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Abstract 

This study evaluated the relationship between firm characteristics and liquidity management among firms 

in Nigeria stock exchange. Six objectives and hypotheses were formulated and tested. The study adopted 

on ex-post facto design and used panel data collected from the financial reports of forty firms in Nigeria 

stock exchange between 2009 and 2018. The study proxy firm characteristics using firm size, firm age, 

firm growth, leverage, firm performance, audit committee effectiveness as explanatory variables while 

liquidity management as dependent variable. The data collected was analysed using Panel least square 

regression; however some preliminary analysis such as descriptive statistics, correction analysis was 

carried out. The study finds that firm characteristics affect about 36 percent of the level of liquidity 

management. That is, about 36% of the level of liquidity management among companies in Nigeria can 

be attributable to their firm characteristics. Findings shows firm size has positive and significant effect 

on liquidity management; firm’s leverage policy has negative but insignificant effect on liquidity 

management; firm growth has positive but insignificant effect on liquidity management; firms’ age has 

positive significant effect on liquidity management; firm performance has negative but insignificant effect 

on liquidity management; audit committee effectiveness has positive but insignificant effect on liquidity 

management among companies in Nigeria. The study recommended that management of firms in Nigeria 

should consider the size of their firm as their firm size positively and significantly affect the level of 

liquidity management 

Keyword: Firm size, Firm age, Firm growth, Audit committee effectiveness, liquidity management, 

leverage, firm performance 

Introduction 

Liquidity management as one aspect of corporate strategy has received much attention following the 

global financial crisis which affected the sources of funding for firms. Business managers now device 

strategy of managing their finance in order to meet their obligations as they fall due and increase 

profitability and shareholder’s wealth (Don, 2009). However, most of the managers’ do considers 

liquidity management from the perspective of working capital hence they measure corporate liquidity 

using the components of working capital, this measure excludes the use of investment security and other 

near cash assets. 

Liquidity management therefore involves series of activities targeted at achieving desired level of short-

term reserve without distorting the profit making ability and operations of the firm. This therefore requires 

the daily assessment of the money requires to meets obligations which depend mostly on the volume of 

operating activities and obligations that are due (Karani2013). The management of liquidity plays a 

significant role in the successful functioning of a business firm (Eljelly, 2004). According to Karani 

(2013) liquidity requirement of a firm depends on many factor including the volume of operation, nature 

of the firm, growth rate, industry etc. 

Firm characteristics are attributes which distinguishes one firm from another, they include: the size of the 

firm, leverage, performance, age, firm growth etc. those characteristics can influence the level of liquidity 

management. Liquidity policy like other firm policies are established over time, tested and adjusted in 
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older firms compare to in new firms. However, the extent to which the firm characteristics affect the level 

of liquidity management among firms in Nigeria is lacking. 

Statement of the problem  

The liquidity position of an organization to large extent determines the organization ability to meet its 

obligation. However, holding assets in liquid form can lead to increase transaction cost, managerial 

constraint, higher administrative cost and corporate failure. However the benefit associated with effective 

liquidity management (which involves taking advantage of investment opportunity, build goodwill and 

enhance their competitive advantage) do outweigh the cost in most firms. The extent firm manage their 

liquidity differs, as some tend to be very effective in the management of liquidity while other may not. 

This indicates that the management of liquidity can be affected by some firm attributes. However, 

empirical studies that look at the cause-effect relationship between liquidity management and firm 

attributes is scanty.  

Most previous studies conducted on this area were done in developed countries like China, U.S., Germany 

and U.K. studies in developing economy like Nigeria is lacking. This study introduced audit committee 

effectiveness as part of firm attributes that can affect liquidity policy. The above constitutes the gap in 

empirical which this study filled.  

Objective of the study  

The main objective of this study is to evaluate the effect of firm characteristics on liquidity management 

among quoted companies in Nigeria. The specific objectives includes to: 

1. Evaluate the effect of firm size on liquidity management among quoted companies in Nigeria.   

2. Ascertain the effect of leverage on liquidity management among quoted companies in Nigeria.   

3. Determine the effects of firm growth on liquidity management among quoted companies in Nigeria.  

4. Examine the extent of effect that firm age has on liquidity management among quoted companies in 

Nigeria.   

5. Evaluate the effect of firm performance on liquidity management among quoted companies in 

Nigeria.  

6. Appraise the effect of Audit committee effectiveness on liquidity management among quoted 

companies in Nigeria.   

The findings of this study can be of importance to stakeholders of firms Nigeria (managers, investors, 

policy makers and researchers. The paper is structured into four sections. Following the introduction, 

section two: reviews related literature. Section three: the methodology. Section four: data analyses, 

conclusion and recommendations 

Review of Related Literature 

Conceptual Framework   

Liquidity: According to Farooq (2013) liquidity as the resources available at a firm disposal to meet its 

day to day obligations. He believed that liquidity caries information content which provides investors 

with a publicly available channel via which they can infer valuable information. Biety, (2003) opine that 

liquidity ratios reveals how solvent a company is, he believed that no company can become insolvent 

overnight, as deterioration in these ratios can be gradual thus showing the sign of insolvency.  
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Firm Size: Firm size has been variously defined in the literature to refer to the total assets, scale of 

operations and number of employees among others. With this definition, larger firms are assumed to have 

more resources at their disposal and can be used for profitable investment opportunities. Similarly, Brown 

(2009), defined firm size by making reference to the market value. In same vain, According to Vieira 

(2010), aligning with the previous definition concluded that the size of a company is better reflected by 

its total asset, sales, or market capitalization. Firm size has been identified as one of the most influential 

attributes of a firm in empirical studies recently.  

Leverage: According to Rajan and Zingales (1995 cited in Salehi, 2009), define leverage as the ratio of 

total liabilities to total assets. It shows the proportion of debt to equity in the capital structure of a firm. 

The financing or leverage decision is a significant managerial decision because it may influence the 

shareholder’s value, risk and the market value of the firm. The ratio of debt-equity has implications for 

the shareholders‟ dividends and risk. This affects the cost of capital and the market value of the firm 

(Pandey, 2007). The use of optimal debt level can balances the benefits of debt against the costs of debt, 

this indicates that the use of debt to a certain extent can results in higher equity value. After the optimal 

level of debt is reached, the benefit of debt would be lower than the cost, after this point, the more a 

company uses debt, the less income tax the company pays, but the greater its financial risk.  

Firm Growth: According to Mai, (2006) firm growth as the consistent increase in the revenue, and assets 

metrics. A firm is considered to be growing when its revenues, or assets or both surge in consecutively 

over a period of time.  

Firm Age: Pickering, (2011) define firm Age as the length of incorporation. They argued that since a 

firm is a legal person, is born through incorporation. Aging as it is with human process is associated with 

a general decline in the physical functioning of the human body, such as the ability to remember, react, 

move and hear. On the other hand Ericson and Pakes, (1995) opine that firms specialize and find ways to 

standardize, coordinate and speed up their production process, as well as to reduce costs and improve 

quality as they get older, this enhance their performance. In this study, the year of incorporation is used 

as the year of the birth, hence the firm age is the length of incorporation that is, date of incorporation till 

date. 

Firm performance: Haniffa and Huduib, (2006) view performance as the various indices used in the 

evaluation of an entity in a given period. The performance can be financial or non-financial metrics. The 

concept of firm performance forms the core of strategic management and empirically, most studies in 

accounting and in finance uses the financial metrics. The finance performance measure as used by the 

accountant is limited by standards established by the profession and hence impacted by the accounting 

practices (Kapopoulos & Lazaretou, 2007). Financial performance can be measured differently by 

different researchers, but in a wider perspective four (4) major groups of accounting ratios were used to 

measure financial performance. The measurement shows how effective the management are in the use of 

assets to the advantage of shareholders (Ibrahim & AbdulSamad, 2011).  

Audit committee effectiveness: Audit committee effectiveness is a measure of how the Audit committee 

is meeting with their responsibility. The effectiveness of the board is reveals by the number of times the 

Audit committee meet to discuss and formulate policy for the firm. According to Ntim and Oser (2013), 

audit committee meeting is the number of times that the corporate board of director meets to deliberate 

on issues regarding the firm. They are likely to perform their duties in the best interest of the shareholders. 

On the other hand, frequent meetings may result in waste of managerial time, increase financial burden 

in terms of travel expenses and sitting allowances for Audit committee members. Routine tasks also 

absorb most of the meeting without adequate time left for outside directors to exercise control over the 

management. The relationship between diversification strategy adopted and assets utilization can be 

depicted in the graph below. 
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Theoretical Framework   

Resource Based Theory: The resource based theory was propounded by Barney's (1991). The theory 

holds that in a competitive business environment, strategy adopted by firm depend on the resource; hence 

entity with heterogeneous resources will operate similar strategies. The theory advocated for manager to 

focus on the identification of internal resources in other to identify those assets, capabilities and 

competencies that can give the firm competitive advantages. The theory draws the attention of corporate 

entity to their internal resources as a means by which they can organise their processes in other to achieve 

competitive advantage. Those internal resources that can give the entity competitive advantage must be 

unique, valuable, rare, imperfectly imitable (firm-specific) and not substitutable. In other to exploit these 

internal resources, the personal trait of the executive director will count. Teece (1982) observed that one 

of the unique attribute of these firms’ value creating resources is their indivisibility, which can leads to a 

market failure when not properly utilized. A firm financial resources can be both internal or externally 

sourced sure using debt instrument. The level of liquidity shows the financial resources available for 

business operations. The resource based theory provides the theoretical framework which evaluates the 

nexus that exist between firm characteristics and liquidity management. 

Theoretical Exposition   

The relationship between each of the dependent variables and liquidity management is depicted below  

 

 

  

 

 

  

  

 

  

 

 

The diagram above shows the relationship between each of the firm characteristics variables and the 

liquidity management of firms in Nigeria. The relationship is explained low: 

Firm Size and Liquidity Management  

Company size has been identified as one of the major attributes of company, it determine to large extent 

the operating and control structure in the company. Company size is assumed to influence the level of 

resources at their disposal when give the company the opportunity to take advantage of investment 

opportunities, hire best hands to run its operation. This is believed to influence other factors like; 

company’s assets, cash holding, liquidity performance etc. According to Athanasoglou, Brissimis and 

Delis (2005) there is direct relationship between company size and its performance. Dogan, (2013) 

observed that large firms do require large amount of resources to meet their operational day to day need 
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though this seems relative, as the amount of cash held to meet daily operational need may be large in 

value compare to that of smaller firm but this may not be the case when the amount is divided by their 

respective assets or profit. Empirical studies have different findings regarding the extent to which firm 

size impact the level of resource held to meet obligations. In an empirical study by Maja and Josipa (2012) 

on the influence of firm size on liquidity management policy founds that firm size has a significant 

positive (though weak) influence on firm liquidity. Similarly, Abondo (2013) examined the effect of firm 

size on the liquidity management policy. The finding shows that firm size significantly affect the level of 

liquidity of commercial banks in Kenya. In a related study by Nzioka (2013) on relationship between firm 

size and liquidity management policy using panel data collected from 43 commercial banks in Kenya. 

Obligation and market share as there was high positive correlation coefficient. The relationship between 

firm size and liquidity seems to be positive in those empirical studies, but this cannot be same with firm 

in Nigeria which may requires large amount of cash in other to meets its obligation due to political 

instability, economic downturn, dwindling demand result from harsh government policy. 

Audit Committee Effectiveness and Liquidity management  

The effectiveness of the audit committee reveals the extent to which the board carriers out their 

responsibility of overseeing the activities of the firms and formulate the policy for the firm. One of the 

policy formulated by the board through its audit committee is the liquidity management policy. Frequency 

of board meetings is considered to be an important way of improving the effectiveness of the audit 

committee (Ntim & Oser 2013). Given the importance of the audit committee in ensuring that the firm 

liquidity is efficiently managed, it can be argued that an efficient and effective audit committee can lead 

to improved liquidity of the firm and ensures minimization of waste of resources which effect firm and 

its market value. Such audit committee will also instil a great deal of shareholder confidence. Routine 

tasks also absorb most of the meeting without adequate time left for outside directors to exercise control 

over the management. However, Vafeas (1999) argued that audit committee meetings are not useful 

because outside directors have limited time for meaningful exchange of ideas among themselves. 

Firm Growth and Liquidity Management  

Firm growth is seen as the change in the firm total assets, revenue and revenue generating capability. 

Mai, (2006) believed that a firm has the opportunity for growth when the firm has resources to invest in 

project with net present value. A firm in growing stage will tends to keep some resources to enable it take 

advantage of investment opportunity. On the contrary, Mai, (2006) argued that most firms which is 

experiencing low level of growth do prefer to divide the risk of low growth with the creditor through the 

issuance of liquidity which is in the form of long term payable. Most empirical studies view firm growth 

from one sided perspective; they empirically viewed growth from sales, and assets perspective. A growing 

firm invests more in assets and investment with promising return. Logically, a firm in the growing side, 

will require large proportion of its resource to be liquid or near liquid form in other to meet obligation 

and build reputation and goodwill among firms. In line with this proposition, Myers (1977) argues that 

companies with as growth options tend to lower the level of their gearing ratios by keeping more liquid 

asset to take advantage of investment opportunity. However, Michaelas, Chittenden and Poutziouris 

(1999) believed that the relationship between growth opportunities and liquidity may be different along 

sector line.  

Leverage and Liquidity Management 

The use of leverage requires the payment of interest and repayment of principal amount of the debt a 

large part of the firm’s cash flow would decrease (Magpayo, 2011). The interest payment and repayment 

of principal sum (debt servicing) requires cash (liquid assets). Meeting the debt servicing obligation will 

require the use of resource which is liquid in nature. One can argue that debt servicing obligation can 

reduce the liquidity level of the firm.  The use of leverage though it carries fixed may be beneficial in 
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economic boom periods, and it may cause serious cash flow problems in recession periods, because there 

might not be enough sales revenue to cover the interest payment (Tudose, 2012).  

The use of leverage financing as observed by Ferreira and Villela (2004) can increase the firms’ 

probability of bankruptcy especially in an unstable economy hence firms most often do prefer the use of 

internally generated fund instead of financing investment with equity. The internal funds are held in form 

of liquid assets. However, Kedman and Person (2014) argued contrary believing that highly leveraged 

firms would keep low level of cash and cash equivalent (liquid assets) as they prefer taking opportunity 

of investments using available fund prior taking on equity. Thus to reduce the probability of experiencing 

financial distress, firms with higher leverage are expected to keep most of their assets in liquid form. On 

the other hand, firm with high ability to raise equity do tend to keep most of their assets in liquid form 

(Ferreira & Vilela 2004). In line with this, Baskin, (1987) opined that high leverage firm are more likely 

to keep most of their assets in liquid form due to high probability of financial distress. 

Firm performance and Liquidity Management  

Firm performance forms the core of strategic management and empirical studies in accounting and in 

finance uses the financial metrics. However, despite the metric used, performance shows increase in 

assets of a particular period over the other. Such an increase results from the operation or investment 

made by the firm. Above, one can believe that firm performance reflect the return on operation or 

investment of a firm. Such return can be in cash or near cash resources. This can directly increase the 

level of liquidity in the firm. A firm with high rate of turnover for instance may maintain higher level of 

inventory to meet its sales demand than a firm with low turnover rate. Though high turnover does not 

translate into profitability, it gives the firm the assurance of regular cash inflow. A firm with high turnover 

will require higher level of operation (high inventory, processing and cash) to meet its customers demand. 

Thus, a firm with high turnover, in other to meet its sales or supply obligations will tends to maintain 

high level of resources especially current and highly liquid assets. In a study by Issa (2013) liquidity was 

found to have positive and significant relationship performance of listed firms. In a related study done by 

Daniel and Tilahun (2012) on relationship between firm characteristics (using liquidity and other 

variables) on performance of insurance companies in Ethiopia. The result shows firm liquidity policy has 

no significant effect on performance of insurance companies in Ethiopia. The controversy over the extent 

and direction of relationship between firm performance and liquidity policy is one of the concern of this 

study. 

Firm age and Liquidity Management  

Firm age is believed to be the number of years of incorporation of the company; even though some believe 

that listing years should be the age of the company. Firm age is usually associated with experience in 

operations and management. Older firms tend to have standard for most activities and well established 

policy for various aspect of operations. Liquidity policy like other firm policies are established over time, 

tested and adjusted in older firms compare to in new firms. However, another view holds that Aging as it 

is with human process so also with the firm, the human body can be associated with a general decline in 

the physical functioning of the human body, such as the ability to remember, react, move and hear. 

However, according to the life cycle effect, younger companies are more dynamic and more volatile in 

their growth experience than older companies ((Loderer, Neusser, & Waelchli, 2009). Maturity brings 

stability in growth as firms learn more precisely their market positioning, cost structures and efficiency 

levels. 

The study observed from the empirical that firms which examined all the aspect of firm characteristics 

and how they affect liquidity management in Nigeria context is lacking. The study introduced audit 

committee effectiveness as a firm attributes that can affect liquidity policy. This study carries out husman 

effect test on the panel data used in the study.  
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Methodology   

Research Design   

The study used panel data and was based on ex-post facto research design. The panel data were collected 

from the published financial report of all quoted non-financial firms in the Nigeria Stock Exchange 

between 2009 and 2018 financial years. In analysing the data, the study adopted multiple regressions, 

however, some preliminary analysis such as descriptive statistics and correlation analysis were carried 

out.  

Model Specification  

The model used was adopted from the work of Mohammed (2016). The study of Mohammed evaluates 

the nexus between firm characteristics and firm market value. The model used as follows:  

LIQ = f(FSIZE, LEVEG, FGRWT, FAGE, FPERM, AUCEFF) …………..……… 1 

Equation 1 is the linear regression model that was used in testing the null hypotheses formulated.  

Where: LIQ = Liquidity Management, FSIZE = Firm Size, LEVEG = Leverage, FGRWT = Firm Growth, 

FAGE = Firm Age, AUCEFF = Audit committee Effectiveness, C0= Constant; C1… C6, = is the 

coefficient of the regression equation, e = Error term; i= is the cross section of firms used, t = is years.  

Data Analysis and Interpretation 

This study used panel data and adopted the panel regressions analysis to identify the possible effects of 

firm characteristics on the liquidity management of quoted companies in Nigeria. The study conducted 

some preliminary analysis such as descriptive statistics and correction analysis to ascertain the normality 

of the data and check for the presence of multi-colinearity. 

Data analysis 

Descriptive Statistics: The descriptive statistics result shows the mean (average) for each of the 

variables, their maximum values, minimum values, standard deviation and the Jarque-Bera (JB) statistics 

(normality test). Table 4.1 below, is the descriptive statistics result of the data covering the period of ten 

years 2009 -20018 of the quoted companies in used for the study. 
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 LIQMAG FAGE FSIZE FGROWTH LEVERAG ROA AUDCOEF 

 Mean  0.322931  22.02308  46.33509  12.09501  0.292185  0.595309  3.661538 

 Median  0.320000  20.50000  45.40596  8.968351  0.273000  0.581150  4.000000 

 Maximum  0.610000  57.00000  86.44060  120.2200  0.713000  2.364404  6.000000 

 Minimum  0.030000  2.000000  20.27896 -65.72322  0.046000 -1.138840  2.000000 

 Std. Dev.  0.114407  12.18292  17.44447  19.83862  0.131679  0.421824  0.712220 

 Skewness  0.443233  0.606681  0.280496  0.788733  0.632995  0.860249 -0.431184 

 Kurtosis  4.652729  2.647744  1.980705  8.070595  3.226908  6.617364  3.559004 

        

 Jarque-Bera  57.15670  25.94040  21.99718  458.2392  26.88103  260.7383  17.16268 

 Probability  0.000000  0.000002  0.000017  0.000000  0.000001  0.000000  0.000188 

        

 Sum  125.9430  8589.000  18070.69  4717.053  113.9521  232.1703  1428.000 

 Sum Sq. Dev.  5.091605  57736.79  118376.4  153099.0  6.745044  69.21697  197.3231 

        

 Observations  400  400   400   400  400   400  400 

Source: Researcher’s (2019). 

The descriptive statistics result of the companies in Nigeria reveals the mean value of 32.29, maximum 

value of 61.00 and minimum value of 0.03. This means that on the average firms in Nigeria maintain 

about 32.29 percent of their assets as liquid assets, some maintain about 61 percent of their assets as liquid 

assets while some maintain about 3 percent of their assets as liquid assets. The difference between the 

mean, maximum and minimum value are large, this indicates that the liquidity management among the 

firm differs greatly. Firm age, has a mean value of 22.02 years, maximum value of 57years and minimum 

value of 2 years. The difference between the mean, maximum and minimum age indicates most of the 

firms have are considered old as they are above the benchmark of ten. The result of Firm size shows a 

mean value of 46.33, maximum value of 86.44 and minimum value of 20.27, the minimum value of the 

firms size reveals that some of the firms are not too large when compare with others. The result of Firm 

growth, shows that the firms used in the study have a mean growth value of 12.09 maximum growth rate 

of 120 percent and minimum growth rate of -15 percent (negative). The mean value of the growth rate 

(12.09) reveals that on the average, the companies in Nigeria are growing at about 12.09 percent, though 

some have higher growth rate, others are experiencing negative growth within the period of the study. 

Leverage, shows the proportion of debt financing used by the firm. The result shows that on the average, 

the firm used for the study has about 29percent of leverage financing, the maximum value of 71.3 percent 

and minimum value of 4 percent. Firm performance, has a mean value of 59.5, maximum value of 2.36 

and minimum value of -1.14 (negative). The result of the Audit committee effectiveness shows that on 

the average, the audit committee of most firms used in the study meet about 3.7, maximum value of 6 

times and minimum value of 2 times. The result reveals that on the average, the audit committees of the 

firms used are effective in the discharge of their responsibility. Lastly, the Jarque – Bera statistics which 

is used to test for normality of data under eview software shows that liquidity management, firm size, 
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firm age, firm growth, firm performance, audit committee effectiveness and leverage policy are normally 

distributed at one percent significant level. This reveals that the result of the data used can be relied upon 

in drawing generalization and conclusion from the study. 

Correlation Analysis: In examining the relationship that exist among the variables and check for the 

presence of multi-colinearity, the study employed the Pearson correlation coefficient and the results are 

presented in table 4.2 

 LIQMAG FSIZE FAGE FGROWTH LEVERAG ROA AUDCOEF 

LIQMAG  1.000000       

FSIZE -0.090956  1.000000      

FAGE  0.220170 -0.002226  1.000000     

FGROWTH  0.051006 -0.066532  0.144207  1.000000    

LEVERAG -0.085753  0.270388 -0.016837 -0.006824  1.000000   

ROA -0.101206  0.090926 -0.162409  0.040101  0.246388  1.000000  

AUDCOEF -0.103201 -0.084449 -0.105458 -0.099689  0.095362  0.071134  1.000000 

Source: e-view correlation analysis result 2019. 

The correlation analysis result shows that liquidity management has negative relationship with `firm size 

(-.09), this reveals that bigger `firm tends to have low level of liquidity. The result shows that liquidity 

have negative association with both leverage, firm performance `and `audit committee effectiveness. This 

indicates that higher level of leverage (-0.086), better performance (-0.101) and effective audit com Firm 

size has negative association with firm age (-0.22), firm’s growth (-0.066) and audit committee 

`effectiveness (-0.08). This reveals that the bigger a firm `is, the lesser its growth rate and effectiveness 

of its audit committee. The result also shows that firm size is positively associated with leverage (0.27) 

and firm performance (0.09). This reveals that bigger firms tends to use more leverage and hence 

performance better. Firm’s age has positive association with firm growth and negative association with 

leverage, firm performance, and audit committee effectiveness. This reveals that older firms tend to lower 

level of leverage financing, low performance and ineffective audit committee (-0.103) reduces the level 

of liquidity in quoted firms in Nigeria respectively. Liquidity management has positive association with 

firm growth and firm age. This reveals that older firms and firm on the growing stage maintain higher 

level of liquidity. Firm growth has negative association with leverage (-0.006) and audit committee 

effectiveness (0.099). The association reveals that growing firm uses lesser leverage and ineffective audit 

committee. The result also reveals positive association exists between firm growth and firm performance. 

This shows that a growing tends to have better performance. Leverage policy is positively associated with 

performance of firms and effectiveness of audit committee. This has shown that the use of debt increases 

the performance of firms. Firm’s performance is positively related to the effectiveness of audit committee. 

Regression analysis  

This study adopted the panel regressions analysis to identify the possible effects of firm attributes on the 

liquidity management of quoted companies in Nigeria. However, due to the heterogeneous nature of the 

panel data, the study used the Hausman effect test to check the effect it has on the data. The summary 

result of liquidity management model, Hausman effect test used by the study to select between fixed and 

random effect, which affect the data used in the study is presented below.  
  



Journal of Accounting, Business and Social Sciences, Volume 3 number 1, February 2020; ISSN 2672-4235 (JABSS) 
 

70 
 

Correlated Random Effects - Hausman Test  

Equation: Untitled   

Test cross-section random effects  

     
     

Test Summary 

Chi-Sq. 

Statistic Chi-Sq. d.f. Prob.  

     
     Cross-section random 9.334482 6 0.1556 

     
          

Source: Researcher summary of Hausman effect test result (2019) from e-view 9 

The Hausman effect test result shows a chi-square statistics value of 9.33and probability value 0.1556, 

the chi-square probability value is above 10 percent. Based on the result, the study accept the random 

effect and reject the fixed effect, hence we use the random effect to correct the problem of heterogeneity 

in the data used for the study. Table 4.4 below is the regression result adjusted for fixed effect (detail of 

the result is presented in table 6 under the appendix). Below is the panel regression analysis result of the 

effect of firm characteristics on liquidity management.  

Cross-section random effects test equation:  

Dependent Variable: LIQMAG   

Method: Panel Least Squares   

Sample: 2009 2018   

Periods included: 10   

Cross-sections included: 40   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     C 0.379745 0.065922 5.760493 0.0000 

FSIZE 0.001963 0.000287 6.839721 0.0000 

FAGE 0.011573 0.002625 4.408761 0.0005 

FGROWTH 0.000193 0.000321 0.601553 0.5479 

LEVERAG -0.017742 0.054217 -0.327235 0.7437 

ROA -8.116765 0.019292 -0.004202 0.9966 

AUDCOEF 0.000656 0.008810 0.074485 0.9407 
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 Effects Specification   

     
     Cross-section fixed (dummy variables)  

     
     R-squared 0.457389     Mean dependent var 0.322931 

Adjusted R-squared 0.360245     S.D. dependent var 0.114407 

S.E. of regression 0.104840     Akaike info criterion -1.562361 

Sum squared resid 3.781084     Schwarz criterion -1.094560 

Log likelihood 350.6605     Hannan-Quinn criter. -1.376922 

F-statistic 2.649559     Durbin-Watson stat 2.050636 

Prob(F-statistic) 0.000000    

     
     Source: Panel regression result from e-view 9 

The analysis result of the liquidity management model shows an R-sq of 0.457 and R-sq (adj) 0.36 

respectively. The R-squared adjusted value of 0.36 (36%) indicates that firm characteristics can explain 

about 36 percent of changes in liquidity management of companies used in the study. That is, about 36% 

changes in liquidity management of companies in Nigeria can be attributable to the level of firm 

characteristics. Thus firms with some characteristics will tend to manage their liquidity than those that 

does not have those characteristics. The F-statistics value of 2.649, and its probability value of 0.000, 

shows that the liquidity management regression model used is well specified and the specification is 

statistically significant at 1% levels.  

The study finds that firm characteristics positively affect liquidity management among firms Nigeria.  

1. The study finds that Firm size has positive effect on the level of liquidity management among firms 

Nigeria. This indicates that larger firms positively manage their liquidity management. This reveals 

that, firm size positively and significantly affect affects the level of liquidity management. The finding 

of this study indicates that firm size positively and significantly drives liquidity management among 

firms in Nigeria. This finding is similar to the findings from the study of Mohamed (2013) Dahawy 

(2009), but contrary to the findings from the study of Adeyemo and Ogunbajo (2016) who found 

negative relationship between firm size and liquidity management. 

2. The study finds that firm’s leverage policy negatively affect the level of liquidity management among 

firms in Nigeria. This indicates that firm’s leverage policy can lead to lower liquidity management 

among firms. This means the more a company’s uses leverage financing, the lower it tend to manage 

its liquidity. Firm’s leverage negatively drive the level of liquidity management, however the extent 

it can drive the liquidity management is not strong enough to be statistically significant among firms 

in Nigeria. This finding is in line with the study of Dogan (2013) who found negative relationship 

between firm leverage policy and liquidity management but contrary to the findings from the study 

of Dahawy (2009), and Mohammed and Usman (2016) who found positive relationship between firm 

leverage policy and liquidity management.  

3. The study finds that firm growth positively affects the liquidity management among quoted firms in 

Nigeria. This finding reveals that growing firms positively manage their liquidity. However, the extent 
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firm growth positively affects liquidity management is not significant. This shows that, firm growth 

can positively but not significantly drive the level of liquidity management among firms in Nigeria. 

This finding is in line with the findings Nasrollah Zahra and Zahra (2011), Dahawy (2009), 

Mohammed and Usman (2016) who found positive relationship between firms’ growth and liquidity 

management. 

4. Firms’ age has positive effect on the level of liquidity management among firms in Nigeria. The result 

reveals that the more a firm gets older the more it tends to manage their liquidity better. The study 

finds that firm age has positive significant effect on liquidity management among companies in 

Nigeria. This shows that, firm age can positively drive the level of liquidity management among firms 

in Nigeria. This finding is similar to the finding from the study of Maja, Ivica and Marijuana (2017), 

but contrary to the findings from the study of Mohamed (2013) and Dogan (2013) who found negative 

relationship between firm age and liquidity management. 

5. The finding from the study shows that firm performance negatively affect the level of liquidity 

management among firms in Nigeria. This reveals that high performing firms in Nigeria do maintain 

low level of liquidity. This indicates that firm performance does not significantly drives the level of 

liquidity management among firms in Nigeria. This finding is in line with the study of Mohamed 

(2013), and Issa (2013). 

6. The study found that Audit committee effectiveness positively affect the liquidity management, hence 

an effective audit committee will lead to better of liquidity management among firms in Nigeria. This 

finding indicates that although Audit committee effectiveness positively affect the level of liquidity 

management among companies in Nigeria, the extent of effect is not statistically significant among 

the firms in Nigeria.  

Conclusion  

For corporate organization to compete favourably and survive on the long run in such environment, 

meeting various stakeholders demand as when due is necessary this will require the firm keeping some 

of their assets in liquid form to meet those needs when they arise. Effective liquidity management is the 

surest way of achieving this. Effective liquidity management can enable a firm gain advantage over other 

operating in the same sector. Liquidity management involves series of activities targeted at achieving 

desired level of short-term reserve money without distorting the profit making ability and operations of 

the firm. This will requires the daily assessment of the money requires to meets obligations which depend 

mostly on the volume of operating activities and obligations that are due. Firm characteristics are qualities 

and attributes which distinguishes a firm from others, such attributes includes: size, leverage, 

performance, age, firm growth etc. those attributes/ characteristics can influence the level of liquidity 

management in firms. This study has shown that some firm’s characteristics lead to better liquidity 

management than others. Firm’s age, firm’s growth, audit committee effectiveness and firms’ size 

positively affect the level of liquidity management while leverage policy, and firm’s performance 

negatively affect the level of liquidity management among firms in Nigeria. 

Recommendations  

1. The study recommends that management of firms in Nigeria should consider the size of their firm as 

their firm size when formulating policy that is geared toward effective liquidity management. 

2. The study finds that firm’s leverage policy negatively affect the level of liquidity management among 

firms in Nigeria should consider reducing the level of leverage financing as the use of leverage is 

negatively affecting the level of liquidity management. 
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3. The study finds that firm growth positively affects the liquidity management among quoted firms in 

Nigeria should consider their growth rate when formulating policy that will be geared toward effective 

liquidity management. 

4. The study recommended that management of firms in Nigeria should consider their firm age when 

formulating liquidity management policy. 

5. The study recommends that management of firms in Nigeria should pay less consideration to the 

performance of their firm when formulating policy that is geared toward effective management of 

their liquidity. 

6. The study recommends that management of firms in Nigeria should consider the effectiveness of the 

Audit committee as their Audit committee effectiveness positively affect the level of liquidity 

management. 
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	Resource Based Theory: The resource based theory was propounded by Barney's (1991). The theory holds that in a competitive business environment, strategy adopted by firm depend on the resource; hence entity with heterogeneous resources will operate si...

