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Abstract 

This study investigated the relationship between liquidity management and performance of 

Natural resources companies in Nigeria. The measures for Independent variable include, trade 

payable payment period, trade receivable collection period, inventory holding period, and cash 

conversion cycle, while return on assets was a proxy for dependent variable. The study covered 

all the Natural resource companies quoted on the Nigerian Exchange Group. Analysis was 

based on data extracted from annual reports and accounts of the sampled companies from 2013 

to 2020 financial year. Correlation, regression analysis and descriptive statistics were used 

in the analysis. Findings suggest that   significant relationship exist between liquidity and 

profitability of the listed natural resources companies in Nigeria. Specifically, all the 

independent variable measures showed positive and significant relationship with return on 

assets, except cash conversion cycle which measures the time period between outlay of cash 

and cash recovery. It has a negative relationship with return on assets. The study therefore 

recommends that optimal levels of inventory, receivable, and payable should be achieved.  

Keywords; Liquidity, Liquidity Management and Profitability 

1.0 Introduction 

Maintaining proper level of business liquidity is dependent on having a clear view over 

upcoming obligations, and also understanding how quickly assets can be converted into cash 

in order to meet the obligations.  A profitable company can go out of business if it lacks the 

cash it needs to meet its commitment.  In affirmation, Owolabi and Obida (2012) argued that 

liquidity plays a significant role in the successful functioning of a business. So the goal most 

often articulated by firms is to have sufficient liquid assets to meet obligations as they arise 

without selling other assets. Liquidity is the term used to describe the liquid assets a company 

can use to meet its maturing obligations, such as payments for goods and services. An asset is 

liquid, when cash can be readily accessed whenever it is needed. Illiquid asset takes longer 

time to be converted into cash. A company in a time of unexpected cash shortfall, may be 

forced to sell an illiquid asset at less than its fair value because of the exigency and end up 

losing some profit. According to Olawanle (2014), when a firm has inadequate liquidity, it 

cannot obtain sufficient funds, either by increasing liabilities or by converting assets promptly, 

at a reasonable cost thereby affecting profitability.  

Managing the company’s liquidity as effectively and efficiently as possible is therefore 

imperative to good financial performance. A firm should ensure that it does not suffer from 

lack-of liquidity to prevent breaks or gaps in the trading cycle. To achieve this, administrators 

must calculate the cash amount best suited to their level of activity, plan the timing of the 

relevant payments and collections and draw up a policy of investment in assets with high 

liquidity that can be converted to cash at a low transactional cost to serve as support for the 
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treasury funds maintained by the company. This strategy is referred to as liquidity management.  

Firms that maintain high liquidity according to Duru and Ekwe (2013), earn high profitability. 

Profitability measures the total success of a company and it is considered an essential condition 

for company’s survival. Ugah (2020) affirmed that profitability is very important to investors, 

stakeholders and the economy at large. Several researchers have used profitability ratios to 

measure financial performance. Gibson (2012), defined financial performance as the extent to 

which financial goals and objectives of a firm is accomplished and a key measure for assessing 

the financial health of an organization within a financial period. This financial success blends 

a company's willingness to execute strategies to make vital decisions and meet its objectives 

(Ali  &  Oudat 2020). In other words, inefficient management of liquidity could cause serious 

impairment of a company functions with contagious effect on the economy. 

Often times, especially during favourable economic conditions, many firms neglect liquidity 

management, which has led to variety of problems and pulled the organizations into ill health. 

At such times, employees tend to issue goods on credit without proper appraisals, either due to 

ignorance or disregard to the company's credit policy.  Such attitude has led to series of bad 

debts caused by inadequate recovery procedures. Thus, firms that manage their liquidity in 

prudent manner survive, while those who did not manage theirs well eventually get liquidated. 

Across all sectors and nations, some companies have failed due to inefficiencies in the 

management of liquidity. Alhassan & Anwarul Islam (2021), pointed out that most business 

failures in the past have been attributed to business owners' incapacity to properly manage their 

firms' liquidity. Nwanna (2019) document that many Nigerian banks failed in the past due to 

inadequate risk management exposure and the problem has continued to affect the industry 

with serious adverse consequences. Olawanle (2014) stressed that liquidity problem in 

Nigerian banks, resulted in many banks having difficulty in meeting their liabilities as they fall 

due for payment. Liquidity problem has also forced Ajaokuta steel complex to reduced their 

staff from 5000 to 1000 in 2007, Champion Breweries and Golden Breweries have not paid 

dividend since 1988 and 1997 respectively due to same liquidity problem (Duru, Ekwe & Eje 

2014). 

Liquidity requirement of a firm depends on the peculiar nature of the firm and there is no 

specific rule on determining the optimal level of liquidity that a firm can maintain as to ensure 

positive impact on its performance. The purpose of every business organisation is to maximize 

profit. therefore, striking a balance between liquidity and performance is of utmost importance. 

With that in mind, Raheman and Nasr (2007) argued that. dilemma in liquidity management is 

to achieve desired tradeoff between liquidity and profitability. Liquidity risk can therefore be 

avoided, by preventing or containing within an acceptable level, risks that would impede the 

liquidity strategy and ultimately, the overall business strategy of the firm. Thus, well-managed 

firms analyze and forecast their net funding and liquidity needs over certain time horizons, 

determine how to meet those needs and assess the possible impact of adverse market conditions 

on their business. The effectiveness of the strategy is reviewed regularly and the results 

communicated to senior management and/or the Board of Directors.  

Many studies have been conducted on the effect of liquidity management on firm performance 

both in Nigeria and in foreign countries though they recorded mixed results, but majorly the 

studies used different measures for liquidity management and most of the studies conducted in 

Nigeria were done in the financial sector. This study therefore focuses on the natural resources 

firms and to the best of my knowledge no such work has been done there. The justification for 

the study is based on the fact that Nigerian economy is facing rising inflation and banks are 
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hesitant to extended loans because of high incidence of non - performing loans. Even when 

obtained, it is usually too expensive to maintain. So companies need to develop strategies that 

give greater availability of cash to depend less on external financing with its attendant 

borrowing cost and interest expense. This will enable them have sufficient cash to streamline 

processes, fund growth, enhance service and seize new investment opportunities hence 

increasing profitability. 

In line with the above stated problems this study seeks to find out the effect of Liquidity 

management on the performance of Nigerian Natural resources companies, with the view to 

determining the successes and weaknesses of the existing Liquidity management strategies in 

improving firm performance. Specifically, the study sought to determine the effect of cash 

conversion cycle, Inventory holding period, Trade receivable collection period and Trade 

payment period on Return on assets. The study is anchored on pecking order theory. According 

to the structure of pecking order theory, a company's retained earnings are used first, then debt 

is issued, equity is issued as a last resort. So it's assumed that if liquidity is managed efficiently, 

profit will be enhanced and organizations will require less external finance. The findings of 

this study would be beneficial to shareholders and directors, as they will be enlightened on the 

liquidity management strategies that are most effective in enhancing firm performance, for 

policy making. To achieve the objective of this study, the following hypotheses, stated in the 

null, would be tested: 

Ho–  Cash conversion cycle do not have significant effect on Return on Asset;  

Ho – Inventory holding Period do not have significant effect on Return on Asset; 

Ho - Trade Receivable Period do not have significant effect on Return on Asset; 

Ho - Trade Payment Period do not have significant effect on Return on Asset; 

2.0 Review of Related Literature  

2.1 Conceptual framework 

2.1.1 Liquidity. 

Liquidity refers to the amount of money that is promptly available to meet debts or to use for 

investment. It indicates the level of cash available and how quickly a financial asset or security 

can be converted into cash without losing significant value. (Hussain, 2020). However, 

liquidity should not be excessive or insufficient (Ehiedu 2014). Excess liquidity accumulates 

idle cash that does not generate profit whereas insufficient liquidity affects the firm's trading 

process, earning ability, and creditworthiness. (Alhassan & Anwarul Islam, 2021). Yilmaz and 

Acar (2019) opined that a company may benefit from a negative liquidity balance as far as it is 

manageable. Thus Padachi (2006), opined that managers while running a company's business 

should always strike a balance between preserving liquidity and creating a profit operation. 

Liquidity comes in two basic forms, market liquidity and accounting liquidity. Market liquidity 

refers to the liquidity of an asset and how quickly it can be converted into cash. High market 

liquidity means that there is a high supply and a high demand for an asset and that there will 

always be sellers and buyers for that asset, meaning that they can be sold quickly, without 

negatively impacting its price. Liquid assets most times trade at a premium and illiquid assets 
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in times of emergency, can trade at a discount.  Cash is the most liquid asset since it doesn’t 

need to be converted, Bonds and stocks are other examples of liquid assets. They can typically 

be converted into cash in about 1-2 working days. Accounting liquidity refers to a company’s 

ability to meet their financial obligations. Ruozi and Ferrari (2012) see accounting liquidity as 

a firm’s capacity to meet its cash and collateral obligations without incurring unacceptable 

losses. Companies use liquidity ratios to gauge their liquidity and measure their financial 

health. The most common measures of accounting liquidity are, Current ratio– Current assets 

minus current liabilities, Quick ratio– The ratio of only the most liquid assets (cash, accounts 

receivable, etc.) compared to current liabilities and Cash ratio– Cash on hand relative to current 

liabilities. Management of liquidity means to prospectively assess the needs for funds and 

ensure the availability of cash or collateral to fulfill those needs at the appropriate time (Sehrish, 

Faiza & Khalid 2011). It involves a daily analysis and detailed estimation of the size and timing 

of cash inflows and outflows over the coming days and weeks. The main components of cash 

flow management include inventory, trade receivables, trade payables and planning of cash-

flow.  

2.1.2 Inventory holding period. 

 Managing inventory plays an imperative role in the success or failure of a company. Inventory 

holding period shows the average number of days that a business holds inventory. A low 

inventory turnover may mean a weak sales team performance, a decline in the popularity of the 

products or a competitive products overtaking market share. It could also be an indication of 

obsolete inventory, poor inventory management, or inefficient purchasing. Inventory turnover 

is a significant indicator to monitor, since gross profit is earned each time inventory turns over. 

Inventory holding period is calculated by dividing average accounts inventory by cost of goods 

times the number of days in a year. A low Inventory holding period implies that a business 

takes a shorter time to convert its inventory into sales and vice versa.  In other words, a buildup 

of slow-moving inventory would result in a less favorable Cash Conversion Cycle (Cagle, 

Campbell & Jones 2013), while a higher inventory turnover rate, often results in achievement 

of business goals. Deloof (2003) found a significant negative relation between gross operating 

income and number of day’s inventory. This implies that decrease in the number of days will 

result in increase in profit. Another research by Boisjoly (2009) found an increase in inventory 

turnover over a period of fifteen years, which is an indication of good inventory management. 

2.1.3 Trade receivable collection period 

Trade receivables are receivables that arise in the normal selling of goods to customers (Dekesi 

& Ozogbuda, 2019).  Trade receivables are of great importance to organizations because it is a 

source of monetary income and key to maintaining healthy cash flow. Therefore, firms should 

ensure that clients pay in such a way that the firm will be able to use the cash elsewhere within 

the business, either to meet short term obligations or invest in fixed assets/expansion. In other 

words, the account receivables can generate profits by keeping track of the proper management 

of collections, which will help the company to improve the growth of its sales and liquidity. 

(Villanueva; Ponte ottoterry; Tito & Carrazco 2021). The strict approach to ensuring that 

customers maintain payments in a timely and orderly manner and determining optimum credit 

policy associated to a firm, is very crucial. If a company relaxes its credit policies, receivables 

will become less liquid and will result in a less favorable CCC (Cagle, Campbell & Jones, 

2013). Thus Trade receivable collection period is a measure of accounts receivable/ credit 

policy. It represents the average number of days that the company uses to collect payments 
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from the customers for the goods sold.  It is essential to determine a prudent collection period 

to avoid an accumulation of uncollectible accounts in the future; Trade receivable collection 

period is determined by dividing the ending accounts receivable by the total credit sales for the 

period times the number of days in a year. The lower the collection period the better. Lantz 

(2008) opined that low collection period is desirable to keep the cash conversion cycle short. 

Similarly, Owolabi and Obida (2012) believe that high collection period possesses the risk of 

bad debt for the company and also affect liquidity in the short run.  

2.1.4 The Trade payables’ payment period.  

Trade payables management is another cornerstone of good liquidity management. It is the 

maintenance of the firm’s outstanding liabilities for any goods or services supplied on credit.  

The Trade payables’ payment period represents the time lag between credit purchases and 

making payment for them. In other words, it measures the average number of days it takes a 

company to pay its suppliers for credit purchases. The average payment period can be 

calculated by dividing average accounts payable by total credit purchases times the number of 

days in a year. The lower the ratio, the quicker the business is paying its liabilities, but usually 

a lengthy payment period is preferred. The longer a company is able to delay payment (without 

harming vendor relations), the better the company’s working-capital position (Cagle, 

Campbell & Jones, 2013)   Ikpefan & Owolabi postulate that the longer the period, the better 

for the company as it gives the company leverage to recover its receivables. However, it can 

erode supplier morale and goodwill. This can result in slower deliveries, stricter payment terms. 

loss of early payment discount and rebates. Deloof (2003), discovered that less profitable 

companies pay their invoices late compared to more profitable companies. Yilmaz, & Acar 

(2019) document that Accounts Payable Days (APD) has significant effect on Gross Profit 

Margin and Earnings Before Interest and Tax Margin. while ROA is not influenced by Cash 

Conversion Cycle components (Trade receivables collection period, Trade payable payment 

period and Inventory holding period) 

2.1.5 Cash conversion period cycle 

The cash conversion cycle (CCC) is a metric that expresses the duration between cash 

payments for inventory purchases and the recovery of receivables from consumers. The 

calculation measures the time period between outlay of cash and cash recovery from a 

company's regular course of operation. The cash conversion cycle formula has three 

components: Trade receivables collection period, Trade payable payment period and Inventory 

holding period. It is calculated by summing up Trade receivables collection period and 

Inventory holding period and subtracting Trade payables payment period. The shorter the CCC, 

the more liquid the company's working-capital position. However, a longer cash conversion 

cycle may increase or decrease the profitability. For instance, Sales will increase as a result of 

longer cash conversion cycle which will lead to high profitability. Conversely, shortening the 

receivable collection periods could make the company loose it's good credit customers and 

lengthening the payable period could damage the firm's credit reputation. In line with this, 

Haitham (2009), pointed out that shorter cash conversion cycle is associated with high 

opportunity cost, and longer cash conversion cycle associated with high carrying cost, and 

opined that optimal levels of inventory, receivable, and payable should be achieved to minimize 

both carrying cost and opportunity cost of inventory, receivable, and payable in order to 

maximize sales, profitability and market value of firms. 
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2.2 Empirical Review. 

Ugwu, Ugwoke, Egbere, Asogwa and Orji (2020), investigated the effect of liquidity 

management on the performance of 18 sampled banks included in the Nigerian Stock Exchange 

(NSE) from 2011 to 2017. The study found that liquidity management effect is positive and 

significant on the performance indicators This result shows that banks with proper liquidity 

management will increase their profitability over time. 

A similar study was carried out by Eze and Agu (2020) in the same sector in Nigeria, but this 

study sampled only six banks with international affiliation for a period of seven years (2013 –

2019). Capital adequacy, liquidity ratio, and current ratio were used as independent variable 

and bank size as a control variable. Findings from the regression analysis revealed that capital 

adequacy and Bank size have strong positive relationship with return on equity while liquidity 

and current ratio showed insignificant negative relationship with return on equity.  

Still in Nigeria, but in manufacturing firms Afolabi and Dadepo (2020) examined the impact 

of the liquidity management on the performance of the 10 (ten) manufacturing firms for the 

period of five years 2012-2016. The proxy for dependent variable were current ratio, quick 

ratio and cash ratio. The study revealed that current ratio has negative and significant impact 

on ROA a measure for dependent variable while quick and cash ratios have positive but 

insignificant relationship with ROA. 

Ogungbade, Adekoya, and Akeredolu, (2020), examined the effect of liquidity on the 

performance of listed manufacturing companies, from 2009-2018. They added cash conversion 

cycle to the measures used by Afolabi and Dadepo (2020) for independent variable. Panel 

multiple regression was employed for their data analysis.  The result showed that quick ratio 

had a significant adverse effect on performance of the sampled firms. while current ratio and 

cash conversion cycle had no considerable effect. 

Yilmaz & Acar (2019) explored the effect of cash conversion cycle on profitability of Omani 

Companies, for a four-year period from 2013 to 2016. Cash conversion cycle (CCC) and its 

components were used as the measure of working capital management. Results revealed that 

CCC had nonlinear significant effect on Gross Profit Margin and Earnings Before Interest and 

Tax Margin., whereas, among components of CCC, only Accounts Payable Days (APD) had 

significant effect on GPM and EBITM. However, ROA was not influenced by CCC and its 

components 

Le (2019) examined how working capital management affected firm valuation, profitability 

and risk for the period 2007-2016. A panel data set of 497 Vietnamese publicly traded firms 

were used. The study found a significantly negative relationship between the two variables, 

which suggests that decreased levels of net working capital components are associated with 

improvement in both firm market value and financial performance. 

In Pakistan, Nabeel and Hussain (2017) examined liquidity management and its impacts on 

banks profitability from 2006 to 2015. Measures used for liquidity management were quick 

ratio, current ratio, cash ratio, interest coverage ratio and capital adequacy ratios, while returns 

on asset, returns on equity, and earnings per share were measures for profitability. Data sourced 

from 10 banks were analysed using regression techniques. the result shows that interest 

coverage ratio, capital adequacy ratio and quick ratio had positive relationship with banks’ 
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profitability while the relationship between cash ratio and current ratio with banks’ 

profitability. is negative. 

Sheikhdon and Kavale (2016), conducted a survey study in commercial banks in Mogadishu, 

Somalia, to determine factors affecting financial performance.  They sourced their data from 

112 employees of the bank and discovered that liquidity management drivers (account 

receivable management, account payable and cash management) each had a positive influence 

on the banks financial performance.  

Ofoegbu, Duru and Onodugo (2016), examined the impact of liquidity ratios on the profitability 

of pharmaceutical companies quoted on Nigeria stock exchange between 2000 to 2011.The 

variables studied are the liquidity ratio, the debt ratio, the receivable ratio, and the sales growth 

ratio. The data   extracted from the annual report and financial statements of selected companies 

were analyzed and the hypotheses tested using multiple regression analytical tools. The 

findings show that the liquidity ratio and profitability of the companies’ studies are 

significantly and positively related.  

Patjoshi (2016), carried out a similar study in selected steel companies in India from 2010 to 

2014. The study measured liquidity using current ratio, liquidity ratio, and inventory turnover 

ratio, while operating profit margin, net profit margin, return on total asset and return on 

investment were measures for profitability. The correlation and regression results indicated that 

liquidity has a significant effect on performance.   

In Kenya, Njure (2014) assessed the relationship between liquidity and profitability of 

nonfinancial companies listed in the Nairobi stock exchange. ROA was used as a proxy for 

companies’ profitability and the companies’ liquidity was measured using the current ratio, 

quick ratio and the absolute liquid ratio.  Correlation results revealed a significant weak positive 

relationship between liquidity and profitability. 

Jayarathne (2014) examined the impact of working capital management on profitability of 

listed companies in Sri Lanka between 2008-2012. The result indicated that profitability had 

an inverse relationship with account receivable period, inventory turnover period, and cash 

conversion cycle.  In contrast, it has a positive relationship with account payable period. 

Ajanthan (2013) investigated the relationship between liquidity and profitability of trading 

companies in Sri Lanka over a period of past 5 years from 2008 to 2012.  The study revealed a 

significant relationship between liquidity and profitability. 

In Nairobi, Mohamed (2012), investigated the relation between the firm’s cash conversion 

cycle and firms' profitability for the period 2008 to 2012. Using dynamic panel data analysis, 

the results indicated that there is a significant and negative relationship between the cash 

conversion cycle and return on asset. This suggests that firms with shorter cash conversion 

cycles are likely to be more profitable than firms with longer cash conversion cycles. 

 

The study by Iqbal, Manzoor, Akhtar, and Amin, (2012), assessed the effect of cash conversion 

cycle on profitability of firms for the period 2010-2018. They used average receivable period 

(ARP), average inventory period (AIP) and average payable period (APP). to measure cash 
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conversion cycle (CCC), and ROA for profitability. The results showed a highly negative 

significant association CCC components and ROA.  Indicating that firms with lesser number 

of days, have greater profitability.  Regression and correlation techniques were used for 

analysis. 

In Athens, Lazaridis and Tryfonidis (2006), explored the relationship between accounts 

receivables management and profitability within the period 2001-2004. They collected data 

from 131 firms listed on the Athens Stock Exchange. The regression results showed a 

statistically significant association between profitability   measured with gross operating profit 

and   Cash Conversion Cycle. They advocated for optimization of CCC 

Deloof (2003) investigated the relationship between working capital management .and 

Profitability between 1992-1996. He used a sample of 1009 Belgian companies from non-

financial sectors. Number of days’ receivables, inventory and payables and also cash 

conversion cycle were used as independent variable. The results indicated that decrease in  

receivables and inventory days can enhance profitability, and delay in payment of invoices had 

adverse effect on profitability. 

2.3 Identified Research Knowledge Gap 

The above  literature  reviewed showed mixed results  about  liquidity and profitability 

positions of different companies both in Nigeria and abroad. Majority of the studies were 

centered on banks, and bank operations are totally different from other non financial firms. 

Hence, the results cannot be generalized. In addition, some of the studies in  non financial firms 

used different measures of Liquidity management and profitability. Those that have same 

measures for both dependent and independent variables with this study were in different 

sectors. Therefore this study is focused on natural resource firms, an important area  that has 

been neglected by most research works.  

3.0 Research methodology 

The study used cause-effect research design. This design is employed in order to establish the 

cause and effect relationship that existed between the dependent and independent variables. It 

is the phenomenon that allowed the researcher to detect the impact, a change in independent 

variable had caused on the dependent variable. The study covered four  Natural Resources 

firms in the Nigerian Exchange Group. Data were collected from the audited financial 

statement of the companies under investigation from 2013 to 2020 financial year.  The 

study used descriptive analysis to determine the mean, median and maximum distribution of 

the data gathered, correlation analysis was used to measure the direction of the linear 

relationship among the variables as well as to measure the strength of association between 

variables and Ordinary Least Squares (OLS) Regression analysis was used to estimate the 

causal relationships between the dependent and independent variables. 

3.1Model specification. 

The functional model is presented thus; 

ROA = f(CCC,ICP, TRP, TPP)-------------equ (1) 
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This equation above is written in a stochastic form as expressed below;  

Y = β0 + β1 X1 + β2 X2 + β3 X3 + β4 X4 + єr……………. Equ (2) 

The equation is presented in its econometric forms, as below: 

ROA = β0 + β1(CCC) + β2 (ICP) + β3 (TRP) + β4 (TPP) + єr ……Equ. (3) 

Where; 

ROA = Return on Asset;  

CCC = Cash Conversion Cycle 

ICP = Inventory holding Period 

TRP = Trade Receivable Period 

TPP = Trade Payment Period 

   β0 = Intercept of equation 

 β1-4 = Coefficient  

   єr = Error term 

4.1  Data Presentation, Analysis And Interpretation 

The data generated were analysed with different statistical tools which includes; 

Table 1. Descriptive statistics 

 
Source: Researchers’ computation (2021) 

From table 1 above it is seen that the average Return on Assets of the companies sampled is 

0.69, the highest Return on Assets recorded within the period is 18.8 while the lowest is -12.7. 

The table shows that the average Account Payment Period for the sector is 118 days, the firm 

that has the highest TPP is within 346 days and the firm with the lowest TPP pays within 9 

days.  Again it takes the sector the average of 128 days to collect their debts, but the firm with 

the highest days of collecting debts does that within 486 days, yet some firms’ do the same 

                                                            

       N          32        32        32        32        32

      sd    7.997359  101.3205  125.6886  89.07401  196.7537

     min      -12.71      9.04      2.01     19.01   -189.81

     max       18.84    346.26    485.95    404.02    652.29

    mean         .69  117.9641  128.2567  101.6466  111.9392

                                                            

   stats         ROA       TPP       TRP       ICP       CCC

. tabstat ROA TPP TRP ICP CCC, statistics( mean max min sd count )
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debt collection within a minimum of 2 says. The average period for inventory conversion is 

101 days, maximum is 404 days and minimum is 19 days. The mean period for cash conversion 

cycle is 111 days, the maximum days for cash conversion is 652 days, whereas the minimum 

is 190.  

Table 2.  Skewness and Kurtosis  

 
Sources: Researchers’ computation (2021) 

The table above shows that the data are moderately skewed since their value is within 1 to 0.5. 

but data of ICP is perfectly skewed at 0. The table result indicates that our data is symmetrical. 

Table 3. Correlation matrix 

 
Source: Researchers’ computation (2021) 

From the table above, it is observed that Trade Receivable Period, Inventory Holding Period 

and Cash Conversion Cycle have an inverse relationship with Return on Assets, which means 

that increase in the these variables will cause decrease in ROA and vice versa. In the same vein, 

the result shows that Trade Payment Period has positive relationship with Return on Assets, 

which implies that the Return on Assets will increase when there is delay in settlement of 

creditors. The degree of association among all the independent variables did not show a strong 

relationship up to 80% therefore, presents the view that there is no problem of multicollinearity 

among the independent variables, because they moderately relate to themselves 

 

 

 

 

         CCC           32     0.0334        0.2361        5.63         0.0601

         ICP           32     0.0000        0.0010       22.03         0.0000

         TPP           32     0.0657        0.2694        4.64         0.0982

         ROA           32     0.9821        0.3904        0.77         0.6789

                                                                             

    Variable          Obs  Pr(Skewness)  Pr(Kurtosis) adj chi2(2)   Prob>chi2

                                                                 joint       

                    Skewness/Kurtosis tests for Normality

         CCC    -0.5971  -0.4563   0.7017   0.6997   1.0000

         ICP    -0.1699  -0.0888   0.3150   1.0000

         TRP    -0.6781   0.1548   1.0000

         TPP     0.1689   1.0000

         ROA     1.0000

                                                           

                    ROA      TPP      TRP      ICP      CCC

(obs=32)

. correlate ROA TPP TRP ICP CCC
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Table 4. Variance Inflation Factor 

 

From the table 4 above, it is shown that the mean VIF is 2.22. It is however, the rule of VIF to 

place a benchmark mean of 10 for acceptance level. Hence it is assumed that any result that 

produces mean VIF above 10 has a case of high correlation of the independent variables. Since 

our result is 2.22, which is far less than acceptable level of 10, we conclude that there is no 

presence of multicollinearity in our data. 

Table 5. Heteroscedasticity test 

 
Source: Researchers’ computation (2021) 

Heteroscedasticity test has a decision rule which says that there is no heteroscedasticity if the 

Prob>Chi2 is greater than the critical value at 5% level. The table 4.5 above indicates that 

probability value of 0.87 is greater than the critical value of 0.05. Therefore, we conclude that 

there is no heteroscedasticity, which means there is a constant variance. 

Table 6. Ordinary Least Square regression Result 

 
Source: Researchers’ computation (2021) 

    Mean VIF        2.22

                                    

         TPP        1.46    0.682784

         ICP        2.30    0.434493

         CCC        2.89    0.345515

                                    

    Variable         VIF       1/VIF  

         Prob > chi2  =   0.8765

         chi2(1)      =     0.02

         Variables: fitted values of ROA

         Ho: Constant variance

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity 

                                                                              

       _cons      12.7051   2.810833     4.52   0.000     6.937747    18.47245

         TRP     .8822726   .2070511     4.26   0.000     .4574387    1.307106

         CCC    -.9301858    .207153    -4.49   0.000    -1.355229    -.505143

         ICP     .9326986    .205973     4.53   0.000      .510077     1.35532

         TPP    -.8834967   .2016984    -4.38   0.000    -1.297348   -.4696458

                                                                              

         ROA        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total    1982.69038        31  63.9577541   Root MSE        =     4.514

                                                   Adj R-squared   =    0.6814

    Residual    550.148403        27  20.3758668   R-squared       =    0.7225

       Model    1432.54198         4  358.135494   Prob > F        =    0.0000

                                                   F(4, 27)        =     17.58

      Source         SS           df       MS      Number of obs   =        32
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The result of the ordinary least square shows that the coefficient of determination R2 has a 

value 0.722, which means that the independent variables in the model accounted for 72% of 

the change in the dependent variable (ROA) while the remaining 28% should be explained by 

variables outside the model. The figure of regression coefficient at 72% is a pure indication 

that the independent variables were properly selected and combined, in that case the model is 

of best fit to explaining the dependent variable and can be relied upon. The result also shows 

that the model is statistically significant since the F-statistics and P-value are 17.58 and 0.0001 

respectively, signifying that the model is valid. 

4.2 Test Of Hypotheses And Discussion Of Results 

Ho1 – Inventory holding period has no significant effect on firm performance 

Inventory holding period (ICP) have coefficient of 0.92 which indicates that it has positive 

effect on Return on Assets of Natural Resource firms. The result also maintains that ICP has 

statistically significant effect on ROA because its p-value 0.000 is less than the critical value 

of 0.05. However, as the P statistics value is greater than the critical value of 0.05 at 95% 

confidence level, we accept the alternate hypothesis that affirms that inventory holding period 

has significant effect on the financial performance of firms in Nigeria.  

Ho2 – Trade receivable collection period has significant effect on the performance of firms in 

Nigeria. 

It is also observed that, Trade Receivable Collection Period (TRP) has coefficient of 0.882, 

which shows that a unit change in TRP can cause a change of 0.88 units on the Return on 

Assets if the other variables should be held constant, hence average collection period has 

positive effect on the profitability of firms. The P statistics of P>/t/= 0.000 shows that Trade 

receivable Period is statistically significant in explaining the changes in Return on Assets and 

by implication, the P value 0.000 is less than the critical value at 5%, hence we reject null 

hypothesis and accept that Trade Receivable period is statistically significant to explaining 

effect on firm performance. The study agrees with the previous works of Sheikhdon  and  

Kavale (2016) that trade receivable collection period has significant positive relationship with 

profitability.  

Ho3 – Trade payable payment period has no significant effect on performance of firms in 

Nigeria. 

From the table, TPP has coefficient -0.88 and P>/t/ = 0.000 which indicates that TPP has 

negative and significant effect on ROA of firms within Natural Resources Sector. It shows that 

if every other independent variables is held constant, a unit change in Trade Payment Period 

could cause inverse change of -0.88 unit change on the ROA of the firms. That is to say that 

TPP has negative and statistical effect on the ROA of firms listed on Natural Resource Sector 

of the economy. As a result of this, the alternate hypothesis is accepted and we conclude that 

trade payment period has significant effect on performance of firms under Natural Resources 

Firms. This implies that delay in settlement of invoices had adverse affect on profitability The 

study agrees with the previous works of Deloof (2003) and did not concur with the work of 

Sheikhdon  and  Kavale (2016) who found that average account payable period has positive 

effect on profitability. 
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Ho4 – Cash conversion cycle has significant effect on performance of firms in Nigeria. 

Pertinently, the result provides that Cash Conversion Cycle has a coefficient of -0.93 meaning 

that a unit change on CCC can cause a negative change of 0.93 on the ROA when other 

variables are held constant. The CCC is also seen to have a significant effect on the ROA since 

its P value 0.000 is less than critical value of 0.05, in that case, we make a decision by accepting 

alternate hypothesis that affirms that cash conversion cycle has significant effect on the 

financial performance of firms in Nigeria. The result is in conformity with the past study by 

Jayarathre (2014), Mohammed (2012) and Igbal, Manzoor, Akhtar and Amin (2012), but does 

not support the work of Yilmaz and Acar (2019), who documented that ROA was not 

influenced by CCC and its components 

5.0 Conclusion and Recommendation 

This study is on the effect of liquidity management on the performance of firms in Nigeria. 

The measures for Independent variable include trade payable payment period, trade receivable 

collection period, inventory holding period, and cash conversion cycle, while return on assets 

was a  proxy for dependent variable. The study covered four  Natural Resources firms in the 

Nigerian Exchange Group. Data were collected from the audited financial statement of 

the companies under investigation from 2013 to 2020 financial year. Multiple regression 

analysis was used to determine the effect of independent variables on dependent variable. The 

result of the study reveals that liquidity management components significantly affected 

profitability, and  cash conversion cycle which measures the time period between outlay of 

cash and cash recovery from a company's regular course of operation has a negative 

relationship with profitability.  The study therefore recommends  a low cash conversion cycle 

(CCC) and optimization of the CCC components.  
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