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ABSTRACT

The purpose of the study is to analyze the impact of workingatapanagement and its policies on the
corporate profitability of manufacturing company’s acrossedéht sectors. Three manufacturing sectors are
randomly selected from all KSE manufacturing sectors, whielcament, textile and chemical. The study uses
five years data ranging from 2006-2010. The ANOVA and regressialysis were used to test the developed
hypothesesThe results reveal that cash conversion cycle adverselytsaffee corporate profitability. Opposite

to traditional belief we find that aggressive investmerd &inancing policies have significant negative impact
on the corporate profitability and we also find that investment arahéiing policies significantly differ across
the industries. Based on the results it is recommendéditi@ace manger can improve the firm profitability by
reducing the cash conversion cycle. Moreover in Pakistan managa improve the firm performance by
adopting the conservative investment and financing policies.

Keywords: Working capital management, Firms profitability, Cash conversigcle, Aggressive investment and
financing policies.

Introduction larger cash conversion cycle of Kmart it
requires additional $198.3 million in

financing  expenses. Such evidence
bemonstrates that, Kmart’'s poor

Working capital management is the
management of current assets and curren

liabilities. It plays important role in the management of its working capital which

profitability of the firm and has direct contributed to its bankruptcy (Moussaed
impact on the corporate profitability and 2006).

liquidity (Raheman and Nasr, 2007). Shin Working capital management can be

and Soenen (1998)_has given good exa.mpleexamined from two different dimensions or
that divulges the importance of working

: . J views which are static view or dynamic
capital management. They point out .th"?‘t N view (see Moss and Stine, 1993; Lancaster
199.4 Wal-Mart and Kmart have_S|m|Iar et al, 1999 and Farris and Hutchison,
capital structure but cash conversion cyclezooz) The static view uses traditional
of both companies was different. The C""Shliquidity ratios such as current ratio and
conversion cycle of Wal-Mart was roughly

¢ g il h . o f quick ratio as measure of working capital
orty days while cash conversion cycle for management. These ratios are calculated
Kmart was sixty one days. Probably for
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from the data provided in the balance sheetassets as percentage of total assets. More
of the companies. These traditional ratios over it can adopt the aggressive financing
provide the firms liquidity at certain time policy by increasing the higher level of
point while dynamic view focuses on the current liabilities as part of equity and
firm’s ongoing liquidity. Dynamic view liabilites side of balance sheet. The
uses cash conversion cycle as measure otonservative investment policy will be
working capital management which was adopted by investing too much in current
firstly introduced by Richardes and assets. The decision on which working
Laughlin  (1980). Then cash conversion capital policy is adopted involves the issue
cycle has gained the researchers andof trade of between risk and return. The
practitioners attention and it has becomecompany can increase the level of current
more popular and studied measure of assets (conservative investment policy) and
working capital management. The cashthat reduces the risk of short term
conversion cycle focuses on the length of insolvency but it involves the opportunity
time for which company has to wait for cost of investing. If firm maintains lower
receiving cash from its customers and thelevel of current assets than it will enjoy
time it takes to pay its suppliers. According improved profitability but on the same time
to O'zbayrak and Akgun (2006) through it has to face the higher level of short term
cash conversion cycle finance manager caninsolvency risk. According to traditional
decide why and when company requires believe aggressive investment and financing
more cash to sustain its activities and whenpolicy (minimum level of current assets and
and how it will repay the cash. The cash maximum level of current liabilities) is
conversion cycle is calculated as; collection directly linked with profitability and risk.
period of account receivables plus inventory But some recent studies finding indicate
conversion period minus payment period of significant negative impact of aggressive
accouts payables. Generally literature showsinvestment and financing policies on the
negative impact of cash conversion cycle oncorporate profitability (Nazir and Afza,
the firm profitability (see; Ebben and 2009). So this study investigates how
Johnson, 2011; Mojtahedzadeh et al., 2011;aggressive investment and financing
Chatterjee, 2012 and Khan et al., 2012). It policies affects the profitability of the
means if the finance manager is managingPakistani companies.

working capital components efficiently then The rest of the paper is structured as; next
cash conversion cycle will be lower and section provides the review of the literature.
probably firm profitability will be higher. Third section explain the methodology used
The finance manger can do better job inin the study. Fourth section provides results
managing working capital efficiently by and discussion. Final section concludes the
reducing the cash conversion period. He canfindings.
reduce the cash conversion cycle by . .
fastening accounts receivables period, Literature Review

reducing the inventory conversion period Working capital management plays a vital
and also by delaying the accounts payablesole in the corporate profitability.
up to reasonable extent. Companies can improve their profitability
The company can adopt from two of by managing the working capital efficiently
working capital policies which are (Deloof, 2003). Due to its importance
aggressive or conservative working capital working capital management has gained the
policy. The company may adopt aggressive attention of the researchers as well as the
investment policy by minimizing  practitioners. Different researchers have
investment in working capital. This can be analyzed the impact of working capital
done by reducing the investment in current management and its approaches on the
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company profitability. This study analyzes of 53 Jordanian manufacturing firms.
the impact of working capital management Among the recent studies who also reported
on the corporate profitability. It also significant negative relationship between
analyzes the impact of working capital cash conversion cycle and corporate
approaches (Aggressive and Conservative)profitability are (Shine and Soenen, 1998;
on corporate profitability. So the literature Eljelly, 2004; Padachi, 2006; Rehman and
review is divided into three sections. First Nasr, 2007; Vishnani and Shah, 2007;
section reviews those studies who haveGarcia-Teruel and Martinez-Solano, 2007:
analyzed the impact of working capital Uyar, 2009; Talhat al, 2010 and Raheman
management on the firm profitability. et al.,, 2010; Ebben and Johnson, 2011;
Second section reviews those studies whoMojtahedzadeh et al., 2011; Chatterjee,
have analyzed the impact of working capital 2012 and Khan et al., 2012)

policies on corporate profitability. In third In contrast, some researchers have reported
section authors conclude the existing contradicting results like Gilet al. (2010).
literature and develop the hypotheses. They used a sample of 88 American firms
listed at New York Stock Exchange for the
period of three years ranging from 2005-
2007. Based on the multiple regression
Cash Conversion Cycle (Dynamic View of results they reported significant positive
WCM) and Corporate Profitability impact of cash conversion cycle on the

One of the objectives of the study is to fIrm's profitability. Bana, (2012) also
analyze the impact of working capital reported positive association between cash

management on the corporate returns ofconversion cycle and firm_ profitability (_)f
Pakistani manufacturing firms. The study Amman Stock Exchange listed companies.
examines the working capital managementBana, (2012) argued that the positive
from both views; static and dynamic. relatlonshlp shows that good performing
Different researchers have studied this COMpanies are less concemed to the
relationship in different context. The current WOrking  capital ~management. ~ While
studies which are related to this study are; Nobaneeet al, (2011) studied the same
The results of the study by Usma al. _relqtlo_n_shlp for Japanes_e firms and reported
(2012) show that cash conversion cycle hasinsignificant  relationship between ~cash
significant negative impact on the firm conversion cycle and flrr_n profltablllty of
profitability of Pakistani manufacturing CONSUmer goods and services companies.
firms. Nobaneeet al. (2011) also reported So t_he literature show m!xe(_j_ results some
significant negative relationship between stud|_es ha_lve concluded significant negative
the length of cash conversion cycle and firm relationship between cash conversion cycle
profitability (measured through return on @nd corporate profitability like ( Ebben and
investment) of Japanese firms. KaradumanJohnson, 2011; Mojtahedzadenal, 2011;

et al. (2011) has analyzed the impact of Khan et al., 2012 and Usmaa al. 2012).
cash conversion cycle on the firm While some of the researchers have found

profitability. They have used five years th_is relationship significant and positive like
data collected from 127 firms listed at Gill et al, 2010 and Abuzayed, 2012). But
Istanbul Stock Exchange and reported Nobanee et al. (2011) found this
significant negative relationship between €lationship insignificant for ~consumer
cash conversion cycle and firm profitability 900ds companies and services companies
measured through return on assets,and found the same relationship significant

Hayajneh and Yassine (2011) also reportedand negative within other industries. Thus it
negative relationship between  cash is reasonable to reinvestigate this important

conversion cycle and corporate profitability rélationship.

Working Capital Management and
Corporate Returns
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Traditional Liquidity Ratio (Static View of firm profitability. Different researchers have
WCM) and Corporate Profitability studied the impact of working capital
policies on corporate profitability across the
: : ..~ industries and reported mixed results. The
raios as measure of working - capital studies which are relevant to this study are;

management. The study uses two liquidity > . :
ratios current ratio and quick ratio. Due to Welnraub and Visscher (1998) studied the

their importance many researchers have'SSY€ of working capital management

analyzed the impact of these liquidity ratios policies. Based on the results they rep_o_rted
on corporate profitability like: that working capital management policies

Khan et al, (2012) studied the relationship ilre q%tln(;t!ve a;? sgmf;czntly dlfzfgggcrolss
between the current ratio and corporate € industries. Afza and Nazir ( ) also

rofitability of Pakistani manufacturin reported th?‘t Worl_<ing cap_ital polices differ
ﬁrms. Theyir results show that current raﬁo across the industries. Nazir and Afza (2009)

has positive and significant relationship stu@_ed the Impact Of. wp_rklng capital
with corporate profitability. Hayajneh and policies on the firm profitability. Based on
Yassine (2011) and Sayuddzaman (2006)the results they concluded that conservative
also reported positive impact of current poIi(_:ies_ are positively Iinked_ with the firm
ratio on corporate profitability. In the same profitability. Afza and Nazir 2007 also
way Usmanet al. (2012) also reported reported that_ current assets to t_otal assets
positive and significant impact of current ratlo_has positive and s_lgnlflcant Impact on
ratio on the firm profitability measured the firm profitability while current liability

through operating profit. While some of the to tottal a?rs]etsf_ has ?'I'?rl]:)lfll'(t:antlt negative
researchers have reported negative impacfmpac on the firm profitabiiity. it means

of current ratio on corporate profitability aggressive Wor_kmg capital policy has
(Shine and Soenen, 1998: Raheman an ignificant negative impact on the corporate

Nasr. 2007: Talhaet al. 2010 and profitability. So the companies who are

Mohamad and Saad, 2010). Comprehensive‘r"doming conservative working  capital

review of literature reveals that the policy _hgve higher profitab!lity. But

literature has not reached on consensus an ontradicting to the above studies some of
documented mixed results, so it is ¢ re_searc_hers hav_e repqrted t_hat
interesting to reinvestigate this relationship. companies W'.th aggressive _vvorkmg qapltal
Fewer studies have analyzed the p_ollcy have higher _profltal_onlty and hlgh_er

relationship between the quick ratio and risk _and companies with  conservative
firm profitability like Chatterjiee (2012) working capital policies have lower returns

: : : d lower risk see (Carpenter and Johnson
analyzed the impact of quick ratio on the an ) . ’
corporate profitability. The sample used in 1983; Gardneet al., 1986 and Weinraub &

the study was 100 Indian companies Iisted\./ISSCher 1998 ). So the review of the
at Bombay Stock Exchange. Based on theIlterature shows that refsearchers have not
multiple regression results author concludesr?.ﬁChed cofnsetnhsus Whlchhmearss ]:[hetLe IS
that quick ratio has negative relationship st Iroom. orl t'e rs_searc ers 1o further
with corporate profitability. explore this refationsnip.

The study also uses traditional liquidity

Concluding Literature and Developing

Working Capital Policies and Corporate Hypothesis

Profitability
General literature shows that companies can
improve their profitability by managing
working capital efficiently. The literature
supports that companies can improve their
profitability by reducing cash conversion
cycle (see Mojtahedzadekt al, 2011,

There are two working capital polices
which are aggressive and conservative
policy. So companies can adopt any of
them. The purpose of the study is also to
analyze the impact of these polices on the
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Khan et al., 2012 and Usma al. 2012).  Hg: Working capital investment policies of
So following hypothesis is developed; companies differ across the industries

H,: Cash conversion cycle has significant H;: Working capital Financing policies of
negative impact on the corporate companies differ across the industries
profitability Methodology
Regarding the traditional liquidity measures Sample
of working capital management literature The study analyzes the impact of working
provides mixed results some researcherscapital management and its policies on the
have found positive impact of current ratio corporate profitability across the different
on the firm profitability (see Sayuddzaman, industries. The population of the study is all
2006; Hayajneh and Yassine, 2011; Usmancompanies listed at Karachi Stock Exchange
et al., 2012; Khanet al., 2012) andsome  (KSE) relating to different industries.
researchers have reported negative impaciligning with the Deloof, (2003); Raheman
of current ratio on the corporate profitability and Nasar (2007) and Usman al, (2012)
(see Shine and Soenen, 1998; Raheman anghe non manufacturing industries are
Nasr, 2007; Talhaet al, 2010; and eliminated from the population because of
Mohamad and Saad, 2010). Fewer their different nature of business. Three
researchers have analyzed the impact ofmanufacturing sectors are randomly
quick ratio on the corporate profitability. selected from all KSE manufacturing
Based on the literature review, following industries which are cement unit, Textile
non directional hypotheses are developed; and chemical. Among these three
Hy Current ratio has significant Manufacturing industries 32 firms are
relationship with the corporate profitability ~ Sélected randomly including at least 10
_ _ o _ firms from each sector. The study uses five
Ha: Quick ratio has significant impact on years data ranging from 2006-2010. Data
the corporate profitability regarding the variables used in the study
The literature also provides mixed results Was extracted from the publically available
on the working capital approaches and annual reports of the companies. There is no
corporate profitability. Some researchers problem of validity of the data because the
who supports the traditional belief and data used in the study is extracted from the
reported that companies with aggressive annual reports of the companies which are
working capital policy have improved firm audited by the professional charted
profitability (Carpenter and Johnson, 1983; accountants. These annual reports of the
Gardner et al., 1986 and Weinraub & companies are collected from the companies
Visscher 1998) and some reported thathead offices, Karachi stock exchange and
companies having aggressive working also from the companies’ websites.
capital policy have lower corporate
profitability (Afza & Nazir, 2007 and Afza o _ _
& Nazir 2009). According to (Weinraub and Existing _Ilteratur(_e that analyzes the |mp§1ct
Visscher, 1998 and Afza and Nazir, 2007) ©f working capital management and its
these working capital policies differ across @Pproaches on the corporate profitability
industries. So aligning with the traditional Nas used different measures of corporate

belief following hypotheses are developed: Profitability. The studies that have used
_ _ _ o return on assets (ROA) as measure of firm
H4: Companies with aggressive investment profitability as used in this study are:

Variables

policy have improved profitability Samiloglu and Demirgunes (2008);
Hs: Companies with aggressive financing Mohamad and Saad (2010) Karadumein
policy have improved profitability al. (2011) have used (ROA) as a measure of

firm profitability to analyze the impact of
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working capital efficiency on the firm The study analyzes the impact of aggressive
profitability. Hussainet al. (2012) have investment policy (AIP) and aggressive
used return on investment calculated asfinancing policy (AFP) on the firm
operating profit divided by total assets as profitability. Among other studies that have
measure of firm profitability for analyzing used these variables are (Afza and Naazir,
the impact of working capital approaches on 2008 and Hussaiet al.,2012). To measure
the firm profitability. Afza and Nazir the degree of aggressiveness and
(2008) have also used ROA as a measure otonservativeness following ratios are used.
firm profitability for analyzing the impact
of working capital approaches on the firm
profitability. The ROA used in this studied
is calculated as earnings before interest andf this ratio (AIP) is larger it means
taxes divided by total assets. company has adopted conservative
The study examines the working capital investment policy by investing more in
management from both dimensions i.e. current assets as compared to total assets
dynamic view (Cash conversion cycle) and With opportunity cost of lower firm returns.
static view (liquidity ratios). The study uses While lower value indicates that company
cash conversion cycle (CCC) as dynamic has adopted aggressive investment policy
measure of firm profitability as used by ( by maintaining fewer liquid assets as
Raheman et al., 2010; Ebben and Johnsonproportion of fixed assets. So the positive
2011; Mojtahedzadeh et al., 2011; beta coefficient of this ratio will indicate
Chatterjee, 2012 and Khan et al, 2012). Thethat Aggressive investment policy has
CCC is calculated as; negative impact on the corporate
profitability. While negative beta coefficient
will represent that aggressive policy has
positive impact on the firm profitability.

Aggressive Investment Policy (AIP) =
Current assets/Total assets

Inventory conversion period =
[inventory/cost of goods sold]*365 ------ (A)

Average collection period = [Account A - : : : -
. 8 ggressive Financing Policy (AFP) =

receivables/sales]*365 “®)  current liability/Total assets

Average payment period = [Account . : P -

payables/cost of goods Sold]*365---—- ©) The higher ratio (AFP) indicates that firm

has adopted aggressive financing policy
CCC=A+B-C (using higher level of current liabilities as
compared to long term debts) and lower
ratio indicates that company has adopted
conservative financing policy (using lower

The study also uses traditional liquidly
ratios (static view) as a measure of working
capital management. The current ratio (CR) o
and quick ratios (QR) are used in this level of short term liabilities as compared to

context. The study uses current ratios aslong_ term debts). The positive be_ta
used by the (Shine and Soenen, 1998.coeff|C|ent of AFP shows that aggressive

Sayuddzaman, 2006; Raheman and Nasr’policy has positively impact on the firm

2007; Talhaet al, 2010; Mohamad and brofitability: _On t_he_other hand negati\_/e
Saad’, 2010: Haye,ljneh e{nd Yassine, 2011;bet_a coefficient |n(j|cate_s that aggressive
Khanet al., 2012 and Usmast al., 2012). pollc_;y _has negatlve_ impact on  firm

Chatterjee (2012) has analyzed the impactprqf'tab'“ty' SO by using AFP .and AP

of QR on the firm profitability. The current ratios we - can analyze the Impact .Of
ratio is calculated by dividing the current aggressive investment ar_1d __flnancmg
asset by current liabilities and quick ratio is policies on the corporate profitability across

calculated by subtracting inventory from cTilrl:feretn'Ejlndustrl;a_s. . irol variabl
current assets and then dividing it by current € study uses firm siz€ as controf variable.
liabilities. The most commonly used measures of firm

size are size of total assets and size of sale.
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This study uses both measures of firm size.That is reason for having larger value of
The total assets size (TAS) is calculated asCCC as compared to other industries. The
taking log of total assets (Usmaat al., current assets to total assets ratio (AIP) and
2012 and Hussaiet al.,2012) and sale size current liabilities to total assets ratio (AFP)
is (TSS) calculated by taking log of total have smaller mean value for the cement
sale. (Gillet al, 2010); Usmart al. (2012)  industry as compared to other industries.
and Hussairet al. (2012) reported positive The highest mean value of ROA is 0.144 for
impact of firm size on the corporate firms in chemical industry. The mean value
profitability. of ROA is 0.085 for the cement industry
. which is lowest as compared to other
Statistical Model industries used in the sample but the
The study uses regression analysis tostandard deviation of ROA for the cement
examine the impact of working capital industry is high. The descriptive statistic
management and its policies on the clearly reveals that working capital policies
corporlate dprofitability aSI used by (Gé;?ia- are different across the industries.
Teruel and Martinez-Solano, 2007; Gé
al., 2010; Hussain et al., 2012 and Usnean Results of One-Way ANOVA
al., 2012). The study develops the One-way ANOVA test is used to analyze
regression model which is run separately onthe difference in the relative degree of
each industry data; aggressive investment/financing policies
ROAi = Bo + B1 (CCC) + B2 (CR): + B3 across the industries. To further examine the
(QR) + B4 (AIP)it + Bs (AFP): + B4 (TAS); + strength of results of ANOVA, a post hoc
Bs (TSS) +e; Least Significance Difference is applied and
the results of the tests are given in the table
2 and 3. The F statics of AIP is 20.855 at
1% of level of significance. It means
aggressive investment policies significantly
differ across the industries. Similarly F
statistics of AFP is 25.978 at 1% level of
significance. It represents that aggressive
Results and Discussion financing policies also significantly differ
across the industries. These results support
our two hypotheses @Hand H;) which
The descriptive statistics provide the mean predict that aggressive investment and
and standard deviation of the variables usedfinancing policies differ across the
in the study. The textile industry has highest industries so klandH- are accepted.
mean values for the CCC of 115 days while
cement industry has lowest mean value of
23.37 days with highest value of standard Panel data regression analysis is run to
deviation of 83.52 days. It means among analyze the impact of working capital
three industries cement industry mangersmanagement and its policies on the
are more efficient in managing CCC. The corporate profitability. The regression
chemical industry firms have the highest model is run on each industry data
mean value of CR with 1.6 but the textile separately to analyze the impact of
industry has lowest mean value of 0.98. Theindependent variables on the dependent
difference between the current ratio andvariable across  different  industry.
quick ratio is highest in textile industry with According to Berry (1993) it is necessary to
having mean value of .98 for CR and .44 for meet the certain assumption before running
QR. It means textile industry firms have the regression analysis. So in this study the
inventory as major part of its current assets.several regression assumptions were

Where ROA is return on assets, CCC is
cash conversion cycle, CR is current ratio,
QR is quick ratio, AIP is aggressive
investment policy, AFP is aggressive
financing policy, TAS is total assets size
and TSS is total sale size.

Descriptive Statistics

Regression analysis
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checked before running regression models.multicollinearity is checked through
Linearity assumption is confirmed through variance inflationary factor VIF. The value
of VIF remains below 10. It means all the

scatter diagram. Normality of data is

checked through normal probability plots. independent variables are sufficiently
Durbin Watson (D-W) is applied to independent. So after confirming the
diagnose first order auto correlation regression assumptions, the regression

problem. The values of D-W test range model is applied on each sector data and
from 1.21 to 1.99 which is near to 2 across results are given in table 4.

the industries. These values of D-W support

that there is no problem of autocorrelation

and regression model applied to all

industries is appropriate. The problem of

Table 1: Descriptive Statistics

Industries CCC CR QR AlP AFP TAS TSS ROA
Mean 23.373 0.998 0.795 0.269 0.285 9.8718 9.4p3 850.0
Cement Standard
Industry L 83.523 0.571 0.544 0.211 0.164 0.47p 0.489 0.118
Deviatior
. Mean 115.216 0.984 0.449 0.445 0.46¢ 9.445 9.5(11 0970,
Textile Standard
Industry L 33.287 0.251 0.132 0.084 0.090 0.44p 0.386 0.044
Deviation
. Mean 47.472 1.603 1.208 0.458 0.333 9.871 9.840 440.1
Chemical Standard
Industry Deviation 59.710 1.090 1.034 0.183 0.129 0.77p 0.714 0.098

Table 2: Results of ANOVA (F-test) and Least Sigraihce Difference for AIP

F Statistics = 20.855***
Industries Mean Difference
Chemical -0.1896***
Cement -
Textile -0.1766***
) Cement 0.1896***
Chemical -
Textile 0.0130
) Cement 0.1766***
Textile -
Chemical -0.0130

* Significant at 10% level
** Significant at 5% level
*** Significant at 1% level

Table3: Results of ANOVA (F-test) and Least Sigrafice Difference for AFP

F Statistics = 25.978***
Industries Mean Difference
Chemical -0.0479*
Cement -
Textile -0.1807***
) Cement 0.0479*
Chemical -
Textile -0.1328*
) Cement 0.1807**
Textile -
Chemical 0.1328**

* Significant at 10% level
** Significant at 5% level
*** Significant at 1% level
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Cement I ndustry investment policy has negative impact on

The value ofR2 is 0.717. It means 71.7% the firm profitability. The coefficient of
variation in ROA ' is .defined by .the AFP is negative and significant at p value of

independent variables which show that the!fss t_han Oll I:] |nd|cate:[_s th_at ag?resallve
model is good fit. The value of beta F';gzc'gg podlcy ?ﬁ negative impac OI? fe
coefficient of CCC is negative and - based on (he regression Tesutts for

significant at p value of less than 0.01. It AFP and AIP hypothesiH, and Hs are

means CCC has significant negative impactreje.c.ted' Th_e .tOt?'. sale size coefficient is
on the ROA which confirm the hypothesis positive but insignificant.

H;. It can be concluded that companies in Chemical I ndustry

the cement industry can improve their
profitability by shortening CCC. The
traditional liquidity measures remain
insignificant which meand$d, and Hs are
rejected. The beta coefficient of AIP is
positive and highly significant at 99% level
of confidence. It means aggressive
investment policy has negative impact on
the corporate profitability saH; is not

The results of the chemical industry little bit
different from the other industries used as
sample in this study. The coefficient of
CCC is positive and insignificant. It means
CCC has no significant impact on the
corporate returns dd, is not confirmed. As
the static view of working capital
management the study uses traditional
liquidity ratios which have insignificant

Z?:n;'r.med' Tthe S'grlj Ohf. bheita ?OQE'C'e?t 1;or impact in corporate profitability of cement
IS negative and nighly significant at p 4 taxtile industries. But the in chemical
value of less than .01. This indicates that.

. : ) . . “industries they have significant impact on
aggressive financing policy has negative the ROA soH, andHs are confirmed. The
impact on the corporate profitability st is

iected. Th ficient of total s Si coefficient of CR is negative and significant
rejected. The coetficient of total assets Size€ 5, p value of less than 0.05. it means CR has
is negative and significant because the firm

SO . . significant negative impact on the ROA
profitability is ROA and assets is : .- o
denominator in measuring ROA. That's while coefficient of QR has positive at p

why it is showing negative impact on ROA value of less than 0.05. The sign of CR is
TSS coefficient is positive and significant at negative while the sign of QR coefficient is

b value of 0.000. That means firm size has positive this difference of sign shows that

i . i h i inventory is turning the direction of impact.
positive  Impact —on € COrporale t means other current assets to current
profitability.

liabilities ratio has positive impact on the
Textile Industry ROA. The coefficient of AIP is positive and
significant at p value of less than 0.05. It
means aggressive investment policy has
negative impact on the corporate
profitability so Hs is rejected. The
coefficient of AFP is negative and
insignificant. It means aggressive financing
policy has negative but insignificant impact
on the corporate returns which measis

f rejected. The coefficient of TSS is positive
at 90% level of confidence. It means firms
with larger size enjoy more profitability.

Regression results are nearly similar to the
results of the cement industry. The
coefficient of CCC is negative and

significant at 90% level of confidence. That
reveals that companies with lower CCC
have improved profitability soH; is

confirmed. The traditional liquidity
measures remain in significant dg andH;

are not confirmed. The beta coefficient o
AIP is positive and significant at p value of
less than 0.1. It means aggressive
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Table 4: Results of Regression

Industries Constant|CCC CR QR AP AFP |TAS |TSS

Beta p

. 0.608 |-0.001 | -0.09 0.059 0.508 0549 -0.275 0.24

Coefficient

t- Value 2.158 |-3.864 | -0.951 | 0.665 3.417 -3.314 -7.419 7.752
Iszet”t Significance [p<0.05 | p<0.01 | P>0.1| P>0.1 p< 0.01 p< Q404 0.01|p< 0.01
ndustry -

Hypothesis | _ _ _ - = -

Conformance H;=yes | H=no H=no H=no H=no

Model _ - Adjusted _ _ e

Summary R=0.846 | B=0.717 R?=0 677|D-W=1.354 | F=18.05**|-

Beta 0.103 |-0.001 | -0.259 | 0.002 0.777 -0.602 0.012 0.016

Coefficient

t- Value 0.423 |-1.73 -1.608 | 0.033 1.914 -1.719  0.265 0.362
ITth"te Significance |P>0.1 | p<0.1 | P>0.1| P>0.1 p< 0.1 p<0l1 P>0.1 0R>
ndustry -

Hypothesis | _ _ - - = -

Conformance Hl—yes |'§— no I'b— no H;— no H5— no

Model _ - Adjusted _ _ -

Summary  |R=0-530 R=0.281| 0. ) 5, |D-W=1.213| F=2.345

Beta -0.231 | 0.0001 | -0.156 | 0.159 0.327 -0.117 -0.0B6 D.11

Coefficient

t- Value -0.558 | 0.155 -2.651 | 2.589 2.257 -0.671 -1.113 1.792
IC';emtical Significance |P>0.1 | P>0.1 | p<0.05| p<0.05 p< 0.05 P>0.1 P>[pxo0.1
ndustry -

Hypothesis _ _ _ _ _ i

Conformance Hi=no | H=yes | H=yes H=no H=no

Model _ _ Adjusted _ _ k|

Summary R=0.645 | B=0.416 R?=0 314 D-W=1.995 | F=4.071

Discussion The traditional liquidity ratios remain in

significant in textile and cement industries.
It means if working capital management is
examined through static view for textile and
cement industries it will not provide any
significant results. So the traditional
liquidity ratios have no any significant
impact on ROA for textile and cement
industries firms. whilebTraditional liquidly
ratios have significant impact on the
corporate profitability of firms in chemical
industry. The current ratio has significant
negative impact on the ROA while QR has
significant positive impact on the corporate
_ Do profitability. it means finance manager in
2011, Usmamt al.,_2012, Mojtahedzadeh et chemical industry can improve corporate
al., 2011; Chatterjee, 20.12 _a_nd Khan et al’profitability by reducing CR and increasing
_2012) who also found significant negative QR. Shine and Soenen (1998): Raheman
Impact ..Of CCC on the corporate and Nasr (2007); Talhat al. (2010) and
profltabll_lty._ The study_ results are contrary Mohamad and Saad (2010) also reported
to the findings of (Gillet al., 201.0 _a.nd significant negative impact of current ratio
Ba”.?’ 20.12) who have found S|gn|f|pant on the corporate profitability. Our results
positive  impact of CCC on the firm are contradicting to the findings of
profitability. (Sayuddzaman, 2006; Hayajneh and

The results show that CCC has significant
negative impact on the ROA for all

industries except for chemical industry. The
coefficient of CCC was positive and

insignificant for chemical industry. So these
results of all industries except chemical
industry reveals that companies which are
efficient in managing CCC has improved
profitability. So the finance mangers can
improve the corporate profitability by

shortening cash conversion cycle. These
results are similar to the findings of

(Karadumanet al., 2011; Nobaneeet al.,
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Yassine, 2011; Usmamt al., 2012 and industries. The results show that cash
Khan et al., 2012) who reported positive conversion cycle adversely affects the firm
impact of CR on the firm profitability. profitability. But in case of chemical
The coefficient of AIP is positive it means industry we haven’t found any significant
as current assets to total assets ratiosupport. So based on the results and
increases than level of aggressivenessliterature it can be concluded that
decreases and firms ROA increase for allcompanies can improve their profitability
industries. These results reveal that by reducing the cash conversion cycle. The
aggressive investment policy has significant static measure (CR and QR) exert
negative impact on the corporate insignificant impact on the corporate
profitability for all industries used as a profitability in all sectors except chemical.
sample. It means in Pakistan those firmsFor the chemical sector CR has significant
have improved profitability that have higher negative impact on the firm profitability
level of current assets as a proportion of while QR has significant positive impact on
total assets. Our results are consistent withthe profitability. These results show an
findings of (Afza & Nazir, 2007 and Afza & interesting fact that, if we eliminate the
Nazir 2009) and contrary to the findings of inventory from current assets and check its
(Carpenter and Johnson, 1983; Gardeer ratio with current liability than the effect
al., 1986; Weinraub & Visscher 1998 and changes. It means it is the inventory due to
Hussail et al., 2012). The coefficient of which CR has significant negative impact
AFP is insignificant in chemical industry on the profitability. So basically among the
but it is significant in other two industries. current assets the value of inventory
The coefficient of AFP is negative and adversely affects the corporate performance.
significant in cement and textile industries. Otherwise increase in current assets
It means as current liabilities to total assets (without inventory) to current liability will
ratio decreases than level of aggressivenesgositively affect the corporate profitability.
decreases and firms ROA increases. So itThe study also examines the impact of
shows that aggressive financing policy hasaggressive investment and financing
significant negative impact on the firm policies on the corporate profitability and
profitability. These results are consistent the results are contradicting with the
with findings of (Afza & Nazir, 2007 and traditional belief. The regression results of
Afza & Nazir 2009) and oppose the findings all industries support that aggressive
of (Carpenter and Johnson, 1983; Gardnerinvestment and financing policies adversely
et al., 1986 and Weinraub & Visscher affect the corporate performance. While
1998). The results also show that firm size traditionally aggressive working capital
has positive and significant impact on the policies should have positive impact on the

corporate profitability. corporate performance. So the results of this
C lusi study contradict the findings of (Carpenter
onclusion and Johnson, 1983; Gardratral., 1986 and

The aim of the study was to empirically Weinraub & Visscher 1998). Like several
examine the impact of working capital studies we also found firm size has positive
management and its policies on the impact on the corporate performance. So
corporate performance. For this purposefrom the results it can be concluded that
three sectors from Karachi Stock Exchange companies in Pakistan can improve the firm
are randomly selected for five years period performance by reducing the cash
2006-2010. The results of the ANOVA conversion cycle and by adopting
show that working capital policies i.e. conservative investment and financing
aggressive investment and financing policies.

policies significantly differ across the
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