
i 

 

 

 

   

 

 

THE IMPACT OF WORKING CAPITAL MANAGEMENT ON MALAYSIAN 

CONSTRUCTION COMPANIES’ PERFORMANCE 

 

 

CARREN BABRA BINTI JAIBI 

2017684224 

 

 

BACHELOR OF BUSINESS ADMINISTRATION WITH HONOURS 

(FINANCE) 

FACULTY OF BUSINESS MANAGEMENT 

UNIVERSITY TECHNOLOGY MARA 

SABAH 

 

 

DECEMBER 2019



iv 

ACKNOWLEDGEMENT 

First of all, I would like to thank God for giving me an opportunity to embark 

on my Bachelor and for completing this long and challenging journey successfully. My 

gratitude and thanks go to my precious final project paper supervisor Madam Flicia 

Rimin who gives constructive advises, valuable comments and steady support 

throughout the period of this study. Without her supervision and guidance, my project 

paper would not have completed as desired. 

My appreciation goes to University Technologies Mara (UiTM) Cawangan 

Sabah who provided us facilities and assistance along completing this study. Special 

thanks to my colleagues and friends for helping me with this project. 

I would also like to give special thanks to my family, especially my parents  

for their support in every aspect for the whole period of the study. Special thanks 

to my family member for the moral support, encouragement, caring, love and 

being with me at all difficult time.  

Finally, I would to thank to those have not referred above, but have contributed 

in one way or another successful completion of my project. 



v 

 

TABLE OF CONTENTS 

 Page 

TITLE OF PAGE                                                                                                             i 

DECLARATION OF ORIGINAL WORK                                                                     ii 

LETTER OF SUBMISSION                                                                                          iii 

ACKNOWLEDGEMENT                                                                                               iv 

TABLE OF CONTENT                                                                                             v-vii 

LIST OF FIGURE           vii 

LIST OF TABLE            ix 

LIST OF ABBREVIATION                       x 

ABSTRACT        xi 

CHAPTER ONE: INTRODUCTION                      1 

1.1  Introduction             1 

1.2  Research Background              3  

 1.2.1 Overview of Construction Companies in Bursa Malaysia          3 

 1.2.2 Late or Non Payment Issues on Construction Companies in  

  Malaysia            4 

 1.2.3 The Enforcement of Construction Industry Payment  

  Adjudication Act 2012          5  

1.3 Problem Statement                       8   

1.4 Research Objective          10 

1.5 Definition Terms          10 

1.6 Comparison between Current Study and Other Local Studies               11 

1.7 Comparison between Current Study and Other International Studies       12 

1.8 Significant of Study          12 

1.9 The Scope and Limitation of Study        13 

 1.9.1 The Scope of Study         13 

 1.9.1 The Limitation of the Study        13 

1.10 Organization of Study           14 

CHAPTER TWO: LITERATURE REVIEW          15 

2.1  Introduction           15 



vi 

 

2.2  Theory               15  

 2.2.1 Working Capital Theory        15 

 2.2.2 Trade-Off Theory         16 

 2.2.3 Pecking Order Theory             16 

2.3 Empirical Evidence                     17   

 2.3.1  Average Collection Period and Firm Performance       17 

 2.3.2  Inventory Conversion Period and Firm Performance      19 

 2.3.3 Payment Deferral Period and Firm Performance     21 

2.4 Conceptual Framework         23 

2.5 Hypothesis Development         23 

2.6 Conclusion           25 

CHAPTER THREE: RESEARCH METHODOLOGY      26 

3.1  Introduction           26 

3.2 Research Design          26 

3.3  Data            27 

3.4 Empirical Model          29 

3.5 Panel regression          30 

3.5.1 Descriptive Statistic         30 

 3.5.2 Panel Regression Methods        30 

  3.5.2.1 Fixed Effect Model        31 

  3.5.2.2 Random Effect Model           32 

 3.5.3 Panel Regression Methods Selection       33 

  3.5.3.1 BPLM Test           33 

  3.5.3.2 Hausman Test         33 

 3.5.4 Diagnostic Tests         34 

  3.5.4.1 Autocorrelation Test        35 

  3.5.4.2 Multicollinearity Test          35 

  3.5.4.3 Heteroscedasticity Test       36 

 3.5.5 Stationarity Test         37 

  3.5.5.1 Hadri Test         37 

 3.5.6 Pooled OLS Model         38 

3.6 Research Flow             40 

 CHAPTER FOUR: DATA ANALYSIS AND FINDING      41 

4.1  Introduction           41 



xi 

 

ABSTRACT 

The success of any business venture is predicted on how the management has planned 

and controlled their working capital management. Poor working capital management 

will disrupts the firm’s smooth operation and can even lead into solvency. Thus, 

working capital management assume more significant because it has direct impact on 

firm liquidity and profitability. These study was investigate for the purpose of the 

relationship between working capital management and firm performance. It aims to 

investigate the impact of working capital management towards firm performance of 

construction companies listed in Bursa Malaysia. This study used descriptive research 

design to describe the financial performance of listed construction companies in Bursa 

Malaysia. The target population comprised of 54 construction companies listed in Bursa 

Malaysia for the period 2014 to 2018. The study employed census sampling of 29 

selected construction companies. This study used secondary data which obtain from the 

Database and annual reports for 5 years. Data was analyse by using descriptive statistics 

such as, mean and standard deviation. Newey- West method were used to establish the 

relationship between working capital management and firm performance of 

construction companies listed in Bursa Malaysia. Firm performance was measured by 

return on assets and tobins q, whereas, working capital management measured by the 

three components; account receivable collection period, inventory conversion period 

and payment deferral period. The result indicate that there is negative relationship 

between average collection period and return on assets. In addition, financial managers 

can create profit for companies by monitoring debt collection period. Study suggest that 

managers can create value for shareholders by creating incentives to reduce account 

receivable to 30 days. As recommendation, study suggest that construction companies 

should focus more on debt management in order to maintain or enhance companies’ 

financial performance. Furthermore, the outcomes demonstrate that the working capital 

management should be formulated by taking global macroeconomic conditions into 

consideration. 

 

Keywords: Working capital management, return on assets, tobins q, average collection 

period, inventory conversion period, payable deferral period 

 

 

 

 

  


