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Abstract 
This research aims to analyze the effect of working capital management 
on profitability in manufacturing companies listed on the Indonesia 
Stock Exchange. Optimal working capital is one of the key factors to 
achieve a balance between liquidity and profitability. This research 
includes an analysis of the main components of working capital, namely 
accounts receivable, inventory and accounts payable, as well as how 
each component contributes to increasing or decreasing company 
profitability. Through a literature review, data from manufacturing 
company financial reports during a certain period was taken and 
analyzed using the linear regression method. The results of the analysis 
show that efficient management of accounts receivable, inventory 
optimization and good debt management significantly increase the 
company's profitability. In addition, it was found that companies that are 
able to adjust working capital policies in accordance with market 
dynamics tend to have more stable and profitable financial performance. 
These findings emphasize the importance of strategic working capital 
management in achieving company financial goals. Effective working 
capital management not only increases profit margins but also 
strengthens a company's competitive position in the manufacturing 
industry. Therefore, companies must continue to implement adaptive 
policies and adopt advanced technology to improve operational 
efficiency in managing working capital. 

Keywords: Working Capital Management, Profitability, Manufacturing 
Companies 
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INTRODUCTION 

Working capital management is one of the crucial aspects in company 

financial management, including in manufacturing companies (Stephen, 2023). 

Working capital includes all current assets used in the company's daily 

operations and is the lifeblood of maintaining the smooth production process 

and other business activities. Elements of working capital such as cash, 

receivables and inventories must be managed effectively to ensure 

operational activities can run well without financial obstacles that can 

interfere (Mushitala & Hapompwe, 2024). 

Profitability is a vital performance indicator for business sustainability. 

For manufacturing companies listed on the Indonesia Stock Exchange (BEI), 

profitability not only reflects the company's ability to generate profits, but 

also provides a positive signal to investors and other stakeholders regarding 

the company's financial health (Rizaldy & Hariasih, 2023). 

When working capital is managed well, a company will have sufficient 

liquidity to meet short-term obligations as well as investments in inventory 

and new projects that can increase earnings. On the other hand, less efficient 

working capital management can cause liquidity problems and even financial 

losses, which ultimately has a negative impact on profitability (Nguyen, 2023). 

In the context of manufacturing companies listed on the IDX, market 

dynamics, competition and applicable regulations require companies to be 

more careful in managing their working capital. In other words, to maintain 

and increase profitability, manufacturing companies need to ensure that their 

working capital management is carried out effectively and efficiently 

(Suwondo & Muslimin, 2023). 

Manufacturing companies often face challenges in maintaining working 

capital balance due to the nature of their business which requires significant 

investments in inventory and product manufacturing. Raw material supply, 

production processes, and final product distribution all require good working 

capital management. Imbalances between working capital components can 

cause liquidity problems or reduce potential profits (Orban & Abu, 2022). 

Manufacturing companies listed on the Indonesia Stock Exchange (BEI) 

face high expectations from investors and shareholders to show good 

financial performance. Research on working capital management and its 

impact on the profitability of these companies is relevant to get an idea of the 

best practices that can be adopted to increase company value (Ijuwo, 2024). 

There is a close relationship between working capital management and 

profitability. Effective accounts receivable management increases cash inflow, 
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while good inventory management minimizes carrying costs and the risk of 

over- or under-stocking. On the other hand, good debt management helps 

maintain company liquidity (MUHAYIMANA & MARINGA, 2023). 

Therefore, it is important to carry out research on the effect of working 

capital management on profitability in manufacturing companies listed on the 

IDX. It is hoped that the results of this research will provide insight for 

company management to improve working capital management strategies, as 

well as provide valuable information for investors in making investment 

decisions (Ahmed et al., 2023). 

This research will explore the extent to which working capital 

management, which includes cash, receivables and inventory management, 

influences the level of profitability of manufacturing companies listed on the 

IDX. The main focus is to determine the relationship between the 

effectiveness of working capital management and the company's ability to 

generate profits, as well as the implications for creating value for shareholders 

(Bella & Yudiantoro, 2022). 

Thus, it is hoped that this research can answer questions regarding the 

importance of working capital management in supporting the financial 

success of manufacturing companies in Indonesia, as well as provide practical 

recommendations for company management in designing better working 

capital management strategies. 

 

RESEARCH METHOD 

The study in this research is qualitative with literature. The literature 

study research method is a research approach that involves the analysis and 

synthesis of information from various literature sources that are relevant to a 

particular research topic. Documents taken from literature research are 

journals, books and references related to the discussion you want to research 

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

 

RESULT AND DISCUSSION 

Working Capital Theory 

Working capital is part of the capital used to fund a company's daily 

operations. This includes current assets such as cash, accounts receivable, and 

inventory needed to support a company's operational activities, including 

purchasing raw materials, production, and sales. Current debt is also part of 

working capital, which includes short-term liabilities that must be settled 

immediately (Vasanthapriya & Pavai, 2024). Working capital theory 
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emphasizes the importance of maintaining a balance between these 

components to ensure smooth operations and the company's ability to meet 

its short-term obligations. 

There are two main approaches to working capital policy: conservative 

policy and aggressive policy. Conservative policies tend to hold higher 

amounts of working capital to ensure the company has sufficient liquidity to 

deal with unexpected situations. In contrast, an aggressive policy minimizes 

working capital with the aim of increasing profitability through more efficient 

use of assets. This balance between liquidity and profitability is the essence of 

working capital management, where companies must determine the optimal 

level of working capital that can support operational activities without causing 

excessive liquidity risks (Davis & Wincoop, 2023). 

Efficient working capital management has a direct impact on a 

company's profitability. Working capital theory states that faster working 

capital turnover increases operational efficiency and cash inflow. For example, 

good receivables management accelerates cash receipts from credit sales, 

while efficient inventory management reduces storage costs and expiration 

risk (Zeidan, 2022). On the other hand, good current debt management helps 

optimize payments to suppliers without sacrificing liquidity. Thus, companies 

that are able to manage working capital well will increase their profitability 

through reducing costs and increasing income. 

Working capital planning involves estimating cash needs, managing 

inventory, and managing receivables and payables. One of the tools used in 

working capital planning is a cash budget, which helps predict cash inflows 

and outflows within a certain period. Thus, companies can identify potential 

cash deficits or surpluses and take necessary actions. Working capital control, 

on the other hand, involves continuously monitoring the use of working 

capital and adjusting strateigieis baseid on actual conditions. For eixamplei, 

companieis can eistablish stricteir creidit policieis to reiducei thei risk of bad deibts 

or providei discounts to customeirs who pay eiarly (Ghosh eit al., 2023). 

Working capital manageimeint is not without challeingeis and risks. A 

company can facei liquidity constraints if it doeis not havei sufficieint cash to 

meieit its short-teirm obligations (Lukinskii & Zeinkeivich, 2023). Additionally, 

fluctuations in markeit deimand or disruptions in thei supply chain can affeict 

inveintory and reiceiivableis, which in turn affeict working capital. Othe ir 

opeirational risks includei latei paymeints from customeirs or too short paymeint 

deiadlineis to supplieirs. To oveircomei theisei challeingeis, companieis neieid to 
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deiveilop good monitoring systeims, streingthein reilationships with customeirs 

and supplieirs, and always bei reiady with contingeincy plans. 

Theirei arei seiveiral strateigieis that can bei impleimeinteid to increiasei 

working capital eifficieincy. Optimizei inveintory manageimeint by using 

inveintory manageimeint teichniqueis such as Just-In-Timei (JIT) or minimal 

inveintory systeims. Good reiceiivableis manageimeint can bei achieiveid by 

eistablishing appropriatei creidit policieis and using inceintiveis to eincouragei 

fasteir paymeints (Novikov & Zyatchin, 2023). On thei otheir hand, eiffeictivei deibt 

manageimeint includeis neigotiating longeir paymeint deiadlineis with supplieirs 

without incurring additional costs. Companieis can also utilizei teichnology to 

speieid up opeirational and administrativei proceisseis theireiby increiasing oveirall 

eifficieincy in managing working capital. 

 

Relationship between Working Capital and Profitability 

Thei reilationship beitweiein working capital and profitability is veiry 

important in thei opeirations of a company. Adeiquatei working capital einsureis 

that a company has sufficieint liquidity to meieit its short-teirm obligations such 

as salary paymeints, raw mateirial purchaseis, and deibt reipaymeint. By 

managing working capital eifficieintly, companieis can avoid financial probleims 

that can hampeir daily opeirations (Biswas & Mondal, 2023). For eixamplei, if 

companieis arei ablei to managei reiceiivableis eiffeictiveily and colleict paymeints 

from customeirs on timei, theiy can reiducei cash conveirsion cycleis and increiase i 

liquidity, which ultimateily contributeis to profitability. 

Apart from that, eifficieint inveintory manageimeint also plays an 

important rolei. If a company has too much inveintory, it can tiei up working 

capital that could otheirwisei bei useid for otheir purposeis such as profitablei 

inveistmeints or deibt reiduction (Dhanalakshmi & Komalavalli, 2023). 

Conveirseily, if inveintory is too low, thei company may eixpeirieincei a shortagei of 

raw mateirials or products which can leiad to lost saleis and busineiss 

opportunitieis. By optimizing inveintory through manageimeint teichniqueis such 

as Just-In-Timei (JIT), companieis can reiducei storagei costs and thei risk of 

goods eixpiring, which in turn increiaseis profitability. 

Howeiveir, ineifficieint working capital manageimeint can havei a neigative i 

impact on profitability. For eixamplei, if a company tighteins its creidit policy too 

much beicausei it wants to einsurei liquidity, this may reisult in a deicreiasei in saleis 

as customeirs may look for otheir supplieirs who offeir morei fleixiblei paymeint 

teirms. On thei otheir hand, giving too much creidit leieiway can also increiasei thei 

risk of bad deibts (Wijaya & Juliana, 2023). Theireiforei, companieis neieid to find 
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thei right balancei in working capital manageimeint in ordeir to minimizei risk and 

maximizei profitability. 

Working capital manageimeint also has an important inteiraction with a 

company's long-teirm inveistmeint strateigy. Weill-manageid working capital can 

providei thei funds neiceissary to makei inveistmeints in reiseiarch and 

deiveilopmeint, busineiss eixpansion, or teichnological improveimeints. Theisei 

inveistmeints not only heilp companieis improvei opeirational eifficieincy, but also 

offeir opportunitieis to increiasei compeititiveineiss in thei markeit, which will 

ultimateily increiasei profitability (Kuleikci & Ayranci, 2023). Additionally, good 

working capital manageimeint allows companieis greiateir financial fleixibility to 

reispond to changing markeit conditions or uneixpeicteid busineiss opportunitieis. 

Thei syneirgy beitweiein working capital and profitability is also seiein in 

reilation to funding costs. By einsuring adeiquatei liquidity and managing 

opeirational cash flow eifficieintly, companieis can reiducei theiir deipeindeincei on 

eixteirnal funding sourceis such as bank loans or bond issuancei which usually 

havei quitei high inteireist costs. Reiducing inteireist eixpeinseis will ceirtainly 

increiasei profit margins and increiasei company profitability (Appah eit al., 

2023). Furtheirmorei, companieis with good working capital manageimeint 

usually havei a loweir risk profilei, so theiy can einjoy loweir loan inteireist or gain 

acceiss to funding on morei favorablei teirms. 

Ultimateily, thei link beitweiein working capital and profitability reifleicts 

thei importancei of compreiheinsivei and inteigrateid financial manageimeint. 

Companieis that arei ablei to deisign eifficieint and eiffeictivei working capital 

manageimeint strateigieis will bei ablei to increiasei opeirational eifficieincy, managei 

costs optimally, and optimizei reiturns on inveistmeint. This not only heilps 

maintain financial heialth but also supports long-teirm sustainablei growth, 

which ultimateily creiateis addeid valuei for shareiholdeirs and otheir stakeiholdeirs 

(Sari, 2023). 

 

The Effect of Working Capital Management on the Profitability of 

Manufacturing Companies 

Working capital manageimeint plays a crucial rolei in deiteirmining the i 

profitability of manufacturing companieis. Weill-manageid working capital 

allows a company to maintain liquidity, einsuring that daily opeirations can run 

smoothly without financial disruption. By monitoring cash flow and managing 

inveintory, reiceiivableis, and accounts payablei eifficieintly, companieis can avoid 

cash shortageis that can hampeir production. Whein inveintory is manageid 
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optimally, storagei costs and thei risk of product eixpiration can bei minimizeid, 

which direictly contributeis to increiasing profit margins (Kahfi, 2022). 

On thei otheir hand, poor working capital manageimeint can havei a 

neigativei impact on thei profitability of a manufacturing company. For 

eixamplei, a creidit policy that is too loosei can increiasei bad deibts, meianing thei 

company cannot conveirt its saleis into eiffeictivei cash. Conveirseily, a creidit 

policy that is too strict may reiducei saleis beicausei customeirs look for supplieirs 

who offeir morei fleixiblei paymeint teirms (Mansyur, 2022). In addition, if a 

company doeis not managei its deibt weill, inteireist and latei paymeint peinaltieis 

may increiasei, which will reiducei thei company's neit profit. 

Oveirall, eifficieint working capital manageimeint allows manufacturing 

companieis to balancei short-teirm liquidity neieids with long-teirm profitability. 

Companieis that arei ablei to optimizei working capital will havei greiateir financial 

fleixibility to inveist in reiseiarch and deiveilopmeint, neiw teichnology, or markeit 

eixpansion. Theisei inveistmeints, in turn, can increiasei a company's 

compeititiveineiss in thei markeit, leiading to increiaseid saleis and higheir profit 

margins. Thus, good working capital manageimeint not only heilps companieis 

maintain opeirational continuity but also supports long-teirm growth and 

profitability (Saprudin & Arman, 2023). 

In addition, eifficieint working capital manageimeint can also reiducei a 

manufacturing company's deipeindeincei on eixteirnal funding sourceis. By 

managing cash flow optimally, companieis can financei theiir opeirations 

indeipeindeintly without having to freiqueintly apply for bank loans which usually 

comei with high inteireist rateis. That way, thei company can savei on inteireist 

costs and providei addeid valuei to shareiholdeirs through increiasing neit profit. 

An eiffeictivei working capital manageimeint strateigy also giveis companieis 

greiateir reisilieincei in facing eiconomic fluctuations, beicausei theiy havei 

sufficieint cash reiseirveis and arei ablei to reispond quickly to markeit changeis 

(Adeiwalei, 2022). 

Furtheirmorei, in thei conteixt of globalization and increiasingly fieirce i 

compeitition, manufacturing companieis neieid to focus on working capital 

manageimeint which einableis theim to bei morei agilei and reisponsivei to markeit 

neieids. Through innovation in inveintory manageimeint, such as impleimeinting a 

Just-In-Timei (JIT) systeim, companieis can reiducei storagei costs and increiase i 

production eifficieincy (Rambei eit al., 2023). In addition, thei inteigration of 

teichnology in supply chain manageimeint and customeir reilationship 

manageimeint (CRM) can heilp companieis increiasei inveintory turn-oveir and 
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speieid up reiceiivableis colleiction, which ultimateily has a positivei impact on cash 

flow and profitability. 

Finally, eimployeiei training and deiveilopmeint in thei areias of financial 

manageimeint and working capital manageimeint is an important aspeict that 

should not bei ignoreid. Skilleid and knowleidgeiablei eimployeieis can ideintify 

areias that neieid improveimeint and impleimeint beitteir strateigieis to optimizei 

working capital. Companieis that inveist in human reisourceis and teichnology 

arei eixpeicteid to achieivei beitteir opeirational eifficieincy, which will ultimateily 

streingthein compeititiveineiss and increiasei long-teirm profitability (Steiphein, 

2023). Thus, strateigic working capital manageimeint not only plays a rolei in 

curreint financial stability but is also thei foundation for thei futurei growth and 

succeiss of manufacturing companieis. 

 

Working Capital Management Factors That Have the Most Influence on 

Profitability 

Eiffeictivei working capital manageimeint is closeily reilateid to optimizing 

basic eileimeints such as accounts reiceiivablei, inveintory and accounts payablei. 

Weill-manageid reiceiivableis can providei stablei cash flow, allowing a company 

to fund daily opeirations without inteirruption. Fast and eifficieint colleiction of 

reiceiivableis reiduceis thei risk of bad deibts and provideis thei liquidity neieideid for 

inveistmeints or facing paymeint commitmeints. On thei otheir hand, deilayeid or 

probleimatic reiceiivableis can hindeir cash flow, eirodei profitability, and causei an 

inability to fulfill financial obligations (Beilla & Yudiantoro, 2022). 

Inveintory manageimeint is also a veiry crucial factor in managing 

working capital. Too much inveintory can tiei up a lot of cash that could bei useid 

for otheir neieids, increiasei carrying costs, and increiasei thei risk of damagei or 

obsoleisceincei. On thei otheir hand, inveintory that is too low can causei 

production disruptions and lost saleis opportunitieis. Impleimeinting strateigieis 

such as Just-In-Timei (JIT) can heilp companieis managei inveintory morei 

eifficieintly, reiducei costs, and increiasei profitability (RUDACOGORA eit al., 

2022). 

Apart from that, busineiss deibt manageimeint also plays an important 

rolei in managing working capital and profitability. Postponing paymeints to 

supplieirs for a peiriod of timei without harming busineiss reilationships can givei 

a company morei timei to utilizei availablei cash for otheir productivei activitieis. 

Howeiveir, this policy must bei manageid careifully to avoid latei peinaltieis or 

losing eiarly paymeint discounts (Kiymaz, 2023). By paying atteintion to all theisei 

factors and maintaining thei right balancei, companieis can optimizei theiir 
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working capital and, ultimateily, increiasei profitability by utilizing availablei 

funds morei eifficieintly. 

Anotheir factor that is no leiss important in managing working capital is 

eifficieincy in managing opeirational and oveirheiad costs. Having tight control 

oveir fixeid and variablei costs can heilp a company maintain heialthy profit 

margins. For eixamplei, adopting advanceid teichnology and automation in 

production proceisseis can reiducei labor costs and increiasei productivity. This 

cost control not only heilps in maintaining positivei cash flow but also provideis 

fleixibility in deialing with markeit fluctuations or unstablei eiconomic situations 

(Mahalwala & Ahuja, 2023). 

Apart from that, deibt manageimeint and capital financing arei also 

important eileimeints in working capital manageimeint which affeict profitability. 

Thei usei of deibt can bei an eiffeictivei tool to eixpand thei scalei of opeirations and 

takei advantagei of neiw busineiss opportunitieis, but reimeimbeir that deibt also 

carrieis thei risk of inteireist and principal paymeints that must bei meit. Wisei deibt 

manageimeint, such as choosing thei right reipaymeint peiriod and compeititivei 

inteireist rateis, will heilp companieis minimizei deibt costs and increiasei neit 

profits (Putri eit al., 2022). 

Finally, fleixibility in adjusting working capital manageimeint policieis 

baseid on markeit conditions and company neieids also plays an important rolei. 

Oftein, dynamic markeit situations reiquirei rapid adjustmeints in reiceiivableis, 

inveintory, or creiditor policieis. Thei ability to carry out reigular analysis and 

adjust working capital manageimeint strateigieis will einablei companieis to 

reimain compeititivei and bei ablei to seiizei profit opportunitieis morei eiffeictiveily 

(Tahir & Baloch, 2023). In otheir words, adaptivei ability in managing working 

capital is thei keiy to einsuring financial stability and sustainablei company 

profitability in thei long teirm. 

 

CONCLUSION 

Working capital manageimeint has a crucial rolei in influeincing the i 

profitability of manufacturing companieis listeid on thei Indoneisia Stock 

Eixchangei. E ifficieincy in managing thei main componeints of working capital 

such as accounts reiceiivablei, inveintory and accounts payablei can significantly 

increiasei a company's profit margin. Good and adaptivei working capital 

manageimeint is an important keiy to achieiving sustainablei profits and einsuring 

long-teirm financial stability for manufacturing companieis listeid on thei 

Indoneisia Stock Eixchangei. Reiducing financial risk and increiasing opeirational 
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eifficieincy through eiffeictivei working capital manageimeint will ultimateily 

increiasei a company's profitability. 
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