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Abstract

Research Objective: This paper explored the impact of artificial intelligence (AI) on
entrepreneurship and its implications for sustainable venture creation in Nigeria, focusing on
how AI enhances the sustainability of new venture processes and outcomes.

Methodology: A qualitative research approach was adopted, drawing data from various
documents, journals, and artifacts to assess the influence of AI on entrepreneurial processes.

Findings: The study revealed that advancements in AI technologies facilitated the
identification and exploitation of market opportunities, significantly impacting how
entrepreneurs develop, design, and scale their organizations. AI led to promising innovations,
accelerated production, enhanced work processes, and improved efficiency.

Conclusion: As a key driver of the Fourth Industrial Revolution, AI has transformed
entrepreneurial practices, albeit with implications for job displacement.

Recommendations: The study recommends that the Nigerian government implement a
policy framework to establish AI-based entrepreneurial grants and provide low-interest loans
to support existing and potential entrepreneurs utilizing AI technology.
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1.0 INTRODUCTION

With increase in global competition, survival of every business entity is a very pertinent
question in the business arena. In such a competitive environment, good performance is
considered essential for business success. Thus, all over the world, the issue of firm
performance has been a major focus by stakeholders as business organizations exist to make
commensurate profit on their investment. It is this desire to make profit that prompts most
investors to sacrifice their resources in anticipation of the profit. It can differentiate one
company from the other. Therefore, a key measure of performance is profitability as business
organizations are mostly concerned with profit and wealth maximization. Without
profitability, a firm would find it difficult to attract investors and sustainability of business'
operations in the long run would be at risk. Magaretha and Supartika (2016) posit that in a
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competitive marketplace, business owners must learn how to achieve a satisfactory level of
profitability.

Profitability is a major aspect in current financial reporting by corporate bodies. The
profitability of a company shows the company's ability to generate profit from utilization of
its assets. Profit is realized when the amount of revenue gained from a business activity
exceeds the expenses and the cost incurred to carry out the activity. Therefore, profitability
measures the performance of a company in terms of profit it realizes from assets utilized or
capital employed in business. Since most investors put their resources in expectation of
commensurate returns, the profit earned by a business is often used to serve as a measure of
success of that investment. Niresh and Velnampy (2018) explain that profitability is the
amount of money a firm can create with whatever resources the firm has, implying that its
inability to generate income is a loss. There is profit when income realized is greater than
input cost, otherwise, it reflects poor performance. Firm profitability and ways of improving it
are extensively debated issues among managers and scholars (Pratheepan, 2014). This is born
out of the fact that the primary objective of a business unit is to achieve maximum profit in
addition to secondary objectives such as increase in sales, assets, and market share (Aparna,
2015). Profit is the indicator of efficiency of a business unit as it shows the level of efficiency
with which a business unit makes use of funds or assets. The higher the profit, the more will
be the efficiency of the business unit.

Some researchers such as Burja (2017), Saleem and Rehman (2017), Lobos and Szewczyk
(2016), Asgari, Pour, Zedeh and Pahlavan (2015) contend that profit is affected by number of
variables such as proportion of leverage, which affects the expense of the firm in terms of
interest payment, firm size, liquidity, cash flows, corporate governance mechanisms such as
board size, and audit committee meeting. It is the task of the firm's management to utilize
right strategies from time to time taking into account these factors that might exert
considerable influence on the profit of the firm. Oguna (2018) stated that financial
performance analysis identifies the financial strengths and weaknesses of the firm by properly
establishing relationships between the items of the statement of financial position and income
statement. This is achieved by selecting the information relevant to the decision under
consideration from the total information contained in the financial statements, arranging the
information in a way to highlight significant relationships and interpret and draw inferences
and conclusions.

Firm size is a very critical factor for the success of a business as it might wield significant
influence on profitability. According to Glancey (1998), when larger firms take advantage of
economies of scale, then a positive relationship is expected between profitability and size of
the firm. Large firms have the advantage of exploring the benefits of economies of scale; their
average unit cost declines over a range of output. They can also benefit from economies of
scope; through extra cost savings as a result of the use of separate products that share some
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production facilities. They can purchase raw materials in bulk at lower cost and even enjoy
discounts for bulk purchase. Furthermore, large firms, comparative to small firms, can easily
source in the finance market using their large asset base as collateral and utilize such funds
for profitable investment opportunities. Contrary to the above line of thought, large firms
might tend to be inflexible; the lack of flexibility of which would affect their smooth
operations and ultimately reduce profitability. This study conjectures a positive relationship
between firm size and profitability.

Statement of the Problem

Studies on the determinants of firm growth have continued to gain momentum. These studies
have established that variables such as firm size, liquidity, board size, leverage, cash flows and
audit committee meetings wield significant influence on profitability of firms. This
notwithstanding, some studies found that the variables have insignificant relationship with
profitability (Dogan & Topal, 2018).

However, the challenge is, studies that have found that firm size, liquidity, board size,
leverage, cash flows and audit committee meetings significantly affect firm profitability have
produced mixed results. Findings of these studies have fallen into two divergent groups. On
the one side of the divide is a group of studies which conclude that firm size, liquidity, board
size and leverage have positive relationships with firm profitability. On the other side of the
pole is another group of studies which submit that firm size, liquidity, board size, leverage,
cash flows and audit committee meetings have a negative relationship with firm profitability.
These mixed results have made it difficult for good policy formulation in the context of
emerging economies such as Nigeria.

Studies on the relationship between firm size and profitability have produced mixed findings.
The vast empirical evidence on the relationship between firm size and profitability suggests
variations in results as some studies such as Babalola (2013), Baloch, Ihsan, Kakakhel &
Sethi (2015), Asgari, Pour, Zadeh & Pahlavan (2015) and Dogan (2013) report that firm size
has significant relationship with profitability while others, including Kumar and Kaur (2016),
Niresh & Velnampy (2014), find that firm size does not have any significant effect on
profitability. The study covered the period of 2012-2021 and included only publicly listed
industrial goods manufacturing firms in Nigeria.

Objectives of the Study

The main objective of this study was to examine the growth of listed industrial goods firms in
Nigeria. The specific objectives are to:

i. Determine how leverage affects profitability of listed industrial goods firms in Nigeria.

ii. Assess the effect of firm size on the profitability of listed industrial goods firms in
Nigeria.
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iii. Examine the effects of liquidity on the profitability of listed industrial goods firms in
Nigeria.

Research Questions

The following research questions guided this research:

1. To what extent does leverage affect profitability of listed industrial goods firms in Nigeria?

2. To what degree does firm size affect profitability of listed industrial goods firms in Nigeria?

3. How does liquidity affect profitability of listed industrial goods firms in Nigeria?

Research Hypotheses

The following hypotheses are formulated to guide the study:

H01: Leverage does not significantly affect profitability of listed industrial goods firms in
Nigeria.

H02: Firm size does not significantly affect profitability of listed industrial goods firms in
Nigeria.

H03: Liquidity does not significantly affect profitability of listed industrial goods firms in
Nigeria.

Significance of the Study

This study is important as the findings would extend the frontier of knowledge in respect to
the determinants of profitability. The study would be beneficial to management of
organizations especially industrial goods firms in Nigeria, government and regulators as well
as current and potential researchers in the following respects:

The management of organizations especially in Nigeria would benefit immensely from the
study. This is because the appropriate application of the findings of the study would result in
improvement in management decision making. Understanding of the relationship between
liquidity and profitability will aid management to ascertain the right proportion of liquid
assets to hold. Similarly, the outcome of this investigation would provide useful information
on the relationship between leverage and profitability which would aid management in
assessing the optimum level of leverage. The management of industrial goods firms also stand
to benefit from this study in the context of constituting their board sizes, taking bearing from
the outcome of the study.

The findings of the study would be of immense benefit to the government and regulators in
Nigeria as it would provide a useful guide for the formulation of policies and decisions that
would have a positive impact on the profitability of the industrial goods sector. The empirical
evidence that the study would provide could be used by regulatory authorities such as the
Securities and Exchange Commission (SEC) and Central Bank of Nigeria (CBN) among
others, to strengthen existing regulatory policies that would enhance the profitability of
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industrial goods firms in Nigeria. This is considered essential as the current administration is
poised to revive the ailing industrial goods sector as heavy reliance on oil revenue is now
heading the economic fortunes of the country to a crash as evidenced by the current economic
recession.

Scope of the Study

The aim of this study is to examine the determinants of growth of listed industrial goods firms
in Nigeria. The study covered a period of ten (10) years from 2012 to 2022. This period is
chosen so as to obtain most recent data that reflect current economic circumstances of the
companies. As the industrial firms sector is rapidly growing, it is necessary to properly carry
out this study. Also amidst dwindling oil prices in Nigeria, there is a need to revitalize the
industrial sector so as to stem the tide of the recent economic recession which has eaten
deeply into the fabric of the Nigerian economy. The study used return on assets as dependent
variable, leverage of firm, and firm size as independent variables

2.0 REVIEW OF RELATED LITERATURE

Profitability

Profitability, which is frequently used as a measure of financial performance, is one of the
main objectives for the existence of many companies. Profit is an essential prerequisite for
any company operating in today's increasingly competitive and globalized market. In
addition, profit does not only serve as a means of attraction to investors; it also improves the
level of solvency, and thus, strengthens consumers' confidence (Ismail, 2016).

The concept of profitability is fundamental to both accounting and economic theories. Since it
is an offshoot of income, it also has its foundation form the famous Hicks' concept of income.
Using the Hicksian approach, profit can be explained as the maximum value which can be
consumed at a given period of time without tempering with "well-offness" (Glautier,
Underdown & Morris, 2016). This definition has been staunchly supported by economists. It
provides a sound basis for appreciation of what actually constitutes income and hence, profit.

Profit can also be conceived as the residual arising from netting revenue realized against cost
consumed (Igben, 2019). Again, this definition suffers general acceptance as economists do
not subscribe to what they call 'arbitrary allocation of cost' to realized revenues as
accountants do. The implication of this is that profitability can be explained in various ways.

Devi and Devi (2018) define profitability as the level to which an organization can
successfully and efficiently make the most of its obtainable funds and assets, and alter them
into outstanding profit. This forms the basis for boosting income of employees, providing
better quality products for customers, and having better environment friendly production
units. Also, more profits precipitate more future investments, thereby creating more
employment opportunities and enhancing income of people.
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Leverage

There seems to be common consensus in the literature that leverage has to do with use of debt
capital, by a firm in relation to equity capital. Syed (2013) describes leverage as the extent to
which a business or investor is using borrowed money. This means that leverage shows the
extent to which the total assets of the company are funded by loans. It is necessary to state
that an increase in the ratio ensures an increase in the amount of the business's financing
sources. The negative aspect of it is that it also leads to a lesser degree of independence by a
firm and threatens its financial solvency. Mohammad (2014) explains that leverage is referred
to as the capacity of an organization to use borrowed money. This definition seeks to imply
that leverage is the extent of use of fixed interest securities by an organization.

Liquidity

The concept of liquidity has been defined in several ways. This is largely due to the fact that
the concept of liquidity arises from different economic perspectives (Marovza, 2015). Adler
(2012) asserts that liquidity can be defined in the context of how easy one can obtain funding
to trade a security, the former being called market liquidity and the latter being funding
liquidity. In this manner, liquidity is seen as a cost, whose impact on return on assets has to be
assessed.

Taking bearing from the banking sector, Marozva (2015) posits that liquidity is simply the
ability of a bank to maintain sufficient funds and/or reserves to pay for its maturing
obligations. Marozva (2015) explains further that liquidity can be linked to the firm's ability
to immediately meet cash, cheques, other withdrawal obligations and legitimate new loan
demand while abiding by existing reserve requirements. This definition is insightful, however,
it holds much more relevance in the banking sector than industrial goods firms. This is
because industrial goods firms are not under obligation to abide by predetermined reserve
requirements. This limitation is also inherent in the definition proffered by Ibe (2013) who
contends that liquidity is a financial term that means the amount of capital that is available for
investment.

Theoretical Framework

Agency Theory

The agency theory was developed by Jensen and Meckling (1976). In its primitive form, the
agency theory relates to situations in which one individual (called the agent) is engaged by
another individual (called the principal) to act on his/her behalf based upon a predetermined
legal arrangement. Since both individuals are assumed to be motivated by their pecuniary and
non-pecuniary interests, and their interests do not always move in the same direction, there is
the contention that the agent may take actions which will endanger the principal's interests.

Leverage has connection with agency theory as use of debt impacts agency cost in several
ways. In the first instance, the use of debt shrinks the free cash flow available to a manager as
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promised interest payments to debt holders decrease free cash flow available for investment,
other factors held constant. This shrinkage in free cash flow also helps in restraining
overinvestment problems. In addition, use of debt can prompt increased monitoring of
managers by debt holders such as banks, which exerts considerable pressure on managers to
pioneer the affairs of the business profitably.

Empirical Review

Leverage and Profitability

Syed (2019) investigated the influence of financial leverage on financial performance by
taking evidence from listed sugar companies of Pakistan. The study used 35 listed companies
from the food producer sector of Karachi Stock Exchange over a period of 6 years from 2006
to 2011. Regression analysis was used to analyze the data collected through secondary
sources. The results reveal positive relationship of debt equity ratio with return on asset and
negative relationship of debt equity ratio with earning per share, net profit margin and return
on equity. However, the study's strict reliance on foreign firms makes its result unsuitable for
possible application to the Nigerian context as the economic environment in Nigeria is quite
distinct.

Siyanbola, et al (2015) examined the impact of gearing on performance of selected
companies in Nigeria. T-test statistics were used to analyze data gathered. Finding reveals that
leverage plays an important role in the companies' performance over the years. From direct
interview, it was discovered that if the gearing of a company is efficiently managed and
utilized, earnings of that company would increase and would have a direct impact on
performance and its market share in the industry it belongs to. The choice of a survey design
for such a research might be questionable. Issues such as response bias cannot be avoided.
Thus, it may be more objective to use the financial statements of the selected firms.

Akinmulegun (2018) empirically examined the effect of financial leverage on corporate
performance in Nigeria. Vector AutoRegression (VAR) model was used to analyze the
secondary data collected over a period of 6 years from 1999 to 2005. The findings reveal that
leverage shocks exert substantially on corporate performance in Nigeria especially when the
net assets per share (NAPS) is used as an indicator of corporate performance in Nigeria over
the period covered by the study. Earnings per share depend on feedback shock and less on
leverage shock. Also, the finding revealed that the leverage shock on earnings per share
indirectly affect the net assets per share of firms as the bulk of the shocks on the net assets per
share was received from earnings per share of the firms

Mohammad (2017) sought to find out the relationship between financial leverage and
financial performance of listed chemical companies in Pakistan. Sample size which consisted
of 20 listed companies from the chemical sector of Karachi Stock Exchange was used. Using
multiple regression analysis, the results of the study show a positive relationship between
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financial leverage and financial performance of the studied firms. The population of the study
being top Pakistani chemical companies is good, but it could be viewed that a study on
industrial goods firms could produce a different result.

Aqsa and Ghulam (2019) examined the relationship between financial leverage and financial
performance of Pakistani firms. Financial leverage was proxied by debt equity ratio, both in
percentage and in ratio and gearing ratio (the ratio of long-term debt to shareholders' equity).
Financial performance was represented by return on assets, return on equity, return on capital
employed, net profit margin, profit before tax and profit after tax. The study covered a period
of ten years from 2001 to 2009. The study found out that financial leverage variables
positively affect financial performance variables of the selected Pakistani firms. The study
adopted regression analysis, which confirms that firms having high profits must improve their
financial performance by increasing financial leverage. The period covered by the study is
considered to have been long for its conclusion to be drawn on present issues.

Enekwe, et al (2019) studied the effect of financial leverage on financial performance of the
Nigeria pharmaceutical companies. Financial leverage was represented by debt ratio
(measured as the ratio of total liabilities to total assets), debt equity ratio (measured as the
ratio of total liabilities to total equity) and interest coverage (measured as the ratio of interest
before interest and tax to interest). The Pearson correlation and regression techniques were
employed. The results show that debt ratio (DR) and interest coverage ratio (ICR) have a
positive relationship with Return on Assets (ROA) of the Nigerian pharmaceutical industry.
The use of three companies from a sub sector as the basis for analysis might produce results
that would be difficult for generalization even in that specific sector.

Firm size and Profitability

Kumar and Kaur (2016) noted that the empirical evidence on size and profitability is vast and
showed variations in results. Based on this backdrop, their study investigated the relationship
between firm size and profitability of the Indian automobile industry. To analyze the
relationship, a linear regression model was employed. The study covered a period of
seventeen (17) years from 1998 to 2014, and measured profitability as the ratio of net profit to
total sales. Firm size was represented by the ratio of total sales turnover to net assets. The
study found that there is no significant relationship between firm size and profitability. A
significant achievement of the study is its use of a long period of coverage.

Baloch, Ihsan, Kakakhel and Sethi (2015) investigated the impact of firm size, asset
tangibility and retained earnings on the financial leverage with evidence from the auto sector
in Pakistan. Data pertaining to 22 selected firms were collected from the financial statement
analysis document issued by the state bank of Pakistan over a period of 6 years from
2006-2011. The study used multiple regression models and the result indicates that firm size
and asset tangibility significantly affect financial leverage. In the study, financial leverage was
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used as a surrogate for firm performance. Therefore, the study could not explicitly measure
the relationship between firm size and profitability as leverage cannot be a good measure of
profitability.

Asgari, Pour, Zadeh and Pahlavan (2015) investigated the relationship between firm growth
opportunities and firm size on retained earnings of companies listed on Tehran Stock
Exchange. The study covered a period of 6 years from 2006 to 2011. A sample of 111
companies was selected. The study used regression analysis and found that there is an inverse
and significant relationship between company's growth opportunities and retained earnings of
companies. Finally, results suggest that there is a direct and significant relationship between
firm size and retained earnings of companies.

Dogan (2017) explored the effect of firm size on profitability with evidence from Turkish
firms. Data of 200 companies which were active on the Istanbul Stock Exchange (ISE)
between the years 2008 and 2011 were collected and analyzed using multiple regression and
correlation analysis. The result of the analysis indicates a positive relation between firm size
and profitability of firms. The major breakthrough of the study is selection of many firms
(200) which could be seen as being representative enough of the firms (500) listed on the
Istanbul Stock Exchange. This notwithstanding, the choice of the period of coverage is a
concern as it might not reflect current realities.

Liquidity and Profitability

Maqsood, Anwar, Raza, Ijaz and Shouqat (2016) explored the relationship between liquidity
and profitability with focus on some selected banks in Pakistan. Liquidity was represented by
current ratio and cash ratio. The study used eight (8) banks as its sample size. Secondary data
were gathered from the annual reports of the banks over a period of twelve (12) years from
2004 to 2015. The data collected were analyzed through correlation and regression analysis.
The results show that liquidity has a significant influence on profitability of the studied banks.
The period covered by the study can be considered as quite reasonable as the period captures
the current period and the number cross-sections is reasonable. However, the fact that the
drivers of profitability of deposit money banks cannot be the same as those of the industrial
goods firms, are the concerns of this study.

Kidtmat and Rehman (2018) assessed the impact of liquidity and solvency on profitability of
the chemical sector of Pakistan. Profitability was measured by return on assets. Ten listed
chemical companies in Pakistan were sampled for the study and their published annual
reports were used to obtain data over a period of 10 years from 2001-2009. Based on
regression analysis, it was discovered that solvency ratio has a negative and highly significant
impact on return on assets and return on equity. It was also concluded that liquidity has a high
and positive effect over return on assets of the sector. The limitation of this study is similar to
the shortcomings of Vintila and Nenu (2016).
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Ibe (2017) examined the impact of liquidity management on the profitability of banks in
Nigeria. Three banks were randomly selected to represent the entire banking industry in
Nigeria. The proxies for liquidity management include cash and short term funds; bank
balances such as treasury bills and certificates, while profit after tax was the proxy for
profitability. The study covered a period of six years from 2006-2011. Secondary data was
gathered from the three selected banks in Nigeria. Regression analysis was used to analyze
the data gathered. The results indicate that liquidity management affects the performance of
the Nigerian banking industry. The strength of the study lies in its inclusion of solvency ratio
as one of the proxies of liquidity as solvency is a critical issue particularly with respect to the
sustainability of banks in Nigeria. Banks in Nigeria possess economic features quite distinct
from those of industrial goods firms.

Saleem and Rehman (2018) studied the relationship between liquidity and profitability of oil
and gas companies in Pakistan. Liquidity was proxied by current ratio (measured as the ratio
of current assets to current liabilities), quick ratio (measured as the ratio of current assets less
inventories to current liabilities) and liquid ratio (measured as the ratio of cash plus
investments to current liabilities). Profitability was proxied by return on assets and return on
equity. The study covered the period of 6 years from 2004 to 2009. A sample of 26 listed oil
and gas companies on the Karachi Stock Exchange was drawn. The results, using regression
analysis, show that there is a significant impact of liquidity ratio on (ROA), but return on
equity is not affected by current ratio, quick ratio and liquid ratio. The study provides results
that can explain the relationship between key variables (liquidity and profitability) which are
core to this current study. The major pitfall of the study by Saleem and Rehman (2011) is that
the period covered might not reflect present economic circumstances even in Pakistan.

Marozva (2015) evaluated the influence of liquidity on bank performance in South- Africa.
The study covered a period of eight years from 1997 to 2004. A sample of five (5) banks was
used. Multiple regression analysis was adopted for analysis of data collected, and the results
show that there is a significant negative relationship between liquidity and banks'
performance. The findings of the study might not provide sufficient understanding of the
relationship between liquidity and performance of asset-oriented firms such as industrial
goods firms in Nigeria.

Gaps in Empirical Literature

It could be observed from table 2.4.1 that out of the 15 current empirical studies reviewed,
only 4 were conducted in Nigeria while the remaining 11 were carried out outside the
country. This implies that more studies are required in Nigeria in this area of studies. The
table also indicates that only 4 out of the 17 studies were conducted in bank performance of
their various countries while the remaining 13 studies were conducted in other profitability of
firms. It was further observed that none of the studies covered the period from 2016 to 2022.
This gave rise to a time gap in these areas of studies. The current study addressed these
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literature gaps by investigating the determinants of growth of listed industrial goods firms in
Nigeria from 2012 to 2022.

3.0 METHODOLOGY

Research Design

This study will adopt ex-post facto research design. Thus, historical financial data were
obtained from foods and beverage firms listed on Nigeria Stock Exchange during the period
from 2012 to 2022.

Area of Study

The study was conducted in Nigeria and precisely on the growth of industrial goods firms
listed on Nigeria Exchange Group during the period from 2012 to 2022.

Sources of Data

The study was conducted with secondary data, which were collected from the annual reports
and financial statements of the industrial goods firms listed on Nigeria Stock Exchange during
the period from 2012 to 2022.

Population and Sample Size

The population of this study consists of twenty-one listed industrial goods firms in Nigeria as
retrieved from the Nigerian Exchange Group (NGX) as at 31st December, 2015. However, the
basic criterion for inclusion of any company into this study is consistent availability of data
throughout the period of study. Based on this, six (6) firms have been eliminated. These
include: Adswitch Plc, African Paints (Nigeria) Plc, DnMeyer plc, IPWA, Premier Paints plc
and West African Glass Industry Plc. Therefore, the adjusted population is fifteen firms
(representing about 71% of the firms in the industry). These companies produce or deal in
products such as cement, chemicals, protectives, industrial decorative and architectural
coatings and paints and related products.

Sources and Method of Data Collection

The study uses secondary data extracted from the published annual reports of the sampled
firms. The annual reports are retrieved using two sources. First, the official websites of the
firms are accessed and available reports downloaded. Second, other annual reports not gotten
from the firm's websites are retrieved from the Nigerian Stock Exchange Fact Book.

Model Specification

The following model was developed based on the variable of the study:

ROAit = β0+ β1LEVit +β2SIZ it + β3LIQit + ε

Where:

ROAit= Return on Assets for firm i in time t
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LEVit = Leverage for firm i in time t

SIZit = Liquidity of firm i in time t

LIQit = Board size of firm i in time t

βo = Intercept

β1, β2, β3, β4, β5, β6= model coefficient

ε = error term

Variables Measurement

The variables for the study are split into dependent and independent variables.

Their measurements are as shown in the table below:

Table 3.3: Variables and their Measurement

S/NO Proxy Type Measurement Source

i. Return on assets Dependent Profit before interest and Burja (2017),

(ROA) tax/total assets Magaretha and

Supertika (2019)

ii. Leverage (LEV) Independent Total debt/total assets Lobos and

Szewcyyk (2018)

iii. Liquidity Independent Current assets/current Ehiedu, and

liabilities Chukwunweike

iiv. Board Size Independent Number of board members (2018).

Natural logarithm of total Dogan and Yildiz

. Firm Size Independent Assets (2017)

Babalola (2013)

Source: Author's Compilation, 2022

4.0 DATA ANALYSIS

Method of Data Analysis

Based on the data type and previous research studies, the study uses panel data regression
technique. The major tool of data analysis that is used is multiple regression analysis which is
carried out using STATA statistical software, while SPSS software is used to run stepwise
regression for selection of variables, normally distributed and the variability in the error term
is constant. The essence of these analyses is to improve the validity of all the statistical
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inferences that are made. Since the data has panel attributes, Hausman specification tests are
performed to ascertain whether the study should use fixed effect or random effect.

Descriptive Statistics

The various descriptive statistics are displayed in Table 4.1. The intent is to provide
understanding on the nature of data being used. The descriptive statistics include minimum
value, maximum value, mean, standard deviation, skewness and kurtosis of all the variables
used in the study.

Table 4.1: Descriptive Statistics of the Variables

Variable Min Max Mean Std Dev. Skewness Kurtosis N

ROA -0.27 0.79 0.97 0.16 1.75 9.78 105

SIZ 13.26 20.84 15.74 1.97 0.90 2.97 105

LEV 0.04 0.93 0.45 0.18 0.35 3.08 105

LIQ 0.33 0.98 0.68 0.15 -0.13 2.73 105

Source: STATA output, 2023.

Table 4.1 reports the descriptive statistics for the dependent and independent variables. The
table reveals that the minimum value of ROA for the firms is about -0.27. This is attributed to
the losses suffered by some of the firms for certain years. The maximum value of ROA is
0.79, representing the maximum rate of return realized from assets utilized by the listed
industrial goods firms in Nigeria. The mean value of about 7% as can be seen in the above
table suggests that on average, the studied firms realize about 0.069 from utilization of their
assets. This is with a standard deviation of about 0.16 implying high rate of variability of the
returns realized on assets (ROA) by the firms.

SIZ has a minimum value of about 13.26, which explains the minimum size of the firms
under study, and maximum value of about 20.84 which indicates the largest possible size of
the firms under study. SIZ has a mean of about 15.74 and standard deviation of 1.97,
representing a very moderate level of variations in the size of the firms under study during the
period. LEV has a minimum value of about 0.04, maximum value of about 0.93 which
indicates the proportion of debt owed by the firms with respect to their total assets. On
average, this ratio is about 0.45 (45%) while the variability level as shown by the standard
deviation is about 0.15 (0.15%), implying high variability in the debt ratio of the firms.

LIQ has a minimum value of about 0.33 which implies the ratio of current assets to current
liabilities of the firms under study while the highest ratio is represented by a maximum value
of about 0.98, with average of about 0.68. It has a standard deviation of about 0.15 which
means that there is little variation in the liquidity position of the firms during the study period.

Table 4.2: Summary of regression result
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VAR COEFF Z P>(Z)

SIZ 0.0138635 4.08 0.000

LEV -0.1363727 -2.66 0.008

LIQ -0.3488432 -3.38 0.001

BS -0.020904 -3.18 0.001

C 0.3698303 3.92 0.000

R-Square 0.5813

Wald Chi2 79.38

Prob 0.0000

Source: STATA Output, 2023

From the regression result presented in table 4.2, the R2 which is the multiple coefficient of
determination gives the percentage or proportion of total variation in the dependent variable
(ROA) which is jointly explained by the independent variables to be approximately 58%. This
signifies that 58% of total variation in ROA of listed industrial goods firms in Nigeria is
explained by changes in SIZ, LEV, LIQ, while the remaining, that is about 42%, is caused by
other factors not captured in the model. These factors could be financial such as stock
turnover rate, size, non-financial such as management competence or even macroeconomics
like inflation rate, government policy, among others.

The cumulative result holds sway as the Wald Chi2 has a high value of 79.38 which is
significant at 1%. This means that the model can be well fitted with the variables selected. It
further means that the selected variables are the major determinants of profitability of listed
industrial goods firms in Nigeria. The linear relationships among the independent variables
with the dependent variable are discussed hereunder.

Test of Hypotheses

Hypotheses One: From the regression result in table 4.1 above and based on the decision
rule, the hypothesis (Ho), P-value is less than 0.05, i.e. P=0.0,8. Therefore, we accept the null
hypothesis which states that leverage does not significantly affect profitability of listed
industrial goods firms in Nigeria.

Hypotheses Two: From the regression result in table 4.2 above and based on the decision
rule, the hypothesis (Ho), P-value is less than 0.05, i.e. P=0.001. concluded that leverage does
not significantly affect profitability of listed industrial goods firms in Nigeria.
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Hypotheses Three: From the regression result in table 4.2 above and based on the decision
rule, the hypothesis (Ho), P-value is less than 0.05, i.e. P=0.08. concluded that liquidity does
not significantly affect profitability of listed industrial goods firms in Nigeria.

Discussion of Findings

Leverage and Profitability

The finding showed that leverage does not significantly affect profitability of listed industrial
goods firms in Nigeria. This is where the p-value is less than 0.05 i.e. p=0.008. The findings
are supported by Sayed (2019) who investigated the influence of financial leverage on
financial performance by taking evidence from listed sugar companies in Pakistan. The result
revealed a positive relationship between debt equity ratio with return on asset and negative
relationship of debt equity ratio with earnings per share, net profit margin and return on
equity.

Firm size and profitability

The result of hypothesis two revealed that firm size does not significantly affect profitability
of listed industrial goods firms in Nigeria. This is evident as the p-value for firm size is less
than 0.05 i.e. p-<0.00. P-value is 0.000. This finding is collaborated with the finding of
Kumar and Kaur (2016) who found that there was no significant relationship between firm
size and profitability. A significant achievement of the study is its use of a long period of
coverage.

Liquidity and Profitability

Lastly, the result of hypothesis three revealed that liquidity does not significantly affect
profitability of listed industrial goods firms in Nigeria, this is where the p-value for liquidity
is less than 0.05, i.e. p<0.00. P-value is 0.001. The finding deviates from the findings of Ibe
(2017) who found that liquidity management affects performance of the Nigerian banking
industry. The strength of the study lies in its inclusion of solvency ratio as one of the proxies
of liquidity as solvency is a critical issue particularly with respect to sustainability of banks in
Nigeria. Banks in Nigeria possess economic features quite distinct from those of industrial
goods firms.

Summary

The results indicated that:

i. Leverage does not significantly affect the profitability of listed industrial goods firms in
Nigeria.

ii. Firm size does not significantly affect profitability of listed industrial goods firms in
Nigeria.
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iii. Liquidity has a negative and significant relationship with profitability of listed
industrial goods firms in Nigeria.

5.0 CONCLUSION & RECOMMENDATIONS

Conclusion

On the basis of the findings of the study, the following conclusions were made: Findings
revealed that leverage has a negative and significant relationship with growth of listed
industrial goods firms in Nigeria. Therefore, it can be concluded that reduction in level of
leverage by listed industrial goods firms in Nigeria will lead to increase in profitability. Firm
size was found to be a positive and significant determinant of profitability. This is as a result
of the fact that the two variables have positive and significant relationships with firm size
having the potential to predict profitability. For this reason, it can be concluded that bigger
industrial goods firms have the tendency to make higher profits than smaller industrial goods
firms. The study found a negative relationship between liquidity and profitability of industrial
goods firms listed in Nigeria. The study concluded that high volume of liquidity reduces
profitability of industrial goods firms listed in Nigeria.

Recommendations

Based on the findings of the study, the following recommendations are made:

i. Industrial goods firms in Nigeria should weigh the potential economic benefits of debt
capital against its cost before making decisions as to the choice of debt capital.

ii. It is recommended that industrial goods firms should avoid having large board sizes. This
is crucial as large board sizes add more cost to the organization.

iii. The study recommends that a minimum amount of liquidity should be maintained by
industrial goods firms to reduce the extra cost attached to holding unnecessary liquid
assets. This can be done by promoting the virtues of just-in-time, a concept which
advocates minimum holding of inventory.
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