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Abstract

Working capital is an important component in every business despite the nature and size. Working capital management assists
managers to ensure that there is no mismatch between cash receipts and disbursements as this can disrupt operation of a
company. Having liquid cash does not imply that the company is profitable neither does be profitable imply that a company is
liquid. Hence, working capital management ensures that there is a tradeoff between profitability and liquidity. The
supermarkets play an important part in the economy of the country as they contribute both directly and indirectly to the GDP
of the country. They interact directly with the major players and are also a source of employment for both skilled and
unskilled employees. Due to this interaction, their performance has a ripple effect since it will directly or indirectly affect
them. The study sought to examine the effect of working capital management on the financial performance of supermarkets in
Mombasa County. Independent variables identified for the study were cash management, accounts receivables management,
accounts payable management and inventory management while financial performance was the dependable variable.
Descriptive research design was adopted and a sample size of 124 respondents was identified from whom primary data was to
be collected but only 73 responded. Questionnaires were administered to collect the primary data which was analyzed with the
help of SPSS. Descriptive statistics; Mean and standard deviation, and inferential statistics; correlation analysis and
regression analysis were used to determine the relationship between the dependent variable (financial performance) and the
independent variables (cash management, accounts receivables management, accounts payables management and inventory
management). The results from the study indicated that working capital management affects financial performance of
supermarkets in Mombasa County. Cash management, accounts payables management and inventory management had a
positive and significant relationship to financial performance while accounts receivables had a negative and insignificant
relationship. The study recommended that all variables should be effectively and efficiently managed to ensure that those
which positively affect financial performance are improved and those which negatively affected financial performance are
limited.
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1. Introduction

Working Capital Management is an area of great interest to all companies. Capital is the lifeblood of all businesses irrespective
of their area of operation. It is an everyday necessity for any business because it keeps the business running. While market trend
change and customer preference shift, one thing is immutable; cash remains king (Bryk, 2013) Management of capital generally,
is crucial for the success of a business as the adequacy of cash and other current assets, together with their efficient handling,
virtually determines the survival or extinction of a business concern (Smirat, 2016.) He further asserts that capital needs to be
efficiently managed and allocated to meet routine business objectives. Understanding a company’s cash flow health is essential to
making investment decisions and a good way to judge a company’s cash flow is to look at WCM. Finances are scarce resources.
As Bryk, ( 2013) assert, companies primarily focused on accessing financing externally, may be overlooking a large , hidden
source of capital; their own balance sheets. The financial manager’s objective is to allocate it effectively and efficiently to ensure
optimal use of the available cash in a way that maximizes its operation.

Increased competition between firms in Kenya has put pressure on profit margins in a time where corporate failures tend to
increase. Mwangi, Makau and Kosimbei (2014) ascertain that it has paved the way for companies to give attention to working
capital management to gain competitive advantage. Soyemi and Olawale (2014) describes working capital management as a
sensitive area in the field of financial management as decisions made on the various components of working capital address the
daily operations of a business. If these components are not efficiently taken care of, managers will spend more time addressing
problems and issues that would arise on poor decisions. After years of working capital deterioration, companies have realized that
optimizing working capital is crucial and failure to manage it properly can have serious impact on their ability to fund the day to
day operation (Smid & Windaus, 2015).
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Every firm is formed with the intention of being a going concern as well as be profitable. Liquidity contributes to the going
concern of the firm as it is able to meets its short term obligation as they fall due but it does not necessary guarantee profitability.
This is because a company can have cash and not be profitable. Working Capital Management comes in to create a balance
between profitability and liquidity. The gap between cash expenses and cash collection enhances liquidity position and
profitability, leading to overall business growth over a period of time (Brinchk, Soeren & Gemuended, (2011).

2. Research Problem

Appropriate management of working capital connotes a liquid company which is able to meet its expenses when they are due.
It also ensures that there is an optimal efficiency between cash inflows and cash outflows. Companies work around the various
elements of working capital management to strike a balance between profitability and liquidity. Key players in the retail industries
have been experiencing cash crunch which has resulted to some of their branches to close down as suppliers have withdrawn their
services to the retail stores leading to empty shelves. Others have sued supermarkets for dues not paid some even for years. The
effect of the debt is felt more by the suppliers as operation is hindered or stopped due to cash not received.

In retail trade, immediate cash settlement predominates unlike other businesses where sales are made on credit terms
(Mclancey, 2011). Products supplied to the supermarkets are sold and cash is received for that particular product. Thus, they
should comfortably pay back the suppliers within the stipulated time period. Given this facts, it should therefore not be a problem
for them to meet their obligation as required.

There has been extensive research carried out on WCM in Kenya and around the world. Kinuthia (2015) sought to find out the
effect of WCM on the financial performance of retail supermarkets in Nairobi County while Odhimbo (2014) did a similar study
in Migori County. Louw and Hall (2015) investigated the effect of WCM on the profitability of South African retail firms. Other
studies on working capital have addressed manufacturing firms and SMEs. Kabethi (2013) analyzed whether SMEs in Kenya
carryout Working capital management and its effect on the financial performance of SMEs in Kenya while Mwangi (2013)
researched on the relationship between working capital management and financial performance of manufacturing firms listed in
Nairobi Securities Exchange. However, there is little understanding of the effect of WCM on financial performance of
supermarkets in Mombasa County. For this reason, this study sought to find out why supermarkets are experiencing cash crunch
and examined how payables management, receivables management, inventory management accounts and cash management
influences financial performance of supermarkets in Mombasa County.

3. Study Objectives
The study was guided by the following specific objectives:

i. To determine the effects of cash management on the financial performance of supermarkets in Mombasa County.
ii. To examine the effect of accounts receivables management on financial performance of supermarkets in Mombasa
County.
iii. To determine the effect of accounts payables management on financial performance of supermarkets in Mombasa
County.
iv. To establish the effect of inventory management on financial performance of supermarkets in Mombasa County.

4. Review of Literature
4.1 Theoretical Framework
4.1.1 Working Capital Management Theory

The theory addresses the need of maintaining a balance in working capital components ensuring they are not little or great.
Mclnnes (2000), (as quoted by Ndonye, 2015), contents that if working capital is managed according to prescriptive theory then it
would be expected that businesses would invest in working capital, finance working capital, monitor factors that influence
working capital, manage the elements of working capital, as well as measure and analyze performance to ensure that fixed assets

are utilized effectively and efficiency.

The theory describes how working capital should be managed and demonstrates the benefits in terms of liquidity, solvency,
efficiency, profitability and shareholders wealth maximization which accrue to the company.

4.1.2 Miller-Orr Cash Management Model
It is widely used by present day companies across the globe besides its inception in 1966. It is mostly preferred because it

helps analyses optimal cash levels while taking into account uncertainty of cash flows. This model allows managers to manage
their cash while taking into consideration the fluctuations in daily cash flow.
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The model categorizes cash into three levels; upper limit level, return level (optimal level) and the lower limit level.
Companies and organization use this model to adjust their cash level with the optimal level. When cash reaches the upper level, a
company uses the excess cash, that which is between the optimal cash level and the upper limit, to invest in short term investments
to bring the cash level to the of the optimal level. On the other hand when the cash level reaches the lower limit level, it disposes
off its short term investment, thus increasing the cash level and bring it to the optimal level. Abioro (2013) explained that an
organization will either buy or sell securities for cash to return its cash balance to a desirable level. Oladejo, Akande and
Oluwaseum (2017) describes the model as a stochastic model that aims at determining the amount of marketable securities to be
sold or purchased whenever there is need for cash.

4.2 Empirical Review

Various studies have been conducted on working capital management and its effect on financial performance both locally,
internationally and in different sectors of the economy. While most studies indicate a relationship between working capital
management and financial performance different variables were used to determine the relationship.

Smirat (2016) examined 300 SMEs in Jordan to establish the cash management practices and their effect to financial
performance. From the Pearson’s correlation findings, he ascertained that there is a positive relationship between financial
performance and effective cash management. His study also revealed that SMEs owners had no sufficient knowledge on cash
management practice, did not keep track of their cash payments and receipts, and that they seldom prepared budgets and operated
current bank accounts. Njeru et al. (2015) sought to explore the effect of cash management on financial performance of deposit
taking Sacco’s in Mt Kenya region. He looked at cash budgeting, members deposit, liquidity management policy and cash flow
forecasting in relation to Sacco’s regulation. The research concluded that there is need to introduce cash management controls in
Sacco’s and that there is also need to strengthen the regulator. Mungal (2014) identified the current cash management practices of
small retail businesses in the Tongaat area and identify the impact of such practices on their profitability and sustainability. His
study established that among other things there is a significant relationship between drawing budgets and sustainability of the
businesses. Muthama (2016) investigated how preparing cash budgets, operating bank accounts and book keeping as elements of
cash management affect operational performance of public hospitals in Kisii. The study concluded that using ANOVA at a 5%
significance level; the elements have a significant influence in determining the operational performance of public hospital.

5. Research Methodology

Descriptive research design was adopted for the study. A descriptive research design is a design that is concerned with
describing the characteristics of a particular individual or group (Nassaji, 2015). In descriptive research, the researcher has no
control over the variables; the researcher can only report what had happened or is happening (Akhtar, 2016).

According to Kinyua (2016), population is a complete set of individuals, cases or objects with some common observable
attributes. Target population refers to the population which a researcher wants to generalize the results of the study. This study
looked at the 12 formal supermarkets in Mombasa County.

Singh and Masuku (2014) assert it is important to strike a balance between precision and practicability when determining the
sample size. He further explains that an appropriate sample size is one that is adequate; not too big or too small, which is practical
in terms of time and resources and will give a statistical significant result. The sample size generated was 124 out of 180 identified
target population.

6. Research Results

The study administered 124 questionnaires to various supermarkets within Mombasa County. 73 out of the 124 questionnaires
were filled and returned. Data was cleaned and analyzed from the 73 questionnaires that were returned.

6.1 Correlation Analysis

Gogtay & Thatte (2017) describe correlation analysis as the association or relationship between two or more quantitative
variables. They further suggest that it measures the strength or the extent of association between the variables and also their
direction. Correlation coefficient ranges between -1 to +1. A -1 value indicates a perfectly negative relationship which implies that
the variables move in different direction while a +1 indicate a perfectly positive relationship which implies variables move in the
same direction.
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Table 1 Correlation Analysis

CM ARM APM IM FP
CM Pearson Correlation 1
Sig. (2-tailed)
N 73
ARM Pearson Correlation 435" 1
Sig. (2-tailed) .000
N 73 73
APM Pearson Correlation 407" 415" 1
Sig. (2-tailed) .000 .000
N 73 73 73
IM Pearson Correlation 4627 370" 403” 1
Sig. (2-tailed) .000 .001 .000
N 73 73 73 73
FP Pearson Correlation 586" -.032 3957 420 1
Sig. (2-tailed) .000 787 .001 .000
N 73 73 73 73 73

**_Correlation is significant at the 0.01 level (2-tailed).

Correlation between cash management and financial performance was r = 0.59 p = .000, which indicates that there is a
moderate and significant relationship between cash management and financial performance. Correlation between Accounts
receivables management and financial performance is r = -0.03 p = 0.79. This indicated a high negative and insignificant
relationship between the accounts receivables and financial performance. Pearson correlation between accounts payables
management and financial performance is r = 0.40 p = 0.001 this indicates that there is a moderate and significant relationship
between cash management and financial performance. Correlation between inventory management and financial performance is r
= 0.42 p =0.000. this indicates that there is a moderate and significant relationship between inventory management and financial
performance

6.2 Regression Analysis

A linear regression analysis is a statistical technique that analyses the association between the independent and the dependent
variable. The analysis for this study was conducted to find out the statistical relationship between the variables. Cash
Management, Accounts Receivables Management, Accounts Payable Management and Inventory Management were used identify
their relationship with Financial Performance of supermarkets in Mombasa County. The table below presents the results of the
findings.

Table 2 Model Summary

Change Statistics

R
R Adjusted Std. Error of Square F Sig.
Model R Square R Square the Estimate  Change Change dfl df2 Change
1 .746° .556 .530 2.56918 .556 21.270 4 68 .000

a. Predictors: (Constant), Inventory_Management, Account_Receivables_Management, Accounts_Payables_Management,
Cash_Management
b. Dependent Variable: Financial_Performance

From the table above, the values of R show the relationship between Independent variables and the financial performance of
the supermarkets. The model summary show a high and positive correlation between the working capital variables and financial
performance (R=.746). R? of 0.556 indicate that 55.6% of variation in the dependent variable is explained by independent
variables identified in the study. Hence 44.4% is explained by other factors not included in the model.

Table 3 Analysis of Variance

Sum of Mean
Model Squares Df Square F Sig.
1 Regression 561.593 4 140.398 21.270 .000°
Residual 448.845 68 6.601
Total 1010.438 72

a. Dependent Variable: Financial_Performance
b. Predictors: (Constant), Inventory_Management, Account_Receivables_Management,
Accounts_Payables_Management, Cash_Management
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The results from the table above reveal that the model was significant and useful in estimating the financial performance of
supermarkets in Mombasa County; (F=21.27 P<0.00). Therefore, this suggests that the independent variables could be used to
anticipate the financial performance of supermarkets in Mombasa County and the relationship is not due to chance.

6.3 Regression Coefficient

Regression coefficient determines the individual association of the independent variables and dependent variable. It looks at
how the individual attributes of working capital management affect financial performance. The table below shows the findings.

Table 4 Regression Coefficient

Unstandardized Standardized 95.0% Confidence
Coefficients Coefficients Interval for B
Std. Lower Upper
Model B Error Beta t Sig. Bound Bound
(Constant) 14.246 4,537 -3.140 .003 23.299 -5.192
CM .985 .165 .584 5.959 .000 .655 1.315
ARM -.953 .189 -.478 -5.047 .000 -1.331 -.576
APM .836 .295 .268 2.829 .006 .246 1.425
IM .587 .256 219 2.291 .025 .076 1.098

a. Dependent Variable: Financial Performance

The Constant (-14.246) represents the value of financial performance when all the attributes of working capital management
are removed. From the study three attributes; Cash Management (0.985), Accounts Payables Management (0.836) and Inventory
Management (0.587) contribute positively to financial performance while Accounts receivables management (-0.953) contribute
negatively.

The findings mean that for every increase in a unit of Cash Management, Payables Management and Inventory Management
will lead to 0.958, 0.836 and 0.587 increase in financial performance respectively while an increase in one unit of accounts
receivables will lead to a 0.953 decrease in financial performance.

7. Conclusions and Recommendations
7.1 Conclusions

The findings of the study suggest that there is a positive and significant effect on the financial performance of supermarkets in
Mombasa County linked to working capital management. Based on the findings, managers can achieve the agency theory goal of
increasing shareholders wealth as well as improving financial performance by managing working capital appropriately. The
outcomes of this study are consistent with most previous studies.

Receivables management has a negative and insignificant relationship to financial performance. This means that an increase in
receivables will negatively influence the financial performance of the supermarkets. Given that supermarkets are mostly cash only
oriented, accounts receivables are therefore not given much regard.

The moderate positive and significant relationship between Payables management and financial performance indicate that
payables management influence financial performance of supermarkets to a moderate extent. This variable has a major influence
on the financial performance of supermarkets. This is so due to the high positive relationship which was significant, hence will
impact financial performance in a great way.

9.2 Recommendations

Cash is the common denominator in the element of working capital and greatly impacts financial management. Its
management will affect the results of the other elements. Cash management is therefore a key area for management to give keen
attention to ensure that it is efficiently and effectively managed.

Inventory is the supermarkets selling item. Availability of the right stock, the right quantity at the right time will determine
how the supermarket sells. Due diligence should be given to ensure that this is achieved. Efficiency and effective management of
the inventory should be considered at all times and the operations should not be compromised.
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Use of credit cards was the only contributor of receivables to the supermarkets. With changes in technology, more people will
tend to use credit card or paperless money in future. Since accounts receivables negatively affects financial performance of
supermarkets, it is therefore important for them to pay attention on it management to limit this negative effect.
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