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Abstract. The cycle of cash conversion relates to the time spread between the value of cash paid for purchases and the cash
receipt from turnover. Using the State Bank of Pakistan data, this study introduces the direct and moderating role of the
exchange rate, effective through the efficient execution of the cash conversion cycle between Pakistani 302 manufacturing
companies from 1999–2015. Using the fixed effect as the static panel model and system GMM as a dynamic panel, it is
observed that the exchange rate plays an authoritative moderating role between the cash conversion cycle and the financial
performance. Results of the investigation have shown that in static panel analysis with the cash conversion period, the exchange rate has a positive and substantial moderating effect on return on assets and return on equity whereas that ER has a
major negative impact on return on assets and return on equity using dynamic panel data analysis GMM. The issue of endogeneity in the static panel is addressed using the advanced approach of the standard error of the panel correction standard error method that changed the position of the significance of the moderator variable. Observers, therefore, intend to
evaluate the fluctuations in the exchange rate as one of the variables of the financial output moderator in the context of
current metrics such as asset’s returns, equity’s returns and gain more practical expression within their investigated results.
Keywords: return on assets, exchange rate, return on equity, cash conversion cycle, profitability.
JEL Classification: G31, G34.

Introduction
The cash conversion cycle (CCC) is equal to the duration
the inventory is sold and the time it takes until accumulated releases for the company’s payout. The cash conversion
cycle, in other terms, is the resultant production of three
elements, most importantly the company account receivable in days, including inventory turnover in days, subtracting payable turnover in days. This indicates the days
in which the cash of a company is tied up in the business
process. The CCC apprehends one of the key features of a
firm’s process, that is, it identifies that the four corporate
nucleus exercises (purchasing or manufacturing, selling,
procurement, and payment) flow into a working capital
company. This is a commonly used criterion for determining the effectiveness of the management of a company and
the need for outside financing (Hong, 2020).

This research investigates the effect of the exchange
rate on the financial performance of the enterprise on
cash conversion cycle CCC management patterns. Normally and typically, corporate practice is that they want to
strengthen the CCC, where the key emphasis is to delay
long-term payments and recover from receivables shortly.
In this phase, few funds can be used to increase their operating activities and make more profit from the cycle of
business operations. But if the domestic currency exchange
rate becomes very unpredictable, then finance managers
need to handle the existing business cycle in compliance
with forex market standards. It was the Pakistani rupee
phenomenon that has very high volatility and its international transactions, as well as local transactions, could
not be handled by the company. Local business units face
a high degree of price rivalry in the local market and even
in the international market in such a situation. It takes an
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hour for company finance managers to fully update their
forex market details regularly to deal with foreign traders
to handle the situation, so they can use hedging strategies with new terms and conditions. Up to now, this gap
has existed in the international business finance literature
and no research has identified where this phenomenon
has been addressed. This uncontrollable problem, strictly
related to international (receivable and payable) contracts,
is disrupted by the instability of the exchange rate and may
not be able to survive in weaker economies due to such
an unpredictable financial situation. Specific CCC, companies finance their working capital as much as possible
for short-term assets and short-term loan firms perform
poorly through times of the financial crisis (Cheng et al.,
2019).
In the modern business world, success is only feasible if a company has sufficient monetary means to meet
its long-term investments and small-period obligations,
among other things. A succession of the cash conversion
cycle is just as important for controlling long-term business financing as a productive use of fixed assets is only
possible if a substantial amount of CCC in the organization changes not individual short-term business performance but also long-term financial sources, i.e., maximizing firm value (Boisjoly et al., 2020).
Maintaining the aspired level of CCC capacity makes
strong managers take appropriate arrangements for working capital investment and small-time funding. Such determinations remain crucial points for CCC management.
CCC has grown one of the major concerns in companies
where it is difficult for different financial managers to differentiate CCC’s essential hacks and settle at the optimum
level of CCC. This one exists the periods of receivables
plus the number of inventories of days and the period of
payable for subtraction. The longer the CCC, the higher
the assets that are in WC. Accordingly, the situation is
important to discover a proper plus advance achievement
(result) portion which clearly and straightly describes the
influence of the companies’ WC productivity (Sawarni
et al., 2020). Several investigations identified the CCC’s
influence on the business’ financial achievements (Seth
et al., 2020). These investigations addressed an overall return on assets, equity return (ROE), as a proxy for the
profits of companies.
In the current research, the prevalence of this research
is manifold. First, this is the basic research which offers
the exchange rate for most of our understanding of option,
i.e., the real effective exchange rate (REER) remains used
as the moderator between CCC and financial performance.
The connections between CCC and financial performance
of the firms. Second, where evidence in favour of this indirect effect on areas of Pakistani firms has been taught,
it can usually be employed in firms in any other country.
Finally, CCC × ERs are easy to measure and are therefore very useful. Pakistan has been adopting a marketbased flexible exchange rate regime since May 1999. For
all foreign exchange collections and transfers, both in the
industry and government, the inter-bank rate is applied.

The foreign exchange rate is calculated by the supply and
demand conditions of the forex market in the domestic
financial system (Ha & Hoang, 2020). Rupee is very frequently volatile in Pakistan and very high shocked can be
observed throughout the observed period in exchange for
USD, it can become volatile from 98 to 128 wavelength exceeded from 30 repeat. Traditional research concentrated
on the effects of CCC on asset’s return and equity’s return,
but the major portion of foreign receivables and payable
(contracts) were not considered to be disturbed due to
ER, and this was the broad distance between CCC and
ROA and ROE to find the moderating effect of ER. To
research and refine advances in functional and financial
measurement methods and to analyse the implications of
these developments for improving business transactional
assessment. Interest in the intersections of this area is not
new. Accepted by calls for assessments who can be better
informed regarding cash owing from receivable and payable, a range of educational researchers have demonstrated
the possible benefits of integrating modern international
finance expertise and can set industrial transaction management methods and techniques that help financial managers cope with exchange rate movement phenomena and
their system shocks. This research spreads real works by
developing evidence of CCC’s influence by ER volatility
as moderating effect on financial means of performance.
The rest of this paper is structured with a sample of
papers on CCC as mentioned in-depth in Part 2. Part 3
provides the framework for the development of the performance measures to explore the moderating role of ER
(REER) with CCC in the financial performance of companies. The preliminary results will be presented in part 4
where the CCC administration will expand on the results
of the study due to the efficient business performance. Finally, Part 5 ends and discusses broad research capacity.

1. Review of literature
1.1. Cash conversion cycle and firm financial
performance
Normally believed that CCC produces a significant impact
on the financial habit of the business, which is Return on
Equity (ROE) and Return on Assets (ROA). Both ratios
were employed as a proxy for profitability in this study.
Concentrating on the cash conversion cycle through administrative control of receivables, stock inventories, and
payables. The CCC provides for liquidity and profitability
creation (Hossain, 2020). Additionally, inventory stock
management surely requires liquidity from management
to maximize profitability. Examining the effect of the CCC
decision on gross profit (GP) as a measure of firm performance. It comes from an optimistic partnership between
the CCC and the GOP. Numerous investigations, however,
have initiated an adverse link between the CCC and firm
monetary performance (Doan & Bui, 2020). Shah (2019)
examined the impact on ROA and ROE of account receivable turnover, inventory turnover, account payable

Business: Theory and Practice, 2021, 22(2): 277–289

279

in days, and cash conversion processes and initiated an
adverse relationship between CCC and its components.
The results revealed an unfavourable association between
ROA and the cash conversion cycle. Notably, the difference in Tobin’s Q model shows that CCC had no meaningful impact on companies’ net worth (Sawarni et al.,
2020). Because specific historical studies have observed
and show that the management of working capital by the
organization (which results in a reduced cash conversion
cycle) leads to increased accounting efficiency, this work
argues that:
Hypothesis 1. The Pakistani manufacturing firms listed have substantial adverse relation between the CCC and
return on asset.
A result of CCC’s conventional approach to accounting-based performance measures, they cannot answer
the problem of exactly how CCC can increase corporate
profit. Many related output deals should stay like removing the violation about the interest of CCC and the firm’s
performance. A large portion of businesses operational
finances are related to the three components of the CCC
(accounts receivables, inventories, and accounts due).
It will result in a liquidity deficit that deals with financial management, borrowing and debt-related expenses
(Högerle et al., 2020).

1.2. Exchange rate as macroeconomic factor and
firm performance
Many experiential studies have investigated the effect of
these influences on the use of company results (accounting and market-based measures) using several methods
and strategies. Macroeconomic factors have been stated to
have a substantial influence on sustainable firm production in a broad variety of ways (Doan & Bui, 2020). Exchange rates (REER) are a key macroeconomic indicator
in literature. It raises production prices, however, which
can have an adverse effect on sales. If the net influence of
these results is negative, then productivity will decrease
and demonstrated performance. Experimental experiments have found that ER (REER) has a significant effect
on the cost of supply, suggesting that higher ER (REER)
rates decrease revenue. Oseifuah (2016) acknowledged
that ER (REER) is closely associated (measured by Return

on assets) with reliable efficiency. However, this partnership is essentially and fluctuates depending on its strategic,
political, and financial constraints. There is a favorable and
surprising relation between the CCC and the ER, the value
of the coefficient, a rise in the exchange rate affecting the
CCCs of the company’s (Widyastuti et al., 2017).
A few studies investigated this issue by examining
ROE and ROA as variables of response regarding ER as
moderating variable. Therefore, this research investigates
the interaction impact of ER on ROA and ROE by multiplying ER with CCC. Since there is no strong evidence
for a relatively large increase in income and expenses, and
there is a combination of practical testimony about the
impact of ER (REER) on bookkeeping and economic performance, there is no guidance for this association that
you can imagine. Based on this situation the assumptions
were made as follows:
Hypothesis 2. There is indeed a strong link regarding
ER (REER) and the return on assets to firm’s financial performance.

1.3. ER (REER) moderating position as macroeconomic variables
The state of the CCC shifts considerably during periods
of volatile in ER (REER), expecting an answer with appropriate policies to maintain balance. It must be achieved
through ER (REER) changes, a spike in working capital. In
addition, as the ER levels decrease, sales decrease, which
in essence decreases the revenue of the organisation and
thus lowers the profit margin. Therefore, businesses need
to increase their sales credit period to counterbalance the
decrease in the profit margin that results in a higher CCC
(Khan et al., 2020). In effect, the ER can have a negative
impact on purchasing power clients, who eventually affect
the lending practices of firms and the collection times of
bill receivables. These days, businesses struggle with higher CCC as their inventory stocks are locked up and their
production is not sufficient, and the receivables are not
identified. It was found out that exchange-rate volatility
increases the expense of selling goods. Accordingly, businesses respond by stopping and increasing stock inventories, account receivables, rising bills payable, the result of
which is to prolong the CCC duration (Aytac et al., 2020).

Table 1. Empirical literature review “relationship of Cash conversion cycle with firm performance”
Authors

Sample and Methods

Findings

(Iqbal et al., 2020)

Period from 2014 to 2018
were included in the analysis.
Population included 43 food
and beverage firms listed on the
NSE stock exchange.

(Seth et al., 2020)

Sample of 563 Indian production Industry-wise results have shown a strong
firms engaged in export activities, profitability connection with the cash conversion
panel regression (fixed effects) was cycle
employed for the period between
2008 to 2018.

Use of Moderator
variable

The study findings indicate that the cash conversion No
cycle tends to have a strong negative relationship
with profitability measured by ROA.
No
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End of Table 1
Authors

Sample and Methods

Findings

Use of Moderator
variable

(Ujah et al., 2020)

Non-utility and non-financial
companies for the years 1980 to
2016, this research mainly employs
a panel fixed-effect management
system for company-year and
company-industry.

The authors find the association between
managerial talent and CCC to be positive and
significant. The results indicate that talented
managers have a higher cash conversion cycle

No

(Moussa, 2019)

A panel data analysis was used
for 68 listed Egyptian companies
during 2000−2010. GMM is used
to test the validity of the study
assumptions.

The findings also showed a very important positive
correlation between company performance and
CCC in all models.

No

(Le, 2019)

A panel data collection of 497
companies covering the 2007 to
2016 era is used. Using the panel
data approach that includes firm
and the year fixed effect model
regression analysis.

A significantly negative relationship between net
working capital and firm valuation, profitability,
and risk.

No

(Ren et al., 2019)

For the period 2010 to 2017,
the analysis applies two-way
fixed effect regression models
to a sample of Chinese listed
manufacturing firms.

A negative association between CCC and company
performance is shown by the findings.

No

(Q. Lin & X. Lin,
2020)

U.S. market return predictability
is empirically assessed based on
an aggregate measure constructed
from the 1976−2018 bottom-up
firm-level cash conversion period
(CCC). Our sample includes all
common stocks from the CRSP
data set with share codes 10 or
11 and those listed on the NYSE,
AMEX, and NASDAQ.

In addition, the aggregate CCC will forecast returns No
from the cross-sectional stock portfolio sorted by
scale, value, momentum, CCC at the company
level, and industry, and produce large equivalent
assurance gains associated with a market-timing
strategy.

(Chang, 2018)

By taking companies from
different nations as samples, this
conducts a global empirical study
of the relationship between the
cash conversion cycle (CCC) and
corporate results.

It finds a negative relationship between the CCC
and the company’s profitability.

No

(Zeidan & Shapir,
2017)

Listed company in Brazil, MRV.
Improvements in operations
reduced CCC from 508 days in
2012 to 351 days in 2015, lowering
requirements for working capital
by US $1.02 billion.

The findings indicate that CCC management,
which controls the impact on operating margins,
contributes to higher stock prices and profitability
and improved cash flow.

No

(Dalci & Ozyapici,
2018)

The data set was requested from
the ORBIS, including the period
between 2008−2016. 52 hospitals
with 468. The leverage moderates
the relationship between CCC and
profitability.

Lengthening of CCC increases profitability for
hospitals with low leverage. The results also show
that lengthening CCC worsens the profitability for
hospitals with high leverage.

Leverage as
Moderates in
between cash
conversion
cycle and firm
profitability

(Boisjoly et al.,
2020)

The cash conversion cycle was found to have a
The Center for Research on
major and adverse relationship with Tobin’s Q or
Securities Prices and S&P’s
firm financial performance.
Compustat collect data
companies available for the
period 1990−2017. Standard Least
Squares (OLS) regressions with
the left-hand working capital
metric and separate right-hand
management metrics are the main
methodology used in science.

No
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Figure 1. Conceptual framework (source: authors)

ER (REER) supports an increase in the cost of manufacturing the product, which negatively contributes to the
CCC efficiency (Kumaraswamy, 2016). In the era of ER
volatility, organizations may face liquidity constraints that
detrimentally damage the company to meet short-term
commitments, leading to a longer CCC period (Onchangwa, 2019). A few experiments have demonstrated a major
impact of ER (REER) on working capital. Observed CCC’s
influence on working capital levels, using synthetic system modeling aside from macroeconomic determinants.
Some findings revealed that, although such results are not
significant, ER affects the CCC and the working capital.
Furthermore, Williams (2018) observed that CCC is like
CCC but its effect was not significant. This study shows
that although the ROA and ROE arranged by CCC have a
straight impact, ER (REER) can moderate those associations. Where ER (REER) is small, companies face higher
CCC and more consistent results, the following is accurate
global proof. Here we present the following hypotheses:
Hypothesis 3. ER (REER) undermines the unfavorable influence of the CCC on the return on assets to listed
Pakistani firms.
In Figure 1 explain the conceptual framework of the
study clearly. Where the roadmap of the current study examined the direct relationship of CCC with moderating
role of ER with firm’s financial performance. It also shows
the effect of some control variable as well.

2. Data and methodology
2.1. Sample
The model studied included 302 and 4898 observations
registered Pakistani businesses working in the manufacturing sector of Pakistan. Sample was selected based on
availability of data or using the convenient data sampling
techniques, Aron and Maneja (2020) consist of manufacturing firms those have data on receivable and payable
are the basic components of the CCC. All nominated
companies are registered on the Karachi stock exchange
(KSE). The selected sample describes 17 years from 2002
to 2018 and that the statistics were gathered from the
State Bank of Pakistan’s Department of Statistics. In addition, the World Bank data was used to capture all economic data.

2.2. Empirical model
ROA and ROE are the accounting-based output metrics,
CCC is used as an explanatory variable. Furthermore, its
use cash flow from operation, age, and size as control variables. The term error also defines the variance of dependent variables not defined by the exogenous factor in the
models. Ultimately, to succeed in the difficulties of serial
correlation and heteroskedasticity, a standard panel correction error regarding the linear regression assessment is
applied. ER (REER) the macroeconomic factors are individually included in various regression models to detect
the direct effect of macroeconomic upon performance.
Estimates are calculated using the following equations:

ROAit = βit +β1 ( CCCit ) +β2 ( CFOit ) +β3 ( ERit ) +

β4 ( AGEit ) + β5 ( Sizeit ) + β6 ( FLit ) + eit ;

(1)

ROEit = βit +β1 ( CCCit ) +β2 ( CFOit ) +β3 ( ERit ) +

β4 ( AGEit ) + β5 ( Sizeit ) + β6 ( FLit ) + eit .

(2)

Nonlinear static regression model where exchange
rate used as interaction (moderator) variable
The ER(REER) of the macroeconomic variable and its
interaction factors are presented individually in separate
regression models to uncover the moderating function
(interaction effects) of the macroeconomic element and
produce strong results. The figures for the inquiry are described using the following equation:

ROAit =βit +β1 ( CCCit ) +β2 ( CFOit ) +β3 ( ERit ) +

β4 ( AGEit ) + β5 ( Sizeit ) + β6 ( FLit ) + β7 ( ER × CCCit ) + eit ;
ROEit =βit +β1 ( CCCit ) +β2 ( CFOit ) +β3 ( ERit ) +

(3)

β4 ( AGEit ) + β5 ( Sizeit ) + β6 ( FLit ) + β7 ( ER × CCCit ) + eit ,
(4)

wherever I = 1 ... 302) is the intercept for each company, t
(t = 2002−2018) characterizes the year under review and
β is the coefficients for each regressor vector, including
the disruption era. Various approaches will be applied to
examine the examined static panel models and dynamic
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panel model (Alipour et al., 2019) Pooled Ordinary Least
Squares, Random Effects, Fixed Effects with n firm-specific intercepts. Eventually, to solve autocorrelation and heteroskedasticity problems regression equation models used
in specific regression with two-step GMM which needed
changes to the estimated model. Column 4th regression
model used for normal Panel Correction Standard Error
(PCSE).

2.3. Dynamic Panel Model
Many companies, banks, economies, and financial services are character-driven problems, which use data panel
structures to focus on changes. It is crucial to enable dynamics for the constant evaluation of certain parameters
in the primary phase. The dynamic relations are represented through the carriage with the explanatory variables
of a lagged dependent variable, that is

ROAit =βit +β1 ( CCCit ) +β2 ( CFOit ) +β3 ( ERit ) +

β4 ( AGEit ) + β5 ( Sizeit ) + β6 ( FLit ) + µit ;

(5)

ROEit =βit +β1 ( CCCit ) +β2 ( CFOit ) +β3 ( ERit ) +

β4 ( AGEit ) + β5 ( Sizeit ) + β6 ( FLit ) + µit .

(6)

The nonlinear dynamic model with exchange rate as
interaction (moderator) effect

ROAit =βit +β1 ( CCCit ) +β2 ( CFOit ) +β3 ( ERit ) +

β4 ( AGEit ) + β5 ( Sizeit ) + β6 ( FLit ) + β7 ( ER × CCCit ) + µit ;

ROEit =βit +β1 ( CCCit ) +β2 ( CFOit ) +β3 ( ERit ) +

(7)

β4 ( AGEit ) + β5 ( Sizeit ) + β6 ( FLit ) + β7 ( ER × CCCit ) + µit .
(8)

Wherever δ is a scalar, xit is 1 × K, and β is K × 1.
The µit go when a One-way disturbance component model
µit = λi + eit the error term µit is de-integrated into λi
and eit where λi is the individual specific effect to cover
the specific heterogeneity and eit is the error term. Timeoriented individualistic firm (unobserved basic results,
λi). Present study used System GMM estimator of Blundell and Bond (1998) where level and differential calculations were combined into one equation. Sargent testing of
excessive tool restrictions is valid, failing to throw away
the hypothesis will mean that the tools used in the model
are correct and the research model is well-defined. Serial
correlation tests for the error term (Arellano & Bond,
1991). We must reject H0 which means the absence of
autocorrelation of first order (AR1) and do not rule out
the non-appearance of serial connection of second order
(AR2). Derives a similar derivation of this small sample
bias and extends it to VCE (Robust) describing the twostep GMM estimation. The performance of the Sargan test

does not imply that when the errors are heteroskedastic,
the VCE (robust) definition is not ultimately provided to
the state Sargan. After the definition of VCE (Robust) a
healthy form of the Arellano-Bond test for autocorrelation
was developed.

3. Results discussion
3.1. Descriptive statistics
The basic numbers of the variables used in the analysis are
shown in Table 1. In all Pakistani manufacturing firms,
the income based on shareholder investment is the mean
value of ROA and ROE 3.02 and 4.78, respectively. The average financial leverage figure is 3.67 companies desiring
to keep a balance for both current assets and liabilities, the
average ER value is 4.26 percent, and the company’s CFO
is 7.01. The mean value of CCC is around 4.43. It indicates
that Pakistani companies also own a very low volume of
current assets and have less preference to hold receivable
(account receivable / receivable notes), inventory stock
and other few current assets. Where age has a mean value
of 3.23, this is demonstrated in all industries of manufacturing. In this situation, the next consideration is extra
suitable, examine the mean value of size is 9.71, which
means a very high relation between total assets and ROA.

3.2. Correlation matrix results in the discussion
Table 1 provides matrix for the variables in the Pearson
correlation. CCC is strongly correlated with the dependent variables (ROA and ROE). In addition, the macroeconomic variable has a substantial relationship with ROA
and ROE, and the model focused on firm performance accounting will support relevant, clear associations between
macroeconomic variables. This result is consistent with
Mohd and Siddiqui (2020), which found the exchange rate
and ROA to be negative and substantial. The macroeconomic vector which is the exchange rate is greatly related
to CCC dependent on outputs. Variance inflation analysis
(VIF) was used to get good results for a multicollinearity
issue between variables. The results showed that the total
values are less than 10, and that in all models the highest
VIF value is associated with the variance influence factor = 5.61, 5.60 and 4.96. Accordingly, the outcomes of the
stipulated variables will not pose a multi-collinearity problem. The results shown in Table 2 give preliminary insights
into how strong the impact of CCC on the performance of
companies is. Further investigations have been used to obtain strong results for the association and to describe the
results on hypotheses which can be observed in Table 2−3.

3.3. Regression models result in discussion
The primary model results reveal that CCC is negative and
that it is significantly correlated with ROA and ROE. This
observed outcome confirms the first hypothesis; similarly,
these results are shown and supported by the correlation
matrix. That means that, when companies normally reduce

4.7813

4.4283

7.0124

4.2574

3.2369

9.7057

3.6752

ROE

CCC

CFO

ER

AGE

SIZE

FL

4.4290

7.9610

3.2581

4.1260

5.6817

4.4636

2.6933

2.8389

Median

12.4946

19.7348

5.0999

4.6325

18.1906

16.3082

20.7086

9.4056

0.0000

1.6292

0.0000

3.9020

0.0000

0.0000

0.0000

0.0000

Maximum Minimum

2.2460

4.0422

0.7270

0.2382

4.0476

1.3949

4.1827

1.2395

Std. Dev.

–0.2525

0.5896

–1.1155

0.3368

0.5523

0.7859

0.9906

0.8752

Skew
ness

FL

SIZE

AGE

ER

CFO

CCC
-----

0.0016

0.0000

0.0000
0.0036
0.8016

0.0000
0.0303
0.0338

0.0000

0.0000
0.3397
0.0000

0.0000
0.1611
0.0000

0.3416

0.0136

0.0000

0.8452

0.0000

0.2937

-----

1.0000

ER

0.0000

0.2196

-----

1.0000

AGE

-----

1.0000

SIZE

0.0000

0.0000

0.0000

0.0000

–0.6899 –0.7213 –0.1798 –0.7124

0.9537

–0.0807 –0.3306 –0.0737
0.0000

0.0000

0.5742

–0.0080

0.1980

0.8015

–0.0605 –0.2417 –0.0718
0.0000

-----

0.0000

0.0000

0.0000

1.0000

CFO

–0.1426 –0.3154 –0.0905

0.0000

1.0000

-----

0.0000

CCC

–0.0451 –0.0673

1.0000

ROE

0.3638

1.0000

ROA
ROE

ROA

Probability

Correlation Matrix

CFO is cash flow from operation, FL is financial leverage of the firms and Age is the age of firms from the date of incorporation, natural log of total assets is size.

Note: Descriptive and Correlations results get through the STATA 16 Software. ROA is Return on assets and ROE is return on equity. Where CCC is Cash conversion cycle,
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(0.0117)
0.0642***
(0.0229)
0.201***
(0.0161)
0.465***
(0.145)
0.185
(0.578)
4.898
0.080
302

(4)
PCSE

302

(5)
GMM Sys
–0.213***
(0.0148)
–0.0367**
(0.0173)
–0.124***
(0.0145)
0.103***
(0.0172)
0.437**
(0.170)
0.108***
(0.0177)
–1.505***
(0.212)
0.0516***
(0.0123)
4.288
–0.241***
(0.0396)
0.0298
(0.0453)
0.486***
(0.0369)
0.363***
(0.0792)
–0.386***
(0.0508)
3.775***
(0.466)
–9.645***
(1.854)

(1)
OLS

–0.241***
(0.0396)
0.0298
(0.0453)
0.486***
(0.0369)
0.363***
(0.0792)
–0.386***
(0.0508)
3.775***
(0.466)
–9.645***
(1.854)

(2)
RE

–0.174***
(0.0428)
–0.00667
(0.0428)
0.252***
(0.0414)
4.948***
(0.237)
–1.080***
(0.0530)
8.284***
(0.530)
–36.13***
(1.883)

(3)
FE

–0.241***
(0.0404)
0.0298
(0.0460)
0.486***
(0.0369)
0.363***
(0.0820)
–0.386***
(0.0531)
3.775***
(0.482)
–9.645***
(1.911)

(4)
PCSE

Obser
4.899
4.899
4.899
4.899
vations
R-squared
0.157
0.1567
0.354
0.157
Firms
302
302
302
302
Diagnostic Check
Breusch and Pagan LM test for random effects 1561.61***
Hausman test
4757.61***
Multicollinearity Test mean VIF
5.60
Heteroskedasticity test
4479.12***
Wooldridge test
603.388***
Sargan test of overid. restrictions: chi2(8) (Prob) 0.155
Hansen test of overid. restrictions: chi2(8)
0.001
Arellano bond test AR (1) (Prob)
0.000
AR (2) (Prob)
0.825

Constant

ER

SIZE

AGE

FL

CFO

CCC

ROE = L,

Variables

ROE

302

4.605

(5)
GMM Sys
0.314***
(0.00537)
–0.170***
(0.0314)
0.0640**
(0.0279)
0.142***
(0.0357)
10.83***
(0.419)
–0.861***
(0.0335)
–3.978***
(0.176)
–6.748***
(1.296)

the date of incorporation, natural log of total assets is size.

Note: Regressions in column 5th is two-step system GMM, Standard errors in parentheses *** p < 0.01, ** p < 0.05, * p < 0.1 Regression results get through the STATA 16 Software. ROA is
Return on assets and ROE is return on equity. Where CCC is Cash conversion cycle, CFO is cash flow from operation, FL is financial leverage of the firms and Age is the age of firms from

Observations
R-squared
Firms
Diagnostic Check
Breusch and Pagan LM test for random effects
Hausman test
Multicollinearity Test mean VIF
Heteroskedasticity test
Wooldridge test
Sargan test of overid. restrictions: chi2(8) (Prob)
Hansen test of overid. restrictions: chi2(8)
Arellano bond test AR (1) (Prob)
AR (2) (Prob)

Constant

ER

SIZE

AGE

FL

CFO

CCC

ROA = L,

Variables

ROA

Table 3. Simple regression model
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credit sales, the inventory of their products is linked up,
notes and bills are distributed and strong for profitability. The judgment sets out the work of previous authors
(Chang, 2018; Ren et al., 2019; Le, 2019; Boisjoly et al.,
2020; Iqbal et al., 2020). In addition, Tsagem (2020) does
not seem the second. In addition, the CFO has a negative
relationship with ROA and a positive relationship with
ROE, where size has a positive and significant association
with ROA and ROE that confirms the result of the modelling process. In the case of big companies, this would
attract new consumers and benefit to a greater extent from
economies of scale. CFO’s actual negative impact on ROA
and ROE may explain the reflection that the outcome of
bad debt is higher if credit sales are in a higher proportion of overall revenues; hence, lower productivity may
be observed. The positive relationship in ROE, ROA, and
financial leverage confirms a trend within ROE, ROA,
and leverage. This association can be linked to the reality
that while a company is extremely leveraged, it acquires
notable cost of financing which later begins to reduce
profitability. Based on the findings, the implications of
the connection trend were supported by a real relationship between financial ROA and ROE, which retains the
perception that more conservative strategies and the keeping of extra sums of current assets enhance market success. In addition, a positive association between ER and
ROA confirmed, it indicates that the positive aspects of
trade credit in high volatility situation with other companies (customers) beat the specific points of the stakes and
have positive impacts on business performance. In addition, age is significantly associated with ROA, ROE which
is incompatible with matrix correlation results. It showed
that mature businesses can perform more comprehensively. Conclusively, the findings indicate that companies with
good financial output tend to very strong fluctuations in
job profits. Using the model’s standard PCSE errors get
robust and using the GMM model system helps us manage the problem of heteroskedasticity that existed in the
FE model that was clearly exposed through the Heteroskedasticity test using Stata output results from httest3 command. Woolridge test also defines the model as having
a serial correlation problem. This serial correlation and
heteroskedasticity problems are solved by PCSE in a static
panel and covered by system GMM in the dynamic panel
which was the basic purpose of using the GMM model.
It is clearly shown in Table 4. Non leaner regression
model where the effect of ER (REER) on ROA is negative and significant. The Table 3rd and 4th, which proves
the 3rd and 4th hypotheses. The findings also determined
by the matrix for the connection. Therefore, expenditure
increases in high ER (REER) periods. The cost of finished
goods also rises on the other round, and high ER (REER)
generally has an adverse effect on market needs. But it
is obvious that during periods of depreciation of the exchange rate, revenue growth shrinks more extra than expenditure. Unlike the 3rd table, the exchange rate in the
FE and System GMM has a conflicting and important
effect on ROA, but in the case of ROE it is positive in
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the case of FE but negative in the case of system GMM,
which confirms the 5th and 6th hypotheses. It’s obvious
that a firm’s performance is negatively influenced by ER
(REER). The adversarial association between ER (REER)
and ROE may result from Pakistan’s high level of foreign financing (loan) from the IMF and the World Bank,
which leads to an expansion in capital costs, followed by
a decline in ROA, ROE. Based on the output Table 3, it
is decided that the effect of ER (REER) on ROA is pleasant and prominent, which confirms the fifth hypothesis
in which it arises. The optimistic relationship that ER has,
across accounting-based success metrics, very in line with
the findings of previous papers (Williams, 2018). It can
be inferred that companies are able to take advantage of
helpful financial situations and develop profitability. In addition, in performance situations, consumers can benefit
from increasing per capita income, which would have a
meaningful and assertive impact on demand and thus on
the profitability of companies. But, unlike the previous
model, CCC through ER (REER) does not have a significant impact on ROA and ROE that supports the sixth hypothesis. There is some doubt as to the decision regarding
the association in CCC and ROE and ROA. The various
adverse outcomes that affect the CCC-ROE and ROA association. (As a proxy of firm profitability performance)
the indifference of that association could be revealed.
Because of the significance of the element of interaction
in the regression models, ER (REER) has no moderating
results or any direct impact on the association that CCC
with ROA and ROE, which gives no lining to the study’s
5th and 6th hypotheses. The ER (REER) has an interaction impact of insignificance between CCC and ROA and
ROE firm results. The exchange rate of Pakistan and the
financial output of companies are considered to have an
insignificant effect on Pakistan’s CCC manufacturing policies, as seen in earlier investigations such as the report of
Mohd and Siddiqui (2020).

Robustness test and endogeneity problem
Prior work has decided that the CCC and organization
performance association (ROA, ROE) itself is a-present
issue. Pooled least squares with standard error rule for
panel correction are used to monitor possible endogeneity. Following past studies, the most common conductive
factors, such as L.CCC Lyngstadaas and Berg (2016), are
the first latency in CCC symptoms. Thus, CCC’s first leg
was employed in the models as a necessary variable. The
linear model judgment shows all results are like those in
nonlinear. Therefore, the selection of an accounting-based
production that is ROA, ROE model, appears to have no
endogenous issue and the fundamental first hypothesis is
totally accepted. Admitting and checking for the issue of
endogeneity in the model, ER (REER) does not impact the
output assessed by CCC significantly. After using PCSE
techniques to support this problem of endogeneity and
the GMM system method to catch possible variable error,
endogeneity (Smaoui & Ghouma, 2020).

–0.0523***
(0.0124)
–0.215***
(0.0140)
0.118***
(0.0114)
0.0636***
(0.0245)
0.200***
(0.0157)
0.462***
(0.144)
1.99e-09
(1.72e-09)
0.211
(0.575)
4.897
0.080

(1)
OLS

–0.0336***
(0.0129)
–0.156***
(0.0134)
0.0940***
(0.0122)
0.147***
(0.0401)
0.157***
(0.0159)
0.0489
(0.150)
2.23e-09
(1.61e-09)
1.706***
(0.573)
4.897

(2)
RE

–0.0261*
(0.0136)
–0.134***
(0.0135)
0.0874***
(0.0131)
0.370***
(0.0747)
0.145***
(0.0167)
–0.306*
(0.167)
2.30e-09
(1.62e-09)
2.459***
(0.594)
4.897
0.043

(3)
FE

(4)
PCSE

1207.26***
181.42***
4.96
30000.68 ***
39.535***
0.870
0.640
0.000
0.473

302

(5)
GMM Sys
–0.135***
(0.0106)
–0.00241
(0.0128)
–0.110***
(0.00891)
0.0845***
(0.0123)
0.420***
(0.0753)
0.0842***
(0.0111)
–0.568***
(0.125)
5.79e-09***
(9.33e-10)
4.062***
(0.456)
4.606
–0.237***
(0.0400)
0.0290
(0.0454)
0.488***
(0.0370)
0.364***
(0.0793)
–0.386***
(0.0508)
3.787***
(0.466)
–4.12e-09
(5.55e-09)
–9.724***
(1.856)
4.898
0.157

(1)
OLS

–0.237***
(0.0400)
0.0290
(0.0454)
0.488***
(0.0370)
0.364***
(0.0793)
–0.386***
(0.0508)
3.787***
(0.466)
–4.12e-09
(5.55e-09)
–9.724***
(1.856)
4.898

(2)
RE

Observations
R-squared
Firms
302
Diagnostic
Check
Breusch and Pagan LM test for random effects
Hausman test
Multicollinearity Test mean VIF
Heteroskedasticity test
Wooldridge test
Sargan test of overid. restrictions: chi2(7)P.Valu
Hansen test of overid. restrictions: chi2(7) P.Valu
Arellano bond test AR (1) (Prob)
AR (2) (Prob)

Constant

ERCCC

ER

Size

Age

FL

CFO

CCC

ROE = L,

Variables

Return on Equity

–0.173***
(0.0432)
–0.00689
(0.0429)
0.252***
(0.0415)
4.949***
(0.237)
–1.080***
(0.0531)
8.283***
(0.531)
–1.15e-09
(5.14e-09)
–36.14***
(1.884)
4.898
0.354
302

(3)
FE

1560.21***
4778.13***
4.96
4481.46***
603.762***
0.930
0.115
0.000
0.3249

–0.163***
(0.0337)
–0.0357
(0.0292)
0.201***
(0.0348)
0.786***
(0.152)
–0.772***
(0.0381)
6.403***
(0.418)
–9.59e-10
(3.24e-09)
–17.79***
(1.671)
4.898
0.275
302

(4)
PCSE

302

(5)
GMM sys
0.315***
(0.00539)
–0.179***
(0.0317)
0.0654**
(0.0280)
0.143***
(0.0359)
10.86***
(0.421)
–0.862***
(0.0335)
–3.977***
(0.176)
7.71e-09**
(3.06e-09)
–6.792***
(1.299)
4.604

Note: Regressions in column 5th is two-step system GMM, Standard errors in parentheses *** p < 0.01, ** p < 0.05, * p < 0.1, Regression results get through the STATA 16 Software.
ROA is Return on assets and ROE is return on equity. Where CCC is Cash conversion cycle, CFO is cash flow from operation, FL is financial leverage of the firms and Age is the age of firms
from the date of incorporation, natural log of total assets is size.

302

–0.0202
(0.0130)
–0.139***
(0.0124)
0.0881***
(0.0125)
0.0585*
(0.0322)
0.142***
(0.0148)
0.142
(0.142)
2.37e-09
(1.55e-09)
1.689***
(0.563)
4.897
0.489

Observations
R-squared
Number of
302
302
Firms
Diagnostic Check
Breusch and Pagan LM test for random effects
Hausman test
Multicollinearity Test mean VIF
Heteroskedasticity test
Wooldridge test
Sargan test of overidentification restrictions: chi2(7)P. Value
Hansen test of overidentification restrictions: chi2(7) P. Value
Arellano bond test AR (1) (Prob)
AR (2) (Prob)

Constant

ERCCC

ER

Size

Age

FL

CFO

CCC

ROA = L,

Variables

Return on Assets

Table 4. Non leaner regression model
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Conclusions and future study
This study is an interesting first step in the moderation
of macroeconomic factors in the CCC-corporate performance relationship, which is the exchange rate (REER).
A negative and significant correlation between CCC and
ROE, ROA, was found, connecting a specific risk, and
withdrawing several financial settlements. Therefore, the
option of an aggressive strategy provides accountingbased performance growth. The credit given to customers
should be limited to achieve this, inventories should be
small, only to the degree that specifications are fulfilled,
and bill payments should be extended. Furthermore, in
the first investigation, CCC is negatively and substantially
correlated with ROA and ROE, but when the endogeneity
problem is tested, this correlation becomes much better
than FE as a stronger CCC beta value. As a decision, CCC
plans, which are correlated with short time periods, have
a major effect on long-term results.
The fundamental role of economic factors has been
investigated and the effects of ER (REER) on ROA and
ROE have been found to be strongly positive. This relationship can be described as indicating that because they
affect their contracts, skills, economic factors should be
evaluated as macroeconomic conditions have a significant
impact on accounting results, managers, more internal
and controllable circumstances, staff, and business plans.
As businesses perform at the highest level of ER (REER) in
high-performing financial conditions, the gain of current
performance is to attract more clients, get more customers, become aggressive and achieve more success. Aggressive, competitive tactics should be carried out. In addition, REER cautions businesses as they lift costs/prices
and reduce the buying power of their consumers. To keep
expenditures relatively high and to use motivational tactics (such as successful discounts) to help sales, however,
managers must practice processes, such as cost control.
REER was closely correlated with ROA, ROE, studied as a
macroeconomic vector. Company managers are therefore
advised to pay attention to REER vibrations, which have a
direct impact on both small-term achievement and companies’ value-creating capacity.
In addition, while macroeconomic factors (as moderating elements) are included in the models, others do not
moderate the effect of the CCC on real performance. Pakistani company CCC, as addressed in Part 4, is expected
to have a greater effect on the internal levels of companies, such as financial leverage, firm age and size, operating cash flow, and other related determinants, resulting
in high intensity. Since this study takes place in an area
where the REER is strong, these results should be carefully concluded by researchers. In addition, as a strong
test, we do not have any inquiries about the endogeneity
of the macroeconomic and business performance association, as no empirical findings have shown the possibility
that endogeneity of this association is a dilemma, and it is
not clear what dependent lag variables should be used to
analyses it. In this sense, the presence of an endogeneity
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problem is sponsored by prospective researchers. Significant suggestions on theory and work are given by the
results of this research. This report, which explores the
connection between working capital management and accounting performance standards and the moderating position of macroeconomic variables in ER (REER), seems to
enhance the writing of working capital management and
provide an incentive for future researchers.
The influence of the CCC on various monetary achievements could be examined by future scholars. In addition,
we inform prospective researchers that macroeconomic determinant may influence long-term performance symbols
by evaluating the relationship within the ER (REER) macroeconomic determinants, not only modifying accounting
indicators. The findings of this study also concentrate on
important indications (decision-making managers should
initially concentrate adjacent attention on different economic circumstances because the analysis results indicate
that both the short and long-term routine of a business has
a real and precise effect on the economic situation (ER).
The conclusions of this report are based on this analysis.
REER has a negative and meaningful relation with ROA
and ROE in computing; the writers clarify that this can
have a major impact due to REER’s effect on the working
capital system, which changes long-term output. Moreover, by increasing their cash exchange time, Pakistani
corporate managers are specifically advised to increase
their company competitiveness in the short run. Future
researchers are strongly encouraged to estimate and relate
the moderation of the exchange rate to data presented here
in other economies that have several global situations (like
economies with moderate REER rates). You should have an
understanding here that macroeconomic variables are carried out against CCC and high performance. Furthermore,
in determining the CCC report, researchers should move
forward on this relationship and examine the moderating
position of other macroeconomic indicators and expand
the study of macroeconomic factors.
The Contribution and Significant of the Study is this is
one of the very rare investigations being examined on the
results. Macroeconomic variable ER (REER) as moderator
between CCC and the company’s ROA and ROE of different companies in Pakistan. Prior investigations based on
their research, such as the food and beverage and textile
industries, have studied the effect of microeconomic determinants on ROA and ROE (firms level components).
When using the System GMM ER have negative and significant influence on firm performance, while it was positive and significant in static panel analysis. It provides information on this topic in different fields, including all
manufacturing industries. The System GMM and PCSE
Method applied on current analysis tools to draw inferences.
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