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Abstract
Working Capital Management is crucial for a company, akin to the company’s life force, enabling 
it to thrive and survive in the competitive market. In this fiercely competitive world, each passing 
day holds immense significance in propelling businesses to the next level. This study delves into 
an analysis of various studies conducted globally over the past few years. Its primary aim is 
to compile and synthesize the results of these studies, identifying key factors and the impact of 
maintaining the necessary balance of working capital. Most studies have consistently concluded 
that a shorter cash conversion cycle yields greater benefits.
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Introduction
 Within the business domain, Working Capital Management represents 
the skillful orchestration of a company’s current assets and liabilities in an 
efficient manner. The overarching goal of managing working capital is to 
adeptly oversee both current assets and current liabilities while ensuring an 
ample cash flow to meet short-term business objectives. Working capital caters 
to operational expenses, encompassing key components such as inventories, 
accounts receivables (sundry debtors), accounts payable (sundry creditors), 
and cash.
 From a business perspective, working capital assumes a pivotal role 
in day-to-day transactions. It essentially governs the business’s operations, 
contingent on the availability of liquid cash reserves. A swift working capital 
turnover signifies minimal cash backlogs, necessitating astute financial 
management to avoid incurring additional financial costs.
 The duration of the working capital cycle is a critical determinant of 
maintaining cash reserves. A shorter cycle requires less working capital, as 
funds are promptly replenished. Conversely, a protracted cycle demands 
a more substantial working capital investment, as the business allocates 
resources for an extended period.

Objective of the Study
 The primary objective of this study is to ascertain the influence of 
Working Capital Management on the profitability of various sectors across 
different countries.
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Research Methodology
 The methodology adopted involves collecting 
data from various studies conducted over the last 
three years across different parts of the globe. 

Analysis and Discussions
 The influence of Working Capital Management 
on profitability is analyzed through the following 
study results:
 Maad A. Q. Aldubhani, Jitian Wang, 
Tingting Gong, and Ramzi Ali Maudhah (2022) 
conducted research on the impact of working 
capital management policies on the profitability of 
ten publicly listed manufacturing companies on the 
Qatar Stock Exchange from 2015 to 2019. Their 
findings reveal that shorter receivables collection 
periods and faster cash conversion cycles are 
correlated with higher profitability, while extended 
inventory turnover and prolonged accounts payable 
periods are associated with lower profitability. This 
study distinguishes itself by utilizing four distinct 
profitability metrics, enhancing the precision of its 
findings. Notably, it is the first research of its kind 
conducted on the Qatar Stock Exchange, providing 
valuable insights into the relationship between 
working capital management and profitability within 
Qatar’s evolving industrial landscape.
 Fekadun Agmas Wassie (2021) conducted an 
empirical study assessing the impact of working 
capital management on the performance of 164 
export-oriented companies in Ethiopia, utilizing 
multiple regression models. The findings suggest a 
positive correlation between accounts receivables 
period, cash conversion cycle, accounts payable 
period, and firm performance, as measured by 
return on assets and return on investment. However, 
inventory conversion period did not significantly 
correlate with firm performance when measured by 
return on assets. The study recommends optimizing 
working capital management, prudent inventory 
management, exploration of conservative working 
capital management policies, further research on 
relevant variables, and identifying specific factors 
contributing to high performance among exporting 
firms in Ethiopia. This study underscores the 
significance of effective working capital management 
for Ethiopian export-oriented companies and offers 

valuable insights for decision-making to enhance 
performance.
 Abdul Basyith, Abid Djazuli, and Fitriya 
Fauzi (2021) evaluated the impact of working capital 
management on profitability among 135 companies 
listed on the Indonesia Stock Exchange from 2000 
to 2019. Their key findings highlight the positive 
impact of working capital investment strategy 
(WCIS) on return on assets (ROA) and the negative 
impact of working capital financing strategy (WCFS) 
on capital utilization. Different industries exhibit 
varying inclinations toward adopting aggressive or 
conservative WCIS strategies. These insights can 
guide companies and investors in optimizing their 
working capital management practices to enhance 
financial performance.
 Jaroslav Mazanec (2022) explored the 
significance of effective working capital management 
for global competitiveness among transportation 
companies in Visegrad Group countries, employing 
multi-criteria linear regression analysis. The study’s 
key findings encompass diverse effects of the cash 
ratio on performance, limited liquidity impact on asset 
returns, and challenges faced by small businesses. 
Slovak companies emerge as out performers 
compared to counterparts in other Visegrad Group 
countries, as indicated by the proposed regional 
model.
 Abuhommous et al. (Financial Innovation, 
2022) concentrated on the impact of working 
capital management on corporate performance 
in the transportation sector of Visegrad Group 
countries. Their study employed multi-criteria linear 
regression analysis and offered practical insights 
for stakeholders. Noteworthy findings encompass 
variable effects of the cash ratio on performance and 
challenges encountered by small businesses. Despite 
challenges, Slovak companies achieve higher returns 
on assets according to the regional model.
 Ramesh Birajdar (2023) emphasized the 
critical nature of working capital management in  
any business. The efficiency of a company’s working 
capital hinges on various tools and practices it 
employs. Companies often employ diverse strategies 
to reduce working capital, a practice that directly 
impacts profitability. The choice between an 
aggressive or lenient policy depends on the 



http://www.shanlaxjournals.com 41

ComFin Research

specific circumstances and needs of the business. 
While various tools are available to calculate 
working capital ratios, the key to controlling and 
reducing working capital lies in determining the 
appropriate policy for provisioning bad debts and 
managing excess and obsolete inventory. Efficient 
organizational practices aim to prevent reduced 
profits due to provisions for bad debts and excessive 
inventory holdings. This requires proactive efforts 
to promptly collect outstanding payments from 
customers and maintain an optimal inventory level 
to meet demand effectively.
 Muhammad Ahmad, Rabia Bashir, and 
Hamid Waqas (2022) investigated the effects 
of the 2008 financial crisis and the COVID-19 
pandemic on working capital management and firm 
performance in Malaysia, Pakistan, and Thailand 
from 2004 to 2020. The study sought to compare 
working capital practices, their direct relationship 
with firm performance, and differences between the 
two crisis periods. The findings suggest that firms 
adapted their working capital practices during both 
crises, with COVID-19 exerting a more significant 
impact. Asian firms tended to adopt conservative 
working capital policies. The study utilized various 
metrics and identified specific factors that influenced 
firm performance positively or negatively. It 
acknowledges limitations and recommends further 
research areas, including exploring additional 
performance measures and incorporating survey 
data to gain deeper insights into firms’ responses to 
economic conditions.
 Farrah Wahieda Kasiran, Noredi Azhar 
Mohamad (2016) conducted a preliminary study 
to evaluate working capital management efficiency 
in 24 selected SMEs in Malaysia from 2010 to 
2013, employing three indexes. The findings 
indicate suboptimal performance in working capital 
management, potentially leading to liquidity issues 
and reduced business ratings. The study underscores 
the significance of proficient working capital 
management for SME sustainability and calls for 
further research to support SME development in 
Malaysia.
 Ahmed Mohamed Habib and Nahia Mourad 
(2022) assessed working capital management 
efficiency for Gulf companies before and during 

the COVID-19 crisis. They utilized techniques such 
as the Malmquist index (MI), data envelopment 
analysis (DEA), and Tobit regression. The results 
suggest that approximately 84% of firms employ a 
conservative WCM strategy. The WCME analysis 
reveals statistical differences in technological 
and pure efficiency scores between pre-COVID 
and during-COVID periods but not in technical, 
scale, or total factor productivity scores. Tobit 
analysis suggests that the COVID crisis did not 
significantly impact WCM performance. Efficient 
WCM is associated with higher sales returns and 
net income. This study provides valuable insights 
for stakeholders, offering information about WCM 
performance trends during crises and potential 
investment opportunities. By analyzing WCME 
using DEA-Malmquist technology, this study makes 
a unique contribution to the literature, confirming 
that most firms favor conservative WCM strategies, 
highlighting efficiency differences pre and during 
COVID, and emphasizing the limited impact of the 
crisis on WCM performance.

Conclusion
 In light of the discussions presented in the 
above studies, it is evident that Working Capital 
Management plays a pivotal role in an organization’s 
profitability. Shorter cash conversion cycles 
lead to higher profitability compared to longer 
cycles. Management policies and strategies vary 
from one organization to another and from one 
country to another. In conclusion, Working Capital 
Management policies are intrinsically linked to the 
profitability of business enterprises.

References 
Abuhommous, A. Adden, et al. "The Impact of 

Working Capital Management on Credit 
Rating." Financial Innovation, vol. 8, 2022.

Ahmad, Muhammad, et al. "Working Capital 
Management and Firm Performance: Are 
their effects same in covid 19 Compared to 
Financial Crisis 2008?." Cogent Economics & 
Finance, vol. 10, no. 1, 2022.

Aldubhani, Maad A. Q., et al. “Impact of Working 
Capital Management on Profitability: 
Evidence from Listed Companies in Qatar.” 



http://www.shanlaxjournals.com42

ComFin Research

Journal of Money and Business, vol. 2, no. 1, 
2022, pp. 70-81.

Basyith, Abdul, et al. "Does Working Capital 
Management Affect Profitability? Empirical 
Evidence from Indonesia Listed Firms." Asian 
Economic and Financial Review, vol. 11, no. 
3, 2021, pp. 236-51.

Birajdar, Ramesh. "Working Capital Management – 
Theory and Practice." International Journal 
of Accounting and Financial Management 
Research and Development, vol. 1, no. 1, 
2023, pp. 1-7.

Habib, Ahmed Mohamed, and Nahia Mourad. 
"Analyzing the Efficiency of Working Capital 
Management: A New Approach based on 
DEA Malmquist Technology." Operations 
Research Forum, vol. 3, 2022.

Kasiran, Farrah Wahieda, et al. "Working Capital 
Management Efficiency: A Study on the 
Small Medium Enterprise in Malaysia." 
Procedia Economics and Finance, vol. 35, 
2016, pp. 297-303.

Mazanec, Jaroslav. "The Impact of Working Capital 
Management on Corporate Performance in 
Small-Medium Enterprises in the Visegrad 
Group." Mathematics, vol. 10, no. 6, 2022.

Wassie, Fekadu Agmas. "Working Capital 
Management and Its Impact on Firms’ 
Performance: An Empirical Analysis on 
Ethiopian Exporters." Education Research 
International, 2021.

Author Details
S. Dhanalakshmi, Assistant Professor, Department of Commerce (Accounting & Finance), S.A.College of Arts & 
Science, Chennai, Tamil Nadu, India, Email ID: d.laks30@gmail.com

K. Komalavalli, Assistant Professor, Department of Commerce, Vallal P.T.Lee Chengalvaraya Naickar Arts & 
Science College, Chennai, Tamil Nadu, India. 


