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Abstract

This doctoral dissertation examines the impact of Working Capital Management Efficiency
(WCME) on firm value, with a novel focus on the mediating role of financial distress, using
empirical evidence from companies listed on the Palestine Exchange (PEX) during the
period 2012-2022. The study is grounded in the understanding that efficient working
capital management is essential for enhancing liquidity, profitability, and long-term firm
sustainability, particularly in emerging and economically volatile markets such as Palestine.
The research employs the Net Trade Cycle (NTC) as the primary measure of WCME,
disaggregated into Inventory On-Hand Days (IOD), Sales Outstanding Days (SOD), and
Payables Outstanding Days (POD). The firm value is measured using Tobin’s Q ratio. The
sample includes non-financial publicly listed firms across various sectors, excluding banks
and insurance companies due to their distinct capital structures and regulatory
environments.

A central contribution of this study lies in its original investigation of financial distress as a
mediating variable, a dimension largely overlooked in prior regional studies. Financial
distress is operationalized using accounting-based indicators and integrated into the
analytical framework to assess how it influences, and is influenced by, the WCME—firm
value relationship. The study also explores the moderating effect of industry type,
recognizing sectoral heterogeneity in working capital dynamics.

The research methodology is based on panel data regression techniques, including
mediation and moderation analysis, applied to a longitudinal dataset spanning eleven years.
Results demonstrate a significant negative association between NTC and firm value,
confirming that shorter working capital cycles improve financial performance. Moreover,
financial distress is found to significantly mediate this relationship, amplifying the adverse
effects of inefficient working capital practices, particularly during periods of economic
instability.

This dissertation contributes theoretically by extending corporate finance models through
the integration of financial distress into the WCME framework. Practically, it offers
actionable insights for financial managers and policymakers seeking to optimize liquidity,
prevent insolvency, and enhance firm value under constrained and uncertain economic
conditions. The findings underscore the strategic importance of proactive working capital
policies in mitigating financial vulnerability in fragile markets.

Keywords: Working Capital Management Efficiency, Firm Value, Financial Distress, Net
Trade Cycle, Palestine Exchange.
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Chapter 1: Introduction

1.1 General Introduction

Working capital management (WCM) is acknowledged to be the life-giving force or the
heart of an economic organization. It symbolizes an important piece of corporate
finance which in turn will not only dictate the operational efficiency of a business but
also its net worth as well. Good working capital management goes beyond operational
efficiencys; it is essential for both the long-term survival and growth of a business. The
efficiency of working capital is very much important for the success of any enterprise as
stated by Mukhopadhyay (2004) and effective working capital management is a pre-
requisite for the prosperity of an enterprise, as pointed out by Sulaiman and Shanak
(2023). The same thought as previously illustrated by Dhole et al. (2019), characterized

improving working capital as one of the seven drivers for shareholder value.

Investing in working capital is different from capital expenditure. This is unlike fixed
assets, which have measurable returns, such as return on investment (ROI). Higher
working capital investments do not automatically lead to an equivalent rise in return.
This difference highlighted by Afrifa et al. (2015) who state that successful working
capital management can deliver substantial financial advantages such as improved
liquidity and greater profits. The same is the case of corporate finance, which makes
working capital management a core concern in the corporate sphere especially when it
comes to ensuring not just the survival of firms but also value creation for shareholders

(Vijayakumaran, 2019).

The emphasis of working capital management efficiency (WCME) is highlighted by the
frequency with which it appears on surveys of financial managers and executives.
According toMian and Smith (1992), with fixed capital, working capital is critical for
the survival and continuation of business enterprises. Working capital must be
continuously measured and monitored by financial managers to guarantee that the short-
term obligations of a business are met while fulfilling its long-term goals. Smith (1978),

Berryman (1983), and after that Dunn and Cheatham (1993) stress the importance of
1



working capital management efficiency and suggest that inefficient handling of working
capital, along with insufficient liquidity, is a significant component in firm failure,

especially for small firms.

Working Capital Management efficiency is important in the global competitive
landscape in which every business strives for sustainability. Effective working capital
management can help to avoid liquidity risks and challenge the financial distress that
Aktas et al. (2015), Vijayakumaran (2019), and Meliani and Henny (2021) have noted
potentially lead to a downturn in the performance of a firm's stability and growth.
Efficient management of financial distress can help mitigate the adverse effects and

restore the firm value, and sustain growth during challenging economic conditions.

Working capital, the lifeblood of an enterprise, is defined as the difference between
current assets and current liabilities, which suggests an efficient management is
required to manage this type of capital. The main measurement of working capital
management efficiency is the net trade cycle (NTC) that measure the company working
capital efficiency by indicating how effectively a firm manages its short-term assets and
liabilities to support daily operations (Vijayakumaran, 2019), this study uses net trade
cycle as a key indicator to evaluate how efficient working capital management can

influence firm value.

Net trade cycle (NTC) is calculated by analyzing three main components: inventories
on-hand days (IOD), sales outstanding days (SOD), and payables outstanding days
(POD). Inventory on-hand days reflect the duration inventory is held before being sold,
while Sales outstanding days measure the average time a firm takes to collect
receivables from customers, and Payables outstanding days indicate the period a
company takes to pay its suppliers. A shorter net trade cycle generally signifies higher
efficiency in working capital management, as it implies quicker cash conversion. As
Padachi (2006) puts it, we are not only talking about managing cash, accounts
receivables, and inventory, but also calling the attention of the managers and decision

makers to ensure that their accounts payable are strategically arranged for the



optimization of cash flow.

The growing realization that effective working capital management is directly
associated with shareholder value will become equally important as shareholders
continue to demand higher returns and as firms need to attract these investors by

exhibiting a track record of efficiently managing their resources.

However, the significance of external forces on working capital management cannot be
neglected. The way that firms go about managing working capital is an important part
of their decision making, which can be influenced by economic conditions, market
dynamics, and regulatory environments. In Recap, working capital administration
certainly is the soul of corporate finance, and the relationship between working capital
and firm value highlights the significance for financial managers to emphasize efficient
working capital strategies, avoid financial distress, the firm profitability to protect

shareholder value.

The aim of this study is to focus on the interaction between working capital efficiency
and firm value in the Palestinian market. It is hoped that this study will add new
knowledge to the related working capital management efficiency literature, particularly
in the Palestinian firms’ environment, as they have their unique financial context, which

presents an opportunity and a potential challenge for both managers and researchers.

1.2 Importance of the Study

Although the importance of working capital management efficiency (WCME) to a
firm’s value has long been widely recognized, the empirical literature using firm-level
data is far from mature in this regard. This is especially the case in regionalized
contexts such as Palestine where idiosyncratic economic and political history can have
profound effects on firm behavior. Most financial experts agree that efficient working
capital management can lead to increased firm value. Yet a striking lacuna in the
empirical work exploring this relationship is the lack of studies that have examined it

among Palestinian firms. This gap is important to address, given that this can provide a

3



more comprehensive insight into the working capital management efficiency across

different settings.

As the market is the mirror of the economy, the Palestinian economic environment is
marked by several distinct challenges, such as instability in the broad economy, small
market size, and external political constraints on business operations. In this regard,
similar conditions require researchers critically analyze how such an environment
impacts working capital management practices. To do so, firms need to understand
how these factors interact with working capital management to overcome the financial
distress and therefore develop well-informed strategies that can help improve firm

performance and value.

The current study is expected to address this gap by providing empirical evidence of the
impact of working capital management on firm value in Palestine using the net trade
cycle measurement and its component, in the context of financial distress. Through its
specific focus on this area of the world, the research intends to contribute to one part of
the broader domain of corporate finance. Previous studies generally incorporate
homogenized findings across regions like Palestine, which overlook potential
constraints due to conflicting environments. The study examines this relationship within
a specific context, which makes the investigation of value-adding capacities more
meaningful and supplements extant literature, and also provides practical implications

to business practitioners operating in similar environments.

The study of the interplay between working capital and firm value holds important
lessons for practitioners as well as policymakers. Understanding the significance of
effective working capital control will impact business managers in designing strategic
management processes. In a time like this, if firms focus on altering working capital
management efficiency and improving it, it can substantially benefit them for the
betterment of their financial health in the long term, which would correspondingly mean
good news for the economy. In addition, the evidence of this study can be leveraged by

policymakers to establish a conducive environment for productive working capital



management efficiency practices, to assist businesses in getting access to funding more

easily, which makes it easier for them to manage their working capital efficiently.

This study has implications for working capital management efficiency and financial
distress, and thus it contributes to the literature in these fields. The research is the first
to consider this type of variable in a study of corporate finance, and by focusing on an
area that has received little attention, it provides a fresh angle that could prove useful
for further development in corporate finance studies. It invites more reflection about the
implications of local features in financial practices and gears future research towards a
multi-facet study of working capital management. Additionally, the results of the
present study should be used as a background for future research that may investigate

unique determinants of working capital practices.

This study is important to consider in the context of examining or determining a
relationship between working capital management efficiency and firm value within the
Palestinian economy. This research, which fills an important empirical gap and deals
specifically with the peculiar characteristics of Palestinian firms, is expected to provide
two main contributions: for academicians and for practitioners. As businesses continue
to work through the challenges of a more complex environment, the results from this
study can be a key resource for practitioners looking to improve their working capital
strategy and for policymakers seeking to build better economic conditions. The research
will be an entry into the wider conversation on optimal financial management strategies,

particularly WCM, framed within a prolonged state of economic adversity.

1.3 Problem Statement

While there is extensive literature that focuses on the direct effect of working capital management
efficiency (WCME) on firm value, scant attention has been paid to investigating the constructs
within regional settings such as Palestine. According to Aktas et al. (2015), Dhole et al. (2019),
and Vijayakumaran (2019), poor working capital management quality significantly reduces the
overall value of firms. Unfortunately, the theoretical knowledge about the working capital

management efficiency concept is larger than justthe operational implementation of it as many



companies are not that fortunate enough to practice efficient WCM, and although there is a
general lack of knowledge among managers, it remains to be seen how much value can be
attributed to education, awareness and training at all towards good working capital management

efficiency practices.

The challenge is even more salient when focusing on the case of Palestinian firms, which are
characterized by a difficult economic and political situation, making it important to understand
the managerial accounts about working capital efficiencyimpacton the firm value. The literature
provides evidence of the potentially negative consequences of poor working capital management,
suggesting that it can generate fluctuations in cash flows that impair daily business functioning
and increase the risk of financial instabilities and financial distress. Furthermore, a decoupling of
financial performance (i.e., strong sales numbers and weak receivables management) can be
misleading to investors and serve to drive down stock price, destroying shareholder value

(Kieschnick et al., 2013; Aktas et al., 2015).

This study suggests that it is essential to investigate working capital management efficiency with
a unique conceptual background of Palestinian Firms since only theoretical basis will not be
enough, the research is aimed to bridge the gap between theory and practiceby examining how
effective working capital management effect on firm value in Palestine inin the presence of

financial distress condition.

This study contributes to the extant literature that remains inconclusive with regard to the
criticality of working capital management efficiency by providing evidence on whether and how

significant this is for financial performance among Palestinian firms.

1.4 Research Objectives

There is one main objective and several sub-objectives of this study as follows:

1.4.1 Main Objective

The main objective of this study is to examine the relationship between working capital
management efficiency and firm value in the Palestinian market. This is quite an
important objective that needs to be focused on to define the fine lines on which

managing working capital could result in either an increase or decrease in the value of a



firm. Systematically analyzing this relationship, the research is attempting to provide
policy implications relevant to both for practitioners and academics in the area of
working capital management efficiency. The study results should also meet some of the
information needs of managers and decision makers in allocating the optimal amount of
capital to fund working capital. This study is also expected to extend the academic
literature by providing a better understanding of working capital dynamics that can be
applied in another region, enhancing developments and validating theoretical

contributions regarding working capital. Therefore, the main objective of the study is:

To examine how working capital management efficiency influences firm value

among Palestinian firms.

1.4.2 Sub-Objectives

In addition to the overarching purpose, and to explain the secondary objectives that
underpin the work, this study pursues each of the net trade cycle dimensions as a
measurement of Working Capital Management efficiency and its effect on the Firm

Value:

1. To find out how Inventory on-hand days affect the value of the firm.

This sub-objective is aimed at examining how the number of days that inventory is held
prior to being sold affects a firm's value. Reducing holding costs is crucial to
profitability, as is avoiding stockouts; both can be addressed through efficient inventory
management. Past studies’ results suggest that knowing the relation between inventory
on-hand days and firm value offers an opportunity for firms to improve their inventory

practices in order to benefit financially.

2. To measure the impact of sales outstanding days on firm value

This sub-objective is to study the time taken by the firm to receive money from its
customers for sales they have made. The sales outstanding days, or accounts receivable

days, reflect how high-quality a firm's credit and collection policies are. Higher
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collection rate will also help to reduce the collection period, which brings in better cash
flow that is important for running operations, meeting liquidity requirements, and
investment opportunities. The study aims to elucidate how significant it is for the value

of the firm to have an effective receivables management.

3. To investigate the impact of payables outstanding days on firm value

This sub-objective shows how quickly a company pays its suppliers. Proper payables
management can help firms keep cash in the business for a longer period, which will
improve their liquidity overall. But paying too late can also damage suppliers’
relationships. An approximation of how payables outstanding days affect firm value
will guide management on how to balance having good relations with their suppliers

with needing working capital efficiency.

4. To ascertain the effect of working capital management efficiency on financial

performance in the presence of financial distress.

One of the sub-objectives of this study is to investigate the impact of working capital
management efficiency on the firm performance of Palestinian listed firms, with a
specific focus on the mediating role of financial distress. The study investigates how
efficient working capital management influences the firm value, and how financial
distress acts as a mediator in this relationship. It becomes important to understand how
working capital management efficiency can assist in reducing the adverse effects of
financial distress, mainly for firms that face difficulties regarding their liquidity and
solvency. This study seeks to provide insights and strategies for improving the firms’
financial performance by optimizing working capital management efficiency, with a
particular emphasis on how financial distress can either increase or decrease these

effects.

5. To investigate the impact of working capital efficiency on firm value according

to industry type.



Each industry has its own unique and different characteristics, as well as a set of
challenges when it comes to working capital management. Broadly, this sub-objective
seeks to understand why the effect of working capital efficiency on a firm’s value may
differs across industry sectors. By examining the influence of industry type on this
relationship, the study will provide customized insights that could help firms in
designing industry-specific working capital strategies and consequently pave the way
towards better financial performance. This will enable the research to provide a
significant contribution to the current finance literature, both in terms of answering the
main and sub-objectives while offering pragmatic suggestions for real-world

applications by practitioners in finance.

This study aligns the study objectives with the theoretical frameworks of the study, such
as the trade-off theory, agency theory, resource-based view, and pecking order theory,

ensuring a solid foundation to develop the hypothesis.

1.5 Research Questions

The objectives of working capital management are established to maintain an optimal
level of working capital that maximizes shareholder wealth, It is thus vital for
Palestinian firms to appraise the influence of working capital management efficiency on
firm value. This is an important question due to the peculiar commodity structure of the
Palestinian economy and a number of external and internal constraints that may impede
effective financial management. The researcher hopes this study will enlighten
policymakers, firm managers, and financial managers on how the working capital

management efficiency practice in Palestinian firms impacts firm value variations.

Working capital management efficiency is a complex issue, and based on the outlined
objectives, this section will address the specific research questions for this study in line

with the study's main and sub-objectives, which would be;



1.5.1 Main Research Question

How does working capital management efficiency influence the Palestinian firm

value?

1.5.2 Sub-Questions

1.What is the effect of inventory on-hand days on firm value?

That is how does the duration of inventory holding impact a firm’s profitability and

overall value?

2. How does the period of sales outstanding days impact firm value?

In what ways dothe time taken to collect sales revenue from receivablesaffect a firm's

liquidity and operational efficiencyand therefore its value?

3. What role does payables outstanding days play in influencing firm value?

How does the timing of payments to suppliers influence liquidity, supplier relations,

and ultimately firm value?

4. What is the impact of working capital management efficiency on financial

performance under financial distress?

How does efficient working capital management contribute to firm performance in

financially distressed firms, and how does financial distress mediate this relationship?

5. How does industry type affect the relationship between working

capitalmanagementefficiency and firm value?

How do industry-specific characteristics alter the impact of working capital
management efficiency on firm value, and what industry-specific strategies might

optimize working capital management?
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1.6 Significance of the Study

This study is expected to add significantly to the extant literature by offering new
empirical data on the impact of working capital management efficiency on firm value in

the Palestinian environment.

1.6.1 Theoretical Significance

This study should significantly enrich the literature on the working capital management
efficiency and its impact on the firm value, particularly in the context of financial
distress and the Palestinian emerging markets. Given the scarcity of studies in this area,
the study offers valuable insights into how the working capital management efficiency
components — inventory turnover, accounts receivable, and accounts payable —
influence firm performance, liquidity, and operational efficiency. It also contributes to
discussions on the applicability of conventional financial theories in markets with

unique economic constraints, paving the way for future studies in this field.

1.6.2 Practical Significance

The study holds substantial practical significance by providing relevant
recommendations for policymakers and the financial managers in Palestine. It guides
managers to enhance liquidity, improve cash flows, and increase firm value through
optimized working capital management efficiency. Additionally, thisstudy informs
policymakers on enhancingan economic environment that supports best practices in
working capital management efficiency, such as inventory optimization, efficient
receivablescollection, and strategic payment management, thereby improving firms'
competitiveness and sustainable growth, and helpmanagers to avoid the financial

distress.

1.7 Hypotheses of the Study

The existing literatures and empirical researchsuggest that the net trade cycle provides

at least some insight into the financial outcomes of firms from implementing more
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efficient working capital management. The literature also suggests that firms with a
shorter cash net trade cycle manage its” working capital better than other firms, and that
their financial performance is also likely to be better, and have a higher intangible value

in the market (Shin & Soenen 1998; Arachchi et al., 2017).

The net trade cycle is a key metric used to measure the efficiency of working capital
management (Vijayakumaran, 2019). It represents how long it takes for the business
from when cash is invested in inventory until cash receipts from sales are received. A
net trade cycle which is shorter means a firm can turn its investments in inventory back
to cash quicker, increasing liquidity and reducing capital tied up in operational
activities. In this regard, companies that demonstrate a mastery of working capital
management will be in much better positions to effectivel