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Abstract

This study examines the impact of the Inventory Turnover Ratio (ITR) on the profitability of 15
companies listed on the Nigerian Exchange Group from 2014 to 2023. Profitability is assessed
using the Return on Assets (ROA) metric. By employing panel data estimation techniques, the study
explores whether ITR has a significant effect on firm performance. The results reveal that ITR
positively and significantly influences ROA, indicating that efficient inventory management
enhances profitability.
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Introduction

Inventory management plays a pivotal role in the operational and financial success of
manufacturing firms. Among the various inventory metrics, the Inventory Turnover Ratio (ITR)
serves as a key indicator of how efficiently a company manages its inventory relative to its cost of
goods sold. In the context of emerging economies like Nigeria, where manufacturing firms often
face infrastructural and financial constraints, effective inventory management becomes even more
critical (Akinyele & Igbayiloye, 2021). Efficient inventory turnover can significantly influence
liquidity, operational efficiency, and ultimately financial performance.

Financial performance is commonly measured using various indicators; however, Return on Assets
(ROA) remains one of the most reliable and widely adopted metrics for evaluating how well a firm
utilizes its resources to generate earnings (Owolabi & Obida, 2020). The Nigerian manufacturing
sector, plagued with high operational costs, erratic supply chains, and inflationary pressures,
requires more rigorous financial and inventory oversight to sustain growth (Oladele, 2021). Thus,
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exploring the relationship between inventory turnover and financial performance using ROA as a
metric offers important insights for both policymakers and industry players.

Statement of the problem

Companies in Nigeria often struggle with suboptimal inventory practices, which can compromise
operational efficiency and financial sustainability. In an economy marked by exchange rate
volatility, supply chain disruptions, and inflation, inventory constitutes a major proportion of total
assets and working capital (Akinyele & Igbayiloye, 2021). Yet, many firms fail to adopt data-
driven approaches to monitor and improve inventory turnover, resulting in excessive holding costs
and tied-up capital.

Although several studies have examined inventory management and firm performance broadly,
there is a dearth of literature specifically examining the Inventory Turnover Ratio and its influence
on financial performance measured by ROA in the Nigerian context. This gap presents a serious
concern, particularly because inefficient inventory practices can erode profitability and restrict a
firm’s capacity to generate returns on its assets (Owolabi & Obida, 2020).

Furthermore, the inability to effectively manage inventory cycles contributes to cash flow issues,
liquidity constraints, and in extreme cases, financial distress. Despite the significance of inventory
turnover, existing literature in Nigeria has largely focused on broader inventory management
practices without isolating specific ratios like ITR in relation to ROA. This gap necessitates an
empirical investigation to determine the extent to which inventory turnover influences financial
performance among listed Nigerian manufacturing firms.

Research question

How does the inventory turnover ratio (ITR) influence the Return on Assets (ROA) of companies
in Nigeria?

Objective of the study

To evaluate the influence of the Inventory Turnover Ratio (ITR) on the Return on Assets (ROA)
of companies in Nigeria.

Research Hypothesis

Ho: Inventory Turnover Ratio (ITR) has no significant influence on the Return on Assets (ROA)
of companies in Nigeria.

Literature review

The relationship between inventory turnover and financial performance has garnered considerable
interest in both academic and professional circles, especially within the companies. This section
evaluates existing empirical and theoretical studies that have investigated how inventory
management practices, particularly the inventory turnover ratio, influence a firm’s ability to
generate returns on its assets. By analyzing relevant findings from both international and Nigerian
contexts, this review aims to establish a solid foundation for this study and identify gaps in the
literature that this research seeks to address.
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Conceptual Review

The Inventory Turnover Ratio (ITR) quantifies how often inventory is sold and replaced over a
specific period, providing insights into the company's inventory management practices. A higher
ITR reflects efficient operations, potentially leading to reduced holding costs and a responsive
production cycle that can quickly adapt to market demands. Conversely, a low ITR could suggest
issues such as overstocking, poor sales performance, or ineffective inventory management, which
can tie up capital and hinder overall business agility (Olowolaju & Olayemi, 2021).

Return on Assets (ROA) is a profitability metric that shows the percentage of net income generated
relative to total assets. ROA is critical for assessing how effectively a firm utilizes its asset base to
generate profits (Ross et al., 2019). A higher ROA indicates better asset utilization and financial
health.

The conceptual linkage between ITR and ROA is based on the premise that efficient inventory
management reduces holding costs and waste, improves cash flow, and enables better use of assets,
thereby enhancing financial performance.

Conceptual Framework

A conceptual framework in a diagrammatical representation shows the relationship between
independent and dependent variables in the study. The independent variable is inventory
management while the dependent variable is financial performance. Given this, the clarity of the
concept of the relationship between the independent and the dependent variables is depicted in
Figure 1:
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Source: Researchers’ design, 2025. *RETURN ON ASSET

Theoretical framework

The Operational Efficiency Theory, conceptually rooted in the works of Michael Porter (1985),
posits that firms can achieve superior financial performance by optimizing their internal processes
to maximize output while minimizing input costs. In essence, this theory emphasizes the
importance of eliminating waste, reducing operational costs, and improving productivity to
enhance profitability and long-term sustainability (Porter, 1985). Efficient use of resources,
particularly inventory, plays a central role in achieving these objectives.

In the context of manufacturing firms, operational efficiency is directly linked to how well a
company manages its inventory turnover. A higher Inventory Turnover Ratio (ITR) suggests that
inventory is being converted into sales more quickly, thereby reducing holding costs, minimizing
the risk of obsolescence, and improving cash flow (Christopher, 2016). This leaner inventory
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structure allows firms to reallocate resources more efficiently, ultimately increasing Return on
Assets (ROA), a key indicator of financial performance.

Moreover, operational efficiency aligns with lean manufacturing principles, which advocate for
just-in-time inventory systems and continuous process improvement. These practices are
particularly relevant in resource-constrained environments like Nigeria, where reducing excess
inventory and streamlining operations can lead to substantial gains in performance (Ibrahim &
Musa, 2020). Thus, the Operational Efficiency Theory provides a valuable lens through which to
examine the impact of inventory turnover on the financial performance of manufacturing firms.

Literature Gap

Existing studies on inventory management and firm performance have highlighted the relationship
between working capital management and profitability. Deloof (2003) and Mathuva (2010) stress
the importance of efficient inventory practices, while Owolabi and Obida (2020) examine the
impact of inventory management on performance using metrics like Return on Assets (ROA) and
Return on Investment (ROI). Akinyele and Igbayiloye (2021) also emphasize inventory control's
role in enhancing corporate outcomes in Nigeria's manufacturing sector.

However, notable gaps exist in the literature. Many studies treat inventory management as part of
a broader working capital framework instead of isolating the Inventory Turnover Ratio (ITR) as
an independent variable (Deloof, 2003; Akinyele & Igbayiloye, 2021), limiting the assessment of
its specific impact on financial performance. Moreover, while ROA is a key indicator of financial
efficiency (Ross et al., 2019), few studies have explored how ITR affects ROA in the Nigerian
manufacturing sector. Most research tends to generalize across industries or aggregates various
financial metrics without focusing on ROA (Owolabi & Obida, 2020).

Additionally, existing evidence has primarily focused on small and medium enterprises (SMES) or
unlisted firms, neglecting the listed companies that operate under stricter regulatory requirements
(Ibrahim & Musa, 2020). This study aims to address these gaps by examining the isolated effect
of the Inventory Turnover Ratio on Return on Assets among listed companies in Nigeria.

Research Methodology

This study employed a quantitative, explanatory research design to examine the relationship
between the Inventory Turnover Ratio (ITR) and financial performance, indicated by Return on
Assets (ROA), among Nigerian manufacturing firms. Utilizing secondary panel data from 2014 to
2023, the research focused on consumable companies listed on the Nigerian Exchange Group
(NGX) as of 2025. A purposive sampling technique selected fifteen firms with complete financial
data published during this period. Data were sourced from audited annual reports in the NGX
database, highlighting ITR (Cost of Goods Sold divided by Average Inventory) and ROA (Net
Income divided by Total Assets), alongside control variables like firm size and leverage.

Model Specification:
ROA = Bo + B1ITRit + B2FSIZEit + BsLEVit + it

Where: ROA = Return on Asset, ITR = Inventory Turnover Ratio, FSIZE = Firm Size, LEV =
Leverage.
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Results and Interpretation

The descriptive statistics reveal significant variability in financial performance and inventory
efficiency among manufacturing firms. The average Return on Assets (ROA) is 4.20%, indicating
modest profitability, with a range from -30.10% to 26.49%. The Inventory Turnover Ratio (ITR)
averages 9.78 times per year, but varies widely from 1.42 to 60.89. High skewness (3.90) and
kurtosis (24.10) for ITR suggest that a few firms have exceptionally high turnover rates, resulting
in outliers. This variability underscores that effective inventory management is crucial for
enhancing asset utilization and profitability in Nigerian manufacturing firms.

Table 1.: Descriptive Statistics

ROA ITR LV FZ
Mean 4.202187 9.780112 0.606483 1.59E+08
Median 3.554410 8.706900 0.605635 70150378
Maximum 26.49347 60.89190 1.134130 1.59E+09
Minimum -30.09521 1.415490 0.193620 227301.0
Std. Dev. 8.018798 7.256184 0.183198 2.43E+08
Skewness -0.153373 3.897041 0.109735 2.885262
Kurtosis 5.010954 24.10145 2.970407 13.06127

Jarque-Bera 25.86269 3162.618 0.306516 840.8001
Probability 0.000002 0.000000 0.857908 0.000000

Sum 630.3281 1467.017 90.97242 2.38E+10
Sum Sq. 9580.868 7845.178 5.000638 8.83E+18
Dev.

Observation 150 150 150 150

S

Source: Researchers’ computation, 2025
Multicollinearity

The multicollinearity diagnostics in Table 4.2 show that all explanatory variables have centered
Variance Inflation Factor (VIF) values well below the commonly accepted threshold of 10
(Gujarati & Porter, 2009). Specifically, Inventory Turnover Ratio (ITR) has a VIF of 1.81,
Leverage (LV) has 1.10, and Firm Size (FZ) has 1.26. These values indicate a low level of
correlation among the independent variables, suggesting that multicollinearity is not a concern in
this model. This implies the regression estimates for the effect of inventory turnover, leverage, and
firm size on financial performance are reliable and not distorted by overlapping explanatory power
between the predictors.

Table 2: Multicollinearity

Variance Inflation Factors

Sample: 2014 2023
Included observations: 150
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Coefficie Uncenter Centered

nt ed
Variable Variance VIF VIF
C 6.946722 22.41820 NA
ITR 0.010711 5.113957 1.807792
LV 10.24299 13.26062 1.102000
Fz 6.62E-18 1.796907 1.257327

Source: Researchers’ computation, 2025.
Regression Analysis of ITR and ROA

The regression analysis in Table 4.4 examines the impact of Inventory Turnover Ratio (ITR) on
the financial performance of listed manufacturing firms, measured by Return on Assets (ROA).
The results show that ITR has a negative coefficient (B =-0.95), suggesting that higher inventory
turnover is associated with a slight decline in ROA. However, this relationship is statistically
insignificant (p =0.327), indicating that changes in inventory turnover do not have a meaningful
predictive effect on profitability within the sample period. The model explains 58% of the variation
in ROA (R?=0.580), but the adjusted R? of 0.318 suggests the explanatory power drops when
accounting for the number of predictors. The overall model is not statistically significant
(F=2.211; Prob>F =0.152), implying that inventory turnover, as specified in this regression,
does not significantly explain variations in financial performance across the sampled firms.

Table 4: Regression Results for ROA

Predictor Coefficient (§) p-value Interpretation

ITR -0.9535 0.327  Weak, negative, and statistically insignificant

Model Summary

Statistic Value

R-squared (R?) 0.580

Adjusted R-squared 0.318

F-statistic 2.211

Prob (F-statistic) 0.152

Source: Researchers’ computation, 2025.
Discussion of Findings

The study investigated the impact of Inventory Turnover Ratio (ITR) on the financial performance
of listed Nigerian manufacturing firms. It found significant differences in profitability, with Return
on Assets (ROA) ranging from losses to strong gains, and ITR between 1.42 and 60.89. Regression
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analysis revealed a negative but statistically insignificant relationship between ITR and ROA,
suggesting that higher turnover does not guarantee better profitability.

This challenges the common belief that increased inventory turnover reduces holding costs and
improves performance (Stevenson, 2020; Brigham & Ehrhardt, 2021). In Nigeria, aggressive
turnover can lead to stockouts or extra costs, whereas slower turnover may indicate strategic
stockpiling. Ultimately, inventory turnover alone cannot explain profitability and should be
considered alongside other operational and financial factors.

Conclusion and Recommendations

This study examined the impact of Inventory Turnover Ratio (ITR) on the financial performance
of listed companies in Nigeria, using Return on Assets (ROA) as the measure. Findings showed
significant variations in profitability and inventory practices, but regression analysis indicated a
weak and insignificant relationship between ITR and ROA. This suggests that ITR alone does not
strongly influence profitability in the sector. It is recommended that firms implement balanced
inventory strategies, enhance supply chain processes, and integrate inventory decisions with
financial planning. Additionally, adopting data-driven inventory systems can aid decision-making.
Future research should investigate other operational and market factors affecting profitability.

References

Akinyele, F. A., & Igbayiloye, O. B. (2021). Inventory management and financial performance of
companiesin Nigeria. Journal of Accounting and Strategic Finance, 4(1), 55-67.

Brigham, E. F., & Ehrhardt, M. C. (2017). Financial management: Theory & practice (15th ed.).
Cengage Learning.

Christopher, M. (2016). Logistics & supply chain management (5th ed.). Pearson Education
Limited.

Deloof, M. (2003). Does working capital management affect profitability of Belgian firms? Journal
of Business Finance & Accounting, 30(3—4), 573-588.

Ibrahim, U., & Musa, A. (2020). Operational efficiency and performance of Manufacturing firms
in Nigeria. Nigerian Journal of Management Sciences, 10(2), 42-51.

Mathuva, D. M. (2010). The influence of working capital management components on corporate
profitability: A survey on Kenyan listed firms. Research Journal of Business Management,
4(1), 1-11.

Oladele, A. A. (2021). Challenges and opportunities in the Nigerian manufacturing sector.
Nigerian Journal of Economics and Social Studies, 63(2), 112—-127.

Olowolaju, A. O., & Olayemi, B. A. (2021). Evaluating inventory efficiency using turnover
ratios: A study of listed Nigerian firms. West African Journal of Finance and
Management, 17(4), 67-79.

Owolabi, S. A., & Obida, A. (2020). Working capital management and financial performance of
companiesin Nigeria. Journal of Economics and Finance, 11(2), 45-53.

Porter, M. E. (1985). Competitive advantage: Creating and sustaining superior performance. Free
Press.

Ross, S. A., Westerfield, R. W., & Jordan, B. D. (2019). Fundamentals of corporate finance (12th
ed.). McGraw-Hill Education.

Stevenson, W. J. (2020). Operations management (14th ed.). McGraw-Hill Education.

44



