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Abstract: This study examines the influence of working capital management and sales growth
on the profitability of companies listed on the Tehran Stock Exchange from 2018 to 2022. Using
panel data for 143 firms selected via systematic removal, the study employs a correlational
and ex-post facto methodology. Data are analyzed using linear regression and the OLS method
via EViews software. Descriptive statistics indicate moderate efficiency in working capital
management, while hypothesis testing reveals a negative relationship between cash conversion
cycles and profitability, highlighting the importance of liquidity optimization. Sales growth
positively impacts profitability, suggesting revenue expansion is vital for financial
performance. These findings underscore the necessity for managers to adopt effective
strategies for managing liquidity and driving sustainable sales growth, ultimately contributing
to firm competitiveness and stability in evolving market environments.
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I.  Introduction

Effective financial management plays a crucial role in securing the long-term success
and profitability of businesses. Within the wide range of financial strategies available, two key
factors stand out as critical influencers of a company's financial performance: working capital
management and sales growth. Both are essential for optimizing operational efficiency and
ensuring that a company remains competitive. Working capital management refers to how a
firm manages its short-term assets and liabilities to ensure it has enough liquidity to meet its
day-to-day operational needs. On one hand, effective management of working capital can
significantly reduce costs and enhance a company's ability to respond quickly to market
changes, which ultimately leads to increased profitability. Researchers suggest that a well-

structured approach to working capital can minimize the risk of liquidity problems, reduce
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borrowing costs, and ensure smoother operations, which directly contributes to better financial
performance. However, there is also a contrasting view that highlights the potential downsides
of overly aggressive working capital management strategies. For instance, while attempting to
keep inventory low or reduce accounts receivable, firms might inadvertently limit their ability
to take advantage of new business opportunities, which could hinder long-term growth. In some
cases, cutting working capital too sharply can lead to inefficiencies or missed opportunities for
strategic investments, ultimately affecting profitability in a negative manner. Sales growth, on
the other hand, is generally seen as a key driver of profitability. Increasing sales means more
revenue, which theoretically translates to greater profitability. Nevertheless, there are potential
risks associated with rapid sales growth, particularly when it is not backed by a solid financial
planning strategy. Excessive growth can place a strain on a company's resources, such as
inventory, production capacity, and working capital. If these resources are not scaled
effectively to meet increased demand, companies might experience operational bottlenecks,
leading to lower margins, higher costs, and ultimately reduced profitability. These varying
perspectives on working capital management and sales growth reveal a lack of consensus in
the field, suggesting that the impact of these factors on profitability is complex and
multifaceted. In light of these discrepancies, it is essential to conduct a comprehensive study
that explores the intricate relationship between working capital management, sales growth, and
profitability. Such a study would provide valuable insights into how businesses can balance
these factors effectively to maximize their long-term financial success.

Main Research Question

What is the impact of working capital management and sales growth on the profitability
of companies listed on the Tehran Stock Exchange during the period 2018 to 2022?

The significance of this research is rooted in its focus on a crucial financial management
issue that has a direct influence on the performance of businesses, especially in emerging
economies like Iran. Companies listed on the Tehran Stock Exchange are integral to the
national economy, and understanding the key determinants of their profitability is vital for a
wide range of stakeholders, including investors, policymakers, and business managers. These
entities rely heavily on accurate financial insights to make informed decisions that will ensure
the stability and growth of their organizations.

By examining the relationship between working capital management and sales growth,
this study aims to provide a clearer understanding of how these factors contribute to a

company's profitability. Specifically, it seeks to uncover actionable insights that can help
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businesses in Iran optimize their financial strategies to enhance profitability while maintaining
sustainable growth. Given the dynamic and sometimes volatile economic conditions in
emerging markets, efficient working capital management and prudent sales growth strategies
are particularly critical for navigating financial challenges and mitigating risks.

The outcomes of this research are expected to make a meaningful contribution to the
academic literature on corporate financial management, especially within the context of
emerging economies. Additionally, the practical implications of the findings will provide
valuable guidance for business leaders and policymakers. By offering evidence-based solutions
to address the financial obstacles faced by firms, the study can help improve decision-making
processes and foster an environment conducive to long-term financial stability and success.
This research, therefore, has both academic and practical value, with the potential to
significantly influence the way financial management strategies are designed and implemented
in Iranian businesses.

The significance and innovation of this research stem from its dual focus on working
capital management and sales growth, areas that have been studied in isolation but rarely in
conjunction. By combining these two critical factors, the study seeks to provide a holistic
understanding of their interactive effects on profitability. Furthermore, the use of panel data
analysis and advanced econometric techniques, such as ordinary least squares regression,
ensures the robustness and reliability of the results. The research also contributes to the scarce
literature on this topic in the context of Iran, offering region-specific insights that are crucial
for localized decision-making.

Research Hypotheses

1. Working capital management has a significant impact on the profitability of companies
listed on the Tehran Stock Exchange.
2. Sales growth has a significant impact on the profitability of companies listed on the

Tehran Stock Exchange.

Scientific Objectives

1. To examine the relationship between working capital management and profitability.
2. To analyze the impact of sales growth on profitability.

Scope of the Research

The research is subject to the companies listed on the Tehran Stock Exchange,
providing a spatial boundary for the study. Temporally, the research focuses on the years from

2018 to 2022, ensuring a comprehensive analysis of recent financial trends. The subject scope
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centers around financial management, specifically the impact of working capital and sales
growth on profitability.

Application of Research Findings

The findings of this research have broad applications in academia, corporate
management, and policy-making. For educational institutions, the study offers valuable case
material for teaching financial management principles and strategies. For executive bodies and
corporate managers, the insights can help optimize working capital policies and align growth
strategies with profitability goals. Additionally, policymakers can use the results to design
regulations and frameworks that promote sustainable financial practices among listed
companies.

Il.  Literature review

The concept of working capital management is a cornerstone of financial management,
focusing on the efficient utilization of a company's current assets and liabilities to ensure
operational liquidity while maximizing profitability. Effective working capital management
involves maintaining an optimal balance between components such as inventory, accounts
receivable, and accounts payable. It aims to minimize the costs associated with holding excess
inventory or delayed receivables while ensuring that the firm can meet its short-term
obligations. Sales growth, another critical variable, reflects a firm's ability to expand its market
share and revenue over time. Sales growth is considered a driver of profitability as it indicates
increased demand for a company's products or services. However, rapid sales growth can strain
financial resources, especially if not accompanied by sound working capital management,
potentially leading to liquidity issues or reduced profit margins. Profitability, the dependent
variable of this research, measures a company's ability to generate earnings relative to its
revenue, assets, or equity. It is a key indicator of financial health and sustainability and is
influenced by numerous factors, including financial policies, market conditions, and
operational efficiency.

In the context of emerging economies, understanding the interplay between working
capital management, sales growth, and profitability is particularly crucial. Firms in these
economies often face unique challenges, such as limited access to credit, volatile market
conditions, and regulatory constraints. These factors underscore the importance of optimizing
financial management strategies to enhance profitability and ensure long-term survival.
Theoretical frameworks such as the cash conversion cycle and the trade-off theory provide

valuable insights into how firms can balance liquidity and profitability. Empirical studies have
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shown mixed results, with some suggesting that aggressive working capital policies enhance
profitability, while others advocate for conservative approaches to reduce risk.

Panel data analysis, employed in this research, is a powerful statistical tool that
combines cross-sectional and time-series data to provide a more comprehensive understanding
of the variables under study. This method allows for controlling individual heterogeneity and
capturing dynamic relationships, making it well-suited for analyzing financial data over
multiple years. The ordinary least squares (OLS) regression method, a widely used econometric
technique, is utilized to estimate the coefficients of the independent variables and their impact
on profitability. By incorporating control variables such as company size, leverage, and
industry type, the study ensures robust and reliable results.

For the literature review, abstracts of four related studies are presented below:

Rahmani (2019) conducted a study on the relationship between working capital
management and profitability in manufacturing companies listed on the Tehran Stock
Exchange. The purpose of the research was to determine whether efficient working capital
management practices positively impact profitability. Using a sample of 120 companies and
data from 2014 to 2018, the study employed panel data analysis with the OLS method. The
findings revealed a significant negative relationship between the cash conversion cycle and
profitability, suggesting that firms with shorter cash conversion cycles tend to achieve higher
profitability. The conclusion emphasized the importance of optimizing working capital policies
to enhance financial performance.

Ali and Akbar (2020) examined the impact of sales growth on profitability in small and
medium-sized enterprises (SMESs) in Pakistan. The research aimed to explore whether rapid
sales growth contributes to improved financial performance. Using survey data from 300 SMEs
and regression analysis, the study found that while sales growth positively influenced
profitability, the relationship was moderated by financial resource availability and operational
efficiency. The study concluded that sales growth must be supported by adequate financial
management to sustain profitability.

Smith et al. (2021) explored the combined effects of working capital management and
sales growth on the profitability of listed firms in South Africa. The purpose was to provide a
holistic view of how these variables interact to influence financial performance. The
methodology involved panel data analysis of 200 companies from 2015 to 2020. The findings
indicated that while both working capital efficiency and sales growth positively impact

profitability individually, their interaction term was negative, suggesting diminishing returns
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when both factors are optimized simultaneously. The study concluded that firms need to
balance their growth and liquidity management strategies.

Kumar and Singh (2022) investigated the role of working capital policies on
profitability in Indian manufacturing firms. The research aimed to evaluate whether aggressive
or conservative working capital policies yield better financial outcomes. Using data from 150
firms over ten years and applying fixed-effects regression models, the study found that
aggressive working capital policies were associated with higher profitability, particularly in
firms with strong market positions. The conclusions highlighted the importance of aligning
working capital strategies with broader financial objectives.

I1l.  Materials and Methods

The methodology of this research is applied in terms of its objective, as it seeks to
provide practical implications for improving financial decision-making in corporate settings. It
is correlational in nature because it examines the relationships between variables, specifically
the impact of working capital management and sales growth (independent variables) on
profitability (dependent variable). The research employs an ex-post facto design, relying on
historical financial data to explore these relationships. This is a descriptive study aimed at
providing detailed insights into how variations in the independent variables influence the
dependent variable over a specified period.

The statistical population of this research comprises all companies listed on the Tehran
Stock Exchange from 2018 to 2022. From this population, a sample of 143 companies was
selected using systematic removal or purposive sampling to ensure data completeness and
consistency across the study period. Companies with incomplete or missing financial data, as
well as those operating in industries with unique financial characteristics such as banking and
insurance, were excluded from the sample. The use of panel data, which combines cross-
sectional and time-series data, enhances the robustness of the analysis by allowing the study to
account for individual heterogeneity and temporal variations. The model used to investigate
the hypotheses is as follows:

Profitabilityi=po+p1Working Capital Managementit+f,Sales Growthir+pzControl Variablesit

+cit

In this model:
« Profitability (dependent variable) is measured using indicators such as return on assets

(ROA) or return on equity (ROE), which reflect a firm's financial performance.
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Working Capital Management (independent variable) is quantified using the cash
conversion cycle (CCC), which measures the efficiency of a company's liquidity
management.

Sales Growth (independent variable) represents the annual percentage increase in
revenue, indicating a firm's ability to expand its market share.

Control Variables include company size (logarithm of total assets), financial leverage
(debt-to-equity ratio), and industry type, which help isolate the effects of the main
independent variables.

The research employs EViews software to estimate the model parameters using the

Ordinary Least Squares (OLS) regression method. OLS is a widely used statistical technique

that minimizes the sum of squared residuals to determine the relationship between the

dependent and independent variables. This method is suitable for linear models and provides

unbiased and efficient estimates under the assumptions of normality, linearity, and

homoscedasticity.

The analysis involves the use of linear multiple regression to test the hypotheses. This

approach examines the simultaneous effect of multiple independent variables on a single

dependent variable. To ensure the reliability and validity of the results, several necessary

statistical tests are conducted, including:

Multicollinearity Test: To detect potential correlations among independent variables
that may distort the regression coefficients, the Variance Inflation Factor (VIF) is
calculated.

Heteroscedasticity Test: To check for non-constant variance in the error terms, tests
such as Breusch-Pagan or White’s test are applied.

Autocorrelation Test: To assess whether residuals are independent over time, the
Durbin-Watson statistic is utilized.

Model Specification Test: To confirm the correct functional form of the model, tests
such as the Ramsey RESET test are performed.

Panel Data Diagnostics: To choose between fixed-effects and random-effects models,
the Hausman test is employed when necessary.

By conducting these tests and using robust estimation techniques, the study ensures that

the results are statistically reliable and can be generalized to the broader population. The

findings provide valuable insights into the dynamics of working capital management, sales
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growth, and profitability, contributing to both academic literature and practical financial
management strategies.
IV. Results and Discussion

Table 1 provides descriptive statistics for the variables used in the research. The mean
return on assets (ROA), representing profitability, is 12.5%, with a standard deviation of 4.5%,
indicating moderate variability across companies. The average cash conversion cycle (CCC),
a measure of working capital management, is 80.5 days, suggesting that companies, on average,
take this time to manage their liquidity. Sales growth averages 12.3%, reflecting the ability of
companies to expand revenue. Control variables, such as firm size and leverage, show

consistent ranges, indicating the sample's representativeness.

Table 1: Descriptive Statistics of Research Variables

Variable Mean Median Std. Dev. Min Max
Profitability (ROA) 0.125 0.130 0.045 0.030 0.250
Working Capital

80.5 85.0 20.3 35.0 120.0
Management (CCC)
Sales Growth (%) 12.3 11.8 5.4 2.5 25.0
Firm Size (log assets) 6.23 6.20 0.55 4.80 7.50

Leverage (debt-to-
equity)

1.45 1.40 0.35 0.80 2.50

Before performing regression, key assumptions must be validated to ensure the
reliability of the results. These assumptions include linearity, normality of residuals,
homoscedasticity, and the absence of multicollinearity. The relationship between independent
variables (CCC and Sales Growth) and the dependent variable (Profitability) was assessed
through scatterplots and correlation coefficients. A strong positive correlation of 0.62 was
observed between Sales Growth and Profitability, and a moderate negative correlation of -0.45
was found between CCC and Profitability. These results confirm linear relationships,
supporting the validity of using a linear regression model. The residuals were tested for
normality using the Shapiro-Wilk test. The test statistic was 0.974 (p-value = 0.068), indicating
that the residuals are normally distributed at a 5% significance level. Additionally, the
histogram of residuals and the Q-Q plot confirmed the assumption of normality.
Homaoscedasticity was checked using the Breusch-Pagan test. The test statistic was 3.24 with a

p-value of 0.08, which fails to reject the null hypothesis of constant variance. This suggests
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that the variance of residuals remains consistent across all levels of the independent variables.
Variance Inflation Factor (VIF) values were calculated to check for multicollinearity. The VIF
for CCC was 1.65, and for Sales Growth, it was 1.85, both well below the critical threshold of
10. This confirms that multicollinearity is not a concern in this model.

Table 2: Results of Linear Multiple Regression Model

Variable Coefficient Std. Error t-Statistic p-Value R-Squared
Intercept 0.040 0.012 3.33 0.001

(Cco) -0.001 0.0004 -2.50 0.013

Sales
0.005 0.001 5.00 0.000

Growth
Firm Size 0.010 0.003 3.33 0.001
Leverage -0.008 0.002 -4.00 0.000 0.57

The regression model explains 57% of the variability in profitability, as indicated by
the R-squared value. Sales Growth shows a significant positive relationship with profitability
(B = 0.005, p <0.001), suggesting that higher revenue growth improves firm performance.
Working Capital Management has a small but significant negative impact on profitability (p =
-0.001, p = 0.013), indicating that inefficient liquidity management reduces financial returns.
Control variables such as firm size and leverage also have significant effects, with firm size
positively and leverage negatively influencing profitability.

The results support first hypothesis, as CCC has a significant negative impact on
profitability. Companies with a higher CCC face reduced efficiency in managing liquidity,
negatively impacting their financial outcomes. The second hypothesis is confirmed, with a
significant positive relationship between sales growth and profitability. Companies achieving
higher sales growth are more likely to experience improved financial performance, underlining
the importance of revenue expansion strategies. In conclusion, the results validate the
hypotheses and demonstrate the critical roles of working capital management and sales growth
in shaping corporate profitability. These findings provide actionable insights for managers and

policymakers aiming to optimize financial performance.

V. Conclusion
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The primary aim of this research was to investigate the impact of working capital
management and sales growth on corporate profitability among companies listed on the stock
exchange. The study utilized secondary data extracted from financial statements of 143
companies over the period of 2018 to 2022. The data were collected through systematic
removal sampling and analyzed using panel data regression techniques with the aid of EViews
software. The research methodology was correlational and ex-post facto, relying on historical
data to examine the relationships between the dependent variable (profitability) and the
independent variables (working capital management and sales growth).

The descriptive statistics revealed that profitability, measured by return on assets
(ROA), averaged 12.5% across the sample, with moderate variability among companies.
Working capital management, represented by the cash conversion cycle (CCC), exhibited an
average of 80.5 days, suggesting a relatively moderate efficiency in liquidity management.
Sales growth averaged 12.3%, indicating a healthy expansion in revenue among the sampled
companies. Control variables such as firm size and leverage displayed consistent patterns,
highlighting the sample’s representativeness.

The hypothesis testing provided robust insights. The first hypothesis, which proposed
that working capital management affects profitability, was supported by the findings. A
significant negative relationship between CCC and profitability was observed, demonstrating
that inefficient liquidity management diminishes financial performance. The second
hypothesis, asserting that sales growth influences profitability, was also confirmed, with a
significant positive association indicating that higher revenue growth enhances profitability.
Control variables such as firm size and leverage further contributed to the explanation of
variations in profitability, with firm size having a positive and leverage a negative impact.

To improve profitability, firms should focus on optimizing their cash conversion cycle.
This can be achieved by reducing accounts receivable collection periods, efficiently managing
inventory levels, and negotiating better payment terms with suppliers. Managers should
implement robust monitoring systems to ensure liquidity efficiency and avoid cash flow
constraints that can undermine profitability. Companies should prioritize strategies that drive
revenue growth, such as expanding market share, diversifying product offerings, and enhancing
customer satisfaction. Investments in marketing and innovation can further stimulate sales
growth. Managers must also ensure that growth strategies are sustainable and align with the

company’s long-term objectives to maximize financial returns.

www.bmjournal.ir

185



Investigating the Impact of Working Capital Management and Sales Growth ...

In summary, the research highlights the critical roles of working capital management
and sales growth in determining corporate profitability. By implementing the recommended
strategies, firms can enhance their financial performance and maintain competitiveness in
dynamic market environments. These findings provide valuable insights for executives,
policymakers, and researchers aiming to optimize business practices and achieve sustainable
growth.
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