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This paper reports the results of an investigation into the ranking order of Working Capital
Management (WCM) components of Small and Medium Enterprises (SMEs) listed on the Alternative
Investment Market (AIM), from the perspective of financial directors. The analyses are based on
questionnaire distributed to 248 AIM listed SMEs. The paper employs the one-way ANOVA and post
hoc test on responses from 72 managers of AIM listed SMEs. The results show differences in the
importance of each component of WCM. First, inventory holding period importance is shown to differ
from that of accounts receivable period, accounts payable period and cash conversion cycle. The
results also show that accounts receivable period importance is different from accounts payable period
and cash conversion cycle. However, there is no difference of importance between accounts payable
period and cash conversion cycle. In terms of ranking order, accounts receivable period is ranked first,
leading to the conclusion that given the limited resources of SMEs, they need to prioritise their WCM
by focusing on accounts receivable period to improve profitability.
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INTRODUCTION
Working Capital Management (WCM) involves the effective
and efficient management of each component of working
capital. These components include: (1) inventory holding
period, (2) accounts receivable period, (3) accounts payable
period and (4) cash conversion cycle (see, Deloof, 2003;
Nobanee and Alhajjar, 2009; Padachi et al., 2010; Afrifa,
2013a). The extant literature shows that each component is
important to the profitability of firms (Garcia-Teruel and
Martinez-Solano, 2007; Christopher and Kamalavalli, 2009;
Lazaridis and Tryfonidis, 2006); however, no previous
research has provided the ranking order of importance of each
component of WCM. In this paper, the views of financial
directors are sort in order to determine how important each
component of WCM is relative to the others. Determining the
relative importance of each component of WCM is important,
particularly for Small and Medium Enterprises (SMEs). This is
because SMEs do not have the necessary resources (e.g.
financial, technology and personnel) to effectively manage all
components of working capital (Tauringana and Afrifa, 2013).
This lack of necessary resources means that SMEs should
rather focus all their efforts in managing the most important
component(s) (Tauringana and Afrifa, 2013). A research by
Gockel and Akoena (2002) and Pansiri and Temtime (2008)
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found that the lack of managerial competence leads to poor
management of SMEs. Abor and Quartey (2010), Saleh and
Ndubisi (2006), Berisha-Namani (2009) all argue that the lack
of equipment and technology hamper the effective
management of SMEs. Agyei-Mensah (2010) argues that both
expertise and the information required to make sound
judgments concerning terms of sales and so on, may not be
available in SMEs. According to Atrill (2006), SMEs often
lack the resources to manage their trade receivables
effectively. Despite the importance of WCM components to
SMEs, Howorth and Westhead (2003) argue that knowledge
and understanding of WCM practices of SMEs is inadequate.
There are many studies which indicate that WCM is very
important to firms’, but more especially SMEs (Weinraub and
Visscher, 1998; Lazaridis and Tryfonidis, 2006; Stephen and
Elvis, 2011). WCM is very important to SMEs because of their
lack of access to credit from the financial markets. As argued
by Padachi et al. (2011) traditional banks and other investors
have been reluctant to offer credit to SMEs for number of
reasons: (1) SMEs are regarded by creditors and investors as
high-risk borrowers due to insufficient assets to provide as
collateral and low capitalisation, vulnerability to market
fluctuations and high mortality rates; (2) information
asymmetry arising from SMEs lack of accounting records,
inadequate financial statements or business plans makes it
difficult for creditors and investors to assess creditworthiness
of potential SME proposals and (3) high administrative/
transaction costs of lending or investing small amounts do not
make SME financing a profitable business. Due to their lack of
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access to the financial markets, SMEs rely on suppliers’ credit
as their main source of credit (Afrifa, 2013a; Padachi et al.,
2010). SMEs reliance on short-term funds makes the efficient
management of working capital crucial for their survival and
growth (Grablowsky, 1984; Pass and Pike, 1987; Padachi,
2006). Also, SMEs maintain high liquidity which makes
WCM very important in relation to profitability (Gill et al.,
2010; Garcia-Teruel and Martinez-Solano, 2007; Raheman and
Nasr, 2007). As argued by Garcia-Teruel and Martinez-Solano
(2007) the management of current assets and liabilities is
particularly important in the case of SMEs because these
companies’ assets are in the form of current assets. Current
liabilities also constitute the majority of the liabilities of a
typical SME. According to Afrifa (2013b), education and
experience enable managers to effectively cater for all
components of WCM therefore improving firms overall
performance. However, these valuable qualities are very much
lacking in SMEs, which makes the management of all four
WCM components somehow impossible as far as SMEs are
concerned. A study by Howorth and Westhead (2003) found
that SMEs focus only on areas of Working Capital
Management where they expect to improve marginal returns.
A research into the ranking order importance of each
component of WCM in SMEs is very crucial given that they
are the strength of almost all economies around the world
(Lukacs 2005; Abor and Quartey 2010; Afrifa, 2013a; Afrifa
2013b; Tauringana and Afrifa, 2013). As argued by Advani
(1997), Levine (2005) and Newberry (2006), SMEs provide a
number of economic benefits to countries around the world.
Throughout the world, SMEs have been recognised as the
engine through which the growth objectives can be achieved.
However, it is often stated that the true benefits of SMEs are
unknown because most SMEs are not registered and are
therefore operating in shadow economy (Lukacs, 2005). One
of the main contributions of SMEs to the economic
development is their ability to create employment (Abor and
Quartey, 2010). According to Caner (2010), both registered
and unregistered SMEs are significant sources in providing
employment. Swierczek and Ha (2003) argue that SMEs are
increasingly seen as creators of new jobs. Lukacs (2005) states
that SMEs provide employment to around 65 million people in
the EU. SMEs are also believed to provide about 85 per cent of
manufacturing employment in Ghana (Abor and Quartey
2010). According to the Department of Trade and Industry
(DTI) (1997), SMEs share of employment in the United
Kingdom (UK) amounts to 54.1 per cent.
The study makes a contribution to literature, policy makers and
owners of SMEs by reporting the results of the WCM
components importance ranking order. Even though the
existing literature based on larger and SME firms has
documented the importance of all components of WCM
(Deloof, 2003; Garcia-Teruel and Martinez-Solano, 2007;
Ramachandran and Janakiraman, 2009; Afrifa, 2013a), there is
no evidence as to the relative importance of each WCM
component. As suggested above, the ranking order of
importance of WCM components is potentially helpful for the
management of SMEs because of their limited resources
(Gockel and Akoena, 2002; Abor and Quartey, 2010). The rest
of the paper is organised as follows; the next section is the
literature review, followed by the data collection and research

methodology. The results and discussion of the study are then
provided. The summary and concluding remarks are presented
last.
LITERATURE REVIEW
Inventory holding period
The extant literature supports the importance of inventory
holding period to firms (Blazenko and Vandezade, 2003;
Capkun et al., 2009; Gill et al., 2010; Mathuva, 2010).
Inventory holding period is calculated by dividing inventory
by cost of sales and then multiplied by 365 (Garcia-Teruel and
Martinez-Solano, 2007; Tauringana and Afrifa, 2013).
Inventory holding period measures the number of days, on
average, that elapse between the purchase of raw materials and
sale of finished product (Afrifa, 2013a). Inventory as a
component of WCM is very important because inventory
represents a substantial amount of both current and total assets
of firms (Tauringana and Afrifa, 2013). According to Mathuva
(2013), inventory represents about 43.92% and 18.17% of both
current assets and total assets respectively. Empirical evidence
shows that good inventory management has a positive impact
on firm profitability (Eroglu and Hofer, 2011). However,
Rajeev (2008) argues that SMEs lack effective and efficient
management of inventory due to insufficient expertise and
financing as compared to larger firms. Good inventory
management will avert production and trading interruptions
(Garcia-Teruel and Martinez-Solano, 2007; Gill et al., 2010).
It will also reduce the risk of stock out situation (Deloof,
2003), prevent a firm from price fluctuations (Blinder and
Maccini, 1991) and save firms from the effects of everincreasing prices because of inflation.
Accounts receivable period
Accounts receivable period measures the time gap between
sale of inventory and collection of the receivable (Afrifa,
2013a; Tauringana and Afrifa, 2013). Accounts receivable
period represents investment in working capital (Martinez-Sola
et al., 2013) and therefore it requires proper management. The
extant literature is in support that accounts receivable affects
firm profitability (Emery, 1987; Mian and Smith, 1992; Paul
and Boden, 2008). An effective and efficient management of
accounts receivable may lead to the reduction in operating and
transaction costs (Ferris, 1981). Accounts receivable can
reduce the stock-related cost including: warehouse storage
cost, insurance, lighting and heating, theft and obsolesce.
Accounts receivable may increase sales (Deloof, 2003),
leading to higher firm profitability. As argued by Nadiri,
(1969) and Blazenko and Vandezande (2003), the main
purpose in granting trade credit is to increase sales. Granting
of trade credit enhances sales by influencing the acquisition of
merchandise at times of low demand (Emery, 1987). Accounts
receivable serves as quality guarantee to buyers, which gives
them time to assess product quality before payment (Smith,
1987; Long et al., 1993).
Accounts payable period
Accounts payable represent an important source of short-term
funds for most firms (Mian and Smith, 1994; Ng et al., 1999;
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Wilner, 2000; Garcia-Teruel and Martinez-Solano, 2010).
Petersen and Rajan (1997) stress that accounts payable is the
single most important source of short-term external finance for
firms in the USA. Accounts payable results from buying
goods/services on credit, i.e. given a time period to make
payment. According to Cunat (2007), accounts payable
represents about 41 per cent of the total debt for Medium-size
UK firms and 35 per cent of Medium-sized US firms. GarciaTeruel and Martinez-Solano (2010) found that the amount of
accounts payable in their sample of UK SMEs was 20 per cent
of their liabilities. Despite the benefit of accounts payable to
firms, it can be inherently costly and therefore requires
effective and efficient management. This may Emanates from
using suppliers as a source of finance, resulting in the loss of
discount for early Payment. A loss of discount may result in
high opportunity cost, depending on the discount percentage
and the discount period received. A research by Ng et al
(1999) found that the most common two part terms are 2/10
net 30. Their results indicated that the combination of the 2 per
cent discount for payment within 10 days of supplies and a net
period ending on 30 defines an implicit interest rate of 43.9 per
cent. For SMEs, accounts payable may be particularly
important given their greater difficulty in accessing capital
markets.
Cash conversion cycle
Cash conversion cycle is the result of adding both the
inventory and accounts receivable, then subtracting accounts
payable (Afrifa, 2013a). The cash conversion cycle is used as a
measure of the efficient management of Working capital
(Richards and Laughlin, 1980; Tauringana and Afrifa, 2013).
It measures the time lag between expenditure for the purchase
of raw materials and the collection of sales of finished goods.
Soenen (1993) asserts that the length of the cash conversion
cycle determines the degree to which the firm must rely on
external financing. Cash conversion cycle is a time dimension
or flow concept, which makes it different from traditional
measures of liquidity. Unlike traditional measures such as
Current Ratio and Quick Ratio that focus on Balance Sheet
values, cash conversion cycle is a dynamic measure of ongoing
management, because it combines both Balance Sheet and
Income Statement data to create a measure with a time
dimension. Nobanee (2009) argues that cash conversion cycle
is particularly useful to SMEs because they usually operate
with fewer financial resources compared with larger
companies, and that shortening the cash conversion cycle
could be one important source of financing for SMEs.
Data Collection and Research Methodology
Data Collection
The survey questionnaire was distributed to 248 Alternative
Investment Market (AIM) listed SME companies. The initial
plan was to distribute the survey questionnaire to all the 250
non-financial SME companies listed on the AIM. However, at
the time of the questionnaire distribution 2 of the companies
had ceased business. Therefore, the survey questionnaire was
sent to 248 AIM listed SME companies. Out of the 248
questionnaires, 7 were returned uncompleted. Therefore, out of
the 79 survey questionnaires returned, 72 questionnaires,
representing 29.03 per cent of the total sample were usable and

therefore could be further analysed. Although the response rate
is low, it is comparable to similar studies involving
questionnaire survey of SMEs (Sainidis et al., 2001; De
Saulles, 2008; Bates, 1995) who reported response rates of
10.6 per cent, 14.4 per cent and 19 per cent respectively. The
questionnaire was designed with the sole purpose of gathering
information on the WCM practices of AIM listed SME
companies. This information was necessary to determine the
WCM components importance ranking order of AIM listed
SMEs profitability. To be able to capture such information, a
five point likert scale questionnaire was used as defined by the
UK Companies Act 2006, section 382 and 465 (see Appendix
2).
Background of Respondents
This section describes respondents’ demographics including
qualification levels, work experience, industry classification
and position (see questions one, two, three and six of the
questionnaire in Appendix 2). The highest educational level of
the respondents was professional qualification with 58%,
followed by master’s degree with 28% and then the last
qualification of respondents was bachelor’s degree with 18%.
However, there were no respondents with either high school or
PhD qualification. The work experience of the respondents
was grouped under five categories: 0-5, 6-10, 11-15, 16-20 and
21-25 years. The upper limit of 25 years means that the
maximum years of work experience of respondents was 25
years. The respondents with work experience ranging between
0 and 5 years had the highest frequency of 34 (47.22%); this
was followed by respondents with work experience between 6
and 10 years with a frequency of 25 (34.72%). Respondents
with work experience of between 11 and 15 came third with a
frequency of 5 (6.94%). Respondents with work experience of
between 16-20 and 21-25 all achieved the same frequency tally
of 4 (5.55%) each. These findings suggest that AIM listed
SME companies have a very high WCM managers turnover
given that the majority of them have been with their companies
for at most five years.
With regard to the positions occupied by respondents within
their companies, a total of 54 (75%) of respondents were the
Chief Financial Officers of their companies, 4 (5.5%) were
accountants, 2 (2.7%) were treasury managers, 9 (12.5%) were
directors, whilst the rest of 3 (4.2%) were company secretaries.
This finding contradicts the study by Solanki (2009), which
found that working capital personnel are mostly the owners of
SMEs themselves. The differences in results can be deduced
from the fact that whilst Solanki’s study concentrated
primarily on unlisted SMEs, this present study focuses on
SMEs listed on AIM. Also, a research by Agyei-Mensah
(2010) in contraction to this study found results which
suggested that SMEs lack qualified accounting staff. He noted
that 60% of the SMEs in his sample had heads of finance
department with little or no accounting background. However,
a this difference is expected given that whilst he researched in
a developing country, this research is based on companies in
developed country – UK. In
terms
of
the
industry
classification, a total of 43 responding companies representing
59.7% were in the service industry, the second industry with
the highest respondents was manufacturing/construction
industry with total respondents of 22, representing 30.5%.
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Agriculture/mining industry achieved the third highest number
with 4 respondents representing 5.5%, followed by
retail/wholesale industry with a total number of 3 respondents,
representing 4.1%. The dominance of service sector companies
is evident in a similar survey in the UK by Cosh and Hughes
(2003), which also reported a large number of companies in
the service sector.

MATERIALS AND METHODS
The Cronbach’s coefficient alpha internal consistency measure
is used for reliability test. The use of Cronbach’s alpha is
based on the fact that it is seen to represent a more efficient
way of assessing reliability (Pavot et al., 1991). The
Cronbach’s alpha will help to answer the question as to what
extent do the tests and/or procedures measure the same
construct in the study with precision. A high internal validity
facilitates a better argument that a relationship is causal whiles
a low internal validity indicates less valid results (Sekaran,
2000). The scale reliability test outcome shows a high
reliability of 0.7471 in a scale of 0 to 1. This suggests that the
instruments used are valid and of a high degree of reliability.
One-Way ANOVA
One-way ANOVA is used to measure the statistical variation
between two economic variables (Quartey 2003). According to
Zikmund (2003), analysis of variance is “the investigation of
the effects of one treatment variable on an interval-scaled
dependent variable; a hypothesis-testing technique to
determine whether statistically significant differences in means
occur between two or more groups”. As argued by Malhotra
et al. (1999), ANOVA is by far the most flexible and widely
used technique of quantitative analysis. One-way ANOVA is
specifically chosen as a statistical methodology to compare the
differences in mean values of the instruments because they are
being measured on an interval scale. The advantages of using
ANOVA come from the following. Firstly, it shows whether
the means of two groups differ in some way although it does
not tell which way those means differ. To determine that, it is
necessary to compare two means at a time. Secondly, it
provides a more sensitive test of a factor where the error term
may be reduced (Cramer and Howitt, 2004).
Post-hoc procedure
Whilst the ANOVA procedure provides a method of rejecting
the null hypothesis and accepting the alternative hypothesis
that groups’ means are not equal, it does not pinpoint exactly
where the significant difference lies if there are more than two
groups (Field, 2005). In order to ascertain whether the means
of the different groups that integrate each of the variables are
significantly different, the pairwise multiple comparisons post
hoc tests is used. There are a number of post hoc tests,
however, there is no clear consensus about which tests are the
most appropriate to use (Cramer and Howitt, 2004). In this
research, the post hoc test of Tukey’s Honestly Significant
Difference (HSD) is used.

RESULTS AND DISCUSSION
Respondents were asked to indicate in a ranking order which
WCM component they give much attention in cases of limited
resources. Table 1 shows the ANOVA results of the ranking
order of importance of each component of WCM in case of

limited resources. Results suggest there is a significant
difference in the ranking order of WCM components of AIM
listed SME companies with F = 16.657, p < 0.01. The
significant result means that in times of limited resources,
SMEs manage components of WCM in a ranking order. The
evidence of a ranking order of WCM components by SMEs is
not a surprise, given that SMEs have limited resources
compared to their larger counterparts.
Table 1. One-Way ANOVA of The Ranking Order of WCM
Components
Between
Groups
Within
Groups
Total

Sum of Squares
59.917

DF
3

Mean Square
19.972

340.528

284

1.199

400.444

287

F
16.657

Sig.
.000

Respondents were also asked to indicate the importance of the
management of each of the four components of WCM to
profitability. The descriptive statistics result of the ranking
order of WCM components is specified in Table 2. The
descriptive statistics results indicate that accounts receivable
period has the highest mean scores of (M = 2.9028, SD =
1.16474), followed by cash conversion cycle with a mean
score of (M = 2.4722, SD = 1.20996), then followed by
accounts payable period with a mean score of (M = 2.4306,
0.96161) and then finally inventory holding period with a
mean score of (M = 1.6389, SD = 1.02511). This pattern
reveals that AIM listed SME companies rank accounts
receivable period higher than all the other WCM components.
The mean score of both the CCC and APP have almost the
same importance as far as SMEs are concerned, meaning they
are ranked by companies almost at par. The results also show
that inventory holding period is the least ranked WCM
component because it achieved the lowest mean score.
Table 2. Descriptive Statistics of The Ranking Order of WCM
Components

IHP
ARP
APP
CCC
Total

N

Mean

72
72
72
72
288

1.6389
2.9028
2.4306
2.4722
2.3611

Std.
Deviation
1.02511
1.16474
.96161
1.20996
1.18122

Std.
Error
.12081
.13727
.11333
.14260
.06960

Minimum

Maximum

1.00
1.00
1.00
1.00
1.00

4.00
4.00
4.00
4.00
4.00

The post hoc test shows that inventory holding period with a
mean score of (1.6389, SD = 1.02511) is ranked significantly
different from that of accounts receivable period with a mean
score of (2.9028, SD = 1.16474) at the 1 per cent level. The
results also indicate that inventory holding period is ranked
significantly different from accounts payable period, which has
a mean score of (2.4306, SD = 0.96161) at the 1 per cent level.
Inventory holding period is again found to be ranked
significantly different from the ranking of the cash conversion
cycle with a mean score of (2.4722, SD = 1.20996) at the 1 per
cent level. From the post hoc test, accounts receivable period is
also found to be ranked significantly different from the ranking
of accounts payable period at the 5 per cent level. Accounts
receivable period is once again ranked different from the
ranking of cash conversion cycle but at the 10 per cent level of
significance. However, there was no significant differences
between the ranking of accounts payable period and cash
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conversion cycle. The above analyses show that although each
components of WCM is important to AIM listed SMEs,
accounts receivable period is relatively more important. This
means that AIM listed SMEs should channel all their resources
into the management of accounts receivable period before any
other component is considered. The evidence of the difference
in importance of WCM component is useful for the
management of SMEs due to their limited resources (Pansiri
and Temtime, 2008; Tauringana and Afrifa, 2013).
Table 3. Post Hoc Test Of The Ranking Order Of WCM
Components
WCM
components
Tukey
ARP
HSD
APP
CCC
ARP
IHP
APP
CCC
APP
IHP
ARP
CCC
CCC
IHP
ARP
APP
The mean difference is ***Significant at
level; *Significant at 0.10 level
WCM
components
IHP

Mean
Std.
Difference
Error
-1.26389***
.18250
-.79167***
.18250
-.83333***
.18250
1.26389***
.18250
.47222**
.18250
.43056*
.18250
.79167***
.18250
-.47222**
.18250
-.04167
.18250
.83333***
.18250
-.43056*
.18250
.04167
.18250
0.01 level; **Significant

Sig.
.000
.000
.000
.000
.050
.087
.000
.050
.996
.000
.087
.996
at 0.05

Summary and Conclusion
The objective of the study was to investigate the WCM
components importance ranking order of SMEs listed on the
AIM, from the perspective of financial directors. Although few
researchers have examined the WCM practices of firms
(Agyei-Mensah 2010; Belt and Smith 1991; Belt and Smith
1992), none has examined the ranking order of these WCM
components. The study was based on 72 responses from a
questionnaire distributed to 248 AIM listed SMEs. Using oneway ANOVA and post hoc test the results show differences in
the importance of each component of WCM. First, inventory
holding period importance is shown to differ from that of
accounts receivable period, accounts payable period and cash
conversion cycle. The results also show that accounts
receivable period importance to profitability is different from
accounts payable period and cash conversion cycle. However,
there is no difference of importance between accounts payable
period and cash conversion cycle. In interpreting the results,
however, some limitations need to be noted. First, the study is
limited to a questionnaire survey response rate of 29.03%,
although it is comparable to other response rates for SMEs
(Sainidis et al., 2001, De Saulles, 2008; Bates, 1995). In spite
of the limitations, taken overall, these results have implications
for both the SMEs and future research on the ranking order of
WCM components. The findings lead to the conclusion that
given the limited resources of SMEs, they need to prioritise
their WCM by focusing on accounts receivable period to
improve profitability.
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Appendix 1.
The UK Companies Act 2006 Section 382 Definition of A Medium and Small Firm
Medium
A turnover of not more than £25.9 million
A balance sheet total of not more than £12.9 million
Not more than 250 employees

Small
A turnover of not more than £6.5 million
A balance sheet total of not more £3.26 million
Not more than 50 employees

Appendix 1.
QUESTINNAIRE ON WORKING CAPITAL MANAGEMENT PRACTICES OF AIM LISTED SMES
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