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Abstract:

Working capital management is a critical component of corporate financial management because it influences a
firm's ability to meet short-term obligations while generating sustainable returns. This study examines the
relationship between working capital management, profitability, and liquidity, with particular focus on
manufacturing and Fast-Moving Consumer Goods (FMCG) sectors. The research framework considers
indicators such as the current ratio, quick ratio, inventory conversion period, receivables collection period,
payables deferral period, cash conversion cycle, and working capital turnover. Profitability is assessed through
measures such as return on assets and operating profit margin, while liquidity is evaluated using current and
quick ratios. The study proposes a comparative empirical analysis based on secondary financial information of
selected companies from the two sectors. Correlation and regression analysis can be applied to examine the
association between working capital efficiency and financial performance. The study is intended to identify
how efficient management of inventory, receivables, payables and cash can contribute to profitability without
compromising adequate liquidity. The findings are expected to provide useful insights for finance managers,
investors and researchers regarding short-term financial management and sector-specific working capital
practices.

Keywords — Working Capital Management, Profitability, Liquidity, Cash Conversion Cycle, Manufacturing
Sector, FMCG Sector, Financial Performance.
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I. INTRODUCTION

Working capital refers to the funds invested in
current assets and current liabilities required for the
day-to-day operations of a business. It generally
includes cash, inventories, trade receivables and
other current assets, together with trade payables and
short-term obligations. Effective working capital
management aims to maintain an appropriate
balance between liquidity and profitability.
Excessive investment in current assets may reduce
returns, whereas inadequate working capital can
create difficulties in meeting obligations and
maintaining smooth operations.

The manufacturing sector typically requires
substantial investment in raw materials, work-in-

progress and finished goods. The FMCG sector, in
contrast, is characterized by high sales volumes,
frequent inventory movement, extensive distribution
networks and significant short-term operating
transactions. These differences make working
capital practices an important area for sector-wise
financial analysis.

Profitability and liquidity are closely connected
with working capital decisions. A firm may improve
profitability by reducing idle current assets, but
aggressive reduction of working capital can increase
liquidity risk. Therefore, managers must determine
an efficient level of working capital that supports
operations without unnecessarily locking funds in
short-term assets.
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This study focuses on the impact of working
capital management on corporate profitability and
liquidity and proposes a comparative analysis of
manufacturing and FMCG companies. The research
considers key working capital indicators and
financial performance measures to understand
whether efficient working capital practices are
associated with stronger financial outcomes.

A. Need and Significance of the Study

Working capital decisions affect the operating
cycle, cash availability and short-term financial
stability of a company. Manufacturing and FMCG
firms have different operating structures, making
comparison useful for understanding sector-specific
requirements.

The study is significant for finance managers
because it highlights the relationship between
inventory, receivables, payables and cash
management and overall financial performance. It
can also assist investors and researchers in
interpreting short-term financial efficiency while
evaluating corporate performance.

II. LITERATURE REVIEW

The literature on working capital management
generally examines whether efficient control of
current assets and current liabilities contributes to
profitability. Researchers have frequently used the
cash conversion cycle and its components as
measures of working capital efficiency.

Deloof (2003) examined Belgian firms and
reported a relationship between working capital
management and profitability, indicating that
managers can influence profitability through the
management of receivables, inventories and
payables.

Shin and Soenen (1998) studied the relationship
between the net-trade cycle and corporate
profitability and highlighted the importance of
efficient management of the operating cycle.

Raheman and Nasr (2007) examined Pakistani
firms and reported a relationship between working
capital management and profitability, emphasizing
the importance of managing current assets and
current liabilities efficiently.

Lazaridis and Tryfonidis (2006) investigated
Greek listed companies and reported an association
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between cash conversion cycle components and
profitability. Their work supports the wuse of
inventory, receivables and payables periods in
working capital analysis.

A. Research Gap

Existing studies provide evidence that working
capital management can be associated with
profitability, but sector-specific comparisons
between manufacturing and FMCG companies
remain useful because their operating cycles,
inventory characteristics and credit practices differ.
The present study addresses this gap by proposing a
comparative empirical framework using common
working capital and financial performance
indicators.

III. RESEARCH METHODOLOGY
A. Research Design and Approach

The study follows a descriptive and analytical
research design. The descriptive component
identifies the working capital and financial
performance patterns of selected manufacturing and
FMCG companies. The analytical component
examines the relationship between working capital
indicators, profitability and liquidity.

B. Data Source and Sample

The proposed study uses secondary financial data
obtained from published annual reports, company
financial statements and reliable financial databases.
Selected listed companies from the manufacturing
and FMCG sectors can be considered for a
comparable study period. The final sample size and
study period should be stated after the companies
and years are finalized.

C. Variables of the Study
TABLE I— VARIABLES AND INDICATORS
Variable Indicators

Working Capital Management Current Ratio, Quick Ratio,
Inventory Conversion Period,
Receivables Period, Payables

Period, Cash Conversion Cycle,
Working Capital Turnover

Profitability Return on Assets, Operating
Profit Margin
Liquidity Current Ratio, Quick Ratio

D. Statistical Tools
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Descriptive statistics can be used to summarize the
financial indicators. Pearson correlation can be
applied to examine the strength and direction of
relationships between working capital measures and
profitability or liquidity. Regression analysis can be
used to examine the predictive association between
working capital efficiency and selected performance
measures. Comparative sector analysis can be used
to identify differences between manufacturing and
FMCQG firms.

E. Hypotheses

Ho: Working capital management has no
statistically significant relationship with corporate
profitability and liquidity.

Hi:  Working capital management has a
statistically significant relationship with corporate
profitability and liquidity.

IV. OBJECTIVES OF THE STUDY

* To examine the relationship between working
capital management and corporate profitability.

* To analyze the relationship between working
capital management and corporate liquidity.

* To study key working capital indicators such as
inventory, receivables, payables and cash conversion
cycle.

* To compare working capital practices and
financial outcomes between manufacturing and
FMCQG sectors.

* To identify practical working capital
management measures that can support financial
performance.

V. PROPOSED ANALYSIS AND DATA
INTERPRETATION
A. Working Capital Indicators

TABLE Il — KEY WORKING CAPITAL INDICATORS

Indicator Purpose

Current Ratio Measures ability to meet current

liabilities using current assets.

Quick Ratio Measures short-term liquidity

excluding inventory.

Inventory Conversion Period Indicates average time inventory

remains before sale.
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Indicates average time required
to collect credit sales.

Receivables Collection Period

Payables Deferral Period Indicates average time taken to

pay suppliers.

Measures the time between cash
outflow for operations and cash
recovery from customers.

Cash Conversion Cycle

B. Profitability and Liquidity Measures
TABLE Il — PERFORMANCE MEASURES

Measure Interpretation

Indicates profit generated from the
asset base.

Return on Assets

Operating Profit Margin Indicates operating profitability

relative to sales.

Current Ratio Indicates short-term solvency and

liquidity.

Indicates immediate short-term
liquidity.

Quick Ratio

C. Comparative Sector Analysis

The manufacturing sector is expected to show
greater emphasis on inventory and production-cycle
management because of raw materials and work-in-
progress requirements. FMCG companies may show
faster inventory turnover and shorter operating
cycles because products are sold frequently. These
are proposed analytical expectations and should not
be treated as empirical findings until actual company
data are analyzed.

D. Correlation and Regression Analysis

Correlation analysis can be used to test whether
working capital efficiency indicators are associated
with profitability and liquidity. Regression analysis
can further examine the predictive contribution of
selected indicators after the final dataset is prepared.
Actual coefficients, significance values and
conclusions should be reported only from the
finalized company-level data.

VI. DISCUSSION OF EXPECTED FINDINGS
The study is expected to provide a clearer
understanding of how the management of inventory,
receivables, payables and cash affects corporate
financial performance. Efficient working capital
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practices may reduce unnecessary financing
requirements and improve the utilization of funds.
However, excessive reduction in current assets can
also create liquidity pressure.

The comparative framework may also demonstrate
that an appropriate working capital policy depends
on sector characteristics. Manufacturing firms may
need to balance production-related inventories with
cash availability, while FMCG firms may place
stronger emphasis on rapid inventory movement,
distribution and receivables management.

VII. KEY AREAS OF ANALYSIS

* Cash conversion cycle and its relationship with
profitability.

* Inventory management and operating efficiency.

* Receivables management and collection
efficiency.

» Payables management and supplier-credit
utilization.

* Liquidity position and short-term financial
stability.

» Differences in working capital practices between
manufacturing and FMCG sectors.

VIII. PRACTICAL RECOMMENDATIONS

» Companies should regularly monitor inventory
levels and avoid excessive accumulation of slow-
moving stock.

* Receivables should be monitored through
appropriate credit policies, ageing analysis and
timely collection procedures.

 Supplier payment schedules should be planned
carefully to use available credit without damaging
supplier relationships.

* Cash-flow forecasting should be used to identify
short-term funding requirements in advance.

* Working capital ratios should be reviewed
together rather than relying on a single indicator.

» Sector-specific working capital benchmarks
should be considered when setting internal targets.

IX. PRACTICAL IMPLICATIONS

The study can provide finance managers with a
structured framework for monitoring short-term
financial efficiency. For investors and analysts, the
indicators can provide additional context when
interpreting corporate profitability and liquidity. For
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researchers, the comparative approach can support
further sector-wise studies of working capital
management.

X. LIMITATIONS OF THE STUDY

* The study depends on the availability and
accuracy of published secondary financial
information.

* Results may vary according to the companies
and years selected for analysis.

» Sector characteristics may limit direct
comparison between manufacturing and FMCG
companies.

* Financial performance can be influenced by
several factors beyond working capital management.

* Correlation and regression results should be
interpreted as statistical associations unless a
research design supports causal inference.

XI. SCOPE FOR FUTURE RESEARCH

Future research can extend the sample to
additional industries and a larger number of
companies. Researchers may also incorporate
macroeconomic conditions, firm size, leverage, sales
growth, interest rates and corporate governance as
additional explanatory variables. Longitudinal
studies can examine changes in working capital
policies over longer periods.

XII. CONCLUSION

Working capital management is an important
component of corporate financial management
because it affects both liquidity and profitability.
The proposed study provides a framework for
examining how inventory, receivables, payables and
cash conversion influence the financial performance
of manufacturing and FMCG companies.

A balanced working capital policy is important
because excessive investment in current assets may
reduce profitability, while insufficient working
capital may increase liquidity risk. A comparative
sector analysis can help identify operating-cycle
differences and support more appropriate working
capital policies. The final empirical conclusions
should be based on the actual financial data selected
for the study.
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XIII. APPENDIX: DATA COLLECTION
FRAMEWORK

The secondary-data framework may include the
following information for each selected company
and financial year: current assets, current liabilities,
inventory, trade receivables, trade payables,
sales/revenue, cost of goods sold, total assets,
operating profit, current ratio, quick ratio, inventory
conversion period, receivables collection period,
payables deferral period, cash conversion cycle and
working capital turnover.
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