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April 9, 2006

CONSUMED

Misses and Hits

By ROB WALKER

Big Lots

Is the marketplace perfectly efficient? If producer supply and shopper demand always synched up 
just right, then perhaps there would be no reason for a chain like Big Lots to exist. Big Lots has 
about 1,400 locations around the United States and revenue of $4.4 billion in its most recently 
concluded fiscal year. The chain specializes in "closeouts." There are many kinds of closeout 
merchandise, but what this often means in practice is that unlike a store that tries to figure out 
where the demand is and get the proper supply in stock to meet it, Big Lots starts with supply and 
seeks demand.

Late last year, for example, Big Lots offered 20-inch Huffy Chopper bicycles for about $60 (or even 
$50, during holiday-season sales). When Huffy manufactured the bikes, the idea was that they 
would be sold at retailers like Wal-Mart and Kmart for a price closer to $100. But Huffy has had a 
very rough ride in recent years. (It re-emerged from bankruptcy in 2005.) "They had large 
quantities of this product on hand," says John Martin, Big Lots' executive vice president for 
merchandising, "but it was being discontinued by the retailers who had stocked it." Big Lots had 
never offered bicycles in large quantities before but bought half the 35,000 bikes to see what would 
happen. They "blew out" the doors, Martin says. So the chain bought the rest of the bikes and put 
them on sale in March. 

About half of the typical Big Lots selling floor is given over to closeouts like those Huffy bikes, each 
one offering a particular narrative on the imperfections of the marketplace. Sometimes the chain 
cuts a deal with a middleman who has acquired, say, production overruns of Lee jeans. Or it buys up
"reconditioned" products, like Dyson vacuum cleaners that have been returned to the manufacturer 
("usually just buyer's remorse," Martin maintains). Sometimes merchandise has to be liquidated 
simply because of a packaging alteration (either a new design, or even, as when Procter & Gamble 
bought Gillette not long ago, changes to the Universal Product Code numbers). Another recent 
example involved a few hundred thousand lampshades, made by a firm called Alsy Lighting, and 
intended for sale at places like Target and Bed Bath & Beyond, at retail prices in the $9 to $20 
range; those stores were shifting their mix of product styles, so the shades ended up at Big Lots, 
priced between $3 and $7. 

While this makes for an adventurous business model, it would seem to create a frustrating shopping
experience. The chain advertises specific deals, but of course those deals are always short-term: the 
closeout offerings change constantly, and if you show up looking for a bike or a pair of jeans, you're 
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unlikely to be satisfied with a lampshade, no matter what the price. But according to Martin, about 
80 percent of Big Lots shoppers show up with no shopping list at all; they are just browsing for 
bargains. Many, he adds, consider themselves "treasure hunters."

It makes sense, then, that Big Lots does not play down the notion that it specializes in merchandise 
that basically needs to be discarded for one reason or another. Signs in the store suggest that a 
"closeout" is an exciting thing to have access to. And a television ad for the chain shows a pair of 
"bargain shoppers" browsing, and one marvels: "You know what? These are only 18 bucks, they're 
usually 32." You can't see what "these" are, but it doesn't really matter. Big Lots doesn't sell 
products; it sells bargains.

While the specific products coming into the stores vary, Martin says, Big Lots doesn't worry too
much about always having something to sell — whether the economy is booming or flailing. "There
are always misses," he observes. And presumably, there are always shoppers willing to believe that
those misses might actually be treasures. If supply and demand are mismatched on the first try, it's
inevitable that there will be another try, and then another, until a match is made. This is how the
marketplace converts, say, a lampshade from a must-liquidate style in one context to a must-have
bargain in another. All of which, of course, means that the existence of Big Lots is not evidence of
the marketplace's failures but of its efficiency.
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