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This research addresses a development of a shelf-space allocation and inventory model
for goods in a retail store. The model is considered under space limitation. To determine an optimized
policy, the profitability of the assignment shelf-space allocation and inventory policy (PA) is
maximized. A PA is a difference between a gross profit and an inventory cost. The proposed model is
applied for two types of goods, type A and type B. Type A means goods that its sale volume effected
by changing space allocation policy. Type B means goods that changing a space allocation policy has
no effect on its sales volume. The lot size system as the inventory management policy is employed for
both types of goods.

The proposed PA model is applied to the illustrative retail store. The target samples are
four brands of 200-gram detergent product. Three key parameters in the model are direct shelf-space
elasticity, cross shelf-space elasticity and average sale volume of samples. These parameters are
estimated by the statistical method. The optimized policies for shelf-space allocation and inventory
management can be obtained by a complete enumeration method. This retail store should improve
profit by 6 %3 if change the shelf-space allocation and inventory policy as suggested by the model.
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