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Abstract: Inventory management is a major component of any organizations working capital. The Inventory 
constitutes a significant portion of current assets of a firm, which helps in financial decision making. The 

present study concentrates on the effect of the management of inventory on profitability of leading 

manufacturing companies of CNX S&P 500 listed in NSE. The Sampling technique adopted in the study was 

Random sampling. The study involves both primary and secondary data. The study aims at examining the 

efficiency of inventory management measured by Average Inventory and cost of goods sold on Profitability of 

various manufacturing firms in the selected 15 sectors such as Automobile, Electrical equipment, Steel and 

Aluminium. Pharmaceutical, Cements, Consumer durables, Chemical, Engineering, Sugar, Tyre, Textiles, 

Pump, Food, Trading and Construction. The Net Operating Profitability is used as a measure of organizational 

performance. The survey includes about 162 companies from 500 listing. The questionnaire survey was 

conducted for 34 companies available at Chennai. The findings indicate a statistical relationship between 
Inventory turnover period and profitability of the selected sectors. The study states that Inventory management 

is the key aspect to be analysed in order to increase the profitability of the organization. 

Keywords: Inventory Turnover period, Net operating Profitability, Sector-wise analysis, Inventory 

management, Working capital management 

 

I. INTRODUCTION 
Inventory constitutes the second largest asset category for manufacturing companies, next to plant and 

equipment. The proportion of investment in inventories to total assets generally varies between n 15 – 30 

percent. The most important objective of inventory management in India is to avoid loss of production/Sales. 

Generally, the inventories are the largest asset in a manufacturing firm. There are three types of inventories they 

are the raw materials, work-in process, and the finished goods. Inventory may lead to a several costs like storage 
cost, obsolescence, and insurance cost. If the firm does not maintain a proper investment level with inventories, 

a disruption of the production and decrease in the sales can occur (Pandey. I. M. 2007). 

 

II. LITERATURE REVIEW 
In an Organization, Inventories are maintained to widen the latitude in planning and scheduling 

successive operations. Raw Material enables a firm to decouple its purchasing and production activities to 

certain extent. Inventory delivers flexibility in purchasing and production schedule. Likewise, the production 

schedule needs to be influenced by immediate purchasing activity. An enterprise which conducts its business 

operations at higher level with proportionately lower volume of raw material inventory is considered to be an 
efficiently managed concern (Mohan Reddy. 1991). 

Monitoring and control of Inventories 

The success of an inventory programme by and large depends upon the practices and procedures 

followed by the purchasing department in a business enterprise (Mishra R.K. 1975). This section discusses the 

tools and the techniques used to maintain and control inventories. The popular control techniques adopted in 

industries are ABC, JIT, and FSN. 

In most Inventories, a small proportion of items accounts for a very substantial usage and a large 

proportion of items count for a very small usage. ABC analysis is a selective approach to inventory control 

which calls for a greater concentration of effort on inventory. In this category A represents most important 

items, B represents moderate importance, and C represents items of least importance. The Just-in-time inventory 

control system, originally developed by Taichi Okno of Japan, simply implies that the firm should maintain a 

minimal level of inventory and rely on suppliers to provide spare parts and components ‘just-in-time’ to meet its 
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assembly requirements. FSN is used to find out the fast moving, slow moving, and non-moving items in a store 

department (Vaisakh et al., 2013). 

Theories on Inventory management and Profitability 

While measuring the inventory as a component of working capital which impacts profitability the 

metric used is the Inventory turnover period (ITP). This period is compared with competitors who’re widely 

used to assess the performance of Inventory which is a major component of working capital. Inventory, in most 
industries, accounts for largest proportion of gross working capital. Therefore, a number of studies have been 

conducted to find the determinants of working capital investment in inventories. The subsequent discussion 

provides a brief review of studies dealing with investments on inventory in India. Econometric studies to 

analyse the factors that influence inventory accumulation in India are based on time series and pooling of cross 

sectional time series data pertaining to manufacturers’ inventories were some of the studies reviewed in this 

section. 

The first a small but fine piece of work is the study conducted by National Council of Applied 

Economic Research (NCAER, 1966) 127 with reference to working capital management in three industries viz. 

cement, fertilizer and sugar. This was the first empirical study on working capital management in countries with 

‘scarcity of investible resources’. This study was mainly dedicated to the ratio analysis of structure, utilization 

and financing of working capital for the period 1959 to 1963. This study classified these industries into private 

and public sector for comparing their performance with reference to the working capital management. This 
study stated that inventory constituted a major portion of working capital i.e. (74.06 %) in the sugar industry 

followed by cement industry (63.1%) and fertilizer industry (59.58 %). The study observed that the control of 

inventory had not received any proper attention. The inventory control was mainly confirmed to materials 

management leading to the neglect of stores and spares. The utilization of working capital concerned with 

cement and fertilizer industry had a more efficient utilization of working capital resources. The sugar industry 

had an inefficient utilization of working capital largely due to the accumulation of stock with the factories. As 

regards financing of working capital the study showed that inventory had contributed huge towards the 

financing of working capital. Merville et al. (1973) presents a time-inter locked planning model where in 

optimal credit, inventory, and borrowing decisions are constituted as part of a "short-term funds subsystem." 

The model presented in this paper permits the integrated planning of optimal working capital policies. 

In this study a critical inventory linkage is outlined by the borrowing component. The model is formulated in a 
programming format transformed into a mixed-integer programming problem. Finally, the papers suggest a 

readily solvable model that provides the structure within which the management can relate the complex set of 

inventory policies in carrying out its short-term planning function. Whereas a survey of Mishra (1975)129 

studied the problems of working capital with special reference to six selected public sector undertakings in India 

over the period 1961 to 1968. The financial ratio analysis and the questionnaire survey revealed somewhat the 

same results as those of NCAER study with respect to composition and utilization of working capital. The 

enterprises revealed that the inventory constituted the most important element of working capital. The study also 

stated that overstocking of inventory with regard to its component will lead to a very low receivables turnover 

and more cash than warranted by operational requirements thus lead to a total mismanagement of working 

capital in public sector undertakings. So it is clear from the review of classical studies that inventories 

constituted a major part of the working capital. From a different pedagogical perspective Jane and Claire 

(1999)130 undertaken this study to teach students about the importance of working capital components and to 
demonstrate how to analyse the quality of working capital strategies. The focus of this proposed analysis is that 

on retail firms using the Time – series and panel data analysis. An attempt has been made to measure the net 

effect of a firm's working capital management strategy using the "Merchandising Ratio,” Data used in the study 

includes a sample of retailing companies to demonstrate how the merchandising ratio can be used to enhance the 

firm’s efficiency. The concept of working capital synchronization is new to most of the students; further the 

analysis demonstrates that the firms should manage all working capital components together effectively. The 

Merchandising Ratio provides an opportunity to recognize the integrative nature of the financial statements and 

to sharpen their financial analysis skills based on inventory. 

Similarly, Arcelus.F. J, Srinivasan. G. (1994) 131 analyzed the problem of integrating the main 

components of working capital decisions within a discounted cash flow framework in order to study the inter-

relationships among accounts payable, accounts receivables, inventory procurement policies, and cash 
discounts. This principle is more in tune with the shareholders' wealth maximizing objective, such as it is 

commonly related to short-term financial management decisions. Russell (2009) has investigated whether 

corporate financial management practices with respect to working capital management and reinvestment 

policies have altered the distributions of key financial ratios during the period of 1990 – 2004. This empirical 

study examines working capital and investment measures for a sample of 50 largest non-banking corporations, 

listed under Fortune 500, to determine whether there is an empirical evidence that have changed the 

management practices and the behaviour. The study initiated that there were significant shifts in the mean of 

inventory turnover period, and the cash flow per share over the entire 15-year investigation period.  
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According to vanhorne (1973)133 inventories should be allowed to increase till the resulting savings 

exceed the total cost of holding the added inventory. Luciano Peccati (1999)134 discuss the problem of 

inventory management, with a sale price problem, in equity or debt financing. The results stated that the net 

present value approach which is a traditional measure were used to produce the results, which is very similar to 

those of the average cost approach which impact the organizational productivity. The study further stated that 

working capital of the firm adopts the idea of integrating different inventory policies to enhance the firm’s 
performance. Protopappa Sieke (2010)135 research explains the benefits of both operational and financial 

aspects which are equally considering in decision-making. The model developed in this study is to determine the 

optimal purchasing order quantity under the working capital restrictions and the payment delays. Moreover, the 

study stated that increase in the working capital employed in the system will decrease the total operational cost 

and increase the total financial cost. This will lower the return on working capital investment. 

Michael Schiff (1974)136 paper presents an integrative dynamic model for inventory management as a 

guide for better planning and operation. The assumptions of the model conclude that the fluctuations of the 

demand curve over time will cause changes in both inventory policy and credit terms. The results indicate that 

both production and credit terms could change over time with the seasonal change in the demand curve. 

Mathuva (2010)137 defined the inventory conversion period as the time taken to convert inventory 

held in the firm into sales. If there is an increase in inventory conversion period, then the cost of inventory tends 

to increase. Therefore, the importance of inventory management is to minimize these costs without causing 
disruption in the production activity (Bhattacharya, 2003) Inventory turnover period varies widely across the 

various industries over time. This variation weakens the usefulness of inventory turnover in performance 

analysis, benchmarking and the working capital management. The studies elaborate that Inventory management 

functions should be coordinated and integrated to make an effective organizational performance. The 

establishment of rules for reaching the demand by recognizing the interface of inventory management will result 

in improved financial decision making and also enhance the working capital resources. 

 

III. MATERIALS AND METHODS 
The purpose of this research is to contribute towards a very important aspect of Inventory management 

which is a component of working capital on the profitability with reference to India (Chennai). The research 

intends to reveal relationship between the Inventory management and its effects on the profitability of 162 

manufacturing firms from CMIE prowess Database for a period of 2010 – 2016. This section of the paper 

discusses the firms and variables included in this study the distribution patterns of data and applied statistical 

techniques in investigating the relationship between the Inventory Turnover period and the profitability. The 

study includes both secondary and primary data. 

Objective of the study 

 To study the sector-wise relationship between the Inventory Turnover Period and Net Operating 

Profitability of 15 leading listed manufacturing sectors at Chennai for a period of 2010 - 2016. 

Variables of the study 

 Dependent variable – Net Operating Profitability 

 Independent variable – Inventory Turnover period. 

Data Sources 
To derive at the above objective, extensive use of libraries was used. The main sources of secondary 

data were collected through the financial statements, such as income statements, balance sheets of S&P CNX 

500 companies. The data has been derived from NSE were collected for the period of 2010 – 2016 from CMIE 

Prowess Database. But due to inconsistency of data for the continuous 6 years’ period, only 162 companies from 

S&P CNX 500 companies have been considered for this study. The other non-financial firms which lack in data 

were eliminated from this study.  

Methods of Analysis 

The present study adopts Random Sampling method. The tools such as Descriptive statistics, Ratio 

analysis, Correlation, Chi-square has been used to analyse the secondary data. Questionnaire survey was used to 
measure the primary data. Out of the 162 companies only 34 companies were available at Chennai. Hence the 

primary survey was conducted only with these 34 companies. The statistical analysis was performed using the 

SPSS tool. 

 

IV. ANALYSIS OF SECONDARY DATA 
Table showing the Descriptive Statistics (Mean and Standard Deviation) of 162 Firms, (i.e.) 15 

Manufacturing Sectors, for a period of 2010-2016 

SECTORS ITP 

AUTOMOBILE SECTOR MEAN 65.40 
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S.D 27.70 

ELECTRICAL EQUIPEMENTS  
MEAN 203.23 

S.D 111.34 

STEEL and ALUMINIUM 
MEAN 113.40 

S.D 58.77 

PHARMACEUTICAL 
MEAN 75.27 

S.D 21.60 

CEMENT 
MEAN 73.51 

S.D 23.62 

CONSTRUCITON  
MEAN 72.00 

S.D 28.88 

ENGINEERING FIRMS 
MEAN 218.08 

S.D 86.96 

TEXTILES 
MEAN 72.83 

S.D 37.40 

CHEMICAL 
MEAN 82.43 

S.D 40.36 

TYRE 
MEAN 74.36 

S.D 25.21 

PUMP 
MEAN 76.94 

S.D 21.04 

FOOD FIRMS 
MEAN 61.10 

S.D 44.80 

SUGAR 
MEAN 83.02 

S.D 45.10 

TRADING 
MEAN 59.90 

S.D 32.10 

CONSTRUCITON 
MEAN 409.10 

S.D 63.1 

Source: Calculation based on Annual Reports of firms from 2010-2016 

The above table has arrived at the descriptive statistics (i.e) Mean and standard deviation for Inventory Turnover 

period. 

i. In Automobile sector, Debtors conversion period is 65 days. 

ii. In Electrical Equipment’s sector the Debtors conversion period is 203 days. This implies that the 

Electrical sector is providing too much of time for their customers to pay their bills. The inventory 

turnover process can be made even faster to realize quick profits. 

iii. In Steel and Aluminum sector, Debtors conversion period is 113 days etc. The period should be 

reduced to minimum to increase profit. 
iv. In Pharmaceutical sector, the Inventory Turnover Period has got the highest mean of 80 days.  This 

infers that the pharmaceutical sector is providing too much of time for their customers to pay their bills. 

The receivables process can be made even faster to realize quick profits. 

v. In Cement sector, Inventory Turnover Period is about 73 days. 

vi. In Consumer Durables sector, Inventory Turnover Period is about 72 days. 

vii. In Engineering sector, Inventory Turnover Period is 218 days. This period should be reduced to 

minimum to increase profit. 

viii. In Textile sector the Inventory Turnover Period is 72 days. This implies that textile sector acquires too 

long to pay for its suppliers. 

ix. In Chemical sector the Inventory Turnover Period is 82 days. This period should be reduced to 

minimum to increase profit. 
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x. In Tyre sector Inventory Turnover Period is about 74 days. This period should be reduced to minimum 

to increase profit. 

xi. In Pump Sector Inventory Turnover Period is about 76 days. This period should be reduced to 

minimum to increase profit. 

xii. In Food sector the Inventory Turnover Period is about 61 days.  This implies that food sector took too 

long period to pay for its suppliers. 
xiii. In sugar sector the Inventory Turnover Period is about 83 days.  This implies that sugar sector took too 

long to pay for its suppliers. 

xiv. In trading sector, the Inventory Turnover Period is 59 days. This period should be reduced to minimum 

to increase profit. 

xv. In Construction sector the Inventory Turnover Period is about 409 days. This indicates that this sector 

is providing too much of time for their customers to pay their bills. This period should be reduced to 

minimum to increase profit. 

Table showing the Correlations between the Net Operating Profitability and the Inventory turnover 

period of Automobile, Electrical equipment, Steel and Aluminium, Pharmaceutical, and Cement sectors 

for the period of 2010-2016.  

AUTOMOBILE  

NOP 
Pearson 

Correlation 
1 

ITP 

Pearson 

Correlation 

-.674** 

 

Sig. (2-tailed) .000 

ELECTRICAL 

EQUIPMENT 

NOP 
Pearson 

Correlation 
1 

ITP 

Pearson 

Correlation 
-.574** 

Sig. (2-tailed) 0 

STEEL AND 

ALUMINIUM 

NOP 
Pearson 

Correlation 
1 

ITP 

Pearson 

Correlation 
-0.422** 

Sig. (2-tailed) 0.000 

PHARMACEUTICAL 

NOP 
Pearson 

Correlation 
1 

ITP 

Pearson 

Correlation 
-.265* 

Sig. (2-tailed) 0.019 

CEMENT 

NOP 
Pearson 

Correlation 
1 

ITP 

Pearson 

Correlation 
-.116 

Sig. (2-tailed) 313 

 **. Correlation is significant at the 0.01 level (2-tailed). 

 *. Correlation is significant at the 0.05 level (2-tailed). 

From the above correlation table, it has been observed that the co-efficient of Inventory Turnover 

Period, has (-.674**) and a P value of (.000) which is significant at 1%, since the (P value < 1) there is a highly 

relationship exist between Inventory Turnover Period and the Net operating profitability. The negative 
correlation between Inventory Turnover Period with the Net operating profitability indicates that an increase in 

the Inventory turnover period will decrease the profitability of the Automobile sector.  



I. Navena Nesa Kumari et al., International Journal of Research in Management, Economics and Commerce, 

ISSN 2250-057X, Impact Factor: 6.384, Volume 07 Issue 11, November 2017, Page 52-63 

http://indusedu.org Page 57 

 

This work is licensed under a Creative Commons Attribution 4.0 International License 

From the above correlation table, it has been observed that the co-efficient of Inventory Turnover 

Period, has (-.574**) and a P value of (0.00) which is significant at 1% and it is negatively correlated with the 

Net operating profitability. The negative correlation between Inventory Turnover Period with the Net operating 

profitability indicates that an increase in the Inventory period will decrease the profitability of the Electrical 

Equipment sector. 

From the above correlation table, it has been observed that the co-efficient of Inventory Turnover 
Period, has (-.422**) and a P value of (0.00) which is significant at 1% and it is negatively correlated with the 

Net operating profitability. The negative correlation between the Inventory Turnover Period with the Net 

operating profitability indicates that an increase in the Inventory period will decrease the profitability of the 

Steel and Aluminium sector. 

From the above correlation table, it has been observed that the co-efficient of Inventory Turnover 

Period has (-.265*) and a P value of (.019) which is significant at 5% and it is negatively correlated with the Net 

operating profitability. The negative correlation between Inventory Turnover Period with Net operating 

profitability indicates that an increase in the inventory turnover period will decrease the Net operating 

profitability of the Pharmaceutical sector. 

From the above correlation table, it has been observed that the co-efficient of Inventory Turnover 

Period has (-.116) and a P value of (.313) which is insignificant. The analysis implies that there is no 

relationship exists between Inventory period and Net operating profitability of the Cement sector. 

Table showing the Correlations between the Net Operating Profitability and the Inventory turnover 

period of Consumer durables, Engineering, Textiles, Chemical and Tyre sectors for the period of 2010-

2016. 

CONSUMER 
DURABLES 

NOP 
Pearson 

Correlation 
1 

ITP 

Pearson 
Correlation 

-288 

Sig. (2-tailed) 0.089 

ENGINEERING 

NOP 
Pearson 

Correlation 
1 

ITP 

Pearson 

Correlation 
-064 

Sig. (2-tailed) .686 

TEXTILES 

NOP 
Pearson 

Correlation 
1 

ITP 
Pearson 

Correlation 
-014 

  Sig. (2-tailed) .901 

CHEMICAL 

NOP 
Pearson 

Correlation 
1 

ITP 
Pearson 

Correlation 
.139 

  Sig. (2-tailed) .244 

TYRE 

NOP 
Pearson 

Correlation 
1 

ITP 
Pearson 

Correlation 
-.494** 

  Sig. (2-tailed) 0.006 

**. Correlation is significant at the 0.01 level (2-tailed). 

*. Correlation is significant at the 0.05 level (2-tailed). 

From the above correlation table, it has been observed that the co-efficient of Inventory turnover 
period, has (-.288) and a P value of (.089). Since the (P value > .05) there is no relationship exist between 

Inventory turnover period and the Net operating profitability of the Consumer Durables sector.  

From the above correlation table it has been observed that the co-efficient of Inventory turnover period, 

has (.064) and a P value of (686) which is not significant. Since the (P value > .05) there is no relationship exist 

between Inventory turnover period and the Net operating profitability of the engineering sector. 

From the above correlation table it has been observed that the co-efficient of Inventory turnover period, 

has (.014) and a P value of (.901) which is not significant. of the textile sector. Since, the (P value > .05) there is 

no relationship exist between Inventory turnover period and the Net operating profitability of the Textile sector. 
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From the above correlation table it has been observed that the co-efficient of Inventory turnover period 

has (-.139) and a P value of (.244) which is insignificant.  Since, the (P value > .05) there is no relationship exist 

between Inventory turnover period and the Net operating profitability of the Chemical sector. 

From the above correlation table it has been observed that the co-efficient of Inventory turnover period 

has (-.494**) and a P value of (.006) which is significant at 5% and it is negatively correlated with the Net 

operating profitability. The negative correlation between Inventory turnover period with Net operating 
profitability indicates, that an increase in the Inventory period will decrease the Net operating profitability of the 

Tyre sector. 

Table showing the Correlations between the Net Operating Profitability and Inventory turnover period of 

Pump, Food, Sugar, Trading and Construction sectors for the period of 2006-2012. 

PUMP 

NOP 
Pearson 

Correlation 
1 

ITP 

Pearson 

Correlation 
-0.445* 

Sig. (2-tailed) 0.014 

FOOD 

NOP 
Pearson 

Correlation 
1 

ITP 

Pearson 

Correlation 
-.281 

Sig. (2-tailed) .053 

SUGAR 

NOP 
Pearson 

Correlation 
1 

ITP 

Pearson 

Correlation 
-0.139 

Sig. (2-tailed) 0.464 

TRADING 

NOP 
Pearson 

Correlation 
1 

ITP 

Pearson 

Correlation 
-.240 

Sig. (2-tailed) 0.337 

CONSTRUCTION 

NOP 
Pearson 

Correlation 
1 

ITP 

Pearson 

Correlation 
-.257** 

Sig. (2-tailed) .000 

**. Correlation is significant at the 0.01 level (2-tailed). 

*. Correlation is significant at the 0.05 level (2-tailed). 

From the above correlation table, it has been observed that Inventory turnover period, has a co-efficient 

of (-.445*) and a P value of (.014) which is significant at 10% and it is negatively correlated with the Net 

operating profitability. Since the (P value < .10) the results indicate that there is a negative correlation between 

the Inventory turnover periods with the Net operating profitability. This implies that an increase in the Inventory 
period will decrease the profitability of the Pumps sector.  

From the above correlation table, it has been observed that Inventory turnover period, has a co-efficient 

of (-0.281) and a P value of (.053) which is insignificant. Since the (P value > 0.05) the result shows that there is 

no relationship exists between dependent variable NOP and the independent variable Inventory turnover period 

of the food sector. 

From the above correlation table, it has been observed that Inventory turnover period has a co-efficient 

of (-.139) and a P value of (.464) which is insignificant. Since the (P value > 0.05) the results indicate that there 
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is no relationship exists between the dependent variable Net operating profitability with the independent 

variable Inventory turnover period of the Sugar sector.  

From the above correlation table, it has been observed that the co-efficient of Inventory turnover 

period, has a co-efficient of (-.240) and a P value of (.337) which is insignificant. Since the (P value > 0.05) 

there is no relationship exist between the dependent variable Net operating profitability with the independent 

variable Inventory turnover period of the trading sector.  
From the above correlation table, it has been observed that the co-efficient of Inventory turnover period 

has (-.257) and a P value of (.000) which is significant at 1% and it is negatively correlated with the Net 

operating profitability. Since the (P value < .1) the results indicate that there is a negative correlation between 

the Inventory turnover periods with the Net operating profitability. This implies that an increase in the Inventory 

period will decrease the profitability of the Construction sector. 

 

V. ANALYSIS AND INTERPRETATION OF PRIMARY DATA 
Estimated inventory turnover period for selected industrial units at Chennai 

Inventory turnover period is a measure of firm’s operational efficiency in the management of its assets. 

Minimizing inventory holding reduces overhead costs and hence improves the profitability performance. A 

lower turnover rate may lead to overstocking. Conversely a high turnover rate may lead to loss in business, 

because of too low inventory.  

Table showing the Inventory turnover period for selected industrial units at Chennai 

Estimated Inventory Turnover 
Period No of Respondents 

Percentage of 
Respondents 

0-14 days 0 0 

15 - 45 days 14 41 

45 - 90 days 15 44 

>90 days 5 15 

Source: Primary Data 

From the above table it has been observed that 15 out of 34 units take 45- 90 days to convert their 

inventory into cash.  This period takes into account the time required to sell inventory, and the amount of time 

needed to collect receivables and length of time that a company is afforded to pay its bills without incurring 

penalties. The table states that many of the firms took 15-45 days to convert their inventory into cash. This 

should be reduced to minimum to acquire the organizational efficiency. 

The implementation of inventory model and types of inventory models adopted at selected industrial units 

at Chennai 

Adopting a specific inventory model will help the business concern to be more efficient in constructing 

an inventory schedule and also to reduce the cost. It offers many possibilities to fine tune the records for better 
inventory management. Inventory models are considered to have a major impact on the cash flow and 

operational cost of business. A company adopts its inventory model regardless of its industry or product. This 

activity aims at maximizing customer service, lowering operational cost and minimizing the investment in 

inventory. 

Table showing the specific inventory Models adopted at selected industrial units at Chennai 

  Percentage Types of  Percentage 

Specific No. of Of Inventory No. of of 

Inventory Model Respondents Respondents Models Respondents Respondents 

   Just in time 3 9 

   Economic order   

Yes 19 56 quantity 9 26 

   ABC 4 12 

No 15 44 FSN 3 9 

Total 34 100 Total 19 100 

Source: Primary Data 

It is found from the interview that 19 units had a specific inventory model adopted to run their 

business. Also from19 units it has been identified that EOQ model is followed by 9 units as a specific model for 

running their business. Adoption of inventory model is important in order to retain the inventory level. Proper 
utilization of inventories will increase the volume of profit. 
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The Inventory Strategy to maintain customers of selected industrial units at Chennai 

Many companies today continue to use rather simplistic means to determine safety stock levels at 

different levels of the operations. The problems and challenges must be tackled more holistically, considering 

strategies and tools that can tame the growing network that brings those inventory levels down while 

maintaining or even improving customer service levels. 

Table 5.3.1: Table representing receivables management practices at 34 selected Industrial units at  

Chennai 

 
Source: Primary Data 

Inference 

From the above table 5.3.1 it is inferred that 17 units use effective computerization on inventories and 

19 firms prefer development of long-term relationship with their customers as their popular inventory 
management Strategy. Proper strategy should be followed by each unit in order to maintain the volume of 

inventory levels. Hence inventory is one of the most important components of working capital. This policy will 

indirectly influence the increased performance of the organization, which will induce profit. 

Assessment of the Inventory control practices of the surveyed firm at Chennai 

Poorly managed inventories also can mask quality deficiencies which result in lower customer service 

and create an atmosphere that allows management to avoid integrating the supply channel. However, holding of 

inventory may offset uncertain demand, allow instantaneous service, and reduce the transportation costs. So it is 

very important to access the Inventory control practices adopted by the surveyed firms. 

Table showing the Assessment of Inventory Control practices of the selected industrial units at Chennai 

 Preparation of inventory   

 budgets Review of inventory levels 

Inventory  Percentage  Percentage 

management No. Of of No .of Of 

practices Respondents Respondents Respondents Respondents 

Excellent 3 9 3 9 

Good 10 29 9 26 

Satisfactory 15 44 12 36 

Average 6 18 10 29 

Total 34 100 34 100 

Source: Primary Data 

The above table enables the assessment of inventory control practices in the surveyed firms. It is 

inferred that there are two methods usually adopted as stated above. The study states that majority of 13 firms 

use preparation of inventory budgets and 12 firms use review of inventory levels as a major inventory control 

practices in their industries. 

Hence frequent assessment of inventory control practices will increase the efficiency of the inventory 

levels which help in promoting the profitability. 
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Determination of inventory levels of the selected industrial units at Chennai 

A firm should hold more inventory to ensure the firm's operation. Determining inventory level is an 

attempt to balance inventory needs and requirements in order to minimize costs resulting from obtaining and 

holding inventory. Also it is vital for the industry to follow and maintain a constant level of stock replacement 

orders. Regardless of the nature of products it is mandatory to know the stock replacement orders in order to 

attain fuller utilization of resources. The below table will give the information about the stock replacement 
orders of 34 industry surveyed in Chennai. 

Table showing the determination of inventory levels of the selected Industrial units at Chennai 

   Frequency   

Determination  Percentage of Stock  Percentage 

of Inventory No. of Of Replacement No. of Of 

Level Respondents Respondents Orders Respondents Respondents 

Based on   Once in a   

theories of   Year 8 24 

inventory   Once in 6   
management 19 56 Months 7 20 

   Once in 3   

Based on   Months 9 26 

historical data 15 44 Monthly 8 24 

   Weekly 2 6 

Total 34 100 Total 34 100 

Source: Primary Data 

From the above table it is inferred that the inventory levels were determined by the surveyed industries 

using the theories of Inventory management, and based on the historical data. 19 companies adopt theories of 

inventory management to determine inventory levels. It has been found that 16 companies will place the order 

for their stocks within 3 to 6 months during a year. It is better to practice and adopt both the criteria of 

determining inventory level. Hence the two methods mentioned are very useful in maximizing the efficiency of 
inventory performance, which increases the turnover. 

Chi-Square Analysis 

The table stated below shows the relationship between the importance (or) priority that the organisation 

place on working capital with reference to the utilization of company’s potential working capital resources, 

which helps in increasing the profitability. 

The table representing Chi-squared analysis for Priority on working capital management with optimum 

utilization of company's potential Inventory Resources 

Priority   Utilization of Inventory Resources  

On        

Working        

Capital  Excellent Good Satisfaction Poor Total  

 N 7 7 0 0 14  

Highest Row % 50.00% 50.00% 0.00% 0.00% 100.00%  

 N 2 0 8 1 11  

High Row % 18.20% 0.00% 72.70% 9.10% 100.00%  

Neither N 0 1 6 2 9  

High Nor        

Now Row % 0.00% 11.10% 66.66% 22.22% 100.00% Chi Squared 

 N 9 8 14 3 34 Value=41.86; 

Total Row % 26.50% 23.50% 41.17% 8.82% 100.00% P Value = 0.00 

Source: Primary Data 

It has been inferred from the table that the organisation which place a highest priority on working 

capital, have good and excellent utilization of potential Inventory resources. Whereas the organisations which 

place a little low priority only have 18% of utilization and 72% of satisfactory level of utilization of potential 

resources. So it is identified that companies which give more priority to working capital have a better utilization 

of company’s potential Inventory resources. 

Since the P value 0.00, it has been inferred that there is a significant relationship exists between the 
priority on working capital by the organisation and utilization of potential Inventory resources. Hence priority 
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on working capital is essential for a better utilization of resources, which will induce the efficiency of the 

organizational performance and also to reduce the wastage/ scrap. 

 

VI. FINDINGS AND CONCLUSION 
On the whole the study identifies the issues related to the Inventory turnover period and organizational 

performance undertaken by manufacturing industries through the questionnaire survey and secondary data 

analysis. 

From the analysis it has been found that there is negative correlation exists between Inventory turnover 

period and Net operating profitability. This result has been consistent for the sectors such as Automobile, 

Electrical and Equipment, Steel and Aluminium, Pharmaceutical, Tyre, Pump, and Construction. The inference 

stated when the Inventory turnover period increased by a day, the net operating profit of the firm tends to 

decrease or vice versa. Thus this findings are consistent and in line with Mathura (2010), Russell (2009). But 

theoretically, if the inventory turnover period is increased then the customers have good opportunity for 
acquiring more goods for longer credit period. As a consequence, the sales of the company tend to increase, 

which results in increased profitability.  

This paper tends to present the evidence on the importance of Inventory management policies of 

leading listed manufacturing firms at Chennai. The sector-wise analysis will focus on the different strategies 

used in managing the Inventory policies undertaken by the selected firms for the study. The results confirm that 

out of fifteen sectors seven sectors have a significant relationship, which implies that an efficient Inventory 

management of a firm will increase the efficiency of the organizational performance. The sectors should 

improve and review the strategies such as credit policies and reminder procedures periodically to boost the 

effectiveness of the profitability. The time lag between raw materials, work in progress and finished goods 

should be decreased and a regular follow ups on the various inventory policies will enhance the organizational 

performance.  
The results from the analysis stated that the Inventory turnover period should be reduced to minimum, 

which helps the organizations to increase its profitability. It has been drawn from the analysis that most of the 

firms do not have any particular inventory model. The study stated that inventory model tends to change 

according to the stock requirement. Hence it was studied that adoption of a effective inventory model will 

increase the efficiency of the resources. Most of the firms adopted the Economic Order Quantity as a standard 

model, since there are very fewer defects were detected by the firms. It is advisable to have a specific inventory 

strategy, which facilitates in maintaining the customers effectively. The questionnaire survey conducted by the 

study reveals that there should be an effective computerization for the adequate stocks which involves review of 

such goods with improved co-ordination of such goods. They also imply more on the development of long term 

relationship with the suppliers and customers which induces absolute disposal of inventories. 

The results from the questionnaire survey stated that frequent assessment of inventory control 

practices, and determination of inventory levels will directly influence the profitability of the firms. A proper 
follow up of stock replacement orders, will increase the utilization of inventory resources efficiently. The 

regular utilization of inventory resources will reduce the wastage and scrap.  

For future research a special focus on the surveyed areas for medium and small sized firms is also 

required to avoid financial distress. The above discussed priorities should be focused for an effective utilization 

of Inventory resources which will have an impact on working capital management. This can be explored for 

future research on SME’s.  
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