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This paper searches for important endogenous and exogenous factors that have an influence on 
working capital management of manufacturing firms in Pakistan. The topic has been examined by 
researchers around the world and needs to be inquired for firms in Pakistan. Following Shulman and 
Cox (1985), working capital management of a manufacturing business firm is measured by net liquidity 
balance and working capital requirements. Determinants for working capital are separated as 
endogenous or exogenous to a manufacturing firm, similarly they are viewed as firm-specific or 
macroeconomic depicting the general conditions of the economy. The determinants that may have an 
effect on working capital of manufacturing business firms derived from literature are business cycles, 
firm growth, leverage, cash flows, return on assets, size of the firm, real gross domestic product, and 
unemployment rate. Proxies for efficient working capital are developed and are called as working 
capital requirement and net liquid balance. These two proxies are used as dependent variables in the 
models. In Pakistan, data on many endogenous variables that may impact working capital practice is 
not easily available. The same is not true for heavily invested manufacturing firms. A subjective 
sampling procedure is exercised to select 20% of firms from each of the four sectors namely 
Engineering, Sugar, Chemicals, and Fuel and Energy. Top 20% capital intensive firms for the period of 
2000 to 2008 are sampled from each of the four sectors for the analysis. Descriptive findings show that 
Chemical firms are managing their working capital requirements and liquidity balances more efficiently. 
Findings do indicate that poor economic conditions affect working capital requirements and put firms 
under significant pressure of more efficient management practice. This suggests that working capital 
requirements and liquidity needs increase for firms when the economy is in poor economic conditions 
or is in recession. The study also concludes that all sectors are not able to remain equally efficient with 
their working capital policies as they are differently affected by macroeconomic conditions. The study 
could not identify any uniform micro or macro determinants across all selected sectors. 
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INTRODUCTION 
 
According to Economic Survey of 2009 to 2010 published 
by Ministry of Finance, Government of Pakistan, the 
industrial output increased by 4.9% with large scale 
manufacturing showing 4.4% growth rate. Large scale 
business has been under pressure due to  global  recession, 
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indigenous energy crisis, and poor economic conditions 
of the country. Finance managers are put to test to 
arrange inexpensive finance and also to devise strategies 
to appreciate returns after gauging visible threatening 
risks. Management of working capital reserves routine 
practical importance for financial managers and in 
corporate finance it bears special significance along with 
decisions affecting capital structure and capital budge-
ting. Research has been focusing more on the traditional 
concepts of capital structure and capital budgeting and a  



 
 
 
 
seeming neglect can be observed for this topic. The 
management of any business need to have an integrated 
approach in lowering the cost of doing business so that it 
benefits the owners more. Manufacturing businesses 
around the world work towards achieving efficiency in 
meeting business goals. This suggests that during a 
business year, there is no room for complacency and all 
managers have to work together to achieve business 
efficiency. For managing working capital, the role of 
finance, marketing, and production departments is vital 
and the respective managers are under business 
pressure during the whole year. The costs of managing 
working capital have to be less than the benefits of mana-
ging current assets and current liabilities of a business if 
any advantage is to be derived from it. The forces that 
affect decisions regarding working capital are internal and 
external to a business firm. Like, in anticipation of rising 
material prices or availability of trade discounts, it makes 
sense to buy more. Working capital of a business may be 
under pressure from marketing managers as they may 
deem availing a selling opportunity. Production managers 
have to keep their business consistent with producing 
and may be disgruntled in case of stock-outs, which in 
any case looks a costly proposition. Financial managers 
evaluate the cost-return-risk aspects from any investment 
made in the business. This is an internal interplay of 
managerial acts and expectations to increase business 
performance. There are external forces as well that 
impact the decisions of business managers. The 
business conditions, legal environment, demand-supply 
forces, industry dynamics, and general macroeconomic 
environment are some notable forces in this regard. 
Researchers have concluded various determinants of 
working capital management (WCM). Some have empha-
sized more on internal factors, while others have worked 
on both endogenous and exogenous determinants. 
Knowing them would help managers in better forecasting 
of business conditions and coming up with setting goals 
of the business. In the same spirit, this study is going to 
analyse some key determinants of working capital for 
Pakistani manufacturing business. This study is in line 
with Shulman and Cox (1985) and aims to contribute new 
findings to existing literature.  
 
 
LITERATURE REVIEW 
 
Banos-Caballero et al., 2010 studies the impact of 
information asymmetries and believe that there is a 
competition between funds of working capital funds and 
investment in fixed assets with firms having financial con-
straints. The study further reveals that WCM depends on 
cost of financing, internal financing options and access to 
capital markets. Boisjoly (2009) conducts a study for 
checking the influence of an aggressive working capital 
policy on the financial ratios of a company. He finds and 
reports   the  importance  of  payables  management  and 
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cash flows in the overall financial management of a firm. 
The author reports that cash flow per share significantly 
improved for the sampled companies due to aggressive 
management of working capital and increased 
productivity. Nazir and Afza (2009) study the determining 
factors of WCM in Pakistan. This study considers 14 
industrial groups and takes 132 manufacturing firms from 
Karachi Stock Exchange for the period 2004 to 2007. The 
study takes a number of micro/ macro level factors as 
determinants like operating cycle of the firm, firm’s 
growth, level of economic activity, level of industry activity 
and deem them important factors in determining WCM of 
a firm.  Nazir and Afz(a 2008) view that contemporary re-
search in finance has been mainly taking an examination 
of main theme topics only, such as investments, 
dividends, valuation decisions, capital structure etc. They 
emphasize the importance of short term financial decision 
making relating to current assets and current liabilities. 
Referring to Smith (1980), the authors signify the 
implications of WCM on the value, risk, and profitability of 
firms. Referring to their earlier studies, the authors search 
for factors that might determine working capital 
requirements of a firm; they use an enhanced dataset in 
this regard. They use working capital requirement as the 
explained variable and different economic and financial 
factors as explanatory variables. The factors included are 
leverage, level of economic activity, firm growth, 
operating cash flow, size of the firm, industry, Tobin’s q, 
operting cycle of the firm and return on assets. The 
authors report through their research findings that 
leverage, return on assets, operating cycle, and Tobin’s q 
are important internal factors that determine the working 
capital requirements significantly, whereas the practices 
are differently pursued by different industrial groups. 
Michalski (2007) talks about managing trade credit and 
believes that it is essential for firms trying to increase firm 
value. There is a debate in this work on maximizing firm 
value using risk and return characteristics by criticizing 
conventional book profit models. The implications of pay-
ment delays by firms are discussed and it is concluded by 
devising a portfolio management solution that firm value 
can be increased. Chiou and Cheng (2006) conduct a 
study using a 19180 firm/quarter data to assess the 
determining factors of working capital for Taiwanese 
companies. They analyze and report on the basis of their 
literature review that industry effect, debt ratio, business 
indicator, company growth, performance and firm size 
may be important and significant determinants for WCM. 
They use net liquid balance as a proxy for WCM as it is 
supported by Shulman and Cox (1985) and Hawawini et 
al. (1986). They measure WCM of a firm using working 
capital requirements.  

The authors report after analysis towards their posed 
hypotheses that debt ratio along with operating cash flow 
are significant determinants, whereas company growth, 
company performance, firm size, business cycles seem 
inconsistent    towards  determining  WCM  of  Taiwanese  
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firms. Kieschnick et al. (2006) are of the view that there 
has been little importance dedicated in the past on 
researching the implications and consequences of 
working capital on value of the firm. Their research work 
targets the same. Using a panel dataset of US 
corporations from 1990 to 2004, they provide statistical 
evidence in conformity with other contemporary surveys 
on the topic that there is a significant inverse relationship 
between investment in working capital and value of the 
firms. This research finds that firm size, growth in sales, 
proportion of non-executive directors on corporate 
boards, chief executive’s ownership of shares, and 
practices in the industry are important drivers of WCM for 
a firm.  

In summary, the aforesaid literature unfolds some 
interesting debate in the determining factors of working 
capital. The determining factors include both internal and 
external components. Researchers have investigated 
numerous factors in this regard. Internal financing 
options, access to capital markets, operating cycle, 
leverage, operating cash flows, Tobin’s q, return on 
assets, proportion of non-executive boards, chief execu-
tive’s ownership of shares, sales force participation, debt 
ratio, business indicators, performance, ratio of fixed to 
total assets, changeable operating conditions, credit and 
collection experience make a list of internal micro level 
factors.  

The external micro/macro level factors for a firm that 
determine WCM includes cost of financing, level of 
economic activity, level of industry activity, firm growth, 
type of industry, industry practices, industry effects, 
seasonal implications on sales volume and supplies. 
There are some factors identified by literature that can be 
attributed both to internal and external categories. Firm 
growth depends both on internal and external conditions 
and their interplay determines WCM. Likewise are higher 
market share of business, product image relevant to 
competition and size of the firm. 
 
 
Hypotheses 
 
i. Working capital requirements and liquidity needs 
increase with poor economic conditions. 
ii. All sectors are not able to manage working capital 
equally efficiently in light of prevailing macroeconomic 
conditions.  
iii. Determinants     for    working    capital    and    liquidity 
requirements are uniform across different manufacturing 
sectors. 
 
 
METHODOLOGY AND DATA 
 
Research literature on this topic shows a number of possible 
determining factors for WCM of business firms. This study includes 
business cycles measured by manufacturing index as an additional 
exogenous variable in this study and anticipates interesting findings 
towards it. This index is usually published in a number of reports  by  

 
 
 
 
the Government of Pakistan. The impact of external economic 
environment is believed to exert pressure on short term financial 
and operations management of a business firm and its influence 
seems logical. For this and other listed variables, a panel data from 
2000 to 2008 of sampled firms is analysed to check the significance 
of determining factors. For manufacturing firms, one could easily 
assess internal and external determinants at the micro or business 
level and macro or economy level. This study chooses a few 
internal and some external factors in light of reviewed literature. It 
includes business cycles as an additional exogenous variable that 
can affect working capital policies of business firms in the 
manufacturing sectors. Other exogenous variables include firm 
growth, size of the firm, unemployment rate of labour force, and real 
GDP growth rates are taken as external macro level factors, 
whereas leverage, return on assets, natural log of total assets and 
cash flow ratio are taken as internal micro level factors thought to 
have influence on liquidity and WCM.  
 
The following multiple regression models are used to check 
significance of internal/external macro/micro level factors as 
determinants: 
 
CDWCR = f (CBC, CLEV, CDCF, CGF, CROA, CSF, CRGDPGR, 
CLFUR, D1, D2, D3) 
 
CDNLA = f (CBC, CLEV, CDCF, CGF, CROA, CSF, CRGDPGR, 
CLFUR, D1, D2, D3) 
 
where CDWCR means change in deflated value of working capital 
requirement, CDNLA means change in deflated value of net liquid 
assets, CLEV means change in leverage, CDCF means change in 
deflated value of cash flows, CGF means change in growth of the 
firm, CROA means change in return on assets, CSF means change 
in size of the firm, CBC means the change in business cycle 
measured in terms of large scale manufacturing growth rate, 
CRGDPGR means change in real gross domestic product growth 
rate. CLFUR means change in labour force unemployment rate. D1, 
D2, D3 are dummies introduced for three industries. Leverage 
indicates the debt ratio of a firm and is equal to the following ratio: 
 
Debt ratio = total liabilities / total assets 
 
The mentioned general models would be condensed to the 
following specific models for the sampled firms: 
 
CDWCRind = �0 + �1CBC + �2CLEV + �3CDCF + �4CGF + �5CROA 
+ �6CSF + �7CRGDPGR + �8CLFUR + �9 D1 + �10D2 + �11D3 
 
CDNLAind = �0 + �1CBC + �2CLEV + �3CDCF + �4CGF + �5CROA + 
�6CSF + �7CRGDPGR + �8CLFUR + �9 D1 + �10D2 + �11D3 
 
These two models incorporate key internal micro level determinants 
that can have an impact on working capital ratio or on net liquidity. 
 
 
Variables used in modelling a relationship 
 
Net liquid assets are taken in a deflated form: 
 
Net Liquid Assets = Liquid assets – current liabilities 
 
where  
 
Liquid assets = Cash in hand + cash in transit + current deposits + 
saving deposits + call deposits + fixed deposits + deposits held 
abroad + government and corporate securities + savings and unit 
trust   certificates   +   debentures   of   local  or  foreign  companies 
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Table 1. Sampled firms from the selected sectors 
 

Economic group No. of listed firms in 
2008 

20% of firms 
(sampled) 

Total capital employed by sampled firms in 2008 
(millions) 

Chemicals 35 7 122698.4 
Engineering 40 8 44845.6 
Sugar and allied industries 35 7 20973 
Fuel and energy 27 6 161065.5 
Total 137 28 349582.5 
 
 
 
Current liabilities = Sundry creditors + Payment due but outstanding 
+ Loans, deposits and advances 
Sundry creditors = income tax payable + for expenses + for other 
finance + bills payable + advances from customers  
 
Payment due but outstanding = income tax payable + proposed, 
unpaid and unclaimed dividends + estimated liabilities in respect of 
outstanding claims whether due or intimated + gratuities becoming 
payable + provident fund becoming payable + current instalment 
and interest payable on fixed liabilities + provision for taxation 
estimated on current profits + workers profit participation fund  
 
Loans, deposits and advances = loans secured by stock or other 
current assets + bank overdrafts and other unsecured loans + short 
term loans acquired against the security of fixed assets + 
unsecured loans from directors, parent company, and subordinate 
loan + due to managing agents + advances by directors + 
guarantee and security deposits of customers and staff 
 
Deflated Net liquid assets = Net Liquid Assets / Total Assets 
 
The change in net liquid assets is taken as proxy for any changes in 
its level. Similarly, change in working capital requirement is taken 
as a differential in working capital requirements deflated with total 
assets. It is measured as follows: 
 
Working capital requirement = accounts receivables + inventories – 
accounts payables - other payables 
 
The proxy for growth of the firm is taken as change in sales growth. 
 
 
Data 
 
A sample of 20% leading capital intensive firms from each sector is 
sampled using subjective sampling procedure. This may look a 
limitation of the study; however, limited data on a number of 
variables for firms in Pakistan does not allow random sampling to 
be used. Only four sectors are considered as they represent 32% of 
the entire listed manufacturing sector. Tables 1 and 2 intended to 
clarify the sampling process.  
 
 
EMPIRICAL FINDINGS 
 
An initial analysis of working capital variables shows the 
findings as shown in Table 3 for the said four sectors. 
Results are derived in this table for some important 
ingredients of WCM.  

It is apparent from the findings presented in Table 3 
that fuel and energy firms in Pakistan take longer to  clear  

their bills compared to the other firms in the table. The 
cash conversion cycle is longer for these firms. There is a 
longer duration of these firms for their inventory 
conversion as well. Chemical firms are efficient in terms 
of their cash conversion cycle. Cash conversion seems 
slow for engineering firms as they tend to show paying 
their bills early, but collecting their cash slowly from their 
customers. Table 4 shows important summary statistics 
about the sampled firms and macroeconomic changes. 
This table demonstrates that chemical industry has been 
quiet efficient with managing liquidity and in managing its 
working capital. The mean deflated value for chemical 
sector exhibits consistency and tight handling of 
resources in short term. Changes in firm growth for the 
selected four sectors exhibit greater volatility with 
standard deviation getting to three digits for fuel and 
energy companies. Such has been the strength of Fuel 
and Energy firms in Pakistan that in the recent past some 
heavy growths have been observed. Three out of the four 
sectors have managed both liquidity and working capital 
efficiently in the time span from 2000 to 2008. The 
negative signs for the mean value of deflated working 
capital ratio show the same efficiency. The 
macroeconomic proxies of labour force unemployment 
ratio and real gross domestic product growth rate show a 
negative change. Business cycle is on top during the 
period but not very steady. Engineering and chemical 
sectors in this period do not show a convincing return on 
their investments, however; sugar and energy sector 
have earned sizeable returns as the Table 4 suggests. 
Now, in order to determine the statistical significance of 
the considered micro/macro factors, internal or external 
factor of the firm are checked using regression analysis. 
Table 5, 6, 7 and 8 exhibit regression results for selected 
firms of the four sectors.  

For sampled firms of each sector, change in deflated 
value of working capital requirement and change in 
deflated value of net liquid assets is taken as the 
explained variable, whereas change in business cycle, 
change in leverage, change in deflated cash flows, 
change in growth of the firm, change in return on assets, 
change in size of the firm, change in real gross domestic 
product growth rate and change in labour force 
unemployment ratio are taken as explanatory variables. A 
commentary on each sector follows the empirical findings  
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Table 2. List of the firms included in this research study. 
 
No. Firm No. Firm 

 Chemical firm  Sugar and allied firms 
1 Engro chemical Pakistan 1 Shakarganj mills Ltd. 
2 Dawood Hercules chemicals Ltd. 2 JDW Sugar mills Ltd. 
3 Fauji fertilizer company Ltd. 3 Tandianwala sugar mills Ltd. 
4 ICI Pakistan Ltd. 4 Chashma sugar mills Ltd. 
5 Fauji Fertilizer Bin Qasim Ltd. 5 Habib sugar mills Ltd. 
6 GlaxoSmithkline (Pakistan) Ltd. 6 Al-Abbas sugar mills Ltd. 
7 Sitara chemical industries Ltd. 7 Al-Noor sugar mills Ltd. 
      
 Engineering firm  Fuel and energy firm 

1 Pak Suzuki motor company 1 The hub power company Ltd. 
2 Indus motor company 2 Pakistan state oil company Ltd. 
3 Pak Elektron Ltd. 3 Sui southern gas Co. Ltd. 
4 Siemens (Pakistan) engineering Co. Ltd. 4 Pakistan oilfields Ltd. 
5 International industries Ltd 5 Altern Energy Ltd. 
6 Al-Ghazi tractors Ltd. 6 Sui northern gas pipeline Ltd. 
7 Atlas Honda Ltd.   
8 Honda Atlas Cars (Pakistan) Ltd.    

 
 
 

Table 3. Summary of working capital components. 
 

Sector Day payable Day receivable Day inventory Cash conversion cycle 
Fuel and energy firms 123 79 161 117 
Sugar firms 21 12 101 92 
Engineering firms 16 33 93 110 
Chemical firms 28 14 51 37 

 
 
 

Table 4. Descriptive statistics for firms of the selected sectors 
 

Variable 
Chemical sector  Engineering sector  Sugar sector  Fuel and Energy sector 

Mean Standard 
deviation  Mean Standard 

deviation  Mean Standard 
deviation  Mean Standard 

deviation 
CDWCR -0.003 0.057  -0.035 0.159  -0.016 0.180  0.026 0.182 
CDNLA 0.005 0.154  -0.003 0.106  -0.017 0.187  -0.061 0.145 
CBC 0.004 0.073  0.004 0.073  0.004 0.073  0.004 0.073 
CLEV 0.001 0.094  -0.001 0.087  0.025 0.126  0.010 0.098 
CDCF -0.002 0.315  -0.005 0.055  -0.009 0.075  0.000 0.017 
CGF 3.646 40.651  -0.668 76.351  6.241 77.898  -2.798 262.472 
CROA 0.688 10.210  -0.621 6.895  -0.550 11.025  0.477 7.608 
CSF 0.154 0.219  0.200 0.345  0.158 0.379  0.114 0.560 
CRGDPGR -1.625 4.933  -1.625 4.933  -1.625 4.933  -1.625 4.941 
CLFUR -0.003 0.006  -0.003 0.006  -0.003 0.006  -0.003 0.006 

 
 
 
given in the respective tables. It is evident from Table 5 
that cash flows and real GDP ratio having a significant 
impact on determining the working capital requirement of 
Fuel and Energy firms. The negative coefficients  of  both 

determinants imply a significant negative relationship with 
working capital requirement of these firms. This suggests 
that working capital ratio moves in contrast with cash 
flows and similarly, if an economy  is  performing  good  Fuel
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Table 5.  Regression results for fuel and energy firms. 
 

 Variable 
Dependent variable: CDWCR  Dependent variable: CDNLA 
Coefficient t Sig.  Coefficient T Sig. 

(Constant) -0.01 -0.37 0.71  -0.05 -1.94 0.06 
CBC 0.22 0.66 0.51  0.27 0.89 0.38 
CLEV 0.13 0.39 0.70  -0.47 -1.57 0.13 
CDCF -5.08 -2.74 0.01  0.64 0.38 0.71 
CGF 0.00 -0.21 0.84  0.00 0.02 0.98 
CROA 0.00 1.17 0.25  0.00 -0.60 0.55 
CSF 0.03 0.60 0.55  0.01 0.28 0.78 
CRGDPGR -0.01 -2.07 0.04  0.01 1.14 0.26 
CLFUR -4.89 -1.21 0.23  0.17 0.05 0.96 

    
 

   
F-statistic Sig. R2 

 
 F-Statistic Sig. R2 

2.788 0.02 0.364 
 

 0.93 0.51 0.16 
 
 
 

Table 6. Regression results for sugar firms. 
 

  
  

Dependent variable: CDWCR  Dependent variable: CDNLA 
Coefficient t Sig.  Coefficient t Sig. 

(Constant) -0.05 -2.01 0.05  0.00 -0.19 0.85 
CBC 0.13 0.44 0.66  -0.13 -0.53 0.60 
CLEV 0.37 1.58 0.12  -0.87 -4.43 0.00 
CDCF -0.05 -0.18 0.86  -0.72 -2.75 0.01 
CGF 0.00 -0.45 0.65  0.00 -0.19 0.85 
CROA -0.01 -1.71 0.09  0.00 1.75 0.09 
CSF -0.03 -0.31 0.76  0.05 0.60 0.55 
CRGDPGR -0.01 -1.57 0.12  0.01 1.56 0.13 
CLFUR -4.98 -1.54 0.13  -2.42 -0.89 0.38 
        

F-Statistic Sig. R2   F-Statistic Sig. R2 
5.42 0.00 0.48   2.94 0.01 0.33 

 
 
 
Fuel and Energy, firms are not in stress to improve their 
working capital ratios. Regression for liquidity level shows 
no significant determinant for Fuel and Energy firms. The 
first regression model for working capital requirements is 
significant with 36.4% R2 value. The second model for 
liquidity is not a good fit and has 16% R2. Table 6 
presents findings for sampled sugar firms. From the 
results, there is no significant determinant identifiable that 
determines working capital requirements of sugar firms. 
The liquidity level is however, significantly determined by 
leverage employed by these firms.  Both the models are 
good fits with high R2 figures. Table 7 presents findings 
for sampled Engineering firms. Results show that firm 
growth along with real GDP growth rate and labour force 
unemployment rate have a significant influence on the 
working capital requirements of these firms. With liquidity 
level determination, no obvious determinant is 
identifiable. This finding is in conformity with the 
argument that a poorer performance  of  economy  exerts 

significant pressure on working capital ratio of 
engineering firms in Pakistan. Both models fitted in this 
case, are not significant and have low R2 figures. Table 8 
presents regression findings for sampled Chemical firms 
and it is evident from results that there is no significant 
determinant that determines working capital requirements 
of these firms. Liquidity level of these firms is determined 
significantly by the level of leverage employed by these 
firms. The first model is a poor fit; however, the second 
model is significant with a high R2 value. Coefficients for 
macroeconomic indicators have negative signs as 
expected suggesting increasing levels of working capital 
requirements with economy performing poorly (Tables 5 
to 8).  
 
 
SUMMARY AND CONCLUSIONS 
 
This study attempts to identify any  significant  internal  or  
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Table 7. Regression results for engineering firms. 
 

 Variable 
Dependent variable: CDWCR  Dependent variable: CDNLA 

Coefficient t Sig.  Coefficient t Sig. 
(Constant) -0.09 -3.45 0.00  0.03 1.34 0.19 
CBC 0.26 0.94 0.35  0.00 -0.01 0.99 
CLEV -0.23 -0.89 0.38  -0.37 -1.91 0.06 
CDCF 0.37 0.98 0.33  -0.14 -0.53 0.60 
CGF 0.00 -2.60 0.01  0.00 0.42 0.68 
CROA 0.00 0.78 0.44  0.00 0.50 0.62 
CSF 0.11 1.36 0.18  -0.08 -1.31 0.20 
CRGDPGR -0.01 -2.48 0.02  0.00 1.48 0.14 
CLFUR -7.34 -2.29 0.03  2.45 1.05 0.30 
    

 
   

F-Statistic Sig. R2 
 

 F-Statistic Sig. R2 
1.46 0.20 0.2 

 
 0.43 0.90 0.07 

 
 
 

Table 8. Regression results for chemical firms. 
 
  Dependent variable: CDWCR Dependent variable: CDNLA 
  Coefficient t Sig. Coefficient t Sig. 
(Constant) -0.01 -0.66 0.51 0.02 0.70 0.49 
CBC 0.04 0.35 0.73 -0.30 -1.18 0.24 
CLEV 0.05 0.45 0.66 -0.72 -3.08 0.00 
CDCF -0.03 -1.05 0.30 -0.02 -0.30 0.77 
CGF 0.00 0.00 1.00 0.00 0.58 0.57 
CROA 0.00 0.86 0.40 0.00 1.63 0.11 
CSF 0.00 0.03 0.98 -0.10 -0.79 0.43 
CRGDPGR 0.00 -0.63 0.53 0.00 0.27 0.79 
CLFUR -1.04 -0.76 0.45 0.16 0.05 0.96 
       

F-Statistic Sig. R2  F-Statistic Sig. R2 
0.43 0.90 0.07  3.56 0.00 0.38 

 
 
 
levels managed by listed manufacturing firms in Pakistan. 
The factors are categorized as micro or macro, where 
micro level factors are firm-specific, whereas macro 
factors are idealized to be those factors that usually 
describe the macroeconomic conditions. Four sectors are 
selected on the basis of availability of data and top 20% 
firms in terms of leading invested capital are selected as 
a sample from each sector. In total, data on 28 firms for 
the years 2000 to 2008 is analysed. Data were gathered 
from published annual reports of firms, State Bank of 
Pakistan, Bureau of Statistics, and Finance Division 
Government of Pakistan. Business cycles, firm growth, 
size of the firm, unemployment rate of labour force, and 
real GDP growth rates are taken as external macro level 
factors, whereas leverage, return on assets, natural log of 
total assets, and cash flow ratio are taken as internal 
micro level factors thought to have influence on liquidity 
and WCM. Descriptive findings suggest that Chemical 
sector is managing working capital efficiently than its 

comparisons. Mixed findings are observed from analysis. 
The four sectors do not seem to have uniform factors 
determining working capital or liquidity levels. There are 
some findings that suggest that poor economic conditions 
exert pressure on working capital policies of firms. 
Results indicate that firm growth affects working capital 
ratio and leverage affects liquidity levels, but these 
findings are not conclusive. Overall, the study finds 
limited evidence on uniform internal/external micro/macro 
determinants for all sectors. This study concludes by 
accepting the first two hypotheses and has no evidence 
to accept the third hypothesis. 
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