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Abstract

Corporate finance can be mainly categorized into four domains:
capital structure, dividends policy, capital budget and working capital
management. The raising and management of long — term capital be-
longs to the domains of capital structure, capital budget and dividends
policy. Working capital management is the source and use of short —
term capital. The corporate finance literature has traditionally focused
on the study of long — term financial decisions, while management of
the working capital that sustains the operation of an enterprise draws
relatively little attention. However, short — term assets and liabilities
are important components of total assets and need to be carefully
analyzed. Management of these short — term assets and liabilities war-
rants a careful investigation since the working capital management
plays an important role for the firm’s profitability and risk as well as
its value (Smith 1980) .

The main objective of working capital management is to maintain
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an optimal balance between each of the working capital components.
The optimal level of working capital is determined to a large extent by
the methods adopted for the management of current assets and
liabilities. It requires continuous monitoring to maintain proper levels
in various components of working capital. Business success heavily
depends on the ability of financial executives to effectively manage re-
ceivables, inventory, and payables ( Filbeck and Krueger 2005) .
Firms can reduce their financing costs and/or increase the funds a-
vailable for expansion projects by minimizing the amount of investment
tied up in current assets. Most of the financial managers’ time and
effort are allocated in bringing non — optimal levels of current assets
and liabilities back toward optimal levels ( Lamberson 1995) . An
optimal level of working capital would be the one in which a halance
is achieved between risk and efficiency. It requires continuous moni-
toring to maintain the proper level in various components of working
capital.

In this dissertation there are six chapters:

Chapter one is the preface, including the background and signifi-
cance of working capital management, literature review, the frame of
research, research methodology, innovations and limitations.

Chapter two is the evaluation indicators of working capital
management from the perspective of the managerial balance sheet. In
this chapter, we first define the content and structure of managerial
balance sheet. Then, we redefine the concept of working capital and
working capital management from the perspective of the managerial
balance sheet. After introducing the development of evaluation indica-
tors of working capital management, domestic and abroad, we re-

establish the evaluation indicators system from the perspective of the
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managerial balance sheet, which pave the way for the future empirical
analysis.

Chapter three is about the performance evaluation indicators of
the listed companies. Included, are the indicators of the financial
profitability, the indicators of asset quality, the indicators of solven-
cy, the indicators of development and the current performance evalua-
tion methods.

Chapter four investigates the determinants of working capital
management. We use working capital requirements as measures of a
company’ s working capital management. Under the panel data, we
use several methods including non — parameter testing and GLS to ex-
amine the relationship between these factors and working capital man-
agement of Chinese firms for the period of 2003 to 2006. The 1050
firms are all non - financial firms listed in Shenzhen and Shanghai
Stock Exchange. Results indicate that there exists a significant influ-
ence of industrial factors on the working capital management of listed
companies in China, and influential difference is not caused by the
abnormal value of some industries. The influential factors of working
capital management and the impact they have are also quite different
among industries. Meanwhile, this chapter points out that the working
capital management of listed companies between different industries
has strong stability in four years and the difference between all kinds
of industries also has some stability. The results support most of our
hypotheses.

Chapter five examines the trends in working capital management
and its impact on firms’ performance. The trend in working capital
needs and profitability of firms are examined to identify the causes for

any significant differences between the industries. Return on invested
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capital, the dependent variable, is used as a measure of profitability
and the relation between working capital management and corporate
profitability is investigated for a sample of 1050 firms listed in the
Shenzhen and Shanghai Stock Exchange, using panel data analysis for
the period 2003 to 2006. The regression results show that high work-
ing capital requirement and NTC are associated with lower profitabili-
ty. The NTC offers an easy and useful way to check the efficiency of
managing the firm’ s working capital. Considering the negative rela-
tionship between debt and market value, the true benefits from con-
stricting the NTC come from reduction in assets rather than by increa-
ses in payables. Reducing the firm’ s net irade cycle to a reasonable
minimum is one way to create sharcholder value and should be a ma-
jor concern for financial executives.

Chapter six investigates the relationship between the aggressive/
conservative working capital policies for eighteen industrial groups and
a large sample of 1050 firms listed in Shenzhen and Shanghai Stock
Exchange for a period of 2003 to 2006. Using ANOVA and Tukey’ s
HSD test, the study finds significant differences among their working
capital investment and financing policies across different industries.
Industry policies concerning relative aggressive/conservative liability
management are also significantly different. Interestingly, it is evident
there is no significant negative correlation between industry asset and
liability policies. Relatively aggressive working capital asset manage-
ment seems not balanced by relatively conservative working capital fi-
nancial management. Additionally, rank order correlation confirm that
these significant differences are remarkably stable over the period of
four years of study. Moreover, The impact of aggressive/conservative

working capital investment and financing policies has been examined
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through ordinary least regression analysis between working capital
policies and profitability as well as risk of the firms. We find a posi-
tive relationship between the profitability measures of firms and degree
of aggressiveness of working capital investment and financing policies.
And return on invested capital offers the most useful way to check the
effect of managing the firm’ s working capital to profitability. We al-
so confirm that there is positive significant relationship between the
aggressiveness/ conservativeness of working capital policies of firms
and their operating and financial risk. Finally, in order to find the
significant features of working capital management policy in listed
companies of China, we use the cluster analysis method to liquid
ratio, current liabilities ratio and return on invested capital by each
year, and then to the weighted average data of all listed companies
from 2003 to 2006 by SPSS software.

Chapter seven consists of conclusions, prospects and suggestions
on the policy — making.

There are several main innovations in the dissertation.

Firstly,, innovations of research perspective: when we survey the
research domestic and abroad, we find that their study on the working
capital management is from the perspective of the traditional standard
balance sheet. In this paper, we study this issue from the new per-
spective of the managerial balance sheet.

Secondly, innovations on the concept and indicators: we give a
new interpretation on the concept of working capital from the perspec-
tive of the managerial balance sheet, and then redefine the definition
and content of working capital management. Furthermore, we reestab-
lish the evaluation indicator of working capital management — the rate

of working capital occupancy.
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Thirdly, innovations on the scope of the samples: we use a sam-
ple of all of the listed companies in Shenzhen and Shanghai Stock Ex-
change to study the working capital management of empirical research
for the first time, rather than a single industry or a random sample
survey. This makes the conclusions of the study more representative
and convincing.

Finally, innovations on the breadth and depth of empirical
study: As for the domestic research on the working capital manage-
ment mainly concentrated in the areas of qualitative research, quanti-
tative research is seldom involved. This study on working capital man-
agement whether in the area of breadth or depth is innovative, espe-
cially compared with the existing research in the domestic. Firstly, we
use the financial indicators from the perspective of the managerial bal-
ance sheet 1o make an empirical analysis on the working capital man-
agement. Secondly, we investigate the determinants of working capital
management from the perspective of the managerial balance sheet.
Thirdly, we examine the trends in working capital management and its
impact on firms’ performance from the perspective of the managerial
balance sheet. Finally, we investigate the degree of stability, rele-
vance between the aggressive/conservative working capital policies,
and the relationship between the aggressive/conservative working cap-

ital policies and profitability, business risk and financial risk.

Key words: Managerial Balance Sheet Working Capital
Working Capital Management
Influence Factors Firm Value
Working Capital Policy
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