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Behavioural Aspects of Working Capital Managers 

 

 

Abstract 
This paper documents the behaviour of corporate treasurers in their decision making 
process in the areas of cash, inventory, accounts receivable, accounts payable, and 
risk management during the recent global financial crisis. Using interviews, survey 
questionnaire and ordinal regression models; we test whether working capital 
managers are prone towards certain heuristic-driven biases such as loss aversion, 
overconfidence, anchoring, and self-serving biases. Our findings show that these 
professionals exhibit signs of these behavioural biases. Although these biases lead to 
sub-optimal decisions in certain areas of working capital management (WCM), they 
can also be desirable attributes other aspects of WCM. We propose a profile of a good 
working capital manager. 
 
  
Keywords:  Loss Aversion, Overconfidence, Anchoring, Self-Serving Bias, 
Working Capital Management 
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1. Introduction 

Corporate finance focuses on investment and financing decisions. Within this 

framework, however, the finance literature has given little consideration to working 

capital management. Similarly, in practice, working capital managers are regarded as 

passive contributors to major business decisions. However the lessons learnt from the 

recent global financial crisis (GFC) emphasize the importance of working capital 

management (WCM). In this paper, we examine the behaviour of corporate 

treasurers1

 

 around the GFC period. More specifically we study the effect of five 

behavioural biases (overconfidence, anchoring, representativeness, self-serving, and 

loss aversion) on the management of cash, inventory, accounts receivable, accounts 

payable and risk.  

Behavioural finance incorporates cognitive psychology into traditional finance and 

argues that people are prone towards various heuristic-driven biases in the decision 

making process. This accounts for differences in financial decisions and outcomes 

(see Shapira and Venezia 2001; Genesove and Mayer 2001; Coval and Shumway 

2005; Locke and Mann 2005; Locke and Onayev 2005). DeBondt and Thaler (1985; 

1987) and Malmendier, Tate, and Yan (2011) provide evidence documenting biases in 

investor and management decisions, thereby, confirming the importance of examining 

these biases on important corporate processes. The behavioural biases investigated in 

this study have been have been focus of a number of academic papers in behavioural 

finance. Nevertheless, the literature on behavioural finance and working capital is 

inexistent as the literature in working capital tends to focus either the determinants of 

working capital or its relationship with profitability. We aim to bridge this substantial 

gap in the literature. 

 

                                                 
1 The role of the corporate treasurer is to manage the various determinants of working capital. In this 
study we refer to working capital  managers as corporate treasurers and vice versa. 
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Given that these heuristic-driven behavioural biases cannot be directly observed, we 

rely on self-reported characteristics obtained through a survey of corporate treasurers2 

to identify them.3 We used a survey instrument based on earlier survey on working 

capital practices (e.g., Belt and Smith 1991; and Graham and Harvey 2001) as well as 

contemporary insights gained from meetings with corporate treasurers in Australia.4

 

 

This enables us to capture variations in working capital practices over time as well as 

understand the wider range of working capital management practices employed by 

firms. 

Belt and Smith (1991) investigate cash management in Australia and only focuses on 

the float and cash flow. This study includes other current industry practices such as 

centralization of cash management decisions, diversification of bank transactions, 

streamlining bank relationships, and security cost concerns. Moreover only limited 

inventory management approaches, such as just in time, were investigated by the 

same study. We embrace an expanded choice of inventory management techniques, 

including economic order quantity (EOQ), economic production quantity (ERP), and 

enterprise resource planning (ERP) system. Furthermore whereas the debt literature 

typically (see Myers, 1977, 1984; Flannery, 1986; Graham, 1996) focus on long-term 

financial management, this study focuses on short-term debt management and the 

relatively new debt instruments. We examine whether the trade-off theory or the 

pecking order theory holds in short-term debt management. Another innovative aspect 

of this paper is that it recognizes that risk management has become the fifth arm of 

                                                 
2 We conduct this survey after the Finance and Treasury Association of Australia and the Australian 
Centre for Financial Studies persuaded us to investigate this under researched area. They supported this 
study by making their membership database available to us. 
3 As noted by Graham and Harvey (2001), survey-based analysis complements research based on 
large samples and clinical studies and offers a balance between the two. Survey methodology also 
enables researchers to ask very specific and qualitative questions. The results obtained, however, gauge 
beliefs and not necessarily actions of the respondents. 
4 To align the current literature with current industry practices, a number of meetings with practitioners 
were undertaken, including the Finance and Treasury Association of Australia (FTA) conference on 10 
April 2008, and interviews with working capital managers. The information gathered in these meetings 
was combined with the existing literature to design a survey questionnaire. 
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working capital management and consequently we test how behavioural biases affects 

risk management decisions. 

 

The rest of this paper is organized as follows. Section 2 presents the methodology and 

design of the study. Section 3 discusses results on working capital policies and 

practices. Results on the contemporary determinants of working capital are presented 

in Section 4. Section 5 discusses the impact of heuristic-driven traits on working 

capital and Section 6 concludes. 

 

2. Methodology 

2.1 Design 

Our data gathering approach draws from Belt and Smith (1991) and Graham and 

Harvey (2001). Initially formal audiotaped interviews, lasting about an hour, with 

working capital managers were conducted in an effort to bridge the gap between the 

academia and current industry practice on working capital management. 5 , 6 

Information gathered from these interviews, together with the existing literature, was 

used to design the initial draft of the questionnaire. The initial draft, containing 38 

questions, was pilot-tested and based on the feedback a final questionnaire was 

designed.7

                                                 
5 For instance, we light on recent changes in cash management (not previously documented in the 
Australian literature) and include centralization of cash management decisions, streaming of bank 
relationships, and security cost concerns. Also on inventory management we include an option for 
enterprise resource planning system. 

 

6 A maximum of 20 Finance and Treasury Association (FTA) of Australia corporate treasurers were 
targeted for these interviews. However, only 10 were interviewed. Considerable knowledge about 
modern working capital management practices and techniques was accumulated from the initial 
interviews. However, after eight interviews we noted duplications in the information collated. After 10 
interviews no major value was added and it was decided to stop conducting interviews. 
7 Due to the significant costs (printing, postal, and time) a trial run of procedures and instruments in a 
small group of the sample was necessary to avoid costly mistakes. This pilot test helps verify whether 
the questionnaire was well formulated. It also showed whether the data collected could be analysed. 
McIntire and Miller (2007) argue that developers normally write at least twice as many test items as 
they require for the final test to have more items to choose from when determining the best questions in 
the final version. 
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The final version of the questionnaire contains 29 questions (see appendix 1). The 

target respondents were corporate treasurers in 1,784 listed firms in Australia and 237 

members of the Finance and Treasury Association of Australia (FTA). Some of the 

FTA members are non-listed companies. The questionnaire was sent to the target 

respondents via the postal service and email. 8

 

 To increase participation, online 

questionnaires and follow-up emails were implemented. Duplication was avoided by 

asking the participants not to respond twice. To motivate participation, we promised 

respondents a copy of the survey results. 

We achieved a higher response rate via postal service relative to surveys completed 

online. 150 questionnaires were returned to us via the postal service and 23 

questionnaires were completed online. In 53 of these 173 responses, managers 

expressed their reluctance to participate, giving a response rate of 9%. The response 

rate is comparable to Graham and Harvey (2001). As business executives prefer to 

answer close-ended questions over open-ended questions, this survey instrument 

mainly asked close-ended questions in three main categories: general participant 

information, working capital practices, and identification of behavioural biases. 

 

2.2 General Firm information 

The literature suggests that the general characteristics of the firm and the working 

capital manager may impact company working capital practices. To that end we asked 

questions about the age, education background, and gender of the corporate treasurer 

and collect data such as company listing, firm foreign exposure, credit rating, general 

state of the company and firm size on the firm. Global Industry Classification 

Standard (GICS) guidelines were employed to group firms into 10 industries.9

 

 

2.3 Working Capital Practices 
                                                 
8 Questionnaires were sent out with a cover letter, a plain language statement, and a reply-paid 
envelope.  
9 Participants were given an additional choice of ‘other’ if they felt their company did not fit into any 
of these. 
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On working capital practices, respondents were asked to make one or more choices, if 

applicable, for the practices and techniques they adopted in day-to-day working 

capital management. They were also asked to rate the importance of the factors that 

affect their working capital management decisions on a five-point Likert scale, where 

0 stands for ‘not important’ and 4 stands for ‘very important’. To examine new 

working capital approaches, participants were asked to choose whether their firms 

adopted any one of six working capital policies or practices: emphasize the 

importance of working capital within the organization; put in place structure, 

governance, and dedicated resources; understand and design performance drivers; 

have goal setting approaches; embed with change management; outperform industry 

average targets. Respondents were also asked to choose key value metrics for their 

firms. 

 

2.4 Identification of behavioural biases 

Behavioural bias identification questions were designed by reviewing the literature. 

We explain the principles below. 

 

2.4.1 Self-serving bias 

Self-serving individuals tend to attribute their successes to internal or personal factors 

but blame their failures to external factors, which are beyond their control (see Miller 

and Ross 1975; Zuckerman 1979; Messick and Sentis 1979; and Babcock and 

Loewenstein 1997). Following this, two questions about success and failure were 

developed and included in the survey to identify the self-serving bias. The two 

questions were placed within the questionnaire so that the respondents had limited 

opportunity to discover the exact purpose of the questions. Respondents were asked to 

rate the extent to which they blame their own financial policy and external factors 

when their firm is in financial distress on a five-point Likert scale, where 0 stands for 

‘not at all’ and 4 stands for ‘very much’ (see Question 21 in Appendix 1). The 

respondents were also asked how much they attribute financial performance to 

external factors on the same five-point scale (see Question 26 in Appendix 1). 
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Following Miller and Ross (1975), if a respondent selects 3 or 4 (0, 1, or 2) for the 

economic environment when their firm is in financial distress and 3 or 4 (0, 1, or 2) 

for their own financial policy in times of good financial performance, the respondent 

is can be said to be exhibiting the self-serving bias (not prone to the self-serving bias). 

Respondents who gave other combinations of the ratings fall under the ‘others’ 

category. 

 

2.4.2 Overconfidence bias 

Studies on the calibration of subjective probabilities find that people tend to 

overestimate the precision of their knowledge. Frank (1935) suggests that people tend 

to overestimate their ability to do well on tasks, which increase with the personal 

importance of the task. This overconfidence is more pronounced in males than in 

females (see Graham, Harvey, and Huang 2009), with a higher occurrence in younger 

people (Prince 1993). Kunda (1987) finds that people tend to be unrealistically 

optimistic about future events and expect good things to happen to them more often 

than to their peers. Griffin and Tversky (1992) further suggest that when predictability 

is low, financial analysts may be more overconfident than a novice because they 

overweight the models and theories in which they believe. Also Odean (1998) shows 

that overconfident traders end up having a lower expected utility than rational traders. 

To capture overconfidence, respondents were asked to evaluate their confidence in 

decision making when their firm’s performance is strong. Similar to the self-serving 

bias, a five-point Likert scale is used, where 0 stands for ‘not at all confident’ and 4 

stands for ‘extremely confident’ (see Question 25 in Appendix 1). If respondents rate 

their confidence level to be 4 (0, 1, or 2), they can be said to be prone to the 

overconfidence bias (not exhibit any overconfidence bias). We group a rating of 3 in 

the ‘others’ category. 

 

2.4.3 Anchoring and representativeness bias 

Tversky and Kahneman (1974) define anchoring bias as a psychological heuristic trait 

that makes people rely heavily on a trait that influences people’s decisions when they 
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access probability-based decisions. Russo and Schoemaker (1992) show that the 

anchoring bias is a major factor in management overconfidence, with older adults 

more likely to exhibit this bias (Hoch, Kunreuther, and Gunther 2004). The 

representativeness bias is similar to the anchoring bias and can be seen as the long run 

of the anchoring bias. Judgements based on stereotypes, trends, and patterns can lead 

to what is known as the representativeness bias (Kahneman and Tversky 1979). 

DeBondt and Thaler (1985, 1987) document that winners and losers in the stock 

market exhibit the representativeness bias. To detect these two related heuristic-driven 

biases, respondents were presented with a question in a scenario under specified 

conditions to gauge their response. Given that these managers deal with sales, 

questions were designed to reflect sales decision in a normal working day decision 

(see Question 23 in Appendix 1). The responses were accessed on a five-point Likert 

scale, where a response of 3 or 4 both for company A and another low credit rating 

company would indicate they could be prone to the anchoring bias. This is because 

low rating companies are more likely to default, an indication not to provide any 

credit. However, if a respondent overlook the credit rating factor and override this 

negative signal based on good recent payment history, this person could be said to be 

prone towards the representativeness bias. A selection of 0, 1, or 2 under the above 

circumstances, can be said to be reflective of no anchoring or representativeness bias. 

Any other combination of ratings falls under the category “other”. 

 

2.4.4 Loss aversion bias 

Guthrie (2003) emphasizes that people are willing to take risks to avoid losses but are 

less likely or even unwilling to take risks to accumulate gains. Kahneman and 

Tversky (1979), in their prospect theory, suggest a tendency of people to prefer 

avoiding losses over than acquiring gains. Tversky and Kahneman (1991) show that 

for the same amount of losses and gains, people will feel the pain of loss more deeply 

than the happiness of gains. Odean (1998) applies prospect theory to explain the 

so-called disposition effect, which is the tendency of investors to sell their winners too 

early and to hang on to their losers for too long. Following Kahneman and Tversky 
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(1979), two matched questions about gains and losses were included in the survey to 

identify the loss aversion bias. Respondents were asked to indicate how pleased or 

upset they would be if they gained or lost a certain amount of money. The magnitude 

of the amount is important, since it is viewed differently by firms of different sizes. 

Instead of a dollar value for the gain or losses, they were given a percentage of their 

sales revenue (see Questions 24 and 28 in Appendix 1). Analogous to the previous 

behavioural bias identification questions, a five-point Likert scale rating was used, 

where 0 stands for ‘not at all’ and 4 ‘very much’. If the happiness incurred in each 

winning scenario is less than the pain for the corresponding loss scenario, it may be 

concluded that the respondent exhibits loss aversion bias. 

 

3. Working capital policy and practices 

In this section we analyse results from the survey to understand the contemporary 

working capital policies and practices among Australian firms. We explore the extent 

of usage of each specific area of working capital management. 

 

3.1 Working capital: Adoption practices and policies and key metrics 

Initially, we examine the current working capital practices and policies adopted by 

Australian firms by exploring whether firms emphasize the importance of working 

capital within the organization, put in place structure, governance, and dedicated 

resources to increase efficiency of working capital, understand and design 

performance drivers, have a goal setting approach, embed change management, or 

outperform industry average targets (Q.3). The results indicate that emphasizing the 

importance of working capital within the organization is top as 60% of the 

respondents use this approach. Such outcome is consistent with the belief that 

working capital management has been overlooked within the finance industry. We 

gather from the interviews and the FTA that businesses tend to focus on the 

investment side and rarely consult working capital managers in the decision making 

process. After a decision has been made, working capital managers will be informed 

about the decisions and then given instructions about the liquidity needs. As a result, 
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corporate treasurers in association with the FTA are promoting the importance of 

incorporating working capital managers in the investment decision making process. It 

is for that same reason why the FTA approached us to conduct this study as they want 

academics and students to understand the importance as well. 

 

This is followed by put in place structure, governance, and dedicated resources (44%), 

understand and design performance drivers (26%), and goal setting approach (24%), 

respectively. The results also show that very few firms have policies relating to embed 

change management (5% of respondents) or outperform industry average targets (4% 

of respondents). The Z-statistics of all proportions are significantly different from 

zero at the 5% level. We also observe that a higher proportion of large organizations 

use more sophisticated working capital management approaches. For instance 32% of 

large firms are more likely to use goal setting, while only 18% of small organizations 

use this approach. The difference between the two categories statistically significant 

at the 10% level. 

 

Another way to enhance the overall performance of working capital management is to 

understand and design performance drivers (see Q.4). We detect from the response 

that only 26% of respondents utilize key metrics, 60% of which employ the net 

working capital metric. This is followed by risk management (39%), return on 

investment (25%), and net cash conversion cycle (19%), respectively. Only 7% of 

firms benchmark against competition. This reinforces the results in in the working 

capital policies reported above where a paltry 4% of firms attempt to do better than 

the industry average. 

 

3.2 Working capital components 

3.2.1 Cash management 

Examining the methods used in cash management (Q.9), we find that most Australian 

companies (67%) centralize cash management decisions. This result mirrors the 

findings of Soenen (1986) who find that 70% of UK companies centralize cash 
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management decisions. The results also indicate that meeting payments in a timely 

manner (diversification of bank transactions) is the second (third) most important 

method, with a response rate of 57% (43%). 36%, 25%, and 22% of respondents 

employ policy on key liquidity parameters, managed cash through netting, and 

emergency liquidity reserves, respectively. Minimizing float, account 

structure/set-offs, tendering for banking services, streamlining bank relationships, and 

managing cash through leading and lagging are also moderately prevalent cash 

management approaches in Australia (with response rates of 19%, 19%, 15%, 14%, 

and 13%, respectively). Few firms utilize reduce time frames or error margins, with a 

response rate of 10%. The Z-statistics of all proportions are significantly different 

from zero. 

 

Tsamenyi and Skliarova (2005), supported by Menyah (2005), posit that the main 

determinants of cash management practices are the banking and economic 

environment, liquidity on security markets, foreign exchange rates, efficiency of the 

financial system, inflation level, and market regulation. Our results, presented in 

Table 1, show four variables (economic environment, financial/banking environment, 

efficient financial systems, and interest rates) impacting cash management in 

Australia. 

 

3.2.2 Inventory management 

We explore whether firms use material requirement planning (MRP), sales forecasting, 

just-in-time (JIT), economic order quantity (EOQ) or economic production quantity 

(EPQ) models, an enterprise resource planning (ERP) system, or supply chain 

management (SCM) in inventory management (see Questions 12, 13, and 14). The 

results, presented in Table 2, indicate that sales forecasting (inventory models, e.g., 

EOQ) is the most popular (least popular) technique in inventory management, with 

61–87% (9-34%) of respondents employing this approach. The results also indicate 

that 60% of Australian firms prefer the use of computerized control system in 
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inventory management. The results are similar to that reported by Belt and Smith 

(1991). All proportions are found to be statistically significant. 

 

3.2.3 Account receivables management 

Asselbergh (1999) suggest that firms prefer using account receivables rather than cash 

for a number of motives; operating, financial, transaction, price, and tax. Consistent 

with Asselbergh (1999), 75 out of the 118 respondents in our sample prefer to use 

accounts receivable. We further examine the motivation for such a practice. The 

results summarized in Table 3 indicate that the operating motive is the most important 

motivation, with 56% of respondents choosing this motive. The second, third, and 

fourth most important motivations for the use of receivables are financial motives, 

transaction motives, and price motives, with response rates of 43%, 41%, and 16%, 

respectively. The tax-based motive, with a response rate of 7%, does not appear to be 

important. 

 

3.2.3 Debt management 

Following the literature, we investigate the importance of 12 factors in short term debt 

management in Australian firms: industry debt levels; debt limitations; issuance of 

debt in a low interest rate environment; preference of debt over equity and internal 

funds; the core debt level and seasonality; credit ratings; the tax advantage of interest 

deductibility; diversification of debts; potential costs of bankruptcy; costs of issuing 

debt; volatility of earnings and cash flows; and financial flexibility. 

 

We examine if the average rating for each factor is statistically different from (greater 

than) 2. The results are presented in Table 4 and indicate only six statistically 

significant factors, with financial flexibility (rating of 3.13) topping the list. This 

supports the findings of Graham and Harvey (2001) who document desire for 

financial flexibility to be the most important item affecting corporate debt decisions in 

the U.S. The other significant variables are volatility of earnings and cash flows 

(rating of 2.91), costs of issuing debt (rating of 2.55), the potential costs of bankruptcy 
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(rating of 2.44), diversification of debt (rating of 2.43), and the tax advantage of 

interest deductibility (rating of 2.42). 

 

According to the trade-off theory, firms reduce their debt when the probability of 

financial distress or bankruptcy is high. Our results show that corporate treasurers (75% 

of respondents) are concerned with volatility in debt, which is consistent with the 

trade-off theory. The significant concern about the potential cost of financial distress 

or bankruptcy by Australian corporate treasurers provides further support for the 

trade-off theory. The empirical literature also shows that transaction costs discourage 

debt usage (see e.g., Fischer, Heinkel, and Zechner 1989). We report results 

supporting this assertion. The responses reported in Table 4 also show that 

diversifying debt due to risk concerns is an important factor in debt usage. 

 

Additionally, we investigate the preferred funding methods of Australian firms. The 

evidence suggests term loans (debentures) to be the most popular (least popular) 

source of funding, with 54% (2%) of respondents utilizing it (see Figure 3). The 

results of our survey show that Australian firms explicitly follow the pecking order 

theory, whereby the order for external funding is debt first, convertible security 

second, and equity last. Funding from banks is always the first preference for 

Australian firms (term loans, overdraft, cash advances, and bank bills). 

 

4. Fundamentals of working capital management 

The literature shows that a number of factors affect firm performance and managerial 

decisions. In their paper, Belt and Smith (1991) examine only limited fundamental 

factors such as size and profitability on working capital management. We adopt and 

augment the structure of Graham and Harvey (2001) survey. In particular, we 

investigate whether factors such as size, foreign sales, listing, firm performance, 

gender, age, education, and industry affect working capital decisions. 

 

4.1 Firm size 
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Similar to Chiou et al. (2006) we document a higher proportion of large organizations, 

categorized based on annual revenues greater than $100 million, use more 

sophisticated working capital management approaches. For instance, we find that 32% 

of large firms are more likely to use goal setting, while only 18% of small 

organizations use this approach. The results also show that large firms are more likely 

to manage cash through netting, minimizing float, and setting aside emergency 

liquidity reserves. Also large firms use forecasting techniques for cash and inventory 

management as well as adopt supply chain management. The findings show that size 

difference is an important aspect of cash management and debt policy. Large firms 

attach higher ratings for factors such as interest rates, foreign exchange rates, efficient 

financial systems, technological advances, and financial/banking environment in cash 

management. They are also prone to pecking order theory and prefer bonds to term 

loans. Compared to small firms, large firms prefer the use of account receivables 

instead of cash.  

4.2 Credit Rating 

The results of this survey show that around 74% (89 out of 120) of firms in our 

sample do not have credit ratings. One reason why a smaller proportion of companies 

have credit ratings is because of the cost of obtaining these ratings. The high cost 

implies that only the largest corporations can afford to do so. We note that large firms 

and those with credit ratings have similar approaches to working capital management. 

This is just because of the sampling whereby firms with credit ratings are the largest 

organisations. In essence, we have the same representatives in the two groups. 

 

4.3 Foreign Sales 

The survey results indicate that firms with high levels of foreign sales tend to design 

performance drivers to optimize each sub process and, thus, increase productivity. 

This may explain the tendency for exporting firms to outperform non-exporting firms 
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when comparing productivity (Bernard and Jensen, 2004; Girma et al., 2004). The 

adoption of the CCC is more prevalent for exporting firms. Furthermore, more 

consideration is given to the volatility of earning and cash flows by firms with foreign 

sales. We also find that firms with foreign exposure have a higher propensity to use 

emergency liquidity reserves, leading and lagging, and bank transaction 

diversification as well as control for liquidity, market, operational, political, and 

foreign exchange risks. 

 

Exporting firms prefer to use accounts receivable rather than cash due to financial 

motives and mainly use just-in-time (JIT) and SCM in inventory management. It is 

noticeable from the results collated that the money market and term loans are the 

preferred funding methods for exporting firms. 

4.4 Listing 

20 firms in our sample are non-listed companies. We find that listed companies are 

less likely to emphasize the importance of working capital within the organization, 

design performance drivers, use the CCC as a value metric, tender for bank services, 

or minimize float. This may imply that non-listed companies somehow better manage 

their working capital. 

 

Listed companies tend to attach more importance to liquidity in security markets 

when they manage their cash, possibly due to greater scrutiny from market 

participants. However both listed and non-listed companies prefer to use accounts 

receivable rather than cash. The motivation for that differs, as non-listed companies 

seem to be influenced by operating and transaction motives. Listed companies also 

attach more importance to political risk factors than non-listed companies. 
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4.5 Firm Performance 

Generally, we find that there is no major difference between successful and poorly 

performing firms, in working capital management. This is consistent with Madhou et 

al. (2011), who argue that unsuccessful firms appear to mimic the capital structure of 

successful businesses. However, we detect some minor differences. We also gather 

from the results that successful firms are less likely to emphasize the importance of 

working capital within an organization than unsuccessful ones. Furthermore, such 

firms tend to use performance drivers to improve the efficiency of their operations, 

and firms incurring losses do not attach the same importance to these key 

performance indicators (KPIs). The results inform that successful firms emphasize 

more the importance of managing interest risk and foreign exchange risk than 

troubled firms. 

4.6 Gender 

Corporate treasury in Australia is a male-dominated environment and there were only 

10 female participants in the survey. The male respondents aim to outperform 

industry average targets, while female respondents prefer goal setting. This is 

consistent with Jianakoplos and Bernasek (1998), who also find this risk aversion in 

women. In terms of value metrics, males rely more on risk management metrics, 

while females prefer the WACC as a value metric. Furthermore, women tend to take 

advantage of the tax deductibility of interest. An interesting finding is that, compared 

to males, females see credit risk and interest risk as important risk factors seem to 

disregard the pecking order theory, since they do not issue debt when internal funds 

are insufficient. 

4.7 Age 

There are only subtle differences between old and young corporate treasurers. 

Younger corporate treasurers tend to believe that credit rating is more important in 

debt policy. They also have preference for cash advance, whilst older managers prefer 
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stocks, and consider operating risk to be more important. The last observation is 

consistent with Trimpop’s (1994) argument that elderly people are more risk averse. 

4.8 Education 

In most of the cases, it does not matter whether a working capital manager has a 

technical qualification, undergraduate degree, or a postgraduate degree. On-the-job 

training is highly regarded for this position. However, some differences are observed. 

Corporate treasurers with postgraduate degrees tend to understand and design 

performance drivers. Postgraduate managers utilize more complex measurements, 

namely, return on investment and risk management, while undergraduates prefer 

simple net working capital. Working capital managers with postgraduate degrees tend 

to set aside emergency liquidity reserves and attach relatively higher ratings to market 

regulations, the financial/banking environment, and the economic environment. 

4.9 Industry 

The participants were asked to select one industry out of 10 following the Global 

Industry Classification Standard (GICS), and an additional option, ‘other’, was also 

given. However, the survey results show that respondents mainly fall within four 

categories, namely, materials, industrials, financials, and energy. We test whether 

there is an industry effect in working capital management. The results of this research 

show that working capital policies vary among industries, which is consistent with 

Merville and Tavis (1973) and McCosker (2000). First, materials firms tend to 

emphasize inventory and financial flexibility control. Moreover, the industrial sector 

aims to outperform industry average targets, while the other three groups do not. 

Third, given the nature of the business, the financial industry does not use inventory 

management and focuses more on liquidity and risk management. Lastly, energy 

firms prefer to have a clear organizational structure and involve corporate governance 

in working capital management, and they are likely to centralize cash management. 
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5. Heuristic-driven Traits and Working Capital Management 

In addition to the 9 fundamental factors affecting working capital management 

discussed in section 4, we also explore the behavioural aspects of working capital 

managers. First we identify whether Australian corporate treasurers exhibit any of 

these behavioural biases. Subsequently we explore how these behavioural biases 

affect working capital management decisions. As indicated above, research on 

working capital has ignored this important dimension. 

5.1 Self-Serving Bias 

People are prone to the self-serving bias when they attribute the success of their firm 

to their own abilities (internal factors) and the failure of their firm to the economic 

environment (external factors). Figure 2 depicts the importance of internal and 

external factors when the firm’s performance is either poor (failure) or strong 

(success). Overall, we find that in periods of good performance, respondents do not 

distinguish between internal and external factors since they value both. In periods of 

bad performance, however, the respondents tend to blame external factors. This is 

substantiated by the mean difference observed between the external and internal 

factors, which is on a scale of 0.52 (2.58 – 2.06), and the t-statistics associated with 

such difference is 3.20. For one to conclude that all the respondents are prone towards 

this bias, one must observe that in periods of good performance respondents attribute 

this success to internal factors and blame external factors in periods of bad times. The 

first condition in periods of good performance is not clearly met, since we find that 

respondents attribute success to both internal and external factors. The closeness of 

the responses warrants future research as to what sort of bias (if any) this may lead to. 

The second condition is nevertheless achieved; however, we cannot conclude that 

corporate treasurers in Australia in general are prone towards this bias. 

 

We identify 36 respondents with this self-serving bias and 15 respondents having this 

bias (69 respondents classified as other). We compare and test for any difference in 
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working capital management behaviour between the two groups. We document 

differences in behaviour between the two categories (see Tables 5.1 to 5.10). 

 

Table 5.1 shows that corporate treasurers with the self-serving bias tend to aim at 

outperforming industry average targets. This indicates a preference to set aggressive 

targets. Tables 5.3 and 5.4 further show that corporate treasurers with the self-serving 

bias are more likely to adopt rollover agreements, term sheets, and securitization and 

streamline banking relationships when compared to the non–self-serving bias 

respondents. The techniques adopted suggest that self-serving managers tend to use 

techniques more under their control than techniques external to the firm, such as 

outsourcing and factoring. As shown in Table 5.5, managers with the self-serving bias 

pay more attention to factors such as foreign exchange rates, inflation levels, liquidity 

on security markets, efficient financial systems, technological advances, market 

regulations, financial/banking environment, economic environment, and security costs 

in cash than those without this bias. This demonstrates that they attach relatively a 

higher importance to external factors. Furthermore, corporate treasurers with the 

self-serving bias attach a relatively higher importance to transaction motives for using 

accounts receivable, and they prefer bonds to overdraft. Finally, Table 5.10 shows that 

this bias drives managers to evaluate the risk factors in their business more, since we 

find that they assign a relatively higher importance to every single risk factor, with the 

exception of credit risk. 

 

5.2 Overconfidence Bias 

A total of 49 (9) respondents were classified as overconfident (no overconfidence bias) 

managers. Overall, managers appear to be overconfident when firm performance is 

good and that overconfidence disappears in bad times (see Figure 3). In Figure 3, the 

t-statistics of the mean difference between strong and poor performance is 5.87. 
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The results of comparing the difference in working capital management practices 

between when managers are overconfident and when they are not are presented in 

Tables 5.1 to 5.10. As could be seen in Tables 5.2, 5.3, and 5.6, managers with the 

overconfidence bias are more likely to rely on return on investment, policy on key 

liquidity parameters (cash or dividend forecasting), and inventory models. Moreover, 

around 90% of overconfident respondents utilize sales forecasting (see Table 5.6). 

Such findings show that overconfidence managers rely heavily on their own 

estimation models and forecasting techniques. They appear to focus on such 

techniques when making investment or managerial decisions. Table 5.4 shows that 

overconfident managers attach a higher importance to inflation levels, efficient 

financial systems, technological advances, interest rates, and security costs. The 

results in Table 5.8 further show that overconfident managers issue debt when internal 

funds are insufficient, in accordance with the pecking order theory. Table 5.9 

demonstrates that overconfident managers are more likely to use cash advances, 

bonds, and stocks when compared with other managers. However, such results do not 

violate the pecking order theory, since stocks and bonds are still the least preferred 

funding methods when compared with the others. Lastly, Table 5.10 shows that 

overconfident managers attach a higher importance to liquidity, interest, and credit 

risks. 

5.3 Anchoring and Representativeness Bias 

Overall, we identified 24 respondents with the anchoring bias and 35 respondents 

without. The remaining 61 respondents were left out of the analysis. Figure 4 shows 

that past experiences have a strong effect on future decisions.10

                                                 
10 The item numbers in Figure 4 correspond to the following: 1, if the low credit rated company A 
paid on time, the possibility of making credit sales to another low credit rated company in the future; 2, 
if the low credit rated company A paid on time, the possibility of making credit sales to the same 
company in the future; 3, if the low credit rated company A did not pay its debt on time, the possibility 
of making credit sales to another low credited company in the future; 4, if the low credit rated company 
A did not pay its debt on time, the possibility of making credit sales to the same company in the future. 

 For instance, if the 
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low credit rated company paid its accounts payable on time, there is a strong 

possibility that Australian corporate treasurers will make credit sales to the same 

company in the future. However, if the company did not pay on time, respondents 

became reluctant to make credit sales to the same company again (the t-statistics of 

the mean difference under the above two situations are 15.30). Furthermore, the 

possibility of making credit sales to another low credit rated company was also 

affected by the behaviour of company A. These support the anchoring 

(representativeness) bias.  

 

Figure 4 clearly indicates that managers are much more anchored on providing credit 

to the same company if it paid on time. The results in Tables 5.3 and 5.4 show that 

corporate treasurers with the anchoring bias are more likely to use term sheets, 

minimize float, and tender for banking services. Table 5.5 shows that managers with 

the anchoring bias appear to attach less importance to inflation levels in cash 

decisions. As could be seen from Table 5.6, corporate treasurers with the anchoring 

bias are unlikely to use material requirement planning compared to those without such 

a bias. Table 5.8 shows that the potential cost of financial distress, the debt levels of 

other firms in the same industry, and seasonal factors are important factors in debt 

policy for corporate treasurers with this bias. Finally, Table 5.9 shows that managers 

with the anchoring bias are less likely to use bank bills. 

5.4 Loss Aversion Bias 

Respondents were asked to indicate how satisfied or disappointed they would be if 

they gained or lost 10%, 20%, or 30% of their sales revenue on a five-point scale 

where 0 indicates not being disappointed (not being satisfied) and 4 indicates extreme 

disappointment (extreme satisfaction). Higher scores reflect an increase in 

disappointment or an increase in satisfaction. The intensity of the emotion is therefore 

reflected in higher scores, and it is hypothesized that losses are felt with greater 
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intensity than gains. We therefore expect to see higher disappointment scores than 

satisfaction scores. 

 

Figure 5 shows that generally losses (degree of disappointment) are associated with 

higher scores than gains (degree of satisfaction) for the same amount of money in the 

sample. We then identify the exact number of corporate treasurers who exhibited a 

loss aversion bias on the basis of the definition introduced by Tversky and Kahneman 

(1991). The respondent can be identified as being prone to loss aversion bias if the 

rating of disappointment (loss) is greater than that of satisfaction (gain) for the same 

amount of money (10%, 20%, and 30% of sales revenues). Furthermore, the loss 

aversion bias is more pronounced for lower percentages of sales. There were 24 

respondents with this bias, and 43 without. The remaining 53 respondents were left 

out of the analysis. 

 

Figure 5 shows that corporate treasurers are prone towards the loss aversion bias, 

since the mean of disappointment is higher than the mean of satisfaction (the 

t-statistics of the mean difference are 8.31, 6.17, and 3.89 for 10%, 20%, and 30% of 

the sales revenue, respectively). Next we identify the major differences between the 

practices of managers with the loss aversion bias and those without. It appears that 

corporate treasurers with the loss aversion bias do better in bad debt control. In the 

responses, around 87.5% of corporate treasurers with the loss aversion bias tend to 

keep their bad debt level under 1%. The proportion is lower for corporate treasurers 

without this bias (65%). The results in Tables 5.1 to 5.4 show that corporate treasurers 

with the loss aversion bias are less likely to emphasise the importance of working 

capital management and less likely to manage cash through leading and lagging or 

utilizing the cash conversion cycle or term sheets when compared to those without 

such a bias. Moreover, as shown in Tables 5.5 and 5.8, liquidity on security markets is 

important, and the debt levels of other firms are unimportant for managers with the 

loss aversion bias. 
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It is important to bear in mind that behavioural biases are not necessarily bad 

attributes to have, since they have the potential to enhance managerial decisions in 

certain specific areas. For instance, overconfident managers tend to rely on models 

and forecasting techniques. This can be useful in a business that is about to introduce 

new technologies and systems. Managers with the loss aversion bias manage bad debt 

more efficiently. This suggests that organizations with troubled clients and high levels 

of sales on credit should employ working capital managers with the loss aversion bias. 

Corporate treasurers with the anchoring bias or representativeness bias tend to 

manage distressed firms more efficiently. If a firm is in distress, the firm should 

consider hiring a manager with the representativeness bias. Corporate treasurers with 

the self-serving bias focus on external factors and tend to be good risk managers. If a 

firm wants to manage their risk, or even in periods of market downturns, the findings 

suggest managers with the self-serving bias will be useful. 

 

6. Conclusion 

The behavioural aspect of working capital management is the major contribution of 

this research, since the extant literature fails to consider it. The empirical results show 

that Australian corporate treasurers are prone towards various behavioural biases, 

such as the self-serving, overconfidence, loss aversion, and anchoring biases, and 

these biases affect their decisions. Furthermore, these biases are not necessarily bad 

attributes and, if used correctly, can increase the efficiency of working capital 

management. As a result, this paper proposes a profile of a good working capital 

manager. If an organisation uses a lot of forecasting models, they should employ an 

overconfident corporate treasurer. When the objective of the organisation is to reduce 

bad debts, they should hire a corporate treasurer with loss aversion bias. If the firm is 

under financial distress, a manager with representativeness bias will be useful. Finally, 

managers with self-serving bias are good risk managers. 
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Table 1 Factors Perceived to Be Important for Cash Management 
 

This table presents the importance of each factor on a scale of 0 to 4, where 0 indicates a factor is not important and 4 indicates great importance. Low 
importance is the percentage of respondents indicating a rating of 0 or 1. Neutral is the percentage of respondents indicating a rating of 2. High importance 
is the percentage of respondents indicating a rating of 3 or 4. A t-test is used to test whether a rating is statistically different from the neutral point of 2. The 
median and mode of each factor are also reported. 
 

Factors affecting cash management Mean Median Mode 
Low 

importance 
(%) 

Neutral 
(%) 

High 
importance 

(%) 
t-Stats 

Level of inflation 1.36 1.00 1.00 58 30 12 -6.42 

Technological advances 1.61 2.00 2.00 46 32 22 -3.71 

Security costs 1.90 2.00 2.00 35 36 29 -0.98 

Market regulations 1.96 2.00 2.00 32 33 21 -0.38 

Foreign exchange rates 1.96 2.00 0.00 41 20 39 -0.32 

Liquidity on security markets 2.18 2.00 3.00 33 21 46 1.42 

Interest rates 2.45 3.00 3.00 25 21 54 4.03 

Efficient financial systems 2.47 3.00 3.00 19 23 58 4.28 

Financial/banking environment 2.66 3.00 3.00 19 21 60 6.10 

Economic environment 2.87 3.00 3.00 9 17 74 9.91 
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Table 2 Inventory Management Approaches in Australian Firms 
 

This table presents the proportions of respondents adopting a particular method in inventory management. A Z-test is used to test the null hypothesis that 
the firm does not use a particular method in working capital management. Upper and lower limits of the mean proportion are also reported, as are the 
numbers of respondents who selected each approach. Here N is the number of inventory management observations.  

Methods Upper 
limit Proportion Lower 

limit 
Number of 

respondents 
N Z-Stats 

Inventory models (EOQ, EPQ, etc.) 34% 21% 9% 9 44 3.46 

JIT 45% 31% 17% 15 44 4.44 

ERP system 50% 36% 22% 16 44 4.94 

SCM 62% 48% 33% 21 44 6.32 

MRP 76% 62% 48% 27 44 8.46 

Sales forecasting 87% 74% 61% 32 44 11.14 
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Table 3 Motivations for Australian Firms to Use Accounts Receivable Rather than Cash 
 

This table presents the proportions of respondents choosing a particular motivation to use accounts receivable rather than cash. A Z-test is used to test 
the null hypothesis that the firm does not use a particular method in working capital management. Upper and lower limits of the mean proportion are also 
reported, as is the number of respondents who selected each motive. Here N is the total number of respondents who prefer to use accounts receivable 
rather than cash. 

Methods Upper 
limit Proportion Lower 

limit 
Number of 

respondents 
N Z-Stats 

Tax-based motives 12% 7% 1% 5 75 2.31 

Price motives 24% 16% 8% 12 75 3.78 

Transaction motives 52% 41% 30% 31 75 7.27 

Financial motives 54% 43% 31% 32 75 7.47 

Operating motives 67% 56% 45% 42 75 9.77 
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Table 4 Factors Perceived to Be Important for Debt Management in Australian Firms 
 

This table presents the importance of each factor, on a scale of 0 to 4, where 0 indicates no importance and 4 indicates high importance. Low importance 
is the percentage of respondents indicating a rating of 0 or 1. Neutral is the percentage of respondents indicating a rating of 2. High importance is the 
percentage of respondents indicating a rating of 3 or 4. A t-test is used to test whether a rating is statistically different from the neutral point 2. The median 
and mode of each factor are also reported. 
 

Factors affecting cash management Mean Median Mode 
Low 

importance 
(%) 

Neutral 
(%) 

High 
importance 

(%) 
t-Stats 

The debt levels of other firms in your industry 1.58 2.00 0.00 49 25 25 -2.31 
Limit debt so your customers/suppliers are not 
worried about your firm going out of business 1.61 1.00 1.00 52 24 24 -2.40 

Issue debt when interest rates are particularly low 1.72 2.00 2.00 35 36 29 -1.68 

Use debt when your equity is undervalued 1.92 2.00 2.00 33 36 31 -0.49 
The core debt level fluctuates with seasonal or other 
aspects of the business 2.02 2.00 3.00 31 26 43 0.11 

Issue debt when your internal funds are not sufficient 2.26 2.00 3.00 26 25 49 1.86 

Credit ratings 2.29 3.00 3.00 29 16 55 1.53 

The tax advantage of interest deductibility 2.42 3.00 4.00 31 16 53 2.16 

Diversify your debts due to risk concerns 2.43 3.00 3.00 20 25 55 2.74 
The potential costs of bankruptcy, near-bankruptcy, 
or financial distress 2.44 3.00 3.00 22 25 53 2.46 

The transactions costs and fees for issuing debt 2.55 3.00 3.00 13 30 57 3.85 

The volatility of earnings and cash flows 2.91 3.00 3.00 11 14 75 7.41 

Financial flexibility 3.13 3.00 3.00 7 9 84 9.19 
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Table 5.1 Behavioural Biases Affecting Working Capital Management 

This table presents the mean proportions for subsamples of respondents based on behavioural biases. When a manager is prone towards a bias, this is 
represented by a yes, and by a no otherwise. There are four different biases, namely, the self-serving, overconfidence, loss aversion, and representativeness 
(anchoring) biases. Numbers 1 to 6 correspond to the various working capital practices, which are in the footnote of this table. The t-test statistics calculate if 
there is a statistical difference between the two samples. Here ***, **, and * denote statistically significant differences across groups at the 1%, 5%, and 10% 
levels, respectively.  

Behavioural Bias  1 2 3 4 5 6 
Self-serving bias Yes 0.61  0.44  0.22  0.08  0.06  0.25  
 No 0.67  0.53  0.20  0.00  0.07  0.20  
 Difference -0.06  -0.09  0.02  0.08  -0.01  0.05  
 t-Statistic -0.37 -0.56 0.17 1.78* -0.14 0.39 
Overconfidence bias Yes 0.59  0.43  0.37  0.06  0.08  0.27  
 No 0.56  0.33  0.11  0.00  0.00  0.33  
 Difference 0.04  0.10  0.26  0.06  0.08  -0.07  
 t-Statistic 0.19  0.53  1.95*  1.77*  2.07**  -0.38  
Loss aversion bias Yes 0.46  0.42  0.33  0.00  0.04  0.25  
 No 0.70  0.47  0.19  0.00  0.00  0.21  
 Difference -0.24  -0.05  0.15  0.00  0.04  0.04  
 t-Statistic -1.90*  -0.38  1.28  N/A 1.00  0.37  
Representativeness  Yes 0.63  0.42  0.17  0.08  0.04  0.33  
(anchoring) bias No 0.49  0.51  0.20  0.00  0.06  0.17  
 Difference 0.14  -0.10  -0.03  0.08  -0.02  0.16  
 t-Statistic 1.05 -0.73 -0.32 1.45 -0.27 1.38 

 
The item numbers correspond to the following question items: 

  1 is ‘Emphasize the importance of working capital within the organization’  4 is ‘Outperform industry average targets’ 
2 is ‘Put in place structure, governance, and dedicated resources’   5 is ‘Embed change management’ 
3 is ‘Understand and design performance drivers’      6 is ‘Goal setting approaches’ 
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Table 5.2 Behavioural Biases Affecting Key Value Metrics 

This table presents the mean proportions for subsamples of respondents based on behavioural biases. When a manager is prone towards a bias, this is 
represented by a yes, and otherwise by a no. There are four different biases, namely, the self-serving, overconfidence, loss aversion, and representativeness 
(anchoring) biases. Numbers 1 to 6 correspond to the various working capital practices, which are in the footnote of this table. The t-test statistics calculate if 
there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference across groups at the 1%, 5%, and 10% 
levels, respectively. 

Behavioural Bias  1 2 3 4 5 6 
        
Self-serving bias Yes 0.50  0.25  0.39  0.22  0.14  0.28  
 No 0.73  0.20  0.33  0.07  0.07  0.13  
 Difference -0.23  0.05  0.06  0.16  0.07  0.14  
 t-Statistic -1.61 0.39 0.37 1.61 0.81 1.22 
Overconfidence bias Yes 0.55  0.29  0.49  0.20  0.06  0.14  
 No 0.78  0.22  0.22  0.00  0.11  0.11  
 Difference -0.23  0.06  0.27  0.20  -0.05  0.03  
 t-Statistic -1.39  0.39  1.63  3.51***  -0.43  0.26  
Loss aversion bias Yes 0.54  0.29  0.46  0.04  0.04  0.13  
 No 0.57  0.23  0.39  0.25  0.02  0.16  
 Difference -0.03  0.06  0.07  -0.21  0.02  -0.03  
 t-Statistic -0.21  0.56  0.56  -2.67***  0.40  -0.38  
Representativeness  Yes 0.54  0.21  0.38  0.25  0.08  0.25  
(anchoring) bias No 0.57  0.17  0.34  0.14  0.06  0.17  
 Difference -0.03  0.04  0.03  0.11  0.03  0.08  
 t-Statistic -0.22 0.35 0.25 0.99 0.37 0.71 

  The item numbers correspond to the following question items: 
1 is ‘Net working capital’    4 is ‘Cash conversion cycle’ 
2 is ‘Return on investment’    5 is ‘Benchmark against competition’ 
3 is ‘Risk management’     6 is ‘Weighted average cost of capital’ 



 - 38 -  

Table 5.3 Behavioural Biases Affecting Working Capital Management Methods 

This table presents the mean proportions for subsamples of respondents based on behavioural biases. When a manager is prone towards a bias, this is 
represented by a yes, and otherwise by a no. There are four different biases, namely, the self-serving, overconfidence, loss aversion, and representativeness 
(anchoring) biases. Numbers 1 to 6 correspond to the various working capital practices, which are in the footnote of this table. The t-test statistics calculate if 
there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference across groups at the 1%, 5%, and 10% 
levels, respectively. 
 

Behavioural Bias  1 2 3 4 5 6 
Self-serving bias Yes 0.34  0.32  0.12  0.12  0.15  0.09  
 No 0.07  0.07  0.07  0.00  0.20  0.07  
 Difference 0.28  0.26  0.05  0.12  -0.05  0.02  
 t-Statistic 2.62*** 2.44** 0.59 2.10** -0.43 0.26 
Overconfidence bias Yes 0.23  0.23  0.09  0.06  0.15  0.06  
 No 0.11  0.11  0.11  0.11  0.11  0.00  
 Difference 0.12  0.12  -0.03  -0.05  0.04  0.06  
 t-Statistic 0.96  0.96  -0.22  -0.40  0.31  1.77*  
Loss aversion bias Yes 0.17  0.09  0.04  0.13  0.17  0.00  
 No 0.26  0.28  0.14  0.16  0.21  0.09  
 Difference -0.08  -0.19  -0.10  -0.03  -0.04  -0.09  
 t-Statistic -0.78  -2.10**  -1.39  -0.35  -0.35  -2.08**  
Representativeness  Yes 0.25  0.42  0.21  0.13  0.13  0.04  
(anchoring) bias No 0.23  0.21  0.06  0.15  0.09  0.09  
 Difference 0.02  0.21  0.15  -0.02  0.04  -0.05  
 t-Statistic 0.19 1.69* 1.59 -0.24 0.43 -0.72 

  The item numbers correspond to the following question items: 
   1 is ‘Rollover agreement’    4 is ‘Securitization’ 

2 is ‘Term sheet’      5 is ‘Outsourcing’ 
3 is ‘Collection agency’     6 is ‘Factoring’
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Table 5.4 Behavioural Biases Affecting Cash Management 

This table presents the mean proportions for subsamples of respondents based on behavioural biases. 
When a manager is prone towards a bias, this is represented by a yes, and otherwise by a no. There 
are four different biases, namely, the self-serving, overconfidence, loss aversion, and 
representativeness (anchoring) biases. Numbers 1 to 6 correspond to the various working capital 
practices, which are in the footnote of this table. The t-test statistics calculate if there is a statistical 
difference between the two samples. Here ***, **, and * denote a statistically significant difference 
across groups at the 1%, 5%, and 10% levels, respectively. 
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The item numbers correspond to the following question items: 
 

   1 is ‘Managing cash through netting’            7 is 
‘Managing cash through leading and lagging’ 

2 is ‘Diversification of banks’              8 is 
‘Streamline bank relationships’ 

3 is ‘Centralization of cash management decisions’        9 is 
‘Policy on key liquidity parameters’ 

4 is ‘Meet payment in a timely manner’         10 is 
‘Emergency liquidity reserves’ 

   5 is ‘Account structure/set-offs’           11 is 
‘Tender for banking services’ 
   6 is ‘Minimize float’              12 is 
‘Reduce time frames/error margins’ 
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Table 5.5 Importance of Factors Affecting Cash Management with Behavioural Biases 

This table presents the mean proportions for subsamples of respondents based on behavioural biases. 
When a manager is prone towards a bias, this is represented by a yes, and otherwise by a no. There 
are four different biases, namely, the self-serving, overconfidence, loss aversion, and 
representativeness (anchoring) biases. Numbers 1 to 6 correspond to the various working capital 
practices, which are in the footnote of this table. The t-test statistics calculate if there is a statistical 
difference between the two samples. Here ***, **, and * denote a statistically significant difference 
across groups at the 1%, 5%, and 10% levels, respectively. 

  
Behavioural 
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The item numbers correspond to the following question items: 
 

   1 is ‘Foreign exchange rate’            6 is ‘Market 
regulations’ 

2 is ‘Level of inflation’             7 is ‘Interest 
rates’ 

3 is ‘Liquidity on security markets’          8 is 
‘Financial/banking environment’ 

4 is ‘Efficient financial systems’          9 is ‘Economic 
environment’ 

   5 is ‘Technological advances’         10 is ‘Security 
costs’ 
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Table 5.6 Behavioural Biases Affecting Inventory Management 

This table presents the mean proportions for subsamples of respondents based on behavioural biases. 
When a manager is prone towards a bias, this is represented by a yes, and otherwise by a no. There 
are four different biases, namely, the self-serving, overconfidence, loss aversion, and 
representativeness (anchoring) biases. Numbers 1 to 6 correspond to the various working capital 
practices, which are in the footnote of this table. The t-test statistics calculate if there is a statistical 
difference between the two samples. Here ***, **, and * denote a statistically significant difference 
across groups at the 1%, 5%, and 10% levels, respectively. 

 
Behavioural Bias  1 2 3 4 5 6 
Self-serving bias Yes 0.67  0.56  0.22  0.11  0.22  0.67  
 No 0.60  0.80  0.40  0.00  0.20  0.60  
 Difference 0.07  -0.24  -0.18  0.11  0.02  0.07  
 t-Statistic 0.23 -0.92 -0.62 1.00 0.09 0.23 
Overconfidence bias Yes 0.68  0.89  0.32  0.37  0.42  0.58  
 No 0.67  0.33  0.33  0.00  0.33  0.67  
 Difference 0.02  0.56  -0.02  0.37  0.09  -0.09  
 t-Statistic 0.05  1.65  -0.05  3.24***  0.25  -0.25  
Loss aversion bias Yes 0.83  0.83  0.33  0.17  0.33  0.67  
 No 0.47  0.65  0.41  0.12  0.35  0.41  
 Difference 0.36  0.19  -0.08  0.05  -0.02  0.25  
 t-Statistic 1.74  0.91  -0.32  0.26  -0.08  1.04  
Representativeness  Yes 0.33  0.67  0.44  0.11  0.33  0.67  
(anchoring) bias No 0.73  0.73  0.09  0.36  0.27  0.55  
 Difference -0.39  -0.06  0.35  -0.25  0.06  0.12  
 t-Statistic -1.81* -0.28 1.79 -1.34 0.28 0.53 

 
The item numbers correspond to the following question items: 

   1 is ‘Material requirement planning’    4 is ‘Inventory models (economic 
order quantity, economic productivity quantity, etc.)’ 

2 is ‘Sales forecasting’       5 is ‘Enterprise resource planning 
system’ 

3 is ‘Just-in-time’        6 is ‘Supply chain management’ 
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Table 5.7 Behavioural Biases Affecting Inventory Management 

This table presents the mean proportions for subsamples of respondents based on behavioural biases. 
When a manager is prone towards a bias, this is represented by a yes, and otherwise by a no. There 
are four different biases, namely, the self-serving, overconfidence, loss aversion, and 
representativeness (anchoring) biases. Numbers 1 to 6 correspond to the various working capital 
practices, which are in the footnote of this table. The t-test statistics calculate if there is a statistical 
difference between the two samples. Here ***, **, and * denote a statistically significant difference 
across groups at the 1%, 5%, and 10% levels, respectively. 

 
Behavioural Bias  1 2 3 4 5 
Self-serving bias Yes 0.26  0.11  0.34  0.37  0.00  
 No 0.20  0.07  0.07  0.27  0.07  
 Difference 0.06  0.05  0.28  0.10  -0.07  
 t-Statistic 0.44 0.55 2.62*** 0.73 -1.00 
Overconfidence bias Yes 0.31  0.12  0.29  0.39  0.02  
 No 0.11  0.11  0.11  0.22  0.11  
 Difference 0.20  0.01  0.17  0.17  -0.09  
 t-Statistic 1.51  0.09  1.36  1.02  -0.80  
Loss aversion bias Yes 0.17  0.08  0.25  0.42  0.00  
 No 0.26  0.12  0.26  0.33  0.05  
 Difference -0.09  -0.03  -0.01  0.09  -0.05  
 t-Statistic -0.87  -0.43  -0.05  0.72  -1.43  
Representativeness  Yes 0.38  0.17  0.42  0.42  0.00  
(anchoring) bias No 0.26  0.06  0.24  0.35  0.06  
 Difference 0.11  0.11  0.18  0.06  -0.06  
 t-Statistic 0.87 1.23 1.43 0.48 -1.44 

 
The item numbers correspond to the following question items: 

   1 is ‘Financial motives’     4 is ‘Operating motives’ 
2 is ‘Price motives’      5 is ‘Tax-based motives’ 
3 is ‘Transaction motives’ 
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Table 5.8 Behavioural Biases Affecting Debt Management 

This table presents the mean proportions for subsamples of respondents based on behavioural biases. 
When a manager is prone towards a bias, this is represented by a yes, and otherwise by a no. There 
are four different biases, namely, the self-serving, overconfidence, loss aversion, and 
representativeness (anchoring) biases. Numbers 1 to 6 correspond to the various working capital 
practices, which are in the footnote of this table. The t-test statistics calculate if there is a statistical 
difference between the two samples. Here ***, **, and * denote a statistically significant difference 
across groups at the 1%, 5%, and 10% levels, respectively. 

 
Behavioural Bias  1 2 3 4 5 6 7 8 9 10 11 12 13 
               
Self-serving bias Yes 2.16  2.58  1.42  2.26  2.32  2.84  2.84  1.89  1.67  2.00  1.71  1.50  2.33  
 No 1.75  2.00  1.50  2.25  3.00  3.00  3.00  2.50  2.00  2.25  1.75  2.25  2.25  
 Difference 0.41  0.58  -0.08  0.01  -0.68  -0.16  -0.16  -0.61  -0.33  -0.25  -0.04  -0.75  0.08  
 t-Statistic 0.69 1.19 -0.11 0.01 -1.39 -0.68 -0.35 -1.08 -0.51 -0.47 -0.08 -1.32 0.14 
Overconfidence bias Yes 2.23  2.46  1.54  2.00  2.52  3.22  3.07  2.00  1.59  2.52  1.84  1.69  2.41  
 No 2.67  3.00  2.33  2.67  2.67  2.67  3.33  2.67  2.00  1.33  1.50  2.33  3.00  
 Difference -0.44  -0.54  -0.79  -0.67  -0.15  0.56  -0.26  -0.67  -0.41  1.19  0.34  -0.64  -0.59  
 t-Statistic -0.60  -1.90*  -0.65  -1.48  -0.36  1.40  -0.68  -1.65  -0.66  3.15***  0.61  -0.91  -0.95  
Loss aversion bias Yes 2.25  2.00  0.75  2.13  2.38  3.50  2.63  1.75  1.38  2.00  2.00  1.50  2.63  
 No 2.33  2.52  1.67  2.14  2.81  3.24  2.95  2.50  1.70  2.37  1.50  1.95  2.25  
 Difference -0.08  -0.52  -0.92  -0.02  -0.43  0.26  -0.33  -0.75  -0.33  -0.37  0.50  -0.45  0.38  
 t-Statistic -0.18  -0.90  -2.28**  -0.03  -1.59  1.12  -0.72  -1.38  -0.78  -0.94  1.08  -1.19  0.89  
Representativeness  Yes 3.13  2.80  2.27  2.67  2.73  3.00  3.13  2.57  1.71  2.23  1.77  2.00  2.57  
(anchoring) bias No 2.29  1.86  1.21  2.29  2.40  3.00  2.87  1.73  1.40  2.08  1.83  1.62  2.14  
 Difference 0.85  0.94  1.05  0.38  0.33  0.00  0.27  0.84  0.31  0.15  -0.06  0.38  0.43  
 t-Statistic 1.72 2.07* 1.98* 0.72 0.98 0.00 0.80 1.78* 0.81 0.40 -0.13 0.90 0.90 

 
The item numbers correspond to the following question items: 

 
1 is ‘The tax advantage of interest deductibility’ 
2 is ‘The potential costs of bankruptcy, near-bankruptcy, or financial distress’ 
3 is ‘The debt levels of other firms in your industry’ 
4 is ‘Credit ratings’ 
5 is ‘The transactions costs and fees for issuing debt’ 
6 is ‘Financial flexibility’ 
7 is ‘The volatility of earnings and cash flows’ 
8 is ‘The core debt level fluctuates with seasonal or other aspects of the business’ 
9 is ‘Limit debt so your customers/suppliers are not worried about your firm going out of business’ 

10 is ‘Issue debt when your internal funds are not sufficient’ 
11 is ‘Issue debt when interest rates are particularly low’ 
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12 is ‘Use debt when your equity is undervalued’ 
13 is ‘Diversify your debts due to risk concerns’ 
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Table 6.9 Behavioural Biases Affecting Preference Source of Funding 

This table presents the mean proportions for subsamples of respondents based on behavioural biases. 
When a manager is prone towards a bias, this is represented by a yes, and otherwise by a no. There 
are four different biases, namely, the self-serving, overconfidence, loss aversion, and 
representativeness (anchoring) biases. Numbers 1 to 6 correspond to the various working capital 
practices, which are in the footnote of this table. The t-test statistics calculate if there is a statistical 
difference between the two samples. Here ***, **, and * denote a statistically significant difference 
across groups at the 1%, 5%, and 10% levels, respectively. 
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3  0.00  0.33  0.00  

0.0
0  

0.6
7  

0.0
0  

 
Differen
ce -0.15  

0.0
1  0.24  0.01  0.21  

0.0
3  

-0.0
8  

0.1
0  

 
t-Statisti
c -0.43  

0.0
3  

2.98*
**  0.03  
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 No 0.39  
0.3
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0.0
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0.0
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ess  Yes 0.63  

0.3
8  0.13  0.13  0.25  

0.0
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0.5
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0.0
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0.2
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0.0
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t-Statisti
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-0.4
9 

N/
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-0.2
0 

-0.0
5 

The item numbers correspond to the following question items: 
   1 is ‘Overdraft/line of credit’       5 is ‘Bonds’ 

2 is ‘Money market’        6 is ‘Debentures’ 
3 is ‘Cash advances’        7 is ‘Term loans’ 
4 is ‘Bank bills’         8 is ‘Stocks’ 

Table 6.10 Behavioural Biases Affecting Risk Management 

This table presents the mean proportions for subsamples of respondents based on behavioural biases. 
When a manager is prone towards a bias, this is represented by a yes, and otherwise by a no. There 
are four different biases, namely, the self-serving, overconfidence, loss aversion, and 
representativeness (anchoring) biases. Numbers 1 to 6 correspond to the various working capital 
practices, which are in the footnote of this table. The t-test statistics calculate if there is a statistical 
difference between the two samples. Here ***, **, and * denote a statistically significant difference 
across groups at the 1%, 5%, and 10% levels, respectively. 

 
Behavioural Bias  1 2 3 4 5 6 
Self-serving bias Yes 3.92  2.76  2.74  3.49  2.50  2.11  
 No 3.20  1.87  2.47  2.47  1.67  1.27  
 Difference 0.72  0.89  0.28  1.02  0.83  0.85  
 t-Statistic 2.53** 2.27** 0.91 2.97*** 1.93* 2.47** 
Overconfidence bias Yes 3.88  2.60  2.65  3.21  2.48  2.13  
 No 2.89  1.33  1.67  2.67  2.22  1.44  
 Difference 0.99  1.27  0.98  0.54  0.26  0.68  
 t-Statistic 1.92*  3.05***  1.95*  1.26  0.45  1.50  
Loss aversion bias Yes 3.79  2.21  2.33  3.00  2.13  1.96  
 No 3.59  2.34  2.34  2.93  2.18  1.66  
 Difference 0.20  -0.13  -0.01  0.07  -0.06  0.30  
 t-Statistic 1.31  -0.39  -0.02  0.25  -0.14  0.83  
Representativeness  Yes 3.71  2.71  2.58  2.79  2.58  1.67  
(anchoring) bias No 3.71  2.18  2.50  3.03  2.03  1.44  
 Difference -0.01  0.53  0.08  -0.24  0.55  0.23  
 t-Statistic -0.03 1.63 0.27 -0.90 1.44 0.66 

 
The item numbers correspond to the following question items: 

   1 is ‘Cash and liquidity risk’     4 is ‘Operational risk’ 
2 is ‘Interest rate risk’      5 is ‘Foreign exchange risk’ 
3 is ‘Credit risk’       6 is ‘Political risk’ 
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Figure 1 Preferred sources of funding. 

 
This figure presents the proportions of preferred sources of funding for Australian firms. Both the 
mean proportion and the confidence interval for each proportion are shown. The highest 
proportion is represented by a triangle and shows the upper confidence limit. The lowest 
proportion is represented by a diamond. The average proportion value is represented by a 
square. 
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Figure 2 Identification of the self-serving bias. 

 

 

Figure 3 Identification of the overconfidence bias. 
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Figure 4 Identification of the anchoring bias. 

 

 

 

Figure 5 Loss aversion bias: gains and losses as a percentage of sales revenue. 
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