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Abstract: Inventories are important assets of a company's production process. In order to avoid losses 
resulting from stock shortfalls and excesses, control of such inventories is useful. The aim of this study to 
examine the effect of inventory management on financial performance of listed consumer goods 
companies in Nigeria. The study employed ex-post facto and causal research design. This study concludes 
that on a general note inventory management contributes to the improvement in financial performance of 
listed consumer goods companies in Nigeria. It is recommended that consumer goods companies in 
Nigeria should consider investing in modern technology will improve production efficiency and reduce 
inventory costs. 
 
 Keywords: Inventory management, financial performance, work-in-progress, Inventory turnover, Return 
on Assets   

 

INTRODUCTION 

In  the  past,  inventory  control  was  not  seen  to  be  an essential activity In most organizations   
as  excess  inventories  were  considered  as a  sign of wealth. Management by then considered 
over stocking beneficial. But today firms have started to embrace effective inventory control 
(Susan  &  Michael,  2000).  Managers, now more than ever before, need reliable and effective 
control in order to reduce costs and remain competitive. Lyson (1996) posits that inventory 
control  enhances  profitability  by  reducing  costs  associated  with  storage  and  handling  of  
materials.  There are several reasons for keeping inventory. Too much stock could result in funds 
being tied down, increase in holding cost, deterioration of materials, obsolescence and theft.  On 
the other hand, shortage of materials can lead to interruption of products for sales, poor customer 
relations and underutilize machines and equipment. The goal of inventory management is to 
ensure stability between the low inventory and high return on investment. 

Inventory management is significant to an organization’s success in today’s aggressive and 
dynamic market. This entails a reduction in the cost of holding stocks by means of retaining just 
sufficient inventories, in the right place and the right time and cost to make the right quantity of 
needed products (Koin, Cheruiyot & Mwangangi, 2014). 
The consumer goods industry is noted as one of the vital engine of progress, an antidote for 
unemployment, a creator of wealth and the threshold for sustainable development; however it 
appears to be going through extra challenges than some other sector in the economic system. The 
excessive rate of mortality in the sector obviously highlights the incapability of the sector to 
solve the main issue of unprofitability. Over 4 organizations in the sector have closed down 
within the recent past. As at 2006, a survey by Manufacturers Association of Nigeria (MAN) 
suggests that 30 percentages of the industries had been closed down, 60 percent have been 
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categorized as sick and 10 percent had been labeled as working at sustainable level (MAN, 
2016). 
The excessive rate of shut down in the consumer goods industry  can be certainly attributed to 
high manufacturing cost created by using exorbitant prices of materials coupled with lack of 
enough management dedication to timely funding of material procurement (Ilori, Oke & Sanni, 
2000; Oba, 2008; Adeloye, 2010). There is the need for developing better ways of managing and 
measuring how material resources must be utilized, and thus be equipped to scale down material 
cost as well as eliminate any wastage in the production method. Bankanjo (2000) maintains that 
consumer goods industry will stay shaky if materials are under stocked, overstocked or in any 
way poorly managed. 
It is centered on this backdrop that this study intends to examine the effect of inventory 
management on financial performance of listed consumer goods companies in Nigeria for a 
period of 2016 to 2020 
Objectives of the Study 
The objective of this study is to examine the effect of inventory management on financial 
performance of listed consumer goods companies in Nigeria. The other specific objectives are to; 

i. Determine the effect of raw material on return on asset of listed consumer goods 
companies in Nigeria. 

ii. Assess the effect of work-in-progress on return on asset of listed consumer goods 
companies in Nigeria. 

iii. Investigate the effect of finished goods on return on asset of listed consumer goods 
companies in Nigeria. 

iv. Examine the effect of inventory turnover on return on asset of listed consumer goods 
companies in Nigeria. 

 
Statement of the Hypotheses 
The following hypotheses are formulated to achieve the objectives of the study: 
Ho1: raw material has no significant effect on return on asset of listed consumer goods 
companies in Nigeria. 
Ho2: work-in-progress has no significant effect on return on asset of listed consumer 
goods companies in Nigeria. 
Ho3: finished goods have no significant effect on return on asset of listed consumer 
goods companies in Nigeria. 
Ho4: inventory turnover has no significant effect on return on asset of listed consumer 
goods companies in Nigeria.  
 

LITERATURE REVIEW 

Concept of Inventory Management 

Sharma (2003) defines inventory as the quantity of goods, raw materials, or other resources that 
are idle at any given point of time. From the definition above, inventories consist of raw 
materials, component parts, supplies or finished assemblies etc which are purchased from an 
outside source, and goods manufactured in the enterprise itself. In simple words, inventory refers 
to stocks held by a firm.  
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Inventory management is about ensuring that all input materials of production available to the 
firm are maintained at a level where production is not interrupted as well as ensuring that 
operational cost is kept at a minimal level without affecting operation efficiency (Eneje et al., 
2012). Inventory management entails planning, organizing, controlling and directing. All these 
coordinated efforts are meant to ensure achievement of efficiency in all operations of the firm. 
Such operations may include procurement, stocking and transportation (Akindipe, 2014). 
Mismanagement of Inventories may lead to significant financial problems for a firm 
(Muhayimana, 2015).  

This study used the value of raw material, work-in-progress, finished goods and inventory 
turnover to proxy inventory management. 

Raw Materials  

Raw materials are component parts of the stock of inventories carried by a manufacturing firm at 
a given time. Every organization has inventories of some type and the economics and techniques 
of inventory management are critical for efficient operation, profitability and survival; especially 
in a highly competitive environment (Kros, Falasca & Nadler, 2006). Raw material, also known 
as a feedstock or most correctly unprocessed material, is a basic material that is used to produce 
goods, finished products, energy, or intermediate materials which are feedstock for future 
finished products. As feedstock, the term connotes these materials are bottleneck assets and are 
highly important with regard to producing other products. An example of this is crude oil, which 
is a raw material and a feedstock used in the production of industrial chemicals, fuels, plastics, 
and pharmaceutical goods; lumber is a raw material used to produce a variety of products 
including furniture. 

Work in Progress 

Work in progress is materials that have been partly fabricated but are not yet completed. Work in 
progress (WIP), also called work in process, is inventory that has begun the manufacturing 
process and is no longer included in raw materials inventory, but is not yet a completed 
product. On a balance sheet, work in progress is considered to be an asset because money has 
been spent towards a completed product. Because the product has not been completed, however, 
WIP is valued lower.  

WIP sometimes referred to as work in process, is the sum of all costs put into the production 
process to manufacture products that are partially completed.  

Finished Goods 

Finished goods are goods that have been completed by the manufacturing process, or purchased 
in a completed form, but which have not yet been sold to customers. Goods that have been 
purchased in completed form are known as merchandise. The cost of finished goods inventory is 
considered a short-term asset, since the expectation is that these items will be sold in less than 
one year. The total amount of finished goods inventory on hand as of the end of a reporting 
period is typically aggregated with the costs of raw materials and work-in-process, and is 
reported within a single "Inventory" line item on the balance sheet. 
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This is the last stage for the processing of goods. The goods are ready to be consumed or 
distributed. There is no processing required in term of the goods after this stage by the seller. 
Though there maybe instance that seller finished goods become buyer’s raw materials finished 
goods is a relative term. In a Supply chain management flow, the finished goods of a supplier 
can constitute the raw material of a buyer. 

Inventory Turnover  

According to Winston (2015), a company’s inventory turnover ratio refers to how quickly goods 
enter and leave storage at the business. It is most often used in relation to companies that deal in 
perishable goods, such as foodstuffs or high demand retail items. It is easy to calculate in theory 
but it is not always easy to interpret. According to Balle (2015), when discussing turnover in 
relation to inventory, posted that it is a reference to how quickly the company is pulling in 
product sales. To determine inventory turnover, organizations need to keep close track of the 
movement of stock into and out of the business. After analyzing inventory figures, organizations 
will discover that the inventory rate is a key factor used to determine how well the business is 
performing 

Concept of Financial Performance 

The concept of firm performance implies measuring the results of a firm's policies and 
operations in monetary terms. These results are reflected in the firm's return on investment, 
return on assets, and net profit after tax etc. Performance differences in firms are often the 
subject of academic research and government analysis (Verreynne & Meyer, 2008). Kothari 
(2001) defined the value of a firm as the present value of the expected future cash flows after 
adjusting for risk at an appropriate rate of return. According to Eyenubo (2013), it is the success 
in meeting pre-defined objectives, targets and goal within a specified time target. 

One of the widely used accounting based measures of corporate performance in literature is ROA 
(Finkelstein & D’Aveni, 1994; Weir & Laing, 1999). It assesses the effectiveness of capital 
employed and provides a basis in which investors can measure the earnings generated by the 
firm from its investment in capital assets (Epps & Cereola, 2008). The ROA is a measure which 
shows the amount of earnings that have been generated from invested capital. It is an indication 
of the number of kobo earned on each naira worth of assets. It allows users, stakeholders and 
monitoring agencies to assess how well a firm’s corporate governance mechanism is in securing 
and motivating efficient management of the firm (Chagbadari, 2011). This study examines one 
key accounting measures of firms’ financial performance which is ROA. The ROA is the ratio of 
annual net income to total assets of a business during a financial year. It is measured thus:  

ROA = Annual Net Income/ Total Assets. 

Return on Assets  

Return on Assets (ROA) is an indicator of how profitable a company is relative to its total assets. 
ROA gives an idea as to efficient management is at using its assets to generate earnings. ROA is 
calculated by dividing a company’s annual earnings by its total assets, ROA is displayed as a 
percentage. The ROA formula is a straight forward calculation, and its component parts are 
easily located on a company’s financial statements. The ROA ratio often called the return on 
total assets is a profitability ratio that measures the Net Income produced by total assets during a 
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period by comparing Net Income to the average total assets. ROA is an indicator of how a 
business manages existing assets when generating earnings. If ROA is low, the management may 
be inefficient while a high ROA figure shows the business is running smoothly and efficiently 
(Madura, 2015).  

 Empirical Review 

Sahari et al., (2012) empirically analyzed the relationship between inventory management and 
financial performance along with capital intensity. The study took a sample of 82 construction 
firms in Malaysia for the period 2006–2010. Using the regression and correlation analysis 
methods, the study found that raw material is positively correlated with firm performance. In 
addition, the results indicate that there is a positive link between inventory management and 
capital intensity. This research work was carried out in Malaysia while the current research is in 
Nigeria.  
Eneje et al (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 which 
was gathered for the analysis from the annual reports of the sampled brewery firms. Measures of 
profitability were examined and related to proxies for raw materials inventory management by 
brewers. The OLS stated in the form of a multiple regression model was applied in the analysis. 
The study revealed that raw materials inventory management designed to capture the effect of 
efficient management of raw material inventory by a company on its profitability is significantly 
strong and positive and influences the profitability of the brewery firms in Nigeria. The study 
concluded that efficient management of raw material inventory is a major factor to be contained 
with by Nigerian brewers in enhancing or boosting their profitability. This current study deviate 
from the study by looking at consumer goods companies which is more encompassing than 
brewery firms. The study did not take inventory turnover as one of its independent variable 
which this current study looked at.  
Work- in-Progress and Financial Performance  
Lyndon and Paymaster (2016) examined the effect of inventory cost management on the 
profitability of listed brewery companies in Nigeria. Inventory cost management proxy by raw 
materials cost, work in progress cost and finished goods cost was regressed against profitability 
proxy by gross profit margin. Secondary time series data was collected from the annual reports 
and accounts of selected brewery companies from the NSE from 2005 to 2014. A multiple 
regression technique was used to analyse the data obtained from NSE. The study revealed that 
work-in-progress has positive influence on the profitability of brewery companies in Nigeria. 
This current study deviate from the study by looking at consumer goods companies which is 
more encompassing than brewery firms. The study is characterized with limited empirical 
review, it did not take inventory turnover as one of its independent variable which this current 
study looked at. 

Alrjoub and Ahmad (2017) examined the moderating effect of cost of capital on the relationship 
between inventory types and firm performance in Jordan. The data of 48 firms for the period 
2010–2016 which formed 279 firm-year observations were used in this study. With the use of 
Pearson correlation and panel Generalized Method of Moments (GMM) estimation, the findings 
show that work-in-progress has positive significant effect on firm performance in the long term. 
In addition, it is also found that cost of capital moderates the relationship between inventory 
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management and firm performance. However, the interaction between cost of capital and 
inventory types has different implications.  

Finished Goods and Financial Performance  

Capkun et al., (2009) studied the relationship between inventory and financial performance in 
manufacturing companies. The researchers studied 52,254 businesses for a period of 25 years 
between 1980 and 2005; the study used multiple regressions to determine the correlation 
between financial performance and various inventory levels. The study measured financial 
performance using gross profits and operating profit results and Inventory levels in regard to raw 
materials, partially manufactured products, and finished products. The results revealed a positive 
correlation between a company’s finished goods and its financial performance. The study also 
noted that degrees of correlation vary depending on the type of inventory and the financial 
performance reference. The study was done in another country while the current study is carried 
out in Nigeria, also the study used gross profit to measure financial performance while this 
current study used ROA to measure financial performance. 
Lyndon and Paymaster (2016) examined the effect of inventory cost management on the 
profitability of listed brewery companies in Nigeria. Inventory cost management proxy by raw 
materials cost, work in progress cost and finished goods cost was regressed against profitability 
proxy by gross profit margin. Secondary time series data was collected from the annual reports 
and accounts of selected brewery companies from the NSE from 2005 to 2014. A multiple 
regression technique was used to analyse the data obtained from NSE. The study revealed that 
finished goods have positive influence on the profitability of brewery companies in Nigeria. This 
current study deviate from the study by looking at consumer goods companies which is more 
encompassing than brewery firms. The study did not take inventory turnover as one of its 
independent variable which this current study looked at. 

Alrjoub and Ahmad (2017) examined the moderating effect of cost of capital on the relationship 
between inventory types and firm performance. The data of 48 firms for the period 2010–2016 
which formed 279 firm-year observations were used in this study. With the use of Pearson 
correlation and panel Generalized Method of Moments (GMM) estimation, the findings show 
that finished good has positive significant effect on firm performance in the long term. In 
addition, it is also found that cost of capital moderates the relationship between inventory 
management and firm performance. However, the interaction between cost of capital and 
inventory types has different implications.  

Inventory Turnover and Financial Performance  

Raheman and Nasr (2007) studied the effects of inventory turnover in days and current ratio of 
the net operating profit of Pakistani firms. They selected a sample of 94 Pakistani firms listed on 
the Karachi Stock Exchange for a period of six years from 1999-2004 and found a strong 
negative relationship between inventory conversion period and profitability of the firms. The 
study was carried out in Pakistan while the current study is in Nigeria, also the scope of the work 
was 1999-2004 while the current study scope covered 2006-2017. This current study is updated 
to 2017. In a similar manner, Falope and Ajilore (2009) used a sample of 50 Nigerian quoted 
non-financial firms for the period of 1996-2005. The study utilized panel data econometrics in a 
pooled regression where time series and cross sectional observation were combined and 
estimated. The study found a significant negative relationship between operating profit and the 
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inventory turnover in days for a sample of 50 Nigerian firms listed in the NSE. The study is an 
old study, there is need to determine the current impact of inventory management on financial 
performance, also the study did not measure raw material, WIP and finished goods as one of its 
independent variable.                                                                                                            

RESEARCH METHODOLOGY 

3.1 Research Design 

This study employed ex-post facto and causal research design. Causal research determines the 
cause-effect relationship among variables while ex-post Facto seeks to find out the factors that 
are associated with certain occurrence, conditions, events or behaviour by analyzing past events 
or already existing data for possible casual factors (Kothari & Garg, 2014). 

3.2 Population, Sample and Sampling Techniques 

The population of this study comprised twenty-one (21) listed consumer goods companies on the 
Nigerian Stock Exchange from 2016-2020. The study covered five (5) year period spanning from 
2016-2020. In this study statistical sampling is not used due to the small size of the population; 
however all the twenty-one listed consumer goods companies is census as the sample size.  

3.3 Methods of Data Collection 

This study made use of secondary data. The data are sourced from publication of the Nigerian 
Stock Exchange (NSE) and the annual report and accounts of the listed consumer goods 
companies for the periods of 2016 to 2020. 

3.4 Technique for Data Analysis and Model Specification 

This study utilized the panel ordinary least squares model to examine the effect of the 
independent variables on the dependent variable of profitability of listed consumer goods 
companies in Nigeria, Panel regression techniques is used to analyze this study because the study 
involves the combination of time series and cross sectional data. Hausman specification test is 
utilized to test whether the fixed or random effect model is appropriate.  

Thus, the technique is consistent with the research design employed in the study and the 
objective of this study. Return on Assets serves as proxy for profitability. The model is stated 
econometrically below, the model was adapted from the empirical studies of Capkun et al., 
(2009) and Lyndon and Paymaster (2016); 

Model Specifications 

ROA = f( RMT + WIP  + FGD  + ITO  + FSZ ) 

ROAit = β0 + β1RMT it + β2WIP it + β3FGD it + β4ITO it + β5FSZ it + e it 

Where; 

ROA = Return on Assets 

RMT = Raw Material 
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WIP = Work-in-Progress 

FGD = Finished Goods 

ITO = Inventory Turnover 

e = error term  

β0 = Intercept of the regression line 

βίt = Coefficients to be estimated for firm ί in period t 

β1-β5 = Coefficient of the independent variables 

Variables Measurement 

Independent Variables 
Raw material- the value of raw material, 
Work-in-progress- the value of work-in-progress. 
Finished Goods- the value of finished goods.  
Inventory Turnover (INVT) - This is the number of times inventory is turned over in a year. 
The formula is:  INVT = Cost of goods sold divided by Average Inventory Multiply by 365 
Dependent Variable 
Return on Asset (ROA)  
ROA is an indicator of how profitable a company is in relation to its total assets. It gives an idea 
as to how efficient the management uses assets to generate earnings. In fact, using this ratio, we 
can evaluate firm performance and it reflects the degree of efficiency in employing assets to 
obtain profit  
ROA = Net Income     
               Total Assets  
 
Data Analysis and Results  
 Descriptive Statistics of Variables 
Table 4.1: Descriptive Statistics 
Statistics ROA RMT WIP FGD ITO FSZ 

Mean  0.263618 14.66576 12.69590 13.61194  4.048016  6.781395 
Max  4.130000  18.15486  15.98989  16.41159  4.584967  10.82340 
Min -0.960000  10.61861  8.510290  7.981182  3.378054  5.065300 
Sd  0.601658  1.930092  1.647014  1.855880  0.348037  1.700284 
Skewness  2.789943 -0.386555 -0.051596 -0.951557 -0.609611  0.318921 
Kurtosis  16.51204  2.354514  2.251728  3.540755  2.650033  2.120994 
JB  1199.896  4.574834  2.516008  16.46580  7.039275  5.160282 

Prob  0.000000  0.101528  0.284221  0.000266  0.029610  0.075763 
Observation 105 105 105 105 105 105 

Source: Eview Output, 2021 
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Correlation Matrix 
 

 ROA RMT WIP FGD ITO FSZ 

ROA 1      

RMT -0.025592 1     

WIP -0.081596 0.7603122 1    

FGD -0.135708 0.6994384 0.6358975 1   

ITO 0.0493426 0.0132109 0.1314898 0.0171809 1  

FSZ 0.0028194 -0.238210 -0.182725 -0.424385 0.1748103 1 

Source: Eview Output, 2021 
The table above shows the correlation values between the independent variables. The correlation 
matrix is used to determine the correlation between independent variables of the study. It is 
observed that the variables correlate fairly well (between -0.18 and 0.76). There is no correlation 
coefficient greater than 0.8, hence there is no problem of multicollinearity of data (Neter, Kutner, 
Nachtsheim & Wasserman, 1996; Wallace & Naser, 2005).  

 
Random Effect Model Regression Results 
Variable Coefficient Standard Error t-statistics Prob 

C 0.490021 1.232594 0.397552 0.6918 

RMT 0.040676 0.074277 0.547620 0.5852 

WIP -0.528774 0.080891 -6.536870 0.0000 

FGD -0.051662 0.067974 -0.760028 0.4490 

ITO 0.665593 0.192393 3.459548 0.0033 

FSZ -0.001463 0.058096 -0.025188 0.9800 
R2 0.311313    
Adj. R2 0.238621    
F-Statistics 3.226562    
Prob(F-Statistics) 0.005197    
Hausman Chi-Sq. Stat. 2.324210    
Hausman Prob. Value 0.8027    
Heter. F-Statistics 

0.900658 

   

Heter. Observed R2 
0.4708 
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Br-Godfrey LM F-Stat 1.25252    
Br-Godfrey LM Ob. R2 0.1187    
Source: Eview Output, 2021 
Dependent variable: Return on Asset (ROA) 
 
Discussion of Results  
The Random effect regression result indicates that Raw material (RMT) has no significant 
effects on financial performance of listed consumer goods companies in Nigeria. This indicates 
that RMT does not influence financial performance.  
The study found that work-in-Progress (WIP) has significant negative effect on financial 
performance of listed consumer goods companies in Nigeria. This means that WIP influences 
financial performance of listed consumer goods companies in Nigeria negatively.  
In the case of finished goods and financial performance, an insignificant negative effect was 
found. This indicates that finished goods do not influence financial performance of listed 
consumer goods companies in Nigeria.  
Based on the regression result, inventory turnover (ITO) and financial performance, ITO has 
significant positive effect on financial performance.  

Findings Conclusion and Recommendations  
The Random effect regression result revealed that Raw Material has no significant effects on 
financial performance of listed consumer goods companies in Nigeria; it was revealed that WIP 
has a negative significant effect on financial performance of listed consumer goods companies in 
Nigeria, while FGD has no significant effects on financial performance of listed consumer goods 
companies in Nigeria. ITO has positive significant effects on financial performance of listed 
consumer goods companies in Nigeria. 

This study concludes on a general note that inventory management contributes to the 
improvement in financial performance of listed consumer goods companies in Nigeria.  
Specifically, the study found that raw material has no influence on financial performance of 
listed consumer goods companies in Nigeria, based on this; the study concludes that raw material 
is not a contributor to financial performance of listed consumer goods in Nigeria. 
In line with significant negative effect of work-in-progress on financial performance of listed 
consumer goods companies in Nigeria, the study concludes that work-in-progress reduces 
financial performance of listed consumer goods companies in Nigeria. 
The negative coefficient of finished goods implies that finished goods reduces the level of 
financial performance of listed consumer goods companies in Nigeria, the study concludes that 
finished goods reduces financial performance of listed consumer goods companies in Nigeria. 
Also, this study concludes that inventory turnover improves financial performance of listed 
consumer goods companies in Nigeria. 
However, it is recommended that consumer goods companies in Nigeria should consider 
investing in modern technology will improve production efficiency and reduce inventory costs.  
The study also recommends that finished goods should not be stored for long in the ware house 
before they are distributed to the various outlets for onward distribution to customers. 
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