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ABSTRACT 

The purpose of this study is to examine the effect of working capital management 

on the profitability of firms. The study is based on a sample of Multinational firms listed on 

the  NSE MNC Index, covering a span of  10 years from 2008 to 2017. Multiple Regression 

Analysis and Pearson correlation were used to test the hypotheses. The study found that the 

variables Average Collection Period, Debt Ratio and Firm Size alone had its impact on the 

Profitability of the sample firms during the study period.  
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INTRODUCTION: 

A business uses working capital in its daily operations; working capital is the 

difference between a business's current assets and current liabilities or debts. Working capital 

serves as a metric for how efficiently a company is operating and how financially stable it is 

in the short-term. The working capital ratio, which divides current assets by current liabilities, 

indicates whether a company has adequate cash flow to cover short-term debts and expenses. 

Working capital management commonly involves monitoring cash flow, assets, and liabilities 

through the ratio analysis of key elements of operating expenses, including the working 

capital ratio, collection ratio, and the inventory turnover ratio. Efficient working capital 

management helps maintain the smooth operation of the operating cycle (the minimum 

amount of time required to convert net current assets and liabilities into cash) and can also 

help to improve the company's earnings and profitability. Management of working capital 

includes inventory management and management of accounts receivables and accounts 

payables.  The main objectives of working capital management include maintaining the 

working capital operating cycle and ensuring its ordered operation, minimizing the cost of 
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capital spent on the working capital, and maximizing the return on current asset investments. 

When a company does not have enough working capital to cover its obligations, 

financial insolvency can result and lead to legal troubles, liquidation of assets and 

potential bankruptcy. Thus, it is vital to all businesses to have adequate management of 

working capital. Working capital management is essentially an accounting strategy with a 

focus on the maintenance of a sufficient balance between a company’s current assets and 

liabilities. An effective working capital management system helps businesses not only cover 

their financial obligations but also boost their earnings. Managing working capital means 

managing inventories, cash, accounts payable and accounts receivable. An efficient working 

capital management system often uses key performance ratios, such as the working capital 

ratio, the inventory turnover ratio and the collection ratio, to help identify areas that require 

focus in order to maintain liquidity and profitability. 

 REVIEW OF LITERATURE:  

 Bhattacharya (1997) indicator of efficiency, which is consist of three part; performance 

index of working capital management, utilization index of working capital management and 

efficiency index of working capital management. The study found that the industry under this 

study did very well on performance of efficiency during the period. Whereas, Ganesan 

(2007) analyzed the efficiency of the working capital management for the telecommunication 

equipment industry and used day’s sales outstanding, days inventory outstanding, day payable 

outstanding, day’s working capital, and current ratio to represent the working capital 

management efficiency. Meanwhile, cash conversion efficiency and current ratio are used to 

measure the liquidity and income to total assets and income to sales used to measure the 

profitability. Results of the empirical analysis show that liquidity and profitability are 

negative relationship towards the working capital management. Mehmet and Eda, (2009) 

evidenced the efficient used of Working Capital by improving the management of total assets 

in which positively affect the firm profitability. This study used declared data from Istanbul 

Stock exchange from 1993 to 2007 and indicated significant negative relationship of cash 

conversion period, current ratio and net working capital towards return on total assets. Afza 

and Nazir (2011) stress on the importance of efficient working capital management by 

examined the efficiency of the working capital management for the cement sector in Pakistan 

for the year 1988 to 2008. Alipour (2011) on the relationship between working capital 

management and profitability found that there is significant relationship and from the 

empirical results show that the working capital management play a big roles in the 
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profitability in Tehran stock exchange and the study suggest that to decrease the receivables 

accounts and inventory in order to increases the shareholders values. Chisti, (2012) studied 

the effect of efficiency and profitability for   companies in India and found that the are inverse 

relationship between the inventory, account receivable and cash conversion cycle, but in 

contrast the accounts payables show the positive relationship. Valipour and Jamshidi (2012) 

found that there are positive relationship between performance index, efficient index, and 

utilization index with the efficiency of the asset. However, the results show that cash 

conversion cycle inversely significant relationship on efficiency of the assets. Singh 

Moirangthem B. and Singh Tejmani N. (2013) emphasized on the efficient management of 

working capital. The study found that proper management of various components of working 

capital due to which adequate amount of working capital and liquidity is maintained in the 

larger interest of successful running of an enterprise. The study suggests that the industry 

should try to maintain proper level of net working capital by trying to control the growth rate 

of current assets as compared to current liabilities to some extent and that the industry should 

also try to maintain balance between liquidity and profitability position by improving current 

ratio and quick ratio. Jayarathne (2014) found that the liberal credit policy would be 

influencing to the profitability of the company and suggests that manufacturing companies 

can make more profit if they can manage the working capital management efficiently.   

Madhavi K. (2014) analysed the co-relation between liquidity position and profitability of 

the paper mills in Andhra Pradesh. The study observed that inefficient working capital 

management makes a negative impact on profitability and liquidity position of the paper 

mills. 

 The previous studies analysed the importance of working capital management and 

their impact on the profitability of firms, but the research relating to the Multinational firms 

was not carried out, thus the present study helps to fill this research gap.  

STATEMENT OF THE PROBLEM 

Working capital management ensures a company has sufficient cash flow in order to 

meet its short-term debt obligations and operating expenses. Excessive working capital may 

affect the profitability of the firm on the other hand deficiency in the working capital may 

also restrict the day to day operations of the firm. Since a proper balance of the working 

capital is a major constraint in the management of the firms. The present study focuses upon 

this problem of efficient and effective management of the working capital needs of the 

organisations. 
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OBJECTIVES OF THE STUDY 

 To analyze the relationship between Working Capital Management and Profitability 

of the sample firms during the study period. 

 To find the impact of Working Capital Management on the Profitability of the sample 

firms during the study period. 

HYPOTHESIS OF THE STUDY 

 H01: There is no significant relationship between Working Capital Management and 

Profitability of the sample firms during the study period. 

 H02: There is no significant impact of Working Capital Management on the 

Profitability of the sample firms during the study period. 

METHODOLOGY OF THE STUDY 

 Selection of the Sample Size 

The components of the NSE MNC Index are considered for sample selection. The 

Index constitutes of 15 companies. Data was available for all these 15 companies. Thus the 

sample companies are ABB India Ltd, Ambuja Cements Ltd, Ashok Leyland Ltd, Bosch Ltd, 

Britannia Ltd, Castrol India Ltd, Colgate-Palmolive (India) Ltd., Cummins Ltd, 

Glaxosmithkline Consumer Healthcare Ltd., Hindustan Unilever Ltd., Maruti Suzuki Ltd, 

Oracle Finance Services Ltd, Siemens Ltd, United Spirits Ltd and Vedanta Ltd. 

 Period of the Study 

           The study covers a period of 10 years from 2008 to 2017.   

 Source and Collection of the Data 

         The secondary data relating to the study was collected from www.moneycontrol.com 

and CMIE “PROWESS” Database. 

LIMITATIONS OF THE STUDY  

This study suffers from the following limitations. 

 All the limitations of secondary data are similarly relevant to this study. 

 The period of study covers data only for 10 years. 

 All the constraints of the tools are also applicable to this study. 
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ANALYSIS AND INTERPRETATION 

Computation of the Variables 

 
S.No 

 
DESCRIPTION 

 

 
MEASUREMENT 

 
VARIABLE 

1. Return on asset (ROA) (Net income)/(Total assets) Dependent 
2. Average Collection Period (ACP)   Average Collection Period 

(ACP) (Account 
Receivable)/(Net Sales × 365)   

Independent 

3. Inventory Conversion Period (ICP)   Inventory Conversion Period 
(ICP) (Inventory)/(Cost of 
Goods Sold × 365)   

Independent 

4. Debt Ratio (DR)  Debt Ratio (DR) (Total 
Liabilities)/(Total Assets)  

Independent 

5. Firm Size (SZ) Firm Size (SZ) Natural 
Logarithm of Sales  

Independent 

 

TABLE 1:  RESULTS OF DESCRIPTIVE STATISTICS OF THE SAMPLE FIRMS 

DURING THE STUDY PERIOD 

  
Average Collection 

Period 
Debt 
Ratio 

Firm 
Size 

Inventory 
Conversion Period ROA 

 Mean 8.8551 2.8037 8.7795 1.6661 4.6669 

 Std. Dev. 20.0136 1.7795 2.5655 2.0908 2.9564 

 Skewness 3.0246 1.6813 -1.6503 0.2630 1.4460 

 Kurtosis 10.9483 4.2108 6.5150 3.0272 4.9584 

 Jarque-Bera 62.3542 2.9829 14.5310 0.1734 7.6243 
 

Source: Data Collected from www.moneycontrol.com, Prowess Database and Computed using 

E-views 7 

ROA- Return on Assets, Firm Size, Average Collection Period, Inventory Conversion Period, 

Debt Ratio 

       Table 1 indicates the results of Descriptive Statistics for the sample firms during the 

study period. The mean value was positive for all the variables such as Average Collection 

Period, Debt Ratio, Firm Size, Inventory Conversion Period and ROA for all the sample firms 

during the study period. Average Collection Period recorded the highest mean value 8.8551 

and Inventory Conversion Period recorded the lowest mean value 1.6661. The volatilities 

(Standard Deviation) exhibited high volatility for the variable Average Collection Period as 
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20.0136. The skewness was positive and skewed towards right except for Firm Size which 

was negatively skewed and moved towards left. The Kurtosis value was greater than the 

normal distribution value 3 and it indicates leptokurtic distribution. The Jarque-Bera value 

was greater than 5 which indicates normality except for the variables Debt Ratio and 

Inventory Conversion Period it was lesser than 5 which indicates non normality of the 

distribution. 

 

TABLE 2: RESULTS OF CORRELATION ANALYSIS OF THE SAMPLE FIRMS 

DURING THE STUDY PERIOD 

  
Average 

Collection Period 
Inventory 

Conversion Period 
Debt 
Ratio 

Firm 
Size 

 
ROA 

Pearson 
Correlation .125 -.187 -.084 -.788** 

Sig. (2-tailed) 
.658 .504 .765 .000 

**. Correlation is significant at the 0.01 level (2-tailed). 

 

Source: Data Collected from www.moneycontrol.com, Prowess Database and Computed using 

SPSS 16 

ROA- Return on Assets, Firm Size, Average Collection Period, Inventory Conversion Period, 

Debt Ratio 

Table 2 shows the results of the correlation analysis of the sample firms during the 

study period. The variable Return On Assets did not witness significant “p” value with any of 

the independent variables. Hence the null hypothesis H01:“There is no significant 

relationship between Working Capital Management and Profitability of the sample firms 

during the study period” is accepted.  

 

TABLE 3:  MODEL SUMMARY OF REGRESSION RESULT FOR 

THE SAMPLE FIRMS DURING THE STUDY PERIOD 

 

Model R R Square 
Adjusted R 

Square 
Std. Error of the 

Estimate Durbin-Watson 
1 .875 0.77 0.67 1.69 2.25 

a. Predictors: (Constant), Firm Size, Average Collection Period, Inventory Conversion Period, Debt Ratio 

b. Dependent Variable: ROA 
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Source: Data Collected from www.moneycontrol.com, Prowess Database and Computed using 

SPSS 16 

ROA- Return on Assets, Firm Size, Average Collection Period, Inventory Conversion Period, 

Debt Ratio 

Table 3 shows the results of model fitness for the Working Capital Management and 

Profitability of the sample firms with Return on Assets as dependent and Firm Size, Average 

Collection Period, Inventory Conversion Period and Debt Ratio as independent variables. It is 

noted that 87.5% of relationship was noticed between Return on Assets and Firm Size, 

Average Collection Period, Inventory Conversion Period and Debt Ratio as independent 

variables. Further only 77% of variation in Return on Assets was explained jointly by the 

other independent variables. However the R square value is high which indicates the model is 

good. 

TABLE 4:  ANOVA RESULTS OF THE SAMPLE FIRMS DURING THE STUDY 

PERIOD 

Model Sum of Squares df Mean Square F Sig. 
 
1 

Regression 93.67 4 23.42 8.16 0.00 

Residual 28.69 10 2.87     

Total 122.37 14       

a. Dependent Variable: ROA 

b. Predictors: (Constant), Firm Size, Average Collection Period, Inventory Conversion 
Period, Debt Ratio 

 

Source: Data Collected from www.moneycontrol.com, Prowess Database and Computed 

using SPSS 16 

ROA- Return on Assets, Firm Size, Average Collection Period, Inventory Conversion 

Period, Debt Ratio 

        The results of Analysis of Variance for the Working Capital Management and 

Profitability of the sample firms with  ROA as dependent and Firm Size, Average Collection 

Period, Inventory Conversion Period and Debt Ratio as independent variables are presented in 

Table 4. The F statistic value was found to be 8.16. The ‘p’ value was 0.000 which is lesser 

than 0.05 at 5% level. Hence the H02: “There is no significant impact of Working Capital 

Management on Profitability of the sample firms during the study period” is rejected. 
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TABLE 5:  CO-EFFICIENT RESULT FOR THE SAMPLE FIRMS DURING THE 

STUDY PERIOD 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

t Sig. B 
Std. 

Error Beta 
1 (Constant) 12.59 1.61   7.81 0.00 

Average Collection 
Period 0.12 0.05 0.82 2.47 0.03 

Inventory 
Conversion Period -0.09 0.24 -0.06 -0.36 0.73 

Debt Ratio -0.15 0.07 -0.73 -2.10 0.06 

Firm Size -0.86 0.19 -0.75 -4.59 0.00 

a. Dependent Variable: ROA 

 

Source: Data Collected from www.moneycontrol.com, Prowess Database and Computed 

using SPSS 16 

ROA- Return on Assets, Firm Size, Average Collection Period, Inventory Conversion 

Period, Debt Ratio  

Table 5 explains the co-efficients of Working Capital Management and Profitability 

of the sample firms during the study period. It is to be noted from the results that the ‘p’ value 

of the variables Average Collection Period, Debt Ratio and Firm Size alone was less than 

0.05. Hence it is clear that the variables Average Collection Period, Debt Ratio and Firm Size 

alone had its impact on the Profitability of the sample firms during the study period.  

 

FINDINGS AND IMPLICATIONS 

   The study observed the impact of the selected variables on the Profitability of 

the sample firms during the study period. An effective working capital management system 

helps businesses not only cover their financial obligations but also boost their earnings.   The 

major findings of the study were:  The results indicate that the Average Collection Period, 

Debt Ratio and Firm Size alone had its impact on the Profitability of the sample firms during 

the study period.  
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CONCLUSION OF THE STUDY 

           The study examined the impact of Working Capital Management on the 

Profitability of the sample firms during the study period 2008 to 2017. Working capital serves 

as a metric for how efficiently a company is operating and how financially stable it is in the 

short-term. The study discovered that the variables Average Collection Period, Debt Ratio 

and Firm Size had its impact on the Profitability of the sample firms during the study period.  
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