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Working capital management, corporate performance,

and financial constraints
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5.Conclusions

The aim of this paper is to provide empirical evidence for the relation
between working capital and corporate performance. Although few studies
empirically examine whether there is an association between investment in
working capital and firm value, the idea that working capital management
influences firm value enjoys widespread accep-tance. We use a panel data
model and employ the GMM method of estimation, which allows us to control
for unobservable heterogeneity and for potential endogeneity problems.

In contrast to previous findings, our main contribution here is to study the
functional form of the above-mentioned relation. This anal-ysis, which the
literature has not considered previously, reveals that there is an inverted U-
shaped relation between working capital and corporate performance, which
implies that there exists an optimal level of investment in working capital
that balances costs and benefits and maximizes a firm's performance.
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