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Abstract

This paper analyzes the relation between working capital management and
profitability for small and medium-sized enterprises (SMEs) by controlling for
unobservable heterogeneity and possible endogeneity. Unlike previous studies, we
examine a non-linear relation between these two variables. Our results show that
there is a non-monotonic (concave) relationship between working capital level and
firm profitability, which indicates that SMEs have an optimal working capital level
that maximizes their profitability. In addition, a robustness check of our results
confirms that firms’ profitability decreases as they move away from their optimal

level.

0 This is a preview of subscription content, log_in via an institution [2 to check access.



https://link.springer.com/article/10.1007/s11187-011-9317-8/metrics
https://wayf.springernature.com/?redirect_uri=https%3A%2F%2Flink.springer.com%2Farticle%2F10.1007%2Fs11187-011-9317-8
https://link.springer.com/
https://idp.springer.com/auth/personal/springernature?redirect_uri=https://link.springer.com/article/10.1007/s11187-011-9317-8
https://order.springer.com/public/cart
https://link.springer.com/
https://link.springer.com/journal/11187
https://link.springer.com/journal/11187/aims-and-scope
https://www.editorialmanager.com/sbej
https://link.springer.com/journal/11187

Access this article

Log in via an institution->

C

Buy article PDF 39,95 €

)

Rent this article via DeepDyve [2

Institutional subscriptions >

Price includes VAT (Poland)

Instant access to the full article PDF.

Similar content being viewed by others

Sale
"WEEEIE4?'I?JE’ —_— Average colleclion
' "|“_ pariod (ACP)
L — Cash comversion
sanicd (APF) evele (COC)
Paymant af
kaniitins

Paymant af
laniiting

Profitability and working
capital management: a meta-

Working Capital Management Working Capital Management

in Relation to the Size and

study in macroeconomic and

Profitability of Companies in

institutional conditions

Article 14 March 2024

Notes

2.

the Czech Republic

Chapter © 2022

Practices and Financial
Performance: Evidence from
Serbia

Chapter © 2014

European Payment Index is a report based on an annual written survey carried

out by Intrum Justia in 25 European countries and involves several thousand

companies.

to test for second-order serial correlation. A t-statistic on the difference of

This is a necessary condition to have a sufficient number of periods to be able
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means indicates that this criterion for retaining data does not affect the mean

values of the variables used in our study.

3. The inclusion in the model of the cost of financing as independent variable

does not alter these results.

4. Like Deloof (2003), we find that Cash Conversion Cycle does not affect firms’

profitability when we estimate a linear relationship.

5. In particular, we divided our sample according to mean size and age. Then, we
estimated the model for both firms above and below the mean values. We also
estimated the model for firms above the 90th percentile in order to check
whether we obtain similar results for larger and older firms. The results show

that there is also a concave relationship for these sub-samples.
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Appendix

See Table 7.

Table 7 Mean and median values of firms’ characteristic by size and sector
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