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Abstract 

The aim of this paper is to investigate the impact of working capital management on profitability. Working 
capital management was measured using; average collection period, average age of inventory, average 
payable period and cash conversion cycle as a comprehensive measure of working capital management. Two 
measures of profitability were employed; return on assets and net profit margin. The sample consisted of 33 
industrial companies listed on Amman stock exchange (ASE) for the period from 2013-2017. Data required 
was gathered manually through the annual reports publicly available on (ASE). Panel data methodology was 
used with eight multiple regressions to test the study hypotheses. The findings revealed that average 
collection period and average age of inventory have a negative and significant impact on profitability 
measures; this implies that managers can enhance profitability by keeping average collection period and 
average age on inventory at the reasonable minimum level. However, the findings found no impact of cash 
conversion cycle on the net profit margin. This study contributes to the literature by providing recent 
evidence from developing countries about the impact of working capital management on profitability. 
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1. Introduction 

Working capital management is defined as a series of decisions regulating the use of short term 
assets and liabilities in the company in terms of investment levels and uses of them in a manner that strikes 
a balance between liquidity management and the level of profitability (Deloof, 2003), the main idea of 
working capital management is to achieve The balance between two important elements, the first is to 
maintain an adequate level of liquid assets to meet the risks of financial hardship, and the other is to invest 
in less liquid assets to achieve a satisfactory return. 

Working capital management is a critical component of corporate success due to its direct impact on 
both the objectives of liquidity and profitability, as such, management seeks to touch the optimal level of 
working capital, management's commitment to conservative policy in working capital management 
requires maintaining a high level of current assets Which will reduce liquidity risk and enhance the 
company's ability to meet operational requirements, but at the same time it will reduce profitability and 
cause lost investment opportunities and high opportunity costs. In contrast, management pursues an 
aggressive policy in managing working capital that requires maintaining a low level of current assets with 
the aim of achieving a high level of profitability encounters high liquidity risk (Afza & Nazir, 2010). Thus, the 
role of efficient management of working capital includes managing current assets and liabilities, so that to 
achieve a balance between moving away from liquidity risk on the one hand and achieving optimal 
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utilization of the current assets on the other hand, more specifically, the efficiency of the financial manager 
in managing inventory, receivables and payables is considered an influencing factor in maximizing the 
market value of companies. The low level of capital invested in inventory and debtors will lead to inability 
to carry out daily operational requirements, which will lead to low sales and thus lower profitability, this 
may ultimately affect the going concern of the company (Filbeck & Krueger, 2005). Management success in 
managing working capital depends upon understanding the nature of the interaction between current 
assets and traded liabilities, which may be influenced by several factors, including the nature of the 
industry, the conditions for supply of raw materials and the availability of financing (Boopathi & Leeson, 
2016). 

In Jordan, the industrial sector is an important part of the Jordanian investment environment, and in 
light of the dynamic economy, the business environment is characterized by large levels of uncertainty, 
which may negatively affect the continuity of companies, and it is worth mentioning that a large part of the 
time of financial managers is consumed in following up on the daily operations that Related to working 
capital management In pursuit of optimal utilization of assets in a manner that does not negatively affect 
the liquidity of the company, The financial manager can achieve this balance by understanding the nature 
of the relationship between the components of working capital on the one hand and its  impact on the 
performance of companies on the other hand, which will have the greatest impact in providing appropriate 
levels of profitability and thus maximizing the wealth of shareholders. 

 

2. Literature review 

Working capital management receives much debate and continues to attract scholar attention due to 
its pivotal role in serving and steering operational efficiency, however, there is no consensus about the 
impact of working capital management on financial performance (Kasozi, 2017). Each business is in need 
for working capital to carry out day-to-day operations which is essential for going concern. Decisions 
regarding current assets and current liabilities affects liquidity and investments return (Vashnani & Shah, 
2007), in the worst case, business may face bankruptcy as a result of poor planning of working capital 
components (Kargar & Bluemethal, 1994). Deloof (2003) argued that managers may enhance the firm’s 
profitability by obtaining optimal level of working capital components, keeping high level of inventory 
reduces stock-out risk, and even enables firms to adopt generous credit policies which leads to higher sales. 
Using a sample of 1009 of large Belgian firms , (Deloof,2003) investigated the relationship between WCM 
and profitability the researcher employed the number of days accounts receivables, the number of days 
inventory, and the number of days accounts payable to measure trading and inventory policies, the 
researcher concluded that managers can enhance profitability by reducing number of days accounts 
receivables and inventory, the study also concluded that less profitable firms take longer time to settle 
their accounts payable. 

Lazaridis &Tryfondis (2006) used a sample of 131 firms listed on Athens stock exchange in order to 
examine the relationship between WCM and gross profit; they concluded that managers can enhance profit 
through keeping working capital at the optimal level. Gill et al. (2010) extended the findings of (Lazaridis & 
Tryfondis, 2006) using a sample of 88 American firms, they concluded that managers can enhance profit by 
reducing average collection period of receivables, However, average days of accounts payables and 
inventory have a very poor impact on profitability. Rehman & Nasr (2007) examined the role of working 
capital management on enhancing profitability using a sample of 94 Pakistani firms; they concluded that 
managers can improve profitability by reducing the cash conversion cycle. Malik & Bukari (2014) replicated 
Rehman & Nasr (2007) by using a sample of 38 Pakistani firms from chemical and cement sectors, average 
days of inventory, receivables, payables and cash conversion cycle were used to measure working capital 
management, the researchers concluded that firm’s performance is negatively associated with cash 
conversion cycle. In the same context, Mohammad et al. (2012) conducted an analysis of 25 Pakistani 
textile firms to find out the association between working capital management and firm’s profitability, they 
used the absolute value of receivables, payables and inventory to measure working capital management, 
the results revealed a positive relationship between inventory value, receivables and profitability. 

In an attempt to investigate the relationship between working capital management firm’s value, 
Alavinasab & Davoudi (2013) used a sample of 147 firms listed on Tehran stock exchange; they found that 
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firm’s value is negatively related to the length of cash conversion cycle and debt ratio. In Turkey, (Vural et 
al., 2012) examined the effect of working capital management on firms’ performance, Using 75 industrial 
firms listed in bursa Istanbul, the researchers concluded that cash conversion cycle and average days 
accounts receivables have a negative impact on Tobin-Q and gross profit, while average days accounts 
payable have no impact on performance. In Singapore, Mansoori & Mohammad (2012) analyzed pooled 
date of 92 firms; they revealed an important role of working capital management in enhancing the firm 
value. Napompech (2012) examined the impact of working capital management on firm’s value, the sample 
consisted of 255 of Thai listed firms , working capital management was measured using cash conversion 
cycle, average days in inventory, average days accounts receivables and average days accounts payable. He 
concluded that average days in inventory, cash conversion cycle and average day’s accounts receivable 
have a negative impact on gross profit, while the average day’s accounts payable has a positive impact on 
gross profit. He suggested that managers can profitability by shortening the cash conversion cycle. 

In Jordan, Abuzayed (2011) investigated the relationship between working capital management and 
profitability, the researcher used the gross operating profit as a dependent variable to stands for 
profitability. Cash conversion cycle, average days in inventory, average collection period and average 
repayment period were used to measure working capital management .the results revealed a negative 
relationship of average collection period, average days in inventory and positive relationship of average 
day’s accounts payable with profitability. The researcher concluded that keeping minimum inventory and 
reducing the collection period length along with extending the payment period enhance profitability. In the 
same context, Kaddumi & Ramadan (2012) replicated Abuzayed (2011) using a sample of 49 industrial 
companies listed on Amman Stock Exchange for the period of 2004-2009. The researchers reported a 
negative relationship between performances on the one hand and the average collection period and the 
cash conversion cycle on the other hand, in addition, the results revealed poor relationship between 
performance, average repayment period and the average days in inventory. In summary, previous studies 
provide no clear cut relationship between components of working capital management and performance 
even within the same business environment and industries. 

The efficient management of working capital components is vital to the companies going concern. 
Decisions related to inventory management, receivable and payables are a critical element in companies’ 
success (Filbck et al., 2005). The process of managing the elements of working capital requires a high 
degree of caution as it relates to managing assets and short-term liabilities, and efficient management 
requires striking a balance between avoiding idle working capital on one hand and avoiding the risks of the 
company being unable to meet its short-term obligations on the other hand, which is known as the trade-
off between profitability and liquidity (Mohamad et al., 2010), thus, the Study questions can be formulated 
as follows: 

1. Is there a significant impact of working capital management on financial performance? 
2. Is there a significant impact of average age of inventory on financial performance? 
3. Is there a significant impact of the average collection period of receivables on financial 

performance? 
4. Is there a significant impact of the average payment period of creditors on financial performance? 
5. Is there a significant impact of the Cash conversion cycle on financial performance? 

 
3. Methodology of research 

3.1. Data and Empirical models 

The data used in this study was collected manually through the firm’s financial reports publicly 
available on (ASE) website, The study population consists of all manufacturing companies listed on (ASE) 
covering the period from 2013-2017. The study sample consists of 33 manufacturing companies from which 
data required is available throughout the study period. Working capital components are used as the 
determinant of profitability, the financial performance of companies will be measured through two 
measures, an accounting measure and a market measure, and therefore, two models will be used. The first 
one relates to measuring the impact of working capital management on performance measured by return 
on assets (ROA) and the second model will address measuring the impact of working capital management 
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through the net profit margin (NPM), To obtain the net effect, a number of controlling variables will be 
used, which are the financial leverage, the size of the company in addition to the age of the company. 

ROA=a+B1 (WCM) + B2size+B3leverage+B4 age     (model 1) 
NPM=a +B1 (WCM) + B2size+B3 leverage+B4 age     (model 2) 
*Each model will be modified to employ one component of WCM at a time.  
*components of WCM are presented in table1. 
 
3.2. Study hypotheses 

H1: There is statistically significant impact of working capital management on profitability measured 
by ROA. 

H1-1: There is statistically significant impact of the average age of inventory on profitability 
measured by ROA. 

H1-2: There is statistically significant impact of the average collection period on profitability 
measured by ROA. 

H1-3: There is statistically significant impact of the average payment period on profitability measured 
by ROA. 

H1-4: There is statistically significant impact of the cash conversion cycle on profitability measured by 
ROA. 

H2: There is statistically significant impact of working capital management on profitability measured 
by NPM.  

H2-1: There is statistically significant impact of the average age of inventory on profitability 
measured by NPM. 

H2-2: There is statistically significant impact of the average collection period on profitability 
measured by NPM.  

H-2-3: There is statistically significant impact of the average payment period on profitability 
measured by NPM. 

H2-4: There is statistically significant impact of the cash conversion cycle on profitability measured by 
NPM. 

 
3.3. Measurement of variables 

Following (Gill et al., 2010; Namompech, 2012; Jayurathne, 2014; Naveed et al., 2014; Mansoori et 
al., 2012; Deelof, 2003; Malik et al., 2014) The cash conversion cycle and its components were used to 
measure working capital management, the cash conversion cycle represents the time lag between cash 
outlay and cash recovery. Average collection period is the time it takes a company to collect its accounts 
receivable, which is considered an acceptable measure of receivables ’liquidity and the credit policy 
pursued by the company. Average Age of Inventory reflects the time required to convert inventory into 
goods and products. Average Payment Period represents the time it takes to pay off its current liabilities. 
Two measures of firms’ performance are used; return on assets (ROA), and net profit margin (NPM) In line 
with previous studies, a number of control variables are included in the study regressions, I control for 
firms’ size, leverage and firms’ age. Table 1 below summarizes the study variables, measurement along with 
the predicted sign. 

Table 1. Variables definition and measurement 

 Label  Measurement Predicted sign 

Independent variables    
Cash conversion cycle in days CCC Average collection period+ Average Age of 

Inventory- Average Payment Period 
- 

Average collection period in days ACP (Accounts receivable *365)/sales - 
Average Age of Inventory in days AAI (Inventories * 365)/cost of sales - 
Average Payment Period in days APP (Accounts  payable * 365)/net purchases. - + 
Dependent variables    
Return on assets ROA Profit before interest and tax divided by total 

assets 
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 Label  Measurement Predicted sign 

Net profit margin NPM Net profit divided by sales  
Control variables    
Size Size Natural log of Firm’s total assets + 
leverage LEV Total liabilities divided by total assets - 
Firm’s age age # of years since the firm has been listed plus one 

to avoid ages of zero 
-+ 

 

4. Results and Discussions 

4.1. Descriptive statistics 

Table 4 presents the descriptive statistics of the study variables; the length of cash conversion cycle is 
64.37 days. The firms within the study sample take about 145.56 days to sell their inventory, but on 
average it takes 88.64 days to receive payment on their sales. On average the firms take 85.78 to pay their 
purchases. Minimum and maximum amounts of ROA are (-43.79) and (28.43) respectively and on average 
firms achieved (1.716) return on their assets, while the average of the net profit margin is (3.32). 

Table 2. Descriptive Statistics 

Variables Observation Mean Std. deviation Minimum Maximum 

CCC 165 64.37 40.23 -112.4 486.5 
ACP 165 88.646 78.37 20 747 
AAI 165 145.56 96.57 0 576 
APP 165 85.78 69.26 4 315 
ROA 165 1.716 7.61 -43.79 28.43 
NPM 165 3.32 30.21 -33.01 64.23 
Size 165 5.40 1.42 .84 3.11 
LEV 165 3.48 19.8 .40 99.8 
Age 165 31.3 16.8 4 66 

 
4.2. Multicollinearity 

Table 2 presents the correlation matrix to investigate the existence of multicollinearity problem 
between the independent variables, this problem exists when two or more independent variables are 
strongly correlated (Alqatamin, 2018; Altawalbeh, 2020), Gujarati (2008) considers 80 percent to be the 
starting level of the multicollinearity problem, as such, the data set used in this study is free from 
multicollinearity problem as the highest correlation is between AAI and CCC with coefficient of 65.2 % as 
presented in Table 2. 

Table 3. Correlation matrix 

Variables  CCC ACP AAI APP SIZE LEV AGE  

CCC 1.00        
ACP -0.540 1.00       
AAI 0.652 -0.004 1.00      
APP -0.615 -0.152 0.037 1.00     
SIZE 0.152 0.084 0.088 -0.168 1.00    
LEV -0.014 0.031 -0.001 -0.002 -0.021 1.00   

AGE 0.211 0.151 0.0205 -0.225 0.110 0.022 1.00  

 
4.3. Regression analysis 

In this section I employed the fixed effects model to investigate the impact of WCM on profitability, 
fixed effects captures the effects of the independent variables over time (Deloof, 2003). Two measures of 
profitability were used; ROA and NPM. First, in regressions (1) to (4) ROA was used as a proxy of 
profitability, results are presented in table 3, in regression (1) AAI was used as determinant of ROA, in 
regressions (2),(3) and (4) , ACP,APP and CCC were used respectively. Second, in regressions (5) to (8) as 
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presented in table 4, NPM was used as a proxy of profitability, again; AAI, ACP, APP and CCC were regressed 
respectively. 

The results of regression (1) detected a negative and significant relation between AAI and ROA, the 
coefficient of AAI (-0.029) implies that an increase of average age of inventory by 1 day is associated with a 
decrease on ROA by 0.029%. This study has already predicted this sign which is consistent with the findings 
of (Deloof, 2003; Mansoori et al., 2012; Mohammad et al., 2012; Gill et al., 2010). Depending on this result 
hypothesis H1-1is supported. The coefficients of other variables included in regression (1) are significant 
except for the firm’s age; leverage exerts a negative and highly significant impact on ROA, while size 
revealed a positive and significant impact on ROA. In regression (2) a negative and significant relation was 
reported between ACP and ROA with a coefficient of (-0.143)  which implies that shortening ACP by 1 day is 
associated with a reduction on ROA by 0.143%, accordingly hypothesis H1-2 is accepted. This finding is 
consistent with (Deloof, 2003; Lazaridis &Tryfondis, 2006; Mohammad et al., 2012). Other coefficient in 
regression (2) includes size that showed a positive and significant impact on ROA, leverage that revealed a 
highly negative and significant impact on ROA. The results in regression (3) reported a negative and 
significant relation between APP and ROA; hence, H1-3 is accepted. (Deloof, 2003) justified this result by 
claiming that less profitable firms normally take longer time to pay its payables, leverage, size has the same 
significant impact as in regression (1) and (2). In regression (4) H1-4 was tested using the CCC as the 
comprehensive measure of WCM, the results detected a poor and negative impact of CCC on ROA. This 
result is consistent with (Deloof, 2003); accordingly H1-4 is rejected. In sum; the results of regressions (1) to 
(4) suggest that firm’s management can significantly enhance the ROA by shortening the average age of 
inventory and average collection period. 

Table 4. Regressions results for models # (1) to (4) 

Dependent variable:  Return on assets ROA 
Regression model Fixed effects 

Model # (1) (2) (3) (4) 

size 
0.165 

(0.003)* 
0.189 

(0.003)* 
0.191 

(0.035)* 
0.213 

(0.038)* 

leverage 
-0.167 

(0.000)* 
-0.229 

(0.000)* 
-0.632 

(0.000)* 
-0.342 

(0.004)* 

age 
0.510 

(0.611) 
0.483 

(0.630) 
0.884 

(0.378) 
0.655 

(0.526) 

AAI 
-0.029 

(0.003)* 
   

ACP  
-0.143 

(0.002)* 
  

APP   
-0.290 

(0.001)* 
 

CCC    
-0.153 
(0.663) 

Adjusted R2 .401 .458 .463 .201 

*significant at 0.05 level 
**significant at 0.10 level 

 
Table 4 illustrates the results of regressions (5) to (8) which indicate a less significant impact of WCM 

on NPM. Regression (5) reported a negative and significant impact of AAI on NPM with a coefficient of (-
0.524) and p-value = (0.045), this result is consistent with (Abuzayed, 2011; Rehman & Nasr, 2007, Gill et 
al., 2010), accordingly hypothesis H2-1 is accepted. Regression (6) and (7) confirmed a negative but weak 
significant impact of ACP and APP on NPM, thus, H2-2 and H2-3 are also supported, and however, 
regression (8) revealed insignificant impact of CCC on NMP. 
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Table 5. Regressions results for model # (5) to (8) 

Dependent variable:  Net profit margin (NPM )  
Regression model Fixed effects 

model# (5) (6) (7) (8) 

size 
-0.231 
(0.817) 

0.347 
(0.729) 

0.067 
(0.974) 

0.021 
(0.953) 

leverage 
-3.372 

(0.001)* 
-3.347 

(0.001)* 
-3.601 

(0.000)* 
-2.935 

(0.001)* 

age 
-0.330 
(0.742) 

-0.516 
(0.607) 

0.680 
(0.498) 

-0.411 
(0.533) 

AAI 
-0.524 

(0.045)* 
   

ACP  
-0.468 

(0.093)** 
  

APP   
-1.717 

(0.088)** 
 

CCC    
-0.725 
(0.352) 

Adjusted R2 0.271 0.284 0.292 0.202 

*significant at 0.05 level 
**significant at 0.10 level 

 
5. Conclusions 

The aim of this paper is to examine the impacts of working capital management on profitability. 
Previous studies found a negative relationship between average collection period, average age of inventory 
and profitability (Deloof,2003; Mansoori et al., 2012; Mohammad et al., 2012; Gill et al., 2010; Abuzayed, 
2011; Rehman & Nasr, 2007). The findings of this paper are consistent with those findings. The results of 
this paper suggest that managers can enhance profitability through keeping working capital components at 
the optimal level; managers can improve profitability by shortening the average collection period and 
average age of inventory to the reasonably minimum level. The results suggest that firms with poor 
profitability take longer time to settle their liabilities. The findings of this study can be generalized only to 
manufacturing firms similar to those included in this paper; future researches may employ further working 
capital components such as cash and securities. 
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