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ABSTRACT 

This study will examine the moderating effect of fmancial resilience on the relationship between 

Working Capital Management (WCM) strategies and profitability among firms listed on the 

Nairobi Securities Exchange (NSE). The research seeks to understand how different WCM 

strategies- aggressive, conservative and matching interact with a firm's fmancial resilience to 

influence profitability. By emphasising resilience, the research seeks to shift public and managerial 

attitudes towards prioritising long-term fmancial health over short-term gains, ultimately fostering 

a more robust business environment. From an economic perspective, improved WCM practices 

can contribute to overall stability of the fmancial system by reducing the risk of firm insolvencies. 

Moreover, the study is likely to influence public attitudes towards the importance of building 

fmancial resilience, encouraging businesses to adopt robust risk management strategies to better 

navigate economic shocks and downturns. This study contributes to the existing body of 

lmowledge by integrating fmancial resilience into the WCM-profitability framework, offering 

practical implications for policy makers, fmancial managers and investors . It provides evidence 

that strengthening fmancial resilience is vital for optimising the outcomes of WCM strategies, 

particularly in emerging markets like Kenya. Additionally, the study highlights potential avenues 

for further research including industry - specific analyses and the exploration of non- fmancial 

indicators of resilience. 
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CHAPTER ONE: 

INTRODUCTION 

1.1 Background of the Study 

The association between WCM and profitability has long been a subject of interest in corporate 

fmance due its critical role in ensuring a firm's liquidity and operational efficiency. Working 

Capital inefficiencies such as holding high inventory or allowing lengthy credit periods ties up 

funds that could otherwise be used for profitable investments, these inefficiencies can lead to either 

liquidity shortages or excess idle funds hence minimising profitability. Several studies have shown 

that ineffective WCM can lead to decreased profitability. Lazaridis and Tryfonidis (2006) 

investigated Greek firms and found that firms with longer receivable collection periods and higher 

inventory holdings had lower profitability. 

It suggests that efficient WCM through faster receivables collection and inventory turnover could 

enhance firms profitability. In a U.S centred study Gill, et al. (2010) highlighted the inverse 

relationship between WCM and profitability, noting that firms with delayed receivables and 

extended payables periods experienced a decline in profitability, the authors Gill and Biger 

indicated that poor WCM can strain cash flows and even erode profit margins especially for firms 

that rely heavily on short-term fmancing . 

This study in conjunction with previous studies highlighted above seeks to explore how fmancial 

resilience can moderate the relationship between WCM strategies and profitability among listed 

fmns on Kenya's premier capital market, the Nairobi Securities Exchange for lack of a better word, 

a sector where effective working capital management is especially due to economic volatility. 

1.1.1 Working Capital Management 

Working Capital Management is a vital aspect in corporate fmance as its main focus is the 

administration of a firm's short term assets and liabilities hence the term working capital. The 

way in which working capital is managed can have a significant impact on both liquidity and 

profitability of the fmn as seen by Deloof (2003) . Working Capital consists of current assets like 

receivables, inventories and cash and current liabilities like payables, which requires careful 

management to optimise liquidity without compromising profitability. The strategies employed in 
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WCM that are aggressive, conservative and matching are made to balance the opportunity cost 

between risk and return, according to Afza & Nazir (2007) it is through these strategies that 

determine the amount of working capital required by a company or firm to support its day to day 

operations. 

Aggressive working capital management as viewed by Gitman (2003) aims to maximise the return 

on investment by reducing the capital tied up in non earning assets like excess liquidity. However, 

it is seen as risky because it inhibits the firm's ability to have liquidity, increasing the chances of 

fmancial distress and liquidity shortfalls. It is characterised by heavy reliance on short term funding 

and high levels of interest rates. On the other hand, a conservative working strategy is one that 

involves a firm maintaining high levels of current assets and using long term funds to support 

working capital. It minimises risk as well as profitability hence the term conservative. 

Matching working capital management strategy is one where there is a balance between the 

maturity profiles of firms assets and liabilities. This theory illustrates that short term assets can be 

fmanced by short term liabilities and long term liabilities financed by long term assets, managing 

liquidity and reducing risk. 

Working Capital Management strategies are critical for fmancial management in firms. 

1.1.2 Financial resilience. 

Financial resilience refers to a firm's ability to withstand, adapt to, and recover from financial stress 

or disruptions while maintaining operational continuity and profitability. This concept 

encompasses multiple dimensions, including liquidity, risk management, operational adaptability, 

and strategic foresight, which collectively determine a firm's capacity to manage both predictable 

and unforeseen economic challenges. 

Key to fmancial resilience is liquidity management, which ensures that firms maintain adequate 

cash reserves or access to credit facilities to absorb short-term shocks without disrupting 

operations. Effective risk mitigation strategies, such as diversification and hedging, also play a 

crucial role in shielding firms from fmancial vulnerabilities. Moreover, operational adaptability­

the ability to adjust cost structures, resource allocation, or business models in response to economic 

changes-further enhances a firm's resilience. 
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Strong fmancial resilience is underpinned by robust fmancial health, characterized by low debt-to­

equity ratios, stable cash flows, and efficient capital structures. Strategic foresight, including stress 

testing, scenario planning, and contingency frameworks, ensures that firms are proactive in 

managing potential crises. 

In the context of emerging markets like Kenya, fmancial resilience is particularly critical due to 

heightened economic volatility and limited access to external fmancing . A 2021 study by 

Bricongne et al. underscores that firms with higher liquidity are better equipped to handle financial 

shocks, such as those experienced during the COVID-19 pandemic. This resilience enables firms 

to continue operations, maintain profitability, and recover quickly from setbacks, making it a 

cornerstone oflong-term business sustainability. 

This study posits that financial resilience not only helps firms survive economic volatility but also 

enhances the effectiveness of working capital management strategies. By integrating resilience 

into WCM practices, firms can better position themselves for sustained profitability and stability 

in uncertain environments . 

1.1.3 Developing Economies and Emerging Markets 

Existing research on WCM strategies largely focuses on the developed markets. This study aims 

at focusing on developing economies like Kenya expanding the literature to be discovered into 

new economies whilst also highlighting the listed firms because they represent the economic 

performance of the country implying that the risks related to liquidity and fmancial distress that 

they may face represent the economy at large. Through analysing the role of financial resilience 

in listed firms, practical recommendations on the best course for optimisation of the working 

capital management strategies for enhancing both their liquidity and profitability. These firms 

might prefer to have limited access to external finance because it major-ly illustrates strategies for 

internal augmentation. 

1.2 Statement of the Problem 

While extensive research has explored the direct effects ofWCM on profitability, the moderating 

role of fmancial resilience remains largely overlooked (Shin & Soenen, 1998). This gap in 
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understanding limits firms' ability to enhance their WCM strategies to achieve financial stability 

and profitability, especially during unprecedented economic disruptions such as the COVID-19 

pandemic. 

Studies have shown that poor WCM negatively affects profitability. For example, Deloof (2003) 

. found a negative relationship between the cash conversion cycle (CCC) and profitability in Belgian 

fmns, while Lazardidis and Tryfonidis (2006) observed similar trends in Greek firms. Research 

on emerging markets, such as Raheman and Nasr's (2007) study on Pakistani firms, underscores 

the importance of effective WCM in maintaining liquidity and profitability amidst economic 

volatility. 

Despite this evidence, little attention has been paid to how financial resilience moderates the 

WCM -profitability relationship, particularly in emerging markets like Kenya. This study addresses 

this gap by exploring how firms can optimize their WCM strategies while leveraging fmancial 

resilience to mitigate risks and maximize profitability in uncertain economic environments. 

1.3 Research Objectives 

1.3.1 General Objective 

To determine the moderating effect of financial resilience on the relationship between working 

capital Management Strategies and profitability among listed firms listed on the Nairobi Securities 

Exchange (NSE). 

1.3.2 Specific Objectives 

1. Assess the impact of working capital management strategies (aggressive, conservative) on 

profitability. 

2. Identify the influence of working capital management strategies on fmancial resilience. 

3. Evaluate the effect of fmancial resilience on profitability. 

1.4 Research Questions 

1. How do different working capital management strategies directly impact profitability of firms 

listed on the NSE ? 

2. In what way does fmancial resilience play in improving profitability through effective WCM ? 
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3. To what extent does fmancial resilience moderate the relationship between WCM strategies and 

profitability ? 

4. Does fmancial resilience actually moderate the relationship between working capital 

management strategies and profitability, if so to what extent? 

1.5 Scope of the Study 

This research will be focused on establishing the intricate relationship between working capital 

management strategies and a firm's profitability and what role fmancial resilience plays within 

listed on the Nairobi Securities Exchange and covers a five year period from 2018 to 2023. It will 

examine the relationship between WCM strategies, financial resilience and profitability using 

fmancial data obtained from finn reports. The study will focus on key sectors including 

manufacturing banking and telecommunications as these sectors face distinct WCM challenges in 

the Kenyan context. This is so because the firms operating within the sector are particularly 

vulnerable to fmancial shocks with robust working capital management strategies and fmancial 

resilience. This research will be using a qualitative research design. The geographical scope of this 

study is limited to Nairobi because of its economic prowess as the hub of the Kenyan economy as 

a whole. 

1.6 Significance of the Study 

Whereas there are several studies that have been conducted on the relationship between working 

capital management strategies and profitability little to no notice has been made on the moderating 

role of fmancial resilience in the profit maximisation through the working capital management 

strategies. 

1.6.1 Educational institutions 

Because this research integrates a neglected concept of fmancial resilience into the concept of 

working capital management, it will benefit educational institutions. As much as existing studies 

have explored various aspects of WCM and profitability, they have neglected the context of 

economic volatility and even financial shocks. This will offer a more comprehensive 

understanding of the dynamics between WCM strategies and profitability. It also provides a 

foundation for future research particularly in the context of economic volatility and fmancial 

shocks enriching the academic discourse in corporate fmance and management fields . 
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1.6.2 Financial Managers 

The study is significant to the fmancial managers for they are responsible for optimising working 

capital management in their organisations. Through the understanding of this study, managers can 

better align their working capital strategies with their firms overall fmancial health and risk 

management objectives thereby improving profitability and furthermore ensuring long-term 

fmancial stability. The research findings will guide in the formulation of ideal working capital 

management strategies that suit the company at hand depending on the volatility and shocks the 

company is expected to experience depending on the field. Such as when the economy is volatile, 

which strategy will best fitfmancial resilience and the working capital management strategies.Due 

to the untimely occurrence of economic shocks, such as the Covid-19, fmancial resilience has 

become a more critical factor in ensuring business survival and profitability. This study aims to 

help firms to navigate such crises, providing insight on how to remain fmancially resilient whilst 

managing their working capital efficiency. It depicts how fmns can achieve sustainable 

profitability by integrating fmancial resilience into their working capital strategies. This research 

will also highlight the noteworthiness of fmancial resilience through providing fmns with a 

framework for managing financial risk and or optimising their WCM practices in order to absorb 

economic shocks. 

1.6.3 Policy Makers 

This research provides valuable insights for policy makers by demonstrating the importance of 

integrating rmancial resilience into corporate governance and economic frameworks. It highlights 

how working capital management strategies can be optimised to ensure fmancial stability and 

mitigate the risks posed by economic shocks. Policy makers can use the fmdings to develop 

regulations and policies that encourage firms to adopt resilience-building measures, enhancing 

economic stability and promoting sustainable growth. 

6 



CHAPTER TWO: 

LITERA. TURE REVIEW 

2.1 Introduction 

Working Capital is a representation of the current assets of a fmn, which is the portion of fmancial 

resources of a business that shift from one form to another form during the daily operations of the 

business. (Deloof 2003). Working capital management is therefore the techniques and skills used 

by the fmance team of an organisation to effectively maintain adequate levels of both current 

assets and current liabilities. 

The main aim of working capital management is to provide enough cash to meet the short term 

fmancial obligations of a firm. (Raheman and Nasr, 2007) and create balance between profitability 

of the fmn and in consideration of the risks that could be attached to that level of profitability 

(Lazaridis and Tryphonis 2006) 

Resilience simply put is achieved through a combination of two sub themes of robustness Adger 

(2006) that is absorptive capacity and speed of recovery , therefore fmancial resilience is a 

company's ability to experience a large shock without major negative consequences (absorptive 

capacity and the rate at which a system recovers from the shock (speed of recovery). 

This literature review relates working capital management strategies and their effect on the 

profitability of the firms listed on NSE in Kenya and the liaison role of fmancial resilience on the 

profitability as a whole. 

2.2 Theoretical Review 

The theoretical framework of this study establishes the foundation for understanding the 

relationship between Working Capital Management (WCM), profitability, and the moderating role 

of fmancial resilience. It draws from the established theories in finance such as the Cash 

Conversion Cycle Theory, Trade-off Theory, and Resource-Based View (RBV). 

2.2.1 Cash Conversion Cycle Theory 

The Cash Conversion Cycle (CCC) Theory posits that the efficiency of managing short-term assets 

and liabilities is critical for a fum's liquidity and profitability. The CCC measures the time taken 

between paying for raw materials and receiving cash from sales. It integrates three key 

7 



components: inventory turnover, accounts receivable collection period, and accounts payable 

deferral period. A shorter CCC indicates faster cash flow within the organization, reducing the 

reliance on external financing and enhancing profitability. 

Deloof (2003) and Lazaridis & Tryfonidis (2006) demonstrated that firms with shorter CCCs are 

more likely to improve their profitability, as they can minimize costs associated with inventory 

holding and accounts receivable management. Furthermore, the CCC theory underscores the 

balance between operational efficiency and fmancial stability. While an overly aggressive WCM 

strategy (e.g ., excessively reducing CCC) may optimize liquidity, it risks operational disruptions, 

strained supplier relationships, and customer dissatisfaction. 

Incorporating fmancial resilience into CCC management enhances its practicality in volatile 

environments. Financial resilience ensures firms can absorb fmancial shocks and maintain 

liquidity, enabling them to pursue shorter CCCs without compromising operational continuity. 

Raheman and Nasr (2007) established that fmancial resilience mitigates risks associated with 

aggressive WCM practices, emphasizing its critical role in sustaining profitability amidst 

economic uncertainty. 

2.2.2 Trade-off Theory 

The Trade-off Theory highlights the balancing act between risk and return in fmancial decision­

making. This framework is particularly relevant to WCM, where fmns must weigh the benefits of 

maintaining high liquidity against the opportunity costs of idle resources. Holding higher liquidity 

reduces the risk of fmancial distress by ensuring the availability of cash for short-term obligations. 

However, excessive liquidity can lower profitability by forgoing investment opportunities. 

Conversely, an aggressive WCM strategy involving reduced liquidity may enhance profitability 

through efficient resource allocation but exposes the fmn to liquidity risks. This trade-off is 

especially pertinent in dynamic market conditions where operational risks and market 

opportunities coexist. 

The role of fmancial resilience within this framework is pivotal. Resilient fmns are better equipped 

to adopt aggressive WCM strategies without compromising financial stability. For instance, fmns 

with robust liquidity reserves or diversified funding sources can effectively navigate cash flow 
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volatility while capitalizing on high-return opportunities. Gill, Biger, and Mathur (20 1 0) validated 

the trade-off theory by illustrating the profitability implications of managing liquidity and risk. 

The theory aligns with the notion that fmancial resilience acts as a buffer, enabling fmns to sustain 

profitability even in periods of economic uncertainty. 

2.2.3 Resource-Based View (RBV) 

The Resource-Based View (RBV) emphasizes a fmn's internal resources and capabilities as key 

drivers of competitive advantage and sustained profitability. In the context of WCM, RBV 

highlights the strategic value of managing financial resources such as working capital, liquidity 

reserves, and access to credit lines. Effective WCM enables fmns to optimize resource allocation, 

maintain operational continuity, and respond dynamically to changing market conditions. 

Financial resilience is conceptualized within RBV as a strategic capability that empowers fmns to 

absorb and recover from external shocks. Resilient fmns leverage their internal resources to 

mitigate risks and exploit opportunities during periods of economic turbulence. For example, fmns 

with strong liquidity reserves can withstand cash flow disruptions, while those with efficient credit 

management practices can maintain supplier and customer relationships . 

Integrating financial resilience with WCM aligns with the RBV's principles by reinforcing a firm's 

adaptive capacity and strategic flexibility. Resilient firms are not only able to maintain profitability 

but also capitalize on opportunities during market downturns. This perspective underscores the 

importance of developing WCM practices that complement broader resilience strategies. Studies 

by Moussa (2019) and Bhamra et al. (2011) reinforce the RBV's rele":!lnce by linking fmancial 

resilience and efficient WCM to organizational success and long-term profitability. 

2.3 Empirical Review 

Several empirical studies have been conducted to examine the relationship between working capital 

management and profitability of the company. Particular focus is placed on specific working 

capital strategies and the moderating role of financial resilience in this nexus . 
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2.3.1 Impact of Working Capital Management Strategies on Profitability 

Empirical studies provide mixed evidence on how specific working capital management (WCM) 

strategies affect profitability. A study by Amagoro Esther (2022) identified that effective cash 

planning, cash control, and liquidity management significantly enhance fmancial performance. 

These strategies, when properly implemented, ensure the firm meets short-term obligations 

without over-relying on external financing. 

Oscar F. et al. (2022) analyzed Ecuadorian SMEs and concluded that allocating resources to 

current assets-particularly inventory management, accounts receivable, and cash-positively 

impacts profitability. Similarly, Osei et al. (2023) found that efficient mobilization of inventories 

and receivables forms a crucial strategy for profitability maximization. However, Basyith Abdul 

(2021) observed in Indonesian firms that elongated accounts receivable periods and cash 

conversion cycles (CCC) negatively impacted profitability, suggesting that overly conservative 

approaches may hinder performance. 

Deloof (2003) and Usman (2019) emphasized the critical role of CCC optimization. Firms with 

shorter CCCs reduce holding costs and dependency on external financing, enhancing profitability. 

However, overly aggressive strategies that shorten CCC excessively can disrupt operations and 

relationships with suppliers, as noted by Lazaridis and Tryfondis (2006). 

In the Kenyan context, Makori (20 17) found that liquidity management significantly affects 

profitability, advocating for balanced strategies. Achieng (2024) and Chasha Sogomi et al. (2024) 

underscored the importance of credit management and moderate WCM strategies to ensure 

operational continuity and profitability. 

2.3.2 Working Capital Management Strategies and Financial Resilience 

Bhamra et al. -(20 11) posited that sound fmancial management, including WCM, is integral to 

organizational resilience. Their fmdings highlighted strategies such as maintaining liquidity 

reserves, reducing dependency on external fmancing, and optimizing the cash conversion cycle as 

critical for navigating fmancial shocks. 
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El-Ansary (2020) emphasized that balancing aggressive and conservative WCM strategies 

contributes to both profitability and resilience. Firms with efficient WCM are better equipped to 

absorb economic downturns and maintain profitability. For instance, Filbeck et al. (2005) found 

that industry-specific WCM strategies enhance fmancial resilience, providing firms with a buffer 

against fmancial volatility. 

Banos et al. (2024) demonstrated that firms with efficient inventory and receivables management 

strategies are less reliant on external funding, enhancing their resilience to liquidity shocks. 

Moussa (20 19) supported this by showing that Egyptian firms with optimized WCM could better 

withstand economic challenges, particularly in emerging markets. 

Contrary to these findings, Miller et al. (2020) cautioned that overly conservative fmancial 

management under the guise of resilience can impede profitability. High cash reserves might 

discourage risk-taking and innovation, leading to missed opportunities during economic recovery. 

Bebchuk et al. (20 10) similarly argued that excessive focus on financial resilience could result in 

agency problems, where managers prioritize safety over profitability. 

Van der Walt (2020) stressed the importance of integrating resilience into WCM strategies, 

highlighting that firms with higher resilience levels are more likely to implement aggressive WCM 

strategies without jeopardizing their operational stability. This indicates that financial resilience is 

not merely a buffer but also a facilitator of risk-taking and growth during volatile periods. 

Financial resilience refers to a firm's ability to absorb and recover from fmancial shocks without 

experiencing significant disruptions in operations. Studies such as those by Vander Walt (2020) 

have emphasised the importance of building fmancial resilience to maintain profitability during 

economic downturns. Firms with higher fmancial resilience are better able to manage liquidity 

risks and are more likely to implement aggressive WCM strategies without jeopardising their 

operational stability. 

2.4 Summary of the Literature and Research Gap(s) 

This research endeavours to cover the existing gap concerning the moderating role of financial 

resilience in the relationship of working capital management strategies and profitability in Kenya. 

Financial resilience can significantly influence a firm's profit levels especially during periods of 
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economic uncertainty. Prior studies have provided insight for firms that possess this resilience are 

better able to maintain operations and even seize new opportunities in times of downturn which 

can further improve profitability Altman et al. , (2020) 

While numerous studies have explored the relationship between WCM and profitability, few have 

examined the moderating role of fmancial resilience in this relationship, particularly the context 

of fmns in emerging economies like Kenya. This study seeks to address this gap by exploring how 

fmancial resilience influences the WCM profitability nexus in fmns listed on the NSE limited 

research has examined how fmancial resilience enables fmns to implement aggressive WCM 

strategies without compromising stability "profitability'. 

This study aims at thorough investigation and quantification of the elements of the WCM strategies 

which have been addressed by previous research studies but with a major focus on assessing the 

impact of working capital management strategies on profitability, exploring the influence of 

working capital management strategies on fmancial resilience, evaluating the effect of fmancial 

resilience on profitability. 

Because of the contrasting vtews m the effectiveness of fmancial resilience in promoting 

profitability as argued by previous scholars where financial resilience can lead to risk aversion 

which promotes going concern and profitability, this same fmancial resilience can hinder 

profitability by discouraging bold and innovative strategies that are risky and mighty yield more 

return. These studies on working capital management strategies introduce a novel aspect of 

fmancial resilience as a moderator. 

This study aims to show the importance of financial resilience while balancing it with the need for 

profitability to maximise the returns available. 

2.5 Conceptual Framework 

The conceptual framework is important for acquiring an understanding of the existing relationship 

between the variables used in the study being conducted and how they affect each other either 

directly or indirectly. 

Working Capital Profitability 
Management t 12 

Financial Resilience 



Independent variable Moderating variable 

Figure 2.2 : Conceptual framework 

2.5.1 Operationalization ofthe Variables 

Table 1 :Operationalization of variables 

Dependent variable 

Variable Definition Measurement REFERENCES 

Working capital Strategies that Afza & Nazir (2007) 

Management determine how much • Current 

working capital a liabilities to 

company needs to total liabilities 

maintain to support its ratio. 

day to day operations. • Cash 

converswn 

cycle. 

• Current Ratio 

Financial resilience This refers to a firm's • Cash flow to Amann, Jaussaud, & 

ability to absorb and debt ratio. Schmid, (2012) 

recover from fmancial • Operating 

shocks such as Cash Flow 

economic recesswns • Debt to equity ·• 

or unexpected ratio. 

fmanciallosses 

Profitability The ability of a • Return on Brigham, E.F & 
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business to generate Assets Houston, J.F (20 19) 

earnings compared to • 
its expenses. 
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CHAPTER THREE: 

RESEARCH METHODOLOGY 
3.1 Introduction 

This chapter highlights the research methodology that was used to establish the strength of the 

relationship between the working capital management strategies (aggressive, matching and 

conservative), financial resilience and profitability in the listed firms on the Nairobi Securities 

Exchange (NSE) in the Kenyan context. It entails the research design, target population, sampling 

methodology, data collection as well as the factors that affect the data's consistency and credibility 

covered in detail. 

3.2 Research Design 

The study adopted a descriptive research design for methodology. A research design basically 

shows a lay out of the conditions for data collection and analysis in a way that aligns with the 

research objectives. (Kothari, 2004) It is also described as a research design that intends to attain 

evidence to analytically describe an object situation or population. In this case it will seek to 

investigate whether a connection exists between working capital management practices alongside 

fmancial resilience and profitability. The design described the working capital practices used by 

listed !'mns and assess the strength and direction of the relationship among the variables through 

the supplementation of the correlational research design. 

3.3 Population and Sampling 

3.3.1 Identification of Target population 

The target population for this study consisted of all fmns listed on theN airobi Securities Exchange 

(NSE). As per the NSE database of2024 there are currently 65 fmns listed in the economies such 

as manufacturing, fmance, telecommunications, agriculture and services. The choice of these 

fmns is ideal given the study's focus on understanding how WCM strategies affect profitability in 

a vast range of industries operating under similar market conditions providing a base to examine 

resilience. This study run from 20 19 to 2023 . 

3.3.2 Sampling Techniques and Sample Size. 
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The sample size of 30 firms was determined using a purposive sampling approach. This technique 

ensures that fmns selected are those with complete fmancial data for the study period and represent 

all key sectors on the NSE. Each of the main sectors-manufacturing, telecommunications, retail, 

fmancial services, and agriculture-will be represented to capture sectoral variations in working 

capital practices and fmancial resilience. 

The selection criteria ensure the sample adequately reflects the population while remaining 

manageable for analysis. 

To determine the sample size: 

A preliminary review of the 65 fllTils was conducted to assess data availability and sector 

distribution. 

Firms were filtered based on consistent availability of fmancial reports from 2019 to 2023. 

At least three to five firms were selected per sector to ensure coverage across all industries 

represented on the NSE. 

3.4 Data Collection Methods 

This study employed secondary data as the major source of information which can and will be 

obtained from the fmancial reports of the fllTils listed on the NSE. As well as their fmancial 

statements like the balance sheets, income statements statement of changes in equity, statement of 

cashflows amongst others. The other publicly available databases like the Capital Markets 

Authority (CMA) of Kenya. These fmancial; statements provided data required to calculate 

working capital ratios, profitability measures and most importantly indicators of financial 

resilience. 

In addition to fmancial data, macro economic indicators such as inflation and interest rates which 

can affect profitability were sourced from the Central Bank of Kenya (CBK) Key data points 

include; Working Capital Metrics, Profitability metrics, fmancial resilience indicators like 

measures of liquidity reserves, debt coverage, and macro economic factors. 
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3.5 Data Analysis 

As per the nature of the data it was analysed using panel data regression analysis. The model 

showed the extent to which the independent variables influenced the dependent. The model was 

designed to test the relationships between WCM strategies (independent variable), fmancial 

resilience (moderating variable) and profitability( dependent variable) The following model shall 

be used; 

where; 

Y= Profitability is the profitability of firm i at timet 

X= WCM strategies 

M= Financial Resilience 

X x M = Interaction term capturing the moderating variable. 

F Error term 

3.5.2 Interpretation of Output 

Regression coefficients (~t,~2,~3) are indicators of magnitude and direction of the relationships 

between the variables; for instance a positive ~3 would suggest that fmancial resilience s~engthens 

the relationship between WCM strategies and profitability. 

Significance Levels (p-values) A p-value below 0.05 indicated statistical significance. 

R-squared R; Represents the proportion of variance in profitability explained by the model 

Interaction term stated above (X x M ) if significant it confirms the moderating role of fmaricial 

resilience. 

3.6.1 Diagnostic Statistical tests. 

Multicollinearity test; This test was undertaken to ensure no high correlation between the 

independent variables in the model. Using the variance inflation factor to detect the occurrence of 

multicollinearity. 
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Stationarity test; This test ensured the regression results were reliable. Knowing full well that non 

stationary data would cause spurious regression results to arise. This was conducted using the ADF 

test, Augmented Dickey Fuller Test. 

Heteroskedasticity test; Breusch-Pagan test was used to test for heteroskedasticity which occurs 

when the variance of the error terms is not constant across observations, thus bringing about 

inefficient estimates and biased standard errors that affect hypothesis testing. 

3. 7 Research Quality 

Researchers are tasked with ensuring research quality through maintaining validity, reliability and 

objectivity of the research. In the case of validity, this research study ensured validity by carefully 

selecting variables that accurately represent the concepts of WCM, profitability and financial 

resilience. The data collection process was standardised to ensure that relevant and accurate data 

was collected consistently across firms. Reliability refers to the consistency of the data collection 

process . The use of secondary data from audited fmancial statements ensures high reliability since 

these statements follow standard accounting procedures and are regularly reviewed by regulatory 

bodies. 

3.8 Ethical Issues in Research 

This study adhered to ethical research standards, ensuring that all data was handled responsibly 

and in compliance with regulations. The key ethical considerations covered in this research 

include; confidentiality; although the data are publicly available, the study ensured that the 

fmdings are reported in aggregate form to maintain flilll anonymity, for accuracy the study 

maintained the integrity of data by accurately reporting fmdings and avoiding manipulation of data 

to influence results. This methodology was designed to thoroughly investigate the role offmancial 

resilience in moderating the relationship between WCM and profitability, providing new insights 

for managers, policy makers and academics. 
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CHAPTER FOUR 

PRESENTATION OF DATA AND ANALYSIS 

4.1 Introduction 

This chapter presents the findings of the study, guided by the objectives and hypotheses outlined 

earlier. The purpose of this chapter is to analyze and interpret the results of the collected data to 

examine the moderating effect of fmancial resilience on the relationship between working capital 

management and profitability among firms listed on the Nairobi Securities Exchange (NSE). The 

chapter begins with a descriptive analysis of the key variables, followed by diagnostic tests to 

ensure the validity and reliability of the results. It then proceeds to inferential analysis, where 

regression models are used to test the study's hypotheses. Finally, the findings are discussed in 

relation to the theoretical framework and existing literature, concluding with a summary of key 

insights. 

By delving into these aspects, the chapter aims to provide a comprehensive understanding of how 

working capital management strategies influence profitability, while highlighting the role of 

fmancial resilience in moderating this relationship. 

4.2 Descriptive Statistics 

Descriptive statistics summarize the key characteristics of the data, including measures of central 

tendency (mean, median) and dispersion (standard deviation, minimum, and maximum). The table 

below shows the descriptive statistics for the variables used in the analysis. 

Table 2: Descriptive statistics 

Variable Cash Rati x3 OCF Ratio (x4) Debt to equity Ml 
(xS) (Moderating 

Term) 

Mean 5.6804 1.2272 1374.43 -33 . 

Median 0.8079 0.1976 28.6272 -9.127 

maxrmum 37.0426 57.6545 165862.1 -324.4557 . . . -
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Minimum 3.23E-057.7 0.0002 -12.0905 -3353.853 

Std. Deviation 36.5653 6.0057 146680.8 324.4557 

Skewness 9.0722 8.2074 10.5361 -9.5245 

Kurtosis 89.0184 73.3737 112.0099 98.0294 

Jaque-Bera 36711.23 24803.44 58553.04 44619.03 

Probability 0.0000 0.0000 0.0000 0.0000 

Interpretation: 

M1 (Moderating Term) has a high standard deviation, indicating substantial variation in its 

impact across firms. 

Other variables also exhibit variability, suggesting diverse financial structures and working 

capital strategies within the industry. 

The Cash Ratio (X3) has a high standard deviation (36.56), indicating substantial variability 

across firms. 

The Debt-to-Equity Ratio (X5) also shows significant variation, suggesting differences in 

leverage strategies. 

High skewness and kurtosis across all variables imply non-normal distributions, which may 

affect model assumptions. 

4.3 Correlation Analysis 

Correlation analysis evaluates the strength and direction of relationships between independent 

variables to detect potential multicollinearity issues. 

Table 4.2: Correlation Matrix 
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Table 3: Correlation Matrix 

Cash Ratio OCFRatio Debt to Equity Ml(Moderator) 

Cash Ratio 1.000 -0.0146 -0 .00145 -0 .2398 

OCF ratio -0.0146 1.000 -0.0193 0.0737 

Debt to Equity -0 .0145 -0.0193 1.000 0.0098 

M1 -0.2398 -0 .0737 0.0098 1.000 

Interpretation: 

Ml (Moderating Term) has a weak correlation with the working capital variables, suggesting it 

may play a nuanced role in modifying their effect on fmancial performance. 

No strong correlations indicate minimal multicollinearity concerns . 

4.4 Regression Results (Fixed Effects Model) 

The Fixed Effects Model was employed to assess the relationship between working capital 

management variables and fmancial performance (ROA). 

Table 4.3: Fixed Effects Regression Results. 

Table 4: Fixed Effects Regression Results 

Variable Coefficient Std. Error T -statistic Probability (p-

value) 

Constant (c) 0.0470 0.0219 2.1501 0.0346 

Cash Ratio -0.0004 0.0007 -0.4906 0.6251 

OCF ratio 0.0037 0.0004 8.1414 0.0000 
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Debt-to-Equity -1.06E-06 

(x5) 

M1 (moderating -0.0008 

term) 

X3 *M1 0.0012 

(Interaction 

term) 

X4*M1 ( -0.0023 

interaction term) 

X5*M1(interacti 0.0009 

on term) 

Model Statistics: 

R-squared: 0.7854 

Adjusted R-squared: 0.6423 

F-statistic: 6 .3287 (p-value = 0.0000) 

Interpretation: 

1.73E-07 -6.1598 0.0000 

7.35E-05 -6.5869 0.0000 

0.0005 2.4003 0.0181 

-

0.0006 -3.8365 0.0002 

0.0003 3.0124 0.0033 

M1 (Moderating Term) significantly interacts with Cash Ratio (X3), OCF Ratio (X4), and Debt­

to-Equity (X5), modifying their impact on fmancial performance. 

The interaction term X3*M1 is positive and significant (p = 0.0181), suggesting that M1 

strengthens the relationship between Cash Ratio and financial performance. 

The interaction term X4*M1 is negative and significant (p = 0.0002), implying that M1 weakens 

the positive impact of OCF Ratio on fmancial performance. 
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The interaction term X5*Ml is positive and significant (p = 0.0033), indicating that Ml 

enhances the effect of Debt-to-Equity on financial performance. 

The higher R-squared (0 .7854) compared to the previous model confirms that including Ml as a 

moderator improves the model's explanatory power. 

As stated in chapter 3 the Interaction term stated above (X x M ) if significant it confirms the 

moderating role of financial resilience. 

4.5 Diagnostic Tests 

Diagnostic tests were conducted to validate the regression assumptions. In this study, diagnostic 
tests revealed no evidence of heteroskedasticity, indicating that the residuals are evenly 

distributed. This suggests that the regression model provides reliable estimates, as 
heteroskedasticity could otherwise lead to inefficient estimators and incorrect inferences. 

Homoscedasticity: No heteroskedasticity issues detected. The variance inflation factor (VIP) test 

results indicate that multicollinearity is not a significant concern. This ensures that the estimated 
coefficients are stable and that each independent variable contributes unique explanatory power 
to the model. 

Multicollinearity: No serious multicollinearity concerns based on VIP tests. 

Normality of Residuals: Residuals are approximately normal. Based on diagnostic tests, the 
residuals appear to be approximately normal, indicating that the model adheres to the 

assumptions of classical regression analysis, thereby enhancing the robustness and 
interpretability of the results. 

4.6 Summary of Findings 

Direct Effects: 

OCF Ratio a measure of resilience as per this paper positively influences fmancial performance 

whereas Debt-to-Equity and Cash Ratio show varied effects. 

Moderating Effects ofMl: 

The Moderating term strengthens the effect of Cash Ratio on fmancial performance, weakens the 

effect ofOCF Ratio on fmancial performance and in tum enhances the effect ofDebt-to-Equity 
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on fmancial performance. This implies that the ability of fmancial resilience to link between the 

working capital strategies and financial performance in terms of profitability also depends on the 

working capital strategy employed by that firm. 
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CHAPTERS 

DISCUSSION, IMPLICATIONS, CONCLUSION, AND RECOMMENDATIONS 

5.1 Introduction 

This chapter presents a discussion of the fmdings in relation to the study objectives, theoretical 

foundations, and empirical evidence. The chapter further outlines the implications of the study, 

conclusions, and recommendations for policymakers, corporate managers, and future researchers. 

The study examined the effect of working capital management (WCM) strategies on the financial 

performance of fmns listed on the Nairobi Securities Exchange (NSE), with fmancial resilience 

(Ml) as a moderating variable. 

5.2 Discussion of Findings 

5.2.1 Effect of Cash Ratio (X3) on Financial Performance 

The fmdings indicate that Cash Ratio (X3) has an insignificant effect on financial performance. 

This suggests that maintaining liquidity does not necessarily enhance finn profitability, likely due 

to the opportunity cost of holding excess cash. These results align with the trade-off theory, which 

argues that firms must balance liquidity with investment opportunities to maximize returns. Prior 

research, such as that by Smith and Begemann (1997), has shown mixed results regarding cash 

holdings and 'profitability, reinforcing the idea that liquidity management must be carefully 

balanced to optimize returns. 

The interaction term X3 *Ml was positive and significant, indicating that firms with higher 

fmancial resilience are better able to utilize excess cash effectively, leading to improved fmancial 

performance. This suggests that strong financial resilience enhances the strategic value ofliquidity 

management. Similar findings have been reported by Deloof (2003), who found that firms with 

sound fmancial structures can better leverage cash holdings for operational efficiency. 
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5.2.2 Effect of Operating Cash Flow (OCF) Ratio (X4) on Financial Performance 

The study found that Operating Cash Flow (X4) has a significant positive effect on fmancial 

performance, supporting the cash flow theory, which emphasizes the importance of internal 

liquidity in sustaining operations and growth. Firms with higher cash flows from operations tend 

to experience improved fmancial stability and performance. These fmdings are consistent with 

those of Garcia-Teruel and Martinez-Solano (2007), who found that efficient cash flow 

management is critical to maintaining profitability. 

The interaction term X4*Ml was negative and significant, implying that firms with higher 

fmancial resilience tend to rely more on external financing rather than internal cash flows . This 

suggests that firms with greater resilience have diversified fmancial strategies that reduce 

dependence on internally generated cash flows. This observation is supported by research from 

Petersen and Rajan (1997), who noted that fmns with strong fmancial foundations are more likely 

to access favorable credit terms, thereby reducing their reliance on internal funds . 

5.2.3 Effect of Debt-to-Equity Ratio (X5) on Financial Performance 

The results reveal that Debt-to-Equity Ratio (X5) has a significant negative effect on fmancial 

performance. Highly leveraged finns experience a decline in fmancial performance due to 

increased financial risk and debt servicing costs. These fmdings support the pecking order theory, 

which states that finns prefer internal fmancing over debt due to associated risks. Similar results 

have been found in prior studies such as those by Rajan and Zingales (1995), who observed that 

excessive leverage tends to diminish frrm value due to fmancial distress costs. 

The interaction tenn X5*Ml was positive and significant, meaning that frrms with higher financial 

resilience are better equipped to manage debt-related risks, mitigating the negative impact of 

leverage on fmancial performance. As stated in chapter 3 As stated in chapter 3 the mere factv that 

Interaction term stated above (X x M ) being significant indicates and confmns the moderating 

role of fmancial resilience on firms profitability. 

This fmding aligns with the work of Modigliani and Miller (1958), who argued that fmns with 

strong fmancial resilience can sustain higher levels of debt without significantly harming 

profitability. 
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5.3 Implications of the Study 

5.3.1 Theoretical Implications 

The study contributes to the existing literature by confmning the moderating role of fmancial 

resilience (Ml) in the relationship between WCM strategies and fmancial performance. The 

fmdings support the trade-off theory in cash management, the cash flow theory in liquidity 

management, and the pecking order theory in capital structure decisions. These results build upon 

the foundation laid by previous researchers, such as Gill, Biger, and Mathur (2010), who 

emphasized the importance of fmancial structure in optimizing firm performance. 

5.3.2 Managerial Implications 

Managers should adopt dynamic cash management strategies, ensuring they optimize liquidity in 

alignment with financial resilience. Firms should enhance their fmancial resilience to better 

manage debt and reduce fmancial distress. Given the moderating role offmancial resilience, firms 

should adapt their working capital strategies to build fmancial sustainability and improve long­

term performance. Studies by Lazaridis and Tryfonidis (2006) have shown that firms with well­

managed working capital cycles tend to perform better, reinforcing the importance of dynamic 

strategies. 

5.3.3 Policy Implications 

Regulatory bodies such as the Capital Markets Authority (CMA) should promote fmancial 

resilience frameworks that enhance firm sustainability. Corporate governance guidelines should 

emphasize financial resilience metrics, ensuring that fmns maintain robust fmancial positions to 

navigate economic fluctuations. Prior research by Shin and Soenen (1998) underscores the need 

for regulatory oversight to ensure efficient financial management across fmns. 

5.4 Conclusion 

Based on the research findings, the study concludes that Cash Ratio (X3) alone does not 

significantly affect fmancial performance, but for firms with high fmancial resilience, the impact 

is positive and significant, highlighting the role of resilience in effective liquidity management. 
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Operating Cash Flow (OCF) Ratio (X4) significantly enhances fmancial performance, but its effect 

weakens for firms with greater fmancial resilience, suggesting that resilient firms diversify their 

fmancial strategies. Debt-to-Equity Ratio (X5) has a strong negative effect on financial 

performance, but firms with higher fmancial resilience (Ml) are better equipped to manage debt­

related risks, mitigating its negative impact. 

These fmdings underscore the necessity for NSE-listed firms to integrate resilience-building 

measures within their WCM frameworks to sustain profitability and long-term financial stability. 

This aligns with prior research by Afza and Nazir (2009), who found that financial resilience is a 

critical factor in the sustainability of firms operating in volatile markets. 

5.5 Recommendations 

Firms should implement resilience-driven cash flow management strategies that enhance fmancial 

stability and performance. Corporate managers should strengthen financial resilience through 

adaptive working capital strategies. Firms should strategically structure their debt levels, ensuring 

they maintain fmancial sustainability through resilience-enhancing policies. 

Regulatory frameworks should emphasize fmancial resilience as a key component of corporate 

sustainability. The CMA should develop guidelines to help firms integrate fmancial resilience into 

th~ir financial management practices. Future studies should examine the long-term effects of 

fmancial resilience on corporate fmancial performance. Researchers should explore the sector­

specific impact of fmancial resilience in WCM strategies. Future studies could investigate other 

resilience-related financial metrics, such as risk management strategies, in the context ofWCM. 

5.6 Summary 

This study confmns that working capital management strategies significantly influence fmancial 

performance, with fmancial resilience (Ml) playing a moderating role. The findings emphasize 

the need for fmns to enhance fmancial resilience to optimize fmancial performance. Policymakers 

and corporate managers can leverage these insights to enhance fmancial decision-making in NSE­

listed fmns. The study continue to highlight the significant impact of working capital management 

(WCM) strategies on the profitability of firms listed on the NSE, demonstrating that efficient 
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management of cash flow, receivables, and payables contributes positively to fmancial 

performance. Furthermore, financial resilience emerges as a crucial factor in enhancing 

profitability, as firms with stronger financial buffers can better withstand economic shocks while 

optimizing WCM strategies. The moderating role of fmancial resilience is evident in its ability to 

amplify or mitigate the relationship between WCM strategies and profitability, aligning with prior 

research that emphasizes the importance of liquidity buffers and adaptive financial policies (Smith 

& Brown, 2020; Johnson et al. , 2019). The study confirms that fmancial resilience does indeed 

moderate this relationship, albeit to varying degrees depending on fmn-specific characteristics and 

market conditions. 
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necessary knowledge required to carry out the research process before and during as well as even after the research 
period . vi CHAPTER ONE : INTRODUCTION 1.1 Background of the StudY. The association between WCM ;w__Q_profitabilitY. 
has long been a subject of interest in corporate finance due its critical role in ensuring a firm's liquidity and operational 
efficiency. Working Capital inefficiencies such as holding high inventory or allowing lengthy credit periods ties up funds 
that could otherwise be used for profitable investments, these inefficiencies can lead to either liquidity shortages or 
excess idle funds hence minimising profitability. Several studies have shown that ineffective WCM can lead to decreased 
profitability. Lazaridis and Tryfonidis (2006) investigated Greek firms and found that firms with longer receivable 
collection periods and higher inventory holdings had lower profitability. It suggests that efficient WCM through faster 
receivables collection and inventory turnover could enhance firms profitability. In a U.S centred study .(ill!,....el...a.1...(2.Ql.Q) 
highlighted .the. inverse relationship between WCM llllJ1 profitabilitY., noting that firms with delayed receivables and 
extended payables periods experienced a decline in profitabj lity, the authors Gill and Biger indicated that poor WCM can 
strain cash flows and even erode profit margins especially for firms that rely heavily on short-term financing . This study 
in conjunction with previous studies highlighted above seeks to explore how financial resilience can moderate tb.l: 
relat ionshio between WCI'I strategies ;w__Q_profitabi li tv. among listed firms on Kenya's premier capital market, the Nairobi 
Securities Exchange for lack of a better word, a sector where effective working capital management is especially due to 
economic volatility. 1 1.1 Working..Q!pital Management Working..Q!pita l Management is a vital aspect in corporate 
finance as its main focus is the administration of a firm's short te rm assets and liabilities hence the term working.J;i!pital. 
The wav. in which working.J;i!pi ta l is managed can have a significant im pact on both liguiditv. and profi tabili tY. of the firm 
as seen by Deloof (2003) . Working Capital consists of current assets like receivables , inventories and cash and cu rrent 
liabi lities like Jli!Y.ab les , which requires careful management to optimise liquidity without compromising profitability. The 
strategies employed in WCM that are aggressive, conservative and matching are made to balance the opportunity cost 
between risk and return, according to Afza & Nazir (2007) it is through these strategies that determine the amount of 
work ing.J;i!pita l required by a comJli!.!lY. or firm 12 support ill; day to day operations. Aggressive working capital 
management as viewed by Gitman (2003) aims to maximise the return on investment by reducing the capital tied up in 
non earning assets like excess liquidity. However, it is seen as risky because it inhibits the firm's ability to have liquidity, 
increasing the chances of financial distress and liquidity shortfalls. It is characterised by heavy reliance on short term 
funding and high levels of interest rates . On the other hand, a conservative working strategy is one that involves a firm 
maintaining high levels of current assets and using long term funds to support working capital. It minimises risk as well 
as profitability hence the term conservative. Matching working capital management strategy is one where there is a 
balance between the maturity profiles of firms assets and liabilities. This theory illustrates t hat short te rm assets can !!.!: 
fi nanced bY. short term liab il it ies and l o ng~ liabilities f in ance d by..J.Q..o.g~ assets, managing liquidity and reducing 
risk. Working Capital Management strategies are critical for financial management in firms. 1.1.2 Financial resilience. 
Financial resilience refers to a firm's ability..J;Q withstand, adapt to, .i!ill! recover from financial stress or disruptions while 
maintaining operational continuity and profitability. This concept encompasses multiple dimensions, including liquidity, 
risk management, operational adaptability, and strategic foresight, which collectively determine a firm's capacity to 
manage both predictable and unforeseen economic challenges. Key to financial resilience is liquidity management, which 
ensures that firms maintain adequate cash reserves or access to credit facilities to absorb short-term shocks without 
disrupting operations. Effective risk mitigation strategies, ~ diversification .i!ill! hedging, ~PI.i!.Y. a crucial role in 
shielding firms from financial vulnerabilities . Moreover, operational adaptability- the ability to adjust cost structures, 
resource allocation, or business models in response to economic changes-further enhances a firm 's resilience. Strong 

:tps:/ /a pi .turniti n .com/newreport_pri ntview .asp?eq=O&eb=O&esm=8&oid=2585775378&sid=O&n=O&m=2&svr=6&r=63 .500770 17736868&lang=en_us 4/9 





11/02/2025, 19:54 Turnitin- Ori ginality Report - Yiga Philip Research Proposal (2).pdf 

financial resilience is underpinned by robust financial health, characterized by low debt-to- equity ratios, stable cash 
flows, and efficient capital structures. Strategic foresight, including stress testing, scenario planning, and contingency 
frameworks, ensures that firms are proactive in managing potential crises. In the context of emerging markets like 
Kenya, financial resilience is particularly critical due to heightened economic volatility and limited access to external 
financing. A 2021 study by Bricongne et al. underscores that firms with higher liquidity are better equipped to handle 
financial shocks, such as those experienced during the COVID-19 pandemic. Th is resilience enables firms to continue 
operations, maintain profitability, and recover quickly from setbacks, making it a cornerstone of long-term business 
sustainability. This study posits that financial resilience not only helps firms survive economic volatility but also enhances 
the effectiveness of working capital management strategies. By integrating resilience into WCM practices, firms can 
better position themselves for sustained profitability and stability in uncertain environments. 1.1.3 Developing Economies 
and Emerging Markets Existing research on WCM strategies largely focuses on the developed markets. This study aims at 
focusing on developing economies like Kenya expanding the literature to be discovered into new economies whilst also 
highlighting the listed firms because they represent the economic performance of the country implying that the risks 
related to liquidity and financial distress that they may face represent the economy at large. Through analysing the role 
of financial resilience in listed firms, practical recommendations on the best course for optimisation of the working~~ 
mg~ strategies f2r enhancing QQt1l their lliuill!.i.t.Y....il..!ld._ profitab ilitv.. These firms might prefer to have limited 
access to external finance because it majorly illustrates strategies for internal augmentation. 1.2 Statement of the 
Problem While extensive research has explored the direct effects of WCM on profitability, the moderating role of financial 
resilience remains largely overlooked (Shin & Soenen, 1998). This gap in understanding limits firms' ability to enhance 
their WCM strategies to achieve financial stability and profitability, especially during unprecedented economic disruptions 
such as the COV!D-19 pandemjc. Studies have shown that poor WCM negatively affects profitability. For example, Deloof 
(2003) found a negative rela tionship between the cash conversion cy~ (CCC) .dllilprofitabilitY. in Belgian firms, while 
Lazardidis and Tryfonidis (2006) observed similar trends in Greek firms . Research on emerging markets, such as 
Raheman and Nasr's (2007) study on Pakistani firms, underscores the importance of effective WCM in maintaining 
liquidity and profitability amidst economic volatility. Despite this evidence, little attention has been paid to how financial 
resilience moderates the WCM-profitability relationship, particularly in emerging markets like Kenya . This study addresses 
this gap by exploring how firms can optimize their WCM strategies while leveraging financial resilience to mitigate risks 
and maximize profitability in uncertain economic environments. !.3 Research Objectives 1.3.1 General ObJective To 
determine .tb.g moderating ~financial resilience on the re lationship between working..,££p ital Management 
Strategies illllLJlrofitabili ty among listed firms listed on the Nairobi Securities Exchange ( NSE) . ~pecific Objectives 
1. Assess the imPQQ;of work ing~Qita l management strategies (aggressive, conservative) Q.!L~Y. · 2. Identify .th.!:. 
influence of worki ng~pita l management strategies on financial resilience. 3. Evaluate the effect of financial resilience on 
profitability. 1.4 Research Questions 1. How do different working capital management strategies directly impact 
profitability of firms listed on the NSE ? 2. In what way does financial resilience play in improving profitability through 
effective WCM ? 4 3. To what extent does financial resilience moderate the re lationship between WCM strategies and 
profitability ? 4. Does financial resilience actually moderate the relationshiP- between working..,££Qita l manag~ 
strategies ll.ill!_ profitabi li t Y., if so 12 what extent? 1.5 Scope of the Stpdv. This research will be focused on establishing 
the intricate relationship between wo rk ing~Qi ta l m a n ag~ strategies Sl..ill!. a firm's profitability and what role 
financial resilience plays within listed on the Nairobi Securities Exchang.e. and covers .il. five y..e.<![_period from 2018 12 
2023 . It will examine the relationship between WCM strategies, financial resilience and profitability using financial data 
obtained from firm reports . The study will focus on key sectors including manufacturing banking and telecommunications 
as these sectors face distinct WCM challenges in the Kenyan context. This is so because the firms operating within the 
sector are particularly vulnerable to financial shocks with robust working capital management strategies and financial 
resilience. This research will be using a qualitative research design . The geographical scope of this study is limited to 
Nairobi because of its economic prowess as the hub of the Kenyan economy as a whole . 1.6 Significance of the Study 
Whereas there are several studies that have been conducted on the relationship between working~pital manag~ 
strategies .il.lli!._profitabi litY. little to !lQ notice ~ been made on 1!J.!:. moderating role Qf financial resilience in the profit 
maximisation through the working capital management strategies. 1.6.1 Educational institutions Because this research 
integrates a neglected concept of financial resilience into the concept of working capital management, it will benefit 
educational institutions. As much as existing studies have explored various aspects of WCM and profitability, they have 
neglected the context of economic volatility and even financial shocks. This will offer a more !&!!J[!rehens ive 
understanding of the dynamics between WCM strategies and profitability. It also Qrovides a foundation for future 
resea rch particularly in the context Qf economic volatility and financial shocks enriching the academic discourse in 
corporate finance and management fields. 5 1.6.2 Financial Managers The study is significant to the financial managers 
for they are responsible for optimising working capital management in their organisations. Through the understanding of 
this study, managers can better align their working capital strategies with their firms overall financial health and risk 
management objectives thereby improving profitability and furthermore ensuring long-term financial stability. The 
research findings will guide in the formulation of ideal working capital management strategies that suit the company at 
hand depending on the volatility and shocks the company is expected to experience depending on the field . Such as when 
the economy is volatile, which strategy will best fit financial resilience and the working capital management 
strategies. Due to the untimely occurrence of economic shocks, such as the Covid-19, financial resilience has become a 
more critical factor in ensuring business survival and profitability. This study aims to help firms to navigate such crises, 
providing insight on how to remain financially resilient whilst managing their working capital efficiency. It depicts how 
firms can achieve sustainable profitability by integrating financial resilience into their working capital strategies. This 
research will also highlight the noteworthiness of financial resilience through providing firms with a framework for 
managing financial risk and or optimising their WCM practices in order to absorb economic shocks. 1.6.3 Policy Makers 
This research provides valuable insights for policy makers by demonstrating the importance of integrating financial 
resilience into corporate governance and economic frameworks. It highlights how working capital management strategies 
can be optimised to ensure financial stability and mitigate the risks posed by economic shocks. Policy makers can use the 
find inglli develop rggu latlons and policies t!!ill encourage firms to adopt resilience-building measures, enhancing 
economic stability and promoting sustainable growth . CHAPTER TWO: LITERATURE REVIEW 2.1Introduction Working. 
~Qital is a representation Qf the current assets of a firm , which is the portion of financial resources Qf a business that 
shift from one form to another form during_tl]g daily operations of the business. (Deloof 2003) . Working capital 
management is therefore the techniques and skills used by the finance team of an organisation to effectively maintain 
adequate levels of both current assets and current liab ili t ies . The ma in aim of working..,££Qita l management is to provide 
enough cash to meet the short term financial obligations Qf a firm . (Raheman Sl..ill!. Nasr, 2007) and create ba lance 
between profitability of the firm and in consideration of the risks that could be attached to that level of profitability 
(Lazaridis and Tryphonis 2006) Resilience simply put is achieved through a combination of two sub themes of robustness 
Adger (2006) that is absorptive capacity and speed of recovery , therefore financial resilience is a company's ability to 
experience a large shock without major negative consequences (absorptive capacity and the rate at which a system 
recovers from the shock (speed of recovery) . This literature review relates working capital management strategies and 
their effect ll.D....th.e._profitability_Q[ the firms listed on NSE in Keny.il, and the lia ison role of financial resilience on the 
profitability as a whole . 2.2 Theo ret ical Review The theoretical framework of this studY. establishes the foundation f2r 
understanding the relationship between Working__G.il,pita l Manag~ (WCM), PIQ.fi.t.illl.iv. , and .th.!:. moderating role Qf 
financial resilience . It draws from the established theories in finance such as the Cash Conversion Cy~, Trade-off 
Theorv.,....il.ill! Resource-Based View (RBV) . 2.2 1 Cash Conversion Cv.cle Theo(Y. The Cash Conversion Cy~) Theory 
posits that 1!J.!:. efficiency of managing short-term assets and liabilities is critical for a firm's liquidity and profitability. The 
CCC measures the t ime taken between P£Yl.o.9 for rav1 mat'erials and rece iving cosh f rom sales . It integrates three key 7 
components: im.e.n.tll.r.Y~. accounts receivable collection P.e1iQ.d. and accounts~~ deferral R.e.J:iQ.a._A shorter 
CCC indicates faster cash flow within the organization, reducing the reliance on external financing and enhancing 
profitability. Deloof (2003) and Lazaridis & Tryfonidis (2006) demonstrated that firms with shorter CCCs are more likely to 
improve their profitability, as they can minimize costs associated with inventory holding and accounts receivable 
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management. Furthermore, the CCC theory underscores the balance between operational efficiency and financial stability. 
While an overly aggressive WCM strategy (e.g., excessively reducing CCC) may optimize liquidity, it risks operational 
disruptions, strained supplier relationships, and customer dissatisfaction . Incorporating financial resilience into CCC 
management enhances its practicality in volatile environments. Financial resilience ensures firms can absorb financial 
shocks and maintain liquidity, enabling them to pursue shorter CCCs without compromising operational continuity. 
Raheman and Nasr (2007) established that financial resilience mitigates risks associated with aggressive WCM practices, 
emphasizing its critical role in sustaining profitability amidst economic uncertainty. 2.2.2 Trade-off Theorx The Trade-off 
Theory_ highlights the balancing act between risk and return in financial decision- making . This framework is particularly 
relevant to WCM, where firms must weigh the benefits of maintaining high liquidity against the opportunity costs of idle 
resources. Holding higher liquidity reduces the risk of financial distress by ensuring the availability of cash for short-term 
obligations. However, excessive liquidity can lower profitability by forgoing investment opportunities. Conversely, an 
aggressive WCM strategy involving reduced liquidity may enhance profitability through efficient resource allocation but 
exposes the firm to liquidity risks . This trade-off is especially pertinent in dynamic market conditions where operational 
risks and market opportunities coexist. The role of financial resilience within this framework is pivotal. Resilient firms are 
better equipped to adopt aggressive WCM strategies without compromising financial stability. For instance, firms with 
robust liquidity reserves or diversified funding sources can effectively navigate cash flow 8 volatility while capitalizing on 
high-return opportunities. Gill, Biger, and Mathur (2010) validated the trade-off theory by illustrating the profitability 
implications of managing liquidity and risk. The theory aligns with the notion that financial resilience acts as a buffer, 
enabling firms to sustain profitability even in periods of economic uncertainty. 2.2.3 Resource-Based View (RBV) Ib.e. 
Resource-Based View (RBV) .!:II!Phasizes a firm's internal resources and capabilities as keY. drivers of com~ 
~g~ sustained profitability. In the context of WCM, RBV highlights the strategic value of managing financial 
resources such as working capital, liquidity reserves, and access to credit lines. Effective WCM enables firms to optimize 
resource allocation, maintain operational continuity, and respond dynamically to changing market conditions. Financial 
resilience is conceptualized within RBV as a strategic capability that empowers firms to absorb and recover from external 
shocks. Resilient firms leverage their internal resources to mitigate risks and exploit opportunities during periods of 
economic turbulence. For example, firms with strong liquidity reserves can withstand cash flow disruptions, while those 
with efficient credit management practices can maintain supplier and customer relationships. Integrating financial 
resilience with WCM aligns with the RBV's principles by reinforcing a firm's adaptive capacity and strategic flexibility. 
Resilient firms are not only able to maintain profitability but also capitalize on opportunities during market downturns. 
This perspective underscores the importance of developing WCM practices that complement broader resilience strategies. 
Studies by Moussa (2019) and Bhamra et al. (2011) reinforce the RBV's relevance by linking financial resilience and 
efficient WCM to organizational success and long-term profitability. 2.3 Empirical Review Severa l emQirical studies have 
been conducted to examine t he relationship between working..Q!Qita l ma nagement and QrofitabilitY. of the company. 
Particular focus is placed on specific working capital strategies and the moderating role of financial resilience in this 
nexus. 2.3.1 ImQact of Working...Q!Qita l Management Strategies on Profitab ili tY. Empirical stud ies provide mixed evidence 
QD. how ~Qeci fic working capital management (WCM) strategies affect profitability. A study by Amagoro Esther (2022) 
identified that effective cash planning, cash control, and liquidity management significantly enhance financial 
performance. These strategies, when properly implemented, ensure the firm meets short-term obligations without over­
relying on external financing. Oscar F. et al. (2022) analyzed Ecuadorian SMEs and concluded that allocating resources to 
current assets-particularly inventory management, accounts receivable, and cash-positively impacts profitability. 
Similarly, Osei et al. (2023) found that efficient mobilization of inventories and receivables forms a crucial strategy for 
profitability maximization. However, Basyith Abdul (2021) observed in Indonesian firms that elongated accounts 
receivable periods and cash conversion cycles (CCC) negatively impacted profitability, suggesting that overly conservative 
approaches may hinder performance. Deloof (2003) and Usman (2019) emphasized the critical role of CCC optimization . 
Firms with shorter CCCs reduce holding costs and dependency on external financing, enhancing profitability. However, 
overly aggressive strategies that shorten CCC excessively can disrupt operations and relationships with suppliers, as 
noted by Lazaridis and Tryfondis (2006). In the Kenyan context, Makori (2017) found that liquidity management 
significantly affects profitability, advocating for balanced strategies. Achieng (2024) and Chasha Sogomi et al . (2024) 
underscored the importance of credit management and moderate WCM strategies to ensure operational continuity and 
profitability. 2.3.2 Working...Q!Qital Management Strategies and Financial Resilience Bhamra tl..£l . (2011) posited !!:!ill 
sound financial management, including WCM, is integral to organizational resilience . Their findings highlighted strategies 
such as maintaining liquidity reserves, reducing dependency on external financing, and optimizing the cash conversion 
cycle as critical for navigating financial shocks. EI-Ansary (2020) emphasized that balancing aggressive and conservative 
WCM strategies contributes to both profitability and resilience . Firms with efficient WCM are better equipped to absorb 
economic downturns and maintain profitability. For instance, Filbeck et al. (2005) found that industry-specific WCM 
strategies enhance financial resilience, providing firms with a buffer against financial volatility. Banos et al. (2024) 
demonstrated that firms with efficient inventory and receivables management strategies are less reliant on external 
funding, enhancing their resilience to liquidity shocks. Moussa (2019) supported this by showing that Egyptian firms with 
optimized WCM could better withstand economic challenges, particularly in emerging markets. Contrary to these findings, 
Miller et al. (2020) cautioned that overly conservative financial management under the guise of resilience can impede 
profitability. High cash reserves might discourage risk-taking and innovation, leading to missed opportunities during 
economic recovery. Bebchuk et al. (2010) similarly argued that excessive focus on financial resilience could result in 
agency problems, where managers prioritize safety over profitability. Van der Walt (2020) stressed the importance of 
integrating resilience into WCM strategies, highlighting that firms with hig.b.e.r resilience levels are more likely_!Q 
implement aggressive WCM strategies without jeopardizing their operational stability. This indicates that financial 
resilience is not merely a buffer but also a facilitator of risk-taking and growth during volatile periods. Financial resilience 
refers to a firm's ability_!Q absorb .2.ill! recover from financial shocks without experiencing significant disruptions in 
operations. Studies such as those by Van der Walt (2020) have emphasised the importance of building financial resilience 
to maintain profitability during economic downturns. Firms with higher financial resilience are better able to manage 
liquidity risks and are more likely to implement aggressive WCM strategies without jeopardising their operational stability. 
2.4 Summa[Y...Qf the Literature and Resea rch Gap(s) This research endeavours to cover the existing gap concerning the 
moderating role of financial resilience in the relationshiP.. of wo rking..Q!Qita l management strategies iill!!..Qrofitabi lity..l!l 
Keny_g_ . Financial resilience can significantly influence a firm's profit levels especially during periods of economic 
uncertainty. Prior studies have provided insight for firms that possess this resilience are better able to maintain 
operations and even seize new opportunities in times of downturn which can further improve profitability Altman et al., 
(2020) While numerous studies have explored the relat ionshiP- between WCM and Qrofitab il itY. , few have examined the 
moderating ro le of financial resilience i.o. this relationship, particularly the context of firms in emerging economies like 
Kenya . This studY. seeks to address this g£R.Jl.Y~Q i o r i ng how financial resilience influences the WCM profitability nexus 
in firms listed on the NSE limited research has examined how financial resilience enables firms to implement aggressive 
WCM strategies without compromising stability "profitability'. This study aims at thorough investigation and quantification 
of the elements of the WCM strategies which have been addressed by previous research studies but Yill.b...sl. major~ 
.Q!l assessing .tb..Umpact of working.J;Qpital manag.!:IIll:!ll; strategies Q.!Lprofita bili tY. , exploring 1!ll! influence of working_ 
J&pital manag.!:IIll:!ll; strategies .Q!l financial resilience, ~g the effect of financial resilience Q.!Lprofitabilitv.. 
Because .Qf the contrasting views in the effectiveness of financial resilience in promoting profitability as argued by 
previous scholars where financial resilience can lead to risk aversion which promotes going concern and profitability, this 
same financial resilience can hinder profitability by discouraging bold and innovative strategies that are risky and mighty 
yield more return . These studies on working capital management strategies introduce a novel aspect of financial 
resilience as a moderator. This study aims to show the importance of financial resilience while balancing it with the need 
for profitability to maximise the returns available. 2 5 Conceptual F@mework The conceptual f@mework is important for 
acquiring an understanding of the existing relationship between the variab les used in the .ili!.d.Y.. being conducted .2.ill! 
how they affect each other either directly or indirectly. Working Capital Profitability Management Financial Resilience 
I ndeQendent va riable Moderating variable DeQendent variable Figure 2.2: ConceQtual framework 2 .5 . .!...QQerationalization 
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Q[ the Va riables Table 1:0perationaliza t ion of variables Varia ble Definition Measurement REFERENCES Working · 
Management capital Strategies that determine how much ~g.J&.pital a comPillly~ maintain to ~P~ 
day to day .Q~. • Current liabilities to total liabilities ratio. • Cash conversion cycle. • Current Ratio Afza & Nazir 
(2007) Financial resilience This refers to a firm's abilit\U.Q absorb .i!.!ld. recover from financial shocks such as economic 
recessions or unexpected financial losses • Cash flow to debt ratio. • Operating Cash Flow • Debt to equity ratio. Amann, 
Jaussaud, & Schmid, (2012) Profitability The ability of a • Return on Brigham, E.F & business to generate earnings 
compared to its expenses. • Assets Houston, J.F (2019) CHAPTER THREE: RESEARCH METHODOLOGY 3.1lntroduction 
I!:!.i.llb2~g.b.Jig~ research methodolog.Y. that was used to establish ~ strength .2f...t!J.g relationship between 
~work i ng_gp i ta l ma nagemen t st ra teg.i§...@g_gress ive , matching and conserva t ive ), financial resilience £D.!Lp:rofitab ili tY. 
in the listed firms on the Nairobi Securities Exchange (NSE) in the Kenyan context. It entails the resea rch design ,.J.Q.[gg]; 
QQ.pulatio n. sampli ng methodology, da ta co llection as well as the factors that affect the data's consistency and credibility 
covered in detail. 3.2 Research Design The study adopted a descriP-tive research design for methodology. A research 
design basically shows £1. lay out of the cond itions for data collection and ana lysis in a way !h£1.1 aligns with the research 
Q.Qjectives. (Kothari, 2004) It is also described as a research design that intends to attain evidence to analytically 
describe an object situation or population. In this case it will seek to investigate whether a connection exists between 
working capital management practices alongside financial resilience and profitability. The design described the working 
capital practices used by listed firms and assess ~gth and direction of the rela t ionshi !< among the variables 
through the supplementation of the correlational research design . UJ:.Qpulation and SamRlJ.ng....:Lli Identification of 
illg~QQpu l ation The ta rg~QQpula t ion for this studY-COnsisted of all firms listed on the Nairobi Securities Exchang.e_(I;!Sf 
) . As per the NSE database of 2024 there are currently 65 firms listed in the economies such as manufacturing, finance, 
telecommunications, agriculture and services. The choice of these firms is ideal given the study's focus on understanding 
how WCM strategies affect profitability in a vast range of industries operating under similar market conditions providing a 
base to examine resilience. This study run from 2019 to 2023. U .2 S<l.!!lR.!ing Techniques .i!.!ld. Sample Size. The sam~ 
~ 30 firms ~ determined using a purposive sampling approach. This technique ensures that firms selected are 
those with complete financial data for the study period and represent all key sectors on the NSE. Each of the main 
sectors-manufacturing, telecommunications, retail, financial services, and agriculture-will be represented to capture 
sectoral variations in working capital practices and financial resilience . The selection criteria ensure the sample 
adequately reflects the population while remaining manageable for analysis. To determine the sample size: 1. A 
preliminary review of the 65 firms was conducted to assess data availability and sector distribution . 2. Firms were filtered 
based on consistent availability of financial reports from 2019 to 2023. 3. At least three to five firms were selected per 
sector to ensure coverage across all industries represented on the NSE. 3.4 Data Co llection Methods Th is study_lilllp lov.ed 
secondarv. data as the major source of information which can and wi ll be obtained from the financial reports of the fi rms 
listed on the NSE. As well as their financial statements like the ba lance sheets, income sta tements statement of cha ng~ 

~ui tY., statement of cashflows amongst others. The other publicly available databases like the Capital Markets 
Authority (CMA) of Kenya. These financial; statements provided data required to calculate working capital ratios, 
profitability measures and most importantly indicators of financial resilience . In addition to financial data, macro 
economic indicators such as inflation and interest rates which can affect profitability were sourced from the Central Bank 
of Kenya (CBK) Key data points include; Working Capital Metrics, Profitability metrics, financial resilience indicators like 
measures of liquidity reserves, debt coverage, and macro economic factors. 3.5 Data Analysis As per the nature of ~ 
ilill£ it ~y~g_pa ne l data reg~ analysis. The model showed the extent to which the i.lli!..e~ 
~ influenced ~~- The model ~ designed to test the relationships between WCM strategies 
(independent variable), financial resilience (moderating variable) and profitability( dependent variable) The following 
model shall be used; Y=I30+131X+132M+I33(XxM)+€ ~;..Y= Profitability~ profitability Q[ firm i ~X= WCM 
strategies M= Financial Resilience X x M = Interaction term capturing the moderating variable . E= Error term 3.5.2 
Interpretation of Output Regression coefficients (131,132,133) are indicators of magnitude and direction of the relationships 
between the variables; for instance a positive 133 would suggest that financial resilience strengthens the relationship 
between WCM strategies and profitability. Significance Levels (p-.'l.l!l.i.!..e.)...A..R.:Yill.Y.e. below 0.05 indicated statistica l 
~gnificance . .B::gj~ R; ~presents the PJ:Qportion of variance in profitability ~ll.!l!..lnl:.d.Y~ model Interaction term 
stated above (X x M ) if significant it confirms the moderating role of financial resilience. 3.6.1 Diagnostic Statistical 
tests. Multicollinearity test; This test was undertaken to ensure no high correlation between llil:..lo.!l.!:Rendent variables in 
~ model. Using the va riance inflation factor to detect ~ occurrence Qf multicollinearity. Stationarity test; This test 
ensured the regression results were reliable. Knowing full well that non stationary data would cause spurious regression 
results to arise. This was conducted using the ADF test,...A!J.g mented DickeY. Fuller Test. Heteroskedasticitv. test; Breusch­
£i!gan test was used to test for heteroskedasticity which occurs when the variance of the error terms is not constant 
across observations , thus bringing about inefficient estimates and biased standard errors that affect hypothesis testing . 
3. 7 Research Quality Researchers are tasked with ensuring research quality through maintaining validity, reliability and 
objectivity of the research . In the case Qf validity, this research studY- ensured validity by carefully selecting variables 
that accurately represent the concepts of WCM, profitability and financial resilience. The data collection ~ was 
standardised ~ that relevant and accurate data was collected consistently across firms . Bl:.liill1.i.I.Y. refers to the 
consistency_.Qf the data collection process. The use of secondary data from audited financial statements ensures high 
reliability since these statements follow standard accounting procedures and are regularly reviewed by regulatory bodies. 
3.8 Ethical Issues in Research This study adhered to ethical research standards, ensuring that all data was handled 
responsibly and in compliance with regulations. The key ethical considerations covered in this research include; 
confidentiality; although the data are publicly available, the study ensured that the findings are reported in aggregate 
form to maintain firm anonymity, for accuracy the study maintained the integrity of data by accurately reporting findings 
and avoiding manipulation of data to influence results. This methodology was designed to thoroughly investigate .t.!:J.e...rQle 
Q[ financial resilience in moderating the relation ship between WCM .i!.!ld. profitability, providing new insights for managers, 
policy makers and academics. CHAPTER FOUR PRESENTATION OF DATA AND ANALYSI S 4 .1lntroduction This cha~ 
presents the findings~ study, guided by ~ objectives and hypotheses outlined earlier. The purpose of th is cha~ 
is to ana lyze and inter~ results of the collected data to examine the moderating effect of financial resilience on 
the relationship between working_gJlital management and JlrOfitabilitY- among firms listed on the Nairobi Securities 
Exchange (NSE). The chaQter begins with a descriQtive analv.sis of the key variables, followed bY. diagnostic tests .tQ 
ensure the va lidi tY. and reliab ili ty....Q.U.!:]_g_ results. It then proceeds to inferential analysis, where regression models are 
used to test the studY- 'S hY-potheses . Finally, the findings are discussed in relation to the theoretical framework and 
existing literature, concluding with a summary of key insights. By delving into these aspects, the chapter aims to Jlrov ide 
a comprehensive understanding of how working capital m~nagement strateg ies influence profitability, while highlighting 
the ro le of financial resilience in modera t ing_ this re lationship . 4.2 DescriP. t ive Statistics Descript ive sta t istics summarize 
the kev. characteristics of the data , including measures of central tendency (mea n. median ) and dispersion (sta ndard 
deviation , minimum, and maximum) . The table below shows the descriptive statistics for the variables used in the 
analv.sis. Table 2: DescriP-tive statistics Variable Cash Rati x3 OCF Ratio (x4) Debt to equity (x5) M1 (Moderating Term) 
Mean 5.6804 1.2272 1374.43 -33 . Median 0 .8079 0.1976 28.6272 -9.127 maximum 37.0426 57.6545 165862.1 
-324.4557 Minimum 3.23E-057.7 0.0002 -12.0905 -3353.853 Std . Deviation 36.5653 6.0057 146680.8 324.4557 
Skewness 9.0722 8.2074 10.5361 -9.5245 Kurtosis 89.0184 73.3737 112.0099 98.0294 Jaque-Bera 36711.23 24803.44 
58553.04 44619.03 Probability 0.0000 0.0000 0.0000 0.0000 Interpretation: M1 (Moderating Term) has a high standard 
deviation, indicating substantial variation in its impact across firms. Other variables also exhibit variability, suggesting 
diverse financial structures and working capital strategies within the industry. The Cash Ratio (X3) has a high standard 
deviation (36.56), indicating substantial variability across firms . The Debt-to-Equity Ratio (X5) also shows significant 
variation, suggesting differences in leverage strategies. High skewness and kurtosis across all variables imply non-normal 
distributions, which may affect model assumptions. 4.3 Correlation Analv.sis Correlation analy~ evaluates ~g1h 
and direction Q[ relationships ~ independent~ to detect potential multicollinearity issues. Table 1.2.;, 
Correla t ion Matri x Table 3 : Corre lation Matrix Cash Ratio OCF Ratio Debt to Equity M1(Moderator) Cash Ratio 1.000 
-0.0146 -0.00145 -0.2398 OCF ratio -0.0146 1.000 -0.0193 0.0737 Debt to Equity -0.0145 -0.0193 1.000 0.0098 M1 
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-0 .2398 -0 .0737 0.0098 1.000 Interpretation: • M1 (Moderating Term) has a weak correlation with the working capital 
variables, suggesting it may play a nuanced role in modifying their effect on financial performance. • No strong 
correlations indicate minimal multicollinearity concerns . 4.4 Regression Results (Fixed Effects Model) The Fixed Effects 
Model was employed to assess the re lationship between workingMpi tal manag.em.e..o.t variables and financ ial 
gerformance (ROA). Table 4.3: Fixed Effects Regression Results. Table 4 : Fixed Effects Regress ion Resul ts Variab le 
Coefficient Std . Error T-statistic Probabi litY. (p- value) Constant (£)_Q.0470 Q.0219 2.1501 Q.0346 Cash Ratio -Q.0004 Q 
.0007 -0.4906 Q.6251 OCF ratio 0.0037 0.0004 8.1414 0.0000 Debt-to-Equity (x5) -1.06E-06 1.73E-07 -6.1598 0.0000 
M1 (moderating term) -0 .0008 7.35E-05 -6.5869 0.0000 X3*M1 (Interaction term) 0.0012 0.0005 2.4003 0.0181 X4*M1 
( interaction term) -0.0023 0.0006 -3.8365 0 .0002 X5*M1(interacti on term) 0.0009 0.0003 3.0124 0.0033 Model 
Statistics: • R-squared: 0.7854 • AQjusted R-sguared : 0 .6423 • F-statistic: 6.3287 ( g-value = 0.0000) Interpretation: 
M1 (Moderating Term) significantly interacts with Cash Ratio (X3), OCF Ratio (X4), and Debt- to-Equity (X5), modifying 
their imgact on fi nancial gerformance. The interaction term X3*M1 is positive and ~g nifican t (R = 0 .0181), ~g_gesting_ 

!!Jill M1 strengthens t he relationship between Cash Ratio and financial performance. The interaction term X4*M1 is 
negative and significant (p = 0.0002), implying that M1 weakens ll!g_gosit ive imgact of OCF Ratio on financial 
performance. The interaction term X5*M1 is positive and significant (p = 0.0033), indicating that M1 enhances the effect 
of Debt-to-Equity on financial performance. The higher R-squared (0. 7854) compared to the previous model confirms 
that including M1 as a moderator improves the model's explanatory power. As stated in chapter 3 the Interaction term 
stated above (X x M ) if significant it confirms the moderating role of financial resilience. 4.5 Diagnostic Tests Diagnostic 
tests were conducted to validate the regression assumptions. In this study, diagnostic tests revealed no evidence of 
heteroskedasticity, indicating that the residuals are evenly distributed. This suggests that the regression model provides 
reliable estimates, as heteroskedasticity could otherwise lead to inefficient estimators and incorrect inferences. 
Homoscedasticity: No heteroskedasticity issues detected . The variance inflation factor (VIF) test results indicate that 
multicollinea-rity is not a sig~ concern . ~ensures that the estimated coefficients are stable and that each 
independent variable contributes unique explanatory power to the model. Multicollinearity: No serious multicollinearity 
concerns based on VIF tests. Normality of Res iduals : Residuals are approximately normal. Based on diagnostic tests, the 
residuals appear to be approximately normal, indicating that the model adheres to the assumptions of classical 
regression analysis, thereby enhancing the robustness and interpretability of the results. 4.6 Summary of Findings Direct 
Effects : OCF Ratio a measure of resilience as per this paper positively influences financial performance whereas Debt-to­
Equity and Cash Ratio show varied effects. Moderating Effects of M1: The Moderating term strengthens the effect of Cash 
Ratio on financial gerformance, weakens the effect of OCF Ratio on financial gerformance and in turn enhances the 
effect of Debt-to-Equity on financial performance. This implies that the ability of financial resilience to link between the 
working...J&Jl.l1Rl strategies and financial gerformance in terms of profitability also depends on the working capital strategy 
employed by that firm . CHAPTER 5 DISCUSSI ON, IMPUCATIONS, CONCLUSION. AND RECOMMENDATIONS 5.1 
Introduction This chagter gresents a discussion of the fin dings in relat ion to the study objectives, theoretical foundations, 
and empirical evidence. The chapter further outlines the implications of the study, conclusions, and recommendations for 
policymakers, corporate managers, and future researchers . The studv. examined the effect of working...J&Jl.l1Rl 
mg~ (WCM) strategies on the financial performance of firms listed on the Najrobj Securities Exchang,!! (NSE), 
with financial resilience (M1) as a moderating variable . 5.2 Discussion of Findings 5.2.1 Effect of Cash E£tlQ. (X3) on 
Financial Performance The findings indicate that Cash Ratio (X3) has an insignificant effect on financial performance. This 
suggests that maintaining liquidity does not necessarily enhance firm profitability, likely due to the opportunity cost of 
holding excess cash. These results align with the trade-off theory, which argues that firms must balance liquidity with 
investment opportunities to maximize returns . Prior research, such as that by Smith and Begemann (1997), has shown 
mixed results regarding cash holdings and profitability, reinforcing the idea that liquidity management must be carefully 
balanced to optimize returns . The interaction term X3*M1 was positive and significant, indicating that firms with higher 
financial resilience are better able to utilize excess cash effectively, leading to improved financial performance. This 
suggests that strong financial resilience enhances the strategic value of liquidity management. Similar findings have been 
reported by Deloof (2003), who found that firms with sound financial structures can better leverage cash holdings for 
operational efficiency. 5.2.2 Effect of Operating Cash Flow (OCF) Ratio (X4) on Firta·ncial Performance The stu dY. fo und 
1!J.£t Operating Cash Flow (X4) has a significant positive effect on fin ancia l Qerformance, supporting the cash flow theory, 
which emphasizes the importance of internal liquidity in sustaining operations and growth. Firms with higher cash flows 
from operations tend to experience improved financial stability and gerform ance. These finding s are consistent with those 
of Garcia-Teruel and Martinez-Solano (2007), who found !hill efficient cash flow management is critical to maintaining 
profitability. The interaction term X4*M1 was negative and significant, implying that firms with higher financial resilience 
tend to rely more on external financing rather than internal cash flows . This suggests that firms with greater resilience 
have diversified financial strategies that reduce dependence on internally generated cash flows . This observation is 
supported by research from Petersen and Rajan (1997), who noted that firms with strong financial foundations are more 
likely to access favorable credit terms, thereby reducing their reliance on internal funds . 5.2.3 Effect of Debt-to -Eg!lilv. 
E£tjQ (X5) Q!l Financial Performance Ib..e. results reveal that Debt-to-Eq!lily...B2..l:i.Q. (X5) ~gnificant negQ.tiy,e, effect 
on financial performance . Highly leveraged firms experience a decline iiJ. fi..!lil..o..ctperformance due to increased financial 
risk illll[ debt servicing costs . These findings support lb..e...~g order theo rv., which states that fi rms prefer intern al 
financing...QY.!:!: debt due to associated risks. Similar resu lts have been found in...P.Ci.Q.r studies such as those by Rajan and 
Zingales (1995), who observed that excessive leverage tends to diminish firm value due to financial distress costs. The 
interaction term X5*M1 was positive and significant, meaning that firms with higher financial resilience are better 
.!:Qllipped to ma nag_!! debt-related ~.mitigating the negative imP£Q.Qf leverage on financ ial performance . As stated 
in chapter 3 As stated in chap~er 3 the mere factv that Interaction term stated above (X x M ) being significant indicates 
and confirms the moderating role of financial resilience on firms profitability. This finding aligns with the~ 
M.Q.djgliani and Miller (.1.2.i6.), who argued that f irms with strong financial resilience can sustain higher levels of debt 
without significantly harming profitability. 26 5....l.l.oJ.plications of the ~Y. 5.3.1 Theoretica l Implications The Sli&Y. 
contributes to the ex isting literature by confirming the moderating role Qf financial resilience (M1) in the re lationsh iP.. 
between WCM strategies and financial l).erformance. The findings support the trade-off theory in cash management, the 
cash flow theory in liquidity management, and the pecking order theory in capital structure decisions. These results build 
upon the foundation laid by previous researchers, such as Gill, Biger, and Mathur (2010), who emphasized the 
importance of financial structure in optimizing firm performance. 5.3.2 Managerial Implications Managers should adopt 
dynamic cash management strategies, ensuring they optimize liquidity in alignment with financial resilience. Firms should 
enhance their financial resilience to better manage debt and reduce financial distress. Given the moderating role of 
financial resilience, firms should adapt their working capital strategies to build financial sustainability and improve long­
term performance. Studies by Lazaridis and Tryfonidis (2006) have shown that firms·with well- managed working capital 
cycles tend to perform better, reinforcing the importance of dynamic strategies. 5.3.3 Policy Implications Regulatory 
bodies such as the Capital Markets Authority (CMA) should promote financial resilience frameworks that enhance firm 
sustainability. Corporate governance guidelines should emphasize financial resilience metrics, ensuring that firms 
maintain robust financial positions to navigate economic fluctuations. Prior research by Shin and Soenen (1998) 
underscores the need for regulatory oversight to ensure efficient financial management across firms . .5...1 Conclusion 
Based on the research finding.:;~\( concludes .tt:Jill Cash Ratio (X3) alone does not significantly affect financial 
performance, but for firms with high financial resilience, the impact is positive and significant, highlighting the role of 
resilience in effective liquidity management. Operating Cash Flow (OCF) Ratio (X4) significantly enhances financial 
performance, but its effect weakens for firms with greater financial resilience, suggesting that resilient firms diversify 
their financial strategies. Debt-to-Eq!lily...B2..l:i.Q. (X5) has il. strong n.e.gative effect on financial performance , but firms with 
higher financial resilience (M1) are better eqlliJl.Ped to manag,!! debt- related ~. mitigating its negative impact. Ib..e.:;.e 
firu!ings underscore the crucial N!.e....Qf financial resilience in shaping the relationship between WCM strategies i!ill!..flrm 
performance in NSE- Iisted firms. This aligns with prior research by Afza and Nazir (2009), who found that financial 
resilience is a critical factor in the sustainability of firms operating in volatile markets. 5.5 Recommendations Firms should 
implement resilience-driven cash flow management strategies that enhance financial stability and performance. 
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Corporate managers should strengthen financial resilience through adaptive working capital strategies. Firms should 
strategically structure their debt levels, ensuring they maintain financial sustainability through resilience-enhancing 
policies. Regulatory frameworks should emphasize financial resilience as a key component of corporate sustainability. The 
CMA should develop guidelines to help firms integrate financial resilience into their financial management practices. 
Future studies should examine the long-term effects of financia l resilience Q!l corporate financial performance. 
Researchers should explore the sector- specific impact of financial resilience in WCM strategies. Future studies could 
investigate other resilience-related financial metrics, such as risk management strategies, in the context of WCM. 5.6 
Summary This study confirms that working capital management strategies significantly influence financial performance, 
with financial resilience (M1) playing a moderating role. The findings emphasize the need for firms to enhance financial 
resilience to optimize financial performance. Policymakers and corporate managers can leverage these insights to 
enhance financial decision-making in NSE- listed firms . 1 2 3 6 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 27 
28 
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