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Abstract 

Financing is necessary for investments in new production processes, in new production 

equipment, in new innovative products, and for expansion in new markets. Firms operating under 

cash constraints may not be able to order or produce optimally. Especially for fast-growing firms 

in emerging countries, money acts as a catalyst if potential demand is high but financial 

constraints leave them no choice but to order less. In this setting, implications for supply chain 

can be detrimental where lack of financial resources at one level can plague the performance of 

the whole supply chain, at least temporarily until restored. 

In this study for supply chain finance we focused on supply side of the exporting firms and 

especially length of Accounts Receivables (A/R) and Cash Conversion Cycle (CCC) because it’s 

directly related to the supply chain used by the exporting companies and this can squeeze or 

prolong the time of A/R. It is obvious that the period of the receivables will be squeezed and the 

working capital will be required for a shorter period of time and it can save cost of interest. As 

the period of CCC shortened exporting firms can get benefits from that.  

We took one exporting firm each from China and India as a case study to know how these firms 

use logistics for exporting because logistics is the largest single expenditure in the cost of 

products sold and is a major critical success facto impacting on productivity, profitability, 

shareholder volume and competitive advantage. It is important to note the key role and impact of 

logistics in the exporting companies, on the sustainability, competitiveness and profitability as 

well as in the economy of the country. 
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1 Introduction 

In the last two decades, thousands of companies worldwide have embraced strategic sourcing 

and international distribution. Effective management and financing of supply chains is 

increasingly important to the economic health of companies across all industry sectors. For the 

emerging economies, managing the total costs of supply chains, emphasize the need to identify 

all costs of distribution, and make intelligent use of innovative financing methods, will be their 

new points of economic growth. This chapter will start with a brief background to the thesis 

topic and is followed by a problem discussion which leads to the overall purpose and the 

research questions of the study. 

 

1.1 Background 

With the rapid changes occurred in the business environment, competition among companies in 

all their operational functions, from raw material sourcing to customer service, has dramatically 

raised. Companies have extended their strategic focus in the global market. Cost and price 

benefits had been scattered across various countries and regions of the world and had pushed 

companies to seize upon these opportunities. Orientation to external environment is a medium 

that enables companies to obtain the necessary sources and abilities (Spekman et al., 1998). 

These developments have driven to the evolution of Supply Chain Management (SCM) as 

companies have realized that they cannot operate individually anymore, but only as parts of a 
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complicated business operations chain (Tan et al., 1998). The profitability of many firms 

depends on the competitive effectiveness of supply chains in which they are members. Glitches 

at a single supplier or a supplier’s supplier affect the chain’s overall ability to meet customer 

commitments. 

Supply chain management addresses the design and operational issues associated with the 

supplier, manufacturer, customer and logistics network by means of which an enterprise delivers 

its products to the market place (Varma et al., 2007). It is a kind of enterprise-wide problem 

which is characterized by resource intensive, involve large cash flows and thus its successful 

solution has a direct bearing on the viability of the enterprise. It is large-scale in terms of the 

number of state and decision variables that must be considered, involve activities at multiple 

time scales, are dynamic in nature, and are subject to a large number of exogenous and 

endogenous uncertainties. Given its importance to the viability of the enterprise, the quality of 

solutions to this decision problem must be measured in terms of enterprise-wide metrics such as 

cash flow, corporate value preservation and growth. Evaluation of these metrics in turn requires 

capture of the relevant financial flows and accounting details. Supply chain management 

encompasses the portion of the life cycle of a company’s products from market launch to 

withdrawal, includes consideration of logistical functions associated with the movement of 

material through the supply chain and thus necessarily must include the management of 

feedstock supplier/producer and producer/customer relationships (Laínez et al, 2009). 

The integration of modern logistics with company strategies began with the pioneering work of 

Michael Porter who noted in his classic book on Competitive Advantage that cost and revenue 

drivers of profit should not be understood as abstractions reflected in the aggregate accounting 

structure but they should rather be identified directly with the Value Chain (Porter, 1985). In this 
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view, quality is not something that merely appears in the final product, but it should be 

understood and managed as an attribute of the product that is built into it along the ”Value 

Chain”. Globalization and associated unbundling of value chains have been the major factors 

leading to the growth of Logistics/Supply Chain (SC) in the past decades. 

Except the development of the supply chain management, another tendency which we can 

obviously see is the accelerating globalization of the world's economies that is responsible for 

inducing an ever-increasing number of firms to embark on export business operations 

(Mühlbacher et al., 2006). Such international engagement is justifiable on both national and 

business grounds. From a national standpoint, it can help nations enhance their industrialization 

process, obtain foreign exchange currency to finance imports, and create more job opportunities, 

all of which favorably affect standards of living and economic development (Czinkota and 

Ronkainen, 2007). From a business perspective, export involvement can assist firms in 

improving their competitive edge, realizing financial goals, acquiring new technology, spreading 

business risks, and achieving sustainable growth (Cateora and Graham, 2007). Based on the 

views above, we selected exporting company which is representing as one important part of the 

supply chain to discuss the financial problems. 

 

1.2 Problem Discussion 

Supply chain management is an inter-disciplinary management concept which is based on the 

idea of holistic optimization of the various flows constituting a supply chain. There are numerous 

suggestions about the kinds and levels of flows to be considered. Traditional SCM models focus 

solely on determining the profit or revenue-maximizing, or cost-minimizing production schedule 
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in a supply chain that runs from suppliers to manufacturing plants to distribution facilities and 

finally to retail outlets (Guillen et al., 2006). These models neglect the cash-flow consequences 

of the optimal production schedule, such as opportunity costs associated with missed investment 

opportunities, interest on debt, etc. 

According to Pfohl, SCM is applied in today’s business world to optimize the flows of goods, 

information, and the financial flows within and between companies by functional and cross-

company integration (Pfohl, 2009). It spans all movement and storage of raw materials, work in 

process inventory, and finished goods from point of origin to point of consumption. In the past, 

the problem of flow of goods in supply chains has been studied widely, and dozens of papers 

have illustrated that effective information flow benefits the supply chain. However, we should 

not only focus on material flow, but information flow and capital flow. The financial flows 

between companies of the supply chain were often neglected and have only recently found 

greater attention in the academic SCM literatures (Vickery et al., 2003; Atkinson, 2008). These 

authors showed that managers are really interested by tools, which integrate financial and 

customer aspects in optimization. Despite their real interest, this kind of tools does not yet exist, 

as they deserve further investigation. 

Supply chain management revolves around coordination and cooperation among several business 

partners that are linked through flows of material, money and information. These partners 

include suppliers of basic raw materials and component parts, manufacturers, wholesalers, 

distributors, transporters, retailers, banks and financial institutions. In general the materials, 

component parts and finished goods flow downstream although the returned merchandise flows 

upstream. The money flows upstream in a supply chain whereas the information flows in both 
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directions (Figure 1). For an effective supply chain system, the management of capital flow is as 

important as the management of downstream flow of goods. 

Senior executives of leading companies view supply chain as critical drivers of shareholder value 

and competitive differentiation. In the research of D’Avanzo et al., they found that reducing cost 

(65%) and enhancing revenue (25%) are still the primary driver of SC initiatives and relatively 

few companies know where to direct their SC investments to maximize business results and 

bottom line value (D’Avanzo et al. 2003). SC decisions affect the firm’s capital structure, risk 

level, cost structure, profitability, and ultimately market value. Thus, supply chain management 

is shifting from a tactical function to a driver of shareholder value.  

 

 

 

 

 

 

 

Figure 1 Supply chain of goods and cash for a wholesaler 

The academic contributions on supply chain management regarding the optimization of financial 

flows, again a number of different approaches are found. Pfohl et al. denominate the flow of 

financial resources as the financial supply chain and locate the latter at the interface between the 
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fields of logistics and finance (Pfohl et al, 2009). He examined the management of the net 

current assets as an important issue within the scope of SCM. Beyond the optimization of the 

flow of goods with a focus on the physical reduction in stocks, they analyses the instruments of 

cash management. As primary levers for management, they consider optimal timing of activities, 

the control of receivables, liabilities, and advance payments. Moreover, the optimization and 

support of the inventory and cash managements are described within the scope of process 

management. 

Stemmler and Seuring were amongst the first authors to use the term “supply chain finance 

(SCF)”. They speak of the control and optimization of financial flows induced by logistics. 

Logistically induced financial processes comprise inventory management, the handling of the 

logistically induced financial flows as well as the supporting processes with an immediate 

reference to logistics as, for example, the insurance management for stocks (Stemmler & 

Seuring, 2003). 

Another approach to the optimization of financial flows within supply chains is “logistics 

financing” as defined by Stenzel: the “[…] active marketing of financial services in addition to 

logistics services by logistics service providers.” This opens up another field of competence for 

logistics service providers within the scope of financing logistics structures (Stenzel, 2003). 

The term “Financial Chain Management (FCM)” which is defined as the sum of the “financial 

flows in and across companies, is also used in the context of financial flow research, has to be 

seen in contrast to the term supply chain finance (Wallmeier, 2004). The processes that have to 

be managed by the FCM are thus reduced to the processing steps of the business initiation and 

business transaction processes. Financial chain management is supposed to optimize cross-
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company financial processes using collaborative and automatic transactions between suppliers, 

customers as well as financial and logistics service providers. Consequently, a decisive role is 

attributed to information and communication technology, so that mainly the flows of information 

or documents are affected. 

Financial operations are supplementary to production operations. They are essential and 

important activities because they ensure financing of production and distribution operations. 

Moreover, financing is necessary for investments in new production processes, in new 

production equipment, in new innovative products, and for expansion in new markets. Firms 

operating under cash constraints may not be able to order or produce optimally. Especially for 

fast-growing firms in emerging countries, money acts as a catalyst if potential demand is high 

but financial constraints leave them no choice but to order less. In this setting, implications for 

supply chain can be detrimental where lack of financial resources at one level can plague the 

performance of the whole supply chain, at least temporarily until restored. 

There has been a lot of research within the subject of SCF, though the research in this field needs 

to have an update when combining a case study of Indian and Chinese markets. Furthermore, 

there is limitation research on integration of supply chain and finance problems for exporting 

companies. These factors have motivated the present study. 

In this study for supply chain finance we focus on supply side of the exporting firms and 

especially length of Accounts Receivables (A/R) and Cash Conversion Cycle (CCC) because it’s 

directly related to the supply chain used by the exporting companies and this can squeeze or 

prolong the time of Accounts Receivables. Accounts receivables are part of working capital, 

firms used for their operations and if the supply chain used efficiently for exporting, it is obvious 
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that the period of the receivables will be squeezed and the working capital will be required for a 

shorter period of time and it can save cost of interest. As the period of CCC shortened exporting 

firms can get benefits from that.  

Hence, the challenging problem consists in formalizing relationships between physical and 

financial flow by their integration in tactical planning that should be considered by the emerging 

economies. Our aim is to identify the efficient use of working capital by using supply chain 

management efficiently. Supply chain management has the potential to improve the three key 

drivers of financial performance - growth, profitability, and capital utilization (Rice & Hoppe, 

2001). 

 

1.3 The Purpose 

The purpose of this paper is to explore and measure the benefits of exporting companies supply 

chain, with a focus on Accounts Receivable Management and Cash Conversion Cycle and their 

impact on working capital and the benefits from the efficient supply chain management. In this 

study, the supply side of each supply chain will be analyzed and discussed as the real key to 

achieving improvement in working capital by efficient supply chain management through Cash 

Conversion Cycle approach.   

Research Question 1: Find out the impact on working capital of two cases of exporting 

companies in China and India, with the efficient Supply Chain Management. 

Research Question 2: Analyze the impact on Accounts Receivable period and Cash Conversion 

Period due to the efficient SCM and to calculate the financial benefit due to decrease in Cash 

Conversion Period. 
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1.4 Thesis Outline 

The thesis consists of six chapters, which is shown in figure 2. The remaining of the paper is 

structured as follows: Section 2 discusses previous work about emerging countries and the 

logistics financial developing situations. Section 3 focuses on the evolution of the exporting 

companies’ logistics cost, and in particular the growing need for efficient operation of existing 

capacity and the allocation of capital to new capacity, presents a modeling framework for 

logistics financial solution called Cash Conversion Cycle. Section 4 presents the analysis and 

computational results based on the model work, provides an extended analysis of the evolution 

of financial management techniques for developing in the intense competition environment 

around the global. Finally, some conclusions are given in Section 5, with a discussion of the 

managerial implications of the move towards network-enabled strategies and the key role of 

financial and physical networks in logistics in supporting these. The thesis framwork is shown in 

figure 2.  

 

Figure 2 Thesis Outline 
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2 Literature review 

In the previous chapter an introduction of the thesis topic as well as a brief background and a 

problem discussion was provided. The research questions were also outlined. In this chapter, 

previous research on the thesis topic is presented. In the first two sections, selected literature in 

connection with research questions review was given. Finally, a conceptual framework 

regarding the thesis topic is provided. 

 

2.1 The Development of the Supply Chain 

2.1.1 Globalization and Implication for Logistics Development 

Globalization and associated unbundling of value chains have been the major factors leading to 

the growth of logistics in the past decade. In the spirit of Adam Smith’s Wealth of Nations 

(Smith, 1776), the two fundamental factors driving economic growth are specialization, to reap 

economies of scale, and trade, to assure that the most cost effective sources for product design 

and manufacture can be linked to end markets. This logic has been a friendly background 

accompaniment to international trade growth for millennia, and especially since the industrial 

revolution launched mass production of sufficient volume to make international distribution the 

key to profitability for textiles, spices and foodstuffs. Adam Smith’s logic of specialization and 

trade emerged from background accompaniment for local and regional economies to become the 

dominant theme of national economic growth in the 1990s and beyond. Signs of the increasing 

global economic integration are everywhere evident. 
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Logistics is considered to have originated in the military’s need to supply themselves with arms, 

ammunition and rations as they moved from their base to a forward position. In ancient Greek, 

Roman and Byzantine empires, military officers with the title Logistics were responsible for 

financial and supply distribution matters. The Oxford English Dictionary
1
 defines logistics as 

"the branch of military science relating to procuring, maintaining and transporting materiel, 

personnel and facilities." The Council of Supply Chain Management Professionals (CSCMP) 

give the definition of logistics
2
 as “Logistics is that part of the supply chain process that plans, 

implements and controls the efficient, effective flow and storage of goods, service and related 

information from the point of origin to the point of consumption to meet customers’ 

requirement.”  

Logistics is a key element of the interdependent mega-trends exhibited in Figure 3. A mere 

twenty years ago, logistics was considered a mature industry. The communications and 

information revolution gradually gave way to improved routing and scheduling, and eventually 

to improved utilization through regional coordination of capacity. But it was clearly the 

megatrends of Figure 3 that took logistics to an entirely new level, driven by outsourcing and 

huge increases in intra-regional and international trade. Expansion of physical capabilities in 

international logistics began in the 1990s and has continued unabated, with Hong Kong and 

Dubai the most evident examples, but with increases in capacity in nearly every established port 

and air hub. This increase in physical capabilities was accompanied by increased sophistication 

and intermediation activities of brokers and forwarders, followed by the development of 

                                                             
1 “Logistics”, The Oxford English Dictionary, 2nd ed, 1989.  

2 Reference: Council of Logistics Management, http://www.clm1.org/mission.html, 12 Feb 1998. 

http://en.wikipedia.org/wiki/Greek_Empire
http://en.wikipedia.org/wiki/Roman_Empire
http://en.wikipedia.org/wiki/Byzantine_Empire
http://en.wikipedia.org/wiki/Military_science
http://en.wikipedia.org/wiki/Materiel
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financial overlays and trading instruments for air cargo and shipping capacity (Kavussanos & 

Visvikis, 2008).  

 

Figure 3 Key Trends Driving Profitability and Uncertainty for Management 

The logistics industry is an interesting example on how physical markets have dovetailed with 

financial and information markets in supporting and profiting from globalization and 

outsourcing. It is also at the heart of the enabling infrastructure that supports the explosion of 

international trade that we have witnessed in the last decade.  

 

2.1.2 Supply Chain Management 

A company’s SC is comprised of geographically distributed facilities such as plants, distributions 

centers, and supplier’s warehouse. Figure 4 shows the major elements in a typical SC, in terms of 
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Logistics 
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those organizations with which it deals directly.  This chain (Beamon, 1998) is traditionally 

characterized by three types of flows: 

(1) The forward physical flow (purchase of materials, transformations of the raw materials into 

products, delivery of the products), that aims to satisfy the final customers. 

(2) The backward financial flow circulates in a discontinuous way. The financial flow 

optimization is made in a local way, in each supply chain link, but seldom in a global way. 

The financial flow optimization (Badell et al., 2005) will make possible the shareholders 

satisfaction and the supply chain working improvement. 

(3) The backward information flow that allows the backward information flow that allows the 

coordination of financial and physical flow between each node, and the global supply chain 

coordination. 

 

 

 

Figure 4 Typical supply chain related to exporting trade 

The impact of SCM extends beyond reducing costs (Farris and Hutchison, 2002), and it has been 

suggested that excellence in managing supply chains is directly linked to superior organizational 

performance (Christopher, 2005). 

 

 2.2 Supply Chain Strategy and the Links to Financial Performance 

2nd tier 
suppliers

1st tier 
suppliers

Transformation

process
Distributors Consumers



Integration of finance and supply chain: Emerging frontier in growing economies 

 

14 
 

According to Porter, the two generic competitive strategies are cost advantage and differentiation 

(Poter, 1985). Cost advantage is achieved through reducing costs, and differentiation increases 

profitability by providing increased levels of customization and service. Increased levels of 

service can be provided through efficient order capture, product availability, on-time delivery, 

information transparency, and improved responsiveness. 

 

2.2.1 Reducing Operation Cost 

Supply chain management creates differentiation “through the customer value that is created by 

superior service” (Christopher, 2005). Furthermore, there is a positive relationship between 

increased levels of service and increases in sales volume and customer retention (Ray et al., 

2004). This indicates that supply chain improvements must have the twin aims of reducing costs 

without negatively impacting customer service or improving service without a disproportionate 

increase in costs. Initiatives that reduce the organization’s cost base will also contribute to 

delivering a positive impact in terms of profitability.  

Most part of the authors who propose to study financial flows in supply chain management 

focuses on cost models such as Activity Based Costing (ABC) which was introduced by Cooper 

and Kaplan (1991). Connections of tactical production planning and ABC are presented by 

Ozbayrak et al. (2004). The aim of their work is to evaluate production strategies in flexible 

manufacturing system with ABC tools, not to evaluate supply chain tactical planning. ABC 

evaluation is not a financial flows evaluation because payment delay and depreciations are not 

taking into account: therefore, this evaluation only deals with costs and not cash management 

problem, which is a very important parameter in enterprise financial evaluation in tactical level. 
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An organization’s profitability is the surplus of the revenue generated from sales (price) less 

costs. Supply chains can improve both price and costs. 

2.2.2 Managing Financial Flow 

Financial factors have a strong impact on the configuration of SC. Such as corporate income 

taxes, transfer prices, currency exchange rates, are some of the key components that a supply 

chain design model in the delocalization context should take into account (Hammami et al., 

2008). Integration of financial aspects in the models allows for the systematic assessment of the 

impact of production decisions in the financial operation and further selects their ideal 

combination thus providing a competitive advantage in the company (Guillen et al., 2006). 

Inclusion of financial considerations in supply chain models is particularly advised for capital 

intensive activities. 

The flow of financial resources in SC is increasingly drawing the center of attention. Even the 

task of supply chain managers begins with the financing and capital budgeting decisions of value 

creation relevant investments and ends only after the payment from the customer is received. As 

a consequence new tasks at the intersection of finance and logistics/SCM open new business 

areas for banks as well as financial and logistics service providers (Hofmann, 2005). SCM 

should also bear in mind cash flows as well as the implications of the financial side of business 

activities. The challenges arising with these developments bring along a new understanding and 

role of the supply chain actors and their relationships. New inter-functional and inter-

organizational tasks at the intersection of finance and logistics open new supply chain 

opportunities. 

2.2.3 Presentation of Supply Chain Finance 
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Supply Chain Finance (SCF) is an approach that focuses upon the financial problem in SC from 

a collaborative viewpoint. The institutional, supply chain and functional analyses look beyond 

the definitional surface and provide an in-depth coverage of the relevant elements. The financial 

and operating activities of an organization are closely connected and interdependent.  

Collaborating in the financial side or in the operating side, therefore only represents a sub-

optimization, potentially forgoing benefits that can be reaped from an encompassing 

collaboration approach. Consequently, we should keep in mind that even though collaboration 

focuses on financial functions, institutions, and instruments of supply chains only, it should not 

be understood as an isolated concept but rather as an aspect of a more complex system. To 

reduce some of the complexity of this system, a company will choose to integrate and manage 

different supply chain links for different business processes, meaning it will collaborate on all 

areas with some supply chain members, while only collaborating financially, operatively, or not 

at all with others (Timme et al., 2000). 

The literature review of the connection between finance and SCM in the last two subsections is 

used to develop a definition of SCF which can be put as follows: Located at the intersection of 

logistics, supply chain management, collaboration, and finance (Hofmann, 2005).  

SCF is an approach for two or more organizations in a supply chain, including external service 

providers, to jointly create value through means of planning, steering, and controlling the flow of 

financial resources on an inter-organizational level. While preserving their legal and economic 

independence, the collaboration partners are committed to share the relational resources, 

capabilities, information, and risk on a medium- to long-term contractual basis. The instrumental 
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contribution of SCF is based on three constitutive elements: (1) Institutional actors; (2) SCM 

characteristics; (3) Financial functions.  

These elements, which can be understood as a framework of SCF, are taken into account, while 

making value chain decisions in a financial way. The task of SCF is to save capital cost by 

means of better mutual adjustment or completely new financing concepts within the supply chain, 

eventually in combination with a changed role or task sharing.  

 

2.3 Development of Emerging Economies  

Emerging economies (emerging markets) are nations with social or business activity in the 

process of rapid growth and industrialization. It appears that emerging economies lie at the 

intersection of non-traditional user behavior, the rise of new user groups and community 

adoption of products and services, and innovations in product technologies and platforms. 

According to 2010 data there are more than 40 emerging markets in the world, with the 

economies of China and India considered to be the largest (Jain, 2006).  

In recent years, new term has emerged to describe the largest developing countries such as 

BRIIC that stands for Brazil, Russia, India, Indonesia and China (Farah, 2006), BRICs are 

Brazil, Russia, India, China and South Africa. These countries do not share any common agenda, 

but some experts believe that they are enjoying an increasing role in the world economy and on 

political platforms. Figure 5 shows the newly industrialized countries as of 2010, which is an 

intermediate category between fully developed and developing. 

The emerging economies now are beginning to realize their potential for high growth. Unlike 

developed economies, such as those of the United States, Japan and Western Europe, emerging 

http://en.wikipedia.org/wiki/Economic_growth
http://en.wikipedia.org/wiki/Industrialization
http://en.wikipedia.org/wiki/Economy_of_the_People%27s_Republic_of_China
http://en.wikipedia.org/wiki/Economy_of_India
http://en.wikipedia.org/wiki/BRIC
http://en.wikipedia.org/wiki/Brazil
http://en.wikipedia.org/wiki/Russia
http://en.wikipedia.org/wiki/India
http://en.wikipedia.org/wiki/People%27s_Republic_of_China
http://en.wikipedia.org/wiki/Brazil
http://en.wikipedia.org/wiki/Russia
http://en.wikipedia.org/wiki/India
http://en.wikipedia.org/wiki/People%27s_Republic_of_China
http://www.lotsofessays.com/essay_search/emerging_markets.html
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markets are just completing infrastructure improvements necessary for true international 

marketing. Companies around the world are eyeing these emerging markets as providing 

opportunity for future growth, and there has been considerable interest in these markets as 

locations for capital investment and exporting opportunities.  

 

Figure 5 Newly industrialized countries as of 2010 

(1) Change the traditional view of development 

The rise of emerging markets is changing the traditional view of development as follows. First, 

foreign "investment" is replacing foreign "assistance." Investing in the emerging markets is no 

longer associated with the traditional notion of providing development assistance to poorer 

nations. Second, emerging markets are rationalizing their trade relations and capital investment 

with industrialized countries. Trade and capital flows are directed more toward new market 

opportunities, and less by political consideration. Third, the increasing two-way trade and capital 
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flows between emerging markets and industrialized countries reflect the transition from 

dependency to global interdependency. The accelerated information exchange, especially with 

the aid of the Internet, is integrating emerging markets into the global market at a faster pace. 

(2) Face the challenges of development 

 In their effort to create a market economy and to ensure sustainable development, emerging 

markets still face big challenges that come from fundamental problems associated with their 

traditional economic and political systems. A market economy requires those countries to 

redefine the role of the government in the development process and to reduce the government's 

undue intervention. Another serious problem that those countries have to confront is controlling 

corruption, which distorts the business environment and impedes the development process. An 

even more challenging task for those countries is to undertake structural reforms with their 

financial system, legal system, and political system, so as to guarantee a disciplined and stable 

economy that is relatively free of political disturbances and interference.  

Emerging markets are the key drivers in the future growth of world trade and global financial 

stability, and they will become critical players in global politics. They have a huge untapped 

potential and they are determined to undertake domestic reforms to support sustainable economic 

growth. If they can maintain political stability and succeed with their structural reforms, their 

future is promising.  

 

2.4 Conceptual Framework 

A study conducted by Sloan showed that the cash flow component of earnings is a better 

indicator of the persistence of earnings performance than the accrual component of earnings. We 
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study cash flows generated from regular business operations as they are closely related to SC 

activities (Sloan, 1996). Among the three supply chain flows, physical, information, and cash, 

previous SC studies focused more on the first two flows.  

However, the relationship between the physical flow and cash flow is less explored. Ellram 

recognized a trend in which more corporate executives are now extending the SC manager's 

accountability from functional efficiency (reducing operating costs) to organization wide 

efficiency such as cash flow efficiency (Ellram, 2002). As a result, a better understanding of the 

causal relationship between SC performance and financial measures is critical to both SC and 

financial managers. The main objective of this study is to establish such a relationship with a 

focus on cash flow risks using a simple framework which allows us to observe the dynamics of 

SC related cash flows. 

The Cash Conversion Cycle, also known as the Cash-to-Cash Cycle or simply the Cash Cycle is 

heavily dependent on a company's SC capability (Jose, 1996). Shorter CCC means lower 

financial costs to fund business operations. To reduce the CCC, a company can reduce days-in-

inventory, shorten days-in-receivables and prolong days-in-payables. These three time-related 

factors are affected by the lead time of production, credit periods of receivables and payables, 

and early collection/payment patterns due to trade discounts. 

 

3 Research Method 

Based on the above literature review and focusing on the research question of this study, we 

decided to take one exporting firm each from China and India as a case study to know how these 

firms use logistics for exporting because logistics is the largest single expenditure in the cost of 
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products sold and is a major critical success facto impacting on productivity, profitability, 

shareholder volume and competitive advantage.. It is important to note the key role and impact 

of logistics in the exporting companies, on the sustainability, competitiveness and profitability as 

well as in the economy of the country. Furthermore, as companies find themselves under 

growing pressure from the customers and shareholders to seek ways in which to decrease their 

costs while at the same time increasing performance, the companies are forced to find ways in 

which they may improve the efficiency and effectiveness of the operations. These pressures are 

increasingly impact the way in which companies, and their customers, view logistic activities. 

Logistics is thus playing more and more of an important role in exporting company performance, 

in particular for companies seeking to increase their competitive advantage and corporate 

profitability. To prove the effects of logistics used for exporting we focus of CCC, because the 

cash conversion cycle attempts to measure the amount of time each net input amount is tied up in 

the production and sales process before it is converted into cash through sales to customers. This 

metric looks at the amount of time needed to sell inventory, the amount of time needed to collect 

receivables and the length of time the company is afforded to pay its bills without incurring 

penalties. Managing effective cash conversion cycle in favor of the business owner is one of the 

objectives of supply chain management and techniques such as just in time inventory.  

The CCC has three components: Account Receivable Turnover Days; Inventory Turnover Days; 

and Account Payable Turnover Days.   

Inventory Conversion Period addresses the question of how many days it takes to sell the entire 

inventory. The smaller this number is the better. 
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Receivables Conversion Period looks at the number of days needed to collect on sales and 

involves AR. While cash-only sales have a Receivable Conversion Period of zero, people do use 

credit extended by the company, so this number is going to be positive. Again, smaller is better. 

 

 

 

Payables Conversion Period involves the company's payment of its own bills or AP. If this can 

be maximized, the company holds onto cash longer, maximizing its investment potential; 

therefore, a longer Payable Conversion Period is better. 

 

 

 

 

As a standalone number, CCC doesn't mean very much. Instead, it is used to track a company 

over time and to compare the company to its competitors. CCC changes are examined over 

several years to get the best sense of how things are changing .The cash conversion cycle is one 

of several tools that helps us to evaluate management, especially if it is calculated for several 

consecutive time periods and competitors. Decreasing or steady CCCs are good, while rising 

ones should motivate us to dig a bit deeper. CCC is most effective with retail-type and exporting 

companies, which have inventories that are sold to customers. 
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Figure 6  Cash Conversion Cycle 

Cash Conversion Cycle is the Number of days between disbursing cash and collecting cash in 

connection with undertaking a discrete unit of operations
3
. 

 

 

 

                                                             
3 http://en.wikipedia.org/wiki/Cash_conversion_cycle 

http://en.wikipedia.org/wiki/Cash_conversion_cycle
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Usually companies acquire inventory on credit, which results in accounts payable. Companies 

also sell products on credit, which results in accounts receivable. Cash therefore is not involved 

until the company collects its accounts receivable and pays its accounts payable. The cash 

conversion cycle measures the time between the outlay of cash and cash recovery. This cycle is 

extremely important for retailers and similar businesses. CCC highlights how quickly a company 

can convert its products into cash through sales. The shorter the cycle is, the less time capital is 

tied up in the business process and thus the better it is for the company's balance sheet. This 

cycle is extremely important for exporting businesses. Because it represents the number of days a 

firm's cash remains tied up within the operations of the business. It is also a powerful tool for 

assessing how well a company is managing its working capital. The lower the cash conversion 

cycle, the more healthy a company generally is. If you compare the results of the cycle over time 

and see a rising trend it is often a warning sign that the business may be facing a cash flow 

crunch. This measure illustrates how quickly a company can convert its products into cash 

through sales. The shorter the cycle, the less time capital is tied up in the business process, and 

thus the better for the company's bottom line. 

In this research work, we plan to calculate cash conversion cycle specifically the Accounts 

Receivable period because it’s directly related to the Logistic used for exporting. We use the data 

from exporting company’s annual reports, for this purpose we took one exporting company each 

from India and China. We have calculated the cash conversion cycle and Accounts receivable 

period with a gap of 5 years i.e. year 2000, 2005 and 2010. So that improvement in Supply chain 

can clearly be identified and the benefit from that improvement can be measured in shape of 

working capital improvement and interest benefit due to less working capital requirement. More 

over in this way we can compare the improvement in the length of Accounts receivable and 
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efficiency of supply chain used for exporting. Finally we calculate the benefit from the squeeze 

accounts receivable period in shape of working capital required and the interest rate paid for that 

working capital. 

 

Strength and Limitations of the Model  

The three factors in the formula can help pinpoint the trend not only in the cash conversion cycle 

but also in the individual processing periods themselves, insights that can give both a synopsis of 

operational efficiency and the justification behind it. 

The reduction in Accounts Receivable period and prolong the Accounts Payable Period is 

beneficial for the company. This assumption has limitations as reducing the terms of credit for 

receivers would lead to a reduction of the product’s attractiveness from a customer’s perspective 

and lead to a reduction in sales volume and revenue; similarly delaying payment to suppliers will 

not be well received and is likely to lead to an increase in the cost of goods supplied. 

 

4 Analysis and Data Presentation 

4.1 Basic Data 

The data for analysis purpose, acquired from the financial statements of one Chinese and one 

Indian textile exporting company. These financial statements are available in the annual reports 

of both the companies, and verified by the auditors. To check the improvement and trends in the 

Cash Conversion Cycle, Account Receivable management, Working Capital management we 

decided to take the data with five-year gap i.e. annual report of 2000, 2005 and 2010.  
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The basic data is acquired from the financial statements presented in the annual reports of the 

companies and then process with the basic formulas to fit in the cash conversion cycle. It 

includes data of sales, cost of goods sold, receivables, payables and inventory. This data is used 

to calculate the receivable collection period, the inventory conversion period, the payable 

deferral period and the cash conversion cycle, for that purpose we calculated Average Accounts 

Receivable, Average Accounts Payable, Average Inventory, and Net Working Capital to fit in 

the main CCC formula. These are calculated with the formulas stated above.  

 

Table 1 Structured Data for Analysis (Jiangsu Sainty Corporation Limited. China) 

 

2000 

(Yuan) 

2005 

(Yuan) 

2010 

(Yuan) 

Avg. Inventory 106236462 200824808 1071467120 

Avg. Accounts Receivable 221073658 237278500 307636197 

Avg. Accounts Payable 215650935 588235609 1145982286 

Cost of Goods Sold 2132609077 5886290922 5604275423 

Sales 2482840514 6414713698 5568452607 

Net Working Capital 304508314 392994918 200932030 

 

Table 2  Structured Data for Analysis (Hindalco Industries Limited. India) 

 

2000 

(Indian Rs) 

2005 

(Indian Rs) 

2010 

(Indian Rs) 
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Avg. Inventory 3220000000 17829305000 49957750000 

Avg. Accounts Receivable 1746655000 6742400000 12565450000 

Avg. Accounts Payable 1144970000 11087065000 22901050000 

Cost of Goods Sold 12901340000 78800100000 175315700000 

Sales 20311810000 95232510000 195362800000 

Net Working Capital 12408690000 19582320000 27158700000 

 

4.2 Data Analysis 

The three basic components of cash conversion cycle are calculated by using above data. These 

components are Inventory Conversion Period, Receivable Conversion Period, and Payable 

Conversion Period. These individual components are calculated with the formulas stated below. 
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Table 3 Analysis Results (Jiangsu Sainty Corporation Limited. China) 

 2000 2005 2010 

Inventory Conversion Period 18 Days 12 Days 70 Days 

Receivable Conversion Period 32 Days 14 Days 20 Days 

Payable Conversion Period 37 Days 36 Days 75 Days 

Cash Conversion Period 13 Days -10 Days 15 Days 

Interest on Net  Working Capital (Yuan) 

(On the basis of Cash Conversion Period) 

634462 N/A 483063 

Interest on Net  Working Capital (Yuan) 

(On the basis of Receivable Conv. Period) 

1561752 881816 644083 

 

Table 4 Analysis Results (Hindalco Industries Limited. India) 

 2000 2005 2010 

Inventory Conversion Period 91 Days 83 Days 104 Days 

Receivable Conversion Period 31 Days 26 Days 23 Days 

Payable Conversion Period 32 Days 51 Days 48 Days 

Cash Conversion Period 90 Days 58 Days 79 Days 

Interest on Net Working Capital (Indian Rs) 407243007 414168751 782386342 
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(On the basis of Cash Conversion Period) 

Interest on Net Working Capital (Indian Rs) 

(On the basis of Receivable Conv. Period) 

140272591 185661854 227783365 

 

Cash Conversion Cycle is used to track a company over time and to compare the company to its 

competitors. When tracking over time, determine CCC over several years and look for an 

improvement or worsening of the value. As it is calculated, for fiscal year 2000, Jiangsu Sainty 

Corporation´s CCC was 13 days, so the company has shown an improvement between the ends 

of fiscal year 2005 and squeezes it to -10 days which means Account Payables period is longer 

than Account Receivables Period and CCC again increase to 15 days in 2010 but at the same 

time sales is also increased considerably. Jiangsu Sainty Corporation achieved this improvement 

by decreasing Inventory Conversion Period by 6 days during 2000 to 2005 but again increasing 

by 52 days during next five years, decreasing Accounts Receivable conversion Period by 18 days 

during 2000 to 2005 and decreasing 12 days in the next five years, decreasing Accounts Payable 

Conversion Period by 2 days during 2000 to 2005 and again increasing by 38 days in next 5 

years. While between these years the change is good, the increase in Accounts Receivable 

conversion period might merit more investigation, but it seems as is it because of increase in 

sale. CCC is also calculated for the same time periods for an exporting company from India. For 

fiscal year 2000, Hindalco Industries Limited CCC was 90 days, so the company has shown an 

improvement between the ends of fiscal year 2005 and squeezes it to 58 days and CCC again 

increase to 79 days in 2010 but at the same time sales is also increased considerably. Hindalco 

Industries Limited achieved this improvement by decreasing Inventory Conversion Period by 8 

days during 2000 to 2005 but again increasing by 13 days during next five years, decreasing 
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Accounts Receivable conversion Period by 5 days during 2000 to 2005 and decreasing 8 days in 

the next five years, Increasing Accounts Payable Conversion Period by 19 days during 2000 to 

2005 and increasing by 16 days in next 5 years. 

For fiscal year 2000, Jiangsu Sainty Corporation´s CCC was 13 days (18 + 32 - 37). Compared 

to Hindalco Industries Limited, Jiangsu Sainty Corporation´s is doing a better job at moving 

inventory (lower Inventory Conversion Period), is quicker at collecting what it is owed (lower 

Accounts Receivable Conversion Period) and keeps its own money a bit longer (higher Accounts 

Payable Period). Remember, however, that we are using CCC in context with accounts 

receivable conversion period, related to the usage of logistics to decrease in cost and increase in 

profits.  

It is clear from the above results after calculating the CCC that even the sales are considerably 

increased in the emerging economies but still the companies manages there CCC very well. 

Especially Accounts Receivable conversion period is decreases during the last ten years, which is 

evident that the exporting companies are taking good care of Logistics for exporting. In normal 

practice the payment is made after receiving and checking the goods by the importer. As the 

delivery of goods made quicker the payment will be faster, which will make CCC shorter and 

less use of working capital as a result less Interest will be paid for working capital. It is clear 

from the interest calculation on working capital in the above table that Jiangsu Sainty 

Corporation has decreased it interest 679936 (Yuan) from 2000 to 2005 and decreases about 

237733 (Yuan) in the next 5 years. On the other side Hindalco Industries Limited has increased 

its interest on working capital 45389263 (Indian Rs) from 2000 to 2005 and again increases 

about 42121511 (Indian Rs) in the next five years. But the increase of interest is due to increase 
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in the amount of working capital, not because of period of working capital used. And it is clear 

from increase in sale during last ten years.   

It is clear from the above results that the Chinese exporting company is more efficient in 

managing Cash Conversion Cycle and Accounts Receivable Management. Therefore, the 

working capital is required for a shorter period, in this way Chinese company can save interest 

on working capital, which is a positive sign for the company and it will increase the profits of the 

company. At the same time, Accounts receivable period is also decreases from 32 days in 2000 

to 20 days in 2010, which is evident for better supply chain management. It should be noted that 

there is a negative Cash Conversion Cycle in year 2005. It means that the Chinese company is 

selling its inventory and collecting its receivables before it has to settle down the payables. This 

is an ideal situation if a company able to accomplish this.  

On the other hand, Cash Conversion Cycle of Indian Company relatively decreased then the year 

2000 and there is a clear decrease in Accounts Receivable Period, which decreased from 32 days 

in 2000 to 23 days in 2010. It is evident that there is a better supply chain management in the 

recent years.  Even the amount of net working capital increased 2.19 times from 2000 to 2010 

but the increase in the interest paid on working capital based on cash conversion period is only 

1.92 times. From the above calculation, it is clear that company can get benefit in interest 

payment on working capital and increase its profits if it manages its supply chain management in 

an efficient manner. 

Nevertheless, we hope that the result can contribute to the body of knowledge by identifying how 

the Accounts Receivable, cash conversion cycle and working capital could be managed for the 

exporting companies, by better use of Logistics and proper planning for supply chain. It was 
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recommended that the study is further improved with more sample size, different variables for 

working capital practices and also other external variable which might provide a strong 

relationship between the variables and help to uncover the better firm’s performance in 

Emerging economies. Thus this study is left for future to be further explored. 

 

5 Conclusions  

Logistics and the management thereof play a key role in and have an important impact on, both 

the well-being of a company and the economy or a country. The Effectiveness and efficiency 

with which a company and its logistics function achieve this has a significant impact of logistics. 

From the above discussion and outline of the developments leading to the increasing focus by 

businesses on the importance of logistic, it is clear that companies need to recognize the role and 

importance of logistic management. They need to use logistics as a competitive weapon to secure 

and maintain customer loyalty. 

Bearing in mind the increasing pressures on companies to increase turnover and decrease costs, 

as previously discussed, the growing role which logistics can play in making these achievement 

reality, is receiving increasing attention. Companies are particularly interested in the strategy of 

reducing a company’s costs of doing business. As companies have thus looked inward 

attempting to identify areas for cost saving and productivity increases, most have found logistics 

to be an area with the most potential for significant cost savings. 

The various factors such as growing global competition, the exporting companies focus on the 

role of logistics, and current and continuing trends therein, are making management more and 
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more aware of the fact that logistic decision, policies and strategies can influence a company’s 

total sales as well as the cost of its operations. It is therefore necessary to understand the 

development and importance of such strategies that may influence corporate profit and 

performance and therefore the competitiveness of a country’s products and its economy.  
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Appendix A 

The Balance Sheet & Income Statement of Jiangsu Sainty Corp., Ltd. (2000, 2005, 2010) 

 

A-1 Jiangsu Sainty Corp., Ltd. -Consolidated Balance Sheet (2000) 

 



 

 

A-2 Jiangsu Sainty Corp., Ltd. -Consolidated Income Statement (2000) 

 



 

 

A-3 Jiangsu Sainty Corp., Ltd. -Consolidated Balance Sheet (2005) 

 



 

 

A-4 Jiangsu Sainty Corp., Ltd. -Consolidated Income Statement (2005) 

 



 

 

A-5 Jiangsu Sainty Corp., Ltd. -Consolidated Balance Sheet (2010) 

 



 

 

A-6 Jiangsu Sainty Corp., Ltd. -Consolidated Income Statement (2010) 

 



 

 

Appendix B  

The Balance Sheet & Income Statement of Hindalco Industries Limited (2000, 2005, 2010) 

 

B-1 Hindalco Industries Limited (India) -Balance Sheet as at 31st March, 2000 

 



 

 

B-2 Hindalco Industries Limited (India) -Profit & Loss Account for the year 2000 

 



 

 

B-3 Hindalco Industries Limited (India) -Balance Sheet as at 31st March, 2005 

 



 

 

B-4 Hindalco Industries Limited (India) -Profit & Loss Account for the year 2005 

 



 

 

B-5 Hindalco Industries Limited (India) -Balance Sheet as at 31st March, 2010 

 



 

 

B-6 Hindalco Industries Limited (India) -Profit & Loss Account for the year 2010 

 


