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ABSTRACT: The study empirically assessed the impact of working capital on organization performance using 

ten selected quoted companies across different industries in Nigeria. The inability of many organizations to 

effectively manage their working capital in such a way that it will lead to a sustainable performance has been 

identified as the bane of organizational growth in Nigeria. The study applied ordinary least square i.e multiple 
regression analysis as its estimating technique. A model that expressed return on capital employed which is a 

proxy for organization performance as function of working capital, turnover and equity was formulated. After 

the model estimation it was discovered that while six of the companies used showed a negative relationship 

between working capital and organization performance, four showed a positive relationship. It was also 

discovered that working capital of all the ten firms do not have significant impact on their performances during 

the period under review. Consequently, it is recommended that firms should reappraise the trends of their 

working capital vis a vis their performances with a view to choosing appropriate level of cash conversion flow 

that will not hamper their performances. Again, government should provide enabling environment for business 

organizations to thrive since literature have shown that business environment tend to have more impact on 

organization performance  than working capital especially in a developing country like Nigeria. 
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I. INTRODUCTION 
An organization is required to maintain a balance between liquidity and organization’s performance 

while conducting its day to day operations. Liquidity is a precondition to ensure that organizations are able to 

meet its short-term obligations and its continued flow can be guaranteed from a profitable venture. The 

importance of cash as an indicator of continuing financial health should not be surprising in view of its crucial 
role within the business. This requires that business must be run both efficiently and profitably. In the process, 

an asset-liability mismatch may occur which may increase organization’s performance in the short run but at a 

risk of its insolvency. On the other hand, too much focus on liquidity will be at the expense of organization’s 

performance and it is common to find finance textbooks (for e.g see Gitman, 1984 and Bhattacharya, 2001) 

begin their working capital sections with a discussion of the risk and return tradeoffs inherent in alternative 

working capital policies. Thus, the manager of a business entity is in a dilemma of achieving desired tradeoff 

between liquidity and organization’s performance in order to maximize the value of an organization through an 

effective working capital management. 

 

Business organizations are viewed as an essential element of a healthy and vibrant economy. They are 

seen as vital  to the promotion of an enterprise culture and to the creation of jobs within the economy (Bolton 
Report, 1971). An aspect of business organization specifically Small Medium-Sized Enterprises (SMEs) are 

believed to provide an impetus to the economic progress of developing countries and its importance is gaining 

widespread recognition. Equally in many developing the SMEs occupy a central place in the economy, 

accounting for 90% of business stock (those employing up to 50 employees) and employing approximately 25% 

of private sector employees (Wignaraja and O’Neil, 1999; CSO, 2003; NPF, 2004). Storey (1994) notes that 

small organizations, however, they are defined, constitute the bulk of enterprises in all economies in the world. 

Again, the multinational companies also are very essential in creation of employment opportunities and 

promotion of overall economic growth of the economy. Therefore the performance of these businesses is very 

germane to the growth of the economy. However, given their reliance of many business organizations on short-

term funds, it has long been recognized that the efficient management of working capital is crucial for the 

survival and growth of these organizations (Grablowsky, 1984; Pike and Pass, 1987). A large number of 

business failures have been attributed to inability of financial managers to plan and control properly the current 
assets and current liabilities of their respective organizations (Smith, 1973). Working capital management is of 

particular importance to the business organizations. Some business organizations have limited access to the 

long-term capital markets, these organizations tend to rely more heavily on owner financing, trade credit and 

short-term bank loans to finance their needed investment in cash, accounts receivable and inventory 
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 (Chittenden et al, 1998; Saccurato, 1994). However, the failure rate among these types of businesses is 

very high compared to that of large businesses. Studies in the UK and the US have shown that weak financial 

management - particularly poor working capital management and inadequate long-term financing - is a primary 

cause of failure among businesses (Berryman, 1983; Dunn and Cheatham, 1993). The success factors or 

impediments that contribute to success or failure are categorized as internal and external factors.The factors 

categorized as external include financing (such as the availability of attractive financing), economic conditions, 

competition, government regulations, technology and environmental factors. While the internal factors are 
managerial skills, workforce, accounting systems and financial management practices. Some research studies 

have been undertaken on the working capital management practices of both large and small organizations in 

India, UK, US and Belgium using either a survey based approach (Burns and Walker, 1991; Peel and Wilson, 

1996) to identify the push factors for organizations to adopt good working capital practices or econometric 

analysis to investigate the association between working capital management and organization’s performance 

(Shin and Soenen, 1998; Anand, 2001; Deloof, 2003). Specific research studies exclusively on the impact of 

working capital management on corporate organization’s performance of the small manufacturing companies 

are scanty, especially for the case of Nigeria. Keeping this in view and the wider recognition of the potential 

contribution of the business organization as a key player in the real sector of the economy of developing 

countries,  the performance of these organizations is key to a country’s economic growth and working capital 

management is very germane to accelerating their performance. 

 

However, working capital management is considered to be a very important element to analyze the 

organizations’ performance while conducting day to day operations, by which balance can be maintained 

between liquidity and profitability. Maintaining liquidity on daily base operation to make sure it’s running and 

meets its commitment is a crucial part required in\ managing working capital. It is a difficult task for mangers to 

make sure that the business function running in well-organized and advantageous manner. There are chances of 

inequality of current assets and current liability during this procedure Organization’s growth and profitability 

will be affected if this occurs and organization manger wouldn’t be able to manage it efficiently.According to 

Harris (2005) Working capital management is a simple and straightforward concept of ensuring the ability of the 

organization to fund the difference between the short term assets and short term liabilities. Nevertheless, 

complete mean and approach preferred to cover all its company’s activities related to vendors, customer and 

product. (Hall, 2002). Now a day working capital management is considered as the main central issues in the 
organizations and financial managers are trying to identify the basic drivers and level of working capital 

management (Lamberson, 1995).The purpose of this study is to identify whether the performance of 

organizations are affected by working capital management in some selected companies quoted on Nigerian 

Stock Exchange (NSE). It has to establish the relationship between liquidity and organization’s performance 

considering Return on Assets (R.O.A) and Return on Equity (R.O.E). This study is very important for the 

managers of many business organizations as it will help them to set tradeoff between their liquidity and their 

performance of organizations. Specific research studies exclusively on the impact of working capital 

management on corporate performance of the business organizations appears to be scanty, especially for the 

case of Nigeria. Consequently, our study is a modest attempt to measure and analyse the trend of working 

capital investment and needs of business organizations. This study, therefore, attempts to assess the impact of 

working capital on organization performance of a sample of business organizations and its results are expected 
to contribute to the existing literature on working capital and firms performance. 

 

II. LITERATURE 
Prior studies reported that working capital management may have an important effect on the 

organization’s profitability. Shin and Soenen (1998), Lazaridis and Tryfonidis (2006), Raheman and Nasr 

(2007), among others,  measured working capital with cash conversion cycle, which consists of stockholding 

period, debtors’ collection period and creditors’ payment period. These researchers supported that greater 

investment in working capital (the longer cash conversion cycle) leads to reduction in the organization’s 

profitability (Banos-Caballero et al, 2010, and Nazir and Afza, 2003, 2009).Deloof (2003) used a sample of 
Belgian organizations and found that organizations can increase their profitability by reducing the debtors 

collection period and the days-in-inventory period. He also found that less profitable organizations wait longer 

to pay their bills. Wang (2002) used a sample of Japanese and Taiwanese organizations and found that a shorter 

cash conversion cycle would lead to a better organization’s operating performance. Teruel and Solano (2007) 

took samples of small to medium-sized Spanish organizations for the 1996-2002 period and found that the 

organizations can create value by reducing the days-in-inventory period and the debtors collection period, thus 

leading to the reduction in the cash conversion cycle.On the other hand, though, other researchers support that 

investing more in cash conversion cycle (conservative policy) may lead to increased profitability since 

maintaining high inventory levels is expected to increase sales, reduce supply costs, reduce cost of possible 
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 interruption in production and protect against price fluctuations (Blinder and Maccini, 1991). A higher 

debtors’ collection period may also strengthen the relationship with customers and hence may lead to an 

increase in sales revenue (Ng et al, 1999). Deloof (2003) showed that a relatively huge amount of organizations’ 

assets are reserved for working capital. Summers and Wilson (2000) also stated that more than 80% of the daily 

business transactions in the UK corporate sector is on credit terms. As it can be seen from the aforementioned 

empirical evidence, there are inconclusive and inconsistent results with regard to the role of working capital 

management on organizations’ financial performance. This is due to the fact that researchers used either the 
conversion cycle as it relates to the organization’s profitability or they examined only part of the components of 

the conversion cycle.Dong (2010) reported that the organizations’ profitability and liquidity are affected by 

working capital management in his analysis. Pooled data are selected for carrying out the research for the era of 

2006-2008 for assessing the companies listed in stock market of Vietnam. He focused on the variables that 

include profitability, conversion cycle and its related elements and the relationship that exists between them. 

From his research it was found that the relationships among these variables are strongly negative. This denote 

that decrease in the profitability occur due to increase in cash conversion cycle. It is also found that if the  

number of days of account receivable and inventories are diminished then the profitability will increase numbers 

of days of accounts receivable and inventories.Mohammad Neab and Noriza BMS (2010) worked on crating the 

relationship between Working Capital Management (WCM) and performance of organizations. For their 

analysis they chose the Malaysian listed companies. They administered the perspective of market valuation and 
profitability. They used total of 172 listed companies from the databases of Bloomberg. They randomly selected 

five year data (2003-2007). This research likewise the researches quoted before studied the impact of the 

dimensions of working capital component i.e. C.C.C., current ratio (C.R.), current asset to total asset ratio 

(C.A.T.A.R), current liabilities to total asset ratio (C.L.T.A.R.), and debt to asset ratio (D.T.A.R.) in effect to the 

organization’s performance whereby organization’s value dimension was taken as Tobin Q (T.Q.) and 

profitability i.e. return on asset (R.O.A.) and return on invested capital (R.O.I.C). They applied two different 

techniques for analyzing the data that are multiple regression and correlations. They found that there is a 

negative relationship between working capital variables and the organization’s performance. 

 

Saswata Chatterjee (2010) focused on the importance of the fixed and current assets in the successful 

running of any organization. It poses direct impacts on the profitability liquidity. There have been a 

phenomenon observed in the business that most of the companies increase the margin for the profits and losses 
because this act shrinks the size of working capital relative to sales. But if the companies want to increase or 

improve its liquidity, then it has to increase its working capital. In the response of this policy the organization 

has to lower down its sales and hence the profitability will be affected due to this action. For this purpose 30 

United Kingdom based companies were selected which were listed in the London Stock exchange. The data 

were taken of three years 2006-2008. It analyzed the impact of the working capital on the profitability. The 

dimensions of working capital management included in this research which is quick ratios, current ratios C.C.C, 

average days of payment, Inventory turnover, and A.C.P (average collection period. on the net operating 

profitability of the UK companies.Mathuva (2009) studied the impact of working capital management on the 

performance. He took almost 30 listed organizations as a sample and all these companies were listed in Nairobi 

stock exchange and the data was taken from 1993 to 2008. There were certain findings of his research by 

analyzing the fixed effects regression models. Firstly, there is a negative relationship between the time when the 
cash is collected from the customers and the organization’s productivity. This depicts, organizations that are 

more profitable enjoys less time period for the collection of cash from the customers as compare to ones which 

are less profitable. Secondly, there is a positive relationship between the inventories when they were brought in 

and the period to which they are sold and the organization’s profitability. The interpretation comes out as that 

the organizations or the organizations which take more time to keep the inventories it reduces the costs of the 

disruption in the process of production and usually the business losses as there is the insufficiency in the goods. 

This situation decreases the operating cost of the organization. The third assumption of the research was the 

association between the average payment period and profitability and found out to be positive (p<0.01). The 

more the time taken to disburse the creditors, the profitability will increases 

 

Sen. M (2009) examined the ISE (Istanbul Stock Exchange) listed organizations and checked out the 
relationship with the working capital. According to them there is negative relationship among variables. His 

research uncovered the importance of the finance directors who act as moderators or catalysts to increase the 

productivity of the organization in other words they positively affect the organization’s performance Terual and 

Martinez–Solano (2007) also provided the empirical relationship between both  the variables. They chose the 

small and medium sized Spanish organizations, a sample of about 8872 small to medium sized enterprises for 

1996 to 2002. After the in depth view it was found out that the negative relationship between the profitability of 

 SME’s and the number of days account receivable and days of Inventory. But it did not provide the 
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exact impact of no. of days account payable affect and SME’s return on Assets.Ganesan (2007) selected 

telecommunication equipment industry to study the effectiveness of working capital management. The sample 

included for his research paper included 443 annual financial statements of 349 telecommunication equipment 

companies covering the period 2001 to 2007. The statistical tests used included correlation, regression analyses 

and Analysis of variance (ANOVA). The results showed that days of the working capital negatively affects the 

profitability of these organizations but in reality it does not affect the transportability of organizations in 

telecommunication equipment industry.Sayaduzzaman MD. (2006), examined that the management of British 
American Tobacco is highly reasonable due to the constructive cash inflows, designed approach in running the 

major components of working capital by evaluating five years data from 1999-2000 to2002-2003. Appliance of 

multi-dimensional modal of existing assets mix may have optimistic impact on the nonstop expansion & 

extension of this multinational enterprise. This also depends on collaboration of the stakeholders and business 

environment in the framework of globalization. 

 

Filbeck G. et al. (2005) investigated the data of 26 industries by taking the data of 970 companies 

during 1996 to 1999. They found out that organizations are able to decrease financing cost and/or augment the 

funds obtainable for development by reduce the amount of funds attached to the current assets. They revealed 

that significant difference exist between industries in working capital measures across time. In addition, we 

determine that these measures for working capital vary extensively with in industry with the passage of time. It 
is concluded that negative relationship was also found out between profitability and liquidity of companies of 

United Kingdom. Conversely a positive relationship was seen between debt and organization’s profitability. The 

researchers propose that profitability can be increase by managers if reduction in the day’s of accounts 

receivable and inventories occurred. Therefore the companies whose profitability is less opt to take much longer 

time to pay their bills. The aim of this heading is to discuss the work being done by the researchers and scholars 

in different industries and organizations so as to reveal the contents or the variables and in their dimensions in 

depth. 

Melita (2010) examined the effect of working capital management on firm’s profitability in an 

emerging market financial performance in an emerging market. We hypothesize that working capital 

management leads to improved profitability. The data set used consisted of firms listed in the Cyprus Stock 

Exchange for the period 1998-2007. Using multivariate regression analysis, results supported his hypothesis. 

Specifically, results indicated that the cash conversion cycle and all its major components; namely, days in 
inventory, days sales outstanding and creditors payment period – are associated with the firm’s profitability. 

According to Melita (2010) the results of this study should be of great importance to managers and major 

stakeholders, such as investors, creditors, and financial analysts, especially after the recent global financial crisis 

and the latest collapses of giant organizations worldwide. Kesseven (2006) examined the trends in working 

capital management and its impact on firms’ performance in Mauritian Small Manufacturing Firms. According 

to him, the trend in working capital needs and profitability of firms were examined to identify the causes for any 

significant differences between the industries. The dependent variable, return on total assets was used as a 

measure of profitability and the relation between working capital management and corporate profitability was 

investigated for a sample of 58 small manufacturing firms, using panel data analysis for the period 1998 – 2003. 

The regression results show that high investment in inventories and receivables was associated with lower 

profitability. The key variables used in the analysis were inventories days, accounts receivables days, accounts 
payable days and cash conversion cycle. A strong significant relationship between working capital management 

and profitability had been found in previous empirical work. An analysis of the liquidity, profitability and 

operational efficiency of the five industries showed significant changes and how best practices in the paper 

industry have contributed to performance. The findings also revealed an increasing trend in the short-term 

component of working capital financing. 

 

Muammahd and syed (2011) investigated the impact of working Capital Management on firms’ 

performance for non-financial institutions listed in Karachi Stock Exchange (KSE- 30) Index. A panel data has 

been used in this study for 21 Kse-30 Index listed firms over a period for the year 2001 to 2010. The results 

were obtained by using Canonical Correlation Analysis for identifying the relationship between working capital 

management and firms’ performance. The findings showed that working capital management has significant 
impact on firms’ performance and it was concluded that managers can increase value of share holder and return 

on asset by reducing their inventory size, cash conversion cycle and net trading cycle. Increase in liquidity and 

time period to supplier will also lead to firms’ overall performances. 
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III. METHODOLOGY 
3.1 Model Specification 

 The model used in this study is model is guided by the work of Melita (2010) In order to test our 

proposition, we regress the working capital on  and the organizations’ performance  (Deloof, 2003, and Teruel 
& Solano, 2007). However according to Melita (2010) there some components of the cash conversion cycle 

which include equities and  turnover. These two variables are used as our control variables i.e they also form 

part of our independent variables that we will regress on the organizations’ performance, return on capital 

employed ( ROCE) is used to capture the organizations performance.. Consequently the model for our study is 

stated as follows:  

 ROCE = f  (WC, TUR, EQ,  )  ….. (1) 

 Explicitly the models can be written as 

2.....3210 titititit
EQTURWCROCE    

Where 

ROCEit = Return on capital employed by firm i at period t  

WCit =  Working capital of firm i at period t 
EQit       = Equities of firm i at period t  

TURit = Turnover of firm i at period t 

ut=Error term 

 

3.2     Definition of variables 

Return on Capital Employed (ROCE): This is our dependent variable as it represents a measure of 

theorganizations performance. This ratio also relates profit to investment. It is computed by dividing the profit 

before investment and tax by the capital employed (Total long term Fund) which is the fund employed in the net 

asset plus total debt Anao and Osaze (1993). That is 

ROCE=    Net Profit Before Interest and Taxes  

                         Total Long Term Fund 
 

working capital (WC): This is our real variable of interest, it can be  given in a formula form, which is 

obtained from the book of Brealey, Myers and Allen (2008), p. 789: Net working capital = current assets - 

current liabilities. Similarly to this statement, Filbeck and Krueger (2005) state that: Working capital is the 

difference between resources in cash or readily convertible into cash (Current Assets) and organizational 

commitments for which cash will soon be required (Current Liabilities). 

 

Turnover (TUR): This is one of our control variables, it is represents the total sales of the organization, 

according to Melita (2010) it is regarded as one of the cash conversion cycles. 

 

Equities (EQ): This is the other control variable used in this study, it is also regarded as noe of the cash 

conversion cycles. It is captured with the share capital of the organizations 
 

3.3    Apriori Expectations 

Based on literature and theories certain forms of relationships are expected between the dependent 

variable return on capital employed ROCE which is proxy for the organizations’ performance and other 

independent variables that is turnover, working capital, and equity. The expected relationships are explained as 

follows: 

0
dWC

dROCE
   

That is, β1 is expected to be positive
 

This simply means
 
that a direct relationship is expected between return on   

capital employed and working capital. 

 

0
dTUR

dROCE
   

That is, β2 is also expected to be positive
 

This simply means
 
that a direct relationship is expected between return on   

capital employed and turnover. 

 

0
dEQ

dROCE
   

That is, β3 is also expected to be positive
 

This simply means
 
that a direct relationship is expected between return on   

capital employed and equity.
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3.4     Estimating Technique 

 The estimating technique adopted for this research work is the Ordinary Least Square Estimating 

technique, precisely the multiple regression version.A single model was employed in order to empirically 

investigate the impact of working capital on an organization’s performance. The ordinary least square (O L S ) 

method of multiple regression is adopted because the OLS appears appropriate as it yields estimator which are 

best linear, um-biased and efficient. The following are the reasons for employing the OLS method.  

 
[1] The mechanisms of OLS are easy to understand  

[2] The OLS interpretation procedure is fairly simple.  

[3] The OLS has been used in a wide range of economic relationship with fairly satisfactory results and  

[4] The OLS is an essential component of most other econometric techniques.  

 

3.5 Sources of Data 

 Basically data needed for the study a purely secondary and therefore secondary sources will be 

consulted. However, In the process of collecting data for this study, all the variables used shall be sourced from 

the Nigerian Stock Exchange NSE (2010)  edition. 

 

VI.   RESULTS AND DISCUSSION 
 The first two organizations used were selected from the Banking Industry. Namely First Bank and 

Guarantee Trust Bank . After the model estimation, the regression results were presented as follows: 

 

4.1 Regression Results 

First Bank 

ROCE=-31.15 + 0.0014TUR - 0.0124WC + 0.0089EQ 

          (62.31081)*  ( 0.0092)*  (0.01184)*   (0.010292)*         ..eqn1 

                
R2= 0.92      F=   4.363[0.33]            Dw=3.4 

  GT Bank 

ROCE=45.88 - 0.000152TUR - 0.00014WC + 0.0000357EQ 
          (60.52131)*    (4.56E-06)*  (3.64E-05)*  (3.62E-05)*         ..eqn2 

          
R2= 0.50     F= 0.337123  [0.816505]            Dw=2.6 

The second two organizations are selected from the Beer Brewing Industry 

Guinness Nig. PLC 

ROCE= 1.370076+ 2.88E-08TUR-6.38E-08 WC -1.12E-07EQ 

          (0.715229)*  (2.68E-08)*       (9.84E-08)*   (1.48E-07)*         ..eqn3 

                        R2= 0.76      F= 2.067232 [0.342478]            Dw=3.0 

 Nig Brewries. PLC 

ROCE= -0.043886+ 8.21E-09TUR+1.63E-10 WC +2.23E-09EQ 
             (0.842511)*  (0.842511)*       (9.76E-09)*   (4.72E-08)*         ..eqn4 

                         R2= 0.88      F= 5.092304 [0.168515]            Dw=3.3 

The third two organizations were selected from the Oil Industry 

Texaco Nig . PLC 

ROCE=-0.895560+1.26E-07TUR-2.21E-06WC-1.44E-05EQ 

             (9.367961)*  (1.85E-07)*       (7.34E-06)*   (0.000143)*         ..eqn5 

                          
R2= 0.50      F=0.678761 [0.641669]            Dw=2.04 

 

Mobil Nig . PLC 

ROCE= -2.228344-1.69E-10TUR+1.01E-07WC +3.72E-05EQ 
             (9.580976)*  (3.04E-07)*       (3.60E-06)*   (0.000108)*         ..eqn6 

                         R2= 0.28      F=0.262798 [0.849657]            Dw=3.0 

UAC Nig . PLC 

ROCE= -0.029344+0.00083TUR-0.000175WC -0.000324EQ 

             (0.080976)*  (0.0407)*       (0.0609)*   (0.00118)*         ..eqn7 

                         R2= 0.93      F=9.035 [0.09]            Dw=2.6 

UNILEVER  Nig . PLC 

ROCE= -0.258+0.00097TUR-0.000384WC -0.000151EQ 

             (0.227477)*  (1.04E-08)*       (9.36E-08)*   (2.07E-08)*         ..eqn8 
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                         R2= 0.94      F=11.156 [0.08]            Dw=2.5 

GLAXO  Nig . PLC 

ROCE= -0.2874+0.0000276TUR+0.000284WC +0.000349EQ 

             (0.22017)*  (6.60E-08)*       (1.56E-07)*   (2.26E-07)*         ..eqn9 

                         R2= 0.92      F=7.6 [0.11]            Dw=2.6 

M & B  Nig . PLC 

ROCE= 0.125+0.0000643TUR+0.000176WC +0.000234EQ 
             (0.229263)*  (1.15E-07)*       (1.11E-06)*   (7.43E-07)*         ..eqn10 

                         R2= 0.30      F=0.2946 [0.83]            Dw=3.39 

 

The regression results were presented from equation 1 to equation 10. As it was shown from the 

presentation, two firms were chosen each from the industries. Considering the results and starting from the first 

model on equation 1 which represents that of the first bank. It showed that turnover and equity has direct or 

positive relationship   with the return on capital employed which is the proxy for organization performance. But 

working capital which is our major variable of interest has a negative or inverse relationship with the ROCE. 

The second model which is  for the GT bank also showed a similar result i.e. our real variable of interest which   

is the working capital showed a negative relationship with the ROCE. This result is in conformity with the 

findings of researchers like Deloof (2003), Wang (2002) who found a negative relationship between working 
capital components and organization performance.The second sets of firms were selected from the beer industry, 

namely Guinness and Nigeria Breweries While Guinness model showed a negative relationship between 

performance and working capital, Nigeria Breweries showed a positive or a direct relationship between its 

performance and its working capital. According to Patrick (2009) a firm that showed a positive relationship 

between its performance and working capital are said to be following what is called conservation policy. That is 

they try to maintain high inventory level  and keep high cash conversion cycle. 

 

The third set of firms was taken from the oil industry, and the two showed different results regarding 

working capital and organization performance relationship. Firstly, Mobil, showed a positive relationship 

between its working capital and its performance while Texaco showed a negative relationship. Hence, While 

Mobil is conservative, Texaco is non conservative. The fourth set was chosen from the conglomerates. The 

result of the two firms namely: UAC and UNILEVER  have similar result regarding working capital and 
performance relationship. The two showed that there was a negative between working capital and performance. 

And lastly the last two set of firms from the pharmaceutical industry both showed that there is a positive 

relationship between their working capital and their performances.However, from the findings of this research 

work it showed that just like other authors reviewed in the literature of this research report some researchers 

found a positive relationship between working capital components and performance or profitability while some 

found a negative relationship. It was concluded from one of the researches that firms in the real world have 

divers ways of managing their cash inventory depending on the firms ideology, business environment, 

government policies among others. 

 

4.2  Test of Statistical Significance and Test of Overall Statistical Significance 

The R2 of first bank has 0.92 while that of GT bank 0.33. This means that working capital, turnover and 
equity explained 92% and 33% variation in ROCE of first bank and GT bank respectively. A very important 

deduction from the two results is that the coefficients of working capital for the two firms were not statically 

significant. Also the F statistics values of the two firms did not pass test of statistical significance hence the two 

models were not statistically significant. It can be concluded that working capital does not have significant 

impact on the two organizations performance. Considering the second sets of firms selected from the beer 

brewing industry. While working capital showed a non significant negative relationship with ROCE in Guinness 

model, it showed a non significant positive relationship with ROCE in Nigeria breweries model. Again the 

individual coefficients of both turnover and equity were not also statistically significant the indication of this is 

that none of the three variables for both firms has a significant effect on the ROCE. Although the R2 of both 

showed that 75% and 88% variation in ROCE is explained by the combinations of turnover, working capital, 

and equity of Guinness Niger PLC and Niger breweries PLC respectively. The F test which is the test of the 
over all significance of the model showed that the two models were not statistically significant. Therefore, it can 

be concluded again from this findings that working capital did not have significant impact on the performances 

of the two organizations, selected from the beer brewing industry.The third sets of firms were selected from the 

oil marketing industry i.e. Mobil oil and Texaco oil their regression results were shown in equations 5 and 6 the 

result also demonstrated a similar form of relationship in that coefficients of on the three independent variables 

in the two models were not statistically significant. Even in Texaco model the working capital apart from the 

facts that it was not significant it was also negative.  
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The R2 of both firms were  relatively low. From the value of the R2  it showed that 28% and 50% 

variation in  ROCE is explained by the model i.e. combination  of turnover, working capital and equity for both 

Mobil and Texaco oil respectively. The implication of this result is that the three play relatively small role in 

determining the performance of the two organizations. Again, the test of statistical significant for both forms 

showed that none of their coefficients was statistically significant during the period under preview. These 

findings were supported also by the test of overall significance of the two models, none of the F values was 

statistically significant meaning that working capital, turnover and equity did not have significant impact on the 
two firms performances.  

 

 To further demonstrate the impact of working capital of organizations performance in Nigeria 

two organizations here selected from the conglomerates namely. UAC  and UNILEVER Nig PLC. There was a 

slight difference in the result obtained when it was compared with the previous ones. But just like the previous 

results the working capital coefficient is not significant and also negative. This is an implication that working 

capital  as an individual variable in the model did not have significant impact on ROCE. Though, this is also the 

same with other variables in the model i.e. turnover and equity for the two conglomerates they are not 

statistically significant. However the major difference between this and other previous ones is that the R2 of  

both conglomerates were relatively high. That is 0.93 and 0.94 for  UAC and UNILEVER respectively. This 

means that about  93% and 94% variation in ROCE is explained by the combinations of turnover, equity and  
working capital. Another difference is that the two models from the conglomerate passed test of overall 

significance at 10% level. This shows that the combination of turnover, working capital and equity  have 

significant impact on their performances but working capital alone failed to have a significant impact on the two 

organizations performances. Lastly, the fourth sets of firms  were selected from the pharmaceuticals they are 

glaxosmithcline and May and Baker. Again, the two demonstrated almost similar results. Firstly, the coefficients 

of the working capital were not statistically significant, similarly the coefficients of both turnover and equity 

were not statistically significant. while the R2 of glaxo was relatively high. i.e. 0.92 that of M and B was very 

lows 0.3. The test of overall significance also showed that the models were not statistically significant hence 

turnover, equity and working capital of the two organizations did not have significant impact on the 

performance of the two pharmaceutical firms, Our empirical results have shown that working capital is not 

playing any important role in organization performance in Nigeria    

     

V. CONCLUSION 
Evidence from this research work has confirmed that there existed various types of relationship 

between working capital and organization performance. Some of the ten companies’ models showed that there 

existed an inverse relationship between their cash conversion cycle (working capital) and performance, while 

some showed a direct relationship. Precisely, six of the firms namely: First Bank, GT Bank, Guinness, Texaco, 

UAC and UNILEVER all showed that there is an inverse relationship between working capital and performance 

While four remaining firms namely: Nigeria Breweries, Mobil, Glaxo and M & B showed that there is a positive 

relationship between their working capital and performance. Consequently, according to Patrick (2009) it can be 

concluded that the first six firms were not following the conservation policy since they believed that reduction in 
working capital would lead to improvement in their performances. While the other four firms can be said to be 

following the conservation policy which supports the view that increase in working capital would lead to 

increase in their performances. Again our empirical result have shown that the coefficients of working capital of 

all the firms’ models did not pass the statistical test of significance at 5% level based on this, it can also be 

concluded that working capital of these firms did not have any significant impact on their 

performances.However, it was also deduced from our findings that a firm that did not follow the conservative 

policy in an industry appeared to have a more robust R square than the other firm that follow conservation 

policy in the same industry. Therefore it can also be concluded that the less conservative a firm is its 

management of its cash conversion cycle the more the influence of working capital on its performance.  

 

5.1      Policy Recommendations 
Following the findings from this study the following recommendations are made: 

(i) Appraisal of Working Capital Management by Firms: our study have shown that working capital can 

either have a negative or positive relationship with an organization performance. On this note it is 

recommended that firms should conduct a thorough appraisal of their trends of performances and working 

capital. This will enable them to design a proper line of action that suits their performance enhancement.  

(ii) Need to Maintain a Minimum Level of Working Capital: Efforts should be made by organizations to 

encourage maintenance of at least a minimum inventory level  as these will enable them to meet some 

unforeseen commitments Saswata (2010). That is despite the fact that there existed a negative relationship 

between working capital and performance of six out of the ten firm, it is important for firms to keep a 
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minimum cash conversion level so as to meet unexpected expenditure arising from the organizations, 

operations. 

(iii)  Provision of Enabling Environment for Business Organizations to Thrive:  The reason why working 

capital failed to have significant impact on organization performance in Nigeria might not be farfetched 

considering the business environment in Nigeria. Authors like Smith(1987), Melita (2010) and Deloof 

(2003) have emphasized economic instability, political instability, power generation, security, government 

policies and corruption as major factors that influence business organizations’ performances in most 
developing countries like Nigeria. This is very evident in Nigeria as the business environment in country is 

incessantly prone to insecurity, unstable government policy, dearth of infrastructural facilities, poor supply 

of electricity and a host of other impediments to organizations performance that are inherent in Nigerian 

business environment. Therefore the earlier the Nigerian government tackles all these menace confronting 

the country’s business environment the better the performance of business organizations.   
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