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The Effect of Working Capital Management on Corporate Performance
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Abstract This study examines the effect of firms' working capital management on their performance for a sample
of non-financial companies listed on the Korea Exchange (KRX). The working capital and corporate performance are
measured as the ratio of the net working capital to sales and return on assets, respectively. The results are as follows.
First, there is no significant relationship between the working capital and corporate performance in the total sample.
Second, the working capital is positively related to the firms' performance in the negative working capital group while
the working capital is negatively related to the corporate performance in the positive working capital group. These
findings indicate the existence of an optimal working capital level for firms. Third, the firms' financial constraints
have no effects on the relationship between the working capital and corporate performance. This suggests that there
are no interactive effects among the working capital, financial constraints, and profitability of the firms. This study
implicates that managers should consider the different roles and impacts when developing an efficient working capital
management strategy.
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Table 1. Summary of financial information for sample

firms
Average
Items e
(billion Won)

Current assets 684.6
Total assets 1,905.5
Current liabilities 522.3
Total liabilities 772.5
Sales 1,709.1
Earnings before interests and taxes 14,6
Advertising expenses 124.2
Pay-out ratio 27%




RAEBE7E 7198 T vA e FF

19 =L

(working capital) S SHHUFTZE
W A 3 A w2

D} 13 o 2 A7l A" Z}E%
A, olE AIAIE Ars et FdH A7
g A} H(panel data)l 3T
2 Tes] H2ARS(OLS) 39
}=](unobserved character)2] =22 OJEH a3
& %(consistent) ] A S+
TolAE A e &
& o]&e A3

e o -y Ho
N

£ 2L

ofk

e} od ARE e

ol ek WA
#Jatol 4 (17 g

re lfol- m“’

t

FP;,=py+ WC;,_+ B,SIZE;, |+
+BIGR -+ B3AD; At ey

oJ7)1A, FP(719A4 ), WC(SAAE), SIZE(Z TR,
LEV(TXHH]E) GR(448), ADCFIAH), A(H

*3) (223N, kA 19}t 27 7193 A

A (A E-ARE o]9]
AWFZA AR ] 7|94 7}
a3E FEE Wl s =
(endogenelty)«] —rxﬂ = o}] pe 6} TR

( r1o
i oox ¥ >
Eoox oo

_l

9 A (1)E 4 oh

ﬂ—ﬁ A7 H] =9 =44

Ae o %Lﬂr. TFE2] 7 Al(economy of scale)

2 QlEf eIt 2 V9YFE et v A9E %L
M 7199 FEIF 255

V5o RM 7—15-7]'

752 o] U9 1
o & WY g4 ol
o7 A3t FALE

I 7197HA] Tl K)ol #ATE EAFTE
19ATH9,11]. o= AE] =2 799+
g 22 A77]3](growth opportunity)E E-f-gl
& A% A At g Ao A& 71948 %
s Tol A Fan] A Ee] 7194

o TR FFe vt At RuEHIG

o
ry
)
il

o
=il _1
w3
—[n:
rO

_
-
<

v

2

Aol
A7jto] 7

_L4

>~I

27N wpel o] AadT
[}

o
A =
ol
-

o,
:Jd
2
=
0
rir
FO{I
u
rlr
1
o
T )

o & g

4z Mo H

—
—
'

A7 %—7}@011 9

715 aHd 45 44

[e]
ol
> 2
SO
Lok g
o
oft
L
r
e
ks
+ 1
3w
i Hr
Morlroyo oAt
o 22

=)
FRECIPN
ox
fu)
(o
K3
= 19

o
B

(optimal working capital level)©] &3
AARGE whebA 7]§fo] EAkEe] AR
Hop 92 i) RS BAdk Ak
Aol M ErApEe] 711 el M= g ol
& 7hedE wiAIE] of|Th ole @ A e
Ao A BES Ao Z 9 2 (1)S 9]
A, AR 7194 ﬁ]'f’ﬂ
7]'*“ o] Zﬂ7]

dlo
o

¥ yo o2 ol

=
Lo my

oo Hr 2

K
I

ox
K
ok
mlo rl

ro (5
dr rfz

%

= OFO e}

>
>,

4 o
i Ho

Jo
1o o
ot
=
o2
ot gt
[o

o
o

)

)

o

2

o M

2

ol

f

o

e

FN

1o

oy, Mo 1‘N

Yoa oy
l‘U -
ol X
ol

ro o
i)
Ay
o1
e

Mol 3o
e
rlo
=
td
il
>

N9e 27 AR serFe] SAARR e ]
2o

N
e gz e, 2ztel BaE A
o

-~

2 3fo] kA AfE A !(1)—‘ o] &gk A& F7F A
3o}

A 52 A 2K(financial costraints)¥ F2F2] #AE vk

Aol w2, A Aeks d 7199 A5

AL Fapol v]E) AR Fatol| v oRlsizIth
a

& 79T E AR 1%4401 *i%% BTt
[2]. ©1213F ATFEL SAAE 3k T2} 7] e A
A g whet gt = QlSS AlAbeth g AT
z S UE APATEL AFA Ao oS Ak
she 7o 2A] vket dE5S AAsd dF
Tl A= Bl e Spayout ratio)o] AF-Z AekS 2
st MR 88 F qdvka FestH14]. ol &

E AFME WS AFA Ak e

e rXL r&



FFAVE &8 =B AT A6, 2016

sto} vl gko] AL 719432 7he] Ao
A e 9Is FrHHoR A, o)y 2

ATEFE A, A ()eleh AFA Aleke W
4 (dummy variable)®} A 7ke] W=}

SH(interaction term)S = HHG] F713 4] (2)9} 2t}

f
finj
=
rE

FPi =Byt BWC -+ B, WC X Dy + B3SIZE;
+BLEV, o+ B5GR; + BeAD; -+ A+ ey,

@
A A lelM A (D)3 (F sk WsE
& o 2ol SAFH

FP(719743h « ARt doll &

WC(EAARD) (st 5-2f)/ml &
WCXD(AARHWC) A2 Aok T v ax(D) <]
WA - AFA A v 7 ARER 7Y
o] v o] 2] FXHgk(median) Kok B2 74
1, ofi9 022 3743k

SIZE(Z1QTE) : In(FAHD

LEVCEAHEE) « 258A/&2A21E

GR(4E) - A7) viE) div] 3719 wiE g5

AD(FILH]) - gand 2 u) /ol 2

A (2)oM 9] WAL AFA Aleke Ad 719 1
22 & 71]] Rl ARl 7194 el vA=
= A

H
ol o %A BhEA| 1 Aol E Asfnd fi

Ve aHGE B V19 AR Ak Ad
71902 ekl SIZE(I Tty e FARte] A
Z(natural logarithm) FHoZ =3, WC(HAF
)] A$- 71GHEENE BASY] 8t SRS
mjEdo R e ghg AMEE) olE ek 5 WS
A 7S A FE(normal distribution)ol]l 7FEA W
a1 o]k (heteroskedasticity) &2 18F A& 343}

el 71948 5 Advhs HelA fgsich

3.1 7|=EAHEA

M
WS 7124 BARY duke [E 209 2k ¥
2 AAE 200N E HHOR & A5 FARIYol

2] E(ROA)Q] HlE 4%, FFHAE= 6%, A4 #
WirS 47t -52%, 45% LrEbskeh miEe giv] %
Ao R ZAE SAARLWC) Y] Hite 14%, TF
HAAFE= 38%0] 3L Hagkat Ak 42 -852%, 343%
olt}y. Ze|aL 7)TFE(SIZE)E 25.56, S-AH]E(LEV)
2 43%, AFEGR)E 11%, "I&d oy 4
(AD)= 1%Z A8tk

I~

£l
>
S
=

)=
AN = 1% TEo2 A2

2
- - AR A I} A
@9l AN ek o] ATA Aok ey 2y EHFTR P
o
S e wd BR )5 wWgase) Sagke BT
Table 2. Sample characteristics
ROA WC SIZE LEV GR AD
overal Mean 0.04 0.14 26.56 043 0.11 0.01
, std. Dev. 0.06 038 1.45 0.19 047 0.02
Observations -
Min 052 852 23.00 0.04 075 0.00
2,052 Max 0.48 343 32.70 1.58 12.83 0.3
Negative WC Mean 0.02 2020 2681 0.60 0.3 0.01
Observations std. Dev. 0.06 0.4 1.58 0.15 0.61 0.02
Min 052 852 23.50 0.2 2075 0.00
326 Max 022 20,0010 31.00 1.58 1059 0.13
Posiive WC Mean 0.05 026 2647 037 0.10 0.01
Observai Std. Dev. 0.06 027 1.39 0.16 041 0.02
servations
Min 2036 0.0002 23.00 0.04 2066 0.00
1,526 Max 0.48 343 32.70 142 12.83 0.2

Note : ROA is return on total assets; WC is the working capital scaled by sales; SIZE is the logarithm of total assets; LEV is the
total liabilities divided by total assets; GR is the growth rate of sales; AD is the advertising expenses scaled by sales.
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performance: overall observations
Table 3. Correlation matrix of variables Coef. ! Pt
WC 0.004 1.04 0.30
ROA wC SIZE LEV GR
SIZE -0.050 -10.97 0.00
we 0.112 LEV 0.020 1.37 0.17
SIZE 0.122° -0.120" GR 0.013 5.96 0.00
LEV 20205 | -0.590° | 0.078° AD 0173 L7 0.24
. : N CONS 1359 11.27 0.00
GR 0.082 -0.182 -0.002 0.051
- Overall R’ 0.0156
AD 067" .080° : -0.132 014
0.067 0.080 0.056 013 00 F-stat.(P-value) 35.24(0.00)
Note : ROA is return on total assets; WC is the working capital scaled Observations 2,052

by sales; SIZE is the logarithm of total assets; LEV is the total
liabilities divided by total assets; GR is the growth rate of sales; AD
is the advertising expenses scaled by sales.

* denotes significance at 1%

® denotes significance at 5%
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Note : The dependent variable is ROA(return on total assets); WC
is the working capital scaled by sales; SIZE is the logarithm of
total assets; LEV is the total liabilities divided by total assets; GR
is the growth rate of sales; AD is the advertising expenses scaled
by sales.
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we 0.013 | 232 | 0.02 | -0.016 | -1.94 | 0.5 2 (2)E ol&stt
SIZE -0.027 | -3.10 | 0.00 | -0.064 | -12.23 | 0.00
LEV -0.016 | -0.70 | 048 | 0085 | 447 | 0.00 Table 6. Financial constraints and working capital-firm
GR 0.014 | 3.81 | 000 | 0013 | 451 | 0.00 performance  relation: negative(positive)
AD 0226 | -0.77 | 044 | 0.189 | -1.16 | 025 working capital group
CONS 0.768 322 | 0.00 1.719 1247 | 0.00 Negative WC Positive WC
Overall R 0.0245 0.0195 Group Group
Fostat Coef. t P>t Coef. t P>t
' 5.96(0.00) 51.29(0.00) WC 0.003 0.08 0.93 -0.019 | -1.71 0.09
(P-value) WCxD 0010 | 029 [ 077 [ 0004 [ 041 [ 068
Observations 526 1,526 SIZE -0.028 | -3.11 0.00 -0.064 | -12.22 | 0.00
. ) . LEV -0.016 | -0.72 0.47 0.084 4.42 0.00
Eflote: Til? depen_(:elnt valrlzblbe is ?OAérI&;;m_ ortlhtotlal asi;rlts); \thCtlT GR 0.014 3.80 0.00 0013 451 0.00
e working capital scaled by sales; is the logarithm of total
assets; LEV is the total liabilities divided by total assets; GR is AD 0228 | 077 | 044 | -0.183 | -L1L | 027
the growth rate of sales; AD is the advertising expenses scaled by CONS 5 0.773 3.3 0.00 L719 1246 | 0.00
ales, Overall R 0.0239 00197
F-stat.
4.97(0.00) 34.41(0.00)
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