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Abstract

Working capital management plays a significant role in short-term financial
management, it has an important impact on the ability of creating value for a firm. We
could like to know if working capital management is a result of dynamic tradeoff
between earning and risk, whether the impact of working capital management is
different with different property in ultimately controlling power and different stage of
life cycle. This paper selects the listed manufacturing companies as the object of
research, with which working capital is divided into two parts: one is noncash
working capital, the other is cash asset. The aim of this paper is to explain how
working capital management influences the value of firm, with the theory of
production management and corporate governance. The results show that the
relationship between firm’s value and noncash working capital is inverted U-shaped,
which means that noncash working capital management has two kinds of effect, one is
acceleration effect, another is inhibiting effect. Besides, due to the difference in
corporate governance between stated-owned companies and non stated-owned
companies, the inverted U-shaped relationship exists in the non stated-owned
companies only; companies in different stage of life cycle pay attention to different
aspect of financial management, the inverted U-shaped relationship exists in mature
and recessionary companies, but not in the growing companies. What’s more, we find
that working capital management is the result of dynamic tradeoff after adding the
cash asset as the adjustment variable, which says the increasing amount of cash held
in company would weaken the ability of creating value of noncash working capital
because of too much cash would bring low proceeds and agency cost. Thus, managers

have to decide exactly the structure of working capital to maximize firm’s value.

Key Words: Working Capital; Cash Holding; Firm’s Value
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