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Abstract 
This research aims to examine the effect of working capital management 
on the profitability of manufacturing companies listed on the Indonesia 
Stock Exchange (BEI). This study uses a literature review method, where 
secondary data taken from company financial reports and previous 
research results are processed and analyzed. The main focus of the 
research is to understand how the management of current assets and 
current liabilities can influence the level of profitability as measured by 
financial indicators such as Return on Assets (ROA) and Return on Equity 
(ROE). The research results show that effective working capital 
management, including optimal management of accounts receivable, 
inventory and accounts payable, has a significant positive impact on the 
company's financial performance and profitability. These findings 
underline the importance of efficient working capital management 
strategies in generating added value for companies and increasing 
competitiveness in the manufacturing industry. Thus, the practical 
implications of this research confirm that companies need to consider 
working capital management policies as an integral part of their 
strategic financial planning. 

Keywords: Working Capital Management, Profitability, Manufacturing 
Companies 
 
INTRODUCTION 

Working capital management is a critical aspect in a company's 

operations, especially in the manufacturing industry. Working capital includes 

the company's current assets used in daily operations, such as cash, 

receivables and inventory (Supiyadi, 2023). Effective working capital 

management ensures that a company has sufficient liquidity to meet its short-

term obligations, maintain smooth operations, and avoid financial difficulties 

that could disrupt production. In the context of the manufacturing industry, 

where production operations often require significant investment in raw 

materials and supplies, efficient working capital management becomes very 
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important to maximize the company's operational efficiency and financial 

performance (Ramadhani & Lestari, 2024). 

The manufacturing industry is known for its complex and long-term 

operating cycles. The production process which involves several stages 

starting from purchasing raw materials, the production process, to selling the 

final product requires proper working capital management to ensure that 

each stage can run smoothly without financial obstacles. Mistakes in working 

capital management can result in excessive inventory buildup or shortages of 

raw materials that hamper production (Kristiana & Karnasi, 2024). Therefore, 

manufacturing companies must have a well-planned working capital 

management strategy to optimize production and meet market demand 

effectively. 

In addition, good working capital management can contribute to 

increasing company profitability. Companies that are able to manage 

inventory, receivables and payables efficiently will be able to minimize 

operating costs and increase cash flow (harianto et al., 2022). For example, 

optimal inventory management can reduce storage costs and losses due to 

obsolescence. Good receivables management can speed up cash receipts from 

customers, while wise debt management can take advantage of the credit 

period provided by suppliers to maintain liquidity. All these factors contribute 

to increasing profit margins and overall financial performance of 

manufacturing companies. 

In the context of increasingly fierce business competition, working 

capital management is a key factor that differentiates successful companies 

from others. Manufacturing companies that are able to manage their working 

capital well can not only avoid liquidity problems but can also invest in 

innovation and expansion. Such investments are not possible without efficient 

working capital management, as it will be difficult for the company to free up 

the necessary funds (Deshpande, 2023). Therefore, it is important for 

manufacturing companies to continuously monitor and evaluate their working 

capital management strategies in order to remain competitive and able to 

survive in the long term. 

Profitability is one of the main performance indicators that is very 

relevant for companies listed on the stock exchange. Companies that are able 

to show a high level of profitability are usually preferred by investors because 

they tend to show good company performance and financial stability. 

Profitability ratios, such as return on assets (ROA), return on equity (ROE), and 

net profit margin, help investors assess a company's ability to generate profits 
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from assets and equity owned, as well as the company's operational efficiency 

(Aditia & Kustinah, 2023 ). Thus, the level of profitability is a determining 

factor in investment decisions taken by shareholders and potential investors. 

Apart from attractiveness for investors, profitability also influences the 

company's share price in the market. Companies that demonstrate 

consistently increasing profitability often experience an increase in share 

prices, which reflects the market's positive view of the company's 

performance. Conversely, a decline in profitability can lead to a decline in 

share prices, reflecting investors' concerns about performance problems or 

the company's future prospects. Stable or increasing share prices provide 

confidence to shareholders and can attract more investors to buy company 

shares, which ultimately increases the company's overall market value 

(Agustiyana, 2022). 

Profitability also plays an important role in a company's ability to 

distribute dividends to shareholders. Dividends are a way for companies to 

return part of the profits generated to their share owners. Companies that do 

not generate sufficient profits may be unable to pay dividends or only be able 

to pay dividends in small amounts. This could have a negative impact on 

investor satisfaction, especially those seeking a steady income stream from 

their investments (Jaworski & Czerwonka, 2022). Therefore, high profitability 

allows companies to provide attractive returns to shareholders, which in turn 

can increase investor trust and loyalty to the company. 

Additionally, good profitability indicates that a company has strong 

financial health and the ability to invest in future growth. The profits 

generated can be used for investments in innovation, research and 

development, acquisitions, and business expansion, all of which are important 

for maintaining a company's competitiveness in the market. Companies that 

are able to generate sustainable profits have more flexibility in strategic 

decision making and are able to better handle economic and industrial 

challenges (Korkmaz et al., 2023). As a result, high profitability is not only 

relevant for a company's short-term performance but also for long-term 

business continuity amidst changing market dynamics (Mahalwala & Ahuja, 

2023). 

 

RESEARCH METHOD 

This research will use a literature review approach by examining 

various academic sources, industry reports and relevant case studies. A 

comparative analysis of existing studies will be conducted to identify common 
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patterns and findings. In addition, interviews with experts and practitioners in 

the field of content marketing will also be conducted to gain further insight 

(Earley, M.A. 2014; Snyder, H. 2019). 

 

RESULT AND DISCUSSION 

Empirical Relationship between Working Capital Management and 

Profitability 

Effective working capital management has a significant influence on a 

company's profitability, as shown by various empirical studies. These studies 

find that companies that maintain an optimal balance between current assets 

and short-term liabilities can minimize capital costs and maximize operating 

income. For example, research shows that a short cash conversion cycle, 

which is an indicator of working capital management efficiency, can increase a 

company's Return on Assets (ROA) (Shivakumar, 2022). This happens because 

fast cash turnover allows companies to utilize their resources more efficiently. 

Furthermore, specific components of working capital, such as 

inventory and accounts receivable, also show a significant relationship with 

profitability. Proper inventory management allows companies to reduce 

carrying costs and the risk of obsolescence, thereby increasing net profit 

margins. On the other hand, effective trade receivable management can 

speed up cash receipts and reduce the risk of bad credit, which in turn can 

increase Return on Equity (ROE) (Purbowati, 2022). Empirical research 

supports that good management of these components is often associated 

with better financial performance. 

However, this relationship is not always linear and can be influenced by 

external factors such as macroeconomic conditions, industry regulations, and 

the level of competition. Therefore, while efficient working capital 

management generally supports increased profitability, companies must 

consider their specific context in executing working capital strategies 

(Kandukira, 2022). Empirical studies also show that a flexible and adaptive 

approach to working capital management, which aligns financial strategy with 

market conditions, is more likely to produce positive results in terms of 

profitability. 

To explore furtheir, companie is must calculate i and manage i various 

financial ratios reilate id to working capital. Liquidity ratios such as thei Curre int 

Ratio and Quick Ratio are i ofte in useid to me iasure i a company's ability to me ieit 

its short-teirm obligations (Yilmaz & Acar, 2022). Eimpirical re ise iarch shows that 

companie is that havei heialthy liquidity ratios teind to bei morei financially stablei 
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and be itteir able i to withstand marke it unce irtainty, which ultimateily contributeis 

to morei consisteint profitability. 

Apart from that, good working capital manage ime int also plays an 

important rolei in risk manage ime int and strateigic de icision making. For 

e ixample i, companie is with good working capital manage ime int are i more i like ily 

to takei advantage i of profitable i inve istme int opportunitieis be icause i the iy havei 

sufficie int liquidity to support e ixpansion or neiw innovation (Umar e it al., 2023). 

Re ise iarch shows that companieis that proactiveily manage i theiir working capital 

also te ind to be i more i re isponsive i to changing marke it conditions, allowing 

theim to maintain or eive in increiase i theiir profitability oveir thei long teirm. 

It is important to notei that poor working capital manage ime int can le iad 

to additional costs and reiduce id opeirational eifficie incy. Eixce iss inveintory and 

uncolleictiblei trade i re ice iivable is can tiei up funds that should bei use id for otheir 

productive i inveistmeints (Koroma & Beiin, 2024). Theire ifore i, e impirical re ise iarch 

e imphasize is thei importance i of re igular monitoring and continuous adjustme int 

of working capital strate igie is. Thus, eiffe ictivei working capital manage ime int is 

not only important for short-teirm pe irformance i, but also for thei long-teirm 

succe iss and sustainability of a busine iss. 

 

Analysis of the Most Impactful Working Capital Management Components 

Working capital manage ime int consists of seive iral important 

componeints that influeincei ope irational e ifficie incy and thei company's financial 

pe irformance i. Thei thre iei main componeints of working capital manage ime int are i 

inveintory, accounts reiceiivable i and accounts payable i. Eiach of theise i 

componeints has a significant impact on thei company's liquidity and 

profitability (Suntraruk, 2023). For e ixample i, e ifficie int inve intory manage ime int 

allows companieis to re iduce i carrying costs and pre ive int thei buildup of unsold 

goods, which can ultimateily incre iase i profit margins. 

Eiffe ictive i manage ime int of accounts re ice iivable i is also a critical 

componeint of working capital manage ime int. Accounts reice iivable is that are i 

too large i and old can cause i liquidity proble ims for thei company, be icause i funds 

that should be i use id for daily ope irations and otheir productive i inveistme ints arei 

tieid up (Kisye iri & Kira, 2022). By imple ime inting strict creidit policieis and 

e iffe ictive i colleiction practice is, companie is can acceile irate i thei conveirsion of 

re ice iivable is to cash, re iduce i the i risk of de ifault, and improve i the iir ope irational 

cash flow. 

Busine iss de ibt is the i final compone int that plays an important rolei in 

working capital manage ime int. Good accounts payable i manage ime int he ilps 
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companie is make i maximum use i of cre idit from supplie irs without facing latei 

payme int pe inaltieis. By ne igotiating to obtain more i favorable i payme int te irms 

and taking full advantage i of cre idit pe iriods, companie is can maintain fre ie i cash 

flow for otheir, more i strate igic purpose is (Kasradze i & Gikorashvili, 2024a). 

Theire ifore i, a good balance i be itwe ie in inveintory manage ime int, accounts 

re ice iivable i and accounts payablei is the i ke iy to achieiving eiffe ictive i working 

capital manage ime int and einsuring long-te irm busine iss continuity. 

Apart from the ise i threie i main componeints, working capital 

manage ime int also involveis managing otheir componeints such as cash and 

marke itable i se icuritie is. Thei available i cash must be i sufficie int to meie it daily 

ope irational neie ids as we ill as to de ial with uneixpe icte id e ime irge incie is (Shiba e it 

al., 2023). The ire ifore i, companie is must have i thei right strate igy in managing 

cash, such as monitoring cash inflows and outflows, making cash projeictions, 

and storing somei cash in liquid inve istme ints that can be i e iasily withdrawn if 

neie ide id. 

Financial ratio analysis, such as thei curre int ratio and quick ratio, can be i 

use id to eivaluate i thei e ifficie incy of working capital manage ime int. Thei curre int 

ratio me iasure is a company's ability to me ie it short-teirm obligations with its 

curre int asse its, whilei thei quick ratio provideis a more i conseirvative i picture i by 

e ixcluding inveintory from curreint asse its. Thei ide ial ratio shows that thei 

company is able i to managei working capital we ill, so that it has sufficie int 

liquidity without neie iding to deipe ind too much on eixteirnal financing (Sohail & 

Quddus, 2022). 

With thei incre iasingly comple ix busine iss e invironmeint and inteinsei 

compe itition, companieis must continuously update i and pe irfe ict theiir working 

capital manage ime int strateigie is. Thei imple ime intation of advanceid information 

teichnology and manageime int systeims, such as Einteirprise i Re isource i Planning 

(EiRP) and pre idictive i analytics, can heilp companie is optimize i working capital 

manage ime int. For eixample i, EiRP can providei re ial-time i data about inveintory, 

re ice iivable is, and payable is, allowing manage ime int to make i faste ir and more i 

informe id deicisions (Wardhani eit al., 2023). Me ianwhilei, pre idictivei analytics 

can heilp proje ict future i cash ne ieids and liquidity risks, so that companieis can 

plan thei neice issary ste ips to einsure i smooth ope irations and busineiss 

continuity. 

 

Differences in Results in Different Industries or Business Sectors 

Diffe ire ince is in working capital manage ime int in various industrieis or 

busine iss se ictors are i oftein quitei significant duei to diffe ire int opeirational 
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characte iristics and busine iss cycle is. For e ixample i, the i de itails of working capital 

in thei manufacturing industry are i ve iry diffe ire int from thosei in thei se irvice i or 

teichnology seictors. In thei manufacturing industry, theire i is usually a gre iat 

neie id to manage i inve intorieis of raw mate irials and finishe id products, which 

me ians companie is must havei sufficie int working capital to withstand long 

production proceisse is and longeir payme int timeis from customeirs (Prajawati, 

2022). In contrast, thei seirvice i se ictor typically doeis not havei large i inveintory 

neie ids, but theiy must manage i reice iivable is morei care ifully be icause i theiy deipe ind 

on timeily payme ints from clieints to maintain positivei cash flow. 

Additionally, thei re itail industry oftein face is diffe ire int challeinge is re ilateid 

to seiasonal sale is cycle is and rapid inve intory turnoveir. For e ixample i, se iasonal 

re itail seictors such as clothing or toys must manage i theiir working capital 

care ifully to einsure i sufficie int product availability during pe iak sale is time is such 

as ye iar-e ind holidays, but must also avoid e ixce iss inve intory that could re isult in 

heiavy discounting and reiduce id profitability ( Tahir & Baloch, 2023). Whilei thei 

teichnology seictor, particularly software i companie is, may have i a veiry diffe ire int 

busine iss mode il with a focus on seilling software i lice inseis or subscriptions that 

re iquire i care iful working capital planning to support ongoing re ise iarch and 

de iveilopme int. 

In ceirtain busine iss se ictors such as e ineirgy and utilitie is, companie is 

oftein re iquire i significant working capital to fund largei proje icts and e ixpe insive i 

infrastructure i. This seictor may also face i re igulatory challeingeis that could 

affe ict cash flow and working capital re iquire ime ints (He iliani, 2023). The ire ifore i, 

theise i companieis oftein usei long-teirm contracts and compleix forms of 

financing to einsure i theiy have i sufficie int working capital to support theiir 

ope irations. Oveirall, it is important for e iach company to unde irstand thei 

spe icific characte iristics of theiir industry or se ictor and deiveilop a working 

capital manage ime int strateigy tailore id to theiir spe icific ne ie ids to maintain 

liquidity, ope irational eifficie incy and profitability. 

Thei influe incei of gove irnme int reigulations and policie is can also cre iate i 

significant diffe ire ince is across various busine iss se ictors. For eixample i, in thei 

pharmace iutical and he ialthcare i industrieis, strict re igulations reigarding product 

re ise iarch, de ive ilopme int, and distribution reiquire i care iful compliance i and 

impact the i timing of product launche is to marke it. This may re iquire i companie is 

to hold working capital longeir be ifore i ge itting a re iturn on inveistme int 

(Rahman, 2022). On thei otheir hand, se ictors such as fast-growing teichnology 

may be i le iss bound by strict product re igulations, allowing for faste ir product 

iteiration and poteintially loweir working capital cycle is. 
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Furthe irmore i, marke it risks and e iconomic instability also influeincei 

diffe ire ince is in reisults across industrie is. Eixport-orie inteid se ictors such as 

automotivei or e ile ictronics manufacturing may be i he iavily influe inceid by 

e ixchange i rate i fluctuations, tariffs, or inteirnational tradei policie is, all of which 

have i dire ict implications on working capital manage ime int strate igie is (Tago & 

Ponsian, 2024). In thei banking and finance i se ictor, changeis in inteire ist rate is 

and macroe iconomic conditions can affe ict thei cost of capital and thei e iase i of 

obtaining eixteirnal funding, re iquiring care iful manage ime int of working capital 

re ise irve is to oveircome i marke it unce irtainty. 

Teichnological deive ilopmeints and innovation also play a rolei in creiating 

diffe ire ince is in reisults in various busineiss se ictors. In thei manufacturing 

industry, thei application of automation and Inteirne it of Things (IoT) 

teichnology can increiase i production e ifficie incy and re iduce i inveintory 

re iquire ime ints, theire iby influe incing working capital manage ime int. In thei re itail 

se ictor, ei-comme irce i and data analytics can change i thei way companie is pre idict 

consumeir de imand and manage i inve intory (Arifani, 2023). Adoption of this 

teichnology give is companie is thei ability to optimize i supply chains and minimize i 

working capital tie id up in inveintory, driving higheir e ifficie incy and gre iate ir 

profit poteintial. 

 

The Effect of Working Capital Management on Profitability 

Working capital manage ime int is an important eile ime int in company 

ope irations which focuseis on managing curre int asse its and curre int liabilitieis to 

maintain thei company's daily cash flow smoothly. Eiffe ictivei working capital 

manage ime int has a dire ict impact on a company's liquidity and stability. By 

maintaining a balance i be itweie in accounts reice iivable i, inve intory and accounts 

payable i, companie is can avoid cash shortage i situations that can hindeir daily 

ope irations (Hung & Dinh, 2022). On thei otheir hand, if it is not manage id we ill, 

thei company may face i financial difficultie is that can affe ict its survival. 

Apart from that, good working capital manage ime int can incre iase i 

company profitability. By optimizing thei cash conve irsion cycle i through 

e ifficie int re ice iivable is colleiction, prope ir inveintory manage ime int, and arranging 

payme ints to supplieirs, companie is can utilize i available i funds for otheir 

productive i inveistme ints. This e ifficie int use i of working capital allows companie is 

to minimizei capital costs and incre iase i re iturn on inveistme int (ROI) (Kasradze i & 

Gikorashvili, 2024b). Additionally, companie is with strateigic working capital 

manage ime int can incre iase i theiir compe ititiveineiss by offe iring be itteir cre idit to 

customeirs without sacrificing theiir liquidity. 
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Eiffe ictive i working capital manage ime int is also closeily re ilate id to 

financial planning and long-teirm strate igic de icision making. A conse irvative i 

working capital policy can reiduce i liquidity risk, whilei a morei aggre issive i policy 

can providei gre iate ir profit opportunitieis, but at a higheir risk. Theire ifore i, an 

appropriate i balance i is ne ie ideid according to thei company's conditions and 

busine iss strate igy (Rukh e it al., 2023). Thus, good working capital manage ime int 

not only aims to maintain smooth ope irations, but also to increiase i profitability 

and long-teirm company sustainability. 

 

CONCLUSION 

Working capital manage ime int plays a crucial role i in einsuring smooth 

ope irations and financial stability of a company. Eiffe ictivei manage ime int of 

curre int asse its and curre int liabilitie is can pre ive int liquidity proble ims and e inable i 

companie is to utilizei funds optimally. With thei right working capital 

manage ime int strate igy, companie is can incre iase i inve istme int valuei (ROI) and 

re iduce i ope irational costs, theire iby improving oveirall profitability. In addition, 

thei balance i be itwe ie in conseirvativei and aggre issive i working capital 

manage ime int must bei adjuste id to thei conditions and busineiss strateigy of 

e iach company to achieive i sustainability and compeititiveine iss in thei marke it. 

Good working capital manage ime int not only maintains smooth daily 

ope irations but is also keiy to creiating solid long-teirm profitability. 
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