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Abstract 

Inventory plays a significant role in the growth and survival 

of a Company, in the sense that ineffective and inefficient 

management of inventory will mean that the Companies 

loses customers and sales will decline which leads to 

decrease in profitability. business depends upon its 

inventory management performances. Too much and too 

low inventories bring down the level of profitability of a 

company. There is need to properly manage the inventory 

in order to be profitable. This paper thoroughly reviews of 

the literature that examined the relationship between 

inventory and profitability. The findings from the relevant 

literature establishes a disagreement results on the impact 

of inventory on the profitability of companies. Whereas the 

majority of the literature presents a positive relationship, 

while few others provide the opposite. Hence, the paper 

recommends more research into the area to further unearth 

the field. 

 

 

Introduction 

Inventory as a component of Working Capital Management (WCM) is very important 

to the profitability of the companies. Working capital management practices is an 

important dimension for enhancing profitability. every company requires enough 
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resources to sustain its operations and needs to ensure that such resources are 

efficiently and effectively utilized to enhance its profitability. Working capital 

management (WCM) is the administration of current assets and current liabilities, 

(Tirngo, 2013; Owolabi & Alayemi, nd), WCM is a short term investments and 

financing in current assets and current liabilities collectively (Mathuva, 2010). The 

management of working capital is concerned with managing the different elements of 

current assets (inventories, debtors/receivables, cash/bank, short-term investments, 

prepaid expenses) and current liabilities (creditors/payables, provision for tax, other 

provisions against the liabilities payable within a period of one year) (Osundina, 2014; 

Akindele & Odusina, 2015). For a company to be efficient, it must keep its working 

capital at optimum level. It must neither have excess nor shortage (Osundina, 2014; 

Akindele & Odusina, 2015). Management of Working Capital directly effects the 

liquidity and profitability of the company (Almazari, 2013; & Tirngo, 2013). 

Profitability is the most important block for assessing the efficiency of assets and 

success of the company for the continual operation in the long run (Choong, 2011). 

Profit is an excess of revenues over expenses for an activity over a period of time. 

Profit is a basic plans of organization to carryout designed policies and activities to 

achieved objectives (Olaoye, et al. 2019). Profitability is the most important activity 

in the company, where a company is unable to earn a profit the business will collapse. 

While if a company is able to use the resources efficiently it will lead to profitability. 

(Philip, 2015). Profitability is the rate of return on investment (Husain & Alnefaee, 

2016; Ponsian, Chrispina, Tago & Mkiibi, 2014; Khalid, Saif, Gondal & Sarfraz 2018). 

 Inventory management refers to all activities involved in developing and managing 

the inventory 

levels, whether the inventory is raw materials, semi-finished materials or finished 

goods, so that adequate supplies must always be available and the form must make 

sure that the cost of over or under stocks are always low (Anichebe & Agu, 2013). 

There are four main dimensions of working capital management such as cash 

management, account receivable management, account payable management, and 

inventory management. Inventory constitutes a major component of working capital 

which could be consider in this paper. 

 

REVIEW OF LITERATURE 

PROFITABILITY 

Profitability is the most important block for assessing the efficiency of assets and 

success of the company for the continual operation in the long run (Choong, 2011). 

Philip (2015), see profitability as the most important activity in the company, and if a 

company is unable to earn a profit the business will collapse, if the resources used 
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efficiently it will lead to profitability. according to Uguru, Chukwu and Elom (2018), 

Profitability is a companys determination and depend on how working capital 

managed. The profitability improves by the shortening cash conversion cycle and there 

will be a need of more exterior borrowings for the lengthier cash conversion cycle 

(Adamu, 2018). Cash management is the management of a company’s cash to ensure 

that there is sufficient cash to maintained the company’s daily operations. cash 

management involved the adequate    control of a company’s inflows and outflows of 

cash, and also entails the establishment of appropriate cash balances at any given time 

(Adamu, 2018). Uwuigbe, Uwalomwa and Egbide (2011, p. 49), suggested that “cash 

management entails taking the needed precautionary measures to ensure that adequate 

cash levels are maintained in the business so that the operational requirements could 

be met.” On the other hand, Amoako, Marfo, Gyau and Asamoah (2013, p. 189) stated 

that cash management is the collection, management of cash as well as the payment of 

cashfromthebusiness.                                                                                                                                                             

 

PROFIT 

Profit is a basic plans of organization to carryout designed policies and activities to 

achieved objectives (Olaoye, et al. 2019). The main goal of every organization is to 

maximize profit (Adamu, 2018). Profit maximization is the main goal of any 

organization (Puspa, 2019).  Profit is a money earned in trade or business after the 

expenses costs (Cambridge Advance Learners Dictionary, 2019). According to Egbide 

(as cited in osundina, 2014), profit is the surplus of income generated by a firm over 

cost that generated within accounting period. 2014). According to Collins Dictionary 

(2010), defines profit as an amount of money to be gain when more paid on cost or a 

monetary gain derived from a transaction. Thus Profit is a difference between the 

purchase price and the costs price, or it is the difference between the revenues and 

expenses over a period of time.                                                                                                                           

 By reviewing the literature profit maximization is the most important objective and 

the main goal of every company to be achieve, also profitability is the primary goal of 

a company, without it the company could not survive in a long run. Profitability is the 

amount of money charge or paid on investment return. Company would be assessing 

based on how their resources are managed efficiently, effectively in order to earn a 

profit which would leads to profitability.  

Inventory are often in the form of raw materials, works in progress or finished goods. 

To improve working capital and efficiency, management needs balancing to keep 

inventory for sales and having less inventory as well. Inventory management is to 

lessen the cost of inventory without initiating distraction in the production.  (Ponsian, 

et al. 2014; Akinsulire, 2014; & Adamu, 2018). Under perfect conditions, firms will 
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not have to keep inventory (Mathuva, 2013). companies are forced to keep inventory 

in order to safeguard any eventualities (Gill, Biger & Neil, 2010; Ching et al., 2011; 

Eroglu and Hofer, 2011) 

Management of inventory is also fundamental to the success and growth of 

organization as the entire profitability of an organization is tied to the volume of 

products sold which has a direct relationship with the quality of the product (Anichebe 

& Agu, 2013). Inventory turnover ratio, which represents the efficiency of inventory 

management, is expected to be high for firms with greater profitability. (Ponsian et al. 

2014) A low inventory turnover ratio could indicate either poor sales or an excess 

amount of inventory, (Ruichao, 2013). Mansoor and Muhammad (2012), stated that 

managers can improve firms’ profitability by shortening inventory collection period. 

Relationship between inventory management and profitability of a company. 

Inventory (INV) is a goods owns by the company and is expected to sell in normal 

operations. Falope and Ajilore, 2009; Dong and Su, 2010; Almazari, 2013; Iqbal, et 

al. 2014; Ponsian et al. 2014; Misbah, et al 2015; Husain & Alnefaee, 2016; Oyedele, 

et al. 2017; Mbawuni, et al. 2016; Azam and Haider, 2011; They found a negative 

relationship with profitability, using invetory on profitability. but unlike the result of 

(Mathuva, 2010; Nastiti, et al. 2019; and Khalid, et al. 2018), which shows significant 

positive relationship on profitability. 

In an attempt to provide future evidence, the study has developed a tentative statement 

based on H: There is no significant relationship between the Inventory (INV) 

management and Companies profitability. 

 

EMPIRICAL REVIEW 

Almazari, (2013), Examine the Relationship between Working Capital Management 

and Profitability on Saudi cement companies for 2008 2012, and establishes a 

significant negative relationship with Inventory, Mathuva (2010), examined the 

influence of working capital management on corporate profitability on 30 firms listed 

on Nairobi Stock Exchange (NSE) for 1993-2008 which shows a positive relationship 

with ITD, and profitability. Napompech (2012), studied the influence of working 

capital management upon corporate profitability using 255 companies listed on the 

European Stock Exchange for 3 years 2007 to 2009. Relationship between ITP, shows 

no any effect on profitability. Ponsian et al. (2014), examine the statistical significance 

between company’s working capital management and profitability using three 

manufacturing companies listed on the Dar es Salam Stock Exchange (DSE) from 

2002 to 2011, found a negative relationship with ITD and profitability. Raheman, 

Afza, Qayyum and Bodla (2010), analyzed the impact of working capital management 

on firm’s performance for 1998 to 2007, results indicate that ITD significantly affects 
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the performance of the firms. Husain & Alnefaee (2016), examined the statistical 

significance of the impact of working capital management on profitability of listed 

agriculture and food companies of Saudi Arabia, for 6 years from 2009-2014 ITD 

revealed that there is no significant impact on profitability. There is a negative 

relationship between GOP, ITD. Misbah et al (2015), conducted a study and shows 

that DI, is highly significant and negatively affected to the profitability. Mbawuni et 

al. (2016), examined the impact of working capital management (WCM) on 

profitability for six-years from 2008 2013, ADI, did not have significant relationship 

with profitability. Tirngo (2013) examines the impact of working capital management 

on performance of Ethiopian MSEs, which established that DIT has a significant 

negative impact on ROA. Sahari, Tinggi and Kadri (2012), empirically analyzed the 

relationship between inventory management and firm performance along with capital 

intensity. Using 82 construction firms in Malaysia for the period 2006–2010. Using 

the regression and correlation analysis, established that inventory management is 

positively correlated with firm performance. In addition, the results indicate that there 

is a positive link between inventory management and capital intensity. Eneje, Nweze, 

& Udeh (2012) investigated the effects of raw materials inventory management on the 

profitability of brewery firms in Nigeria using a cross sectional data from 1989 to 

2008, and regression analysis. The study revealed inventory management on 

profitability is significantly strong and positive and influences the profitability. 

Anichebe and Agu (2013) examined the effect of inventory management on 

organizational effectiveness in selected organizations in Enugu Nigeria. Using a 

sample of two hundred and forty-eight (248) respondents, and established that there is 

significant relationship between good inventory management and organizational 

effectiveness. Inventory management was found to have a significant effect on 

organizational productivity. There was a high positive correlation between good 

inventory management and organizational profitability.  

This implies that when the average time required in converting materials into finished 

goods and then to sell those goods decreases, it leads to an increase in profitability. 

Companies have large inventories as composed of raw materials and finished goods 

and therefore there is a need to sell goods produced quickly so as to make profits. In 

general, if the inventory takes more time to sell, it will adversely affect profitability. 

 

CONCLUSION 

Inventory plays a significant role in the growth and survival of an organization in the 

sense that ineffective and inefficient management of inventory will mean that the 

organization loses customers and sales will decline. Working capital management is 

very important for the survival of a business. Companies have to manage the 
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components of working capital, and by keeping an optimal level of working capital in 

order to maximize profit, which resulted in profitability.   Efficient and effective 

inventory management goes a long way in successful running and survival of a 

business firm. In order to maximize the profitability of firms, managers should put in 

the required effort to work within the range of the optimal working capital level since 

any deviation can have a negative impact on the profitability of the firm.  when the 

average time required in converting materials into finished goods and then to sell those 

goods decreases, it leads to an increase in profitability. Companies have large 

inventories as composed of raw materials and finished goods and therefore there is a 

need to sell goods produced quickly so as to make profits. It is also concluded that 

Inventory Management is very vital to the success and growth of the companies. The 

entire profitability of a company is tied to the volume of products sold which has a 

direct relationship with the quality of the product. 
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