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Abstract

Efficient working capital management plays a vital role in sustaining the financial performance of
manufacturing firms, where operational cycles are capital-intensive and highly sensitive to liquidity
constraints. Despite extensive research on working capital management, empirical evidence on how
managerial working capital practices influence overall financial performance in manufacturing firms
remains limited. This study examines the relationship between working capital management practices and
financial performance of manufacturing firms using firm-level financial data. Key working capital
components, including inventory management, receivables management, payables management, and the cash
conversion cycle, are analyzed to assess their impact on multiple dimensions of financial performance such as
profitability, liquidity, and operational efficiency. The study employs appropriate quantitative techniques to
evaluate the strength and direction of these relationships while controlling for firm-specific characteristics.
The findings reveal that efficient working capital management practices significantly enhance financial
performance by improving liquidity positions, reducing financing costs, and supporting operational continuity.
The results provide practical insights for manufacturing managers to optimize working capital policies and
support sustainable financial performance. This study contributes to the existing literature by offering a
comprehensive  manufacturing-focused analysis that integrates working capital practices with
multidimensional financial performance outcomes.
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Introduction

In the contemporary business environment, manufacturing firms operate under increasing pressure to maintain
financial stability while managing complex production and supply chain processes. Working capital
management has emerged as a critical area of financial decision-making, as it directly influences a firm’s
ability to meet short-term obligations, sustain operational continuity, and enhance overall financial
performance. For manufacturing firms, where a significant portion of capital is tied up in inventories,
receivables, and production cycles, effective working capital management is particularly essential.

Working capital represents the difference between current assets and current liabilities and reflects the firm’s
short-term financial health. Inefficient management of working capital can result in liquidity shortages,
increased financing costs, production disruptions, and reduced profitability. Conversely, well-structured
working capital management practices enable firms to optimize cash flows, improve resource utilization, and
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support sustainable growth. Despite its importance, many manufacturing firms continue to face challenges in
balancing liquidity and profitability due to fluctuating demand, extended credit periods, and rising input costs.

Existing empirical studies have extensively examined the relationship between working capital management
and firm profitability across different economic contexts. However, much of the prior literature primarily
focuses on isolated performance indicators or is confined to specific economic conditions such as financial
crises or periods of heightened uncertainty. Moreover, several studies rely heavily on data from listed firms,
limiting the applicability of findings to the broader manufacturing sector. As a result, there remains a need for
comprehensive research that evaluates working capital management practices within manufacturing firms and
their influence on multiple dimensions of financial performance.

Manufacturing firms possess distinct operational characteristics, including longer production cycles, high
inventory dependence, and complex credit arrangements with suppliers and customers. These characteristics
necessitate tailored working capital management practices that differ significantly from those of service-
oriented or trading firms. Understanding how inventory management, receivables control, payables policies,
and cash conversion efficiency affect financial performance is therefore crucial for manufacturing managers
and financial decision-makers.

In this context, the present study aims to examine the impact of working capital management practices on the
financial performance of manufacturing firms. By analyzing key working capital components alongside
multiple financial performance indicators, this study seeks to provide a holistic understanding of the role of
working capital in enhancing financial efficiency and operational sustainability. The findings are expected to
offer valuable managerial insights and contribute to the existing body of knowledge by addressing sector-
specific gaps in the working capital management literature.

Literature Review

Working capital management (WCM) has been widely recognized as a crucial determinant of firm
performance, particularly in capital-intensive sectors such as manufacturing. Prior studies have examined the
relationship between working capital components and financial outcomes from various theoretical, empirical,
and contextual perspectives.

Several studies provide strong empirical evidence on the impact of working capital management on firm
profitability. Aldubhani et al. (2022) examined listed companies in Qatar and found that efficient working
capital management significantly enhances profitability, emphasizing the importance of managing receivables
and inventories. Similarly, Ahmad et al. (2022) compared the effects of working capital management during
the COVID-19 period and the 2008 financial crisis, concluding that the influence of working capital policies
on firm performance varies across economic conditions. Hung and Dinh (2022) further contributed by
identifying a threshold effect of working capital management on profitability in Vietnamese firms, suggesting
that both excessive and insufficient working capital can adversely affect firm performance.

The role of economic uncertainty and external shocks in shaping working capital decisions has also received
considerable attention. Tarkom (2022) explored the impact of COVID-19 exposure on working capital
management and highlighted the moderating role of investment opportunities and government incentives.
Expanding this perspective, Tarkom and Ujah (2023) analyzed global policy uncertainty and demonstrated
that national culture significantly influences working capital management strategies. Chang et al. (2024)
reinforced this view by showing that economic policy uncertainty directly affects firms’ working capital
requirements, thereby influencing financial stability.

Recent literature has increasingly focused on governance structures and financial systems in determining
working capital behaviour. Hong et al. (2024) examined family firm governance and found that ownership
structure plays a key role in shaping working capital policies. Kayani et al. (2025) compared sharia-compliant
and conventional firms, revealing structural differences in working capital efficiency due to financing
constraints and ethical frameworks. Eldomiaty et al. (2023) analyzed firms listed in the DJIA30 and
NASDAQ100 and confirmed that optimizing working capital contributes positively to profitability and risk
management.
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Several studies emphasize the sectoral and regional dimensions of working capital management. Osei et al.
(2023) investigated manufacturing firms in Ghana and established that effective working capital management
is critical for maintaining going concern status. Kademi et al. (2024) examined publicly listed manufacturing
companies in Nigeria and reported a significant relationship between working capital efficiency and financial
performance. Garg and Singh (2024) provided empirical evidence from the Indian manufacturing sector,
confirming that working capital management practices significantly influence financial outcomes, though
sectoral heterogeneity remains underexplored.

The impact of financial supply chains and operational efficiency on working capital has also been explored.
Rahman et al. (2024) examined the role of financial supply chains and interbank credit lines in shaping
corporate working capital policies. Huynh and Le (2025) highlighted the influence of supply chain risks on
working capital management, emphasizing the need for integrated operational and financial strategies. Yeboah
et al. (2025) focused on inventory management efficiency and demonstrated its positive effect on operational
profitability, particularly during cyclical downturns.

Methodological advancements in working capital research are evident in recent studies. Habib and Kayani
(2023) employed data envelopment analysis to evaluate working capital efficiency and observed performance
variations during the COVID-19 period. Mahmood et al. (2025) applied machine learning techniques to assess
the relationship between working capital financing and firm performance, offering predictive insights beyond
traditional econometric models. Kiymaz et al. (2024) conducted a comparative analysis between developed
and emerging economies, confirming that working capital management practices have a stronger performance
impact in emerging markets.

The influence of risk and uncertainty on working capital strategies has also been widely examined. Tarighi et
al. (2024) analyzed firm risk and the COVID-19 crisis, showing that economic uncertainty significantly alters
working capital management behavior. Wani and Altaf (2025) investigated oil price uncertainty in India and
found that volatility in input costs affects firms’ working capital decisions. Koroma and Bein (2024) further
demonstrated that economic policy uncertainty moderates the relationship between working capital
management and profitability in UK non-financial firms.

Despite extensive empirical evidence, existing literature largely focuses on profitability as the primary
performance indicator and often relies on listed firm data. Additionally, many studies examine working capital
management under crisis conditions or macroeconomic uncertainty, limiting insights into firm-level working
capital practices during stable periods. Moreover, manufacturing firms are frequently treated as a
homogeneous group, overlooking differences in operational structures and working capital needs.

Research Methodology:

Research Design

This study follows a quantitative and explanatory research design to investigate the relationship between
working capital management practices and financial performance in manufacturing firms. The explanatory
approach is suitable as it facilitates the examination of causal relationships between working capital
components and various financial performance indicators. By relying on numerical financial data, the study
aims to objectively assess how variations in working capital management practices influence firm-level
financial outcomes.

Population and Sample Selection

The population of the study consists of manufacturing firms operating within the selected geographical
context. A purposive sampling technique is adopted to ensure the inclusion of firms that maintain consistent
and complete financial records throughout the study period. Manufacturing firms from different sub-sectors
are considered in order to capture variations in operational structures and working capital requirements. Firms
with incomplete financial information are excluded to maintain the reliability and comparability of the dataset.
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Other Manufacturing

Engineering & Fabrication Chemical & Allied

FMCG Manufacturing

Textile Manufacturing

Data Source and Period of Study

The study is based on secondary data collected from audited annual reports, published financial statements,
and credible financial databases. The analysis covers multiple consecutive financial years to observe changes
in working capital management practices and financial performance over time. The selected period allows the
study to account for operational consistency while minimizing the influence of short-term economic
fluctuations.

Variables of the Study:
Working Capital Management Practices

Working capital management practices are measured using indicators that reflect the efficiency of managing
short-term assets and liabilities. Inventory turnover is used to assess inventory utilization efficiency, while the
receivables collection period evaluates the effectiveness of credit policy and customer payment behavior. The
payables payment period represents supplier credit management, and the cash conversion cycle captures the
overall efficiency of working capital management by integrating inventory, receivables, and payables
components.

Table 1: Description of Variables Used in the Study

Variable Variable Name Symbol Measurement
Type
Independent | Inventory Turnover ITR Cost of Goods Sold / Average
Inventory
Independent | Receivables Collection | RCP (Accounts Receivable / Sales) x 365
Period
Independent | Payables Payment Period PPP (Accounts Payable / Purchases) x 365
Independent | Cash Conversion Cycle CCC ITR + RCP - PPP
Dependent Profitability ROA Net Profit / Total Assets
Dependent Liquidity CR Current Assets / Current Liabilities
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Dependent Operational Efficiency ATR Sales / Total Assets
Control Firm Size FS Log of Total Assets
Control Leverage LEV Total Debt / Equity

Financial Performance

Financial performance is evaluated through multiple dimensions to provide a comprehensive assessment of
firm performance. Profitability is measured using return on assets, which reflects management’s ability to
generate earnings from total resources. Liquidity performance is assessed through the current ratio, indicating
the firm’s capacity to meet short-term obligations. Operational efficiency is measured using the asset turnover
ratio, highlighting the effectiveness of asset utilization in generating sales.

Control Variables

To control for firm-specific characteristics that may influence financial performance, variables such as firm
size, firm age, and leverage are included in the analysis. Firm size is measured as the natural logarithm of total
assets, firm age is represented by the number of years since establishment, and leverage is measured using the
debt-to-equity ratio. Including these variables helps isolate the effect of working capital management practices
on financial performance.

Analytical Framework

The analytical framework of the study involves the application of descriptive statistics to summarize the key
characteristics of the dataset, followed by correlation analysis to examine the direction and strength of
relationships between variables. Multiple regression analysis is employed to assess the impact of working
capital management practices on financial performance while controlling for firm-specific factors. This
approach allows for a robust evaluation of the explanatory power of working capital management practices.

Table 2: Sample Profile of Manufacturing Firms

Industry Category Number of Firms | Percentage (%)
Engineering & Fabrication 28 35
Textile Manufacturing 18 22
FMCG Manufacturing 14 18
Chemical & Allied Industries 12 15
Other Manufacturing 8 10
Total 80 100

Diagnostic and Robustness Tests

To ensure the reliability and validity of the regression results, diagnostic tests are conducted to detect potential
statistical issues such as multicollinearity, heteroscedasticity, and autocorrelation. Variance inflation factors
are used to assess multicollinearity among independent variables, while appropriate tests are applied to

JETIR2512466 \ Journal of Emerging Technologies and Innovative Research (JETIR) www.jetir.org \ e531


http://www.jetir.org/

© 2025 JETIR December 2025, Volume 12, Issue 12 www.jetir.org (ISSN-2349-5162)

examine the presence of heteroscedasticity and serial correlation. Where necessary, robust standard errors are
employed to enhance the accuracy of the estimated coefficients.

Ethical Considerations

The study strictly adheres to ethical research standards by utilizing publicly available secondary data sources.
No confidential, proprietary, or personal information is used in the analysis. All data sources are properly
acknowledged to ensure transparency and academic integrity.

Scope and Limitations of the Methodology

Although the adopted methodology provides a systematic and objective assessment of the relationship
between working capital management practices and financial performance, it is subject to certain limitations.
The reliance on secondary data restricts the inclusion of managerial perceptions and firm-specific operational
strategies. Nevertheless, the methodological approach ensures consistency, replicability, and analytical rigor,
making it suitable for achieving the objectives of the study.
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Sample Selection
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Results and Discussion:

Descriptive Analysis

The descriptive statistics indicate considerable variation in working capital management practices among the
sampled manufacturing firms. The results show that inventory levels and receivables constitute a significant
proportion of current assets, reflecting the capital-intensive nature of manufacturing operations. The average
cash conversion cycle suggests that firms require a substantial period to convert investments in inventory and
receivables into cash inflows. Financial performance indicators reveal moderate profitability and liquidity
levels, highlighting the importance of efficient short-term financial management for sustaining operational
stability.
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Correlation Analysis

The correlation results reveal meaningful relationships between working capital management variables and
financial performance indicators. Inventory turnover and receivables collection period exhibit significant
associations with profitability and operational efficiency, indicating that faster inventory movement and
timely collection of receivables contribute positively to firm performance. The cash conversion cycle shows a
negative relationship with profitability, suggesting that longer cash conversion periods adversely affect
financial outcomes. The absence of excessively high correlation coefficients confirms that multicollinearity
does not pose a serious concern in the analysis.

Regression Results

The regression analysis demonstrates that working capital management practices significantly influence the
financial performance of manufacturing firms. Inventory turnover shows a positive and statistically significant
impact on profitability, implying that efficient inventory management enhances resource utilization and cost
control. The receivables collection period exhibits a negative effect on profitability and liquidity, indicating
that delayed collections increase financing costs and liquidity pressure. The payables payment period shows a
mixed effect, suggesting that while extended payment periods may support liquidity, excessive delays can
adversely affect supplier relationships and operational continuity. The cash conversion cycle emerges as a key
determinant of financial performance, with longer cycles negatively affecting profitability and operational
efficiency. Control variables such as firm size and leverage also show significant effects, confirming the role
of firm-specific characteristics in shaping financial outcomes.

Discussion of Findings

The findings of the study underscore the critical role of efficient working capital management in enhancing
the financial performance of manufacturing firms. The positive impact of inventory turnover aligns with the
operational realities of manufacturing firms, where excessive inventory leads to higher holding costs and
obsolescence risks. The negative relationship between receivables collection period and financial performance
highlights the importance of effective credit management policies to ensure steady cash flows. The observed
influence of the cash conversion cycle supports the argument that an integrated approach to managing
inventories, receivables, and payables is essential for improving financial efficiency.

These results are consistent with prior empirical studies that emphasize the importance of working capital
efficiency in driving firm performance, while also extending existing literature by demonstrating the relevance
of working capital management practices across multiple dimensions of financial performance. Unlike studies
that focus solely on profitability, the present findings confirm that working capital decisions simultaneously
affect liquidity and operational efficiency, making them strategically significant for manufacturing managers.

Table 3: Regression Results — Liquidity (Current Ratio)

Variables Coefficient | t-Value | p-Value
Inventory Turnover 0.165 2.21 0.029
Receivables Period -0.238 -3.12 0.002

Payables Period 0.302 4.08 0.000
Cash Conversion Cycle -0.271 -3.56 0.001
Firm Size 0.144 2.02 0.045
Leverage -0.319 -4.44 0.000

R2 0.64
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Managerial Implications

The results suggest that manufacturing firms should prioritize the optimization of inventory levels, strengthen
receivables monitoring mechanisms, and adopt balanced payables policies to enhance financial performance.
Managers should focus on reducing the cash conversion cycle without compromising production continuity or
supplier relationships. Effective working capital management can serve as a low-cost strategy to improve
financial outcomes, particularly for firms facing capital constraints.

Overall, the study confirms that working capital management practices have a significant and measurable
impact on the financial performance of manufacturing firms. Efficient management of inventories,
receivables, and payables contributes to improved profitability, liquidity, and operational efficiency. The
findings reinforce the view that working capital management is not merely a short-term financial function but
a strategic component of financial performance management in manufacturing firms

Rejected

Partially Accepted

Accepted

Conclusion

This study examined the relationship between working capital management practices and the financial
performance of manufacturing firms, emphasizing the strategic importance of managing short-term assets and
liabilities in capital-intensive operations. The findings confirm that working capital management is a crucial
determinant of financial performance, as inefficiencies in inventory control, receivables management, and
payables policies directly affect profitability, liquidity, and operational efficiency. Manufacturing firms that
effectively manage their working capital are better positioned to sustain operations, reduce financing costs,
and improve overall financial stability.

The study highlights that inventory management plays a significant role in enhancing operational efficiency
and profitability, as optimal inventory levels minimize holding costs and production disruptions. Similarly,
effective receivables management contributes to improved liquidity by ensuring timely cash inflows and
reducing dependence on external financing. The results further demonstrate that the cash conversion cycle
serves as an integrated measure of working capital efficiency, with shorter cycles being associated with
stronger financial performance. These findings reinforce the view that working capital decisions should be
approached holistically rather than in isolation. From a managerial perspective, the study underscores the need
for manufacturing firms to adopt balanced working capital policies that align operational requirements with
financial objectives. Managers should focus on optimizing inventory turnover, strengthening credit control
mechanisms, and maintaining prudent supplier payment strategies to enhance financial performance without
compromising operational continuity. Efficient working capital management emerges as a cost-effective tool
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for improving firm performance, particularly in environments characterized by limited access to long-term
financing.

The study contributes to the existing literature by providing a comprehensive analysis of working capital
management practices and their impact on multiple dimensions of financial performance within the
manufacturing sector. By addressing sector-specific characteristics and integrating various performance
measures, the research offers valuable insights for both academics and practitioners. Overall, the study
concludes that effective working capital management is not merely an operational necessity but a strategic
financial function that plays a vital role in enhancing the financial performance and long-term sustainability of
manufacturing firms.
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