
i 
 

 

An Empirical Examination of the Relationship of Working Capital Management and 

Performance of Nonfinancial Listed Companies at KSE Pakistan 

 

By 

 

Mehwish Jabeen Awan 

01-229112-012 

 

 A thesis presented to Bahria University, Islamabad in partial fulfillment of the 

requirements for the degree of Master of Philosophy 

 

 

 

 

 

December 2013



ii 
 

 

Submission Form of Thesis for Higher Research Degree Bahria University, Islamabad 

Candidate Name: Mehwish Jabeen Awan 

I submitted 3 copies of thesis for examination for the degree of M.Phil, Thesis Titled: 

An Empirical Examination of the Relationship of Working Capital Management and 

Performance of Nonfinancial Listed Companies at KSE Pakistan 

Candidate Signature: ________________________________ Date: 16
th

 December, 2013 

Certificate of Principal Supervisor 

I Dr. Muhammad Ayub Siddiqui being the principal Supervisor for the above student certify 

that thesis is in a form suitable for examination and that the candidate has pursued his course in 

accordance with the Rules of the University. 

Signature: _________________________________________ Date: 16
th

 December, 2013 

 

Recommendation for Examination  

I recommend that the thesis be examined. 

Principal Supervisor: __________________________________ Date: _____________________ 

 

Not Recommended for Examination 

I recommend that the thesis be examined. 

Principal Supervisor: ____________________________________ Date: ___________________ 

Co-Supervisor:__________________________________________ Date: __________________ 

 

Statement by the Head Faculty/Department  

I support the submission of the thesis of the above named student for examination under the 

University Rules for higher degrees. 

Signature: ______________________________________________ Date: _________________ 

 



iii 
 

 

Bahria University, Islamabad 

Approval Sheet 

Submission of Higher Research Degree Thesis 

 

Candidate‟s Name:    Mehwish Jabeen Awan 

Discipline:     Management Sciences 

Faculty/Department:    Department of Management Sciences 

 

I hereby certify that the above candidate‟s work, including the thesis, has been completed 

to my satisfaction and that the thesis is in a format and of an editorial standard recognized by the 

faculty/department as appropriate for examination. 

Signature(s):       

Principal Supervisor: Dr. Muhammad Ayub Siddiqui 

Date: 16
th

 December, 2013 

          

The undersigned certify that: 

1.  The candidate presented at a pre-completion seminar, an overview and synthesis of major 

findings of the thesis, and that the research is of a standard and extent appropriate for 

submission as a thesis. 

2.  I have checked the candidate‟s thesis and its scope, format; editorial standards are 

recognized by the faculty/department as appropriate. 

Signature(s):  

 

Dean/Head of Faculty/Department: 

Date: ________________________ 



iv 
 

 

 

 

Copyright @2013 by Awan, Mehwish 

All rights reserved 

  



v 
 

 

 

Declaration of Authentication 

 

 

I, Mehwish Jabeen, M.Phil student in the Department of Management Sciences, Bahria 

University, Islamabad, certify that the research work presented in this thesis is to the best of my 

knowledge my own. All sources used and any help received in the preparation of this dissertation 

have been acknowledged. I hereby declare that I have not submitted this material, either in 

whole or in part, for any other degree at this or other institution. 

 

 

Signature: _____________________ 

 

 

 

Name: ________________________ 

 

 

 

 

 

 

 

 

 



vi 
 

 

 

 

Acknowledgements 

First of all, I am thankful to ALLAH the ALMIGHTY, the most Beneficial and Merciful 

WHO confiscated all the impediments which I faced during my dissertation and always blessed 

me with HIS bounties. 

Secondly, I want to express my gratitude to my supervisor Dr. Muhammad Ayub 

Siddiqui for his professional guidance, useful advice, parental attitude, support and 

encouragement. I am also thankful to all the authors which I cited in my dissertation. 

Finally, I want to express my thankfulness to all my family members for financial and 

moral support and special thanks to my friends because whenever I felt down, they boosted me 

up by their humor and constructive advice.  

  



vii 
 

 

Dedication 

I dedicate all my work to my Daddy (Nana), parents, brother and sister and my dearest 

friends Zubair Hasan Shahid and Sahar Arshad along with my adorable niece Abiha Fatima.  

 

 

  



viii 
 

 

TABLE OF CONTENTS 

  

Submission Form of Thesis for Higher Research Degree Bahria University, Islamabad .............. ii 

Approval Sheet............................................................................................................................... iii 

Declaration of Authentication ......................................................................................................... v 

Acknowledgements ........................................................................................................................ vi 

Dedication ..................................................................................................................................... vii 

EXECUTIVE SUMMARY ............................................................................................................ 1 

CHAPTER 1:  INTRODUCTION .................................................................................................. 2 

1.1. BACKGROUND OF THE FIELD OF STUDY .............................................................. 2 

1.2. PURPOSE OF THE STUDY ........................................................................................... 6 

1.3. PROBLEM STATEMENT .............................................................................................. 6 

1.4. RESEARCH OBJECTIVES ............................................................................................ 7 

1.5. RESEARCH QUESTIONS .............................................................................................. 7 

1.6. MODEL OF THE STUDY .............................................................................................. 7 

1.7. SIGNIFICANCE .............................................................................................................. 8 

1.8. SCHEME OF THE STUDY .......................................................................................... 10 

CHAPTER 2: REVIEW OF LITERATURE ................................................................................ 13 

2.1. THEORIES RELATED TO WORKING CAPITAL MANAGEMENT ....................... 14 

2.1.1. Pecking Order Theory ............................................................................................. 14 

2.1.2. Agency Theory........................................................................................................ 16 

2.2. LIQUIDITY AND PROFITABILITY TRADE-OFF .................................................... 17 

2.3. RISK AND RETURN QUID PRO QUO ....................................................................... 21 

2.4. SIGNIFICANCE OF OPERATING CYCLE METHOD .............................................. 23 

2.5. CONTROL VARIABLES AND FIRM PERFORMANCE .......................................... 26 

2.6. FOUNDATION OF MODEL ........................................................................................ 30 

2.7. SUMMING-UP .............................................................................................................. 35 

CHAPTER 3: THEORETICAL FRAMEWORK ......................................................................... 36 

3.1. DESCRIPTION OF THEORETICAL FRAMEWORK ................................................ 36 

3.2. DEPENDENT VARIABLES ......................................................................................... 38 



ix 
 

 

3.2.1. Firm Performance ................................................................................................... 38 

3.2.2. Market Dominance.................................................................................................. 39 

3.3. INDEPENDENT VARIABLES ..................................................................................... 39 

3.4. CONTROL VARIABLES ............................................................................................. 41 

3.4.1. Type of Industry ...................................................................................................... 41 

3.4.2. Regime Change ....................................................................................................... 42 

3.5. RELATIONSHIP BETWEEN INDEPENDENT, CONTROL AND DEPENDENT 

VARIABLES ............................................................................................................................ 42 

3.6. RELATIONSHIP BETWEEN INDEPENDENT AND DEPENDENT VARIABLES . 43 

3.7. RELATIONSHIP BETWEEN CONTROL AND DEPENDENT VARIABLES ......... 45 

3.8. SUMMING-UP .............................................................................................................. 46 

CHAPTER 4: METHODOLOGY ................................................................................................ 47 

4.1. UNIT OF ANALYSIS ................................................................................................... 47 

4.2. DATA AND SAMPLING .............................................................................................. 47 

4.3. DATA ANALYSIS METHODS .................................................................................... 48 

4.3.1. Models Employed by Previous Studies .................................................................. 48 

4.3.2. Models Employed in Present Study ........................................................................ 50 

4.4. OPERATIONAL DEFINITIONS .................................................................................. 59 

4.4.1. Operational Definitions of Dependent Variables .................................................... 59 

4.4.2. Operational Definitions of Independent Variables ................................................. 61 

4.4.3. Operational Definitions of Type of Industry and Regime Change ......................... 62 

4.5. SUMMING-UP .............................................................................................................. 63 

CHAPTER 5: RESULTS AND DISCUSSION ............................................................................ 64 

5.1. ROLE OF WORKING CAPITAL MANAGEMENT IN FIRM PERFORMANCE 

ACROSS INDUSTRIES ........................................................................................................... 64 

5.1.1. Role of Account Payable Period in Firm‟s Financial Performance ........................ 64 

5.1.2. Role of Account Payable Period in Market Performance of Firms ........................ 70 

5.1.3. Role of Account Receivable Period in Firm‟s Financial Performance ................... 74 

5.1.4. Role of Account Receivable Period in Firm‟s Market Performance ...................... 80 

5.1.5. Role of Inventory Turnover Period in Firm‟s Financial Performance .................... 84 

5.1.6. Role of Inventory Turnover Period in Firm‟s Market Performance ....................... 89 



x 
 

 

5.1.7. Role of Cash Conversion Cycle in Firm‟s Financial Performance ......................... 94 

5.1.8. Role of Cash Conversion Cycle Period in Firm‟s Market Performance ................. 99 

5.1.9. Role of Working Capital Investment Policies in Firm‟s Financial Performance . 104 

5.1.10.  Role of Working Capital Investment Policies in Firm‟s Market Performance .... 109 

5.1.11.  Role of Working Capital Financing Policies in Firm‟s Financial Performance .. 113 

5.1.12.  Role of Working Capital Financing Policies in Firm‟s Market Performance ..... 118 

5.2. REGIME CHANGE EFFECT ..................................................................................... 123 

5.3. WORKING CAPITAL & MARKET DOMINANCE ................................................. 132 

5.4. SUMMING-UP ............................................................................................................ 135 

CHAPTER 6: CONCLUSION AND RECOMMENDATIONS ................................................ 137 

6.1. COMMENTS ON KEY FINDINGS OF PRESENT STUDY ..................................... 137 

6.2. PRACTICAL IMPLICATIONS .................................................................................. 143 

6.3. ACADEMIC IMPLICATIONS ................................................................................... 144 

6.4. LIMITATIONS AND RECOMMENDATIONS FOR FUTURE RESEARCH ......... 145 

REFERENCES ........................................................................................................................... 147 

APPENDIX ................................................................................................................................. 156 

 

 



1 
 

 

 

EXECUTIVE SUMMARY 

The study deems short term as the main span of analysis by focusing on the working 

capital management which indicates efficiency and short term financial health of the business. 

The relationship of working capital management with market dominance and firm performance 

across industries is analyzed while incorporating both static and dynamic perspectives for 

measuring the liquidity of firms. Furthermore, both financial (ROE and ROS) and market 

performance (EPS and Tobin‟s Q) of non financial sector of Pakistan are analyzed and compared 

across different regimes. The sample of the present study comprises of 100 nonfinancial 

companies listed at Karachi Stock Exchange, Pakistan for the period of 2005 to 2012. The results 

of Dummy variables and Logit & Probit models delineate that there exists differences in the 

performance of nonfinancial sector of Pakistan across different industries and regime. In 

addition, working capital management plays a critical role in the determination of market 

dominance and firm performance. It is also examined that cash conversion cycle has negative 

and accounts payable period has positive relationship with firm performance. Moreover, it is 

investigated that accounts receivable period positively affects financial performance but 

negatively affects market performance. On the contrary, inventory turnover period negatively 

affects financial performance but positively affects market performance. Furthermore, it is found 

that management style varies across industries and working capital management is not a 

statistically significant determinant for all the sectors under study. 

Key Words: cash conversion cycle, working capital investment and financing policies, 

regime change, market dominance, firm performance, agency theory, pecking order theory, 

liquidity, profitability.  


