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Abstract: The study examines the effect of liquidity risk
management on the financial performance of consumer goods
companies. It was aimed at establishing the extent of concern of
consumer goods companies in the management of their liquid
cash, cash defensive intervals, long term debts, and quick ratios,
for the purpose of turning around their financial performance.
Data were obtained from the annual reports and accounts of
studied companies and were converted to liquidity measurement
parameters. Analyses were done using multiple regression
analysis methods and findings show that long term debts, quick
ratios, and cash defensive intervals have a significant effect on
EPS and ROA, while cash ratio and long term debts affect ROCE
only. Specifically, it was empirically established that there exists
a significant relationship between liquidity risk management and
the financial performance of consumer goods companies
.Findings further reveal that companies’ non-concerned attitude
to liquidity risk management affects the financial performance of
consumer goods companies significantly. The study recommends
that consumer goods companies should incorporate a clear
liquidity risk management approach in their strategic policy
framework and communicate the same to all functional units.
Because of the strategic importance of consumer goods
companies to the living standards of consumers, these companies
should also establish and monitor risk warning dashboards to
promptly arrest and manage risk variability and risk volatility in
this very important sector of the economy.

Keywords: Liquidity risk, cash ratio, cash defensive
interval, risk volatility, financial performance, consumer
goods companies.

1. INTRODUCTION

one of the topmost priorities of every company, be it
financial or non-financial, is the adequacy in managing its
assets and liabilities. Where resources are judiciousy
managed, investors’ confidence in the security of their
investments is enhanced and goes further to shape the
decision status of prospective ones.
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Every stakeholder has an interest in the liquidity position of
a company because it plays a significant role in business
success. In financial terms, liquidity connotes the amount of
money that is open for investment. It helps a company to
‘ride out’ of liquidation and other accompanying problems
of selling assets at distressed prices as a result of the
inability to discharge obligations when necessary. In their
study, [1] noted that “liquidity risk may arise due to liquidity
mismatch which is measured in terms of liquidity gap.The
liquidity gap is described as the difference between a bank's
assets and a bank's liabilities.”They see “this gap to be
positive or negative, with a negative gap to
meanthatthebanki snettinglessincomethantheamountofliabilit
iesassumed;while  the  positive gap is  when
thebankhasliqui dassetsl eftoverafteral | of theliabilitieshavebee
ncovered”.” Thisisonewayofmeasuringtheorganization’slevel
offinancialrisk.

Apartfromtheforegoingmaturitymismatch, liquidityriskarises
duetorecessi onaryeconomicconditions,causinglessresourceg
eneration. T hisincreasesthedemandofdepositorscreatingliquid
ityrisk.Thismaycausethefail ureof agivenbankoreventheentire
bankingsystemduetothe
contagioneffect.Liquidityriskmayal soari seduetothebreakdow
nordelaysincashflowsfromtheborrowers”.[1].

Equdly, “a study of liquidity provides both internal and
external forecast and privilege to understand the close
relationship existing in the daly operations of a
business”,[2]. It comprises of capital measurement of inflow
and outflow of cash through the acquisition of a firm’s
product, periodic payments on purchases made and
collection processes, with which asset can be transformed
into cash without affecting other magor liquid
assets[2],noted that “while carrying out a business
transaction, the company should keep a balance between
liquidity and profitability”. [3], see the management of
liquidity as“ a day-to-day activity in an organization that
provides a thorough val uation of the coverage and timing of
cash inflows and outflows over preceding periods to reduce
the threat of insufficient cash. It further consists of the
capacity to meet up with the financial needs of the company
asthey fall due and ensuring that there are adequate funds at
all times’. Consumer goods companies contribute
significantly to the living standards of every consumer, and
in the creation of value chain and economic expansion. In a
bid to ensure that shareholders’ wealth is maximized, and
investor’s expectations are met, companies tend to spread
their investments into several securities so as to reduce the
variability of uncertainty which restricts the realization of
corporate objectives.
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The consumer goods companies in recent years have
improved significantly in their products offer, basically as a
result of favourable business variables and intense
competitive forces in the economy. These could also be
attributed to the growing population size, culture and
geographical structure that companies seemingly use in
spreading their investment.

Risks are unfavourable events that scuttle the realization of
corporate objectives. They however sometimes involve
some economic benefits, because the company also obtain
substantial advantages by taking risk [4]. This is the most
reason why successful businesses are not risk-averse,
because they believe that profitability comes with risk-
taking and that profitable ventures are not meant for
chicken-hearted investors. Liquidity risk, however, arises
from inadequate funds for ordinary operating activity which
reduces the ability of companies to pay their outstanding
debts as they fal due. For instance, the liquidity risk
involved in cash defensive period is expressed in terms of
the period in which cash is realized from revenue and
operating cycle, which measures short-term liquidity by the
company’s working capital turn-over rate. There istherefore
a need to manage liquidity risks, because a poor
management approach may lead to a build-up in the
liahilities to suppliers, and may result in losses and poor
market performance.

The liquidity and survival of companies in the consumer
goods industry are very critical, since their products are for
direct consumption, and are required across all stakeholders’
groups. Consequent upon this, there could be high interest
from participating stakeholders, especialy shareholders
whose capital constitutes a major source of funding, and as
such expect a high return from their investment.
Considering the demand for dividends and interest from
equity and debt holders, and the intense competition in the
industry, companies strive more to ensure that adequate
liquidity is maintained so as to facilitate the discharge of
obligations. The problem now is more on how to select the
best aternative or position at which the company can
manage its assets for the realization of corporate objectives
of wealth creation for stakeholders’ satisfaction because the
capital acquired from different sources has a diverse
influence on the level of profitability. Several companies are
occupied with the challenges of managing liquidity which
exposes them to a high risk of credit default. In this case,
suppliers of raw materials will ascertain the liquidity
position of the company before credit sdes are made;
employees also will indicate great concern to know the
company's strength in meeting workers' obligations and
entittements on a timely basis.  Profit maximization
becomes a myth when liquidity management is poor and
could result in legal and technical insolvency with the
conseguence of low support from a stakeholder group, loss
of discount offers from suppliers of raw materials,
endangered debtors and creditors relationship, staff turnover
and loss of assets. Against this back ground, this study seeks
to investigate the extent of concern on liquidity risk
management of consumer goods companies in Nigeria for
the purpose of enhancing their financial performance, using
the return on capital employed, return on assets and earnings
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per shareas measurements of the financial performance of
consumer goods companies in Nigeria.

[I.THEORETICAL FRAMEWORK

One of the theories underpinning this study is the
contingency planning theory. This theory was propounded
by [5], and is considered very important in risk
management. The theory has its foundation on the practical
difficulties involved in total risk eradication which shows
that in all standing residual risk is inevitable. Hence, certain
provisions should be made to carter for exigency as events
unfold. In most cases, “putting together a contrary event
may collaborate to circumvent good information security
techniques that would enhance confidentiality, honesty, and
availability of information concerning assets”,[6]. They see
“loan to assets as a leverage ratio that defines the percentage
of total assets financed by liabilities or debts. There is more

financial risk associated with higher ratio and as a resullt, it
may be difficult for a highly leveraged firm to have financial
flexibility”. Contingency planning theory is seen as the
summation of events, controls, procedures, strategies etc.
connecting to foremost occurrences and adversities. In this
context, contingency planning theory has to do with making
provisions for unexpected events and forecasting for the
unknown. It comprises the preparation for fore most
occurrences and tragedies, designing flexible strategies and
arranging appropriate resources to address unforeseen
events that may restrict organizations from meeting up
obligations as they fall due. Another theory considered in
this study is the finance theory, propounded by [7]. This
theory deals with hypotheticad and mathematical
measurements used in regulating investment decision
patterns, time value of money, fund anticipation, capital
formation strategies, and financial risk management. The
concept of finance theory deals with understanding the
different ways in which companies and persons acquire
money, alocate the money to projects with the ultimate
consideration of related risk factorg[7]. Conversely, despite
the fact that the theory is applicable to enterprise risk
management, a deeper analysis of the theory is not within
the scope of this study. The theory is very important in
understanding financial risk management approaches. The
essential element that companies must consider when
sourcing for funds either through debt or equity is the risk
factor.there are some restrictive factors and benefits thereon.
For equity capital, the risk factor isthe volatility of earnings,
and for debt capital,the risk factor is the legal arrangement
between the lender and borrower. Moreover, investments in
physical assets have associated risks such as the risk of wear
and tear. It is therefore important for the management of
companies to put in place financial risk strategies that will
minimize the risk inherent in the activity of financing the
business objectives. Investment in stock market shares,
options and futures requires the risk manager in a company
to consider the effect of volatility in their cash flow and
market value. In order to safeguard against the probable risk
on assets due to volatility in cash flow or market value, it
may be wise to consider hedging as a risk management tool.
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In a nutshell, finance theory offers a wide approach of
looking at risk and the financia risk management strategies
to be adopted. Hence this study is anchored on the finance
theory.

A. Liquidity Risk Management and Perfor mance.

Liquidity risk commonly refers to a low financial ability of
acompany to meet its

commitments as they remain outstanding or become due,
without having an adverse effect on their operations.
Managing liquidity enables a company to meet its
obligations and increase the viability position through a
reduction in the probability of adverse financia
misfortune.[8] observed that liquidity management is
principally a cost-benefit trade-off, in that financial
ingtitution in its anaytical process will evauate their
funding capacity provided the prevailing market prices will
not hinder their ability to pay, or the decision to sell its
assets. They further contended that companies in their
capacity can hold stock of liquid assets so as to enhance
adequate liquidity, athough at the expense of little yields.
The availability of liquid assets attracts opportunity cost that
the company will stand to benefit, as the return on asset is
lesser than the productive return on investment, but
transaction cost may exist as the company engages in the
sde or purchase of financia assets which are tax
disadvantageous. There are few studies that investigate the
effect of liquidity on financial performance. Most of the
studies focus on return on asset (ROA) and return on capital
employed (ROCE)as performance determinant without due
consideration to earnings per share given the structure of the
companiesinvolved in their investigations.

The empirical gaps of the various studies below provide the
foundation upon which this study rolled. [9],in their study
established that “operating income to total asset is positively
correlated with ROA at the three periods employed in the
study. And it showed a positively significantly correlation
with ROE except during pre-crisis period, it recorded an
insignificant correlation with ROE in the current study.They
recognized that short term funding and the percentage of
liquid assets to customers are positively related to ROA”. In
their studies, [10]also found a positive significant
correlation amongst liquidity risk and bank profitability
indices. They further conclude that there is a two-way
association among liquidity and profitability, and the
viability in the deposit money banks was said to have a
significant influence on liquidity.

Mixed reactions, in both positive and negative relationships,
were found in some results. [11]stated that liquidity risk is
absolutely correlated to the net interest margin of the
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market-based financial system, thus indicating that banks
with a high level of illiquid assets receive higher interest
income. Contradicting with the above assertion, they further
maintained that liquidity risk exerted an adverse correlation
on average asset return and somehow connected to average
equity return. It was found out in the study that banks play a
significant role in financing decision, therefore liquidity risk
and bank performance were positively correlated. The
measurability of a company’s liquidity is determined by the
capacity to make funds available for unexpected cash
obligations and an increase in assets value without incurring
unacceptable losses 8].Adequate management of liquidity is
one main concern of the company and is connected with the
ability to increase assets and discharge any obligation as
they may occur. Liquidity and company solvency are like a
two-way sword; their adequate management has the
tendency of decreasing the probability of companies
becoming solvent and bankrupt. [12]maintained that
judicious management of liquidity enhances healthy growth
in both financial and operations, thereby reducing the
overal risk possibility in the book value of the asset.
Liquidity risk arises from maturity disparities whereby
liabilities are said to have a shorter maturity period than
assets. In their study,[13] reported that “in the process of
doing business, it is inevitable that the firm will be faced
with unexpected and very often unpleasant surprises that
threaten to undercut or, even worse, to destroy the
business”. To them “the essence of risk and how a firm
responds to it will determine whether it will survive and
succeed or not. Risk management is a concept that has been
used since the beginnings of humankind, it is an evolving
concept”. “The roots of risk management can be found in
the corporate insurance industry. The risk has long been
studied especidly in the last years. It is one of those
concepts that do not have a universal definition. Every
scholar has a different approach to risk”, [13].[14] listed in
their work a framework for the management of liquidity risk
to include: to determine and manage disposable funding
requirements, and market access and emergency plans. They
further maintained that companies should, at regular
intervals, estimate the possibilities of future cash flows
rather than concentrating only on written contract periods
within which liquidity will roll forwards or backward.
However, companies with enough liquidity often have a
little percentage of its assets in long term loans and a larger
percentage of its assets in short term investments that can
easily be turned into cash. Companies with highly liquid
assets could be interpreted to be lacking profitable projects
toinvest their idle capital [15].
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Fig. I: Risk Management Appetite and Financial performance

Fig. | is a graphica representation of the association
between liquidity risk and risk appetite, on one hand, and
liquidity risk and financial performance, on the other hand.
The graph depicts four hypothetical companies engaging in
risk management and financial performance, on a scale of
zero to twelve. The graph shows that every company is
exposed to liquidity risks, but the difference between one
company and the other is in the company’s appetite for
risks. Just like any other type of risk, liquidity risk
management appetite will naturally have a positive or
negative influence on the financial performance of the firm,
depending on the level of risk management effectiveness.
From the graph, company four is operating with the highest
liquidity risk followed by company one. Company three has
the next highest risk after company one, while company two
has the least liquidity risk exposure.Worthy of note from the
graph is the fact that Company two, with the lowest
liquidity risk exposure, has the poorest liquidity
management attitude and thus ends the least performance
returns. Company four with the highest risk exposure has an
effective risk management attitude resulting in the highest
performance returns in the industry. Companies three and
one earn performance returns according to their degree of
effectiveness in managing their liquidity risk exposures.
This confirms that the underlying factor in improving or
reducing financial performance is the level of effectiveness
in the management of existing risksin agiven industry.
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B. Risk Management

Risk management contributes majorly to business growth
and project successes, because it proactively addresses
uncertainties in a manner that reduces threat, increases
opportunities and enhances value creation through the
actualization of basic objectives. [16] see risk management
to “include several related actions involving risk: planning,
assessment  (identification and analysis), handling, and
monitoring”. They suggest that “risk planning is a process of
developing and documenting the strategy and methods for
identifying and tracking risk issues, developing risk
handling plans, performing continuous risk analysis to know
how risks have changed, and assigning adequate resources”.
More often, managing risk serves as a priceless device for
handling uncertainty related to business factors. Business
enterprises have directly or indirectly carried out risk
management practices in many ways. “Generally, risk
management isnot a new concept in the business world; it
has been in existence just as old as the business itself, with
severa techniques, unknowingly in the application by
different corporate entities. These are quality control
measures, aternative risk financing, hazard education,
insurance and other safety measures [16].
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From a traditional perspective, they view risk management
“as a sequence of distinct and unconnected risk components
where risk is individually separated, managed and
characterized. Managing risk holistically differs largely
from organization product offer and services rendering”,

[16].In practice, most firms choose to combined risks for
effective management while some disintegrate them, just
like in the traditional method, so as to enable each strategic
business unit to design a sound template for effective
management. The challenge in the Nigerian system is that
several  organizations have been disadvantaged by
shortcomings in traditional methods of managing risk, as it
is hardly carried out in a logical and unified way across
organizations. These approaches to risk management are
constricted on threats while undermining the overwhelming
opportunities surrounding the firm. Risk management does

RISK
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not suggest avoiding risk nor does it mean eliminating risk
entirely, but it is connected with a technique of exploiting
opportunities and reducing threats from business operations.
In doing this, organizations need to establish a clear strategy
to manage various risks, develop a unified risk culture
across the organization, design a risk policy and structure,
and provide assurance function for information technology,
health/safety, and ascertain the capability of internal audit
functions. In both developed and developing countries, a
number of frameworks have been designed in recent times
to promote risk management. Generally, the main stages of
risk management are: identifying the risk, analysis the risk
context, risk evaluation, risk treatment, monitoring and
review, and communication/consulting. This s
demonstrated in Fig. I1.

RISK

IDENTIFICATION

COMMUNICATION
AND CONSULTING

MONITORING AND
REVIEW

F Y

\ RISK
EVALUATION

v

ANALYSIS

CONTEXT ANALYSIS

|

RISK TREATMENT

Fig. I1: Risk management framework.

Firms are exposed to different types of risks, hence their
approach to risk management differs. Similarly, the degree
of risk management among business enterprises is subject to
corporate risk culture and risk appetite. The fundamental
difference is that corporate risk culture is a chosen response
while corporate risk appetite exists as a tendency
independent of human choice [17].

[18] see “the issue of credit risks to have gained increasing
attention in the last few decades. Amounts of bad loans are
alarmingly increasing in not only the developing and
underdeveloped countries but also in developed countries.
Banks™ lending policy could have a crucia influence on
non-performing loans”.  Risk management can support
business expectations and proactively help in overcoming
the likelihood of business failures [19]. In their contribution,
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[20]confirm that “in the manufacturing sector today, human
capital is ill essential for most factories to carry out a
variety of manual operations, in spite of the rapid
advancement of automation technology and robotics. A
futuristic vision of unmanned manufacturing is forbiddingly
expensive, because al its hardware components need to be
computer controlled so as to freely communicate with each
other; and yet, most of the outcomes are not promising”.
“By and large, factories equipped with relatively simple
machinery controls will require continuous attendance of
human operators, for example, textile mills, leather
products, and medical appliances.
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With limited capital investments in production equipment,
the main budget of their fixed costs lies in the workforce
size”, [20]. In their study,[21] “revealed that there is a
positive and significant relationship between liquidity risk
and bank failure, implying that poor liquidity position
increased the likelihood of failure. The study also found a
positive and significant relationship between bank failure
and asset quality and earnings; indicating that they increased
the likelihood of failure”. “Four causes of naive approach to
risk management in most firms, to include: lack of top
management cooperation with risk management function,
splitting of risk management function amongst different
persons within the organization, looking at risk management
from the historical perspective and absence of alliance
among corporate strategy. Effective risk management,
particularly in an industry such as consumer goods
companies, will promote competitive advantage and
enhance stability in adverse situations”, [22].

I11. METHODOLOGY

All the ten consumer goods companies quoted on the floor
of the Nigerian Stock Exchange from 2013 to 2017 financial
years were investigated. This gives a total of fifty (50)
observations. These companies reported their financials in
line with the global accounting standards, and all financial
information required for computation of essential ratios, for
the assessment of liquidity management and other variables,
were disclosed. Data for the study were obtained from
published financial statements of the companies. In this
analysis, the ordinary least square regression method was
employed to evaluate the relationship existing between
liquidity risk management and financial performance.
Financial performance is measured by three proxies, ROCE,
ROA, and EPS. The return on capital employed (ROCE) is
calculated as net operating profit over the total value of
assets less current liabilities. That is, ROCE =[NOP/ TA-
CL]; Return on assets (ROA) is calculated as net operating
profit over total assets. That is, ROA =[NOP/ TA], and
earnings per share (EPS) was employed to ascertain the
variability of earnings available to equity shareholders given
the risk exposure in the industry. It is calculated as earnings
before interest and tax over the number of ordinary shares
issued. EPS = [(NP/NQOSI)].The independent variable is the
liquidity risk exposure calculated using the financial ratios
often referred to as liquidity ratios. This group of ratios
measures the ability of the firm to meet its current
obligations as they fall due. They are measured by cash ratio
(CR) which reveals the amount of immediate liquid assets
available against each kobo of current assets. It is measured
as the summation of cash, cash equivalents and marketable
securities over current assets of the same period. This is
caculated as. CR = [CCE+MKTS/CA].Cash defensive
interval (CDI) reveds the conservative approach to
maintaining liquidity. It is measured as cash flow from
operating activity over average operating cash expenses.
Thisis given as CDI = [CoA/AVOEXP]. Quick ratio (QR)
was also used in the study to show the true position of the
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company in meeting its obligation from its current asset
without having to sell inventory. It is given as: QR = [CA-
INV/CL], and long term debt retirement (LTDBT).Thus,
the models are specified as follows:

FPERF = f [LIQRK]

FPERF =8+ fi CR, + pBCDI, +
ﬂBLTDBTt3+ﬂ4QAR4+p't .................. GENERAL MODEL

ROCE = fot+ 1 CR; + .CDI , + p3L TDBTt:+8,QAR,

Where: FPERF = Financia performance; ROCE = Return
on capital employed; ROA = Return on asset; EPS
=Earnings per share; CR = Cash ratio; CDlI = Cash
defensive interval; QAR = Quick asset ratio; LTDBT =
Long term debt.

Fig.ll1: Graphical relationship between CR, CDI, QAR,
LTDBT and ROCE, ROA, EPS.
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Table-1: Regression results of the effect of liquidity risk on ROCE of consumer goods companiesin Nigeria.

Variables Coefficient Std Error  t-Statistics Prob.

C 1.102 804 1372 0.048
CR 024 065 368 0.025
CDI 018 051 344 0.733
QAR 012 012 193 0.848
LTDBT -1.658 007 624 0.053

R? = 0.71

RIAdj = 0.316

F-stat = 1.955

DW = 2103

Source: Authors’ compilation.

IV.RESULTSAND DISCUSSION OF FINDINGS

The unstandardized coefficients indicate that a percentage
rise in cash ratio, cash defensive interval, and the quick ratio
will result in a 2.4%, 1.8%, and 1.2% rise in ROCE
respectively, of the studied quoted consumer goods
companies in Nigeria; while a percentage increase in long
term debts results in a 165.8 percent decrease in ROCE of
the studied companies. From this result, the consumer goods
companies face a very high and significant risk on all long
term debts, as these debts significant sweep returns on
capital employed by 165.8% from a percentage increase in
long term debts. The p-value for CR confirms that there
exists a significant relationship between cash ratio and
ROCE of the studied consumer goods companies. This
indicates that the cash ratio is capable of predicting the
outcome of ROCE. The null hypothesisistherefore rejected,
and the alternative upheld. This result agrees with the
findings of [4] that the current ratio has a significant positive
relationship with profitability. The p-value for CDI indicates
an ingignificant relationship between cash defensive
intervals and ROCE of the studied consumer goods
companies. It shows that CDI may be an inadequate
predictor of ROCE of consumer goods companies in
Nigeriaa. The QAR as shown in the result does not
adequately predict the behavior of ROCE of the studied
consumer goods companies. The result further reveals that
long term debts did not adequately predict the outcome of
ROCE for the companies studied, and thus an inverse
insignificant relationship. The value of .053 described the
companies’ debts relative to their net worth. The long term
debt ratio here indicates a major risk loitering in the books
and could portend a significant liquidity crisis in the future
Retrieval Nurmber: A1692059120/20200BEIESP
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which is capable of affecting the return on capita invested
significantly. The R square and Adjusted R square values are
important indicators for interpreting changes in the studied
variables. Asrevealed in the result, the value of R Square is
0.71 and the Adjusted R sguare is 0.52. The result reveals
that the variables in the regression line, made up of long
term debts, quick ratio, cash defensive interval, and cash
ratio explains a 71% variation in return on capital employed
(ROCE). The predictors are statistically significant; leaving
only about 29%changeability in firms® financid
performance to other factors not considered in the model.
The adjusted r? of 0.316 reveals that the regression line
perfectly captures 31.6% of the changes in returns on capital
employed by the studied consumer companies. In other
words, 31.6% of the four predictors have a direct and actual
influence on ROCE. The Durbin-Watson statistic of 2.103
indicates that there is no auto-correlation between the
independent variables. The F-statistic of the estimated
coefficient of liquidity risk was used to test the hypothesis at
0.05 for a 95% level of confidence. The observed F-statistic
was 1.955 and the dtatistical table value is 2.704 at 0.05
percent confidence interval. Given that the calculated value
of 1.955 is less than the tabulated value of 2.704 with the
degree of freedom n — 2 (50-2) = 48 at 0.05 percent level of
significance, the null hypothesis is therefore accepted and
the alternative rejected.
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Table- I1: Regression results of the effect of liquidity risk on ROA of quoted consumer goods companiesin Nigeria.

Variables Coefficient Std. Error t-Statistics Prob.
C 490 156 3.145 0.003
CR -0.007 013 -.563 0.0577
CDI -.003 010 -332 0.054
QAR 001 002 686 0.049
LTDBT 5252 015 -1.026 311

Rz = UoES

R2Adj = 0.055

F-stat = 2084

DW = 1.276

Source: Authors’ compilation

This means that there is an insignificant relationship
between liquidity risks and return on capital employed of
the studied consumer goods companies in Nigeria, for the
years considered. The regression results indicate that an
increase in cash ratio, cash defensive interval, and long term
debts respectively, by 1% will lead to a decrease in ROA by
0.7%, 0.3%, and 525.2%, while an increase in quick ratio
(QR) by 1% will motivate a significant increase in ROA by
0.1%. The P-value of CR at .0577 is greater than the
threshold at 5% significant level, and indicates that cash
ratio will insignificantly predict the outcome of ROA of the
studied consumer goods companies. The p-vaues for CDI
and LTDBT show the same trend of insignificant predictive
powers of cash defensive interval and long term debts on
ROA, with values of 0.054 and 0.311 respectively. The two
values are above the threshold at 5% level of significance.
There is however a significant relationship between QAR
and ROA of the investigated consumer goods companies.
The return on assets (ROA) provides stockholders an insight
on how effective a company is converting its investments
into income; the result here further confirms the alarming
risk level of long-term debts to consumer goods companies
in Nigeria, in relation to ROA.Thisisin agreement with the
assertion of [15]that liquidity risk plays a significant role in
asset vauation because the investors highly consider
whether the assets are going to be sold or there is a market
for them. The model summary investigates the effects of

Retrieval Number: A1692059120/2020©BEIESP
DOI:10.35940/ijrte.A1692.059120
Journal Website: www.ijrte.org

587 Blue Eyes Intelligence Engineering

cash defensive interval, cash ratio management, long term
loan and quick ratio (proxies of liquidity risk) on return on
assets of the studied companies. As revealed in the data
anaysis, the R Square is 0.45 and the Adjusted R sguare is
0.055. The result means that the independent variables,
(long term debt, quick ratio, cash defensive interval, and
cash ratio)together explain up to 45% variation in return on
assets. The predictors are statistically substantial, leaving
about 55%changeability in firm performance to other factors
not considered in the model. The Durbin-Watson statistic
indicates a positive auto-correlation amongst the
independent variables. These results imply the existence of a
positive strong interaction amongst liquidity  risk
management proxies. The F-statistic of the estimated
coefficient of liquidity risks management and ROA was
observed to be 2.984 while the critical value was 2.704 at
0.05 percent confidence interval. Given that the calculated
value of 2.984 is greater than the tabulated value of 2.704
with the degree of freedom n — 2 (50-) =48 at 0.05 percent
level of significance, the null hypothesis is rejected and the
alternative accepted. The study therefore concludes that
there exists a significant relationship between liquidity risks
management proxies and return on assets of consumer
goods companiesin Nigeria.
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Table-111: Regression result on the effect of liquidity risk management on the EPS of quoted consumer goods
companiesin Nigeria

Wariables Coefficient Std. Error t-Statistics Prob.

C 110.26 187 1.980 0.055
CE. -2.775 4 537 -612 0.554
CDI -1.699 3.553 -478 0.035
QAR -1.745 T37 -2.367 0.023
LTDBT 8371 812 457 506

RZ = 0047
RIAdj = 0.053
F-stat = 2. 752
DWW = 2752

Source: Authors’ compilation from regression result.

The results of the regression summary indicate inverse
relationships between cash ratio, cash defensive interval and
quick ratio, and earnings per share of the studied consumer
goods companies. A percentage increase in CR, CDI, and
QAR result in a 277.5%, 169.9% and 174.5% reduction in
earnings per share respectively, for the companies studied
and the years considered. These results indicate that cash
ratio, cash defensive interval and the quick ratio of the
companies were poor influencers of EPS; hence
conservative approaches to liquidity management were
injurious to performance and earnings per share within the
period. The result isin line with the findings of [23] that the
application of a conservative investment policy and
aggressive financing policy has a negative impact on a
firm’s profitability. The results also agreed with the
assertion of [24] that critica implication of liquidity to a
company is constant growth and endogenous factors; what
isresponsible for such assessment is the company’s position
in the market. The result further reveals that long term debt
(LTDBT) significantly improves earnings per share (EPS)
by 837%, from a percentage change in LTDBT.
Statistically, these two measures of liquidity management
affirmed that the companies are viable to meeting their
critical commitments as they fall due and shareholders
wealth can be increased in spite of the weak conservative
approach to liquidity management. The results affirmed the
conclusion of [13], that a company before paying dividends
must consider its liquidity position irrespective of its high
profits. They also maintained that profits should not be
likened to cash; therefore dividends payment must reflect
not just the company’s profits but aso its ability to pay.The
regression result revealed that R Square is 0.047 and the
Adjusted R sguare is 0.053. This means that the
variables(long term debt, quick ratio, cash defensive
interval, and cash ratio) explain 4.7% variation on earnings
per share. The predictors are statistically insignificant;
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leaving a whopping 95.3% variability in EPS to other
factors not considered in the model. This result collaborates
the result of the unstandardized coefficients, earlier
evaluated, that CR, CDI, QAR and LTDBT are not good
predictors of EPS. In other words, liquidity indicators are
not strong and significant predictors of earnings per share.
Other factors are far better predictors of EPS than liquidity
indicators. The Durbin-Watson statistic also indicated a
positive auto-correlation amongst the variables. The
probability values for CR and LTDBT provide sufficient
reasons to accept the null hypotheses, that there is no
significant relationship between cash ratio/long term debts
and earnings per share of the studied consumer goods
companies. The results however affirm a significant
relationship between cash defensive interval/quick ratio and
earnings per share of the studied companies, with p-values
of 0.035 and 0.023, against 0.05 significant levels for CDI
and QAR respectively. The F-statistic estimator was
significant at 2.752 at a significant level of 5%. Given that
the calculated value is greater than the tabulated value at 48
(50-2) degree of freedom, the null hypothesis is rejected and
the alternative accepted. The study, therefore, concluded
that there exists a significant relationship between liquidity
risk management and earnings per share of consumer goods
companiesin Nigeria.

V. CONCLUSION AND RECOMMENDATIONS

Liquidity is an essentia tool for the implementation of the
company strategic policy, for the purpose of enhancing the
going concern position of the company.

Effective liquidity management engenders the confidence
of the stakeholders and promotes sustainability and
stakeholders’ participation. A good framework for liquidity
risk management has some implications on financial cost
reduction and the growth of an entity.
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The study has shown that liquidity risk management
significantly affects the financial performance of consumer
goods companies in Nigeria. In the same manner, we
observed that companies were exposed to liquidity risks
(financial weakness) due largely to their inability to convert
the invested capital to liquid cash. These may hinder their
buying capacity in the long run as suppliers will not
continuously shift goods when the previous supply has not
been paid. Looking at the metric of the profitability of the
companies, we found out that there is no significant
relationship between liquidity risks management proxies
and return on capital employed (ROCE). Further, the study
found out financial weakness in the companies’ books as a
result of over-dependence on inventory which results in a
significant correlation between liquidity risks and return on
assets (ROA) of the companies. The study further found a
significant correlation between cash defensive interval and
quick ratio and earnings per share. The study therefore
concludes that liquidity risk management affects the
financial performance of consumer goods Companies in
Nigeria. From the results of this study, it is recommended
that since the consumer goods sector is a critical sector in
the Nigerian economy, a risk management department
should be established by every consumer goods company in
Nigeria, as a means of prompt and adequate evaluation and
monitoring of enterprise-wide risks, including financial
risks. The study additionally recommends that regulating
agencies of consumer goods companies in Nigeria should
enforce the establishment of Risk Management Departments
in al consumer goods companies in Nigeria to guarantee
their going concern. The consumer goods companies should
also establish and monitor risk dashboards so as to ascertain
the variability of risk appetite for prompt and better risk
controls.

REFERENCES

1. J. G. Muriithi and K. M. Waweru. (2017). “Liquidity risk and
financial performance of commercial Banks in Kenya”. International
Journal of Economics and Finance, vol. 9(3), pp.256 — 265.
DOI:10.5539/ijef.v9n3p256

2. A. Bhunia. (2010). “A trend analysis of liquidity management
efficiency in selected private sectors in the Indian steel industry”.
International Journal of Research in Commerce and Management,
vol.1 (5), pp. 213.

3. F. Bassey, E. Tobi, I. Bassey, and R. Ekwere. (2016). “Liquidity
management and the performance of banks in Nigeria”. International
Journal of Academic Research in Accounting, Finance and
Management Sciences. Vol. 6(1), pp.41-48.

4. V. C. Ehiedu. (2014). “The Impact of liquidity on the profitability of
some selected companies: the financial statement analysis (FSA)
approach”. Research Journal of Finance and Accounting, vol. 5(5),
pp. 72-80.

5. W. Joan. “Management and technology”. London, H. H stationary
office, 1956.

6. |I.T. Hawaldar, K.Lokesha, A. Kumar, P. Pinto, and S. M. Sison.
(2017). “Performance analysis of Commercial Banks in the Kingdom
of Bahrain (2001-2015)”. International Journal of Economics and
Financial Issues, vol.7(3), pp.729-737.

7. A. Fama and N. Miller. The theory of finance. New York, Dryden
Press, 1972.

8. K. Manish, and C. Ghanshyam. (2013). “Liquidity risk management
in Bank: a conceptual framework”. AIMA Journal of management
and research,, vol. 7(2/4), pp. 0974-487.

9. O. AEl-Ansary and M.I. Megahed. (2016). “Determinants of
Egyptian Banks' profitability before and after the financial crisis”.
Corporate Ownership and Control, vol. 14(1), pp.360 — 372.

Retrieval Number: A1692059120/2020©BEIESP
DOI:10.35940/ijrte.A1692.059120
Journal Website: www.ijrte.org

589

10. A. Olagunju, A. O. David and O.0. Samuel. (2012). ‘Liquidity
management and commercial banks' profitability in Nigeria”.
Research Journal of Finance and Accounting, vol. 2(7-8), pp.24-38.

11. C. Shen, Y. Chen, L. Kao, and C. Yeh. (2010). “Bank liquidity risk
and performance”. International Monetary Fund, Working Paper.

12. N. Ariffin. (2012). “Liquidity risk management and financial
performance in Malaysia: empirical evidence from Islamic banks”.
Aceb International Journal of Social Sciences, vol. 1(2), pp. 77-84.

13. Y. O. Adabenege, L. Y. Simpa, K. U. Mohammed, and A.
Mohammed. (2015).“The correlation between risk  management
and organizational performance; an empirica investigation using
panel data’. Research Journal of Finance and Accounting, vol. 6(16),
pp. 136 — 146.

14. F. Umar. Q. Muhammad, A. Asad and A. Mazhar. (2015). “An
Empirical Study on impact liquidity management on firm
performance in conventional banking of Pakistan”. IOSR Journal of
business and management. Vol. 17 (2), pp.2278-487.

15. M. Moeinadin, F. Heirary, and E. Khoshnood. (2013). “Impact of
information risk on the liquidity risk of the firm listed on the Tehran
Stock Exchange”. International Journal of Academic Research in
Accounting, Finance and Management Science, vol. 3(4), pp.300-307.

16. M. O.Akomesh, Y. SKong, X.Hu, and S. O. Afriyie. (2017).”Bearing
of credit risk management on financial performance: evidence from
financial institutions in Ghana”’.American Journal of Multidisciplinary
Research,vol.5( 2), pp.150 -160.

17. D. A. Hillson, and R. Murray-Webster. (2011). “Using risk appetite
and risk attitude to support appropriate risk-taking: a new taxonomy
and model”. Journal of Project, Program & Portfolio Management,
val. 2(1), pp.29-46.

18. J. B. Rwayitare, J. Shukla and C. Ruhara. (2016). “Credit risk and
commercial bank profitability in Rwanda”. International Journal
of Advanced Research, vol. 4(9), pp.294-325. DOI:
10.21474/I1JAR01/1482.

19. P. K. Gupta. (2011). “Risk management in Indian companies: EWRM
concerns and issues”. The Journal of Risk Finance, vol.12(2), pp.121-
139.

20. S. S Embaye, C. Fatime, and Z. T. Abderaman. (2017). “The impact
of credit risk management on financial performance of commercial
banks —evidence from Eritreax Research Journal of Finance and
Accounting, vol. 8 (19), pp.70 — 76.

21. O. Fredrick, O. Jeremiah and Z. Onsomu.(2018). “The relationship
between liquidity risk and failureof =~ Commercial Banks in Kenya”.
Universal Journal of Accounting and Finance, vol. 6(1), pp.7-13.
DOI: 10.13189/ujaf.2018.060102.

22. C. S Okaro and, N. C. Ndukaife. (2016). “Effect of liquidity
management on the performance of deposit money banks in Nigeria
(2000-2015)”. Journal of Policy and Development Studies, vol. 10(3),
pp.156- 169.

23. T. K. Vahid, A. K. Mohsea.and E. Mohammadreza. (2012). “The
impact of working capital management policies on firms’ Profitability
and Value: evidence from Iranian companies”. International Research
Journal of Finance and Economics, vol. 88, pp. 155-162.

24. T. K. Vahid, A. K. Mohsea.and E. Mohammadreza. (2012). “The
impact of working capital management policies on firms’ Profitability
and Value: evidence from Iranian companies”. International Research
Journal of Finance and Economics, vol. 88, pp. 155-162.

AUTHORS’ PROFILE
Dr. Sunday A. Effiong, BSc. (Uyo), MSc. (Caabar),

MBA, PhD, (Calabar). With over forty empirical
local and international journal  publications, an author of
many textbooksin  Accounting and Financial

— Mathematics. With  research focus on needs based , and
result oriented researches. Associate Member of the Institute of Chartered
Accountants of Nigeria (ICAN). Copyright owner of Synchronized
Models of Modified Current and Historical Cost
Accounting Methods.

Mr. Ejabu, Fidelis Enya, B.Sc (CRUTECH), M. Sc
(Calabar), and Ph.D Student, with Nine Empirical Local
and International Journal Publications.

Published By:
Blue Eyes Intelligence Engineering
& Sciences Publication




