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ABSTRACT 

Micro, Small and Medium Enterprises (MSMEs) play an important role in employment 

generation, entrepreneurship, regional development and economic growth. However, their 

sustainability is strongly influenced by the ability to manage working capital efficiently. 

Supply chain practices involving procurement, inventory management, supplier relationships, 

logistics, customer coordination, information sharing and payment management can 

significantly influence the speed at which financial resources circulate through an enterprise. 

This paper empirically examines the relationship between supply chain practices and working 

capital efficiency in MSMEs. The study conceptualizes working capital efficiency through 

inventory turnover, receivables management, payables management, cash conversion cycle 

and liquidity management. It argues that integrated supply chain practices can reduce 

unnecessary inventory, shorten collection periods, improve supplier payment flexibility and 

strengthen cash availability. The paper further highlights the importance of digital 

technologies, supply chain collaboration and information integration in improving financial 

efficiency. The findings suggest that MSMEs should treat supply chain management and 

working capital management as interconnected strategic functions rather than separate 

managerial activities. 
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I. INTRODUCTION 

Micro, Small and Medium Enterprises constitute an important segment of modern economies 

because they contribute to employment, production, entrepreneurship, innovation and 

regional economic development. Despite their economic importance, MSMEs frequently 

operate under financial constraints and have limited access to external finance. Their 

financial position is therefore strongly dependent on the efficient management of short-term 

assets and liabilities. Working capital represents the resources invested in inventories, 

receivables, cash and other current assets after considering current liabilities. Inefficient 

management of these components can result in excessive funds being blocked in inventory or 

receivables, while insufficient working capital can create difficulties in meeting routine 

operating obligations. Consequently, working capital efficiency is not merely a financial 

issue but an operational issue closely associated with the supply chain. 

Supply chain management encompasses activities extending from procurement of raw 

materials to production, distribution and delivery to customers. Procurement decisions 

influence purchasing costs, inventory levels and supplier-credit periods, while production and 

logistics decisions determine the speed at which materials and finished goods move through 

the organization. Similarly, customer relationship practices influence order frequency, sales 

cycles and receivables collection. When these activities are managed independently, 

organizations may experience excess inventory, delayed deliveries, inefficient purchasing and 

slow cash recovery. An integrated supply chain approach can instead coordinate physical 

flows, information flows and financial flows. Research on Indian SMEs has shown that firms 

commonly rely on working-capital practices involving cash management, inventory 

management, receivables and payables, making the connection between operational and 

financial decisions particularly important. 

The relationship between supply chain practices and working capital becomes particularly 

important in MSMEs because these enterprises generally have fewer financial buffers than 

large corporations. A delay in customer payment, unexpected increase in input prices, 

excessive inventory accumulation or disruption in supplier deliveries can significantly affect 

their liquidity. Effective supply chain practices can reduce these risks by improving demand 
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forecasting, inventory planning, supplier coordination and customer communication. Digital 

systems can further improve visibility over orders, inventory and payments. Supply chain 

finance can also provide opportunities for MSMEs to obtain working capital by using supply-

chain relationships and transaction information. Studies of SMEs have indicated that 

operational capabilities and network embeddedness can improve access to working-capital 

financing by reducing information asymmetry between enterprises and financial service 

providers. 

Against this background, the present paper examines the influence of supply chain practices 

on working capital efficiency in MSMEs. The paper focuses on procurement management, 

inventory management, supplier and customer relationship management, logistics, 

information integration and digitalisation as important supply chain dimensions. Working 

capital efficiency is considered in terms of inventory turnover, receivables collection, 

payables management, cash conversion and liquidity. The study argues that improved 

coordination across the supply chain can contribute to more efficient utilization of financial 

resources. It also emphasizes that MSMEs should develop integrated managerial practices in 

which supply chain decisions are evaluated not only on the basis of operational performance 

but also according to their implications for cash flows and financial sustainability. 

II. SUPPLY CHAIN PRACTICES IN MSMES 

Supply chain practices in MSMEs begin with procurement because purchasing decisions 

determine the quantity, cost and timing of materials entering the organization. Effective 

procurement requires accurate assessment of production requirements, supplier capacity, 

purchase prices and delivery schedules. MSMEs that purchase excessively may lock 

substantial amounts of money in inventory, whereas insufficient purchasing can interrupt 

production and result in emergency procurement at higher costs. Strategic procurement 

therefore attempts to establish a balance between material availability and financial 

efficiency. Supplier selection based on quality, reliability, price, delivery performance and 

payment flexibility can also strengthen the overall supply chain. Procurement should 

consequently be viewed as a financial decision as well as an operational decision. 

Inventory management is another critical supply chain practice influencing MSME 

performance. Inventory represents a substantial investment of working capital, particularly in 

manufacturing, trading and distribution enterprises. Excess inventory increases storage costs, 
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insurance expenses, deterioration risks and the opportunity cost of invested funds. At the 

same time, very low inventory levels may cause stock-outs, production interruptions and 

customer dissatisfaction. Effective inventory management therefore involves demand 

forecasting, stock classification, reorder-level determination, safety-stock planning and 

continuous monitoring. Modern digital inventory systems can help MSMEs obtain real-time 

information regarding stock movement and consumption. Better visibility allows managers to 

avoid unnecessary accumulation and release financial resources for productive uses. 

Supplier relationship management also contributes to supply chain efficiency. Long-term 

relationships with reliable suppliers can improve delivery consistency, product quality and 

purchasing coordination. Trust and communication between MSMEs and suppliers may 

create opportunities for negotiated payment periods and flexible purchasing arrangements. 

Such arrangements can directly affect working capital because longer and appropriately 

structured supplier-credit periods can reduce immediate cash pressure. However, excessive 

extension of payment periods can damage supplier relationships and reduce trust. Therefore, 

effective supplier relationship management should focus on mutually beneficial arrangements 

rather than simply transferring financial pressure to suppliers. Collaborative planning can 

enable both parties to coordinate production requirements and payment schedules. 

Customer relationship management represents another important component of supply chain 

practice. For MSMEs, sales revenue does not immediately become available cash when 

goods or services are sold on credit. The period between sales and collection can therefore 

create significant working-capital requirements. Effective customer management involves 

appropriate credit assessment, clearly defined payment terms, accurate invoicing, timely 

communication and systematic collection procedures. Digital invoicing and electronic 

payment systems can shorten the collection cycle. Businesses should also distinguish between 

profitable customers and customers who consistently delay payments. Customer relationships 

should therefore be evaluated in terms of both sales potential and cash-flow implications. 

Logistics and distribution practices influence the speed and reliability of product movement. 

Delayed transportation, inefficient routing, poor warehousing and repeated handling can 

increase operating costs and prolong the time between production and sales. MSMEs can 

improve logistics efficiency by consolidating shipments, selecting reliable transport partners, 

optimizing routes and coordinating deliveries with customer demand. Faster movement of 

goods can reduce the period during which funds remain tied up in inventory. The benefits are 
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especially important for enterprises dealing with perishable, seasonal or rapidly changing 

products. Efficient logistics therefore creates both operational and financial benefits by 

reducing lead time and accelerating the conversion of inventory into sales revenue. 

Information integration provides the foundation for coordinating all these supply chain 

practices. Procurement, inventory, production, sales, logistics and finance departments need 

timely information to make appropriate decisions. When information is fragmented, 

organizations may purchase materials without considering existing stock or offer customer 

credit without understanding cash-flow requirements. Integrated information systems can 

connect sales forecasts, inventory records, purchase orders, supplier deliveries and customer 

payments. Indian MSME research has highlighted the importance of collaboration, 

negotiation and digitisation in strengthening supply chain effectiveness. Therefore, even 

smaller firms can benefit from affordable digital tools that improve information visibility and 

coordination. 

III. INFLUENCE OF SUPPLY CHAIN PRACTICES ON WORKING CAPITAL 

EFFICIENCY 

The relationship between supply chain practices and working capital efficiency can first be 

understood through inventory management. Inventory consumes financial resources until the 

products are sold and the resulting receivables are collected. Efficient procurement and 

inventory planning reduce the amount of capital unnecessarily tied up in stock. Higher 

inventory turnover can indicate that products are being converted into sales more quickly, 

although excessively low inventory can create operational risks. MSMEs should therefore 

identify an appropriate inventory level based on demand patterns, supplier reliability and 

production requirements. The objective should not simply be minimum inventory but an 

optimal level that supports continuous operations while minimizing idle capital. 

Receivables management provides another direct link between supply chain practices and 

working capital. Effective customer communication, accurate order processing, timely 

invoicing and systematic collection can shorten the period between sales and cash realization. 

Poor coordination between sales and finance departments may result in incorrect invoices, 

delayed billing or inappropriate credit decisions. Such problems increase the amount of 

capital locked in receivables. Integrating customer information with financial systems allows 
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MSMEs to monitor outstanding invoices and identify delayed payments. Consequently, 

supply chain visibility can contribute to faster cash realization and improved liquidity. 

Payables management represents the third major dimension. MSMEs can improve financial 

flexibility by coordinating purchase commitments with expected sales and cash inflows. 

Negotiating reasonable credit terms with suppliers can provide additional time for the 

enterprise to generate cash before payments become due. However, payment delays beyond 

agreed terms may increase costs, damage supplier trust and reduce future access to favourable 

purchasing conditions. Effective payables management therefore requires balancing liquidity 

preservation with supplier relationship quality. Supply chain collaboration can facilitate 

mutually acceptable payment schedules and help enterprises avoid sudden cash-flow 

pressures. 

The cash conversion cycle provides an integrated measure of the relationship between 

inventory, receivables and payables. A shorter cash conversion cycle generally indicates that 

a firm converts investment in operating activities into cash more rapidly. Supply chain 

practices can influence every component of this cycle. Improved inventory planning reduces 

inventory days, effective customer management reduces receivable days, and appropriate 

supplier-credit arrangements can influence payable days. Indian SME research identifies the 

cash conversion cycle and net working capital as important metrics for monitoring working 

capital. Therefore, MSMEs can use the cash conversion cycle as a bridge between supply 

chain performance and financial performance. 

Supply chain finance can further strengthen working capital efficiency by connecting 

operational transactions with financial services. When lenders or financial institutions have 

greater visibility into supply-chain transactions, they may be better able to assess the 

creditworthiness of MSMEs. This can reduce information asymmetry and improve financing 

opportunities. Supply chain finance may include invoice financing, reverse factoring and 

other transaction-based mechanisms. Such mechanisms can help MSMEs obtain liquidity 

without relying entirely on conventional unsecured borrowing. Research has indicated that 

operational capabilities and supply-chain network relationships can influence SMEs' ability 

to access working-capital financing. 

Overall, the influence of supply chain practices on working capital efficiency is 

multidimensional. Better procurement can reduce unnecessary investment, improved 
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inventory management can accelerate stock turnover, customer coordination can improve 

collections, supplier collaboration can provide payment flexibility, and digital integration can 

increase financial visibility. These effects collectively influence liquidity, profitability and 

operational continuity. Recent evidence on Indian MSMEs also indicates that firm-specific 

characteristics such as profitability, leverage, asset turnover, growth and human capital can 

affect working-capital efficiency, suggesting that supply-chain practices operate within a 

wider organizational environment. Thus, MSMEs should adopt an integrated rather than 

isolated approach to supply chain and financial management. 

IV. STRATEGIC APPROACHES FOR IMPROVING WORKING CAPITAL 

THROUGH SUPPLY CHAIN MANAGEMENT 

MSMEs can improve working capital efficiency by developing integrated supply chain 

strategies that connect procurement, production, sales, logistics and finance. Instead of 

evaluating procurement solely on the basis of purchase price, managers should consider total 

cost, inventory implications, delivery reliability and payment terms. Similarly, sales decisions 

should account for customer credit periods and expected collection times. Such cross-

functional decision-making can help enterprises understand how operational decisions 

influence cash flows. The strategic objective should be to create a continuous flow of 

materials, information and money throughout the organization. 

Demand forecasting should form an important part of this strategy. Inaccurate forecasts can 

result in overstocking or stock shortages, both of which create financial and operational 

problems. MSMEs can use historical sales data, seasonal patterns, customer orders and 

market information to improve forecasts. Even basic digital spreadsheets or enterprise 

software can help firms compare expected and actual demand. Better forecasting enables 

firms to purchase materials closer to actual requirements and reduce excess finished-goods 

inventory. The resulting reduction in inventory investment can release cash for business 

expansion, technology adoption and debt servicing. 

Digitalisation offers another strategic opportunity. Digital procurement platforms, inventory 

management systems, electronic invoicing, enterprise resource planning and online payment 

systems can reduce transaction delays and improve information accuracy. Digital systems can 

provide managers with real-time information about stock levels, outstanding invoices, 

purchase commitments and expected cash flows. For smaller firms with limited managerial 
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staff, automation can reduce administrative workload and improve decision speed. Digital 

trade information may also strengthen access to supply chain finance because financial 

institutions can use transaction information to evaluate business activity. 

Collaboration with suppliers and customers should also be incorporated into working-capital 

strategy. Collaborative forecasting, vendor coordination and joint planning can reduce 

uncertainty in material requirements and delivery schedules. Similarly, customer 

collaboration can improve demand visibility and reduce order volatility. Strategic 

relationships can also support mutually beneficial credit arrangements. However, 

collaboration requires transparency and trust. MSMEs should therefore develop clear 

communication procedures, maintain accurate transaction records and establish performance 

indicators for important supply-chain partners. 

Supply chain resilience should be considered alongside working capital efficiency. 

Maintaining excessive inventory may protect an enterprise against supply disruption but can 

simultaneously increase the amount of capital tied up in operations. Conversely, extremely 

lean inventories may improve short-term liquidity but increase vulnerability to disruption. 

The appropriate strategy is therefore to identify critical materials, suppliers and customers 

and design differentiated policies for them. Recent research on supply-chain resilience 

indicates that alignment between purchasing, supply-chain and finance functions can improve 

both resilience and working-capital outcomes. MSMEs should therefore seek an appropriate 

balance between financial efficiency and operational resilience. 

Finally, MSMEs need regular performance measurement. Useful indicators include inventory 

turnover ratio, receivables turnover ratio, average collection period, average payment period, 

cash conversion cycle, current ratio, quick ratio and operating cash flow. These indicators 

should be examined together rather than independently. A reduction in inventory may appear 

positive but could create stock shortages, while extending supplier payments may improve 

cash temporarily but weaken supplier relationships. Managers should therefore establish 

integrated performance dashboards combining operational and financial indicators. Such a 

strategic system can help MSMEs identify bottlenecks, improve decision-making and 

maintain sustainable liquidity. 
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V. CONCLUSION 

Supply chain practices have a substantial influence on the working capital efficiency of 

MSMEs because operational activities determine how quickly financial resources move 

through the business cycle. Procurement, inventory, logistics, customer management, supplier 

relationships and information systems all influence the timing and amount of cash committed 

to business operations. Efficient supply chain management can reduce unnecessary inventory, 

improve product movement, accelerate customer collections and facilitate better coordination 

with suppliers. Consequently, working capital efficiency should be treated as an integral 

outcome of supply chain performance rather than as a responsibility limited to the finance 

department. 

The analysis further indicates that inventory management and receivables management are 

especially important for MSMEs. Excessive inventory can lock funds in unsold goods, while 

delayed customer payments can create liquidity shortages even when sales are growing. At 

the same time, appropriate supplier-credit arrangements can provide temporary financial 

flexibility. The cash conversion cycle therefore provides an important framework for 

understanding the interaction among inventory, receivables and payables. Efficient 

management of this cycle can improve liquidity and reduce the need for expensive external 

financing. 

Digitalisation and supply chain collaboration can further strengthen this relationship. 

Integrated information systems allow MSMEs to monitor purchasing, stock, orders, deliveries 

and payments more effectively. Supply chain finance can provide another mechanism 

through which operational transactions can support access to working capital. Existing 

research indicates that Indian MSMEs face important working-capital challenges and that 

supply-chain finance, collaboration and digitalisation can contribute to improved supply 

chain effectiveness. 

In conclusion, MSMEs should adopt a strategic and integrated approach in which supply 

chain decisions are evaluated according to both operational and financial consequences. 

Managers should establish appropriate inventory policies, strengthen collection procedures, 

negotiate sustainable supplier terms, adopt digital tools and monitor the cash conversion 

cycle. Such practices can improve liquidity while maintaining operational continuity and 

customer satisfaction. Future empirical research may examine these relationships across 
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different MSME sectors using primary survey data, financial ratios and structural equation 

modelling. This would provide more detailed evidence regarding the relative contribution of 

individual supply chain practices to working capital efficiency. 
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