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its Impact on Profitability of Enterprises
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Abstract

In the retail industry faster cash cycle is a must as it operates on
very thin margins, which will get vaporised, posing difficulty to service
the working capital debt and hence, higher inventory turnover is preferred.
Here, in retail industry, a very precise control on inventory movement is
essential for getting higher turnover of inventory to achieve higher sales
to avoid the additional borrowing of working capital.This paper presents
the analysis of inventory turnover ratios (for 8 years i.e 2012-2019) of
nine Indian leading companies in retailindustry. This study is done to
find out effect of inventory turnover on company's performance and
whether inventory related metrics can influence the investing decision in
retail company's stocks. Hence, for improving business performance,
establishmentshave major focus to improving inventory turn ratio and
achieve growth.

I. Introduction

THE RETAIL COMPANY requires an effective inventory management
to generate more sales to enhance the performance of the business. Hence, for
an enterprise a systematic inventory management process in place is a must.
The studies on inventory mostly focus on companies in manufacturing sector.
This research study attempts to examine the effect of inventory turnover in
retails sector in India.

A company showing alow inventory turnover as compared to its competitor,
wonders whether inventory turnover has direct impact on company’s
performance.Hence, this study is undertaken. The low inventory turnover
indicates company’s inefficiency resulting into poor business performance. This
may be due to two reasons, one that it is having too much non-moving or left-out
inventory in a warehouse or it is experience inventory storage.

* Chartered Accountant and Research Scholar, ITM University, Raipur, Chhattisgarh
492002, INDIA

Submitted May 2018; Accepted March 2021



Patki; Analysis of Inventory Turnover Ratio and its Impact on.... 465

in the growth of E-commerce platforms it has open Pandora’s box for
the consumers as they can have the ease of choosing the products
without the hassles of physically visiting the stores and shopping. E-
Commerce has grown from books to grocery. So, it is becoming difficult
for the retail stores to retain customer loyalty which would be
questionable in the long run.

X. Limitation of Study

1. Only nine companies in Retail Industry, listed on NSE & BSE are covered
under this study

2. Theresearchis based on secondary data available in Annual Reports of
the companies.

3. Data for limited period of eight years (2012-2019) is used for analysis.

References

Abdul RMN, (2007), “Working Capital Management and Profitability Case of Int
Rev”, Bus Res Papers, pp. 279-300

Bin, Syed Jamal Abdul Nasir, Syed Mohamad, Nurul Nadia Suraidi, Nabihah
Amirah Abd. Rahman and Raja Durratun Sakinah Raja Suhaimi, (2017), “ A Study on
Relationship between Inventory Management and Company Performance: A Case
Study of Textile Chain Store”, Journal of Advanced Management Science, Vol. 4, No. 4

Boute, Robert and Lambrecht, Marc and Lambrechts, Olivier and Sterckx,
Peter, (2007), “An Analysis of Inventory Turnover in the Belgian Manufacturing
Industry, Wholesale and Retail and the Financial Impact on Inventory Reduction”, SSRN

Elsayed, Khaled and Hayam Wahba, (2016), “Re-examining the relationship
between inventory management and firm performance: An organizational life
cycle perspective”, Future Business Journal, Vol. 2, No. 1, June 2016, pp. 65-80

Farooq, Umar, (2019), “Impact of Inventory Turnover on the Profitability of
Non-Financial Sector Firms in Pakistan”, Journal of Finance and Accounting Research,
Vol. 1, No. 1, February 2019, pp. 34-51

Kariee, Marijan, Ivan Kristek and Maja Vidoviee, “Measuring the inventory
turnover in distributive trade”, Repec.org

Levy, M. and B.A. Weitz, (2009), “Retailing Management, Seventh Edition”,
McGraw-Hill/Irwin, Boston, 2009

Lwiki, Timothy, Patrick Boniface Ojera, Nebat Galo Mugenda and Virginia
Kirigo Wachira, (2013), “The Impact of Inventory Management Practices on
Financial Performance of Sugar Manufacturing Firms in Kenya”, International
Journal of Business, Humanities and Technology, Vol. 3, No. 5, pp. 75-85

Makori, Daniel Mogaka and Ambrose Jagongo, (2013), “Working Capital
Management and Firm Profitability: Empirical Evidence from Manufacturing
and Construction Firms Listed on Nairobi Securities Exchange”, International
Journal of Accounting and Taxation, Vol. 1 No. 1, December 2013.

Mappanyuki, R. and M. Sari, (2017), “ The effect of sales growth ratio, inventory
turnover ratio, growth opportunity to company’s profitability (survey in Indonesia’s
stock exchange)”, 64th ISERD International Conference, Seoul, South Korea

© Indian Institute of Finance



466 Finance India

Panigrahi, A., (2013), “Relationship between inventory management and
profitability: An empirical analysis of Indian cement companies”, Asia Pacific
Journal of Marketing and Management Review, Vol. 2, No. 7, pp. 107-120

Panigrahi, Ashok Kumar, Suman Kalyan Chaudhary, (2015), “Negative
Working Capital-Sign of Managerial Efficiency or Possible Bankruptcy (A case
study of Hindustan Unilever Limited)", Effulgence, Vol. 14, No. 2, Jul - December,
2016

Rao, C. Madhusudhana and K. Prahlada Rao, (2009), “Inventory Turnover
Ratio as a Supply Chain Performance Measure”,Serbian Journal of Management,
Vol. 4, No. 1, pp. 41- 50

Sople, Vinod, (2012), “Supply Chain Management: Text and Cases”, Pearson,
Delhi, (2012), pp.401-402

Steven M. Pooler, (2017), “Purchasingee Strategic Approach to Inventory
Management”, Global Purchasing and Supply Management (by Victor H. Pooler,
David J. Pooler, Samuel D. Fahrney), Springer International Publishing AG.(2017),
Ch9, pp. 181-204

© Indian Institute of Finance



