
Operational Efficiency’s Impact on Working Capital

All rights reserved. © Copyright of GSTHero.

Explore how overlooked inefficiencies can silently drain 
liquidity, and learn strategies that empower CFOs to unlock 
untapped value in working capital.

Optimizing Working Capital 
through Operational Efficiencies

EXCLUSIVE CFO REPORT

All rights reserved. © Copyright of GSTHero.



Operational Efficiency’s Impact on Working Capital

All rights reserved. © Copyright of GSTHero.

Operational efficiency is a critical lever 
for optimizing working capital, yet it 
is often underutilized by many CFOs. 
Subtle operational inefficiencies can 
silently erode a company’s liquidity, 
making it imperative for financial 
leaders to address these issues 
proactively. 

This report delves into the nuances 
of operational efficiency, its impact 
on working capital, and why even 
experienced CFOs may struggle to fully 
address it. Real-world examples and 
data points are included to illustrate 
strategies that can unlock significant 
value for organizations.
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Exploring Operational 
Efficiency’s Impact on 
Working Capital
Operational efficiency refers to the 
ability of a business to deliver products 
or services most cost-effectively while 
ensuring high-quality output. 

In the context of working capital, 
operational efficiency directly impacts 
the three main components

When these elements are not 
optimized, they can inflate working 
capital requirements unnecessarily, 
reducing the liquidity available for 
other business opportunities.
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Holding excessive inventory is 
often seen as a safety net to 
prevent stockouts. However, 
this ties up significant amounts 
of capital that could be better 
utilized elsewhere. 

Poor demand forecasting, long 
production cycles, and inefficient 
supply chains contribute to 
bloated inventory levels, which 
can be minimized through lean 
manufacturing principles.

Inventory 
Management

Lean inventory management practices saw 
an average reduction in inventory levels 
by 20%, freeing up working capital.

Dell’s direct-to-consumer 
model, which is built on 
lean inventory principles, 
reduced its inventory 
turnover time to just 6 
days, compared to the 
industry average of over 
30 days

Source: Bain & Company

Source: Dell Financial Reports

Exploring Operational Efficiency’s 
Impact on Working Capital
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2Accounts Receivable 
Management
The efficiency of the accounts 
receivable process affects how 
quickly a company can convert 
sales into cash. 

Delays in invoicing, lenient 
credit terms, or inefficient 
collections processes can 
extend the receivables period, 
increasing working capital 
needs.

Exploring Operational Efficiency’s 
Impact on Working Capital

Average Days Sales Outstanding 
(DSO) across industries is 47 days, 
but top-performing companies 
manage to reduce this to 30 days, 
significantly improving cash flow.

Siemens streamlined 
its accounts 
receivable processes 
by implementing 
electronic invoicing and 
automated reminders, 
which reduced its DSO 
by 12 days, freeing 
up millions of euros in 
working capital

Source: PwC

Source: Dell Financial Reports

All rights reserved. © Copyright of GSTHero.



Operational Efficiency’s Impact on Working Capital

All rights reserved. © Copyright of GSTHero.

3
Exploring Operational Efficiency’s 
Impact on Working Capital

Accounts Payable 
Management
While it may seem beneficial to 
delay payments to suppliers to 
preserve cash, this can strain 
supplier relationships and 
potentially lead to higher costs 
or supply disruptions. 

Finding the optimal balance 
between early payment 
discounts and maximizing 
payment terms is crucial.

Companies balancing early payment 
discounts and extended terms, can reduce 
their working capital needs by up to 10%

Procter & Gamble (P&G) 
restructured its payment 
terms with suppliers, 
focusing on dynamic 
discounting and optimized 
payment schedules. This 
approach led to a 15% 
improvement in their 
cash conversion cycle, 
significantly enhancing 
their working capital 
position.

Source: The Hackett Group

Source: P&G Financial Reports
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Why Do CFOs Struggle to 
Tackle These Operational 
Efficiencies?
Limited Visibility  
into Operations
CFOs often lack deep insight 
into day-to-day operations, 
which are typically managed 
by other departments. Without 
detailed operational data, 
it’s challenging to identify 
inefficiencies.

Resistance to  
Change
Operational changes 
require buy-in from multiple 
stakeholders. There is often 
resistance from departments 
that fear disruption or loss of 
autonomy, making it difficult 
to implement efficiency 
improvements.

Siloed Organizational 
Structure
Departments often operate 
in silos, focusing on their own 
KPIs without considering the 
broader impact on working 
capital. For example, sales 
may prioritize revenue growth 
without considering the impact 
of extended credit terms on 
receivables.

Focus on Short-Term 
Gains
CFOs are often pressured to 
deliver short-term financial 
results, leading them to 
prioritize immediate cost-
cutting measures over long-
term operational efficiency 
improvements.
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Real-world Examples of 
Operational Efficiency Impacting 
Working Capital

Toyota’s Lean 
Manufacturing 
Approach

General Electric’s 
(GE) Departmental 
Misalignment

Strategy: Toyota pioneered 
the Just-In-Time (JIT) inventory 
system, which aligns production 
schedules closely with demand, 
reducing the need to hold large 
amounts of inventory.

Impact: Toyota’s inventory 
turnover ratio is approximately 
13.04 (2023), compared 
to an industry average of 
8.5. This high turnover rate 
reflects efficient inventory 
management, freeing up 
significant working capital for 
other uses.

Strategy: In the 2000s, GE’s 
sales teams offered extended 
credit terms to secure large 
contracts, while procurement 
overstocked inventory to 
avoid production delays. This 
misalignment led to inflated 
working capital needs.

Impact: GE experienced a 20% 
increase in working capital 
requirements, contributing to a 
$4.7 billion cash outflow related 
to inventory and receivables
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Strategies for CFOs to Optimize 
Operational Efficiency

Strategy 1 

Implementing 
Integrated Business 
Planning (IBP)
IBP is an advanced approach 
to aligning financial and 
operational plans across the 
organization. It integrates sales, 
finance, operations, and supply 
chain planning into a single 
process.

IBP allows CFOs to see the 
impact of operational decisions 
on financial outcomes in 
real-time, enabling proactive 
adjustments to optimize 
working capital.

Unilever implemented IBP 
to synchronize its global 
operations, resulting in a 
20% reduction in inventory 
levels and a significant 
improvement in cash flow.
Source: Unilever Case Study
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Strategies for CFOs to Optimize 
Operational Efficiency

Strategy 2

Leveraging Data 
Analytics for Demand 
Forecasting
Advanced data analytics can 
improve demand forecasting 
accuracy, reducing the need 
for excessive inventory and 
minimizing stockouts.

By leveraging data from 
multiple sources, CFOs can 
more accurately predict 
demand, leading to more 
efficient inventory management 
and improved working capital.

Coca-Cola used predictive 
analytics to refine its demand 
forecasting, resulting in a 
15% reduction in inventory 
levels and freeing up millions 
in working capital
Source: Coca-Cola Financial Reports
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Strategies for CFOs to Optimize 
Operational Efficiency

Strategy 3

Dynamic Discounting 
for Supplier Payments
Dynamic discounting is a 
strategy where companies offer 
early payment discounts to 
suppliers in exchange for better 
payment terms, optimizing both 
payables and working capital.

This strategy not only improves 
relationships with suppliers but 
also enhances working capital 
by optimizing the timing of cash 
outflows.

Johnson & Johnson 
implemented a dynamic 
discounting program, 
resulting in a 5-day reduction 
in its cash conversion cycle 
and significant savings on 
procurement costs.
Source: Johnson & Johnson Financial Reports
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Conclusion Operational efficiency 
is a powerful yet often 
overlooked lever for 
optimizing working capital. 
The examples of Toyota, 
GE, Tesco, and others 
illustrate how efficiency, or 
the lack thereof, can have 
a profound impact on a 
company’s liquidity. 

By implementing 
integrated business 
planning, leveraging data 
analytics, and utilizing 
dynamic discounting, 
CFOs can unlock 
significant value from their 
working capital.
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