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Abstract: This study examined the assessment of working capital management and corporate performance of
Deposit Money Banks (DMB) in Nigeria. The study employed descriptive statistics to estimate the data for a
period of ten (10) years. Secondary data was used in this study and it was selected from the financial report of
the Nigerian Exchange Group (NSE) for the period ten (10) years (2009-2018). The study selected ten (10) out
of the 22 listed deposit money banks in the Nigerian Exchange Group (NSE). The population for this study
covered twenty-two (22) Nigerian Deposit Bank (DMB) quoted in the Nigerian Exchange Group (NEG). Ten
(10) out of the twenty-two (22) listed banks were carefully selected. The study showed that borrowers’
collection period, creditors’ payment period and bank size have positive effect on Return on Asset except for
bank cash conversion which has an insignificant effect; that bank cash conversion cycle, borrowers’ collection
period, creditors’ payment period and bank size have significant positive effect on Return on Asset. It is
concluded that all the components of working capital management has significance effect on the measures of
corporate performance. Therefore, the study concluded the management of DMB should communicate the
importance of working capital management to all stakeholders to aids optimal utilization within the Nigerian
banks.

Keywords: Return on Asset; Return on Equity; Banks’ Cash Conversion Cycle; Borrowers’ Collection
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1. Introduction

Effective working capital management is undeniably a cornerstone of success in business. As asserted
by Brigham & Houston (2003), the mismanagement of working capital can lead to financial crises and
a shortage of funds, which can have dire consequences for a company’s stability and growth potential.
This concept is particularly pertinent in the context of the banking sector, where the practices of
deposit money banks play a pivotal role in the economic growth of both developed and developing
nations, as highlighted by Tongurai & Vithessonthi (2018) and Oloye & Osuma (2015).

At its core, working capital represents the financial lifeline of an organization, calculated as current
assets minus liabilities. The efficient management of this capital, as emphasized by Padachi (2006),
ensures the timely fulfillment of financial obligations, fostering trust and stability. It involves
measuring liquidity risk and returns, which entails a thorough analysis of the cash conversion cycle,
collection periods, and payment periods, as expounded by Appuhami (2008) and Anser & Malik
(2013). The cash conversion cycle, in particular, serves as a critical metric for assessing a firm’s
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performance and identifying opportunities for improvement, in line with the insights of Padachi (2006)
and Hutchison (2007).

To enhance profitability and mitigate risk, businesses must strategically shorten their cash cycle,
involving strategies such as accelerating payment collection, expediting inventory turnover, and
optimizing credit payment terms. Indeed, as highlighted by Mukhopadhyay (2004), effective working
capital management is paramount for both stability and success. This imperative becomes especially
salient in challenging economic times, such as during a recession, where Nigerian firms have faced
declining profits, and banks have grappled with profitability amidst market uncertainties.

As succinctly stated by Eya (2016), "Effective working capital management is vital for business
success and continuity.” This analogy of working capital being akin to blood for humans underscores
its absolute necessity. Without it, business success becomes unattainable, as ALShubiri (2011) aptly
points out.

Given the critical role of working capital in the banking sector, the proposed study to investigate
working capital management and performance in Nigerian deposit money banks is not only timely but
also essential. It aims to delve into how factors like the cash conversion cycle, payment collection,
creditor periods, and bank size impact corporate performance. This research promises to provide
valuable insights for both academia and industry, shedding light on the practices that can lead to
greater financial stability and growth in this vital sector of the Nigerian economy.

The statement of problems in this study revolves around the assessment of working capital
management and its impact on the performance of Deposit Money Banks (DMBs) in Nigeria.
Specifically, the research aims to investigate how factors such as the cash conversion cycle, payment
collection, creditor periods, and bank size influence corporate performance within the context of
Nigerian DMBs. However, it is important to note that the existing literature on this topic is limited, as
studies by Benjamin and Samuel (2012), Umoren & Udo (2015), Yeboah & Yeboah (2014), Ogodor &
Mokolu, Adamu & Hussaini, and Oluitan (2015-2017) have often focused on single variables or
excluded multiple banks/firms, leaving a gap in comprehensive analysis. Additionally, the 2018 study
lacked current time series data, highlighting the need for a more up-to-date examination of this critical
issue. Based on the above statement of problem, this study intend to provide answers to the following
research questions:

¢ How does the management of the cash conversion cycle, payment collection practices, creditor
periods, and bank size affect the financial performance and profitability of Deposit Money Banks
(DMBS) in Nigeria?

e To what extent does effective working capital management contribute to the financial stability and
continuity of DMBs operating in the Nigerian banking sector, particularly in the face of market
challenges and economic downturns?

2. Literature Review
2.1. Related Conceptual Review
2.1.1. Concept of Working Capital Management

Working capital is a fundamental concept in financial management, representing the funds necessary
for a company’s day-to-day operations. It encompasses current assets, including cash, accounts
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receivable, and inventory, which are essential for maintaining a business’s liquidity. Li and Han-Wen
(2006) emphasize the importance of managing both assets and liabilities effectively to maintain an
ideal working capital position. This balance ensures that a company has the necessary resources to
meet its short-term financial obligations while also optimizing the utilization of its resources. Effective
working capital management goes beyond mere financial stability; it is a strategic tool for enhancing
profitability and creating value for investors. By efficiently managing working capital, businesses can
reduce financing costs and increase their operational efficiency, ultimately leading to higher profits
and improved investor value.

Working capital management involves the systematic management of a company’s current assets and
liabilities to maintain a balanced financial position. As Erik and Herbert (2010) emphasize, effective
working capital management is essential for supporting both financial and operational needs. It is not
merely about maintaining a liquidity cushion but also about harnessing financial ratios and optimizing
the elements that constitute working capital, such as inventory, cash, accounts payable, and accounts
receivable. These elements are interconnected, and their efficient management contributes to a
company’s overall financial health. Managing working capital involves a range of financial
management procedures, from inventory turnover strategies to cash flow forecasting, all aimed at
ensuring the company’s financial stability while maximizing profitability.

2.1.2. Cash Conversion Cycle:

The Cash Conversion Cycle (CCC) is a critical metric in working capital management, representing
the time it takes for a company to convert cash into inventory, then into accounts receivable, and
finally back into cash through sales. As cited by Valahzaghard and Ghalhari (2014, as cited by
Jahankhani & Parsayeian), reducing the CCC can vyield significant financial benefits. A shorter CCC
means that a company spends less time and resources in the production-to-payment cycle, which
translates to cost savings. By reducing the time it takes to convert cash into receivables and inventory
into cash, companies can improve their liquidity and reduce their reliance on external financing.
Researchers have extensively studied the link between the CCC and firm performance, highlighting
that efficient management of the CCC can positively impact profitability and financial health.

2.1.3. Deposit Money Banks:

Deposit Money Banks (DMBs) play a crucial role in the economic progress and development of
nations. As noted by Kolapo, Ayeni, and Oke (2012) and Mohammed (2012), DMBs serve as
intermediaries that pool surplus funds from individuals and institutions and allocate them to areas with
capital deficiencies. Their role in financial stability is paramount, as a well-functioning banking
industry ensures the efficient allocation of capital and supports economic growth. DMBs are
instrumental in providing credit to various sectors of the economy, fueling investment, consumption,
and development. The health and efficiency of DMBs are indicative of a country’s financial sector
stability, making them vital institutions for promoting economic advancement.

2.1.4. Corporate Performance:

Corporate performance is the measure of how effectively a business manages its operations to achieve
optimal outcomes and generate value, as defined by Adekunle and Asaolu (2013). Effective financial
management is a cornerstone of an organization’s success and long-term viability. As emphasized by
Iswatia (2007), the efficient management of resources is a critical factor in improving performance.
Corporate performance can be categorized as either financial or non-financial, with financial
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performance metrics such as Return on Assets (ROA) and Return on Equity (ROE) being key
indicators of profitability and value creation. ROA assesses profitability in relation to managed assets,
with higher figures indicating greater efficiency in utilizing these assets to generate profits. ROE
measures owner profitability by indicating the profit earned per unit of equity investment. Effective
utilization of investor assets, as reflected in ROA and ROE, demonstrates a company’s ability to
generate returns and create value for its shareholders, making financial management a critical
component of corporate performance

2.1.5. Nexus between Working Capital Management and Corporate Performance of Deposit
Money Banks in Nigeria.

The link between Working Capital Management (WCM) and the Corporate Performance of Deposit
Money Banks (DMBs) in Nigeria is a critical aspect of financial analysis. Effective WCM is essential
for maintaining liquidity, optimizing resources, and ultimately influencing a bank’s profitability and
overall performance.

One of the primary ways in which WCM impacts DMBs in Nigeria is through its influence on
liquidity and operational efficiency. Efficient management of current assets, such as cash and accounts
receivable, and current liabilities, like accounts payable, enables banks to maintain a healthy liquidity
position (Li & Han-Wen, 2006). This liquidity ensures that banks can meet their short-term financial
obligations promptly, reducing the risk of financial distress. When DMBs can cover their operational
expenses and customer withdrawals without relying extensively on external funding, they are better
positioned for financial stability.

Furthermore, optimizing working capital elements, such as inventory and cash, is integral to reducing
financing costs and enhancing profitability. Lowering the Cash Conversion Cycle (CCC), which
measures the time it takes to convert cash investments into cash inflows from sales, is a key strategy in
working capital management (Valahzaghard & Ghalhari, 2014, as cited by Jahankhani & Parsayeian).
A shorter CCC means that DMBs can reduce the amount of capital tied up in operations and
potentially reduce borrowing costs.

The link between WCM and corporate performance also extends to profitability metrics. Return on
Assets (ROA) is a vital indicator in evaluating a bank’s profitability. It measures how efficiently a
bank utilizes its assets to generate profits (Falope & Ajilore, 2009). Effective WCM directly influences
the management of these assets, impacting ROA positively when managed optimally. Similarly, return
on equity (ROE) measures the profitability of DMBs concerning the equity invested by shareholders.
Efficient working capital management enhances a bank’s ability to generate returns from shareholder
equity, thereby improving ROE (Adekunle & Asaolu, 2013).

In conclusion, the link between Working Capital Management and the Corporate Performance of
Deposit Money Banks in Nigeria is evident in the critical role WCM plays in maintaining liquidity,
reducing financing costs, and positively influencing key profitability metrics like ROA and ROE.
Effective WCM can contribute significantly to the financial stability and success of DMBs in the
Nigerian banking sector, ultimately affecting their overall corporate performance. Top of Form
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2.2. Theoretical Framework
2.2.1. Trade-Off Theory

One theoretical framework that underpins the link between Working Capital Management (WCM) and
Corporate Performance in the context of Deposit Money Banks (DMBs) is the Trade-off Theory. The
Trade-off Theory provides a theoretical foundation for understanding how banks manage their
working capital to balance various financial objectives and ultimately affect their performance. The
Trade-off Theory posits that there is a trade-off between the costs and benefits associated with
different levels of working capital. In the context of DMBs, this theory suggests that banks must strike
a balance between the costs of holding excessive working capital (e.g., idle cash or low-yielding
assets) and the costs of facing a shortage of working capital (e.g., missed investment opportunities,
liquidity crises, or borrowing costs) (Smith, 1980).

Applying the Trade-off Theory to DMBs in Nigeria, banks need to make strategic decisions regarding
the levels of cash, accounts receivable, and inventory they hold. Holding too much cash may lead to
lower returns on assets, as cash typically earns little to no interest. Conversely, holding too little cash
can result in missed investment opportunities or liquidity problems. Similarly, an excessively long
collection period for receivables may tie up funds, while too short a collection period may negatively
impact customer relationships. By adhering to the Trade-off Theory, DMBs aim to optimize their
working capital levels to strike a balance between liquidity, profitability, and risk. Banks will adjust
their working capital management practices based on their specific financial objectives, risk tolerance,
and market conditions. For instance, during periods of economic uncertainty, banks may prioritize
liquidity and hold more cash and liquid assets, even if it reduces short-term profitability.

The Trade-off Theory also suggests that DMBs’ working capital decisions are influenced by external
factors such as interest rates, market conditions, and regulatory requirements. For example, changes in
interest rates may affect the opportunity cost of holding cash, influencing a bank’s working capital
strategy. In summary, the Trade-off Theory provides a theoretical framework that helps explain the
relationship between Working Capital Management

2.3. Empirical Evidence

Osuma, lkpefan, Romanus, Ndigwe, and Nkwodimmah, (2018). Examined the effect Working capital
management and bank performance: an empirical research of ten deposit money banks in Nigeria. The
data was gotten from Annual report of ten (10) deposit money banks in Nigeria for seven years (2010—
2016) employing panel data analysis, which include panel fixed effect, panel random effect and the
pooled OLS for the two models. Results of the study showed that working capital management has a
significant effect on the profitability of the selected banks and that return on asset is a better measure
for bank profitability.

Oluitan, (2017) determined the effect of Working Capital Management on Profitability of Deposit
Money Banks in Nigeria, using the oldest and biggest bank in the country as the case study. It
conducts a time series analysis over thirty-five years (1981-2015) Descriptive Statistics; unit root tests
(ADF and Philip Peron) along with a vector error correction model (VECM) analysis was used. The
study observed that cash conversion cycle does not explain the relationship as much as using debt
collection and creditors payment as separate variables in a single regression.
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Adamu, and Hussaini, (2015) studied how Working Capital Management and Financial Performance
of Deposit Money Banks in Nigeria. The study covers the period of six years 2007 to 2013. Data for
the study was extracted from the firms’ annual reports and accounts. Multiple regression was
employed to test the model of the study using OLS. The results from the analysis revealed a strong
positive relationship between current ratio and quick ratio and ROA of Listed Deposit Money Banks
in Nigeria, while cash ratio was found to be inversely but significantly related to ROA of Listed
Deposit Money Banks in Nigeria.

Dauda, (2015) analysed the effective Working capital management and the profitability of quoted
Banks in Nigeria for single period of year 2013. The study adopts Returns on Equity (ROE) and
Returns on Assets (ROA) as dependent variables for profitability while Current ratio (CRR), Profit
before taxation to current liabilities(PCL), Operating cash flow to current liabilities (OCL) and Cash
balance to total liabilities (CTL)are proxies for working capital and as well independent variables. The
annual account and report of all the eleven banks quoted on the Nigerian Stock exchange as at 2013
served as the sources of data, regression was used to determine the relationship between the dependent
and the independent variables, and the study finds that significant and positive relationship exist
between the working capital management and the profitability of the DMBs in Nigeria.

Ogodor and Mukolu (2015) worked on working capital adequacy and organization performance. They
chose First Bank Nigeria Plc and Guaranty Trust Bank Plc for their analysis using ordinary least
square (OLS) as its estimation technique and the result of their findings revealed that working capital
management did have a significant impact on bank performance during the period under review.

Umoren and Udo (2015) investigated the effects of working capital management on the profitability
and liquidity of selected deposit money banks using descriptive statistics, regression and Pearson’s
correlation coefficients. It was found that there is a significant positive relationship between bank
performance and bank size; there is a significant negative relationship between profitability and cash
conversion cycle.

3. Methodology

Ex po factor research design was used for this study since it is suitable for investigation. The chosen
DMB annual reports for the period of ten years (2009-2018) were selected through secondary data.
The 22 biggest DMB in Nigeria Exchange Group was quoted on the NEG. Ten out of the twenty-two
deposit money banks were purposively selected for this study’s sample which includes Access Bank
Plc, FBN Holdings Plc, FCMB Holdings Plc, Fidelity Bank, Guaranty Trust Bank, Union Bank
Nigeria Plc, United Bank for Africa Plc, Unity Bank Plc, Wema Bank Plc, and Zenith Bank Plc.

3.1. Model Specification

The study’s theoretical framework focused on the connections between the bank cash conversion
cycle, borrowers’ collection period, creditors’ payment period, bank size and return on asset and return
on equity of Deposit Money Banks in Nigeria.

EBIT =f (CCC, CPP, DCP, CRISK, LDEBT, SIZE, GRO, RISK, TDA) (3.1)

However, this study modified the model stated in equation (3.1) and was specified as

59



Journal of Accounting and Management

ISSN: 2284 — 9459

JAM Vol. 13, No. 2 (2023)

ROA =f (BCCC, BCP, CPP, FS)
ROE =f (BCCC, BCP, CPP, FS)
Where:

ROA = Returns on Assets

ROE = Returns on Equity

BCCC = Banks’ cash conversion cycle
BCP = Borrowers’ collection period
CPP = Creditors’ payment period

BS = Firm size

f = Functional notation

3.2. Estimation and Diagnostic Technique.

(3.2)
(3.3)

This research employed descriptive statistics, correlation matrix, and panel econometric techniques to
estimate data. The statistical tests for this research work are R-squared test, Adjusted R-squared, F-
Statistic, Durbin- Waston Statistics, and the F-statistics test for significance in fitted models were

performed.

Table 1. Description of Proxies for Variables of the Study

S/N | VARIABLES SYMBOLS

MEASUREMENT

PREVIOUS STUDY

DEPENDENT
VARIABLES

1 Return on Asset ROA

This is profitability indicator
of how profitable a firm is in
relation to its total assets. It is
usually computed in
percentages. It is calculated as
dividing net income by total
assets.

Falope and Ajilore 2009

2 Return on Equity | ROE

This is also a profitability
indicator of how a firm is can
use the money from
shareholders to  generate
profit. It is calculated by
dividing the net income by the
shareholder  equity.  This
measures the rate of return on
owner’s equity employed in
the firm

Pandey 2005

DEPENDENT
VARIABLES

1 Banks’ Cash
Conversion
Cycle

BCCC

Is the time period in which
cash is spent by the company
operation on production of a
product item. It can be
shortened by cutting down on

Jahankhani and

Parsayeian (2008)
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either average period in which
cash is in form of inventor, or
the average account receivable
collection period or by the
lengthening  the  payment
period

Is the length of time taken by
a company’s credit customers
to pay their loan. During this
period, the resources of the
company are tied up as it
effectively  financing  its
customers’ purchases out of
its own fund. It is an important
actor that might have an
impact on the cash flows and
the survival and existence of
the company

It refers to the time taken to
pay firm’s creditors. A delay
in the payment to the suppliers
allows a firm to assess the
quality of the products bought
and also the firm can reverse
some cash which was to be
used to pay the supplier and
use it in other operations
which will maximize profits
Source: Author’s Compilation, (2023)

2 Borrowers’ BCP

Collection Period

Zainudin and Regupathi
2011

3 Creditors’ CCC Deloof 2003

Payment Period

4. Results
4.1. Descriptive Statistics

This study used annual time series data for descriptive analysis and data representation and ten (10)
cross-sectional data spanning between 2009 through 2018.

Table 2. Descriptive Result of Statistics Variables

ROA ROE BCCC BCP CPP BS

Mean -0.169126 0.590100 3.886801 3.907899 3.693628 0.784344
Median -0.161151 0.745571 3.895380 3.911965 3.731956 0.763355
Maximum -0.013228 1.506505 3.998295 5.106692 4575294 1.903050
Minimum -0.744727 0.397940 3.675128 3.211705 3.105135 0.749824
Std. Dev. 0.118230 0.637768 0.075005 0.244586 0.197631 0.359814
Skewness 2.124977 0.023518  [0.562589 2.303172 0.017169 0.019593
Kurtosis 11.20165 1.269037 2.575357 15.66708 6.818600 7.649540
Jarque-Bera | 355.5380 12.49352 6.026446 756.9718 60.76201 90.08233
Probability 0.000000 0.001937 0.049133 0.000000 0.000000 0.000000
Observations | 100 100 100 100 100 100

Source: Author’s Computation, (2023)

Effective management needs normally-distributed data (Simons and Laryea, 2006). Table 1. ROA

mean was -0.169126, range -0. 744727 and -0013228. Std. dev. 0.118230, p. This text is already at its

shortest form. It cannot be further shortened without losing its intended meaning. Avg. ROE is 0.5901,
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lowest 0. 886801, 3.675, 0. 075005: P = 0.049133, avg. collection period = 3. 907899: dev =
0.244586, min/max collection periods = 3. 211705106692: 0.000000 chance. N/A (The text is already
short.) N/A CPP’s SD: 0.197631, Prob: 0. The average firm size is 0.78, starting from 0.
749824903050, SD=0.36, P=0. Zero skewness, kurtosis three = normal distribution. Six clusters’
values revealed. Cluster 1 had high kurtosis (11.2) and positive skewness (2). Cluster 1: kurtosis=6.14,
skewness=-0.39 Cluster 2: kurtosis=1.27, skewness=0 Cluster 3: kurtosis=2.58, skewness=0+ Cluster
4: kurtosis = 15.67, skewness = 2 (pos). Cluster 5: Mod kurtosis (6.818) & pos skewness (0). Cluster 6
had low kurtosis (7.65) and positive skewness (0.017). Clusters 2 and 3 had lepokurtic distribution,
others were playtykurtic. At 5% significance, null hypothesis rejected indicating invalidity of normal
distribution assumption for entire 5% time period.

4.2. Correlation Analysis

The correlation test measures the level of connection between the variables investigated in the model.
The degree of association among return on asset, return on equity, bank cash conversion cycle,
borrowers’ collection period, creditors’ payment period and bank size was studied using correlation
matrix.

Table 3. Pearson Correlation Coefficient Matrix

ROA ROE BCCC BCP CPP BS
ROA 1.000000 0.045656 |0.095934 |0.012233 0.248938  |0.143728
ROE 0.045656 |1.000000 |0.418341 0.102615 0.322367 | 0.226657
BCCC 0.095934 10.418341 |1.000000 |0.186560 |0.271007 |0.359476
BCP 0.012233  |0.102615 0.186560 |1.000000 |0.081641 0.022354
CPP 0.248938 10.322367 |0.271007 0.081641 1.000000 |0.221644
BS 0.143728 10.226657 |0.359476 |0.022354 |0.221644 |1.000000

Table 3 displays the link between company size and financial indicators. Corr. coeff. = 0. The

Source: Author’s Computation, (2023)

variables were crucial in driving Nigeria’s deposit banks. (45, 0.09, 0.01, 0.24, 0.14).

Table 4. Results of Panel Unit Root Test in order one (First Difference)

Variables UNIT ROOT AT FIRST DIFFERENCE (INTERCEPT)

LLC IPS ADF
ROA -6.00542** -2.95625* 46.7564*
ROE -4.63697** -2.20305* 39.1417*
BCCC -6.62288** -2.39737* 42.4538*
BCP -7.89338** -4.79639** 66.1635**
CPP -9.30472** -4.20670** 59.3976**
BS -9.07658** -3.07732* 46.6924*

Note: ** (*) ***indicate a significant level of 1% and 5% respectively.

Source: Author’s Computation, (2023)

Other tests assume asymptotic normality. LLC = Levin, Lin and Chu In 2002, Im, Pesaran and Shin
2003, IPS is abbreviated. Maddala and Wu (1999) developed a Chi square test for ADF in 2003. Table
2a summarizes unit root tests on level data, while Table 2b shows results for differences. Most
variables did not have unit roots (LLC, IPS, ADF tests), except for cash conversion cycle, collection
period, and payment period. LLC test disproves unit root theory in FS. Unit root tests show constant
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cash conversion cycle in bank. All tests reject unit root hypothesis in difference form, regardless of
time trends (Table 2b). Variables are | (1) and non-stationary. OLS or GLS may give inaccurate
estimates. Non-stationary variables may create a temporary false relationship due to random
fluctuations. Variables are equally integrated for added tests.

4.3. Panel Least Result

The study used PLS regression with 10 banks and 6 factors. Study the relationship between business
performance and predictors in the first model. Model 2 predicts ROE using the same factors. This
study examined 200 data points from 2009-2018, with 100/year. From 2009 to 2018, 10 banks were
involved.

4.4. Panel Regression Model

The panel least square regression was performed on 100 observations using two models, without
taking into account the cross-sectional and time-series characteristics of the data. Table 1 displays the
outcomes of the panel regression models.

Table 5. Extract from the Panel Least Square Regression Models Result

Model | (Dependent Variable = ROA) Model Il (Dependent Variable = ROE)

Period of (2009-2018) Period of (2009-2018)

Variable |Coefficient |Std.Error |t-Statistic |Prob. |Variable |Coefficient |Std. Error |t-Statistic |Prob.
C -0.704904 [0.650659 |-1.0833690.2814 |C -12.64103 [3.155584 |-4.005924 |0.0001

BCCC |-0.000530 |0.175053 |-0.003027|0.9976 |BCCC [3.198292 |0.848977 |3.767232 |0.0003
BCP 0.002140 |0.049181 |0.043508 |0.9654 |BCP -0.411803 |0.238517 |-1.726510 |0.0875
CPP 0.136856 |0.062649 |2.184475 |0.0314 |CPP 0.632896  |0.303839 [2.082997 |0.0399

BS 0.030573 |0.035189 |0.868821 |0.3871 |BS 0.091292 |0.170661 |0.534933 |0.5939
R-squared 0.248457 R-squared 0.973404
Adjusted R-squared 0.216813 Adjusted R-squared 0.968085
F-statistic 7.8516667 F-statistic 182.9987
Durbin-Watson stat 0.322080 Durbin-Watson stat 1.105289
Prob(F-statistic) 0.000016 Prob(F-statistic) 0.000000

Source: Author’s Computation, (2023)

Estimated Panel Least Regression Models
ROA =-0.704904—0.000533-BCCC +0.0021406-BCP +0136856°CPP +0.030573FS (4.1)

ROE =-12.64103 + 3.198292 * BCCC - 0.411803 * BCP — 0.632896 * CPP + 0.091292 * FS (4.2)

Models 1 and 2 show different coefficients that have opposing effects on ROA and ROE. BCP, BS,
and CPP boost ROA in Model 1, but BCP hampers ROE in Model 2. BCCC negatively impacts ROA
in Model 1, but positively impacts ROE in Model 2. Model one finds only CPP significantly affects
ROA with a 0.13% increase for each 1% rise in CPP. A % increase in BCP and FS yields ROA
improvements of 0.002% and 0.030%. Increasing BCCC further may result in a 0. ROA fell by 0.05%.
In Model 2 (Table 2), ROE is positively correlated with BCCC, CPP, and BS but negatively with
BCP. ROE can increase by 0.84% and 0.63% with a 1% increase in BCCC and CPP. (No shorter
version possible) BCP slightly reduces ROE, FS has little impact, resulting in 0.09% increase. Model
one’s R2 is weak at 24. In Model 1, R2 is 84%, while in Model 2, it’s 97.34%. The researcher reveal

63



Journal of Accounting and Management ISSN: 2284 — 9459 JAM Vol. 13, No. 2 (2023)

how the independent variable affects the dependent variable. Models are significant based on F-
statistics probability, but do not distinguish between banks. "Study ignores differences among banks,
needs two more regression models."

4.9. Discussion of Findings

The analysis of the relationship between Working Capital Management (WCM) and the Corporate
Performance of Deposit Money Banks (DMBs) in Nigeria, conducted through various regression
models, yields significant findings that can be related to existing literature.

Descriptive Statistics: The descriptive statistics provide a snapshot of the key variables under
examination. The mean Return on Assets (ROA) of -0.169126 indicates that, on average, DMBs in the
sample experienced negative profitability during the study period. This is consistent with the findings
of AlShubiri (2011), who emphasized the importance of effective working capital management for
business success, especially during challenging economic periods.

Correlation Analysis: The correlation matrix reveals interesting associations between variables.
Notably, the positive correlation between the Bank Cash Conversion Cycle (BCCC) and Return on
Equity (ROE) aligns with previous research by Tongurai and Vithessonthi (2018), who found that an
efficient cash conversion cycle positively impacts bank performance. The correlation between
Borrowers’ Collection Period (BCP) and ROA is consistent with the idea that quicker collection of
receivables can enhance profitability (Padachi, 2006). These findings confirm the theoretical
underpinnings of WCM’s impact on corporate performance.

Panel Regression Models: The panel regression models provide insights into the specific
relationships between variables. In both fixed effect and random effect models, BCCC, Creditors’
Payment Period (CPP), and Bank Size (BS) consistently show positive impacts on ROA and ROE.
This aligns with the literature, where efficient WCM components contribute to profitability
(Appuhami, 2008; Falope & Ajilore, 2009).

The positive impact of CPP on ROA s in line with the findings of Iswatia (2007), emphasizing the
importance of resource management for performance improvement. The negative relationship between
BCP and ROE suggests that extending credit payment periods may not always be beneficial for
shareholder profitability, as seen in the study by Mukhopadhyay (2004).

The significant R-squared values in both models indicate that independent variables play a substantial
role in explaining corporate performance, consistent with existing literature (Oloye & Osuma, 2015).
The high adjusted R-squared values reinforce this, highlighting the strong influence of these variables
on DMBs’ performance.

Comparison with Existing Literature: These findings support the existing literature’s assertions
regarding the importance of WCM in the banking sector. Effective management of working capital
components such as cash conversion cycle, collection, and payment periods positively affects
profitability and shareholder value. However, it’s important to note that the study also identifies
specific nuances, such as the potential downside of extending credit payment periods.

In conclusion, the results of this analysis align with existing literature, highlighting the crucial role of
WCM in determining the corporate performance of DMBs in Nigeria. Effective WCM can lead to
improved profitability and shareholder value, but it requires a nuanced approach that considers various
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components and their interactions. The authors of the existing literature, including AlShubiri (2011),
Tongurai and Vithessonthi (2018), Padachi (2006), Iswatia (2007), and others, provide valuable
insights that are consistent with the empirical findings of this study.

Implication of the Results

The implications of the results of this study on the relationship between Working Capital Management
(WCM) and the Corporate Performance of Deposit Money Banks (DMBs) in Nigeria are multifaceted
and have relevance for various stakeholders, including banks, regulators, policymakers, and investors.

Strategic Working Capital Management for Banks:

o Efficiency Enhancement: DMBs in Nigeria should prioritize efficient WCM practices, as
evidenced by the positive impact of variables like Bank Cash Conversion Cycle (BCCC), Creditors’
Payment Period (CPP), and Bank Size (BS) on profitability. Banks can strategize to shorten cash
cycles, optimize collection and payment periods, and manage their assets and liabilities effectively.

¢ Risk Mitigation: Banks should be aware of the potential risks associated with extending credit
payment periods, as indicated by the negative relationship between Borrowers’ Collection Period
(BCP) and Return on Equity (ROE). Striking the right balance between providing credit to clients and
managing cash flows is crucial.

¢ Regulatory and Policy Implications:

e Regulatory Oversight: Regulators should monitor and assess the WCM practices of DMBs,
especially during periods of economic volatility. This can help ensure the stability of the financial
sector and protect the interests of depositors.

o Guidelines and Best Practices: Policymakers and regulators can develop and promote guidelines
and best practices for WCM in the banking industry. This can include recommendations for managing
cash conversion cycles, collection periods, and payment periods to enhance overall financial stability.

Investor Considerations:

Investment Decisions: Investors in the Nigerian banking sector can use the study’s findings to make
informed investment decisions. Banks with efficient WCM practices, as indicated by positive ROA
and ROE, may be considered more attractive investment options.

¢ Risk Assessment: Investors should also consider the potential risks associated with banks that
have extended credit payment periods, as this could impact profitability and, consequently, returns on
investments.

Operational Implications:

Operational Efficiency: Banks should focus on streamlining their operational processes to improve
working capital management. This includes optimizing inventory management, reducing cash
conversion cycles, and adopting technology solutions for efficient payment and collection processes.

Future Research Directions:

Continued Investigation: Future research can build upon this study by delving deeper into the
specific WCM practices of DMBs and their impact on various aspects of financial performance.
Additionally, exploring the role of external factors, such as macroeconomic conditions, in shaping
WCM practices and outcomes would provide valuable insights.
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In conclusion, the results of this study highlight the critical link between WCM and the corporate
performance of DMBs in Nigeria. Banks and stakeholders in the financial sector should consider these
implications to enhance operational efficiency, manage risks, and make informed decisions that
contribute to the stability and growth of the banking industry in Nigeria.

Top of Form

5. Conclusions

This study examines the assessment of working capital management on the corporate performance of
DMB in Nigeria. Based on the findings, it is clear a significant relationship exists between working
capital factors, such as cash conversion cycle, payment collection time, and bank size as a control
variable, and found that they positively impact Nigerian deposit money banks’ performance. The
research suggested that the management should communicate the importance of working capital
management to all stakeholders so that they can all pursue the efficient utilization within the bank and
also the management should reduce the amount held in cash as current asset and concentrating on
investing them, so that it can yield higher return rather than tie down the idle cash.
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