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ABSTRACT: This study investigated the relationship between working capital management 

and profitability of industrial goods sector in Nigeria. Specifically, the variables of working 

capital management namely: Cash Conversion Cycle (CCC), Current Ratio (CR), Quick Ratio 

(QR) and Working Capital Turnover ratio (WCTR) and Return On Assets (ROA) were 

examined. Firms in the industrial goods sector were selected and their data sourced from the 

Nigerian Stock Exchange Factbook (2011-2020) and seventy (70) observations were obtained. 

The study revealed from the regression analysis carried out that a positive linear relationship 

exist between the variables of working capital management (CCC, CR, QR and WCTR) and 

ROA. CR was negatively and significantly related with ROA while, CCC and QR was positively 

but insignificantly related with ROA.WCTR shows a negative and insignificant relationship 

with ROA when tested at 0.05 level of significance. Based on the findings, it is recommended 

therefore, that listed industrial goods firms should adopt the management of their short term 

financial strength in boosting profitability. 
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INTRODUCTION 

 

Working capital management is an aspect of finance that deals with decisions regarding the 

flow of required resources to continuously carry out operations, concerned with the 

management of current assets and liabilities of a business (Owolabi & Alu, 2012). Different 

views on corporate finance are mostly concerned about long-term financial decisions which 

comprises of firm’s valuation, dividend polices capital structure and investment decision. 

Though the activities of the economic growth in Nigeria with its limited financial resources 

that are available to market operators no doubt has brought increase in credit transaction 

(Ifurueze, 2013). It is regarded as an important component of financial management in any firm 

on accounts of its contributions and relationship on profitability (Ani, 2014). Asian (2015) 

described the need and importance of profit as the main motive of every business organization 

and the desire of maximising wealth that cannot be achieved without profit which ensures the 

continuity of business. Also business is financed by both equity and borrowed funds. Financial 

ratios help investors and other users of the financial statement to better understand and gauge 

https://www.eajournals.org/


European Journal of Accounting, Auditing and Finance Research 

Vol.10, No. 5, pp.74-90, 2022 

                                                                   Print ISSN: 2053-4086(Print),  

                                                                               Online ISSN: 2053-4094(Online) 

75 

@ECRTD-UK: https://www.eajournals.org/                                                        
Publication of the European Centre for Research Training and Development -UK 

the firm’s performance. Though, it depends on skills and expertise with which firms uses in 

their credit sales, Nandom, Mubarik and Abdul (2017) described working capital management 

as one of the vital elements of financial management which has direct relation on the firm’s 

financial performance. Therefore, it is considered to be an inseparable segment of overall 

financial management (Navena & Anthuvan, 2017).  

 

In connecting working capital management and profitability concepts, Singh and Asress 

(2011), opined that a well-established and efficient working capital management has a 

significant impact on profitability and liquidity of a firm. Valipour and Moradi (2012) stated 

that by effective working capital management, firms can reduce depending on external source 

of funds thereby generating funds for investments internally. Also ineffective working capital 

management may lead to under-investment which will affect profitability of a firm by reducing 

it. Furthermore, Uremadu, Egbide and Enyi (2012) suggested that profitability and liquidity 

are the major concepts of working capital management. Thus, there is a trade-off between them 

which helps to understand the relationship that exists between profitability and liquidity.  Ani 

(2014) described profitability and working capital management as factor which creates positive 

impact on profitability.  Sabo (2016) stated that profitability and management of working 

capital are the main elements of a business survival. Though, profitability ensures firm’s 

survival, some firms will agree that through improvement of working capital management, 

profitability can be increased. Therefore to avoid failure or weak management of working 

capital, the importance of working capital management and its impacts on profitability should 

be considered as suggested by (Mohammed & Adnan, 2016).  

 

It is expected that working capital management can be controlled thereby giving a significant 

impact on profitability of firms. The review of pertinent literatures by researchers like Angahar 

and Agbo (2014), Junaidu and Sanusi (2014), Onyimba (2015) and Sabo (2016) stated likely 

variables or components of working capital management with regards profitability such as 

average collection period, average payment period, cash conversion cycle and inventory 

turnover among others in cement companies, building materials companies, chemical and paint 

companies in Nigeria but observed that: Apart from the above listed variables to the best of my 

knowledge none has dealt on the issue of current ratio, quick ratio and working capital turnover 

ratio as variables of working capital management that can affects profitability of industrial 

goods sector in Nigeria. 

 

The specific objectives of this study is to ascertain cash conversion cycle, current ratio, quick 

ratio and working capital turnover and firm’s profitability. The research questions and 

hypotheses were set out in line with the stated specific objectives.  Also, the panel analyses 

used in the past studies covered individual quoted companies specifically in cement, building 

materials, chemical and paint companies, and have not really analyse industrial goods sector in 

Nigeria across board which significantly shows the trend of profitability index assessment to 

reflect the full sector. This study therefore presents useful insights on working capital 

management and profitability of industrial goods companies in Nigeria using panel data to 

establish relationships among the research variables. 
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LITERATURE REVIEW 

 

The Concept of Profitability  

Sharaf and Haddad (2015) defined profitability as the position of providing monetary gain 

which is the main goal of any firm. Thus without it, businesses will be discontinued thereby 

regarding increase of profitability as an important task. Therefore, the measurement of previous 

year’s profits and foretelling profits are important. There are varieties of profitability ratios 

used in monitoring the financial health of a business (Muhammad & Imran, 2015). Sharaf and 

Haddad (2015) defined profitability as the position of providing monetary gain which is the 

main goal of any firm. Thus without it, businesses will be discontinued thereby regarding 

increase of profitability as an important task. Therefore, the measurement of previous year’s 

profits and foretelling profits are important. There are varieties of profitability ratios used in 

monitoring the financial health of a business (Muhammad & Imran, 2015). In a supporting 

view, Manoppo and Arie (2016) profitability is measures how well a firm can produce profits 

from prepared processes that have been executed to ensure continuity of the firm in future. And 

its usually seen as a significant factor for a firm survival and achievement of long term goals 

(Zeeshan, Zahid, Farrukh, Muhammad & Assad, 2016). Profitability shapes the value of a firm, 

giving it positive attitude or results from investors who can increase the stock prices as regards 

market value which eventually increases the value of the firm (Yanti & Darmayanti 2019). 

Elements of this ratio shows the combined result of liquidity and management of assets and 

debt such as cash return on capital invested, gross profit margin, net profit margin, return on 

asset, return on capital employed, return on equity, return on investment and return on sales. 

 

Return On Asset (ROA) 

The Return on Asset (ROA) analyse the return to a firm’s assets and it is often used as a general 

index of profitability. Thus, the more profitable a firm, the higher the value and as a profitability 

ratio, it measures the general competency of a firm in producing profits with available 

resources, which is equal to return on investment (ROI), though it is most suitable in measuring 

operating effectiveness of a firm which is operating profit divided by total assets (Sharaf & 

Haddad, 2015;). Return on Asset states the net income gross of a firm as percentage of the total 

assets obtainable for use by a particular firm or organization. Return on Asset suggests that 

firms with high amounts of assets should be able to gain high levels of income and it analyse 

management’s capacity to gain a return on the firm’s assets (Akindele & Odusina, 2015). In 

addition, it is used for measuring firm’s performance as regards the shareholder’s usage of 

funds compared to the firm’s assets obtained (Konak & Guner, 2016). 

 

Concept of Working Capital Management 

The concept of working capital management deals with choices describing the financing of 

short-term and the relationship management between short-term assets and liabilities of a firm 

(Naveed, Malik, Muhammad & Naqvi, 2014; Kosgey & Njiru, 2016). Also it is a major feature 

of every firm’s activities since it has to do with maximising of profits and good running of 

firm. Sabo (2016) viewed working capital management as a vital tool which is considered as 

part of the main aspects of any business management. It is the action which aimed at managing 

a firm’s working capital levels which deals with the problems of short-term financing (Qian, 

2016). A well organised management of working capital is important in achieving profitability 
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while an unorganised management ties up funds and thereby reduces the firm’s profitability 

(Suganya, 2016). 

 

The aim of working capital management is to create a successful continuity process such as 

activities of the firm and sufficient accessibility of cash-flow to suit the growth of short-term 

debt and other expenses (Sabo, 2016; Dwommor, 2017).  The components of working capital 

should not only be managed individually, but as a whole to improve investment and financing 

decisions. Four components have been selected in measuring profitability which are cash 

conversion cycle, current ratio, quick ratio and working capital turnover ratio. 

 

Cash Conversion Cycle (CCC) 

Cash conversion cycle was suggested and developed by Richards and Laughlin (1980). Duru 

(2014) stated that it is an alternative for the efficiency of working capital management which 

rates the process of cash flows in a firm. Furthermore, it was identified as a time gap between 

cash payout that comes at the time of production output and cash inflows that is from the sales 

and collection of receivables (Angahar & Agbo, 2014). Naveed et. al. (2014) opined that it is 

the span of time that a firm takes to convert its resource inputs to cash-flows also putting into 

consideration, the time of selling inventory and collection of receivables (Akindele & Odusina, 

2015). Cash conversion cycle is calculated as the addition of both days of sales outstanding 

and days of inventory outstanding minus days of payable outstanding (Azeez, 2015). 

 

Current Ratio (CR) 

Current ratio is defined as the measurement of a firm’s ability to generate cash to meet its short-

term financial debt. Avo (2013) asserted that current ratio is an indicator for a tough financial 

situation which means that the firm has adequate resources to operate business. Hina (2014) 

described it as the ratio of a firm’s current assets to its liabilities and if below one (1) indicates 

liquidity issues which it faces because it explains that the firm’s total amount of its liabilities 

are more compared to the total amount of its assets in which the firm will not be able to pay its 

short-term debts. Also in relating with the above definitions, Onyimba (2015) contributed that 

current ratio is the common measure of liquidity and it is measured by current asset to current 

liabilities, which is suggested to be ratio two to one (2:1) which indicates that the firm can 

convert its assets to cash because working capital is a major key of attaining profits for the 

firm. The capability of the firm to convert its assets to cash means the firm’s ability to manage 

working capital which is of a normal level to avoid insolvency.   

 

Quick Ratio (QR) 

Quick ratio is a measurement of liquidity which is use in determining the response of a firm in 

paying its liabilities and the ideal level is 1:1 (Barine, 2012). It gives an insight of the capability 

of a firm in meeting its maturing current responsibilities and paying off its debts (Maisiba, 

Muturi & Atambo, 2017). Also, it measures the firm’s capability in settling its short-term debts 

by using assets which are already converted to cash and that exclude inventories 

(Sathyamoorthi, Mogotsinyana & Popo, 2018).  

 

Working Capital Turnover Ratio (WCTR) 

Lina (2013) defined working capital turnover ratio as one of the suitable method of examining 

the competency of a firm in controlling its assets. And it gives information about the operation 
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of its working capital. Working capital turnover ratio gives information needed as to how 

successfully a firm is making use of its working capital to generate sales. It is a widely used 

ratio for evaluating liquidity when establishing a relationship between current assets and 

liabilities. Furthermore, it measures the ability of paying a short-term debt (Diddimani & 

Ishwara, 2014). 

 

Relationship between selected variables and profitability (ROA) 

Cash conversion cycle and ROA 

Angahar and Agbo (2014); Junaidu and Sanusi (2014) stated that CCC proved positive and 

significant relationship to profitability. Yusoff, Kamilah, Ong and Shafie (2018); Ting, Nan, 

Hongyan, Youzhi and Yijun (2019) stated that CCC shows a negative and significant 

relationship to profitability. While Azeez (2015); Akindele and Odusina (2015); Pham, 

Nguyen, and Nguyen (2020) in their results proved that CCC was negatively and insignificantly 

related to ROA. But Muhammed (2015) result stated that there was no significant relationship 

with ROA. 

 

Current ratio and ROA 

Ani, Okwo and Ugwunta (2013); Akoto, Awunyo and Angm (2013); revealed in their work 

that current ratio significantly influenced firm’s profitability. Also, Kajola, Nwaobia and 

Adedeji (2014) stated that current ratio as a variable of measuring working capital management 

was significantly related to profitability (Pham, Nguyen, & Nguyen, 2020). In their research, 

where they investigated WCM on ROA, it stated that current ratio has a positive influenced on 

ROA (Sabo, Rabi, Usman, Fatima & Tijani, 2015). While Rizwan (2016) revealed in his work 

that current ratio has a great impact on ROA. 

 

Quick ratio and ROA 

Sayed (2015) stated in his work that there was a significant inverse U-shape relationship of 

quick ratio with ROA. While Maisiba et al (2017) identified in their conclusion that quick ratio 

has a significant positive effect on profitability. Also Sathyamoorthi et al (2018) revealed in 

their work that quick ratio was insignificant to profitability.  

 

Working capital turnover ratio and ROA 

A study carried out in a Pakistan cement companies identified working capital turnover ratio 

as a significant variable that affects profitability (Ashraf, 2012). Furthermore, studies carried 

out by Mobeen and Naveed (2013); Lina (2013) confirmed that it also creates positive value to 

productivity, while Diddimani and Ishwara (2014) stated that there is a positive impact of 

WCTR on ROA. 

 

THEORETICAL REVIEW  

 

The Operating Cycle Theory 

Yusuf and Nasruddin (2015) stated that this theory is one of the most important theories when 

managing working capital. It is regarded as an element that measures efficiency which takes 

note of the inventories and receivables relating to working capital management. Consequently, 

its practice starts from the receipt of raw materials to collection from debtors’ receivables of 

the stock sales. Dabo Andow and Shekina (2018) in their support of operating cycle, states that 
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managing liquidity can be carried out by way of undertaking the balance sheet and income 

statement evaluation especially in corporate inventory turnover and accounts receivable where 

it analyses it to an operating cycle theory which gives suitable way of controlling assets or 

securities instead of depending on acid test ratio and current ratio as signs of solvency. 

 

Trade off Theory 

Onyimba (2015) stated that trade off theory is between the hedging and conservative theories 

which gives an acceptable financing strategy because the hedging theory is related to higher 

profits while conservative is related to higher risks and neither serves a good purpose of 

competent management of working capital. Furthermore, the trade-off theory gives a financing 

decisions which lies between these two theories. The precise trade-off between profitability 

and risk differs from each issue and it depends on the perception of decision makers. A possible 

trade-off assumes to equal most monthly needs of finances in a given manageable time and the 

level in requirement of such needs may be funded through long term source and any additional 

support needs short-term financing.  

 

Theoretical Framework 

This study is based on the theory of operating cycle. The importance of this theory is that it 

decides the amount of liquidity a firm needs. An operating cycle is having the liquidity 

requirements of business, and if the turnover periods of account receivables and inventories are 

long or the payment period is short, the operating cycle will grow longer and investment will 

boost (Yanchao, Yu, Xu & Chunlei, 2014). Yusuf and Nasruddin (2015) stated that in this 

theory in which firms ranks moderate credit term, there is tendency of having a higher but 

eventually less investment known as inventory turnover which shows the period of time firms 

converts their stock, working progress and finally finished goods to product sales. 

 

In relating this theory to working capital management, the operating cycle defined the number 

of days a firm will take to change buying of inventory to cash receipts, which can be referred 

to as cash operating cycle. Trailing the records of this operating cycle of firms by comparing it 

to other firms alike, it provides investors the quality of the firm’s assets. Therefore, it is 

advisable for firms to operate short operating cycle as it achieves its profit rapidly which allows 

firms to acquire more cash speedily to use for investment. 

 

Research Model  

Based on the review of extant literature, we proposed a model as depicted in figure 1. 

Specifically, we are interested in examining if working capital management measured by cash 

conversion cycle, current ratio, quick ratio and working capital turnover ratio if properly 

managed, will yield good profits. The schematic representation of their relationship is shown 

below. 
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Figure 1: Conceptual paradigm 

Source: Researcher’s conceptualization (2021) 

 

Empirical Review 
Angahar and Agbo (2014) examined the impact of working capital on the profitability of the 

Nigerian Cement industry. Data from a sample of four (4) out of five (5) cement companies 

quoted on the Nigerian Stock Exchange from 2002-2009 were analysed using descriptive 

statistics and multiple regression analysis. The result showed that there was an insignificant 

negative relationship between profitability and the number of days accounts receivable are 

outstanding (DAR) and a significant negative relationship in the number of days inventory 

(DINV) but was significantly positive in relationship to profitability and cash conversion cycle 

(CCC). It was concluded that profitability of these companies was inclined by DINV and CCC. 

It was therefore recommended that, management of these companies should efficiently handle 

their working capital by reducing the number of days inventory and should improve in the cash 

flow by reducing the cash conversion cycle. 

 

Junaidu and Sanusi (2014) investigated the impact of working capital management on the 

profitability of quoted Nigerian cement companies using panel data analysis. A model was 

derived (GLS regression model), using descriptive statistics, correlation and simple graph as 

analytical tools. It was discovered that working capital components of inventory turnover, 

debtors collection period, average payment period and cash conversion cycle were significantly 

affected profitability. Therefore, these companies need to raise their investment level and 

concentrate more on investment in current asset. 

 

Onyimba (2015) examined working capital management and profitability in chemical and paint 

sector in Nigeria. Secondary data were obtained from annual reports of five (5) chemical and 

paint firms listed in NSE during the period of 2000-2013. Hypotheses were tested using 

ordinary least square. From the result, the regression model showed that account collection 

period and cash conversion cycle proved positive while inventory conversion period and 

average payment period proved negative significant on profitability of the selected chemical 

and paints sector in the country.  

 

WORKING CAPITAL 

MANAGEMENT 

PROFITABILITY 

Cash Conversion Cycle 
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Working Capital Turnover Ratio 
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Sabo (2016) investigated working capital management and profitability of listed Nigerian 

building material companies. Where secondary data was utilized collected from the annual 

reports and accounts of the companies for 2007-2014 were utilized. A panel data regression 

technique, descriptive statistics, correlation matrix of each variable, regression result on 

management of liquidity and ROA were used for analysis. The study observed that negative 

and insignificant effect between debt collection period, inventory conversion period and ROA. 

Meanwhile there was a negative significant effect between credit payment period, size and 

ROA. Though, there was negative and insignificant effect of ICP, DCP on ROA, the overall P 

value was 0.0002 and F value was 6.82 which suggests that working capital management has 

significant effect on profitability. In conclusion, WCM and profitability are the major factors 

of business survival. 

 

Yusoff et al., (2018) investigated the link between WCM and firm performance of 100 selected 

manufacturing firms in Malaysia. From their findings, CCC, ACP, ICP were negatively and 

significantly linked with profitability. Thus, firms performance is urged to be improved through 

proper WCM practices. 

 

Ting et al., (2019) examined the relationship between WCM and performance of firms of the 

Chinese economy context. Their study applied the two-way fixed effect regression models to 

a sample of Chinese listed manufacturing firms between the period of 2010-2017. From their 

result, CCC shows a negative but significant effect to performance. Thus, the result offers a 

key implication in assisting the Chinese government in creating better IEs and to improve their 

practices of WCM.  

 

Pharm et al., (2020) examined the influence of WCM and ROA of Steel Companies listed on 

the Stock Exchange of Vietnam. Secondary data was used for the period of 2010-2019. From 

the result, it revealed that CCC was negatively insignificant to ROA while CR shows a positive 

and significant relationship with ROA. It was concluded that the studies was in contrast to 

many published researched studies due to specific industries also with different stages of 

economic development linked with the policies of the State. Thus, it is recommended that 

managers can increase profitability by putting in place effective sales, debt and credit 

management strategies in order to achieve profitability and thereby maximising their 

shareholders wealth and reputation of their companies. 

 

Findings from these studies revealed that common variables of measuring working capital 

management are average collection period, average payment period, cash conversion cycle and 

inventory turnover. Most part of these studies used regular method of analysis such as 

regression method which measures mostly the impact of firm’s management of working capital 

on profitability. 
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METHODOLOGY 

 

A panel data analysis was used for this study. This design was chosen because it captures both 

time series and cross sectional effects. The research had a sample size of seventy (70) 

observations comprising seven (7) firms selected from the industrial goods sector listed in the 

Nigerian Stock Exchange for the period of ten (10) years (2011-2020); which reflects the entire 

quoted industrial goods firms in the Nigeria Stock Exchange as at 31st December, 2020. These 

firms include: Berger Paints Nigeria, Beta Glass Company, Cement Company of Northern 

Nigeria, Chemical and Allied Products, First Aluminium Nigeria, Greif Nigeria and Lafarge 

Cement Wapco Nigeria. The selection of these firms was based on the availability of data and 

the objects of selection are the industrial goods firms whose stocks are actively traded during 

observation period.  

 

The study was based on secondary data. The financial data of individual firms in the industrial 

goods sector were sourced from the annual reports and accounts listed in the Nigerian Stock 

Exchange (NSE) Factbook. Data obtained includes cash conversion cycle, current ratio, quick 

ratio, working capital turnover ratio and return on assets.  To examine the relationship between 

working capital management and profitability of industrial goods sector in Nigeria, a constant 

coefficient model was generated from the form:  

 

Model: ROAit = β0 + β1CCCit + β2CRit + β3QRit + β4WCTRit + eit  

Where:  

ROA = Return on assets  

CCCit = Cash conversion cycle  

CRit = Current ratio  

QRit = Quick ratio  

WCTRit = Working Capital Turnover Ratio   

Β0 = intercept  

β1 – β4 > 0 = Coefficient of CCC, CR, QR, and WCTR  

eit = Error term 

 

Descriptive statistics of data collected from selected firms in the industrial goods sector of the 

Nigerian stock exchange list were presented. Data were tested for co-linearity using the 

ordinary correlation test and further expressed using the coefficient of determination. In 

studying the relationship of working capital management with the profitability of selected firms 

over the period of time, the econometric technique used was the Panel Least Square Regression, 

which gives the advantages of analyzing cross-sectional data over time series and reducing 

issues concerning Degree Of Freedom (D.O.F) to produce better results. With the use of a panel 

regression, problem of multi-co-linearity, aggregation bias and endogenity problems are 

avoided while capturing the individual cross-sectional (or firm-specific) influence on 

dependent variable in the model. Analysis was conducted at 0.05 level of significance using E-

View 9.0 software.   

 

 

 

https://www.eajournals.org/


European Journal of Accounting, Auditing and Finance Research 

Vol.10, No. 5, pp.74-90, 2022 

                                                                   Print ISSN: 2053-4086(Print),  

                                                                               Online ISSN: 2053-4094(Online) 

83 

@ECRTD-UK: https://www.eajournals.org/                                                        
Publication of the European Centre for Research Training and Development -UK 

DATA ANALYSIS AND RESULTS 

 

Descriptive Statistics of Selected Industrial Goods Firms 

 

Table 1: Descriptive Statistics of the Measured Variables 

 
Source: 2010 – 2020 NSE data analyzed using STATA 14 

 

Descriptive statistics presented in Table 1 showed the number of observations of all variables, 

their average values, variance and standard deviations. It is seen that return on asset has a mean 

value of 10.37 with a standard deviation of 12.67, Current ratio (liquidity ratio) at 0.32 indicates  

the ability of selected firms in offsetting short term and long term obligations and the mean 

values of the working capital turnover ratio and cash conversion cycle reveals the firm’s 

effectiveness in using their working capital and overall management respectively. The table 

also shows the minimum and maximum values attained on the measured variables of the five 

(7) firms in the industrial sector over a period of nine (10) years which gave the 70 panel data 

set used as observations for this study.  
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Correlation Test 

Table 2: Correlation Matrix of Dependent and Independent Variables 

 
Source: Researchers’ Computation (2021) 

The correlation matrix of the relationship between working capital management variables (cash 

conversion cycle, current ratio, quick ratio and working capital turnover ratio) and the 

profitability (return on assets) of the listed industrial goods firms in Nigeria is shown below in 

Table 2. It was found from the result that CCC is positively and weakly associated with ROA 

at 0.0181 representing 2% level of association. CR is negatively and weakly associated with 

ROA at -0.0919 representing 9% level of associated. QR is positively and weakly associated 

with ROA at 0.1226 representing 12% level of association. While WCTR is negatively and 

weakly associated with ROA at -0.1835 representing 18% level of association.  Thus, the result 

shows that variables tested were not statistically significant at a level of 0.05 using pear wise 

correlation analysis (which implies the likelihood of working capital management having a 

direct significant impact on Profitability of these firms). 

 

Regression Analysis and Model Estimation 
This part presents the regression analysis results and model estimation for the study. Table 3 

below showed that cash conversion cycle (CCC) is positively and insignificantly related to 

profitability (ROA) with P value of 0.023 and coefficient value of 0.064, this implies that there 

was no proper management of these firms by managers controlling these firms which may leads 

to overall ill-health of these firms. Current ratio (CR) shows a significant but negative 

relationship with profitability (ROA) with a P value of 0.004 and a coefficient value of -5.570 

this shows that the firms are able to generate cash to meet up their short-term financial contract. 

Quick ratio (QR) was not significant but positively related to profitability (ROA) with a P value 

of 0.021 and coefficient value of 5.176 this means that the firms were unable to access cash 

quickly in other to meet up with their immediate demands. Working capital turnover ratio 

(WCTR) shows a negative and insignificant relationship on profitability (ROA) with a P value 

of 0.007 and a coefficient value of -0.047 this implies that the firms are not using their working 

capital efficiently. The value of β0 at 8.578 with a P value of 0.0001 means that the variables 

https://www.eajournals.org/
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considered has an immerse impact on profitability which indicates the relevance of the study 

to the financial growth of the industrial goods sector in Nigeria. 

 

Table 3: Summary of Ordinary Least Square and Rubust Regression Results 

 

 
Source: Researchers’ Computation (2021) 

Model: ROAit = β0 + β1CCCit + β2CRit + β3QRit + β4WCTRit + eit  
Estimation Equation: 
========================= 
ROA = C(1)*CCC + C(2)*CR + C(3)*QR + C(4)*WCTR + C(5) 
 
Substituted Coefficients: 
========================= 
ROA = -0.06376103*CCC - 5.5702319*CR + 5.1764495*QR - 0.04729958*WCTR + 8.5786034 

 

DISCUSSION OF FINDINGS 

 

The practicing of working capital management for firm profitability increase at higher rates, it 

is imperative that principal interest is focused on the working capital turnover ratio and current 

ratios more than the firm’s cash conversion cycle and quick ratio. Based on the data available, 

pursuing an increase in the negatively significant variable could be of less benefit and possibly 

reduce the profitability index of the industrial goods sector in Nigeria. From the findings of 
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this study, cash conversion cycle is positively insignificant with profitability which is in 

agreement with the result of Muhammed (2015) stating that there was no significant 

relationship with ROA. But it contradicts with the results of Azeez (2015); Akindele and 

Odusina (2015); Pham, Nguyen, and Nguyen (2020) whose results proved that CCC was 

negatively and insignificantly related to profitability. While the results from Angahar and Agbo 

(2014); Junaidu and Sanusi (2014) stated that CCC proved significantly positively in relation 

to profitability but Yusoff, Kamilah, Ong and Shafie (2018); Ting, Nan, Hongyan, Youzhi and 

Yijun (2019) proved that CCC shows a negative and significant relationship to profitability. 

Current ratio was significantly but negatively related to profitability this contradicts Sabo, 

Rabi, Usman, Fatima and Tijani, 2015; Rizwan (2016) results which stated that CR is positively 

and significantly related to profitability. The evaluation of quick ratio was insignificantly but 

positively related with profitability which was in agreement with the study of Sathymoorthi et 

al (2018) but was contrary with the work of Sayed (2015); Maisiba et al (2017) whose work 

stated that it was positively and significantly related with profitability. Working capital 

turnover ratio shows a negative and insignificant relationship with profitability which was not 

in agreement with the studies of Ashraf (2012); Mobeen and Naveed (2013); Lina (2013); 

Diddimani and Ishwara (2014) respectively whose results indicated positive and significant 

relationship with profitability. 

 

CONCLUSION AND RECOMMENDATIONS 

 

This study provided further empirical evidence about the relationship of working capital 

management and profitability for a panel made up of a sample of industrial goods sectors in 

Nigeria for the period 2011-2020. The study found significant relationship between firm 

profitability with current ratio. While, cash conversion cycle and quick ratio and working 

capital turnover ratio where insignificantly related with firm’s profitability. Thus, proper 

investment in current asset without stock will help to cover its current liabilities which will 

prevent liquid problem, and hence strengthen firm profitability performance. If firms properly 

manage short term investments and short term liability recovery, it will ultimately boost their 

profitability. It is therefore concluded that effective management of working capital contributes 

significantly to firm profitability. 
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