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ABSTRACT — In this paper, we study how stock-outs influence consumer-purchasing behavior for new or
innovative products with unknown quality. Stock-outs can contain information about the propensity of other
consumers to purchase the product. For consumers that are imperfectly informed about the product quality, a stock-
out may convince them to buy. Even though a stock-out may generate the "buzz' that the product quality is high,
increasing the consumer's willingness to buy, stock-outs lead to lost sales. Hence, creating buzz through stock-outs
is tricky. We analyze a model in which potential consumers observe privately a noisy signal of the product quality as
well as the number of retailers that is out of stock within a set of retailers from which he can buy. We study how the
number of observed stock-outs impacts the consumer purchasing behavior and the realized sales. We show how
asymmetric inventory allocation to ex ante identical retailers may increase the expected satisfied demand compared
to symmetric inventory allocation: When the retailer with lower inventory stocks out, the other retailer does not only
take the base demand of the out of stock retailer, but, also takes the extra demand triggered by the stock-out. We
show that taking strategic consumer reactions to stock-outs into account may lead to the counter-intuitive
phenomenon. Finally, we discuss the managerial implications of taking strategic consumer purchasing behavior into
account.
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