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Abstract

This study was carried out to investigate the working capital management variables 

on the return on assets of UNILEVER and PZ industries between 2007 and 2016. 

Secondary data were collected from the published annual reports and audited 

financial statements of the two companies and analyzed using regression analysis. It 

was found that liquidity significantly affected the return on assets of the companies 

at 10% level of probability (sig. = 0.063), while leverage was significant at 1% (sig. = 
2 0.000). The adjusted R value of 0.794(79.4%) indicates that the explanatory 

variables accounted for 79.4% of the variations in the return on assets of UNILEVER 

and PZ industries.  The study recommends that the companies should concentrate 

on the management of liquidity and leverage to improve their return on assets. 

Keywords: Impact, working capital management, organizational performance, 

firms, return on assets.

Introduction

The intensity of competition and rivalry among firms that compete in 

common market and with similar resources has led them to focus more attention on 

their internal strengths in order to sustain their overall corporate strategy and also 

maximize their potential competitive advantages within the external environment.  

Also, suppliers and customers are exercising considerable bargaining leverages in 

the external environment. As a result, firms focus attention on their working capital 

management (short term assets and liabilities), which forms an important 
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component of total assets of the organization. The short term assets and liabilities 

employed in day-to-day transactions of the organizations need to be analyzed in 

view of their importance (Talat and Nazir, 2011). There is also the need for careful 

and systematic investigation of these short term assets and liabilities, since they play 

a vital role for firm profitability, risk as well as its value (Smith, 1980). 

Efficient and effective management of working capital is an important 

component of overall corporate strategy to create value for business. Companies 

always attempt to maintain an ideal state of working capital that maximizes their 

value (Howorth and Westhead, 2003; Deloof, 2003; Afza and Nazir, 2008). Business 

firms are expected to meet current and future financial obligations to all 

stakeholders in the business and corporate sectors at large (Fidel, James and 

Samuel, 2015).

The corporate sector remains the engine room of growth and development of 

all economies (Atseye, Edim, and Eke, 2014). In view of the above, it is imperative for 

firms in developing countries like Nigeria to be able to finance their activities 

internally, especially at a time when the economy is in recession in order to grow 

overtime if they are ever to play an increasing and predominant role of providing 

employment as well as income in terms of profits, dividends, and wages to 

household. Firms all over the world and Nigeria alike are striving to find the 

optimum level of working capital in order to sustain itself and continue in business. 

In line with this, firms in Nigeria, particularly Unilever and PZ are not left out of this 

endeavor especially now the country is going through economic recession with its 

negative effects of scarcity of fund, high finance cost (interest rate), unusual high 

exchange rate and double digits inflation rate, thereby making it difficult for firms to 

borrow funds to finance their businesses and production operations.

Based on the foregoing, the objective of this study was to investigate how 

payables, receivables, inventory, leverage and liquidity impacted on the profitability 

of Unilever and PZ industries Plc. over a period of 10 years which includes the period 

when the economy is under recession. It is noteworthy that no prior study has been 

carried out on this area, particularly to examine how these selected variables 

impacts on the profitability of Unilever and PZ within this period of ten (10) years 

(2007-2016). There is therefore no doubt that this study is most suitable in a period 

like this to fill the identified academic gap for the economic recession period. The 

175

Impact of Working Capital Management  ... , et al.Dickson



specific objective of the study was to determine the impact of leverage, payables, 

receivables, inventory and liquidity on return on assets of Unilever and PZ between 

2007 and 2016. 

The following hypothesis were stated and tested:

Leverage, payables, receivables, inventory and liquidity does not have any 

significant effect on return on assets of Unilever and PZ between 2007 and 

2016. 

Methodology

Data Source

Data for this study were collected from the annual reports and audited of the 

two (2) firms in same industry for the period of ten (10) years (2007-2016). This 

study utilizes return on assets (ROA) as explanatory element of profitability and it is 

the only dependent variable. While payables, receivables inventory, leverage and 

liquidity as explanatory (independent) variables.

Table 1: Measurement of Variables
 

VARIABLES
 

ABBREVIATION
 
DESCRIPTION

 

LEVERAGE WCL  Current  Asset  (CA)

Total  assets  +  change  in  CA
 

PAYABLES PERIOD PY  Payables

Cost  of  Sales
 × 365  

RETURN ON ASSET ROA  Profit  before  tax

Total  assets  

INVENTORY PERIOD INVT  
Inventory

Cost
 

of
 

Sales  × 365  

RECEIVABLES PERIOD
 

REC
 

Receivables

Cost
 

of
 

Sales  
× 365

 

LIQUIDITY
 

LIQ
 

Current
 

assets

Current
 

liabilities
 
 

Source: Empirical literature with author’s modification
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Model Specification

Linear regression model was used to achieve the objective and test the 

hypothesis. The framework used by Nazir and Afza (2009) cited in Onaolapo and 

Kajola (2015) was adopted for this study.

The model is stated thus:

Result and Discussion

â = 0.125)

â = 0.547). Increase in leverage 

therefore would lead to increase in profitability of the firms. Receivables, payables 

and inventory had no significant effect on the return on assets of the firms.
2The adjusted R  of the regression was 0.794, indicating that the variables in the 

equation accounted for 79.4% of the variations on the dependent variable. The 

overall equation was significant at 1% level of probability (sig. = 0.000), indicating 

that the variables in the equation significantly affected the return on assets of the 

firms. The null hypothesis of the study is therefore rejected.

The result of the effect of receivables, payables, inventory, liquidity and leverage on 

return on assets is presented in Table 2. Research findings reveal that liquidity and 

leverage had significant effect on the return on investment of the firms. Liquidity 

was significant at 10% level of probability (sig. = 0.063), and had a positive 

relationship with return on assets ( . This implies that the returns of the 

firms increases with increase in their liquidity. Increase in liquidity therefore leads 

to increase in the profit of the firms.

Leverage was also significant, but at 1% level of probability (sig. = 0.000) and had a 

positive relationship with return on investment (
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Conclusion and Recommendation

From the data used for these two firms for the period  2007-2016, regression 

results showed that leverage, payables, receivables, inventory and liquidity have 

significant in determining the return on assets of the firms for the periods under 

review. The implication of this is that the financial managers of Unilever and PZ 

industries should take cognizance and leverage on these variables in order to 

achieve optimum working capital level for their organizations. 

Liquidity and leverage of the firms were statistically significant at 10% and 
1% level of probability respectively as the variables that affected the return on 
assets of the firms. Based on the findings of the test conducted, the study 
recommends that the companies should emphasize more on managing their 
liquidity and leverages. 
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Table 2: Effect of leverage, payables, receivables, inventory and liquidity on return 
on assets  

Variables  â

 

Std. Error  T  Sig.  
Constant  -0.014  0.220  -0.065  0.949  
Receivables  0.000  0.000  1.556  0.142  
Payables  -4.919E-5  0.001  -0.075  0.941  
Inventory  0.000  0.001  -0.563  0.582  
Liquidity

 
0.125

 
0.062

 
-2.023

 
0.063**

 
Leverage

 
0.547

 
0.072

 
7.614

 
0.000*

 
* and ** indic ates significant at 1% and 10% respectively; F = 15.664; Sig. = 0.000;        
R2

 
= 0.848; Adjusted R2

 
= 0.794

 
 

178

Journal of Agriculture Economics, Extension & Science


	Page 174
	Page 175
	Page 176
	Page 177
	Page 178

