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Understanding the Metric
WHAT IS GROSS MARgiN RETURN 
ON INVENTORY? 

Gross margin return on inventory, or GMROI, is a percentage 
you can calculate using your sales and inventory numbers to 
determine what your margin is for every dollar you spend on 
products. You can use GMROI to assess store, department and 
product line profitability and identify areas in your business where 
you can make improvements to increase your return.  

To calculate your GMROI percentage, divide your gross margin 
dollar value by your at-cost inventory value, and then multiply 
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HOw CONNOLLY’S USES gmROi
Looking at gross margin return on inventory (GMROI) is part 

of Michael Connolly’s routine. The owner of Connolly’s Do it Best 
Hardware & Rental looks at the percentages monthly, pulling 
individual numbers for each of his four stores, as well as breaking 
out department data to check on performance. 

GMROI helps Connolly identify underperforming departments or 
product lines and then find areas where he can boost margins by 
changing his product offering or prices. 

“It’s a starting point, but it’s also a gauge that you hope to get to 
an end point,” he says.

Connolly relies on the accuracy of his staff’s daily and weekly 
business tasks, such as taking inventory and making sure shipments 
are correct when the stores receive them, to ensure the GMROI 
numbers he looks at are as valuable as possible. 

When he uses GMROI to identify a potential problem department 
or product line, he can look at dead items and inventory turns, check 
his cooperative’s recommended pricing and do his own competitor 
price shopping. He and his employees have worked hard to keep 
inventory evolving and improving.

“Hardware is an inventory intensive investment,” he says.  
“You want to have the right inventory and the right product counts, 
so you’re not missing sales. We’re constantly trying to have the 
right items, the right selection.”

BEcOmiNg PART OF THE ROUTiNE
Connolly has made changes based on what he’s learned from 

GMROI, and he has seen results. Taking a close look at product areas, 
such as tape measures, adhesives, gas cans and utility knives, has 
revealed opportunities to cut SKU counts by 10 to 25 percent, he says.

“We’re doing it on an ongoing basis now. In a few categories of 
merchandise that we have changed, we’ve noticed that we’re saving 
ourselves a lot of inventory dollars by reducing our product offering,” 
he says. 

He noticed, for example, that his stores were carrying multiple 
manufacturers’ versions of the same tape measure. 

He replaced some name-brand tape measures with private-label 
brands, which now earn him higher margins. He also decreased the 
number of different tape measures he stocks, while keeping the 

must-have items from popular brands and continuing to offer a similar 
variety of sizes and price points. Those changes have helped improve 
sales while cutting back on Connolly’s inventory investment.

THE RESULTS
The results include higher inventory turns for a smaller number 

of products and simpler orders because Connolly Do it Best stores 
are stocking fewer total SKUs. In addition, Connolly can order ahead 
better because he can buy larger quantities of fewer products.

He has also made his employees’ jobs more efficient because they 
don’t have to keep track of or display as many different products.

Plus, Connolly’s assortment looks neater and is easier for 
customers to shop because they aren’t confused by a vast array of 
nearly identical products. That has helped improve sales, he says. 
“It’s a game,” Connolly says. 
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