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ABSTRACT

Working capital management refers to the management of the short-term assets of a
business. It is very important and plays a vital role for firms’ profitability. In spite of
its importance, there is a serious dearth of literature on working capital management
and profitability especially in sub-Saharan Africa, particularly Nigeria. Therefore, the
objective of this study is to investigate the impact of working capital management on
the profitability of the manufacturing companies listed on the Nigerian Stock
Exchange. Panel data methodology was employed to test this relationship with both the
fixed and the random effects estimation techniques. Accordingly, all the manufacturing
companies on the Nigerian Stock Exchange totalling 55 were drawn as the sample and
the study was conducted for five years (2008-2013). Data were obtained from the
financial statements of the companies through the Securities and Exchange
Commission. Findings from the panel data regression analysis revealed that average
collection period and inventory conversion period were significantly negatively related
to profitability, which suggests that the shorter the periods the higher the profitability
of the manufacturing companies. However, average payment period was positively and
significantly related to profitability, depicting that the longer the period, the higher the
profitability. The debt ratio and other current liabilities to the total assets ratio were not
significantly related to profitability. Finally, the study provides managerial
implications and the direction for future research.

Keywords: working capital management, Nigerian Stock Exchange, profitability,
Nigeria.



ABSTRAK

Pengurusan modal kerja merujuk kepada pengurusan aset-aset jangka pendek sesebuah
perniagaan. Aset-aset ini sangat penting dan memainkan peranan yang besar dalam
menentukan keberuntungan sesebuah firma. Sungguhpun demikian, masih terdapat
kekurangan yang serius bagi literatur dalam bidang pengurusan modal kerja dan
keuntungan, terutamanya di kawasan sub-Sahara Afrika, khususnya di Nigeria.
Justeru, objektif kajian ini adalah untuk menyiasat kesan pengurusan modal kerja ke
atas keuntungan syarikat-syarikat pembuatan yang disenaraikan di Bursa Saham
Nigeria. Kaedah data panel telah digunakan untuk menguji hubungan ini dengan
kedua-dua teknik penganggaran kesan tetap dan teknik penganggaran kesan rawak.
Semua syarikat pembuatan di Bursa Saham Nigeria yang berjumlah 55 buah telah
dipilih sebagai sampel dan kajian telah dijalankan selama lima tahun (2008-2013).
Data diperoleh daripada penyata kewangan syarikat melalui Suruhanjaya Sekuriti dan
Bursa. Hasil analisis regresi data panel mendedahkan bahawa tempoh kutipan purata
dan tempoh penukaran inventori mempunyai hubungan negatif yang signifikan dengan
keuntungan, yang mencadangkan bahawa lebih pendek kitaran, semakin tinggi
keuntungan syarikat-syarikat pembuatan ini. Walau bagaimanapun, tempoh purata
pembayaran didapati mempunyai hubungan positif yang signifikan dengan
keberuntungan. Hal ini memberi gambaran bahawa semakin lama tempoh purata
pembayaran, maka akan lebih tinggi keuntungan syarikat. Nisbah hutang dan nisbah
liabiliti semasa lain kepada jumlah aset didapati tidak mempunyai hubungan yang
signifikan dengan keberuntungan. Akhir sekali, implikasi pengurusan dan hala tuju
kajian akan datang turut dikemukakan dalam kajian ini.

Kata kunci: pengurusan modal kerja, kitaran penukaran tunai, keberuntungan,
Nigeria.

Vi



ACKNOWLEDGEMENT

In the name of ALLAH, most gracious most Merciful, all praises and adorations are to
the Almighty for giving me the strength and determination to complete this study. It is
a great pleasure for me to express my utmost gratitude for contributions and help of
many people, whose assistance made this Thesis possible.

First and foremost, I would like to express my sincere gratitude and deepest
appreciation to my supervisor, Associate Professor, Dr. Nasruddin Zainudin, for his
tireless help, advise, guidance, patience and wisdom, tolerance, invaluable comments
and encouragement throughout the course of my PhD journey. His positive attitudes,
maturity, understanding and comments have made this Thesis possible. May ALLAH
out of his infinite mercy bless him with Jannatul firdaus for his effort in ensuring the
completion of this journey.

I am deeply grateful to my reviewers during the proposal defense stage of writing this
Thesis, Associate Professor, Dr. Angappan A/L Regupathi and Dr. Zaemah Zainudin
for their constructive criticisms and insightful comments which gave this study a
proper shape and direction.

My appreciation also goes to the Dean of Accouting, Professor, Dr. Kamil Md Idris
and the staff in the Dean's office of the School of Accounting, Universiti Utara
Malaysia, particularly Mrs. Zulaidah for her support, assistance and necessary
guidance. Same appreciation goes to the Dean of Othman Yeop Abdullah Graduate

School of Business (OYAGSB) Professor, Dr. Noor Azizi Ismail and all the staff in

vii



OYAGSB particularly Mrs Atira for her tireless involvement in ensuring the
arrangement of my Viva Voce.

My special thanks and appreciation are also extended to my sponsors- Federal
Polytechnic Kaura Namoda, Zamfara State, Nigeria and the Tertiary Education Trust
Fund of the federal government of Nigeria for providing financial support throughout
the duration of my study. Same special thanks and appreciation goes to the Securities
and Exchange Commission Nigeria, for providing me with much needed data, without
which the work wouldn’t have been possible.

I wish to extend my warmest thanks to all my friends and colleagues both in Universiti
Utara Malaysia and in Nigeria particularly Dr. Abubakar Muhammad Magaji,
Dr. Abdullahi Hassan Goron-Dutse, Dr. Mu'azu Saidu Badara, Dr. Kabiru Maitama
Kura, Haliru Muhammad, Dr. Abubakar Mohd Sadiq, Lukman Afolabi, Kamoru Mutiu
Olaide, Dr. Abdu Ja’afaru Bambale, Hajia Rabi Mustafa, Dr. Bashir Mande, Kynat
Mohd Malaysia, Bashir Sarkin daji, Musa Ewugi Salihu, Dr. Abdallah el-refai Jordan,
General Faeez Al-sheidfat Jordan, Dr. Raji and Dr. Shehu Inuwa Galoji.

Same appreciation goes to my friends back in Nigeria, Haranji Yakubu, Sagiru
Samaila, Zayyan Muhammad, Isah Ibrahim, Bello Ibrahim, Wadatau Adamu, Hussaini
Garba, Lauwali Muhammed, Suleiyol Ubwa, Aliyu Maru, Bala Kabiru, Nura currency,
Ibrahim Maikaita, Mr. Stanley lIheanacho, Falalu Lauwali, Nasiru Mudi, all colleagues
in Accounting Department Fedponam, Mr. Agada Alfred, Muhammad Mashayabo
Bala, Abu Bala, my younger colleague Nura Bello, Muhammad Sajo Sanyinna, John
Olujewu, Yahaya Isah Hayatuddin, late Dr. Sani Dangulbi, Aliyu Usman Moyi and all

CYA members, Kaura Namoda.

viii



Most importantly my special gratitude goes to my dear wife Hajiya Ummah Abbas and
my four lovely daughters; Zainab, Aisha (ummi), Fatimah and Asma’u for supporting
me with their endless love, courage, patience, sacrifice, understanding, compassion and
prayers during my entire PhD Journey.

My special thanks also to Sheikh Mal. Nasir Naibi, Sheikh Malan Falalu Kambarawa,
Mal Nasir Amadi, Mal Alaramma and Malam Maniru Sani Khalifa for their untiring
prayers.

Special and endless thanks to my late mother Malama Aishatu Yusuf and my late
father Malam Yusuf Yahaya for being the genesis of my coming to this world, for their
endless love and affection, tears in raising me, guidance and prayers and for giving me
the opportunity to excel academically and spiritually. You did not live to see the full
growth and fruit of the seed you had sown, to see the only son you had and always love
attending the highest level of academic pursuit in life (PhD) to you | remain forever

grateful, I dedicate this Thesis.



TABLE OF CONTENTS

Page
TITLE PAGE i
CERTIFICATION OF THESIS i
PERMISSION TO USE v
ABSTRACT v
ABSTRAK Vi
ACKNOWLEDGEMENT Vil
TABLE OF CONTENTS X
LIST OF TABLES XV
LIST OF FIGURES XVi
LIST OF APPENDICES XVii
LIST OF ABBREVIATIONS XViii
CHAPTER ONE INTRODUCTION 1
1.1 Background of Study 1
1.2 Problem Statement 5
1.3 Research Questions 10
1.4 Research Objectives 11
1.5 Scope of the Study 12
1.6 Significance of the Study 13
1.7 Summary of the Chapter 15

CHAPTER TWO LITERATURE REVIEW 16



2.1 Introduction 16
2.2 Defination of Working Capital Management 16
2.3 Review of Related Concepts and Theories 18

2.3.1 Liquidity/ Profitability Trade-offs in Working Capital Management 18

2.3.2 Investment and Financing Policies of Working Capital Management 22

2.3.3 Aggressive and Conservative WCM Policy 23
2.3.4 The Cash Conversion Cycle and its Components 27
2.3.5 The Relevant Theories in the Study 30
2.3.6 Risk and Return Theory 31
2.3.7 Resource-based Theory 34

2.4 Review of Empirical Studies on Working Capital Management and Prof. 35

2.4.1 Inventory Conversion Period and Profitability 42
2.4.2 Average Collection Period and Profitability 44
2.4.3 Operating Cycle and Profitability 45
2.4.4 Other Current Assets to Total Assets Ratio and Profitability 46
2.4.5 Average Payment Period and Profitability 48
2.4.6 Other Current Liabilities to Total Assets Ratio and Profitability 49
2.5 An Overview of Nigeria 50
2.5.1 Nigerian Economy 52
2.5.2 Nigerian Manufacturing Sector 54

2.5.3 The Problems and Challenges of the Nigerian Manufacturing Sector 55
2.5.4 Nigerian Stock Exchange 57

2.5.5. Listings on NSE and the Requirements 59

Xi



2.6 Linkages to other Chapters
2.7 Summary of the Chapter
CHAPTER THREE METHODOLOGY
3.1 Introduction
3.2 Conceptual Framework
3.2.1Research Hypotheses
3.2.2 Variables Linkage with Underlying Theories
(Theoretical Underpinnings)
3.3 Research Design
3.4 Control Variables
3.5 Operationalization and Measurement of Variables
3.6 Population and Sampling Design
3.6.1 Defining the Population
3.6.2 Sampling Process
3.6.3 Sample Frame
3.6.4 Sample Design
3.6.5 Determining the Sample Size
3.6.6 Unit of Analysis
3.7 Data Collection Method
3.8 Data Analysis Strategy
3.8.1 Univariate Analysis
3.8.2 Bivariate Analysis
3.8.3 Multivariate Analysis

3.9 Panel Data Methodology

Xii

61

61

63

63

63

64

65

68

68

69

71

71

72

73

73

75

75

76

77

77

77

78

80



3.9.1 Fixed Effects Model
3.9.2 Random- Effect Model
3.9.3 Hausman Test
3.10 Model Specification
3.11 Summary of the Chapter
CHAPTER FOUR RESULTS AND DISCUSSION
4.1 Introduction
4.2 Data Description
4.3 Descriptive Statistics
4.4 Correlation Analysis
4.5 Panel Regressions Analyses
4.5.1 Gross Profit Margin Model Regression Analysis
4.5.2 Net Profit Margin Model Regressions Analysis
4.5.3 Return on Assets (ROA) Model Regressions Analysis
4.6 Comparison of Results of the Three Measures of Profitability
4.7 Findings of the Study
4.8 Hypothesis Testing
4.9 Summary of the Chapter
CHAPTER FIVE SUMMARY AND CONCLUSION
5.1 Introduction
5.2 Recapitulation of the Study Key Findings
5.3 Contributions of the Study

5.4 Managerial and Policy Implications of the Study

Xiii

82

85

86

89

91

92

92

92

04

97

101

101

109

112

116

119

124

126

128

128

128

130

132



5.5 Limitations of the Study

5.6 Recommendations for Future Research

5.7 Conclusions

REFERENCES

Xiv

134

135

137

141



LIST OF TABLES
Table
Table 2.1 Summary of Major Economic Indicators and Nigerian Vital Data
Table 3.1 Measurement of Variables and Abbreviation
Table 3.2 List of Total Number of Companies listed on NSE by Sectors
Table 3.3 Manufacturing Companies Break-Down by Sub-Sectors
Table 3.4 Summary of STATA xt Commands
Table 4.1 Descriptive Statistics
Table 4.2 Proportion of Distribution of Number of Days
Table 4.3 Correlation Analysis
Table 4.4 Result of VIF Test for GPM Model
Table 4.5 Summary Table of the Model 1, GPM Random Effect Result
Table 4.6 Result of VIF Test for NPM Model
Table 4.7 Summary Table of the Model 2, NPM Random Effects
Table 4.8 Result of VIF Test for ROA Model
Table 4.9 Summary Table of the Model 3, ROA Random Effect Results
Table 4.10 Comparison of Results for the Three Measures of Profitability

Table 4.11 Hypothesis Testing

XV

Page
53
70

72
74
89
94

96

99

102

103

109

110

112

113

116

126



LIST OF FIGURES

Figure Page
Fig. 2.1 Simple Curve of Liquidity/Profitability Trade-Off 21
Fig. 3.1 Conceptual Framework 64

XVi



LIST OF APPENDICES

Appendix Page
Appendix A List of Manufacturing Companies Listed on the Nigerian

Stock Exchange As At 31st December, 2012 160
Appendix B Output of Stata 162

Xvii



LIST OF ABBREVIATIONS

ACP Average Collection Period

APP Average Payment Period

CATAR Current Asset to Total Asset Ratio
CCC Cash Conversion Cycle

CLTAR Current Liabilities to Total Asset Ratio
DR Debt Ratio

FE Fixed Effect

GOP Gross Operating Profit

ICP Inventory Conversion Period
MVA Manufacturing Value Added
NETOPR Net Operating Profit

NLS Natural Logarithm of Sales
NSE Nigerian Stock Exchange
oC Operating Cycle

RE Random Effect

ROA Return on Assets

SEC Securities and Exchange Commission

UNIDO United Nations Industrial Development Organization
WCM Working Capital Management

Xviil



CHAPTER ONE

INTRODUCTION

1.1 Background of Study

Literature relating to corporate finance have centered mostly on long-term financial
decisions, mainly on investment decisions, company valuations, capital structure and
dividends (Afza & Nazir, 2007). The short-term assets and liabilities are important
components of total assets and therefore needs to be carefully analyzed (Afza &
Nazir, 2007). In view of their importance, there is the need for careful and systematic
investigation of these short term assets and liabilities, since they play a vital role for

firm’s profitability, risk, as well as its value (Smith, 1980).

Efficient and effective management of working capital is an important
component of overall corporate strategy to create the shareholder's value. Firms try
to keep an optimal level of working capital that maximizes the value (Deloof, 2003;
Howorth & Westhead, 2003; and Afza & Nazir, 2007). In line with this, working
capital management has become one of the most important issues in the

organizations (Lamberson, 1995).

Therefore, working capital and its importance is unquestionable (Fillbeck
& Krueger, 2005). It directly influences the liquidity and profitability of firm
(Raheman & Nasr, 2007). Excellent management of working capital decreases the
dependence on external financing due to increased cash flow, thus lowering the

chances of default for an organization (Deloof, 2003).
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