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Abstract

Inventory management is pivotal in an effective and efficient organization. And it is also vital
in the control of materials and goods that have to be held for later use in the case of
production or later exchange activities in the case of services. Therefore, this study was
conducted to measure the critical factors that helping in achieving the effectiveness of
inventory management in the warehouse. Three factors that were involved in this study which
are knowledge and skills, documentation and funding. In gathering the data, a set of the
guestionnaire is distributed to the respective respondent that was related to this area. To
analyse the data Statistical Product and Service Solution (SPSS) were used by focusing on
correlation and regression analysis. This study is conducted to contribute to the company and
to other organizations that find a solution to their inventory problem. Moreover, with this
study it helps the company to identify major factors and to solve the inventory issues in the
company. Furthermore, the result in this study gives empirical impact on the company in
handling inventory. They can refer to this study as a guideline to prepare pre-alert planning
to enhance their daily task to achieve the effectiveness of inventory management. By
achieving it, they can reduce inventory issues such as missing item, misplaced item and short
item.
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Introduction

In the world of logistics, many aspects that have to be taken seriously by the player.
Modern logistics involves planning, creating and monitoring flows of goods and information.
To carry out these jobs, logisticians need to understand and conceive business processes.
Although these complex structures may often remain hidden from consumers and logistics
has long been an indispensable part of daily life. Across industries, it ensures that goods and
merchandise are always there when they are needed (DHL logbook, 2011).

Besides that, logistics can be defined as the process of planning, implementing, controlling
the efficient, effective flow and storage of goods, services, and related information from point
of origin to point of consumption to confirm the customer requirements (Council of Supply
Chain Management Professional, 2014). Usually, physical logistics involves the integration of
information flow, material handling, warehousing, packaging, production, inventory, and
transportation. Warehousing plays a vital role and acts as a place in which goods or
merchandise are stored in a large area and sometimes also known as a storehouse.

In logistics, inventory is one of its activities. It is also called stock by logisticians and act as
central to logistics management. According to Saxena (2009), inventory can be defined as an
idle resource of any kind that has potential economic value and is considered as locked up
capital. The company needs to manage well their inventory in the warehouse. Most of the
logistics company’s objectives are reducing costs and increasing revenue (Lemke, 2015).
Therefore, most of the logistician needs to control their inventory accordingly. Low
inventories will result in payment of fewer interest charges on capital locked up and also
release the much wanted and same capital for alternative uses. For this study, the researchers
have a focus on the factor that will contribute toward achieving the effectiveness of inventory
management. The empirical study has been conducted in one logistics company and as it was
involved with certain private and confidential information, the researchers have named this
company as XYZ Company.

In managing their inventory, XYZ Company was used the Supplier Inventory Management
System (SIMS) and this system was consists of stock inquiry, basically using to locate or find
the item or goods at the rack location. Other functions are stock adjustment and stock
transfer. This system is used to move the item at the rework location from Value Added
Services (VAS) to the rack location in the warehouse. Moreover, the department of inventory
in this company needs to do optimization and cycle count. This process is repeated on a daily
basis in order to fully utilized space at the rack location in the warehouse.

Issues and Problem Statement

Every company are seeking a way to improve its own business efficiencies and cutting cost.
For logistics companies, inventory management is one of the areas that most of the
management is focus on. It functions involves multiple locations, customers, process and also
depends upon physical operation. Therefore, many computerised system setups were used
in handling and managed the inventory.

However, several issues arose regarding inventory in logistics industries. One of those is
inaccurate issues. Inaccuracy is one of the biggest problems that companies are facing at the
warehouse. Inaccuracy takes in inaccurate quantity and inaccurate storage location.
According to Agrawal and Smith (2009), inventory inaccuracy occurs when the system
inventory according to the information system (IS) is available does not match the physical
inventory. For example, when searching for inventory the location for an item cannot be
located or cannot be found. For another example, when searching for the item the quantity
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of the item is not matched with the system and it was happened because of the inaccurate
count of the inventories. In the other words, an inventory stock is inaccurate when the record
stock is not the same as the physical stock and is also recorded in the system (Shteren &
Avrahami, 2017).

Another issue related to inventory is the lack of training of staff to handle inventories in
the warehouse. Issues that involve inventory such as accuracy can get traced back to human
error. Most of the companies are less to give training to their employee. Therefore, an
unskilled employee for example under qualified forklift driver is more likely to damaged items
during inventory put away. According to Peck, Sniffin, Isman, and Austin (2014), providing
training can improve effectiveness and efficiencies in operating a business and improved
knowledge of staff to explain the nature of change and the impact it has on the services they
rely on. Thus, proper training can increase a warehouse’s efficiency and productivity and
decreases inventory management issues.

Last but not least, the normal issue faced by companies who are running logistics is the
damage of goods or items (Chan, 2020). Inventory is being handled multiple times in a
warehouse. Every time when the goods are moving or being touched it leads becomes
susceptible to damage. Therefore, many companies gain losses due to the damage. According
to Ketzenberg and Ferguson (2007), firms in the US gain $200 billion a year but, subjecting
firms to losses of up to 15%due to damage and spoilage. Therefore, many companies selling
those damaged items at a substantial discount to the public to recoup some of their finances.
In addition, some of the company needs to repay the damaged item to the customer.

An inventory is important to the business to determine its profit and success of the
business. But the normal issue involves with inventory management caused an effect that
leads to inefficient inventory management. One of the effects is losses. If the staff do not
know where the things are in the warehouse and indeed whether the staff do not have any
at all, then the pick, pack, and ship processes is significantly more inefficient.

According to Smaros, Lehtonan, Appleqvist, and Holmstrom (2003), inventory should be
properly managed in order to deliver and to give an effective flow of operation. Therefore,
when the company is properly managed their inventory it can avoid losses and bottlenecks of
operation. This is mean if too many orders come in for outgoing shipment by having effective
control of inventory and handled in an efficient manner it can reduce bottleneck and losses
of goods. Thus, it can increase productivity hence it can increase revenue to the company.

Moreover, the effects of inefficient inventory management are leads to higher cost
investment in managing inventory. According to Imeokparia (2013), hidden costs, labour costs
and other costs associated with inventory mismanagement and poor performance thus, need
to assign accountability for inventory management. Every dollar invested in inventory
represents a dollar that is unavailable for other purposes in the enterprise (MacKinnon, 2005).
Inventory constitutes the most significant part of the current asset in the XYZ Company. It is
a considerable sum of and organizations fund is being committed to them because of its
largeness of inventories maintained by the company. In order to avoid the superfluous costs
and ensure an elevated level of customer services, thus becomes absolutely imperative to
manage inventories effectively.

Conceptual Framework

Based on the preliminary study with six staff, the result shows in figure 1. Fourteen percent
comes from the problem that might have been attributed to poor funding by the
management. Moreover, twenty-nine percent because of poor documentation that
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possibility of inaccurate recording or poor centring of some data information. For example,
the stock inquiry information provided by the system and the actual physical stock is not tally.
Last but not least, most of the staff stated that fifty-seven percent of the problem comes from
the knowledge and skill possessed by the staff whose capability and qualification needs to be
reviewed on how they manage their inventory.

4 N\
H Knowledge and
Skill possessed

W Poor
Documentation
recording

Funding

Figure 1. Issues and Problem

At last but not least, the purpose of this study is to identify the factor that affects inventory
management. Therefore, appropriate solutions and recommendations can be provided to the
company in order to manage effectively inventory. Hence the conceptual framework for this
study is based on the previous researches that have been done by other researchers together
with the preliminary results that was gathered. Therefore, in this study, the dependent and
independent variables are shown in figure 2.

Documentation

Knowledge and Effectiveness of
i Inventory
Skills
Manaaement

Funding

Figure 2. Conceptual Framework

Documentation is important to ensure the effectiveness of inventory management (Chan,
2017). Therefore, it is important to have a present of good documentation for example store
record card with valuable information that can record the details of goods. In this
documentation, the researcher is focusing on the information that is being used in handling
inventory.

The level of knowledge and skills possessed by the staff is important because the level of
education possessed by staff affect the effectiveness of handling goods or items in the
warehouse (APICS, 2011). Moreover, such training should be provided by the manager to
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ensure appropriate training can be done to increase the knowledge and skills possessed by
staff that can improve inventory management. In this knowledge and skills, the researcher is
focusing on what is the knowledge and skills possessed by the employee in handling
inventory.

Allocation of funding in inventory management is imperative to ensure the operation of
inventory (Ng’ang’a, 2013). Moreover, funding is important in order to implement a new
system of inventory to increase the inventory management and maintenance of material
handling equipment (MHE) (Andiyappillai, 2019). In this the researcher is focusing on the
funding that should be allocated to the inventory department.

Those three factors above will influence the dependent variable which is the effectiveness of
inventory management. In which this can be whether the factors are giving a negative or a
positive way towards the organizational performance.

Methodology

The method used for this study is simple random sampling which is a questionnaire that will
be distributed to random workers in the XYZ Company. This is an appropriate method for this
study because it was involved with the least biased and offers the most generalizability. The
target respondent for this study is staff in all levels of departments such as managers,
supervisors, leaders in each department, permanent staff and also contract staff in XYZ
Company. The researchers choose this company and the branch because it contributes to
higher profit and has a bronze lean award from another branch in Malaysia. Based on the
Human Resource Department for the population of the XYZ Company has 150 totals workers.
For the purpose of this study, the sample size will consist of 93 respondents from 150 of the
total’s population. After the survey has been made and the data has been gathered, statistical
equipment is known as Statistical Product and Service Solution (SPSS) version 20 has been
used to compute data from questionnaires to get the exact and final results.

Once the instrument was ready, pilot testing was done to determine the appropriateness of
the questionnaire before actual data collection will run. This pilot testing was analysed by
using reliability testing and looking at Cronbach Alpha results (Tarudin et. al., 2018). To
interpret the reliability of the variables and the questions asked, the Cronbach alpha
coefficient is considered. The closer the coefficient to the value of one (1), the higher the
internal consistency reliability is. The interpretation of the Cronbach alpha coefficient is
shown in the table below

Table 1
The interpretation of Cronbach’s alpha coefficient
Cronbach’s Alpha Coefficient Range Strength of Association
<0.5 Poor
0.6t0 0.79 Acceptable
>0.8 Good
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Table 2. shows that the Cronbach’s alpha coefficient obtained in this study is 0.882. Based
on Table 2, shows that the set of the questions asked has a good strength of association and
that the questionnaire is reliable enough to be distributed for the data collection process.

Table 2

Cronbach’s Alpha Reliability Statistics Table
Cronbach’s Alpha N of Items
0.882 20

Findings and Discussion

In measuring the critical factors for achieving the effectiveness of inventory management
in warehouses, the researchers looked at two types of analysis which are Pearson Correlation
Analysis and Regression analysis. Guildford’s Rule of Thumbs was being the guideline in
interpreting and assessing the correlation’s strength between both dependent and
independent variables Pearson Correlation Analysis (Adlan et. al., 2019).

Table 3
Guildford’s Rules of Thumbs

“r” value Interpretation

0.00-0.29 Slightly or negligible relationship
0.30-0.49 Low correlation or relationship
0.50-0.69 Moderate or marked relationship
0.70-0.89 High correlation or relationship
0.90-1.00 Very high, dependable relationship

In the first place of analysis, the researchers looked at the correlation between the
variable to assess their relationship. By referring to Table 4., it was shown that knowledge and
skills have a high relationship with dependent since the value of “p” is 0.725, while
documentation and funding have a moderate relationship with the value of “p” is 0.658.
Based on this result, it was shown that these factors have influences on the dependent
variable and the management of the company can use these factors as their measurement.

The detailed result has been shown in the table below:
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Table 4
Pearson Correlation
Knowledge & . . Effectiveness of
. Documentation Funding
Skills Inventory Mgt

zifrr:g;lon 1 570" 514" 725"

Knowledge &

Skills Sig. (2-tailed) .000 .000 .000
N 74 74 74 74
Pearson‘ 570" 1 559" 600
Correlation

Documentation
Sig. (2-tailed) .000 .000 .000
N 74 74 74 74
Pearson 514" 559" 1 566"
Correlation

Funding
Sig. (2-tailed)  .000 .000 .000
N 74 74 74 74
zifz&:lon 725" 600" 566" 1

Effectiveness of

Inventory Mgt gic (2-tailed) .000 .000 .000
N 74 74 74 74

**_Correlation is significant at the 0.01 level (2-tailed).

The fitness of the conceptual framework of this study was interpreted in the model summary
that was gathered under the regression analysis section. This model summary (Table 5.) were
given certain information about the goodness of a model fit. The statistic value that showed
under the R square was given an indication of how good the independent variable is in
predicting the value of a dependent variable. It describes the amount of variation
independent variable values explained by the regression line. The larger the value, the better
the regression line describes the data. In this study, the R square value is .600. It means 60
percent of the variance can be explained by the variation in the independent variables which
are knowledge and skills, documentation and funding.
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Table 5
Regression Coefficient
Unstandardized Standardized
Model Coefficients Coefficients t Sig.
B Std. Error Beta
(Constant) .379 .509 .745 .459
1 Knowledge and Skills .509 .095 512 5.332 .000
Documentation 222 110 .201 2.021 .047
Funding .230 115 191 2.008 .049

a. Dependent Variable: Effectiveness of Inventory Management

There is an interesting value that was gathered under regression analysis data. As shown in
Table 6, the researchers were interested in comparing the contribution of each independent
variable therefore beta value in column standardized coefficients. The largest beta coefficient
is .512 which is for knowledge and skills and followed by documentation which is. 201. This
means that these two variables in the model make the strongest unique contribution to
explaining the dependent variable when the variance explained by all other variables in the
model is controlled for. The Beta value for funding was slightly lower .191, indicating that it
made less of a unique contribution. Moreover, there is a variable is making a statistically
significant unique contribution to the equation.

In order to check the value for each variable, the value in the column marked sig is used.
According to Pallant (2010), if the sig value is less than .05, the variable is making a significant
unique contribution to the prediction of the dependent variable. If greater than .05, it can be
concluded that the variable is not making a unique contribution to the prediction of the
model. In this study, knowledge and skills, documentation and funding made a unique, and
statistically significant, with a value less than .05, those contribute to the prediction of
effective inventory management. With the result, it can be concluded that the knowledge and
skills, documentation and funding are the critical factors that can help in achieving the
effectiveness of inventory management, especially in the logistics industry.

Conclusion and Recommendations

This study contributes to the effectiveness of inventory management. Furthermore, it also
provides an insight into the level of effectiveness of inventory management which may be
essential for Menlo in order to take necessary action to try their best in meeting the
effectiveness. In the light of the findings, several recommendations have been agreed by the
employee that may be implemented in future for the company.
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m High technology improvement

B Stop operation and realign back the goods or items according to
physical match in the system
Change management style

Figure 3. Suggestion and Recommendation

As shown in table 5 above 53 percent answered stop operation and realign back the goods
or items according to physical match in the system. Moreover, 30 percent answered change
management style. Last and not least, 17 percent choose high technology improvement.
Based on the result, it shows that most of them choose to stop the operation and realign back
the goods or items according to physical match in the system. In order to do so, the XYZ
Company needs to stop their daily operation for about 1 week to realign back. This is to ensure
that stock take or cycle count can be done smoothly. Therefore, with that, they can match the
location accuracy and quantity accuracy in excellent condition. On top of that, there will be
no issue of shortage when the goods move to the outbound process. For best practice is to
stop all operations and does stock take or cycle count. This is because inventory is one of the
important parts of warehousing. Without, optimizing and daily cycle count it will give a big
impact on order processes that involve inventory. For example, order process and order
picking need a location number to locate where are the goods. Therefore, inventory
department needs to do optimizing which clear all empty location and updated in the system.
For the XYZ Company in order to realign back the location and quantity accuracy, Menlo needs
to do a stock take and stop the operations. Therefore, if the goods are in large quantity and
have a variety of models, they need to segregate the goods and at least to complete the
process it needs 1 week or 2 weeks. This is because, after the stock take or cycle count
process, they need to do reconciliation. This is the next process to match the system location
and quantity accuracy with physical location and quantity accuracy. Next, they need to find
the variance of each model. If it has a large variance, they need to recount back the model.
After that, they need to match physical location and quantity with the system.

In a conclusion, the researchers have identified the critical factors of the effectiveness of
inventory management. Therefore, the critical factors are knowledge and skills,
documentation and funding. Several recommendations have been raised and that is stopping
the operation and realigns back the goods or items physical match with the system. Therefore,
this study can serve as a guideline to the company to achieve the effectiveness of inventory
management. Moreover, it is recommended for other researchers to continue this study in
order to cover the other factor for achieving this effectiveness for inventory management.
Lastly, for the company, it needs to stop operation and realign back the goods or items
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physical match with the system in order to achieve the effectiveness of inventory
management.
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