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Fostering Competitive Ability with the Aid of
Effectual Inventory Management
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Abstract

Competitiveness is key to laurels in modern business curriculum and can
be achieved by applying suitable and updated inventory management
techniques. Effectual Inventory management results in enhancement of
market share, improves service levels, reduces overall & storage costs,
invites business & reputation etc. The present research analyses the
competitive ability of 225retailers with the assistance of effectualinventory

management. The primary data were collected in district Udhampur, J&K

State. Validity and reliability of the scales in the construct were assessed
through BTS and Cronbach-alpha test. The results of regression model, chi
square and ANOVA revealed that effectual inventory management
influences competitive ability of retailers,Competitive ability of a business
ispositively associated with appropriate inventory management & control
policies. Further, results divulged that retailers with different work
experience differ significantly with regard to their competitive ability and
retailers in different locations doesn't differ significantly with regard to
effectualinventory management andhandling.
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Introduction

Competitive ability often known as competitiveness pertains to the ability
and performance of a firm, business, enterprise,company, institute to sell
and supply goods and services in a given market,in relation to the ability
and performance of other firms, sub-sectors or countries in the same
market. Empirical observation confirms that resources (capital, labour,
technology) and talent tend to concentrate geographically (Easterly and
Levine,2002). This result reflects the fact that firms are embedded in inter-
firmrelationships withnetworks of suppliers,buyers andevencompetitors
that help them togain competitive advantages inthe saleof itsproducts and
services. While arms-length market relationships doprovide these benefits,



LISUniv.J.ComMgt. Vol2(D, 87102 (2013)

at times there are externalities that arise from linkages among firms in a
geographic area or in a specific industry (textiles, leather goods, silicon
chips) that cannotbe captured orfostered by markets alone.

Inventory management is primarily about specifying the shape and
percentage of stocked goods. Itis required at different locations within a
facility orwithin many locations of a supply network toprecede the regular
and planned course of production and stock of materials. The scope of
inventory management concernsthefinelinesbetweenreplenishmentlead
time, carrying costs of inventory, asset management, inventory forecasting,
inventory valuation, inventory visibility, future inventory price
forecasting, physical inventory, available physical space for inventory,
quality management, replenishment, returns and defective goods, and
demand forecasting (Wongetal.,2005;Huang, 2006; Suri, 998 Womack et
al.,1990; Koufteros etal., 1998;Husun and Nanda, 1995 and Harland, 1996).
Balancingthese competingrequirements leadsto optimalinventory levels,
which is an on-going process as the business needs shift and react to the
wider environment.

Inventory management involvesaretailer seekingto acquire and maintain
aproper merchandise assortment while ordering, shipping, handling, and
related costs are kept incheck. ltalso involves systems and processes that
identify inventory requirements, set targets, provide replenishment
techniques, report actual and projected inventory status and handle all
functionsrelated to thetracking and management of material. This would
include the monitoring of material moved into and out of stockroom
locations and the reconciling of theinventory balances. Italsomay include
ABCanalysis,lottracking, cycle counting support, etc. Management of the
inventories, with the primary objective of determining/controlling stock
levels withinthe physical distribution system, functionstobalancethenneed
for product availability againstthe need for minimizing stock holding and
handling costs.

Review of Literature

Inventory has also been a subjectin the debate on supply chain resilience,
which has been of increasing interest in recent years, particularly as the
"leaning-down" of companies and global sourcing have increased supply
chainrisks Christopher and Peck (2004). ltisrecognised that international
supply chains may be particularly vulnerable owing to such factors as the
geographic area covered, the transport modes used, political/ border
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factors and environmental issues Prater et al.,(2000). Whilst risk mitigation
strategies may contain many elements, the use of inventory is generally
recognised as one possible tool. For example, Chopra and Sodhi (2004) list
"increase inventory"as a risk mitigation approach, whilst Christopher and
Peck (2004) state that 'the strategic disposition of additional capacity
and/ or inventory at potential 'pinch points' can be extremely beneficial in
the creation of resilience within the supply chain". Lee (2002) particularly
emphasizes the role of inventory in situations of supply uncertainty. There
are thus widely varying views about the role of inventory in the literature
and some of these views appear to have conflicting goals. For example, the
goal of traditional inventory control theory has been the optimisation of
inventory levels,whereas the goal discussed inmore recent thinking, such
as that on lean and agile supply chains, has concentrated more on the
minimisation of inventory levels. However, the latter has been
counteracted to someextentbythe understanding of the role of decoupling
points and the part that inventory may play in some risk mitigation
strategies. Whilst the minimisation of inventory is widely discussed, this
needs tobe defined and there isa recognition that resources canbe reduced
too much, leading to terms such as “corporate anorexia" Radnor and
Boaden (2004). This suggests that there is in fact an optimum level of
inventory. However, the identification of this levelneeds to involve wider
concepts than those just associated with traditional inventory control
theory. Inventory holding plays an important role in modern supply
chains. A survey of logistics costs in Europe identified the cost of inventory
as being 13 per cent of total logistics costs (European Logistics
Association/ AT Kearney, 2004). A similar study in the USA, found
inventory costs significantly higher at 24 per cent Establish Inc/Herbert W.
Davis & Co.,(2006). The present research analyses the competitive ability
of 225 retailers with the assistance of effectual inventory management in
district Udhampur of J& K State.

Objective of the Study

To assess the competitive ability of retailers with the help of effectual
inventory management

Testable Hypothesis

On the basis of in-depth analysis of existing review of literature and its
meaningful conclusions, the following hypotheses had been emerged in
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ordertomakethestudy morereliable andresponsive. The mainhypotheses
are-

H; Effectual inventory management influences competitive ability of
retailers.

H,: Competitive ability of a business is positively associated with
appropriate inventory management policies.

ffs:Retailers with different work experience differ significantly with regard
tocompetitive ability.

If.:Retailers in different locations do not differ significantly with regard to
effectualinventory managementandhandling.

I-Is:Proper inventory management policies bring competitive ability.

ResearchDesignand Methodology

Research design and methodology comprises area of research, nature of
data/information (Primary or secondary), questionnaire/schedule,
research tools applied etc. The research methodology adopted proceeds as
follows:

Samplingand Data Collection

The primary data for the study were collected from 225 retailers selling the
products of small manufacturing firms operating in district Udhampur of
J&K State. Anin-depth analysis of these retailers was the mainpurpose of
the present study. The total number of respondents contacted for the study
were 225 out of which 203 responded representing an effective response
rate 0f 90.22%. Their response was the main basis fordrawing meaningful
inferences. Snowball/referral sampling was used for obtaining data from
retailers. The number of retailersidentified wascement (29), pesticide (4),
steel (14), battery/lead/ alloy (30), menthol (2), conduit pipes (9),
gates/ grills/varnish (15), maize/atta/dal mills (53) and miscellaneous
47).

Sampling technique applied: Snowball/referral sampling was used for
obtaining data from Retailers. Only those Retailers were contacted who
were using/selling/dealing with the products manufactured by the above
stated units. Some of the major Retailers contacted were Nathram & sons,
Duni chand, Mahakaii traders, durga bhagwati traders,gupta hardware,
Surbhienterprises,Army general store,somnath and sonsetc.
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The Survey Instrument: Information was collected by administering self
developed questionnaire prepared after consulting experts and review of
literature which comprised of general information and 11 statements of
inventory management. Statements in the questionnaire were in
descriptive form, ranking, dichotomous, open ended and five -point Likert
scale,where lIstandsfor strongly disagreeand 5forstrongly agree.

Collection of data: The primary data were collected by making three tofour
visits for getting response from respondents. Snowball/referral sampling
method was applied for collecting data from the respective respondents.
The secondary information was collected from various sources namely
books, empirical papers from online & hard copies of journals. Various
multivariate tools such as Mean, standard deviation, regression, ANOVA,
chi-square etc. were used to test hypotheses and for drawing meaningful
inferences.

Reliability andvalidity of the instrument

Reliability: The Cronbach's reliability coefficients for all 8scale items after
applying rotated component matrix represented alpha value 0.944 was
higher than the criteria of 0.77 obtained by Gordon and Narayanan (1984)
indicating high internal consistency. Adequacy and reliability of sample
size to yield distinct and reliable factors is further demonstrated through
Kaiser-Meyer-Olkin Measure of Sampling Adequacy that is 0.900 and all
factorloadingsbetweenitemsbeing greaterthanequal to(0.55.

Validity: Thefactor obtained alpha reliability higher to 0.50 and satisfactory
KMO value at 0.900, indicating significant construct validity of the
construct (Hairetal., 1995).

Data Analysis and Interpretation

Data analysis is used for data reduction and purification. The elementary
need for using factor analysis isto keep only those statements which are
appropriate/ scientific and appealing in nature. Factor analysis fosters
Eigen value, Cumulative variance explained, Factor loadings,
Commonality and Alpha value whose values are the basis for interpreting
the results. The 11statements originally kept in the construct were reduced
to 8 while applying factor analysis thereby improving the dependability
and authenticity of the research.
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The suitability of raw data for factor analysis obtained from retailers is
examined through Anti-image, KMO value,Bartlett's Test of Sphercity and
(p-value =0.000), indicating sufficient common variance and correlation
matrix (Dess etal., 1997 and Field, 2004). The processof R-Mode Principal
Component Analysis (PSA) with Varimax Rotation educed 8 statements
out of 11lstatements originally kept in the construct/ domain of inventory
management. The KMO value (0.903) and Bartlett Test of Sphercity
(2667.847) indicated high acceptable and significant values. Therefore,
factor loadings emerged consistent with conservative criteria, thereby
resulting into good factor solution using Kaiser Criteria (i.e. eigen value

1) with3192% of the total variance explained. The communality for 8items
ranges from 0.51t00.88,indicatinghigh degree of linear associationamong
the variables. The factor loadings range from 0.544 to 0.901 and the
cumulative variance extracted is 31.92%. The factor and its statements
emerged is displayed in the Table 11. A brief description of factor and its
statements emerged areasunder:

Table 1.1
Results Showing Factor Loadings and Variance Explained After Scale
Purification (Rotated Component Method) for Inventory Management
(Retailers' Perceptions)

. Vuiance :
R o Mellll Eigen . Cumul.ti.iw | Comm-
FDimeMI Sb FL viglue Exlz)l/‘tlned Viorlantto/u | umlity | ©
INVHNTORYMANAGHMENT 4.41 | .561 D109 31.921) 31.921) 9447
LInvenlmy planning improvesservice 440 | 540 | 901 887
level 442 | 513 | 873 856
2. Inventory control paves for 435 |591 | JJ67 814
competitive ability 435 591 | .834 803
3.Inventory planning "management 444 515 | .799 71
redli<.!Bstmage costs 432 | 6.50| .736 682
4. Highinventory turnover affects 446 |533 | 6'16 676
revenue COBhI 460 | 556 | .544 510

S.Youkeepinventoryinacmrd""""to
your firm !lize

6. Suffidl!nl inventory isbuildio
minimisepricefluctuation

7. Effective inventory control enhances
market share

8.Inventory control enhances product
nusHtv

Footnotes: KMO Value =.900; Bartlett's Test of Sphercity = 2667847, df = 190, Sig. =.000;
Extraction Method Principal Component Analysis; Varimax with Kaiser Normalisation;
Rotation converged in5 iterations; 'FL' stands for Factor Loadings, 'SD' for Standard
Deviationand 'a'for Alpha.
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Factor (Competitive ability): Eight items underlying this factor are:
"Inventory planning improves service level","Inventory control paves for
competitive ability","Inventory planning & management reduces storage
costs", "High inventory turnover affects revenue costs", "You keep
inventory inaccordance to your firmsize","Sufficient inventory isbuild to
minimise price fluctuation","Effective inventory control enhances market
share" and "Inventory control enhances product quality". The mean score
values gamut between 4.32 -4.60.The factor loadings fluctuated from .544
to .901 representing good amount of correlation between the
variables/ statements and the factor. Thefactor loadings for each statement
is: Inventory planning improves service level (.900), Inventory control
paves for competitive ability (.873), Inventory planning & management
reduces storage costs (.867), High inventory turnover affects revenue costs
(.834), You keep inventory in accordance to your firm size (.799), Sufficient
inventory is build to minimise price fluctuation (.736), Effective inventory
control enhances market share (.696) and Inventory control enhances
product quality (.544). The statement "Inventory planning improves
service level" enriched with highest factor loading and the statement
"Inventory control enhances product quality” with lowest factor loading.
Communalities varied within 510 - 887 indicating significant values and
high degree of linear association among the variables. The communalities
for each statement is: Inventory planning improves service level (.887),
Inventory control paves for competitive ability (.856), Inventory planning
& management reduces storage costs (.84), High inventory turnover
affectsrevenue costs (.803), You keepinventoryinaccordance to your firm
size (.771),Sufficient inventory isbuild to minimise price fluctuation (.682),
Effective inventory control enhances market share (.676) and Inventory
control enhances product quality (.510). The statement "Inventory
planning improves service level"enriched with highest communality and
the statement "Inventory control enhances product quality" with lowest
communality. In the nutshell, the retailers' perception indicates that
inventory planning improves service level and enhances competitive
ability.

Mean response of retailers regarding statements of inventory management:
Table 12 displays mean response of retailers' with regard to inventory
management and control. The retailers' perception regarding inventory
management fluctuates between 4.32 - 4.60. The statement "Inventory
controlenhancesproduct quality"emerges to be strongest with meanvalue
4.60 and the statement "Sufficient inventory is build to minimise price
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fluctuation" asthe weakest with mean value 4.32.The overall mean values
for all 8statements among retailers' are 4.41. Thus itcanbe concluded that
retailers have high business turnover and focus more on optimal
inventoriestomeetdemandofultimate customers.

Table 12
Mean Rating of Retailers' Regarding Inventory Management
Statement Retailers
Inventorv Manairement and Control Mean
L Inventorv control enhances product ciualitv 4.60
2. Inventorv control paves for competitive abilitv 442
3. Inventorv planning improves service level 4.40

4. Youkeepinventoryinaccordancetoyour

. . 444
business size
S.Inventory planning and management reduces 435
storage cost
6. Hicli. inventory turnover affects revenues cost 4.35
7. Sufficient inventory is build to minimise price 432
fluctuation )
8. Effective inventory control enhances market 4.46
share
Total 4.41

Profile of Retailers: As far as Retailers profile regarding their work
experience factor is concerned it is visualized that there were 48 retailers
having work experience of Fl0years constituting 23.6% and larger chunk
of the total respondents. 39 respondents were experienced between 10-20
years representing 1925 of the total respondents, 35 retailers were having
experience of 20-30 years (172%), 31having 30-40 years of experience
reflecting 152% of the composition. The retailers having 40-50 years of
experience were 44innumber having vast & rich experience contributingto
216% of the total respondents. Those having work experience of above 50
years were just 6 in number with 2.95% of representation among total
respondents. So, it's seen that number of retailers was having affluent
experience of retailing (Table 13).
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Table 13
A Brief Profile of Respondents (Retailers)

S.No. | Variables Oassification Frequency | Percentaae
1-10 years 48 23.6
10-20years 39 ©2

. 20-30years 35 172

L Work experience 30-40years 31 52
40 -S0years 44 216
Above 50years 6 295
Udhampur 163 80.2

2 Location Ramnagar 33 162
Others 7 3.44

Total 203 100

As far as location of respondents was concerned it was found that 80.2%
(163) of retailers hails from Udhampur district only. Further itwas noticed
that 33 representing 162% of the total respondents were from Ramnagar
town and the remaining respondents were contacted in other neighboring
areas such as Chennani, Batote, and other parts of district Udhampur
representing 344 % of totalrespondents contacted.

Regression Analysis

Table 14 shows output from multiple regression analysis using 8items of
effectual inventory management i.e. "Inventory planning improves
service level", "Inventory control paves for competitive ability",
"Inventory planning & management reduces storage costs”, "High
inventory turnover affects revenue costs", "You keep inventory in
accordance to your firm size", "Sufficient inventory is build to minimise
price fluctuation", "Effective inventory control enhances market share"
and "Inventory control enhances product quality". The result of step-wise
linearregressionanalysisenticed fiveindependent variables as significant
in predicting the dependent variable (Effectual inventory management).
These are: "Inventory control paves for competitive ability", "Inventory
planning improves service level", "Inventory planning & management
reduces storage costs", "Effective inventory control enhances market
share"and "Sufficient inventory is build to minimise price fluctuation".
Thecorrelationbetween predictor and outcome ispositive with values of R
as 770, .88, 875 913 and .929 which signifies high correlation between
predictor and the outcome. In model 1 R is .770 which indicates 77 %
association between dependent and independent variables. R-Square for
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this model is 656 which means that 65% of variation in inventory
management can be explained from the five independent variables.
Adjusted R square (.753) indicates that if anytime another independent
variable is added to model,the R-square will increase. Further beta values
reveal significant relationship of independent variables with dependent
variable. "Inventory control paves for competitive ability" had emerged as
the strongest predictor whereas "Sufficient inventory isbuild to minimise
price fluctuation" isfound tobe theweakest asrepresented bytheir relative
t-values. Change in R square is also found to be significant with F-values
significant at 5% confidence level. Errors inregression are independent as
indicated by Durbin-Watson value (1.98) being close to 2.00. The aforesaid
findings support the hypothesis "Effectual inventory management
influences competitive ability of retailers".

Table 14
Regression Model Summary
Model R Re | AdjustedR2 | Std. Error Fvalue Sig. p t Sig. | Durbin-
of llatimah! | ANOVA | level Inel | Watson
1| .770] 656 753 427 223.395_| 000 | 870 | #946 | 000
2 .828 | .788 782 2277 1B2.241 000 68 8.280 .000 1984
3. [ 895 801 783 2222 94095 | 000 | 499 | 5983 | 000
4| 913] 86 806 2153 76605__| 000 | .341] 3366 | 001
5. | .929] .87 ) 2105 64939 | 000 | X19 | 2.043 | 005
a) Predictor: (Constant), Enhances competitive ability
b) Predictor: (Constant), Enhances competitive ability, Improves
service level
) Predictor: (Constant), Enhances competitive ability, Improves
service level,Reducesstorage costs
d) Predictor: (Constant), Enhances competitive ability, Improves
service level,Reducesstorage costs, Enhances market share
e) Predictor: (Constant), Enhances competitive ability, Improves
service level, Reduces storage costs, Enhances market share.
Minimises price fluctuations
f) Dependent Variable: Effectual inventory management

Therefore it was found and proved with the testing of hypothesis and its
results that effectual inventory management fosters and improves service
levels, enhances competitive ability, reduces storage costs, enhances
market share" and minimises pricefluctuation.
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AssociationBetweenInventoryManagementand Competitive Ability

The Chi-square (Table 15) shows positive and significant association of 8
items for appropriate inventory planning & management and competitive
ability. All the below stated statements are ingredients of inventory
management which have some impact on the competitive ability of the
firms. These statements results in improving competitive ability which is
the ultimate aim of the contemporary business. The items "Inventory
planning & management reduces storage costs" and "High inventory
turnover affects revenue costs" are highly significant among all, with
significance value of 001 (p<0.05). The items "Inventory planning
improves service level","Inventory control paves for competitive ability",
"You keep inventory in accordanceto your firm size","Sufficient inventory
is build to minimise price fluctuation", "Effective inventory control
enhances market share" and "Inventory control enhancesproduct quality"
exhibit significant association as the Chi-square value is less than 0.05.
Overall, the hypothesis "Competitive ability of a business is positively
associated with appropriate inventory management policies" is accepted
onall the eight variables.

Table 15
Association Between Inventory Management and Competitive Ability
(Chi-Square Test)

Statement Chi-square | = Sig. Outcome
value value

].Invel'ltory planning improves 16991 004 Significant
service level

2.Inventory planning &
management reduces storage 20.14 001 Significant
costs

3.Invent0r'y. contr'o'l paves for 6.109 028 Significant
comoetitive ability

4-Youkeepinventoryin 22529 001 | Significant
accordance to vourfirmsize

5.High inventory turnover affects 9765 001 Significant
revenue costs

6. Su'ff'101ent 1n§/ent0ry ISt')ulld to 540 020 Significant
mininUse pricefluctuation

7.Effective inventory control 11.833 005 Significant
enhances market share

8.Inventory COl:ltI'Ol enhances 5662 030 Significant
product quality
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Inthe nutshell, all the aforesaid items promote competitive ability of the
retailers operatingin district Udhampur.

OneWay ANOVA

Totestthethird hypothesis, the work experience ofretailers was takeninto
consideration. The previous work experience was divided into six
categories viz., F10years, 10-20 years,20-30 years, 30-40years,40-50 years
and above 50 years. The results of ANOVA (Table 1.6) revealed that
retailers with different work experience differ significantly withregard to
their competitive ability (Sig. 0.003) asthep value islessthan .05.Therefore,
the hypothesis isaccepted.

Table 16
ANOVA for Work Experience
Description Nature of Sum of df Mean F Sig.
of Work Variable Squares Square
Exoerience (years)
110 Between 2.577 4 M4 | B4 | 003
Groups
10-20 Within 10.855 | 99 | 278
Groups
20-30 Total 21.432 203
30-40
40-50
Above SO

Inorder to test the fourth hypothesis, againone way ANOV A was applied.
Thelocation factor was divided intothree parts i.e. Udhampur, Ramnagar,
others. The results of test revealed that retailers in different locations
doesn't differ significantly withregard to effectual inventory management
and handling asrepresented by effective p value (.742) which is more that
0.05.Thus,thelast hypothesis isalsoaccepted (Table17).
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Table 17

ANOVA for Location
Description Nature of Sumof df Mean F Sig.
Of Location Variable Squares Square
Udhampur | Between 003 | 4 001 | 104 | 742

Groups

Ramnagar Within Groups 984 ©9 014
Others Total 986 | 203

Inorder totest the final hypothesis (Table 1.8), the single metric dependent
variable "Inventory Management Policy" is examined with "Competitive
ability". The correlation is significant with value (.714**) which signifies
high positive correlation between Inventory Management Policy and
Competitive ability. Therefore, the last hypothesis "Proper inventory
management policies bring competitive ability"isaccepted.

Table 18
Correlation Matrix
Inventory Competitive
Management bili
Policies ability

Inventory Pearson Coyrelation 1 T14("™)
Management Policies Sig -tailed) .000

N 203 203

Pearson Correlation T14(k*) 1

Competitive ability Sig (2-tailed) 000

N 203 203

C—) Correlation issignificant at 0.01Sglevel (2-tailed)

Conclusion

Competitive ability of a business can be enhanced by stressing on proper
inventory control measures and its effective management. The study
provides substantive support for previous findings inthe inventory control
literature and fresh insights about inventory management that exists
among retailers and is recognized as a vital tool in improving asset
productivity & inventory turns, targeting customers & positioning
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products in diverse markets, enhancing intra & inter organisational
networks, enriching technological capabilities to produce quality products
thereby imparting effectiveness in inter-firm relationships. The present
study reveals that business competitive ability can be enhanced due to
effective and frequent inventory control. Proper inventory management
even results in reduction of storage costs, affects revenue costs, balances
firms inventory, minimises price fluctuation, enhances market share and
product quality. Competitive ability of a business is positively associated
with appropriate inventory management & control policies. Further,
results divulged that retailers with different work experience differ
significantly with regard to their competitive ability and retailers in
different locations doesn't differ significantly with regard to effectual
inventory management and handling. From the practical perspective, the
government functionaries must take initiatives to organise trade shows,
seminars,workshops, conferences to strengthen supply chain linkages by
integrating fragmented Supply chain intermediaries. Sensitizing retailers
through periodic training & education programmes the need & strategies
for profitable inventory management sothat effectuate inventory decisions
canbetakenin orderto equilibrium demand and supply.

Limitations of the Study

i. The study is area specific and cannot be generalised for other
retailers operating in other parts of the country having dissimilar
environmental businessconditions.

ii. The conclusions drawn were not completely free from biasness for
the responses obtained from the different retailers through surveys.
Meaning and concepts of all scale items was explained to the
respondents in local dialect as majority of them were nee-literate. Though
utmost carewas taken toentice correct information, an element of
subjectivity cannot be ruled out as it made little difference in the
originality of ideas obtained in the field survey and final interpretation.

Directions for Future Research

Some of the dimensions like quality management, shared goals &
objectives, SCM ethics, Transportation management, warehousing
management, commitment & collaboration, transparency etc. are not
included in the existing study. So,future research canbe done taking into

100



Chalotra, 2013

consideration the retailer's attitude towards the above dimensions. Future
researches can also be undertaken regarding inventory management from
the perspective of wholesalers and retailers for medium & large scale
industries.
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