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SUMMARY

Small and medium-sized enterprises (SMEs) play a crucial
role in economic and social development by generating wealth
and creating jobs. They have become significant contributors to
this development due to the employment opportunities they pro-
vide. While the literature on financial economics has extensively
explored the relationship between working capital management
and profitability in large enterprises, there has been less focus
on SMEs. Research into SMEs' working capital management
and profitability has not produced conclusive results, highlight-

ing the need for further investigation into new explanations and
causal relationships. This study employs the panel data method
and finds a positive and significant relationship between invest-
ment in accounts receivable and business performance. In con-
trast, investment in inventory and leverage with suppliers show
a negative impact on profitability when measured by ROA and
ROE. A major limitation of this study was the lack of market
data, which hindered a more precise measurement and analysis
of the results.

Businesses’ success is relat-
ed to the development of its
competitive advantage, and
this, in turn, is linked to prop-
er working capital management
that facilitates its business
model (Mazanec, 2022), and
allows appropriate liquidity to
fund operations. This is how
corporates achieve greater
profitability (Braimah et al.,

Introduction

Small and medium-sized en-
terprises (SMEs) play a crucial
role in economic and social de-
velopment by generating wealth
and creating jobs. They have
become significant contributors
to this development due to their
ability to create new job oppor-
tunities (Panda et al., 2021).

2021) without increasing costs
and insolvency risk (Adam et
al., 2017).

Mazanec, (2022) define prop-
er working capital management
as the net investment between
current assets and current liabil-
ities that meets the demand for
permanent resources of the cash
conversion cycle, short-term
debt service and operating

expenses. According to
Braimah et al., (2021), working
capital management is a mea-
surement that denotes a compa-
ny’s short-term financial health,
which focuses on the invest-
ment in current assets and cur-
rent liabilities, such as invento-
ries, accounts receivable, cash,
accounts payable, and other
short-term obligations.
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EFECTOS DE LA GESTION DEL CAPITAL DE TRABAJO EN LAS PEQUENAS Y MEDIANAS EMPRESAS. UN

ESTUDIO DE CASO DE EMPRESAS CHILENAS

Juan Alejandro Gallegos Mardones, Hugo Moraga-Flores, José¢ Navarrete-Oyarce y Luis Araya-Castillo

RESUMEN

Las pequerias y medianas empresas (PYMEs) juegan un pa-
pel crucial en el desarrollo economico y social al generar ri-
queza y crear empleos. Se han convertido en contribuyentes
significativos de este desarrollo debido a las oportunidades
de empleo que ofrecen. Aunque la literatura en economia fi-
nanciera ha explorado extensamente la relacion entre la ges-
tion del capital de trabajo y la rentabilidad en grandes em-
presas, ha habido menos enfoque en las PYMEs. La investiga-
cion sobre la gestion del capital de trabajo y la rentabilidad
en las PYMEs no ha producido resultados concluyentes, lo

que destaca la necesidad de investigar nuevas explicaciones
y relaciones causales. Este estudio emplea el método de da-
tos de panel y encuentra una relacion positiva y significativa
entre la inversion en cuentas por cobrar y el rendimiento em-
presarial. En contraste, la inversion en inventario y el apa-
lancamiento con proveedores muestran un impacto negativo
en la rentabilidad cuando se mide por ROA y ROE. Una li-
mitacion importante de este estudio fue la falta de datos del
mercado, lo que dificultéo una medicion y andlisis mds preci-
sos de los resultados.

EFEITOS DA GESTAO DO CAPITAL DE GIRO NAS PEQUENAS E MEDIAS EMPRESAS. UM ESTUDO DE CASO DE

EMPRESAS CHILENAS

Juan Alejandro Gallegos Mardones, Hugo Moraga-Flores, José Navarrete-Oyarce e Luis Araya-Castillo

RESUMO

As pequenas e médias empresas (PMEs) desempenham um
papel crucial no desenvolvimento econémico e social ao gerar
riqueza e criar empregos. Elas se tornaram contribuintes signi-
ficativos para esse desenvolvimento devido as oportunidades de
emprego que oferecem. Embora a literatura em economia finan-
ceira tenha explorado extensivamente a relagdo entre a gestdo
do capital de giro e a rentabilidade em grandes empresas, hou-
ve menos foco nas PMEs. A pesquisa sobre a gestdo do capital
de giro e a rentabilidade nas PMEs ndo produziu resultados

conclusivos, destacando a necessidade de investigar novas ex-
plicagoes e relagdes causais. Este estudo utiliza o método de
dados em painel e encontra uma relag¢do positiva e significativa
entre o investimento em contas a receber e o desempenho em-
presarial. Em contraste, o investimento em inventdrio e o apa-
lancamento com fornecedores mostram um impacto negativo na
rentabilidade quando medidos por ROA e ROE. Uma limitag¢do
importante deste estudo foi a falta de dados de mercado, o que
dificultou uma medi¢do e andlise mais precisas dos resultados.

Altaf and Shah, (2017) sug-
gest that investment in working
capital depends on a business’
financial strategy, and it may
vary depending on risk aversion
degree and company’s financial
strategy defines the investment
in working capital, costs and
benefits must be considered too;
hence, managers have to estab-
lish the optimal inversion level
(Gorondutse et al., 2017). The
finance literature has studied
the relationship between work-
ing capital management and
large enterprises’ profitability
mainly (Panda et al., 2021).
However, the discussion around
working capital management in
small and medium-sized enter-
prises’ contexts has not awaken
the same interest (Gorondutse et
al., 2017), in spite of the enor-
mous economic and social de-
velopment potential (Baker et

al., 2019), where, besides, a de-
ficient working capital manage-
ment becomes one of the main
reasons why these companies
fail (Ukaegbu, 2014).

Research on working capital
management and profitability in
SMEs has not yet yielded con-
clusive results. This highlights
the need to explore new expla-
nations and causal relationships.
This study examines the effects
of working capital management
on Chilean SMEs’ profitability,
as well as the characteristics of
their CEOs and how these can
influence firm performance
(Lindsay et al., 2017). The pan-
el data method was employed.
The main findings indicate a
positive and significant relation-
ship between investment in ac-
counts receivable and business
performance. Conversely, in-
vestment in inventory and
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leverage with suppliers nega-
tively affects profitability when
measured by ROA and ROE.
The rest of the document is
organized as follows: Section 2
presents the literature review,
Section 3 describes the data
and methodology, Section 4
analyzes the results, and
Section 5 concludes the study.

Literature Review

Effective working capital
management is understood as a
measure of the short-term fi-
nancial health of an enterprise,
focusing on the combination of
current assets and current lia-
bilities of operations, such as
cash, accounts receivable, in-
ventory, suppliers, and ac-
counts payable. One of the
most commonly used metrics
to measure working capital is

the cash conversion cycle,
which is calculated as the sum
of days inventory outstanding
plus days sales outstanding
minus days payables outstand-
ing (Rey-Ares et al., 2021).

Working capital can also be
understood in terms of the
cash conversion cycle, which is
defined as the average invest-
ment in accounts receivable
and inventory, minus the spon-
taneous financing provided by
suppliers (Fernandez-Lépez et
al., 2020). Another way to
measure working capital is by
assessing the excess of current
assets over current liabilities,
which includes cash, accounts
receivable, inventory, accounts
payable, and current debt
(Mardones, 2022).

Finance literature has mainly
examined the relationship be-
tween  working  capital
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management and the profitabil-
ity of large enterprises (Panda
et al., 2021) in developed coun-
tries (Nguyen and Nguyen,
2018). However, the discussion
on working capital manage-
ment in the context of small
and medium-sized enterprises
has not garnered the same lev-
el of interest (Gorondutse et
al., 2017), despite the signifi-
cant economic and social de-
velopment potential (Baker et
al., 2019). Moreover, poor
working capital management is
one of the main reasons these
companies fail (Ukaegbu,
2014). Concerning accounts re-
ceivable, a prolonged average
collection period limits both the
availability of resources for
meeting capital requirements for
new projects and the normal
development of the business,
negatively affecting the compa-
ny’s performance and reducing
net profit for shareholders
(Dary and James, 2019).

In order to improve compa-
nies’ performance, state that
businesses should increment
the rotation of accounts receiv-
able and inventories, whereas
the rotation of payments when
it comes to accounts payable
should decrease; which will
allow the company to be ex-
tended a higher credit to pay
their loans (Nguyen et al.,
2020). However, evidence is
inconclusive in this matter due
to certain results that reveal
investment in working capital
increases sales, which, in turn,
enhances the company’s per-
formance (Bafios-Caballero et
al., 2020).

In this context, an increase
in sales resulting from a higher
commercial loan improves
long-term relationships with
clients (Pérez et al., 2018),
while simultaneously maintain-
ing higher inventory levels to
protect the business from price
fluctuations (Mahmood et al.,
2019). Therefore, the formulat-
ed hypothesis is as follows:

Hypothesis, HI: A positive
and significant relationship is
observed between investment
in accounts receivable and
company performance.

Recent research has identi-
fied an inverted U-shaped
non-linear relationship (Altaf

546

and Shah, 2017), suggesting
that there is an optimal level
of investment in accounts re-
ceivable (Mahmood et al.,
2019). This is because in-
creased investment in net as-
sets raises investment costs,
diminishes financial perfor-
mance, and increases bank-
ruptcy risk (Boisjoly et al.,
2020). Hence, the following
hypothesis is proposed:

Hypothesis, H2: An inverted
U-shaped non-linear relation-
ship is observed between in-
vestment in accounts receivable
and company’s performance.

Regarding inventory man-
agement, it is observed that
maintaining higher investment
levels incurs greater opportu-
nity costs for investment, stor-
age, and control, which reduc-
es business performance
(Fernandez-Lopez et al., 2020;
Sensini and Vazquez, 2021).
Braimah et al., (2021) state that
an excess of investment in
accounts receivable and inven-
tory negatively impacts busi-
ness performance. Therefore,
the following hypothesis is
proposed:

Hypothesis, H3: A negative
and significant relationship is
observed between investment
in inventories and business
performance.

When companies make sub-
stantial investments, they can
avoid potential stockouts, en-
sure continuous production,
benefit from quantity dis-
counts, and protect themselves
from price fluctuations (Pérez
et al., 2018). However, such
policies may also lead to in-
creased costs of fixed assets
and higher opportunity costs
(Dary and James, 2019).
Similarly, an  inverted
U-shaped non-linear relation-
ship is observed between in-
vestment in inventories and
company profitability (Altaf
and Shah, 2017). Therefore, the
hypothesis is as follows:

Hypothesis H4: An inverted
U-shaped non-linear relation-
ship is observed between in-
vestment in inventories and
company performance.

Sharma et al. (2023) discov-
ered a positive and significant
relationship between business
performance and the extension

of payment deadlines granted
by suppliers. Longer payment
deadlines allow companies to
take advantage of supplier fi-
nancing, keeping cash for a
longer period. Consequently,
rather than relying on external
financing sources with higher
costs, the company can en-
hance its performance by allo-
cating those resources to more
profitable activities (Bafos-
Caballero et al., 2020).

The use of commercial
loans as an alternative source
of financing becomes more
important in countries with
less developed financial mar-
kets because it alleviates the
financial constraints that en-
terprises face. Even in envi-
ronments with well-developed
financial markets, commercial
loans have become the prima-
ry short-term financing source
for SMEs (Peng and Zhou,
2019). Nonetheless, Tunio et
al. (2021) suggest that using
commercial loans as a financ-
ing source can be costly for
companies, as their implicit
interest rates, often linked to
early payment discounts, can
be substantially higher than
those of bank loans.
Consequently, the following
hypothesis is proposed:

Hypothesis, H5: A negative
and significant relationship is
observed between investment
in suppliers and a company’s
profitability.

Pakdel and Ashrafi (2019)
found that the characteristics of
senior managers can help pre-
dict strategic decision-making.
Organizational decisions often
reflect the personality of senior
managers, making the execu-
tive’s gender a relevant variable
since women tend to approach
analysis and strategic deci-
sion-making differently from
men. As a result, gender may
influence investment in work-
ing capital and decision-mak-
ing processes (Naqi and
Siddiqui, 2020).

Evidence on the relationship
between CEO gender and in-
vestment in working capital is
scarce, particularly in Latin
America (Zeng and Wang,
2015). Women are generally
more risk-averse than men and
are more concerned about how

resources are allocated (Zeng
and Wang, 2015). Therefore, it
is expected that female CEOs
will exhibit more conservative
behavior than their male coun-
terparts. Reguera-Alvarado et
al. (2017) and Jeong and
Harrison (2017) state that fe-
male CEOs can enhance deci-
sion-making in businesses due
to their management skills and
ability to reduce agency costs.
Therefore, the proposed hy-
pothesis is:

Hypothesis H6: Companies
led by female CEOs maintain
lower investments in working
capital compared to their male
counterparts, resulting in better
financial performance.

Data and Methods
Data and study of variables

The variables used for this
research include two depen-
dent performance variables,
five independent variables and
five moderator ones.
Dependent variables to mea-
sure the company’s perfor-
mance are return on assets
ROA (Net operating income to
total assets) and return on eq-
uity ROE (Net income to total
equity). As for independent
variables, investment in ac-
counts receivable, AR, (Value
inventories to total assets),
inventories, INV, (Value in-
ventories to total assets),
working capital, WK, (Current
assets minus current liabilities
to total assets), accounts pay-
able, AP, (Value accounts pay-
able to total assets) and CEO’s
gender are considered, CEO
(Variable dummy that equals 1
when the CEO is a woman
female and 0 otherwise).

To mitigate potential omitted
variable bias, we include sever-
al control variables in this re-
search. The choice of control
variables is following the liter-
ature (Chauvet and Jacolin,
2017). Control variables are
also incorporated, such as
leverage, LEV, (Total debt to
total assets), enterprise’ size,
SIZE, (natural logarithm of
total assets), operating cash
flow, OCF, (Earnings after tax
plus annual depreciation to to-
tal assets), sales growth,
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Growth, (Percentage of change
in sales with respect to the
previous year), interest rate,
RATE, (Interest rate active),
Gross domestic product
growth, GDP, (Percentage of
change in gross domestic prod-
uct growth) and industry.
Regarding the use of the
control variable SIZE, its incor-
poration is relevant since even
though our data is only compa-
nies classified as SMEs, there
is a variety of sizes in the data,
and therefore, the diversity of
size is relevant to consider
(Altaf and Shah, 2017; Braimah
et al., 2021). Furthermore, we
have grouped into four types:
natural resources and mining
industry, industrial and produc-
tion, construction sector and
finally, commercial sector and
services according to informa-
tion proposed by the survey to
Chilean SMEs firms them-
selves, where they indicate the
most relevant industry in their
business, which are: Natural
resources, Manufacturing
Industry, Construction and fi-
nally, Commerce and Services.
Finally, the level of competi-
tion faced by the company in
its industry is assessed through
the CEQO’s perception, which is
classified as very important,
important, or not important.

Methodology

This research uses data re-
trieved from the Fifth
Longitudinal Business Survey,
which includes relevant infor-
mation from Chilean SMEs
firms (https:/www.ine.gob.cl/
estadisticas/economia/cien-
cia-y-tecnologia/encuesta-longi-
tudinal-de-empresas) over the
period 2014 - 2019. The final
sample consists of 12,839 busi-
nesses that have complete data
for all variables included in
this study and were classified
as 1,077 in the natural resourc-
es industry, 1,139 in manufac-
turing, 828 in construction,
and 9,795 in trade and ser-
vices. We also collected the
active interest rate for each
year from World Bank data
(https://datos.bancomundial.org/
indicador/FR.INR.LEND).

To verify the hypotheses
proposed in this study the pan-
el data method has been used
(Almagqtari et al., 2019). The
Hausman test allows a fixed or
random effects model in panel
data (Li, 2016). The null hy-
pothesis (Ho) of the random
effects model is that it is con-
sistent; if its p-value is greater
than 0.05, we accept the null
hypothesis, and if the p-value
is less than 0.05, we reject it.

In our case, the Hausman test
produced a p-value of 0.000,
indicating that the fixed effects
model is the appropriate meth-
od. The data were entered into
and tabulated using STATA 17
statistical software to evaluate
our hypotheses. To address the
objectives and hypotheses of
this research, the equations
below will be used. The equa-
tions are the following:

FPi,t = a+ Bl ARi,t + BZ INVi,t +
B3 APt + By CEO;x +
Bs LEV;; + Be SIZE;, +
B7 OCF;; + g Growth; +
BoRate;; + P10 GDPyr + ey

FPit = a+ B1 ARt + B2 INV;: +
B3 APyt + B4 CEO;; +
Bs LEV;: + B SIZE;; +
B7 OCF;; + B Growth;, +
By Rate; + P10 GDP; ¢ +
Bi1 AR} + P12 INVE + ey

The presence of endogeneity
may cause inference errors,
which may invalidate the con-
sistency of fixed effects estima-
tors (Alonso-Borrego and
Arellano, 1999). The standard
way to solve this problem is to
use instrumental variables.
Thus, we have proposed the
use of lagged variables as valid
instruments, just as we used
the system estimator from
(Blundell and Bond, 1998;

Bond, 2002; Mardones, 2022).
In our case, the only variable
that exhibits this problem is
leverage (Espinosa et al., 2012).

Descriptive variables and data

We have analyzed the signifi-
cant correlation between perfor-
mance variables and explanatory
variables. In the case of ROA,
we observed a correlation with
accounts receivable (AR) of
0.354, -0.048 with the inventories
variable (INV), with accounts
payable (AP) -0.141. In relation
to performance variable ROE, its
correlation with accounts receiv-
able (AR) is of 0.061, -0.052 with
inventories (INV), -0.082 with
accounts payable variable (AP).
As for the CEO’s gender vari-
able, i.e., when the CEO is a
woman, there is a negative rela-
tionship of -0.034 associated to
ROA variable, and -0.029 when
performance is measured
through performance variable
ROE (Table I).

Table II shows the descrip-
tive statistics of the variables
used for this research. The av-
erage performance of ROA and
ROE is 6.3% and 18.8% re-
spectively. The average invest-
ment in accounts receivable
(AR) is 43.8% of total assets,
in inventories (INV) is 12.1%,

TABLE I
CORRELATION MATRIX
ROA ROE AR INV AP CEO LEV SIZE OCF Growth RATE GDP
ROA 1.000*
ROE 0.592%* 1.000*
AR 0.354* 0.061* 1.000*
INV -0.048*  -0.052* 0.276*  1.000*
AP -0.141*  -0.082*  0.166*  0.090* 1.000*
CEO -0.034*  -0.029*  0.062*  -0.041*  0.030*  1.000*
LEV -0.051*  -0.056* -0.054* 0.073*  0.004 0.033*  1.000*
SIZE -0.150*  -0.152*  -0.007* -0.023*  0.052*  0.209*  0.088* 1.000*
OCF 0.049%* 0.015*  -0.006*% -0.020* -0.009* 0.038*  0.003 0.172*%  1.000*
Growth 0.002%* 0.017*  -0.002* -0,005* -0.002* -0.009* -0.004* -0.014*  0.005* 1.000*
RATE 0.012%* 0.022*  -0.026* 0.018*  0.011*  -0.282* 0.004*  0.069*  -0.004 -0.002 1.000*
GDP 0.010%* 0.002*  0.009*  0.009*  0.003*  0.108*  -0.001* -0.005* 0.004*  0.003 -0.087*  1.000*

*p < 0.1; ** p < 0.05; *** p < 0.01. ROA : Net operating income to total assets) and return on equity, ROE :Net income to total equity, AR: Value
inventories to total assets, INV : Value inventories to total assets, AP: Value accounts payable to total assets, CEO: Variable dummy that equals 1
when the CEO is a woman female and 0 otherwise, LEV: Total debt to total assets, SIZE: natural logarithm of total assets, OCF: Earnings after tax
plus annual depreciation to total assets, Growth: Percentage of change in sales with respect to the previous year, RATE: Interest rate active, GDP:
Percentage of change in gross domestic product growth.Source: Own computation using STATA 17 software, prepared by the authors.
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TABLE 11 When the performance mea-
DESCRIPTIVE STATISTICS surement is ROA, a positive
Variable Observations Mean Std. Dev. Min Max and 51gn1.flcant effect on 1n-
vestment in accounts receivable
ROA 12,839 0.063 0.189 -1.936 1.997 (AR) is observed: 0.0279 for
ROE 12,839 0.188 0.422 -1.982 1.993 model (1) and 0.0291 for model
AR 12,839 0.438 0.296 0 5.281 (2). On the other hand, when
INV 12,839 0.121 0.188 0 1.124 ROE is the performance mea-
AP 12,839 0.205 0.254 0.033 7.182 surement, results for both (1)
CEO 12,839 0.386 0.487 0 1 and (2) are similar, with the
LEV 12,839 0.1 0.208 0 11.637 relationship between AR and
SIZE 12,839 14.775 2.764 6.802 31.686 performance being 0.0538 and
OCF 12,839 0.063 0.189 -1.936 1.997 0.0531, respectively. These re-
GROW 12,839 0.005 0.295 -1 0.997 sults agree with the findings of
RATE 12,839 0.045 0.006 0.04 0.056 fé‘golféfeazbaeltlej? e(tzgllé)(zgvzl?g
GDP 12,839 0.02 0.013 0.007 0.04 ) !

ROA: Net operating income to total assets and return on equity, ROE: Net income to total equity, AR: Value
inventories to total assets, INV: Value inventories to total assets, AP: Value accounts payable to total assets,
CEO: Variable dummy that equals 1 when the CEO is a woman female and 0 otherwise, LEV: Total debt to
total assets, SIZE: natural logarithm of total assets), OCF, (Earnings after tax plus annual depreciation to total
assets, Growth: Percentage of change in sales with respect to the previous year, RATE: Interest rate active,
GDP: Percentage of change in gross domestic product growth. Source: Own computation using STATA 17

software, prepared by the authors.

and in accounts receivable (AP)
is 20.5%. Finally, the average
participation of female CEOs in
SME:s reaches 38.6% (Table II).

When analyzing each indus-
try, the commercial and ser-
vices industry has the highest
number of companies with
9,795 firms. Regarding ac-
counts receivable (AR), compa-
nies in the construction indus-
try show the highest investment
with 49.3% of total assets, fol-
lowed by the trade industry
with 45.8%. The manufacturing
industry displays the highest
average investment in invento-
ries (INV) at 14.9%, followed
by the trade and services in-
dustry at 12.4%. When analyz-
ing the average debt in ac-
counts payable (AP), the trade
and services industry has a
higher proportion of 21.5%.
Regarding executive manage-
ment positions headed by wom-
en, we have observed that their
participation is lower than that
of their male colleagues; how-
ever, the trade and services in-
dustry exhibits the highest par-
ticipation at 40.5% (Table III).

Results and Discussion

Table IV displays the results
of the regression models (1) and
(2) that estimate the investment
in working capital and corporate
performance. It should be
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pointed out that the definition of
working capital considered here
involves causal relationship be-
tween investment in accounts

receivable (AR), inventories
(INV) and accounts payable
(AP), and the profitability mea-
surements ROA and ROE.

assert that investment in ac-
counts receivable improves a
business’s performance.
According to these results, H1
cannot be dismissed, as a pos-
itive and significant relation-
ship between investment in
accounts receivable and compa-
ny performance is detected.
Regarding the average in-
vestment in inventories (INV),
when models (1) and (2) are
estimated with ROA as the
performance measurement,

TABLE III
SOME DESCRIPTIVE STATISTICS BY INDUSTRY

Observations Mean Std. Dev. Min. Max.
Industry = Natural resources
AR 1,077 0.309 0.27 0 1
INV 1,077 0.083 0.145 0 1.001
AP 1,077 0.142 0.194 0 1.12
CEO 1,077 0.312 0.464 0 1
Industry = Manufacturing
AR 1,139 0.354 0.252 0 1
INV 1,139 0.149 0.171 0 1.124
AP 1,139 0.176 0.195 0 1.752
CEO 1,139 0.327 0.469 0 1
Industry = Construction
AR 828 0.493 0.286 0 1.001
INV 828 0.093 0.171 0 1.045
AP 828 0.209 0.226 0 1.109
CEO 828 0.345 0.476 0 1
Industry = Commerce and Services
AR 9,795 0.458 0.298 0 5.281
INV 9,795 0.124 0.195 0 1
AP 9,795 0.215 0.267 -0.033 8.182
CEO 9,795 0.405 0.491 0 1

ROA : Net operating income to total assets and return on equity, ROE: Net income to total equity, AR: Value
inventories to total assets, INV: Value inventories to total assets, AP: Value accounts payable to total assets,
CEO: Variable dummy that equals 1 when the CEO is a woman female and 0 otherwise, LEV: Total debt to
total assets, SIZE: natural logarithm of total assets, OCF: Earnings after tax plus annual depreciation to total
assets, Growth: Percentage of change in sales with respect to the previous year, RATE: Interest rate active,
GDP: Percentage of change in gross domestic product growth. Source: Own computation using STATA 17
software, prepared by the authors.
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TABLE 1V
RELATIONSHIP BETWEEN WORKING CAPITAL AND CEO’S GENDER WITH PERFORMANCE

Equation (1) Equation (2) Equation (1) Equation (2)
R.O.A. R.O.E.
Coefficient Coefficient Coefficient Coefficient

AR 0.0279 Hok 0.0291 HoA 0.0538 HkE 0.0532 ok
(0.010) (0.011) (0.183) (0.018)

IVN -0.0822 HoAk -0.0852 HoA -0.0668 HAE -0.7033 ok
(0.018) (0.190) (0.033) (0.332)

AP -0.0511 ok -0.0509 A -0.0329 ok -0.0328 ok
(0.009) (0.009) (0.017) (0.0106)

CEO 0.0033 0.0033 -0.0074 -0.0074
(0.004) (0.004) (0.008) (0.007)

L.LEV 0.0553 oAk 0.0538 woA -0.1358 wokE -0.1361 wokE
(0.012) (0.012) (0.228) (0.023)

Size 0.0366 HoAE 0.0367 oA 0.0186 ok 0.0183 wokE
(0.056) (0.004) (0.007) (0.008)

OCF 0.0173 HoAE 0.0183 HoA 1.1558 HkE 1.1556 HAE
(0.000) (0.000) (0.022) (0.021)

Growth 0.0000 0.0001 0.000 0.0000
(0.001) (0.002) (0.000) (0.000)

Rate -0.1922 ok -0.2005 ok -0.1181 ok -0.1375 HAK
(0.480) (0.481) (0.826) (0.863)

GDP 0.2379 ** 0.2384 ok 0.2731 * 0.2732 *
(0.064) (0.104) (0.180) (0.1790)

AR2 0.000 0.0000

(0.001) (0.000)
INV2 0.000 0.0000
(0.001) (0.000)

Constant -0.5875 0.000 HoA -0.3124 ok -0.3117 ok
(0.064) (0.064) (0.117) (0.116)

Fixed effects

Firm Yes Yes Yes Yes

Year Yes Yes Yes Yes

Industry Yes Yes Yes Yes

Observations 12,839 12,839 12,839 12,839

Adj. R-squared 0.5702 0.5703 0.5752 0.5750

Standard deviation in parentheses. *p < 0.1; **p < 0.05; ***p < 0.01. ROA (Net operating income to total assets) and return on equity, ROE (Net
income to total equity), AR, (Value inventories to total assets), INV, (Value inventories to total assets), AP, (Value accounts payable to total assets),
CEO (Variable dummy that equals 1 when the CEO is a woman female and 0 otherwise), LEV, (Total debt to total assets), SIZE, (natural logarithm
of total assets), OCF, (Earnings after tax plus annual depreciation to total assets), Growth, (Percentage of change in sales with respect to the previ-
ous year), RATE, (Interest rate active), GDP, (Percentage of change in gross domestic product growth). Source: Own computation using STATA 17
software and prepared by the authors.

both models reveal a negative
and significant relationship of
-0.0822 and -0.0852, respec-
tively. Similar results were
obtained when models (1) and
(2) were estimated but using
ROE as the performance
measurement, as the relation-
ship between INV and per-
formance is -0.0668 and
-0.0733, respectively.

JINERCJENCIA SEPTEMBER 2024

These outcomes are in ac-
cordance with Braimah et al.,
(2021), Fernandez-Lopez et al.,
(2020) and Sensini and
Vazquez, (2021), who have
stated that maintaining higher
investments entails dealing
with higher opportunity costs,
which, in turn, decreases a
business’s performance, despite
some benefits suggested by the

*VOL.49N°9

literature (Pérez et al., 2018).
According to these results, H3
cannot be discarded because a
negative and significant rela-
tionship between investment in
accounts receivable and compa-
ny performance is observed.
With respect to suppliers’
loans (AP), there is a negative
and significant relationship
when estimating models (1)

and (2), with figures of -0.0511
and -0.0509 respectively when
the performance measurement
is ROA, and -0.0329 and
-0.0328 for ROE. This shows
that, despite its easy approval,
this kind of financing may be
more expensive than a regular
loan. These results are in
agreement with (Tunio et al.,
2021). In conclusion, HS5

549



cannot be dismissed since there
is a negative and significant
relationship between invest-
ment in accounts receivable
and business’ performance.
Regarding female CEOs, no
significant differences in rela-
tion to men have been detected
when estimating models (1)
and (2) because such estima-
tions are not notable. These
results agree with Nguyen et
al. (2020). According to these
results, H6 is dismissed be-
cause there is no significant
relationship between CEO gen-
der and business performance.
The outcomes of control vari-
ables when estimating models
(1) and (2) with ROA as the

performance measurement re-
veal that the leverage variable
(LEV), which is lagged and
used as an instrument due to
its endogenous relationship, has
a positive and significant effect
of 0.0553 and 0.0538 for each
equation, respectively. This
confirms that resorting to debt
is beneficial (Mahmood et al.,
2019). However, when estimat-
ing its relationship with ROE,
negative and significant results
are observed (Table IV).
Enterprise size (SIZE) and
operating cash flow (OCF)
variables have a positive and
significant relationship with
performance: 0.0366 and 0.0186
when estimating model (1), and

0.0186 and 0.0183 when esti-
mating model (2). These results
agree with what Atan et al.,
(2018) proposed. The growth
variable (GROWTH) does not
show a significant relationship
with the performance variable
when estimating models (1)
and (2). In this regard, the lit-
erature is not conclusive
(Mardones and Cuneo, 2020),
since greater the ability to
grow, can increase market
share and synergies; however,
competition within an industry
might increase, which could
hinder company performance.
Artica et al., 2019, highlight
that, in emerging economies,
particularly in Latin America,

TABLE V
ESTIMATION OF THE RELATIONSHIP BETWEEN WORKING CAPITAL AND CORPORATE PERFORMANCE
CONSIDERING THE LEVEL OF COMPETITION

the role of macroeconomic fac-
tors is relevant, such as the
interest rate (Rate) and eco-
nomic growth (GDP) variables
in the results of companies and
investment decisions. However,
their results are not conclusive
(Le, 2019). For example, favor-
able economic conditions allow
for an increase in the perfor-
mance of firms, and the evolu-
tion of the economic cycle in
our research has been mea-
sured by the Rate and GDP
variables (Altaf and Ahmad,
2019; Ukaegbu, 2014).
Concerning the gross domes-
tic product variable (GDP),
when models (1) and (2) are
estimated and the performance

Low competition Medium competition High competition
Coefficient Coefficient Coefficient
ROA ROE ROA ROE ROA ROE
AR 0.0101 0.0429 ** 0.0378 ** 0.1176 ** 0.0541 Rk 0.0791 HEE
(0.010) (0.022) (0.012) (0.028) (0.016) (0.036)
IVN -0.0522 ok -0.1066 ok -0.0508 Rl -0.0862 woE -0.0353 ok -0.0133 o
(0.015) (0.034) (0.021) (0.045) (0.031) (0.071)
AP -0.0531 Hxx -0.0856 HxE -0.1148 HxE -0.1973 Hrx -0.1399 HHE -0.1635 Hrx
(0.009) (0.019) (0.015) (0.033) (0.021) (0.048)
CEO -0.0136 Rk -0.0304 Rk -0.0121 * 0.0303 ** -0.0045 -0.0074
(0.006) (0.012) (0.006) (0.015) (0.009) (0.023)
L.LEV 0.0536 Rk 0.0749 Rk -0.0383 *E 0.0906 *x -0.0157 -0.0692
(0.011) (0.024) (0.021) (0.045) (0.028) (0.066)
Size -0.0084 HE -0.0162 HHE -0.0085 -0.0192 -0.0088 HHE -0.0221 HE
(0.002) (0.026) (0.001) (0.003) (0.002) (0.004)
OCF 0.0010 Rk 0.0010 Rk 0.0010 HHE 0.0000 * 0.0010 HHE 0.0000 Rk
(0.000) (0.000) (0.000) (0.000) (0.001) (0.000)
Growth 0.0015 Rk 0.0016 0.0000 0.0000 0.0015 0.0001
(0.006) (0.014) (0.000) (0.000) (0.003) (0.008)
Rate -0.1928 * -0.5933 o -0.2017 o -0.8999 R -0.1052 * -0.1758 *
(0.645) (0.363) (0.837) (0.085) (0.146) (0.798)
GDP 0.2452 * 0.7701 ok 0.1090 * 0.0973 * -0.0592 -0.5694
(0.143) (0.298) (0.160) (0.353) (0.208) (0.5359)
Constant 0.1831 HEE 0.3204 HxE 0.0582 * 0.1082 0.1440 *EE 0.1375 HxE
(0.032) (0.068) (0.041) (0.091) (0.058) (0.01375)
Observations 6,618 6,018 4,194 4,194 2,027 2,027
Adj. R-squared  0.4594 0.5113 0.5045 0.5194 0.6255 0.4867

Standard deviation in parentheses. *p < 0.1; **p < 0.05; ***p < 0.01. ROA (Net operating income to total assets) and return on equity, ROE (Net
income to total equity), AR, (Value inventories to total assets), INV, (Value inventories to total assets), AP, (Value accounts payable to total assets),
CEO (Variable dummy that equals 1 when the CEO is a woman female and 0 otherwise), LEV, (Total debt to total assets), SIZE, (natural logarithm
of total assets), OCF, (Earnings after tax plus annual depreciation to total assets), Growth, (Percentage of change in sales with respect to the previ-
ous year), RATE, (Interest rate active), GDP, (Percentage of change in gross domestic prod-uct growth). Source: Own computation using STATA 17

software and prepared by the authors.
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measurement is ROA, the two
models reveal a positive and
significant relationship of
0.2378 and 0.2384, respectively.
On the other hand, when ROE
is the performance measure-
ment, the relationship is 0.2731
and 0.2732, respectively. This
suggests that economic growth
affects financial performance
positively because it provides
better opportunities to invest,
which increases the demand for
investment in working capital
and benefits its performance
(Pérez et al., 2018).

The lending rate is a proxy
for the opportunity cost faced

by firms when obtaining fi-
nancing in the financial market,
which is negatively related to
the firm's level of profitability.
Research on the impact of mac-
roeconomic variables has
demonstrated the considerable
influence of macroeconomic
conditions on liquidity and in-
vestment in working capital
(Wijerathna et al., 2024) and
has shown that the increase in
liquidity levels has been attrib-
utable to macroeconomic influ-
ences, such as changes in inter-
est rates. The relationship be-
tween the interest rate (RATE)
and the performance variable

in terms of ROA is negative
and significant: -0.1922 when
model (1) has been estimated,
and -0.2005 in the case of
model (2). Furthermore, the
effects are -0.1181 and -0.1375
when using ROE as a perfor-
mance measure.

When examining eventual
non-linear effects among the
variables used to determine the
investment in working capital
in terms of models (1) and (2),
and ROA and ROE as perfor-
mance measurements, no sig-
nificant effect was found that
establishes a non-linear rela-
tionship between investment in

TABLE VI
ESTIMATION OF THE RELATIONSHIP BETWEEN WORKING CAPITAL AND CORPORATE PERFORMANCE
BY INDUSTRY

accounts receivable (AR?) and
inventories (INV?) with busi-
ness performance. According to
these outcomes, H2 and H4 are
discarded since no significant
relationship between investment
in accounts receivable and in-
ventories with company perfor-
mance has been observed.
Moreover, we considered the
effects of market competition
on performance. According to
Babar and Habib (2021), invest-
ing in working capital can be
beneficial in highly competitive
markets, leading to increased
performance. However, it can
also result in higher agency

rg?)ﬁlrrgelg Manufacturing Construction Consl{cnrilgg:sand ré\]s?)t&lrr:és Manufacturing  Construction Conslglrsggzsand
Coefficient Coefficient
ROA ROA
AR -0.0481 0.0844 *0.0482 0.0218  ** | -0.0431 0.117 0.138 0.0804  **x*
(0.0322) (0.0447) (0.0511) (0.0111) (0.0857) (0.0904) (0.102) (0.0234)
INV -0.1560 *** -0.113 -0.267  ***-0.0405 *10.0228 -0.3320  ** 04830 *¥*  -0.1170 K¥*
(0.0487) (0.0822) (0.0896) (0.0208) (0.130) (0.166) (0.178) (0.0440)
AP -0.0248 -0.204  *** 0163 ** -0.0444 *** 1 -0.2160 * -0.4160 *** -0.4530 *¥* -0.0724 ***
(0.0414) (0.0605) (0.0721) (0.0094) (0.1100) (0.122) (0.144) (0.0200)
CEO 0.0183 -0.00423 -0.00572 0.00419 -0.0153 0.00612 -0.0296 0.0008
(0.0127) (0.0168) (0.0226) (0.0048) (0.0339) (0.0339) (0.0450) (0.0101)
LLEV -0.0191 0.139 **-0.0352 0.0588  *** | 0.0625 0.3630 ***  -0.132 -0.0934  ***
(0.0560) (0.0612) (0.0806) (0.0132) (0.1490) (0.124) (0.160) (0.0279)
SIZE 0.0138  ** 0.0294 ¥ 0.143  #F* 0 0.0393  FFF ) 0.0223 *0.09030 *** 0.2750  *** 0 0.0569 ***
(0.0070) (0.0154) (0.0254) (0.0048) (0.0186) (0.0311) (0.0500) (0.0101)
OCF 0.0000  ** 0.0000 *** 0.0000 *** 0.0000 ***| 0.0000 * 0.0000 0.0000  *** 0.0000  **
(0.0000) (0.0000) (0.0000) (0.0000) (0.0000) (0.0000) (0.000) (0.0000)
Growth -0.0002 0.0169 * -0.00151 0.0000 0.0000 0.0491 *#* 0.0123** **  (.0000
(0.0001) (0.0089) (0.0028) (0.0000) (0.0004) (0.0180) (0.0056) (0.0000)
Rate 0.1360 -0.4638 *** 2,100 -0.222 ##* 109310 * -0.8800 ***  1.3600 -0.2640  ***
(1.3240) (1.696) (2.661) (0.537) (3.5270) (3.429) (5.2970) (1.1380)
GDP -0.1270 0.359 0.868 *0.202 *1-1.0070 0.908 0.2450 * 0 0.6470  kxx
(0.2850) (0.376) (0.524) (0.111) (0.7600) (0.759) (1.0430) (0.2350)
Constant -0.1460 -0.563  ** 2,023 ***  -0.632 *** | -0.1340 -1.617  *#** .3,6920  FF* .0.9560 K**
(0.1160) (0.239) (0.385) (0.0782) (0.3090) (0.484) (0.766) (0.1660)
Observations 1,077 1,139 828 9,795 1,077 1,139 828 9,795
R-squared 0.042 0.094 0.148 0.031 0.014 0.102 0.187 0.023

Standard deviation in parentheses. *p < 0.1; **p < 0.05; ***p < 0.01. ROA (Net operating income to total assets) and return on equity, ROE (Net
income to total equity), AR, (Value inventories to total assets), INV, (Value inventories to total assets), AP, (Value accounts payable to total assets),
CEO (Variable dummy that equals 1 when the CEO is a woman female and 0 otherwise), LEV, (Total debt to total assets), SIZE, (natural logarithm
of total assets), OCF, (Earnings after tax plus annual depreciation to total assets), Growth, (Percentage of change in sales with respect to the previ-
ous year), RATE, (Interest rate active), GDP, (Percentage of change in gross domestic prod—uct growth) Source: Own computation using STATA 17

software and prepared by the authors.
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costs and decreased company
value (Atif et al., 2022; Dittmar
and Mahrt-Smith, 2007).
Increased competition can dis-
courage unwanted behaviour by
agents and ultimately increase
the value of the company
(Alimov, 2014).

Table V shows the percep-
tion of competition for models
(1) and (2). This data has been
classified into three categories:
low competition, medium com-
petition and high competition.
When performance is measured
in terms of ROA, the relation-
ship between investment in
accounts receivable (AR) and
performance is positive and
significant (0.0378 and 0.0541
for each model), but only when
competition is medium or high.
The relationship with invest-
ment in inventories (INV) re-
mains negative and significant
across all competition catego-
ries: -0.0522 for low competi-
tion, -0.0508 for medium com-
petition, and -0.0353 the high
competition. In relation to ac-
counts payable (AP), the rela-
tionship is negative and signif-
icant across all levels: -0.0531
for low competition, -0.1148 for
medium competition, and
-0.1399 for high competition.

Regarding CEO’s gender,
when the CEO is a woman,
a negative and significant
relationship is found when
competition is low and medi-
um (-0.0136 and -0.0121, re-
spectively); when competi-
tion is high, according to the
CEO’s perception, there are
no statistical gender differ-
ences. Considering ROE as
the performance measure-
ment, investment in accounts
receivable remains positive
and significant: 0.0429,
0.1176, and 0.0791 for low,
medium, and high competi-
tion levels, respectively.

For investment in inventories
and accounts payable, the rela-
tionship is negative and signifi-
cant across all competition lev-
els, similar to that observed
with ROA as a performance
measurement. When the CEO is
a woman and competition is
low or medium, a negative and
significant relationship is evi-
dent. These results align with
the stance of Marinova et al.
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(2016), who observed a reduc-
tion in company value when the
CEO is female. However, ac-
cording to the CEO’s percep-
tion, no statistical gender differ-
ences are observed when com-
petition is high. Furthermore,
the results are similar in terms
of ROA and ROE. Francoeur et
al. (2021) and Marinova et al.
(2016) offer a possible explana-
tion for this, suggesting that
female managers may have a
positive, negative, or neutral
impact on performance.

Regarding investment in
working capital and perfor-
mance by industry, the results
show that investment in ac-
counts receivable (AR) has a
positive and significant rela-
tionship for manufacturing,
commercial, and service indus-
tries when performance is
measured using ROA and ROE.
No differences related to CEO
gender were  observed.
Leverage (L.LEV) and compa-
ny size (SIZE) show positive
and significant relationships
with investment and perfor-
mance. The effects of interest
rates (Rate) are consistent
across industries, and no sig-
nificant differences were ob-
served (Table VI).

Conclusion

The study intends to analyze
the impact of working capital
management on enterprises’ fi-
nancial performance. To develop
this objective, investment in
working capital has been defined
as the average investment in
accounts receivable, inventories,
and spontaneous financing pro-
vided by suppliers (Fernandez-
Loépez et al., 2020). Results re-
veal there is a positive and sig-
nificant relationship between in-
vestment in accounts receivable
and corporate performance when
measured in terms of ROA and
ROE, which confirms our first
hypothesis. Regarding invest-
ment in working capital, results
show a negative relationship
with performance, in accordance
with (Dary and James, 2019);
and as for financing provided by
suppliers, its relationship with
performance is negative and
significant. This could be ex-
plained by the higher cost of

this source of finance compared
to bank loans (Dary and James,
2019). In consequence, hypothe-
ses 3 and 5 cannot be dismissed.
Since no non-linear relationships
were found among investment in
working capital, hypotheses 2
and 4 are rejected.

The contribution of this re-
search to the literature related
to corporate finance manage-
ment includes how working
capital management affects the
performance of SMEs, consid-
ering the gender of CEOs and
the level of competition in the
industry. The results primarily
apply to SMEs. However, they
are consistent with the finance
literature that is relevant to
any company.

Firstly, this investigation
studies the working capital
management of Chilean SMEs
in a longitudinal context.
Secondly, this study could be
of help to managers in the de-
velopment of financial strate-
gies that optimize investment
in working capital. Thirdly, the
research investigates the impact
that CEO gender has on invest-
ment in working capital, which
responds to the new challenges
around gender parity on boards
of directors.

As regards some of the main
limitations faced while con-
ducting the study, these include
the lack of market data that
could have enhanced the preci-
sion of some financial mea-
surements, as well as the need
for information from several
countries to obtain more gener-
al results and conclusions. For
further research, we suggest
collecting data from other
countries in the region to
broaden the study.
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