
 

Sustainable working capital management 

A case study of five successful firms 
 

 

Master Thesis 

Management Controlling 

 

 

 

  

 
 
Authors:   Jessica Danielsson & Sofia Wickström 
Advisor:   Jan Lindvall 
Spring 2014 
Department of Business Studies  
 



Danielsson & Wickström 

2	  
	  

Abstract 

With the financial crisis, many firms suffered from liquidity shortages and needed to quickly 

change their way of working to release capital from the operations. Scholars argue that firms 

should handle immediate crisis with short-term measures first, and then change the underlying 

organizational routines to prevent recurrence. The management of working capital has received 

increased attention amongst corporate managers as a result of the crisis, whereby it is interesting 

to understand how firms can reduce their working capital in a sustainable way. By using the 

problem-finding and problem-solving approach, this study explores how successful firms have 

found and solved problems to make them sustainable. To answer the research question a 

multiple-case study is performed, where five firms are explored through interviews with key 

respondents. The study indicates that urgency is the main driver for both introducing and 

increasing the focus on working capital management. Different strategies for obtaining 

sustainable working capital management are found, where focus and commitment from the top 

management is suggested to be the glue that makes it last. It is furthermore suggested that 

managers have two main tools for creating and sustaining desired routines and practices; 

communication and control. 

Key words: Working capital management, Routines, Problem-finding, Problem-solving. 
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1. Increased focus on working capital management 

The last decade has been a turbulent one in the world economy. First a boom. Money was 

everywhere so finding capital to maintain the operations and expenditures was not particularly 

hard. Profit and sales maximization were key words not to be questioned. The organization was 

built to support and promote goals regarding profit and sales (Kaiser & Young, 2009). Then a 

bust. Money disappeared, and bank lending decreased significantly compared to the peak of the 

boom the prior year (Ivashinaa & Scharfstein, 2010). 

This new situation entailed new problems for firms to solve. Management’s ability to find and 

solve problems in such a changing environment might have been vital for the organizational 

survival (Nickerson et al., 2012). With the financial crisis, money became a scarcity for many 

organizations, as one result of the crisis was a shortage of capital, and reduced credit ratings of 

many firms. Still, money existed - it was just tied up in working capital in form of receivables 

and inventory, making it inaccessible for firms to use (Kaiser & Young, 2009). Consequently, 

managers needed to refocus and incorporate a liquidity aspect into the operations as well (Polak 

et al., 2011). These new problems made the management of working capital critical, and many 

firms needed to quickly change their way of working to reduce the working capital levels. The 

trend of increased attention on working capital is not likely to shift anytime soon, as revised 

regulatory standards has started to phase in, putting pressure on financial institutions to keep a 

sound buffer in case of future economic distress (King & Tarbert, 2011). Liquidity experts argue 

that this most likely will affect firms in the sense that they will be able to borrow less money 

from financial institutions, which increases the need to find alternative ways to finance the 

operations (Fox & Janse van Rensburg, 2014; Intrum Justitia, 2013). This makes the management 

of working capital a hot topic for many organizations still today (Polak et al., 2011).  

Still, redesigning organizations to meet these new demands may be easier said than done (Reeves 

& Deimler, 2011). Firms first need to identify problems that disturb the organizational value 

creation, and then decide what solutions are most suitable to implement (Nickerson et al., 2012). 

Change initiations are often efficient and seemingly successful at first, but the optimistic 

outcomes often fade with time (Miller, 2004). When fronting a problem, scholars suggest that 

firms should take short-term measures to handle the immediate crisis, and secondly find the root 

to the cause and solve it more permanently to prevent recurrence (Hayes et al., 1988). The second 
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step can be achieved through changes in the underlying organizational routines. This is however 

rarely done (Feigenbaum, 1991; Tucker & Edmondson, 2003), and solutions are thereby more 

often temporary than sustainable. Working capital management is of no exception, and many 

firms struggle with maintaining the initial fruitful results.  

The management of working capital has received increased attention amongst corporate 

managers as a result of the crisis, but has still received inferior attention in the academia 

(Palombini & Nakamura, 2012). It has been argued that researchers must become better at 

detecting trends and anticipating future issues that organizations will encounter. In order to 

accomplish this, research questions need to be designed to satisfy both practitioners and the 

academia (Mohrman & Lawler, 2012). Consequently, it is interesting for academics as well as for 

practitioners to create an understanding of how organizations can reduce their working capital in 

a sustainable way. 

1.1 Purpose 

In order to understand how firms can make sustainable working capital reductions, this study 

intends to examine firms that have excelled in reducing their working capital and managed to 

sustain or further reduce it. The purpose is to understand how managers with working capital 

responsibility can foster sustainable solutions, by exploring how they find and solve 

corresponding problems. The paper seeks an answer to the following question: 

How can firms reduce their working capital in a sustainable way? 

Sustainable working capital reductions within the scope of this paper is defined as operative 

working capital reductions that have been held stable or continued to decline during a significant 

period of time. Successful firms are defined as firms that have managed to reach sustainable 

working capital reductions.  
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2.    Literature review 

2.1 Working capital management 

To understand how firms can reduce their working capital in a sustainable way, one must first 

gain an understanding of what working capital is and why it can be difficult to manage. Operative 

working capital management essentially boils down to how firms choose to manage their 

inventory, accounts receivables and accounts payables. These are the primary working capital 

management areas that firms can influence without needing external financing (CFERF, 2013). 

Depending on how efficiently these are managed, firms can release substantial amounts of capital 

that can be invested elsewhere or kept in a bank account to increase the liquidity (Kaiser & 

Young, 2009). This may sound simple and clear-cut, but still many European companies are 

battling with weak working capital management in form of reduced liquidity, later payments 

from costumers and restricted credit from banks (Intrum Justitia, 2013).   

Efficient working capital management and the ability to reduce tied up capital from operations 

has been argued to have become more prioritized amongst practitioners since the recession, and is 

most likely to continue being a critical issue for organizations in years to come. A reasonable 

amount of literature exists on different casual relationships, such as between working capital and 

profitability (e.g. Deloof, 2003; Shin & Soenen, 1998), industry influence (e.g. Hawawini et al., 

1986) and the determinants of working capital (e.g. Jeng-Ren et al., 2006). There are however 

few, if any, academically relevant theories on long-term working capital management (Palombini 

& Nakamura, 2012). The following review of working capital management will thereby take a 

more practical standpoint, discussing what experienced within the area suggests as being efficient 

working capital management processes. Practitioners argue that firms with an active focus on 

working capital management tends to experience better results, and managers of firms 

experiencing a substantial deterioration tends to increase the subjective level of importance after 

the decline (CFERF, 2013).  

Centralization has empirically been indicated to lead to more efficient working capital 

management, and is suggested to depend on increased process control and policies (CFERF, 

2013). It is argued that the primary responsibility for working capital management should be put 

relatively high up within the management, as these can influence the overall process in a better 
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way (Larsen & Storgaard, 2008). The responsibility should also be spread throughout the whole 

organization, since the people performing the daily activities are vital to include in order 

toachieve a desired result (Plowman & Mardle, 2008). It is argued that creating a “culture of 

value” is necessary in order to sustain efficient working capital management (Kaiser & Young, 

2009). Consequently, managers throughout the organization need to communicate with each 

other, as well as with suppliers and customers, to jointly create value for the entire organization. 

Focus should thereby lie in the activities promoting value creation rather than maximizing 

specific performance indicators (Kaiser & Young, 2009). This is however not universally true, 

and are divergent views whether improvement processes based on activities or results are more 

efficient. Improvement processes based on activities include more general goals, such as 

“continuous improvement” and “total quality improvement”, whereas result-driven improvement 

processes are more concrete, such as “reducing the inventory level by 20 % within three months”. 

Arguments for result-driven efforts are e.g. that goals are more easily measured, actions are taken 

for more concrete results and results tend to be achieved faster (Schaffer & Thomson, 1992).  

The following sections will address the main working capital components individually, in order 

to create an understanding of its specific natures and contexts.  

2.2.1 Inventory  

Inventory refers to a company’s raw materials, work in progress, supplies used in operations and 

finished goods (Muller, 2011). The characteristics of firms’ inventory may vary; hence different 

types of firms may have different forms of inventory. Retailers often have only finished goods, 

since they do not add value through a manufacturing process. Manufacturing firms’ inventory is 

on the other hand likely to consist of raw material as well as finished goods that have been 

produced and are ready to ship. Some types of inventory are easier than others to turn into cash, 

e.g. a large ship is for example less liquid than a bag of potatoes (Preve & Sarria-Allende, 2010). 

Inventory management is about the practice of planning, directing and controlling inventory so it 

will maximize the company’s cash flow and profitability. It seeks to maximize the benefits while 

minimizing the inventory costs (Müller, 2011). A well balanced inventory can help firms meet 

variation in demand and in the supply of raw materials, as well as allow flexibility in the 

production schedule and enable the advantage of economies of scale (Preve & Sarria-Allende, 
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2010). Hence, optimal inventory is the result of balancing the costs of ordering and the cost of 

holding inventory (Müller, 2011). This is however easier said than done due to different internal 

interests within the organization, where one reason for holding capital by higher inventory levels 

are reducing the risk of stock out, and increasing sales by providing goods more promptly (Qazi 

et al., 2011).  

2.2.2 Accounts receivables 

Accounts receivables emerge when firms sell products or services on credit rather than immediate 

cash payments. This can be used to build an ongoing relationship with the customer and can be 

used as an alternative to price reductions (Cheng & Pike, 2003). However, this offered benefit 

comes at a price, as capital is tied up and cannot be invested elsewhere, and also increases the 

risk of credit loss. Credit risk can be defined as the likelihood that the invoices are not paid in 

accordance to the agreed terms (Cuñat, 2007). Firms may value risk reduction and customer 

satisfaction differently, and thereby employing diverse strategies depending on what is perceived 

as having the greatest benefits. 

Empirical findings indicate that late- and non-payments is common across Europe, however the 

Nordic countries have some of the most efficient credit management disciplines. Due to the 

previous years of economic recessions companies have decreased the contractual days and 

average payment duration. The traditional bottom line for business is to make customers buy 

more, but since late payments is so widespread firms have to put focus on encouraging customers 

to pay on time (Intrum Justitia, 2013). Still, a substantial amount of firms do not possess the 

sufficient skills to effectively assess their customers ability to pay their debts, and perform 

minimal credit analysis before extending credit to customers (Preve & Sarria-Allende, 2010). 

Five functions are argued to be beneficial in a credit-administration process: credit-risk 

assessment, credit granting, accounts receivable financing, credit collection and credit risk 

bearing. These need to be evaluated whether to be maintained in-house or subtracted to an 

external actor (Mian & Smith, 1992). 

As trade receivables constitute a large investment for many firms (Preve & Sarria-Allende, 2010), 

efficient financing is of significant importance. Some financing methods are; general corporate 

credit factoring, captive finance subsidiaries and issuing collateralized debt. Factoring involves 
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the transfer of collection rights to a third party intermediary, where the seller collects the credit in 

advance to a reduced sum. This can be done with or without recourse, meaning that the risk is 

either transferred to the intermediary or remained with the initial seller. The same logic applies 

for captive finance subsidiaries, except that it is as subsidiary that purchases the accounts 

receivables from the parent firm. As trade receivables are considered an asset, they can be used as 

collateral for new short-term debts (Mian & Smith, 1992). Another approach to reduce the 

receivables lies in the management of customer relations.  

2.2.3 Accounts payables 

Accounts payables emerge from the same premises as accounts receivables, except now the 

considered firm has the role of the buyer. Payables are desired as they can serve as short term 

financing of the firms operations. Firms bargaining power and switching costs is argued to affect 

the nature of the payables (Kaiser & Young, 2009). With high bargaining power a firm may have 

the opportunity to increase the credit days. The credit could also serve as a way to reduce 

transaction costs and provide a quality assurance of the supplier’s products (Petersen & Rajan, 

1997). In cases where the supplier is dependent on the customer’s survival, the supplier may have 

a greater incentive to grant more credit to customers in financial distress than financial creditors 

do (Wilner, 2000). Suppliers also have the ability to stop supplying the customer if the customer 

fails to meet its obligations. This is mainly true for firms where there is an interdependent 

relationship between the supplier and the customer, where there is a high switching cost for the 

customer to swap supplier, and where it is costly for the supplier to lose the concerned customer 

(Cuñat, 2007). 

Sellers can offer early payment discounts to customers in order to collect payments earlier, which 

implicitly makes paying on due date a costly decision (Preve & Sarria-Allende, 2010). In contrast 

to sellers offering premiums for early payments, buyers can improve their working capital by 

delaying payments to creditors beyond agreed terms. This reduces the working capital in the short 

term, but may cause more harm in the long run as it can destroy the relationships with the 

suppliers. It is more common that larger firms with more power enforces these terms to smaller 

firms, who in turn enforces the terms to even smaller firms (Rafuse, 1996). 
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The management of inventory, accounts receivables and accounts payables constitute the three 

main areas within working capital management. Depending on how efficiently these are 

managed, firms can release substantial amounts of capital that can be invested elsewhere or kept 

in a bank account to increase the liquidity. Despite this, many firms suffer from poor working 

capital routines and many firms make working capital decisions on subjective and ad hoc grounds 

(Khoury et al., 1999). One way to create an understanding of how managers can make the 

working capital management sustainable is by examining how they find and solve problems 

within the area.  

2.2 Problem-finding and problem-solving 

A problem is defined as “a deviation from a desired set of specific or a range of acceptable 

conditions resulting in a symptom or a web of symptoms recognized as needing to be addressed” 

(Baer et al., 2013, p. 199). Consequently, a problem occurs when there is a disturbance in the 

process towards organizational value creation, and what is considered a valuable process may 

vary. Nickerson et al. (2012) created a concept called the problem-finding and problem-solving 

approach, that can help managers and scholars understand how firms can create value through 

continuously searching for and solving problems. The approach adopts the problem as the unit of 

analysis, as the problem is connected to the organizational value creation (Nickerson et al., 2012). 

Problems can appear in different levels and come in many different shapes and sizes, making the 

understanding of what problems to solve fundamental to reach valuable solutions (Ackoff, 1978; 

Simon, 1973). Valuable solutions are accomplished by management mechanisms that enable 

continuous problem-finding that results in solutions of which firms can capture economic value. 

The more value a solution generates, the better solution. There are however impediments on the 

way toward a valuable solution, e.g. individuals tendency to be opportunistic and having bounded 

rationality (Nickerson et al., 2012). The former assume that people within organizations are 

opportunistic, i.e being “self-interest seeking with guile” (Williamson, 1985, p. 47). The latter 

states that individuals intend to be rational but the mind is limited in its ability to be so (Simon, 

1991). By implementing structured processes, such as routines, organizations can manage to tone 

down these two behavioral assumptions (Baer et al., 2013).  
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The problem-finding and problem-solving approach is a fusion of mainly three perspectives; 

organizational capabilities, dynamic capabilities and governance, advocating different qualities as 

essential for firms’ creation of value (Nickerson et al., 2012). The main concepts within these 

perspectives are routines, flexibility and control. As solutions are argued to be sustainable when 

integrated into the organizational routines (Tucker & Edmondson, 2003; Hayes et al., 1988), 

routines will be used as the central concept for sustainability within this paper. These must be 

flexible to cope with change, as the environment may change (Winter, 1964). To succeed with 

working capital reductions through organizational routines, management need to have the ability 

to steer and control these. In the Nickerson approach, control refers to corporate governance. In 

this paper the focus will however be on the closely related management control, as the study 

concentrates on internal processes and governance rather than ownership structure. The approach 

can help managers find and formulate problems within their working capital management to 

organize knowledge, in order to search for possible solutions (Nickerson et al., 2012). This 

pragmatic form of research will be used as an influence in order to explore how managers can 

find and solve problems in a sustainable way within working capital management. 

2.1.1 Problem-finding 

Problem-finding includes finding, framing and formulating problems (Nickerson et al., 2012). 

This means that located problems can be perceived differently and consequently needs to be 

articulated in order to set the grounds for future solutions. Problem-finding can be performed on 

different levels within the organization and can include identifying internal challenges, e.g. in the 

value chain (Baer, et al., 2013) or in the organizational structure; or external problems such as 

government regulations or social attitudes (Lyles & Mitroff, 1980). Organizations capability to 

find problems is critical to its survival and performance, as it influences what direction to take 

and for whom the organization creates value (Ackoff, 1978). The quality of the problem-finding 

is argued to affect the quality of the solution, whereby it is vital to understand what problem 

needs to be solved. Identification is argued to be the most important phase, as it often determines 

the subsequent course of action (Mintzberg et al., 1976).  

Despite its importance, techniques for finding and solving poorly defined problems are rare, and 

there may not be an optimal formulation for these kinds of problems, as different problems may 

require different methods of inquiry. It is also indicated that managers more often identify 
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problems through informal sensing techniques rather than formally reported indicators (Lyles & 

Mitroff, 1980). The entire process from finding the “right” problem to operating the proper 

solution seems to be of importance, or understanding “the decisions to be made, the ends to be 

achieved, and the means which may be chosen” (Schon, 1983, p. 40).  

Decisions are argued to have three main stimuli, or as in this paper defined as problem finding 

triggers; opportunity, crisis and problem. Opportunity decisions aim to improve an already 

functioning situation, whereas crisis decisions are a response to intense pressures requiring 

immediate action. Problem decisions are the hybrid between these two, where there is a negative 

trigger that is not as immense as a crisis (Mintzberg et al., 1976). For the sake of this thesis, 

problem decisions will hereafter be referred to as complications, as the definition of a problem by 

Mintzberg et al. is inconsistent with the definition used within this paper.  

The process of problem identification often occurs simultaneously as other ongoing activities, 

and differs depending on the situation. Sometimes it may be automatic and objective, and other 

times it may require more effort and have a more subjective nature (Cowan, 1986). The (limited) 

literature on problem-finding tends to focus on finding problems that have high stakes and is 

critical for the firm’s success (Baer, et al., 2013), are “wicked” (Rittel & Webber, 1973) and are 

complex and ill-structured (Simon, 1973). There is a call for examining problems of varying 

complexity and ill-structuredness, as these may compose different challenges (Nickerson et al., 

2012). This paper will seize on this request, and explore the triggers for problem finding of 

various complexity and amplitude. 

2.1.2 Problem-solving 

The second phase in the process constitutes the far more researched problem-solving stage 

(Mintzberg et al., 1976). This phase seeks to correct the problem found in the previous stage, and 

needs to be customized to fit the specific situation. Depending on the identification of the 

problem, different attributes may be central. 

Problem-solving is argued to have a two-folded nature, depending on the extent of the solution. 

Short-term solutions are labeled first-order problem solving, whereas sustainable solutions are 

defined second-order problem solving (Tucker & Edmondson, 2003). These have been referred 
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to differently throughout the literature, such as; reactive and proactive control (Hayes et al., 

1988), first-order and second-order improvement (Repenning & Sterman, 2002) and single-loop 

and double-loop learning (Argyris & Schon, 1978). Tucker and Edmondson’s terminology will 

further be used within this paper, as it is most consistent with the vocabulary of the remaining 

paper. In their study hospitals were observed, and more specifically nurses in their daily work. 

First-order problem solving consists of dealing with problems without addressing the underlying 

causes. The likelihood of a similar problem occurring in the future is thereby not reduced, e.g. a 

nurse running out of linen sheets and thereby borrows from another unit. The output is increased 

from the existing processes (Repenning & Sterman, 2002). Second-order problem solving 

includes addressing the root to the problem, such as bringing it to the manager’s attention and 

implementing changes. This was rarely done by the healthcare workers (Tucker & Edmondson, 

2003), and many other sectors experience similar difficulties (Feigenbaum, 1991). Challenging 

the current processes and creating new practices is fundamental for the creation of sustainable 

improvements (Repenning & Sterman, 2002). This short- and long-term thinking can be applied 

analogically in other situations, e.g. short-term working capital initiations and sustainable long-

term management that is rooted in the inherent routines.  

2.3 Routines as a foundation for sustainable solutions 

The ability to find and solve problems can be a way for managers to create and capture value 

within the organization. There are however several obstacles on the way, where routines are 

argued to be an essential part of a solution (Tucker & Edmondson, 2003).  

Routines are defined as “learned, highly patterned, repetitious or quasi-repetitious behaviors 

founded in part in tacit knowledge” (Winter, 2003, p. 991). These are perceived as collective 

events involving multiple actors (Feldman & Pentland, 2003) and can be carried out by different 

participants (Simon, 1992; Winter, 1994). They are embedded in an organization and its structure 

and are therefore specific to the context (Teece et al., 1997). Routines are shaped by history, and 

its future developments are a function of where it has started (Dosi et al., 1992). Consequently, 

they can both facilitate and constrain managerial decision-making. Routines create a base for 

managers regarding what decisions are possible to make in order to reach a desirable outcome 

and thereby create value for the organization (Winter, 2003). Routines create the frame of which 
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actions can take place within; “in the same way that English grammar allows speakers to produce 

a variety of sentences, an organizational routine allows members to produce a variety of 

performances” (Pentland & Rueter, 1994, p. 490). People talking the same language will 

understand the content as long as the elements are within the grammatical rules and are 

constructed in an order that makes sense to the receiver. 

2.3.1 Routines role in the organization  

Organizations consist of large networks of routines. These constitute the core of an organization, 

and do not require any specific management attention to proceed (Felin & Foss, 2000). Routines 

are argued to create stability and a common ground (Feldman & Pentland, 2003), and without 

them people would have to recreate the organization every day (Bowman, 1994). Consequently, 

routines permit organizations to facilitate coordination (Nelson & Winter 1982; Dosi et al., 

2000), and can thereby be a tool to minimize costs and increase managerial control (Feldman & 

Pentland, 2003). Desired routines are encouraged by a favorable management structure that 

aligns the organization towards a common goal (Merchant & Van der Stede, 2007). How well a 

routine is integrated into the organization depends on the balance between the interests of the 

participants and the cause for the coordination. Therefore it is vital that managers allocate their 

attention selectively, as it is not possible to attend all goals at the same time (Cyert & March, 

1963).   

Routines can be seen as effortful accomplishments which are characterized as being changeable, 

i.e. routines are not simply followed or reproduced, people have a choice in what to do (Feldman, 

2000). Despite this, there is a common perspective that organizational routines are fixed and 

predictable and therefore difficult to change (Feldman & Pentland, 2003; Becker & Zirpoli, 

2008). One reason is that managers mainly start searching for improvements and the need for 

change when a significant problem occur (Becker & Zirpoli, 2008). Routines provide some 

degree of behavioral stability within organizations, but it always has the potential to change its 

intrinsic value depending on the interest of its participant (Feldman, 2003). Organizational 

routines are often work in progress rather than finished goods. People adjust the actions within 

the routines as they develop new understandings of what is possible to do and what consequences 

their actions bring (Feldman, 2000).  
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2.3.2 The need for flexibility 

Sustainable solutions must be open to change, in order for firms to adjust to the ever-changing 

environment. Just as routines are seen as patterns of behavior that is followed repeatedly and 

creating a form of consistency, it can also be a subject to change if conditions change (Winter, 

1964).  As “routines provide some degree of stability, they provide a contrast required to detect 

novelty” (Becker, 2004, p. 649). Consequently, for organizations to be flexible to change there is 

a need for a stable platform. In order to achieve high performance levels, organizational 

managers need to consider not only internal goals and motives, but also external relationships and 

the general environmental conditions (Child, 1972). The financial crisis is an example of an 

external change that made many firms change their way of working. Being flexible was thereby 

vital in order to cope with the changing environment, and as a consequence new routines had to 

emerge. The structure of an organization is argued to be an effect of the context of which it 

operates in (Pugh et al., 1969). In today’s competitive environment there is a higher need for 

flexibility than before and the flexibility may therefore be linked to the performance of the firm. 

Flexibility is fundamental for firms to constantly find new problems and solutions appropriate to 

the current context (Pentland, 2003).  

In today’s competitive environment there is a need for firms to be flexible in order to cope with 

change (Pentland, 2003). Organizations are despite this often not keen on changing their routines. 

As long as the current routines produce results that are satisfying, there is no need to find another 

way to perform tasks, especially if the change brings new costs (Becker 2004). Accordingly, 

changing organizational routines is especially evident during times of crisis (Feldman & 

Pentland, 2003), as this increases the urgency of the situation. When managers implement new 

solutions within the organization new patterns of work will be generated. Since the ongoing 

patterns made within organizations are interdependent, it is important that these are consistent. 

The relationship between the flows of ideas, actions and outcomes are the factors generating 

change within routines, and the participants within the routines have the possibility to change 

them (Feldman, 2000). The interdependence between work and organizational structures means 

that changing routines will lead to changes in the organizational structure and how people 

experience daily activities (Barley & Kunda, 2001). The connections and shared understandings 

among individuals are vital for organizational performance. It is suggested that new rules and 
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policies most often come from the upper management, and are then enforced on the lower levels 

in the organization. Feldman (2000) explored changing routines in a student-housing firm where 

building directors “sometimes happily followed them [the rules], sometimes reluctantly followed 

them, and sometimes did not follow them at all” (p. 624), when the rules came centrally without 

the directors involvement in the decision process. Therefore, Feldman & Rafaeli (2002) suggest 

that the time and effort spent on implementing organizational routines is well spent.   

Routines are argued to be a source of continuous change. Solutions, and the consequential 

actions, do not always produce the intended results, resulting in new problems to solve. 

Outcomes of an initial change can also enable new opportunities. The desired outcome can also 

be reached, but still leave room for improvements. This leads to the participants having the 

possibility to exploit new opportunities or strive for continuous improvements despite initial 

sufficient results (Feldman, 2000).  

2.3.3 Managers’ tools for integrating solutions  

Finding ways to make problem-solving sustainable is critical, as “when people think they have a 

problem solved, they often let up, which means they stop making continuous adjustments” 

(Weick, 1987b, p. 118-119). To encourage the individuals within an organization to adapt the 

desired routines, organizations can create a management structure that aligns the organization 

towards a common goal (Merchant & Van der Stede, 2007). Several management methods are 

proposed throughout the literature. One way to manage the organization towards a specific goal is 

through management control systems, which can be seen as a means to foster desirable routines.  

2.3.3.1 Different views on management control 

Several frameworks of management control systems have been proposed throughout the years. 

Merchant and Van der Stede’s, (2007) object-of-control framework and Simons (1995) four 

levers of control are argued to be two of the most prominent ones (Strauß & Zecher, 2013). The 

overall objective in the former one is to control human behavior to reach set goals (Merchant & 

Van der Stede, 2007). The system is based on results, actions, personnel and culture. Managers 

need to use these controls due to the nature of human behavior, i.e., motivational problems, lack 

of direction and personnel limitations. Motivational problems refer to individuals’ tendency to act 
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in a self-interested way, where the individual goals are inconsistent with the organizations goals 

(c.f opportunism; Williamson, 1985). Lack of direction occurs when employees perform 

inadequately as they do not understand what is expected of them. Personnel limitations means 

that the employees understand what is expected from them, they are motivated to act accordingly 

but certain impediments limits them from reaching the desired performance. In order to create an 

efficient management control it is necessary to set objectives, so that employees understand what 

outcomes the organization desire (Merchant & Van der Stede, 2007). It thereby rests on the 

assumption that someone wants to control the behavior of someone else, e.g. top management1 

toward middle management/employees (Malmi & Brown, 2008). 

Management control “includes all the devices or systems managers use to ensure that behaviors 

and decisions of their employees are consistent with the organization’s objectives and strategies” 

(Merchant & Van der Stede, 2007, p. 4). The first type of control, results controls, is based on 

measureable achievements, where the employees’ results are controlled in one way or another. It 

is especially efficient for overcoming motivational problems, as they ”induce employees to 

behave so as to maximize their chances of producing the results the organizations desires” (p. 

26). One way to increase motivation towards a collective objective by using result control is by 

connecting compensation to one index of performance or another (Kohn, 1993). Rewards in form 

of incentives are argued to motivate employees and align interests. These can take various forms, 

such as explicit contracts where pay is related to observed measures of performance; profit 

sharing on an aggregated level; or discretionary subjective measures of performance 

(Prendergast, 1999). Incentive systems have however been proposed to be counteractive, and 

some argue that it has limited, if any, affect on fulfilling its purpose (Kohn, 1993). The second 

type of management control is based on actions, where it is the actions that are the focus of 

control. These can have various forms, i.e. behavioral constraints, pre-action reviews, and action 

accountability. The third and fourth controls are very much intertwined, as “cultural controls are 

an accumulated form of personnel controls” (Strauß & Zecher, 2013, p. 249). The personnel 

control relies on people’s tendency to monitor their own performance, whereas cultural control is 

based on group pressure to follow the norms and values of the group (Merchant & Van der Stede, 

2007). 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
1	  Within this paper, top management is defined as managers with overall responsibility and decision right.	  
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Simons (1995) propose a different viewpoint, emphasizing the informational aspects of 

management control. He gives the “levers of control” principal attention; the first one consisting 

of an organizations belief system and its core values. Essentially the lever concerns 

management’s communication of the organizational values. The second lever contains an 

organizations boundary system, seeking to mitigate specific risks and set the boundaries of which 

individuals can seek opportunities within. Diagnostic control concerns the definition of goals and 

monitoring of initiated actions. Performance measurement and goal-congruent incentive systems 

are examples of this type of control mechanisms. The last lever, interactive control, is “the 

formal information systems that managers use to personally involve themselves in the decision 

activities of subordinates” (Simons, 2000, p. 216). How information is generated and 

communicated by top management is of the essence in his approach. Simons control system only 

includes formal control mechanisms, whereby values and beliefs only is included if they are 

formalized (Simons, 1995).   

2.3.3.2 Organizational structures that favor sustainable solutions 

Many firms are today divided in to specialized divisions with different functions. The aim of 

doing so is to enhance efficiency, but the downside is that the people involved may become more 

focused on increasing the unit’s profitability than on the larger objectives of the organization 

(Jaffee, 2001). This is unfortunate as it inhibits the members of the organization to learn from 

each other and spread innovation and best practices (Davenport, 2005). Organizing around the 

activities and routines that individuals involved perform is argued to be preferred compared to 

focusing on achieving pre-specified outcomes. An important part of this is the coordination of 

different units and their processes, where the management also needs to provide meaning for why 

the firm is doing something, in order to reach a collective meaning (Dougherty, 2004). Flatter 

organizations are argued to be more flexible than hierarchical ones. Several methods have been 

proposed to increase the flexibility, e.g. the use of cross-functional work teams, centralizing core 

activities and shared services, outsourcing and creating strategic alliances (Berry et al., 2009). 

Consequently, how the organization is structured and the inherent corporate culture can also 

affect results and routines, where communication between people is the essence of organizations 

as it “creates structures that then affect what else gets said and done by whom” (Weick, 1987a, p. 

97-98).  
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Communication and making individuals involved and understand the motivation for performing a 

certain routine or a process related to working capital may be an important aspect of sustainable 

working capital management. It is commonly known that top managements strategic decisions 

influence the organizational performance. In order to maintain a sustainable high performance top 

managers have to consider the quality of their decisions, create consensus among people within 

the organization and maintain a positive affective acceptance among their members (Amason, 

1996). It has also been argued that organizations need a mix of top management purpose and 

middle management initiative. Top managers should articulate the context and create 

organizational structures and reward systems that encourage middle managers to follow the same 

strategic path (Wooldridge & Floyd, 1990). It is argued that organizations do not make decisions, 

but top managers do. Still, few empirical findings on the role of top executives on designing and 

using management control systems exist (Schaeffer & Dossi, 2014).  

2.4 Problem finding and solving within working capital management 

Within this paper, the overarching driver for working capital management is postulated to be 

value creation. When the financial crisis emerged and liquidity became scarce, the value of 

working capital management increased and with that many firms increased the attention towards 

it. Liquidity problems resulted in working capital management solutions. Sustainable working 

capital reductions consist of two parts; the initial reduction and the maintenance or further 

decrease of the lower levels. These can be seen as first-order and second-order problem solving.  

First-order problem solving is argued to be suitable for managing immediate crises, but needs to 

be complemented with second-order problem solving in order to make sustainable solutions 

(Hayes et al., 1988). 

Following the discussions of the literature review, one can expect the financial crisis to be the 

initial trigger for a shift of focus towards working capital management. This can be labeled a 

crisis decision (Mintzberg et al., 1976), and a first-order problem solving (Tucker & Edmondson, 

2003). Firms that have been successful in working capital reductions are expected to have 

achieved second-order problem solving (Tucker & Edmondson, 2003) and can now find 

problems within working capital management and base decisions on opportunities and 

complixations rather than crisis (Mintzberg et al., 1976). To create second-order problem solving, 
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or sustainable solutions, it is argued that there must be a change in the organizational routines 

(Tucker & Edmondson, 2003). Consequently, these firms are anticipated to have integrated its 

working capital management into the organizational routines, where management control is 

theorized to play a vital role in sustaining the routines and ensuring continuous problem-finding. 

Figure 1 below describes the suggested flow of sustainable working capital management. 

Solutions are based on problems found, and are integrated into the inherent routines of the 

organization. Sometimes implemented solutions lead to undesirable outcomes, creating new 

problems to solve. Solutions can contrastingly result in outcomes that enable new opportunities 

as well (Feldman, 2000). All three variables affect each other, as both successful and undesirable 

solutions are assumed to go through the routines before new problems are to be found. Thus, 

working capital management is a continuous process.  

Figure 1. Cycle of sustainable working capital management 

The flow within the cycle of sustainable working capital management can be exemplified by 

Kaiser and Young (2009), where a manager at a metals refining firm required the sales personnel 

to call the customers one week before due date and remind them. This simple move made 

receivables drop from 185 to 45 days, releasing a considerable amount of cash and cutting capital 

costs significantly. The example demonstrates a firm that found a problem (late payments), 

solved it (calling the customers before due date) and integrated it to the organizational routines 

(performing this action on a regular basis).   
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3.    Locating and exploring the eccentrics   

3.1 Research approach 
It is particularly interesting to research and understand organizations of deviations, encompassing 

special attributes of which one can gain insights that others could not provide. This specialness is 

especially valuable if one can apply this knowledge to more normal firms (Siggelkow, 2004). 

When it comes to working capital management, little theory exists on how to manage it 

efficiently (Palombini & Nakamura, 2012). The situation is even more aggravated, as much 

change is unsuccessful in the sense that the results often stagnate with time (Miller, 2004). This 

complicates working capital management as it is postulated that firms need to change their 

routines in order to sustain the results (Tucker & Edmondson, 2003). Firms that have been 

successful at reducing their working capital for a significant period of time are consequently 

interesting to explore, for three main reasons. Firstly, as Siggelkow (2004) argues, one can from 

these special firms gain understandings of how sustainable working capital reductions is 

practically done. Secondly, one can convert these findings into more general understandings, 

which both practitioners and the academia can learn from. Thirdly, successful firms and 

managers are especially rewarding to study, as people more often are open to sharing information 

about subjects of which they have been exceptionally successful than the other way around 

(Saunders et al., 2012).  

There are few, if any, earlier studies on the subject of sustainable working capital management. 

The study therefore aims to search for patterns and ideas. This way of searching for knowledge is 

more commonly known as exploratory (Collins & Hussey, 2003). To gain the desired knowledge, 

the problem-finding and problem-solving approach is used as an influence when gathering data 

and conducting analyzes. The focus is on managers’ experience, as their insights are the most 

relevant for the purpose of this study. Since the unique contexts of the cases are central, a 

multiple-case study is used (Bryman & Bell, 2011).  

3.2 Finding sustainable firms 
In order to utilize the specialness of firms with sustainable working capital, it is essential to put 

ample thought into the selection of firms. Therefor, an initial screening process was conducted, in 

order to weed out the firms that had sustainably reduced their working capital. Managers with 
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extensive knowledge about the selected firms working capital management were later 

interviewed, in order to deepen the understanding of the firms’ working capital management.  

3.2.1 Defining the sustainable firm 

What constitutes a successful change or project constitutes an entire research field of which this 

study will not dig deeper in to. The emphasis is not on changes as processes, but rather snap-shots 

of changes that have been tangibly sustainable, i.e. the numbers from the annual reports support 

its success. As it is important that the logic behind the selection of firms is adequate, the rationale 

behind the strategic choices will be discussed rather thoroughly in the forthcoming sections. In 

order to connect the literature to practical events, five companies that have managed to sustain 

their lower levels of working capital were investigated more thoroughly. The financial crisis is 

used as a base point, as it represents an external event that has been argued to influence managers 

to increase focus on working capital management (Polak et al., 2011). To capture the 

sustainability aspect of working capital management, three time points were chosen. These time 

periods were selected to illustrate the snap-shots of the financial crisis, where the first period 

represents the pre- and present crisis, and the second time span represents present- and past crisis. 

The firms argued to have a sustainable working capital management are those that have managed 

to both reduce their working capital during the time span of 2007 to 2009, and also have managed 

to either sustain or further improve these new levels during 2009 to 2012. The reduction is in 

relation to each of the firms’ own previous figures, since the purpose is to measure an internal 

development and not compare the results between the firms.  

3.2.2 Initial screening process 

Since the purpose of this thesis is to understand how firms can reduce their working capital in a 

sustainable way, an initial screening process was conducted. The aim of the screening was to find 

firms that have made sustainable working capital reductions. The screening used the Net Trade 

Cycle (NTC) as a tool to find these firms. NTC is used to measure the time span from when a 

firm disburses payments to suppliers and the collection of cash from customers. A longer time lag 

means that more capital is tied up in working capital and thereby cannot be used to finance other 

investments. This measure includes the variables accounts receivables, inventory and accounts 
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payables, where NTC puts all of these three variables in relation to the net sales (Shin & Soenen, 

1998). The NTC is calculated as:  

[Accounts receivable + inventory – accounts payable]*[365/net sales].  

NTC estimates the financing needs in working capital as a function to projected sales. As this 

paper seeks to examine the concept of changing routines when reducing the working capital, the 

NTC is sufficient to use. Furthermore, relating the working capital to net sales ensures that e.g. 

receivables are not simply reduced due to a decrease in sales. Change in working capital was 

calculated as: 

[NTC period 2 – NTC period 1] / |NTC period 1|. 

The sample consists of observations from annual reports of 210 firms from 2007, 2009 and 2012 

within Swedish listed firms. All data was collected from the database Retriever, containing data 

from Statistiska Centralbyrån, Skatteverket and Bolagsverket. As inventory is a central concept in 

working capital management, firms operating without any inventory during all three periods were 

excluded from the screening process. Investment firms, debt collection firms and other monetary 

intermediates were also excluded, due to their specific nature of activities (Deloof, 2003). Firms 

created after 2007, or that begun sales during or after 2007, due to e.g. extensive R&D before 

sales could take off, were also eliminated. From the original 488 listed firms, 220 firms remained 

after the eliminations. Extreme values were then excluded, eliminating an additional 10 firms. 

These were excluded as their outcomes depended on variables such as an immense increase of 

sales, rather than actual working capital reductions. When data had been collected and sorted, it 

was imported into the statistical analyzing tool SPSS. This initial screening process resulted in a 

group of 52 firms that had decreased their working capital in the first time-span and had managed 

to sustain or further reduced the working capital levels in the second period. In order to ensure 

that these firms were “special”, and not simply part of a general pattern, two statistical test were 

conducted to see whether firms in general had reduced and sustained the working capital 

reductions, or if the firms were exceptional. A review of how the statistical tests were performed 

is presented in appendix I. The tests indicate that there was a significant reduction from 2007 to 

2009, but no significant difference from 2009 to 2012. This suggests that listed firms in general 

were able to reduce the working capital without subsequently increasing it, in contrast to our 

initial beliefs. This serves as an interesting topic for future research, as this initial analysis 
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suggests results contradicting to common understandings. A more comprehensive study of 

working capital developments through time, exploring the underlying reasons for the evolvement, 

could contribute to the literature on both working capital and routines. The included firms in this 

study can nonetheless be viewed as special and able to provide interesting insights, as they are all 

within the top 15 of the 210 firms included in the sample.  

According to Eisenhardt (1989) there is no definite number of how many cases that should be 

included in a multiple-case study, but it is suggested that it should be kept within a range of four 

to ten. Considering the purpose and scope of the study the sample was narrowed down to five 

firms, which were explored more closely. These firms were chosen due to their specialness as 

well as access. The firms needed to be from the 52 firms in the pool, and preferably be amongst 

the top performers within that pool as well. It was not possible to solely take the top five, due to 

access matters. All case firms are however in the top 15 of the included sample firms, making 

them sufficiently special. Table 1 illustrates the development of the firms NTC during the 

selected periods. All firms have experienced a significant decrease during both time intervals.  

Firm NTC 2007 NTC 2009 NTC 2012 
Bong AB 80,38 48,18 47,98 
Electrolux AB 62,69 47,47 35,38 
Micronic Mydata AB  379,59 194,28 126,91 
New Nordic Healthbrands AB 42,55 16,75 11,54 
Studsvik AB 6,65 -6,14 -12,99 

Table 1. NTC developments for the case firms 

3.2.3 Finding the proper respondents  

The problem-finding and problem-solving approach explores how managers can create and 

capture economic value by finding and solving problems (Nickerson et al., 2012). To capture 

relevant data and to be able to provide constructive insights to the research question, the focus is 

on how managers with an overall working capital perspective and responsibility experience the 

organizational working capital management. The firms initially received brief information about 

the intention of the study, and could thereafter decide who within the organization was most 

suitable to answer our questions. This was done to utilize key informants, which are persons with 

special knowledge that are of immense interest to the researcher (Woodside, 2010). The 
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respondents were all in positions that allowed them the possibility and responsibility to manage 

and take decisions that affected the working capital. The respondents’ professions are 

summarized in table 2 in section 3.3.1. Four of the five respondents have worked within their 

respective firm since 2007, thus having the explicit knowledge about the operations since. One 

respondent was hired in 2012, and has consequently not been participated in the management of 

the working capital since the financial crisis. He has however the role of the CFO and has long 

experience from top financial management, whereby his thoughts are still relevant for the study.  

Interviewing one respondent from each firm entails certain implications. Firstly, the biases of the 

respondent receive much space, and are not outbalanced by contrasting the answers of different 

actors. Secondly the bias of the authors may also be more evident, as only one individual are 

exposed to these (Yin, 2009). If several actors from one organization had been included, they 

would most likely have responded differently to the biases and these could have been reduced. 

That was however not possible given the scope of this paper. Still, the respondents were 

internally selected to be most appropriate to represent the firms overall working capital 

management, making their answers more reliable to be representative. The respondents have also 

been carefully selected through the initial screening process and then respondent selection, 

whereby it is interesting to utilize the insights of the respondents, which others might not have the 

ability to provide (Siggelkow, 2004).  

Sustainable working capital management is relevant for different types of firms, whereby the 

study is not limited to only include firms of one specific type. Consequently, firms of different 

industries, sizes and organizational structures are included in the study. This does however entail 

problems as well, e.g. reduced ability to make comparisons between the firms. The study is also 

bounded by the answers of each of the included firms and their management of working capital, 

which is typical for this kind of study. The results are not to be generalized, as the paper intends 

to explore a specific situation (Bryman & Bell, 2011). The specialness of the cases can however 

be used to understand “more normal firms” (Siggelkow, 2004, p.21), as these firms has 

succeeded with something many firms aspires to do. The purpose is not to compile a result that 

can be generalized to all firms, but rather to explore how firms that have been successful with 

reducing and keeping a sustainable lower level of working capital have managed to do this.  
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3.3   Collecting the data  
The data has been collected using different methods (Yin, 2009). The main data used for the 

analysis was gathered by interviews with the respondents that have significant knowledge about 

the working capital management within the selected firms. The interviews also generated other 

data sources; i.e. a video presented during the interview with Micronic Mydata, where the 

respondent commented on the content while the video was played. Another source was a 

PowerPoint presentation of Electrolux’s working capital management that had recently been 

compiled for a new large shareholder. The presentation eased the flow of the interview, and 

ensured that relevant facts were not forgotten. Other sources of data used in this study are 

external reports, academic literature, articles, annual reports and information from the firms’ web 

pages. 

3.3.1 Interviews 

The screening analysis generated a description of how firms had performed in general, as well as 

weeded out the selection of firms that had managed to sustain the decreased levels of working 

capital. As the purpose is to explore a phenomenon in its real life environment, asking “how” and 

“why” questions are important for the result, making interviews an appropriate technique (Yin, 

2009). The interviews were conducted semi-structurally. This form of interview opens up the 

possibility to understand relationships on a deeper level, compared to what can be deduced from 

a questionnaire. Yet, the focus is still kept on the specific research question, compared to fully 

unstructured interviews where the respondent can steer the conversation more freely. As the 

respondents within this paper have different management positions, this technique is appropriate 

as the questions can be adapted to fit the respondent’s position and knowledge. Interviews are 

more time-consuming and can thereby lessen possible respondents’ willingness to participate 

(Saunders et al., 2012). As the purpose of this study does not require face-to-face interviews, 

offering the possibility of telephone interviews reduced this impediment.  

Each of the firms’ annual reports between 2007-2012 was scanned before the interviews. This 

was done in order to create a foundation and general understanding of the firm and its business-

context and focus areas. It was done in accordance with the thoughts of Siggelkow (2004), stating 

that; “an open mind is good; an empty mind is not” (p. 21). The initial scanning increased the 

interviewer’s ability to ask relevant follow-up questions, and to capture valuable information the 
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respondent may otherwise neglect or forget (Suddaby, 2006). By making comments and ask 

relevant questions during the interview, the respondent is encouraged to give more detailed 

information about the topic (Saunders et al., 2012). It also provides a possibility to generate an 

understanding of the respondent’s answers and experiences in relation to what was 

communicated within the annual report. The interviewers prior knowledge from the annual 

reports and best practices could affect and steer the respondents answers, and be a cause for 

increased “reflextivity” (Yin, 1994, p. 80), meaning that the respondent expresses what the 

interviewer want to hear. To reduce these effects the interviewer tried to avoid leading types of 

questions. The co-interviewer could also ensure that the interview was kept on track and not 

digressed too much. During one of the interviews, the respondent provided an inspirational 

management video, which illustrated his thoughts on good management. The video was first 

watched together with the respondent, allowing us to ask questions and him to make comments 

while playing. It was then watched again and summarized after the interview in order to capture 

the key messages, and allow the possibility to include the concepts in the analysis. Table 2 below 

summarizes the respondents of each firm; title, interview type and if the interview was recorded 

or not. The abbreviation later used in the analysis is also presented.  

Firm Respondent Title 
 
Abbreviation 

Type of 
interview 

Date of 
interview Recorded 

Bong Head of Finance HoF Telephone 2014-04-16 Yes 

Electrolux 
Head of Working 
Capital HWC Face-to-face 

2014-04-24/ 
2014-05-09 No 

Micronic Mydata Chief Financial Officer CFO Face-to-face 2014-04-09 Yes 
New Nordic 
Healthbrands Financial Manager FM Telephone 2014-04-10 No 
Studsvik Head of Controlling HoC Telephone 2014-04-28 Yes 

Table 2. Summary of the interviews 

3.3.1.1  Performing the interview 

Before the interview the respondents received a phone call and an e-mail with a short summery of 

the thesis and its purpose. They were also provided with the themes and the key questions, so 

they had the opportunity to prepare and gather complementary information to support the 

answers. The order of the questions varied depending on the flow of the conversation and what 

had been perceived as central in the firms’ working capital management. The interview guide 
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contained, besides specific themes and key questions, some opening phrases to get the 

conversation going and some final comments to summarize the respondents answers. This opened 

up the opportunity to ensure that the respondent was correctly understood, and permitted the 

respondent to make corrections if anything seemed unclear or misinterpreted (Bryman & Bell, 

2011). During four of the five interviews two interviewers were present, where one interviewer 

had main responsibility for the structure of the conversation and the other one took notes and was 

able to complement with follow-up questions. This technique made it possible for the 

conversation to go smoothly and lessened the risk of missing relevant information. During one 

interview only one interviewer was present. In order to ensure that relevant information was not 

neglected, a follow-up interview was conducted with the respondent a couple of weeks later. All 

respondents had the opportunity to ask questions if anything was unclear. Most of the interview 

questions were open in the sense that it was possible for the respondent to answer more freely, 

compared to a structured interview. This allowed the interviewer to capture an understanding of 

the respondent’s level of knowledge of different areas, and the conversation could be adopted 

accordingly (Bryman & Bell, 2011). 

Three of the interviews were recorded and transcribed, which opened up the possibility to go 

back and listen to the interview again if there were any obscurities. The other two interviews 

were not recorded, whereby notes were taken instead. This hampered the possibility to go back 

and find new relevant information in the material, as notes cannot be as comprehensive as a 

transcription. To reduce this impediment, comprehensive notes were taken as well as follow up 

questions asked when ambiguities occurred. The respondents were located in different 

geographic locations, where two were sited in the same town as the authors, which allowed for 

face-to-face interviews. The other three interviews were performed over the phone. Telephone 

interviews provides advantages such as access, speed and lower cost, but can also prevent the 

interviewers from capturing body language, the environmental environment and other non-verbal 

expressions. These types of outputs are however more relevant when examining situations that 

might contain mixed feelings and where the answers to the questions might have be of a sensitive 

nature. Since the firms examined in this thesis are being interviewed because they have 

performed well according to the requirements of reducing tied up capital, there is a greater 

likelihood that the respondents are more open to sharing their experiences compared to if they 

would have been the ones that had “failed”. People rather talk about what they have done well 
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than the things they were not so good at (Saunders et al., 2012). All interviews were held in 

Swedish, which means that all following quotes are translations. These have been approved by 

the respondents who have all received a copy of the paper prior to submission.  

3.3.1.2  Structure of the interview guide 

The interview guide (see appendix II) was based on specific themes and key questions, where the 

questions varied depending on both the organization and the respondent. The questions asked 

were based on the literature on working capital routines, and were customized depending on what 

the respondents felt was most important in their working capital management work, as well as 

depending on what areas the corresponding firm had excelled in according to the annual reports. 

All interviews centered around the content in the interview guide, but the direction of the 

interviews differed depending on the respondent. Four main categories of questions were central; 

overall questions on working capital management in the specific organization, and management 

of accounts receivables, payables and inventory. The questions were structured after the three 

main categories within working capital management; inventory, accounts receivable and accounts 

payables. Each of these areas were explored using questions regarding problem-finding and 

solving, and what the firms perceived as success factors for sustaining the results. The structure 

helped us understand the design of the firms’ organizational structures, where the value is 

created, and what actions had been taken to reach sustainability within their working capital 

management (Saunders et al., 2012). 

3.3.1.3 Analyzing the data 

Data gathered from multiple-case studies can be analyzed in several ways (Yin, 2009). To 

facilitate and ease the analysis, the recorded interviews were transcribed shortly after the 

interviews were made. The data was complied and categorized into groups related to the 

subgroups accounts receivable, accounts payable and inventory. In addition, each of the firms 

results were consolidated firm wise. The material was ultimately sorted and compiled in a 

comprehensive schedule. The schema was then analyzed and common key factors for making the 

organizations working capital management sustainable were identified (Saunders et al., 2012). 

The data gathered from the interviews, together with the information obtained by financial 

reports and the other material, were compared with the theoretical discussion.   
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4.    Sustainable working capital management 

4.1 Key characteristics of the case firms 

The included firms vary greatly in terms of operating industry, size and organizational structure. 

To give a fair analysis of the case firms, it is necessary to understand the context of which they 

are active in. It may also be fruitful knowing the role of the respondent, as different positions may 

contain different perspectives and biases. Table 3 summarizes key information about the case 

firms, and is followed by a short presentation of each of the cases.  

Firm Industry  
No. of 

employees Net sales (tSEK) 

Bong Packaging 2 500 3 500 000 
Electrolux Home appliances 61 000 110 000 000 
Micronic Mydata Electronics 500 1 000 000 
New Nordic Healthbrands Health products 40 200 000 
Studsvik Nuclear Services 1000 1 000 000 

Table 3. Key information of case firms, based on their respective annual report for 2013 

 

Bong AB is a leading provider of specialized packing and envelopes products in Europe, offering 

solutions for distribution and packaging of information, advertising and gift bags. The company 

has operations in 15 countries. The firm concentrates on two core businesses, where their main 

product operates in a declining market but their submarket has a potential for growth. Northern 

Europe is the core market (Bong Annual Report, 2013). The organizational structure consists of 

the CEO followed by four regional units. Each of the units has one region manager that also sits 

in the board and one controller responsible for the finances of the unit. The respondent has 

worked within the firm for 15 years in Sweden, Finland and the UK and now has the position of 

Head of Finance (HoF) for the Northern units (HoF,Bong).  

Electrolux AB sells products within three major business areas; major appliances, small 

appliances and professional products. Their target markets consist of four major geographical 

areas; North America, Latin America, EMEA and Asia/Pacific (Electrolux Annual Report, 2013). 

Electrolux is a firm working with low margins, which makes it necessary to have a fast cash flow 

in order to stay attractive from a shareholder perspective. The respondent is Head of Working 
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Capital management (HWC), responsible for a team of four that focuses on managing the overall 

net operating working capital (i.e. inventory, accounts receivables and payables) on a group level. 

Others within the firm handle the pure financial part of working capital (HWC, Electrolux). 

Micronic Mydata AB is a global high-tech firm within the electronics industry, having its own 

operations in 11 countries, but has sales through distributors in around 150 countries. The firm 

consists of two core business areas, with different characteristics in terms of complexity, 

customer traits and strategic approach (Micronic Mydata Annual Report, 2013). The respondent 

has the role of the CFO and has a previous experience of being CFO in other firms. He started as 

a consultant specializing in Business Intelligence in 2012, and was shortly after that asked to take 

the role as CFO (CFO, Micronic Mydata). 

New Nordic Healthbrands AB, hereafter simply New Nordic, sells supplements and health 

products in 25 countries all over the world, having Scandinavia and USA as its core markets. The 

group consists of one parent firm and 17 subsidiaries (New Nordic Healthbrands Annual Report, 

2013). In 2007 the group focused on rapid expansion, but failed to implement the necessary 

routines and adjust the business to the new cultural environment, leading to a shutdown of several 

subsidiaries in different countries. The organization is centralized with country managers 

reporting to and communicating with the headquarter. The respondent started as Financial 

Manager (FM) in 2007, previously working as account manager at the firm (FM, New Nordic).  

Studsvik AB offers a range of advanced technical services to the international nuclear power 

industry in the areas of waste treatment, consultancy services and fuel and materials technology. 

They have own facilities in Sweden, England, Germany and USA (Studsvik annual Report, 

2013). Each of the business areas has a controller, responsible for the region. The respondent is 

the Head of Controlling (HoC), which means that the regional controllers are reporting their 

regions results to him. He also has the main responsibly for banking, finances and liquidity within 

the group (HoC, Studsvik). 

4.2 Implemented actions 

A problem can be solved in different ways (Nickerson et al., 2012), depending on what problem 

that has been identified (Ackoff, 1978; Simon, 1973). The financial crisis is argued to have led to 



Danielsson & Wickström 

34	  
	  

liquidity shortages, thus making working capital management a possible solution (Kaiser & 

Young, 2009). Still, problems and solutions must also be found within the working capital 

management, as continuous problem-finding is essential for the organizational value-creation 

(Nickerson et al., 2012). Thus, a review of the case firms implemented working capital actions 

will be presented before exploring what triggered the firms to find problems and how they have 

managed to make the solutions sustainable.  

The case firms had different approaches and introduced various types of solutions. Working 

capital received more attention in the reporting and new metrics were introduced. Cross-

functional solutions were initiated, such as Electrolux creation of a cross-boarder working capital 

team and the implementation of a working capital program made to increase the working capital 

awareness amongst the employees. Working capital ratios was included in incentive systems for 

Electrolux and Bong. It also received more emphasis in meetings, where e.g. Studsvik introduced 

annual meetings where finance staff could comment on the working capital result. Micronic 

Mydata implemented a new IT-system to gain a better understanding of the process flow, and 

Studsvik are planning to introduce a new consolidated ERP-system in the future. New Nordic 

centralized the organization, to gain a better overview of the operations.  

Table 4 summarizes the key solutions that were taken into action in order to solve problems 

within the subareas of the working capital, i.e. inventory, receivables and payables. These will be 

presented individually in the following sections.  

 
Inventory Accounts receivables  Accounts payables 
In- and outflow Negotiation of credit days Negotiation of payment terms 

Stockholdings Reminding routines Centralization 

Monitoring Factoring   

Table 4 Summary of key actions in the different working capital areas   

4.2.1.1 Inventory 

Inventory management seeks to maximize the benefits while minimizing costs, by planning 

directing and controlling (Müller, 2011). This can be done in various ways. The empirical 

inventory actions can roughly be divided into three main areas; in- and outflow, stockholdings 
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and monitoring. Micronic Mydata and Electrolux have in general emphasized the former area 

more, whereas New Nordic and Bong has given stockholdings more attention. Studsvik is treated 

separately as it is a service firm where inventory levels are negligible in relation to total assets. 

The in- and outflow improvements were represented by both decreased lead-times and a greater 

fragmentation of order volumes, increasing the flexibility (Preve & Sarria-Allende, 2010). In a 

sense, Studsvik also did this, as they started to dissect projects into smaller subprojects where 

they could invoice the customer more frequently and thereby decrease the accrued incomes, 

which can be seen as an inventory substitute. In terms of stockholdings, Bong reduced them by 

decreasing the safety stock, and New Nordic reviewed the product line in order to only sell 

profitable goods. This increases the benefits while minimizing the costs (Müller, 2011). The 

HWC at Electrolux saw this as one of the areas that had most improvement opportunities. Within 

the last focus area, monitoring, Micronic Mydata classifies their suppliers according to their 

delivery precision and then presents the result to the supplier to increase the pressure on the 

suppliers to deliver on time. New Nordic centralized the purchasing process, giving management 

more control. Centralizing core activities, such as in this case procurement, is argued to increase 

organizational flexibility (Berry, et al., 2009).  

4.2.1.2 Accounts receivables 

Account receivables constitute a large investment for many firms (Preve & Sarria-Arrende, 

2010), where several methods for limiting the tied up capital are possible. Three main areas of 

improvement were central for the case firms; negotiations of credit days, reminding routines and 

factoring. Accounts receivables management can be seen as an act of balancing increased sales 

(Cheng & Pike, 2003) and decreasing the tied up capital (Cuñat, 2007). In some countries, 

Electrolux has sometimes increased their credit days in the past to increase the sales, but felt that 

this tied too much capital. Nowadays they aim to set credit terms according to market standards, 

no more no less. Both Bong and Studsvik increased the time spent on negotiation credit days 

when signing new contracts, which the respondents from both firms considered being important 

for the decreased accounts receivables. The change in reminding routines has both a proactive 

and a reactive nature. New Nordics group management decided that incoming payments needed 

to become more prioritized instead of just having a sales focus, and communicated this aim to the 

different country managers. Micronic Mydata and Studsvik introduced new routines to handle 
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customers that did not pay on time; weekly reviews and calling customers 3-5 days after due date 

to see why the invoice still was unpaid. This has previously been argued to decrease capital costs 

significantly (Kaiser & Young, 2009). The routine is shared with Electrolux, who has done this 

with their major customers for a long time. Bong has actively worked with making the sales force 

governing and taking contact with customers that has unpaid invoices. There are several 

functions that the literature argues as beneficial in a credit-administration process (Mian & Smith, 

1992), where New Nordic and Electrolux both considered factoring an important piece in the 

working capital puzzle. New Nordic introduced this to the European market, and Electrolux for a 

handful of its major clients. Bong does not sell its invoices to an external part, but has however 

outsourced the invoice processing, i.e. reminders etc.  

4.2.1.3 Accounts payables 

The actions within accounts payables can be divided into two main areas; negotiations and 

centralization. Firms bargaining power has been argued to influence payables (Kaiser & Young, 

2009) where a higher bargaining power may lead to an increased opportunity to extend the credit 

days. Both Electrolux and Bong has increased the overall focus on payment terms when choosing 

and negotiating with suppliers. Bong wrote a letter to their small- to medium sized suppliers 

asserting that they needed to increase the credit to 60 days, an initiation they thought would have 

poor results, but in contrary was very productive. The second area involves centralization, where 

New Nordic centralized payments so that elected individuals from each subsidiary sends payment 

proposals to the CFO and FM. Centralized payments are argued to lead to better working capital 

management and increase flexibility (Berry, et al., 2009) due to an increased process control and 

policies (CFERF, 2013). Studsvik created a new role, a group purchasing manager, whose 

purpose is to consolidate the purchasing for the different countries, and reach group contracts that 

cross boarders. By centralizing like this the group aspires to reach economies of scale. Besides 

these two main identified areas, Electrolux increased the use of supplier finance.   

The above described actions can answer the initial part of the research question, i.e. “how can 

firms reduce their working capital?” but does not facilitate an understanding of how the 

reductions can be held stable or further decrease. To move a step closer to a comprehension of 

how firms can reach this sustainability, it may be fruitful to understand what triggered the firms 
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to react in the first place. This can further advance the understanding of how firms continuously 

can find and solve problems, in order to make the solutions last.   

4.3 Urgency triggers problem-finding 

Problem-finding can be identified in different levels of the organization (Baer, et al., 2013; Lyles 

& Mitroff, 1980). The initial identification consists of the one towards working capital 

management, and subsequently problems can be found within the working capital management.  

“Without liquidity you’re dead. That is a true statement one must say” (HoC, Studsvik).  

The financial crisis is argued to have created liquidity shortages for many firms and thereby 

increased the focus toward working capital management (Polak et al., 2011). Yet, the financial 

crisis was not perceived as the main driver for the increased attention for all case firms. For 

Bong, the intensified focus on cash flow was due to weak results in a tough market, where the 

HoF describes it as when there is pressure the focus gets clearer and it is the absolute restraint 

that pushes the direction of actions. The financial crisis was according to the FM at New Nordic 

not the main trigger for improving the working capital management for them either, but was 

rather a result of poor adjustments when expanding their business and entering new markets. The 

firm was in an expansion phase in 2007, with a strong focus on growth and less on cash flow, 

resulting in a need to shut down operations in some countries. This created an urgency to take 

action, including reorganizing internal structures and routines within the working capital area. 

Studsvik´s increased focus on working capital management is a result of years of poor results, 

where liquidity shortages has been the driver to free up capital. Electrolux acknowledged the 

financial crisis as more influential, and that it was what made the organization aware of the 

importance of working capital management. The common denominator is that the decision of 

increasing the focus on working capital management was based on a crisis (Mintzberg et al., 

1976). Managers were thereby urgently forced to shift focus from other ongoing activities and 

pay attention to the problem at hand. The working capital management has successively received 

more attention with time amongst the case firms. This is not surprising, as leaders are argued to 

start searching for improvements and the need for change when a significant problem occur 

(Becker & Zirpoli, 2008), and changing organizational routines is especially evident during times 

of crisis (Feldman & Pentland, 2003). This has also affected the decision triggers, which have 
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shifted from being based on different crises towards consisting mainly of opportunity- and 

complication decisions (Mintzberg et al., 1976).   

When the firms had incorporated working capital management into their attention span, problems 

could be found within the working capital management as well. These can be seen as second-

order problem solving as they aim at attacking the root to the problem, i.e. liquidity shortage, and 

prevent it from recurrence (Tucker & Edmondson, 2003; Repenning & Sterman, 2002; Hayes et 

al., 1988; Argyris & Schon, 1978). In the same way as urgency has been the main trigger to find 

problems towards working capital management, it has also been the trigger to make the firms find 

problems within their working capital management. The CFO at Micronic Mydata highly stresses 

this fact, and asserts that cash constraints are essential for an efficient working capital 

management. The urgent need for improvement is thereby found to be one of the main drivers for 

introducing and/or increasing working capital management. “If you don’t have this [sense of 

urgency], nothing will happen” (HWC, Electrolux). Urgency can emerge in different areas, and 

differs depending on the situation (Cowan, 1986). The HoF at Bong asserts that the main triggers 

for putting extra focus on working capital often are connected to costs.  

“The problem areas are often the cost of capital and the access to capital. If you see a need to 

amortize your debts, that can be a trigger for the group management to see potential” (HoF, 

Bong). 

The HWC at Electrolux is on the same path; “problem finding is almost exclusively based on 

money”, where the routine for his team is to find opportunities through key ratios and then 

convince the group management and the concerned sectors using forecasts that this should be the 

next focus area. Interestingly enough, urgency does not have to be undesired and seen as an 

unwelcomed problem to the daily operations. Urgency can in contrast be created, as it helps an 

organization to stay on track. When a problem is considered as solved, individuals tend to stop 

making continuous adjustments (Weick, 1987b), which a sense of urgency can prevent. Micronic 

Mydata plans to exploit this finding, as they are planning to reduce the cash and cash equivalents 

post in order to stay focused and facilitate a problem-finding environment.  

“I actually think that you get a little lax, if you have much money you spend much money, if you 

have little money you spend little money” (CFO, Micronic Mydata).  
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Urgency can thereby facilitate problem-finding and enable organizations to constantly seek 

improvement possibilities, making it not only necessary but sometimes even desirable. In regards 

of the classification by Mintzberg et al., (1976), complications may thereby create a stronger 

incentive to actively and continuously find problems to solve than opportunities do. This is 

consistent with previous research stating that as long as the current routines produce results that 

are satisfying, there is no need to find another way to perform tasks, especially if the change 

entails new costs (Becker 2004).  

The revised cycle displayed in Figure 2 illustrates how urgency can affect the flow of sustainable 

working capital management. Communication and control are also indicated to affect the flow, 

and is suggested to be effective managerial tools for steering routines into the desired direction, 

explained further in sections 4.5.1 and 4.5.2.  

 

 

 

 

 

 

 

 

Figure 2. Revised cycle of sustainable working capital management 

4.4 From first-order to second-order problem solving 

“I guess it’s like that with all improvement efforts, you reach a certain point where you can 

improve and then it becomes a bit tough to improve and after a while it starts to hurt” (CFO, 

Micronic Mydata).  
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Solutions per definition consists of some kind of change, where the solutions often are most 

efficient at first but tend to fade with time (Miller, 2004; Weick, 1987b). At first glance, one 

might think that when the crises were over, it would be business as usual again with a decreased 

focus on working capital management. This has however not been the situation for the case firms. 

Electrolux’s HWC explained it as that the crisis served as an initial push towards an increased 

focus on working capital management, and when the management saw that it rendered rewarding 

results, the organization simply continued to emphasize it in the operations. These continuous 

improvements are examples of second-order solutions, as the root to the problem has been 

identified and actions taken to rectify it (Tucker & Edmondson, 2003). For the organization to 

maintain the increased focus, some kind of change in the routines must be made, in order to reach 

the new desired outcome and create value for the organization (Winter, 2003; Nickerson et al., 

2012). Common for all the case firms is that they have gone from being reactive to more 

proactive, meaning that they now are more dedicated at finding problems and solutions within the 

working capital area before liquidity becomes an urgent scarcity. This can be seen as the core of 

sustainable solutions, as the root to the problem has been addressed and changes are constantly 

integrated into the organizational routines (Tucker & Edmondson, 2003; Repenning & Sterman, 

2002).  

Sustainable routines can rest on more or less stability and flexibility (Pentland, 2003). Bong 

constantly initiated new projects in order to maintain focus on the comprehensive working capital 

work. Micronic Mydata, New Nordic and Studsvik had the opposite strategy, focusing on few 

projects and transforming these into natural routines. Electrolux employs a hybrid of these 

strategies, i.e. some central routines are maintained and nurtured, but new projects are 

continuously initiated together with the section managers. The flow of sustainable working 

capital management, visualized in figure 2, thereby seems to vary, and more specifically the pace 

it circulates. Problem-finding and -solving in the case of Bong is more frequent, and the solutions 

are less integrated into the routines. The new routines are consequently less stable, and new 

routines are created on a regular basis. Intuitively, this indicates a lesser form of second-order 

problem solving. However, the routine can be argued as employed at a higher level, i.e. the 

routine is finding new problems and projects. These two contrasting strategies indicate that it 

does not seem to be an absolute way to make the management of working capital sustainable. 

Yet, few projects that are integrated into the routines may be either more beneficial or more 
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easily attained, as this approach was more common amongst the cases. Feldman and Rafaeli’s 

(2002) suggestion that it is worth spending time on implementing organizational routines seems 

applicable in working capital management as well. 

Thus, different strategies may be used to reach sustainable working capital reductions. Still, one 

commonality to reach this has been derived from the cases; a constant focus and attention from 

the top management that pervades through to the entire organization.  

4.4.1 Keeping a constant focus 

Problem-finding is a process that occurs simultaneously as other ongoing activities, and differs 

depending on the situation. It sometimes requires substantial efforts, and is other times rather 

automatic (Cowan, 1986). Amongst the case firms, only Electrolux has an explicit group with 

working capital management as their primary aim, which is not surprising given that it is by far 

the largest organization of the group. However, this implies that working capital management is a 

subordinate activity for many firms, and if it does not receive constant attention, the employees 

may soon neglect its role in their daily work and solely focus on their primary aims. This may 

mean that finding problems within working capital requires more explicit efforts than many other 

organizational areas. 

“One of the more important reasons that it [working capital] has been kept alive is that it 

constantly has been the number one priority on the agenda in meetings with the subsidiaries and 

so on, I mean liquidity and working capital then” (HoC, Studsvik).  

Managers have to allocate the organizational attention selectively, since it is not possible to 

attend all goals at the same time (Cyert & March, 1963). “The challenge with execution is not 

simply executing on a goal, it’s executing on a goal in the midst of a 100 mile an hour 

whirlwind” (Franklin Covey, 2013). At the end of the interview with Micronic Mydatas CFO, he 

showed a video treating concepts of executing on set strategies and goals. Both he as part of top 

management and the organization in full try to use these ideas in their daily work in order to 

reach targets and “walk the walk” instead of just “talk the talk” (see appendix III for a summary 

of the concepts included in the video). The video emphasizes that firms only should focus on a 

few wildly important goals and have a constant and ongoing focus on these, instead of having 
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multiple targets that receives less attention each. A common issue when changing processes and 

procedures is to make the change sustainable and consistent (Miller, 2004). Studsvik carried 

through several working capital projects ten years ago where they reviewed the processes to find 

bottlenecks and disturbances. The projects were successful in the sense that they were able to 

reduce the tied up capital, but the changes were not consistent and the improvements faded rather 

quickly after the projects ended. The HoC reasoned that the projects failed to be sustainable due 

to a lack of focus from the top management. Commitment and focus from the top management 

has been a recurrent concept within the case firms. Electrolux’s HWC explained that both the 

previous and the current CEO and CFO strongly prioritized working capital management, and 

that this has been one of the key contributors to the constant focus on improvements within the 

area.  

The FM at New Nordic contends that having well-established routines and structures are essential 

for sustainable working capital management. Routines are however argued to continuously 

change (Feldman, 2000). The HWC at Electrolux reasons that what makes working capital 

management hard in such a large and complex firm is that things keep changing all the time. The 

glue that keeps the working capital work alive thereby seems to be focus, meaning that it is a 

constantly prioritized issue from the top management. According to the HoF at Bong, if one is to 

succeed with working capital management it has to become a prioritized issue, and has to be 

integrated into the daily activities in order to be sustainable. “If you can keep focus on working 

capital you will succeed with it” (HoF, Bong). The constant focus from top managers can be 

viewed as an implicit way of objective setting, as it lays the foundation for what is communicated 

down the organization. By setting objectives the employees understand the desirable outcomes, 

regardless of strategy towards it (Merchant & Van der Stede, 2007). 

“You have to have routines for it and the discipline to work with it. That is crucial, having focus 

on these areas even though it is dull and you want to do something else /…/ I mean, the sales 

persons primary work is to make sales. This is a side function that he does not really want to do. 

Making him understand its importance is the success factor” (HoF, Bong).  

Keeping a constant focus may sound simple, but even though top management prioritizes the 

working capital management, it may not receive the same attention amongst the employees. The 

proactive thinking of the managers need to pervade through the entire organization to be most 
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efficient, and top management need to encourage routines where the lower levels are 

understanding its importance (Plowman & Mardle, 2008). Different methods are proposed to 

prevent lack of direction, personnel limitations and motivational problems (Merchant & Van der 

Stede, 2007), whereby the succeeding sections will discuss the two perceived as most prominent 

for successful working capital management amongst the cases.  

4.5 Managers main tools 

Two management control systems have been argued as especially influencing both practioners 

and scholars; the object-of-control framework (Merchant & Van der Stede, 2007) and the four 

levers of control (Simons, 1995). The former emphasizes how managers can control human 

behavior to reach set goals, whereas the latter accentuates the informational aspects of 

management control. Consequently, both communication and control are important managerial 

tools for steering routines, as communication unites the people involved and control ensures that 

practices are followed.  

4.5.1 Communication  

Communication is a vital pillar in several ways, where two main forms have been central within 

the cases; communication from top management towards the organization (Simons, 1995), and 

communication between different units and geographical areas (Davenport, 2005). 

4.5.1.1 From top management 

“If you want to make this work, it constantly has to be enforced and be a prioritized issue from 

the management towards the organization, so everyone feels that this is an important issue” 

(HoC, Studsvik).  

It is argued that top management need to communicate the purpose of a new routine in order to 

increase the motivation for the employees to accept it (Wooldridge & Floyd, 1990), and ensuring 

that they understand the expectations (Merchant & Van der Stede, 2007). The employees need to 

understand why overall working capital management, or a specific working capital management 

routine, is important. This is argued to create a collective and common understanding 

(Dougherty, 2004). It is thereby important that the focus and commitment trickles down to the 
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rest of the organization, which is where communication plays an important role. Creating 

consensus is argued to be essential (Amason, 1996), evident also amongst the cases; 

“It is generally important when you work with working capital that you reach an acceptance and 

consensus. If everyone is aware of this need and everyone is heading towards the same goal… 

Otherwise it easily becomes that someone just says ‘oh well’ and then leaves the room and do 

what they usually do. You need to create awareness.” (HoF, Bong).  

Top managers do best in articulating the context and creating organizational structures that 

encourage middle managers to follow the same strategic path (Wooldridge & Floyd, 1990). The 

significance of communication and enhancing the understanding of why something is important 

was very evident for New Nordic after their substantial loss when unsuccessfully entering new 

markets. As the country managers predominantly have a sales background, it was essential to 

make the country managers aware of the importance of incoming payments and not simply sales. 

Micronic Mydata faced a similar problem, where the firm had trouble keeping track of what 

customer had paid and for what product. The solution was based on communication with relevant 

individuals. This meant making them aware of the significance of accurate payments, and 

simultaneously establishing a routine of weekly reminders to customers. Electrolux has 

implemented a working capital management program intended to increase the awareness amongst 

the employees. This includes an obligatory e-learning, aimed at making the employees more 

aware of how their own work affects the working capital. The communication from the top 

management is more implicit at Studsvik, where the importance of working capital management 

is communicated by the great emphasis of it in reports and key metrics. This way of 

communicating is consistent with the thoughts of Simons (1995), who suggests that 

communication only is part of a management control system if it is formalized.   

4.5.1.2 Between the units 

Jaffee (2001) argue that the flipside of having specialized teams is an increased risk of people 

working for their own unit’s self-interest instead of what may be best for the entire organization. 

This dilemma is evident for the case firms within this paper as well;  
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“You have conflicting interests, and especially between production that wants to produce a lot, 

sales that wants to make the customer happy at every cost, and finance and the group 

management that want to reduce the tied up capital /…/ theoretically it is the group management 

and the finance department that has the final saying, but in practice it is a daily battle. I guess 

that is the difficulty with reducing the working capital, to balance these [interests] in a good way 

and manage it efficiently” (HoF, Bong). 

As the respondent claims, the struggle lies within balancing conflicting interests. This is argued 

to decrease efficiency as individuals do not learn from each other (Davenport, 2005). The 

connections and shared understandings among individuals are also argued as vital for 

organizational existence (Feldman & Rafaeli, 2002). Communication between individuals is 

argued to be vital for organizations (Weick, 1987a). One way to reach common ground is to 

increase the communication that transcends the boundaries of unit belonging and geographical 

area;  

“We share comments between the firms, you read each others [reports] and comment on what 

you have done in each firm. Then you have annual meetings with the financial managers and 

others from the financial departments, where we review these issues and talk… We try to keep as 

many as possible involved” (HoC, Studsvik).  

This information sharing can both be seen as a means of communication as well as a way to 

increase cultural control, as people will implicitly feel a greater pressure to follow the norms and 

values of the group (Merchant & Van der Stede, 2007). Yet, despite communications importance, 

it is found to not be sufficient on its own and needs to be complemented with some kind of 

supervision. Electrolux HWC argues that commitment from top management must come first, 

then communication to the organization and thereafter consistent monitoring.   

4.5.2 Control  

The shared understandings amongst individuals within an organization are vital for the 

organizational existence (Feldman & Rafaeli, 2002). Given routines and policies are however not 

always followed despite a common understanding of its significance;  
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“In this house at least 250 out of 300 have a college degree, the majority are civil engineers, 

PhDs, and even some technical professors, and then you become a little more personal for better 

or worse. That is you think ‘yes that is the routine and that is good but I have so much else to 

do…’” (CFO, Micronic Mydata).  

4.5.2.1 Organizational structure and responsibility 

On the one hand, New Nordic went from having independent and autonomous country managers, 

to a more centralized solution where the group management increased the monitoring of the 

different subsidiaries. This type of control is most similar to results and actions control (Merchant 

& Van der Stede, 2007), or diagnostic controls (Simons, 1995). On the other end, Micronic 

Mydata practices a more decentralized model, where problems are continuously found and solved 

throughout the organization. The teams identify deviations and possible solutions together in 

weekly meetings, based on reports from the finance department. These forms of control are more 

linked to personnel and cultural control (Merchant & Van der Stede, 2007).  

Without a reason to act otherwise, people tend to focus on their own work without considering its 

dependency to others activities (Dougherty, 2004). One way to overcome this is by creating a 

cross-functional role or team that has a broader, horizontal perspective. Two examples of this 

type of solution were found amongst the case firms. Electrolux is divided into sections depending 

on product type and geographical location, where each section is responsible for its own working 

capital management. All sections should in theory have one working capital responsible each, this 

is however not the case in practice where a working capital responsible is elected when needed. 

To obtain a holistic perspective of the firms’ working capital management, Electrolux assembled 

a working capital management team in 2006/2007. Their mission was, and still is, to support and 

govern the overall working capital management. Studsvik has also begun to move toward a more 

holistic approach, as they recently elected a group purchasing manager that has overall control 

and overview of the group’s purchases. This was done for mainly two reasons; to use economies 

of scale and thereby influence the price, and to gain a better control and view of the entire groups 

purchasing practices.  

Practitioners argue that main responsibility needs to be put at top management level (Larsen & 

Storgaard, 2008) and then portioned out throughout the organization (Plowman & Mardle, 2008). 
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Responsibility for the working capital varied amongst the case firms. For Bong, it is mainly the 

top management that find the problems, whereas people further down in the organization comes 

up with the solutions. New Nordic’s headquarter supervises the working capital, and the country 

managers have to report and leave comments. In Electrolux, the main responsibility is instead 

placed on the section managers, with the working capital team controlling and supporting its 

efforts. The empirics thereby indicate that responsibility can be placed in various levels of the 

organization, and still reach productive results. Different organizational structures are argued to 

increase flexibility (Berry et al., 2009), where it does not seem to be a one-fit-all ideal 

organizational structure as the case firms varied widely in terms of centralization, governance and 

problem-solving culture.  

4.5.2.2 Employing management controls 

Communication and increasing awareness may not be enough, and some form of formal control 

and monitoring may be needed; 

“As people have much to do one cannot have everything on top of the mind all the time, and these 

things fades and then you have to revive these parts through goal setting, reward, carrot and 

sticks so to speak” (HoF, Bong).  

Different organizational structures may consequently require different control mechanisms. Most 

common amongst the control engagements employed by the case firms were however result 

controls, i.e. measurable achievements. One form of monitoring is through key measures in the 

reporting. Result controls are based on measureable achievements, where the employees’ results 

are controlled in one way or another (Merchant & Van der Stede, 2007). By including working 

capital measures in the reporting, the message of the importance of working capital management 

is intensified. Reporting has been a significant part of the working capital reductions at Studsvik, 

where the main focus has been on changes in working capital. The reporting also allows the 

respective business area controller to comment on the result and analyze the own contributions. 

New Nordic has likewise increased the focus on reports, where e.g. the country managers 

nowadays creates sales forecasts, which the headquarter use as base for purchasing decisions.  
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Another way to control the organization towards a set goal is by including some related metrics 

into the bonus system (Simons, 1995). For Electrolux, their HWC considered this to be one of the 

key reasons for the sustainable reduction of the working capital levels. How the incentives are 

framed can vary, from comprehensive goals including overall working capital measures to 

narrower ones such as individual measures of performance (Prendergast, 1999). The empirical 

findings in this study indicate that broader set goals, such as working capital/sales (used by 

Electrolux) are more favorable. Two reasons for this could be derived from the cases; one is its 

simplicity and allows for a common goal throughout the organization. The HWC at Electrolux, 

believes that this helps align different units and is an easy to grasp measure. Secondly, the HoF at 

Bong argues that as the sales force can influence both inventory levels and receivables, an overall 

working capital is more beneficial as it targets capture both aspects;   

“We have found that it is important that working capital is included in the bonus system. The 

truth is that what is included in the bonus system people care a little extra about” (HoF, Bong).  

The respondent from Micronic Mydata was the only one that barely mentioned any form of result 

control, where personal and cultural control played a bigger part. Different control mechanisms 

may thereby be more or less efficient. Different controls are argued to reduce different human 

behaviors (Merchant & Van der Stede, 2007), whereby the organizational structure and the type 

of employees may affect what controls are best employed.   
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5.     Conclusion 

The purpose of this thesis is to understand how firms can reduce and sustain lower working 

capital levels. In order to reach an answer to the research question, the paper is influenced by the 

problem-finding and problem-solving approach (Nickerson et al., 2012). It is theorized that the 

overarching driver for working capital management is value creation, and that the value is 

increased when the capital is scarce. Mintzberg et al. (1976) classifies decisions as being based 

on three main stimulus; opportunity, crisis and complications. Crises are indicated as being the 

main trigger for the initial focus towards working capital management, whereas the continuous 

problem-finding within the management is suggested to be based on opportunities and 

complications. The empirical findings indicate that the financial crisis was less influential than 

could be expected, but that some kind of urgency was present to initialize the focus on working 

capital management. This urgency then takes a milder, but still significant, form when finding 

problems within the working capital area. Complications are furthermore indicated as providing 

stronger incentives for actions than opportunities do. Both crisis and complications contain 

various degrees of urgency, whereby some degree of urgency has been proposed to be one of the 

main drivers for both introducing and increasing the focus on working capital management. 

Urgency can facilitate problem-finding, and thereby be desirable and strategically created. Short-

term solutions are proposed to be necessary for managing immediate crises, but needs to be 

complemented with a review of the underlying causes to prevent recurrence (Tucker & 

Edmondson, 2003; Repenning & Sterman, 2002; Hayes et al., 1988; Argyris & Schon, 1978).  

Solutions need to be adjusted to fit the identified problem (Nickerson et al., 2012; Ackoff, 1978; 

Simon, 1973), and implemented into the organizational routines to be sustainable. When 

successfully integrated, second-order problem solving is achieved (Tucker & Edmondson, 2003; 

Hayes et al., 1988). The solutions selected differed amongst the case firms, but some 

commonalities were detected. These included increased reporting, incorporation of working 

capital metrics in the incentive systems and increased emphasis in meetings. Sustainable routines 

must be open to change (Winter, 1964; Pentland, 2003; Becker, 2004). Different strategies for 

obtaining sustainable working capital management, requiring different degrees of flexibility, are 

proposed amongst the empirical cases, i.e. focusing on a few projects that are transformed into 

natural routines, or a continuous initiation of new projects. The commonality that is indicated to 
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foster a continuous success within working capital management is focus and commitment from 

the top management. Managers within successful working capital management firms are 

indicated to use two main tools for creating and sustaining desired routines and practices; 

communication and control. Communication creates awareness and encourages middle managers 

to follow the set strategic path (Wooldridge & Floyd, 1990; Simons, 1995). Still, communication 

was not perceived as sufficient for integrating a working capital practice into the routines on its 

own, and some kind of complimentary control was needed. Result controls (Merchant & Van der 

Stede, 2007), i.e. measurable performance indicators were the most common control type.  

This paper has tried to understand a practical phenomenon through the glasses of the academia. 

Thus, several research fields have been merged into one study. This implies that no one field can 

be explored in great depth. The study is to be seen as an introductory study to the field, and can 

consequently only give indications of patterns and ideas rather than determining factual 

relationships. The result is furthermore dependent on the thoughts of a few key individuals, and 

future more comprehensive studies should complement the findings in order to ensure the result.  

5.1 Suggestions for future research 

This study explores how managers can reduce the working capital management in a sustainable 

way. Still, managers are only part of the equation, as the working capital influences the entire 

organization, and the routines must also be integrated throughout the organization. Thus, a study 

exploring individuals from different levels may contribute to a deeper understanding of how 

organizations can sustain the reductions. This would contribute to both the literature of working 

capital and routines. Firms that have made successful working capital reductions are targeted in 

this study, as it is postulated that others can learn from their success. One can however also learn 

from firms that have not succeeded, to create an understanding of barriers encountered and how 

these differ from the successful ones. Another direction to take would be to explore working 

capital routines within one industry, or by conducting a more in-depth study at one firm for a 

longer period of time. This would enable a greater understanding of the stability and flexibility of 

the routines. By doing an in-depth study at one firm involving individuals from various levels, 

one could use a change management perspective, and follow the change process instead of snap-

shots as is used within this paper.   
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Appendix  

I. Screening process 

In order to understand which statistical technique to use, the skewness and kurtosis was derived. 

The skewness indicates the symmetry of the distribution and the kurtosis describes the 

“peakedness” of the distribution (Pallant, 2010). A skewness and kurtosis of 0 means a perfectly 

distributed sample, where a maximum of 1 is common practice for assessing a distribution as 

normally distributed. As can be seen in Table 1 below, the sample in this study is far beyond 

normally distributed and non-parametric tests need be used.  

 

 
Table 1. Descriptive data of normal distribution 

 

In order to explore whether there was a significant difference between the three time periods an 

initial Friedman-test was conducted. The Friedman test is a non-parametric test, meaning that it 

does not require the sample to be normally distributed, and is used when the same sample is 

measured in three or more points in time (Pallant, 2010). The test indicates that there was a 

significant difference between the periods, but does not reveal between which years the change 

took place.  

 
Table 2. Descriptive statistics of included firms, describing the median, upper and lower quartile and 

number of firms in the sample.  

  N Min. Max. Mean St. Dev Skewness Kurtosis 
  Statistic Statistic Statistic Statistic Statistic Statistic Std. Error Statistic Std. Error 

Change 2009/2012 210 -1,5 5,71 0,2155 1,02149 2,802 0,168 10,435 0,334 
Change 2007/2009 210 -1,92 4,93 0,0962 0,79888 3,072 0,168 13,889 0,334 
Valid N (listwise) 210                 
!

  N Percentiles Mean rank 
  25th 50th (Median) 75 th   

NTC 2012 210 40,425 66,49 99,8275 1,94 
NTC 2009 210 38,6375 70,875 102,9525 1,91 
NTC 2007 210 43,06 71,305 109,99 2,15 

 
      

!
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Table 3. Significance from the Friedman test, indicating that there is a significant change between the 

periods at a significance level of 2,5 % 

In order to find this out, the test needs to be followed by a post-hoc test that discloses between 

what years the change occurred. Given the nature of the sample, the non-parametric Wilcoxon 

Signed Rank Test is most suitable for this purpose, as it measures the sample participants on two 

different occasions but does not require normal distribution (Pallant, 2010). To reduce the risk of 

a Type 1 error, the Bonferroni adjustment2 is applied to the alpha level, resulting in  > 0.025. 

The test revealed a statistically significant reduction in working capital between 2007-2009, but 

could not show a significant change between 2009-2012.  

 

 

 
Table 4. Significance level from the Wilcoxon Signed Rank Test, indicating a significant difference in 

firms NTC between 2007 – 2009, but no significant change between 2009 – 2012. 

  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
2	  The Bonferroni adjustment means reducing the riskj of Type 1 error (rejecting the null hypothesis when 
it should not be rejected), by setting a more strict alpha level for each comparison, e.g. dividing the alpha 
by the intended number of comparisons (Pallant, 2010) 
	  

Friedman Test 
N 210 
Chi-Square 7,400 
df 2 
Assymp. Sig 0,025 
!

Wilcoxon Signed Rank Test 
  NTC 2007 - NTC 2009 NTC 2009 - NTC 2012 
Z  -2,263 -0,18 
Assymp. Sig (2-tailed) 0,024 0.986 
!
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II. Interview guide 

Initial questions: 
 

• Describe the organization and your position 
• How do you work with working capital? 
• How was your organization affected by the financial crisis in 2007? 
• Have any routines and/or structures have been changed during the years after the crisis? 
• If yes, in what ways and what triggered those changes? 
• Are there some areas within working capital that has extra focus? Why? 
• In what ways are you working in order to identify areas of improvements? 

 
Inventory: 
 

• Describe how you manage purchase and inventory? 
• Have your routines and/or structures changed during the years after the crises? 
• I yes, what changes have been made and what triggered those changes? 

 
Accounts receivable: 
 

• Describe how you manage accounts receivable? 
• Have your routines and/or structures changed during the years after the crises? 
• I yes, what changes have been made and what triggered those changes? 

 
Accounts payable: 
 

• Describe how you manage accounts payable? 
• Have your routines and/or structures changed during the years after the crises? 
• I yes, what changes have been made and what triggered those changes? 

 
 
 

Observe that this is a translation. Since all interviews were performed in Swedish the original 
interview guide was also written in Swedish. 
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III. The 4 Disciplines of Execution 

The 4 Disciplines of Execution is a simple, repeatable, and proven formula for executing on your 
most important strategic priorities in the midst of the whirlwind. 
 
Discipline 1:. Focus on the Wildly Important  
The first discipline is to focus your effort on the one or two goals that will make all the 
difference, instead of giving mediocre effort to dozens of goals. Execution starts with focus. 
Without it, the other three disciplines won’t be able to help you 
 
Discipline 2: Act on the Lead Measures 
The second discipline is to apply disproportionate energy to the activities that drive your lead 
measures. Discipline 2 is the discipline of leverage. Lead measures are the “measures” of the 
activities most connected to achieving the goal. 
 
Discipline 3: Keep a Compelling Scoreboard 
The third discipline is to make sure everyone knows the score at all times, so that they can tell 
whether or not they are winning. This is the discipline of engagement. 
 
Discipline 4: Create a Cadence of Accountability 
The fourth discipline is to create a cadence of accountability, a frequently recurring cycle of 
accounting for past performance and planning to move the score forward. Discipline 4 is where 
execution actually happens.  
 
Lastly Disciplines 1,2 and 3 set up the game; but until you apply Discipline 4, your team isn´t in 
the game. Within this book leaders can produce breakthrough results, even when executing the 
strategy requires a significant change in behavior from their teams. 
 
All of the above text appear in the book; The 4 Disciplines of Execution: Achieving Your Wildly 
Important Goals By Chris McChesney, Sean Covey and Jim Huling. 
 
 
 

 

 

 


