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Abstract: The present article examines the 

effects of working capital management on 

the profitability & performance of Glaxo 

Smith Kline pharmaceutical business, which 

was listed on the Karachi Stock Exchange 

from 1996 to 2011 

. An examination of dynamic panel data from 

manufacturing companies is taken. The study 

was done by using both static models like the 

ordinary least square (OLS), fixed and 

random effects as well as dynamic models 

like the difference generalized method of 

moments (GMM) and system generalized 

method of moments (SGMM). The findings 

indicate that while the cash conversion cycle 

(CCC) has a negative impact on return on 

assets, the inventory conversion period (ICP) 

and payment deferral period (PDP) are 

positively correlated with return on assets. 

Keywords:   Working Capital, Profitability. 

Introduction:  

            Working capital management is a 

crucial component of a company's financial 

affairs that directly influences the company's 

profitability and liquidity. Profitability and 

liquidity are the two opposite sides of the 

same coin. A company's optimal level of 

liquidity ensures that it can pay its short-term 

obligations, and a prosperous enterprise can 

guarantee effective flow management. 

Liquidity demonstrates a company's capacity 

to meet immediate obligations. A company 

should execute everyday business activities 

while maximizing its liquidity and 

profitability. Working Capital Management 

includes the working capital proportionate 

balance, components, such as debtors, 

inventory, and payables, as well as the 

efficient use of cash in day-to-day activities. 

Minimizing the need for working capital 

while generating the greatest amount of 

income is the goal of effective  working 

capital balance optimization (Ganesan, 

2007). The profitability of the company and 

its working capital efficiency are strongly 

correlated. The profitability of a corporation 

can be thought of as its capacity to generate 

profits. By subtracting costs from the 

revenue earned while producing that income, 

profit is calculated. Profitability is the 

promise for a company to remain a going 



DogoRangsang Research Journal                                                 UGC Care Group I Journal 
ISSN: 2347-7180                                                                             Vol-12 Issue-02 Nov 2022 
 

concern in the world of business, so we can 

use profitability as a measure of a company's 

financial performance. Effective working 

capital management is very important due to 

its significant effect on a company's 

profitability and the fact that it increases 

profitability. Profitability can be used as a 

gauge of a company's financial performance 

because it represents a company's ability to 

continue operating in the business sector. 

Because it has a big impact on a company's 

profitability and because it boosts 

profitability, effective working capital 

management is crucial. However, 

underinvestment in working capital can also 

cause liquidity issues for management. The 

performance of the company and profitability 

also significantly depend on the financial 

managers' capacity to successfully and 

efficiently handle their payables, inventories, 

and receivables. By analyzing the ways 

pharmaceutical businesses manage their  

Definitions of  Key Terms : 

       Return on assets:- Return on assets 

(ROA) is a ratio that compares a company's 

average total assets over the course of a 

financial year to its yearly net income. It 

details the effectiveness and development of 

the company's use of its resources to produce 

income. This ratio measures profitability. 

Total yearly net income divided by the 

average total assets throughout a financial 

year is the method for calculating return on 

assets. 

Debtors turnover ratio (DTO): This metric 

reveals how frequently a company collects 

its accounts receivable. High ratio improves 

the company's liquidity. It is calculated by 

dividing net credit sales by the typical 

amount owed. For things bought on credit, 

suppliers should be paid promptly, and a low 

ratio could indicate delayed payments. 

Although a high ratio of on-time payments is 

preferred, the corporation should always use 

the suppliers' available credit. It is derived by 

dividing the average account payables by the 

net credit purchase. 

Inventory turnover ratio (ITO): From 

industry to industry, the inventory turnover 

ratio might differ dramatically. Low ratios 

indicate slow moving or out-of-date 

stockpiles, whereas high ratios indicate fast-

moving inventories. Maintaining an 

excessive amount of inventory can also lead 

to a low ratio. By keeping superfluous 

inventories, money that could be used for 

other profitable businesses is cleaned up. 

Sales divided by inventory is the formula for 

computing inventory turnover ratio. 
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Current Ratio:-  The current ratio measures 

the proportion of a company's current assets 

to its current liabilities. It is the most popular 

technique for determining a company's 

liquidity and assesses its capacity to pay 

down short-term debts. Therefore, current 

assets  divided by current liabilities in a 

specific financial year is the formula for 

calculating the current ratio. 

Literature Review : 

 Abbasali Pouraghajan and Milad 

Emamgholipourarchi:- Empirical research 

on the effects of working capital 

management on profitability and market 

appraisal of companies listed on the Tehran 

Stock Exchange was conducted by Abbasali 

Pouraghajan and Milad 

Emamgholipourarchi. With this goal in mind, 

they examined a sample of businesses from 

2010 to 2014 that were listed on the Tehran 

Stock Exchange. Furthermore, they 

measured these two parameters using a 

variety of variables. According to the 

research's anticipated findings, there is a 

strong correlation between a company's 

profitability and its capacity to manage its 

working capital effectively. The study's 

findings also indicate that management can 

increase the profitability of the company by 

reducing the cash conversion cycle and the 

ratio of total debt to total assets. 

 Kulkanya Napompech:- The effect of 

working capital management on profitability 

was examined by Kulkanya Napompech.This 

study's main goal was to examine how 

working capital management affects 

profitability. A panel sample of 255 

companies listed on the Stock Exchange of 

Thailand between 2007 and 2009 was used to 

calculate the regression analysis. As a result, 

operating earnings and inventories were 

found to be inversely related. Both the 

conversion time and the collection period for 

receivables. However, extending the 

payables deferral period has little impact on 

profitability. The results also showed that the 

gross operating profit is influenced by the 

features of the industry. 

Ravi Varma & Yogesh Varun:- Working 

capital management and business 

profitability: An examination of dynamic 

panel data from manufacturing companies 

[6] Using both static models like the ordinary 

least square (OLS), fixed and random effects 

as well as dynamic models like the difference 

generalized method of moments (GMM) and 

system generalized method of moments 

(SGMM), this study examines the effects of 

working capital management on the 



DogoRangsang Research Journal                                                 UGC Care Group I Journal 
ISSN: 2347-7180                                                                             Vol-12 Issue-02 Nov 2022 
 

profitability performance of manufacturing 

firms from 2007 to 2018. The findings 

indicate that while the cash conversion cycle 

(CCC) has a negative impact on return on 

assets, the inventory conversion period (ICP) 

and payment deferral period (PDP) are 

positively correlated with return on assets. 

Mobeen Ur Rehman and Naveed Anjum :-

In this essay, the working capital and 

profitability of the Indian IT company (TCS) 

are primarily analyzed. This study 

demonstrates a negative correlation between 

the inventory turnover ratio and return on 

assets, both when excluding and considering 

revaluation, demonstrating that the firm's 

return on assets should increase as inventory 

turnover increases. Additionally, the analysis 

demonstrates a bad correlation between the 

debtor turnover ratio and return on capital 

employed. 

Sarbapria Rai:- The author studied the 

effects of working capital management on 

profitability using 311 Indian manufacturing 

firms over a 14-year period, from 1996 to 

2010, and included the debtors turnover 

ratio, inventory turnover ratio, debt ratio, and 

many other ratios for measuring the working 

capital and return on assets. As a result, 

according to this study, there is a positive 

relationship between working capital 

management and the profitability of the 

company. 

Objectives of the Study: 

The major objective of the  present  study  is 

to empirically investigate how working 

capital management affects profitability. To 

check whether working capital management 

(DTO,CTO,ITO,CR) have any meaningful 

relationship to profitability (ROA). 

Sources of Data Collection: 

The author gathered secondary data from  

Glaxo Smith Kline pharmaceutical business, 

which was listed on the Karachi Stock 

Exchange from 1996 to 2011, to examine the 

relationship between the above  two 

variables. The variables of account 

receivable turnover, creditors turnover, 

inventory turnover, and current ratio were 

used as working capital management criteria 

in the study, while the variable of return on 

assets ratio was used to determine the 

profitability of the organization.  

Modelling Framework:- 

 The following best fitted variables 

have been determined after examining 

theoretical literature in order to quantify the 

effect of working capital management on 

profitability, and the following equation has 
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been developed to examine the relationship 

between working capital management and 

profitability: 

ROA= βo+β1CTO+ β 2DTO+β3ITO+ 

β4CR+ε Where ROA is the return on assets 

ratio, CTO is the creditors turnover ratio, 

DTO is the debtors turnover ratio, ITO is the 

inventory turnover ratio and CR is the 

current ratio. Where ROA is dependent and 

the remaining are independent variables: 

The ε is the error term. In the above 

equation, β1 is expected to be negative but 

the researcher is not very sure about it, so it 

has to be determined (CTO ≤?), β2, β3, β4 

are expected to be positive (β2DTO≥0, β3 

ITO≥0, β4CR ≥0). All data was obtained 

from annual report of Glaxo smith Kline 

pharmaceutical company, sample size is 16 

i.e. from 1996 to 2011. Following is the 

hypothesis which has to be tested in this 

study. 

H0   β1=β2=β3+β4=0 

H1  β1+β2+β3+β4 ≠0 

Analysis of Data: The statistical significance 

was verified by the Coefficient, Standard 

Error Test, T-statistics, Adjusted R-squared, 

F-statistic, Prob.(Fstatistic) and the Durbin-

Watson statistics. 

To examine the data, the following analysis 

was done. The descriptive statistics of the 

data is: 

Table1. 
Sample: -
2018-22 
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O
A 

D
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C
T
O 

IT
O 

C
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an 

3
5
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5
6
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4
3
7
5
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0 
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00 
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1
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0
0
0 
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. 
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v. 

1
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3
3
0
0
2 
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30 

4
.
4
8
6
5
5
4 

1.
07
97
79 
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9
1
5
6
9
6 
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0
.
6
9
0
6
7
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22
89 

-
0
.
2
5
2
0

1.
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85
55 

-
0.
1
2
3
7
6
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9 
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5
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9
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5
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7
5
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1
6 
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6 

16 1
6 

Table-1  Explaining   the descriptive 

statistics which covers The Mean, 

Median, Standard Deviation and other 

results. 

 

Table2:- The Correlation 

Matrix: 

  The above data shows that there is a strong 

positive relationship between return on assets 

(dependent variable), debtors turnover, and 

inventory turnover ratios (independent 

variables). Additionally, the above number 

shows that there is a moderate relationship 

between creditors turnover and dependent. 

 R
O
A 

D
T
O 

CT
O 

IT
O 

CR 

R
O
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1.0
00
00
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0.9
89
98
4 

0.6
38
53
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14
4 

0.8
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14
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0 
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1 
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8 
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1 
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4 
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0 

0.8
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8 

C
R 
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14
0 
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6 
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1 
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8 

1.0
00
00
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Results of  Regression. The equation's 

regression findings are as follows 

Findings of the Study: 

The econometric test applied through E-

views shows that  statistically significant 

relationship exists between the dependent 

variable and independent variables from the 

model. The above regression results showed 

that CTO, DTO and ITO have a positive 

significant impact on ROA, but there was  no 

significant impact of CR on ROA. Also, the 

adjusted r-squared  shows that the above 

mentioned independent variables effect the 

dependent variable by 98.8 percent. 

The study's findings indicate that working 

capital management significantly affects a 

company's profitability. Therefore, managers 

can increase the profitability of their 

companies by reducing the inventory 

turnover, the ratio of accounts receivable, 

and the percentage of creditors, but there is 

no discernible impact of changing the current 

ratio's value on profitability. The results  

show that the organization can boost its 

profitability through effective working 

capital management. The pharmaceutical 

industry will gain from this study by 

Dependent 
Variable: 
ROA 

  

Method: 
Least 
Squares 
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managing their working capital effectively, 

which will increase their profitability. 

Conclusion: 

       As the above results shows that there is a 

positive relationship between debtors 

turnover (DTO) and return on assets(ROA), 

between inventory turnover(ITO) and ROA 

and between creditors turnover (CTO) and 

ROA, but there is no significant relationship 

between Current ratio and ROA, so the null 

hypothesis has been rejected. Hence, the 

interpretation of results is that by increasing 

debtors turnover and inventory turnover and 

by decreasing creditors turnover ratios, the 

company can increase its profitability but 

there is no significant effect of increasing or 

decreasing the current ratio on profitability. 

Therefore, the results of the research indicate 

that through proper working capital 

management, the company can increase its 

profitability. This above study will benefit 

and contribute to the body of knowledge by 

identifying how Pharmaceutical companies 

manage their working capital in the most 

effective and efficient manner in order to 

multiply profitability of the business. 

 

Scope for Further Research: 

       There is a need for further research in 

the area of describing the variables effecting  

profitability because there might be some 

more variable effecting the profitability of 

the business. 
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