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Abstract: This paper examines the relationship between working capital management and corporate 
profitability of Vietnamese listed firms. We propose a different interpretation of the empirical evidence 
that takes into account the dependency of collection and payment decisions. This helps establish 
the causal relationship between working capital management and firm profitability, which made the in-
terpretation of the empirical results more meaningful and consistent with the real practice of firms. 
The analysis results based on a sample of 374 Vietnamese listed firms in the period from 2008 to 2014 
show that working capital management positively affects the performance of Vietnamese listed compa-
nies. However, the results also indicate that Vietnamese firms do not intentionally use trade credit poli-
cy to enhance firms’ performance and the observed relationship between trade credit and profitability, 
though significant, is just by coincidence. 
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1 Introduction1 
 
The management of short-term assets and liabilities 
ensures the stability of firms’ daily operation and 
financial activities. Firstly, working capital can help 
as it increases the operating efficiency of firms 
through sales and hence the profits (Petersen 
and Rajan, 1997). Secondly, working capital man-
agement is important with regard to its direct effect 
on firm liquidity (Opler, et al., 1999). Therefore, 
it follows that the efficient management of working 
capital is relevant and is a key part of the overall 
strategy of any company to create shareholder value 
(Shin and Soenen, 1998). 

The importance of working capital management 
is also reflected by the sheer amount of research in 
the finance literature. A great deal of research has 
been done on the effects of various aspects of work-
ing capital management on firms’ performance 
in different countries in the world, such as America 
(Jose, Lancaster and Stevens, 1996; Shin and Soen-
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en, 1998), Japan and Taiwan (Wang, 2002), Belgium 
(Deloof, 2003), Greece (Lazaridis and Tryfonidis, 
2006), Pakistan (Raheman and Nasr, 2007), Jordan 
(Abusayed, 2012), Brazil (Almeida and Eid, 2014), 
and UK (Barnos-Caballero, García-Teruel and Mar-
tinez-Solano, 2014), to name a few. 

In general, empirical studies provided evidence that 
tighter working capital management positively af-
fects firm profitability (Knauer and Wohrmann, 
2013). However, the direction and significance of the 
effect of different components of working capital are 
not conclusive, which called for more empirical evi-
dence from more countries and in different contexts. 

Another shortcoming of previous studies on this 
topic is that they do not formally recognize the de-
pendency among inventory, payment, and collection 
decisions, which is proved theoretically by Kim and 
Chung (1990). This not only makes the regression 
results biased and inconsistent but also led to confus-
ing and, sometimes, meaningless interpretation of 
the results. 

In this paper, we examined the relationship between 
working capital management and firm profitability 
in the context of the Vietnamese market. Based on 
previous literature on the positive effect of working 
capital management on firms’ profitability, we hy-
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pothesize that working capital management also 
helps improve the Vietnamese firms’ profitability. 
To test the hypothesis, we analyze the cash conver-
sion cycle data of 374 listed Vietnamese companies 
on the Ho Chi Minh City Stock Exchange (HOSE), 
Hanoi Stock Exchange (HNX), and UPCOM Stock 
Exchange for the period 2008 - 2014. The results 
generally confirmed the hypothesis, that better work-
ing capital management positively affects the per-
formance of Vietnamese companies.  

However, detailed investigation into the nature of 
these benefits shows quite interesting results. After 
the control for the effect of dependency among com-
ponents of cash conversion cycle, the evidence indi-
cates that speeding up the collection and payment 
cycle seems to improve the firms’ performance. 
Moreover, a larger stock of inventory, that is, lower 
supplying costs and price fluctuations, also has 
a positive effect on the firms’ performance in Vi-
etnam. This indicates that the benefits of working 
capital management for the Vietnamese listed firms 
seem to come mainly from the improvements in op-
erational efficiency rather than economizing on in-
ternal financing sources. 

This research contributes to the literature on working 
capital management in two folds. Firstly, it provides 
additional empirical evidence on the effect of work-
ing capital management on the firms’ financial per-
formance in the context of emerging economies, 
particularly Vietnam in this case. Secondly, this pa-
per formally recognizes the dependency of the col-
lection, payment, and inventory decisions into 
the empirical analyses and interpretations of the re-
sults. This helps produce consistent estimates 
and make the interpretation of the results more 
meaningful. 

The research paper was structured as follow. 
The next section provided a brief review of the exist-
ing literature, based on which the hypotheses have 
been developed. The third and the fourth section 
described the data and the model. The next section 
presented and discussed the results. The final section 
presented the conclusions and implications for future 
research. 

 
 

2 Related literature and hypothesis develop-
ment 

 
2.1 Literature review 
 
By definition, working capital is the difference be-
tween current assets and current liabilities. The com-
ponents of working capital were cash, accounts 
receivable, inventories, accounts payable, current 
debt, and the current portion of long-term debt (Mun 
and Jang, 2015). The first paper that recognizes 
the potential effect of working capital management 
on firms’ profitability and calls for detailed research 
on this topic is by Sagan (1955). Ever since, research 
on the effect of various aspects of working capital 
has been done extensively. In particular, there 
is a large stream of literature on trade credit (both 
receivables and payables). Trade credits are private 
loans extended among trade partners to facilitate 
trades.  

By definition, granting trade credit might increase 
a firm's financial performance, because it serves as 
an effective price discount (Petersen and Rajan, 
1997); thus, reducing the costs of goods sold and 
improve firms’ profits. Moreover, trade credit also 
encouraged customers to stock up more inventory at 
times of low demand (Emery, 1987). From another 
point of view, researchers also show that firms nor-
mally consider trade credits as a tool for reducing 
information asymmetry between customers and sup-
pliers (Lee and Stowe, 1993); thus, help build a 
strong long-term mutual benefit relationship (Smith 
and Smith, 1999). 

Research into inventories has also attracted much 
attention; however, the results are still yet conclu-
sive. Blinder and Maccini (1991) suggest that larger 
inventories could reduce supply costs and price fluc-
tuations and prevent interruptions in the production 
process and loss of business due to scarcity of prod-
ucts. They also allowed better services for firms’ 
customers and avoided high production costs arising 
from high fluctuations in production (Schiff 
and Lieber, 1974). However, many studies show that 
investment in working capital is not without costs. 
Keeping stock available supposes costs such 
as warehouse rent, insurance, and security expenses, 
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which tend to rise as the level of inventory increases 
(Kim & Chung, 1990). 

Instead of using monetary amount in measuring 
working capital components, some recent studies 
take another approach by utilizing the cash conver-
sion cycle, calculated from inventory turnover peri-
od, account receivables collection period, 
and account payables disbursement period, to meas-
ure the practice of working capital management. 
Shin and Soenen (1998) investigate the relationship 
between the cash conversion cycle measure and cor-
porate profitability. For a large sample of listed 
American firms for the period 1975 - 1994, they find 
a strong negative relation. This result indicates that 
managers can create value for their shareholders 
by reducing the cash conversion cycle to a reasona-
ble minimum.  

Deloof (2003) conducts a similar study with Belgium 
firms for the period 1992 - 1996 and find that man-
agers could increase corporate profitability by reduc-
ing the number of day accounts receivable and 
inventories. For Finnish firms, Enqvist, Graham, and 
Nikkinen (2014) discover a negative relationship 
between cash conversion cycle and firm profitability. 
In term of each component of cash conversion cycle, 
they find that firm’s profitability has a negative rela-
tionship with inventory turnover cycle, account pay-
ables disbursement cycle, and account receivables 
collection cycle. Similar results are found in other 
countries, such as Spain (García-Teruel and Mar-
tínez-Solano, 2007), Jordan (Abusayed, 2012), and 
America (Gill, Biger and Mathur, 2010). However, 
in term of account payable disbursement cycle, the 
results for Greece are quite different. Using a sample 
of 524 firm-years, Lazaridis and Tryfonidis (2006) 
show that the relationship between the account paya-
ble cycle and firm profitability is positive. This is 
contrary to the findings in the other countries. 

There are two caveats that we can see from the pre-
vious literature. Firstly, the research results on 
the effect of working capital management on firms’ 
financial performance are mainly from the developed 
Western countries and the results are still inconclu-
sive. This opens the door for more empirical research 
in different countries and contexts, especially the 
developing Asian countries. This is hoped to provide 
new insights into the existing literature. Secondly, 

previous literature largely ignores the inter-
dependency among different components of working 
capital. Kim and Chung (1990) have proved theoreti-
cally that these items are, in fact, interconnected 
and should be treated simultaneously (e.g., the credit 
policy of a company influenced its sales and, at 
the same time, the level of inventories and the use 
of trade credit). Researching into different items 
of working capital without controlling for this rela-
tionship, therefore, would bias empirical estimates 
and lead to misleading conclusions and interpreta-
tions of results. 

Following up on these two critiques, this research 
aims at examining the empirical relationship between 
working capital management and firms’ performance 
in the context of Vietnam and proposes possible 
explanations for the nature of the relationship, taking 
the dependency nature of the three working capital 
components into account. Just as other developing 
nations, Vietnamese financial markets are character-
ized as less developed and the main source of funds, 
especially working capital, are internally financed 
(Nguyen and Nguyen, 2018; IMF, 2017). Thus, 
working capital management is of prime importance 
to firms. The results of this research will provide 
insights into how firms manage working capital and 
its effect on firms’ performance in this particular 
context and contribution to the literature on working 
capital management, as a whole. 

 

2.2 Hypothesis development 
 

The cash conversion cycle (CCC), a popular measure 
of working capital management, has been widely 
used in recent literature (see for example Deloof, 
2003; Gill, Biger and Mathur, 2010). The CCC, 
measured in days, measures the length of time be-
tween a company’s expenditure for the procurement 
of raw materials and the collection of sales of fin-
ished goods. In line with the previous studies and 
to facilitate comparison, we use CCC as our measure 
of working capital management in this study. 

Previous studies discover a negative relationship 
between profitability and the CCC in different con-
texts, such as America (Jose, Lancaster and Stevens, 
1996; Shin and Soenen, 1998), Japan and Taiwan 
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(Wang, 2002), Belgium (Deloof, 2003), Greece 
(Lazaridis and Tryfonidis, 2006), Pakistan (Raheman 
and Nasr, 2007), Jordan (Abusayed, 2012), Brazil 
(Almeida & Eid, 2014), and UK (Barnos-Caballero, 
García-Teruel and Martinez-Solano, 2014), to name 
a few. Based on previous literature, we also expect 
a negative relationship between the cash conversion 
cycle and corporate profitability for the Vietnamese 
listed firms: 

Hypothesis 1: There is a negative relationship be-
tween the cash conversion cycle and profitability. 

To the extent that the relationship between CCC 
and firms’ profitability were, in fact, negative, 
a natural following up question would be what the 
nature of this relationship is. To account for the na-
ture of this relationship, there are two main lines 
of explanations. On the one hand, some researchers 
argue that efficient working capital management 
practices are aimed to shorten the CCC to optimize 
to levels that best suits the requirements of the spe-
cific company (Hager, 1976). This improves opera-
tional efficiency by reducing purchasing costs (Peter 
and Rajan, 1997), boosting demand (Emery, 1987), 
and strengthen the long-term mutual benefit relation-
ship between partners (Lee and Stowe, 1993; Smith 
and Smith, 1998); and thus, would improve firms’ 
profitability. Therefore, previous researchers propose 
a negative relationship between the cash conversion 
cycle and firms’ performance. 

On the other hand, some studies argue that working 
capital management can improve firms’ performance 
via the financing channel. Based on the pecking or-
der theory by Myers and Majluf (1984), researchers 
argue that in financial markets with high information 
asymmetry, firms tend to prefer internal sources 
of fund. As economizing on working capital may 
reduce the need for external, and usually more ex-
pensive, sources of fund, it follows that firms’ effi-
cient working capital management would positively 
affect Vietnamese firms’ performance, that is, there 
is a negative relationship between cash conversion 
cycle and firms’ performance (Almeida and Eid, 
2014). 

To make a prediction regarding the possible origin 
of benefits from working capital management, 
we need to look at how firms execute their working 
capital management policy; in this case, at the rela-

tionship between the three components of CCC with 
firms’ performance. The CCC had three components; 
account payable deferral period, accounts receivable 
conversion period, and inventories conversion peri-
od. A firm could minimize its CCC by optimizing 
these three components. However, as pointed out 
by Kim and Chung (1990), decisions on the three 
components of CCC, by definition, are inter-
dependent. Thus, we argue that we need to consider 
the relationship between the three components 
of CCC with firms’ performance simultaneously 
in order to come to a rigorous explanation. Thus, 
we argue that if firms, in fact, manage their working 
capital for financing reasons, we would expect them 
to apply the principle of speeding up cash collec-
tions, slowing down cash disbursements, and mini-
mizing inventories at the same time.  

Operating with lean inventories, collect their receiv-
ables quickly, and delay payments to suppliers 
helped retain the firms’ short-term capital, which 
reduces the need for external, and expensive, funds. 
If firms intentionally exercise their working capital 
management policy aiming at reducing the need for 
external funds, three hypotheses with regard to the 
relationship between the components of CCC with 
firms’ profitability need to be confirmed: 

Hypothesis 2: There is a positive relationship be-
tween the payables deferral period and profitability. 

Hypothesis 3: There is a negative relationship be-
tween the receivables conversion period and profita-
bility. 

Hypothesis 4: There is a negative relationship be-
tween the inventory conversion period and profita-
bility. 

 
3 Data and model specification 
 
3.1 Data and variable description 
 
The firm-level data used in this paper consisted 
of information from financial reports of 374 listed 
companies on the HSX, HNX, and UPCOM ex-
changes with full required data between the years 
2008 and 2014. The final sample consisted of 1136 
firm-year observations. Following Shin and Soenen 
(1998); Deloof (2003); and Lazardis and Tryfonidis 
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(2006), we exclude the financial firms from our da-
taset. As indicated above, our view of efficient work-
ing capital management is based on the concept 
of cash conversion cycle (CCC), defined as: 

CCC
ൌ ሺNo. of	days	Account Receivable
൅ No. of	days	Inventorysሻ
െ ሺNo. of	days	Account Payableሻ 

(1)

The three components of CCC are estimated as fol-
lows: 

				No. of	days	Account	Receivable

ൌ
Account Receivables

Sales
x365 

(2)

No. of	days	Inventory

ൌ
Inventories

Cost	of Good	Sold
x365 

(3)

No. of	days	Account	Payable

ൌ
Account	Payables

Sales
x365 

(4)

Following Jose, Lancaster, and Stevens (1996); 
Wang (2002); Garcia-Teruel and Martinez-Solano 
(2007), we use the return on assets (ROA), measured 
as the ratio of net income to total assets, as a proxy 
for corporate profitability. For the robust test, 
we utilize an alternative measure of profitability, 
gross operating income (GOI), calculated as the ratio 
of sales (adjusted for cost of goods sold) to the dif-
ference between total assets and financial assets. 
While ROA could be considered as an overall indica-
tor of profitability, GOI measures the operational 
performance. The use of two different measures 
of corporate performance provides a more diverse 
view of the topic as well as a cross-check for 
the results. We include several control variables 
known to affect firm profitability in the models to be 
estimated. In particular, we control for company size 
(natural logarithm of sales), current ratio (current 
assets/current liabilities), and debt ratio (total 
debt/total assets) (see e.g., Deloof, 2003; Lazaridis 
and Tryfonidis, 2006). 

 

Table 1. Descriptive statistics 

Variables Code Mean Std Dev Min Max 

Working Capital Management 

 Cash Conversion Cycle CCC 170.367 304.448 -1149.410 5587.016 

 Account Payable APP 57.764 89.396 0 1916.956 

 Account receivable ACP 86.945 99.182 0 998.0 

 Inventory ICP 141.186 278.823 0 5436.657 

Profitability measures 

 Return on Assets ROA 0.068 0.088 -0.994 1.106 

 Gross Operating Income to non-financial assets GOI 0.226 0.168 -3.172 1.101 

Control variables 

 Current ratio CR 2.142 2.784 0.110 62.850 

 Sales SIZE 8.612 0.629 6.830 10.730 

 Debt DR 0.518 0.224 0.006 1.564 
Notes: Descriptive statistics for firm-level variable for the Vietnamese firms from the years 2008 to 2014, for a total of 
2618 observations. ROA is return on assets; CCC is cash conversion cycle; ICP is inventory conversion period; APP is 
account payable period; ACP is account receivable cash period; SIZE is natural logarithm of sales; DR is debt ratio; 
and CR is current ratio. 

 

Table 1 presents the descriptive statistics for 
the variables used in the empirical analyses. In detail, 
the average cash conversion cycle for the Vietnam-
ese firms is 170.3 days, which is higher than 

the Finnish firms (108.8 days), the Spanish SMEs 
(76.3 days) and the large Belgian companies (44.5 
days), but lower than the average CCC of listed 
companies on the Athens Stock Exchange (189 days) 
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(see Deloof, 2003; Lazaridis and Tryfonidis, 2006; 
Garcia-Teruel and Martinez-Solano, 2007; Enqvist, 
Graham and Nikkinen, 2014). The average accounts 
payables deferral, average inventory, and accounts 
receivables conversion periods are 57.7 days, 
141.2 days, and 86.9 days, respectively. The mean 
inventory for the Vietnamese companies is higher 
relative to the Finnish (117.6), U.S. (78) and Belgian 
(46.62) firms (see Enqvist, Graham and Nikkinen, 

2014; Gill, Biger and Mathur, 2010; Deloof, 2003) 
but lower than the Greek firms (see Lazaridis 
and Tryfonidis, 2006). The data also reveal that 
the mean ROA of the Vietnamese firms is 6.8%, 
which is lower than the average value of 8.4% 
for the Finnish firms (Enqvist, Graham and Nik-
kinen, 2014) or 7.9% for the Spanish SMEs (Garcia-
Teruel and Martinez-Solano, 2007).  

Table 2. Correlations of ROA with key variables 

 ROA CCC ICP APP ACP SIZE DR CR 

ROA  1 

CCC -0.1508*  1 

ICP -0.1136* 0.9437*  1 

APP -0.1708* 0.1187*  0.2973*  1 

ACP -0.2976* 0.5235*  0.3537*  0.4298*  1 

SIZE -0.0774* 0.0776*  0.0873*  0.0454*  0.0335  1 

DR -0.4640* 0.0939*  0.1172*  0.1939* 0.1336* 0.2990*  1 

CR  0.1710* 0.0242 -0.0055 -0.0971*  0.0021 -0.1683* -0.4975* 1 

Notes: Pearson correlation coefficients for key variables, for a total of 2618 observations. ROA is return on assets; 
CCC is cash conversion cycle; ICP is inventory conversion period; APP is account payable period; ACP is account 
receivable cash period; SIZE is natural logarithm of sales; DR is debt ratio; and CR is current ratio. * denotes the level 
of significance of 0.05 or above. 

 

Table 3. Correlations of GOI with key variables 

 GOI CCC ICP APP ACP SIZE DR CR 

GOI  1 

CCC -0.2347*  1 

ICP -0.1881* 0.9437*  1 

APP -0.2169* 0.1187* 0.2973*  1 

ACP -0.3871* 0.5235* 0.3537* 0.4298*  1 

SIZE -0.1995* 0.0776* 0.0873* 0.0454* 0.0335  1 

DR -0.3231* 0.0939* 0.1172* 0.1939* 0.1336* 0.2990*  1 

CR 0.0644* 0.0242 -0.0055 -0.0971* 0.0021 -0.1683* -0.4975* 1 

Notes: Pearson correlation coefficients for key variables, for a total of 2618 observations. GOI is gross operating in-
come to non-financial assets; CCC is cash conversion cycle; ICP is inventory conversion period; APP is account paya-
ble period; ACP is account receivable cash period; SIZE is natural logarithm of sales; DR is debt ratio; and CR is 
current ratio. * denotes the level of significance of 0.05 or above.  

 

The average value of gross operating income 
for the Vietnamese firms is 22.6%. This is signifi-
cantly lower than the value of 101% for the Finnish 
firms (Enqvist, Graham and Nikkinen, 2014) 

but higher than value of 12.2% for the Belgian firms 
(Deloof, 2003). In general, about 51.8% of the Viet-
namese company’s assets are financed with debt, 
which is roughly equal to the Finnish firms (55.3%). 



 Working Capital Management and Corporate Profitability: Empirical Evidence from Vietnam 201 

 

However, the debt ratio of the Vietnamese firms has 
a high standard deviation (22.4%) and the maximum 
figure is as high as 156.4%. With regard to liquidity, 
the Vietnamese firms have an average current ratio 
of 2.1, which is better than the Finnish firms (1.6), 
but with a high standard deviation (2.8), which also 
is higher than that of the Finnish firms (0.6) 
(Enqvist, Graham and Nikkinen, 2014). 

Table 2 and Table 3 present the pairwise correlations 
between ROA and GOI with other variables used 
in this study. The results show that there is a signifi-
cant negative relationship between CCC and the two 
measures of corporate performance, ROA, and GOI. 
The correlations between the components of CCC 
and both ROA and GOI are also significantly nega-
tive. In particular, inventory generally shows nega-
tive correlations with the two profitability measures, 
which means that stocking up inventories generally 
associates with less profitability. The negative corre-
lations between APP and ROA and GOI imply that 
less profitable firms tend to delay paying their bills. 
Likewise, account receivable has a negative correla-
tion with profitability. The control variables, debt 
ratio and the logarithm of sales are negatively corre-
lated with the two measures of profitability, while 
current ratio is positively correlated with the two 
measures of profitability. 

 

3.2 Model specification 
 

To test the first hypothesis, we regress the corporate 
profitability measures, which are return on asset 
(ROA) and gross operating profit (GOI), against cash 
conversion cycle (CCC). Additional variables are 
also added to the model to control for other potential 
influences on the performance of the firm. Specifi-
cally, these variables are logarithms of sales (SIZE), 
debt ratio (DR), and current ratio (CR).  

Therefore, we estimate the model:  

	Profitabilityit ൌ β଴ ൅ βଵCCC୧୲ ൅ βଶCR୧୲
൅ βଷDR୧୲ ൅ βସSIZE୧୲ ൅ ui ൅ ɛit

(5)

As we are analyzing with panel data, we regress 
equation (5) with fixed effect and random effect and 
use the Hausman’s test to identify the consistent and 
most effective model. We also make proper proce-

dures to account for heteroskedasticity and clustering 
effect in the model. 

To test for the rest three hypotheses, we re-use 
the above model as the basis to examine the effect 
of the three components of CCC on the two profita-
bility measures, by substituting CCC with the ac-
count payable deferral period (APP), the account 
receivable conversion period (ACP), and the inven-
tory conversion period (ICP). However, as pointed 
out theoretically by Kim and Chung (1990), the three 
components of CCC are inter-connected. Their high-
ly significant positive correlation coefficients from 
Table 2 and 3 also confirm the remark. Due to this 
inter-relationship, regressing each individual compo-
nent of CCC with firms’ profitability without taking 
the other two into account will produce biased and 
inconsistent estimates. To remedy, we propose using 
CCC as a control variable. CCC, by definition, has 
a significant correlation with all three components; 
thus, it may help solve the problem. Thus, we esti-
mate the models: 

Profitabilityit ൌ β଴ ൅ βଵAPP୧୲ ൅ βଶCR୧୲
൅ βଷDR୧୲ ൅ βସSIZE୧୲
൅ βହCCC୧୲ ൅ ui ൅ ɛit 

(6)

Profitabilityit ൌ β଴ ൅ βଵICP୧୲ ൅ βଶCR୧୲
൅ βଷDR୧୲ ൅ βସSIZE୧୲
൅ βହCCC୧୲ ൅ ui ൅ ɛit 

(7)

Profitabilityit ൌ β଴ ൅ βଵACP୧୲ ൅ βଶCR୧୲
൅ βଷDR୧୲ ൅ βସSIZE୧୲
൅ βହCCC୧୲ ൅ ui ൅ ɛit 

(8)

However, the specifications of equations (6), (7), 
and (8) may give rise to the multicollinearity prob-
lem. With reference to Table 2, we can see that 
the correlation between CCC and APP is 0.1187, and 
the correlation between CCC and ACP is 0.5235 
(corresponding to VIF of 1.05 and 1.40, respective-
ly), which are not serious.  

However, the correlation between CCC and ICP 
is 0.9437 (corresponding to VIF of 9.24), which 
is high and indicates that multicollinearity might 
be a problem in equation (7). In our case, we have 
to consider the trade-off between the two problems: 
the first is the omitted variable problem, which will 
make the estimators inconsistent; and the second 
is the multicollinearity problem between CCC and 
ICP, which may invalidate our hypothesis test on 
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the coefficient of ICP. As the omitted variable prob-
lem is a much more serious problem, we prioritize 
our tools at hand to solve this problem first (by add-
ing CCC to the equations). 

After solving the omitted variable problem, we still 
face the multicollinearity problem between CCC and 
ICP. This will inflate the variance of the regression 
coefficient of ICP, which may invalidate our test 
relating to the regression coefficients of ICP. How-
ever, in this particular context, even when the vari-
ance is inflated, the test results for the coefficient 
of ICP are still significant at 5% (Table 4) and 10% 
(Table 5). We think that these results, though not 
optimal, still yield some useful information about 
the relationship between CCC and ICP. This point 
of view is also supported by O’Brien (2007). 
We fully aware that multicollinearity is a problem 

in the model (7) and our solution is not the best. 
However, given the tools at hand, we think that this 
is a reasonable trade-off. 

 
4 Results and discussions 
 
Table 4 and Table 5 present the results of the regres-
sion models investigating the relationship between 
working capital management and corporate profita-
bility. The cash conversion cycle and its three com-
ponents are individually regressed against the two 
measures of profitability. The relevant measure 
of profitability is ROA in Table 4 and GOI in Table 
5. In both the tables, the results of four regression 
models are presented, corresponding to equation (5) 
in column (1), equation (6) in column (2), equation 
(7) in column (3), and equation (8) in column (4).  

 
Table 4. The relation of ROA with working capital management 

Coefficient 
estimate 

Expected 
sign 

(1) (2) (3) (4) 

Intercept    0.33890***  0.33276***   0.33405***  0.29582*** 

CCC  -0.00002*** -0.00002** -0.00010*** 0.000001 

APP +  -0.00003**   

ICP    0.00009**  

ACP     -0.00018*** 

SIZE  -0.01763 -0.01675  -0.01684 -0.01130 

DR  -0.21730*** -0.21577*** -0.22121*** -0.21659*** 

CR  -0.00115* -0.00132* -0.00082 -0.00140* 

F-value   23.54  20.93  20.54  20.31 

p-value   0.0000  0.0000  0.0000  0.0000 

N   2618  2618  2618  2618 

Notes: Column (2), (3), (4), and (5) in the table report results from estimating the following regression models from the 
year 2008 to 2014 with 2618 observations of the following model, respectively: 

Profitabilityit ൌ β଴ ൅ βଵCCC୧୲ ൅ βଶCR୧୲ ൅ βଷDR୧୲ ൅ βସSIZE୧୲ ൅ ui ൅ ɛit 

Profitabilityit ൌ β଴ ൅ βଵAPP୧୲ ൅ βଶCR୧୲ ൅ βଷDR୧୲ ൅ βସSIZE୧୲ ൅ βହCCC୧୲ ൅ ui ൅ ɛit 

Profitabilityit ൌ β଴ ൅ βଵICP୧୲ ൅ βଶCR୧୲ ൅ βଷDR୧୲ ൅ βସSIZE୧୲ ൅ βହCCC୧୲ ൅ ui ൅ ɛit 

Profitabilityit ൌ β଴ ൅ βଵACP୧୲ ൅ βଶCR୧୲ ൅ βଷDR୧୲ ൅ βସSIZE୧୲ ൅ βହCCC୧୲ ൅ ui ൅ ɛit 

where profitability is measured by return on assets (ROA); CCC is cash conversion cycle; ICP is inventory conversion 
period; APP is account payable period; ACP is account receivable cash period; SIZE is natural logarithm of sales; DR 
is debt ratio; and CR is current ratio. *, **, *** denotes the level of significance of 10%, 5%, and 1%, respectively.  

The models are estimated using the panel data analysis techniques. The Breusch - Pagan LM test statistic is 1123.83 (p-
value = 0.0000), indicating that the random effect model is more efficient than the OLS model. The Hausman’s test 
statistics is 16.79 (p-value = 0.0000), indicating that the fixed effect model is more efficient than the random effect 
model. Thus, the fixed effect model is chosen for analysis. Appropriate procedures are applied to resolve the heteroske-
dasticity and clustering problems. 
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The results for equation (5), which analyses the rela-
tionship between CCC and profitability, are present-
ed in column (1) in Table 4 and Table 5. The results 
in both tables show that there is a significant nega-
tive relationship between CCC and two measures 
of profitability, ROA and GOI. Therefore, hypothe-
sis 1, which states that there is a negative relation-
ship between working capital management and 

firms’ profitability, is confirmed. This result 
is consistent with previous studies (Deloof, 2003; 
Garcia-Teruel and Martinez-Solano, 2007; Lazaridis 
and Tryfonidis, 2006). This result implies that com-
panies can increase their profitability by improving 
their working capital management efficiency, that is, 
by minimizing CCC. 

Table 5. The relation of GOI with working capital management 

Coefficient 
estimate 

Expected 
sign 

(1) (2) (3) (4) 

 Intercept    0.85423***  0.8369***  0.84939***  0.79196*** 

 CCC  -0.00004*** -0.00003*** -0.00012** -0.000001 

 APP +  -0.00009***   

 ICP    0.00009*  

 ACP     -0.00026*** 

 SIZE  -0.05363 -0.05117  -0.05284 -0.04448 

 DR  -0.29428*** -0.28996*** -0.29817*** -0.2932*** 

 CR  -0.00327***  -0.00373*** -0.00294** -0.00362*** 

 F-value   25.03  21.22  22.01  25.83 

 p-value   0.0000  0.0000  0.0000  0.0000 

 N   2618  2618  2618  2618 

Notes: Column (2), (3), (4), and (5) in the table report results from estimating the following regression models from the 
year 2008 to 2014 with 2618 observations of the following model, respectively: 

Profitabilityit ൌ β଴ ൅ βଵCCC୧୲ ൅ βଶCR୧୲ ൅ βଷDR୧୲ ൅ βସSIZE୧୲ ൅ ui ൅ ɛit 

Profitabilityit ൌ β଴ ൅ βଵAPP୧୲ ൅ βଶCR୧୲ ൅ βଷDR୧୲ ൅ βସSIZE୧୲ ൅ βହCCC୧୲ ൅ ui ൅ ɛit 

Profitabilityit ൌ β଴ ൅ βଵICP୧୲ ൅ βଶCR୧୲ ൅ βଷDR୧୲ ൅ βସSIZE୧୲ ൅ βହCCC୧୲ ൅ ui ൅ ɛit 

Profitabilityit ൌ β଴ ൅ βଵACP୧୲ ൅ βଶCR୧୲ ൅ βଷDR୧୲ ൅ βସSIZE୧୲ ൅ βହCCC୧୲ ൅ ui ൅ ɛit 

where profitability is measured by return on assets (ROA); CCC is cash conversion cycle; ICP is inventory conversion 
period; APP is account payable period; ACP is account receivable cash period; SIZE is natural logarithm of sales; DR 
is debt ratio; and CR is current ratio. *, **, *** denotes the level of significance of 10%, 5%, and 1%, respectively. 
The models are estimated using panel data analysis techniques. The Breusch - Pagan LM test statistic is 1123.83 (p-
value = 0.0000), indicating that the random effect model is more efficient than the OLS model. The Hausman’s test 
statistics is 16.79 (p-value = 0.0000), indicating that the fixed effect model is more efficient than the random effect 
model. Thus, the fixed effect model is chosen for analysis. Appropriate procedures are applied to resolve the het-
eroskedasticity and clustering problems. 

 

The results for equation (6), which explores the rela-
tionship between account payable deferral period and 
profitability, are presented in column (2) in Table 4 
and Table 5. The results show that there is a negative 
and significant relationship between account payable 
deferral period with both ROA and GOI, implying 
that a shorter account payable deferral period actual-
ly improves firms’ profitability. This rejects hypoth-
esis 2, which states that there is a negative 

relationship between account payable deferral period 
and firms’ profitability. It can be inferred from the 
result that more profitable firms in Vietnam do not 
use trade credit as a source of short-term funds. 
This is consistent with the case of Finnish companies 
(Enqvist, Graham and Nikkinen, 2014), but contrasts 
with the Greek case (Lazaridis and Tryfonidis, 
2006). 
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The results for equation (7), which examines 
the relationship between inventory conversion period 
and profitability, are presented in column (3) in Ta-
ble 4 and Table 5. The results show that the relation-
ship between inventory conversion period and 
profitability is positive and significant; thereby, re-
jecting hypothesis 3. This means that piling up in-
ventory will generally improve the profitability 
of firms. This result is contrary with some prior stud-
ies, such as Deloof (2003); Garcia-Teruel and Mar-
tinez-Solano (2007); and Enqvist, Graham, and 
Nikkinen (2014), but similar to some others, such 
as Lazaridis and Tryfonidis (2006). 

Finally, results for equation (8), which examines 
the relationship between account receivable conver-
sion period and profitability, are presented in column 
(4) in Table 4 and Table 5. The results show that 
there is a negative and significant relationship be-
tween the account receivable conversion period 
and both measures of firms’ profitability. This evi-
dence supports hypothesis 4, implying that reducing 
the average number of days it takes to collect receiv-
ables helps improve firms’ profitability. Again, 
the result is consistent with some prior studies, such 
as Deloof (2003); Lazaridis and Tryfonidis (2006); 
and Garcia-Teruel and Martinez-Solano (2007), but 
differs from some others, such as Enqvist, Graham, 
and Nikkinen (2014). This also reconfirms the con-
clusion that the effect of different aspects of working 
capital management on profitability is not conclusive 
and depends on the context (Enqvist, Graham and 
Nikkinen, 2014). 

While the results on each component of cash conver-
sion cycle, that is, ACP, APP, and ICP, yield some 
useful information, we argue that the interpretation 
of results in this way will not be complete due to 
the inter-dependency of the three components. 
The above evidence shows that Vietnamese firms 
seem to be more profitable when they speed up 
the collection and payment process and maintain 
a large amount of inventory. This pattern is incon-
sistent with the view that firms regard working capi-
tal as an internal source of fund. In fact, it seems 
more likely that Vietnamese firms speed up their 
collection and payment cycle and stock a high 
amount of inventory to reduce supply costs and price 
fluctuations. This implies that Vietnamese firms 

seem to economize on working capital to improve 
their operational efficiency; and thus, their profitabil-
ity. 

 
5 Conclusions 
 
This study examines the relationship between work-
ing capital management and corporate profitability 
in the context of Vietnam by using a sample of 374 
listed companies from years 2008 to 2014. By taking 
the inter-dependency nature of the three components 
of cash conversion cycle into account, the research 
is expected to produce consistent estimates and more 
complete interpretations of the regression results. 
The results reveal two findings about the practice 
of the working capital management of the Vietnam-
ese firms. Firstly, the research shows that better 
working capital management, represented by lower 
cash conversion cycle, helps improve firms’ finan-
cial performance. Secondly, detailed analysis shows 
that the Vietnamese firms seem to be more profitable 
when they speed up the collection and payment pro-
cess and maintain a large amount of inventory. Thus, 
it seems more likely that the Vietnamese firms speed 
up their collection and payment cycle and stock 
a high amount of inventory to reduce supply costs 
and price fluctuations, which implies that the bene-
fits of working capital management seem to come 
mainly from the improvement of operating efficiency 
rather than reducing the costs of external financing. 

Even though this study makes contributions towards 
a better understanding of working capital manage-
ment for the Vietnamese firms, it unavoidably has 
some limitations. The functional of the models used 
in this research only cover very basic control varia-
bles. As the practice of working capital management 
might change depending on the context, such as 
on the business cycle, inflation, or on the presence 
of financial constraints, future research might expand 
the scope to account for these factors. Besides, this 
research only covers the data of the Vietnamese 
listed firms. Future research may enlarge the scale 
by using a multi-country dataset. This will facilitate 
comparison and may reveal interesting insights 
on how firms in different countries manage their 
working capital. 
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