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Abstract: This study aims to develop an understanding about the evolutionary process of Working Capital
Management (WCM) research, explaming WCM i particular environments from the 1900°s until the present.
The study discusses relevant studies in the literature, exploring the relevance of models, concepts or
frameworks developed to serve managers needs in particular operating environments and speculating future
research directions. The evolution of WCM and influencing factors illustrate the mtegrative nature of WCM,
appears to be dynamic as changes m managerial focus would reflect how companies manage WCM
components. However, the review reveals that the WCM literature unable to provide relevant information to
explain WCM in current environment. The study is particularly value in making sense of WCM research today
and likely future directions. The pathway of development while vital for research exposes needs and responds
that 13 fimdamental for forecast of future prospects of WCM.
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INTRODUCTION

WCM has gone through succession developmental
stages, since early introduction in early 20th centwry. In
any stage managers acts as problem provider and
academics on to find solution/s while it is true to assume
that scholars provide new horizons while managers
implement finds to prove usefulness. The evolution of
WCM 1s full of such two way debate between managers
and academicians. Nevertheless, making sense of WCM
research today and likely future directions requires an
m-depth understanding of historical perspectives. The
pathway of development while vital for research exposes
needs and responds that 1s fundamental for forecast of
future prospects of WCM. This study aims to develop an
understanding from  extant about the
development of WCM research, explaining WCM in
particular environments from the 1900°s until the present.
This includes exploring two agendas in relation to
working capital; 1st, the evolution of WCM research

literature

which includes major transition stages along the journey
and secnd factors influencing the management of working
capital. In doing so, the relevance of models, concepts or
frameworks developed to serve managers needs in
particular operating environments will be examined. The
review explores the gap n WCM literature to facilitate

managers and academicians m terms of managing working
capital in contemporary organizational contexts and also
speculates future research directions.

THE WCM JOURNEY

In thus study, the review of WCM literature examines
the journey of working capital research from the earliest
awareness era (1900-1940s) to a pre and post World-War
IT era (1920-1950s) to the optimization and simulation
approaches of working capital in the industrialisation era
(1950-19808) and the emerging themes of WCM research
in the globalisation era (1990-2000s). Following studies
will explore the important issues associated with the
evolving development of WCM research in these different
periods.

Awareness era (1900-1940s): The period between the
1900 and 1940s found limited development in WCM
research as a discrete management practice, largely due to
limited research. A search of the ABI Inform Database
found only 23 studies related to working capital published
in various journals in this period and there appeared to be
an inconsistent interpretation of what was included within
the term working capital. Disputes over definitions and
categorizations of working capital indicate a learning
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stage, developing an understanding of working capital
characteristics and seeking common ground between
working capital theory and practice.

One of the earliest defimitions of working capital was
proposed by Mann (1918). He defined working capital, as
the amount of money or money equivalent required to
finance a company’s operations. It 1s also known as Net
Working Capital (NWC), the amount of capital required
keeping a company in operations or staying liquid. NWC
is a reflection of the operating cycles, financing
alternatives and liabilities obligations.

In 1947, the Committee on Accounting Procedure of
American Institute of Accountants issued an Accounting
Research Bulletin (ARB), No. 30 which defined working
capital and classified the operating cycle. It stated:

Working capital, sometimes called net working
capital is represented by the excess of current
assets over current liabilities and identifies the
relatively liquid portion of total enterprise capital
which constitutes a margin or buffer for meeting
obligations to be incurred and liquidated within
the ordinary operating cycle of the business
(CAP/ATA, 1947)

ARB No. 30 specified the operating cycle for current
assets and current liabilities to be 12 months because
many transactions fall within this time period. However, it
also acknowledged the existence of longer busmess
cycles in certain industries where companies may use
extended periods for example wineries, lumber and
agriculture. This bulletin was criticized by practitioners for
its inconsistency with practices. The current review
suggests that two important issues identified during this
period are disputes over operating cycles of working
capital and specifications of current assets and current
liabilities.

Swartz (1947) argued that ARB No. 30°s requiremnent
of the operating cycle being defined, as being 12 months
was inconsistent with practice. He explained that certain
companies may produce two or more products that have
different operating cycles. In a sense, this creates
confusion for accountants in relation to products which
differ in terms of operating cycles.

The classifications of items that can be considered as
current assets or current liabilities in ARB No. 30 sparked
arguments from practitioners. For example, ARB No. 30
excluded from cwrent assets the deferred expenses or
unallocated costs which normally benefited companies in
long-term. Swartz (1947) argued that accountants using
their own judgement and with limited guidance had to
distinguish between deferred charges and prepaid
expenses in the balance sheet. In general, he disagreed
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that accountants may not be able to determine or
categorise what could be included or excluded in current
assets due to borderlines cases.

Swartz (1947) also explained that the exclusion from
current liabilities of contractual obligations (e.g., prepaid
rentals) that were expected to be refunded. He raised
doubts about accountants having to make judgements
about what would happen m the near future and what
should or should not be included in the balance sheet.
Further, he commented that ARB No. 30 had diverted the
orientation of the balance sheet from disclosing what has
happened to what was expected to happen.

LIQUIDITY AND FINANCING: PRE AND POST
WORLD-WAR II PERIOD (1920-1950s)

The pre and post World-War 1T (WWII) era
(1920-1950s) had significant influence on the development
of working capital studies. The overlapping period
between awareness stage and this era was due to similar
operating environments and evidence (development of
working capital) appeared in both periods. The main
arguments in this period 18 revolved around appropriate
levels and financing of working capital. Berjamin (1939)
stated that companies were better off having positive
NWC as it would improve liquidity. Positive NWC refers
to companies keeping higher ratios of cumrent assets
{(e.g., cash, receivables or inventories) to current liabilities
(e.g., payables, prepaid expenses) and depending less on
bank loans or supplier’s credits to finance working capital
requirements. Alternately, a low current ratio refers to
companies having low current assets (e.g., reduced cash
or minimized inventory levels) and higher current liabilities
which mereases dependency on financing (e.g., banks
loans) for working capital requirements.

According to Chandler (1994), mnterwar (between
WWI and 1T), American companies expanded their
international market shares and even dominated British
Domestic Markets. He highlighted how large American
corporations having high capital capabilities and
economies of scale were important factors to compete in
this period. In terms of working capital, Ketchum (1942)
identified that many American companies in the 1920s
preferred to offer equity market securities to finance
working capital while in the 1930s many companies were
able to fund their own working capital activities and
decrease dependency on bank loans. This mdicates that
during this period, companies preferred to adopt positive
NWC approach to managed working capital activities.

Chandler (1994) further stated the World-war IT period
saw an extraordinary increase m industrial output with
more than half of American manufacturing capacity was
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dedicated to producing armed forces related products.
Consequently, the requirement for working capital
dramatically increased (Ketchum, 1942). Companies who
were normally in-favour of issuing equity market
securities (common stocks) to finance their working
capital or financing working capital on their own,
experienced difficulties due to investors reaction to the
uncertaimnties of war, the rising cost of matenals, higher
labour costs and need for new plant to fulfil higher
demands. Furthermore, Ketchum (1942) observed that
companies fell short on cash and switched to banks, as
alternative to finance working capital. This indicates a
trend away from positive NWC approach to a low current
ratio approach to managing working capital.

The tendency of American companies to finance
working capital through bank loans increased as the war
mtensified, however banks were becoming reluctant to
provide financing due to risks and uncertainties of war
(Ketchum, 1943). Therefore, the UUS government was
forced to iyject fimds into American companies for the
construction of new plants and machinery and to help
fund working capital requirements. This had a flow-on
effect after the war.

According to Chandler (1994), post WWII, large
capital intensive corporations with advance technology
dominated the emerging mearkets. For example, he
observed that International Business Machines (IBM)
conquered the rapidly growing computer sector and
Boeing and Douglas dominated the commercial airlines
industry. Consequently, the practice of working capital
appeared to reflect a change in organizational focus.
American compenies had regamed strong Lqudity
positions with total current assets exceeding current
liabilities by end of 1940s (Carey, 1949). This indicates
that companies switched back to adopt the positive NWC
approach to managing working capital. As this area,
became more complex, researchers put more effort into
developing various techniques to manage working capital
operations.

OPTIMIZATION AND SIMULATION MODELS:
INDUSTRIALISATION PERIOD (1950-1980s)

The mdustrialisation era between 1950 and 1980s
resulted in a change of direction in working capital
studies. Advanced technologies and machinery
transformed manufacturing sectors, enabling companies
to gain benefits of economic of scale hence lowering
operational cost (Kaplan, 1994). Chandler (1994) identified
that after the 1950s, Americen companies grew in size and
created multiple divisions to focus on many different
business activities. He explained that senior managers
lacked the necessary traimming and experience to evaluate
the performance of different business activities and a
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range of mathematical models were used to support their
decision making processes. Consequently, working
capital studies in this period developed various
mathematical and simulation models to help managers.
Gentry (1988) provides a summary of research into
optimization models and working capital. He states that
optimization models can be categorized to support
managers and academicians for specific function and
purpose.

Indeed, several scholars have seen the potential for
mathematical solutions to lower WCM requirements by
linking together two or more of working capital
components (Beranek, 1963; Kim and Chung, 1990;
Shapiro, 1973; Thompson, 1975). For example, inventory
levels (e.g., ligh or low) influence the determination of
credit discount policy (Beranek, 1963) and conversely, the
length of credit period influences inventory levels
(Thompson, 1975).

As a consequence, the development of working
capital studies placed more emphasis on developng
mathematical models, as decision making tool for WCM
components. Beranek (1963) introduced a simultaneous
decision making model between cash discount policy and
inventory levels. He suggested the optimal cash discount
rate depended on the level of inventory higher inventory
levels mdicating better offerings on cash discount rate).
Shapiro (1973) proposed a credit policy model 1n
inflationary and devaluation environments. Usually,
during recession consumers are likely to slow their
payments, so Shapiro’s Model was designed to determine
the length of credit period. Furthermore, Shapiro’s Model
determined the optimal time of purchasing the inventory.
Thompson (1975) introduced the use of capital budgeting
technique to determine optimal mventory levels. He
explained the need to re-evaluate the Economic Order
Quantity (EOQ) of inventory management when credit
policies were assumed to be affected during economic
downturmns. Kim and Chung (1990) argued that previous
studies would result in constant change of credit policy
and could result in companies losing customers. They
proposed a joint evaluation of inventory and account
receivables to determine suitable cash flow approaches
needed for operations management.

Many optimization solutions have received criticisms
due to their lack adaptability in differing organizational
settings and business environments (Damon and
Schramm, 1972; Kmight, 1972; Merville and Tavis, 1973).
Knight (1972) highlighted the shortcomings of
optimization models in dealing with uncertainties and risks
in working capital. He suggested a combination of
simulation and optimization models to resolve the
shortcomings of using mathematical models alone in the
budgetary process when identifying the parameters
(i.e., sales volume, inventory level, credit policy).
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Subsequently, scholars diverted their efforts to
incorporating simulation models into the management of
working capital compoenents. Damon and Schramm (1972)
developed a decision making model to identify the optimal
level of working capital by identifying parameters in
production, finance and marketing. Next, Merville and
Tavis (1973) proposed an interlocking planning moedel
where decisions about receivables, inventory and
financing components were linked. Then, Bierman et al.
(1975) demonstrated a ruin consideration model that
linked working capital with capital structure. They
proposed the working capital decisions should be linked
with other functional units (production, marketing and
finance) not only to avoid ruin (e.g., technically insolvent)
but also to improve sales through changing inventory
levels and credit policies.

While working capital research in this era offered
alternatives for improving working capital performance,
the usefulness of optimization and simulation models to
practitioners were not appreciated until a survey by
Gitman et al. (1979). They found that managers in large
corporations in the United States
sophisticated financial techniques in managing working
capital activities. They also confirmed that managers used
optimization and simulation models to improve their
manufacturing capabilities and increase profitability
through mimmizing production costs.

However mn a challenging and dynamic business
environment, making processes  using
mathematical and simulation models are difficult to
configure in complex organizational settings. A swvey by
Trahan and Gitman (1995) found that optimization and
simulation models lack broad acceptance by many chief

tended to use

decision

financial officers of the Fortume 500 largest corporations
and the Forbes 200 best small companies because of their
mflexibility.  Recognising these challenges
opportunities, new streams of working capital studies
have emerged.

and

EMERGING THEMES: GLOBALIZATION
PERIOD (1990s-PRESENT)

In previous study, working capital literature review
exposed the shortcomings of optimization and sunulation
approaches to assist managers in interpreting and making
sense of diverse
increasingly important to compete in the globalisation era
of global

mmovative

information which has become

competition, advance technologies and
products  and (Hamrison  and
McKinnon, 2007). About two themes are emerging in this
era, effectiveness in WCM and understanding WCM
practices which will be discussed mn this study.

services
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Effectiveness WCM: Effective WCM revolves around
two important variables, namely profitability and liqudity
(Pass and Pike, 1984; Shin and Soenen, 1998). Pass and
Pike (1984) further argued that effective management of
working capital components is imperative to improve
organizational performance. As profitability is a subjective
term and can be interpreted in different ways, it is crucial
to specify Pass and Pike’s defimtion of profitability as
maximizing shareholder value. As mentioned earlier,
liquidity is concerned with the ability of a company to
satisfy its financial obligations on day to day basis
(Moyer et al., 2009). Furthermore, two differing notions
are identified, believed to contribute to effective WCM;

namely financial perspective and organizational
context.
From a financial perspective, WCM studies

suggested effecive WCM could be achieved by
improving the cash conversion cycle to incorporate
performance. As previously mentioned, the notion of
shorteming the cash conversion cyele (similar to
squeezing WCM components) leads to positive liquidity
(Richards and Taughlin, 1980) and improved profitability
(Johnson and Soenen, 2003). A pioneer study was
conducted by Shin and Soenan (1998) who found a
significant relationship between shortened cash cycles
and an improvement in profitability among American
companies. Later studies found similar results in
countries like Greece (Lazaridis and Tryfonidis, 2006),
India (Vishnam and Shah, 2007), Kenya (Mathuva,
2010) and Malaysia (Mohamad and Saad, 2010;
Zariyawati et al., 2009). Similar results were also found for
small and medium size enterprises (Garcia-Teruel and
Martinez-Solano, 2007).

In contrast, differing conditions, identified in Belgium
(Deloof, 2003) and Pakistan (Raheman and Nasr, 2007),
gave rise to profitable companies paying suppliers early
or within the discount period with managers preferring to
gain savings from early payments which could improve
profit margins. Some studies conclude that squeezing
WCM components is an alternative to maximizing
profitability and the effectiveness of WCM 1s seen merely
in financial terms. Alternatively, some companies may take
advantages of cash discounts to improve profitability.

It should be noted that the message conveyed with
the squeezing approach arguably Thinders the
establishment of a healthy financial supply chain
(Brigham and Ehrhardt, 2008; Hofmamn and Kotzab, 2010,
Moyer et al., 2009; Rafuse, 1996). One of the elements in
a squeezing approach is stretching payment to suppliers,
however, this 1s considered unequal distribution of power
(Hofmann and Kotzab, 2010). Delaying payments to
suppliers could involve stakeholders in multiplying
effects with companies growing at the expense of
suppliers and customers. Instead, companies are advised



Int. Business Manage., 9 (5): 987-997, 2015

to leverage cross-enterprise collaboration to gain a
competitive edge (Hofmann and Kotzab, 2010) as
synchronizing the flow of inventories and payables within
the supply chain would benefit the whole value chain.
Cross-enterprise collaboration refers to an integrative
platform where members of a supply chain share
information and cooperatively develop strategic plans to
synchronize operations (Bowersox et al., 2003).

In fact, many scholars have suggested that strategic
collaborations of cross-enterprise segments to fulfil
market demand may influence WCM (Bowersox et al.,
2003; Mohr et al, 1996, Mollenkopf et al, 2000
Wadhwa ef al., 2006, Wood, 1993). Further researchers
expressed the wview that improving commumcation
channels between manufacturers, suppliers and
retailers through information sharing platforms may
reduce the uncertainty inherent in market behaviour.
Consequently, companies could more effectively manage
their WCM activities and production plans.

From organizational context, researchers have
suggested that establishing effective WCM transcends
finance and largely depends on other disciplines
(Brigham and Ehrhardt, 2008; Gitman, 2009). As mentioned
earlier, the process of managing working capital
components 1s an important part of managing business
operating cycles and involves the participation of a wide
range of people within an organization (Gitman, 2009,
Schilling, 1996). A typical operation cycle involves
three main activities: Purchasing, producing and selling
(Mover et al., 2009). These activities involve cash flows
that are neither mstantaneous nor synchromzed In
normal business operation, companies have to purchase
materials (for production) in advance payment (payables)
mn most of the times 1s made before cash receipts (cash
collection from receivables). In large companies, working
capital transactions are complex and accountability for
managing WCM components is distributed among a
range of finance managers (Gentry et al, 1979)
hence, the decision making process regarding working
capital components should be synchronized in order to
maximize profitability.

The area of WCM studies focusing on organizational
contexts 15 currently underdeveloped. Scholars have
proposed alternatives derived from organizational
contexts to mmprove WCM such as mformation
technology for coordination (Fairchild, 2005), six Sigma to
reduce root causes of problems (Smisvastava, 2004),
horizontal organizational structure to improve adaptability
to consumer demands (Sehgal et al., 2006) and Just In
Time (JIT) strategy to improve supply chains
(Bartezzaghi et al., 1992). Similarly, managing working
capital strategically in organizational contexts has the
potential to build an effective management tool for
working capital components.
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The shortcomings of the financial perspective
hindered managers interpreting and making sense of
diverse information which has become increasingly
important when competing in the globalization era with
emerging global competition, advanced technologies and
innovative products and services (Harrison and
McKinnon, 2007). This raises the need to explore WCM
in organizational contexts to better help managers and
academicians explain WCM practices in the current
environmert.

Understanding WCM practices: An extensive literature
review found that many WCM studies have been
investigating WCM practices from the late 1970s tll
present. Many of these studies were interested to learn
about management’s perceptions of working capital
approaches and the mail survey approach has dominated
this research stream.

Previous studies suggest that particular working
capital  approaches are associated with how
companies organize the levels of WCM components.
There are two main working capital approaches identified
in the literature, namely the situational changes and risk
avoiding approaches. Situational changes refers to the
flexibility of working capital policy to adapt to changes in
demand (Smith and Sell, 1980). For example, companies are
observed to carry high levels of inventory to avoid
stock-out situations or offer attractive receivables or
payables terms to induce business. In contrast, risk
avoiding is less flexible, working capital policy is more
static and there is a greater tendency to minimize levels of
WCM components (the previously mentioned squeezing
approach) (Smith and Sell, 1980).

Researchers have found that many companies have
used risk avoiding approach to minimize levels of WCM
components (Belt and Smith, 1991; Gentry et al., 1979).
Gentry et al. (1979) found that large proportion of
companies in France, India and the US preferred to
minimize the level of WCM components to just
enough to support anticipated sales during the
planning period.

Alternatively, there is also evidence that some
companies offer flexibility in working capital policy to
adapt to changes in demand. A study by Belt and Smith
(1991) showed that Australian companies adopted
situational changes and indicated these companies were
more flexible in terms of working capital policy to enable
WCM components to be more adaptable to changes in
their environment. This may be due to the Australian
economy being driven by commedity export-oriented
firms where flexibility to meet demands is essential.
Similarly, Gentry et al. (1979) found that a large proportion
of Belgian companies adopted situational changes and
held additional levels of WCM components to cater for
sudden mcreases n demands and production costs for
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example. A comparable result was identified in Canada by
Khowry et al. (1999) where companies adopted a
situational changes approach, being flexible in terms of
working capital policy.

Extent literature offers important insights into WCM
practices. However, 1t 1s argued that these studies
employed a narrow focus on management tendencies to
build effective WCM practices considering a financial
perspective alone. The operational scope of WCM is
broader and involves consideration of multiple internal
and external factors; consequently little is known about
WCM practices in complex organmizational settings.

FACTORS INFLUENCING THE
MANAGEMENT OF WORKING CAPITAL

The effectiveness of WCM and understanding
practices as described in the previous study, continues to
be the main themes in the globalization era and
organizational context is considered an alternative
approach to improving effectiveness. Managers are urged
to consider various factors i decision making processes
because the more volatile market conditions are the more
resources and the greater coordination required to
manage WCM components (Hill et al, 2010).
Consequently, this study aims to develop an
understanding from the literature of factors that have
mfluenced current WCM practices.

It 1s evident that there are a wide range of factors
affecting WCM practices. These factors can be
categorized, as external and internal factors as shown in
Table 1. While external factors may affect many
companies globally and across industries, there are
certain factors only affecting compames within a
particular industry or country. At an organizational level,
a set of internal factors affects the whole organization,
including WCM but in different manners, according to

Table 1: The internal and external factors affecting WCM

their direction and relationships between them.
Consequently, an ability to interpret and respond to
changes in these environmental variables is critical
{(Johnson and Soenen, 2003) for management, ncluding
managers who are mvolved m WCM decision making
processes. The following paragraphs describe identified
factors and their level of influence on WCM.

The review of the literature identified six external
factors believed to influence WCM in a mostly holistic
manner: Political situation, economic and business
enviromment, industrial effects, legislation, competition
and financial regulations. The review further found that
their effect varies across industrial and geographical
setings. For example, United Kingdom legislation
addresses how small business holders go about charging
interest on overdue mvoices (Peel ef af., 2000) to protect
small enterprises who are lughly dependent on efficient
working capital while many companies have
encountered difficulties in managing working capital
components during economic recessions due to global
uncertainties (Claessens et al., 2000). In other words,
legislation may have only localised, limited effects whle
economic conditions appear to affect many companies
across industries or borders and some companies are
more sensitive to environmental changes than others.

The current review also identified eleven internal
factors that are considered to affect WCM: managerial
practice, working capital policy, performance measurement
systems, information technology, employees behaviour,
nvestment policy, production and supply chain
management, payables management, credit policy and
employees financial knowledge. The review suggests that
these factors seem to affect an organisation as a whole
but certan factors may specifically impact WCM
components. For example, implementation of a
performance management and measurement system is
aimed to strategically improve overall organizational

Factors What may affect WCM

References

External factors  Political situation
Economic and business environment
Industrial effects
Legislations
Competitions
Financial institutions/interest rates/regulations
Technology

Internal factors Management practices/working capital policy

(Ketchumn, 1942, 1943; Carey, 1949)

(Herbst, 1974; Ben-Horim and Levy, 1983; Claessens et ai., 2000)

(Hawawini ef al., 1986; Filbeck et ., 2007; Smith, 1997)

(Peel et al., 2000)

(Filbeck and et ad., 2007)

(Holdren and Hollingshead, 1999; Strischek, 2001; Cocheo, 2004)

(Fairchild, 2005; Wood, 1993)

(Knight, 1972; Deloof, 2003; Edwards et ai, 1985; Fredenberger et al, 1993,

Garcia-Teruel and Martinez-Solano, 2007; Johnson and Soenen, 2003; Lazaridis and
Tryfonidis, 2006; Sathyamoorthi, 2002; Boisjoly and Tzzo, 2009; Hill et af., 2010)

Performanc e measurement sy steims
Tntommation technology

Employees behaviours

Investment policy

Production and supply chain management
Shareholders wealth

Inventory management

Payable management

Credit policy

Employees financial knowledge

(Srisvastava, 2004)

(Fairchild, 2005; Jaiswal and Kaushik, 2005)

(Loeser, 1988)

(Seidner, 1990; Appuhami, 2009)

(Bartezzaghi et al., 1992; Evans ef ai., 1993; Hamlin and Heathfield, 1991)
(Filbeck et ad., 2007)

(Edwards et al., 1985; Raman and Kim, 2002; Yang ef ., 2005)

(Rafuse, 1996; Kolay, 1991)

(Walia, 1977, Kolay, 1991; Ooghe, 1998)

(Cheathamn and Cheatham, 1993; Gitman and Maxwell, 1985)
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performance  (Srisvastava, 2004) and involves
participation of all members of the organisation.
Alternatively, changes in working capital policy would
specifically affect WCM performance. For example,
receivables policy specifies terms and conditions in
approving credit applications and cash collection
activities and an mnventory handling policy specifies how
materials should be mamtamed and orgamzed. If a
company intends to shorten the cash conversion cycle,
managers may squeeze elements of working capital policy
to conserve cash, a move likely to influence working
capital performance. These examples indicate how certain
intemal factors are most likely to affect WCM while others
affect the organization as a whole.

Information gamed from mternal and external factor is
very broad and fragmented which makes it difficult for
managers and scholars to speculate what actions are
needed and how working capital components should be
managed. Basically such analysis 15 unable to provide a
clear and comprehensive understanding of how mternal
and external factors affect WCM practices. Although,
these factors are intuitively important in WCM decision
making processes, a detailed and comprehensive
understanding 18 necessary to help managers and
academicians have a more robust explanation of WCM.

WCM RESEARCH-LACK OF UNDERSTANDING
This study reconciles the development eras of WCM

As discussed in
preceding sections, the evolution of WCM witnessed

research as illustrated in Fig. 1.

, 0(5): 087-997, 2015

major transitions in WCM research to accommodate
managers changing preferences in response to particular
orgamzational focuses and operating envirormments.
Furthermore, this study also extended the review of
literature to gain an understanding of factors influencing
WCM practices. This section aims to discuss the
relevance 1ssue of current WCM research
organizational context and in the following study,
suggests future research direction.

The awareness and pre and post WWII eras saw
increasing participation of practitioners and academicians

m an

in developing an understanding of working capital
characteristics through series of debates. Main arguments
revolved around the level of liquidity and financing
working capital requirements. The development of WCM
studies offered managers recommendations for dealing
with opportunities and challenges in that period. For
example, American corporations realised that strong
liquidity positions and economies of scale would give
them a competitive edge to dominate intemational markets
and survive through the uncertainties of World War 1T
(Chandler, 1994).

In the industrialisation era, managers were struggling
to cope with the rapid growth of their orgamizations and
lacked knowledge and experience regarding many
different business activities. In response, working capital
studies proposed various optimisation and simulation
models to assist managers with a statistical approach to
decision making processes. This was in line with
American companies who had experienced dramatic
growth mto emerging markets and the needs for

Periods | Awareness era | |Pre and post WWll| | Industrialisation | | Globalisation |
A4 A\ 4 A\ 4 v
War tension financing tézl?:z?geiis D);namllc environment
External | 1Ssues drastic increase manu factfrin global cgmpetlt(;ons
environment of demands rising capabilities emerg in e e
cost of materials pmarkets o itagl g .att}d services diverse
capital intenstiy ‘ ap information customer
intensity dominance
Lo Budget driven . .
Awareness of Increase liquidity % 1 Strategic planning,
it working capital financing control employees informed
Organization operating cycles bili " multilayer 1
focuses P g cycl capability mass authorisation employees
terms of working productions modern empowerment
capital Int' 1 markets manufacturing customers focus
A p
¢ T ¥ ¢ 1<lack of understanding|
L
Understanding Optimisation and
workmg_cap ital: | Financing working | Slmulan‘oq Emerging themes:
Definitions of e models:Optimized flective WCM
WCM working capital capital: Positive WCM.budget effective \
research P NWC versus low ’ and understanding
classification of current ratios parameters, WCM practices
current assets and WCM policies,
liabilities cost control

Fig. 1: The chronology of evolution of WCM research
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models
tocompete in that environment
Jolmson and Kaplan, 1991).

In the cumrent globalization era, the effective
management of working capital is one of the most

mathematical and budget oriented tools

(Chandler, 1994,

important agendas when competing in the emerging,
global competiion where mformation 1s paramount
in making sense of market directions. It 1s apparent that
sophisticated financial models alone are unable to help
managers
explanation of WCM, hence orgamzational contexts are
undemiably important to 1improving orgamzational
performance. The earlier review of WCM practices

and academicians with a more robust

identified that scholars are more interested in learning
about managenal practices primarily from a financial point
of view. As stated earlier, the scope of WCM practices
embedded within an organizational context needs a more
holistic view of managerial practices (Brigham and
Ehrhardt, 2008). Consequently, the overall process of
WCM which may be highly or loosely coordinated within
the organizational context is not fully understood.

WCM involves the full range of business processes,
so the decisions made regarding working capital
components should be synchronized i order to maximize
organizational performance (Crum et of., 1983). However,
a study in New Zealand by McInness (2000) showed that
94% of compames manage WCM components m a
more segregated manner. This differs from suggestions by
WCM researchers that effective WCM should be
integrated along the processes in order to maximize
organizational performance (Arcelus and Snimvasan, 1993,
Crum et al., 1983; Damon and Schramm, 1972). Managers
need concepts, models and frameworls to be more flexible
and dynamic. Unfortunately, the WCM literature lacks
explanations of how companies should manage WCM
components in complex organizational settings.

Accordingly, it is apparent that WCM research
unable to provide relevant information to managers for
capital
environments. This phenomenon i1s comparable to that
which Johnson and Kaplan (1991) highlight in their
seminal discourse Relevance Lost: The Rise and Fall of
Management Accounting where they observed that

managing working activities 11 current

mformation obtained from financial reports 1s unrealistic
in providing understanding of the complexity of
contemporary organizational settings.

The evolution of WCM has shown that changes n
managerial practice should influence the management of
working capital. For example, the use of sophisticated
financial models enabled managers to make decisions in
response to the need to lower costs during the
industrialization era. However, the use of soplisticated
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financial models is rather irrelevant, as managers seem
unable to apply them within the organizational context of
the current environment.

An understanding of internal and external factors
enables a dynamic view to be developed of WCM. In
other words, each company may respond differently to
each factor as the level of sensitivity of a company may
influence how managers make decisions. For example,
companies operating in hostile market conditions where
managers are suspected to observe external factors more
closely in decision making processes compared to less
hostile market conditions. In this case, each company
would react differently to its environment which may or
may not influence the management of working capital.
Unfortunately, the body of WCM knowledge
unable to provide a comprehensive understanding
of how WCM components are managed in particular
market conditions.

Taking together all the issues discussed in this
study, 1t 18 evident that WCM practices are not fully
understood in organizational contexts. WCM research
lacks explanations as to how companies manage WCM

1s

components in complex organizational settings.
SUGGESTIONS FOR FUTURE RESEARCH

The emerging themes in globalization era are clearly
dominated by financial perspectives. Scholars have been
developing various sophisticated financial models to
support managers in decision-making process but these
techniques contimuously been debated as unable to
reflect the needs of managers to manage working capital
and difficult to implement in complex organizational
settings (Gitman et al., 1979). The review of extant WCM
literature suggests future research on three areas seeking
sound WCM.

First, this study suggests that future studies should
examine the practice of WCM within orgamnization context
would be a key area needing immediate attention. This
could provide necessary information about different
WCM approaches which will help academicians to
formulate financial models that are more dynamic and
applicable in complex organizational settings.

Second, it appears that the trends of WCM practices
in various countries are somewhat identifiable but it needs
to be continuously updated particularly in current
enviromment. In other words, this study suggests that
contimung research 1s required and the understanding
and knowledge about WCM must also evolve.

Third, it is imperative to identify new forces that
shaped working capital practices from mtemational
contexts, this ncludes considering other new variables
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that may influence the management of working capital. For
instance, the use of shared services or outsourcing
services in managing WCM activities 1s increasingly
umplemented in many multnational compames (Leavell,
2006). Companies outsource parts of their working capital
activities, such as receivables activities or payables
services to shared services or outsourcing companies.

CONCLUSION

This study reviewed the WCM literature in order to gain
an understanding to explain WCM m contemporary
organizational contexts. The review explored the
evolution of working capital research from the early 1900s
until the present. The review of extant literature suggested
four distinct eras describing major transitions in
WCM research. The four periods are: Awareness era
(1900-1940s), working capital m pre and post war era
(1920-19508) working capital in industrialisation era
(1950-1980s) and emerging themes in the globalisation era
(1990-2000s).

The review has been extended to examine the factors
influencing WCM. A review of the literature identified a
wide range of mtemal and external factors mnfluencing
WCM, however, the insight gained was insufficient to
enable managers and academicians to manage or
understand WCM practices in certain conditions.

This review concludes that current WCM literature
lacks the understanding to describe WCM in an
organizational context. Orgamizational contexts have
undergone extensive changes with managers relying on
multiple sources of mformation or measures to make better
decisions in highly volatile marleets (Simons, 1995). The
relevance of WCM research in guiding managers during
this globalization era 1s questionable, hence, this study 1s
mtended to propose future research to gain m-depth
understanding of various WCM practices currently in
used and continuous investigations about WCM
practices from international perspectives. This may
provide msights to a more comprehensive understanding
of WCM in current environment.
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