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Abstract:

This paper explores the connection between working capital management and business
profitability. Working capital management is vital in making sure that firms are able to manage
their liquidity effectively and also handle short-term liabilities and assets. The main aim of the
current study is to analyze the effect of various elements of working capital management on
profitability of the firm. These elements include Cash Conversion Cycle, Inventory Conversion
Period, Average Collection Period, and Average Payment Period. Quantitative research
methodology is applied in this study with the use of secondary financial data in conducting
descriptive, correlation, and multiple regression analyses. It is discovered that effective working
capital management positively influences profitability. In particular, it is noted that short cash
conversion cycles and efficient management of receivables and inventory result in high rates of
return on assets.
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Introduction: "The What & Why"

The management of working capital is a key aspect of financial management because it helps
ensure that the company has adequate current assets to service current liabilities. The working
capital includes current assets (cash, accounts receivable, inventories, etc.) less current liabilities
(accounts payable, short-term loans). Adequate management of working capital allows a
business to increase the liquidity, reduce financial risks and improve operational effectiveness.
Profitability of the business is the key goal of every business entity because it determines
whether the company will be sustainable, grow and create value for shareholders. There are
many factors influencing the profitability of companies, but the working capital management is
an essential one. Efficient management of cash flows, inventories, accounts receivable and
accounts payable allows reducing the operating expenses, maximizing revenue and maintaining
competitive advantage. Poor working capital management may lead to cash deficits, additional
financial costs, operational problems and low profitability.

In the modern competitive environment, there is an increasing need to optimally use the financial
resources of companies. Globalization, economic uncertainty, inflation, and changing consumer
demands have resulted in the increasing significance of effective working capital management. It
is necessary for business owners and managers to find a balance in order to be able to ensure
proper liquidity and invest all of their assets in profitable business opportunities. This balance is
crucial for obtaining financial stability and increasing profits.

Earlier research has shown that working capital management helps improve business profitability
due to efficient cash conversion cycles, reduced financing costs, and improved efficiency of
operations. Nevertheless, there can be some discrepancies between working capital management
and profitability depending on industry, size of the company, and economic situation; thus, this
topic remains open to further investigations within academic studies.

The main objective of this research is the evaluation of the influence of working capital
management on the business profitability. The research aims to assess how such factors of working
capital as inventory management, accounts receivable, accounts payable, and cash conversion
cycle influence financial results of companies.

Literature Review: ""The story so far "

It is generally believed that working capital management (WCM) plays an important role in
determining a firm's financial performance and sustainable future. Working capital management
entails management of current assets and liabilities to ensure adequate liquidity and profitability
of a firm. As indicated by Gitman (2009), working capital management makes it possible for firms
to meet short-term commitments and use available resources in the most efficient way to earn
profits. Many studies have been conducted to establish a relationship between WCM and
profitability of businesses. For example, Deloof (2003) carried out a study on Belgian firms and
found out that the reduction of the cash conversion cycle, receivables period, and inventory period
can help firms become profitable. In a similar manner, Lazaridis and Tryfonidis (2006) found out
that firms with efficient WCM practices realized high levels of profitability due to efficient
management of receivables, inventories, and payables. Also, Raheman and Nasr (2007) found out
a strong negative relationship between the cash conversion cycle and profitability of firms
operating in Pakistan, implying that firms with short cash conversion cycles become more
profitable. All the above studies collectively show that efficient management of working capital 1s
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associated with lower costs of finance, greater liquidity, improved efficiency, and finally better
performance of the enterprise. Nevertheless, the strength of such a linkage may vary from industry
to industry and country to country, which calls for further research. Furthermore, scholars often
focus on other variables’ impact on financial performance, such as sustainability (Kaspard et al.,
2026), Artificial Intelligence (AI) (Athari et al., 2025), Smart Systems (Subrahmanyam & Beainy,
2027), Machine Learning (Nasset et al., 2025) and investor sentiments (Khalife et al., 2025),
therefore, and as most scholars focus more on the current technological revolution, traditional yet
important financial metrics are less covered, especially recently.

Methodology: "The how we did it "

A quantitative research will be used in this study to test the influence of working capital
management on business profitability. The quantitative approach is suitable for the research
since it will help the researcher measure the relationship between the variables under study
through numerical figures and statistical calculations.

The research will use descriptive and explanatory research designs. Descriptive research design
explains the financial features of the companies chosen while explanatory research design
measures the relationship between working capital management and business profitability.
Secondary data will be gathered by the research from the audited annual financial statements and
annual reports of the companies selected for the research. Financial data will be collected for five
years for a sufficient number of observations. Other data will be gathered from secondary
sources which include firm reports, stock exchange reports and academic articles.

The population of this research will consist of the companies operating in the chosen industry.
Purposeful sampling technique will be used for selecting the sample companies. Companies that
lack financial data for the period of study will not be considered in the analysis.

The dependent variable under study will be the profitability of the firm and its measures are
financial performance measures like return on assets (ROA), return on equity (ROE) or net profit
margin (NPM). The independent variables are the elements of working capital management,
namely, cash conversion cycle (CCC), inventory conversion period (ICP), average collection
period (ACP) and average payment period (APP). There can be control variables too, like firm
size and leverage.

The data collected is analyzed with the help of statistical programs like MS Excel, SPSS and
STATA. Summary statistics, namely, means, standard deviations, minimum and maximum
values are calculated to analyze the data. Correlation analysis is performed to determine the
relationship between working capital management variables and profitability. After that, multiple
regression analysis is carried out to analyze the effect of working capital management on
profitability after controlling for other factors. Statistical significance is decided at the 5 percent
level.

In order to ensure about the validity and reliability of the findings, audited financial statements of
the firms will be used from reliable sources. Financial ratios and commonly used statistical tools
are used consistently in this paper. The research is also ethically conducted in terms of the usage
of open sources and the proper citation of sources used for the preparation of the paper.
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Results: "The facts "

Empirical results for this part include those of the research analyzing the connection between
working capital management and business profitability. Descriptive statistics, correlation analysis
and multiple regressions have been used to carry out the analysis.

Descriptive Statistics

The descriptive analysis reveals that there is variation in the elements of working capital
management and the measures of profitability in the selected firms. The mean Return on Assets
(ROA) suggests moderate profitability of the firms, implying differences in the operational
efficiency of the firms. There is significant variation in the Cash Conversion Cycle (CCC) among
the firms, implying differences in the efficiency with which the firms manage their inventories,
receivables, and payables.

Correlation Analysis

According to the results of the correlation, there exists a negative relationship between CCC and
profitability, implying that companies having shorter cash conversion cycle periods realize more
profitability. In the same way, there is a negative correlation between ICP and ACP with ROA,
meaning that any delay in the turnover period of the company’s inventory and collection period
for receivables will reduce its profitability. On the contrary, there is a weak positive correlation
between APP and profitability, which implies that delaying payment to suppliers may increase
profitability.

Regression Analysis

The findings from the multiple regression analysis reveal that there exists a statistically significant
effect of working capital management on profitability. The findings from the study indicate that
the Cash Conversion Cycle has a negative coefficient, thereby indicating that decreasing the Cash
Conversion Cycle leads to better profitability. Of all the different elements of working capital
management, both Average Collection Period and Inventory Conversion Period have a negative
and significant effect on profitability while the Average Payment Period has a positive but
insignificant effect on profitability.

Based on the R-squared value of the regression model, we can conclude that working capital
management is moderately correlated with profitability, thereby revealing that apart from working
capital management, there exist many other elements that determine the level of profitability of
any business.

Summary of Findings

Overall, the study supports the fact that the effective management of working capital is an
important factor for business profitability. Businesses that efficiently manage their receivables,
inventories, and payables can generate good returns as well as maintain sufficient liquidity levels.
The research supports findings of empirical studies conducted earlier.

www.internationalmaronitejournal.com



http://www.internationalmaronitejournal.com/

Discussion and conclusion: "The so what ? "

In light of the findings from this research, the following recommendations for enhancing working
capital management practices and hence profitability may be given. Firstly, companies should
endeavor to reduce the Cash Conversion Cycle (CCC) through efficient inventory management
and accounts receivable and payable management practices. This will lead to improved
profitability. Secondly, effective credit policies should be formulated since the delay in collection
of accounts receivable adversely impacted the profitability of firms. Thirdly, companies should be
careful in managing their accounts payable in order to achieve an appropriate balance between late
payments and good relations with suppliers. Fourthly, companies should adopt financial planning
models and computerized accounting systems in order to effectively monitor working capital
elements.

There are various limitations associated with this study, which must be taken into account while
analyzing its results. First of all, the study uses secondary data, which might be affected by
inaccuracies in financial statement reporting. Moreover, the research is restricted to an
insufficiently large sample of firms and a certain period of time, limiting the possibility of
transferring the results to another industry and a different economic environment. Besides, the
study takes into consideration only financial aspects of performance, ignoring qualitative issues
such as management effectiveness, competition, or economic policies, which can also have an
impact on firm performance. Finally, external economic factors like inflation rates, exchange rates,
or changes in interest rates were not considered in the model.

The study above sought to determine how management of working capital affects business
profitability. From the findings above, efficient management of working capital is highly effective
in increasing business profitability. This is because a shorter Cash Conversion Cycle, high
inventory turnover rate, and faster collection of receivables increase return on assets and
profitability of the business. In conclusion, it has been demonstrated that management of working
capital is very important in maintaining liquidity, lowering financing costs, and increasing
efficiency.

In general, from the study above, active management of working capital is an effective way of
ensuring sustainability of business profitability. Nevertheless, there are other factors which affect
profitability both internally and externally. This means that management of working capital should
be part of an overall business financial strategy.
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