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This paper examines the impact of cash conversion cycle and its single components, specifi-
cally accounts collection period, inventory turnover in days and accounts payable period, on firm
profitability as measured by operating income and stock market return by using pooled panel
analysis for the period of 2001-2010. Besides, the possible effects of group affiliation on the impact
of CCC and its components on firm profitability are also investigated. The findings suggest that
shortening of CCC and its single components, including accounts payable period, improve firm
profitability in terms of both accounting and market measures of performance. The findings also
indicate that both the affiliated and the unaffiliated firms can enhance firm performance in terms
of both performance measures through shortening their CCCs, this effect is stronger for unaffiliat-
ed firms and hence working capital management seems to be more important for them.
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Eue Kapanarni

BII/INB IINKJIY OBOPOTHOCTI 'OTIBKU HA ITIOKASHUKH
MPUBYTKY (HA ITPUKJIAJII TYPELILKUX KOMITAHII)

Y cmammi poszeasnymo eénaue uuk.ay 060pomuocmi 2omieku i 1020 OKpeMux KOMHOHEHMIE,
30Kpema mepmiHy onaam no paxyHKax, obopomuocmi mamepiaivHux 3anacié i mepmimny
Kpedumopcovkoi 3a60p206anHocmi no paxymkax, Ha NOKA3HUKW NpuOymky ¢hipmu, eumipaui sk
onepauiiinuii npudymox i punkoea npubymrogicme. Ilpoanaaizoeano 06 'ednani naneavni oani 3a
nepiod 2001-2010 pp., a maxoxc ouiHeHo MONCAUGUI 6NAUE NPUHALEHCHOCTI (hipmu 00 epynu Ha
3aaedxchicmo npubymrosocmi gipmu 6i0 yuxay ob6opommocmi 2omiéku i 1020 KOMNOHEHMIE.
Pesyasbmamu nokazaau, w0 yKopoueHHA UUKAy 000pomHocmi 2omieKu i 1020 “acHMuH,
GKAIOMAIOMU MepMIH KpeOumopcvKoi 3abopeoeanocmi no paxyHKax, NOKPAu[ye NOKA3HUKU
npubymrogocmi pipmu sk i3 mouxu 30py Oyxeaamepii, max i 3 mouKu 30py puHKo08UX NOKA3HUKIG
epexmuenocmi. Taxoxc eussieno, wo Ak oxpemi hipmu, max i Oouipui KoMRauii Moxcymo
noainwumu noKasHuKu npuOYmKy 3a 00noMo2ol0 yKopoveHHs yuK.1y 060pomnocmi comiexu, ueil
eghexm eusa6AAEMBCA 3HAYUHIUE 0451 HE3AACHCHUX KOMNAHITIL.

Karouoei caoea: ynpasainns pobouum kanimaniom, yuka 000pomuocmi 20mieku ma tioeo ckaaooei,
NOKA3HUKU pobomu (ipmu, puHko8a npudymrogicms, naHeabHi 0aHi.
Due Kapamnarim

BJIIMAHUNE IIUKJIA OBOPAYUNBAEMOCTHU
HAJIMYHOCTU HA IIOKA3ATEJIN ITPUBBLIN
(HA TIPUMEPE TYPEIIKMX KOMITAHUI1)

B cmamube paccmompeno ausnue yuxia 060pavusaemMocmu HAAUMHOCIU U €20 OMOCAbHbIX
KOMNOHEHMO06, 8 WACHHOCHIU CPOKA ONAAm NO cHemam, 060pa4ueaemMocmu MamepudaibHbIX
3anacoe u cpoKa Kpeoumopckol 3a004¥CEHHOCIU NO CHemam, Ha NOKAa3ameau npudsvLiu gupmol,
U3MepeHHble KaK ONnepauuoHHas npubbvLis u pviHoYHAs 00X00Hochmb. Hcnoav3oean anaaus
006edunennblX nameavhvlx Oanuvix 3a nepuod 2001-2010 2., a maxxce dana ouenka
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603MONCHOMY BAUSHUIO NPUHAOAEHCHOCU (DUPMBL K 2pynne HA 3A6UCUMOCIb NPUOLLILHOCHIU
cdupmot om yukaa 060pauueaeMocmu HAAUHHOCIU U €20 KoMNnoHenmos. Pezyismamot nokasaau,
Mo yKopauusanue yuKia 060pauueaeMocmu HAAUMHOCHIU U €20 COCIABHBIX 4aCmell, 6KAI01as
CPOK Kpeoumopckoli 3a004XceHHOCmU No c4emam, yiy4uiaem Rokazameau npudbLIbHOCHU
dupmol kax ¢ mouku 3penus Oyxeaamepuu, Maxk u ¢ MoO4KU 3PeHUs PbIHOYHBIX NOKa3ameaell
apgpexmusnocmu. Taxywce obnapyyceno, uwmo kax omoeavHvle (upmvl, maxK u Jdo4eprue
KOMNGQHUU MOZYM YAy4WUMb NOKaA3ameau RPubbLiU NOCPeICMmEOM YKOPAUUGAHUS WUKAA
obopavusaemocmu HAAUMHOCMU, SMOMm 3hheKm npossasemcs 3HavumeavHee 0451 He3a6UCUMbIX
Komnanuii.

Karouesvie crosa: ynpasienue pabouum Kanumanom, yuka 060pavueaemocmu HaAuMHOCMu U e2o
cocmasasowue, NoKazameny pabomot QUPMbL, PbiHOUHASE 00XOOHOCMY, NAHEeAbHble JaHHble.

1. Introduction. Working capital management (WCM) is essentially about the
management of current assets and current liabilities. The efficiency of working capi-
tal management is one of major concerns in evaluating the overall health of a compa-
ny and proves to be a critical factor in the long-term success and even the survival of
a company as it is strongly associated with firm's liquidity, operating efficiency, riski-
ness, profitability and hence value. Consequently, efficient WCM is highly essential in
the overall corporate strategy in creating shareholder value (Nazir and Afza, 2009).
However, there is no readily available prescription for efficient WCM. In fact, it is
possible to talk about two conflicting lines of thinking: the aggressive approach and
the conservative one. The aggressive WCM policy supports that reducing investments
in working capital will improve firm profitability by reducing the proportion of cur-
rent assets in total assets while the conservative WCM policy argues that more invest-
ment in working capital might also increase profitability (Raheman et al., 2010), both
lines of arguments have their own points. For example, maintaining sufficiently high
inventory levels reduce costs of possible interruptions in the production process and
loss of doing business due to scarcity of products (Mathuva, 2010). But, investing too
much on inventories will unnecessarily tie up the cash that could be invested in rev-
enue generating activities or cutting prices too much to sell and move out inventory
may result in losses. Likewise, since difficulties in collecting payments from cus-
tomers will translate into delays in receiving cash that could be used in paying debts
and/or financing investments, a poorly performing accounts receivables management
will deteriorate firm’s cash management while lagging payables will work in the
reverse direction and consequently will improve firm’s operations. However, if there
exists an early payment discount option, delaying of accounts payables may turn out
to be costly for a firm. Besides, lengthening the payable deferral period can damage
firm's credit reputation and harm its profitability in the long run (Nobanee and
AlHajjar, 2009a). On the other hand, having insufficient funds to pay for the short-
term liabilities will increase firm’s default risk and may even result in bankruptcy
while holding too much liquidity will work to reduce risks at the cost of decreased
profitability. The trade-off between profitability and risk is the key to WCM (Dash
and Hanuman, 2009) and consequently the management of working capital is an
important component of corporate financial management as it may have both nega-
tive and positive impacts on firm's profitability, which in turn, has negative and posi-
tive impact on shareholder's wealth (Gill et al., 2010) and hence on the value of a
firm. Thus, efficient WCM involves planning and controlling current assets and cur-
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rent liabilities in such a manner that eliminates the risk of inability to meet due short-
term obligations while avoiding excessive investment in these assets (Eljelly, 2004).

Although WCM is the concern for all firms, given the vulnerability of small firms
to working capital fluctuations, it is the small firms that could address this issue more
seriously as they cannot afford to starve of cash (Padachi, 2006). Since the assets of
most small and medium-sized companies are in the form of current assets (Garcia-
Teruel and Martinez-Solano, 2007) and given the difficulties of sourcing long-term
funds from capital markets (Peterson and Rajan, 1997) and the financing constraints
they face (Whited, 1992; Fazzari and Peterson, 1993), a considerable source of exter-
nal financing available for smaller firms is current liabilities, and hence, efficient
WCM is especially important for them (Peel and Wilson, 1996). Following the same
line of thinking, an efficient WCM can be argued to be more important for the firms
operating at emerging markets since one of the most underlined obstacles faced by
emerging market companies seems to be liquidity.

2. Cash Conversion Cycle and Working Capital Management. Through combin-
ing vital components of a firm's liquidity and short-term operating efficiency, the cash
conversion cycle (CCCQC) is at the core of WCM and consequently is among the most
important measures of management effectiveness and financial strength of a compa-
ny. CCC can be defined as the length of time from the payment for the purchase of
raw materials to manufacture a product until the collection of account receivable
associated with the sale of a product (Besley and Brigham, 2005). Thus, CCC is a
highly comprehensive measure of efficient WCM and has a strong relation with a
company's liquidity, risk and profitability.

CCC can be calculated by adding the average collection period (ACP) with
inventory turnover in days (ITP) and subtracting average payment period (APP):

CCC =AR*365/Sales +Inv.*365/COGS — AP *365/COGS »

where: AR, Inv.,, AP and COGS denote accounts receivable, inventory, accounts
payable and cost of goods sold, respectively.

It is traditionally argued that a shorter CCC could be associated with high prof-
itability because it improves the efficiency of WCM (Nobanee and AlHajjar, 2009a)
and consequently efficiency of WCM is based on the principle of speeding up collec-
tions as quickly as possible and slowing down disbursements as slowly as possible
(Nobanee and AlHajjar, 2009b). Traditionally it is argued that as the length of the
CCC increases, ceteris paribus, the funds will be blocked in working capital for a
longer time period which in turn will deteriorate the profitability (Smith, 1980;
Gentry et al., 1990; Deloof, 2003; Mathuva, 2010). Hence, the traditional link
between the CCC and the firm's profitability is shortening of the CCC increases prof-
itability (Nobanee, 2010). However, shortening the CCC could harm firm's prof-
itability as reducing the inventory collection period may increase the shortage cost,
reducing the receivable collection period may cause the loss of good credit customers
and lengthening the payable period could damage the firm's credit reputation
(Nobanee and AlHajjar, 2009b). On the other hand, as argued by Lazaridis and
Tryfonidis (2006), sometimes trade credit is a vehicle to attract new customers as well.
It is argued that credit can foster sales through enabling customers to assess product
quality before paying (Long et al., 1993) and firms may change their credit terms to
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attract new customers and to get larger orders (Cheng and Pike, 2003). In fact, cor-
porate profitability might decrease with the CCC, if the costs of higher investment in
working capital rise faster than the benefits of holding more inventories and/or grant-
ing more trade credit to customers (Gill et. al, 2010). A shorter CCC associated with
high opportunity cost while a longer CCC associated with high carrying cost
(Nobanee, 2010).

In accordance with the above arguments, although most of the past empirical
research suggest a negative relation between the CCC and firm profitability (Shin and
Soenen, 1998; Lazaridis and Tryfonidis, 2006; Garcia-Teruel and Martinez-Solano,
2007; Raheman and Nasr, 2007; Uyar, 2009; Raheman et al., 2010; Nobanee and
AlHajjar, 2009a), there are contradictory findings as well. For example, the findings
of Mathuva (2010) suggest a negative relationship between average collection period
and profitability and a positive relationship between average payment period and
profitability as well as between inventory turnover in days and profitability. However,
an increase in inventory turnover in days is associated with an increase in the CCC.
Likewise, the findings of Deloof (2003) indicate a significant negative relationship
between the components of the CCC and profitability for Belgian firms. But a short-
ening of average payment period associates with an increase in the CCC. The findings
of Garcia-Teruel and Martinez-Solano (2007) also lack to provide a relation between
average payment period and profitability. As argued by Nobanee and AlHajjar
(2009a), although the length of CCC is an important measure of the efficiency of
working capital management, little is known about the impact of cash conversion on
firm's profitability. Hence, given its crucial importance, more research is needed to be
undertaken to investigate the impact of both the CCC and its components on firm
profitability.

The corporate finance literature has traditionally focused on the study of long-
term financial decisions such as investments, capital structure, dividends etc., where-
as short-term assets and liabilities are important components of total assets and need
to be carefully analyzed as well (Nazir and Afza, 2009). Accordingly, this research
paper is hoped to contribute to the relatively limited body of knowledge on the inves-
tigated research area by focusing on the impact of CCC and its components on firm
performance on the sample of Turkish listed companies.

This research topic carries crucial importance for Turkish firms as the burden of
liquidity is among the most argued problems encountered by them and seems to pro-
vide a major source of handicap over an effective WCM which in turn deteriorates the
short-term operational efficiency. But surprisingly, there are only a few studies
addressing this relationship for Turkish companies. Uyar (2009) reported a significant
negative relationship between the CCC and profitability measured by return on assets
and return on equity by using ANOVA and Pearson correlation analyses for a sample
of merchandising and manufacturing companies listed at ISE for the year 2007. In the
study conducted by Coskun and Kok (2011) the effect of working capital policies as
measured by CCC, inventory period, accounts receivable period and accounts
payable period on profitability as measured by return on asset is examined using
dynamic panel analysis for the sample of 74 manufacturing firms listed at ISE for the
period of 1991-2005. Their findings indicate a negative relationship between CCC,
accounts receivable period and inventory period and a positive relationship between
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accounts payable period and profitability. In another study Oz and Gungor (2007)
reported a negative relationship between all the components of CCC, including
accounts payable period and profitability, by analyzing the panel data on 68 manu-
facturing firms listed at ISE for the period 1992-2005. And the findings of Yucel and
Kurt (2002) for 167 listed companies at ISE for the period of 1995-2000 show a neg-
ative relationship between CCC and return on asset as well as return on equity but fail
to report a significant relation between CCC and net profit margin.

Hence, the insufficient evidence on the impact of CCC on firm performance
with regard to both emerging market firms and Turkish companies also provide a
strong motivation to investigate the relationship between CCC and firm profitability
in detail. Consequently, the main objective of this paper is to examine the relationship
between CCC and firm profitability for 169 companies listed at the Istanbul Stock
Exchange (ISE) for the period of 2001-2010 by using the pooled panel data, accom-
panied with the aim of suggesting an efficient working capital management policy for
Turkish companies. One of the distinguishing features of this study is that, while pre-
vious research mainly uses accounting measures of performance such as operating
income and return on asset, as a proxy for firm profitability, this research employs a
wider perspective by also using the stock market returns. Considering that, the objec-
tive of a firm is to maximize its value for its shareholders where value is represented
by market price of a company's common stock (Van Horne, 1974), an examination of
the impact of WCM on stock price and hence on shareholder wealth prove to be
another crucial question. However, surprisingly, this question is left highly unexplored
in the literature. So, in an attempt to provide empirical evidence on the impact of
CCC on firm value, this paper also uses the stock market returns as a proxy for firm
performance. This may help us to understand the ultimate affect of the CCC as well
as its components on firm profitability, the shareholder wealth and thus the firm
value.

The remaining of the study is organized as follows. The next section explains the
data and the methodology. In section 4, the empirical results are discussed. Finally,
section 5 concludes.

3. Data and Methodology. This paper examines the impact of WCM on firm
profitability on the sample of 169 Turkish listed companies by using panel analysis
with the pooled annual data. For this purpose, WCM efficiency is measured by CCC
and firm profitability is measured by both accounting and market measures of per-
formance, specifically by operating income and stock returns respectively. The reason
for selecting operating income as a proxy for accounting measure of performance is
to address operational efficiency. Besides, the single components of CCC, specifical-
ly the average collection period (ACP), the inventory turnover in days (ITP) and the
average payment period (APP) are also used as descriptive variables instead of CCC
to examine their impacts separately. Additionally, firm size, financial leverage and
GDP growth rate are used as control variables along with a dummy variable to
account for industry. To control for firm size, natural logarithm of total assets is used.
Financial debt ratio which is calculated by dividing the sum of short- and long-term
financial debt to total assets [=(short term borrowingt + long term borrowingt) / total
assetst], is used as a proxy for financial leverage and GDP growth rate is used to con-
trol for the macroeconomic influences on the realized returns. To control for the
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industry in which the firm operates, two-digit industry codes are assigned to firms
according to the ISE industry classification. This way, 4 models are reached:
Model 1:

Model 2:
Rit =PBo +B1CCC; +B,Size;; +BsFinLev;, +B,GDPgr;; +PsDjpg +€

Model 3:
Opinc;; =Bo +B1ACP,; +BoITD; ; + B3 APP,, +B4Size;,;
+BsFinLev;; +BsGDPgr;; +B7D;pq +€

Model 4:
Rit =Bo +B1ACP;; +B,ITD;; + B3 APP,; +B,Size;,

+BsFinLev;, +BsGDPgr;; +B7D;,q +€

While examining WCM efficiency, another point of consideration that has
received no attention yet, is the effect of group affiliation. Khanna and Rivkin (2001)
argued that group firms have an important role in overcoming the market imperfec-
tions that arise from the institutional voids of developing economies and firms can
derive important advantages from coordinating their activities. Business groups can
create extra value for shareholders not only by using the available funds and manage-
ment talent from existing operations to start new ventures, but through building an
ability to create internal capital markets which can benefit group firms by enabling
the transfer of capital for its most efficient use. Besides, Grant (1995) argued that
internal capital market can allocate resources more effectively than external capital
markets can. Group firms can also benefit from leading and lagging of cash flows in
between the intergroup companies. So, affiliated firms may be expected to be less
constrained by liquidity than their unaffiliated counterparts. Taking all these argu-
ments into consideration, possible effects of group affiliation on WCM is also exam-
ined through addressing an interesting research question: Is there be any difference
between group affiliated and unaffiliated firms with regard to the profitability effects
of CCC and its components on both measures of performance?

Group affiliation is mainly determined through the examination of the informa-
tion provided by the ISE on the ownership structures of the listed companies. For this
purpose, the ownership structures of firms and the amount of shares held by private
or judicial persons are recorded with a bundling process which enabled to specify the
implicit ties among the firms as well. Besides, in order not to bypass the implicit ties
among the firms, the Internet sites of holding companies, groups and firms are also
searched for. Then, to examine whether there exists any difference between group
affiliated firms and unaffiliated firms, CCC of both group of firms are included in the
model as separate variables, instead of a single CCC variable for the whole sample
which brings in 4 more models:

Model 5:

Oplnci,t = BO + B1CCCaff,‘,t + B2CCCunaff,‘,t + BSSizei,t

+B4FinLev,, +BsGDPgr; ; +BeDjny +€
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Model 6:
Rit =Bo +BCCC ., ; +B2CCCpasr;; +B3Size;,

+PB4FinLev;; +BsGDPQr; ; +BgDjng +€
Model 7:
OpInc;; =Bo +B1ACPyy,, +B2ACP nar,, +Ba/TDar,
+BalTDypar; , +BsAPPar, , +BeAPPyunarr,, +B7Size;, +
BgFinLev,, +BoGDPQr; ; +B1oDjy +€

Model 8:
Rt =Bo +B1ACPy,, +BoACP parr,, + B3l TDyy;

+B4ITDunaff,-yt +B5APPaff,-,t +B6APPunaff,-,t +B,Size;; +
BgFinLev,; +BoGDPgr,; ; +B1oDjpg +€

Overall, 8 models are reached. Financial data of the companies are sourced from
Bloomberg, stock returns data are calculated from the monthly stock price data as
obtained from the Istanbul Stock Exchange (ISE) database and GDP growth rate is
sourced from the IMF database.

4. Empirical Results. The results obtained from the above models are presented
at Table I.

As Table I reveals, the analyses results obtained from Models 1 and 2 indicate
that, after controlling for industrial differences, there exists a statistically significant
negative relationship between CCC and firm performance in terms of both
accounting and market measures of firm performances at the 1% significance level.
This finding, through suggesting that a shortening of CCC improves firm perform-
ance, provide support for the majority of past empirical research. Besides, a com-
parison of the coefficients of both performance measures makes it clear that
although a shorter CCC associates with enhanced profitability for both of the per-
formance measures, the performance enhancing effect is stronger in terms of oper-
ational efficiency.

The results of Models 3 and 4 which separately examine the impact of the com-
ponents of CCC on firm performance, show that a shortening of ACP significantly
improves firm performance at the 5% and the 1% significance levels for operating
income and stock market returns, respectively. A decrease in ITD is found to improve
firm performance as measured by operating income at 1% significance level while in
terms of stock market returns the findings fail to provide a statistically significant rela-
tionship at conventional levels. Although a fall in CCC is found to have positive
impact on firm performance, the findings reveal that a shortening of APP also
enhance firm performance in terms of both operating income and stock market
returns at the 5% and 1% significance levels, respectively.
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Table 1. Panel Analysis Results

COEFICIENTS
Model 1 | Model 2 | Model 3| Model 4 | Model 5| Model 6| Model 7| Model 8
(Oplnc) (Ri) (Oplnc) (Ri) (Oplnc)|  (Ri) (Oplnc) (Ri)
cccC -0.078**  -3.59E-
(-4.424) 1% *
(-9.457)
ACP -0.061%  -4.12E-19***
(-2.237) (-6.189071)
ITD -0,183*** 5.73E-20
(-4.857) (0.622910)
APP -0,095%*  -4.74E-19***
(-2.524) (-5.146)
Size 21.009*** 1.06E- 22.831***/1 14E-16*** [21.045**/6.09E- |22.866***8.99E-
(14.257)  [16%** (15.297) ((31.386) * 17H** (15.285) [17***
(33.289) (21.416)|(35.692) (29.632)
Financial [-29.262*** 1. 61E-  -15491* -1.09E-16*** |- -7.63E- |-14.364* |-1.02E-
Leverage (-3.806) 167 * (-1.930) ((-5.557) 29.236%*|17*** (-1.786) [16***
(-9.661) * (-8.585) (-6.226)
(-3.299)
GDP -39.845%** |1.000%** - 1.000*** - 1.000%** |- 1.000***
Gr. Rate (-4.817)  (5.58E+ [38,527***/(5.00E+16) [39.861**(1.05E+ |38.314***|(6.01E+16)
16) (-4.697) * 17) (-4.671)
(-2.718)
Industry 1.136%** [232E-  |-0,859** |-224E-17*** |- -1.17E-  |-0.799** |-2.28E-
Dummy ((-3.012) 174 (-2.280) ((-24.424) 1.118%**|{7H** (-2.093) [17***
(-28.372) (-2.625) |(-26.654) (-29.444)
CCC Aff. -0.073** |-1.15E-
(-2.149) |19***
(-5.203)
ccC - -1.97E-
Unaff. 0.098%# *| 1 g*+*
(-2.904) |(-4.787)
ACP Aff. -0.035  |-3.56E-
(-1.109) [19***
(-5.525)
ACP -0.125%* |-7.09E-
Unaff. (-2.351) [19***
(-6.598)
ITD Aff. -0.217%** |6.47E-20
(-4.970) 1(0.730464)
ITD -0.092  |8.56E-
Unaff. (-1.356) [19***
(6.213)
APP Aff. -0.081%* |-5.40E-
(-2.054) [19***
(-6.734)
APP -0.217%* |-7.57E-
Unaff. (-2.272) [19***
(-3.909)

Notes: t-statistics are presented in parentheses.
#xxx* denote statistical significance at the 1%, 5% and 10% levels, respectively.

To examine whether there exists any difference between group affiliated and
unaffiliated firms with respect to the performance effects of CCC and its compo-
nents, Models 5-8 are applied. The results are provided in the last 4 columns of Table
I. The findings indicate that shortening of CCC has statistically significant positive
effect on firm performance for both affiliated and unaffiliated firms in terms of both
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accounting and market measures of performance at the 1% significance level, except
for the impact of CCC of affiliated firms on operating income which is statistically
significant at 5%. However, as the coefficients reveal, this effect is stronger for unaf-
filiated firms than for affiliated ones.

The findings obtained from Model 7 indicate that while there is a negative rela-
tionship between ACP of unaffiliated firms and operating income at the 5% signifi-
cance level, no statistically significant relationship could be obtained for ACP of affil-
iated firms and operating income at conventional levels. The results also show that a
shortening of ITD improves operating income at the 1% statistically significance level
for affiliated firms. However, for unaffiliated firms the findings lack to provide a sta-
tistically significant relation at conventional levels. As the findings of Model 7 reveal
APP and operating income also have an inverse relationship for both affiliated and
unaffiliated firms at the 5% significance level. As seen from the findings of Model 8,
there exists a negative relationship between ACP and stock returns as well as APP and
stock returns for both groups of firms at the 1% level. The findings also suggest a pos-
itive relationship between ITD of unaffiliated firms and stock market returns at the
1% significance level. But, no statistically significant relation could be reported
between the I'TD and stock returns for affiliated firms.

It is also seen in Table I that in all the cases market valuation significantly lacks
behind the accounting measure of performance.

5. Concluding Remarks and Suggestions. This paper examines the impact of
WCM on firm performance by concentrating on CCC and its components. The firm
performance is measured by both accounting and market measures of performance,
specifically with operating income and stock market return, respectively. Besides,
possible effects of group affiliation on the impact of CCC and its components on firm
profitability are also investigated. The sample consists of 169 Turkish listed compa-
nies. The analysis is conducted via pooled panel analysis for the period of 2001-2010
by using the annual data.

The findings suggest that a shortening of CCC improves firm performance in
terms of both accounting and market measures of performance which provides addi-
tional support for most of the past empirical research. This finding also provides sup-
port for the traditional view which argues that as the length of the CCC increases,
ceteris paribus, the funds will be blocked in working capital for a longer time period
which in turn will deteriorate profitability (Smith, 1980; Gentry et al., 1990; Deloof,
2003; Mathuva, 2010). So, this result implies that conservative WCM policies are
more promising for Turkish companies. However, when the impact of the single com-
ponents of CCC on firm performance is examined, it is found that a shortening in all
of the components of CCC has positive effects on firm performance as measured by
both operating income and the stock market return, though for the market measure
of performance, this effect is not significant for ITD at conventional levels. Although
the findings related with the ACP and ITD is consistent with most of the previous
work and with the traditional view, the finding related with the APP sheds some shad-
ow: Although a decrease in APP causes an increase in CCC, the findings indicate that
a shorter APP enhances firm performance as well. This result is contradictory with
the findings of Coskun and Kok (2011), but consistent with the findings of Oz and
Gungor (2007). This reported negative relationship between APP and firm profitabil-
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ity may be due to such factors as early payment discount options or related with fac-
tors like, as argued by Nobanee and AlHajjar (2009a;b), the credit reputation of the
firm. Hence, further research is crucially needed.

The findings also indicate that both affiliated and the unaffiliated firms can
enhance firm performance in terms of both performance measures through shortening
their CCCs, this effect is more stronger for unaffiliated firms. Besides, the findings fail
to report a significant impact of ACP on operating income for affiliated firms. These
results are also consistent with the expectations and can be interpreted as another evi-
dence providing support for the intergroup activities such as the use of internal capi-
tal/money markets. So, WCM seems to be more important for unaffiliated firms.

The results also suggest that the impact of CCC and its components on firm per-
formance is stronger for the accounting measure of performance than for the market
measure of performance. This fact raises the possibility that the market either does
not place much value on improved operational efficiency or misprices the fact which
is a new insight that deserves further research as well.
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