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OPTIMIZING LOAN CAPITAL FOR EFFECTIVE PERFORMANCE
OF NIGERIAN LISTED FOOD AND BEVERAGE COMPANIES

This study examines how to uptmize loan capital for achieving greater performance by Nigerian
listed foods and beverages companies. The study used secondary source of data to obtain panel data
from the financial records of the selected companies between 2011 and 2020. A sample of four (4) listed
firms were purposively selected based on availability of data from the study population of eight (8) foods
and beverage listed firms on the Nigerian Stock Exchange. The study employed fixed effect and random
effect models for data estimation The study found that the coefficient of 0.00892638 with a P-value of
0.9405 > 0.05 reflected a negative insignificant effect of short-term debts on performance, while the
coefficient of 0.0327119 with a P-value of 0.7630 > 0.05 showed a positive effect of long-term debts
on performance of the companies indicating that the results were mixed as the results revealed positive
and negative effects of long-term debt and short-term debt on the firms’’ performances. The study dis-
covered that foods and beverages firms in Nigeria could improve their performances by either increasing
their investments in long-term loans or reducing their investments in short-term loans.

Key words: Optimizing Loan capital, financial performance, foods and beverages firms.
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IDKUTU MEMAEKETTIK YHMBepcuTeTi, Hurepus, AA0-IKUTH K.
*e-mail: olaoyeazeez@gmail.com

Hurepusiabik Tamak, >xoHe CyCbIHAAP KOMMaHHUSIAAPbIHBIH,
TUIMAI XKYMbICbI YLUIH KanuTaAAbl OHTaHAQHADBIPY

byA 3epTTey Hurepusabik, Tamak, >KeHe CYCblH KOMMAHMSAAPbI YLLIH >KaKCbl HOTUMXKEAepre KOA
XKETKIi3y YLIIH AeBepeA>XAi Kaaan apTTbipyFa 60AaTbiHbIH KapacTbipaabl. 3eptTey 2011 xeHe 2020
>KbIAAAP aPaAbIFbIHAAFbI TAHAAAFAH KOMMAHUSIAAPAbIH, KAPXKbIAbIK, €CEeNTIAIrIHEH MaHeAbAK AepeKTepAI
aAy YLIIH KOCbIMLIA AepeKkTep Ke3iH narnAaraHAbl. TepT (4) AMCTUHIIAIK KOMMaHUSHBIH, YATICi ceri3 (8)
KOMIMaHMsIHbIH, 3epTTey TOObIHAH aAbIHFAH AEPEKTEPAIH KOAXKETIMAIAITI HerisiHAe apHaibl TaHAAAADI.
A3bIK-TYAIK >KOHE CyCbIHAAP KOMMaHMsAapbl Hurepus kop 6upskacbiHAQ AUCTUHITEH TypaAbl. 3epT-
Tey AepekTepai 6araay YiliH TipKEAreH >KoHe KE3AENCOK 8Cep MOAEAbAEPIH MaAaAaHAbL. 3epTTey
kepceTkeHaen, P-maHi 0,9405 > 0,05 60araHAa -0,00892638 KaTblHAChI KbICKA MEP3iMAI KapbI3AbIH,
BHIMAIAIKKe BoAMaLLIbl TEpic acepiH kepceTeai, aa P-maHi 0,7630 > 0,05 6oaraHaa0,0327119 KaTbIHAChI
OH, acep eTTi. ¥3aK Mep3iMAi KapbI3AblH hMpMarapAbIH KYMbIChIHA &cep eTyi, GyA HOTMXKeAep y3ak,
Mep3iMAi XXeHe KbICKa MeP3iMAI Kapbl3aapAblH (hMpMaAapra oH, )KaHe Tepic 8cepiH aHblKTaraHAbIKTaH
HOTMXKEAEP apanac GOAFaHbIH KOPCETEAl. OKiAAiri. 3epTTey kepceTkeHaen, Hurepusaarbl Tamak,
OHIMAEPI MeH CyCbIHAQP KOMMAHMSAAPbI y3ak, Mep3iMAi HecueAepre MHBECTULIMSAQPbIH YAFANTY He-
Mece KblCka Mep3iMAi HecreAaepre MHBECTULMAAAPBIH a3aiTy apkbIAbl ©3 XXYMbICbBIH XaKcapTa aAaAbl.

Ty#iH ce3aep: Kapbi3 KanuTaAblH OHTAMAQHABIPY, KAP>KbIAbIK, KOPCeTKiluTep, TaMak, XeHe CyCbIH
K&CinopbIHAAPbI.

®.0. Onaoite, A.A. Onaoite *

[ocyaapcTBeHHbI yHUBepcuTeT Jkntu, Hurepmsg, r. AA0-Dkuntn
*e-mail: olaoyeazeez@gmail.com

OnTMMM3aLMs KPEAUTHOTO KannTaAa AAS 3P PEeKTUBHOM AeSATEeAbHOCTH
HUrepUIMCKUX KOMIAHMI MO MULLLEBbIM NMPOAYKTAM M HarMTKam

B 3TOM MccAeAOBaHUM PACCMATPUBAETCS, KaK YBEAMUUTb 32EMHbIM KarMTaA AASl AOCTUXKEHMS Goaee
BbICOKMX PE3YAbTATOB HUrePUMCKMMM KOMMAHUSIMM MO NMPOU3BOACTBY NMPOAYKTOB MUTAHUS U HArNMUTKOB.
B nccaea0BaHMM MCMOAB30BAACS BTOPUYUHDINA MCTOYHUK AQHHBIX AAS TTOAYYEHWUS MaHEAbHbIX AQHHBIX U3
(hMHaAHCOBbIX OTHYETOB BblIOPAHHbLIX KOMMaHWit B nepuoa ¢ 2011 no 2020 roa. Boibopka 13 veTbipex (4)
3aperMcTpUpoBaHHbIX HAa GUP>Ke KOMMaHui ObiAa creLmMaAbHO 0TOOpaHa Ha OCHOBE HAAMUMS AQHHDBIX U3
MCCAEAYEMOM COBOKYMHOCTWN M3 BOCbMM (8) KoMMaHmii. (D1pMbl, MPOn3BOASLLME NPOAYKTbI MUTAHUS U
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F.O. Olaoye, A.A. Olaoye

HaNWTKKW, KOTUPYIOTCS HA HUrepuinckon hoHAOBOM Bupse. B nccaeA0BaHMM UCTIOAB30BAAUCH MOAEAM
C (PMKCUPOBAHHBIM M CAyYalHbIM 3(P(PEKTOM AAS OLLEHKM AAHHBIX. MIcCAeAOBaHME MOKa3aAo, YTo KO-
acppmumenT -0,00892638 npu P-3HaueHnn 0,9405 > 0,05 oTparkaeT oTpmLaTEABHOE HE3HAUNTEABHOE
BAMSIHME KPAaTKOCPOUHbIX AOATOB Ha NMPOU3BOAMUTEABHOCTb, B TO Bpems Kak koaddpuument 0,0327119
npu P-3HaueHune 0,7630 > 0,05 nokas3ano NOAOXKMTEAbHOE BAMSHWE AOATOCPOYHbIX AOATOB Ha Aes-
TEAbHOCTb KOMIMAHMIA, YKa3blBasi Ha TO, YTO Pe3yAbTaTbl ObIAU HEOAHO3HAYHbIMKM, MOCKOAbKY PE3YyAb-
TaTbl BbISIBUAM MOAOXKMTEABHOE M OTPULIATEABHOE BAMSIHWME AOATOCPOYHBIX M KPAaTKOCPOUHbIX AOATOB
Ha (OUPMbI». MPeACTaBAEHUS. MccaepAOBaHME MOKA3aA0, YTO KOMMAHUKM MO NMPOU3BOACTBY NMPOAYKTOB
MUTaHUS 1 HANUTKOB B HWUrepum MoryT yAyydlunTb CBOM NoKasaTeAn, AMOO YBEAMUMB CBOM MHBECTULIMM
B AOATOCPOYHbIE KPEAUTbI, AMOO COKPATMB CBOU MHBECTULMM B KPATKOCPOUHbIE KPEAUTDI.

KaloueBble cAOBa: onTMMM3ALIMS 32EMHOI0O KanmTtaAa, (pMHaHCOBble MoKa3aTeAn, MPeANnpUITUS No

NMPOU3BOACTBY MPOAYKTOB MUTaHMS U HAMUTKOB.

Introduction

Understanding the effects of any source of loan
capital on the firms’ performance is imperative to
business owners and managers around the world
because of the fear of financial risk, going concern
problems and consequent future liquidation. Loan
capital is the application of short-term and long-term
debts to finance a business. Both short-term and long-
term loans may not have similar effect on the firms’
financial performance because of their different risk
profiles and returns (Edori, Ekweozor & Ohaka,
2020). Loan capital may involve financial risks but
yet may still yield returns to the firms (Aniefor &
Onatuyeh, 2019). However, wrong choice of loan
capital sources to run a business has caused some
businesses failure the in the past (Eleje, Okechukwu
& Chikanele, 2020). Loan capital has been the
capital based financing decisions of some firms
in Nigeria due to the fact that the financial system
of the country is characterized with the restricted
access to equity markets for raising share funds
(Harelimana, 2017). The optimal loan capital -mix
means a combination of loans that can minimize the
weighted average cost of capital and increase firms’
profitability (Taiwo, 2012). Foods and beverages
industries as part of consumer goods manufacturers
are playing significant roles in social-economic
well-being of the people and Nigerian economic
growth. The assessment of the relationship between
loan capital and performance of food and beverages
companies is necessary in order to enlighten their
stakeholders on what might lead to a success or
cause a failure to their businesses during the capital
formation and decision as the numbers of the firms
in the food and beverages industries according to
Edori et al., 2020) still continue to from time to time
decline.

The review of related studies such as Akhtar,
Maryam, and Sadia (2012); Taiwo (2012); Hayam
(2013); Tally (2014); Denis (2017); and ahost of other

researchers have concentrated their investigations on
other industries like Breweries, industrial goods, toil
and gun, household goods and fuel, energy, Small
Medium Enterprises and educational industries, but
this study focused on food and beverages industries.
Besides, the results of the reviewed relevant studies
on this study’ area like Hayam (2013); Tally (2014);
Denis (2017); Edori, Ekweozor and Ohaka (2020);
Eleje, Okechukwu, and Chikanele (2020) revealed
mixed effects that require further research. It is
based on the identified gaps above that this study
is examining uptimizing loan capital for egfective
performance of Nigerian listed foods and beverages
companies. Specifically, the study evaluated the
effect of uptimized usage of short-term loan to
enhance performance and uptimized usage of long
term loan to enhance performance of the selected
firms’. Thus, the study hypothesized that uptimizing
short term loan usage has no effect on performance
of foods and beverage listed firms in Nigeria and
uptimizing long-term loan usage has no effect on
performance of foods and beverage listed firms in
Nigeria. However, the results from the study are
expected to discover positive effects of the study’s
independent explanatory variables on performance
of the selected firms in Nigeria.

Literature Review

Loan capital

Loan capital is the application of short-term
and long-term loans to fund the operations of a
company. In financing through the loan, a firm
may face certain bankruptcy risk, but will enjoy tax
benefits associated with debt financing (Aniefor &
Onatuyeh, 2019). The two modes of loan capital
are short-term debts and long-term debts (Sohail &
Ulfat, 2019). Loans in a firm’s liabilities account
is usually made up of both long-term and short-
term bank loans (Omete & Isabwa, 2017). Short-
term loans include bank overdrafts and other soft
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loans that are repayable within a year, while long-
term loans are the fixed- charged loans facilities
like debenture that are repayable after more than
one year. The amount of outstanding of short-term
debts is a good measure of a firm’s financial health
(Kajirwa, 2015). Short-term debt is the best financing
source because is perceived to be less costly for the
firms (Mathewos, 2016). According to Ikapel and
Kajirwa, (2017), short-term loans in companies’
accounts are shown in the current liabilities portion
of a firm’s statement of financial position that is
due for repayment within a year (Mathewos, 2016).
Short-term debt may positively correlate with firm’s
growth opportunities (Onchong, Muturi & Atambo,
2016). Short-term loans are superior for limiting the
managerial discretion and minimizing moral hazard
on the part of the firms (Tally, 2014). Long-term
debts show the percentage of assets financed with
debt which is payable after more than one year (Ali,
Badruldeen, Alisha & Tim, 2020). Long-term loans
include bonds and long-term loans (Hayam, 2013).
These bonds or loans may carry higher interest rates
because the lenders will want to demand for a higher
return in exchange for their greater risks taking on
giving out their money over a long period of time
(Akhtar, Maryam, and Sadia, 2012). Really, long-
term loan limits the managerial discretion of having
access to new funds (Denis, 2017). Edori, Ekweozor,
and Ohaka (2020) highlighted that both long-term
and short term debt ratios are a good measure of
loan capital in developing countries because of the
fund mismatch caused by limited access to capital
sources.

Performance

Performance is an economic outcome that
needs to be achieved by an individual or group of
individual in an organization. Performance is a
measure of firms’ profitability (Mathewos, 2016).
Performance is a business outcome or results
showing the overall financial health of a business
at a particular period (Naz, [jaz & Naqvi, 2016).
Financial performance shows how well a firm has
utilized its resources to maximize the shareholders’
wealth and firms’ profitability (Edori, Ekweozor
& Ohaka, 2020). Financial performance measures
the company’s financial health condition in a given
period (Mathewos, 2016). Measuring financial
performance is very imperative to the users of
accounting information as it reflects the firms’
going concern (Edori et al, 2020). A firm records
of higher financial performance is likely to attract
more investors than the one with lower financial
performance (Edori et al, 2020). Recording high
financial performance by a firm means it has utilized
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her resources effectively and efficiently (Edori et al,
2020). Recording a higher financial performance in
a business indicates how more efficient and effective
the firm has engaged its available resources and this
will eventually contribute to the country’s economy
growth (Mathewos, 2016). Firms’ performance
could be measured using variety of financial ratios,
but this study used return on assets as a measure of
foods and beverages firms’ financial performance.

Theoretical Review

Pecking Order Theory

Pecking Order Theory was popularized by
Myers and Majluf (1984). The theory stated that
the existence of market information between the
firms and the providers of capital causes the costs
of financing to vary from different sources (Edori,
Ekweozor & Ohaka, 2020). Pecking Order Theory
explained that companies should give equity
financing a priority based on the principle of least
effort by preferring to use equity capital as a last
resort (Edori et al, 2020). Therefore, Myers et al.
(1984) suggested that ‘more profitable companies
are less levered than those companies with greater
investment opportunities that may need external
financing in line with pecking order theory. Myers
et al. (1984) explained further that because of the
risk involved, business entities will prefer internal
sources of finance to external debt financing. But
when external capital is deemed necessary, the
entities will prefer the external to internal source
because of lower costs of information associated
with using debt finance.

Equity financing is employed first but, when
it is depleted then the debt will be issued (Edori,
Ekweozor & Ohaka, 2020). Thereafter when it
is no more be reasonable to raise additional debt,
then equity is issued (Edori, Ekweozor & Ohaka,
2020). Consequently, the investors will place a very
lower value for the issuing of the new equity (Edori,
Ekweozor & Ohaka, 2020). The theory assumed that
equity and retained earnings sources of financing a
business should be given a priority and as well should
be the last resorts, but when there are urgencies and
it becomes unavoidable for the entities to use any
equity, the debt finance has to be raised. But the
implication is that increased use of external capital
such as debt will influences the firm value negatively
and increases the chances of insolvency. The theory
assured that firms could raise debt funds to finance
their activities when they have the assurance that
the market will fully appreciate the firm’s potential.
The theory considered debt financing when there
is no mean of financing through any equity capital.
The theory explained and balanced the cost-benefit
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analysis associated with financing mix of a firm.
Therefore, Pecking Order Theory fits this study.

Empirical Review

Akhtar, Maryam, and Sadia (2012) examined
the ‘relationship between financial leverage and
financial performance: evidence from the fuel and
energy sector of Pakistan’. The study used twenty
public companies from the Fuel and Energy sector
listed on Karachi Stock Exchange. The study
employed regression analysis to analyze the data
collected. Finding from the study showed that
‘financial leverage has a positive relationship with
financial performance’. Hayam (2013) conducted a
research on the ‘debt and financial performance of
Small Medium Enterprises: the missing role of debt
maturity structure’ in Egypt. The panel data was
collected and analyzed using random effects. The
study found that short-term debt and long-term debt
have an opposite effect on financial performance.
The study concluded that the level of leverage does
not determine financial performance, but rather by
the debt maturity structure, Tally (2014) examined
the ‘effect of financial leverage on firms’ financial
performance in Saudi Arabia’s public listed
companies’. The study ‘sampled 57 publicly trading
firms listed in Saudi Stock Exchange for the years
2002 to 2010°. The study used some techniques such
as ANOVA maximum, value, standard deviation,
and mean factor analysis, using the SPSS software
for analysis. The study found a ‘positive relationship
between financial leverage and performance’.
The studies concluded that the ‘above provided
empirical evidence supported the theory of financial
leverage indicating a positive effect of financial
leverage on the performance of the company’.
Denis (2017) examined the ‘effect of debt financing
on the financial performance of private secondary
schools in Nairobi, Kajiado County’. The study
adopted a descriptive research design and made
use of secondary data. Multiple regression analysis
was employed to analyze the data gathered. The
study ‘found that ‘there exist a positive insignificant
relationship between debt financing and financial
performance and between revenue growth and
financial performance of private secondary schools
in Kajiado County’. The study concluded that ‘debt
financing does not affect the financial performance
of private secondary schools in Kajiado County’.

Taiwo (2012) studied the ‘Effect of debt-equity
financing on firms performance’ using some selected
firms listed on the Nigerian Stock Exchange for a
period of five years (2006-2010). The study used a
regression model for data analysis. Findings from

the study revealed a positive effect of long-term
debt on the firms’ performance but ‘the sampled
firms were unable to utilize the composition of a
fixed asset to their total assets properly to impact
positively on their firms’ performance’. Eleje,
Okechukwu and Chikanele (2020) conducted
a research on ‘Debt finance and corporate
performance: firm level empirical evaluation’. The
study used secondary source of data to obtain data
from the annual accounts and reports of the selected
firm for a period of 12-year period (2007-2018). The
data gathered was analyzed using multivariate linear
regression. The found that the two null hypotheses
sustained because their P-values > 0.05 with heir
corresponding t-values. The study concluded that
long-term debt and short-term debt sources of
finances have no significant positive impact on the
corporate performance measured in terms of ROA
and ROE. The study recommended that the financial
managers of corporate firms should design optimum
capital-mix for long-term debt and short-term
debt finances based on their varied impact on the
corporate performance.

Methodology

This study’s population comprises eight (8)
listed foods and beverages manufacturing companies
on Nigerian Stock Exchange as at 31% December,
2019 which include Cadbury Nigeria Plc, Dangote
Sugar Plc, Flour Mills Plc, Honeywell Flour Mill
Plc, Multi-trex Integrated Foods Plc, Northern-
Nigerian Flour Mills Plc, Union Dicon Salt Plc and
National Salt Corporation of Nigeria Plc. The study
covered a period of eleven years (2011-2020) and
focused on the foods and beverages industries to
examine the effects of uptimizing Loan capital for
effectivel performance of foods and beverages firms
in Nigeria. The study uses secondary data to source
for data from the annual financial statements of the
four (4) purposively selected firms based on the
availability of data. The selected firms are Cadbury
Nigeria Plc, Dangote Sugar Plc, Flour Mills Plc
and Honeywell Flour Mill Plc. The fixed effect and
random effect models, Hausman test among others
were employed for data estimation. The study used
the dependent variable of return on asset as the proxy
for performance and two explanatory independent
variables of short-term loans measured in term of
short-term debts to capital employed and long term
loan measured in term of long-term debts to total
assets, as the proxies for the independent variable of
debts financing.
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Figure 1 — Conceptual Model of the Study
Source: Author’s Design (2021)

The conceptual model in figure 1 showed the
effects of optimizing Loan capital for effective
performance of listed foods and beverage firms in  where:

Nigeria. The independent variable of loan capital is ROA= Return on assets

measured in terms of short-term loan and long-term LTL = Long term loan

loan, while the dependent variable of performance is STL= Short term loan

measured in term of return on assets. B0 = Constant of the regression

B1... 2 =Coefficient of the explanatory variables
e = Random error term

ROA = f(LTD, STD) reeeeoreveeeeersesreeereeee 3.1)

Model Specification

This study adopted the model use by Elgje,
Okechukwu and Chikanele (2020) who examined “Debt
finance and corporate performance: firm level empirical
evaluation”. with no further modification. The adopted
model is specified in it functional form as follow:

Data Analysis and Results

The analysis of panel data obtained is presented
here under

Data Estimation and Results

Table 1 — Fixed Effect and Random Effect Models Estimates
SERIES: ROA, LTL, STL

Cross=sectional Period Specific
Apriori Sign Fixed Effect (FE) Random Effect (RE)
0.100665% 0.114639*
Const 0.0572624%F 0.0664615%F
1.758" 1.7257
0.0878°* 0.0845"*
— R
0.00839657° 000892638
STL CE —+- 0.117587%€ 0.07141" ) .
0.9435P —0.07466
) 0.9405°
0.0751885* 0.0327119*
0.1093843E 0.1084925¢
LTL CE o 0.68741 03015
0.4965" 0.7630"
Robustness & Diagnostic Tests Chi-square (X?) P-value
Hausman Test 4.01947 0.134024
Null hypothesis: Breusch-Pagan test 23.4562 1.27788e-006

Source: Author’s Analysis (2022)

Notes: * = 5% sig. level, R = coefficient, SE = standard error, T = t-values, P = p-values, ROA = return on assets, STL/CE =

short-term loan to capital employed and LTL/CE = long-term loan to capital employed.
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Table 1 presented the results of both fixed
effect and random effect models to determine the
effects of the study’s independent explanatory
variables on performance of the selected firms
measured in term of ROA. The Hausman test was
also conducted to select the fitted model between
fixed effect and random effect. The result of
the test showed that the Chi-square of 4.01947
is insignificant at p-value of 0.134024 > 0.05
level of significant implying that random effect
midek is more suitable for data analysis in the
study than fixed effect. As a result, random effect
estimation results are presented and reported for
data analysis. In the similar table 1, the results of
random effect model revealed that short-term debt
has a co-efficient of —0.00892638 and P-value
of 0.9405 > 0.05 level of significant meaning a
negative and insignificant effect of short term
loan on ROA. Also, long-term debt showed a co-
efficient of 0.0327119 and P-value of 0.7630 >
0.05 level of significant indicating a positive and
insignificant of long term loan on ROA.

Discussion of Findings

Findings from this study indicated a negative
and insignificant effect of short-term loan on
performance of the selected listed food and
beverage firms implying that a unit decrease in the
value of short-term loan will cause 9% increase in
the performance of foods and beverages firms in
Nigeria. The result serves as a basis of rejecting
the null be hypithesis that uptimizing short term
loan usage has no effect on performance on listed
Nigerian foods and beverages companies. This result
correlated with the result of the study conducted

Eleje, Okechukwu and Chikanele (2020) where
the result revealed that short-term debt sources of
finances have no significant positive impact on the
corporate performance measured in terms of ROA.
Therefore uptimizing short-term loan has a negative
effect on performance of listed Nigerian foods and
beverage firms, thus this study null hypothesis is
rejected.

Also, the result showed a positive and
insignificant effect of long-term loan on performance
of the firms indicating a unit increase in the value
of long term loan will lead to 3.3% increase in the
performance of food and beverages firms in Nigeria.
The result serves as a basis of rejecting the null
hypothesis. This result also tallied with the result of
the work of Taiwo (2012) which found a positive
effect of long-term debt on the selected firms’
performance. That means uptimizing long-term loan
has a positive effect on the performance of listed
food and beverage firms in Nigeria, thus this study
null hypothesis is rejected.

Conclusion and Recommendation

The outcome from this study showed a
mixed results as long-term loan positively affects
performance, while short term loan negatively
performance of Nigerian listed foods and beverage
companies. This implies that reducing the value
of short-term loan or increasing the investments
level in long term loans by the companies tthe their
performances will still be effective and enhanced.
However due to the mixed results obtained from the
study, further studied should be conducted to cover
another range of research petiods in many other
manufacturing industries in Nigeria.
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