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ABSTRACT

Working capital management is a critical component of financial management that directly influences a firm’s liquidity,
operational efficiency, and profitability. In capital-intensive industries such as steel, effective management of short-term
assets and liabilities becomes essential due to the substantial investment involved in inventory, receivables, and
production processes. This study focuses on analyzing the impact of working capital management on the profitability of
Tata Steel Ltd., one of the leading steel manufacturers operating in a highly competitive and dynamic business
environment.

The study is based on secondary data collected from the company’s annual reports and financial databases over a selected
period. It adopts an analytical research design and utilizes various financial and statistical tools, including ratio analysis,
descriptive statistics, paired sample t-test, one sample t-test, Pearson’s correlation, and linear regression analysis. The
analysis is carried out using JASP to examine the relationship between working capital components—such as inventory,
trade receivables, and trade payables—and profitability indicators like net profit margin, return on assets (ROA), and
return on capital employed (ROCE).

The study concludes that efficient working capital management plays a vital role in enhancing profitability and ensuring
financial stability. Although Tata Steel Ltd. demonstrates operational strength and maintains a structured financial
system, there is significant scope for improving the efficiency of working capital utilization. By adopting effective
strategies for managing inventory, receivables, and payables, and by maintaining an optimal balance between liquidity
and profitability, the company can improve its financial performance and achieve sustainable growth. Overall, the study
provides valuable insights for financial managers, investors, and researchers in understanding the practical implications
of working capital management in a capital-intensive industry.
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INTRODUCTION

In the contemporary business environment, financial management has emerged as a crucial determinant of organizational
success, particularly in industries characterized by high capital intensity and operational complexity. Among the various
aspects of financial management, working capital management holds a central position as it directly influences a firm’s
liquidity, operational efficiency, and profitability. Working capital, defined as the difference between current assets and
current liabilities, represents the short-term financial strength of a company and plays a vital role in ensuring
uninterrupted business operations.

Effective working capital management involves the optimal utilization of key components such as inventory, trade
receivables, and trade payables. These elements are closely interrelated and require careful monitoring to maintain a
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balance between liquidity and profitability. Excess investment in working capital may lead to idle funds and reduced
returns, while inadequate working capital can result in liquidity shortages, operational disruptions, and increased
financial risk. Therefore, achieving an optimal level of working capital is essential for sustaining business performance
and enhancing shareholder value.

In capital-intensive industries such as steel manufacturing, the importance of working capital management becomes
even more significant. These industries require substantial investment in raw materials, production processes, and
inventory, along with extended credit periods for customers. As a result, a large portion of funds remains tied up in
current assets, making efficient management of working capital a critical factor in determining financial performance.
The cyclical nature of the steel industry, coupled with fluctuations in raw material prices and global demand, further
adds to the complexity of managing short-term finances.

Tata Steel Ltd., one of the leading steel manufacturers in India and globally, provides an appropriate context for analysing
the relationship between working capital management and profitability. The company operates on a large scale with
diversified operations across multiple regions, making it essential to maintain efficient financial practices. Its
performance is influenced not only by market conditions but also by its ability to manage working capital effectively.
The company’s significant investment in inventory, receivables, and payables makes it an ideal case for studying the
impact of working capital management on profitability.

The relationship between working capital management and profitability has been widely discussed in financial literature,
with varying conclusions. While some studies suggest that efficient working capital management enhances profitability
by improving cash flow and reducing costs, others indicate that the relationship may not always be direct due to the
influence of external factors. This highlights the need for a detailed and company-specific analysis to understand the
practical implications of working capital management.

In this context, the present study aims to examine the impact of working capital management on the profitability of Tata
Steel Ltd. by analysing its financial performance over a selected period. The study focuses on key working capital
indicators such as inventory turnover, receivables turnover, payables turnover, and the cash conversion cycle, along with
profitability measures like net profit margin, return on assets (ROA), and return on capital employed (ROCE).

In conclusion, the study integrates theoretical concepts with empirical analysis to provide a comprehensive
understanding of the role of working capital management in influencing profitability. By focusing on Tata Steel Ltd., the
research contributes to both academic knowledge and practical financial decision-making, thereby emphasizing the
strategic importance of efficient working capital management in ensuring financial stability and sustainable growth.

OBJECTIVES OF THE STUDY

PRIMARYOBJECTIVE
To analyse the impact of working capital management on the profitability of Tata Steel Ltd.

SECONDARY OBJECTIVES

e To analyse the relationship between working capital indicators (like inventory turnover ratio, debtor turnover ratio,
creditor turnover ratio, and cash conversion cycle) and profitability measures.

¢ To evaluate the liquidity position of the company and its effect on overall financial performance.
¢ To study the trends in working capital management of Tata Steel Ltd. over a specific period.

o To assess the company’s ability to maintain an optimal balance between liquidity and profitability.
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REVIEW OF LITERATURE

Shin and Soenen (1998) conducted a study that examined how working capital management affects the profitability of
U.S. firms through their research of multiple companies. The study introduced the concept of net trade cycle as a
comprehensive measure of working capital management efficiency.

Garg and Grover (2023) investigated the impact of working capital management on profitability of Indian steel sector
firms. The study used panel data from BSE Dollex steel companies for the period 2011-2020. Variables such as inventory
conversion period, cash conversion cycle, and accounts payable period were examined.

Bhuiya and Bhunia (2026) studied how Indian steel companies manage their working capital which affects their stock
market returns. The study showed that efficient management of short-term financial resources directly impacts how well
a company performs its business operations. The team used financial ratios which measure working capital to evaluate
how effective the company operations worked.

Jaworski and Czerwonka (2024) conducted a meta-analysis examining the relationship between working capital
management and profitability across various industries. The study reviewed more than forty empirical studies conducted
between 2003 and 2018. The analysis focused on operating cycle components such as inventory turnover, receivable
period, and payable period.

Singh and Kaur (2017) studied how working capital management affects Indian manufacturing companies' ability to
generate profits. The research utilized financial information from multiple firms which spanned a twelve-year timeframe.
The researchers applied correlation and regression analysis as their statistical methods to conduct data analysis.

RESEARCH METHODOLOGY
Research Design

This study adopts an analytical research design, as it focuses on examining the relationship between working capital
management and profitability. It is based on a case study approach, where Tata Steel Ltd. is selected for in-depth analysis.
The study is also quantitative in nature.

Collection of data:

This study is based on secondary data only. The secondary data has been selected from various journals, books, website,
etc.

Variables of the Study:

o Independent Variables: Current Assets, Current Liabilities, Inventory, Trade Receivables, Trade Payables, Net
Working Capital, Working Capital Ratio, Cash Conversion Cycle

e Dependent Variables: Net Profit Margin, Return on Assets (ROA), Return on Capital Employed (ROCE)
Period of the study:

The period of the study taken for the analysis is ten years 2020 to 2025. The last 5 financial years has been chosen.
Sampling Design:

The study uses a case study method, where a single company is selected for in-depth analysis. Therefore, instead of
selecting a sample from a population, the entire financial data of Tata Steel Ltd. relevant to the study is considered.

Tools for analysis:

The data analysis in this study is carried out using JASP, along with financial analysis techniques to examine the
relationship between working capital management and profitability of Tata Steel Ltd.
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JASP Software: Used for performing statistical tests such as descriptive statistics, paired sample t-test, one sample t-
test, correlation, and regression analysis.

Analysis & Discussion
Paired Sample T-Test

The paired sample t-test is used to compare two related variables to determine whether there is a significant difference
between them. It helps in analysing changes or relationships within the same dataset over a period. This test is useful in
evaluating the balance between financial components.

\Paired Samples T-Test

Measure 1 Measure 2 t Df p

Current Assets Current Liabilities -0.678 5 528

INote. Student's t-test.

Interpretation

The paired sample t-test comparing current assets and current liabilities shows a p-value of 0.528, which is greater than
the significance level of 0.05. This indicates that there is no significant difference between current assets and current
liabilities over the study period. It suggests that Tata Steel Ltd. has maintained a relatively balanced working capital
position, although not necessarily at an optimal level. The absence of a significant difference implies that liquidity
management has been consistent but may require improvement for enhanced efficiency.

One Sample T-Test

The one sample t-test is used to determine whether the mean of a single variable differs significantly from a specified
value. It helps in assessing the importance and impact of individual variables. This analysis is useful for identifying
significant components within working capital.

One Sample T-Test
t Df p
Inventory 7.620 5 <.001
Trade Receivables 6.083 5 .002
Trade Payables 8.982 5 <.001
Note. For the Student t-test, the alternative hypothesis specifies that the mean is different from 0.
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One Sample T-Test

Note. Student's t-test.

Interpretation

The one sample t-test evaluates whether the mean values of inventory, trade receivables, and trade payables differ
significantly from a specified benchmark. The results indicate that all three variables are statistically significant, as their
p-values are less than 0.05. This highlights that these components play a crucial role in determining the working capital
structure of Tata Steel Ltd.

Pearson’s Correlation

Pearson’s correlation is used to measure the strength and direction of the linear relationship between two variables. It
indicates how changes in one variable are associated with changes in another. This analysis helps in understanding the
interrelationship between financial indicators.

Pearson's r p
Net Working Capital cycle (in days) Raw materials turnover ratio -0.276 .596
Net Working Capital cycle (in days) Finished Goods Turnover Ratio 0.007 989
Raw materials turnover ratio Finished Goods Turnover Ratio 0.921 .009

Interpretation

The correlation analysis examines the relationship between various working capital indicators. The results show a weak
negative correlation between the net working capital cycle and raw material turnover ratio, indicating that higher
turnover may slightly reduce the working capital cycle, although the relationship is not statistically significant. Similarly,
the relationship between the working capital cycle and finished goods turnover ratio is negligible, suggesting no
meaningful association.

Linear Regression

Linear regression is used to analyse the relationship between a dependent variable and one or more independent
variables. It helps in predicting the impact of one variable on another. This analysis is useful for understanding how
financial factors influence overall performance.
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Model Summary - Revenue
Model R R? Adjusted R? RMSE R? Change dfl df2 p
Mo 0.000 0.000 0.000 45520 0.000 0 5
M: 0.532 0.283 0.104 43090 0.283 1 4 277
Note. M includes Operating Profit (EBITDA)
ANOVA
Model Sum of Squares df Mean Square F p
M, Regression 2.933x10" 1 2.933x10" 1.579 277

Residual 7.427x10%° 4 1.857x10"
Total 1.036x10*1° 5

Note. M includes Operating Profit (EBITDA)

Note. The intercept model is omitted, as no meaningful information can be shown.

Coefficients

. Standard .
Model Unstandardized andat Standardized? t p
Error
Mo (Intercept) 205200 18580 11.04 <.001
M (Intercept) 156900 42310 3.707 .021
Operating Profit
1.498 1.192 0.532 1.257 277

(EBITDA)

Standardized coefficients can only be computed for continuous predictors.

Interpretation

The linear regression analysis is conducted to examine the impact of operating profit (EBITDA) on revenue. The R?
value indicates that a portion of the variation in revenue is explained by operating profit. However, the p-value is greater

than 0.05, indicating that the relationship is not statistically significant. This suggests that operating profit alone does

not have a strong predictive power over revenue.

© Author(s). This work is peer-reviewed, openly published, and permanently archived
This article is openly accessible and reusable with proper attribution.
https://ijsmt.org/ , Email: editor@ijsmt.org



https://ijsmt.org/
mailto:editor@ijsmt.org

Volume 02 Issue 03 March-2026 | ISSN: 3108-1762 (Online) | Impact Factor: 3.8
Ny An International, Peer-Reviewed, Open Access Scholarly Journal Indexed in recognized academic databases

fjﬁ International Journal of Science, Strategic Management and Technology opEns AccEss
1

Findings

e Tata Steel Ltd. maintains a relatively balanced working capital position, as current assets and current liabilities do
not show a significant difference.

e The company operates with a tight liquidity position, as the working capital ratio remains below the ideal level in
most years.

e Correlation analysis shows a strong positive relationship between raw material turnover and finished goods turnover,
indicating efficient production linkage.

e However, there is no strong relationship between working capital cycle and turnover ratios, suggesting inefficiencies
in converting resources into cash.

e Regression analysis indicates that operating profit does not significantly influence revenue, implying that other
external and internal factors also play a major role.

e Net working capital shows moderate fluctuations, indicating inconsistency in maintaining liquidity over the study
period.

e The inventory level is significantly high, which implies that a large portion of funds is blocked in stock, increasing
holding costs.

e The normality test confirms that most variables are normally distributed, ensuring that the statistical tools used are
reliable and valid.

e The paired t-test result shows that the company maintains equilibrium between current assets and liabilities, but not
necessarily at an optimal level.

e The one-sample t-test highlights that working capital components significantly influence financial performance,
emphasizing their importance in decision-making.

e The weak correlation between the working capital cycle and turnover ratios suggests inefficiency in converting
operational activities into cash flows.

e The strong positive relationship between raw material turnover and finished goods turnover indicates efficient
production and inventory flow management.

e The regression results reveal that operating profit alone is not sufficient to explain revenue changes, implying the
influence of external factors like market demand and pricing.

e Profitability ratios show high volatility, indicating that the company’s earnings are unstable and influenced by
changing economic conditions.

e The negative profitability in one of the years reflects financial stress or adverse market conditions, highlighting
vulnerability to external shocks.

Suggestions

¢ The company should focus on improving liquidity position by maintaining an optimal level of current assets over
current liabilities.

o Effective inventory management techniques such as just-in-time (JIT) should be adopted to reduce holding costs and
avoid excess stock.

o The firm should strengthen its receivables management system by reducing credit periods and improving collection
efficiency.

e Proper payables management should be maintained to balance liquidity without affecting supplier relationships.

o The company should aim to reduce the cash conversion cycle, which will improve cash flow and operational
efficiency.

o It isimportant to adopt cost control measures to improve profitability, especially during periods of declining margins.
o The company should diversify its strategies to reduce dependency on market fluctuations and stabilize financial
performance.

¢ Advanced financial planning and forecasting techniques should be implemented to enhance decision-making.
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e The management should focus on maintaining a balance between liquidity and profitability to ensure long-term
sustainability.

Conclusion

The present study on the impact of working capital management on the profitability of Tata Steel Ltd. highlights the
critical role played by short-term financial management in determining the overall performance of a large, capital-
intensive organization. The analysis of financial data over the selected period reveals that working capital management
is not merely a routine financial function but a strategic tool that directly influences liquidity, operational efficiency, and
profitability. The study establishes that key components of working capital—such as inventory, trade receivables, and
trade payables—have a significant effect on the company’s financial structure and performance.

The findings indicate that Tata Steel Ltd. maintains a relatively balanced working capital position, as evidenced by the
absence of a significant difference between current assets and current liabilities. However, the company operates with a
tight liquidity margin, which may expose it to short-term financial risks during periods of economic uncertainty. The
working capital ratios and descriptive analysis suggest that although the company has a stable financial base, there are
fluctuations in net working capital and efficiency levels. This reflects the challenges of managing short-term resources
in a dynamic and cyclical industry like steel.

The profitability analysis further reveals that the company’s financial performance is highly volatile, with periods of
strong profitability followed by sharp declines and partial recovery. This volatility indicates that profitability is
influenced not only by internal financial management but also by external factors such as market demand, raw material
prices, and global economic conditions. The correlation and regression analyses support this observation by showing
that the relationships between working capital variables and profitability are not always strong or consistent. In
particular, the regression results suggest that operating profit alone does not significantly explain variations in revenue,
highlighting the complexity of financial performance in large-scale manufacturing firms.

Moreover, the study emphasizes that efficient working capital management is essential for improving cash flow and
enhancing operational efficiency. The significant role of inventory and receivables indicates that better control over these
components can lead to improved liquidity and reduced financial risk. At the same time, effective management of
payables can help optimize cash outflows without affecting supplier relationships. The findings also suggest that a longer
working capital cycle may delay cash realization, thereby affecting the firm’s ability to reinvest and grow.

In conclusion, the study demonstrates that while Tata Steel Ltd. has a well-established operational and financial
framework, there is considerable scope for enhancing the efficiency of its working capital management practices. By
adopting more proactive strategies, improving coordination between financial and operational functions, and focusing
on optimal resource utilization, the company can achieve a better balance between liquidity and profitability. Ultimately,
effective working capital management will not only strengthen the company’s financial position but also contribute to
its long-term sustainability and competitive advantage in the global steel industry.
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