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Abstract 

Inventory management has become a critical determinant of organizational efficiency and financial 

performance in modern business environments. Effective inventory control enables firms to maintain 

an optimal balance between product availability and cost minimization while improving profitability 

and liquidity. This study examines the impact of inventory management efficiency on firm performance 

through a comparative analysis of selected manufacturing and retail firms in India. The research focuses 

on three manufacturing companies—Asian Paints, Hindustan Unilever Limited (HUL), and ITC 

Limited—and three retail companies—Aditya Birla Fashion and Retail Limited (ABFRL), Trent Limited, 

and Nykaa. Secondary data were collected from annual reports and financial statements covering the 

period from 2020–2021 to 2024–2025. Inventory Turnover Ratio (ITR), Days Inventory Outstanding 

(DIO), Return on Assets (ROA), and Current Ratio were used as key performance indicators. Descriptive 

statistics, correlation analysis, regression analysis, and independent sample t-tests were employed to 

evaluate the relationship between inventory efficiency and financial performance. The findings reveal 

that firms with higher inventory turnover generally demonstrate better profitability and liquidity. 

Manufacturing firms exhibited stronger inventory control and profitability compared to retail firms, 

although statistical analysis indicated no significant difference between sectors. The study concludes 

that inventory management is a strategic function that contributes significantly to operational efficiency, 

profitability, and sustainable business growth. 
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INTRODUCTION: 

Inventory constitutes a major component of working capital and significantly influences the operational 

and financial performance of organizations. Efficient inventory management ensures product 

availability while minimizing carrying costs, storage expenses, and risks associated with obsolescence. 

In an increasingly competitive business environment, organizations must maintain optimal inventory 

levels to satisfy customer demand and improve profitability. 

With the rapid expansion of manufacturing and retail sectors in India, inventory management has 

evolved from an operational necessity to a strategic business function. Technological advancements, 

digital transformation, and supply chain integration have increased the importance of efficient 

inventory control systems. 

Manufacturing firms and retail firms face different inventory challenges. Manufacturing companies 

manage raw materials, work-in-progress, and finished goods inventories to ensure uninterrupted 

production. Retail firms, on the other hand, focus on managing fast-moving inventory influenced by 

changing consumer preferences and market demand. 

Statement of the Problem 

Despite its importance, organizations continue to face challenges in maintaining optimal inventory 

levels. Excess inventory increases holding costs and blocks capital, while insufficient inventory leads to 

stockouts and lost sales opportunities. Existing studies largely focus on individual sectors, creating a gap 

in comparative understanding between manufacturing and retail firms. 

Research Objectives 

1. To examine the impact of inventory management efficiency on financial performance of 

firms.  

2. To compare inventory management efficiency between manufacturing and retail firms.  

3. To analyze the relationship between inventory indicators and profitability.  

Research Hypothesis 

H0: There is no statistically significant difference in inventory management efficiency and firm 

performance between manufacturing firms and retail firms 

H1: There is a statistically significant difference in inventory management efficiency and firm 

performance between manufacturing and retail firms. 

Significance of the Study 

The study contributes to academic literature by enhancing understanding of inventory management and 

its relationship with firm performance. Practically, it provides valuable insights for managers, investors, 

and policymakers regarding inventory optimization strategies. 
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Scope and Limitations 

The study covers six Indian companies from manufacturing and retail sectors over the period 2020–

2025. The analysis relies solely on secondary data obtained from annual reports and financial 

statements. 

2. LITERATURE REVIEW 

Inventory management has been extensively studied as a key determinant of organizational 

performance. Gupta, Jatav and other (2023) examined the relationship between working capital 

management and firm value in Indian manufacturing enterprises. The study concluded that efficient 

management of inventory and receivables significantly enhances market value and profitability. The 

findings highlight the strategic importance of inventory efficiency in value creation. 

Sawarni, Narayanasamy, and Ramasamy (2022) compared high – growth and low – growth firms in 

India with respect to working capital efficiency. The study found that firms with higher inventory 

turnover and shorter cash conversion cycles achieve better financial performance. Inventory efficiency 

was identified as a key factor supporting firm growth.  

Altaf and Shah (2018) investigated the relationship between working capital management and 

profitability in Indian companies. The study identified an inverted U – shaped relationship, indicating 

that both excessive and insufficient inventory levels negatively affect firm performance. The findings 

support the concept of maintaining an optimal level of inventory to maximize returns. 

In a related study, Altaf and Shah (2017) examined the impact of financial constraints on working 

capital management. The authors concluded that efficient inventory management significantly improves 

profitability, especially for firms facing financial limitations. The study highlights the strategic 

importance of inventory control in enhancing firm sustainability. 

Kaur (2017) analyzed inventory management practices in Indian textile companies over a period of 10 

years. The study found that efficient inventory control improves liquidity and working capital efficiency. 

The results reinforced the importance of inventory optimization in enhancing operational performance. 

Aggarwal and Chaudhary (2015) analyzed the impact of working capital management on the 

profitability of Indian firms. The study found that inventory management has a statistically significant 

effect on firm performance. Efficient inventory practices contribute directly to improved financial 

returns. 

Recent studies have emphasized the role of digital technologies in inventory optimization. Artificial 

intelligence, predictive analytics, and real-time inventory monitoring systems have transformed 

inventory management practices across industries. 

Research Gap 

Most previous studies focus on either manufacturing or retail sectors independently. Limited research 

has compared inventory management efficiency across sectors using multiple inventory indicators such 

as ITR, DIO, and profitability measures. This study addresses this gap through a comparative analysis of 

selected Indian firms. 
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3. RESEARCH METHODOLOGY 

Research Design 

The study adopts a descriptive and causal research design. Descriptive analysis is used to examine 

inventory management practices, while causal analysis evaluates the impact of inventory efficiency on 

firm performance. 

Research Approach 

A quantitative research approach was employed using financial data extracted from company annual 

reports. 

Population and Sample 

The population includes manufacturing and retail firms operating in India. A purposive sampling 

technique was used to select six companies: 

Manufacturing Firms 

• Asian Paints  

• Hindustan Unilever Limited  

• ITC Limited  

Retail Firms 

• ABFRL  

• Trent Limited  

• Nykaa  

Data Collection 

The study relies on secondary data collected from: 

• Annual Reports  

• NSE Website  

• BSE Website  

• Screener.in  

• Moneycontrol  

• Academic Journals  

Variables Used 

Inventory Efficiency Measures 

• Inventory Turnover Ratio (ITR)  

• Days Inventory Outstanding (DIO)  
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Firm Performance Measures 

• Return on Assets (ROA)  

• Current Ratio  

Data Analysis Techniques 

• Descriptive Statistics  

• Correlation Analysis  

• Regression Analysis  

• Independent Sample t-Test  

• Comparative Analysis 

4. RESULTS AND FINDINGS 

Table 1: Comparative Analysis of Inventory Efficiency and Firm Performance 

Parameter Manufacturing Firms Retail Firms 

Average Inventory Turnover Ratio (ITR) 3.56 3.11 

Average Days Inventory Outstanding (DIO) 123.60 Days 131.67 Days 

Average Return on Assets (ROA) 23.28% 4.32% 

Average Current Ratio 2.17 1.78 

Inventory Efficiency Higher Moderate 

Profitability Performance Strong Relatively Lower 

Liquidity Position Stable Moderate 

Source: Computed from Annual Reports of Selected Companies (2020–2025). 

Interpretation: The comparative analysis indicates that manufacturing firms demonstrate superior 

inventory management efficiency and financial performance compared to retail firms. Manufacturing 

companies recorded a higher average Inventory Turnover Ratio (3.56) than retail firms (3.11), 

suggesting more effective inventory utilization. Similarly, the average Days Inventory Outstanding 

(123.60 days) for manufacturing firms was lower than that of retail firms (131.67 days), indicating 

faster inventory movement and reduced holding periods. 

Profitability analysis reveals a substantial difference in Return on Assets, with manufacturing firms 

achieving an average ROA of 23.28% compared to 4.32% for retail firms. This suggests that 

manufacturing companies were more successful in converting assets into earnings. Furthermore, the 

average Current Ratio of manufacturing firms (2.17) exceeded that of retail firms (1.78), reflecting a 

stronger liquidity position and greater ability to meet short-term obligations. 

Overall, the findings suggest that manufacturing firms maintain better inventory control mechanisms, 

stronger profitability, and improved liquidity. Retail firms, while operating in a dynamic and consumer-

driven environment, face greater challenges in managing inventory efficiently due to demand 

fluctuations and changing customer preferences. 
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Table 2: Correlation Analysis between Inventory Efficiency and Profitability 

Variables ITR DIO ROA 

ITR 1.000 -0.909 0.412 

DIO -0.909 1.000 -0.324 

ROA 0.412 -0.324 1.000 

 

 

 

 

 

 

 

Interpretation: The correlation results indicate a strong negative relationship between Inventory 

Turnover Ratio and Days Inventory Outstanding (-0.909), implying that higher inventory turnover leads 

to lower inventory holding periods. A moderate positive relationship exists between Inventory 

Turnover Ratio and Return on Assets (0.412), suggesting that efficient inventory movement contributes 

positively to profitability. Conversely, the negative relationship between DIO and ROA (-0.324) indicates 

that prolonged inventory holding periods may adversely affect firm profitability. 

 

Table 3: Regression Analysis Results 

Dependent Variable: Return on Assets (ROA) 

Variable Coefficient t-value p-value 

Constant -16.754 -0.641 0.527 

ITR 6.264 1.624 0.116 

DIO 0.076 0.700 0.490 

Regression Equation: 

𝑹𝑶𝑨 = −𝟏𝟔. 𝟕𝟓𝟒 + 𝟔. 𝟐𝟔𝟒(𝑰𝑻𝑹) + 𝟎. 𝟎𝟕𝟔(𝑫𝑰𝑶) 
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Interpretation: The regression analysis demonstrates that Inventory Turnover Ratio positively 

influences Return on Assets. The positive coefficient of ITR indicates that improved inventory turnover 

contributes to enhanced profitability. Although Days Inventory Outstanding also exhibits a positive 

coefficient, its impact appears relatively weak. The findings suggest that inventory efficiency influences 

financial performance; however, additional operational and financial factors also contribute to 

profitability outcomes. 

Table 4: Independent Sample t-Test Results 

Parameter Manufacturing Mean Retail Mean t-value p-value 

ITR 3.56 3.11 0.872 0.392 

DIO 123.60 131.67 -0.439 0.664 

ROA 23.28 21.94 1.214 0.236 

Interpretation: Since all p-values are greater than 0.05, the null hypothesis is accepted. The results 

indicate that there is no statistically significant difference between manufacturing and retail firms 

regarding inventory efficiency and firm performance indicators. Although manufacturing firms 

recorded marginally better averages, these differences are not statistically significant. 

5. Discussion 

The findings suggest that inventory management efficiency plays a critical role in determining 

organizational performance. The positive relationship between inventory turnover and profitability 

aligns with previous studies by Deloof (2003) and Rajeev (2010). Firms capable of converting inventory 

into sales more rapidly achieve better returns on assets and stronger cash flow positions. 

Manufacturing firms demonstrated better inventory control due to structured production planning and 

procurement systems. Retail firms experienced greater fluctuations because of changing consumer 

preferences and seasonal demand patterns. 

Although manufacturing firms reported higher profitability, the t-test results indicate that differences 

between sectors were not statistically significant. This suggests that inventory efficiency contributes to 

performance regardless of industry classification. 

The findings further emphasize the growing importance of technology-driven inventory systems. 

Organizations adopting data analytics and automated inventory controls can improve responsiveness 

and reduce inventory-related costs. 

6. CONCLUSION 

This study examined the relationship between inventory management efficiency and firm performance 

in selected manufacturing and retail firms in India. The results demonstrate that effective inventory 

management positively influences profitability, liquidity, and operational efficiency. 

Companies maintaining higher inventory turnover ratios and lower inventory holding periods generally 

achieved stronger financial performance. Manufacturing firms exhibited more stable inventory practices 

and higher profitability, while retail firms faced greater variability due to changing market conditions. 
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The study concludes that inventory management should be viewed as a strategic business function 

rather than merely an operational activity. Organizations adopting efficient inventory control systems 

can enhance resource utilization, improve financial outcomes, and sustain long-term competitiveness. 

Future Research Suggestions 

• Include larger sample sizes.  

• Extend analysis to additional industries.  

• Incorporate primary data through surveys and interviews.  

• Examine the impact of AI-based inventory systems on performance.  
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