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Abstract: Working capital is required for smooth running of business operation of 
firms. The purpose of this research is to investigate the relationship between 
working capital management and profit performance of seven selected listed 
pharmaceutical companies in Bangladesh. For this we have collected data that are 
available in Dhaka Stock Exchange for a period of twelve years from 2001 to 2013. 
The collected data are analyzed by applying correlation statistics. The result of the 
research revealed that there is a positive and significant relationship between 
working capital management and profit performance in case of six companies. The 
result also revealed that there is a negative significant relationship between net 
working capital management and profit performance in case of one company. The 
findings demonstrate that investment in working capital have an impact on the 
profit performance of pharmaceutical companies in Bangladesh. 
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Introduction 

The working capital is important to a company to run its day to day operations to ensure 
its smooth running and meet its obligation (Eljelly, 2004). It has a major role in making 
profit of a company. Both excessive as well as inadequate working capital position is 
dangerous to a firm. Excessive working capital leads to un-remunerative use of scarce 
funds. On the other hand, inadequate working capital usually interrupts the normal 
operations of a business and impairs profitability. For this reason a firm should have 
adequate working capital. 

There are two concepts to working capital: gross working capital and net working capital. 
Gross working capital refers to the firm’s investment in current assets. Current assets are 
the assets which can be converted into cash within an accounting year (known as 
operating cycle) and they include cash, short-term securities, debtors (accounts receivable 
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or book debts), bills receivable and stock (inventory). Net working capital refers to the 
difference between current assets and current liabilities. Current liabilities are those 
claims of outsiders which are expected to mature for payment within an accounting year 
and include creditors (accounts payable), bills payable, and outstanding expenses. 

Net working capital can be positive or negative. A positive net working capital will arise 
when current assets exceed current liabilities while a negative net working capital occurs 
when current liabilities are in excess of current assets. Positive working capital explain 
that the company is in a fine condition to reimburse it’s short-term debt whereas negative 
working capital explain that the most liquid assets of the company are not sufficient to 
fulfill its current monetary commitments. 

The two concepts of working capital (i.e. gross and net) are not exclusive; rather they 
have equal significance from the management viewpoint.  

The gross working capital focuses attention on two aspects of current assets management. 
One aspect of the gross working capital demonstrate that the level of investment in 
current assets should avoid two danger points; excessive and inadequate investment in 
current assets. Investment in current assets should be just adequate, not more, not less, to 
the needs of the business firm. Excessive investment in current assets should be avoided 
because it impairs the firm’s profitability, as idle investment earns nothing. On the other 
hand, inadequate amount of working capital can threaten solvency of the firm because of 
its inability to meet its current obligations. It should be realized that the working capital 
needs of the firm may be fluctuating with changing business activity. This may cause 
excess or shortage of working capital frequently. The management should be prompted to 
initiate an action and correct imbalances. 

Another aspect of the gross working capital points to the need of arranging funds to 
finance current assets. Whenever a need for working capital funds arises due to the 
increasing level of business activity or for any other reason, financing arrangement 
should be made quickly. Similarly, if suddenly, some surplus funds arise they should not 
be allowed to remain idle, but should be invested in securities. Thus, the financial 
manager should have knowledge of the sources of working capital funds as well as 
investment avenues where idle funds may be temporarily invested.  

In this study we use some working capital management ratios to measure Company’s 
investment performance working capital. These include Working Capital Ratio (WCR), 
Working Capital Turnover Ratio (WCTOR) and Working Capital Productivity Ratio 
(WCPR). 
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The working capital ratio (WCR), also called the current ratio, is a liquidity ratio that 
measures a firm's ability to pay off its current liabilities with current assets. The working 
capital ratio is important to creditors because it shows the liquidity of the company. 
Current liabilities are best paid with current assets like cash, cash equivalents, and 
marketable securities because these assets can be converted into cash much quicker than 
fixed assets. The faster the assets can be converted into cash, the more likely the 
company will have the cash in time to pay its debts.  

The reason this ratio is called the working capital ratio comes from the working capital 
calculation. When current assets exceed current liabilities, the firm has enough capital to 
run its day-to-day operations. In other words, it has even capital to work. The working 
capital ratio transforms the working capital calculation into a comparison between current 
assets and current liabilities. 

The working capital ratio is calculated by dividing current assets by current liabilities. 
This calculation gives you a firm understanding what percentage a firm's current assets 
are of its current liabilities. Since the working capital ratio measures current assets as a 
percentage of current liabilities, it would only make sense that a higher ratio is more 
favorable. A WCR of 1 indicates the current assets equal current liabilities. A ratio of 1 is 
usually considered the middle ground. It's not risky, but it is also not very safe. This 
means that the firm would have to sell all of its current assets in order to pay off its 
current liabilities. 

A ratio less than 1 is considered risky by creditors and investors because it shows the 
company isn't running efficiently and can't cover its current debt properly. A ratio less 
than 1 is always a bad thing and is often referred to as negative working capital. On the 
other hand, a ratio above 1 shows outsiders that the company can pay all of its current 
liabilities and still have current assets left over or positive working capital. 

The working capital turnover ratio (WCTOR) measures how well a company is utilizing 
its working capital to support a given level of sales. A high turnover ratio indicates that 
management is being extremely efficient in using a firm's short-term assets and liabilities 
to support sales. Conversely, a low ratio indicates that a business is investing in too many 
accounts receivable and inventory assets to support its sales, which could eventually lead 
to an excessive amount of bad debts and obsolete inventory. 

Working Capital Turnover ratio (WCTOR) is calculated by dividing net sales by working 
capital (which is current assets minus current liabilities). The calculation is usually made 
on an annual or trailing 12-month basis, and uses the average working capital during that 
period.  
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An extremely high working capital turnover ratio can indicate that a company does not 

have enough capital to support it sales growth; collapse of the company may be 

imminent. This is a particularly strong indicator when the accounts payable component of 

working capital is very high, since it indicates that management cannot pay its bills as 

they come due for payment. An excessively high turnover ratio can be spotted by 

comparing the ratio for a particular business to those reported elsewhere in its industry, to 

see if the business is reporting outlier results. 

The working capital productivity measurement compares sales to working capital. The 

intent is to measure whether a business has invested in a sufficient amount of working 

capital to support its sales. From a financing perspective, management wants to maintain 

low working capital levels in order to keep from having to raise more cash to operate the 

business. Conversely, if the ratio indicates that a business has a large amount of 

receivables and inventory, this means that the business is investing too much capital in 

return for the amount of sales that it is generating. 

Working Capital Productivity ratio (WCPR) is calculated by dividing annual revenues by 

total working capital. A lower Working Capital Productivity ratio indicates poor 

management of the company's receivables and inventory.  

Company’s profit performance is measured by profitability ratios that are a set of 

measurements used to determine the ability of a business to create earnings. These ratios 

are considered to be favorable when they improve over a trend line or are comparatively 

better than the results of competitors. The main ratios are Contribution margin ratio 

(CMR), Gross profit ratio (GPR), Net profit ratio (NPR), Return on assets (ROA) and 

Return on equity (ROE). 

Contribution margin ratio (CMR) is calculated by subtracting all variable expenses in the 

income statement from sales, and then divides the result by sales. This is used to 

determine the proportion of sales still available after all variable costs to pay for fixed 

costs and generate a profit. This is used for breakeven analysis. 

Gross profit ratio (GPR) is calculated by subtracting all costs related to the cost of goods 

sold in the income statement from sales, and then divides the result by sales. This is used 

to determine the proportion of sales still available after goods and services have been sold 

to pay for selling and administrative costs and generate a profit. This ratio includes the 

allocation of fixed costs to the cost of goods sold, so that the result tends to yield a 

smaller percentage than the contribution margin ratio. 
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Net profit ratio (NPR) is calculated by subtracting all expenses in the income statement 
from sales, and then divides the result by sales. This is used to determine the net amount 
of earnings generated in a reporting period, net of income taxes.  

Return on assets (ROA) is calculated by dividing net profits by the total amount of assets 
on the balance sheet. Return on assets indicates the number of cents earned on each dollar 
of assets. Thus higher values of return on assets show that business is more profitable. An 
increasing trend of ROA indicates that the profitability of the company is improving. 
Conversely, a decreasing trend means that profitability is deteriorating. 

The return on equity ratio (ROE) is a profitability ratio that measures the ability of a firm 
to generate profits from its shareholders investments in the company. In other words, the 
return on equity ratio shows how much profit each dollar of common stockholders' equity 
generates. Return on equity (ROE) is calculated by dividing net profits by the total 
amount of equity on the balance sheet. Return on equity measures how efficiently a firm 
can use the money from shareholders to generate profits and grow the company. Unlike 
other return on investment ratios, ROE is a profitability ratio from the investor's point of 
view not the company. In other words, this ratio calculates how much money is made 
based on the investors' investment in the company, not the company's investment in 
assets or something else. For this reason investors want to see a high return on equity 
ratio because this indicates that the company is using its investors' funds effectively.  

In this research, we empirically investigate the consequences of investment in working 
capital on the firm’s profit performance. 

Objective of the Study 

The primary objective of this study is to explore the consequences of investment in 
working capital on the firm’s profit performance. In this purview we examine the 
following specific objectives: 

 To explore the relationship between Working Capital Ratio (WCR) and Profitability 
ratios such as Contribution margin ratio (CMR), Gross profit ratio (GPR), Net profit 
ratio (NPR), Return on assets (ROA), Return on equity (ROE). 

 To explore the relationship between Working Capital Turnover Ratio (WCTOR)  and 
Profitability ratios such as Contribution margin ratio (CMR), Gross profit ratio (GPR), 
Net profit ratio (NPR), Return on assets (ROA), Return on equity (ROE). 

 To explore the relationship between Working Capital Productivity Ratio (WCPR) and 
Profitability ratios such as Contribution margin ratio (CMR), Gross profit ratio (GPR), 
Net profit ratio (NPR), Return on assets (ROA), Return on equity (ROE). 
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Literature Review 

The analyses to find out the relationship between working capital management and profit 

performance were done by many researchers in different environment. Most of the 

researchers have concluded that there are negative association between working capital 
management and profit performance whereas some of the other researchers have 
concluded contrary. The ensuing lines demonstrate some of the research findings of the 

previously done work on this and the related topics. 

In 1998, Shin and Soenen tried to relate efficient management of working capital with 

enhanced profitability. In their article “Efficiency of Working Capital Management and 
Corporate Profitability”, they analyzed whether the Cash Conversion Cycle had some 

potential impact on the profitability of a sample of firms listed on the US Stock Exchange 
during the period 1974-1994. They used the Net Trade Cycle variable in which number 
of days inventory, receivables, and payables were all divided by the Sales figure and then 

multiplied by 365 and they found that a reasonable reduction in the Cash Conversion 
Cycle could lead to an increase in the firms’ Profitability. 

Rehman and Anjum (2013) examined the association between working capital 

management and profitability of 10 Pakistani Cement Companies listed at KSE with 

correlation and regression analysis. Their result proved that there is inverse and positive 
association between working capital management and profitability in cement industry. 

Kesseven Padachi (2006) investigated the relation between working capital management 

and profitability for a sample of 58 small manufacturing firms, using panel data analysis 

for the period 1998-2003. The result of his investigation showed that high investment in 
inventories and receivables is associated with lower profitability. 

Vishnani and Bhupesh (2007) found a negative relationship between the determinants of 

WCM and profitability (for most of the companies in their sample) through a realistic 

analysis of Indian Consumer Electronics Industry during the period 1994–95 to 2004–05. 

Ramachandran and Janakiraman (2009) showed a significant negative relationship of 

EBIT with Cash Conversion Cycle through the regression analysis. 

Zariyawati et. al. (2009) tried to investigate the relationship between corporate 

profitability and working capital management of firms in six different economic sectors 

of the Malaysian Industry. Their results also were indicative of a strong and significant 
negative association between the two variables of study. 
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Rehman and Nasr (2007) of COMSATS Institute of Information Technology, Islamabad 
took a sample of 94 Pakistani non-financial firms listed in Karachi Stock Exchange for a 
period of six years from 1999 to 2004. The results of their analyses established a very 
strong negative relationship between the determinants of working capital management 
and that of profitability. In addition to that, they also found a significant negative relation 
between the liquidity and profitability of firms in their sample. 

Mallik, et. al. (2005) tried to show the relationship between working capital management 
and profitability of Indian Pharmaceutical Industry. But they failed to establish any 
relationship between working capital management and profitability. 

Mukhopadhyay (2004) indicated, in his article “Working Capital Management in Heavy 
Engineering Firms- A case study”, that no significant role did current assets play in the 
profit maximization of the engineering firms. 

Govind Rao and P. M. Rao (1999) studied the relationship of working capital 
management and profitability in Indian Cement Industry and found a mix of positive and 
negative association between the working capital related variables and that of 
profitability. The same association in a fertilizer company, NFL, is also found by 
Narware (2004) in his article “Working Capital and Profitability- An Empirical 
Analysis.” 

Eljelly (2004) used a sample of Saudi Arabian companies to show the relationship 
between liquidity and profitability. He showed that there is a strong negative relationship 
between liquidity and profitability by using correlation and regression analysis. 

In this study the prior studies are extended by examining the relationship between the 
ratios used to measure working capital management and ratios used to measure profit 
performance of the pharmaceutical companies in Bangladesh. For this a relatively large 
period’s financial data (from 2001 to 2013) of seven pharmaceuticals companies are 
used. 

Methodology 

The main focus of this study is to determine whether there is a relationship between 
working capital management and firm’s profit performance. To find out this relationship, 
seven pharmaceuticals companies – RENETA, BXPHARMA, SQUARE, AMBEE, ACI, 
GSKL and IBNSINA are randomly selected. Since twelve-year data are unavailable for 
all pharmaceutical companies in stock exchange, so we select the above seven 
companies. 
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This study has been conducted on the basis of secondary data of the illustrated companies 
that belongs to pharmaceutical sector in Bangladesh. All data have obtained from annual 
reports that are available in Dhaka Stock Exchange (DSE). Based on annual reports, the 
study has selected all needed data for the twelve year period from Year 2001 to Year 
2013. The data incorporated in this study are yearly basis. To attain the purpose of the 
study, annual reports of the selected companies are examined one by one and the data are 
compiled and necessary calculations are made manually through MS Excel.  

In addition to the annual reports, relevant journals, articles, published report and books 
have also been viewed to form the theoretical background. In this study the software, 
Statistical Package for the Social Sciences (SPSS) is used to analyze and interpret the 
data. 

In this paper, by using SPSS the Correlation statistics is performed to determine the 
relationship between working capital management and the firm’s profit performance. 

Data Analysis and Interpretation 

In order to examine the association between WCM and Profit Performance, we make use 
of Pearson correlation co-efficient which is given in the following table. 

Table 01: Correlation result between WCM and Profit Performance of RENETA 

 CMR GPR NPR ROA ROE 

WCR .535* -.687* -.721* -.671** -.566** 

SIG .020 .049 .026 .006 .007 

WCTOR .570** -.520** -.680** -.796** -.650* 

SIG .006 .010 .003 .011 .013 

WCPR . 621** -.607* -.747* -.781** -.586** 

SIG .006 .010 .003 .005 .013 

*. Correlation is significant at the 0.05 level (2-tailed) 

**. Correlation is significant at the 0.01 level (2-tailed) 
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Table 02: Correlation result between WCM and Profit Performance of 
BXPHARMA 

 CMR GPR NPR ROA ROE 

WCR .602* -.582* -.693** -.589** -.689** 

SIG .036 .023 .001 .001 .001 

WCTOR .752* -.621* -.687** -.487** -.578** 

SIG .038 .027 .002 .004 .004 

WCPR .662** -.687** -.738* -.612* -.581* 

SIG .001 .003 .044 .031 .032 

*. Correlation is significant at the 0.05 level (2-tailed) 

**. Correlation is significant at the 0.01 level (2-tailed) 

 

 

Table 03: Correlation result between WCM and Profit Performance of SQUARE 

 CMR GPR NPR ROA ROE 

WCR .696* -.650* -.622* -.586** -.495* 

SIG .040 .013 .026 .007 .040 

WCTOR .730* -.692** -.768** -.626** -.557* 

SIG .022 .006 .007 .002 .010 

WCPR .675* -.582** -.582** -.569** -.722* 

SIG .011 .003 .003 .007 .026 

*. Correlation is significant at the 0.05 level (2-tailed) 

**. Correlation is significant at the 0.01 level (2-tailed) 
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Table 04: Correlation result between WCM and Profit Performance of AMBEE 

 CMR GPR NPR ROA ROE 

WCR .761** -.678** -.538** -.895** -.796** 

SIG .009 .004 .013 .002 .011 

WCTOR .682** -.562** -.572** -.634** -.671** 

SIG .013 .029 .015 .002 .006 

WCPR .647* -.580** -.568** -.851** -.764** 

SIG .014 .003 .014 .001 .009 

*. Correlation is significant at the 0.05 level (2-tailed) 

**. Correlation is significant at the 0.01 level (2-tailed) 

 

 

Table 05: Correlation result between WCM and Profit Performance of ACI 

 CMR GPR NPR ROA ROE 

WCR .930* -.815* -.769** -.748* -.574** 

SIG .022 .029 .007 .014 .005 

WCTOR .789** -.773** -.685** -.674** -.688** 

SIG .001 .005 .002 .005 .012 

WCPR .751* -.825* -.964** -.840* -.774** 

SIG .013 .009 .008 .007 .015 

*. Correlation is significant at the 0.05 level (2-tailed) 

**. Correlation is significant at the 0.01 level (2-tailed) 
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Table 06: Correlation result between WCM and Profit Performance of GSKL 

 CMR GPR NPR ROA ROE 

WCR .827** -.780** -.853* -.674** -.682** 

SIG .002 .003 .012 .005 .003 

WCTOR .754** -.687** -.694* -.586* -.591** 

SIG .005 .016 .021 .026 .018 

WCPR .659** -.648** -.586** -.652** -.693** 

SIG .009 .018 .012 .017 .013 

*. Correlation is significant at the 0.05 level (2-tailed) 

**. Correlation is significant at the 0.01 level (2-tailed) 

Table 01, 02, 03, 04, 05 and 06 show the correlation result between working capital 
management ratio and profit performance ratio of RENETA, BXPHARMA, SQUARE, 
AMBEE, ACI and GSKL pharmaceutical companies respectively. 

In all these tables, it has been seen that working capital ratio (WCR) is significantly 
positively correlated with contribution margin ratio (CMR). This means that if working 
capital of the firm increases then contribution margin increases. It has also been seen that 
working capital ratio (WCR) is significantly negatively correlated with gross profit ratio 
(GPR), net profit ratio (NPR), return on asset (ROA) and return on equity (ROE). This 
means that if working capital of the firm increases then gross profit, net profit, ROA and 
ROE decreases. 

Working capital turnover ratio (WCTOR) is significantly positively correlated with 
contribution margin ratio (CMR). This means that if the conversion of working capital to 
sales increases then contribution margin increases. It has also been seen that working 
capital turnover ratio (WCTOR) is significantly negatively correlated with gross profit 
ratio (GPR), net profit ratio (NPR), return on asset (ROA)  and return on equity (ROE). 
This means that if the conversions of working capital to sales increases then gross profit, 
net profit, ROA and ROE decreases. 

It has also been seen that working capital productivity ratio (WCPR) is significantly 
positively correlated with contribution margin ratio (CMR). This means that if the 
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conversion of working capital to sales increases then contribution margin increases. It has 
also been seen that working capital productivity ratio (WCPR) is significantly negatively 
correlated with gross profit ratio (GPR), net profit ratio (NPR) return on asset (ROA) and 
return on equity (ROE). This means that if the conversions of working capital to sales 
increases then gross profit, net profit, ROA and ROE decreases. 

Table 07: Correlation result between WCM and Profit Performance of IBNSINA 

 CMR GPR NPR ROA ROE 

WCR .765** .768 -.846 -.943* -.687* 

SIG .008 .129 .071 .016 .011 

WCTOR .636* .863 .723* -.876** -.762** 

SIG .019 .060 .030 .007 .003 

WCPR .544* .642* .733* -.656* -.636** 

SIG .016 .048 .021 .011 .012 

*. Correlation is significant at the 0.05 level (2-tailed) 

**. Correlation is significant at the 0.01 level (2-tailed) 

Table 07 shows the correlation result between working capital management ratio and 
profit performance ratio of IBNSINA pharmaceutical company. 

In this table, it has been seen that working capital ratio (WCR) is significantly positively 
correlated with contribution margin ratio (CMR). And it is also significantly negatively 
related with ROA and ROE. Whereas this table shows insignificant positive relationship 
between WCR and GPR and insignificant negative relationship between WCR and NPR. 

Working capital turnover ratio (WCTOR) is significantly positively correlated with 
contribution margin ratio (CMR) and net profit ratio (NPR). And it is also significantly 
negatively related with ROA and ROE. Whereas this table shows insignificant positive 
relationship between WCR and GPR and NPR. 

It has also been seen that working capital productivity ratio (WCPR) is significantly 
positively correlated with contribution margin ratio (CMR), gross profit ratio (GPR) and 
net profit ratio (NPR). This means that if the conversion of working capital to sales 
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increases then contribution margin, gross profit and net profit also increases. It has also 
been seen that working capital productivity ratio (WCPR) is significantly negatively 
correlated with return on asset (ROA) and return on equity (ROE). This means that if the 
conversions of working capital to sales increases then ROA and ROE decrease. 

Findings 

Through the study we derive the following findings: 

 Working capital ratio (WCR) is significantly positively correlated with contribution 
margin ratio (CMR). 

 Working capital ratio (WCR) is significantly negatively correlated with gross profit 
ratio (GPR), net profit ratio (NPR), return on asset (ROA) and return on equity 
(ROE) 

 Working capital turnover ratio (WCTOR) is significantly positively correlated with 
contribution margin ratio (CMR). 

 Working capital turnover ratio (WCTOR) is significantly negatively correlated with 
gross profit ratio (GPR), net profit ratio (NPR), return on asset (ROA) and return on 
equity (ROE) 

 Working capital productivity ratio (WCPR) is significantly positively correlated with 
contribution margin ratio (CMR). 

 Working capital productivity ratio (WCPR) is significantly negatively correlated with 
gross profit ratio (GPR), net profit ratio (NPR), return on asset (ROA) and return on 
equity (ROE) 

Conclusion 

This research is conducted with the aiming of determining the relationship between 
Working Capital Management (WCM) and Profit Performances of the pharmaceutical 
companies in Bangladesh. For this we have done this job by selecting seven 
pharmaceuticals companies and we use correlation statistics to find out the desired result. 

On the basis of the findings of the research, it can be concluded that there is significant 
positive   relationship between working capital management ratios such as working 
capital ratio (WCR), working capital turnover ratio (WCTOR) and working capital 
productivity ratio (WCPR), and firm’s profit performance ratios such as contribution 
margin ratio (CMR), gross profit ratio (GPR), net profit ratio (NPR), return on asset 
(ROA) and return on equity (ROE). 
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From this study it is also found that there is insignificant positive relationship between 
WCR and GPR and insignificant negative relationship between WCR and NPR in one 
case. 
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