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Abstract: Working capital management (WCM) is a central component of financial strategy, 
shaping liquidity, operational continuity, profitability, and long-term value creation. 
Despite substantial growth in WCM research over the past two decades, the literature 
remains fragmented by region, industry, and methodology. This review synthesises 
evidence from twenty-two empirical articles published between 2010 and 2024, spanning 
sectors such as manufacturing, telecommunications, banking, food processing, steel, small 
and medium-sized enterprises (SMEs), and emerging markets. The literature indicates that 
efficient WCM, typically measured by the Cash Conversion Cycle (CCC), inventory and 
receivable periods, and working capital policies, has a significant impact on firm 
profitability and shareholder value. Nevertheless, outcomes vary across industries, 
economic conditions, and firm-specific factors. This review identifies methodological 
patterns, sectoral insights, contextual differences, and key research gaps. A conceptual 
framework is introduced to guide future empirical research and theoretical development. 
The findings highlight the necessity of balanced WCM strategies that optimise liquidity and 
enhance firm performance. 
Keywords: Working Capital Management (WCM), Firm Profitability, Firm Performance, 
Cash Conversion Cycle (CCC), Liquidity. 
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1. Introduction: 
Working capital management (WCM) is a critical aspect of short-term financial decision-making. 
Firms are required to maintain optimal working capital levels to ensure liquidity while preserving 
profitability. In the context of global economic shifts, increasing market uncertainties, and 
technological advancements, WCM has attracted renewed interest from scholars, policymakers, 
and practitioners. 
The existing literature presents mixed evidence: some studies highlight negative relationships 
between extended working capital cycles and profitability, while others reveal positive or 
industry-specific outcomes. The current review bridges these contradictions by synthesising 22 
empirical studies across different countries and industries. This article presents a structured, 
comprehensive, and globally contextualised review of WCM research, highlighting key findings, 
industry-specific behaviour, methodological trends, and future research directions. 
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2. Objectives of the Review: 
1. To synthesise empirical research on working capital management and firm performance across 

different countries and industries. 

2. To analyse relationships among WCM components, profitability, and shareholder value. 
3. To identify methodological trends and common analytical approaches. 

4. To highlight sector-specific behaviour of WCM. 
5. To propose a conceptual framework guiding future research. 

3. Methodology (Review-Based Approach):  
This study employs a structured review technique for its literature synthesis, distinguishing it from 
primary empirical research. 
3.1 Selection of Studies 

Ø 22 peer-reviewed empirical studies between 2010–2024 were selected. 
Ø Inclusion criteria: 

ü Studies focusing explicitly on WCM. 
ü Quantitative empirical designs. 

ü Availability of full methodological details. 
ü Measurement of profitability or firm value. 

3.2 Review Approach 
A narrative synthesis approach was used, involving: 

Ø Extraction of variables, methods, and findings. 
Ø Categorisation into themes: profitability, corporate governance, industry-specific evidence, 

CCC effects, shareholder value, and risk. 
Ø Comparative evaluation of findings across regions and industries. 

3.3 Analytical Framework 
The analysis categorises findings under: 

Ø WCM components 
Ø Profitability measures 

Ø Market-based measures 
Ø Control variables 

Ø Econometric techniques 
4. Thematic Literature Review:  

4.1 Working Capital Components and Profitability 
Most studies confirm that efficient WCM enhances profitability. Negative associations between 
extended CCC and profitability were widely reported (Mohamad & Saad, 2010; Raheman et al., 
2010; Nasreen, 2014; Kasozi, 2017; Nguyen et al., 2020). Longer receivable periods and 
inventory days generally reduce profitability, as seen in Tehran’s food industry (Ahmadi et al., 
2012) and South African firms (Mabandla & Makoni, 2019). 
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Conversely, some industries exhibit positive relationships. For example, Vietnamese steel 
companies demonstrated profitability improvements with higher DSO, DPO, and inventory 
periods (Pham et al., 2020), suggesting strategic credit and inventory policies. 

4.2 Cash Conversion Cycle (CCC) as a Comprehensive Indicator 
The CCC emerges as the most reliable integrated measure of WCM. Empirical evidence indicates: 

Ø Shorter CCC → higher profitability (Bieniasz & Gołaś, 2011; Nguyen et al., 2020). 
Ø CCC is significant even when components are not (Barac & Muminovic, 2018). 
Ø CCC is used for benchmarking efficiency in comparative industry analysis (Gupta & Paul, 

2018). 

CCC remains central in both manufacturing and non-manufacturing sectors. 
4.3 Working Capital and Shareholder Value 

Evidence on market valuation remains limited but insightful: 
Ø Additional investment in WCM is less valuable than holding cash (Kieschnick et al., 2013). 
Ø Positive associations between WCM indicators and market capitalisation in some contexts 

(Oseifuah & Gyekye, 2017). 

Ø Long-term WCM strategies linked to value creation in Ghanaian firms (Frimpong, 2018). 
These reveal that WCM impacts value differently from profitability. 

4.4 Sector-Specific Evidence 
Manufacturing 
Consistent results show that WCM strongly influences profitability in manufacturing (Raheman et 
al., 2010; Zariyawati et al., 2010; Kasozi, 2017). 

Food & Dairy 
Firms with shorter working capital cycles perform better (Bieniasz & Gołaś, 2011; Ahmadi et al., 
2012; Barac & Muminovic, 2018). 
Telecommunications 

Mixed relationships are found due to service-based operations (Mahato & Jagannathan, 2016). 
Banking Sector 
Traditional WCM variables matter less; asset structure and loan ratios dominate profitability 
(Godswill et al., 2018; Mengstie et al., 2024). 

Small And Medium-Sized Enterprises (SMEs) 
Small firms exhibit stronger sensitivity to WCM changes (Afrifa et al., 2014). 

4.5 Corporate Governance and WCM 
Only one study explored this dimension: 
Ø Governance factors such as board meetings and CEO tenure significantly influence CCC 

(Kengatharan & Tissera, 2019). 

This area remains understudied globally. 
4.6 Risk and Working Capital Policies 

WCM policies also influence risk exposure: 
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Ø Positive relationship with profitability but negative association with financial/operational risk 
(Sefideh & Asgari, 2016). 

Collectively, these patterns indicate a widespread agreement regarding the profitability advantages 
of effective WCM, as well as a range of contextual tensions influenced by industry structures, 
governance mechanisms, and market conditions. This establishes a foundation for a more 
thorough examination of how these convergences and divergences impact the overall 
interpretation of the empirical evidence. 

5. Discussion:  
The review revealed a strong convergence on the core association between Working Capital 
Management (WCM) and profitability, but also significant divergence based on context. 
5.1 Convergence of Evidence: The Efficiency-Profitability Link 
The majority of studies across regions and sectors affirm a positive relationship between efficient 
WCM and firm profitability. 
Ø Cash Conversion Cycle (CCC): The CCC is the most reliable and comprehensive integrated 

measure of WCM. 
Ø Shorter CCC \ Higher Profitability: A negative association between an extended CCC and 

profitability was widely reported. 
Ø Significance: The CCC's significance often holds even when its individual components (like 

Inventory Days or Receivable Days) are not significant on their own. 
Ø Individual Components: Longer receivable periods and longer inventory days generally 

reduce profitability. 
Ø Investment in WCM: Excessive investment in working capital generally reduces firm value 

and is considered less valuable than holding cash. 

5.2 Divergence of Evidence: Context Matters 
Outcomes vary significantly due to industry, economic conditions, and firm-specific factors. 

1. Sector-Specific Findings 

Sector Major Finding Cited Example 

Manufacturing WCM strongly and consistently 
influences profitability. 

South African listed 
manufacturing firms showed a 

negative link between Accounts 
Collection Period (ACP) and 

ROA. 

Food & Dairy Firms with shorter working capital cycles 
(CCC) generally perform better. 

Tehran's food industry showed a 
negative WCM-profitability link. 

Banking 
Traditional WCM variables matter less; 

profitability is dominated by asset 
structure and loan ratios. 

Nigerian and Ethiopian banks' 
profitability was more influenced 

by loan and size variables. 

Steel 
(Industry-
Specific) 

Some studies found positive 
relationships (e.g., higher DSO, DPO, 

and inventory periods) linked to 
profitability improvements, suggesting 

strategic use of credit. 

Vietnamese steel companies 
demonstrated this mixed effect. 

SMEs Small firms exhibit a stronger sensitivity 
to changes in WCM than larger firms. 

UK listed SMEs showed a 
stronger WCM effect. 
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2. Shareholder Value vs. Profitability 
The impact of WCM on market valuation (Shareholder Value) appears different from its impact 
on accounting profitability. 
Ø Evidence on market valuation is limited but suggests that WCM indicators can be positively 

associated with market capitalisation in some contexts. 

Ø Long-term WCM strategies were linked to value creation in Ghanaian firms. 
3. Governance and Risk 
Ø Corporate Governance: Governance factors, such as board meetings and CEO tenure, were 

found to significantly influence CCC efficiency in one study, highlighting an important but 
understudied dimension. 

Ø Risk: WCM policies have a positive association with profitability but a negative association 
with financial/operational risk. 

Overall, the synthesis supports the notion that efficient WCM is a key determinant of 
performance, but managers must consider their specific industry dynamics, governance structures, 
and macroeconomic factors when setting their working capital policies. 

6. Implications:  
6.1 Implications for Managers 

The review offers clear, actionable guidance for finance professionals and executives . 
Ø Prioritize CCC Shortening: Managers should focus on strategies to shorten the Cash 

Conversion Cycle (CCC), as this directly improves both liquidity and firm performance. 
Ø Balance Working Capital: It is critical to balance receivables and payables—not allowing 

customers too much credit (longer receivables) while optimally utilizing supplier credit 
(payables). 

Ø Avoid Excessive Investment: Excessive investment in working capital reduces overall firm 
value; managers must seek optimal, not maximum, liquidity. 

Ø Integrate Governance: Corporate governance mechanisms (like board oversight) should 
actively monitor and influence WCM decisions to ensure efficiency and accountability. 

6.2 Implications for Researchers 
The review identifies key gaps and outlines the next steps needed to advance the WCM literature  
Ø Need for Contextual Research: Future studies should prioritize longitudinal, multi-country 

comparative research to better understand the divergences caused by different credit markets, 
governance structures, and national financial systems . 

Ø Explore Technological WCM: There is a need for research exploring the impact of digital 
WCM tools on performance, specifically Artificial Intelligence (AI), Enterprise Resource 
Planning (ERP) systems, and automation. 

Ø Develop Risk-Adjusted Models: Researchers should develop new risk-adjusted WCM 
models that fully integrate the trade-off between profitability and financial/operational risk. 

Ø Focus on Governance: The influence of Corporate Governance on WCM efficiency remains 
globally understudied and warrants further dedicated research. 

This synthesis of findings and implications provides a solid foundation for both practitioners 
looking to optimize their firms and academics planning their future research agenda. 
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Table Summarising the 22 Studies 

Author(s) Country Sample Method Independent 
Variables 

Dependent 
Variables Major Findings 

Mohamad & 
Saad (2010) Malaysia 172 firms Regression 

CCC, 
CATAR, 
CLTAR 

ROA, ROIC, 
Tobin’s Q 

Negative 
relationship 

between WCM 
and performance 

Raheman et 
al. (2010) Pakistan 204 firms Panel data CCC, NTC NOP 

Efficient WCM 
increases 

profitability 

Zariyawati et 
al. (2010) Malaysia 119 firms Panel, OLS 

LNTA, DR, 
SG, TDIR, 
INDDIR, 
GDP, CPI 

CCC Firm size, growth 
affect WCM 

Bieniasz & 
Gołaś (2011) Poland Food 

industry Ratio analysis 
CCC, 

turnover 
ratios 

ROA Short CCC → 
higher profitability 

Ahmadi et al. 
(2012) Iran 33 firms Correlatio, 

Regression 
ITID, ACP, 
APP, CCC NOP 

Negative 
relationship 

between WCM 
and profitability 

Kieschnick et 
al. (2013) USA 3,786 

firms Regression NOWC Stock returns 
WCM investment 
less valuable than 

cash 
Nasreen 
(2014) Pakistan 45 firms Regression ICP, DCP, 

CCC 
ROA, ROE, 

ROCE 
Mostly positive 

impact 
Afrifa et al. 

(2014) UK 141 
SMEs Panel ARP, ICP, 

APP CCC Stronger effect on 
small firms 

Mahato & 
Jagannathan 

(2016) 
India 

8 
telecom 

firms 
OLS ACP, ICP, 

APP, CCC ROA Mixed effects 

Sefideh & 
Asgari (2016) Iran 110 firms Panel WCM 

policies 
ROA, ROE, 

ROI WCM reduces risk 

Kasozi 
(2017) 

South 
Africa 69 firms Regression 

ACP, APP, 
CCC, 
INV 

ROA Negative ACP–
profitability link 

Oseifuah & 
Gyekye 
(2017) 

South 
Africa 75 firms Panel CCC, RCP, 

ICP, PDP 
Market value 

(MV) Mixed results 

Gupta & Paul 
(2018) India 3 steel 

firms 
Ratio, 

Correlation 
CCC, ICP, 
ACP, APP ROA IISCO performs 

best 
Godswill et 
al. (2018) Nigeria 10 banks OLS CR, NII, 

MPR ROA, ROE WCM affects bank 
profitability 

Barac & 
Muminovic 

(2018) 

Slovenia/C
roatia 

34 dairy 
firms 

Uni-
/Multivariate CCC ROA CCC significant 

Frimpong 
(2018) Ghana 10 firms FMOLS CATAR 

CLTAR 

Market to 
Book (M/B) 

ratio 

Long-term positive 
impact 

Mabandla & 
Makoni 
(2019) 

South 
Africa 12 firms Regression ICP, ACP, 

APP CCC Mixed 
relationships 

Kengatharan 
& Tissera 

(2019) 
Sri Lanka 30 firms OLS CCC 

Board 
Meeting, 

Board Size, 
CEO Tenure, 
Size of Audit 
Committee 

Governance 
affects WCM 

Pham et al. Vietnam 20 firms Regression DIO, DPO, Profitability Mixed 
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(2020) DSO, CCC positive/negative 
effects 

Nguyen et al. 
(2020) Vietnam 119 firms FEM, OLS CCC, ARD, 

INVD, APD 
ROA, 

Tobin’s Q 
Negative CCC–
profitability link 

Fijabi et al. 
(2023) Nigeria 4 

breweries Panel WCM ratios ROA, ROE WCM affects 
ROA, not ROE 

Mengstie et 
al. (2024) Ethiopia 5 banks Panel 

CR, LATA, 
CATA, 
CLTAR 

ROA Size, loans 
significant 

 

7. Conceptual Framework Diagram 
The Framework maps the key drivers, processes, and outcomes associated with Working Capital 
Management. It shows that the efficiency of WCM (measured by CCC and its components), as 
moderated by governance and economic factors, ultimately impacts Firm Performance 
(Profitability and Market Valuation), which then leads to Shareholder Wealth. 

 
Moderating and Control Variables: 
The framework explicitly acknowledges that the relationship between WCM and performance is 
not isolated, but is influenced by external and internal factors. 

Category Variables Included Role 
Firm-
Specific 
Factors 

Size, Leverage, and Growth These are typically used as control variables in 
empirical models. 

External 
Moderators 

• Corporate Governance (Board, 
CEO Tenure) 

• Macroeconomic Factors (Inflation, 
GDP, Market Risks) 

• Industry Characteristics (e.g., 
Manufacturing, Banking, SME) 

These factors explain the divergence of 
evidence observed across different studies and 
contexts. 
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8. Conclusion 
The literature demonstrates that working capital management remains a key determinant of 
profitability, operational efficiency, and value creation across industries. Although several studies 
confirm that efficient WCM improves firm performance, the findings vary depending on sectoral 
dynamics, credit markets, and national economic environments. The proposed conceptual 
framework integrates the major determinants, mediators, and outcomes of WCM, offering a 
foundation for future empirical research. 
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