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Abstract: This study examined the cash conversion cycle 

(CCC) as a liquidity indicator of the Consumer products 

and Industrial Products companies in Malaysia and tries to 

establish its relationship with the current and the quick 

ratios, with its component variables, and investigates the 

implications of the CCC in terms of profitability, Indebtness 

and firm size. Therefore, five hypotheses are formed to 

investigate the contemporary liquidity measure of the CCC. 

 The data covering the period of 2009-2011, 130 of firms whose 

Stocks are listed on the Bursa Malaysia Stock Exchange. The 

companies selected on the random basis from the Consumer 

products and Industrial Products companies of Malaysia, 

which is a representative sector of the Malaysian industry 

as a whole and a very crucial industry for the whole 

economy, with rapid growth and expansion domestically and 

internationally. The methodology that was followed included 

correlation analysis, as well as t-tests of two independent 

sample means.  

The results indicated that there is a significant positive 

relationship between the cash conversion cycle and the 

traditional liquidity measures of current and quick ratios 

except 2010 Industrial products companies negatively 

correlated for cash conversion cycle and quick ratio. The 

cash conversion cycle was positively related to the net profit 

margin, except 2009 and 2011 Consumer products 

companies negatively correlated for cash conversion cycle 

and net profit margin. The cash conversion cycle was 

positively related to the return on assets, except 2009 

Consumer products and 2010 Industrial products 

companies negatively correlated for cash conversion cycle 

and the return on assets. The cash conversion cycle was 

negatively related to leverage ratios, except 2010 Consumer 

products, CCC- TIE and 2009, 2010 CCC-DR and CCC-

TIE Industrial products companies positively correlated for 

cash conversion cycle and leverage ratios.  

On the other hand, the current and quick ratios had 

negative relationship with the debt to equity ratio, and a 

positive one with the times interest earned ratio, except 

2010 CR-TIE and 2010, 2011 QR-TIE Consumer products  

negatively correlated for current and quick ratios and the 

times interest earned ratio. Finally, there is no difference 

between the current and quick ratios of large and small firms.  

 

1. INTRODUCTION 

 

Working capital management (WCM) and liquidity 

management hold a significant position among the 

financial decisions because these affect the firm’s 

profitability, risk and its market value. Researchers 

have studied working capital management in 

different areas and in different ways, as several 

studies have been conducted on the relationships 

among the inventory management, account 

receivables, accounts payable and the cash 

conversion cycle.  Cash conversion cycle (CCC) have 

three main components receivable conversion period, 

payment deferral period and the inventory conversion 

period. The firms always attempt to works to seek the 

most suitable combination of these variables so that 

the firm’s liquidity is kept intact as well as the firm’s 

profitability is also ensured at its optimal level. The 

CCC length relates to the number of days the cash 

resources are tied up in the working capital 

components. A larger CCC turn over definitely 

results in the unprofitable use of the firm’s resources 

and eventually it can hurt the firm’s profitability. The 

firms usually set appropriate policies of collection 

and discounts of the accounts receivables and 

resultantly these policies have much to do with the 

firm’s profitability. The firms have to make a very 

appropriate choice between the CCC length and 

offering discounts to their customer. On the other 

side of the credit payments, the firms have to ensure 

their adequate solvency as well as to delay the time 

period   for the payment towards   their creditors and 

the suppliers for the items and materials purchased on 

credit. 

 

1.1 Background of the study: 

 

Malaysian firms have evolved in a different 

economic and political environment than US firms 

and it is expected for them to have some different 

financial characteristics. Some differences might be 

explained by the differences in the capital markets 

that the companies have access to, by different 

management's view towards risk, by different growth 

demands placed upon a Malaysian company versus a 

US one, by different cultural factors, etc. Therefore, 

it will be interesting and useful information the 

relationship between various liquidity indicators and 
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their implications for the working capital 

management of Malaysian businesses, in view of the 

transitional stage of the Malaysian economy. 

 

1.2: Problem statement: 

The statement of the problem to be analyzed is:  Are 

the firm size and profitability affected by the cash 

conversion cycle time period? 

 

1.3: Purpose of the study: 

 

The purpose of this study is to examine the cash 

conversion cycle as an indicator of the Company’s 

liquidity, to determine the relationship of the cash 

conversion cycle with the current and the quick ratios and 

with its component variables, so that we will identify the 

most important variable that affects the CCC and 

therefore, the liquidity of the firm, in order to improve 

working capital practices for Malaysian firms and to 

investigate the implications of the cash conversion cycle 

for Malaysian businesses in terms of profitability and firm 

size.                                                                                   

 

1.4: Organization of the study: 

 

To accomplish the purpose of the study, the paper is 

divided into five sections. The next section of the paper 

reviews the literature while the third section describes the 

testable hypotheses and the data. The fourth section 

presents the results and the analysis. Finally, there is a 

summary and concluding remarks. 

 

2. LITERATURE REVIEW 

 

2.1 Review of the Literature: 

 

The issue of a cash conversion cycle was initially 

presented by Hager (1976). Richards and Laughlin 

(1980) suggested that a cash conversion cycle 

analysis should be used to supplement the traditional 

but static liquidity ratio analysis because it provides 

dynamic insights. They concluded that there is a 

positive relationship between the current and quick 

ratios and the cash conversion cycle. Nordgren 

(1981) introduced a cash cycle analysis, based on the 

asset conversion cycle and the liability cycle. Emery 

(1984) described the characteristics that are required 

of a good liquidity measure, reviewed and evaluated 

the traditional ratios with respect to those 

characteristics. Emery suggested a new liquidity 

measure, lambda. Lambda is the ratio of cash flow 

resources to potential cash flow requirements, 

indicating the extent to which the firm's resources 

cover its potential cash obligations. The larger the 

value of lambda, the higher the liquidity of the firm. 

Belt (1985) examined for US companies the trends of 

cash conversion cycle and its components during the 

period 1950-1983, for those lines of businesses for 

which Quarterly Financial Report for Manufacturing, 

Mining and Trade Corporations (QFR) data exists. 

He found that retailing and wholesaling firms both 

had cash conversion cycles shorter than those of 

manufacturing firms. Mining firms had the shortest 

cash conversion cycle because this type of industry 

has the longest payment deferral period of all the 

major business types. Finally, Belt found that cyclical 

phenomena were apparent. The cash conversion cycle 

increased during periods of recession. The non-

durable goods cash conversion cycle has declined 

persistently, while the durable goods cash conversion 

cycle has been unstable but declining for the 

examined time period. Besley and Meyer (1987) 

evaluated empirically the interrelationships among 

the working capital accounts and cash conversion 

cycle, the firm's industry classification and the rate of 

inflation for US companies for the period 1969-1983. 

Using the Spearman rank correlation coefficient they 

found that the cash conversion cycle was most 

correlated with the average age of inventory and least 

correlated with the age of spontaneous credit. This 

conclusion suggests that inventory activity is the 

most important input to the cash conversion cycle. 

The age of inventory, the average collection period 

and the age of spontaneous credit proved to be highly 

correlated. The cash conversion cycle and its 

components for the examination period differed from 

industry to industry, but did not vary from year to 

year. Finally, the authors found that there was no 

significant correlation between the value of cash 

conversion cycle and   the rate of inflation. Kamath 

(1989) tested empirically the hypothesis of 

conflicting signals between current and quick ratio 

analysis and cash conversion cycle analysis. He also 

examined whether the net trade cycle is a good 

approximation of the cash conversion cycle and the 

relationships between the three above liquidity 

measures and a measure of firm's profitability. 

Focusing on US large firms in six retail industries for 

the period 1970-1984 he found that: 1) current and 

quick ratios are negatively correlated with the cash 

conversion cycle; 2) current and quick ratios were not 

negatively related to the profitability; 3) the net trade 

cycle provided the same information as the cash 

conversion cycle and 4) both cycles were found to be 
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negatively correlated with the profitability measure. 

Concluding, Kamath stated that each measure can 

provide both useful information and misleading clues 

regarding the firm's liquidity position, therefore, it is 

suggested to use all three measures and get better 

insight and efficiency of working capital 

management. Gentry, Vaidyanathan and Lee (1990) 

developed a weighted cash conversion cycle. They 

defined the weighted cash conversion cycle as the 

measure of the weighted number of days funds are 

tied up in receivables, inventory and payables, less 

the weighted number of days cash payments are 

deferred to suppliers. The weighted cash conversion 

cycle (WCCC) focuses on the real resource 

commitment of working capital, and decomposes 

inventories into three parts instead of one as Richards 

and Laughlin (1980) and the others have done before. 

The results of their study pointed out that the 

weighted cash conversion cycle and the cash 

conversion cycle are not directly comparable, since 

the weighted cash conversion cycle was highly 

sensitive to the size of payables.  They concluded that 

the weighted cash conversion cycle can be considered 

as a more refined liquidity measure. More recently, 

Lyroudi and McCarty (1993) examined the empirical 

relationship of the cash conversion cycle and the 

current and quick ratios for small (capitalization 

under $1 million) US companies, for the period 1984 

to 1988. Their results indicated that the cash 

conversion cycle was negatively related to the current 

ratio, to the inventory conversion period and to the 

payables deferral period, but positively related to the 

quick ratio and to the receivables conversion period. 

Furthermore, their results showed differences 

between the concept of CCC in manufacturing, retail, 

wholesale and service industries, with the latter 

having the higher CCC. Moss and Stine (1993) 

examined the relationship between the length of the 

CCC and the size of US retail firms from 1971 to 

1990, based on the Standard and Poor's 

COMPUSTAT data. They also examined the 

relationship of the CCC and the other liquidity 

measures. Their results indicated that larger retail 

firms had shorter CCCs, which implies that smaller 

companies should try to manage better their CCC. 

The relationship between the CCC and the current 

and quick ratios was found positive and significant, 

indicating that although strong current and quick 

ratios are generally desirable, they could imply a 

large investment in working capital which could lead 

to problems if not taken into consideration. Schilling 

(1996) supports that the cash conversion cycle is a 

working capital evaluation technique which depicts a 

company's average liquidity position. The advantage 

of this technique is that it can be used to evaluate 

changes in circulating capital and thereby facilitate 

the monitoring and controling of its components. 

Gallinger (1997) stands up to scrutiny, and finally 

suggests to drop these traditional liquidity 

measurements and select the cash conversion cycle. 

He argues that longer operating policies that result in 

a longer cash conversion cycle produce a larger 

commitment to cash and noncash current asset 

investments and a lesser ability to finance these 

investments with current liabilities. The implication 

is that higher values for the current and quick ratios 

are usually the result of a greater commitment of 

resources to less liquid forms of working capital. 

 

3. MODEL, TESTABLE HYPOTHESIS, DATA 

AND METHODOLOGY 

 

3.1 Introduction: 

 

Traditionally, the main indicators of liquidity are the 

current (CR) and the quick (QR) ratios. High current and 

quick ratios indicate a firm with a good liquidity position. 

A high current or quick ratio can be achieved by having 

either high level of current assets (CA) or low level of 

current liabilities (CL). The cash conversion cycle (CCC), 

is another liquidity indicator providing dynamic insights.  

 

3.2 Model: 

 

Based on the model developed by Richards-Laughlin 

(1980), CCC is defined as the sum of the receivables 

conversion period (RCP), plus the inventory 

conversion period (ICP), minus the payment deferral 

period (PDP), that is:  

 

CCC = RCP + ICP - PDP 

Where:  

RCP = receivables conversion period  

RCP = 360 * (Accounts Receivables/sales)     

 [Accounts receivables = Debtors] 

Where: 

ICP = inventory conversion period  

ICP = 360 * (Inventory / COGS)  

[Inventory = Stock] 

Where: 

PDP = payment deferral period 

PDP = 360 * (Accounts payable / COGS)  

 [Accounts payable = Creditors] 
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There for the cash conversion cycle shows that the 

smaller its value, the quicker the firm can recover its 

cash from the sales of its products, the more cash the 

firm will have, hence the more liquid the firm. If the 

cash conversion cycle is high, it takes the company 

longer to recover cash. Thus, a high cash conversion 

cycle would indicate a liquidity problem. A priori, 

there has to be a relationship between the current and 

quick ratios and the cash conversion cycle but the 

relationship may be positive as Richards-Laughlin 

(1980) argue, or negative as  Lyroudi-McCarty 

(1993) have found. A reduction in the cash 

conversion cycle can be obtained by decreasing the 

average collection period or the average inventory 

age or by increasing the average accounts payable 

period. Suppose accounts receivable were to 

decrease; because accounts  receivable  appear in the 

numerator of the current ratio, quick ratio and cash 

conversion cycle, then all  three should  fall.  For a 

reduction in inventory, the same results occur. For 

example, a reduction in either inventory or 

receivables may also suggest a reduction in short- 

term financing. If short-term financing is reduced, 

then current ratio, quick ratio and cash conversion 

cycle may or may not fall. Any change must depend 

on the relative magnitudes of change in short-term 

asset and liability changes. A change as suggested by 

Richards-Laughlin [1980] could occur only if 

receivables and inventory were totally financed with 

long-term funds. When managerial decisions about 

working capital are required, the CR, QR and CCC 

will likely change. Management might decide to 

reduce short-term financing by increasing long-term 

financing. In this case, the CR, QR and CCC will rise 

but different liquidity implications result; the 

traditional ratios suggests an improvement in 

liquidity but the CCC indicates a reduction in the 

firm liquidity. Any change in credit standards, terms 

of sale or collection policy and/or inventory variables 

that change the levels of receivables or inventory 

require a management decision. Unless an off-setting 

decision is made to other assets or liabilities, changes 

in CR, QR and CCC are not predictable. Likewise, 

the relationships between these liquidity ratios and 

profitability must depend on a careful analysis. If one 

assumes firms use the optimal order quantity models 

for assets level determination, then any managerial 

decision that changes receivables, inventory and/or 

current liabilities must decrease profitability ratios 

regardless of the impact on liquidity ratios. 

 

3.3 hypothesis development: 

There are five basic hypotheses that are empirically 

tested in this study: The "CCC and Current/Quick 

Ratios" hypothesis, the "CCC and its Component 

Variables", the "CCC and profitability" the "CCC and 

Leverage" and the "CCC and Size Effect" hypotheses.  

The first hypothesis tries to investigate the relationship of 

CCC and the current and quick ratios. It tests for a positive 

relationship between the current-quick ratios and the cash 

conversion cycle of the firm. If this hypothesis is 

accepted, then there is a contradiction between the 

traditional current-quick ratios view and the CCC. 

                                                                      

That is:  

H10  : There is expected to be no linear relationship 

between the current ratio and The cash conversion 

cycle and between the quick ratio and the cash conversion 

cycle. 

 

Or H10:  rCR,CCC = 0; rQR,CCC  = 0     

  

H1A   : There is a positive relationship between the current 

ratio and the cash conversion Cycle and Between the quick 

ratio and the cash conversion cycle.  

Or H1A : rCR, CCC > 0;rQR,CCC > 0    

  

The second hypothesis examines the relationship of the 

cash conversion cycle with each of its components 

variables to see how changes in accounts receivable or in 

accounts payable or in the level of inventory affect the 

liquidity of the firm. It requires the cash conversion cycle 

to be positively related  to the receivables and inventory 

conversion periods and negatively related to the payables 

deferral period. 

                                                                                      

That is:  

 

H20   : There is expected to be no linear relationship 

between the receivables conversion period and the cash 

conversion cycle, between the inventory conversion 

period and the cash conversion cycle and between the 

payables deferral period and the cash conversion cycle.  

                                                                                

Or H20: rRCP,CCC = 0;rICP,CCC = 0;rPDP,CCC= 0 

 

H2A: There is expected to be a positive relationship 

between the receivables conversion period  and the cash 

conversion cycle, between the inventory conversion 

period and the cash conversion cycle and a negative 

relationship between the payables deferral period and the 

cash conversion cycle.  

 

Or H2A : rRCP,CCC >0;rICP,CCC >0;rPDP,CCC > 0 
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The third hypothesis investigates the relationship of 

the three liquidity measures under examination with the 

company's profitability. It allows a positive relationship 

between the current-quick ratios and profitability, 

according to Kamath (1989) and between the cash 

conversion cycle and profitability. The results of these 

tests will be helpful guides for managers because they 

will be able to see which variables are affected, if any, by 

managerial decisions.  

 

That is:  

 

H30   :  There is expected to be no linear relationship 

between the variables: current ratio, quick ratio and the 

cash conversion cycle, as indicators of liquidity and each 

of the variables:  return on investment (ROI), return on 

equity (ROE) and net profit margin (NPM), as indicators 

of profitability.  

 

Or         H30   :  rCR,ROI   = 0; rCR,ROE  = 0; rCR,NPM  = 0 

                          rQR,ROI  = 0; rQR,ROE  = 0; rQR,NPM  = 0 

                     rCCC,ROI  = 0; rCCC,ROE = 0; rCCC,NPM  = 0 

                                                                                                                                                 

H3A  :There is expected to be a positive relationship 

between the variables: current ratio, quick ratio and the 

cash conversion cycle, as indicators of liquidity and each 

of the variables: return on investment, return on equity and 

net profit margin, as indicators of profitability.  

 

Or  H3A  : rCR,ROI >0; rCR,ROE >0; rCR,NPM > 0 

               rQR,ROI >0; rQR,ROE>0; rQR,NPM> 0 

             rCCC,ROI>0;rCCC,ROE>0;rCCC,NPM  > 0 

 

The fourth hypotheses investigation the relationship 

of the three liquidity measures under consideration with 

the company's debt position. The more liquid a firm is, the 

lower its short-term debt obligations should be and the 

higher its short-term debt capacity. This issue is very 

useful for the managers of the firms, to guide them for 

their financial planning, as well as for the various 

financial institutions that are considering to grant loans or 

credit to the examined firms.  

 

That is:   

H40 : There is expected to be no linear relationship 

between the variables: current ratio, quick ratio and the 

cash conversion cycle, as indicators of liquidity and each of 

the variables: debt to assets ratio (DAR), debt ratio (DR) 

and times to interest earned ratio (TIE), as indicators of 

financial leverage.  

 

Or H40 :  rCR,DAR  = 0;  rCR,DR = 0; rCR,TIE = 0 

             rQR,DAR = 0; rQR,DR = 0; rQR,TIE  = 0 

           rCCC,DAR = 0; rCCC,DR = 0;rCCC,TIE  = 0 

 

H4A  :  There is expected to be a negative relationship 

between the variables; current ratio, quick ratio and the 

cash conversion cycle as indicators of liquidity and each of 

the  leverage ratios such as the debt to assets ratio 

(DAR), the debt ratio (DR) and a reverse (positive) 

relationship between the three liquidity ratios and the times 

interest earned ratio (TIE).  

 

Or  H4A : rCR,DAR < 0;  rCR,DR < 0; rCR,TIE  < 0 

             rQR,DAR  < 0; rQR,DR < 0;rQR,TIE  < 0 

          rCCC,DAR  < 0;rCCC,DR  < 0;rCCC,TIE  < 0 

 

The last hypothesis examines the size effect in terms of 

liquidity within the sample of Greek businesses, by 

testing the three liquidity measures of two sale size levels 

of the sample firms. It states that there is a positive 

relationship between the size of the firm, based on sales 

volume and the liquidity position of the firm. This 

statement is the result from the fact that smaller sized 

firms employ bank and trade credit, whereby larger sized 

firms have further access to the stock market and to other 

sources of funds, hence they should have higher liquidity.  

 

That is:  

H50   :   There is expected to be no significant difference of 

the following variables' means: current ratio, quick ratio 

and the cash conversion cycle, as indicators of liquidity, 

between the two groups of firms differentiated by sales size, 

(large versus small).  

 

or  H50 : AVGL  
( CR ) = AVGS ( CR ); 

 

AVGL ( QR ) = AVGS ( QR ); 

 

AVGL (CCC) = AVGS (CCC)  

 

H5A : There is expected to be a positive significant 

difference of the following variables' means: current ratio, 

quick ratio and the cash conversion cycle, as indicators of 

liquidity, between the two groups of firms differentiated by 

sales size, (large versus small).  

 

Or             H5A : AVGL  
( CR ) > AVGS ( CR ); 

 

AVGL ( QR ) > AVGS ( QR ); 

 

AVGL   (CCC) > AVGS (CCC)  

 

3.4 Research design: 
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To explore liquidity concepts of Malaysian firms I selected 

the Consumer and Industrial products industry firms to 

create my sample, for the following reasons: This industry 

in Malaysia is one of the most crucial and representative 

sector of the Malaysian businesses, consumer products 

covering 24.4 % (232 firms out of 950 industrial 

corporations) and industrial products 25.8 % (246 firms our 

of a total 950 Malaysian Industrial firms) that are listed in 

the Bursa Malaysia Stock Exchange.  The sample 

companies were the largest companies in the consumer and 

Industrial products industry sector. My aim was to have a 

most representative sample of the Malaysian industries and 

a very important and critical industrial sector for the future 

growth of the Malaysian economy. There were examined 

246 Industrial and 232 Consumer companies. The final 

sample contains 130 companies, after deleting all those that 

we did not have comparable data. In order to test the last 

hypothesis, the data are divided into two subsets by sales 

size, for the year 2009 consumer companies  as follows: 

Fifty percent of the sales distribution has the observation 

where sales equal 79.571 million dollars. The median of the 

distribution is 78.264 million dollars (Table 9). Therefore, I 

created two groups: a) the subset of small size firms with 

sales from 0 –79.571 million dollars and b) the subset of 

large size firms with sales from 79.571 and above million 

dollars. This same method of calculation is followed for 

2010 2011 consumer companies and 2009 2010 2011 

Industrial products companies. 

 

Variable Descriptive Statistics for Consumer 

companies 2009  

 

Table 9 

 
 

Variable Descriptive Statistics for Consumer companies 2010 

Table 10 
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Variable Descriptive Statistics for Consumer companies 2011  

Table 11 

 
 

Variable Descriptive Statistics for Industrial companies 2009  

Table 12 

 
Variable Descriptive Statistics for Industrial companies 2010  

Table 13 

 
 

Variable Descriptive Statistics for Industrial companies 2011  

Table 14 
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3.5 Methodology: 

 

In order to test the first four hypotheses, the Pearson 

correlation coefficient (r) was used. In order to test 

the fifth hypothesis, parametric tests of two 

independent sample means were used. T-tests of two 

sample means were performed between the two groups 

as determined based on the sales size, for each of the three 

liquidity indicators, namely: the cash conversion cycle, the 

current and the quick ratios.  

 

4. RESULTS AND ANALYSIS 

 

4.1 The Cash Conversion Cycle and Current Quick ratios:  

 

The results from testing the first hypothesis are presented 

in Tables 1 for consumer companies and Table 2 for 

Industrial products companies. 

 

Table 1 

 
 

Table 2 

 
Table 9 reports the descriptive statistics of the variables 

for consumer companies 2009. I Observed that the 

average CCC was 96 days, which means that it takes 96 

days on average for the firms in industry to collect their 

cash from their realized sales, while the current and quick 

ratios were 2.33 and 1.61 respectively.  

Table 10 reports the descriptive statistics of the variables 

for consumer companies 2010. I observed that the 

average CCC was 47 days, current and quick ratios were 

2.27 and 1.64  respectively. Table 11 reports the 

descriptive statistics of the variables for consumer 

companies 2011. I observed that the average CCC was 52 

days, current and quick ratios were 2.17 and 1.51  

respectively. Table 12 reports the descriptive statistics of 

the variables for Industrial products companies 2009. I 

observed that the average CCC was 114 days, current and 

quick ratios were 2.29 and 1.77 respectively. Table 13 

reports the descriptive statistics of the variables for 

Industrial products companies 2010.I observed that the 

average CCC was 125 days, current and quick ratios were 

2.19 and 1.70 respectively. Table 14 reports the 

descriptive statistics of the  variables for Industrial 

products companies 2011. I observed that the average 

CCC was 104 days, current and quick ratios were 2.27 

and 1.78 respectively. Among all the years from two 

industry  I found that consumer products Industry average 

have short CCC time 65 days compare to 114 days 

Industrial products companies. 

 

Table 1 and Table 2 presents the Pearson correlation 

coefficient result for the first and second hypothesis Based 

on the results shown in both tables, I observe that there is a 

significant positive relationship between the CCC and the 

current and quick ratios.   

 

From Table 1 and 2, The Pearson coefficient between 

the CCC and the CR is equal to r= 0.3783 for the year 

2009 consumer, r= 0.0785 for the year 2010 

consumer, r= 0.0913  for the year 2011 consumer and 

The Pearson coefficient between the CCC and the CR 

is equal to r= 0.2313 for the year 2009 Industrial, r= 

0.132 for the year 2010 Industrial,  r= 0.29 for the 

year 2011 Industrial. The Pearson coefficient between 

the CCC and the QR is  equal to r= 0.1861 for the year 

2009 consumer, r= 0.0159 for the year 2010 

consumer,  r= 0.0133 for the year 2009 consumer. 

The Pearson coefficient between the CCC and the 

QR is equal to r= 0.0234 for the year 2009 Industrial, 

r= -0.0068 for the year 2010 Industrial, r= 0.0272 for 

the year 2011 Industrial products companies. 

 

Therefore, my result support the first alternate hypothesis, 

agreeing with the studies of Richards - Laughlin (1980), 

Moss-Stine (1993) for US firms, and Lyroudi-McCarty-

Lazaridis-Hatzigayos (1999) for UK firms. My result 

imply that high current and quick ratios are indicators of 

good liquidity position and desirable, however, since they 

lead to high cash conversion cycle having a positive 
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relationship with it, it could imply a large investment in 

working capital which could lead to future liquidity 

problems. 

 

4.2 The Cash Conversion Cycle and its Component 

Variables:   

 

The results from testing the second hypothesis are 

presented also in Tables 1 and 2.  

 

Table 1 

 
 

Table 2 

 
 

Based on the results reported in both tables, we 

observe that the second alternate hypothesis is 

Supported by the data. In other words, there is a 

significant positive relationship between the CCC 

and the RCP (Pearson correlation coefficient equal to 

r=0.3896 for the year 2009 consumer, r = -0.0297 for 

the year 2010 consumer, r = -0.0637 for the year 

2011 consumer. The Pearson coefficient between the 

CCC and the RCP is equal to r= 0.1855 for the year 

2009 Industrial, r= 0.732 for the year 2010 Industrial, 

r= -0.0122 for the year 2011 Industrial), and between 

the CCC and the ICP (Pearson correlation coefficient 

equal to r = 0.884   for the year 2009 consumer, r = -

0.2494 for the year 2010 consumer, r = -0.5916  for 

the year 2011 consumer. The Pearson coefficient 

between the CCC and the ICP is equal to r= 0.8257 

for the year 2009 Industrial, r= 0.5369 for the year 

2010 Industrial, r= 0.811 for the year 2011 Industrial) 

and a significant negative relationship between the 

CCC and the PDP (Pearson correlation coefficient 

equal to r = - 0.2716  for the year 2009 consumer, r = 

-0.9764 for the year 2010 consumer, r = -0.9813  for 

the year 2011 consumer. The Pearson coefficient 

between the CCC and the PDP is equal to r= -0.523 

for the year 2009 Industrial, r= -0.205 for the year 

2010 Industrial, r= -0.522 for the year 2011 

Industrial) In contrast to the study of Besley-Meyer 

(1997) where the ICP was found to be the most 

important variable for the determination of the CCC, 

indicating that the inventories were the most crucial  

current assets for the firm's management of its 

working capital in my study I found that the CCC 

was most sensitive to the receivables conversion 

period and the average collection period. I observe 

also that in the cases that the CCC is negative, the 

payables deferral period is very high. The firms are 

stretching their accounts payable as much as they 

can, and since there are no severe penalties for 

payment delay among businesses as they are among 

the government and businesses in Malaysia, yet, the 

managers are taking a great advantage of this 

situation. 

 

4.3 The Cash Conversion Cycle and Profitability:  

The results from testing the third hypothesis are depicted 

in Tables 3 and 4.  
 

Table 3 

 
 

Table 4 
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The relationship between the three liquidity measures 

mentioned above and the three profitability measures such 

as the return on assets (ROI), the return on equity (ROE) 

and the net profit margin (NPM) is not statistically very 

significant.  

From table 3 and 4 I observe that there is no linear 

relationship between the CCC and the ROI (Pearson 

correlation coefficient equal to r = - 0.0066 for the year 

2009 consumer, r = 0.031 for the   year 2010 consumer, r 

= 0.0285  for the year 2011 consumer. The Pearson 

coefficient between the CCC and the ROI is equal to 

r= 0.0205 for the year 2009 Industrial, r= - 0.246 for 

the year 2010 Industrial, r= 0.0076 for the year 2011 

Industrial) and between the CCC and the NPM (Pearson 

correlation coefficient equal to  r = - 0.001  for the year 

2009 consumer, r = 0.0016 for the year 2010 consumer, r 

=  - 0.0141  for  the year 2011 consumer. The Pearson 

coefficient between the CCC and the NPM is equal to r= 

0.0205 for the year 2009 Industrial, r= 0.0499 for the year 

2010 Industrial, r= 0.0741 for the year 2011 Industrial) 

and between the CCC and the ROE (Pearson correlation 

coefficient equal to r = - 0.0654 for the year 2009 

consumer, r = 0.0128 for the year 2010 consumer, r = 

0.0073 for the year 2011 consumer. The Pearson 

coefficient between the CCC and the ROE is equal to r= 

0.0091 for the year 2009 Industrial, r= -0.392 for the year 

2010 Industrial, r= - 0.0062 for the year 2011 Industrial). 

For the other two liquidity measures (CR, QR) positively 

correlated with Profitability measures (ROE, ROI, NPM). 

  

4.4 The Cash Conversion Cycle and Leverage: 

The results from testing the fourth hypothesis are 

depicted in Tables 3 and 4.  

 

Table 3 

 
 

 

 

 

Table 4 

 
 

According to the results of the Pearson correlation 

coefficients, I observe that the CCC has no linear 

relationship with the leverage ratios of debt to assets 

(DAR), debt to equity (DR) and times interest earned 

(TIE). The null hypothesis is supported by the data in this 

case. On the other hand, the CR and the QR have shown a 

significant negative relationship only with the debt to 

equity ratio, (Pearson correlation coefficient between CR 

and DAR equal to r = - 0.5165 for the year 2009 

consumer, r = -0.6089 for the year 2010 consumer, r = -

0.6661 for the year 2011 consumer. The Pearson 

coefficient between the CR and DAR is equal to r= - 

0.6974 for the year 2009 Industrial, r= -0.706 for the year 

2010 Industrial, r= - 0.693 for the year 2011 Industrial). 

(Pearson correlation coefficient between QR and DAR 

equal to r = - 0.5007 for the year 2009 consumer, r = -

0.5964 for the year 2010 consumer, r = -0.6619 for the 

year 2011 consumer. The Pearson coefficient between the 

QR and DAR is equal to r= - 0.6007 for the year 2009 

Industrial, r= -0.573 for the year 2010 Industrial, r= - 

0.574 for the year 2011 Industrial). Liquidity ratios have 

positive relationship with the TIE ratio (Pearson 

correlation coefficient between CR and TIE is   equal to r 

= 0.1563 for the year 2009 consumer, r= 0.2207 for the 

year 2010 Industrial.  The Pearson coefficient between 

the QR and TIE is equal to r= 0.1969 for the year 2009 

Consumer, r = .2298 for the year 2010 Industrial). Hence, 

the fourth alternate hypothesis is partially supported by 

the data. It implies that a high current ratio, or quick ratio, 

indicating a good liquidity position of the firm will be 

associated with low debt ratio and high leverage capacity 

of the firm. The data also imply that high liquidity 

measured by the traditional indicators (high current and 

quick ratios), is associated with high time to interest 

earned ratios, which means that the firm's operating 

earnings are covering satisfactorily the interest expenses. 
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4.5 The Cash Conversion Cycle and the Size Effect:  

The results from testing the fifth hypothesis are depicted 

in Table 5 and 6. 

 

Table 5 

 
 

Table 6 

 
 

The Average CCC for the small sized group is equal to 

68.3 days for consumer companies and 139 days for 

the Industrial products companies. The Average CCC 

for the Large sized group is equal to 24 days for 

consumer companies and 87 days for the Industrial 

products companies.  However, there is not a 

statistically significant difference between the two sets 

of firms regarding their CCC, since the t-test is equal 

to 0.0082 for the year 2009 consumer, 0.6388 for the 

year 2010 consumer, 0.707 for the year 2011 consumer 

and the t-test of CCC is equal to 0.5624 for the year 

2009, 0.232 for the year 2010, 0.0361 for the year 

2011. The CR t-test is equal to 0.0495 for the year 

2009 consumer, 0.1791 for the year 2010 consumer, 

0.273 for the year 2011 consumer and 0.0174 is the 

result of CR for the year 2009 Industrial, 0.006 for the 

year 2010, 0.0141 for the year 2011 Industrial 

companies.  Hence, the CR t-test data support the 

alternate hypothesis. It appears that both sets of firms 

despite their size, have similar liquidity indicators.                                                              

 

V. SUMMARY AND CONCLUSION 

5.1 Introduction: 

 

This paper examined several studies of liquidity 

measures with an emphasis on the cash conversion 

cycle (CCC) and tested empirically the traditional and 

the above mentioned contemporary liquidity measures 

for the consumer and Industrial products company in 

Malaysia, for the year 2009 2010 2011. This study 

suggests that a priori, it is impossible to predict the 

impact on the current ratio, quick ratio, cash 

conversion cycle, profits and leverage when a change 

in sales causes a change in working capital variables. 

Likewise, a managerial decision that changes 

components of working capital will cause an 

unpredictable change in the liquidity, profitability and 

leverage ratios. The Pearson correlation coefficient 

was estimated between the CCC and the CR and QR, 

as well as between all three liquidity measures and the 

profitability ratios ROI, ROE and NPM, and the 

leverage ratios DAR, DR and TIE. Finally, it was 

examined the size effect on the firm's liquidity. This 

study gives useful insights for both academicians and 

managers of Malaysian companies about the working 

capital management in Malaysia, informing them as 

well about the practices and the results in other more 

sophisticated and mature markets, such as the US and 

the UK. 5.2 Findings: Overall, the cash conversion 

cycle was significantly positively related to the current 

and quick ratios, to the receivables and to the inventory 

conversion period.   

 

It was also as hypothesized, significantly negatively 

related to the payables deferral period. Regarding the 

relationship between liquidity and profitability, the 

results indicated that there is no linear relationship 

except in the case of CCC and the ROI and the NPM, 

which is significant and positive, as hypothesized. 

Regarding the relationship between liquidity and 

leverage, the results indicated that there was no linear 

relationship between the indicated that there was no 

linear relationship between the CCC and the leverage 

ratios, but there was a negative relationship between 

the CR and the QR and the debt to equity ratio, and a 

positive with the times interest earned ratio. According 

to the results the CCC does not show any linear 

relationship with the leverage ratios, while the 

traditional liquidity measures, show the hypothesized 

associations. Finally, the results indicated that there are 

not any significant differences among the liquidity 

measures between large and small sized firms of our 

sample. The former are in most of the cases in a better 

liquidity position since they have more opportunities 

and sources to raise funds. However, based on this 

results, it does not appear to be so. It should be noted 

however, that the sample contained in general the most 

known and large sized firms of the Consumer and 

Industrial products sector and maybe that is the reason 

why there were no significant differences. 
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5.3 Study Limitations: 

 

In this study relatively a sample data has been used 

relating to the period 2009-2011 Secondly, the future 

longitudinal research may well focus on the related 

aspects of liquidity management to gain a deep 

insight into the determinants and impact of CCC on 

firm  performance at large.                                                                                         

  

5.4 Suggestions for Future Research: 

 

Further research could usefully test the points raised 

in this study across a large representative sample of 

firms representing a larger set of industries. In 

particular, to identify the circumstances in which the 

firms change their attitudes towards particular 

sources of working capital, and that in the different 

phases of growth cycle, the longitudinal studies may 

prove more helpful. Research may also be conducted 

from the perspective of designing a growth oriented 

optimal working capital financing policy for firms. 
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