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Abstract: Family firms are the backbone of the socialist transition to a market-oriented economy in
Laos. Working capital is an important area of finance that has not been widely studied in relation to
family firms’ decision-making. We hypothesize that working capital has a positive cross-lagged effect
on decision-making. The hypotheses were tested on a sample of 779 Laotian family firms from 2016
to 2017 (t1) and from 2018 to 2019 (t2). The analysis was performed using a two-wave cross-lagged
model under structural equation modelling. Our results confirm that working capital (access to
finance, cash, debt financing, inventory, growth, and profitability) has a positive cross-lagged effect on
decision-making. In addition, the findings also suggest that family firms’ early-debt financing could
have a vital influence on decision-making. The practical implications of the results are discussed.
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1. Introduction

Working capital is the key management challenge for all family firms, as it affects their capital
budgeting, liquidity, and profitability [1,2]. In the mainstream debate about challenges to firms, it is
estimated that for 70–80% of family firms, working capital is their greatest problem [3]. Many scholars
have determined that working capital does not only trickle from the optimal stock of capital and
competition, but is also a crucial effect of decision-making [4–6]. Small-scale evidence for family firms
is limited [7], given the difficulty of obtaining reliable data on decision-making during times of financial
market recession. Operational working capital limitations are not always the most rational option;
preferable is the return on assets of family firm performance [8].

As with all growing economies, Laos needs to develop its family firms, which are the key engine
for all Association of Southeast Asian Nations (ASEAN) countries as developing world nations.
As previous studies have noted, ASEAN countries showed high growth in family firms after Laos,
Vietnam, and Cambodia and Myanmar opened their economies in 1986, the early 1990s, and the year
2000, respectively, with the latter decade being of market liberalization globally [9,10]. Moreover,
in terms of gross domestic product since 2018, family firms in Laos have contributed 38.36%, in Vietnam
36%, in Cambodia 36.4%, and in Myanmar 50%. This region is an economic corridor connection that
creates global market liberalization strategies between domestic and foreign trade. Academically,
Eddleston et al. [11] have identified that the effect on working capital and decision-making is seen in
increased liability, liquidity, and return on assets.

Laos is a relatively small country that has kept up with rapid economic growth, with 125,616
(98.8%) family firms and only 196 (0.2%) company enterprises. According to Onphanhdala and
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Suruga [12], Sayvaya and Kyophilavong [13], and Daovisan and Chamaratana [14], promoting family
start-ups is one of the highest priorities in the national socioeconomic development plan. This involves
easing legal aspects, improving access to finance, enhancing competitiveness, and connecting domestic
and international markets. The industrial transformation in Laos is affecting working capital, which
in turn influences wise decision-making [15,16]. However, despite the urgent need to understand
more about family firms in Laos, there is very limited research data available, particularly in terms of
empirical studies.

It is therefore surprising that relatively few studies have examined how working capital affects
decision-making [17,18]; instead, most research has focused on profitability. This finding is consistent
with those of Molly et al. [19], and Yazdanfar and Öhman [20], who showed that family firms prefer
using external capital sources when making debt decisions. This empirical study, however, fails to
account for the importance of access to finance, cash, inventory, growth, and profitability [21–24]. It is
therefore desirable to develop studies on this issue. Hence, it is more important to examine not only
whether, but also why working capital affects decision-making. We examined a large dataset of Laotian
family firms over the 2016–2019 period, analyzed using a cross-lagged model.

The present study adds several contributions to the literature. First, we aim to elicit the importance
of working capital in Laotian family firms. Second, from a financing decisions perspective, we utilize
a two-wave design to test our hypotheses regarding the potential cross-lagged correlation between
working capital and decision-making. The present study specifically employs a two-wave cross-lagged
model for the 2016–2017 period (t1), then continues for the 2018–2019 period (t2). Finally, we consider
theoretical and empirical evidence for developing competing hypotheses of why working capital
affects decision-making, leading to reliable outcomes in certain areas of capital structure decisions.

2. Literature Review

2.1. Family Firms in Laos: Development and Definition

Three transformations in family firm development in Laos have been noted in previous studies [15]:
first, the so-called “public companies”, which appeared in 1975; second, “state-owned enterprises”
which appeared in 1986; and third, “private family firms” (1986–present). Based on the previous
literature, family firms have undergone three historical periods of development, namely the French
colonial, Royal Lao Government, and New Economic Mechanism periods. This development largely
followed industrial regimes changing from a centrally planned economy to a market-oriented economy,
along with the national socio-economic development plan.

Tachibana [16] defined the original Laotian family firms as firms of one or more generation,
with an owner-manager and family managers, a private business, fewer than 19 employees, and an
annual turnover of about LAK400 million Kip (US$45,000). According to prior literature, Laotian
micro, small, and medium-sized enterprises (MSMEs) are defined using various quantitative criteria in
terms of number of employees, business types, and performance [16]. Recent researchers have defined
Laotian MSMEs as consisting of 1 to 99 employees [25]. Specifically, according to the Laos Enterprise
Survey [26]:

• micro-sized enterprises have < 9 employees and turnover ≤ LAK150 million (US$17,000)
• small-sized enterprises have < 19 employees and turnover ≤ LAK250 million (US$30,000)
• medium-sized enterprises have < 199 employees and turnover ≤ LAK400 million (US$45,000)

This study uses quantitative criteria, considering micro-sized enterprises as having 9 employees,
and small-sized enterprises as having 19 employees, with an annual turnover of up to ≤ US$30,000.
Therefore, for the purpose of this study, the definition of family firms adopted by the World Bank [26]
is used and applied to 100% of Laotian family firms.
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2.2. Decision-Making in Family Firms

In an earlier study, we utilized the theory of planned behavior to examine various steps of family
firms’ decision-making [27]. The key ideas of the theory have been linked to entrepreneurial intentions,
existing intentions regarding capital structure, and the career decision to enter a family firm [28].
The standard behavioral finance body of research proposes that financial decisions affect the valuation
of a succession strategy [29]. However, there is substantial evidence that financial decisions are based
on planning behavior, family managerial ability, and reducing the cost of the capital structure [1].
Access to sufficient capital structure is one of the most critical factors that shows the influence of
behavioral control in behavioral decisions. The characteristics of decision-making are that it involves an
independent and single decision-maker, typically a family-owned firm. Moreover, since family-owned
firms are usually the central decision-making entity, they consider multiple finance options and the
impact of motivational elements.

The literature here assumes the existence of the theory of planned behavior, and combines it with
insight from decision-making [30]. The rationale of decision-making relates to how families might seek
to ensure “optimal value,” as the driver of efficient firm growth. Thus, the role of the family has been
shown to significantly affect the capital structure decisions, specifically regarding the strong preference
for financing sources [31]. Indeed, there is an increasing body of literature on financing decisions;
for instance, Zhong and Zhang [32] and Kumar and Preeti [33] found that peer effects, rather than
correlated effects, play a significant role in determining decision-making. In other words, family firms
are highly dependent on a single decision-maker, who determines the firm’s financial logic, ownership
control, and working capital.

2.3. Working Capital

Previous research evidence is based on the analysis of working capital, its determinants, and its
relationship with the family firm’s profitability [34–36]. Shin and Soenen [37] and Padachi [38]
developed a framework for working capital decisions based on the cash conversion cycle, liquidity,
current, and debt financing. Currently, Wasiuzzaman’s [39] study also investigates the effect on
working capital components: that is, accounts receivable and accounts payable. In fact, other studies
such as those of Afrifa and Padachi [36], Bhatia and Srivastava [40], and Stephen and Elvis [41] find
a relationship between working capital, inventory, growth, and profitability. Thus, Tauringana and
Afrifa [42] suggest that working capital should reduce the cost of possible interruptions to production,
reduce liability, and maintain higher inventory and cash-conversion cycle time.

Family firms can also adapt working capital by evaluating the trade-off between the expected
profitability and risk, before deciding the optimal level of investment. However, Peel and Wilson [43]
point out that the modern behavior of finance belief, i.e., deciding to invest in working capital (with
aggressive policies) rather than investing heavily in working capital (conservative policies), may also
result in higher performance. According to García-Teruel and Martínez-Solano [34], working capital is
independent of financial decisions; hence, aggressive and conservative policies have associated costs
and benefits. More recently, Le [44] analyzed a large sample in developing countries during the period
2007–2016. His results confirm a negative relationship between net working capital, firm valuation,
profitability, and risk. Moreover, he finds that less access to capital is also important when investing in
a period economic recovery, as this affects the family firm’s performance.

It is observed that the previous literature has scarcely studied the relationship between working
capital and decision-making in family firms of Laos. Many researchers highlight the importance of
investigating the issue of working capital not only in the context of a certain country, but also in
a specific family firm. Hence, no consensus from empirical studies can be reached regarding the
cross-lagged effects of working capital and decision-making. Consequently, our study aims to fill this
gap and contribute to the literature on working capital and decision-making in socialist transition
economies such as Laos. Next, we develop the research hypotheses in greater detail.
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2.4. Hypothesis Formulation

The theoretical framework used in the present study is shown in Figure 1. Our study tests
a two-wave cross-lagged model that hypothesizes the correlation between working capital and
decision-making. Our study examines six dimensions of working capital: access to finance, cash,
debt financing, inventory, growth, and profitability [34–43]. First, we test a positive correlation between
working capital and decision-making at t1 and t2 for the main hypothesis, and sub-hypothesize a
cross-lagged correlation.

Figure 1. Final cross-lagged model results. Note: β: coefficient; R2: coefficient of determination; ACF:
access to finance; CAS: cash; DEF: debt financing; INV: inventory; GRO: growth; PRO: profitability;
MD: decision-making.

2.4.1. Access to Finance

In this study, we follow the basic assumption of access to finance [44], to underpin our hypotheses.
We hypothesize that access to finance produces the (cross-lagged) results of resource gains for family
firms, and hence leads to decision-making (effect). Similarly, Murro and Peruzzi [21] considered that
access to finance has a positive effect, with values driven by credit rationing and lending relationships,
but they did not use a cross-lagged approach. Based on the above discussion, one main and one
sub-hypothesis are developed for testing:

Hypothesis 1. Access to finance is positively associated with decision-making.

Hypothesis 1a. Access to finance at (t1) has a positive cross-lagged effect on growth at (t2).

2.4.2. Cash

Considerable working-capital research has demonstrated a positive correlation between cash
and decision-making [22]. In numerous studies, cash was found likely to increase the liquidity of
family firms [45–47]. They aimed to understand why the planning, managing, and controlling of
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cash in the capital structure affected decision-making. They studied the increase of cash, typically the
cash-conversion cycle, in order to investigate its relationship with accounts receivable and payable [48].
However, as current studies are all based on a relationship between variables, as noted earlier, they have
not yet hypothesized a cross-lagged correlation. Based on the discussion above, the second hypothesis
and one sub-hypothesis are developed for testing:

Hypothesis 2. Cash is positively associated with decision-making.

Hypothesis 2a. Cash at (t1) has a positive cross-lagged effect on growth at (t2).

2.4.3. Debt Financing

According to the present literature review, researchers [3,39,49] identified two categories of debt
financing: internal and external financial sources. According to Chua et al. [50], and Hillier et al. [51],
new ventures of family firms are often debt financing through loaning, asset-liability, and debt–credit.
Interestingly, they found that family firms have a higher debt-financing preference for risky asset-liability
(e.g., times over net worth, total debt, and interest). Given the competing theoretical arguments, lower
or higher-debt financial agency costs will affect performance in the future marketplace [52]. Based on
the discussion above, the debt-financing effect has not yet been hypothesized in a cross-lagged model.
Hence, the following third hypothesis and two sub-hypotheses are developed for testing:

Hypothesis 3. Debt financing is positively associated with decision-making.

Hypothesis 3a. Debt financing at (t1) has a positive cross-lagged effect on access to finance at (t2).

Hypothesis 3b. Debt financing at (t1) has a positive cross-lagged effect on growth at (t2).

2.4.4. Inventory

A significant portion of earlier research on inventory has been extensively devoted to empirical
research on working capital [53]. A large inventory may increase a firm’s sales and, consequently,
its optimization of stock turnover [23]. At present, a number of studies have reported the impact
of inventory on working capital and operational decision-making [54–56]. This study identified
inventory as consisting of sales growth, return assets levels, average payment period, and cost of goods
sold. This means that a longer inventory (raw materials, work-in-process, and finished goods) does
not readily affect the working capital of family firms. Based on this, the fourth hypothesis and one
sub-hypothesis are developed for testing:

Hypothesis 4. Inventory is positively associated with decision-making.

Hypothesis 4a. Inventory at (t1) has a positive cross-lagged effect on growth at(t2).

2.4.5. Growth

Growth in the family firms refers to liquidity growth, high-growth opportunities, and choices of
investment [57,58]. In the arena of family business research, Saridakis et al. [59] indicated that growth
is significantly associated with revenue and firm performance. This study also suggests that high
growth may bring more working capital gains to liquidity, return on assets, and profitability. We argue
that growth is primarily viewed as its cross-lagged effect on decision-making. Therefore, the fifth
hypothesis and two sub-hypotheses are developed for testing:

Hypothesis 5. Growth is positively associated with decision-making.

Hypothesis 5a. Growth at (t1) has a positive cross-lagged effect on debt financing at (t2).
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Hypothesis 5b. Growth at (t1) has a positive cross-lagged effect on profitability at (t2).

2.4.6. Profitability

In family firms, targeting high profitability is a significant area of business growth; efficient
working capital leads to improved firm performance and competitive advantage [2,8,24,39–41]. In this
study, therefore, we follow the approach used in the previous studies of Afrifa and Padachi [36],
Peel and Wilson [43], Moussa [47], and Prasad et al. [53], which proposes that high profitability
will be sustained; this will help firms avoid the risk of interruption in loaning and debt financing.
Some findings from the aforementioned studies have been consistent, in that family firms achieved a
higher profitability, with optimal levels of inventory, accounts receivable, accounts payable, and the
cash-conversion cycle. A previous study by Shrivastava et al. [60] also defined profitability as a
considerable amount of return on equity, receivable after tax payment, and total assets ratio. A few
studies have based their hypotheses on a two-wave design at t1, and continued at t2, when studying
Laotian family firms. Hence, the sixth hypothesis and one sub-hypothesis are developed for testing:

Hypothesis 6. Profitability is positively associated with decision-making.

Hypothesis 6a. Profitability at (t1) has a positive cross-lagged effect on growth at (t2).

3. Methods

3.1. Sample and Procedure

Data were collected from Laotian family firms for 2016 to 2017 at (t1), and in 2018–2019 at (t2);
the firms were listed in the enterprise survey of Laos [26]. A preliminary survey shows a total of
126,913 firms, comprising 126,717 (99.8%) small firms and 196 (0.2%) large firms. The majority of
family firms are geographically located in Vientiane (32.7%), Savannakhet (21.4%), and other regions
(45.9%). The sectors are classified as the wholesale and retail trade (38.5%), manufacturing (15.4%),
accommodation and food services (13.9%), construction (10.7%), transportation and storage (8.5%),
and others (13%).

We adopted a systematic sampling approach: only the firms which supplied data for the entire
time period (2016–2019) were considered, and firms with lost values/no values were eliminated,
to ensure the data set was consistent. Two criteria were then used to justify the inclusion of a family
firm in the sample. First, family firms had to meet the definition of the Prime Minister’s Decree No. 42,
issued in 2004, with regard to family firm law; this left 78,459 (61.91%) firms as representative of the
whole population. Second, family firms were included in the sample if their data were available for all
three years under investigation, from 2016 to 2019. This gave a total of 30,512 (24.07%) family firms and
10,394 (8.20%) non-family firms. Finally, after deletion of missing data, the sample size consisted of 779
Laotian family firms, which were used to test our hypothesis with a two-wave cross-lagged analysis.

The structured interviews included a validity scale adopted from the relevant literature, and a
mean expert rating was conducted to test its accuracy. To ensure the validity of the structured interviews,
we selected three professional experts on working capital in family firms, to check that the index of
items was objectively congruent in a pilot test. At t1, the structured interviews, including questions on
demography, working capital components (access to finance, cash, debt financing, inventory, growth,
profitability) and decision-making, were conducted with the family firms during the period from
1 December, 2016 to 1 December, 2017. At t2 the structured interviews again took place, including the
same participants and variables, except demographic variables, held between 1 December, 2018 and
1 December, 2019 (i.e., 1 year after t1).
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3.2. Measures

3.2.1. Latent Variable

Decision-Making

We used decision-making as the latent variable in our study. We measured decision-making by
utilizing a scale developed and validated by Koropp et al. [1], and Romano et al. [61]. Our structured
interview gauged three dimensions: external debt, internal fund, and external equity. Respondents
were also asked to respond to the questions: “How does external finance (bank debt) affect your
decision-making?”, “Does your internal fund affect your decision-making?”, and “Do you intend to
use external equity for the family firm investment and decision-making?” All participants were asked
to rate a seven-point Likert scale from 1 (do not agree) to 7 (completely agree). The Cronbach’s α
coefficient for decision-making was 0.841 at t1 and 0.865 at t2.

3.2.2. Observed Variables

Access to Finance

Measuring access to finance consisted of credit rationing and lending relationships [44], which
were developed and validated. Examples of questions include “Are external finance sources significant
for your family firm?” and “What is your rationale for lending external finance?” Access to finance was
measured with 15 items, with a seven-point Likert scale, ranging from 1 (do not agree) to 7 (completely
agree). The Cronbach’s α of access to finance was 0.870 at t2 and 0.887 at t2.

Cash

Cash was developed and validated by Martínez-Sola et al. [48]. At each wave of data collection,
the accounts receivable and accounts payable balance were addressed by the questions: “How do
you manage your accounts receivable for the cash-conversion cycle?” and "How do you manage your
accounts payable for the cash-conversion cycle?” Cash was measured by 15 items, using a seven-point
Likert scale from 1 (do not agree) to 7 (completely agree), with Cronbach’s α for the scale being 0.771 at
t1 and 0.820 at t2.

Debt Financing

Debt financing items were based on those developed by Chua et al. [50], and Hillier et al. [51].
At each wave of data collection, loaning, asset-liability, and debt–credit was also examined by
the questions: “Do you use a wide range of external loaning in your family firm?”, “Have you
considered the use of internal asset-liability?”, and “How well does your lending interest rate perform?”
The Cronbach’s α for the 15-items, assessed from 1 (do not agree) to 7 (completely agree), was 0.890 at
t1 and 0.905 at t2.

Inventory

Current research seems to validate the measure that inventory is consistent with sales growth,
return assets level, average payment period, and cost of goods sold [23,54]. Respondents were also
asked to respond to the questions: “Do your sales grow each year?”, “How long have you had return
assets levels?”, “How do you maintain your inventory?”, and “How well does the inventory perform
on cost of goods sold each year?” Inventory was measured by 15 items, with a seven-point Likert scale
from 1 (do not agree) to 7 (completely agree). The Cronbach’s α in the current sample was between
0.814 at t1 and 0.910 at t2.
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Growth

Growth was taken from current research [57,58], with our measures based on liquidity growth,
high-growth opportunities, and investment choices. Questions include: “Does liquidity grow each
year?”, “Does your family firm have a high-growth opportunity?”, and “Do investment choices affect
your decision-making?” Growth was measured by 15 items, with a seven-point Likert scale, ranging
from 1 (do not agree) to 7 (completely agree). The index has a Cronbach’s α of 0.820 at t1 and 0.925 at t2.

Profitability

Profitability measures were developed and validated by Shrivastava et al. [60], consisting of gross
operating income, which was measured as sales growth and revenue. Participants were asked to
answer this question: “When a firm has mainly financial assets on its balance sheet, will its operating
activities contribute to return on assets?” Profitability was measured by 15 items, with a seven-point
Likert scale from 1 (do not agree) to 7 (completely agree). The reliability of this scale was high, with a
Cronbach’s alpha of 0.889 at t1 and 0.910 at t2.

3.3. Cross-Lagged Model

To identify the effects between working capital and decision-making, a two-wave cross-lagged
model was used in this study. The cross-lagged model conducts a two-wave measurement at different
time points, representing a score at time (t) as the score variation at time at (t − 1) [62]. Thus, this model
is particularly appropriate for analysis of occasion-to-occasion transmission data where the score at (t2)
depends on the score at (t1). The parameter values of the measure at each time point against the same
measure at the previous time point are called the “autoregressive coefficient”. Then, we construct the
score at (t1) and (t2) based on the bivariate autoregressive cross-lagged model [63]. We start with an
analogous equation of a cross-lagged model:

yi (t) = β1yi (t − 1) + β2zi (t − 1) + ei (t) (1)

zi (t) = γ1zi (t − 1) + γ2γi (t − 1) + ri (t) (2)

where γi (t) represents the outcome of variables on γ for individual i at (t), and zi (t) is presented as z for
i at (t). Thus, yi (t − 1) and zi (t − 1) are measured at (t − 1), and ei (t) and ri (t) are the residuals for i at (t).
To estimate the coefficients, β1 and γ1 are the autoregressive parameters, while coefficients β2 and γ2 are
the cross-lagged parameters at (t) from the others at (t − 1). In our model, autoregressive cross-lagged
relations were repeated latent variables rather than the observed scores. The observed scores are
summed composites of multiple indicators (items); the assumption of measurement invariance across
time can be tested, and retains the same interpretation across the waves.

3.4. Analyses

To test our hypotheses, we analyzed the two-wave cross-lagged model results using Stata 15.1 [64].
Before the analysis, we tested whether the observed variables showed any problems regarding the
normality assumption of the cross-lagged model. As a model for the test of time-varying paths,
each coefficient of the autoregressive paths of latent variables, working capital, and decision-making
cross paths was constrained to be equal. For the evaluation of the model’s goodness of fit, the chi-squared
fit index is highly sensitive to sample size: the value of the root mean square error of approximation
(RMSEA) is 0.050, and the values of the comparative fit index (CFI) and Tucker Lewis index (TLI) are ≥
0.950 [65,66]. The coefficient of determination (R2) ranges from 0 to 1, and represents the complete
model’s predictive accuracy; it relies on a “rough” rule of thumb, regarding an acceptable value as
between 0.50, p < 0.05 and 0.75, p < 0.01 [67].
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4. Results

4.1. Descriptive Data and Cross-Lagged Correlations

Before examining the cross-lagged model, we tested the descriptive data and correlation matrix.
The present study involves 487 (62.51%) family managers and 292 (37.49%) owner-managers. Among
these respondents, 697 (89.47%) were married and 82 (10.52%) were single. Furthermore, 405 (51.98%)
had been educated to high-school level, 211 (27.08%) had attended vocational school, and 153 (19.64%)
had a bachelor’s degree. In all, 351 (45.05%) had work experience of between one and five years,
257 (32.99) between six and ten years, and 171 (21.95%) over 11 years. The descriptive statistics and
correlation of all variables are presented in Table 1. All variable correlations in a two-wave cross-lagged
model, which were the main focus in the present study, indicate that access to finance at t1 correlated
with t2 (r = 0.129, p < 0.05). The higher cross-lagged correlations of cash at t1 correlated with t2

(r = 0.510, p < 0.01). Debt finance at t1 correlated with t2 (r = 0.337, p < 0.01). However, the association
of inventory t1 correlated with t2 (r = 0.207, p < 0.01). In addition, the growth at t1 was not correlated
significantly at t2 (r = 0.056). Finally, we found that profitability at t1 correlated with t2 (r = 0.360,
p < 0.01).

Table 1. Descriptive statistics.

1 2 3 4 5 6 7 8 9 10 11 12

t1
1. ACF 1
2. CAS 0.208 * 1
3. DEF 0.350 * 0.255 * 1
4. INV 0.411 ** 0.492 ** 0.250 * 1
5. GRO 0.200 * 0.571 ** 0.203 * 0.180 * 1
6. PRO 0.611 ** 0.175 * 0.489 ** 0.557 ** 0.601 ** 1

t2
7. ACF 0.129 * 0.327 * 0.503 ** 0.257 * 0.244 * 0.211 * 1
8. CAS 0.700 ** 0.510 ** 0.309 ** 0.130 * 0.097 0.380 ** 0.441 1
9. DEF 0.450 ** 0.289 * 0.337 ** 0.531 ** 0.201 * 0.562 ** 0.346 ** 0.303 ** 1
10. INV 0.133 ** 0.260 * 0.541 ** 0.207 * 0.395 ** 0.191 * 0.160 * 0.239 * 0.590 ** 1
11. GRO 0.045 0.047 0.302 ** 0.195 * 0.056 0.219 * 0.350 ** 0.148 * 0.422 ** 0.078 1
12. PRO 0.375 ** 0.092 0.066 0.201 * 0.433 ** 0.360 ** 0.301 ** 0.011 0.119 ** 0.470 ** 0.230 * 1

Mean 0.459 0.539 0.334 0.255 0.430 0.322 0.477 0.391 0.010 0.149 0.201 0.305
SD 0.716 0.771 0.611 0.414 0.692 0.605 0.580 0.820 0.289 0.345 0.503 0.269
% 10.501 5.870 40.650 15.844 40.319 6.881 21.467 8.190 60.053 6.920 23.651 5.409

Note: * p < 0.05, ** p < 0.01; SD: standard error; %: proportion of total working capital; ACF: access to finance; CAS:
cash; DEF: debt financing; INV: inventory; GRO: growth; PRO: profitability.

4.2. Preliminary Analysis

The results path model at t1: χ2 = 643.750; df = 412; p < 0.05; CFI = 0.951, TLI = 0.958, RMSEA =

0.287. Looking at the cross-lagged effect, guilt at t2: χ2 = 771; df = 524; p < 0.05; CFI = 0.962, TLI =

0.965, RMSEA = 0.256. As can be seen in Table 2, all coefficients of the cross-lagged path model are
shown at t1 and t2.
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Table 2. Comparison of alternative models at t1 and t2.

χ2 df TLI CFI RMSEA ∆χ2 ∆df p

t1
ACF 500.519 323.668 0.963 0.971 0.008 — — —
CAS 611.110 229.164 0.961 0.951 0.006 212.339 29.411 0.153
DEF 560.519 423.668 0.961 0.959 0.005 179.416 27.556 0.158
INV 504.308 323.022 0.955 0.955 0.005 128.667 28.001 0.068
GRO 578.544 273.102 0.956 0.963 0.006 205.153 28.950 0.211
PRO 604.519 244.658 0.955 0.963 0.006 210.382 30.336 0.094

t2
ACF 609.001 323.121 0.965 0.984 0.005 — — —
CAS 694.519 223.998 0.959 0.971 0.004 203.937 32.445 0.194
DEF 670.210 244.519 0.951 0.961 0.003 190.172 31.151 0.251
INV 609.890 223.115 0.950 0.962 0.003 203.035 30.169 0.093
GRO 624.923 209.651 0.967 0.979 0.005 215.994 34.112 0.117
PRO 710.519 323.344 0.960 0.975 0.004 229.422 33.567 0.136

Note: χ2: chi-squared; df : degrees of freedom; TLI: Tucker–Lewis index; CFI: comparative fit index; RMSEA:
root mean square error of approximation; ACF: access to finance; CAS: cash; DEF: debt financing; INV: inventory;
GRO: growth; PRO: profitability.

4.3. Cross-Lagged Model Results

Table 3 presents the coefficients among all study variables at t1 and t2. This results in an acceptable
model fit to the data: χ2 = 821.038; df = 603; p < 0.01; CFI = 0.975, TLI = 0.981, RMSEA = 0.001.
The results indicate that working capital affects decision-making from t1 to t2 (R2 = 0.831, p < 0.01).
To account for this, we found access to finance (R2 = 0.652, p < 0.01), cash (R2 = 0.421, p < 0.05),
debt financing (R2 = 0.598, p < 0.01), inventory (R2 = 0.557, p < 0.01), growth (R2 = 0.713, p < 0.01), and
profitability (R2 = 0.904, p < 0.01).

Table 3. Cross-lagged model results at t1 and t2.

Wave (t1) Wave (t2)

β (SE) 95% CI β (SE) 95% CI

ACF 0.210 * (0.156) [−0.053, 0.161] 0.458 ** (0.501) [−0.032, 0.198]
CAS 0.052 * (0.002) [−0.185, 0.029] 0.218 * (0.188) [−0.036, 0.185]
DEF 0.029 * (0.266) [−0.094, 0.181] 0.750 ** (0.266) [−0.005, 0.201]
INV 0.015 * (0.011) [−0.123, 0.091] 0.309 ** (0.118) [−0.133, 0.080]
GRO 0.315 ** (0.487) [−0.036, 0.176] 0.237 * (0.501) [−0.008, 0.261]
PRO 0.207 ** (0.504) [−0.035, 0.178] 0.632 ** (0.411) [−0.052, 0.160]
R2 0.478 0.831

Adjusted R2 0.394 0.760

Note: * p < 0.05, ** p < 0.01; SD: standard errors; β: coefficient; 95% CI: confidence intervals; R2: coefficient
of determination; ACF: access to finance; CAS: cash; DEF: debt financing; INV: inventory; GRO: growth;
PRO: profitability.

4.4. Hypothesis Testing

The results from the two-wave cross-lagged model at t1 and t2 are displayed in Table 4. When
testing our hypotheses, we found that access to finance has a positive effect on decision-making
(β = 0.458, p < 0.01), thus supporting H1. To continue, H2 posits that cash has a positive effect on
decision-making (β = 0.218, p < 0.05), which is supported. H3 presumes that debt financing has a
positive effect on decision-making (β = 0.750, p < 0.01), and is also supported. The inventory has a
positive effect on decision-making (β = 0.309, p < 0.01), thus supporting H4. The results show that
growth (β = 0.273, p < 0.05) has a positive effect on decision-making, also supporting H5. Given the
relatively strong effects of profitability on decision-making (β = 0.632, p < 0.01), this supports H6.
The results for the cross-lagged model at t1 and t2 are presented in Figure 1.
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Table 4. Summary of hypotheses.

β p - Value Effect

Hypothesis 1
(H1) ACF→MD 0.458 ** +

(H1a) ACF (t1)→ GRO (t2) 0.209 * +
Hypothesis 2

(H2) CAS→MD 0.218 * +
(H2a) Cash (t1)→ GRO (t2) 0.371 ** +

Hypothesis 3
(H3) DEF→MD 0.750 ** +

(H3a) DEF (t1)→ ACF (t2) 0.179 * +
(H3b) DEF (t1)→ GRO (t2) 0.517 ** +

Hypothesis 4
(H4) INV→MD 0.309 ** +

(H4a) INV (t1)→ GRO (t2) 0.205 * +
Hypothesis 5

(H5) GRO→MD 0.273 * +
(H5a) GRO (t1)→ DEF (t2) 0.203 * +

(H5a) GRO (t1)→ PRO 0.261 * +
Hypothesis 6

(H6) PRO→MD 0.632 ** +
(H6a) PRO (t1)→ GRO (t2) 0.206 * +

Note: * p < 0.05, ** p < 0.01; β: coefficient; +: positive effect: ACF: access to finance; CAS: cash; DEF: debt financing;
INV: inventory; GRO: growth; PRO: profitability; MD: decision-making.

5. Discussion

Working capital represents a central challenge to family firms in the Laos context. To better
understand this issue, we tested the effect of working capital on decision-making from 1 December
2016 to 1 December 2017 at t1, and continued to test from 1 December 2018 to 1 December 2019 at t2,
in a two-wave cross-lagged model. Thus, the present study confirms that in our sample of family firms
in Laos, working capital has positive cross-lagged effects on decision-making. There are a number
of possible explanations why a cross-lagged effect between access to finance, cash, debt financing,
inventory, growth, and profitability would lead to increased levels of decision-making. Overall, these
study results are consistent with Le [8], Singhania and Mehta [24], Afrifa and Padachi [36], Moussa [47],
and Prasad et al. [53], yet they provide stronger evidence that working capital is a significant driver of
strategic decision-making.

This finding supports current studies, such as those of Garcĩa-Teruel and Martĩnez-Solano [2],
Molly et al. [19], Singhania and Mehta [24], Michiels and Molly [31], Afrifa and Padachi [36], Tauringana
and Afrifa [42], and Moussa [47]. This result means that the most suitable conditions for any family firm
to optimize its working capital influence that family firm’s decision-making [68]. The results are similar
to those found in previous studies that focused on family firms [17,18,29,30]; the analyses confirm the
important role of working capital in value, as can be seen in the positive sign for decision-making.

We found that access to finance has a positive cross-lagged effect on growth and decision-making,
therefore confirming H1, and supporting the initial idea that higher levels of access to capital are
positively related to intuitive decisions. However, our study also confirms that the pathway from
access to finance to growth is consistent with the results of Murro and Peruzzi [21], Osano and
Languitone, [44], and Salehi et al. [45]. These findings are also in line with the assertion of Cowling
et al. [69], who found that access to finance, in terms of credit rationing and lending, affect financial
decisions. Thus, if family firms have more access to finance sources, this might interfere with their
ability to make decisions. This result may have occurred because access to finance is focused on
the stock of structure capital decision-making and performance, while firms are intending to grow
asset-liability, external debt financing, and credit risk.



Sustainability 2020, 12, 2658 12 of 16

Cash also has a positive effect on decision-making; hence, H2 is partially supported. Therefore,
the results of this study show that there is a significant correlation between cash and decision-making,
which is consistent with the findings of Salehi et al. [45]. The extreme version of family firms would
be Nagar and Sen’s [70] notion of operating the cash-conversion cycle, where liquidity exists in
working capital. The results also indicated that the cash is necessary for family firms to engage in a
cash-conversion cycle [71]. Along the same lines, Moussa [47] found a significant positive effect when
operating cash with decision-making, which will increase generated liquidity and lower the demand
for working capital. We have found marginal support for this hypothesis, and on further analysis have
found that family firms which are increasing the cash-conversion cycle in Laos engage in this kind of
decision-making behavior.

Debt finance showed a significant positive effect on decision-making, which still supports H3.
Empirically, prior studies have demonstrated that external debt financing levels are positively affected
by decision-making [3]. At first this result appears to be related to most literature, considering the
idea that higher debt financing is a rational decision for family firm profitability. Similarly, Cole and
Sokolyk’s [3] results confirmed that while debt financing is likely to achieve higher levels of revenue
three years after firm’s start-up, it has no effect on survival and decision-making. These findings
indicate that family firms tend to have business debt regarding working capital, leading to similar
indebtedness [49]. According to Molly et al. [19], debt financing indirectly affects the total debt rates
(short-term and long-term) and debt decisions in family firms.

The results revealed a highly positive correlation effect between inventory and decision-making;
therefore, H4 is supported. These results confirmed the findings of previous studies conducted by
Benmamoun et al. [23]. Hence, family firms in times of sales growth tend to have a higher return assets
level, average payment period, and cost of goods sold. Similarly, previous studies have reported a
positive effect on the working capital turnover and inventory turnover [72]. These findings can be
interpreted to mean that family firms with higher working capital rely more on inventory to meet
their stock of capital needs, which will lead to improved performance. Moreover, Serranoet al. [73]
also suggest that the cost of capital in inventory decisions may lead to holding costs for large orders,
cost for the shareholder, and financial variability.

Growth has a significant effect on decision-making, meaning that H5 is supported; that is, growth
has a positive cross-lagged effect on debt financing and profitability. These findings indicate that there
is an optimal liquidity growth, high-growth opportunities, and investment choices, which maximize
decision-making [59,73]. This might be due to the growth in Laos; thus, it is important to contextualize
our results with the degree of family firm growth [5,12,14,16]. Meanwhile, in other countries (e.g.,
in continental Asia), the growth in family firms is related to working capital and decision-making [11].
These findings mean that high levels of growth will force family firms to make more interest from
working capital, resulting in a cash-conversion cycle, future investment choices, and a competitive
advantage [74].

The results also illustrated a highly significant positive correlation between profitability and
decision-making, which supports H6. These findings confirm those of previous studies conducted
by Singhania and Mehta [24], Wasiuzzaman [39], Stephen and Elvis [41], and Prasad et al. [53].
The results show that family firms with higher profitability rates would have increased gross operating
income and return on assets, and lower levels of external debt financing. Contrary to the findings of
Garcĩa-Teruel and Martĩnez-Solano [3], and Le [8], these results reveal that working capital investment
holds optimistic expectations for family firms with higher profitability, such as in return on assets
and liquidity. The results suggest that the profitability of investment issues is industry-specific,
with different conditions for firms in difference industries [20].

6. Conclusions

The study examined the effect of working capital on decision-making in family firms of Laos,
using a two-wave cross-lagged model, with six hypotheses and eight sub-hypotheses for testing.
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The results of the current study confirmed that working capital has a positive and cross-lagged effect
on decision-making. Prior to the application of the cross-lagged data, we found that the success of
working capital in the family firms largely depends on access to finance, cash, debt financing, inventory,
growth capital, and profitability with regard to its effects on financial decision-making in family
firms. This empirical result supports the findings of Le [8], Daovisan and Chamaratana [14], Michiels
and Molly [31], Afrifa and Padachi [36], and Wasiuzzaman [39]. A significant positive correlation
was found between working capital and decision-making of the sampled family firms, which is in
line with and supports the earlier research [1]. Therefore, optimal working capital is the key factor
in moving towards family firms’ decision-making; thus, they should reduce external debt, provide
optimal internal funds, and support an external equity nexus.

6.1. Research Implications

Our study has important managerial implications. It indicates that if family firms hold a highly
optimal stock of working capital, this has a major effect on decision-making. This implication is very
important for families and owner-managers in enhancing their family firms, in that it is relevant
to associate working capital with access to finance, cash, debt financing, inventory, growth, and
profitability. This judgment coincides with earlier research [1], where there is a common finding that
working capital [8,39,43] is significantly associated with decision-making. Although these practical
implications may be contradictory at first glance, the cross-lagged data can be supported by studying
the effects of cash holding decisions, evaluating working capital capability, perceiving behavioral
control, growing opportunities, and the capital–profitability nexus.

Our study has also tried to bridge the gap between theoretical work on working capital’s
effect on decision-making [1,8,17,19,30]. Most of the existing literature focused on the level of
countries [8,24,31,40] or a set of companies [38,39,41]. However, our results showed that there are no
ideal forms of working capital and decision-making, as the previous literature has stated [1,17,30].
Further, our study encourages family firms to be mindful of the optimal stock of working capital gains,
family firms’ performance, and growth opportunities in their financial choices, rather than relying on
risky asset-liability and external debt financing.

6.2. Limitations and Future Research

This study was limited to the analysis of panel data for the period of 1 December 2016 to
1 December 2017 at t1, and the follow-up from 1 December 2018 to 1 December 2019 at t2 (i.e., 1 year
after t1). The study sample comprised 779 Laotian family firms. As a result, conclusions drawn from
this study may not be fully generalizable to family firms from different groups in other countries.
Therefore, future research should investigate generalizations of the transition family firms. Furthermore,
the current design, a cross-lagged study, is not the optimal way of establishing whether working capital
of all family firms has reliably led to success in financial decision-making. These practices have been
mapped by operational financing decisions [1,17,30], which considerably affect family culture, family
cohesion, emotional attachment, financial attitudes, perceived behavioral control, and financial choices.
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