loss variables carry the
same weight in terms of their contribution to retail financial losses.

Contribution: The study contributes to retail SMMEs and stock shrinkage literature by
identifying the causes of stock shrinkage as a result of physical stock loss. It further sheds light
on high predictor variables of physical stock loss which can threaten the financial sustainability
of businesses.

Keywords: stock shrinkage; retail small, medium, and micro retail enterprises; physical stock
loss; profitability loss; sales volume loss.

Introduction

Small businesses are perceived to be the major drivers of economies around the world; for
instance, in the United States (US), small businesses account for 99.7% of all companies (Oni &
Omonona 2020). Statistics from the European Parliament revealed that 99% of European Union
(EU) companies are small, medium and micro retail enterprises (SMMEs) (Gonda et al. 2020).
Gross domestic product (GDP) remains an indicator of the contribution of SMMEs to economies.
In countries such as China and Japan, small to medium enterprises contribute about 60% to the
GDP while in the United Arab Emirates (UAE), the contribution is approximately 52% (Kawira,
Mukulu & Odhiambo 2019). In most nations, small to medium enterprises account for more than
50% of employment and GDP (Enaifoghe 2023).

Similarly, the contribution of SMMEs to the GDP of South Africa stands at about 50%, with the
sector employing approximately 80% of the national workforce (Bruwer 2020). Insights from the
National Development Plan (NDP) (2015) indicate that the sector is expected to create 90% of
employmentby 2030. Recent studies show that small businesses account for over 80% of employment
in South Africa (Mhlongo & Daya 2023). The retail SMME sector’s contribution towards this goal is
significant. Research shows that 70% of SMMEs operating in South Africa are in the retail sector,
making it the fourth largest contributor to the GDP (Arndt et al. 2020; Tuomala & Grant 2022).

Despite the impressive socio-economic contribution of SMMEs, it is disconcerting to note that
these South African business entities are regarded as having the highest failure rate in the world
(Maduku & Kaseeram 2021; Matekenya & Moyo 2022). The reason behind the failure can be
ascribed to risks such as scarce resources, poor access to finance, ineffective stock management and
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inadequate internal control (Ekegbo et al. 2018). Challenges
derived from the COVID-19 pandemic as well as supply chain
complexities worsened the risk of survival and led to the
closure of many SMMEs in South Africa (Grimmer 2022).
Stock shrinkage in retail outlets is another major pressing
factor that results in the loss of profit and leads to business
failure if not safeguarded (Eminue, Titus & Udo 2019:43; Li
et al. 2022). Chanda and Mwanza (2023) estimate that
shrinkage costs retail outlets approximately 2.6% of sales.

Stock shrinkage occurs when stock is lost because of factors
such as shoplifting, employee theft, damaged stock,
administrative errors, vendor fraud, theft of stock by
manufacturers or at the point of sale (Kumar et al. 2020).
Widespread research in literature categorises stock shrinkage
into four main categories: external theft, internal theft,
administrative errors and vendor dishonesty. These categories
have come to be known as the ‘four buckets” of shrinkage
(Beck 2017; Cannella et al. 2015; Ekegbo et al. 2018; Rekik 2011).
In this study, stock shrinkage is defined in relation to total
retail loss as proposed by Corsten (2013:20) and endorsed by
the efficient consumer response (ECR).

The typology by Corsten (2013:20) describes various causes of
stock shrinkage, including process variance, physical stock
losses, value variance and unknown losses contributing to total
retail losses. In this article, the researchers only focused on
physical stock loss as a cause of stock shrinkage and its effect on
retail profitability and sales volume loss. According to Kang
and Gershwin (2005) as well as Rekik, Syntetos and Glock
(2019), physical stock loss includes all forms of loss of products
available for sale, mainly because of damages, spoilage, internal
theft, shoplifting and burglary. The 2020 NRF report indicates
that the most common form of stock shrinkage reported by
retail organisations are those associated with physical losses
including internal and external theft (NRF 2020); hence, the
focus is on physical stock loss in the current study. Therefore,
the following aim and objectives have been formulated.

Aim of the study

The study aims to investigate the effects of stock shrinkage as
a cause of physical stock loss on the financial performance of
retail SMMEs in the City of Tshwane.

Objectives of the study
In support of the aim, the study intends to:

* test the hypothesised relationship between physical stock
loss variables and retail SMMEs’ profitability losses.

* test the hypothesised relationship between physical stock
loss variables and retail SMMEs’ sales volume losses.

In the article, the ‘Literature review’ section provides the
conceptual framework developed to address the hypotheses.
This is followed by the methodology, data collection method,
data analysis and ethical considerations. The remainder of
the article contains findings, recommendations, a conclusion,
limitations of the study and implications for future research.
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Literature review

Shrinkage in relation to financial performance

Total retail losses can be defined as ‘events and outcomes that
negatively impact a retailer’s profitability without making
any positive, identifiable and intrinsic contribution to
generating income’ (Beck 2016). Total retail losses can further
be sub-classified according to stock shrinkage and cash losses
(Corsten 2013:20). Cash loss refers to unaccounted money
because of improper cash handling, either intentionally or
unintentionally or as a result of collusion, which involves
employees and efforts from shoppers to get cash out of the
store (Balas & Keya 2019). Cash loss can thus be the result of
internal theft, external theft, errors or unknown reasons
(Corsten 2013).

Of interest in this study is the effect of stock shrinkage as a
cause of physical stockloss on retailers’ financial performance.
Financial performance relates to the company’s financial
condition over a period of time which includes the collection
and use of funds as measured by several indicators of capital
adequacy ratio, liquidity, leverage, solvency and profitability
(Fatihudin 2018). For this study, financial performance will
be measured in terms of profitability and sales volume,
where shrinkage percentage levels are determined by
dividing sales value loss by actual profits (shrinkage as a
percentage of profit) and sales volume loss by sales volumes
sold (shrinkage as a percentage of sales volume) (Choi,
Rabinovich & Richards 2019).

The conceptual framework in Figure 1 portrays physical
stock loss and its associated variables as a cause of stock
shrinkage. These variables are indicated to be directly related
to a retail business financial performance measured in terms
of profitability and sales volume targets.

Damaged stock

Stock damages occur at different levels of the supply chain;
for instance, stock can be damaged at the production facilities
during or after production or at the warehouse when
handling or storing takes place (Frei, Jack & Krzyzania 2020).
At the retail store, stock damages are common when products
are picked for merchandising or when stock is neglected
outside during bad weather. Examples include cartons of
stock being crushed by a forklift, fresh produce being bruised

Stock shrinkage

Financial performance

Physical stock loss

Damaged stock / Profitability loss

Stock spoilage
Internal theft
Shoplifting

Burglary H,

Sales volume loss

H, hypothesis.
FIGURE 1: Conceptual framework.



http://www.sajems.org

during handling or glass bottles getting smashed (Beck &
Peacock 2015). The result is that the expected sales revenue
from damaged stock cannot be realised as the stock is deemed
worthless (Choi et al. 2019). Although the value of damaged
stock may reflect any allowances received from suppliers or
income received from stock reclamation, the envisaged sales
income of the product cannot be realised because of a
decrease in the sales volume that affects profitability targets.
Moreover, additional costs are incurred through handling,
storage, shipping and disposing of the damaged products
(Vhenge 2016).

Stock spoilage

Stock spoilage refers to stock that has reached expiration
dates or has gone beyond the agreed temperature parameter
and is no longer fit for selling (Horo$ & Ruppenthal 2021). In
the retail industry, it is imperative that perishable stock
remains within fixed temperatures as exposure to extreme
temperatures during transit may reduce the shelf life of
products (Adedeji 2020). Apart from being obsolete or
decayed, decreased usefulness was also identified as a cause
for spoilage by Panda, Saha and Nandi (2012). Spoilage can
also be attributed to products not being sold on time because
of overstocking and neglecting to rotate accordingly
(Dengetsha 2004).

Furthermore, the Global Retail Theft Barometer (GRTB)
(2021:32) argued that while perishable products may be used
by retailers in the deli department before they spoil, this
approach does not necessarily yield the envisaged sales
targets. The effects of spoilage on a retailer’s customer base
can be lasting as apart from sales and profits being affected
and disgruntled customers may refrain from visiting the
store in the future because of a previous encounter where
spoiled products were noted or bought (Vhenge 2016).

Internal theft

This study is concerned with internal theft relating to stock
shrinkage, which refers to theft of merchandise by employees
of the retail store. While the broader definition of internal
theft relating to stock shrinkage includes cash losses, this
study will not be focusing on cash losses but rather
merchandise theft (Velandia-Bautista 2019). Researchers
(Ikurayeke, Konya & Ejo-Orusa 2019; Shukla 2018) distinguish
between various forms of internal theft by means of value.
Pilferage refers to the act of stealing small amounts or small
quantities of stock, which is regarded as ‘petty theft’ whereas
thievery relates to small things of low value or price to the
organisation that have been stolen by employees (Ikurayeke
et al. 2019:44). Although these scholars classified various
forms of internal theft by means of value, this study
holistically acknowledges internal theft as a source of stock
shrinkage ascribed to theft by the SMME retail employees,
regardless of the value or quantities. According to Bamfield
and Hollinger (2020), internal theft reaps off profits from
retail stores because sales generated from other products
must be used to compensate for losses from stolen stock.
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The 2014 GRTB conducted in 24 countries (including African
countries), among 222 retailers, revealed that shrinkage caused
by dishonest and fraudulent employees contributes around
43% towards the total loss of profits retailers experience (GRTB
2015). Thus, internal theft puts business viability at risk,
implying that jobs, including those of honest employees, are at
risk while the end consumer pays for a transgression through
price increases (Korgaonkar et al. 2021).

According to Boniface (2016), employee theft perpetrated by
managers, supervisors and floor employees causes the most
damage to retail annual sales losses. Failure to combat
employee theft through effective measures can lead to other
crimes in the workplace such as workplace violence and
shoplifting (Jensen, Cole & Rubin 2019). Moreover,
management may need to postpone business growth plans,
halting increased sales and profits (McGoey 2015).

Shoplifting

Shoplifting is a growing problem for all retailers. It refers to an
act of theft against a retailer committed during operating hours
by a person who appears to be a legitimate customer (Kibacia,
Kamau & Siror 2017; Ozascilar & Ozturk 2023). An item stolen
by a shoplifter from a retail store results in the business being
unable to sell that item, pay for the costs associated with the
acquisition of the product or account for any other expenses
related to stocking it such as rent and employee wages (Becerra,
Brynildsen & Korgaonkar 2022). The retail store thus ends up
with decreased profits, increased expenses, decreased revenue
and decreased sales (Hayes et al. 2019).

Ozaggilar and Ozturk (2023) add that legal claims from
wrongly accused shoplifters, or anyone harmed during
shoplifting incidents cut further into retail profits. Additionally,
retailers are negatively affected as investment on personnel
and equipment designed to detect and prevent shoplifting are
required (Abdelhadi et al. 2013). Shrinkage of stock caused by
shoplifting has long been a consistent and resilient problem in
the retail sector (Leisching & Woodside 2019). A proactive
approach to guide retailers against the loss of profit and sales
involves developing a clear understanding of the community,
the retail location, items most shoplifted and how competitors
are affected by external theft before embarking on any strategy
to combat shoplifting (Hayes et al. 2019).

According to Leisching and Woodside (2019), shoplifting is
regarded as one of the most commonly committed crimes in
modern society. Hence, the shoplifters are classified by their
experience such as semi-professional, professional or amateur
(Caputo & King 2015; Leisching & Woodside 2019). Of greater
concern to retailers is the impact that professional shoplifters
have on retail profits as opposed to theft committed by the
general public (National Retail Federation [NRF] 2015).

Scott (2023:13) describes professional shoplifters as those
shoplifters who are in the business of theft and stealing for a
living. In most cases, professional shoplifters are highly
skilled, hardest to identify and interested in high-demand
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easily resalable items. As such, they would use methods such
as dropping stock in bags, hiding stock in newspapers and
making use of false compartments in clothing items, while
others would ‘crotch-walk” items by placing stock between
thighs and walking out of the retail stores (Woodside &
Leischnig 2019). The indirect peripheral losses caused by
professional shoplifters on retail SMMEs are high.

Burglary

Burglary can be defined in the broader context of retail
crime (Van Der Walt, Jonck & Lange 2016). Burglary refers
to criminality and/or disorderly behaviour committed by
or against businesses and might be targeted against
employees, a single business owner, or part of a broader
pattern of crime which unfavourably impacts a number of
businesses in the same zone, or in the same geographic area
(Chamberlain, Boggess & Fisher 2022). In this section,
burglary is discussed as a form of retail crime that contributes
to stock shrinkage and deprives retailers of maximum
profits and sales.

A study by Nyathi (2022) identified burglary as one of the
constraints that hampers the sustainability of retail SMMEs.
In retail, burglars are tempted to commit a crime when a store
has insufficient overnight security and keeps stock in
containers that are left unattended. According to Saleemi and
Amir-ud-Din (2019), inadequate business policies and
disorganised accounting operations may lead to poor
inventory control which may invite burglars.

Retail businesses are reluctant to expand or employ more
employees because of crime-related losses such as burglary,
impacting upon annual turnover, thus, resulting in direct and
indirect costs associated with burglaries (Nyathi 2022). Direct
costs encompass fiscal losses as a result of stolen stock, while
indirect costs refer to losses as a result of repairs to damaged
windows, doors and locks (Lange 2014). Mahadea and
Khumalo (2020) establish that both direct and indirect costs
constitute a heavy burden for SMMEs in a South African
context.

The above variables relate to the holistic effect of physical
stock loss on retail financial performance; thus, the following
hypotheses were developed:

H,: Higher levels of stock shrinkage as a cause of physical stock

loss, positively relate to higher levels of profitability loss
within a retail SMME.

H,: Higher levels of stock shrinkage as a cause of physical stock
loss, positively relate to higher levels of sales volume loss
within a retail SMME.

Methodology

The study was empirical in nature and thus adopted a
quantitative research approach in the form of a structured
survey questionnaire with predetermined responses to choose
from. The approach allowed numerical quantification of
various factors of stock shrinkage as a cause of physical stock
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loss and the effect thereof on a retail SMME’s financial
performance. Furthermore, a positivist approach was followed
as hypotheses were generated and statistical analysis was
conducted to predict the relationship between physical stock
loss variables and retail SMMEs profitability and sales volume
losses.

Population and sampling

The target population of the study comprised of owners,
managers and owner-managers of SMMEs as they bear the
required financial knowledge of the SMME to respond to
the survey questions. The study relied on non-probability,
convenience sampling techniques. With non-probability
sampling, not all units of the population have an equal
chance of taking part in the study (Etikan, Musa & Alkassim
2016; Williams 2022). The researchers chose convenience
sampling for practical purposes as it involves the use of
respondents who are easily accessible or readily available
within the City of Tshwane Metropolitan Municipality
region (Etikan & Bala 2017; Pace 2021). Making use of non-
probability sampling techniques also presents the advantage
of reduced respondent sourcing time which served as a cost-
efficient measure (Berndt 2020). Respondents had to adhere
to the following list of delineation criterion in order to
partake in the study:

* Respondents should be from retail businesses classified
as SMMEs, thus employing less than 250 employees.

¢ The retail business’ annual turnover should not exceed 80
million rand or alternatively reflect a gross asset value of
6 million rand or less.

e All SMMESs should operate in the retail industry.

* Respondents should be owners, managers or owner-
managers of the retail SMME.

e All SMMEs should operate within the City of Tshwane
region.

The above delineation criteria were necessary to ensure that
the target population as defined in the study is adhered to
and to align the research topic with the overall objectives of
the study. Alist obtained from the City of Tshwane containing
businesses registered within the City’s business support
database was used as a sample frame. The sample frame
contained a population of 183 SMME retail stores. Based on
the convenience of the researcher and availability of the
respondents, respondents mainly situated in the Tshwane
Central Business District (CBD) as well as in the North and
West of Tshwane were approached to take part in the study.
This resulted in 130 respondents representing retail owners,
managers and owner-managers.

Data collection procedure

Primary data were collected using survey questionnaires,
which were hand-delivered to SMMEs across the City of
Tshwane to collect data from SMME retail managers, owners
and owner-managers. Items developed by Ekegbo et al.
(2018), Mabhungu (2017), National Retail Federation (NRF)
(2020) and Vhenge (2016) were adapted to form part of a
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single questionnaire for this study. To ensure that the targeted
population took part in the survey, section one of the
questionnaire related to the demographics of the respondents
and classification of retail SMMEs; this also helped the
researcher to determine the demographic profile of the
respondents as well as the profile of the represented retail
SMMEs.

The rest of the questionnaire contained closed-ended,
multiple-choice questions as well as 5-point Likert scales
with items ranging from 1 = ‘Not at all’ to 5 = “To a great
extent’. Information about physical stock loss and its effect
on retail financial performance was obtained. Damaged
stock, stock spoilage, employee theft, shoplifting and theft
through burglary were the physical stock loss factors
investigated. The respondents were further asked to indicate
the value of stock loss ascribed to physical loss and the
number of units lost. According to Leedy and Ormord (2019),
Likert scales allow the measuring of behaviour, attitudes,
perceptions or phenomena, while multiple choice questions
are applied because of their ease of implementation and their
efficiency in collecting and analysing data from large samples
of respondents (Merry, Elenchin & Surma 2021). Both of these
formats of questions are applicable to achieving the objective
of the study. The questionnaire was pre-coded using
numerical values at the design phase.

Validity and reliability

Validity expresses the degree to which the measuring
instrument measures what it intends to measure (Ahmed &
Ishtiaq 2021; Mellinger & Hanson 2020). Jameel, Shaheen and
Majid (2018) regard reliability as the ‘consistency and stability
of the findings to make accurate and stable measures in a
certain collection of items to yield interpretable statements
about individual differences’. According to Saunders,
Lewis and Thornhill (2009), assessing the validity of the
questionnaire forms part of the questionnaire development
process. The researchers, in particular, followed a systematic
process in the development of a questionnaire to ensure
acceptable validity.

A wide variety of sources on stock shrinkage, including
books relevant to the study, conference papers, academic
journal articles, prior these and studies, course materials and
other relevant sources of information appropriate to the
study were consulted to maintain validity. The above-
mentioned assessment aided the researcher in quantifying
what was assumed to be measured. Furthermore, respondents
for this study were chosen based on the overall objectives
and purpose of the research project. Retail SMME managers,
owners and owner-managers who are responsible for the
overall operations of the retail business and are aware of
stock shrinkage-related issues as well as their effects on retail
financial performance served as respondents for the study.
Prior to the actual data collection process, a pre-test was
conducted with eight respondents to ensure acceptable
validity of the data collection instrument. According to
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Zimbardo and Boyd (2014), validating a questionnaire
through a pre-test may result in reduced bias.

In order to ensure the acceptable reliability of the data collected,
the researchers had to consider the level of sampling accuracy
(Van Zyl & Pellissier 2017). Data were thus collected from a
sufficient sample size. Researchers have conceded that there
are no specific rules for determining the sample size (Gill
2020). A decision to take a sample too small could produce
misleading information about the statistical population,
imprecise statistics or a high probability of retaining a false
hypothesis. Instead, increasing the sample size improves the
precision of estimations and the power of statistical tests, but
will also increase its costs (Guerra-Castro et al. 2021).

Despite being a common method for testing the reliability of
an instrument, in the context of this study, Cronbach alpha
was not justified as the research instrument did not include
scales that measure the same underlying construct but aimed
at identifying specific areas that need to be attended to in
limiting stock shrinkage as a cause of physical stock loss
(Pallant 2020). The researchers rather made use of the split-
half method of assessing reliability in the context of producing
data stability. Chi-square test of independence was used to
test for significant differences between the two sub-sample
groups in the current study with the objective of determining
the reliability of the dataset. The results of the split-half
method in Table 1 showed a significance value of more than
0.05 supporting the notion of data reliability and stability.

Descriptive statistics and regression data
analysis

Descriptive statistics were used to summarise findings on
demographic data of respondents and characteristics of the
SMME represented. The effects of physical stock loss variables
on financial performance of retail SMMEs were provided,
revealing further data characteristics that needed further
understanding through regression analysis. During data
analyses and reporting on the regression analysis results, the
bi-variate correlations were firstly considered together with
evidence that suggests a linear relationship between the
independent and dependent variables, specifically physical
stock loss factors and financial variables. Secondly, the
researchers proceed to report on the significance of the entire
model, individual coefficients as well as the standardised beta.
Lastly, the researchers report on multiple regression, which
shows the overall strength between the independent variables

TABLE 1: Internal consistency reliability.

Physical stock loss Sig Hypotheses
Independent variable: Random split

Damaged stock 0.663 No
Stock spoilage 0.677 No
Internal theft 0.713 No
Shoplifting 0.504 No
Burglary 0.331 No
Approximate rand value loss 0.887 No
Approximate sales volume loss 0.269 No

Sig, significance.
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and dependent variables as well as the assumptions of
normality relating to the error term. In other words, the
researcher followed a model-building strategy that consist of
exploration, estimations and diagnostics.

Ethical considerations

This study was conducted in such a way that all standard
ethical guidelines, principles and procedures laid out by the
University’s Research Ethics Committee were adhered to as
specified by the ethical approval obtained prior to conducting
the study. Ethical clearance to conduct this study was obtained
from the Tshwane University of Technology, Faculty of
Management Science, Research Ethics Committee (reference
no.: FCRE2021/FR/06/003-MS(2)). Permission was also
requested from retail owners, managers and owner-managers.
Respondents were informed that participation in the study was
voluntary and were requested to sign consent forms indicating
voluntary participation and the right to withdraw with no
implications. All respondents were informed about the purpose,
benefits and risks associated with the study. Responses obtained
from respondents were used only for the study, and
confidentiality and anonymity are guaranteed by not disclosing
any names of respondents or their respective organisations.

Results and discussions

This section details the descriptive demographic information
of the respondents as well as the characteristics of retail
SMMEs that took part in the study and it also depicts
regression analysis findings, interpretation and whether the
hypothesis was accepted or rejected. Physical stock loss
variables affecting profitability and sales volume loss are also
provided.

Descriptive statistics

The descriptive results of the demographic characteristics of
respondents as well as the classification of retail SMMEs are
set out in Table 2.

A total of 183 retail SMMEs were identified from the sample
frame provided by the City of Tshwane. Questionnaires were
distributed to retail SMMEs situated in Tshwane CBD, north
and west and one hundred and thirty (N = 130) usable
questionnaires were derived from retail SMME owners,
managers and owner-managers. Taking into consideration
the sample frame as well as the returned questionnaires, a
response rate of 71% was obtained.

As shown in Table 2, the majority of the respondents hold a
senior certificate (44.6%; n = 58) or gained tertiary qualifications
up to NQF level 7 (47.7%; n = 67). The highest percentage of
respondents fulfil the role of owners 38.5% (n = 50), followed
by 36.9% (n = 48) of managers, with only 24.6% (n = 32) of the
respondents being owner-managers. The results revealed
that most respondents (75.4%; n = 98) who took part in the
study represented micro enterprises employing up to 10
people. With no respondents representing SMMEs with more
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TABLE 2: Demographic profile of respondents and retail small, medium, and
micro retail enterprises represented.

Demographic of respondents and retail SMMEs Sample size %

represented

Level of education

National Senior Certificate 58 44.6
Advanced Certificate/Diploma (NQF level 6) 34 26.2
Bachelor’s Degree (NQF level 7) 28 21.5
Honours Degree/Post Graduate Diploma (NQF level 8) 9 6.9
Master’s Degree (NQF level 9) 1 0.8
Doctoral Degree (NQF level 10) 0 0.0
Employee position at work

Owner 50 38.5
Manager 48 36.9
Owner-manager 32 24.4
Number of employees apart from the owner

0 20 15.4
1-5 48 36.9
6-10 30 23.1
11-50 28 21.5
51-100 4 3.1
101-200 0 0.0
201-250 0 0.0
Type of retail store

General retail store 43 331
Speciality store 24 24.6
Liquor store 28 21.5
Spaza shop 35 26.9
Other 0 0.0
Company size by annual turnover

< R500 000 36 27.7
R500 001 — R1 000 000 32 19.2
R1 000 001 — R10 000 000 24 18.5
R10 000 001 — R20 000 000 22 16.8
R20 000 001 — R39 000 000 14 10.8
R39 000 001 — R80 000 000 2 1.5
Company size by gross value

<R200 000 50 38.5
R200 001 — R500 000 37 28.5
R500 001 — R1 000 000 12 9.2
R1 000 001 — R3 000 000 10 7.7
R3 000 001 — R6 000 000 21 16.2

NQF, National Qualification Framework.

than 100 employees. General retail stores were most
represented (33.1%; n = 43) among the retail categories that
took part in the study. The majority (87.7%; n = 114) of the
respondents represented micro enterprises, generating an
annual turnover not exceeding 20 million rand and a gross
asset value of (67.0%; n = 87) up to half a million rand. Table 3
reflects the percentage distribution of the effects of stock
shrinkage as a cause of physical stock loss on the financial
performance of retail SMMEs.

Half of the respondents (50.0%; n = 65) confess that
damaged stock affects the financial performance of the
retail SMME a lot. According to the results, all retail
SMMEs suffer losses because of damaged stock. The
majority of respondents indicated that stock spoilage
(63.9%; n = 83) and internal theft (69.2%; n = 90) affect the
financial performance of retail SMMEs somewhat to a lot.
Only 3.8% (n = 5) of respondents indicated not to be
affected by spoilage, these could be retail SMMEs that do
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TABLE 3a: Descriptive analysis on the effects of stock shrinkage as a cause of physical stock loss on the financial performance of retail small, medium and micro retail

enterprises.

Physical stock Not at all Very little

Somewhat

Alot To a great extent

loss
n % n %

n

% n % n %

To what extent, does the following stock shrinkage factors affect your retail store’s financial performance?

Damaged stock 0 0.0 20 15.4
Stock spoilage 5 3.8 34 26.2
Employee theft 4 3.1 27 20.8
Shoplifting 7 5.4 42 323
Theft through 15 12.3 64 49.2
burglary

36
40
46
37
27

27.7 65 50.0 9 6.9
30.8 43 S 8 6.2
354 44 33.8 9 6.9
28.5 38 29.2 6 4.6
20.8 20 15.4 4 2.3

TABLE 3b: Descriptive analysis on the effects of stock shrinkage as a cause of physical stock loss on the financial performance of retail small, medium and micro retail

enterprises.

Average rand < R50 000 R50 001 - R100 000 R100 001 - R200 000 R200 001 - R500 000 2 R500 001
value loss n % n % n % n % n %
What was the approximate rand value loss because of physical stock loss during the indicated financial year?

2020 59 45.4 18 13.8 15 11.5 16 13 22 16.9

TABLE 3c: Descriptive analysis on the effects of stock shrinkage as a cause of physical stock loss on the financial performance of retail small, medium and micro retail

enterprises.

Average sales <100 101-200 201-500 501-1000 21001
volume loss n % n % n % n % n %
Indicate the approximate sales volume loss because of physical stock loss

2020 15 11.5 23 17.7 22 16.9 22 16.9 48 36.9

not sell perishable goods or those that succeed in
implementing methods to combat the effect thereof well in
advance such as marking down the items on the sell by
date to get rid of it. Similarly, 3.1% (n = 4) of respondents
represented retail SMMEs that are not affected by internal
theft at all, this might be those retail SMMEs that do not
have any other employees in the business apart from the
owner.

Shoplifting together with burglary forms part of the broader
category of external theft, which constitutes stock shrinkage.
Although the results contradict that of a study conducted by
Singini (2020) that the South African retail sector is highly
prone to burglary-related crimes, it is encouraging to note
that almost half (49.2%; n = 64) of retail SMME owners,
managers and owner-managers surveyed are of the view
that burglary is not a major financial loss contributory factor
in retail SMMEs. However, 57.7% (n = 75) of retail SMMEs
representatives conceded to be affected by shoplifting
somewhat to a lot. Less than 10% of the respondents
indicated that physical stock loss variables affect the
financial performance at their retail SMME to a great extent.
Almost 50% (45.5%; n = 59) of respondents attributed losses
equal or less than 50 000 rand to physical stock loss variables,
while 36.9% (n = 48) of the respondents suffered a loss of
over 1000 units in their retail SMMEs because of physical
stock losses.

Multiple regression analyses

Based on the assumptions of multiple regression analyses
(Hair et al. 2014), the regression analysis was confirmed as
appropriate to analyse the data. Multicollinearity concerns
were waved as the variance inflation factor (VIF) was less
than 10. Multiple regression analysis was conducted to test
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the hypotheses developed for the study. When evaluating
the model, all variables were added in predicting the effect
of stock shrinkage as a cause of physical stock loss on the
financial performance of retail SMMEs. The researchers
considered the R-squared which indicates how much of
the variance in the respective dependent variables is
accounted for by the predictors in the model (Kumari &
Yadav 2018). The standardised coefficient beta which
indicates which independent variables account for the
strongest unique contribution to the dependent variable, is
also reported. Most importantly, the p-values are checked
for statistically significant relationships (p < 0.05) between
the individual predictor variables and the respective
dependent variable (Plonsky & Ghanbar 2018).

The R-square value indicates that 31% of the variance in rand
value loss can be attributed to physical stock loss variables.
As shown in Table 4, the analysis further revealed that stock
spoilage (p = 0.011), internal theft (»p = 0.015) and shoplifting
(p = 0.046) have a statistically significant relationship with
profitability loss, as the p-values were below the level of
significance (p <0.05). The results did not detect a statistically
significant relationship between damaged stock (p = 0.092)
and burglary (p = 0.446) with profitability loss. Thus,
hypothesis H, is accepted in the following manner:

H,: Higher levels of stock shrinkage as a cause of physical stock
loss, specifically because of stock spoilage, internal theft and
shoplifting positively relates to higher levels of profitability
loss within a retail SMME.

It is also worth noting that while the literature identified
internal theft as the biggest stock shrinkage factor in retail
businesses (GRTB 2015), in the context of this study, stock
spoilage (# = 0.220) showed the highest standardised beta
coefficient, followed by employee theft (f = 0.212) and
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TABLE 4: Regression analysis on physical stock loss.

Physical stock loss Average rand value loss Average sales volume loss

Sig Beta Sig Beta
Damaged stock 0.092 0.151 0.126 0.119
Stock spoilage 0.011 0.220 0.000 0.217
Internal theft 0.015 0.212 0.000 0.317
Shoplifting 0.046 0.183 0.018 0.190
Burglary 0.446 0.065 0.040 0.152

Sig, significance.

shoplifting (£ = 0.183). This might be because of the fact that
15.4% (n = 20) of the respondents in this study are the owners
of retail SMMEs who do not employ any other people within
the business, thereby eliminating the potential of employee
theft within those enterprises. It is concerning that in a recent
study by Song and Li (2022), it was revealed that along with
external theft, internal theft result in at least 74.7% of stock
shrinkage. Thus, it is compromising the future sustainability
of the retail business (Peters & Maniam 2016). The level of
internal theft in retail businesses remains problematic as
confirmed in the current study and can perhaps be attributed
to the fact that employees who should be preventing stock
shrinkage are often the perpetrators of theft in retail stores
(Eminue et al. 2019:43).

Considering the findings identifying stock spoilage as the
biggest contributor to profitability loss, this study is in line
with that of a study investigating stock shrinkage and stock-
outs in retail stores wherein Marques and De Carvalho (2021)
revealed that stock spoilage is one of the largest contributors of
stock shrinkage. Results explain the financial losses retailers
suffer because of expired stock. Shoplifting (5 = 0.183) and
damaged stock (# = 0.151) had the lowest standardised beta
coefficient values. It is widely recorded in research that
shrinkage of stock caused by shoplifting has long been a
consistent and resilient problem in the retail sector (Leisching &
Woodside 2019). This notion is shared by the results of this
study which proves that shoplifting continues to significantly
threaten the sustainability of retail SMMEs.

With reference to H,, the R-square value reveals that 47% of
the variance in sales volume loss can be attributed to physical
stock loss variables. All variables except damaged stock
(p = 0.126) have a statistically significant relationship with
sales volume loss. Therefore, hypothesis H, is accepted as
follows:

H,: Higher levels of stock shrinkage as a cause of physical stock
loss, specifically because of stock spoilage, internal theft,
shoplifting and burglary positively relates to higher levels of
sales volume loss within a retail SMME.

In addition, the standardised beta coefficient showed that
internal theft (f = 0.317) is the strongest predictor of sales
volume loss followed by stock spoilage (f = 0.217) and
shoplifting (8 = 0.190). These results are consistent with the
results of Boniface (2016) who stated that internal theft
imposes a detrimental effect on retail financial targets. Some
researchers (Kiprugut, Mwangi & Mwaeke 2021) have stated
that shoplifting continues to be a major source of loss in retail

Page 8 of 11 . Original Research

http://www.sajems.org . Open Access

businesses, despite the introduction of many new and
advanced technologies aimed at minimising it. It is further
noted that the rate and severity of shoplifting have not
subsided in the past few decades. Burglary (5 = 0.152)
recorded the lowest standardised beta coefficient, implying it
being the weakest predictor of sales volume loss within retail
SMME:s.

Conclusion, limitations and future
research

The main objective of the study was to investigate the effects
of stock shrinkage as a cause of physical stock loss on the
financial performance of retail SMMEs. The findings
established that while all hypotheses were found to be
statistically and partially significant, variables such as
burglary and damaged stock realised a statistically
insignificant relationship with profitability and sales volume
loss. Based on the beta coefficients, stock spoilage is the
strongest predictor of profitability loss and internal theft
being the strongest predictor of sales volume loss. It is
recommended that retail managers and owners enforce stock
rotation policies that will enable merchandisers to draw stock
from the backup based on expiry dates. A close eye must also
be kept on short-dated stock delivered by suppliers. To deter
employees from stealing stock, the introduction of meals and
discounts can help reduce employee tardiness.

The utilisation of the correct security tools such as a
combination of CCTVs, electronic article surveillances (EASs)
and security personnel may prove to be more effective in
dealing with shoplifting. Retailers can also opt for cost-
efficient measures such as keeping the stores well lit. Posting
rules and measures that the store takes when dealing with
shoplifting incidences may alert shoppers that prosecutors
will be dealt with and might be enough to deter shoplifters.
An interesting contribution derived from the findings is that
losses in profitability are not equitable to losses in sales
volume. The article contributes managerially by shedding
light on physical stock issues which can threaten the financial
sustainability of a business.

Taking into consideration the identified contributions of
the study, the research is not free from limitations. Firstly,
data were collected from SMMEs operating in the CBD,
Tshwane West and North, neglecting the East and South of
Tshwane because of limited financial resources and time
constraints. Secondly, data collection was paper-based and
did not include any electronic form of data collection.
Adequately resourced researchers should consider
extending the study into the remaining areas of Tshwane or
the province.

Thirdly, this article only focused on the influence of physical
stock loss on the financial performance of SMMEs. Future
research can also explore the influence of process variance,
value variance and unknown loss to retail losses. Lastly, this
study explored stock shrinkage from retail SMMEs,



http://www.sajems.org

these included spaza shops, liquor stores, general retail
stores and specialty stores. There is a need for researchers
to adopt a more focused approach and investigate stock
shrinkage from each specific type of retail store. We suggest
more research into liquor stores and specialty stores as both
of these store groups were least represented.
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