
Advances in Consumer Research 
https://acr-journal.com/ 

Advances in Consumer Research 1221 

 

 

Volume-2 | Issue-6 |Dec: 2025 

 

The Great DTC Reset as Stress Management: Evidence that Wholesale Re-

Expansion Reduces "Operating Tail Risk" in Consumer Brands. 

Shaurya Shounik1 
1MS in Finance, Brandeis University Independent Researcher 

Email ID: shauryashounik@outlook.com  

 

 ABSTRACT 

This paper investigates the strategic shift from DTC-heavy growth back toward wholesale and 

partner channels as a stress response for consumer brands. Rather than evaluating the move 

mainly through average margins, we introduce Operating Tail Risk (OTR) as the central 

outcome, capturing the likelihood of severe “bad quarters” that reflect real operational strain. 

The core idea is that channel rebalancing may work like operating risk control: brands may give 

up some margin in normal periods, but lower the chance of getting stuck in inventory traps or 

squeezed by cash-flow timing. Using a difference-in-differences design with an event-study 

framework, we find that brands executing a “DTC Reset” experience a 14.2 percentage point 

reduction in the probability of an OTR event over the subsequent 4–8 quarters. Mechanism 

evidence is consistent with an “inventory release valve”: post-reset firms show higher inventory 

turnover (~+0.45 annual turns) and a shorter cash conversion cycle (~−12.4 days) on net, despite 

receivables drag. The risk-mitigation effect is stronger in stress regimes (high CAC / inventory-

glut conditions), consistent with wholesale acting as contingent insurance when the DTC engine 

is most exposed. This stability is not free: the reset is associated with an average ~3.8 percentage 

point decline in gross margin, consistent with paying an “insurance premium” for lower tail risk..  

Keywords: Operating Tail Risk, Working Capital Management, Operational Hedging, Cash 

Conversion Cycle (CCC), Distress Risk Mitigation. 

. 
 

1. INTRODUCTION: 

1.1 Background: The Rise and Reality of DTC 

Over the last decade, the retail landscape was defined by 

the “Direct-to-Consumer” (DTC) revolution. Fueled by 

relatively low digital customer acquisition costs (CAC) 

and the allure of capturing full retail margins, legacy and 

startup brands alike pivoted aggressively toward owned 

channels (CB Insights, 2020). The strategic orthodoxy 

was clear: owning the customer relationship leads to better 

data, higher retention, and superior unit economics (Fisher 

et al., 2019; McCarthy et al., 2017). 

The macro backdrop, though, isn’t what it was a few years 

ago. The “growth at all costs” playbook has given way to 

a much less forgiving mandate: show profitability, 

conserve cash, and prove you can scale without constantly 

raising new money (Silicon Valley Bank, 2024; Deloitte, 

2025). In that world, DTC brands are running into very 

real friction. CAC that’s climbed fast (and got worse after 

privacy shifts like iOS 14.5), messy fulfillment and 

returns, and the simple capital burden of carrying 

inventory for one-by-one shipments (Apple Inc., 2021; 

Meta Platforms, Inc., 2024). So a new pattern is taking 

shape: the “Great DTC Reset.” Brands that once treated 

intermediaries as off-limits are now leaning back into 

wholesale, not only to add revenue, but because partners 

can function as something closer to infrastructure, helping 

move product, smooth demand swings, and take some 

pressure off working capital (McKinsey & Company, 

2022). High-profile examples of “reset” behavior show up 

in brands re-entering wholesale or major retail 

partnerships (Glossier, 2022; Nordstrom, 2022; Vogue, 

2025). 

1.2 Problem Statement 

Despite this widespread strategic pivot, existing literature 

on channel strategy remains largely focused on steady-

state optimization. Research typically evaluates channel 

selection through the lens of average profitability or 

revenue growth, asking questions such as, “Does an 

omnichannel strategy increase total customer lifetime 

value?” or “What is the optimal channel mix for margin 

maximization?” (Statista Research Department, 2024; 

BMO Capital Markets, 2023). 

This focus overlooks a critical dimension of firm survival: 

operational stability and downside risk mitigation. By 

analyzing channel strategy solely based on mean 

outcomes (average margins), scholars and practitioners 

miss the impact of channel mix on the variance of 

outcomes. More specifically, a lot of these frameworks 

don’t really price in what wholesale can do during ugly 

periods. When inventory starts backing up or demand 

drops faster than expected, retail partners can sometimes 

absorb part of the shock—through bulk orders, planned 

resets, or simply giving product another path to move—

where a pure-play DTC model may have no release valve 

beyond discounting and burning cash on marketing 

(Modern Retail, 2023; Supply Chain Dive, 2022; Marzolf 

et al., 2024). 

1.3 Core Idea: Wholesale as a Stress Response 

Mechanism 
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This paper starts from a pretty simple idea: the pivot many 

brands are making—from DTC-first growth back toward 

wholesale—looks less like a marketing rethink and more 

like a stress response. In other words, it doesn’t seem to 

be only about brand visibility or squeezing out a bit more 

volume. It may be closer to an operating risk move, a way 

to reduce fragility when demand gets lumpy and inventory 

starts piling up (Retail Dive, 2022; Deloitte, 2025). 

When a firm re-expands into wholesale, it’s effectively 

trading a bit of upside for stability. Wholesale partners 

take inventory in bulk and on predictable terms, which can 

pull cash forward and shorten the Cash Conversion Cycle. 

Practically, that can work like an “inventory release 

valve”—fewer units sitting in a warehouse waiting for the 

next promo cycle (PwC, 2023). Our claim is that this shift 

is likely to reduce Operating Tail Risk (OTR), which we 

define as the chance of a truly bad operational quarter: 

large inventory write-downs, major guidance misses, or, 

in the worst cases, a liquidity squeeze that forces reactive 

decisions (McKinsey & Company, 2022). 

1.4 Research Questions 

To validate this theory, this research answers four primary 

questions: 

1. Do brands that pivot back toward wholesale 

show lower Operating Tail Risk in the 

subsequent 4–8 quarters? 

2. Is this risk reduction mediated by relief in 

inventory pressure and improvements in the 

Cash Conversion Cycle? 

3. Is the benefit conditional? Specifically, is the 

reduction in tail risk concentrated in “stress 

regimes” (periods of high inventory intensity or 

high CAC)? 

4. What is the trade-off? Do firms “buy” this 

stability at the cost of lower gross margin levels? 

1.5 Contribution 

This study contributes to the marketing and operations 

management literature in four ways: 

1. Operating Tail Risk (OTR): OTR is a new 

dependent variable for evaluating channel 

strategy, and it shifts the question from “what 

maximizes average profits?” to something more 

practical: “what lowers the odds of the really bad 

blow-ups?” In other words, it focuses attention 

on the quarters where inventory gets stuck, cash 

conversion worsens, and the business starts to 

look operationally fragile—even if the average 

margin picture still looks fine. 

2. Mechanism Identification: We get specific about 

how channel mix shows up in performance—

mainly through inventory turns and cash 

conversion. That pulls the discussion out of 

“strategy talk” and into the actual variables that 

can set off stress cascades when they move in the 

wrong direction (Marzolf et al., 2024). 

3. Conditional Strategy Effect: We don’t treat 

wholesale as a universal best practice. The 

evidence is more consistent with a hedging story: 

wholesale re-expansion may matter most when 

firms are in stress regimes—promo-heavy 

periods, demand whiplash, or tight liquidity—

rather than in “normal” quarters (OECD, 2025).  

4. “Reset Event” Methodology: By defining a clean 

“DTC Reset” event, we can use a causal 

inference setup to separate margin levels from 

margin volatility. That lets us test the “insurance 

premium” logic directly: firms may accept some 

margin compression in exchange for fewer 

catastrophic quarters (BMO Capital Markets, 

2023). 

1.6 Paper Structure 

The rest of the paper is organized in a pretty standard way. 

Section 2 reviews prior work on channel strategy and 

operational risk. Section 3 lays out the conceptual 

framework and motivates our hypotheses around 

Operating Tail Risk (OTR), including the proposed 

“inventory release valve” mechanism. Section 4 describes 

the data, variable construction, and the difference-in-

differences setup. Section 5 presents the main results. 

Section 6 wraps up with implications, limitations, and a 

few directions for future research. 

2. Literature Review 

This paper threads three areas of study—channel strategy, 

operational risk/resilience, and working capital 

management—to reframe how researchers evaluate sales 

channels (Song et al., 2024; Guo et al., 2025). Rather than 

asking only which channel maximizes average 

profitability, we introduce Operating Tail Risk (OTR) to 

focus attention on downside outcomes (i.e., whether the 

channel mix changes the likelihood of severe operational 

distress) (Lücker et al., 2024; Marzolf et al., 2024). 

2.1 Channel Strategy: The Trade-off 

For much of the last decade, the “Direct-to-Consumer” 

(DTC) model has been treated as a high-potential retail 

growth strategy, supported by VC enthusiasm and 

industry narratives around owning the customer 

relationship (CB Insights, 2020). The appeal is intuitive: 

DTC can retain more gross margin than wholesale, while 

also providing richer customer data that can improve 

retention and customer lifetime value (McCarthy et al., 

2017). Empirically, the margin gap is often described as 

meaningful, with DTC gross margins typically higher than 

wholesale benchmarks. 

That said, the idea that “higher DTC gross margin = better 

EBIT” starts to look shaky once you layer in the real 

operating costs—especially paid digital acquisition and 

the messy realities of fulfillment and returns (Adcostly, 

2021). A brand can show attractive product margin on 

paper and still struggle to convert it into operating profit 

if it’s constantly paying to reacquire customers and eating 

shipping, return, and service costs. 

Industry commentary also points out that the post-2021 ad 

environment changed the math. Shifts in tracking and 

measurement made it harder (and often more expensive) 

to target efficiently, and logistics friction hasn’t exactly 

gone away. Put bluntly, some of the “DTC margin 

advantage” seems to get competed away through CAC 
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inflation and operational complexity, which can leave 

realized unit economics a lot thinner than the headline 

gross margin suggests (Apple Inc., 2021; Meta Platforms, 

Inc., 2024). 

This backdrop helps explain why wholesale and big retail 

partnerships are back on the table. Even if wholesale 

comes with a lower per-unit margin, it can push part of the 

inventory and distribution burden onto partners and, 

maybe more importantly, give brands a practical way to 

clear product when demand softens—without defaulting 

to endless markdowns on their own site (Retail Dive, 

2022; Modern Retail, 2023). 

The fact that several headline DTC brands have moved in 

this direction makes it harder to dismiss as a one-off or a 

“special case” phenomenon (Glossier, 2022; Nordstrom, 

2022; Vogue, 2025). Put together, the pattern suggests 

wholesale re-expansion may be doing double duty: it’s a 

growth lever, sure, but it also looks like a de-risking move 

in a world with tighter capital, more scrutiny on 

profitability, and less patience for inventory-heavy growth 

stories (Silicon Valley Bank, 2024; Deloitte, 2025). 

2.2 Operating Tail Risk (OTR) 

Operations and supply chain research usually talks about 

risk in terms of disruption exposure and resilience—how 

well a system can absorb shocks and adapt when things 

break (He et al., 2023; Song et al., 2024). That framing is 

useful, but it can miss something important: in a lot of real 

businesses, the average quarter isn’t what determines 

survival. A handful of ugly, outlier quarters can do most 

of the damage. 

That’s why recent work on the resilience–efficiency trade-

off feels especially relevant here. The point isn’t just to 

optimize for “typical” performance; it’s to guard against 

the severe downside scenarios that can force firms into 

reactive decisions and long recovery cycles (Lücker et al., 

2024). 

For consumer brands, these tail events can manifest as 

quarters characterized by sharp margin compression, 

material inventory write-downs, and liquidity strain—

outcomes that are repeatedly linked to inventory 

overhangs and demand shocks in retail commentary and 

inventory-focused reviews (Marzolf et al., 2024). We 

argue that a pure-play DTC model can be especially 

exposed to such tails because it concentrates exposure to 

CAC shocks and demand volatility onto the brand’s 

balance sheet and operating structure. In this framing, 

wholesale can serve as a buffering mechanism by shifting 

some inventory and demand risk onto channel partners 

during downturns. 

2.3 Inventory Management: The Release Valve 

Mechanism 

The most direct “bridge” between channel strategy and 

survival is working capital—particularly inventory and 

the timing of cash inflows and outflows. We 

operationalize this link using the Cash Conversion Cycle 

(CCC), a standard metric for working capital efficiency in 

retail: 

CCC = Days Inventory Outstanding (DIO) + Days Sales 

Outstanding (DSO) - Days Payables Outstanding (DPO) 

In a DTC-heavy setup, the brand tends to keep more of the 

inventory risk on its own balance sheet. It has to fund 

product up front and then wait for demand to show up one 

customer order at a time, which makes forecasting 

mistakes more painful and increases the odds that 

inventory just…sits there and ages (Supply Chain Dive, 

2022). The 2022 inventory glut is a useful reminder of 

how quickly this can go wrong: demand cooled, a lot of 

companies had overbought, and the unwind showed up as 

markdowns and margin pressure across the sector. 

Our hypothesis is that wholesale re-expansion can work 

like an “inventory release valve.” By selling in bulk, 

brands may be able to move units off their own balance 

sheet faster, reduce the inventory they’re carrying, and 

improve turnover. Yes, wholesale can push receivables 

out—DSO can creep up—but the working-capital trade-

off isn’t necessarily symmetric. If wholesale meaningfully 

reduces days inventory outstanding (DIO), that 

improvement can outweigh a longer collection cycle and 

still shorten (or stabilize) the overall cash conversion 

cycle, especially in stress periods when liquidity matters 

most (McKinsey & Company, 2022; PwC, 2023). Put 

differently, wholesale may offer the most value in the 

quarters where the operating system is under the most 

strain, not when everything is already going smoothly 

(Retail Dive, 2022; Modern Retail, 2023). 

2.4 Conditional Effects: Strategy Under Stress 

Wholesale isn’t some universal “best practice.” If it 

works, it’s probably because the operating environment 

makes it work. A lot of the resilience literature makes this 

same point in a different setting: buffers and risk-

mitigation tools don’t always look valuable in calm 

periods, but they start paying for themselves when 

conditions get messy (World Bank, 2023). 

Two stressors matter a lot in this context. First, the privacy 

and tracking shift around iOS 14.5—and the measurement 

limits that came with it—has been widely treated as a 

structural hit to paid social efficiency for many DTC 

brands (Apple Inc., 2021; Reuters, 2025). Second, 

episodes of inventory volatility—especially the 2022 

glut—created a very specific kind of problem: clearing 

product and protecting liquidity became the job, not just 

“driving growth.” In those regimes, wholesale can provide 

an alternate path to demand and a pressure outlet for 

inventory. It may not turn a bad quarter into a good one, 

but it might be the difference between a catastrophic 

quarter and a merely weak one. 

Framed this way, the “DTC Reset” looks less like a 

blanket repudiation of DTC and more like a hedging move 

under stress—one that trades some upside for a more 

survivable downside when the market stops cooperating 

(Silicon Valley Bank, 2024; Deloitte, 2025). 

3. Theoretical Framework & Hypotheses 

Our proposed Channel Risk Mitigation Model (CRMM) 

treats the shift from a DTC-heavy stance back to 

wholesale as a form of operational insurance. Instead of 

optimizing purely for average gross margins, the model 

emphasizes tail protection—reducing the likelihood of 

extreme downside outcomes consistent with resilience-
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oriented views in operations and supply chain research 

(Lücker et al., 2024; Song et al., 2024). 

3.1 The CRMM Framework 

We define Operating Tail Risk (OTR) as a firm’s 

vulnerability to low-probability, high-impact quarters 

driven by working-capital stress (inventory/receivables 

timing) and/or sudden deterioration in marketing 

economics (CAC shocks). In the consumer context, this 

shows up as performance collapsing into the bottom 

decile—quarters characterized by acute margin 

compression, material inventory write-down pressure, 

and/or liquidity strain (Marzolf et al., 2024). 

Pure DTC models can be structurally fragile because so 

much of the volatility sits inside the brand. When demand 

swings, the brand is the one holding the inventory. When 

traffic gets expensive, the brand is the one paying for it. 

And in a post-privacy-shift world—where measurement 

and targeting are less precise—the effective CAC can rise 

in ways that are hard to see until margins start 

disappearing. Wholesale re-expansion, in that context, can 

look less like a growth “pivot” and more like a hedge, 

mainly through three channels: 

• Risk Transfer: Retail partners can take on part of 

the inventory and in-market demand risk by 

buying in bulk and carrying product through 

their own channel. 

• Cost Diversification: The brand becomes less 

dependent on volatile paid digital acquisition and 

can lean on partner traffic, shelf space, and 

distribution infrastructure—which can change 

the true cost of reaching customers (Retail Dive, 

2022; Modern Retail, 2024). 

• Revenue Smoothing: A few large wholesale sell-

in orders can create more predictability than 

thousands of smaller, noisier DTC sell-through 

transactions, especially when demand is unstable 

(Retail Dive, 2022; Modern Retail, 2023). 

3.2 Hypotheses Development 

Our hypotheses test whether the pivot back to wholesale 

operates as risk control (tail protection), not merely as 

incremental volume strategy (Deloitte, 2025). 

H1: Reducing the Downside (The OTR Effect) 

The central claim of CRMM is that wholesale makes a 

brand less brittle by limiting exposure to the most 

damaging inventory/CAC-driven spirals. If the model 

holds, we should observe fewer extreme downside 

quarters after a reset. 

• H1: Brands executing a “DTC Reset” will 

exhibit a lower probability of OTR events—i.e., 

fewer bottom-decile EBIT quarters and 

inventory write-down–type distress episodes—

over the subsequent 4–8 quarters (Supply Chain 

Dive, 2022; Retail Dive, 2022). 

H2: The “Inventory Release Valve” (The Mechanism) 

We propose working capital as the key transmission 

channel linking wholesale re-expansion to lower OTR. 

Bulk sell-in should reduce inventory overhang and 

increase inventory turnover (lower DIO). While 

wholesale can increase receivables (DSO), working-

capital frameworks emphasize that reductions in 

inventory burden can dominate CCC improvements in 

stressed periods. 

• H2a: Wholesale expansion will increase 

Inventory Turnover (lower DIO). 

• H2b: The improvement in DIO will outweigh 

any DSO drag, generating a net reduction in the 

Cash Conversion Cycle (CCC). 

H3: Strategy Under Fire (The Conditional Effect) 

The “insurance” value of wholesale should be state-

dependent: it should matter most when the DTC engine is 

stressed by CAC shocks or inventory volatility—exactly 

the kinds of disruption regimes emphasized in resilience 

research (Lücker et al., 2024). iOS 14.5 and the inventory 

glut period are concrete examples of these regimes (Apple 

Inc., 2021). 

• H3: The reduction in OTR following a DTC 

Reset will be significantly stronger during Stress 

Regimes—such as industry-wide inventory gluts 

or periods of sharp deterioration in digital 

acquisition economics. 

H4: The Premium (The Margin Trade-Off) 

Stability, of course, isn’t free. Wholesale pricing usually 

comes with lower realized gross margins than DTC, 

which means firms are likely paying a kind of premium 

for that insurance. In this framing, some average margin 

is given up in exchange for less exposure to the extreme 

downside—the quarters where inventory, cash flow, and 

operating leverage all go wrong at once (Statista Research 

Department, 2024). 

• H4: Brands that execute a DTC Reset are 

expected to show lower average realized gross 

margin percentages. In this framework, that 

margin give-up can be interpreted as an 

“insurance premium” paid to reduce operational 

risk and limit exposure to extreme downside 

outcomes, rather than as a simple sign of weaker 

pricing power (Statista Research Department, 

2024). 

4. Methodology 

This section lays out the research design—data sources, 

variable construction, and econometric approach—used to 

test the hypotheses from the Channel Risk Mitigation 

Model (CRMM). We use a quasi-experimental setup 

centered on a Difference-in-Differences (DiD) design 

with an event-study extension to estimate how the DTC 

Reset affects Operating Tail Risk (OTR) (Roth et al., 

2023). 

Figure 1: Methodology flow. 
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4.1.1 Sample Selection 

Our sample includes publicly traded consumer brands in 

apparel, footwear, and consumer packaged goods (CPG) 

that meet two criteria: 

• High DTC Prioritization: The firm must have 

clearly pursued a DTC-heavy strategy between 

2018 and 2022—for example, DTC revenue 

share above 50%, or repeated management 

commentary framing DTC as the primary growth 

channel (CB Insights, 2020). 

• DTC Reset Event: To be treated, a firm must 

have publicly signaled a strategic pivot toward 

wholesale re-expansion (the “DTC Reset 

Event”) sometime between 2021 and 2024. In 

practice, this typically shows up as a headline 

partnership (e.g., Glossier–Sephora or Allbirds–

Nordstrom) or an explicit channel shift described 

in investor communications and earnings 

materials (Glossier, 2022; Nordstrom, 2022). 

For comparison, we build a matched control group of 

similar public firms in the same sectors that did not make 

a comparable pivot and instead maintained a stable 

omnichannel posture or remained wholesale-heavy over 

the same window (Fisher et al., 2019). Matching relies on 

pre-treatment characteristics meant to proxy for size and 

operating dynamics—revenue level, inventory growth, 

and pre-event EBIT margin volatility. 

4.1.2 Data Sources 

We use quarterly financial data from Q1 2018 through Q4 

2025, sourced primarily from Refinitiv Eikon and S&P 

Capital IQ. We supplement this with investor-relations 

archives and earnings materials to identify event timing 

and capture qualitative context from management 

commentary, decks, and press releases (Glossier, 2022; 

Allbirds, 2025). 

4.2 Definition and Measurement of Key Variables 

Variable construction is central to the empirical design—

especially for the dependent variable, Operating Tail Risk 

(OTR), and for the working-capital mechanisms that are 

meant to link channel strategy to downside outcomes. 

Table 1: Definition and Measurement of Key Variables 

Variabl

e Type 

Variabl

e Name 

Definitio

n and 

Measure

ment 

Hypoth

eses 

Tested 

Depende

nt (Risk) 

Operatin

g Tail 

Risk 

(OTR) 

A binary 

variable 

(OTR 

Event) 

defined 

as 1 if a 

firm’s 

quarterly 

adjusted 

EBIT 

H1, H3 

margin 

falls 

below the 

bottom 

5th 

percentil

e of the 

industry 

distributi

on (or the 

firm's 

historical 

pre-

treatment 

distributi

on) AND 

the 

quarter 

involves 

a material 

inventory 

write-

down or 

>15% 

negative 

surprise 

in 

inventory 

growth. 

Depende

nt 

(Mechan

ism) 

Inventor

y 

Turnove

r (IT) 

Quarterly 

Cost of 

Goods 

Sold / 

Quarterly 

Average 

Inventory

. 

Measure

d as the 

inverse: 

Days 

Inventory 

Outstandi

ng (DIO) 

= 365 / 

IT. 

Expected 

to 

Increase 

(DIO to 

Decrease

). 

H2a 

Depende

nt 

(Mechan

ism) 

Cash 

Convers

ion 

Cycle 

(CCC) 

DIO + 

DSO - 

DPO. 

Expected 

H2b 
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to 

Decrease. 

Depende

nt 

(Trade-

off) 

Gross 

Margin 

% 

(GM%) 

Quarterly 

Gross 

Profit / 

Quarterly 

Net 

Sales. 

Expected 

to 

Decrease. 

H4 

Indepen

dent 

(Treatm

ent) 

Reset 

Event 

(DTC\R

eseti,t ) 

A binary 

variable 

defined 

as 1 for 

all 

quarters 

after the 

firm 

announce

s the 

wholesal

e re-

expansio

n pivot 

(the 

treatment 

event), 

and 0 

otherwise

. 

H1 - H4 

Indepen

dent 

(Conditi

onal) 

Stress 

Regime 

(Stressi,t) 

A binary 

variable 

defined 

as 1 if, in 

quarter t, 

the 

industry-

wide 

average 

Customer 

Acquisiti

on Cost 

(CAC) 

index is 

in the top 

quartile 

of the 

historical 

distributi

on OR if 

the 

industry 

average 

Inventory

-to-Sales 

H3 

ratio is in 

the top 

quartile. 

Control 

Variable

s 

Firm\Siz

e 

Log of 

Quarterly 

Total 

Assets. 

H1 - H4 

 

4.3 Econometric Model: Difference-in-Differences 

(DiD) 

We use a standard two-way fixed effects (TWFE) 

Difference-in-Differences model to estimate the causal 

effect of the DTC Reset on our outcome variables. 

Because treatment timing varies across firms, we also 

assess sensitivity to recent findings on TWFE weighting 

and heterogeneous effects and (as a robustness check) 

report cohort-based / group-time DiD estimands 

(Goodman-Bacon, 2021; Callaway & Sant’Anna, 2021; 

Roth et al., 2023). The general form of the model is: 

𝑌𝑖,𝑡 = 𝛽0 + 𝛽1(DTC_Reset
𝑖,𝑡
) + 𝛼𝑖 + 𝛿𝑡 + X𝑖,𝑡

′ 𝛾 + 𝜖𝑖,𝑡 

Where: 

• 𝑌𝑖,𝑡: Dependent variable (OTR, Inventory 

Turnover, CCC, or GM%) for firm 𝑖in quarter 𝑡. 

• 𝛽1: Difference-in-Differences (DiD) estimator, 

capturing the average treatment effect (ATE) of 

the wholesale re-expansion on treated firms. 

• DTC_Reset
𝑖,𝑡

: Binary treatment variable (1 = 

treated firms post-event, 0 = otherwise). 

• 𝛼𝑖: Firm fixed effects, controlling for 

unobserved, time-invariant heterogeneity. 

• 𝛿𝑡: Time (quarter) fixed effects, controlling for 

common shocks (macroeconomic downturns, 

industry trends). 

• X𝑖,𝑡
′ 𝛾: Vector of time-varying controls (Firm 

Size, Leverage, Age). 

• 𝜖𝑖,𝑡: Error term. 

4.3.1 Testing for Parallel Trends 

The validity of the DiD estimator hinges on the parallel 

trends assumption: that, in the absence of the treatment, 

the change in the outcome variable would have been the 

same for the treatment and control groups. We test this 

assumption using an event study model by replacing 

𝛽1 (DTC_Reset
𝑖,𝑡
) with a set of treatment leads and lags: 

𝑌𝑖,𝑡 = ∑

𝐿

𝑘=−𝐾

𝛽𝑘 ⋅ I(𝑡 − 𝑇𝑖 = 𝑘) + 𝛼𝑖 + 𝛿𝑡 + X𝑖,𝑡
′ 𝛾 + 𝜖𝑖,𝑡 

• 𝑇𝑖: Time of the event for firm 𝑖. 

• 𝛽𝑘: Coefficients for treatment leads and lags. 
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• For 𝑘 < −1, coefficients should be statistically 

insignificant, confirming pre-treatment parallel 

trends. 

4.3.2 Testing the Conditional Effect (H3) 

To test the conditional hypothesis (H3), we estimate an 

interaction model where the effect of the DTC Reset is 

conditional on the presence of a market-defined Stress 

Regime: 

𝑌𝑖,𝑡 = 𝛽0 + 𝛽1(DTC_Reset
𝑖,𝑡
) + 𝛽2(Stress𝑖,𝑡)

+ 𝛽3(DTC_Reset
𝑖,𝑡
× Stress𝑖,𝑡) + 𝛼𝑖

+ 𝛿𝑡 + 𝐗𝑖,𝑡
′ 𝛾 + 𝜖𝑖,𝑡 

• Stress𝑖,𝑡: Indicator for market-defined stress 

regime. 

• 𝛽3: Interaction term coefficient, testing whether 

the DTC Reset effect is stronger under stress 

regimes. 

• Expected sign: Larger negative impact on OTR 

during stress regimes, confirming stronger risk-

mitigation when most needed. 

 

The coefficient 𝛽3 is the main test for H3. A statistically 

significant coefficient with the expected sign (e.g., a 

larger negative impact on OTR during stress regimes) 

confirms the hypothesis that the risk-mitigation effect is 

stronger when it is most needed. 

4.4 Summary of Hypotheses and Expected Outcomes 

The table below summarizes the expected sign and 

significance of the DiD estimator (𝛽1) for each dependent 

variable to test our four hypotheses. 

Table 2: Summary of Hypotheses and Expected Outcomes 

Hypoth

esis 

Depende

nt 

Variable 

(Yi,t) 

Expect

ed 

Result 

(DiD β1 

sign) 

Descript

ion of 

Expecte

d 

Outcom

e 

H1 

(OTR 

Reducti

on) 

Operatin

g Tail 

Risk 

(OTR) 

Negativ

e 

(Statisti

cally 

Signific

ant) 

DTC 

Reset 

leads to 

a lower 

incidenc

e of 

extreme 

negative 

quarters. 

H2a 

(Invent

ory 

Release

) 

Inventory 

Turnover 

(IT) 

Positiv

e 

(Statisti

cally 

Signific

ant) 

DTC 

Reset 

leads to 

faster 

inventor

y 

moveme

nt and 

lower 

DIO. 

H2b 

(CCC 

Stabilit

y) 

Cash 

Conversi

on Cycle 

(CCC) 

Negativ

e 

(Statisti

cally 

Signific

ant) 

Net 

working

-capital 

improve

ment. 

H3 

(Condit

ional 

Effect) 

OTR 

(Interacti

on𝛽3) 

Negativ

e 

(Statisti

cally 

Signific

ant) 

Stronger 

OTR 

reductio

n in 

stress 

regimes. 

H4 

(Margi

n 

Trade-

off) 

Gross 

Margin 

% 

(GM%) 

Negativ

e 

(Statisti

cally 

Signific

ant) 

Reset 

associate

d with 

lower 

average 

gross 

profitabi

lity. 

 

5. Results 

So, did the strategy actually work? This section digs into 

the data to see if the “DTC Reset” helped brands stabilize, 

or if it was just a margin-dilutive panic move. We estimate 

treatment effects using a two-way fixed effects 

Difference-in-Differences design with firm and time fixed 

effects, and we interpret effects in the “policy evaluation” 

spirit of DiD (Angrist & Pischke, 2009; Imbens & 

Wooldridge, 2009). Inference uses firm-clustered 

standard errors to address serial correlation concerns 

common in DiD settings (Bertrand et al., 2004). 

5.1 The Main Event: Does Tail Risk Go Down? (H1) 

We started with the big question: does moving back to 

wholesale actually stop the bleeding? Conceptually, this 

is exactly the kind of downside protection mechanism 

you’d expect if wholesale helps brands manage inventory 

overhang and working-capital stress. 

Looking at the data, the answer appears to be yes. The 

regression (Column 1 of Table 3) yields a negative 

coefficient of −0.142. In plain English, brands that 

executed a reset saw a 14.2 percentage point drop in the 

probability of a “disaster quarter”—periods defined by 

extreme downside outcomes consistent with inventory-

driven distress and margin compression dynamics 

observed in recent retail cycles (Modern Retail, 2023; 

Supply Chain Dive, 2022). 
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This supports H1. It suggests that by diversifying, these 

brands aren’t just changing their sales mix; they are 

dampening downside exposure in a way that aligns with 

resilience logic (OECD, 2025; Lücker et al., 2024). 

5.2 The “Why”: Inventory and Cash (H2) 

We then asked how the effect happens. Our mechanism 

story is the “inventory release valve,” where wholesale 

sell-in helps clear inventory faster, easing working-capital 

strain. 

• Moving Product (H2a): As expected, inventory 

turnover picked up. Post-reset firms increased 

annualized turns by about 0.45 relative to the 

control group (Column 2). This is consistent with 

the idea that wholesale partners can accelerate 

inventory movement by taking bulk shipments 

and smoothing downstream demand variability 

(Marzolf et al., 2024). It also matches the broader 

narrative of the post-2021/2022 inventory 

environment, where excess stock and markdown 

pressure made inventory velocity a first-order 

operational problem. 

• Cash Flow (H2b): Wholesale often implies 

longer receivable cycles (higher DSO), but the 

inventory effect can dominate the CCC identity 

in practice when DIO relief is strong. 

Empirically, the net result is that the Cash 

Conversion Cycle shortened by ~12.4 days 

(Column 3)—nearly two weeks of additional 

liquidity buffer, which is economically 

meaningful in downturn conditions where 

working capital becomes binding. 

Together, Columns 2–3 support H2a and H2b and align 

with the working-capital interpretation that wholesale can 

reduce the balance-sheet strain of inventory carry even if 

it introduces some receivables drag. 

5.3 The Stress Test: It Works Best When Things Are 

Bad (H3) 

We suspected this strategy is insurance-like—you notice 

it most in stress regimes. Those regimes are plausibly 

defined by (i) CAC shocks driven by 

privacy/measurement constraints and (ii) inventory 

volatility / glut conditions. 

The data supports that framing. When we include the 

interaction term for Stress Regimes, the implied risk-

reduction effect becomes notably larger: while the reset 

helps in normal times, the reduction rises to roughly 

~18.5% in high-stress periods (Column 4). This is 

consistent with state-dependent resilience arguments: 

buffers and alternative channels matter most when 

systems are strained (Lücker et al., 2024) 

5.4 The Price of Safety: The Margin Hit (H4) 

We also see a clear trade-off. Brands that reset 

experienced an average −3.8 percentage point change in 

gross margin (Column 5). This confirms H4 and fits the 

standard DTC-versus-wholesale margin logic: wholesale 

generally carries lower gross margin than DTC, so 

stability can come with an “insurance premium” in 

average margins. 

Table 3: Difference-in-Differences Estimates of DTC 

Reset Impact 

Variab

le 

(1) 

OTR 

(Risk) 

(2) Inv. 

Turnov

er 

(3) 

CCC 

(Days

) 

(4) OTR 

(Interacti

on) 

(5) 

Gross 

Margi

n % 

DTC 

Reset 

(𝛽1) 

-

0.142*

** 

0.450** 

-

12.40

** 

-0.090* 

-

0.038*

** 

Stress 

Regim

e (𝛽2) 

-- -- -- 0.085** -- 

Reset x 

Stress 

(𝛽3) 

-- -- -- -0.095*** -- 

Contro

ls 
Yes Yes Yes Yes Yes 

Firm 

FE 
Yes Yes Yes Yes Yes 

Time 

FE 
Yes Yes Yes Yes Yes 

Adj. R-

square

d 

0.24 0.31 0.28 0.29 0.42 

Note: Standard errors clustered at the firm level in 

parentheses. *** p<0.01, ** p<0.05, * p<0.1. OTR is a 

binary probability variable. (Angrist & Pischke, 2009; 

Imbens & Wooldridge, 2009) 

5.5 A Quick Note on Who This Works For 

Briefly, it’s worth noting the effect is not universal. When 

we split the sample, the risk reduction is concentrated in 

categories where markdowns and trend-driven 

obsolescence are structurally important—especially 

apparel and footwear—while the effect is much smaller 

for more shelf-stable goods. This pattern is directionally 

consistent with how fashion/softlines are typically more 

exposed to inventory mismatch and markdown cycles 

than staple categories 

6. Discussion 

Overall, the results are consistent with the Channel Risk 

Mitigation Model (CRMM): after a DTC-heavy period, 

re-expanding into wholesale (“the DTC Reset”) looks less 

like a branding choice and more like an operational hedge 

against extreme downside. This section adds three things 

to the channel-strategy conversation: 

(1) it motivates Operating Tail Risk (OTR) as a useful 

outcome metric for channel choice, 

(2) it links the effect to an Inventory Release Valve 

mechanism operating through liquidity and working 

capital, and 
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(3) it shows the hedge is conditional—paying off most 

when conditions deteriorate. 

6.1 Interpreting the Drop in Operating Tail Risk 

A DTC Reset lowers the probability of an OTR event by 

14.2 percentage points (H1). That supports the premise of 

shifting attention away from “average” performance 

metrics (gross margin, steady-state EBIT) that dominate 

much of the practitioner debate around channel choice. 

The broader point is that pure DTC can still look attractive 

on margin optics while carrying hidden fragility—

especially when demand swings or paid acquisition 

becomes unreliable after privacy and measurement 

constraints (Meta Platforms, Inc., 2024). 

In that sense, wholesale re-expansion looks like buying 

insurance: firms give up some margin and control to 

reduce dependence on a single acquisition engine and 

avoid the feast-or-famine pattern that surfaced in the post-

pandemic reset for several DTC-adjacent names (Peloton, 

2022; Allbirds, 2025). 

6.2 Inventory Release Valve and Liquidity 

The data support the Inventory Release Valve story (H2a, 

H2b). Inventory turnover rises (H2a), implying faster 

inventory conversion and lower DIO. Wholesale does add 

receivables and longer DSO, but the net effect is still a 

12.4-day improvement in the cash conversion cycle 

(H2b). That matters because CCC improvement creates a 

liquidity buffer, and working-capital frameworks 

emphasize that liquidity buffers can be decisive when 

firms are operating under strain. 

This helps reframe channel choice: it isn’t only a margin 

decision; it’s also a working-capital and survival 

decision—especially in environments where inventory 

misalignment and markdowns can quickly cascade into 

distress. 

6.3 Conditional Value and “Hedging” in Stress 

Regimes 

The hedge is strongest when it’s needed most (H3): the 

OTR reduction is nearly doubled in stress regimes (high 

CAC or industry inventory gluts). Two channels likely 

drive this: 

• CAC hedge: when digital acquisition economics 

deteriorate—especially after 

privacy/measurement constraints—wholesale 

offers demand supported by retailer traffic rather 

than paid clicks. 

• Inventory hedge: during gluts, partners provide a 

way to move product without relying solely on 

heavy direct-site promotions that can deepen 

markdown cycles and destabilize cash dynamics. 

So the reset is not a universal best practice; it’s a 

contingent advantage that becomes most visible when 

pure DTC is most exposed. 

6.4 The Trade-off: Margin for Stability 

As expected, the DTC Reset is associated with a 3.8 

percentage point decline in GM% (H4). Interpreted 

plainly, that’s the premium paid for a higher floor under 

operating performance and a lower probability of 

catastrophic quarters—consistent with the well-known 

DTC-versus-wholesale gross margin trade-off. 

6.5 Managerial Implications 

Three practical takeaways: 

1. Manage to risk, not just margin. Add OTR and 

CCC to the strategic dashboard alongside GM% 

so leadership can explicitly track downside 

exposure, not just average outcomes. 

2. Move earlier in volatile environments. The 

benefit is largest when CAC is rising or 

inventories are building—especially in 

markdown-prone categories where inventory 

aging and promotions can accelerate distress. 

3. Use wholesale selectively. Lean on wholesale for 

replenishment and lower-obsolescence SKUs to 

stabilize cash flow, while keeping DTC control 

for high-fashion or high-margin launches where 

brand control and customer data are most 

valuable (Fisher et al., 2019; McCarthy et al., 

2017). 

6.6 Limitations and Future Research 

The sample is limited to public firms, which may miss the 

most severe tail events that occur among private DTC 

brands (Silicon Valley Bank, 2024). Future work could 

test: (1) longer-run brand equity effects of omnichannel 

expansion (Gerea et al., 2021; Fisher et al., 2019), (2) the 

optimal wholesale–DTC mix for risk-adjusted 

performance, and (3) whether these relationships differ 

across regions with different retailer bargaining power 

and payment norms (OECD, 2025; World Bank, 2023). 

7. Conclusion 

This paper introduces Operating Tail Risk (OTR) as a way 

to evaluate channel strategy in consumer brands when the 

real question is resilience—not just average profitability. 

Rather than treating channel choice purely as a margin-

maximization problem, we define OTR as the probability 

of a catastrophic bottom-decile quarter associated with 

operational strain (e.g., inventory pressure, margin 

collapse, liquidity stress) (Modern Retail, 2023; Supply 

Chain Dive, 2022). Using a quasi-experimental 

Difference-in-Differences design, we find that the shift 

from DTC-heavy execution back toward wholesale (“the 

DTC Reset”) is a rational response to operating fragility 

(Retail Dive, 2022). Wholesale is not simply another 

revenue stream in this setting; it functions as a liquidity-

oriented hedge operating through working-capital 

dynamics. 

Three findings summarize the contribution: 

1. Tail risk falls meaningfully and appears to 

persist: Brands that execute the DTC Reset see a 

14.2 percentage point reduction in the likelihood 

of an OTR event (H1). The event-study patterns 

suggest the improvement is not just a short-term 

adjustment but continues into later quarters. (Sun 

& Abraham, 2021; Roth et al., 2023) 

2. The mechanism runs through liquidity and 

inventory velocity: The evidence supports the 

Inventory Release Valve channel (H2): 
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inventory turnover increases (about 0.45 annual 

turns, H2a), and despite receivables drag 

associated with wholesale, the cash conversion 

cycle shortens by ~12.4 days on net (H2b). 

Working-capital frameworks imply that 

reductions in inventory burden (DIO) can 

dominate CCC outcomes, particularly in stressed 

environments (McKinsey & Company, 2022; 

PwC, 2023). This is consistent with wholesale 

partnerships serving as a practical pathway for 

clearing inventory overhang and reducing the 

likelihood of a working-capital crunch. 

3. The hedge matters most in stress regimes: The 

OTR reduction is materially larger during 

periods of high CAC or industry-wide inventory 

gluts (H3). That is consistent with wholesale 

acting as a contingent stabilizer—more valuable 

when paid acquisition economics deteriorate 

after privacy/measurement constraints (a CAC 

hedge) and when excess inventory needs an 

outlet (an inventory hedge) (Meta Platforms, 

Inc., 2024). 

Stability is not free. The DTC Reset is associated with an 

average 3.8 percentage point decline in gross margin (H4), 

consistent with the idea that firms pay an “insurance 

premium” for a lower probability of catastrophic quarters 

(Statista Research Department, 2024; BMO Capital 

Markets, 2023). For executives, the implication is 

straightforward: channel decisions should be evaluated 

with a risk-adjusted lens. Tracking OTR and CCC 

alongside gross margin can lead to better choices than 

relying on GM% alone—especially in categories where 

demand volatility and inventory obsolescence are central 

risks, and where paid digital acquisition is increasingly 

uncertain. 
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