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June 9, 2023
Representative Andy Biggs Representative Sheila Jackson Lee
Chair Ranking Member
U.S. House Committee on the Judiciary UJ.S. House Committee on the Judiciary
Subcommittee on Crime and Federal Subcommittee on Crime and Federal
Government Surveillance Government Surveiliance
Washington, DC 20515 Washington, DC 20515

Re: June 13, 2023 House Judiciary Subcommittee on Crime and Federal Government
Surveillance Hearing: The Rise in Organized Retail Crime and the Threat to Public Safety

Dear Chair Biggs and Ranking Member Jackson Lee:

On behalf of the Computer & Communications Industry Association (“CCIA"), T write to
provide policymakers with data and analysis to help inform consideration of policy questions
related to organized retail crime. Numerous CCIA members operate in the retail industry and
consider organized retail crime to be a persistent challenge their businesses face. CCIA
requests that this statement be included in the record of the hearing scheduled for June 13,
2023.

Retail inventory shrink (“shrink”) is a longstanding challenge retailers face. For decades,
retailers in the aggregate have lost inventory amounting to about $1.40 per $100.00 in total
retail sales (plus or minus a few dimes). For years, about 37% of this shrink has been attributed
to external theft. One subcategory of external theft, “Organized Retail Crime" (“ORC™), has for

_years been estimated at about $0.07 per $100.00 in retail sales. While ORC accounts for only
about 5% of total retail inventory shrink, the narrow margins in the highly competitive retail .
industry give retailers reascn to pay attention to every source of shrink. ORC has attracted
particular attention in recent years as a shrink source that could be mitigated by better
resources for law enforcement and prosecutors to work with retail businesses to pursue
criminals.

1CCIA is an internationad, not-for-profit trade association representing a broad cross-section of technology and
comrmunications firms. For more than 50 years, CCIA has promoted open markets, open systems, and open
networks. CCIA members employ more than 1.6 million workers, invest more than $100 biltion in research and
development, and contribute trillions of dollars in productivity to the global economy. For more, visit
www.ccianet.org.
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I Introduction

The retail industry is extremely competitive, and margins are often small. Retailers have to
carefully manage costs like inventory “shrink.” Shrink is the term retailers use to describe
inventory losses from any cause—everything from shipping and storage mistakes to shoplifting
to ringing up the wrong item at the register. Sources of inventory shrink are commonly
categorized as process/control failures, employee/internal theft, external theft, and unknown
or other. External theft encompasses multiple subcategories, such as organized retail crime
{(“ORC"), as well as shoplifting.

The definition of organized retail erime, the focus of this hearing, differs somewhat depending
on the source. However, it is generally agreed that organized retail crime is a category distinct
from shoplifting, characterized by multiple individuals with some connection to organized
crime engaging in retail theft at scale on a repeated basis or at multiple locations, primarily for
the purpose of resale rather than personal use.? The boundary between organized retail crime
and repeat shoplifting can be somewhat imprecise, however, and the two activities can be
conflated by researchers attempting to estimate trends due to differing definitions and
incomplete knowledge of perpetrators’ habits and organization or lack thereof.? Both organized
retail crime and shoplifting are long-term chalienges retail businesses face, and it is possible
current figures are not accurately capturing the distinction between them.,

When tracing organized retail crime trends across time, it is important to keep in mind a few
considerations: Aggregate data tends to be less noisy than primary category data, which tends
to be less noisy than subcategory data. This is especiatly true with retail inventory shrink data:
the overall aggregate data can, in principle, be measured precisely by an audit of inventery
against accounting records. Estimating the division of shrink among primary category sources,
such as process/control failures versus external theft, versus internal theft, versus
unknown/other, is inherently less precise. Some guesswork is involved, and a significant
fraction of shrink remains ascribed to “unknown” sources.

? Seg, e.g., Nationa! Retail Federation, Organized Retail Crime,
hitps://nr.com/advacany/nolicy-issuesiarganized-retail-crinmg (last accessed June 9, 2023).

* 5am Dean, Retailers say thefts are at crisis level. The numbers say otherwise., Los Angeles Times (Dec. 23, 2021),
https v tatimes,comy/husiness/storyf 2021 -12-15/ordanized-ratalli-theft-crime-rata, See also Amanda Mull, The
Great Shoplifting Freak-Out, The Atlantic (Dec. 15, 2021},

Rttga ey theatiantic com/healih/archive/2021/12/shoplifting-holiday-theft- panic/6 211 08/; Gabrielle Fonrouge,
Not just shoplifting: Here's why companies say retail theft is such a big deal, CNBC {May 31, 2023), .
https:fwww. onbe.com/2023/05/31 whal-are-retail-shrink-and-organized-retaii-cime hind,
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Allocating sources of shrink further to subcategories with somewhat imprecise definitions,
such as organized retail crime versus shoplifting, inherently involves much more guesswork
and extrapolation from smaller sample sizes, and is much naisier. As a result, subcategory
estimates such as those for organized retail crime or shoplifting should be checked against
trends in less-noisy higher categories, such as external theft as a whole. More work should be
done to clear the noise from these subcategories.

1I. Total Retail Inventory Shrink

The National Retail Federation’s (“NRF”) annual National Retail Security Survey {"NRSS5")is a
commonly referenced source of retail industry data on retail inventory shrink and its causes.
The data in the NRSS show that inventory shrink has been relatively flat since the mid-2000s.
Average total retail inventory shrink in 2021, which accounted for 1.4% of retail sales, is

consistent with prior measures from 2018, 2016, 2015, 2014, and 2009, and lower than 2020,
2019, 2010, 2008, 2006, and 2005.* In short, retailers have long lost, on average, about $1.40

of inventory per $100 of retail sales, and there has been neither a significant improvement
across the past few decades, nor a significant worsening. See Figures 1 and 2 below, which
show historical estimates from NRF NRSS reports. :

4 National Retail Federation, 2022 Natioral Retail Security Survey (2022},

mitpsfodnnrf com/sites/defauliffites/ 2022 -09/National% 20Retal% 2 0Security% 205urvey % 200 danized % 20Ret

a

L2 20CHme% 202022 idf,
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Figure 1: NRF Average Retail Shrink
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Figure 2: NRF NRSS Detailed Inventory Shrink Percentage Data for 2016-2021
Figiuree 10, lnventory Shrink Pereentage Caleulated at Hetuil
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III.  The Share of Retail Inventory Shrink Attributable to External Theft

The share of retail inventory shrink attributable to external theft — the category that includes
ORC — has been flat or declining since 2015. Around 37% of total shrink in 2021 was due to
external theft, compared with 39.3% in 2016 and 38% in 2015.% See Figures 3 and 4 below,
which show sources of shrink as reported in NRF NRSS reports. As the April 2023 NRF report
on ORC acknowledged, there are deficiencies in the availability of consistent and consolidated
data regarding ORC.® While I address ORC estimates in the next section, I would like to
highlight the recognized shortcomings of the currently available data on ORC-specific losses.
Policymakers may benefit from near-term efforts on improving data coliection related to ORC
to better inform any longer-term policy responses to ORC.

Figure 3: NRF 2021 Estimated Sources of Retail Inventory Shrink
Figuve TLFY 2021 Tnventory Shrink by Souree

ke dos s A8
Other sources 1.2% 7\

Employee/internal theft 28.5%

5 Compare id. with National Retail Federation, 2018 National Retail Security Survey (2018),
nttns:doednnrf.comy/sites/detauit/Hles/2018-10/NRE-NRSS-Industry-Resealch-Survay:2 0i8.ndi.

& National Retalt Federation, Grganized Retail Crime: An Assessment of a Persistent and Growing Threat {Apr. 2023),
httns://ccin.nn“com!gitesfciefault/ﬁEeaf'2023-OA]N!¥F~K20e'danézedReiaéECrimeReDortFinaipdf.
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Figure 4: NRF 2015-2017 Sources of Retail Inventory Shrink

Source of Inventory Shrinkage (Average
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IV.  The Share of Retail Inventory Shrink Attributable to ORC

The NRF has estimated that in 2019 and 2020, ORC-related loss amounted to between
$700,000 and $720,000 per $1 billion in retail sales, which is about a $0.07 loss to ORC per
$100.00 in retail sales.” This compares to about $1.60 in total retail inventory shrink per
$100.00 in retail sales in the 2019 and 2020 data. Consequently, I estimate that ORC
accounted for about 4.5% of total retail inventory shrink in 2019 and 2020. Using the 2020
NRF estimate of $720,000 in ORC per $1. billion in retail sales, scaled up by the U.S. Census

7 Nationai Retail Federation, NRF 2020 Organized Retail Crime (2020},
h%1;}si]!cdn.nrf(com/sitesfdefaLilt/fiies/202()-1L2f20’ZO%?,OOManized%20Retail"uZOCI'lme%'Z{)Survev 0.ndl
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estimate of $5.57 trillion in total retail sales in the United States in 2020, I estimate 2020
United States ORC-related losses at $4 billion in total.® I caveat this estimate with a reminder
that currently available estimates of ORC-related losses are known to be deficient with respect
to consistency and consolidation,

While $4 billisn may sound smalt compared with $5.57 trillion (85,570 billion) in total U.S.
retail sales in 2020, the intense competition in retail means that such figures have to be taken
seriously. For context, ORC is a smaller driver of retail inventory shrink than the widespread
adoption of self-checkout machines in many stores,” but ORC was the third-highest risk and
threat priority for retailers in 2021, just below non-ORC external theft (e.g., shoplifting).
Narrow retail margins mean that retailers would benefit from increased assistance from law
enforcement and prosecutors in combating ORC. The NRF's ORC survey estimates have varied
slightly across time but remained range-bound, and reached their all-time peak in 2018, See
Figure 5 for ORC estimates from NRF Organized Retail Crime surveys covering 2016-2020 —
the most recent five years for which such data is publicly available. Estimates of ORC were
somewhat lower in 2019 and 2020 than in 2018. In principle, ORC could have risen following
the most recent data point in 2020, but such data does not appear to be publicly avalilable.

85t L ouis Federal Reserve database, Retail Sales: Retail Trade, hitps: /s stloilisfed org/series/MRTSSMA 4000USS
{last accessed June 9, 2023).
? adrian Beck, Self-Checkout in Retail, ECR (2018}, hitps imww.ecrinss com/researsi/seli-gheckout-researclh,
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Figure 5: NRF ORC Loss Estimate per $1 hillion in Retail Sales, By Year
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V. Correcting the Record on Erroneous Claims Made About ORC

It is important for policymakers to have accurate data as they work with the retail industry to
address issues like ORC. Consequently, I would iike to call out a few widely repeated misuses
of data to ensure they do not confuse policymakers or the public.

For example, the Retail Industry Leaders Association (“RILA”) has claimed that “ORC costs
American retailers over $69 billion per year.”*® However, the 2021 RILA study on the subject
produced an estimate of retail tosses from any crime, including employee or internal theft,
ordinary shoplifting, and ORC, and thus the $68.9 billion figure was not an ORC estimate.”
Moreover, the methodology of the RILA study was extremely questionable: “This analysis is
based on detailed data on retail theft in 2018/2019 provided by five major interstate retait

10 Retail Industry Leaders Association, Organized Retaif Crime, Counterfeits and Marketplaces,

miiossaenarila.org fretail-works-for-all-of-us/ensuring-a: afe-sustainable-future/organized-retall-ciime-counterfe
its-miarkeinlaces {(last accessed June 9, 2023).

1 Retail Industry Leaders Association, Study: Retail Theft Balloons to Over $68 Billion (Nov. 2021),

fitps fiwww. rilaorg/focus-arsas/public-poticy/study-retail-theft-ballggns-to-over-68-billion,
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companies.”*? In other words, the underlying survey was only of five retailers, whose resuits
were then extrapolated to the entire retail industry. Five retailers is a tiny sample size to draw
industry-wide estimates from, and the choice to only include “major interstate retail
companies” suggests an extreme selection bias. Moreover, if major interstate retail companies
suffer higher rates of theft than other retailers, then extrapolating from the theft data of five
such retailers to the entire retail industry, including independent retailers and state-specific
retail chains, is an invalid approach and will produce significant overestimates.

The Los Angeles Times covered a related misuse of data, reporting in 2021 that California
Retailers Association (“CRA”) President Rachel Michelin claimed “that in San Francisco and
Dakland alone, businesses lose $3.6 billion to organized retail crime each year.”*® The Times
explained the implausibility of the claim, which turned out to be a “back of the napkin”
estimate beginning with RILA's inaccurate claim of nearly $70 billion in ORC nationwide:

That would mean retail gangs steal nearly 25% of total sales in San Francisco
and Oakland combined, which amounted to around $15.5 billion in 2019,
according to the state agency that tracks sales tax. Can that be right? In a word:
no. The country’s largest retail industry group, the National Retail Federation,
estimated in its latest report that losses from organized retail theft average
$700,000 per $1 billion in sales — or 0.07% of total sales — an amount roughly
330 times lower than the CRA’s estimate.™

The National Coalition of Law Enforcement and Retail (“CLEAR") and its President Brendan
Dugan in 2021 disseminated an inaccurate ORC estimate, falsely claiming that ORC amounted
to tens of billions of dollars per year in the U.S.** As reported by the Los Angeles Times, CLEAR
made the mistake of treating the entirety of a prior NRF NRSS estimate of total retail inventory
shrink as if it were an estimate of ORC-specific losses.'® In actuality, the true ORC estimate
from the NRF measures ORC alone, and was in the low single-digit billions of dollars — an order
of magnitude smailer than CLEAR's claimed figure.

12 3ahn Dunham & Associates, The Impuct of Organized Retail Crime and Product Theft in the United States, Retail
Iindustry Leaders Association (2021),
htms:/mEasiaﬁ{emedia.blob.cor'e,windOWS.netfriI,au‘.Neb/’;'ila.weh/medjafmed%a/camr)aiP‘ns;’buv%'EOsafe‘%;?,Oa:'nerica
[act%20sheets/ihe-impact-of-organized-crime-and-theft-in-the-united-states pdf,

3 Dean, supra note 3.

1 fd. (emphasis added).

15 Cleaning Up Online Marketplaces: Protecting Against Stalen, Counterfeit, And Unsafe Goods: Hearing Before the
S. Comm. on Judiciary {Statement of Brendan P. Dugan, CF1, Director of Organized Retail Crime and Corporate
Investigations, CVS Health), 118th Cong. (2021),

hiips fwww iudiciary.senate goylimo/media/dac/ Dugans20testimony.pdf

16 pean, supra note 3.

OD FeoRba L



Computer & Commeanications .
Industry Association coianet.org « @CCIAnet

Gpan htarkets, Gpen Sp3iens. Gpen Hatwarks,

oD

Relatedly, in the otherwise strong NRF report on ORC in April 2023, there was a factual error on
page 21, where a claim was made that nearly half of retail inventory shrink was attributable to
ORC.Y The error resulted from citing the erroneous ORC claim made by the CLEAR and Dugan
in 2021.8 The April 2023 NRF report on ORC took that erroneous CLEAR figure — which was
actually a prior year's NRF NRSS estimate of total retail shrink, and not an ORC estimate — and
divided it by the most recent year's NRF NRSS estimate of total retail shrink. Comparing apples
{0 apples within the NRF NRSS methodology shows ORC around 5% of total retail inventory

-shrink in recent years.

VI. Conclusion

Retail inventory shrink is a longstanding problem for retailers, who operate ina highly
competitive environment with often narrow margins. Thus, despite the long-term stability of
shrink estimates at about $1.40 per $100.00 in total retail sales, retailers rationally seek to
mitigate sources of shrink such as ORC. ORC represents only a small fraction of total retail
inventory shrink in the best publicly available data — about $0.07 per $100.00 in total retail
sales for the most recent years for which data is available — but ORC has attracted particular
attention in recent years as a shrink source that could be mitigated by better resources for law
enforcement and prosecutors to work with retail businesses to pursue criminals. As there are
recognized deficiencies in the publicly-available data on ORC, policymakers may benefit from
near-term eiforts on improving data collection related to ORC. Improved data collection can
inform future evidence-based policy responses.

Sincerely,
Trevor Wagener
Chief Economist and Director of the Research Center

Computer & Communications Industry Association

Cc: Members of the Subcommitiee

17 National Retail Federation, Organized Retail Crime: An Assessment of a Persistent and Growing Threat (Apr. 2023),
htins: fedn nrf.cam/fsiies/defaclt/files/2023-04/NRE-K20rganizedRetallCimeReporttinal pdh
8 Dugan, supra note 15.




