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Abstract
This study investigates the effect of efficient working capital management and working capital policies on the

performance of manufacturing firms in Malaysia between 2010 and 2016. To achieve the objective, this study
uses balanced panel data of 143 manufacturing firms that are listed on the Main Market of Bursa Malaysia.
The results show that cash conversion cycle, which is used as a proxy of efficiency working capital
management, is significantly negative in having an effect on the economic value added, which is used as a
proxy of firm performance. Moreover, the results show that the ratio of current assets to total asset, which is
used as a proxy of working capital investment policy, has a significant and positive effect on the firm
performance. However, the results show that the ratio of current liabilities to total asset, which is used as a
proxy of working capital financing policy, has no effect on the firm performance. The results of the study
imply that the manufacturing firms in Malaysia can increase their economic value added by adopting
efficient working capital management which is to reduce their cash conversion cycle. In addition, the
manufacturing firms in Malaysia can improve their economic value added by adopting a conservative
working capital investment policy.
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1. Introduction

Working capital management (WCM) is important in all sectors of economic activity for various
reasons. One reason is the impact of working capital on the liquidity of firms and, consequently, on their
financial performance (Richards and Laughlin, 1980). WCM includes decisions on the quantity and the
formation of the elements of current assets and current liabilities (Gul et al., 2013). These decisions on the
guantity of current assets and current liabilities usually depend on the working capital policy (WCP) that a
firm adopts. Weinraub and Visscher (1998); Darwish, (2014) classified WCP into aggressive and
conservative categories; based on working capital investment policy (WCIP) and working capital financing
policy (WCFP). Both WCIP and WCFP are directly related to the risks and return trade-off policy of the firm
(Weinraub and Visscher, 1998).
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If a firm keeps few current assets compared to its total assets, this indicates an aggressive WCIP.
Aggressive WCIP leads to increased profitability because of more investments in fixed assets but, at the
same time, leads to reduce liquidity and increase potential problems in solvency and default risk (Weinraub
and Visscher, 1998; Nazir and Afza, 2009). However, if a firm keeps high level of current assets compared to
total assets, this then indicates the adoption of a conservative WCIP. Keeping a high level of current assets
means that a high level of liquidity exists, which helps a firm to avoid any potential liquidity problems.
Nevertheless, high level of liquidity prevents a firm from achieving profits that might have resulted if this
this liquidity had been invested (Aktas et al., 2015).

The level of current liabilities on the balance sheet reflects WCFP. If a firm uses a high level of current
liabilities compared to total assets, this then means that the firm prefers to finance its financial obligations
more through short- term financing sources than through long- term financing sources, and this, in turn,
indicates an aggressive WCFP. The cost of using short- term financing sources can be less than the cost of
long- term financing sources (Weinraub and Visscher, 1998). However, the exposed risk from short- term
financing sources can be higher than exposed risk from long- term financing sources, as the firm has to
settle these obligations in the short term (Walker, 1964).

Conversely, a conservative WCFP refers to a low level of short- term liabilities compared to total
liabilities. A high level of long- term liabilities leads to fewer risks relating to the necessity of paying them
back in the short term (Walker, 1964). However, the cost of using long- term financing sources by a firm
could be higher than the cost of short- term financing sources. A firm that uses equity or long- term debt
more than short- term debts has a high of cost of capital (Weinraub and Visscher, 1998). Consequently, the
type of WCP (aggressive or conservative) affects the cost of capital and value of a firm.

Managers try to keep an optimal level of the working capital while simultaneously try to manage it
efficiently in order to achieve a positive value for a firm which sometimes is a difficult task (Deloof, 2003).
Most of the literature has pointed out that firms attempt to manage their working capital efficiently
through reducing the cash conversion cycle (CCC). Richards and Laughlin (1980) defined CCC as the net
period interval between a firm's cash expenditures for the purchase of productive resources and the cash
flow recovery from the product sales. By reducing the CCC, firms could create an internal fund that
enhances their financial flexibility and enables the mitigation of the dependence on external financial
resources. Reducing the need for external financing resources leads to the reduction of the potential costs
of capital and consequently improves a firm's value (Ebben and Johnson, 2011; Almeida and Eid, 2014;
Yazdanfar and Ohman, 2014). Hence, managers must take into consideration both the CCC of firms and the
WCP in order to have a positive impact on a firm’s cost of capital, profitability and value.

WCM is undeniably important for manufacturing firms. Fazzari and Petersen (1993) pointed out that
in modern manufacturing firms; the components of working capital are more than half as large as the total
assets. Manufacturing firms usually tend to keep a huge inventory to sustain their operations (Hawawini et
al., 1986). In contrast, other sectors like service sector are not burdened by the need to maintain
inventories because of nature of sector, which depends on offering services and not tangible products.
Additionally, manufacturing firms typically utilize credit policy widely to sell their products and achieve high
profitability, which, in turn, leads to increased receivables accounts. Selling their products on credit might
produce increased sales levels but not taking cash immediately may affect the liquidity position in the short
term and could cause insolvency or bankruptcy. On other hand, manufacturing firms need to buy raw
materials for their operations and are often required to pay cash or delay the payments in the form of
payable liabilities. Therefore, the importance of WCM (management of inventories, receivables and
payables) in manufacturing firms has made these firms to pay great attention to it.

Improving the financial performance of firms is the major goal of all business firms, irrespective of
their nature of business or what kind of firms they are. The financial performance of a firm is usually
measured using traditional profitability metrics such as return on investment, return on equity and earnings
per share. However, the use of traditional profitability tools alone is insufficient because they are less
related to the wealth creation of shareholders (Naghshbandi et al., 2016).

Some studies have classified financial performance metrics into accounting-based and value-based
measures. Accounting-based measures refer to profitability measures such as: return on asset, return on
equity, operational profit and etc. Value-based measures refer to measures of performance that relate to
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shareholder value creation (Naghshbandi et al., 2016). In 1990s Stern Stewart & Company came out with a
new metric “Economic Value Added (EVA)” that, according to them, drives stock prices, creates wealth and
can explain the changes in shareholder value in a better possible way than other profitability performance
measures (Stewart, 1994). EVA is measured by deducting the capital charge from the net operating profit
after tax (NOPAT). Hence, EVA does not only measure the profit generated from the operations but also
considers the cost of capital invested by a firm; this makes EVA distinct from other traditional profitability
measurements. Studying the effect of WCM on the financial performance of a firm by using EVA as a
measurement of the financial performance has important value for many reasons. One reason is the
advantages that EVA offers in measuring both profitability and cost of capital. This enables an investigation
of how WCM affects both profitability and cost of capital. Another reason is the higher correlation of EVA
to the wealth of shareholders than other more traditional measures (Bacidore et al., 1997; Chen and Dodd,
1997; Naghshbandi et al., 2016). Thus, using EVA as a measurement of the firm’s performance could reflect
upon how WCM influences the creation of value for shareholders.

In Malaysia, the manufacturing sector makes a vital contribution to the competitiveness and
prosperity of the economy. The manufacturing sector is the second largest contributor to the gross
domestic product (GDP) of Malaysia and overall growth after the services sector (BNM Annual Report,
2016). The manufacturing sector is expected to comprise about 28.5 % of gross domestic product (GDP) in
2020 with average annual growth of 5.6%. Thus, without doubt, focusing on the improvement of the
performance of manufacturing sector is needed. Previous studies have found a strong relationship between
WCM and the financial performance of Malaysian manufacturing firms (see for example, Zariyawati et al.,
2009; Wasiuzzaman, 2015; Jakpar et al., 2017; and Ng et al., 2017). Nevertheless, these studies only
focused on the effect of the WCM on the profitability of a firm not on its value. Therefore, this study
intends to fill the gap of extant literature by examining the effect of WCM on the firm performance
(represented by EVA). This study focuses in two sides of WCM, which are efficiency WCM (represented by
CCC) and WCP (represented by both of WCIP and WCFP).

2. Literature Review

Although the literature shows a strong relationship between efficient WCM and the performance of a
firm, this relationship is often not straight forward. Some researchers have found that an efficient WCM via
a short CCC was better for a firm to adopt because possible negative effects of a long CCC existed, which
negatively affected firm performance. For example, a longer CCC that has resulted from an increase in the
inventories conversion period in the investment of inventories leads to rising costs such as warehouse
rents, insurance and loss of income due to the possibility of reduced demand (Kieschnick et al., 2013).
These expenses bring about additional capital requirements, which the firms must finance and involve
financing costs and opportunity costs. However, firms with a longer CCC are able to stimulate sales (Banos-
Caballero et al., 2013). Higher sales could be achieved if a firm follows inefficient WCM because a larger
investment in receivables that causes a longer CCC (Sharma and Kumar, 2011). Additionally, an increase in
extended trade credits allows a firm to serve its customers better and increases the number of customers.
Extended trade credits also play a role in strengthening the relationship between suppliers and customers
over the long term. It is a way of verifying product quality before making a payment, and, consequently,
reducing the asymmetric information between the buyer and the supplier (Summers and Wilson, 2000).

Most of the extant empirical studies have focused on the effect of WCM on a firm’s profitability and
not too much on a firm’s value. However, increasing profitability represents a short- term goal of firms but
maximizing the value of the firms is a long- term. A firm could achieve value and maximize their
shareholder’s value if a firm can improve its operational profit and reduce its cost of capital as well
(Bacidore et al., 1997). Thus, a firm should focus not only on profit maximization but also on how to reduce
the cost of capital to achieve high value. Economic value added (EVA) is a measure of financial performance
that can reflect both operational profitability and cost of capital of the firm. If EVA is positive, then a firm
achieves profits from its operations while simultaneously being able to cover the cost of capital.
Nevertheless, if EVA is negative, then a firm may achieve profits from their operation but cannot cover the
cost of capital (Bacidore et al., 1997; Naghshbandi et al., 2016). A few studies have pointed out a link
between WCM and the cost of capital and consequently the firm value (see for example, Ebben and
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Johnson, 2011; Almeida and Eid, 2014; Yazdanfar and Ohman, 2014). However, most of the past empirical
studies ignored the effect of WCM on the cost of capital and hence on EVA and have only focused on the
firm’s profitability. In addition, few studies exist in the Malaysian scenario especially in the manufacturing
sector. Therefore, a need exists to do more studies on the effects of WCM on the EVA of manufacturing
firms in Malaysia. Table 1 provides a summary of past empirical studies that have focused on the effect of
WCM on the financial performance of a firm.

Table 1. Summary of past empirical studies

Measurement Results of
Period Measurement (s) of the relationship
. " . (s) of the WCM
Author(s) Country Sample size of financial performance between WCM
study (dependent variable) (Inde.pendent and firm’s
variables)
performance
Deloof (2003) Belgium 1,009 non- financial (1992- Gross operating income Cccc (-) sig.
firms 1996)
Lazaridis & Athena 131firms listed in the (2001- Gross operating income ccc (-) sig.
Tryfonidis Athens stock exchange 2004)
(2006)
Juan Garcia-  Spain 8,872 SME firms (1996- Return on assets ccc (-) sig.
Teruel & 2002)
Martinez-
Solano (2007)
Raheman, Afza, Pakistan 204 Manufacturing  (1998- Net operating profitability ccc (-) sig. with CCC
Qayyum, & firms 2007) WCIP (+) sig. with WCIP
Bodla (2010) WCFI (-) sig. with WCFP
Alipour (2011) Iran 1063 Non-financial ~ (2001- Gross operating income ccc (-) sig.
firms 2006)
Nobanee et al. Japan 2,123 Japanese non-  (1990- Return on investment ccc (-) sig.
(2011) financial firms 2004)
Sharma & India 263 Non-financial firms  (2000- Return on assets Cccc (+) not sig.
Kumar (2011) 2008)
Charitou et al. Indonesia All firms listed in the (1998- Return on assets Cccc (+) sig.
(2012) Indonesian stock  2010)
exchange
Kaddumi & Jordan 49 Industrial firms  (2005- - Return on assets ccc (-) sig.
Ramadan (2012) listed at Amman stock 2009) -Net operating profitability
exchange
Guletal. (2013)  Pakistan SME’s firms (2006- Return on assets ccc (-) sig.
2012)
Enqgvist, Graham  Finland Finnish listed firms (1990- - Return on assets ccc (-) sig.
& Nikkinen 2008) - Gross operating income
(2014)
Muscettola Italy 4,226 manufacturing  (2007- Earnings before interest, CCC (+) sig
(2014) SMEs 2010) taxes, depreciation and
amortization/net sales
Ukaegbu (2014)  South Africa, Industrial firms (2005- Net operating profit Cccc (-) sig.
Nigeria, 2009)
Egypt and
Kenya
Yazdanfar & Sweden SME firms (2008- Return on assets ccc (-) sig.
Ohman (2014) 2011)
Takon & Atseye Nigeria 46 firms listed on the (2000- Return on assets ccc (-) sig.
(2015) Nigeria Stock Exchange  2009)
Garanina & Russia 720 firms from services  (2001- Return on net operating CCC (-) sig.
Petrova (2015) and productions  2012) assets
sectors
Vahid, Mohsen Iran 28 of Vehicles and (2005- -Tobin’s Q WCIP (-) sig. with WCIP
& parts  manufacturing  2009) - Return on assets WCFP (-) sig. with WCFP
Mohammadreza firms
(2012)
Bhatia & India 179 firms listed on the  (2000- -Tobin’s Q (-) sig.
Srivastava S&P BSE 500 Index of 2014) -Gross operating profit
(2016) Bombay Stock Cccc
Exchange
Nazir & Afza Pakistan Non-financial Pakistani  (1998- -Tobin’s Q WCIP WCIP : (+) sig with
(2009) firms 2005) - Return on assets WCFP ROA and Tobin’s
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with ROA and (+)
sig. with Tobin’s Q

Zariyawati et al.  Malaysia 148 Non-financial firms ~ (1996- (Operating income + ccc (-) sig.
(2009) 2006) depreciation)/total asset
Mohamad & Malaysia 172 Non-financial firms  (2003- -Tobin’s Q -CCC (-) sig. with CCC
Saad (2010) 2007) - Return on assets - WCIP (-) sig. with WCFP
- Return on invested capital - WCFP (+) sig with WCIP
Ng et al. (2017) Malaysia 122 Manufacturing (2007- Gross operating income ccc (+) sig. with CCC
2012) WCIP (+) sig with WCIP
WCFP (+) sig with WCFP
Jakpar et al. Malaysia 164 Manufacturing (2007- Return on assets ccc (-) sig.
(2017) 2011)

Note: Source: compiled by the authors.

3. Methodology of Research

This study aims to examine the effect of WCM on the firm performance. To achieve this aim, this
study conducted a panel regression analysis of 959 observations for manufacturing firms in Malaysia from
2010 to 2016. Figure 1 illustrates the framework of this study.

Ind dent variabl
ndependent variables Dependent variable

Working capital management: Firm performance

s Efficientworking capital

Economic value added (EVA)

management

*  Working capital policies

Control variables:
» Firm size
s  Debt ratio

+ Change in GDP

Figure 1. Theoretical Framework

Based on the above rationale, this study proposes the following three hypotheses:

Hypothesis 1. A significant and negative relationship will exist between efficient WCM measured by
CCC and firm performance.

Hypothesis 2. A significant relationship will exist between WCIP measured by the CATA ratio and firm
performance.

Hypothesis 3. A significant relationship will exist between WCFP measured by the CLTA ratio and firm
performance.

3.1.Sample and Data

The population of this study was all manufacturing firms listed on the Main Market of Bursa
Malaysia. The data was collected for the period from 2010 to 2016 from annual reports of the firms,
Thomson Reuters Eikon and DataStream. This study excluded firms that had missing data during the period
of study. Additionally, this study excluded firms that had engaged in mergers and acquisitions or firms
established after 2010. The final sample was 137 firms that had complete data for all variables during the
period from 2010 until 2016. Moreover, firm size (SIZE) was transformed using natural logarithm, while
other variables were winsorized at the 5% and 95% levels in order to mitigate the influences of outliers.

Variables
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The model regression used in this study is as follows:

EVA, = By + B,CCC,, + B,CATA,, + B;CLTA,, + B.DR,, + B:SIZE,, + B.GDP,, + e,, (1)

Where,

EVA: economic value added

CCC: cash conversion cycle (inventories conversion period + receivables collecting period - account
payable period).

CATA: current asset to total asset ratio

CLTA: current liabilities to total asset ratio

DR: debt ratio (total debt divided by total asset)

SIZE: firm size (logarithm of sale)

GDP: change in the gross domestic product of Malaysia

B0: the intercept of the equation

B1...4: the change coefficient for the variables

e: error term

The model is applied for each firm (i) and each year (t)

Moreover, the dependent variable (EVA) that represents the firm performance based on value is
calculated by the following equation:

EVA = NOPAT — (IC x WACC) (2)

Where, EVA is the economic value added. NOPAT is net operating before interest expenses and after
tax. IC is the invested capital measured by the total of equity and the total interest bearing debt. WACC is
the weighted average cost of capital measured by the total of weighted cost of debt and weighted cost of
equity.

4. Results and discussions
4.1. Descriptive Statistical Analysis

The purpose of descriptive statistical analysis was to describe the raw data in an easily and
interpretable form. Table 2 provides a summary of the data statistics of the seven focused variables for
manufacturing firms in Malaysia for the period from 2010- 2016. Starting with the dependent variable
(EVA), the average of EVA was RM -0.267 billion. The negative value of EVA gives an indication that the cost
of capital for manufacturing firms in Malaysia is more than their achieved operation profit. The minimum
value and maximum value of EVA was RM -12.002 billion and RM 8.865 billion respectively. The standard
deviation of EVA was 1.146 billion.

Additionally, the average value of CCC was 140.6 days, which reflects the average period spent to
collect receivables, convert inventories to sales and pay suppliers. The minimum value of CCC was -89.87
the negative value indicates a long payable period, which exceeds both periods of inventories conversion
and receivables collection. That means some of manufacturing firms delay their payments to their debtors
as long as possible and convert their inventories to sales in a short time while simultaneously collecting
money from clients quickly, which reflects the efficiency in WCM. However, the maximum value of CCC was
856.98 days was an extremely long period of the CCC reflecting the inefficiency WCM in some Malaysian
manufacturing firms.

The average of CATA was 0.53, which means that more than 50% of total assets are invested in
current assets by Malaysian manufacturing firms. This value of CATA ratio corresponds with that of Fazzari
and Petersen (1993) who pointed that more than 50 % of total assets of modern manufacturing firms are
invested in form of current assets. Additionally, the high percentage of the average CATA gives an
indication that manufacturing firms in Malaysia prefer to keep high levels of liquidity (represented by the
big portion of current assets) and thereby, follow a conservative WCIP. Table 2 also shows that the average
of CLTA was 0.33, which means the manufacturing firms in Malaysia tend to meet their financial needs by
33% of short- term financing sources and 67 % by long- term financing sources. This low level of the current
liabilities gives an indication that the manufacturing firms follow a conservative WCFP. The variation
between the minimum and maximum values of both the CATA ratio and CLTA ratio reflect the difference in
WCP adopted by Malaysian manufacturing firms. Moreover, to describe the control variables of this study,
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the mean of DR was 22% which means that the firms, on average, tend to use financing sources such as
equities more than debts. The mean of sales achieved by the firms (SIZE) was RM 0.564 billion. Additionally,
the average of change in GDP growth was 5.4 while, the minimum value of 4.2 was recorded in 2016 and
the maximum value of 7.2 was recorded in 20102,

Table 2. Summary Statistics (n =959)

Mean St.Dev Min Max
EVA (in billion) -0.267 1.146 -12.002 8.864
CCC 140.58 99.22 -89.87 856.98
CATA 0.53 0.18 0.00 0.98
CLTA 0.33 0.15 0.04 0.81
DR 0.22 0.14 0.00 0.65
SIZE (in billion) 0.564 0.859 0.005 6.649
GDP 5.4 0.91 4.2 7.2

Note: The dependent variable is firm performance measured by EVA (in billion). CCC is the cash conversion
cycle reflecting the efficiency of WCM. CATA is the ratio of current assets to total assets, which reflects the
investment policy in short term. CLTA represents the ratio of current liabilities to total assets, which reflects
the financing policy in short term. SIZE represents firm size in terms of total sale (in billion). GDP represents
the ratio of gross domestic product change in Malaysia.

4.2. Correlation Analysis

The purpose of correlation analysis is to detect any high correlation between two independent
variables that might leads to a multicollinearity problem in the model and consequently cause biased
results (Gujarati and Porter, 2009). However, correlational analysis is limited and does not examine the
causal relationship between variables (Ukaegbu, 2014; Bhatia and Srivastava, 2016). Based on Table 3, none
of the variables had a correlation of more than 0.80, which provides evidence that no multicollinearity
problem existed (Gujarati and Porter, 2009).

Table 3. Pearson Correlation

Variables EVA CCC CATA CLTA SIZE DR GDP
EVA 1.000
Ccc 0.017 1.000
CATA 0.082* 0.216* 1.000
CLTA 0.071* -0.179* 0.311* 1.000
SIZE -0.161* -0.175* -0.133* 0.205* 1.000
DR 0.075* 0.012 0.077* 0.685* 0.139* 1.000
GDP 0.101* 0.058 0.005 0.039 -0.038 0.067* 1.000

* shows significance at the .05 level

4.3. Regression Analysis

This study tested the hypotheses on the effect of efficiency of WCM and WCP on EVA using STATA
software Version 14. Panel data methodology was followed because of the nature of data of this study and
because of many advantages of panel data as well. According to Gujarati and Porter (2009), panel data
allows controlling for any individual heterogeneity arising in a model due to the different characteristics of
firms and, therefore, removes the risks of obtaining biased results. Additionally, panel data provides more
variability, more degrees of freedom, efficiency and less collinearity between variables (Gujarati and Porter,
2009).

1 Computed from the annual report of Bank Negara Malaysia (2016)
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Individual heterogeneity was tested by conducting both the F-test (in order to choose between
pooled ordinary least squares model and fixed- effect model) and the Breusch-Pagan Lagrangian Multiplier
(LM) test (in order to choose between pooled ordinary least squares and random effect model). The results
of these tests showed that an individual heterogeneity effect existed in the model, and therefore, the
pooled ordinary least squares model was not chosen. Additionally, the Hausman test was conducted to
determine if a correlation existed between the explanatory variables and the individual effects and,
thereby, leading to a choice between a fixed effect estimation and random effect estimation. If there is a
correlation, then the fixed effect model will be the fit model otherwise the random effect model will be the
fit model. The result of the Hausman test showed an insignificant p- value, which means that no correlation
existed between the explanatory variables and the individual effects. Therefore, this study chose the
random effect model.

Moreover, in order to test the presence of any hetroscedasticity and autocorrelation problems, the
Breusch-Pagan/Cook-Weisberg test and the Wooldridge test were conducted. The results of these tests
showed the presence of both heteroscedasticity and autocorrelation problems, which must be treated.
Accordingly, the model of this study was estimated as a random effects model and cluster standard errors
at the firm level in order to treat both of hetroscedasticity and autocorrelation problems as suggested by
Hoechle (2007) and Petersen (2009). Cluster standard error is one of techniques which used by last studies
in order to treat both of hetroscedasticity and autocorrelation problems (see for example, Kieschnick et al.,
2013; Aktas et al., 2015).

Table 4 shows the regression results. The overall R? of the model is 16.78% which means that the
independent variables in this study could explain 16.78% of the firm performance measured by EVA. The
Chi-square was 58.79 with p-value of 0.00, which indicates to the significance of the model. Table 5 shows a
negative and significant relationship between CCC and EVA. This negative and significant relationship
between CCC and EVA means that a shorter CCC leads to increase the EVA of manufacturing firms in
Malaysia. Any increase in CCC by 1day leads to a decrease in EVA by RM 0.0004 in billion. In contrast, any
decrease in CCC by 1 day lead to increase in EVA by RM 0.0004 in billion. This result goes in line with the
results of most previous studies, which revealed that there was a significant and negative relationship
between CCC and firm performance. These include: Deloof (2003), Lazaridis and Tryfonidis (2006), Garcia-
Teruel and Martinez-Solano (2007), Zariyawati et al. (2009), Raheman et al. (2010), Alipour (2011),
Nobanee et al. (2011), Kaddumi and Ramadan (2012), Gul et al. (2013), Enqvist et al. (2014), Bhatia and
Srivastava (2016), Takon and Atseye (2015), Ukaegbu (2014), Yazdanfar and Ohman (2014), Garanina and
Petrova (2015), Mohamad and Saad (2010), Jakpar et al. (2017).

Table 4. Regression Results

EVA Coef. St. Error t-value p-value
Ccc -0.00043* 0.00025 -1.67 0.094
CATA 0.47591*** 0.16491 2.89 0.004
CLTA -0.01758 0.24808 -0.07 0.944
DR 0.68501** 0.27146 2.52 0.012
GDP 0.06716*** 0.01441 4.66 0.000
SIZE -0.39166*** 0.07206 -5.44 0.000
_cons 2.3338*** 0.55549 4.20 0.000
Overall r-squared 0.1678 Number of observations 959
Chi-square 58.79 Prob > chi2 0.000

*** significant at 1%
** significant at 5%
*significant at 10%

The significant and negative relationship between CCC and EVA in this study, gives an indication that
reducing the CCC not only leads to improved profitability, but, at the same time, reduces the cost of capital
for manufacturing firms in Malaysia. This result corresponds with the pecking order theory. Based on the
pecking order theory, firms tend to use internal financing sources more than external financing sources to
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reduce the costs related to financing and, therefore, improve the financial performance. Reducing the CCC
provides an internal source of financing that has lower costs compared to the costs of external financing
and, therefore, reducing the CCC leads to an increase in profitability, reduces the cost of capital and
enhances the firm value. Therefore, the results support the first hypothesis in this study that a significant
and negative relationship is more likely between efficient WCM measured by CCC and firm performance
measured by EVA.

CATA and EVA had a positive relationship between each other, and this relationship was significant at
the 1% level. This indicates that any increase/decrease in the ratio of current assets to total assets by 1%,
for example, more inventories and more accounts receivables, then EVA can be increase/decrease by RM
0.4759 in billion. This result corresponded with more previous studies like those of Nazir and Afza (2009),
Mohamad and Saad (2010), Ng et al. (2017). The result supports the second hypothesis in this study that a
significant relationship would exist between WCIP measured by the CATA ratio and firm performance
measured by EVA.

Result of this study shows that CLTA and EVA had a positive but insignificant relationship with each
other. This indicates that the ratio of current liabilities to total assets does not affect the firm performance
measured by EVA. This result does not support the third hypothesis of this study in which a significant
relationship was hypothesized to exist between WCFP measured by the CLTA ratio and firm performance
measured by EVA. Therefore, firm performance does not affected by the WCFP.

Moreover, all of the control variables in this study had a significant effect on EVA. The relationship
between firm size and EVA is significant and negative, which means that smaller firms with efficient WCM
and conservative WCIP were likely to have better firm value. This result of negative and significant
relationship between SIZE and firm performance is in line with the results found in Sharma and Kumar
(2011), Enqvist et al. (2014). DR had a positive and significant relationship with EVA, which means that firms
should use debt more than other capital components to maximize their EVA. This result of positive and
significant relationship between DR and firm performance is in line with the results found in Nazir and Afza
(2009), Mohamad and Saad (2010). GDP had a positive and significant relationship with EVA, which points
to the significant impact of the condition of the Malaysian economy on firm value. This result is in line with
the results found in Garcia-Teruel and Martinez-Solano (2007), Nazir and Afza (2009), Kieschnick et al.
(2013).

5. Conclusions

This study presents empirical evidence for the effect of working capital management on the EVA of
Malaysian manufacturing firms. WCP and efficient WCM have a significant effect not only on profitability
but also on costs of capital and, consequently, on the value of firm. This study has several implications that
may be relevant for managers and researchers in the field of WCM. First, based on the results of the study,
managers of manufacturing firms in Malaysia should be concerned about cash conversion cycle and make it
shorter to enhance the values of the firms. Second, the managers of manufacturing firms can enhance the
value of firms by adopting conservative working capital investment policies. A big portion of current assets
for the manufacturing firms need more attention from managers and presents an important task for them
to manage in more efficiently way. In short, this study concludes that investing more in working capital
(conservative WCIP) while managing of working capital efficiently (through reducing the CCC) would
maximize the value of manufacturing firms in Malaysia.
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