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Abstract

Purpose: The General Objective Of This Study Is To
Investigate The Determinants Of Profitability In The Case
Of Selected Ethiopian Tannery Companies.

Methodology: The Study Employed An Explanatory
Research Design With A Quantitative Approach To Assess
The Relationship Between Profitability And Its Determinant
Factors. The Study Had A Population Size Of 29 Tannery
Companies In Ethiopia. To Undertake This Research Paper,
TheResearcher Used Non-Probabilistic Sampling Specifically
The Judgmental Sampling Method Was Used To Select Eight
(8) Sample Tannery Companies. Balanced Panel Data Were
Analyzed By Using Descriptive Statistics, Correlation, And
Multiple Linear Regression Analysis. Ordinary Least Square
Model In The Form Of Multiple Regression Analysis Was
Applied To Analyze The Annual Data Generated From The
Financial Statements Of The Selected Tannery Companies
Covering A Period From 2008 - 2017 G.C. In This Study,
Roa Was Used As The Measure Of Profitability.

Findings- The Paper Includes Tangibility, Firm Size,
Liquidity, Leverage, Growth Rate, And Inventory Turnover
As Independent Factors That Determine The Profitability
Of Tannery Companies In Ethiopia. The Result From
The Empirical Examination Found That Only Tangibility,
Inventory Turnover, And Firm Growth Rate Have A
Statistically Significant Effect On The Companies (Roa),
Whereas Liquidity, Leverage, And Firms Size Have A
Statistically Insignificant Effect On The Profitability Of

Ethiopian Tannery Companies.
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Conclusion- Besides, The Study Suggested For The Companies
That Give More Attention To The Statistically Significant
Variables Of The Sectors Such As Firm Growth Rate, Inventory
Turnover, And Tangibility. While The Results May Not Be
Generalizable To All Ethiopian Tannery Companies Found In

The Country, The Findings Should Provide Valuable Information
To Managers For Developing Their Strategies With Regard To
Firm-Specific Determinants.

Keywords: Profitability; Determinant Factors; Tannery

Companies; Ethiopia
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Introduction

Profitability Is The Final And Survival Goal Of The Business
(Nguyen, K, And M. 2001). Profit In The Accounting Sense
Tends To Become A Long Term Objective Which Measures Not
Only The Success Of The Product, But Also Of The Development
Of The Market For It. It Is Determined By Matching Revenue
Against Cost Associated With It. For Any Firm To Continue To
Be In Business, It Should Be Able To Generate Enough Revenue
To Cover Its Operating Cost And Make Enough Profit As Com-
pensation To The Providers Of Capital (Nishanthini, A. Et.Al,
2013).Profitability Can Be Defined As The Final Measure Of
Economic Success Achieved By A Company In Relation To The
Capital Invested In It (Renato, S. V. 2010).

According To Nimalathasan (2009) Profitability Is Defined As
The Ability Of Given Investment To Earn A Return From Its Use.
Profit Is The Primary Objective Of A Business. The Words Profit-
ability Is Composed Of Two Words Profit And Ability. The Word
Profit Means As An Absolute Measure Of Earning Capacity And
It Is Defined By Iyer (1995) As Excess Of Return Over Outlay
But The Meaning Of Profit Differs According To The Use And
Purpose Of The Enterprise To Earn The Profits. Thus The Word
Profitability May Be Defined As The Ability Of Given Investment
To Earn A Return From Its Use.

Profitability Performs A Dynamic Role In Determining The
Business Success Of A Firm. Profitability Is The Amount Of
Money A Firm Can Engender With Whatever Resources The
Firm Has. The Eventual Goal For Any Organization Is Maximiz-
ing Its Profitability. Consequently, Firms Can Reap Out The Ben-
efits Associated With The Increased Profitability (Aloy Niresh.J.
Et.Al, 2014). Profitability Plays An Important Role In The Struc-
ture And Development Of Firm Because It Measures The Perfor-
mance And Success Of A Firm. It Also Enhances The Reputa-
tion Of A Firm. Maximizing The Profits Of Firm Is One Of The
Main Objectives Of Managers. Profitability Is Vitally Important
To Corporate Performance, Especially In Competition Environ-
ments. The Profitability Of A Firm Is Thus A Key Concern, As Is
The Ability To Better With- Stand Negative Shocks And Contrib-
ute To The Stability Of The System. It Also Maximizes Stakehold-
er Value And Investor Value (Nousheen, T. 2013).

Much Concern Has Been Given To Profitability In Many Ac-
counting And Finance Literatures. Profitability Is One Of The
Most Important Objectives Of Financial Management Since

One Goal Of Financial Management Is To Maximize The Own-

ers'Wealth, And Profitability Is Very Important Determinant
Of Performance. A Business That Is Not Profitable Cannot Sur-
vive. Conversely, A Business That Is Highly Profitable Has The
Ability To Reward Its Owners With A Large Return On Their
Investment. Hence, The Ultimate Goal Of A Business Entity Is
To Earn Profit In Order To Make Sure The Sustainability Of The
Business In Prevailing Market Conditions (Hifza Malik, 2011).
Similarly, Yazdanfar (2013) Stated That A Firm'S Profitability Is
Generally Regarded As An Important Precondition For Long
Term Firm Survival And Success And Also Affects Its Economic

Growth, Employment, Innovation And Technological Change.

Profitability Is A Crucial Indicator For Determining The Finan-
cial Position Of The Firm. The Firm Is Considered Financially
Weak When Its Profitability Is Sliding Or The Profitability Is
Weak Compared To Other Firms In The Industry (Jaggi, B. Et
Al1990). Performance Evaluation Is The Cumulative Consider-
ation Of Factors That May Be Representative Indicators Or Ap-
praisal Of An Individual Or Entity’s Activity, Or Performance In
Reference To Some Standards Over A Period Of Time. It Con-
siders The Degree Of Goal Attainment, How Items Are Mea-
sured, And What Standards Are To Be Applied. Performance
Evaluation Is Carried Out Through Two Major Measures: Fi-
nancial Measures And Non-Financial Measures. (Okwo, I. Et
Al2013).

According To Hansen And Mowen (1999) Financial Measures
Focus Mainly On Figures Which May Not Tell The Whole Sto-
ry Of The Company. Nevertheless, Financial Measures Are
Commonly Used To Evaluate Performance. The Most Com-
monly Used Financial Measure For Performance Evaluation
Is Profitability Measures. This Is Because Most Business Con-
cerns Function To Earn Enough Profit Inorder To Remain As
A Going Business Concern. Hofstrand (2009) Also Stated That
Measuring Profitability Is The Most Important Measure Of The

Success Of A Business.

A Number Of Factors Affect The Profitability Of An Enterprise.
Their Influence Varies In The Short Term, As Well As In The
Long Term. Recognizing These Factors Will Be Very Helpful In
Managing A Business Entity. These Determinants Can Be Of
A Positive Or Negative Nature (Agnieszka P. 2011).Based On
Chenying Lee (2014) Internal Factors Of Profitability Perfor-
mance Focus On Firm'S Specific Characteristic Which Can Be
Controlled And Managed By The Management Of A Company
And The External Factors Concern Both Industry Features And
Macroeconomic Variables Which Are Beyond The Control Of
Management Of The Company.
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According To Central Statistical Agency Of Ethiopia (2012)
Manufacturing Industry In Ethiopia Is A Wealth-Creating Sector
Of The Economy And Came Into Being With The Occurrence
Of Technological And Socio-Economic Transformations. The
Number Of Manufacturing Industries And Their Support To
The National Economy In Terms Of Increasing Gdp, Providing
Important Material Support For National Infrastructure And
Reducing Unemployment (Which Also Shows An Increasing
Trend Of Payment Of Wages And Salaries) Is Increasing Over
Time. The Industry Also Contributes Tothe Economy Through

Paying Government Taxes.

As Long As It Is Impossible For A Business To Stay In A Market
Without Making Profit, It Is An Indispensable Option To Study
Factors Determining Profitability On A Regular Basis. The
Technologically Developed Tanner Sector Plays A Vital Role
To The Economy Through Contribution To The Government's
Revenue And Holds A Substantial Place In The Economy In
Terms Of Its Job Offers For Thousands. Therefore, The Main Aim
Of This Study Is To Examine The Impact Of Company Specific
(Internal) Factors On Profitability Performance Of Ethiopian
Tannery Companies [1-25].

Statements Of The Problem

Tannery Industry Is Significant To Economy Of The Country
As Major Employment Industry, Foreign Currency Earning,
Appropriate To The Context Due To Labor Intensive Methods Of
Production And Use Of Low Skilled Labor, And Great Potential
Available In Large Number Of Livestock. However, Different
Factors Affect Its Competitiveness In Global Market.

Analyzing Determinant Factors Of Profitability And Assessing
The Relationship Of The Factors With Profitability Of A Business
Will Determine The Needs To Be Taken In To Consideration In
Order To Increase Its Profitability Performance And Will Help
To Build Up Strategies Of Maintaining Sustainable Growth.

Different Researchers At Different Times Conducted At Global
Level Have Revealed That Company Specific As Well As Industry
And Macroeconomic Factors Determine Profitability Of
Manufacturing Companies. For Instance, Becker Et Al (2010)
Study On The Effects Of Firm Size On Profitability In The Firms
Operating In Manufacturing Sector In Usa, Profitability Of The
Firms Is Determined By The Level Of Sales And Total Asset.
Velnampy And Nimalathasan (2010) Examined About Firm
Size On Profitability Between Bank Of Ceylon And Commercial

Bank Of Ceylon In Sri Lanka During Ten Year Period From
1997 To 2006 And Found That There Is A Positive Relationship
Between Firm Size And Profitability In Commercial Bank Of
Ceylon Ltd, But There Is No Relationship Between Firm Size
And Profitability In Bank Of Ceylon.Babalola, Y.A (2013) On
The Study Of The Effect Of Firm Size On Firms Profitability
In Nigeria Found That Size In Terms Of Sales And Total Asset
Is A Determinant Factor Of Profitability Performance Of
Manufacturing Companies In Nigeria. Based On Aggarwal,
Priyanka, (2008),Amal, Sameer And Yahaya, (2012) Shows That
Liquidity Has A Positive Effect On The Financial Performance,
Vincent And Gemechu (2013) Found That Liquidity Has No
Significant Effect On Financial Performance, Maleya And Willy
(2013) Found That Leverage Has A Significant Negative Effect
On Financial Performance While Yahaya And Limidi (2015)
Found A Positive Relationship Between Leverage And Financial
Performance.Hassan Aftabqazi (2011) Stated That Inventory
Turnover Has Positive And Significant Effect On Profitability.
The Results Of Zhuquan Asif Igbal And Wang (2014) Show
Inventory Turnover Negatively Affect Profitability.

According To Salawati (2012) Study On Relationship Between
Inventory Turnover And Financial Performance It Was Found
To Be Significantly Positive. This Is Consistent With Prior Studies
(Fullerton Et Al., 2003; Eroglie Et Al., 2011).Rajan And Zingales
(1995) Found Negative Relationship With Asset Tangibility, A.O
Olankule And Emmanuel O. Oni (2015) Was Found Positive
Relationship Between Asset Tangibility And Firm’s Profitability.

In Studies Examining The Determinants Of Profitability The
Results Are Mixed. Asimakopoulos, Samitas & Papadogonas,
2009) Have Attempted To Identify The Determinants Of
Profitability Using A Sample Of Greek Non-Financial Firms In
The Athens Stock Exchange. They Found That Firm Profitability
Was Positively Affected By The Different Determinants Such As
Size Of The Firms, Sales Growth And Investment, In The Mean
Time It Was Negatively Affected By Leverage And Current
Assets.

To The Best Knowledge Of The Researcher, Based On The
Available Literature Much Of The Extensive Empirical Studies
Conducted In Ethiopia On The Determinant Factors Of
Profitability Are Mostly Focused On The Financial Institutions
Particularly On Banks And Insurance Companies. Such As
Damena, (2011), ,Amdemikael, A. (2012),Birhanu,(2012)
,Habtamu,(2012) ,Gashaw, (2012) And Feyisa,(2014) Have
Identified Determinants Of Ethiopian Banks As Well As
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Insurance Companies’ Profitability. Belayneh (2011), Pointed
Out Ethiopian Commercial Banks That Increase Their Equity
Have A Lower Cost Of Capital And Thus Are More Profitable.
Bank Size, Loan, And Non-Interest Income Of Ethiopian
Commercial Banks Are Also Positive And Highly Significant
Factors Of Profitability.

In Summary, Studies Researching The Determinants Of
Profitability Have Identified Several Factors In Many Countries.
However, They Do Not Clearly Indicate Which Factors Are The
Most Significant In Relation To The Firm Profitability, Although
Different Factors Have Been Identified As Determinants Of
Profitability In Different Countries By Using The Different
Methods Of Study. From Previous Researches It Is Understood
That There Are Many Problems Which Affect Performance Of
Firm Profitability.

Specifically, In Ethiopia To The Best Knowledge Of The
Researcher No Prior Study Has Focused On Determinant Of
Profitability In Ethiopian Tannery Companies. Therefore, The
Major Reasons Which Initiated The Researcher To Conduct This
Study Is To Address The Research Question To What Extent
Do The Factors Affect Profitability Of Manufacturing Firm In
Selected Ethiopian Tannery Companies And Tries To Find Out
The Factors Which Determine Profitability Of The Selected
Ethiopian Tannery Companies [26-36].

Objective of the Study

General Objective

The Primary Objective of This Study Is To Examine The Firm-
Specific Determinants Of Firm’s Profitability In The Case Of
Selected Ethiopian Tannery Companies.

Specific Objective

The Specific Objectives Of The Study Include:

v To Determine The Effect Of Tangibility On Profitability Of

Ethiopian Tannery Companies.

v To Assess The Effect Of Liquidity On Tannery Companies
Profitability.

v To Recognize The Effect Of Firm Size On The Profitability Of

Tannery Companies In Ethiopia.

v To Measure The Effect Of Growth Rate On Profitability Of

Ethiopian Tannery Companies.

v To Determine The Relationship Between Inventory Turnover
And Profitability

v To Investigate The Effect Of Leverage On Profitability.

Research Hypotheses

In Order To Achieve The Objective Of The Study, A Number Of
Hypotheses Would Be Tested Regarding The Determinants Of
Profitability In A Case Of Selected Ethiopian Tannery Compa-
nies. Based On Different Empirical Research And Theoretical
Reviewed Made. These Testable Hypotheses Would Be Formu-
lated As Follows.

H1: There Is A Positive And Significant Relationship Between
Leverage And Profitability.

H2: There Is A Positive And Significant Relationship Between
Inventory Turnover And Profitability.

H3: There Is A Negative And Significant Relationship Between
Firm Size And Profitability.

H4: There Is A Positive And Significant Relationship Between
Growth Rate And Profitability.

H5: There Is A Positive And Significant Relationship Between
Liquidity And Profitability.

Heé6: There Is A Positive And Significant Relationship Between
Tangibility And Profitability.

The Following Are The Details Of Dependent And
Independent Variables:

Dependent Variable
Profitability

According To Hamdan Ahmed Ali Al-Shami (2008) There Are
Different Ways To Measure Profitability Such As: Roa, Return On
Equity (Roe) And Return On Invested Capital (Roic). Roa Is An
Indicator Of How Profitable A Company Is Relative To Its Total
Assets. It Gives Us An Idea As To How Efficient Management
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Is In Using Its Assets To Generate Earnings Whereas Roe
Measures A Company’s Profitability Which Reveals How Much
Profit A Company Generates With The Money Shareholders
Have Invested. Roic Is A Measure Used To Asses A Company’s
Efficiency In Allocating The Capital Under Its Control In
Profitable Investments. This Measure Gives A Sense Of How
Well A Company Is In Using Its Money To Generate Returns.
Comparing A Company’s Roic With Its Weighted Average Cost
Of Capital (Wacc) Reveals Whether Invested Capital Is Used
Efficiently Or Not.

Independent Variables
Liquidity

Liquidity Management Is Important In Good Times And It
Takes Further Importance In Troubled Times. The Efficient
Management Of The Broader Measure Of Liquidity, Working
Capital, And Its Narrower Measure, Cash Are Both Important
For A Company’s Profitability And Well-Being. In The Words
Of Fraser (1998), "There May Be No More Financial Discipline
That Is More Important, More Misunderstood, And More
Often Overlooked Than Cash Management." However, As
Argued Vividly By Nicholas (1991), Companies Usually Do
Not Think About Improving Liquidity Management Before
Reaching Crisis Conditions Or Becoming On The Verge Of
Bankruptcy. According To Abuzar (2004), He Found That A
Significant Negative Relationship Between Profitability And
Liquidity. Samuel And Abdulateef (2016) Examined On Their
Study That The Relationship Between Liquidity Management
And Profitability Of Listed Food And Beverages Companies
In Nigeria Over A 10-Yearperiod From 2004 To 2013.They
Examined Out Of The 21 Listed Food And Beverages Companies
In Nigeria, A Sample Size Of 10firms Was Drawn. They Adopted
An Ex-Post Facto Research Design On Their Study. Panel Data
Wasobtained From The Annual Reports And Accounts Of The
Sampled Firms And Analyzed Using Descriptive Statistics And
Generalized Least Squares Multiple Regression Techniques. On
Their Findings, Cash Conversion Cycle Has An Insignificant
Negative Impact On Return On Equity And Earnings Per Share
Respectively. They Conclude On Their Study That Management
Of Listed Food And Beverages Companies In Nigeria Can
Maximize The Return To Shareholders By Shortening The Cash
Conversion Cycle Of The Companies To A Justifiable Minimum.
Based On Their Findings And Conclusion They Drawn A
Recommendation That Among Others, That Management
Of Listed Food And Beverages Companies In Nigeria Should
Maximize The Use Of Trade Credit And Ensure Effective And

Efficient Management Of Cash Flows, Which Result To Shorter
Cash Conversion Cycles And Improve Profitability.

Alvin Iandtaufik, E (2015) Studied The Relationship Between
Liquidity And Profitability In Agriculture And Consumer Goods
Sectors In Indonesia Between 2005 -2013: Aimed To Identify
The Nature Of The Relationship And Whether The Relationship
Is Statistically Significant Or Not. The Result Is There Negative
Relationship Between Liquidity And Profitability Indicators, In
Line With The Risk And Return Theory. They Found Out That
Liquidity And Profitability Are Two Important Aspects Of A
Company’s Health. The Higher The Liquidity Of A Company,
The Lower The Probability That The Company Could Not Fulfill
Its Short — Term Debt. Ho Wever, It Means That The Funds Are
Confined And Couldn’t Be Used For Productive Activities, Hence
Lowering The Profitability. On The Contrary,The Lower The
Liquidity Of A Company, The Higher The Probability That The
Company Could Not Fulfill Its Short - Term Debt, However It
Means That The Fu Nds Could Be Used For Productive Activities
Or Investment, Hence Improving Its Profitability. According To
The Risk And Return Theory Which States That The Higher The
Risk, The Higher The Return And Vice Versa, The Relationship
Between Liquidity And Profitability Should Be A Trade - Off.
However, There Have Been Some Studies That Gave Different
Results, Which Indicates There Might Be A Difference In
Nature Of Relationship In Different Sectors And Even Different
Industries Or Countries.

Endale,T. (2015) Assessed In His Study That The Impact
Of Working Capital Management And Firm’s Performance
In The Case Of Breweries In Ethiopia: He Used Secondary
Data Obtained From Audited Financial Statements Of Two
Brewery Firms Registered And Work In Ethiopia. The Financial
Statements From The Firms Were Analyzed To Determine The
Effect Of Cash Conversion Cycle, Inventory Conversion Period,
Day’s Sales Outstanding And Day’s Payables Outstanding On
The Gross Operating Profit. He Used To Analyzing The Data
Applying Spss (Version 20.0) Software. Estimation Equation By
Both Correlation Analysis And Pooled Panel Data Regression
Models Of Cross-Sectional And Time Series Data Were Used
For Analysis. His Result Revealed That There Is Statistically
Insignificant Negative Relationship Between Inventory
Conversion Period, Day’s Sales Outstanding, Day’s Payable
Outstanding And The Profitability Of The Firms. Also, There
Is Statistically Insignificant Positive Relationship Between Cash

Conversion Cycle And Profitability [37-42].
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Tangibility

Tangibility Has Two Conflicting Effects On Profitability. On The
One Hand, We Expecta Positive Effect By Himmelberg Et Al
(1999); They Show That Tangible Assets Are Easily Monitored
And Provide Good Collateral And Thus They Tend To Mitigate
Agency Conflicts Between Shareholders And Creditors. On The
Other Hand, We Predict A Negative Correlation, Because Firms
With High Levels Of Tangible Assets Tend To Be Less Profitable.
Firms With High Levels Of Intangible Assets (In Form Of
Liquidity) Have More Investment Opportunities In The Long
Term, Innovation And Research And Development (Deloof,
2003, And Nucci Et Al, 2005). The Negative Relationship
Between Tangibility And Profitability Has Been Confirmed
In Number Of Studies As Rao Et Al. (2007), Zeitun And Tian
(2007), Weill (2008) And Nunes Et Al (2009). In Addition,
Majumdarand Chhibber (1999) And Margaritis And Psillaki
(2007) Find A Positive Relationship. To Determine The Effect
Of Tangibility On Profitability, We Use The Ratio (Tang); It Is
Calculated By Dividing The Sum Of Net Tangible Assets To Total

Assets.
Firm Size

Empirical Evidence Has Given Varying Results Relating To The
Relationship Between Firm Size And Profitability. In This View,
Velnampy And Nimalathasan (2010) Examined About Firm
Size On Profitability Between Bank Of Ceylon And Commercial
Bank Of Ceylon In Sri Lanka During Ten Year Period From
1997 To 2006 And Found That There Is A Positive Relationship
Between Firm Size And Profitability In Commercial Bank Of
Ceylon Ltd, But There Is No Relationship Between Firm Size
And Profitability In Bank Of Ceylon. Demsetz (1973) Offers
An Alternative Explanation For The Relationship Between Firm
Size And Profitability, Arguing That The Greater Profits Of Large
Firms Have Little Or Nothing To Do With Conventional Scale
Economies. Using Internal Revenue Service Data, He Observes
That Large Firms Earn Higher Profits In Highly Concentrated
Markets While Smaller Firms Earn A Normal Return. On
Contrast, Managerial Utility Maximization Thus Provides A
Conceptual Framework For A Negative Relationship Between
Firm Size And Profitability (Amato And Wilder 1985). Hall
And Weiss (1967) Who Reported That Size Did Tend To Be
Associated With Higher Profit Rates, However, Reached The

Opposite Conclusion.

While Marcus (1969) Found Either A Weak Negative Relationship
Or None At All, Hall & Weiss (1967) Observed Through Their

Studies A Positive Association That Disappears Or Reverses
Itself Among The Firms With The Largest Assets.

Firm Size Has Been Recognized As An Essential Variable In
Explaining Organizational Profitability And A Number Of
Studies Tried To Explore The Effect Of Firm Size On Profitability.
John & Adebayo (2013) Examined The Effect Of Firm Size On
The Profitability Of Nigerian Manufacturing Sector.

Panel Data Set Over The Period Of2005-2012 Was Obtained From
The Audited Annual Reports Of The Selected Manufacturing
Firms Listed In The Stock Exchange. Return On Assets (Roa)
Was Used As A Proxy For Profitability While Log Of Total Assets
And Log Of Turnover Were Used As Proxies For Firm Size.
Furthermore, Liquidity, Leverage And The Ratio Of Inventories
To Total Assets Were Used As The Control Variables. On Their
Results, The Study Revealed That Firm Size, Both In Terms Of
Total Assets And In Terms Of Total Sales, Has A Positive Effect
On The Profitability Of Nigerian Manufacturing Companies.
Meanwhile, On The Control Variables, A Negative Relationship
With Inventory Was Obtained While Others Have Positive
Relationship. They Recommended For Future Researchers To
Investigate Sector Effects On The Relationship Between Firm
Size And Profitability In Nigeria [43-58].

Growth Rate

Trau (1996), Sutton (1997), And Hart (2000) Have Reviewed
The Theoretical And Empirical Literature On Firm Growth. In
The Early Empirical Literature, A Number Of Manufacturing
Studies Find Either No Relationship Or A Positive Relationship
Between Firm Sizes And Growth Rates. Macmillan And Day
(1987) Considered That Rapid Growth Could Lead To Higher
Profitability Based On Evidence That New Firms Become More
Profitable When They Enter Markets Quickly And On A Large
Scale. On The Other Hand, Hoy (1992) Concluded That The
Pursuit Of High Growth May Be Minimally Or Even Negatively
Correlated With Firm Profitability. Keith (1988) Examined The
Relationship Between Company Characteristics, Profitability
And Growth Using Accounts Data For A Sample Of 38 Small
Manufacturing Firms And His Research Revealed That Size,
Age, Location, And Industry Group Are Found To Be Limited
Value In Explaining Profitability. The Use Of Growth As A
Measure Of Firm Performance Is Generally Based On The Belief
That Growth Is A Precursor To The Attainment Of Sustainable
Competitive Advantages And Profitability (Markman, 2002). In
Addition, Larger Firms Have Higher Rates Of Survival (Aldrich
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1986), And May Have The Benefits Of Associated Economies Of
Scale. While Growth Has Been Considered The Most Important
Measure In Small Firms, It Has Also Been Argued That Financial
Performance Is Multidimensional In Nature And That Measures
Such As Financial Performance And Growth Are Different
Aspects Of Performance That Need To Be Considered (Wiklund,
1999) However, Larger Firms Are Found To Grow Faster Than
Smaller, And Younger Firms Are Found To Grow Faster Than
Older.

Inventory Turnover

Nweze (2011) Says That Inventory Turnover Is Computed By
Dividing The Cost Of Goods Sold By The Average Inventory.
An Average Inventory Is Determined By Adding The Beginning
And Ending Inventories And Dividing By Two. The Decline In
The Inventory Turnover Indicates The Stocking Of More Goods.
An Attempt Should Be Made To Determine Whether Specific
Inventory Categories Are Not Selling Well And The Reason For
This. Emekekwue (2005) Argues That Stock Turnover Ratio Seeks
To Identify The Length Of Time That Stock Is Held As Inventory
Before It Is Converted To Cash. In Organizations Where Stocks
Are Perishable, Holding Of Large Stock Is Very Costly To The
Business. However, If Stock Is Not The Perishable Type, Delays
In Disposing Stock Might Be Profitable During Inflationary
Period. It Must Be Appreciated That Sales Will Be Valued At
Cost; This Is Because The Stock Will Be Valued At Cost. If The
Sales Were Not Valued At Cost, Then We Shall Be Over Stating
The Ratio. Moreover, One Will Be Comparing Two Incomparable
LE. The Sales Figures And The Cost Of Stock. Furthermore, The
Inventory Turnover Ratios Measures The Average Number Of
Days For Which Stock Is Held. It Helps To Assess The Efficiency
Of Stock Utilization. Various Factors Affect The Stock Level Help
By The Organization Such As Product, Production-Seasonal Or
Otherwise, Demand Pattern, Competition, Funds Availability
Etc.

Leverage

Consistent With Previous Work, Such As Baker (1973) Or
Bothwell Et Al (1984), The Results Indicate That Higher
Leveraged Firms (With Relatively High Liabilities) Are More
Profitable. Evidently, The More Extensively Firms Use Debts As
The Source Of Financing The Higher Its Profits. An Explanation
Can Be That More Profitable Firms Have Had Easier Access
To Debt Financing And Do Not Need To Rely Exclusively On
Equity Capital. Alternatively, It Could Be Argued That Higher
Leveraged Firms Bear Greater Risks Of Bankruptcy And Need

To Compensate Stakeholders With Higher Profits.Obigbemi
1.Et Al (2016) Studied On Financial Structure That Finance Mix
Is A Major Factor That Affects The Liquidity And The Going
Concern Of A Business Enterprise. After An Idea Has Been
Conceived By An Entrepreneur, There Is Need To Also Analyze
The Capital Required For Startup And Means Of Financing
The Project. A Good Combination Of Sources Of Finance
Is Expected To Boost The Profitability Of An Organization,
But If Not Properly Mixed, Could Have A Negative Effect On
Theprofitability Of The Organization. The Main Objective Of
Their Study Is To Evaluate The Effects Offinancial Structure
On The Profitability Of Manufacturing Companies In Nigeria.
Their Study Employed The Use Of Secondary Data. The
Spearman’s Rank Correlation And Regression Techniques Were
Used For Analysis, Using The Stata Package For A Sample Of
25 Manufacturing Companiesquoted On The Nigerian Stock
Exchange For The Period 2008-2012. Their Study Showed
That Equity Has A Significant Positive Relationship With The
Profitability Of Manufacturing Companies In Nigeria. They
Recommended That Managers Should Place Greater Emphasis
On The Facilitation Ofequity Capital And Policy Makers Should
Encourage Manufacturing Companies By Reducing The Cost Of
Debt.

Research Methodology
Research Design

The Primary Aim Of This Study Was To Examine The
Determinants Of Profitability In Selected Ethiopian Tannery
Companies. To Achieve This Objective Explanatory Type Of
Research Design With A Quantitative Approach Is Employed To
Analyses The Collected Data. The Explanatory Type Of Research
Design Helps To Identify And Evaluate The Causal Relationships
Between The Different Variables Under Consideration (Marczyk
Et Al, 2005). Thus, In This Study The Explanatory Research
Design Was Employed To Examine The Relationship Of The
Dependent And Independent Variables.

Data Source

This Study Used Only Secondary Data Source From The
Audited Financial Statements Of The Selected Ethiopian
Tannery Companies. Secondary Data Was Used To Examine
The Determinants Of Company Performance. According To
Stewart And Kamins (1993) Cited In Li Yuqi (2007), Secondary
Data Have Its Own Advantages. Compared To Primary Data,
Secondary Data Gives Higher Quality Data, The Feasibility To
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Conduct Longitudinal Studies And The Permanence Of Data
Which Means Secondary Data Generally Provide A Source Of
Data That Is Both Permanent And Available In A Form That May
Be Checked Relatively Easily By Others. Therefore, Increases The
Dependability Of The Data. The Data For The Company Specific
Factors Was Obtained From Audited Financial Statements, I.E.
From Balance Sheet And Income Statement Of The Respective

Tannery Companies.
Sampling And Sampling Technique

Sample Design Deals With The Sample Frame Population,
Sample Size, Growth, Sampling Techniques. Survey Sampling Is
The Process Of Choosing, From A Much Large Population, A
Group About Which Wish To Make Generalized Statements So
That The Selected Part Represent The Total Group (Leedy, 1989).
According To The Leather And Leather Products Technology
Institute Of Ethiopia (Llpti) At The Moment In Operation A
Total Of 29 Tannery Companies Are Located In Ethiopia, To
Undertake This Research Paper, The Researcher Used Non
Probabilistic Sampling Specifically Judgmentally Sampled Eight
(8) Tannery Companies Which Have Been Operated For The Last
Ten Fiscal Years To Have Rich Documentary Sources. The Sample
Studies Of Tannery Companies Are Located In Addis Ababa City
Administration And Oromia Region. The Lists Are As Follows:
Addis Ababa Tannery (Located In A.A), Walia Tannery (Located
In A.A), East Africa Tannery (Located In A.A), Mojo Tannery
(Located In Mojo), Ethio-Tannery (Located In A.A), Blue Nile
Tannery (Located In A.A), Bale Tannery (Located Ina.A) And
Kombolcha Tannery (Located In A.A)

Regression Analysis

Multiple Regression Analysis Was Used To Examine The
Relationship Between The Explanatory Variables (Roa, Liquidity,
Tangibility, Inventory Turnover, Firm Size, Leverage And
Firm Growth). One Way To Study Company Performance Is
Regression Analysis, Which Allows Modeling The Functional
Form Of Dependence Between Variouse Conomic And Financial
Indicators. Modeling Economic Performance Aims To Increase
Efficiencyby Improving Interventions In An Adaptive-Learning
Cycle (Campbell Et Al, 2001).Ordinary Least Square (Ols) In
The Form Of Multiple Regression Method Was Used In The
Empirical Analysis By Using Spss.20

Findings And Discussions
Model Specification

To Find Out The Impact Of The Above Independent Variables
On Profitability, The Following Ordinary Least Square (Ols)
Regression Model Is Used. The Upper Level Of Statistical
Significance For Hypotheses Testing Was Set At 5%. All
Statistical Test Results Were Computed At The 2-Tailed Level Of
Significance.

Roai, T =B0+Bllevi, T+Bzitri,T+B3fs LT +B,grl,
T+B,leqi,T+B tani, T+E, .

Where; Roa = Return On Asset, Liq = Liquidity, Tan = Tangibility,
Fs = Firm Size, Gr= Growth Rate, Itr=Inventory Turnover, Lev=

Leverage

E B, B, B, B, B, B.and B.- Model Coefficients = Error Term,
I, T = For Firm I, Period T
E Source: Spss20. Output Result

The Econometrics Model Employed In This Study Was The
Following.

Roai, T =B+ Bllevi, T +B,itri, T + Bsfs LT+ B,gr LT+ BSqui,T +
Bétani,T + ELT

After Running This Equation Using Spss20.The Regression
Model Was As Follows.

Roa = 0.100 + 0.001lev + 0.007itr — 0.007logta + 0. 002gr +
0.002liq + 0.029tan + E |

R* = 24.6% Adjusted R* = 18.4% F-Statistic = 3.964, Durbin
Watson Stat. = 1.485

Based On The Result In The Above The Researcher Can Interpret
The Sign And Magnitude Of Their Relationship With The
Dependent Variable. Accordingly, R-Squared Value Of About
0.246 And An Adjusted R-Squared Value Of 0.184 Would
Indicate That Our Model (Our Explanatory Variables Modeled
Using Ordinary Least Square Linear Regression) Explains
Approximately 24.6% And 18.4% Of The Variation In The
Dependent Variable Respectively.
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The F-Statistic Indicates That The Overall Model (Ordinary
Least Square We Estimated) Is Statistically Significant. The Null
Hypothesis For F-Statistic Is That The Explanatory Variables
In The Model Are Not Effective. For A 95% Confidence Level
Indicates That Our Model Is Statistically Significant Model. In
The Case Of A Small Sample, The Adjusted R* Value Should Be
Considered As It Provides More Accurate Estimation Of The
True Population Value (Pallant, 2007, P.158). There Is A Rule
Of Thumb Which Can Be Used To Determine The Adjusted R?
Value As Follows: < 0.1: Poor Fit, 0.11 To 0.30: Modest Fit, 0.31
To 0.50: Moderate Fit, >0.50: Strong Fit (Muijs, 2004, P. 166).The
Adjusted R* Is 18.4%. It Indicates That The Formula Is Modest
Fit At Predicting The Roa.The Durbin-Watson Statistic Is Used
To Test For The Presence Of Serial Correlation Among The
Residuals. In Our Case The Value Of Durbin-Watson Statistic Is
1.485, Which Is Greater Than 1, Indicating No Serial Correlation

Or Autocorrelation.

Hypothesis Testing

The Regression Of Lev, Itr, Logta, Gr, Liq And Tan On Roa Has
Revealed That The Slope Of The Regression Lines (B,B,,B,B,
B.and B) Are 0.001, 0.007, -0.007, 0.002, 0.002 And 0.029
Respectively. However, These Values Are The Best Immediate
Guess Of The Impact Of These Explanatory Variables On The
Dependent Variable Holding Other Things Remain Constant.
Therefore, This Is Just An Estimate And That The True Values
Of The Slopes Are Probably Not Exactly These Of The Null
Hypothesis That A Coeflicient Equals Zero. To Test The
Hypothesis Set In This Study The Researcher Used The P-Value
To Decide On The Null And Alternative Hypothesis. A Test Of
This Study’s Hypothesis Is Conducted One By One As Follows:

Hypothesis 1

H1: There Is A Positive And Significant Relationship Between
Leverage And Profitability.

As Reported In Table 4.4.6 The Regression Result Indicate
That There Is A Positive Relationship Between Leverage And
Return On Assets Of Selected Tannery Companies In Ethiopia.
According To The Regression Result The Coeflicient Of Leverage
Is 0.001 And Its P-Value For This Coefficient Is 0.952. Therefore,
The Researcher Has No Sufficient Evidence To Reject The Null
Hypothesis At 5 Percent Significance Level Implying That There
Is No Relationship Between Leverage And Profitability Of
Selected Tannery Companies In Ethiopia Eventhough It Has
A Positive Relationship Between Them. The Result Suggested

That The Selected Ethiopian Tannery Companies Should Use
Its Maximum Concentration On Borrowing And Debt Because
Their Relationship Is Positive When Use Debt Or Mix It Has
Positive Impact On Return On Asset. This Finding Is Aligned
With The Study Results Of Amal, Sameer, &Yahya, (2012) And
Zhao & Wijewardana (2012).The Result Is Inconsistent With The
Reports Of Nawaf, (2015), Yahaya And Lamidi (2015); Maleya
And Willy (2013).

Hypothesis 2

H1: There is a Positive And Significant Relationship Between

Inventories Turnover And Profitability

The Regression Result Also Indicates That Inventory Turnover Of
Selected Tannery Company’s Statistically Significant Impact On
Their Profitability As Measured By Their Return On Assets. The
Impacts Of Inventory Turnover Of These Companies On Their
Return On Assets Are 0.007 In Absolute Value With Its P-Value
Of 0.007.Therefore; The Researcher Has Sufficient Evidence
To Reject The Null Hypothesis At 5 Percent Significance Level
Implying That There Is Relationship Between Inventory Turnover
And Profitability Of Selected Tannery Companies In Ethiopia.
This Finding Was Consistence With The Findings Of Doma,
R.M. (2014) Kosmidou And K.Et Al (2006) And Inconsistent
With Rokas Bekeris (2012), Noor, A.M (2014) And Husni, A.
Etal (2011)

Hypothesis 3

H1: There Is A Negative And Significant Relationship Between
Firm Size And Profitability.

According To The Regression Result Reported In Table 4.4.6.
Firm Size As Measured By Logarithms Of Total Asset Of Selected
Tannery Companies Has Not Statistically Significant Impact
On Their Profitability. The Result Indicates That Firm Size Has
Negative Impact On Profitability With Its Coeflicient -0.007 And
P-Value 0.336. Therefore, The Researcher Has No Evidence To
Reject The Null Hypothesis That Firm Size And Profitability Of
Selected Tannery Companies Has No Relationship At 5 Percent
Significance Level. It Is Inline With The Finding Of Becker Et Al
(2010) Have Studied The Effects Of Firm Size On Profitability In
The Firms Operating In Manufacturing Sector In Usa Using

The Data Of Years 1987 To 2002. Results Of The Study Showed
That Negative And Statistically Significant Relations Exist
Between The Total Assets, Total Sales And Number Of Employees
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Of The Firms And Their Profitability And Inconsistent With
The Finding Of Velnampy And Nimalathasan (2010) Found
That There Was Positive Relationship Between Firm’s Size And
Profitability In Commercial Bank Of Ceylon Ltd.

Hypothesis 4

H1: There Is A Positive And Significant Relationship Between
Growth Rate And Profitability.

The Regression Result Also Indicates That Firm’s Growth Rate Of
Selected Tannery Company’s Statistically Significant Impact On
Their Profitability As Measured By Their Return On Assets. The
Impact Of Firm’s Growth Rate Of These Companies On Their
Return On Assets Is Found To Be 0.002 In Absolute Value With
Its P-Value Of 0.045.Therefore; The Researcher Has Sufficient
Evidence To Reject The Null Hypothesis At 5 Percent Significance
Level Implying That There Is Relationship Between Firm’s
Growth Rate And Profitability Of Selected Tannery Companies
In Ethiopia. This Result Was Aligned With D.Yazdanfar (2013)
And A K Salman And D.Yazdanfar (2012) Found That The Firm
Growth Have A Positive Effect To The Profitability While The
Result Was Inconsistent To A.Coad (2011) And J.M Jasra (2011)
Found That The Growth Of The Firm Have A Negative Effect To
The Profitability.

Hypothesis 5

H1: There Is A Positive And Significant Relationship Between
Liquidity And Profitability.

As Reported In The Above The Regression Result Indicates That
There Is A Positive Relationship Between Liquidity Ratio And
Return On Assets Of Selected Tannery Companies In Ethiopia.
According To The Regression Result The Impact Of Liquidity On
Return On Asset Of These Companies Is Found To Be 0.002 In
Absolute Value With Its P-Value Of 0.436 For This Coefficient,
The Researcher Has No Sufficient Evidence To Reject The Null
Hypothesis At 5 Percent Significance Level Implying That There Is
No Relationship Between Liquidity And Profitability Of Selected
Tannery Companies In Ethiopia. The Finding Of This Study
Was Consistence With The Findings Of Syeda, (Amal, Sameer,
&Yahya, 2012), (Maleya, & Willy, 2013), Mba Andrgachew Haile
(2015). The Result Is However At Variance With The Findings Of
Yahaya And Lamidi (2015), Who Found A Negative Relationship
Between Liquidity And Profitability.

Hypothesis 6

H1: There Is A Positive And Significant Relationship Between
Tangibility And Profitability.

Tangibility Is One Of The Statistically Significant Variables To
Explain Variation In The Profitability Of Selected Tannery
Companies. The Regression Result Indicates That Tangibility
Has A Positive Impact On Profitability Though The Coefficient
Of Relationship Is Different From Zero. Found To Be 0.029 In
Absolute Value With Its P-Value Of 0.014 The Researcher Has
Sufficient Evidence To Reject The Null Hypothesis That This
Variable Has Relationship With Selected Tannery Companies’
Profitability At 5 Percent Significance Level. The Finding Of This
Study Was Consistence With The Findings Of A.O Olankule And
Emmanuel O. Oni (2015) And Inconsistent With Rajan Zingales
(1995) Found Negative Relationship With Asset Tangibility And
Profitability.

Conclusions

Tannery Companies Play A Significant Role In The Economy Of
Ethiopia As A Major Employment Industry, Foreign Currency
Earning, Appropriate To The Context Due To Labor Intensive
Methods Of Production And Use Of Low Skilled Labor, And
Great Potential Available In Large Number Of Livestock.
Nevertheless, Ethiopia Could Not Benefit To The Extent Of The
Potential We Have To Expand And Sustain The Sector Due To
A Number Of Factors Affecting Its Competitiveness In Global
Market. There Are Several Factors Constraining The Proper
Functioning Of The Tannery Companies. These Factors May

Arise From Internal Or External Sources.

The Current Paper Is An Attempt To Identify Internal Factors
Affecting Profitability Of Selected Tannery Companies In Ethiopia
Based On Panel Data Obtained From The Financial Statement
Of These Companies Over The Period 2008-2017g.C.In Order
To Answer The Research Questions The Researcher Employed
Descriptive Statistics, Correlation Matrix And Regression Model
Using Spss.20 Statistical Package. The Correlation Analysis Shows
That There Is A Weak Linear Relationship Among The Variables.
The Fact That There Is A Weak Linear Relationship (Below 0.5)
Among The Explanatory Variables Indicates That There Can Be
Included All The Explanatory Variables In The Model.

The Study Also Tried To Empirically Test The Impact Of Lev, Itr,
Logta, Gr, Liq And Tan On Roa Of Selected Tannery Companies
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In The Country Employing Ordinary Least Square Techniques
In The Form Of Multiple Linear Regressions Model. The Result
From The Empirical Examination Found That Only The Ratio
Of Net Tangible Assets To Total Assets (Tan), The Ratio Of Total
Cost Of Goods Sold To Average Inventory (Itr) And The Ratio
Of Change Of Current Year Sales And Last Year Sales To Last
Year Sales (Gr) Have A Statistically Significant Effect On The
Ratio Of Earnings Before Income Tax To Total Asset Of The
Companies (Roa) Based On These Sample Data.It Shows That If
Total Inventory Turnover, Firm’s Growth And Asset Tangibility
Increase, Profitability Performance Will Increase. However,
Firm’s Size Variable Has Negative And Insignificant Impact
On Profitability Performance Of Selected Ethiopian Tannery
Companies. This Indicates That Increase In Firm’s Size Will
Decrease Profitability Performance. On The Contrary, The Other
Company Specific (Internal) Variables Leverage And Liquidity
Have Positive And Insignificant Impact On Profitability
Performance Of Selected Ethiopian Tannery Companies.
Eventhough Both Have Positive Relatinship; They Are Not
Determinant Factors At 5% Significance Level. In Addition, The
Result Of Multiple Regression Models Shows That Inventory
Turnover, Firms Growth, And Asset Tangibility Are The Most
Important Determinants Of Profitability Performance Of The
Selected Tannery Companies In Ethiopia Respectively In Order
Of Their Degree Of Influence.

The Explanatory Variables In The Model Are Able To Explain
About 24.6% Of The Variation In The Dependent Variable(R-
Squared=0.246) And The Overall Model Is Jointly Significant
(F-Statistic). The Fact That Our D-W Statistic Is Close To Two
Indicates That The Model Is Also Free From The Problem Of
Autocorrelajon. The Study Also Conducted Post Estimation
Residual Diagnostic Tests And Found That The Residuals
Are Normally Distributed, Free From The Problem Of

Heteroscedasticity, Autocorrelation And Multicollinearity.

Recommendations

Based On The Findings Of The Regression Analysis And Con-

clusion, The Following Recommendations Were Forwarded.

The Firms Have To Be Conscious Of That The Leverage Effect
Of Debt Financing. Because, The More Debt Ratios Increase,
The More Financial Risk Increases And The Debt Costs Increase
Accordingly. Therefore, The Profitability Of Debt Financing Has
A Limit. Excessing This Limit In Debt Financing Increases The
Cost Of Financing And The Financial Risk Of The Firm, It De-
creases The Roa. In Addition To Them The Economic Condi-

tions For Debt Financing Must Be Convenient. In The Periods Of
Monetary Expansion The Interest Rates Of Credits Are Suitable
And The Economic Conditions Are Well And Sales Trends Are
Upward, Debt Financing May Be Profitable For The Firms. Fur-
thermore, Those Firms Who Are Using No Or Little Debt Have
To Be Conscious Of That Feasible Debt Using Can Increase The
Firm Profitability.

The Ratio Of Total Cost Of Goods Sold To Average Inventory Of
The Companies (Itr), The Ratio Of Change Of Current Year Sales
And Last Year Sales To Last Year Sales (Gr) And Firm Tangibil-
ity(Tan) Have A Significant Positive Impact On Roa. However,
Their Impact Is Low. Therefore, Firms Can Increase Their Profit-

ability By Increasing Their Sales Volume.

The Negative Relationship Between Companies’ Profitability
(Roa) And Firm Size, Leads To A Decrease In Firm’s Profitabili-
ty. In Order To Increase Their Size, Tannery Companies Should
Have To Look For Their Competitive Edge With Their Competi-
tors To Compete By Lowering Production Cost To Increase Their
Market Share. If They Are Willing To Expand In Terms Of Size,
They Must Have To Take Care Of Not Losing Their Economies
Of Scale Advantage.

In Line With The Finding Of This Study, Primary Recommen-
dation Suggests That Tannery Companies Should Better To Give
Attention On Statistically Significant Variables To Maximize
Their Profitability Performance So As To Increase Profitability.
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