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ABSTRACT

Financial performance has been considered the range of investors and other users. On the

other hand, inventory management in this study is considered as operational innovation. The
cost of inventories may also be important. The purpose of this study was to examine the
relationship between innovation and operational efficiency rate of assets in companies listed
in Tehran Stock Exchange. The research is in the period from 2006 to 2012. The objective of
the present study and the method of data collection is a semi-experimental research. The
results showed that increasing the proportion inventory turnover led to an increase in the rate
of return on assets, require the reduction of inventory to current assets led to an increase in
the rate of return on assets and the difference between the current ratio and quick ratio leads
to a decrease in the rate of return on increasing assets.
Keywords: rate of return on assets, the difference between the current ratio and quick
ratio, Inventory turnover ratio of inventory to current assets

INTRODUCTION

A large part of commodity investments and relationship between the amount of the
expenditures of the company are the commodity, profitability and corporate
resources and the amount of great performance is done. For example Bilender
importance and therefore the activities of  and Makin (1991) argue the inventory

several corporate profitability of the management in different ways influence on
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firm performance. They also stated that the
maintenance of inventory companies can
improve production planning, or lack of
inventory shortage cost and procurement
costs through bulk purchases and
transactions are significantly reduced in
price speculation. They argue that the cost
of maintenance should include opportunity
costs, location costs, transport costs,
obsolescence, and the cost of such insurance
should be ignored (Bylndr and Makin,
1991). Moreover, some researchers such as
Gerber (1984), Miner (1996), Khoeri
(1999) and Kutt (1999) argue that the total
current  assets  inventories,  accounts
receivable, short-term investments consist
of participate as a shield against risk and
uncertainty. Falga (2008) argues among the
constituent current assets, inventory is a
special place and this has led the company
always tries to maintain a sufficient amount
of inventory that this policy is largely
associated with the operational management
of financial decisions. In this study, the
inventory management in three inventory
turnover ratio, inventory ratio and current
ratio and quick ratio is defined as the
difference between the factors. Given the
above, this study examines innovation and

return on assets has been operating.

Literature
Khodadipour and Kargrpour (2009)
examined the relationship  between

operating cash flow and liquidity ratio and
return on equity of listed companies in
Tehran Stock Exchange. The sample survey
of 50 companies during the period 2001-
2006.The results showed that the operating
cash flow ratio is a significant positive
correlation with stock returns
immediatelybut the ratio of net working
capital to total assets and return on equity
relationship is not established.

Ebrahimi and Saeidi (2010) conducted a
study entitled "the impact of accounting
variables and characteristics of the
companies listed on the stock price at
Tehran Stock Exchange ". Their study
examined the number of companies in the
period 0f2007-2001 and,

companies. Their results showed that the

including 92

ratio of earnings per share, ROA and stock
price before the stock prices are directly
related to the current period three variables
operating cash flow per share for the
company and have no impact on stock
prices and asset turnover ratio finally, there
is an inverse relationship between stock
price and company size.

Main and others (2012) examined the
relationship between changes in inventory,
profitability and value companies listed in
Tehran Stock Exchange. In their study of 56
companies that have the characteristics of
the proposed data in the period 2009-2002

collected and processed. In this study, the

I9BPAS, March, 2015, 4(3)

1050



Parviz Saeidi et al

Research Article

type of data (panel data) determine the
appropriate estimates of Hausman tests,
Chow and method-Pagan ALM and, test the
hypothesis of correlation analysis (Pearson
coefficient) and regression analysis were
used. The first and second sub-hypothesis
testing results indicate an inverse
relationship significant changes in inventory
and short-term changes in the company's
profits and changes in the value of the
company. The results of the second and
third sub-hypothesis suggests the lack of a
significant correlation between the change
in inventories of goods with long-term
changes in the company's profits and
changes in the company's return on assets.

Wang et al (2009) in their study examines
the impact of corporate governance on
performance characteristics of Chinese
companies. They used in their study of two
approaches to corporate governance. First,
the influence of each of the features of
corporate  governance on  corporate
performance and then examines the impact
of corporate governance on corporate
performance pay all specifications. Their
results showed that firms with better
corporate governance regime has better
performance and higher value. Also, the
concentration of ownership, Institutional
investors, public ownership and operation of
the market and there is a significant positive

relationship.

Amir et al (2010) found that the ratio of
operating profit is more in the market
reaction. Next, the ratio of operating profit
is divided into two components consists of
margin and earnings ratio than the other.
The results showed that non-interactive
stability of gross profit is greater than the
proportion of other benefits, found no
difference in the stability of the interaction
of these components. Operating net flow
into two separate components of working
capital and fixed asset turnover was the
study revealed a stable interactive and non-
interactive  and  non-interactive  and

interactive stability constant currencies

circulating more money in circulation.
Another result of this study showed that
high ratio of operating profit (loss) of future
excess returns in relation to positive
(negative) and this is not related to the
operational flow of net assets, but if the
level is lower than operating profit, net
turnover increased operational efficiency
does not lead to an increase that represents a
ratio of operating profit for the market
reaction.

Basuand Wang (2011) investigated the
relationship between changes in inventory,
profit and value of the company. The results
of the study found that between 1950 and
2005 showed a negative correlation between

changes in inventory and the company.
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Al- Saeid and Vahba (2013) did the
research on the relationship between

ownership  structure  and  inventory
management. They vary in their study of the
managerial ownership, board structure and
the size of the board as moderator variables
in order to evaluate the effect of moderating
variables on the relationship between
institutional ownership and management of
their inventory. Their results show that
institutional ownership has a positive impact
on inventory management when managerial
ownership is high, there is a dichotomy task
manager and board size is large.

Bits and others (2013) research on the
relationship between innovation, operational
and financial performance did. Their results
showed that the ratio of total asset turnover
ratio Earnings before interest and taxes and
have a positive relationship with the asset
turnover ratios, return on assets, rate of
return on equity and profit margins are not
related. The ratio of inventory to current
assets ratio of earnings before interest and
taxes and currencies had a negative
correlation with the ratio of the rate of
return on assets, rate of return on equity and
profit margins had no relationship. They
examined the difference between the current
ratio and quick ratio with financial ratios
showed thatit has no relationship with any
of them.

METHODOLOGY

Research methodology

The present study regarding the objective
and the method of data collection is a semi-
experimental research.

Population & sample

The population is surveyed by Tehran Stock
Exchange. The sample is selected after
applying the limits specified by Cochran
formula.

A) The Company prior to 2006 was a
member of the Exchange.

B) For the period 2006 to 2012
financial statements are prepared and
presented fellowship.

C) During the study period and no
holdup Trading (trading symbol for
the interruption of trading is not
interrupted for more than three
months).

D) Financial statements for the fiscal
year ending in the 29/12.

Sample selection in this study after
restrictions imposed by the selected target of
Cochran then determined using the formula
the samples were selected using random
sampling their number is 70 now.

Data collection

In order to collect the necessary data,
companies selected by referring to the
financial statements, explanatory notes and
using software to manage cash and Dena
share CDs

exchange. One can also visit the site and

and financial information
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CODAL.IR RDIS.IR extract the necessary
data and variables.

Research hypotheses

Main hypothesis: improved management of
inventory does not lead to an increase in the
rate of return on assets.
First sub-hypothesis: Inventory turnover
ratio does not lead to an increase in the rate
of return on assets.

Second sub-hypothesis: the reduction of
inventory to current assets does not lead to

an increase in the rate of return on assets.

Third sub-hypothesis: the reduction in the
difference between the current ratio and
quick ratio does not lead to an increased rate
of return on assets.
Research model
ROA=ao+/11Ti+p21Ci+53Q-
CitBaSIZE+BsLEVE+E,

ROA, return on assets

IT, Inventory turnover ratio

IC, the ratio of inventory to current assets

QC, the difference between the current ratio and
quick ratio

SIZE, the size of the company, which is equal to
the natural logarithm of total assets at end of year
LEV, the leverage ratio of debt divided by total
assets is obtained.

RESULTS

Test of model

Main hypothesis: improved management of
inventory does not lead to an increase in the
rate of return on assets. Main hypothesis of
the present study was to test the secondary

hypothesis is that they are as follows.

First sub-hypothesis: Inventory turnover
ratio does not lead to an increase in the
rate of return on assets

HO: Inventory turnover ratio leads to an
increase in the rate of return on assets.

H1: Inventory turnover ratio does not lead
to an increase in the rate of return on assets.
Results of Table 1 shows, the F statistic is
significant and confirms the significance of
the model to test hypotheses. Results of
Table 1 also indicates the absence of
autocorrelation between sentences, Watson
camera case is disturbing. Results of Table
1 shows the variable coefficient Inventory
turnover ratio (IT) is 0/004.1t is positive and
significant at the 5% error level, thus
confirmed the results show that HO and H1
is rejected. Especially since the third
hypothesis states that Inventory turnover
ratio of the rate of return on assets has a
significant relationship while the results
show the opposite is expected. Hence it can
be said that 95 percent confidence level of
Inventory turnover ratio leads to an increase
in the rate of return on assets.

Second sub-hypothesis: the reduction of
inventory to current assets does not lead
to an increased rate of return on assets.
HO: reduction of inventory to current assets
led to an increase in the rate of return on

assets.
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H1: reduction of inventory to current assets
does not lead to an increase in the rate of
return on assets.

The results show that the variable factor of
inventory (IC) is 0/18. There is a positive
and significant at the 5% error level, thus
confirmed the results show that HO and H1
is rejected. Because the variable coefficient
IS positive and increases in proportion the
rate of return on the above assets. So the
second hypothesis is rejected at the 95
percent confidence level.
Instantaneous does not lead to an
increase in the rate of return on assets.
HO: a reduction in the difference between
the current ratio and quick ratio leads to an

increase in the rate of return on assets.

H1: reduction in the difference between the
current ratio and quick ratio does not lead to
an increase in the rate of return on assets.

The that the
coefficient difference between the current
ratio and quick ratio (QC) is 0/007. There is
a negative and significant relationship at the

results show variable

5% error level therefore HO and H1 are
rejected. The results show that it is OK. So
we can say that 95% reduction in the
difference between the current ratio and acid
ratio leads to an increase in the rate of return
on assets for third hypothesis is not
confirmed. The obtained results are in
contrast with the results of bits and others
(2013) and consistent with the results of

Wang Basu (2011).

Table 1: Results of hypothesis testing

Prob. t-Statistic | Coefficient Description
/76 -./29 -./09 C
*./02 2/32 ./004 IT
*./003 2/92 /18 IC
/51 -./66 -./007 Q-C
/54 /61 /03 SIZE
*/000 | -4/47 -./08 LEV
/.67 Adjusted R-squared
10/43 F-statistic
./000 Prob(F-statistic)
/96 D.W

* Significant at the 5% error level, Source: Calculations researcher
DISCUSSION AND CONCLUSION

This study examines the

relationship

between innovation and operational return
on assets in companies listed in Tehran
stock exchange. Operational innovation
measures comply with paper of Bits et al.,

(2013) was followed in inventory turnover

ratio measures the ratio of current assets and
inventory difference between the current
ratio and instantaneous ratio. Before testing
the classical regression model sales by unit
root the correlation coefficient,
Chow

Hausman test was performed. The results

tests,

variance  anisotropy test, and
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showed that increasing the proportion of
Inventory turnover led to increased rates of
return on assets and require the reduction of
inventory to current assets led to an increase
in the rate of return on assets and the
difference between the current ratio and
quick ratio leads to a decrease in the rate of
return on assets.

Suggestions

The results showed that compared to a rise
in the rate of return on assets inventory
turnover is therefore recommended that, as
investors seek to identify companies are
considered profitable Inventory turnover
ratio in its decisions.

Therefore, the variable rate of return on
assets is the ratio of inventory that can be an
important  factor in  increasing the
profitability ratios thus varies according to
the ratio of inventory, and can be an

important factor in investment.

REFERENCES
[1] Hasas, Y., Moradi, M. and Alexander
Hoda. (2008), "The relationship
between institutional investors and

corporate values" check-in accounting
and auditing, No. 52, Ss122-107.

[2] Namazi, M, Zare Hossein-Abadi, Ali
Ghaffari, MJ, (2011), "Relationship
between changes in inventory, profit
and value companies listed in Tehran
Stock
Accounting Research, No. 4, pp: 18-1.

Exchange", the Financial

(3]

[4]

[5]

[6]

[7]

(8]

9]

Namazi, M. and Kirmani, Ehsan.
(2008), "The impact of ownership
structure on the performance of listed
companies in Tehran Stock Exchange"
Accounting Review, No. 53, Ss100-83.
(2010). The

institutional investors in the inventory

Ameer, R, role of
and cash management practices of firms

in Asia. Journal of Multinational
Financial Management 20 (2-3), 126-
143.

Baldenius, T., Reichelstein, S., (2005).
Incentives  for efficient inventory
management: the role of historical cost.
Management Science 51 (7), 1032-
1045.

Bao, A. and Bao, D., (2004). “Taking
stock: A Critical Assessment of Recent
Research on Inventories.” Journal of
Economic Perspectives. No. 5, pp. 73-
96.

Barker, K., (2010).

Measuring the efficacy of inventory

Santos, J.,

with a dynamic input-output model.

International Journal of Production
Economics 126 (1), 130-143.

Basu, Nilanjan and Wang, Xing.(2011).
“Evidence on The Relationship
Between Inventory Changes, Earnings

E3]

and Firm Value.” The International
Journal of

Beate. K, Rachel T, Tom. G. Geurts. C,
Roger J. ,(2013),” The relationship of
operational innovation and financial

performance - A critical perspective”,

I9BPAS, March, 2015, 4(3)

1055



Parviz Saeidi et al

Research Article

Int. J. Production Economics 142,PP:
317-323

[10] Bo, H., (2001). Volatility of sales,
expectation errors, and inventory
investment: firm level evidence.
International Journal of Production
Economics 72 (3), 273-283.

[11] Borgonovo, E.,( 2008). Differential
importance and comparative statics: an
application to inventory management.
International Journal of Production
Economics 111 (1), 170-179.

[12] Borgonovo, E., Peccati, L., (2009).
Financial management in inventory
problem: risk averse vs. risk neutral
policies. International Journal of
Production Economics 118 (1), 233-
242.

[13] Buzacott, J., Zhang, R., (2004).
Inventory management with asset-
based financing. Management Science
50 (9), 1274-1292.

[14] Cannon, A., (2008). Inventory
improvement and financial
performance. International Journal of
Production Economics 115 (2), 581-
593.

[15] Carpenter, R., Fazzari, S., Petersen, B.,
(1998). Financing constraints and
inventory investment: a comparative
study with high-frequency panel data.
The Review of Economics and
Statistics 80 (4), 513-519.

[16] Chen, X., Sim, M., Smichi-levi, D.,
Sun, P., (2007). Risk aversion in

inventory management. Operations
Research 55 (5), 828-842.

[17] Chikan, A., (1996). The volume and
structure of inventories. International
Journal of Production Economics 45
(1-3), 1-7.

[18] Chikan, A., (2009). An empirical
analysis of managerial approaches to
the role of inventories. International
Journal of Production Economics 118
(1), 131-135.

[19] Corbett, J., Hay, D., Louri, H., (1999).
A financial portfolio approach to
inventory behavior: Japan and the UK.
International Journal of Production
Economics 59 (1), 43-52.

[20] Dimelis, S., Lyriotaki, M., (2007).
Inventory investment and foreign
ownership in Greek manufacturing
firms.  International  Journal of
Production Economics 108 (1), 8-14.

[21] Khaled Elsayed K and
Wahba,H.(2013).” Reinvestigating the
relationship between ownership
structure and inventory management:
A corporate governance perspective”,
Int. J. Production Economics 143. 207—
218.

[22] Hitt, M., Ireland, R., (1985). Corporate
distinctive competence, strategy and
performance. Strategic Management
Journal 6 (3), 273-293.

[23] Gaur, V., Fisher, M., Raman, A.,
(2005). An econometric analysis of

inventory turnover performance in

I9BPAS, March, 2015, 4(3)

1056



Parviz Saeidi et al

Research Article

retail services. Management Science
51 (2), 181-194.

[24] Girlich, H., (2003). Transaction costs
in finance and inventory research.
International Journal of Production
Economics 81-82, 341-350

[25] Kolias, G., Dimelis, D., Filios, V.,
(2011). An empirical analysis of
inventory turnover behavior in Greek
retail sector: 2000-2005. International
Journal of Production Economics 133
(1), 143-153

[26] Lai, R., (2006). Inventory and the
Stock Market.Working Paper, The
Wharton School, University
Pennsylvania.
http://dx.doi.org/%2010.2139/ssrn.789
884.

[27] Lee, C., Hsieh, D., (1992). Choice of

inventory

accounting methods:
comparative analyses of alternative
hypotheses. Journal of Accounting
Research 23 (2),468-485.

[28] Luciano, E., Peccati, L., (1999).

Capital  structure and inventory

management: the temporary sale price
problem. International Journal of
Production Economics 59 (1), 169-
178.

[29] Niehaus, G., (1989). Ownership
structure and inventory method choice.
The Accounting Review 64 (2), 269—
284.

[30] Tamas, M., (2000). Mismatched
strategies: the weak link in supply
chain. Supply Chain Management: An
International Journal 5 (4), 171-175.

[31] Tribo, J., (2007). Ownership structure
and inventory policy. International
Journal of Production Economics 108
(1-2), 213-220.

[32] Tribo, J., (2009). Firm’s stock market
flotation: effects of inventory policy.
International Journal of Production
Economics 118 (1-2), 10-18.

[33] Wang, JT : Sami.H and
Zhou.H.(2009)“ Corporate Governance
and Operating Performance of Chinese

Listed Firms”www.ssrn.com

I9BPAS, March, 2015, 4(3)

1057


http://dx.doi.org/%2010.2139/ssrn.789884
http://dx.doi.org/%2010.2139/ssrn.789884

