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Abstract  4 

The study examined the influence of working capital management on the performance of SMEs in 5 

Ghana. Both descriptive and correlational research design was adopted for the study. The annual 6 

financial statements from 2011 to 2015 of SMEs in the Greater Accra, Ashanti and Brong Ahafo 7 

Regions of Ghana were examined. The study adopted availability sampling technique to select four 8 

hundred (400) SMEs. The impact of working capital management on the performance of SMEs in 9 

Ghana was established through the use of Ordinary Least Square (OLS) regression technique. 10 

Average Return on Capital Employed (ROCE) was proxied as the measure of performance whilst 11 

average cash conversion period, average account receivable days, average inventory turnover days 12 

and average account payable days were used as proxies for working capital management. The study 13 

found that cash conversion period, account receivable days and inventory turnover days were 14 

significantly and negatively related to performance. On the other hand, account payable days was 15 

ascertained to have a positive relation with performance. It is thus concluded that effective working 16 

capital management positively impacts on the performance of SMs. The implication of these results is 17 

that by decreasing the cash conversion period, account receivable days and inventory turnover days, 18 

the SMEs can increase their profitability. The study recommends that the SMEs should consider a 19 

reduction in the cash conversion period, average account receivable days and average inventory 20 

turnover days. The SMEs must also consider negotiating for a favourable terms of payments with their 21 

suppliers.  22 

Key Words: Working Capital Management, Components of Working Capital, Return on Capital 23 

Employed Small and Medium-Scale Enterprises, Account Receivable Days, Account Payable Days. 24 

 25 

1. INTRODUCTION  26 

It is noted that albeit, working capital administration gets less consideration in literature than longer 27 

term financing choices. It however takes the major component of the time and attention of 28 

management. [1] found that most firms have a lot of resources invested in working capital. This 29 

means that the management of working capital would significantly affect the performance of firms. 30 

Consequently, [2] observed that most of the resources and assets of many firms are in the form of 31 

current assets. In this way [3] contended that firms must attempt to keep up an ideal level of working 32 

capital that maximizes their value. It is argued that large inventory on one hand and a generous credit 33 

arrangement on the other hand may lead to higher turnover of goods. Nonetheless, [1] contend that 34 

larger inventory decreases the danger of a stock-out and trade credit may actuate deals since it 35 

permits clients to assess item’s quality before paying.  36 

The issue of working capital administration is of unique significance to the small and medium-scale 37 

enterprises (SMEs) [4]. This is on the grounds that, as indicated by [5], SMEs accounts for more than 38 

90% of private businesses and contribute to more than 50% of employment and GDP in most African 39 

countries. In Ghana, [2] reported that small enterprises provide about 85% of manufacturing 40 

employment, contribute to about 70% to Ghana’s GDP and account for about 92% of businesses in 41 

Ghana. Notwithstanding, [6] additionally clarified that SMEs have constrained access to the long-term 42 

capital markets and thus ordinarily have a tendency to depend all the more vigorously on proprietor 43 

financing, trade credit and short-term bank loans to finance their needed investment in cash, accounts 44 

receivable and inventory. It is also provided that the failure rate among small businesses is very high 45 

contrasted with that of large businesses.  46 

In terms of viability of the enterprises, [5] observed that the efficient management of working capital is 47 

critical. This, the author noted can enhance performance, sustainability and competitiveness of these 48 

enterprises. Accordingly, [4] argue that the viability of a business depends largely on its ability to 49 

manage cash, receivables, payables and inventory effectively. As has been noted, lack of attention to 50 

the effective and efficient management of working capital may cause severe difficulties and losses 51 

because of adverse short-run developments even for the firm with favourable long-run prospects. 52 

Consequently, [3] contend that wrong evaluation of the working capital has dire ramifications of a 53 

company’s working capital needs, and may subject creditors and investors to an unanticipated risk of 54 

default. The firm’s financial managers however recognize that all working capital investments do not 55 

enjoy the same life expectancy, nor are they transformed into usable liquidity flows at the same speed 56 

[7]. 57 

The objective of working capital management is to ensure that the relationship shown in the analysis 58 

carried out is due to the effects of the firm performance on working capital management. By reducing 59 
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working capital investment (aggressive policies), it would positively affect the profitability of the 60 

company. This will happen if a firm reduces the proportion of its total assets in the form of current 61 

assets [8]. Alternatively, to earlier belief, investing highly in working capital (conservative policy) may 62 

also affect in high profitability. Most empirical evidence relating to working capital management and 63 

profitability support the aggressive working capital policies because it increases profitability of firms. In 64 

other words, an argument has been made that efforts and resources need to be put into working 65 

capital management because effective management of working capital leads to an improved 66 

performance of a firm.  67 

The anecdotal or absence of observational evidence on the working capital management and its 68 

effect on the performance of firms, in this case SMEs in Ghana is a major motivating force to study 69 

the subject in detail. Other studies ([1], [2], [5] and [8]) have researched into the effectiveness of 70 

working capital management among SMEs in parts of Ghana or sectors of the economy. These 71 

studies used relatively small sample with reference to Ghana. In addition, the foundation of these 72 

studies lacks the empirical evidence and regression analysis to effectively establish the impact of 73 

working capital management on the performance of SMEs in Ghana. This has created a research gap 74 

on how working capital management impacts on SMEs’ performance in Ghana. Consequently, this 75 

study attempts to fill this gap and estimate the relationship among working capital management and 76 

firm performance among SMEs in Ghana.  77 

2. LITERATURE REVIEW  78 

2.1 Concept of Working Capital Management 79 

Usually, decision involving financial management is divided into management of assets (investment) a80 

nd liabilities (source of financing) in the short term and long term. Generally, working capital manage81 

ment focuses on the management of current assets and current liabilities of a firm [1]. In the most wid82 

ely recognized term, working capital can be expressed as sum of owned assets and current assets. In 83 

addition to the above, it discusses the nexus among current assets and liabilities which positively pa84 

rticipate in firm’s investment and financing strategies [6]. In other words, [8] explained that working ca85 

pital is the amount of resources that a business has made available to meet the day to day cash re86 

quirements of its operations. Working capital is the difference between current assets and current lia87 

bilities. Current assets are the resources in cash or readily convertible into cash. Current assets includ88 

e all those assets that in the normal course of business return to the form of cash within a short period 89 

of time, ordinarily within a year and such temporary investment as may readily be converted into cash 90 

upon need [9].  91 

Also called business or operational capital, working capital exhibits great importance in order to afford 92 

company to work with full capacity, continue production uninterruptedly, decreases the risk of liquidity 93 

and not being in difficult situations financially in crisis situations [7]. In terms of management of 94 

working capital, dormant business capital leads to reduction of profitability and accordingly working ca95 

pital deficit leads to the risk of unpaid debts [3]. According to [10], working capital is regarded as life 96 

giving force for any economic unit and its management is considered among the most important 97 

functions of corporate management. Every firm, profit oriented or not, irrespective of size and nature 98 

of business requires necessary amount of working capital. Similarly, [1] contend that working capital is 99 

the most crucial factor for maintaining liquidity, survival, solvency and profitability of business. [5] also 100 

posits that the management of working capital is important to the financial health of businesses of all 101 

types and sizes. According to the author, the amounts invested in working capital are often high in 102 

proportion to the total assets employed and so it is very vital that these amounts are used in an efficie103 

nt and effective way [11]. [3] also noted that a firm can be very profitable, but if this is not translated 104 

into cash from operations within the same operating cycle, the firm would need to borrow to support 105 

its continued working capital needs.  106 

According to [7], there are three type of policies related to working capital: conservative, aggressive a107 

nd moderate policy. Conservative policy is a state where company makes maximum investment in 108 

current assets by sacrificing greater return. Secondly in aggressive or bold policy, maximum investme109 

nt with higher returns is preferred [8]. On the other hand, the moderate policy maintains equilibrium be110 

tween current assets and current liabilities. This implies that current assets ought to be financed with 111 

current liabilities while fixed assets should be financed by long-term liabilities [5]. The author asserts 112 

that when managers formulate policies related to working capital; they should make best mix of aggre113 

ssive and conservative working capital policies. This is because, [12] contend that thoughtful manage114 

ment and control of working capital can guarantee the successful completion of business objectives. 115 

[13] made an observation that firms with improved and managed working capital are capable of 116 

formulating repeated progress to gain competitive advantage over competitors. These firms attempt to 117 

generate finance from inside source and also face minor trouble while generating finance from extern118 

al source. 119 
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The discussion above shows that improving WCM is reasonably important for businesses and organis120 

ations to withstand the impacts of economic turbulence. On the other hand, efficient working capital 121 

management is also essential for companies during the booming economic periods for the reason that 122 

working capital management is related to all aspects of managing current assets and current liabilitie123 

s. In sum, [11] opines that efficient working capital management involves planning and controlling curr124 

ent assets and liabilities in a manner that eliminates the risks of inability to meet due short term obliga125 

tions on one hand and avoid excessive investment in these assets on the other hand.   126 

2.2 Components of Working Capital Management 127 

Working capital management have been approached in numerous ways. Some studies (e.g. [1], [5] 128 

and [10]) examined the impact of optimum inventory management while other authors studied the 129 

management of accounts receivables in an optimum way that leads to profit maximisation. According 130 

to [9], the way working capital is managed has a significant impact on profitability of firms. According 131 

to [3], current asset is the most important component of working capital. [7] observed that a firm may 132 

be able to reduce the investment in fixed assets by renting or leasing plant and machinery, whereas, 133 

the same policy cannot be followed for the components of working capital. The high level of current 134 

assets may reduce the risk of liquidity associated with the opportunity cost of funds that may have 135 

been invested in long-term assets.  136 

Similarly, [11] contends that firms which focus on cash management are larger, with fewer cash sales, 137 

more seasonality and possibly more cash flow problems. While smaller firms focus more on stock 138 

management and less profitable firms focus on credit management routines.  [14] also suggested that 139 

high growth firms follow a more reluctant credit policy towards their customers, while they tie up more 140 

capital in the form of inventory. Meanwhile accounts payables will increase due to better relations of 141 

suppliers with financial institutions which divert this advantage of financial cost to their clients. 142 

According to [1], another component of working capital is accounts payable. [5] argued that delaying 143 

payments  to  suppliers  allows  a  firm to assess the quality of the  products bought, and  can be an 144 

inexpensive and flexible source  of financing for a firm. On the other hand, late payment of invoices 145 

can be very costly if the firm is offered a discount for early payment. [9] argue that trade creditors 146 

mitigate weak  creditor protection and   imperfect information better than  formal  lenders, and  find 147 

that firms in countries with less developed financial markets use informal credit  provided by their  148 

suppliers to finance  growth. 149 

Similarly, according to [15], most firms extensively use trade credit despite its apparent greater cost, 150 

and trade credit interest rates commonly exceed 18 percent. [8] also explained that credit 151 

management seeks to create, safeguard and realise a portfolio of high quality accounts receivable. 152 

Given the significant investment in accounts receivable by most large firms, credit management policy 153 

choices and practices could have important implications for corporate value. Successful management 154 

of resources will lead to corporate profitability [13]. Previous studies have established that the various 155 

components of working capital include accounts receivables, inventories, cash at hand, cash at bank, 156 

accounts payable and other short term obligations.  157 

The optimum level of inventories will have a direct effect on profitability since it will release working 158 

capital  resources which in  turn  will  be  invested in  the  business cycle,  or  will  increase inventory 159 

levels in order to respond to higher product demand [16]. Similarly, both credit policy from suppliers 160 

and credit period granted to customers will have an impact on profitability [7]. Firms may also have an 161 

optimum level of working capital that maximizes their value. On  the  one  hand, large  inventory and  162 

a generous trade credit  policy  may  lead  to  higher sales [12].  Larger inventory reduces the risk of a 163 

stock-out. Trade credit may stimulate sales because it allows customers to assess product quality 164 

before paying [17]. Because suppliers may have significant cost advantages over financial institutions   165 

in providing credit to their customers, it can also be an inexpensive source of credit for businesses 166 

[18]. The flip side of granting trade credit and keeping inventories is that money is locked up in 167 

working capital. 168 

 169 

2.3 Impact of Working Capital Management on Performance  170 

It is incontestable that working capital management is necessary for all firms. However, it is the small 171 

firms that have to address this issue more seriously, given their susceptibility to the instability in their 172 

level of working capital. Most empirical studies relating to working capital management and 173 

profitability support the fact that aggressive working capital policies enhance profitability. [9] examined 174 

the relationship between working capital management and profitability in USA. The authors sampled 175 

88 companies listed on the New York Stock Exchange (NSE). The study covered a period of three 176 

years, from 2005 to 2007. The authors used cash conversion cycle (CCC) as a proxy for working 177 

capital management and also used gross operating profit as a profitability measurement. By the 178 



4 

 

employment of correlation and regression model, the authors observed a statistically significant and 179 

positive relationship between cash conversion cycle and profitability.   180 

Similarly, in Vietnam, [20] assessed the relationship that existed between working capital 181 

management and profitability. The authors also sample the annual reports of 130 listed firms from 182 

2006 to 2008. Both correlation and multiple regression models were applied to establish the 183 

relationship between working capital management and corporate profitability. The study established a 184 

strong negative relationship between components of working capital management (such as account 185 

receivable days, inventory turnover days and cash conversion cycle) and gross operating profit, proxy 186 

for corporate profitability. The authors further found a strong positive relationship between account 187 

payable days and corporate profitability. 188 

In addition, [11] conducted a study to determine the link between working capital management and 189 

performance of Belgian companies. The author found that working capital management was not 190 

associated with performance. Contrasting [11] findings for large Belgian firms, current studies like [7] 191 

and [11] show that shortening the cash conversion cycle improves an SME’s profitability. According to 192 

(9), it cannot be ruled out that the negative relation between WCM and profitability is to some extent a 193 

consequence of profitability affecting WCM, and not vice versa. Indeed, the most plausible 194 

explanation for the negative relation between accounts payable and profitability is that less profitable 195 

firms wait longer to pay their bills. A negative relation between inventory and profitability can be 196 

caused by declining sales, leading to lower profits and more inventories [13]. [21] investigated the 197 

relationship between working capital management and corporate profitability for a sample of 131 198 

companies listed at Athens Stock Exchange for the period 2001 to 2004. The result from correlation 199 

and regression analysis indicated that there was a statistical significant negative relationship between 200 

profitability, measured through gross operating profit, and working capital management, measured 201 

through cash conversion cycle. From those results, they suggested that the managers could create 202 

value for shareholders by handling correctly the cash conversion cycle and keeping each different 203 

component to an optimum level. 204 

In the Pakistani context, [22] investigated the impact of working capital management on the 205 

profitability of 94 Pakistani firms listed on the Islamabad Stock Exchange (ISE) for the period between 206 

1999 and 2004. The authors studied the impact of different variables of working capital management, 207 

including average collection period, inventory turnover in days, average payment period, and CCC on 208 

the net operating profitability of firms. Rahman concluded that there was a strong negative 209 

relationship between working capital ratios and profitability of firms. Furthermore, the authors stated 210 

that managers could create a positive value for the shareholders by reducing the CCC up to an 211 

optimal level. [23] investigated the influence of working capital management on corporate profitability 212 

for a sample of 30 firms listed at Nairobi stock exchange for the period 1993 to 2008. They applied 213 

pooled OLS and fixed effect regression model, their findings suggested statistically significant 214 

negative relationship between accounts collection period and profitability, and they also found 215 

statistically significant negative relationship of profitability measured through net operating profit with 216 

average payment periods and inventory conversion period.  217 

[24] investigated the relationship between working capital management and profitability for a sample 218 

of 3 firms from petrochemical industry for a period of 5 years from 2004 to 2009. Average collection 219 

period, inventory turnover in days, average payment period, cash conversion cycle (CCC), and 220 

current ratio were used as a measure of working capital management, and there effect was studied 221 

on gross operating profitability, a measure of firms profitability. Result of Pearson correlation and 222 

linear regression showed a strong negative relationship between variables of working capital 223 

management and profitability.  224 

In Ghana, the specific studies that attempted to establish the relationship between working capital 225 

management and the profitability of firms are that of [8] and [14]. [8] examined the impact of working 226 

capital management on the profitability of petroleum retail firms in Ghana over a six year period (2008 227 

to 2013). The authors used audited annual reports of five petroleum retail firms in Ghana. By adopting 228 

correlational and regression analysis techniques, authors found that the only component of working 229 

capital that influenced profitability was average payable days. On the other hand, other components 230 

of working capital such as cash conversion cycle, average inventory days and average receivable 231 

days had no impact on the profitability of retail petroleum firms in Kumasi. Similarly, [14] undertook a 232 

study to examine the relationship between working capital management practices and profitability of 233 

listed manufacturing firms in Ghana. The study collected secondary data (annual reports) from 234 

thirteen (13) listed manufacturing firms in Ghana from 2005 to 2009. The authors also found a 235 

significantly negative relationship between profitability and accounts receivable days. However, the 236 

findings further revealed that the cash conversion cycle, current assets ratio, size, and current assets 237 

turnover had a significantly positive relationship with profitability. The studies above provide evidence 238 
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of how working capital management affect profitability of firms. However, the context and scope of 239 

their studies were different from the current study and their findings might be different. This provides a 240 

compelling reason for the conduct of this study.  241 

 242 

3. RESEARCH METHODOLOGY   243 

The study examines the impact of working capital management of SMEs in Ghana. Both descriptive 244 

and correlational research design was adopted for the study. Additionally, the study employed 245 

secondary data collection technique for the study. In particular, the study used the annual reports or 246 

financial statements from 2011 to 2015 financial years of the SMEs. The SMEs included in this study 247 

were those that: kept proper accounting records; had at least three years of financial statements 248 

during the study period and made annual sales or revenue of at least GHS 500,000. The study 249 

adopted convenience or availability sampling technique to select four hundred (400) SMEs from three 250 

regions in Ghana. The regions of the SMEs were carefully chosen to represent the Coastal, Central 251 

and Northern parts of Ghana. The distributions of the respondents from the three regions are: Greater 252 

Accra Region – 200 SMEs; Ashanti Region - 150 SMEs and Brong-Ahafo Region - 50 SMEs. Thus, a 253 

five years annual report of 400 was anticipated to result to 2000 firm year observations. However, 254 

some of the annual financial statements of the SMEs could not be obtained. As a result, the final 255 

sample data, considering missing data consisted a panel data of 1367 observations. The impact of 256 

working capital management on the performance of SMEs in Ghana was established through the use 257 

of Ordinary Least Square (OLS) regression technique.  258 

3.1 Regression Model  259 

A panel econometric or regression technique called ordinary least square (OLS) was used to estimate 260 

the impact of working capital on the performance of SMEs in Ghana.  On the basis of research 261 

objective, variables used in this study and their measurement were largely adopted from existing 262 

literature in order to make a meaningful comparison with prior empirical studies. Return on Capital 263 

Employed (ROCE) was used as the performance variable (dependent variable). However, the 264 

independent or explanatory variable of the model include: Average Cash Collection Period (ACCP); 265 

Average Account Collection Period (AACP); Average Account Payable Period (AAPP) and Average 266 

Inventory Turnover Period (AITP). In addition, other variables such as the size, age and industry or 267 

specific sectors of the SMEs were included so as to control specific factors that may have influence 268 

on performance of the SMEs. Consequently, the basic regression model is expressed as:  269 

ROCE = β0 + β1ACCP + β2AACP + β3AAPP + β4AITP + β5Age + β6Size + β7Ind. + Ԑ  270 

The variables and their explanations are provided in Table 1. 271 

Table 1: Explanation of Variables  272 

Variables  Variable Explanation  A priori 

ROCE  Return on Capital Employed (Proxy for Performance): 
Dependent Variable  

 

ACCP Average Cash Conversion Period: Independent Variable  - 
AACP Average Account Collection Period: Independent Variable  - 
AAPP Average Account Payable Period: Independent Variable + 
AITP Average Inventory Turnover Period: Independent Variable - 
Age  Age of firm (measured by years of business existence): Control 

Variable  
+ 

Size  Natural Logarithm of total Assets: Control Variable + 
Ind. Industry or specific sectors of the SMEs + 
β0, Constant   
β1,β2, β3, β4, …β7 Coefficient of slope of the regression line   
Ԑ The Error Term  

 273 

4. RESULTS AND DATA ANALYSIS  274 

4.1 Descriptive statistics 275 

The summary of the descriptive statistics of the SMEs used for the study is presented in Table 2. As 276 

can be observed from Table 2, the average performance for the dependent variable (return on capital 277 

employed) was GHS 14.2% and the minimum and maximum ROCE were -17.6% and 21.1% 278 

respectively. Additionally, the average measure of performance for the independent variables: 279 

Average Cash Conversion Period; Average Account Collection Period; Average Account Payable 280 

Period and the Average Inventory Turnover Period were 42, 19, 25 and 39 days respectively. In 281 

addition, the average control variables such as the age and size of the firms were 14.6 years and 282 

GHS 119,480.00 respectively.  283 

Table 2: Descriptive Statistics  284 
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Variables  Number of 
Observations  

Mean Minimum Maximum Standard 
Deviation 

NP 1367 24,800 -1,260 79,454 52.365 
ROCE  1367 14.2 -17.6 21.1 14.354 
ACCC 1367 41.5 11.6 98.7 18.875 
ACP 1367 18.1 8.9 51.2 13.581 
APP 1367 24.8 9.4 63.8 16.626 
AITP 1367 39.4 12.9 82.4 29.151 
Age  1367 14.6 6 32 1.324 
Size  1367 119,480 43,700 953,268 17.653 

 285 

4.2 Multicollinearity Test  286 

Before the estimation of the model’s coefficients, the sample data were tested for multicollinearity 287 

through a Pearson correlation analysis. The results of the Pearson correlation analysis among the 288 

variables is presented in Table 3. From Table 3, it can be observed that majority of the cross-289 

correlational coefficients for the independent variables are relatively small. This means that there is no 290 

course for concern about the problem of majority of the independent variables correlating among 291 

themselves.  292 

 293 

 294 

Table 3: Correlation Matrix  295 

Variables  ROCE ACCC ACP APP AITP Age  Size  Ind. 

ROCE  1        
ACCC 0.21* 1       
ACP 0.21* 0.01* 1      
APP 0.13* 0.14 0.34* 1     
AITP 0.39* 0.46* 0.47* 0.08* 1    
Age  0.06 0.02** 0.18** 0.03* 0.02 1   
Size  0.17** 0.01** 0.24* 0.01** 0.01 0.05* 1  
Ind. 0.35* 0.25** 0.58* 0.35* 0.46* 0.01 0.04 1 

* = Significant at 0.01 and ** = Significant at 0.05 296 

 297 

4.3 Regression Results  298 

The empirical results on the impact of working capital management on the performance of SMEs 299 

presented in Table 4 shows that the average cash conversion period is negatively related to 300 

performance (ROCE) and the level of impact is statistically significant. The coefficient of -0.351 301 

indicates that a reduction in cash conversion period leads to an improved performance by 35.1 302 

percentage. This means that when a firm takes shorter period to convert every transaction it 303 

undertook into cash, there will be more cash available. Since cash is observed as the pivot around 304 

which a business revolves, it can be reinvested to more profitable activities and this would result in an 305 

improved performance. This makes sense because if a business runs out of cash, it risks missing 306 

viable business opportunities. An acute cash shortage in a business can eventually result to the 307 

collapse of the business. This result is consistent with [8] who revealed that the ACCP had an impact 308 

on the performance of retail petroleum companies in Ghana. Similarly, [21] and [22] found a 309 

significantly negative relationship between profitability and cash conversion period. 310 

Similarly, the average account collection period is negatively related to ROCE, indicating that a 311 

reduction in the account collection period would result to an increase in performance by 48.4 312 

percentage. The result further indicates that the level of impact is statistically significant. Similarly, the 313 

average inventory turnover period is negatively related to ROCE. This result suggests that less 314 

inventory holding period, limited spoilages and reduced number of expired products leads to less 315 

storage cost, handing cost and pilferages and thus increase in profitability. In addition, the level of 316 

impact inventory turnover period had on performance was statistically significant. This means that a 317 

decrease in inventory turnover period would result in an increased performance. This result confirms 318 

the findings of [20]. [20] found a significantly negative relationships between profitability and account 319 

collection period and inventory turnover period.  320 

The result presented in Table 4 further indicates that the average account payable period is positively 321 

related to performance. With this result, it means that an increase in the account payable period result 322 

to an increase in performance. The positive sign of the account payable period makes economic 323 

sense because, the longer a business delays in paying its suppliers, the higher the level of working 324 

capital it reserves and uses. This eventually would result to an increase in profitability. However, this 325 
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result must be interpreted cautiously because when a firm makes it a habit in paying its suppliers, 326 

there are a number of opportunity or implicit costs incurred. For instance, such businesses risk losing 327 

their credit standings and also lose on the advantage of early settlement discounts. Even though, the 328 

average account payable period positively relates to performance, however, the level of impact is not 329 

statistically significance (p-value = 0.62, which is greater than alpha of 0.05).  330 

With regards to the control variables, the size of the SMEs was ascertained to have a positive relation 331 

with performance. Similarly, age was also positively related to the performance of SMEs. However, 332 

the level of impact of age and size on the performance of the SMEs were not statistically significant. 333 

In addition, the industry or sectors the SMEs belonged to had a significant and positive relationship 334 

with performance. On the other hand, the R
2
 and adjusted R

2
 of the regression model were 0.771 and 335 

0.715. This means that the independent variables accounts for 77.1 percentage point of the variations 336 

in the performance (ROCE) of the SMEs. 337 

The discussions above demonstrate that working capital management impacts on the performance of 338 

SMEs. The results suggests that if management of SMEs spend much of their time to manage 339 

working capital effectively, their performance will also increase. This result is not far from the reality. 340 

This is because, SMEs operate on relative simple business model. Thus, the managers of the SMEs 341 

take decision fast to respond to changing economic trends. This means that if working capital is not 342 

managed well, these business would not be in a position to adjust easily when the need arises.This 343 

lack of flexibility can spell the doom for a business. In Ghana, majority of the SMEs are trading 344 

business, suggesting that they buy and sell at a profit. Thus, they are also on alert to hop to any 345 

business activity that promises good returns. Thus, cash in particular should be available to meet the 346 

needs of such business opportunities. These findings of this result is consistent with prior studies ([8], 347 

[9], [11], [14], [20], [21], [22] and [23].  348 

Table 4: Regression Analysis  349 

Variables  Unstandardized Coefficient  Standardised 
Coefficient  

 
 
t 

 
 

p-value   Beta  Std. Error Beta  

Constant   0.671 2.1318  1.65 0.035 
ACCP -0.351 0.0024 -0.414 2.36 0.043 
AACP -0.484 0.0091 -0.325 1.23 0.007 
AAPP 0.125 0.0087 0.148 3.31 0.062 
AITP -0.114 0.0138 -0.254 1.94 0.041 
Age  0..137 0.0011 0.109 2.58 0.056 
Size  0.194 0.0139 0.883 6.64 0.051 
Ind. 0.241 0.0214 0.326 185 0.016 

 350 

α = 0.05; R
2
 = 0.771; Adjusted R

2
 = 0.715; F-Statistics = 144.9; probability of F-statistic = 0.000 351 

5. CONCLUSION  352 

The study empirically examined the influence of working capital management on the performance of 353 

SMEs in Ghana. Average Return on Capital Employed (ROCE) was proxied as the measure of 354 

performance whilst average cash conversion period, average account receivable days, average 355 

inventory turnover days and average account payable days were used as proxies for working capital 356 

management. Using ordinary least square regression model, the study found that cash conversion 357 

period, account receivable days and inventory turnover days were significantly and negatively related 358 

to performance. These results are associated with the number of days it takes to realise cash flows 359 

from input resources. On the other hand, account payable days was ascertained to have a positive 360 

relation with performance.  361 

The meaning of these results is that by decreasing the cash conversion period, account receivable 362 

days and inventory turnover days, the SMEs can increase their profitability. However, there was no 363 

significant effect of increasing account payable days on the performance (profitability) of SMEs. 364 

Consequently, the implication of the results of this study is that the SMEs can increase their 365 

performance through proper management of their working capital. This study contributes to the body 366 

of knowledge by establishing the influence of working capital management on the performance of 367 

SMEs in Ghana.  368 

Recommendations  369 

1. Based on the findings of the study, it is accordingly recommended that the SMEs must 370 

consider a reduction in the cash conversion period, average account receivable days and 371 

average inventory turnover days.  372 
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2. The SMEs must also consider negotiating for a favourable terms of payments with their 373 

suppliers. However, the SMEs must consider the lost opportunities or benefits that come with 374 

longer account payable period.  375 

3. The managers, owners and accountanst of the SMEs must acquire knowledge on how to 376 

effectively management their working capital. This will sharpen their skills on working capital 377 

managemenrt and eventually leads to improved performance.  378 
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