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Abstract

This research paper examines the impact of working capital management on
firm financial performance. Working capital management plays a
significant role in maintaining liquidity, operational efficiency, and
profitability in organizations. The study focuses on the relationship between
cash conversion cycle, inventory management, receivables, and payables
with firm profitability. Secondary data from previous research papers and
journals have been used to analyze the importance of efficient working
capital policies. The findings suggest that efficient management of
inventory, receivables, and payables improves firm performance and
financial stability. The study concludes that firms with effective working
capital strategies achieve higher profitability and sustainable growth.
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1. Introduction

Working capital management is one of the most important areas of financial management because it directly affects a
company’s liquidity and profitability. It involves the management of short-term assets and liabilities such as cash,
inventory, accounts receivable, and accounts payable. Efficient working capital management helps firms maintain
smooth business operations and avoid liquidity problems.

Modern businesses operate in highly competitive and uncertain environments. Companies need to balance profitability
and liquidity to survive in the market. A longer cash conversion cycle may increase operational costs, while poor
receivable collection policies can negatively affect cash flow. Therefore, firms aim to optimize working capital
components to improve financial performance and sharecholder value.

2. Literature Review

Several researchers have studied the relationship between working capital management and firm performance. Studies
show that an efficient cash conversion cycle improves profitability and operational efficiency. Researchers also found
that firms with lower inventory holding periods and faster receivable collection processes perform better financially.

Previous studies indicate that aggressive working capital strategies increase profitability by reducing unnecessary
investments in current assets. On the other hand, excessive reduction in working capital may increase business risk and
reduce liquidity. Therefore, firms need to maintain an optimal level of working capital for sustainable performance.

Research papers from developed and emerging economies highlight that working capital management practices differ
across countries due to economic conditions, access to finance, and business environments.

3. Research Objectives

* To study the concept of working capital management.

* To analyze the impact of working capital management on firm performance.
* To examine the relationship between cash conversion cycle and profitability.
* To understand the importance of inventory and receivable management.

* To identify effective strategies for improving financial performance.

4. Research Methodology
This study is based on secondary data collected from research papers, journals, and financial management studies. The
research follows a descriptive approach to analyze the impact of working capital management on profitability.

The study reviews previous findings related to cash conversion cycle, inventory turnover, receivable collection period,
and accounts payable management. Different research articles from developed and emerging economies have been
referred to for understanding variations in working capital practices.

The data collected from secondary sources were analyzed to understand how firms improve operational efficiency and
profitability through better liquidity management.

5. Findings and Discussion

The study found that efficient working capital management positively influences firm performance. Companies with
shorter cash conversion cycles generally achieve higher profitability because they efficiently manage receivables and
inventory.

The findings also reveal that reducing inventory holding periods minimizes storage costs and improves cash flow
management. Similarly, faster receivable collection periods increase liquidity and reduce bad debt risks.
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Firms that effectively manage accounts payable can maintain healthy relationships with suppliers while improving
liquidity. However, excessive delays in payments may negatively affect business reputation.

The study further indicates that economic conditions, inflation, and interest rates influence working capital decisions.
Developed economies usually have more efficient financial systems, while emerging economies face greater liquidity
challenges.

6. Conclusion

The study concludes that working capital management significantly affects firm financial performance. Efficient
management of inventory, receivables, and payables improves liquidity, profitability, and operational efficiency. Firms
should maintain an optimal level of working capital to balance risk and return.

Companies that adopt effective working capital strategies can strengthen their competitive position and achieve long-
term financial sustainability. Future studies may focus on industry-specific analysis and the impact of digital financial
systems on working capital management.
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