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Abstract: Inventory Management is of a great importance in financial management decision. This is because
excess or shortage of this may bring danger to the company. This study analyses the effect of inventory
management on the profitability  of   building/chemicals   and  paints  manufacturing  companies  in  Nigeria.
The objectives of the study are, to investigate the effect of inventory turnover ratio on companies’ profitability,
to determine the effect of sales growth rate on corporate profitability and to ascertain the effect of debt ratio
on the profitability of Building materials/Chemical and Paint companies in Nigeria. Multiple regression analytical
tool was used to test the formulated hypotheses. The result indicated that inventory turnover had significant
and negative effect on the profitability of the companies under study, also sales growth rate was found to have
non- significant and negative effect on profitability ratio. Again, debt ratio had non-significant and negative
effect on the profitability of the companies under Building/Chemical and Paints manufacturing companies in
Nigeria.
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INTRODUCTION inventory is to maintain a level of inventory relative to

Inventory/stock constitutes a substantial proportion to  meet  customers’  needs [9-11].
of the current asset group. It represents investments made
for the purpose of obtaining a return [1-3]. The return is Objectives of the Study:
derived from the expected profits which may result from To investigate the effect of inventory turnover ratio
sale. In most companies, a certain level of inventory must on companies profitability.
be kept in order to generate an adequate level of sales. If To determine the effect of sales growth rate on
the stock level is inadequate, the sales volume will fall corporate profitability.
below the level otherwise attainable. Excessive inventory, To ascertain the effect of debt ratio on the
on the other hand, exposes the company to expenses profitability of building materials, chemical and paint
such as storage costs, insurance and taxes, as well as the companies in Nigeria.
risk of loss of value through obsolescence and physical
deterioration  [5-8].    Moreover,  excessive  inventory tie Hypotheses: The following hypotheses  shall be proved;
up funds which can be used more profitably elsewhere. There is no relationship between inventory turnover
Owing to the risk involved in holding inventories/stocks ratio and company’s profitability
as well as the fact that inventories  are  one  step  further Sales growth rate has no effect on corporate
removed from cash than receivables because they have to profitability.
be sold before they are converted into receivables. Debt ratio has no effect on the profitability of
Inventories are normally considered the least liquid
component of current  assets  group. The objective of

sale that is not excessive but, at the same time is sufficient

building materials, chemical and paint, companies in
Nigeria.



InventoriesInventory turnover ratio  = 
Purchase/cost of sales

1 0

0

sales salesSales =
Sales
−

Total debtDebt ratio = 
Total assets

World J. Manage. & Behav. Stud., 2 (2): 21-27, 2014

22

Research Methodology: The ex-post factor research Debt  Ratio:  The  debt  we  mean  in  this  study is the
design was used in this study, because it involved events long  term  loan  which  is  borrowed   from  outsiders.
that have taken place in the past. The study also focuses Debt here is measured as long term debt  (loan),  divided
on the empirical analysis of the effect of inventory by total assets. 
management on the profitability of some selected
companies in building/materials/chemical and paint
industries in Nigeria. The records observed were from
2000 to 2011.

Population and Sample Size: The population of this study collected for this study were analyzed using the four
is all the quoted manufacturing firms in Nigeria. The functional  models  of  multiple  regressions,  while  the
sample size is only companies in Building best-fitted  model  to  the  analysis  was  selected.  The
/material/chemical and paints manufacturing firms and it four functional models of multiple repressions in this
is dependent on data availability. study are:-

Nature and Sources of Data: The study used secondary Linear regression model:
data that were extracted from the annual reports and
statements of Account of the selected building Profitability= Bo + B1(INV) + B2(DT) + B3(SL) + U
materials/chemical and paints manufacturing firms. The
data for this study include, profit before tax, inventory, Semi log regression model:
total assets, long term loan and sales.

Description of Variables LogB3(SL) +U
Dependent Variable (Profitability): Profitability is the
dependent variable for this study. Return on assets was Double log regression model:
used to analyze the effect management of inventories has
on the profitability of the firms under study. Log Profitability= LogBo + LogB1(INV) + LogB2(DT) +

Independent Variable
Inventory Turnover Ratio: Inventories are list of stocks of Exponential regression model:
raw materials, work in progress or finished goods, waiting
to be consumed in production or to be sold. Inventory LogProfitability= Bo + B1(INV] + B6(DT)+ B7(SL)+Ui
ratio (INV) is calculated as inventories /purchases or cost
of sales. The variable represents the rate stocks are held After obtaining the results of the four functional
by the firm. Longer storage represents a greater multiple  regression  models,  decisions  were therefore
investment in inventory for a particular level of operation taken  on  which  among  them  should  be  chosen  as  the
Chariton et al[ 2010], Ghosh and Maji [2004]. best fit model in the analysis. The choice models were

and  choice  of  the best fit model was fundamentally

number   of    significant   variables   b)   significance  of
Sales Growth Rate: In this study sales growth is the F-ratio  which measures  the  fitness  of   a   model in
increase or decrease of annual sales measured as a using the independent variables  to  explain  the
percentage of sales. It is measured as sales1 –sales0, dependent  variable  c)  the  magnitude of the coefficient
divided by sales0. of  multiple  determinations  (R ).  Although  decisions  on

highest number  of  significant  variables,   result  of the

Analytical Tool for the Test of Hypotheses: The data

i

Profitability= LogBo + LogB1(INV) + LogB2(DT) +
i

LogB3(SL) + Ui

then  used  in  the  interpretation  of  the  results. Decision

based  on  the  following:  a)  the  one  with  highest

2

the choice of models were based mostly on ones with

analysis   must   necessarily  show  significant  F-ratio.
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The coefficients of multiple determination (R ) were values in the result tables presented. Again, the data from2

employed  in  the study  to  quantify  extent  of  variation the three manufacturing firms were computed and pooled,
in  the  dependent  variable  (profitability  ratio)  caused analyzed and presented as representative of the sub
by  the  explanatory  (independent)  variables  considered sector. Also, computed data for all twenty two
in  the  study.  Furthermore,  the  analysis  were manufacturing firms considered in the study were equally
conducted at 1%, 5% and 10% levels of significance pooled, analyzed and presented differently as
respectively denoted as ***, ** and * signs against the representative of all manufacturing firms in Building
coefficient materials/chemical and paint.

RESULTS AND DISCUSSION

Table 1: Raw Data for Benue Cement Company Nigeria Plc.

Years Return on Asset Ratio Inventory Turnover Ratio Debt Ratio Sales Growth Rate (%)

2000 -0.10239 2.192216 0.049438 -37.2788

2001 -0.27937 1,.230452 0.324863 40.8999

2002 -0.48596 1.730596 0.150877 -47.7203

2003 -0.47319 0.158396 0.011947 -32.9348

2004 -0.12134 0 0 0

2005 -0.06948 0.542425 0.039317 0

2006 0.061145 0.120833 0.192292 50.53825

2007 0.050877 0.14593 0.009276 -9.21796

2008 -0.49101 0.122604 0.078497 -21.0928

2009 -0.09077 2.725822 0.023004 46.62865

2010 -0.08465 18.98004 0.015857 0.290235

2011 -0.1001 17.44545 0.022139 5.599682

Source: Author’s Computation from Annual Accounts of Firm 2000-2011.

This company did not make profit in almost all the years; it was in 2006 and 2007 that they made little profit. The
company had high rate of inventory in 2010 and 2011 respectively and they borrowed in almost all the years but borrow
more in 2006. 

Table 2: Raw Data for Berger Paints Nigeria Plc.

Years Return on Asset Ratio Inventory Turnover Ratio Debt Ratio Sales Growth Rate (%)

2000 0.040842 0.624668 0 -83.2194

2001 0.149082 0.47907 0 1271.29

2002 0.104144 0.623666 0 -5.96092

2003 0.027384 0.344477 0 -89.8095

2004 0.101776 0.374117 0 24.72222

2005 -0.03298 0.345622 0 3.774959

2006 0.055236 0.265374 0 20.1845

2007 0.105111 0.316593 0 -1.09792

2008 0.119973 0.214389 0 11.39888

2009 0.141529 0.22027 0 -6.1101

2010 0.199542 0.354545 0 15.83131

2011 0.09189 0.35829 0 -6.61135

Source: Author’s Computation from Annual Accounts of Firm 2000-2011.

The return on asset ratio of this company is low. They had the highest inventory in 2000 followed by 2002. They
did not borrow in all the years. They made the highest sales in 2001.
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Table 3: Raw Data for Premier Paints Nigeria Plc.

Years Return on Asset Ratio Inventory Turnover Ratio Debt Ratio Sales Growth Rate (%)

2000 0.031775 0.090847 0 4563.757

2001 -0.01297 0.126416 0 23.95242

2002 -0.04412 0.140902 0 14.48656

2003 -0.07276 0.144533 0.019877 16.9352

2004 -0.03865 0.094559 0 -6.88844

2005 0.033165 0.134137 0.111846 1.911046

2006 0.059564 0.215312 0 7.420559

2007 0.042811 0.203366 0 -8.40279

2008 0.042385 0.219709 0.187566 26.29176

2009 -0.07876 0.205996 0 -99.9049

2010 -0.31878 0.075798 0.104972 -25.703

2011 -0.33598 0.128706 0.457924 10.04324

Source: Author’s Computation from Annual Accounts of Firm 2000-2011.

This company did not make profit in many years; it was only in 2005 -2008 that they made little profit. The inventory
ratio is also low; they borrowed in only 2003, 2005, 2008, 2010 and 2011. They have the highest sales in 2000 followed
by 2008. 

Result of Regression Analysis: Multiple Regression –Analysis showing the relationship between profitability ratio,
inventory ratio (INV) sales growth (SL) and debt ratio (DT).

Benue Cement:

Table 4: Multiple Regression Analysis showing the relationship between Profitability ratio and INV, DT and SL of Benue Cement Nigeria PLC

Variables Linear Regression Semi Log Regression Double Log Regression Exponential Regression

Constant 174.06 (0.782) -353.09 (-1.014) -1.734 (-0.812) -0.865 (-1.421)

Inventory Turnover Ratio (STO) -47.919 (-0.409) 133.82 (0.819) 1.304 (1.302) 0.105 (0.327)

Debt Ratio (DT) -907.937 (-0.682) -111.28 (-0.814) -0.467 -0.557 3.066 0.842

Sales Growth Rate (SL) -1.267 (-0.524) -3.408 (-0.036) -0.415 (-0.717) 0.004 (0.614)

R 0.217 0.507 0.609 0.4282

Adjusted R -1.127 -0.355 -0.076 -0.5742

F-Ratio 0.159 0.589 0.889 0.427

NB: 1.Profitability=Bo + Bi(INV)+ DTi + B1SLi + Ui

2. Also, 1%, 5%, 10% levels of significance are represented by ***; ** and * respectively

3. Values in brackets are coefficients while those outside brackets are t-values of the variables

The results of multiple regression analysis for the variable influencing the profitability ratio of Benue cement PLC
were summarized above. From the results presented above and out of the four functional models of the multiple
regression calculated, the double log regression model was chosen because it has the highest number of significant
variables as well as a very significant F-ratio (0.889***) value which indicated that the choice model fitted the analysis.
Furthermore, the results of the analysis revealed an R  value of 0.609 thus indicating that 60.9% variation in the2

profitability ratio (dependent variable) of Benue cement PLC was accounted for by the explanatory (independent)
variables considered in the analysis. Specifically the results showed that INV had significant positive relationships with
the industries’ profitability ratio at 1% level of significance. This implies that a unit increase in INV shall bring about
corresponding increase in the profitability ratio of Benue cement PLC.Sales Growth rate and Debt ratio had negative but
significant relationship with the profitability of Benue Cement. 
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Berger Paints:

Table 5: Multiple Regression Analysis showing the relationship between Profitability ratio and INV, DT and SL of Berger Paint PLC
Variables Linear Regression Semi Log Regression Double Log Regression Exponential Regression
Constant 0.095 (1.286) -0.071 (-0.380) -0.509 (-0.366) -0.273 (-0.659)
Inventory Turnover Ratio 0.136 (0.727) 0.171 (0.885) 0.085 (0.059) 0.301 (0.288)
Debt (DT) Ratio NA NA NA NA
Sales Growth Rate (SL) Ratio 3.114E-5 (0.498) 0.014 (0.594) 0.031 (0.174) 0.000 (-1.344)
R 0.495 0.502 0.303 0.7232

Adjusted R -0.111 -0.095 -0.533 0.3912

F-Ratio 0.816 0.841 0.363 2.175
NB: 1.Profitability=Bo + Bi(INV)ii+ B2[DT]i + B3SLi + Ui
2. Also, 1%, 5%, 10% levels of significance are represented by ***; ** and * respectively

3. Values in brackets are coefficients while those outside brackets are t-values of the variables

The results of multiple regression analysis for the variable influencing the profitability ratio of Berger Paints Nigeria
PLC were summarized above. From the results presented above and out of the four functional models of the multiple
regression calculated, the exponential regression model was chosen because it has the highest number of significant
variables as well as a very significant F-ratio (2.175***) value which indicated that the choice model fitted the analysis.
Furthermore, the results of the analysis revealed an R  value of 0.723 thus indicating that 72.3% variation in the2

profitability ratio (dependent variable) of Berger Paints Nigeria PLC was accounted for by the explanatory (independent)
variables considered in the analysis. Specifically the results showed that INV had positive and significant relationship
with the companies’ profitability. There was no sales in the years under study, while also the company did not borrow
during this period. 

Premier Paints:

Table 6: Multiple Regression Analysis showing the relationship between Profitability ratio and INV, DT and SL of Premier Paint Nigeria
Variables Linear Regression Semi Log Regression Double Log Regression Exponential Regression
Constant 0.003 (0.040) -0.383 (-0.819) 2.389 (0.493) -1.663 (-0.964)
Inventory Turnover Ratio 0.050 (0.074) -0.048 (-0.133) 0.657 (0.175) -5.163 (-0.340)
Deb Ratio (DT) -0.086 (-0.376) 0.029 (0.569) 0.200 0.380 0.730 0.143
Sales Growth Rate (SL) 0.001 (1.462) 0.065 (0.800) -0.178 (-0.210) -0.016 (-0.720)
R 0.968 0.861 0.476 0.4752

Adjusted R 0.911 0.618 -0.440 -0.4432

F-Ratio 17.033*** 3.546 0.520 0.517
NB: 1.Profitability=Bo+ B1(INV)i + B2DTii + B3SLi + Ui
2. Also, 1%, 5%, 10% levels of significance are represented by ***; ** and * respectively

3. Values in brackets are coefficients while those outside brackets are t-values of the variables

The results of multiple regression analysis for the variable influencing the profitability ratio of Premier paints Nigeria
PLC were summarized above. From the results presented above and out of the four functional models of the multiple
regression calculated, the Linear Regression model was chosen because it has the highest number of significant variables
as well as a very significant F-ratio (17.033***) value which indicated that the choice model fitted the analysis.
Furthermore, the results of the analysis revealed an R  value of 0.968 thus indicating that 96.8% variation in the2

profitability ratio (dependent variable) of Premier paints Nigeria PLC was accounted for by the explanatory (independent)
variables considered in the analysis. Specifically the results showed that INV had significant but positive relationship
with the profitability. This means that unit increase in the variables shall bring about corresponding decrease in the
profitability ratio of these industries in Nigeria. Debt ratio had negative but significant relationship, while sales growth
rate had positive and significant relationship with the profitability of Premier paint Nigeria plc. 

Test of Hypothesis 1:
H . There is no relationship between inventory turnover ratio and company’s profitability. o

H . There is relationship between inventory turnover and company’s profitability. i
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Table 7: Multiple Regression Analysis showing the relationship between Profitability ratio and DT and SL Building materials, chemical and paint
Manufacturing firms in Nigeria

Variables Linear Regression Semi Log Regression Double Log Regression Exponential Regression
Constant 1.137 (3.399) 1.004 (0.214) -0.539*** (-5.799) -0.770*** (-12.957)
Inventory Turnover Ratio (STO) -1.561 (-0.806) -7.493 (-1.427) -0.730*** (-0.589) -0.031 (-0.796)
Debt Ratio (DT) (Control) -1.694 (-0.215) -4.655* (-1.838) -.170*** (-3.404) 0.282* (1.800)
Sales Growth Rate (SL) (Control) -2.040E-5 (-0.108) -2.195 (-1.007) 0.036 (0.841) -5.304E-7  (-0.142)
R 0.005 0.055 0.123 0.0582

Adjusted R -0.022 0.029 0.100 0.0322

F-Ratio .198 2.117** 5.152*** 2.232**
NB: 1.Profitability=Bo + Bi (AR)ii + Bi(STO)ii+ Bi(AP)ii+ Bi(CCC)ii + Bi(LQ)ii + B2DT(control)2i + B2SL(control)2i + Ui
 2. Also, 1%, 5%, 10% levels of significance are represented by ***; ** and * respectively
Source: Researchers Compilation. 

Specifically, the result showed negative effect on the profitability ratio at 1%. Level of significance. This implies that
a unit in creates in s to brings about a corresponding decrease in the profitability ratio of Building material/chemical and
paints companies in Nigeria therefore null hypothesis is rejected while the alternate hypothesis is accepted.

TEST OF HYPOTHESIS 2
H . Sales growth rate has no effect on corporate profitability. 0

H . Sales growth rate has effect on corporate profitability.i

Table 8: Multiple Regression Analysis showing the relationship between Profitability ratio and INV, DT and SL Building materials, chemical and paint
Manufacturing firms in Nigeria

Variables Linear Regression Semi Log Regression Double Log Regression Exponential Regression
Constant 1.137 (3.399) 1.004 (0.214) -0.539*** (-5.799) -0.770*** (-12.957)
Inventory Turnover Ratio (STO) -1.561 (-0.806) -7.493 (-1.427) -0.730*** (-0.589) -0.031 (-0.796)
Debt Ratio (DT) -1.694 (-0.215) -4.655* (-1.838) -.170*** (-3.404) 0.282* (1.800)
Sales Growth Rate (SL) -2.040E-5 (-0.108) -2.195 (-1.007) 0.036 (0.841) -5.304E-7  (-0.142)
R 0.005 0.055 0.123 0.0582

Adjusted R -0.022 0.029 0.100 0.0322

F-Ratio .198 2.117** 5.152*** 2.232**
NB: 1.Profitability=Bo + B1(INV]i + B2DTii + B3SLiii + Ui
 2. Also, 1%, 5%, 10% levels of significance are represented by ***; ** and * respectively
Source: Researchers Compilation 

From the result, it was found out that sales growth rate had negative and non –significant effect on company’s
profitability. This means that even when they made some sales, that it did not have significant effect on the profit of
these companies under building, /chemical and paint manufacturing companies in Nigeria.

Test of Hypothesis 3:
H . Debt ratio has no effect on the profitability of building /chemical and paint companies in Nigeria.0

H . Debt ratio has significant effect on the profitability of building /chemical and paint companies in Nigeria.i

Table 9: Multiple Regression Analysis showing the relationship between Profitability and INV, DT and SL of Building material, chemical and paint
Manufacturing firms in Nigeria

Variables Linear Regression Semi Log Regression Double Log Regression Exponential Regression
Constant 1.137 (3.399) 1.004 (0.214) -0.539*** (-5.799) -0.770*** (-12.957)
Inventory Turnover Ratio (INV) -1.561 (-0.806) -7.493 (-1.427) -0.730*** (-0.589) -0.031 (-0.796)
Debt Ratio (DT) -1.694 (-0.215) -4.655* (-1.838) -.170*** (-3.404) 0.282* (1.800)
Sales Growth Rate (SL) -2.040E-5 (-0.108) -2.195 (-1.007) 0.036 (0.841) -5.304E-7  (-0.142)
R 0.005 0.055 0.123 0.0582

Adjusted R -0.022 0.029 0.100 0.0322

F-Ratio .198 2.117** 5.152*** 2.232**
NB: 1.Profitability=Bo + B1(INV)ii+ B2DTii + B3SLii + Ui
 2. Also, 1%, 5%, 10% levels of significance are represented by ***; ** and * respectively
3. Values in brackets are coefficients while those outside brackets are t-values of the variables
Source: Researchers Compilation 
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This was also used to test the long term debt of 3. Ching, H.Y., A. Novazzi and F. Gerab, 2011.
companies under study, whether what the borrowed has Relationship between working capital management
any effect on their profitability, the result shows that debt and profitability in Brazilian listed companies. Journal
ratio has negative and non-significant effect on the of global Business and Economics, 3: 75. 
profitability of these companies. This means that even 4. Falope, O.I. and O.T. Ajilore, 2009. Working capital
when these companies did not borrow they did not make management and corporate profitability Evidence
enough profit. The null hypothesis should be accepted. from panel Data Analysis of selected Quoted

CONCLUSION Management, 3: 73-84.

The main objective of inventory is to maintain a level management Efficiency. A study on the Indian
of inventory relative to sale that is not excessive but, at cement  Industry   Management  Accountant, 39(5):
the same time is sufficient to meet customers’ needs. The 363-373.
purpose of this study is to examine the effects of 6. Howorth, C.P., 2003. The focus of working capital
inventory turnover ratio on the profitability of building management in Uk small firms” management
materials/ chemical and paint manufacturing companies in accounting research, Research, 14: 97-111, Blackwell
Nigeria. Multiple regression technique was used to test publishing.
the hypotheses and it was found out that inventory 7. Mathuva, D., 2009. The Influence of working capital
turnover ratio had significant and negative effects on the management components on corporate profitability.
profitability of these companies under study. It was also A. survey of Kenyan listed firms Research Journal of
found out that sales growth rate had a negative and non- Business management, 3: 1-11. 
significant effect on the profitability of these companies, 8. Muchinas and E. Kiano, 2011. Influence of working
while debt ratio had negative and non significant effect on capital management on firms profitability: A case
the profitability ratio of building/ chemical and paint SMES in Kenya, International Business
manufacturing companies in Nigeria. Management, 5(5): 279-286. 
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