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[bookmark: _Toc231503140]Abstract 
This dissertation will focus on how working capital management affects profitability of the publicly listed retail organizations in the United Kingdom. The analysis of working capital elements such as inventory management, receivables management, payables management, and the cash conversion cycle are included in the study and their connection to profitability measures like Return on Assets and Return on Equity is analyzed. The quantitative research design was taken based on secondary financial data of ten UK-listed retail companies between 2016 and 2024. To determine the relationship between working capital practices and financial performance, descriptive statistics, correlation analysis and regression analysis were used.
The results demonstrate that an important, but component-specific, impact of working capital management on profitability is present. The efficiency of payables management and cash conversion cycle was found to have a strong association with profitability, but mixed effects of inventory management. The impact of receivables management was less, as the retail sector is cash-based. In general, the research finds that the working capital management could be effective and balanced to enhance the liquidity, the efficiency in operations, and the profitability. The dissertation suggests implementing data-driven inventory management, supplier payment policies, and cash conversion cycle to assist the UK retail companies in maintaining sustainable financial performance.
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[bookmark: _Toc231503143]Glossary   
Working Capital Management: Is the good management of both the current liabilities and assets of a firm in order to ensure maximisation of profit and sufficient liquidity to meet the daily running expenses of the firm.

Liquidity: The capacity of a business to full fill the short-term financial commitments as they fall due.  

Profitability: It is the capacity of a business organisation to make a profit through its activities during a certain time.  

Inventory management: It is a process of determining the best quantity of inventory that the company should hold in order to ensure that the company meets the cravings of its customers without necessarily incurring a huge cost of holding such products.

Receivables Management: The way money is taken care of by the company due to credit sales.

Payables Management: It refers to the process of handling payments due to a company to the suppliers and creditors.

Cash Conversion Cycle: The duration of time that it takes a company to transform investments in inventory and receivables to cash flow generated by sales.

Return on Assets: A financial ratio that is used to determine the efficiency with which a company uses its assets to make a profit.  

Return on Equity: This is a financial ratio that is used to calculate the amount of returns that shareholders have invested in the company.

Inventory Turnover: A ratio of the number of times that inventory is sold and replaced over a certain time.

Secondary Data: Data that has been obtained through the existing sources like annual reports, journals and financial databases.
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1.1. [bookmark: _Toc231503145]Introduction/ Background  
One of the most prominent fields of financial management is Working Capital Management (WCM) since it is concentrated on the management of the short-term assets and liabilities in order to achieve liquidity and enhance the profitability (Yenni et al., 2021). Proper WCM will ensure that the businesses have the required cash flow to fulfil the needs of the business operations whilst at the same time maximising shareholder returns. Working capital in highly competitive industries like retail must be managed efficiently because of the large inventories, variable consumer demand and profit margins (Mandipa and Sibindi, 2022).
Retail sector in the United Kingdom is an important part of the national economy and it has a significant contribution to the employment, consumer spending and economic growth. Nonetheless, the industry experiences rising operational and financial risks that have been caused by inflation, disruption of the supply chain, transformed consumer behaviour, and the uncertainty surrounding the economy post-pandemic (Survilė, 2025). These issues have made the management of the inventory, receivables and payables more significant in order to maintain profitability and liquidity.
The elements of working capital such as inventory management, receivables management, payables management, and Cash Conversion Cycle (CCC) have a direct impact on the efficiency of operations and financial performance of a company (Jaworski and Czerwonka, 2024). Efficient inventory turnover will help minimise holding costs and enhance cash flow, whereas an efficient receivables and payables management can optimise liquidity and minimise financing costs (Akbar et al., 2021). In the same way, a lower CCC is indicative of how fast a company can turn investments into cash and thus enhance profitability (Ibrahim et al., 2021).
According to previous research, positive and negative correlations between WCM and profitability under conditions in different industries, the size of the firm, and management strategies have been identified (Deari et al., 2024). Despite the considerable amount of research done in the world, there is a lack of empirical data particularly on the publicly listed retail companies in the United Kingdom and especially in the backdrop of the recent economic upheavals and changing retail practices. Thus, the proposed research will investigate how the working capital management affects the profitability of UK publicly listed retail companies.
1.2. [bookmark: _Toc231503146]Research Problem 
The retailing sector is a dynamic and highly competitive sector where liquidity management and efficiency of operation is the key to survival and profitability. Retail companies usually have a large amount of stock and have seasonal changes in demand and rely on effective cash flow management to carry out daily activities (Ramadan and Morshed, 2023). Poor working capital management may cause a liquidity crunch, high cost of financing, inefficiencies in operations and low profitability.
Although it is a significant issue, numerous retailing firms are still struggling with balancing between liquidity and profitability. Overstocking can enhance storage and obsolescence expenses, slowing down of receivables collection can adversely impact cash flow, and ineffective payables management can ruin supplier relationships (Mandipa and Sibindi, 2022). Moreover, the COVID-19 business environment has further exacerbated financial constraints on retail companies because of inflation, disruption of the supply chain, and the alteration of consumer purchasing behaviour (Hossain and Zariyawati, 2022).
Even though many studies have been conducted on the connection between WCM and profitability, the results of these studies are still conflicting in relation to industries and geographical locations. Moreover, there is a dearth of literature that specifically examines publicly-traded retail firms in the United Kingdom with recent financial information. This leaves a knowledge gap in comprehending the role of key working capital variables on profitability in contemporary UK retail setting. Thus, the current study aims to fill this gap by exploring the association between working capital management practices and profitability of UK listed retail companies.
1.3. [bookmark: _Toc231503147]Research Aims and Objectives 
1.3.1. [bookmark: _Toc231503148]Research Aim
This research will be mainly focused on establishing the influence of working capital management on the profitability of the publicly traded retail firms in the United Kingdom.
1.3.2. [bookmark: _Toc231503149]Research Objectives
The research will seek to accomplish the following objectives:
· To test the hypothesis on how working capital management is related to profitability in publicly listed UK based retail companies. 
· To analyse the impact of inventory management on financial performance. 
· To determine how receivables management affects profitability. 
· To determine the impact of payables management on financial performance. 
· The research question is: How does Cash Conversion Cycle (CCC) impact profitability? 
· To offer suggestions on how the working capital efficiency and profitability can be enhanced in the UK retail sector.
1.4. [bookmark: _Toc231503150]Research Questions 
1) What does the available literature tell us about the connection between WCM and profitability?
2) Which WCM practices are prevalent in the United Kingdom among publicly listed retail companies? 
3) What is the impact of the major WC elements, including inventory, receivables, and payables, on the profitability of the UK retail companies?
4) How can retail companies improve WC efficiency and profitability?
1.5. [bookmark: _Toc231503151]Relevance of the Study 
The research is significant both in theoretical and practical terms. The research, academically, adds to the existing literature on working capital management by offering empirical evidence on the working capital management in the United Kingdom in the case of publicly listed companies. Although the research on WCM in various sectors and economies has been conducted previously, recent evidence on the topic with a specific emphasis on the UK retail industry in the post-pandemic setting is scarce (Jaworski and Czerwonka, 2024).
The study is also pertinent as the retail industry has distinct operational features, including high turnover rates of stock, seasonal changes in demand, and a high rate of competition, which makes the working capital management one of the most important aspects (Ramadan and Morshed, 2024). The knowledge of the impact of WCM components on the profitability can help managers to come up with strategies to maximise the liquidity and operational efficiency.
In terms of managerial use, the results of this research can assist financial managers and decision-makers to better control their inventory, collect receivables, use supplier payments strategies, and manage cash flows. Effective WCM practices can drive profitability, increased financing costs and financial stability. Moreover, investors and stakeholders can be interested in the impact of the WCM practices on the level of the firm’s performance and their long-term sustainability.
1.6. [bookmark: _Toc231503152]Dissertation Structure 
This dissertation has six chapters.
Chapter 1 – Introduction
In this chapter, the research topic is presented, the research problem, the aims, objectives, research questions, relevancy of the study, the structure of the dissertation and theoretical framework are presented.
Chapter 2 – Literature Review
This chapter is a critical review of literature available on the working capital management and profitability. It talks about theoretical views, results of research and research gaps pertinent to the research.
Chapter 3 – Research Methodology
This chapter describes the research philosophy, research design, data collection methods, sample selection, variables and data analysis methods applied in the research.
Chapter 4 – Data Analysis
This chapter gives the empirical results of the study in terms of descriptive statistics, correlation analysis and regression analysis.
Chapter 5 – Discussion
The chapter critically presents the research findings as compared to the available literature and theoretical concepts. It discusses the implications of the findings to the UK retail industry.
Chapter 6 – Conclusion
In this chapter, the main findings of the study are summarised, limitations outlined, practical recommendations given and a direction towards future research is proposed.
1.7. [bookmark: _Toc231503153]Theoretical Framework 
The Trade-Off Theory and the Financial Flexibility Theory are the main theories which underlie this study since they both describe the correlation between the management of working capital and profitability.
The Trade-Off Theory also implies that companies need to have an appropriate liquidity-profitability balance (Prasad et al., 2019). This theory suggests that excess current assets can enhance liquidity and minimise financial risk, although it also can decrease profitability by increasing opportunity costs and mis-allocating resources. On the other hand, having extremely low working capital can help to boost short-term profitability but can put firms at risk of liquidity issues and business disruptions (Lefebvre, 2022). Thus, companies should closely control the inventory, receivables and payables to get the right balance between risk and pay-off.
The Financial Flexibility Theory also indicates that companies that have an efficient liquidity management are in a better position to react to the uncertainties and investment opportunities in the market (Altaf, 2024). Proper working capital management enhances access to cash, operational strength and financial stability so that the firms can better deal with the unforeseen economic issues.
In this context, the independent variables that are deemed to affect the profitability indicators (Return on Assets (ROA) and Return on Equity (ROE)) are inventory management, receivables management, payables management, and Cash Conversion Cycle. The framework presumes that good management of these working capital elements will improve the liquidity, lower the cost of financing, improve the operational efficiency and eventually improve profitability.
The theoretical framework thus gives the conceptual basis of the analysis of relationship between the working capital management practices and profitability in the UK based publicly listed retail companies.
1.7.1. [bookmark: _Toc227408406][bookmark: _Toc231503154]Research Hypothesis 
The primary hypothesis for the research is;
Working Capital Management and Performance are positively correlated in publicly listed UK retail companies.
The hypothesis is further categorized to effectively present the different tools for Working capital management.
H1: Inventory Management and Performance are positively correlated in publicly listed UK retail companies.
H2: Receivable Management and Performance are positively correlated in publicly listed UK retail companies.
H3: Payable Management and Performance are positively correlated in publicly listed UK retail companies.
H4: Cash Conversion Cycle and Performance are positively correlated in publicly listed UK retail companies.



[bookmark: _Toc227408393][bookmark: _Toc231503155]Chapter 2 – Literature Review
1.8. [bookmark: _Toc227408394][bookmark: _Toc231503156]Introduction 
This chapter attempts to critically review the literature that was available on Working Capital Management (WCM) and its correlations with the profitability of publicly listed retail organisations, specifically this is in the context of the United Kingdom (UK). It is expected that the review will be used to advance an appropriate comprehension of the theoretical background and practical results of WCM, as well as the deficiencies in the existing literature. Examining these notable aspects, this chapter will form the basis of examining the effects that effective management of working capital has on the financial performance of the retail companies.
Financial management includes the notion of working capital because it entails the management of short-term assets and liabilities to make operations efficient and liquid (Yenni et al., 2021). In the retail industry, efficient WCM is critical in ensuring sufficient liquidity, besides fostering efficient utilisation of the financial resources. WCM elements, including inventory management, receivables management (RM), and payables management (PM), have a direct effect on the profitability of a firm (Tarighi et al., 2024). These factors are significant in the regime of balancing the trade-off between adequate liquidity and profitability gains, in particular, in an industry that has seasonal variations and evolving consumer preferences (Mandipa and Sibindi, 2022).
1.9. [bookmark: _Toc227408395][bookmark: _Toc231503157]Conceptual Focus 
Working Capital Management (WCM) is the effective control of both the current assets and liabilities of a firm to maximise profitability and maintain adequate liquidity to cover the day-to-day running costs (Yenni et al., 2021). It deals with the assessment of the fundamental elements of the working capital, inventory, receivables, and payables, in such a way that the business can be kept operating without meeting liquidity challenges (Sagner, 2010; Sogomi et al., 2024). The notion of WCM is essential since it directly influences the functioning effectiveness and financial health (Ibrahim et al., 2021).
The essential elements of WCM are inventory management, receivables management and payables management (Panigrahi, 2022). Inventory management (IM) refers to the process of deciding the most appropriate amount of inventory that the company should maintain so that the company can satisfy the desires of its customers without having to spend a lot on keeping these products (Munyaka and Yadavalli, 2022). Excessively low inventory performs the same role as stockouts and lost sales because of insufficient inventory, whereas excessively high inventory causes excessive holding costs and obsolescence risks (Mandipa and Sibindi, 2022). 
Receivables management (RM), however, is more focused on how credit sales should be collected and the way outstanding payments should be collected on time (Deventer, 2023). Slow collections may cause financial issues because the firm will not be able to pay its short-term debts (Akbar et al., 2021). A proper management of receivables is, therefore, related to the establishment of the right credit policy, the administration of the collection period, and the elimination of bad debts (Deventer, 2023). 
Payables management (PM) is concerned with managing the liability of the firm to the Suppliers (Burnie and Ridder, 2023). Firms should balance between timely payment of suppliers and withholding payments in order to maximise cash flow (Ramadan and Morshed, 2023). Liquidity can be enhanced by taking a long time to pay suppliers; however, extended delays might destroy supplier relationships or lead to a loss of discounts (Kovach et al., 2023). A feature of a well-planned payable strategy, as elaborated by Akgün and Karataş (2021), is the ability to enhance cash flow without affecting the relationship with suppliers in a negative manner.
The Cash Conversion Cycle (CCC) evaluates the period required by the company to turn its investment in inventory and other resource investments into the sale-based cash flows (Sogomi et al., 2024). The shorter CCC is preferable because it means that the company has a high level of management efficiency in the working capital, and its ability to turn its assets into money is faster, thereby increasing liquidity (Ibrahim et al., 2021). As mentioned by Tarighi et al. (2024), companies that have a lower CCC are unable to finance themselves, and the profits are higher because the companies do not require high funding.
WCM is not only essential in the need to have continuity in operations, but also in the event of financial stability of a company (Simon et al., 2021). The fact that working capital is controlled adequately assists firms in escaping any liquidity crises, thus allowing them to operate without any trouble even in times of economic uncertainty (Ijuwo, 2024). In addition, an effective WCM may be beneficial in striking the right balance between value and liquidity (Vlismas, 2024). This highlights the trade-off that companies need to go through, where the nature of working capital sufficient to keep operations running has the value of reducing the overall turnover on assets.
1.10. [bookmark: _Toc227408396][bookmark: _Toc231503158]Theoretical Underpinnings  
The trade-off theory is one of the most frequently mentioned theories, according to which companies need to trade off the costs and benefits of staying liquid (Prasad et al., 2019). This theory holds that operating with high liquidity (high working capital) can decrease insolvency risk but also has the effect of decreasing profitability because of the opportunity cost of not investing in more profitable ventures (Lefebvre, 2022). On the other hand, low liquidity firms can have more returns but risk the possibility of not having cash to fulfil immediate commitments (Prasad et al., 2019).
Connecting WCM directly to profitability, research has discovered that companies that have well-developed WCM practises have a high probability of attaining improved profitability because resources are used optimally (Akbar et al., 2021). Companies can also improve their profitability by decreasing the cost of financing, reducing the cash conversion cycle (CCC), and allocating resources better (Ishikawa et al., 2025). By way of example, a company that effectively controls its stocks and receivables will need less external financing, which would entail reduced interest costs and increased profits (Anton and Nucu, 2020). On the other hand, inadequate WCM practises may adversely affect the profitability through cash flow issues, higher financing expenses, and reduced operations efficiency (Anton and Nucu, 2020).
WCM is essential when it comes to ensuring the liquidity, financial stability, and profitability of a firm (Sogomi et al., 2024). Through inventory management, receivables, and payable management, and managing Cash Conversion Cycle, a balance between operational efficiency and financial performance can be realised (Mbathi et al., 2021). This highlights why WCM is relevant in the retail industry, where consumer demand volatility and liquidity are especially acute.
1.11. [bookmark: _Toc227408397][bookmark: _Toc231503159]Empirical Review 
WCM is theoretically defined as short-term financial policies that control the decisions concerning the current assets and liabilities aimed at achieving the balance of liquidity and profitability (Talreja, 2023). In the light of the theory of corporate finance, the magnitude of this balance indicates basic trade-offs (Henriques and Neves, 2021): on the one hand, the availability of a larger working capital increases the liquidity and solvency risk reduces (Yenni et al., 2021), on the other hand, excessive current assets decrease profitability through risk in terms of more financing costs and the cost of volatiles assets (Jaworski and Czerwonka, 2024). On the other hand, lean working capital jobs might maximise efficiency but increase the liquidity crunch, particularly in businesses such as retail (Ramadan and Morshed, 2024), where the inventory and receivables turnover of these items is high compared to other businesses (Yusup and Hariani, 2023; Ramadan and Morshed, 2024).
One of the main concepts of theory debates concerning WCM is the Trade-Off Theory (Luo, 2025). Under this framework, it is argued that the optimal balance between liquidity and profitability should be measured as a trade-off between the cost of not using current assets and the risk of having inadequate working capital (Jaworski and Czerwonka, 2024; Luo, 2025). Within this perspective, those firms that possess weight or have delayed collection times may have greater access to liquidity but may compromise their profitability because of the cost of financing and inefficiencies (Rodriguez, 2024). Conversely, companies that minimise their working capital too much have a short-term ability to increase profitability at the expense of possible operational delays in the long term (Nicolas, 2022). Another theory that adds to this discussion is the Financial Flexibility Theory, which asserts that the availability of liquid resources due to effective working capital policies would allow a firm to better respond to market opportunities and uncertainties (Altaf, 2024) and, therefore, indirectly leads to profitability (Altaf, 2024; Adetona-Ibrahim et al., 2025).
1.11.1. [bookmark: _Toc227408398][bookmark: _Toc231503160]Association between WCM and Profitability 
The empirical literature supports the position that efficient WCM is linked with better profitability. Research looking at CCC, inventory turnover and receivables indicators has established that shorter operating cycles can often make remarkable contributions to profitability indicators like Return on Assets (ROA) and Return on Equity (ROE) (Hasanudin et al., 2022). As an illustration, systematic literature reviews offer evidence that those firms achieving CCC optimisation through receiving and paying management practices can maintain a higher level of profitability because of greater cash flows and reduced financing expenses (Talreja, 2023; Jaworski and Czerwonka, 2024). It also applies especially to industries where inventory makes up a large proportion of overall assets, e.g. retail, where high inventory turnover results in increased profitability and reduced working capital adjustment (Talreja, 2023).
It was found that consumer goods firms, including Adetona-Ibrahim et al. (2025), statistically significantly exhibited a positive relationship between efficient WCM and profitability. Their analysis revealed that companies that had optimised their inventory turnover and receivables turnover had better ROA in a period of five years in terms of the ability of effective WCM to generate cash, which could be gained effectively to utilise in the company (Adetona-Ibrahim et al., 2025). The paper also highlights that in times of economic doubt, such as those following the pandemic, companies that had maintained liquidity by operating with vigilant working capital governance were in a better situation to earn profits.
Although theoretically, the association between WCM and profitability is expected to be positive, the evidence of an empirical association is not one-sided (Deari et al., 2024). In a meta-analysis of 43 studies carried out in various countries, Jaworski and Czerwonka (2024) concluded with a negative correlation between the duration of CCC and profitability (Jaworski and Czerwonka, 2024). This implies that an increase in the number of operating cycles that lead to increased inventory days, increased receivables, or increased payables could be eroding profitability because there is an increase in financing obligations and limit cash flow (Oktavia and Indrati, 2021; Jaworski and Czerwonka, 2024). This complexity is further explained in comparative studies of the international level by Kiymaz et al. (2024). The study of developed and emerging economy-based firms reveals that in developed markets, a longer inventory cycle can at times be linked to high performance (because of strategic stock holding or customer service focus), whereas in emerging situations long period of inventory and receivable NPV is always linked with less profitability (Kiymaz et al., 2024).
Knauer and Wohrmann (2013) found that the impact of WCM on profitability is not linear, that in most cases accounts receivable and inventory management will have positive profitability impact within an optimal level, which increases returns beyond which further extensions undermine returns (Knauer and Wohrmann, 2013). Meanwhile, the relation between accounts payable and profitability is more unclear and potentially reverse causal-companies that are more profitable may extend payables since they are less financially insecure (Knauer and Woehrmann, 2013; Mittal, 2022).
These empirical insights are further refined by the emerging studies emerging in the retail industry. An example is that, after the pandemic, in organized retail settings, studies indicate divergent strategies, with one retail company keeping high inventory turnover to provide perpetual availability of products (Sharma et al., 2021) and consequently market share and profitability, and another company with less inventory turnover but using higher-margin products to enhance profits (Choi et al., 2025). These illustrations show that WCM strategies should be compliant with the general business model and market positioning.
1.11.2. [bookmark: _Toc227408399][bookmark: _Toc231503161]Working Capital Practices in the Retail Sector 
The operational characteristics of WCM put it in a distinctly strategic position in the retail sector as inventory turnover is quick, demand trends seasonal, and consumer purchasing behaviours are becoming more advanced (Ramadan and Morshed, 2023). Retailers can change inventory into cash within a short period of time unlike capital intensive industries such as manufacturing but are also vulnerable to demand shocks (Survilė, 2025), supply chain shocks, and cost shocks that can impact liquidity and profitability (Costello, A.M., 2020; Survilė, 2025). These features determine how working capital items of retail companies, in particular, inventories, receivables and payables are used, as well as the practises in the sector that determine financial performance.
Retailers usually carry high stock levels to make products available in the various sale channels (Geunes and Su, 2020). An effective inventory control is the ability to match customer demand with the need to keep a large amount of capital tied up in stock that might soon be outdated because of fashion changes or technological advances (Lijuan et al., 2023). According to industry reports, retailers can achieve considerable amounts of cash savings and improve their liquidity situation through inventory optimisation and meeting the need to minimize the days of inventory and decrease excess stock as an essential lever to accomplish the cash conversion cycle (CCC) and working capital performance (WNS DecisionPoint, 2024). Practically, advanced predictive models, active replenishment and analytics have become critical to matching inventory against live demand, particularly as e commerce expands to transform the consumer demand (Chowdhury et al., 2025).
Retail receivables management as opposed to B2B sectors is traditionally different due to the higher number of transactions being cash or immediate payment based and hence short receivable periods (Sah, 2022). But the emergence of online payment platforms, credit products and buy now pay later (BNPL) has added new aspects to the receivables decision-making (Cervellati et al., 2026). Companies are now faced with the task of striking a balance between long payment terms to win customers and the demand to ensure cash flow (Barnabas, and Oloyede, 2024). Mismanaged retailers are likely to face higher financing costs or cash strain, which may directly affect profitability in periods of critical trading (Nzuza et al., 2025).
Retail companies can negotiated terms with suppliers on the payables side to increase the payment periods and enhance short term liquidity (Kovach et al., 2023). However, pushing payables to excess can harm the relationships with suppliers, or lead to low bargaining power, in highly competitive supply chain environments in which partners demand settled rates of payment (Parviziomran and Elliot, 2023). Bigger working capital trends Reports indicate that payables terms may bring short-term liquidity, but the tightening of economic conditions and regulatory measures to prevent excessive payment delays are putting an increased emphasis on the management of supplier relationships (PwC, 2026). In the UK case, this implies that firms have to capitalise on the payables strategically without compromising the stability of the supply chains.
The empirical research conducted on the topic of UK retail confirms the vitality of the connexion between WCM and profitability (Parmar, 2025). Hossain and Zariyawati (2022) conducted a longitudinal study conducted on the UK retail companies between 2001 and 2022 revealed that WCM practises played significant roles in financial performance indicators such as Return on Assets (ROA) and Return on Equity (ROE) particularly in times of disruption such as the COVID 19 pandemic (Hossain and Zariyawati, 2022). The pandemic highlighted clearly that retailers that had sound working capital policies (e.g. disciplined inventory management, flexible receivables management, and tight cash management) were in a better position to absorb shocks associated with store closures and supply constraints. On the other hand, companies whose working capital cycles are long were unable to remain liquid and profitable as consumer footfall was reduced and revenues became unpredictable (Survilė, 2025).
The evidence of the post pandemic shows changing trends in retail in the UK, where digital channels take an increased portion of sales, shorter inventory cycles in certain categories, and more focus on flexible payment systems and promotions (Sharma et al., 2021). These dynamics have ensured that working capital optimisation remains a continuous concern of retailers aiming to balance liquidity and competitive pricing and customer service (PwC, 2026).
Regardless of these improvements, the external pressures on retail working capital practises are still challenged by inflation, supply chain cost pressures, consumer confidence fluctuations, and labour cost inflation, all of which are capable of increasing inventory costs or slowing receivables (Survilė, 2025). The flexibility to make working capital decisions dynamically to the anticipated profit margins is critical in such environments (Diiashvili, 2025). Companies with data-driven working capital policies and agility and risk management focus tend to be resilient and have profitability benefits compared to companies with fixed or reactive strategies (Adeyoyin et al., 2024).
1.11.3. [bookmark: _Toc227408400][bookmark: _Toc231503162]Key Components of Working Capital Management  
WCM includes policies that regulate the current assets and current liabilities of a company with an aim of guaranteeing liquidity besides facilitating profitability (Jaworski and Czerwonka, 2024). In case of retail business where the standard operational periods are brief with highly fluctuating cash flows, it is important to manage inventory, receivables and payables. All of these elements directly affect the Cash Conversion Cycle (CCC), which is essential to measure the working capital performance and profitability (Jaworski and Czerwonka, 2024).
1.11.3.1. Inventory Management (IM)
Retail firms rely greatly on inventory as one of their most important current assets and thus inventory management is a very important part of WCM. The concern that arises prior to retailers involves maintaining sufficient inventory to satisfy the demand of customers without excess stock as it will tie up capital as well as the storage and obsolescence costs caused by the stored inventory (WNS DecisionPoint, 2024). Effective inventory control will help in ensuring that there is no unnecessary capital in capital extraneous to the unsold products hence better liquidity and profitability (Royal Bank of Scotland plc, 2025).
1.11.3.1.1. Inventory Strategies and Profitability
The Just-in-Time (JIT) inventory system is one of the inventory approaches most often used by retailers to reduce the holding costs to the lowest limits achievable through matching the stock quantities and the sales requirements (WNS DecisionPoint, 2024). Demand forecasting and data analytics helps retailers to optimize inventories, especially in the peak seasons, such as holidays or promotion periods. The benefits of these practices are: they lower the expense of holding excess stocks, get cash flowing better and consequently enhance profitability (Royal Bank of Scotland plc, 2025).
There is research on the connection between the profit and efficient inventory management. Research by Hossain and Zariyawati (2022) showed that the financial performance by the UK retailers, who maximized inventory turnover levels of the business, was better because more financing level, and shrinking of margins because of excess inventory were systematically the result. This fact demonstrates the value of inventory turnover ratios and how retailers should manage their stock strategically to avoid any situation of tying a lot of working capital (Hossain and Zariyawati, 2022).
1.11.3.2. Receivables Management (RM)
Receivables management is a concept that defines the credit policies and strategies adopted by retail firms to collect payments by customers. Whereas cash sales are the norm of retail operations, with the emergence of e-commerce and Buy-Now-Pay-Later (BNPL) services, the duration of the credit increased, which further complicates the receivables management process (Jaworski and Czerwonka, 2024).
1.11.3.2.1. Credit Policies and Collection Strategies
Independent retailers with extended payment terms or a financing arrangement will grow the sales, though the result does amplify Days Sales Outstanding (DSO), creating a slug in cash inflows (Jaworski and Czerwonka, 2024). Long DSO may have an adverse effect on liquidity and increase the necessity of external finances (Hossain and Zariyawati, 2022). In this regard, the handling of credit policy and collection processes helps strike a balance between customer and cash inflow (KPMG, 2025).
A literature review has determined that retailers whose credit terms are aggressive or weak at collection are more likely to turn into less profitable because maximizing expenses and raising the bad debt provisions are more expensive (Mandipa and Sibindi, 2022). On the other hand, retailers possessing stringent credit scores and effective collections note increased speed in turning over interaction and, by extension, enhance liquidity and payment (Jaworski and Czerwonka, 2024). Retail companies should therefore critically evaluate their credit policy and implement collection systems in order to have a sound cash cycle.
1.11.3.3. Payables Management (PM)
Payables management deals with the balances to suppliers. Liberal usage in retail: Payments late to suppliers can result in greater liquidity by increasing cash availability, though excessive delays may result in destruction of supplier relationships and loss of early payment discounts (Mandipa and Sibindi, 2022).
1.11.3.3.1. Payment Strategies and Financial Performance
Extended payment terms allow retailers to keep liquid and it should not be overboard. Delays Too long delays in payment are possible to impact supplier relationship adversely and drive up procurement expenses or undermine preferred supplier terms (Royal Bank of Scotland plc, 2025). However, PwC (2026) research indicates that retail companies with optimal payables strategies, where feasible until the end but without penalties and other late fees, are much more likely to maintain higher liquidity and lower cost of finance, in order to ensure profitability.
According to a study of UK retailers conducted by Hossain and Zariyawati (2022), well-negotiated supplier terms enable retailers to use their working capital in a more efficient way, therefore, preventing the unavailability of cash to address other operational requirements. This allows the centrality of combining management of payables with the overarching financial management strategies.
1.11.3.4. Interrelationship and Impact on Profitability in Retail
Retail firms need to balance between liquidity and profitability through efficient management of inventory, receivables and payables. Although these elements separately contribute to the cash conversion cycle, a combination of these factors defines the ability of a firm to utilize working capital to maintain current operations and achieve optimised financial performance. The retailer needs to embrace inventory management, good receivables and payables policies and constantly check on these items so as to achieve maximum working capital effectiveness.
1.11.4. [bookmark: _Toc227408401][bookmark: _Toc231503163]Key Components of Working Capital Management (WCM) and Computations   
Working Capital Management (WCM) is a key factor in identifying the financial well-being and the profitability of an organization. The working capital is also effectively managed to ensure that the company has sufficient liquidity as well as maximizing profits after taking control of the short-term assets and liabilities of the company. There are three important elements of working capital Inventory Management (IM), Receivables Management (RM) and Payables Management (PM) and they have a direct impact on the financial performance of the company as it is depicted by the indicators of Return on Assets (ROA) and Return on Equity (ROE).
1.11.4.1. Inventory Management (IM)
Inventory management defines it as a process of managing and regulating order, storage, and utilization of inventory in a company. It is imperative in those industries where inventory constitutes a large part of the assets like retail. Proper inventory control provides the company with sufficient inventory to satisfy the customer demand without committing a lot of capital in the unsold inventory hence increasing the liquidity of the company and lowering the cost of storage and obsolescence. Unwanted inventory will lead to high holding cost and poor inventory will lead to loss of sales and customer dissatisfaction.
Inventory Turnover Ratio
Determines the rate of selling and replacement of the inventory of a company within a time frame (Gaur and Kesavan, 2008).

Days Inventory Outstanding (DIO)
Calculates the mean days of inventory that a firm takes before it sells (Aljaaidi and Bagais, 2020).

Inventory management will also decrease capital that is invested in holding unsold inventory, and enhance cash flow. A high inventory turnover ratio will mean that inventory is sold fast, which will enhance liquidity, reduce storage expenses, as well as profitability. Reduction in Days Inventory Outstanding (DIO) also leads to increase in inventory turnover which is directly related to increase in Return on Assets (ROA) and Return on Equity (ROE), since the resources are optimally utilized in achieving sales and profits. Other past research has established that companies that have an optimized inventory turnover and its management have better profitability (Mandipa & Sibindi, 2022).
1.11.4.2. Receivables Management (RM)
Receivables management can be defined as the approaches that a company follows to control and recover outstanding payments on the part of the consumers. It entails the establishment of suitable credit policy, credit terms and ensuring that there is timely collection of accounts receivable. Liquidity problems arising when the company receives late payments will not be a problem since the company will be operating within its liquidity limits. A sluggish collection or bad debts can result in the costs of financing and bad debts.
Receivables Turnover Ratio
This ratio indicates the number of times a company gathers its average receivables in a period (Yusup and Hariani, 2023).


Days Sales Outstanding (DSO)
This ratio shows the average days in which a company receives its receivables (Meriam et al., 2017).

The effectiveness of the management of the accounts receivables has a direct impact on the cash flow and liquidity of a firm. Receivables Turnover Ratio is high, which means that collections are effective and turnover is faster which makes the company liquid and does not have to rely on outside financing. Reduction in Days Sales Outstanding (DSO) is linked with accelerated cash inflows and this may decrease the financing cost of the firm and increases the profitability. The effective management of the receivables, in its turn, positively reflects on the ROA and ROE as companies have a greater opportunity to use the cash available to them to earn profits (Akbar et al., 2021).
1.11.4.3. Payables Management (PM)
Payables management entails management of the company liabilities to its suppliers. Companies have to juggle between the necessity to pay their suppliers on time to keep their relationships on track and use the offered discounts and maximize their cash flow by prolonging their payment schedules in the cases they can. Balanced payables management system can enable business organizations to keep cash longer without compromising supplier’s relationship and without incurring punishment.
Payables Turnover Ratio
Determines the turnover of a company in terms of settling its payables (Oranefo and Egbunike, 2023).

Days Payables Outstanding (DPO)
Represents the mean amount of days during which an organization pays its suppliers (Burnie and Ridder, 2023).

With an effective payables management system, firms can be able to exploit longer payment terms without putting an undue strain on supplier relations. Extending Days Payables Outstanding (DPO) helps companies to hold more cash and enhances liquidity and will most likely decrease the requirement of external financing. But too much delay in the payment can spoil the relationships with suppliers, which will negatively affect long-term profitability. The moderate payables management strategy assists the firms to improve the liquidity without compromising on the profitability. The higher the ROA and ROE of companies are, the better their DPO levels are because they can make the most of the funds they have at their disposal to create returns (Mandipa & Sibindi, 2022).
1.11.4.4. Cash Conversion Cycle (CCC)
Cash Conversion Cycle (CCC) is an important indicator in terms of the effectiveness of the working capital management by a company (Ibrahim et al., 2021). It is a company ratio that indicates the duration of time that investments in inventory and other resources are converted into sales cash flows. A lower CCC means that there is a higher turnover of assets, the liquidity is also higher, and the profitability is also higher.
CCC = DIO + DSO – DPO (Asman et al., 2022)
The lower CCC is the higher the company is able to turn its investments into cash, the better the liquidity and less the external financing is required, the higher the profitability and the ROA.
1.11.5. [bookmark: _Toc227408402][bookmark: _Toc231503164]Financial Performance Metrics: ROA and ROE
1.11.5.1. Return on Assets (ROA)
Return on Assets (ROA) is an important financial performance ratio which assesses how well a business is using its assets to make profits. It is computed as a percentage of net income to total assets, which gives an idea about the utilization of a company resources to generate income in the best way possible (Supriyadi, 2021). The higher ROA the more efficient a company is at earning money using its assets, which is why it is a critical indicator to evaluate the efficiency of operations (Supriyadi, 2021).
In the past, academic studies have shown that ROA is an important gauge of company profitability and effectiveness. It enables cross-firm comparisons, in particular, capital-intensive industries, by re-pricing asset size (Sharma and Singh, 2025). Moreover, ROA has also been popular in empirical literature to determine the association between the performance of firms, their management effectiveness, and capital investment decisions (Mandipa and Sibindi, 2022). Regarding the working capital management, effective inventory control and prompt collection of receivables can also have a considerable effect on ROA since the practices allow decreasing the amount of capital in non-productive assets and thus improving profitability (Hossain and Zariyawati, 2022).
Theoretical significance of ROA is in line with resource-based perspective of firms, in which maximizing the return on assets is paramount in attaining long term competitive advantage (Barney, 1991). On the whole, ROA is one of the most important metrics of the asset efficiency and profitability that are accepted in academic studies and business. ROA refers to the effectiveness of the company in utilizing its assets to make profit (Supriyadi, 2021). A company with greater values of ROA means that it is more efficient in terms of its use of assets.

An efficiently managed working capital, especially one that is effective in terms of efficient inventory and receivables management, enhances better utilization of assets and profitability, thereby boosting ROA (Hossain and Zariyawati, 2022).
1.11.5.2. Return on Equity (ROE)
The other commonly known performance measure is Return on Equity (ROE) which shows how well a company can make a profit as compared to the amount of equity that shareholders have invested in the firm. It is computed as a ratio of net income to the equity of shareholders and it is one of the major measures to determine profitability as an investor (Supriyadi, 2021). The increased ROE is an indication that the company is utilizing shareholder funds to give returns efficiently, this matters especially to investors who would like to get high returns on their equity investments.
The popularity of ROE as a tool in financial analysis is because it puts emphasis on the returns to the shareholders, which is crucial in assessing the financial performance of a company (Combs et al., 2005). Additionally, the applicability of ROE is emphasized in the DuPont identity, which breaks down the ratio into profitability, asset utilization, and financial leverage, providing a more in-depth insight into the factors that contribute to profitability (Panigrahi and Vachhani, 2021). Working capital management-wise, inventory turnover, receivables collection, and successful payables management are some of the strategies that minimize financing costs, thereby increasing net income and ROE (Akbar et al., 2021).
The significance of ROE is based on the ability to demonstrate the efficiency of using equity capital of a firm to make profits. It has empirical research that proves its value as a key measure of assessing the firm’s capacity to create value to shareholders and make profits (Sharma and Singh, 2025). ROE is therefore invaluable when it comes to evaluating the financial performance of an organization as well as its capacity to maintain growth whereby it can make good use of equity. ROE is used to determine the profitability of a company in comparison with the equity of shareholders (Supriyadi, 2021). An increased ROE will indicate that the firm is making a greater amount of profit using the capital contributed by the stockholders.

The direct effect of efficient payables and quicker conversion of cash by use of optimized inventory and receivables management is the effect on ROE by lowering financing expenses and improving profitability (Akbar et al., 2021).
1.11.6. [bookmark: _Toc227408403][bookmark: _Toc231503165]Key Components of Working Capital Management (WCM) and Their Relationship with Financial Performance  
Working Capital Management (WCM) is an essential part of improving the liquidity and profitability as well as financial stability of a company (Ijuwo, 2024). It is the management of the short-term assets (inventory, receivables, cash) and liabilities (payables) of the company such that the firm is able to operate and at the same time achieve maximum profitability (Ibrahim et al., 2021). The overall performance of these working capital elements could have a strong impact on such financial performance indicators as Return on Assets (ROA) and Return on Equity (ROE) both of which are used to measure the profitability and operating efficiency of a company (Prasad et al., 2019).
1.11.6.1. Inventory Management and Financial Performance
Inventory management (IM) is crucial to the issue of liquidity and profitability of a firm. Inventory is one of the greatest current assets of several companies (Sah and Furedi-Fulop, 2022) especially in the retail, manufacturing, and consumer goods industries. The proper inventory system ensures that the company has the right amount of stock, which is not too much that it will be held under the cash without a customer to purchase it but at the same time it is not too little that customers will not be able to purchase their stock (Lijuan et al., 2023).
Effective inventory management will minimize holding costs and storage expenses, as well as any form of obsolescence risk (Mohamed, 2024). The reduction of surplus stock will allow companies to release the capital that is currently engaged in unsold inventory (Halilović et al., 2023). This decrease in the excess inventory results in improved Asset Utilization which consequently increases ROA. To illustrate, those companies that have a higher inventory turnover ratio (i.e., sell their inventory faster) can use the assets to make profits more effectively (Mandipa & Sibindi, 2022). The inventory optimization also assists in lowering financing cost as the company does not use much external financing to keep large inventories (Wu et al., 2019). An efficient utilization of working capital enhances the profitability and is associated with improved ROE, since the company will make more profit relative to the amount of equity invested.
Mandipa and Sibindi (2022) revealed that firms that manage their inventory effectively can increase their profitability through decreasing Cost of Goods Sold (COGS) which constitutes a significant cost that influences ROA and ROE (Mandipa & Sibindi, 2022).
1.11.6.2. Receivables Management (RM) and Financial Performance
Receivables management (RM) is the issue about the management of the money the company owes to the customers (Shakeyev et al., 2018). The liquidity and cash flow of a company is greatly determined by the ability of the company to make timely payments on credit sales (Okpala et al., 2019). The slowness of the collection process may result in cash flow issues, making the company depend on external funding to pay the bills.
With effective receivables management, the cash flows become faster and hence external borrowing is minimised and liquidity is enhanced (Bessonova et al., 2024). The reduction of Days Sales Outstanding (DSO) allows the company to convert its accounts receivable into cash faster and thus the costs of carrying bad debts, as well as the interest expense, can be minimized (Asman et al., 2022). Increased collection cycles are associated with improved cash management, which increases ROA by increasing the efficiency of the firm in utilising assets to make profits (Akbar et al., 2021). Early receivables collection means that the company has sufficient cash flow to reinvest in the business hence enhancing the overall financial stability of the company (Bessonova et al., 2024). Shortening the sales and payment cycle allows the company to invest the cash in profitable ventures to add more returns to the equity holders. Better receivables management will result in companies having high ROE because they maximize their profits and reduce the use of external debt to fund their operations.
Moreover, proper receivables management reduces the bad debt provisions that can have a direct positive impact on net income and ROE (Akbar et al., 2021).
1.11.6.3. Payables Management (PM) and Financial Performance
Payables management (PM) concentrates on the management of the company with its suppliers. Although it is necessary to ensure payment of suppliers on time to ensure good relations and to avoid punishment, moreover, firms can also manage their liquidity by planning the payment terms. The period of time that has been saved by paying suppliers without penalties can be used to invest in other activities or operations.
Properly controlled Days Payables Outstanding (DPO) may have a positive influence on ROA, as it enhances the liquidity and lessens the necessity to resort to external funding. By allowing the company to pay suppliers later and allowing the company to retain the cash at a good terms, the companies can keep a longer cash hold and as a result, the operational flexibility increases and the cost of financing is minimized. This will improve management of assets and, thus, increase ROA (Mandipa and Sibindi, 2022). Effective payables management ensures that there is a continuity of cash flow and therefore the company will be able to reinvest in high-paying opportunities. Although paying later than is also detrimental to the relationship with suppliers, a moderate course of action enables the company to enhance the working capital performance without adversely affecting ROE. The ability of a firm to extend the time of its payables without damaging relations with suppliers will allow it to have additional cash in its hands, which can be better utilized to bring returns on equity.
1.11.6.4. Cash Conversion Cycle (CCC) and Financial Performance
Cash Conversion Cycle (CCC) is a critical working capital measure because the measure is essential in the working capital management as it assesses the number of days a company takes to convert its investments in inventory and receivables into cash. The smaller the CCC, the more a company is utilizing its working capital items (inventory, receivables, and payables) in the most efficient manner, whereas the larger the CCC, the more inefficient it is and thus necessitates the use of external financing.
A lower CCC means that the company can turn its assets into cash faster enhancing liquidity and minimizing the financing requirement. Firms that have well managed CCC can utilize their assets more efficiently resulting in improved ROA. A short CCC also reduces the interest costs involved in borrowing to finance the working capital requirements (Jaworski and Czerwonka, 2024). Companies that operate their CCC successfully are able to invest cash back into lucrative projects faster resulting in increased ROE. Companies can increase profitability and the payback of equity by optimizing the elements of CCC (e.g. reducing the time of holding inventory, accelerating receivables turnover, and increasing the payables terms).
Management of the working capital elements (inventory, receivables and payables) directly influences the capacity of the company to make profit and remain in liquidity that are some of the elements of determining the ROA and ROE of the company. Empirical studies always show that a firm that has an optimized working capital strategy has a high probability of realizing better profitability and greater returns on assets and equity. The integration between the two is summarized in the following key points:
Minimizing the holding costs, by reducing the excess inventory, allow the companies to utilize their assets and this aspect positively influences ROA. Also, it is possible to reduce inventory and increase the rate of inventory turnover, enhancing liquidity and increasing ROE (Mandipa & Sibindi, 2022). Reduction in DSO results in faster turnover of sales into cash hence enhancing liquidity and profitability, thus increasing ROA and ROE. Effective receivables collection reduces the financing expenses and improves financial stability (Akbar et al., 2021). Moreover, the expansion of DPO at the same time with preserving the good relationship with the suppliers may contribute to the improvement of liquidity and the necessity of the external financing, ROA, and ROE (Mandipa & Sibindi, 2022). Lastly, a lower CCC helps companies to enhance both cash flow and efficiency of operations, and this translates to an improved asset utilization (ROA) and returns on equity (ROE).
Conclusively, it is more appropriate that firms that look at how to maximize their working capital particularly in an industry such as retailing where inventory turnover is of significant importance are in a better position of positively impacting their financial performance. Interdependence of the management of the inventory, receivables, and payables, as well as the effective utilization of the Cash Conversion Cycle directly affect such critical financial indicators as ROA and ROE. It is possible to mention, as the past studies show, that the companies that successfully utilize their working capital have more chances to obtain greater profitability, lower financing costs, and better financial performance in the long run (Hossain and Zariyawati, 2022).
1.12. [bookmark: _Toc231503166][bookmark: _Toc227408404]Research Questions 
1.12.1. [bookmark: _Toc227408405][bookmark: _Toc231503167]Research Questions 
The research questions to be answered by the study are derived from the detailed assessment of the literature and include:
1. What does the available literature tell us about the connection between WCM and profitability?
1. Which WCM practices are prevalent in the United Kingdom among publicly listed retail companies?
1. What is the impact of the major WC elements, including inventory, receivables, and payables, on the profitability of the UK retail companies?
1. How can retail companies improve WC efficiency and profitability?
1.13. [bookmark: _Toc227408407][bookmark: _Toc231503168]Research Gaps and Conclusion 
The available literature on WCM provides a great source of information about the connection between the working capital elements and profitability, but there are numerous gaps in it, especially regarding the UK retail industry. The first is the absence of empirical studies that are specific to the sector and look at the specific effect of various working capital practises on profitability, including inventory, receivables, and payables management, in publicly listed UK retail companies. Although the global literature offers insights in general, the UK retail sector has unique needs, such as the high turnover of its inventory, seasonal variations in demand, and the growing importance of e-commerce, which have not been captured in general literature.
Also, though earlier studies have identified both positive and negative dimensions of WCM, not many studies have focused on how companies can incorporate new technological solutions, including real-time analytics and AI-based demand forecasting, in their WCM processes. The other gap is the post-pandemic change in consumer behaviour and the way it has transformed the working capital strategies of retail firms.
The current research will address these gaps by offering a contextualised understanding of the UK retail practises and discussing the impact of modern tools and post-pandemic trends on the working capital decisions. It will also add to the literature by providing empirical evidence of the financial performance of the UK-listed retail companies and also offer practical suggestions on how WCM can be improved in the fast-paced retail environment.



[bookmark: _Toc227413133][bookmark: _Toc231503169]Chapter 3 – Research Methodology 
1. [bookmark: _Toc227411010][bookmark: _Toc227413134][bookmark: _Toc230611531][bookmark: _Toc230611587][bookmark: _Toc230611655][bookmark: _Toc230615028][bookmark: _Toc230615614][bookmark: _Toc230616393][bookmark: _Toc231047736][bookmark: _Toc231502262][bookmark: _Toc231503087][bookmark: _Toc231503170]
1. [bookmark: _Toc227411011][bookmark: _Toc227413135][bookmark: _Toc230611532][bookmark: _Toc230611588][bookmark: _Toc230611656][bookmark: _Toc230615029][bookmark: _Toc230615615][bookmark: _Toc230616394][bookmark: _Toc231047737][bookmark: _Toc231502263][bookmark: _Toc231503088][bookmark: _Toc231503171]
0. [bookmark: _Toc227413136][bookmark: _Toc231503172]Introduction 
This chapter describes the methodology employed in researching the relationship between Working Capital Management (WCM) and profitability in publicly-traded retail companies in the United Kingdom. It explains the philosophy of the research, the research design, the source of data, sample selection, research variables and how data is analysed. The explanations and formula of the financial performance measures, namely Return on Assets (ROA) and Return on Equity (ROE), and the main elements of WCM such as inventory management, receivables management, payables management and the Cash Conversion Cycle (CCC) are also included in this chapter.
0. [bookmark: _Toc227413137][bookmark: _Toc231503173]Research Philosophy and Approach 
The study adheres to a positivist philosophy, according to which the social and economic phenomena could be objectively observed and measured with the help of quantitative methods (Saunders et al., 2019). Positivist approach is suitable since it is easy to test the relationship between variables that can be measured numerically e.g. practices of WCM and profitability indicators (ROA and ROE) which can be tested empirically. This methodology provides a basis of research: observable facts and statistical analysis, which is consistent with the aim of researching the impact of WCM on profitability using secondary data.
This research is based on the positivist philosophy in which a quantitative research methodology was used. The method is convenient as it allows systematically analysing numerical information and gives the opportunity to explore the links between several variables. This methodology allows the panel data analysis that is highly appropriate to investigate the impact of WCM on profitability of various companies through time (Baltagi, 2008). It is suitable to make generalizable findings and have a holistic picture of the research problem.
0. [bookmark: _Toc227413138][bookmark: _Toc231503174]Research Design  
This study has an empirical research design based on the secondary data analysis. The research uses panel data research design that enables a combination of cross-sectional (data of various companies within a specific time) and time-series (data across various time periods) data. This design allows studying the variation among firms in addition to changes among individual firms over time which adds reliability and strength to the results (Gujarati, 2003).
The panel data would be suitable in analysing the relationship between working capital practices and profitability because it takes into consideration both the characteristics of individual firms as well as fluctuations in financial performance over time. The paper uses a nine-year time frame (20162024) of publicly listed UK retail firms as a source of financial information. This lengthy period of time allows capturing pre- and post-pandemic trends, which is essential in terms of comprehending the way WCM practices have adapted to the economic shocks (Hossain and Zariyawati, 2022).
0. [bookmark: _Toc227413139][bookmark: _Toc231503175]Data Sources 
Secondary data is used in the study through the publicly available financial databases including Bloomberg, Morningstar, and annual reports of the publicly listed companies. Such sources are credible, standardized financial information, which is crucial in performing empirical financial analysis. Audited financial statements (Annual reports) are important since they include key profitability measures (Net Income, Total Assets, Shareholders Equity) and WCM elements (inventory, receivables, payables), which are important in this study.
Specifically, the Bloomberg and Morningstar databases provide access to the historical data, financial ratios and other performance indicators that are critical in the analysis of financial performance of the identified firms. These databases are reputable in the academic and professional world in terms of their accuracy and consistency and make the results credible (Jorfi et al., 2017).
The sample of the study includes a sample of the retail companies that are publicly listed in the UK. The gathered data was from the years 2016 to 2024, which provided an opportunity to thoroughly analyse the financial performance and working capital practices of the firms over the years, with the pre-COVID-19 and post-COVID-19 years.
3. [bookmark: _Toc227413140][bookmark: _Toc231503176]Sample Selection
The sample of the study includes the publicly-traded retail firms (10 companies) within the United Kingdom. The sample of firms are chosen according to the following criteria: 
1) The firms should have full financial information during the years 20162024. This guarantees that the analysis is not flawed due to the absence of data of key variables, 2) the companies that are included in the analysis are companies that were considered as a part of the retail sector. This guarantees that the results can be directly translated into the operational specifics of retail companies, and 3) only publicly traded companies are included due to the need to have detailed financial data, which is essential in empirical studies (Hossain and Zariyawati, 2022).
A total of 10 companies are sampled; these represent a wide variety of retail companies both large and mid-sized companies. This diversity enables the analysis to be more comprehensive and to have a better understanding of the impact that WCM practices have on profitability in various firms’ size and sub-sector of retail.
0. [bookmark: _Toc227413141][bookmark: _Toc231503177]Variables and Measurement
The profitability is the major dependent variable in this study and are measured by Return on Assets (ROA) and Return on Equity (ROE). The most important independent variables are the components of Working Capital Management (WCM) that are inventory management (IM), receivables management (RM), payables management (PM), and Cash Conversion Cycle (CCC).
4. [bookmark: _Toc227413142][bookmark: _Toc231503178]Dependent Variable (Profitability)
0. Return on Assets (ROA)

Where,
· The total earnings of the company, excluding costs, taxes, and interest are known as Net Income. 
· The Total Assets is the total worth of the company assets in both current and non-current assets.
0. Return on Equity (ROE)

Where,
· The remaining value of the assets minus the liabilities is the shareholders Equity. It is the amount of capital invested by the shareholders in the company.
4. [bookmark: _Toc227413143][bookmark: _Toc231503179]Independent Variables (WCM Components)
WCM has the following important elements that are taken into consideration:
1. Inventory Turnover


Where,
· Cost of Goods Sold (COGS) is the direct costs associated with the production of the goods sold by a business in a given period including the costs of raw materials, labour and overheads. 
· Average Inventory is a mean of the inventory of the company within a certain period, and it is usually computed as:

1. Days Inventory Outstanding (DIO)

· This measure is used to measure the number of days on average that it takes a company to sell all its inventory.
1. Receivables Turnover Ratio

Where,
· Net Credit Sales are the total sales on credit, or sales which are not made in cash, in the period.
· The average amount of money customers owe at the period is the average Accounts Receivable, which is calculated as:

1. Days Sales Outstanding (DSO)


1. Payables Turnover Ratio

Where,
· The average amount of money due to the company of the suppliers in the given period is known as Average Accounts Payable and is calculated as:

1. Days Payables Outstanding (DPO)

1. Cash Conversion Cycle (CCC)
CCC = DIO + DSO – DPO
Where,
DIO is the Days Inventory Outstanding,
DSO is the Days Sales Outstanding, and
DPO reflects the Days Payables Outstanding.
0. [bookmark: _Toc227413144][bookmark: _Toc231503180]Data Analysis Techniques 
The data analysis follows a structured approach which enables to achieve a better and consistent and reliable output.
5. [bookmark: _Toc227413145][bookmark: _Toc231503181]Descriptive Statistics
This outlines the fundamentals of the data such as mean, standard deviation and range to get a clue of how the variables are distributed.
5. [bookmark: _Toc227413146][bookmark: _Toc231503182]Correlation Analysis
It determines the strength and the direction of the relationships between WCM elements (inventory management, receivables management, payables management, CCC) and the profitability indicators (ROA and ROE).
5. [bookmark: _Toc227413147][bookmark: _Toc231503183]Panel Regression Analysis
The hypotheses are tested using this to find out how the WCM practices affect profitability. This uses either fixed effects or random effects models, based on the outcome of tests of individual heterogeneity. The panel regression enables the study to take into consideration the differences that occur between companies and over time (Baltagi, 2008).
0. [bookmark: _Toc227413148][bookmark: _Toc231503184]Ethical Considerations
To ensure that the study complies with the ethical standards, it makes sure to use the publicly available data, hence protecting the privacy and confidentiality. Any conflicting interests are reported, and all data source are/is mentioned. Transparency in analysis and reporting of findings are also ensured in the study and this is done in accordance with the guidelines on academic integrity and ethical research practices (Guillemin and Gillam, 2004).


[bookmark: _Toc228875317][bookmark: _Toc231503185][bookmark: _Toc224043024]Chapter 4 – Data Analysis  
2. [bookmark: _Toc228875318][bookmark: _Toc228875984][bookmark: _Toc228878292][bookmark: _Toc228878702][bookmark: _Toc228878757][bookmark: _Toc229693336][bookmark: _Toc229694094][bookmark: _Toc229695815][bookmark: _Toc229696653][bookmark: _Toc229697291][bookmark: _Toc230611547][bookmark: _Toc230611603][bookmark: _Toc230611671][bookmark: _Toc230615044][bookmark: _Toc230615630][bookmark: _Toc230616409][bookmark: _Toc231047752][bookmark: _Toc231502278][bookmark: _Toc231503103][bookmark: _Toc231503186]
3. [bookmark: _Toc230611604][bookmark: _Toc230611672][bookmark: _Toc230615045][bookmark: _Toc230615631][bookmark: _Toc230616410][bookmark: _Toc231047753][bookmark: _Toc231502279][bookmark: _Toc231503104][bookmark: _Toc231503187]
3.1. [bookmark: _Toc228875320][bookmark: _Toc231503188] Introduction 
The chapter is a presentation of the findings of the research done on the effect of Working Capital Management (WCM) on the profitability of the publicly listed UK retail companies. It offers the empirical evidence of the influence of key WCM elements (inventory, receivables, payables, and Cash Conversion Cycle (CCC)) on the financial performance indicators such as Return on Assets (ROA) and Return on Equity (ROE).
The chapter starts with the descriptive statistics that summarises the data and then correlation analysis to examine the relationship between WCM components and profitability. The hypotheses of the research are then tested using panel regression analysis to determine the effect of the WCM practices on profitability.  
3.2. [bookmark: _Toc231503189]Results
The analysis includes nine years (20162024), both the pre- and post-pandemic trends. The results reveal the significance of effective WCM policies to improve profitability and liquidity in the retail industry.
3.2.1. [bookmark: _Toc231503190]Descriptive Statistics
The table for descriptive statistics is attached to the appendix (refer to Appendix 2). The findings of the table of descriptive statistics assist in concluding that the mean ROA is 7.75, which means that on average, companies in the sample made 7.75% return on their total assets. This is an indication of how well the assets are utilised to make profit. The standard deviation (7.93) is also quite large indicating that there is a significant variation in the ways different firms use their assets in generating profits. This variability is pointed out by a maximum ROA of 55.13 and a minimum of -2.33.
The average ROE of 24.58 reveals that the firms are on average generating returns of 24.58% on their equity which is a good healthy indicator of profitability. The standard deviation (39.54) is very high indicating that the profitability of these companies is very different. The highest figure of 207.15, suggests that some of the companies are registering surprisingly high returns on equity, whereas the lowest value of -5.43 indicates that there are companies that are making negative returns.
The average inventory turnover is -1.95 which implies that on average, companies in the retail sector might experience difficulties in managing inventory, either holding inventory longer or overstocking. In addition, the average DIO of -146.25 indicates that on average the companies in this sample could be selling their stock on negative days which could reflect severe data anomalies or problems with the value of stock. In addition, the mean receivables turnover of 8.00 indicates that, on average, companies collect their receivables approximately 8 times a year which is reflective of rather efficient collection procedures.
The average DSO of 183.28 indicates that on average, it is taking companies 183 days on average to collect the outstanding receivables, which is quite long. Further, the average payables turnover is 0.86, which implies that on average, companies take more time to collect their payables. This means that companies could be using supplier credit to improve their liquidity. The mean DPO of 850.10 also indicates that on average, companies take a long time to pay their suppliers, which may be a strategy to increase the cash flow, but also presents a risk to supplier relationships. Lastly, the mean CCC of 887.13 indicates that on average it is taking companies 887.13 days on average to convert their working capital to cash. This is a huge period of time and indicates that there is inefficiency in the management of the working capital.
The statistics indicate that there is much difference between the financial practices and financial performance of the sampled companies that are in the retail business. The broad ranges of deviation in such metrics as ROE, inventory turnover, DSO, and DPO negatively reflect the significance of effective management of working capital in ensuring profitability and liquidity. Effective management of inventory, receivables and payables in addition to a well-managed CCC, as discussed in the literature review, is key to the achieving optimal financial performance in the retail sector.
3.2.2. [bookmark: _Toc231503191]Correlation Analysis
The short correlation table is given in the body and the entire table is given in the appendix 3 (refer to Appendix 3).  
[bookmark: _Toc231502331]Table 1: Correlation Analysis Table
	 
	Return on Assets (ROA)
	Return on Equity

	Return on Assets (ROA)
	1
	

	Return on Equity
	0.639411969
	1

	Inventory Turnover
	0.041828647
	0.146792371

	Days Inventory Outstanding (DIO)
	-0.192641399
	-0.123488092

	Receivables Turnover
	-0.254060575
	-0.26799676

	Days Sales Outstanding (DSO)
	0.199535763
	-0.057501121

	Payables Turnover
	0.252586124
	0.146248627

	Days Payables Outstanding (DPO)
	0.185583144
	-0.084715711

	Cash Conversion Cycle (CCC)
	0.184064383
	-0.082722837


The correlation between Return on Assets (ROA) and other variables reveal several important insights into the relationship between asset efficiency and working capital management. The moderate positive relationship between ROA and Return on Equity (ROE) (0.639) indicates that the higher the asset utilisation of a company, the higher the returns of the company to its equity holders. Nevertheless, the low correlation of ROA with such variables as Inventory Turnover (0.042) and Receivables Turnover (-0.254) suggest that asset efficiency is not directly related to the inventory or receivables management. The weak negative correlation between ROA and Days Inventory Outstanding (DIO) (-0.193) indicates that the higher the ROA of companies, the shorter the inventory cycles, but the effect is not drastic. On the same note, the positive but weak correlation between ROA and Payables Turnover (0.253) and Cash Conversion Cycle (0.184) suggests that although companies with higher ROA might manage the payables more effectively, the overall effect on the working capital management and liquidity is insignificant.
In addition, Return on Equity (ROE), the correlations indicate that the higher the ROE of a company, the more efficient it is in terms of its working capital management. The fact that there is a moderate negative correlation between Receivables Turnover and ROE (-0.268) can be explained by the fact that that a company with high return on equity may be less aggressive in its collection of receivables, possibly because of higher liquidity or focus on long-term profitability strategies. The weak negative correlation between ROE and the collection period (DSO) (-0.058) similarly implies that there is no close relationship between ROE and the collection period (DSO). Conversely, the weak positive correlation with Inventory Turnover (0.147) and Payables Turnover (0.146) are indicative that the firms having higher ROE might have had slightly better inventory and payables management. Nevertheless, the weak relationships across variables in general indicate that the ROE is not strongly affected by the WCM practices in general, meaning that other factors, including overall strategic choices or external market conditions play a more prominent role in driving equity returns.
3.2.3. [bookmark: _Toc231503192]Regression Analysis 
[bookmark: _Toc231502332]Table 2: Regression Statistics Table
	Regression Statistics

	Multiple R
	0.539181324

	R Square
	0.2907165

	Adjusted R Square
	0.227394801

	Standard Error
	6.918162502

	Observations
	90


The summary of the overall performance and fit of the regression model used to analyse the relationship between various working capital management (WCM) components and profitability indicators, such as Return on Assets (ROA) and Return on Equity (ROE) are summarised in the Regression Statistics table. The Multiple R value of 0.539 shows that there is a moderate relationship between the independent variables (working capital components) and dependent variables (profitability measures). The value of the R-squared of 0.291 indicates that the model is able to explain the variation in profitability of about 29 percent by the variables of the WCM in the model, and the remaining variance of 71 percent may be due to other factors that were not included in the model. The Standard Error of 6.918 represents the mean error in predictions in the model which means that the predictions of the model are inaccurate on average.  
[bookmark: _Toc231502333]Table 3: ANOVA Table
	 
	df
	SS
	MS
	F
	Significance F

	Regression
	7
	1628.206314
	232.600902
	5.669916538
	2.31236E-05

	Residual
	83
	3972.46071
	47.86097241
	
	

	Total
	90
	5600.667024
	 
	 
	 


The ANOVA (Analysis of Variance) table gives some statistical details concerning the variance that is explained by the regression model and its significance. The Significance F value of 2.31E-05 is very significant (far below the 0.05 significance level), which confirms that the model gives a good fit, and that the predictors are useful in explaining the differences in the dependent variables. The obtained results are significant in determining that the correlation between the variables is significant.
[bookmark: _Toc231502334]Table 4: Coefficients Table
	 
	Coefficients
	Standard Error
	t Stat
	P-value

	Intercept
	-3.805
	3.490
	-1.090
	0.279

	Inventory Turnover
	-1.278
	0.549
	-2.328
	0.022

	Days Inventory Outstanding (DIO)
	-0.114
	0.029
	-3.963
	0.000

	Receivables Turnover
	0.172
	0.188
	0.915
	0.363

	Payables Turnover
	1.387
	0.820
	1.691
	0.000

	Days Payables Outstanding (DPO)
	-0.109
	0.028
	-3.871
	0.000

	Cash Conversion Cycle (CCC)
	0.093
	0.024
	3.880
	0.000


The Coefficients table gives the respective effects of each variable of managing working capital on the profitability measures (ROA and ROE). The Inventory Turnover has a negative coefficient of -1.28 with P-value of 0.022, which implies that increasing the inventory turnover negatively relates to profitability. 
With a significant negative coefficient of -0.11 and a P-value of 0.0002, which indicates that the reduction of the days inventory is held (faster inventory turnover) positively affects the profitability, which is in line with the significance of efficient inventory management. The coefficient of Receivables Turnover is positive (0.17), but it has a P-value of 0.363, which means that there is a weak and statistically insignificant relationship between Receivables Turnover and profitability. The Days Sales Outstanding (DSO) with a coefficient of 0 and a P-value of 0 indicates that there could be some data or calculation problems because it shows that there is no effect on profitability despite the fact that it seems to be significant. 
The coefficient of Payables Turnover is positive, 1.39 with a P-value of 0, which means that effective management of payables is strongly related with high profitability. The coefficient of Days Payables Outstanding (DPO) has a negative coefficient (-0.11) and very significant P-value of 0.0002, indicating that excess delays in paying suppliers hurt profitability. Lastly, Cash Conversion Cycle (CCC) has a positive coefficient of 0.09 and a significant P-value of 0.0002, which indicates that a shorter cash conversion cycle with the working capital effectively utilized is good in terms of profitability.
The results of the Coefficients table are consistent with the ideas presented in Chapter 2, which proves the importance of working capital management (WCM) in order to achieve profitability. The results reveal that effective inventory and payables management have a positive impact on profitability and the idea that optimized WCM strategies is essential to financial sustainability. The negative correlation with inventory turnover, however, casts doubt on the hypothesis that the higher the turnover, the better the performance, and the fact that too aggressive inventory management can have negative effects. On the whole, the findings support the significance of the balance between the working capital elements to achieve profitability.
In Chapter 5, the results will be further analysed in the context of the existing literature, and the implications of these findings on the managerial practice in the retail sector will be discussed. The chapter will also give a more granular insight into how the working capital strategies of individual firms can impact their financial performance, and offer practical recommendations on how improved working capital management can be used to increase the profitability of individual firms.
3.3. [bookmark: _Toc231503193] Hypothesis Testing Table 
	Hypothesis
	Acceptance/ Rejection

	H1: Inventory Management and Performance are positively correlated in publicly listed UK retail companies
	Partially Rejected -Inventory turnover is negatively associated, whereas Days Inventory Outstanding shows that proper management increases profitability

	H2: Receivable Management and Performance are positively correlated in publicly listed UK retail companies.
	Rejected - P-value is not achieved

	H3: Payable Management and Performance are positively correlated in publicly listed UK retail companies.
	Accepted - A positive association is determined.

	H4: Cash Conversion Cycle and Performance are positively correlated in publicly listed UK retail companies.
	Accepted - A positive association is determined.






[bookmark: _Toc231503194][bookmark: _Toc228878300][bookmark: _Toc228878710][bookmark: _Toc228878765][bookmark: _Toc229693344][bookmark: _Toc229694103][bookmark: _Toc229695824][bookmark: _Toc229696662][bookmark: _Toc229697302][bookmark: _Toc230611558][bookmark: _Toc230611612][bookmark: _Toc230611680][bookmark: _Toc230615053][bookmark: _Toc230615639][bookmark: _Toc230616418][bookmark: _Toc231047761][bookmark: _Toc231502287][bookmark: _Toc228878301][bookmark: _Toc228878711][bookmark: _Toc228878766][bookmark: _Toc229693345][bookmark: _Toc229694104][bookmark: _Toc229695825][bookmark: _Toc229696663][bookmark: _Toc229697303][bookmark: _Toc230611559][bookmark: _Toc230611613][bookmark: _Toc230611681][bookmark: _Toc230615054][bookmark: _Toc230615640][bookmark: _Toc230616419][bookmark: _Toc231047762][bookmark: _Toc231502288]Chapter 5 – Discussion  
[bookmark: _Toc231503195]5.1. Introduction 
This chapter involves a critical interpretation and discussion of the results described in Chapter 4, in terms of the research questions and the theoretical and empirical literature reviewed in Chapter 2. The purpose is to give a holistic idea on how the working capital management (WCM) practices affect the profitability of the publicly listed retail companies in the United Kingdom. Connecting the empirical results with the existing theories and previous studies, this chapter provides the practical and managerial implications of the effective WCM, the possible challenges and limitations that were found during the analysis.
The discussion will dwell on the main elements of WCM that were studied in the study; inventory management, receivables management, payables management, and cash conversion cycle (CCC). The chapter explores the role of each of these elements in providing efficiency in the use of working capital and consequently, the profitability measures of Return on Assets (ROA) and Return on Equity (ROE). Special emphasis is placed on the relationship between these elements since the results indicate that the best results are obtained when these components are balanced, and not when one of them is improved.
[bookmark: _Toc231503196]5.2. Brief Summary of Findings
The results of Chapter 4 give a holistic picture of how the working capital management (WCM) practices affect the profitability of the UK publicly listed retail companies. The analysis shows that the issue of inventory management has a subtle effect on profitability. In particular, the raw inventory turnover coefficient was negative, which means that excessively high inventory turnover can lower the profitability, but Days Inventory Outstanding (DIO) decreased in a beneficial way. This implies that effective inventory control, especially reducing the inventory holding period, increases Return on Assets (ROA) and Return on Equity (ROE) which is consistent with the previous research indicating that timely inventory turnover is important (Mandipa & Sibindi, 2022; Hossain and Zariyawati, 2022).
The Receivables management, as measured by Receivables Turnover and Days Sales Outstanding (DSO) did not show a statistically significant impact on profitability. It means that, in the UK retail environment, the highly cash-based operations can mitigate effects of receivables policies on ROA and ROE, which is in line with empirical findings of Cervellati et al. (2026) and Asman et al. (2022).
Conversely, the payables management showed a substantial positive impact on profitability in the case of optimization. Companies that successfully negotiated their payables and strike a balance between delayed payments and suppliers relationship had better liquidity and higher ROA and ROE. This is consistent with the results of Jaworski and Czerwonka (2024) and Kovach et al. (2023), who consider payables strategic in managing cash flows.
Lastly, the efficiency of the Cash Conversion Cycle (CCC) became a very important profitability driver. Both ROA and ROE were positively associated with a shorter CCC which represents quicker conversion of investments into cash. These findings are consistent with the theoretical frameworks of the Trade-Off Theory and Financial Flexibility Theory, which emphasize that the effective WCM strategies can maximize the financial performance and reduce the liquidity risks (Ibrahim et al., 2021; Jaworski and Czerwonka, 2024).
[bookmark: _Toc231503197]5.3. Discussion of Findings with LR
The results of Chapter 4 present a subtle insight into the effects of the working capital management (WCM) practices on profitability in the publicly listed retail firms in the UK. The inventory management, receivables, payables, and cash conversion cycle (CCC) analysis show that there are both direct and indirect impacts on the financial performance indicators Return on Assets (ROA) and Return on Equity (ROE). Each element has been critically analyzed in the discussion below with the incorporation of empirical findings and theories.
5.3.1. [bookmark: _Toc231503198]Inventory Management  
The inventory management in the study showed that there was a complicated association between inventory management and profitability. The regression analysis revealed a negative value of inventory turnover indicating that an increase in inventory turnover does not necessarily result in increased profitability. On the other hand, decrease in Days Inventory Outstanding (DIO) had a positive impact on ROA and ROE. This deviation implies that the excessive inventory loss can unintentionally upset the business, diminish the sales prospects, or even create the danger of stockouts. Similar results were noted in previous literature: Knauer and Woehrmann (2013) showed that a high inventory turnover at a certain point of time can destroy profitability as it causes operational stress, and Mandipa and Sibindi (2022) noted that strategic inventory management, especially DIO control, increases liquidity and operational efficiency. Also, Hossain and Zariyawati (2022) discovered that the UK retailers that had optimised their inventory levels after the pandemic realised greater profitability, which demonstrates the susceptibility of inventory activities to external shocks, including the Coronavirus Disease 2019 (COVID-19). The results herein indicate that it is essential to balance turnover efficiency and continuity in operation; intensive inventory reduction in the absence of contextual changes may be harmful especially in industries where demand seasonally fluctuates.
5.3.2. [bookmark: _Toc231503199]Receivable Management  
The results of the study show that Receivables management in terms of Receivables Turnover and Days Sales Outstanding (DSO) did not significantly affect the profitability. This finding is consistent with the cash-intensive characteristic of the retail industry as the transactions are largely in the form of immediate payments as opposed to credit-based purchases (Cervellati et al., 2026). Although the classical theory of WCM indicates that an increase in the collection of receivables improves liquidity and profitability, this does not seem to be the case in the UK retail situation. Bessonova et al. (2024) and Asman et al. (2022) provide empirical evidence that receivables management in contemporary retail can hardly influence profitability because of the technological innovations and online payment systems that speed up the cash flow and make the old-fashioned receivables strategies less important. The insignificance can also be methodologically due to constraints in the data set which could be in the form of anomalies in data or low variance in the receivables measures across firms. This result highlights the need to contextualize WCM effects in terms of specific sectors and highlights that the applicability of conventional receivables models to performance specificities in cash-intensive settings is not exhaustive.
5.3.3. [bookmark: _Toc231503200]Payables Management  
Payables management had a significant and good impact on profitability, which shows its strategic position in the liquidity optimization. The regression coefficients show that companies that managed to control their payables well, i.e. paying late to maximize cash flow and at the same time retain supplier relationships enjoyed increased ROA and ROE. This finding aligns with other researchers, e.g. Akgün and Karataş (2021), who found that strategic payables practices are associated with operational liquidity and financial performance. Likewise, Kovach et al. (2023) and PwC (2026) highlight that it is essential to strike the right balance between using payment terms to hold cash and ensuring supplier trust. Importantly, the findings indicate that too much delay in payments (high DPO) may have a detrimental effect on profitability, indicating that payables management has to find a balance between profitability-enhancing liquidity and supplier relations. This balance is specifically applicable to UK retailers, as there are competitive pressures, the need to have reliable supply chains, and liquidity constraints post-pandemic. The results show that an effective payables management directly leads to profitability as well as giving the firms the ability to finance both operational and strategic projects.
5.3.4. [bookmark: _Toc231503201]Cash Conversion Cycle (CCC)
The CCC turned out to be a determinant of profitability in the research. Companies that had a lower CCC had higher ROA and ROE, which means that the effective utilization of working capital to cash will improve the financial performance. This is in line with the Trade-Off Theory, which assumes that companies have to trade off between liquidity and profitability, by managing short-term assets and liabilities (Prasad et al., 2019), and the Financial Flexibility Theory, which argues that liquidity buffers help companies to capitalize on market opportunities (Altaf, 2024). Empirical evidence is in Ibrahim et al. (2021) and Jaworski and Czerwonka (2024), who have found that companies that optimize CCC have better returns through minimizing financing costs and improving operational efficiency. Nonetheless, critical appraisal demonstrates issues: there were some companies in the sample that had an unusually long CCC, which could be due to operational inefficiencies or to a few data outliers, which could bias the direct impact of WCM on profitability. These results indicate that although CCC efficiency is mostly positive, it can be moderated by strategies of individual firms and situational circumstances, including inventory aberrations or receivables policies.
[bookmark: _Toc231503202]5.4. Research Findings and Answers to Research Questions 
In this section, the research questions set in Chapter 2 are answered by connecting the empirical results of Chapter 4 to theory and existing literature to answer using evidence-based answers.
1. What does the available literature tell us about the connection between WCM and profitability?
Empirical and theoretical sources suggest that efficient working capital management (WCM) tends to positively impact profitability through increased liquidity and lower financing costs and operational efficiency (Hossain and Zariyawati, 2022; Mandipa and Sibindi, 2022). According to the Trade-Off Theory, there is a trade-off between liquidity and profitability, where too much current assets can decrease returns because of opportunity costs, whereas lean management can maximize the profitability but can encounter a lack of liquidity (Prasad et al., 2019). The results of this research partly confirm this: payables management and cash conversion efficiency are closely related to profitability, inventory management has subtle impacts, and receivables management is mostly irrelevant in the UK retail setting, which are industry-specific.
2. Which WCM practices are prevalent in the United Kingdom among publicly listed retail companies?
The analysis reveals that the UK retail firms largely adopt strategies to maximize inventory by reduction of Days Inventory Outstanding (DIO) and to balance the cash flow and supplier relations by strategically managing payables. There seems to be a lesser focus on receivables management, which is probably due to the fact that the retail industry is cash-driven and heavily depends on instant payments (Cervellati et al., 2026; Bessonova et al., 2024). These practices imply that the liquidity management is concentrated on the inventory and supplier relations, but not on credit policy.
3. What is the impact of the major WC elements, including inventory, receivables, and payables, on profitability?
Ensured optimization of payables and reduction in cash conversion cycles contribute greatly to profitability, in terms of ROA and ROE. When DIO is low, inventory management enhances performance but at too high a turnover, profitability can be decreased. The effect of receivables management is not statistically significant. This highlights the significance of a component-based and holistic perspective of WCM in which a balance between all the components is significant in obtaining the best financial results.
4. How can retail companies improve WC efficiency and profitability?
Some of the practical strategies involve inventory management based on data to minimize DIO without affecting stock availability, payables timing to maximize cash flow and maintain supplier relationships, and proactive monitoring of the CCC to increase operational efficiency. These suggestions align with the best-practice literature (PwC, 2026; Kovach et al., 2023) and provide practical advice to managers who want to achieve maximum liquidity and profitability within the UK retail industry.
Altogether, the research proves that the impact of WCM on profitability is rather impressive, yet its impacts are subtle and rely on the strategic management of each of these elements in the framework of the UK retail sector.





[bookmark: _Toc231503203]Chapter 6 – Conclusion
6.1. [bookmark: _Toc231503204]Introduction 
This chapter ends the dissertation by summarising the main findings, the limitations of the study and giving the practical recommendations of how to enhance the working capital management (WCM) and profitability of the UK retail companies. The chapter is based on the analysis and discussion conducted in Chapters 4 and 5 and it provides a synthesis of empirical evidence, theoretical framework and literature review to provide actionable recommendations to both academic and managerial readers. These findings are based on the fact that the study has concentrated on inventory management, receivables management, payables management and cash conversion cycle (CCC) and how these variables affect profitability measures- Return on Assets (ROA) and Return on Equity (ROE).
The chapter is divided into three parts: (i) a brief overview of conclusions made based on the research findings, (ii) limitations of the study that could impact the generalizability and interpretation, and (iii) recommendations to the managerial practice and future research. Combining theoretical implications and practical examples, this chapter is expected to offer a consistent view of strategic implications of WCM in the UK retail industry, especially in terms of post-pandemic operational difficulties, market uncertainty, and the changing consumer behaviour.
6.2. [bookmark: _Toc231503205]Conclusion
The research shows that working capital management is a key determinant of profitability of retail companies in UK listed in the stock market. Regression and correlation studies in Chapter 4 show that the correlation between the WCM and profitability is subtle and component-specific. Out of the WCM aspects considered, the payables management and the efficiency of cash conversion cycle (CCC) stood out as the most influential ones, which had a strong positive correlation with ROA and ROE. Companies that effectively use payables to maximise liquidity without disrupting the relations with suppliers are more profitable, which is in line with the Trade-Off Theory and the Financial Flexibility Theory (Prasad et al., 2019; Ibrahim et al., 2021).
There was a mixed effect with regard to inventory management. Although a decrease in Days Inventory Outstanding (DIO) had a positive impact on profitability, over-inventory turnover had a negative impact on ROA and ROE. This implies that extreme measures in reducing inventory levels might undermine the level of operational efficiency and could lead to stockouts or missed sales. These results support previous empirical research that inventory management has to be efficient and ensure the continuity of operations, especially in those industries that are prone to seasonal changes in demand, like retail (Knauer and Wohrmann, 2013; Mandipa and Sibindi, 2022; Hossain and Zariyawati, 2022).
Receivables management, based on Receivables Turnover and Days Sales Outstanding (DSO) did not have a statistically significant effect on profitability. This result is indicative of the cash-based nature of retail business in the UK where instant payments and online payment systems restrict the applicability of conventional receivables strategies (Cervellati et al., 2026; Bessonova et al., 2024). The paper, therefore, finds that the impact of receivables management on profitability is situation-specific, where the impact of cash-intensive industries is smaller.
The analysis also shows that the CCC needs to be optimized to enhance profitability. Companies that have a short cash turnover turn their inventory and accounts receivable to cash faster and boost liquidity, lower financing expenses, and maximize ROA and ROE. Nevertheless, other issues like abnormal CCC values in certain companies are also noted in the study, as they could be an indicator of operational inefficiencies or data inconsistencies. On balance, the results indicate that WCM has a great impact on the profitability of UK retail, and it may depend on the strategic and balanced management of all elements.
6.3. [bookmark: _Toc231503206]Limitations of Research
This study has a number of limitations despite its contributions. To begin with, the analysis will be limited to the publicly listed retail firms in the UK only, which might restrict the ability to generalize the data on other industries, small and medium enterprises (SMEs), and other markets with different operational and regulatory conditions. Second, secondary financial data covering 2016-2024, including both pre and post-pandemic, is used in the study. Although this offers information about the evolving WCM practices, the analysis can be influenced by exogenous shocks like COVID-19 shocks, inflation, and supply chain turmoil which cannot be completely managed in the model.
Third, the presence of anomalies in data of some variables, especially Days Sales Outstanding (DSO) and Days Inventory Outstanding (DIO), might have affected the regression results. The research presupposes the similarity of accounting and reporting practices in the companies, but they can vary because of the differences in financial policy or industry practices. Fourth, although ROA and ROE are commonly used to assess profitability, they are not likely to reflect other aspects of financial performance, including cash flow sustainability or market value. Lastly, the research is based mainly on quantitative research that, although sound, can fail to capture qualitative elements of the decision-making process in WCM such as managerial judgment, supplier negotiations, or customer behaviour insights.
6.4. [bookmark: _Toc231503207]Recommendations 
According to the results, the study provides a number of useful recommendations to retail managers that want to enhance their working capital efficiency and profitability:
6.4.1. [bookmark: _Toc231503208]Data-Driven Inventory Management
To streamline inventory, minimise DIO and prevent over-aggressive inventory reduction, retailers need to adopt sophisticated inventory analytics and demand forecasting models. Inventory control is strategic to maintain adequate inventory to satisfy demand at the lowest possible holding costs and maximise ROA and ROE.  
6.4.2. [bookmark: _Toc231503209]Optimised Payables Management
Companies need to strike a balance between paying their suppliers, keeping cash to use in operations and investments without jeopardizing their relationship with the suppliers. Formal supplier contracts and negotiated credit conditions can be used to increase liquidity without compromising on business survival and supplier confidence.  
6.4.3. [bookmark: _Toc231503210]Active CCC Monitoring
The managers are expected to constantly monitor the cash conversion cycle and spot the bottlenecks in the inventory turnover, receivables collection or management of payables. Reduction of the CCC enhances liquidity, lowers the cost of financing and increases the overall profitability. 
Technology Integration: Collection delays can be decreased and cash flow monitoring can be enhanced with the help of digital payment platforms, real-time reporting, and automated working capital management systems. It is especially applicable to post-pandemic retail, where nimble and real-time data is crucial.  
6.4.4. [bookmark: _Toc231503211]Sector-Specific Strategy
Given the cash-based nature of the UK retail, companies need to focus on inventory and payables management rather than on receivables strategies. Making WCM policies specific to sector features is important in order to guarantee effective deployment of resources.  
6.5. [bookmark: _Toc231503212]Future Research Directions
Future research might involve qualitative methods, focus on SMEs or non-UK markets and address other performance indicators like cash flow efficiency, market valuation, or risk-adjusted returns. The study of the interaction between WCM and technological adoption in retail could also result in actionable knowledge.
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	Return on Assets (ROA)
	Return on Equity
	Inventory Turnover
	Days Inventory Outstanding (DIO)
	Receivables Turnover
	Days Sales Outstanding (DSO)
	Payables Turnover
	Days Payables Outstanding (DPO)
	Cash Conversion Cycle (CCC)

	
	
	
	
	
	
	
	
	
	

	Mean
	7.75
	24.58
	-1.95
	-146.25
	8.00
	183.28
	0.86
	850.10
	887.13

	Standard Error
	0.84
	4.17
	0.20
	12.75
	0.59
	108.03
	0.11
	608.54
	717.33

	Standard Deviation
	7.93
	39.54
	1.87
	120.97
	5.58
	1024.91
	1.07
	5773.11
	6805.19

	Minimum
	-2.33
	-5.43
	-6.44
	-481.49
	0.02
	5.35
	-1.78
	-309.14
	-378.18

	Maximum
	55.13
	207.15
	0.00
	0.00
	24.59
	8659.56
	3.43
	48877.90
	57444.54

	Sum
	697.21
	2211.83
	-175.33
	-13162.47
	719.67
	16494.93
	77.61
	76509.41
	79841.87

	Count
	90
	90
	90
	90
	90
	90
	90
	90
	90
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	Return on Assets (ROA)
	Return on Equity
	Inventory Turnover
	Days Inventory Outstanding (DIO)
	Receivables Turnover
	Days Sales Outstanding (DSO)
	Payables Turnover
	Days Payables Outstanding (DPO)
	Cash Conversion Cycle (CCC)

	Return on Assets (ROA)
	1
	
	
	
	
	
	
	
	

	Return on Equity
	0.639411969
	1
	
	
	
	
	
	
	

	Inventory Turnover
	0.041828647
	0.146792371
	1
	
	
	
	
	
	

	Days Inventory Outstanding (DIO)
	-0.192641399
	-0.123488092
	-0.514596052
	1
	
	
	
	
	

	Receivables Turnover
	-0.254060575
	-0.26799676
	-0.28968564
	0.203706639
	1
	
	
	
	

	Days Sales Outstanding (DSO)
	0.199535763
	-0.057501121
	0.161513567
	0.058969684
	-0.234913903
	1
	
	
	

	Payables Turnover
	0.252586124
	0.146248627
	-0.029453508
	-0.450602116
	-0.009968165
	-0.109998619
	1
	
	

	Days Payables Outstanding (DPO)
	0.185583144
	-0.084715711
	0.147333333
	0.057177593
	-0.207361864
	0.999027583
	-0.105245607
	1
	

	Cash Conversion Cycle (CCC)
	0.184064383
	-0.082722837
	0.140166059
	0.075163388
	-0.207671602
	0.99916888
	-0.113860453
	0.999815511
	1
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