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Abstract:-Main purpose of the study is to identify the impact of working capital management on profitability of 

selected listed manufacturing companies from financial year 2003-2007. Correlation and regression analysis 

were performed. Results reveals that cash conversion cycle (CCC) and return on assets (ROA) are negatively 

correlated the value of -0.127 which is highly significant at 1 percent level of significance, which means that as 

the cash conversion cycle increases ROA decreases. In addition inventory conversion period (ICP) is highly 

significant at 1 percent level. It indicates that with increasing level of ICP, ROA will be increased -0.065 levels. 

Further the coefficient of the CCC variable is negative at a value of -0.0503 and p value is 0.006. This implies 

that an increase in the number of day’s cash conversion cycle by 1 day is associated with a decline in ROA by 

5.03%. The results suggest that managers can increase profitability of manufacturing firms by reducing the 

number of day’s inventories and accounts receivable. 
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I.INTRODUCTION 

 This study attempts to examine the relationship 

between the working capital management and 

firm’s profitability. In this research, a panel data 

have been used for a sample of 164 manufacturing 

firms listed on Bursa Malaysia over a period of 5 

years from 2007 to 2011. Many findings of past 

studies were revisited and analyzed to link working 

capital management with firm’s profitability. 

However, there is still ambiguity regarding the 

appropriate variables which might serve as proxies 

for working capital management that would affect 

firm’s profitability. Thus, this research paper is 

conducted in order to find the appropriate proxy for 

exogenous variables that will impact the firm’s 

profitability. Similarly it is also found that few 

studies have been conducted by researcher in 

Malaysia to determine the impact of working 

capital management on profitability, particularly in 

the manufacturing sector, which serves as the 

second largest sector contributing to Malaysia 

economy. To become a major contributor to the 

economic growth of a country, this sector is 

certainly expected to be well-managed in order to 

remain efficient and viable. Therefore, this research 

paper is carried out to investigate how the working 

capital in the manufacturing sector in Malaysia is 

managed towards attaining profitability. 

In 2008, the global financial crisis and the collapses of 

colossal organizations such as General Motors and 

Lehman Brothers have affected the industries business 

operation worldwide. In the aftermath, the firm’s 

managers are forced to recognize the importance of 

managing the firm’s resources effectively, particularly in 

the areas of working capital in order to prevent more 

losses or bankruptcy. Manufacturing sector is not 

exempted from the impact of the financial crisis. As 

found earlier, the manufacture sector is important to 

Malaysia economic growth, through its high export 

demand and generating employment opportunities. Thus, 

without doubt, it is imperative for Malaysian analyst to 

conduct a further study on working capital management, 

in the field of manufacturing domain. Based on the 

Department of Innovation, Industry, Science & Research 

(DIISR) data from Australia, about half of its total 294 

manufacturing firms reported bankruptcy status after the 

financial crisis in 2008. Similarly, the impact was also 

widely felt in Malaysia. 

According to Bank Negara Malaysia report, the 

gross domestic product (GDP) contributed from the 

manufacturing export demand, declined by 8.8% in 

the fourth quarter of 2008; reported a negative 

growth of 17.6% in the first quarter of 2009 and, 

finally, a negative 14.5% in the second quarter of 

2009. The recession has left the firms with no 

choice but to retrench workers and hence increase 

the unemployment rate. Therefore, it is valuable to 

know what the Malaysia manufacturing manager 

would attempt to do, in order to sustain profitability 
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and maintain their working capital to an optimal 

level, right after the financial crisis in 2007. 

Extant research which is conducted in the other 

part of world, but using different exogenous 

variables report mixed results in its attempt to 

determine their impact on organization’s 

profitability. The findings are perplexing managers 

and major stakeholders during the process of 

making vital financial decision. Mathuva [1] finds 

that there is a positive relationship between 

independent variables, which are measured by 

average payment period and inventory turnover 

with firm’s profitability. This study runs contrary 

to findings from Deloof [2], Falope and Ajilore [3], 

which suggest that there is a significant negative 

relationship between profitability and the inventory 

turnover. This study focuses on evaluating and 

identifying the significant relationship between the 

management of working capital and the 

manufacturing firm’s profitability in Malaysia. Our 

findings show that there is insignificant negative 

relationship between the log cash conversion cycle 

and firm’s profitability. However, there is an 

evidence of positive and significant relationship 

between the average collection period, inventory 

conversion period and its profitability. Similarly, 

this research study also reported that the size of 

firms has a significant positive relationship with 

profitability of firms. However, other findings 

show a negative significant relationship between 

debt ratio (leverage) and firm’s profitability. 

The results of this study should be great of 

importance to managers and major stakeholders, 

such as investors, creditors, and financial analysts 

especially after the recent global financial crisis 

which can help them to establish a proper tradeoff 

policy between firm’s liquidity and its 

performance. The empirical result of this study will 

benefit the owner and management of the 

manufacturing firms, to understand the liquidity-

performance relationship much better, in order for 

the management to maintain an appropriate level 

between liquidity and profitability so as to ensure 

that the business will function more effectively. 

They would be expected to know at what extent 

they should maintain firm’s liquidity in order to 

achieve a satisfactory level of firm’s performance. 

It will also help them to know the optimal level of 

receivables and inventory level which will be 

useful for their receivable and inventory control 

management. Besides, this study is also useful for 

selected industries’ manager, who are anticipated to 

understand which working capital and corporate 

finance theory that should actually be adopted by 

them. Furthermore, this research aim to be a 

platform for other researchers to conduct more in-

depth studies which will contribute more to the 

field of corporate finance in Malaysia. 

II.LITERATURE REVIEW 

The significance of working capital management 

has been a common opinion among researchers. It 

was observed by Venkatraman and Ramanujana 

(1987) that business economic performance is 

being measured by using sales growth, net income 

growth and return on investment. Raheman, Afza, 

Qayyum, and Bodla (2010) analysed the working 

capital management practices and their impact on 

corporate performance. They took a sample of 204 

manufacturing firms of Karachi Stock Exchange 

for the period 1998–2007 and found cash 

conversion cycle, net trade cycle and inventory 

turnover affecting the performance of the firms 

significantly. It was analysed by Van Horne and 

Wachowicz (2004) that excessive level of current 

assets may have a negative impact on a firm’s 

profitability. Ghosh (2007) analysed in his study 

working capital management practice in four 

different industries: (a) National Fertilizer Limited 

(b) Textile Industry (c) Cement Industry and (d) 

Pharmaceutical industry; and included the 

objectives like to control source and size of 

working capital with a review made in 98 small-

scale textile firms of Punjab. The study concluded 

other than the own capital, bank loans are the 

most projecting source of working capital among 

most of the selected units. 

It was examined by Bose (2013) that the working 

capital management impacts on firms’ profitability. 

It was found in the study that in the electric 

equipment sector source of the working capital 

management components widely vary. Kaur and 

Singh (2013) study examined that the efficiency 

and profitability can be managed through working 

capital management. Their findings were in support 

to the earlier studies that efficient management of 

working capital significantly impacts profitability. 

Also Kumar and Ramanan (2013) supported that 

there has been an impact of working capital 

management on profitability of manufacturing 

firms. They found a positive relationship between 

profitability and debtors’ day and inventory days. 
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The influence of working capital management on 

the firm’s liquidity, profitability and non-insurable 

risk was examined by Mandal and Goswami 

(2010). This was a case of ONGC, a leading public 

sector enterprise in India. The study also stated that 

in order to achieve the goal of the organisation, 

liquidity and profitability have to be considered. 

Both liquidity and profitability are interrelated to 

each other. Moreover, the risk dimension of 

liquidity has an impact on the measurement of 

overall performance of the risk. Sharma and Kumar 

(2011) investigated for 263 Indian firms for the 

period 2000–2008, and inferred the link between 

the working capital management and profitability 

of the firm. The study found a positive relationship 

between profitability and number of days accounts 

receivables whereas a negative relationship with 

number of days accounts payables. The evidence is 

mixed on whether a relationship exists. Whereas, 

Bagchi and Khamrui (2012) investigated and found 

that there is a strong negative relationship between 

variables of the working capital management and 

profitability of the firm. The study also stated that 

there is a negative relationship between debt used 

by the firm and its profitability. 

Working capital management is often a dilemma 

between the liquidity and profitability. The present 

study has made an attempt to find out an optimum 

solution to the problems of working capital 

management by identifying the gap in the previous 

research findings mentioned earlier. Previous 

research studies show that the working capital 

management practices of the industries have 

contradictory impact on the profitability. Some of 

the research findings stated that the debtors’ days 

and inventory days have positive impact on 

profitability whereas some research findings stated 

the level of current assets and number of days 

accounts payable have negative impact on 

profitability. This encouraged us to make an 

attempt to establish an empirical model of working 

capital management effect with respect to liquidity 

aspect and operational activities of the firm on 

profitability with respect to Indian steel industry. 

This study will be a source of material for future 

research to the related topics also. The findings of 

the study can be helpful to come up with planning 

for the working capital business models. 

OBJECTIVES OF THE STUDY 

The broad objective of the present study is to 

identify the effect of working capital management 

on firm’s profitability in steel industry, especially 

in the Indian context. 
 

III.RESEARCH METHODOLOGY 

Data Source: The study covers the different 

aspects of working capital management and tries to 

establish a relationship between these aspects and 

profitability of the steel industry. The period of the 

study has been considered for 17 years, that is, 

2000–2016. The data has been collected from 

Centre for Monitoring Indian Economy (CMIE). 

Sample Frame: Sample unit of this study has 

been chosen from the companies in the steel 

industry as per CMIE database. A multistage 

sampling technique was used where out of 576 

steel companies, full-fledged data for the period of 

study was available for only 35 companies. Hence, 

35 has been considered as our sample size for the 

study. The period of the study has been considered 

for 17 years, that is, 2000–2016. 

The analyses of data involve descriptive and panel 

data analysis which has been used to establish an 

empirical model which in turn establishes the 

relationship between working capital management 

and profitability of the steel industry in India. 

The study analyse the Efficiency index of SME 

companies in Malaysia that was listed with SME 

Corporation of Malaysia. A sample of 50 

companies was retrieved from Suruhanjaya 

Syarikat Malaysia database for the period from 

2009 to 2013.However only 24 companies was 

selected for analysis and the rest is omitted due to 

lack of required information. The data is extract 

based on the income statement and balance sheet 

from the annual report of the company. For the 

measurement of WCM Efficiency, this study 

adopted the index develop by Bhattacharya (1997). 

Bhattacharya developed another tools for the 

measurement and examining the efficiency of the 

working capital management due to obstacles 

during implementation of the accounting ratios, 

such as lack of data and difficult task due to the 

missing theory (Bhattacharya, 1997). Traditionally, 

based on the previous studies it shows that 

accounting ratios are the most important tools to 

measure the efficiency. Nonetheless, Bhattacharya 
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(1997) has composed an index, known as total 

efficiency index of the working capital 

management that was develop from the 

performance index, and utilization index. This 

study differentiated from the previous study by 

using the Index based on sample that was never 

been tested previously from Malaysia perspective. 

Basically, this current study undertakes Small 

Medium and Enterprise industry as a sample and 

chooses 24 companies in Malaysia as a preliminary 

test to measure the efficiency. The index used by 

Bhattacharya was based on sample of bigger 

company and presumably small firms and large 

firms are different from each other and the 

responsiveness of proficient working capital 

management is still unclear (Javid ,2014) thus 

motivated the current study to apply this index. 

Bhattacharya (1997) suggest that to measure the 

whole efficiency of the working capital 

management, the first analysis was to calculate the 

Performance Index of Working Capital 

Management (PIWCM) using the following model;

  

Main purpose of the study is to   identify the impact 

of working capital management on profitability  of  

manufacturing  companies.  ROA is used  for  the  

purpose  of  measuring  profitability.  The 

correlation values between the variables. CCC and 

ROA are negatively  correlated the value of -0.127 

which is highly significant at 1 percent level of 

significance,  which  means that as the cash 

conversion cycle increases ROA decreases. In 

addition ICP is highly significant at 1 percent level. 

It indicates that with increasing level of ICP, ROA 

will be increased -0.065 levels.  Further the 

coefficient of the cash conversion cycle variable is 

negative at a value of -0.0503 and p value is 0.006. 

H 1 is accepted at 1% level of significant.  

This implies that an increase in the number of day’s 

cash conversion cycle by 1 day is 9  

associated with a decline in ROA by 5.03%. The 

results suggest that managers can increase 

profitability  of  manufacturing  firms  by  reducing  

the  number  of  day’s  inventories  and accounts 

receivable. 

 

 

 

 

IV.DATA ANALYSIS 

Statement of changes in working capital 

for 2017-2018 

                                                                In 

cr 

 

interpretation for the year 2017-2018 

 

1. the current investment was increased 94.74cr 

2. inventories are increased 14.79cr due to purchase 

of raw material 

3. the trade receivables are increased 58.88cr 

4. cash and cash equivalents are increased 29.47cr 

5. short term loans and advances increased 1.39cr 

6. there was an increase in other current assets 

60.58cr 

7. short term borrowings of 152.95 was increased 

8. increase in trade payables 57.33cr 

9. other current liabilities are decreased 281.73cr 

10. short term provisions of 3.2cr was increased 

11. networking capital resulted in increased with 

328.1cr compared to previous year. 
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Statement of changes in working capital 

for 2016-2017 

                                                                        

In cr 

 

Interpretation For The Year 2016-2017 

 

1. The Current Investment Was Increased 21.39cr 

2. Inventories Are Increased 28.62cr Due To 

Purchase Of Raw Material 

3. The Trade Receivables Are Decreased 33.87cr 

4. Cash And Cash Equivalents Are Decreased 

58.38cr 

5. Short Term Loans And Advances Decreased 

2.02cr 

6. There Was A Decrease In Other Current Assets 

20.11cr 

7. Short Term Borrowings Of 198.48cr Was 

Decreased 

8. Decrease In Trade Payables Of 64.02cr 

9. Other Current Liabilities Are Increased 3.01cr 

10. Short Term Provisions Was Increased 9.01cr 

11. Networking Capital Resulted In Decreased By 

111.88cr 

 

 

 

 

 

 

 

Statement of changes in working capital 

for 2015-2016 

In cr 

 

INTERPRETATION FOR THE YEAR 2015-

2016 

 

1. The current investment was decreased 482.72cr 

2. Inventories are increased 23.89cr due to 

purchase of raw material 

3. The trade receivables are increased28.21cr 
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4. Cash and cash equivalents are decreased 

245.68cr 

5. Short term loans and advances decreased 62.65cr 

6. There was an increase in other current assets 

99.88cr 

7. Short term borrowings 353.74cr was increased 

8. 55.49 cr Increase in trade payables 

9. Other current liabilities are increased 0.71cr 

10. Short term provisions of 61.79cr was increased 

11. Networking capital of 987.22crdecreased with 

cr 

V.CONCLUSIONS 

Good management of working capital shall ensure 

that a business has the cash and resources available 

to have successful and healthy business operations 

and meet its current liabilities, without which a 

company shall always be under the risk of having a 

working capital deficit thereby hampering its 

business operations. In the short term this can 

damage the profitability of the business, and affect 

its operations. In the long term, poor working 

capital management can compromise a company’s 

eligibility for business loans and damage its ability 

to attract potential investors. In recent times, there 

have been greater bankruptcies on account of 

working capital deficits and unmanaged cash flows 

such that companies have not been able to repay 

their debt obligations. The right systems and 

policies in place to manage business operations as 

well as the right mix of financial products and 

facilities from banks and financial institutions to 

ensure cost effective liquidity shall enable 

companies to manage such risks of working capital 

deficits and maintain a healthy business cycle.  
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