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ABSTRACT 
Industrial sector in Kenya is expected to be one of the socio-economic development pillars. However, the 
sector‟s contribution to the country gross domestic product (GDP) has stagnated at about 10% against the 
targeted 20% in the Vision 2030 and 15% in the current government‟s Big4 Agenda. Further, the 
literature linking vendor managed inventory concept and firm performance requires contextualization to 
reflect the local conditions. Therefore, vendor managed inventory concept was proposed in this study as a 
possible panacea for performance gap in the industrial sector of the economy in Kenya. This study 
evaluated the influence of elimination of storage facility, use vendor facility as store, interval call orders 
and optimal stock levels on the profitability of the industrial firms in Nairobi County, Kenya. The study 
was anchored on supply chain management theory, just-in-time and zero-inventory theory. A cross-
sectional survey research design was deployed and both stratified random sampling and purposive 
sampling approaches were used. The target population in the study was 286 industrial firms domiciled in 
Nairobi County. 86 firms were targeted for data collection through use of questionnaires. Multiple 
Regression Model (MRM) was used for purposes of data analysis. Analysis results indicate that vendor 
managed inventory dimensions significantly and positively influence profitability of the firms. The study 
concludes that an application of VMI dimensions individually or collectively increases profitability of the 
industrial firms. Thus the study recommends that industrial firms should embrace all the four elements of 
vendor managed inventory (VMI) model as strategies to improve their profitability through reduction of 
cost of operations as a result of costs transfer and costs sharing and forge strategic alliances with strategic 
vendors as a path towards implementation of vendor managed inventory concept. 
Keywords:   Vendor Managed Inventory, storage facility, vendor facility, call orders,  optimal  
 stock levels 

 

INTRODUCTION 

Concept of Vendor Managed Inventory 
Vendor Managed Inventory (VMI) or third party inventory management model is an inventory 
management technique where the seller (vendor/supplier) takes responsibility for an uninterrupted supply 
of their product to a buyer, so that the buyer will not run out of stock (Zhao, 2019). In this arrangement, 
customers (buyers) authorise suppliers or vendors to generate orders based on the shared information 
provided by the customers or buyers such as forecast, point of sales data, and production schedule (Shi 
and Xiao, 2015). The system is postulated to increase efficiency and speed in replenishment since 
suppliers are directly linked to the consumers/customers demand (Shi & Xiao, 2015). The buyer sends 
their demand information directly to the supplier on an electronic platform who then generates a 
replenishing order on the same platform and since the two systems are integrated electronically, the order 
is more accurate (Shi & Xiao, 2015).   
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VMI model was first promoted in United States of America by Wall-Mart and Procter Gamble in the late 
1980s in the retail industry (Kauremaa, Småros, & Holmström, 2009). In the later years, other firms 
embraced the concept and begun to  trumpet its successes, for example  Whitbread Beer Company, 
Barilla, Johnson and Johnson, Kodak Canada Inc. and Campbell Soup just to mention but a few (Vigtil, 
2007). In the recent past, according to Shi and Xiao, (2015), the concept has seen across sectorial 
adoption in automotive, machinery services, chemicals, packaging, and wood and furniture industries. In 
order for the industrial sector to contribute effectively to the socio-economic development of a country, 
the sector must be profitable. Profitability is a measure of a firm‟s failure or success (Kengatharan & 
Yogendrarajah, 2017). It is the degree to which a firm or activity yields profit or financial gain (Muinde, 
2013). Thus VMI according to Shi and Xiao, (2015) is expected to improve financial gains (success) of 
industrial firms through reduction of uncertainty of customers‟ demand, optimization of inventory level, 
elimination of storage facility, use of vendor facility as store and intervals call orders which result in 
reduction of stock out number and frequency, more flexibility in production planning and distribution, 
and improvement of customer services.  

Study context 
Industrial sector in Kenya is expected to be one of the socio-economic development pillars, however, the 
sector‟s contribution to the country gross domestic product (GDP) has stagnated at about 10 percent 
against the targeted 20 percent in the Vision 2030 and 15 percent in the current government‟s Big4 
Agenda (RoK, 2007; RoK, 201; KBS, 2019). This study advances Vendor Managed Inventory (VMI) 
concept as a prospective panacea to performance gap in the industrial sector of the economy in Kenya. 
Similarly, the literature linking vendor managed inventory concept and firm performance requires 
contextualization to reflect the local conditions. This study therefore sort to establish the influence of 
vendor managed inventory on industrial firms‟ profitability in Nairobi County, Kenya in order to 
contextualise the literature and establish a link between VMI and profitability of industrial firms. 

Statement of the Problem 
The industrial sector in Kenya has encountered momentous challenges in the last 15 years. This has seen 
its contribution to GDP drop significantly giving rise to fears of a premature deindustrialisation 
phenomenon (KAM, 2018). The construction of the industrial sector has seen little change over the years 
despite targeted policy interventions attempting to adjust this (2018). The industrial sector‟s share of GDP 
has remained still with only limited increases in the last three decades, contributing an average of 10% 
from 1964-73 and rising marginally to 13.6% from 1990-2007 and averaging below 10% in recent years 
(RoK, 2018; KAM, 2018) against the targeted 20 percent in the Vision 2030 and 15 percent in the big4 
agenda (RoK, 2008; RoK, 2019).  
VMI model has been conceptualised by Shi and Xiao, (2015) to have the potential to increase services 
level, reduce inventory level, reduce of planning and ordering costs, ease coordination supply process, 
and reduce transporters number and costs. Based on these conceptions, VMI program, hopefully may 
contribute to industrial sector in Kenya profitability which is an impetus for realization of the sector‟s 
contributory target in various economic development blue print. Literature review indicates that there are 
limited studies conducted linking VMI program and performance, hence this study. This study sought to 
establish the influence of VMI on the profitability of the industrial firms in Nairobi County, Kenya. 

Rationale and Objectives  
This study was informed by the need to mitigate poor performance in the industrial sector of the 
economy. The study was required to advance an inventory management model with capability to increase 
customer services level, reduce stock level and stock holding costs, reduce of planning and ordering costs, 
ease coordination of supply process, and reduced transporters and transportation costs. This study aimed 
at establishing the influence of vendor managed inventory model on the profitability industrial firms in 
Nairobi County, Kenya. Explicitly, the study sought to evaluate the influence of elimination of storage 
facility, use of vendor facility as store, interval call orders and optimal stock levels on the profitability of 
the industrial firms in Nairobi City.  
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Hypothesis of the Study 
In order to respond to the objectives of the study, the following null hypothesis were tested: there is no 
relationship between elimination of storage facility, use vendor facility as store, interval call orders and 
optimal stock levels and profitability of the industrial firms. 
 

LITERATURE REVIEW 

Theoretical Framework 
This study was anchored on supply chain management theory, just-in-time and zero-inventory theory.  
The Supply Chain model deals with a supply network of logistics which consist of vendors, 
manufacturers, distributors, distribution points, warehouses, and consumers (Liu, 2011). The concept 
explains the production activities of firms (Zhang, 2013). The primary principle of SCM is „horizontal 
integration‟ that is, outsourcing requirements originally insourced by firms, utilizing external resources, 
and developing a horizontal relationship with these firms. The goal of SCM is to enhance the 
relationships between members of the supply network which includes vendors, manufacturers, 
distributors, retailers and consumers, to ensure efficient production, distribution and delivery to 
consumers (Ma & Mei, 2008). The main principles of SCM are personified in the concept of totality of 
the system, cooperation, and mutual benefits of the network members. The growth of SCM concept has 
created and shaped operational atmosphere for Vendor Managed Inventory (VMI) (Kamaruddin et al., 
2018). 
Vendor-managed inventory uses the principles and capabilities of supply chain to manage inventory, 
eliminate storage facility, use vendor facility as store, call orders in an intervallic style and optimally keep 
stock levels (Arasa & Achuora, 2020). VMI model benefits from the principle of integrated supply chain 
management to achieve close cooperation between firms, coordination of requirements supply network in 
totality for mutual interests of the supply chain members (Zhang, 2013). Hence, vendor manged inventory 
is considered to be one of the best methods of inventory management in supply chain environment with 
potential to reduce operational costs, increase stability and reliability of supply, improve customer 
services and ascertain profitability of firms (Arasa & Achuora, 2020). 
Just-in-time (JIT) name was driven from its significant characteristic; works that run almost out of stock, 
and seamless integration of systems and processes which allows material requirements to arrive only 
when needed.  
Zero-inventory theory according to Kamaruddin et al., (2018), refers to “materials (including raw 
materials, semi-finished products and finished products, etc.) in the procurement, production, sales, 
distribution and other one or several operating links, not in the form of warehouse storage, but are in the 
state of turnover. Just-in-time requires that managements support VMI in production, logistics and 
distribution, and sales links. It minimizes the in-process and semi-finished products in the production 
process, and reduce the inventory of funds; reduce intermediate warehousing and handling links and 
control the logistics cost to the lowest level; the sales will be produced according to the actual order, and 
the finished goods inventory will be eliminated. Zero-inventory refers to the fact that logistics does not 
exist in the form of warehouse storage in the procurement, production, sales, distribution and other links, 
but in a state of turnover (Kamaruddin et al., 2018). VMI is a means to achieve “zero inventory” in the 
supply chain environment through elimination of storage facility, use of vendor facility as store, interval 
call orders and optimal stock levels (Arasa & Achuora, 2020).  

Conceptual Framework 

The study conceptual framework was informed by the theories underpinning the study; just-in-
time and zero-inventory theory as presented on Figure1 below. 
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Figure 1: Conceptual Framework (VMI and Profitability) 

Empirical Literature  
Elimination of Storage Facility and Firm Profitability  
Shi and Xiao (2015) in their study stated that in order to maximize sales and customer service while 
minimizing cash resources that is tied up in inventory, firms should eliminate storage facilities through 
cross-docking, consignment, drop-picking, and make on order strategies. Wang and Shen, (2004) in a 
study of “Channel Performance under Consignment Contract with Revenue Sharing” established that 
elimination of storage facility benefits firms through reduced operational cost in terms fees for store 
administration. Cetinkaya and Lee (2000) in a study titled “Stock Replenishment and Shipment 
Scheduling for Vendor-Managed Inventory Systems” suggested that firms can minimise their cost 
operation when they significantly reduce the demand for warehousing since warehousing accounts for a 
significant cost of operation. Ma and Lin, (2006) recommended elimination of storage facility through 
supply chain management practices such as cross-docking and consignment in order for firms to increase 
merging of their gross profit. Thus this study formulated and tested the null hypothesis;  
H01: Elimination of storage facility does not affect profitability of a firm 
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Use Vendor Facility as Store and Firm Profitability 
Govindan (2013) on the review of vendor-managed inventory noted that use of vendor facility had 
positive influence on profitability of a firm through reduction of overall operational cost. He observed that 
using vendor facility for warehousing accrues much higher benefits to firms than traditional approach 
where vendors own and manage their own storage facilities. The study further identified four dimensions 
which included contract with vendor for custody, strategic alliance, standing order for supply and 
synchronised inventory control system. Chen and Pan (2004) in their study on “Integrated Production 
Planning under VMI Strategy” noted that transferring warehousing functions to suppliers benefit buyers 
through lessening demand for working capital, minimises infrastructure investment and reduces running 
costs of the enterprises.  Yan and Ke (2002) in their study stated that use of vendor facility maximize 
profitability while minimizing cash resources that is tied up in inventory. Hence the formulation and 
testing of null hypothesis: 
 H02: use of vendor facility does not significantly influence firm profitability 
 
Interval Call Orders and Firm Profitability 
Guimaraes, de Carvalho and Maia (2013) study in VMI in the healthcare sector, revealed that interval call 
orders benefits are seen as a waste reduction solution not only in costs but in the quality of care for 
freeing spaces for clinical activities. In addition, Arasa and Achuora (2020) reasoned that interval call 
order is a feature for supplier partnerships, as such the companies and organizations that foster and grow 
their supplier relationships as important organizational assets, gain many strategic advantages, such as 
higher service levels, continually improving product quality, secure sources of supply, greater expense 
base impact and lower total cost. 
Tang (2004) in a study on “Impact of VMI on Supply Chain Performance” singled out interval call order 
as a powerful inventory management tool capable of controlling the volume of material inflow against the 
utilization rate thus creating a balance between consumption and supply within a manufacturing chain. 
The study further noted that interval call orders considers the  enterprise inventory holding space, 
conditions, need and cost of holding the inventory before a call is made. This reduces unnecessary need 
for space for storage and freeing resources which would have been tied on inventory to other more 
productive areas. Cao, Li and Wang (2007) in their study on “Analysis of Revenue Sharing Contract 
under VMI Environment” observed that interval call order contributes to profitability through reduction 
of cost operation and reduces need for working capital. Thus the study formulated and tested the null 
hypothesis: 
H03: Interval call orders do not affect profitability of firms. 
 
Optimal Stock Levels and Firm Profitability 
Lwiki, Ojera, Mugenda and Wachira, (2013) noted that manufacturing companies adopt different 
inventory management approaches with the aim of improving customer service and increasing efficiency 
in the production process. The study identified optimal stock level as a robust inventory management 
concept with ability to minimise chances of stock out in an environment where product demand keeps 
shifting. Arasa and Achuora (2020) noted that keeping optimal stock level by firms is necessary for 
production control, cost minimization, improvement of inventory management efficiency in all 
operational and functional areas of the enterprise. Further, Walumbe (2016) advanced the concept of 
optimal stock level in managing production cost, inventory shortage, inventory glut, and working capital 
requirement. Achuora and Arasa (2020) in their study on “influence of Lean Inventory Management 
Systems and Performance of Supermarkets in Nairobi County, Kenya” noted that keeping inventory to 
optimal level addresses inventory management cost issues and increases efficiency and predictability in 
production line. Zhang and Gao, (2007) specified the use of optimal inventory level as a tool for 
addressing performance issues in the industrial environment. They noted that inventory management costs 
normally dilute profitability of manufacturing firms. Thus this study developed and tested the null 
hypothesis: 
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H04: There is no relationship between optimal Stock Levels and Firm Profitability 

 

RESEARCH METHODS 
This study applied quantitative research approach. A quantitative research approach is a positivist 
paradigm which involves collecting and converting data into numerical medium to support statistical 
analysis for purposes of inferences (Cohen, Manion and Morrison, 2013). The study used descriptive 
cross-sectional research design. A descriptive cross-sectional research design is defined by Levy and 
Lemeshow (2008) as study in which a set of data about a phenomenon is collected for a defined 
population at specific point in time.  
 

Population and Sampling 

The study targeted 286 industrial firms domiciled within the Nairobi City County and were fully 
registered members of the Kenya Association of Manufacturers as at 30

th
 May, 2020. As per the KAM, 

(2020) records, the industrial firms are clustered into twelve categories as presented in Table 1. 

Table 1: Target Population and sample size  

Sector Target Population 

X 

Sample proportion  

(X* 0.3) 

 

Energy, electrical and electronics 22 7  
Chemicals 35 11  
Food and Beverage 60 18  
Plastic and rubber 32 10  
Metal and Allied 25 8  
Leather Products and footwear 5 2  
Pharmaceuticals and Medical 14 4  
Paper 29 9  
Timber, wood products and furniture 17 5  
Textile 28 8  
Motor Vehicle Assembly and Accessories 12 3  
Building, construction and mining 7 2  

Total 286 86  

Source: KAM (2020) 
 
The study used KAM (2020) register of industrial firms in Nairobi City County as the population frame. 
From the register, a ratio of 0.3 (30%) was used to compute a sample size of 86 firms based on Sahaya 
and Selvam (2017) recommendation that for a survey study, 30 percent of the target population is a 
sufficient sample to represent the entire population. Both stratified and purposive sampling techniques 
were used for purposes of this study. Stratified random sampling was used to attain a desired 
representation from various sub-groups of the population size (Levy and Lemeshow, 2013). Purposive 
sampling was used to sample unit of observation based on knowledge and access to information on the 
study subject (Sahaya and Selvam, 2017). 
 

Data collection Method 
An obtrusive method of data collection model was applied in this study. Levy and Lemeshow, (2008) 
explain an obtrusive method of data collection as a condition in a study where the subject under a study 
are conscious that they are being studied (Levy & Lemeshow, 2008). Questionnaires or interviews as 
mode of data collection are examples of an obtrusive data collection model. A Likert type scale of 1-5 
whereby: 1= Not at all, 2= Little Extent 3= Moderate Extent 4= Large Extent and 5= Very Large Extent 
was used in the instrument for quantification of information collected.  
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Reliability and Validity tests of Instrument 

The data collection tool was pilot tested for reliability and validity. A total of 10 firms were used in the 
pilot study (Yin, 2013). The study used Cronbach‟s Alpha test (Cronbach, 1951) to test the reliability of 
the instrument. Revelle and Zinbarg, (2009) recommend alpha values ranging from 0.7 and above as a 
threshold of internal consistency of construct acceptable for a study. The alpha test results from the pilot 
study were: Elimination of storage facility = 0.937, Use vendor facility as store =0.845, Interval Call 
orders =0.876, Optimal stock levels = 0.742 and profitability =0.958.  
Data Analysis and Presentation 

The data collected was processed and analysed through via SPSS version 20. In order to address the study 
objectives, multiple regression model Y= β0+β1X1+β2X2+β3X3+β4X4+Є was employed to test the 
formulated study hypothesises:  

H01: Elimination of storage facility does not affect profitability of a firm 
H02: use of vendor facility does not significantly influence firm profitability 
H03: Interval call orders do not affect profitability of firms. 
H04: There is no relationship between optimal Stock Levels and Firm Profitability 

Where: Y= Profitability  
 X1= Elimination of storage facility 
 X2= Use vendor facility as store vendor Management Inventory 
 X3= Interval Call orders 
 X4= Optimal stock levels 
 β0= Constant 
 β1= Rate of Change in profitability as a result of a unit change in the predictor factors  
  Є= Error term 
For each hypothesis test, a simple linear regression equation in the form y= B1X1 + Ɛ was used to 
determine the values of the regression co-efficient – „r‟. The „r‟ measures the strength and direction of the 
linear relationship between the factors.  Factor „R- Squared (R

2
)‟ value was applied to establish the 

percentage of profitability attributable to the predictor factors. A t-test was conducted at a p-value of 
significance level p≤0.05.  

 

RESULTS  
Response Rate 

Of the targeted respondents, a response rate of 87 percent was achieved. This was considered to be 
adequate for this study based on Babbie (2010) threshold of 50 percent return rate in survey study.  
Regression Analysis Results  
The main objective of the study was to establish the influence of VMI on profitability of industrial firms. 
Grounded on this objective, the following hypotheses were tested. 

H01: Elimination of storage facility does not affect profitability of a firm 
H02: Use of vendor facility does not significantly influence firm profitability 
H03: Interval call orders do not affect profitability of firms. 
H04: There is no relationship between optimal Stock Levels and Firm Profitability 
H05: There is no relationship between vendor managed inventory (VMI) and profitability of 
industrial firms 

H01: Elimination of storage facility does not affect profitability of a firm 

This study null hypothesis was tested in order to establish the influence of elimination of storage facility 
on profitability of the firm. The study used simple linear regression model Y= β0+β1ESF + Ɛ to test this 
hypothesis and the results are presented on Table 2. 
The test result indicates that profitability increases by 0.354 when elimination of storage facility goes up 
by 1 unit value index. The study finding on Table IX.2 can be modelled in the form of Profitability = 
2.640 +0.354 (Elimination of storage facility) +0.131. This implies that profitability of industrial firms is 
predicted to increase by 0.354 when elimination of storage facility goes up by 1 index unit, holding other 
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factors constant. Further, regression model results, Table IX.2, demonstrate that elimination of storage 
facility has a positive statistically significant influence on industrial firms profitability; p < 0.05 
(P=0.005) with a 28.5 percent positive explanatory power (R

2
 = 0.285). As a result, the study null 

hypothesis “elimination of storage facility does not affect profitability of a firm” was rejected and the 
alternate that indeed “elimination of storage facility does affect profitability of a firm” was accepted.  
H02: use of vendor facility does not significantly influence firm profitability 

This hypothesis was tested to assess the influence of use of vendor facility on profitability of industrial 
firms. A simple linear regression model in the form of: Y= β0+β1UoVF + Ɛ was employed to test this 
hypothesis and the results are given on Table 2. 
The test results are statistically modelled as: Profitability = 2.714 + 0.382 (UoV) + 0.247. This implies 
that profitability increases by 0.382 when Use of vendor facility increases by 1 index unit. This means 
that profitability of industrial firms is predicted to increase by 0.382 when use of vendor facility goes up 
by 1 unit value index, holding other factors constant. Further, the results indicate that use of vendor 
facility has a positive statistically significant influence on profitability of industrial firms p < 0.05 
(P=0.002) with a 32.4 percent positive explanatory power (R

2
 = 0.324). Therefore, the study null 

hypothesis “use of vendor facility does not significantly influence firm profitability” was rejected and the 
alternative hypothesis; “use of vendor facility significantly influences firm profitability” was accepted.  
H03: Interval call orders do not affect profitability of firms 

This hypothesis was tested by a simple linear regression model in the form of: Y= β0+β1ICO + Ɛ and the 
results are presented on Table 2. The test results statistically take the form of: Profitability = 2.807+ 0.209 
(ICO) + 0.078. This denotes that profitability increases by 0.209 when interval call orders increases by 1 
index unit. This implies that profitability of industrial firms is predicted to increase by 0.209 when 
interval call orders goes up by 1 unit value index, holding other factors constant. Additionally, the data 
specifies that interval call orders positively and statistically significantly influence profitability of 
industrial firms p < 0.05 (P=0.032) with a 22.4 percent positive explanatory power (R

2
 = 0.224). 

Consequently, the study null hypothesis (interval call order do not significantly influence firm 
profitability) was rejected and the alternate hypothesis (interval call order significantly influences firm 
profitability) was accepted.  
H04: There is no relationship between optimal stock levels and firm profitability 

The fourth objective of the study was to establish the influence of optimal stock Levels on profitability of 
industrial firms. To address this objective, the above hypothesis was tested by a simple linear regression 
model in the form of: Y= β0+β1OSL + Ɛ. 
The model of the results (Table 2) is given by: Profitability = 2.889 + 0.301 (OSL) + 0.127. This result 
indicate that profitability increases by 0.301 when optimal stock levels increases by 1 unit value index, 
holding other factors constant. This means that profitability of industrial firms is predicted to go up by 
0.301 when interval call orders goes up by 1 index unit, holding other factors constant. Further, the results 
indicate that optimal stock levels positively and statistically significantly influence profitability of 
industrial firms p < 0.05 (P=0.008) with a 29.8 percent positive explanatory power (R

2
 = 0.298). Based on 

these, the study null hypothesis (Optimal stock level does not significantly influence firm profitability)  
was rejected and the alternate hypothesis (Optimal stock level significantly influences firm profitability) 
was accepted.  
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Table 2: Results of regressing individual factors of VMI against Profitability 

 
Model 
parameters 

Elimination of 
storage facility 

(a) 
Y =β0a+ βaXa + Ԑ 

Use of vendor facility 
(b) 

Y = β0b + βbXb + Ԑ 

Interval call orders 
 

(c) 
Y = β0c+ βcXc + Ԑ 

optimal stock levels 
 

(d) 
Y = β0d+ βdXd + Ԑ 

B 0.354 0.382 0.209 0.301 
 
Std. Error 

0.131 0.247 0.078 0.127 

t 2.796 2.934 2.049 2.566 
Sig. 0.005 0.002 0.032 0.008 

Constant 2.640 2.714 2.807 2.889 
R-square 0.285 0.324 0.224 0.298 

 

H05: There is no relationship between vendor managed inventory (VMI) and profitability of industrial 

firms 

This hypothesis was tested to address the main objective of this study. It was tested by a multiple 
regression model: Y= β0 + β1ESF + β2UoV + β3ICO + β4OSL + Ԑ.  
The statistical model for the results takes the form of: Profitability = 2.05 + 0.158 (EoSF) +0.197 (UOVF) 
+ 0.106 (ICO) + 0.139 (OSL) + 0.0393(x Ԑ). This implies that profitability goes up by 0.158 when 
elimination of storage facility increase by 1 unit value index; Increases by 0.197 when use of vendor 
facility go up by 1 unit value index; Increases by 0.106 when Interval call orders go up by 1 unit value 
index; and increases by 0.139 when optimal stock level go up by 1 unit value index. Further, when all 
predictor factors are taken into account, the results indicate that, on an aggregate, they are statistically 
significantly influencing profitability of the industrial firms positively p < 0.05 ( p-values < 0.05) with a 
26.2 percent positive explanatory power (R

2 
= 0.262).As a result, the study null hypothesis (VMI does not 

significantly influence the profitability of industrial firms) was rejected and the alternate hypothesis (VMI 
does not significantly influence the profitability of industrial firm)  was accepted. Table 3 presents the 
results of the test. 
 
 

Table 3: Results for regressing optimal VMI practices against profitability of a firm 

Model Unstandardized 
Coefficients 

Standardized 
Coefficients 

t Sig. 

B Std. Error Beta 

 (Constant) 2.05 0.184  10.524 0.000 
Elimination of storage 
facility 

0.158 0.034 0.234 2.594 0.000 

Use of vendor facility 0.197 0.047 0.252 4.035 0.010 
Interval call orders 0.106 0.025 0.327 2.090 0.000 
optimal stock levels 0.139 0.051 0.200 5.106 0.035 

  R
2
 = 0.262, p < 0.05 (P=0.000 

a) Predictors Factors: (Constant), Elimination of storage facility, Use of vendor facility, Interval 
call orders, optimal stock levels. 

b) Predicted Factor: Profitability  of industrial  Firms 
 

DISCUSSION OF RESULTS 
This study finding strongly agree with Shi and Xiao (2015) which advised that in order for firms to 
maximize sales and customer service while minimizing cash resources that is tied up in inventory, firms 
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should eliminate storage facilities through cross-docking, consignment, drop-picking, and make on order 
strategies. Similarly, Sarpola, (2007) in a study of “Evaluation framework for VMI Systems” established 
that elimination of storage facility benefits firms through reduced operational cost in terms fees for store 
administration. 
These findings of the study are corroborated by Govindan (2013) study on a review of vendor-managed 
inventory practices on firm performance which established that use of vendor facility had positive 
influence on profitability of a firm through reduction of overall operational cost. This was confirmed by 
Chen and Pan (2004) in their study on “Integrated Production Planning under VMI Strategy” which noted 
that transferring warehousing functions to suppliers benefit buyers through lessening demand for working 
capital, minimises infrastructure investment and reduces running costs of the enterprises. 
These findings of this study are in concurrence with Guimaraes, de Carvalho and Maia (2013) study 
which revealed that interval call orders benefits are seen as a waste reduction solution not only in costs 
but in the quality of care for freeing spaces for clinical activities. Further, the study corroborates Arasa 
and Achuora (2020) study which noted that interval call order is a critical feature of supplier partnerships 
with many strategic advantages, such as higher service levels, continually improving product quality, 
secure sources of supply, greater expense base impact and lower total cost. Similarly, the study agrees 
with Tang (2004) in a study on “Impact of VMI on Supply Chain Performance” which singled out 
interval call order as a powerful inventory management tool capable of controlling the volume of material 
inflow against the utilization rate. 
This study‟s findings are also in agreement with Lwiki, Ojera, Mugenda and Wachira, (2013) study which 
investigated the influence of inventory management practices on financial performance of sugar 
manufacturing firms in Kenya. Their study identified optimal stock level as a robust inventory 
management concept with ability to minimise chances of stock out in an environment where product 
demand keeps shifting. The finding is further supported by Arasa and Achuora (2020) study which noted 
that keeping optimal stock level by firms is necessary for production control, cost minimization, 
improvement of inventory management efficiency in all operational and functional areas of the enterprise.  
 
On overall, the study findings support the notion advanced by Kamaruddin et al., (2018) under the 
concept of just-in time that vendor managed inventory minimizes the in-process and semi-finished 
products in the production process, and reduce the inventory of funds; reduce intermediate warehousing 
and handling links and control the logistics cost to the lowest level; the sales will be produced according 
to the actual order, and the finished goods inventory will be eliminated. This is further supported Arasa 
and Achuora, (2020) study that promotes VMI as one of the best methods of inventory management in 
supply chain environment due to its potential to reduce operational costs, increase stability and reliability 
of supply, improve customer services and ascertain profitability of firm. 

 

CONCLUSION AND RECOMENDATIONS 
A significant and positive association was established between individual and aggregated dimensions of 
VMI and profitability of industrial firms. The study results ascertained that an increase in a unit value 
index of any dimensions of VMI individually or collectively increases profitability of industrial firms. 
The study therefore concludes that the application of VMI dimensions individually or collectively 
increases profitability of the industrial firms.     
Based on the above findings and conclusion, this study recommends that industrial firms should: a) 
embrace all the four elements of vendor managed inventory (VMI) model as strategies to improve their 
profitability through reduction of cost of operations as a result of costs transfer and costs sharing; b) 
develop a framework for segmentation of vendors into strategic and ordinary vendors as a ground for 
developing targeted closer relationship programmes for strategic vendors; and model their supply chain 
management systems with the just-in –time principles: minimize in-process and semi-finished products in 
the production process, reduce inventory of funds; reduce intermediate warehousing and handling links, 
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control  logistics cost to the lowest level, produce items for sales according to the actual order, and 
eliminate finished goods inventory.  
On the direction of future research, the study recommends for attention on factors impeding adoption of 
VMI in the industrial and other sectors of the economy for an in-depth understanding of the concept.  
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