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________________________________________________________________________ 

Abstract 

Micro and Small Enterprises are acknowledged in Zimbabwe as significant contributors to 

economic growth. Despite this, it is estimated that 60% of the new start-ups in the 

manufacturing sector fail prematurely regardless of a blossom performance in the early stages 

of establishment. The purpose of this study was to assess the effect of working capital 

management practices on performance of manufacturing MSEs in Masvingo Urban of 

Zimbabwe. The study adopted the qualitative research design which allowed collection of 

primary data through an open ended questionnaire. The target population was 120 managers 

and owners and of 110 manufacturing MSEs in Masvingo Urban. The data was analysed 

thematically following the themes that cropped up from the research participants. The 

findings of the study are that business performance is positively related to efficient cash 

management (ECM), efficient receivable management (ERM) and efficient inventory 

management (EIM). The study concluded that working capital management practices affect 

performance of manufacturing MSEs. It is therefore recommended by the study that 

managers and owners of manufacturing MSEs develop proficiency in working capital 

management as a survival strategy in the competitive business environment.  

________________________________________________________________________ 

 

Background to the study 

Management of Working Capital (WC) is an accounting term that aims at maintaining a 

Pareto Optimality (Dumbu and Musingafi, 2010) between the variables that constitute 

working capital components. The working capital components that must optimally balance in 

a firm are cash, receivables inventory and payables. An optimal balance of the working 

capital variables is a fundamental part of the grand corporate strategy of customer value 

creation. It is also an important source of sustainable competitive advantage in contemporary 

business management. In modern business management, working capital has become a 

topical issue among financial executives as they struggle to identify the basic working capital 

drivers and appropriate levels of working capital to hold to minimise risk, prepare effectively 

for uncertainty and improve the overall performance of their businesses. 

According to Kwame (2007) MSEs strive for finances and the opportunity cost of finances is 

often on the higher side. Therefore the basic determinant for survival of any business is 

dependent on the existence of sound working capital management practices. So, this shows 

how important working capital management is to the managers and owners of manufacturing 

MSEs.Pichadi (2006) asserts that efficient working capital management is vital for the 
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success and survival of the MSEs. Thus, working capital should be embraced to enhance 

performance and contribution of MSEs to national goals of a country such as economic 

growth, poverty reduction and employment generation. 

However, it is disheartening to mention that MSEs in the manufacturing sector of the 

economy are succumbing to competitive pressure. They seem not to be competent enough at 

managing their own working capital despite their high investments in current assets in 

proportion to their total assets (Atrill, 2006). The lack of competence by manufacturing 

MSEs at managing working capital is undoubtedly a major contributing factor to their high 

failure rates as compared to their larger enterprises counterparts. It seems as though 

manufacturing firms, the majority of them, operate without credit control departments 

implying that both the expertise and information required to make sound judgements 

concerning terms of sales may not be available. One can also doubt if these kind of 

enterprises have proper debt collection procedures and because of the absence of such a 

critical accounting practice the MSEs tend to experience increased risks of late payment and 

payment defaults by their debtors. Debtor management is a critical component of the 

management of working capital of a business concern because it determines the liquidity of 

the company. 

In Zimbabwe, the MSEs are acknowledged as major contributors to promotion of national 

objectives of poverty reduction, employment generation and economic growth. They are 

recognised for their role in nurturing the spirit of entrepreneurship, being seedbeds for 

entrepreneurship, linking with large corporation as business components providers and 

rendering services to other sectors of the economy. In recognition of this indispensable role 

performed by the MSEs, the Government of Zimbabwe instituted small scale enterprises 

support schemes through creation of a ministry responsible for the nurturing and development 

of the micro, small and medium seized enterprises. The establishment of other agencies such 

as the Small Enterprises Development Corporation   (SEDCO) and other stakeholders is a 

gesture by the Zimbabwe Government of recognising the important role performed by the 

MSEs in fuelling development of enterprises in the economy. 

Despite their significance to the economy and the increased effort by Government of 

Zimbabwe and other stakeholders with interests in the development of the MSEs to ensure 

their success and survival in the competitive business environment statistics in Msvingo 

Urban indicate that these firms are short lived (Chidoko et al, 2011; Dumbu and Chadamoyo, 

2012). It can be stated that the stability of an economy is attributed to performance of its 

MSEs given their importance to an economy and the role they perform in assisting the 

achievement of national objectives of economic growth, employment generation and poverty 

reduction. An understanding of the problems related to working capital management as it is 

the bloodstream of the enterprise is vital approach in managing and avoiding massive failure 

rates of enterprises (ILO, 2010). 

Statement of the problem 

Based on the background information above, the study sought to assess the working capital 

management practices effect on the financial performance of manufacturing MSEs in 

Masvingo Urban of Zimbabwe. 

Objectives of the study 

The current study is guided by the following objectives 
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 To establish the working capital management practices of manufacturing MSEs in 

Masvingo Urban 

 To evaluate the financial performance of manufacturing MSEs in Masvingo Urban 

 To establish the relationship between working capital management practices and 

financial performances of manufacturing MSEs in Masvingo Urban. 

Research questions 

 What are the working capital management practices of manufacturing MSEs in 

Masvingo Urban? 

 What are the financial performances of manufacturing MSEs in Masvingo Urban? 

 What is the relationship between working capital management practices and financial 

performance of manufacturing MSEs in Masvingo Urban? 

Conceptual framework 

Entrepreneurship refers to high aspiration business ventures in which there is one or more 

identifiable group of founders and managers or individuals and there exists an extreme sense 

of personal accountability for the results of the business entity. Success or failure of the 

business lies in the hands of the founders and management of the enterprise (Isenburg 2010). 

The concept of entrepreneurship was first established in the 1700s and the meaning has 

evolved since that time. Many simply equate entrepreneurship with starting one’s own 

business. Entrepreneurship is developed from an entrepreneur who is an individual who is 

willing to bear risk of a new venture if there is a significant chance for profit. What this 

implies is that the drive for entrepreneurship is the availability of reasonable profit. Emphasis 

on entrepreneurship can be placed on the role of the entrepreneur as an innovator who 

markets his/her innovation. Entrepreneurs are individuals who develop new goods or 

processes that the market demands and are not currently being supplied by the large 

corporations. Drucker(2005) describes entrepreneurs as persons who actually search for 

change, respond to it and exploit that change as an opportunity. 

In most business schools, entrepreneurship has been regarded as small to medium enterprises 

management (Foss and Klein, 2004). In this case entrepreneurs are pictured as the managers 

of small business entities in the form of family-owned or start-up companies. 

Entrepreneurship consists of routine management tasks. The theory of entrepreneurship is the 

theory of how business owners organise and manage their own assets. An entrepreneur is 

therefore regarded as an innovator who introduces new combinations in the management of 

competition in the business environment. According to Schumpeter (1950) it is not the price 

competition which counts but the competition from the new commodity, new technology, 

new source of raw materials and the new type of organisation. This competition which 

commands a decisive cost or quality advantage which strikes not at the margins of profit and 

the output of existing firms but at the foundations and their very lives (Foss and Klein, 2004). 

Selecting an appropriate basis for defining and understanding entrepreneurship creates a 

challenge for academic the researchers and writers due to the fact that a number of schools of 

thought exist that view the notion of entrepreneurship from fundamentally different 

perspectives. Casson, (2005:329); Braguinsky, Klepper and Ohyama (2009:5) say 

‘The term entrepreneurship has been used to indicate a range of activities from 

creating, founding, adapting and managing a venture.’  
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The current study views an entrepreneur as an individual who owns a firm, business or 

venture and is responsible for its development. The practice of starting a new business or 

reviving an existing one in order to capitalise on new found opportunities is what the study 

regards as entrepreneurship. Entrepreneurship is often associated with uncertainty, involves 

being resourceful and find ways to obtain the resources required to achieve set objectives. 

Entrepreneurship is an evolved phenomenon. With the advancement of science and 

technology it has undergone metamorphosis and emerged as a critical input for socio-

economic development. Various writers have developed various theories on entrepreneurship 

and popularised the concept. The theories can be categorised or classified into economic, 

psychological, sociological and cultural categories. A brief account of the Economic 

Entrepreneurship Theory (EET), Resource-Based Entrepreneurship Theory (RBET), Psychol

ogical Entrepreneurship Theory (PET) and the Opportunity-Based Entrepreneurship Theory 

(OBET) is given below. The System Theory to the management of the MSEs will also be 

elucidated in this section.  

Theoretical framework: Resource-Based Entrepreneurship Theory (RBET) 

The RBET theory of entrepreneurship argues that access to resources by founders is an 

important predictor of opportunity based entrepreneurship and new venture growth. This 

theory stresses the importance of financial, social and human resources. Thus access to 

resources enhances the individual’s ability to detect and act upon discovered opportunities 

(Clausen, 2006).  Financial, social and human resources represents three classes of theories 

under the RBET and these theories are Liquidity Theory (LT), Social Networks Theory 

(SNT) and the Human Capital Entrepreneurship Theory (HCET). Empirical research by the 

World Bank’s Global Economic Prospects (2007) has showed that the founding of new firms 

is more common where people have access to financial capital. By implication this theory 

suggests that people with financial capital are more likely to acquire resources to effectively 

exploit entrepreneurial opportunities and set up firms to do so (Clausen, 2006). Therefore the 

ability of the founders of the enterprises to access resources in form of capital is an important 

predictor of new venture establishment although in a risk environment (Simpeh, 2011; 

Braguinskyet al, 2009). The theory suggests that the entrepreneurs as individuals have 

specific resources that facilitate the recognition of new opportunities and the assembling of 

new resources for emerging firms (Laht, 2008). 

The Social Networks Theory regards the entrepreneurship as embedded in a larger social 

network structure that constitutes a significant proportion of the entrepreneurs’ opportunities 

structure (Clausen, 2006). An individual may have the ability to recognise that a given 

entrepreneurial opportunity exist, but might lack the social connections to transform the 

opportunity into a business start-up. Shane and Eckhardt, (2003:333) says, ‘’Access to a 

larger social network might overcome this problem the of an individual entrepreneurs’ lack of 

social networks to exploit existing opportunities in the market-place.’’ Stronger ties to 

resource providers such as banks, money lending institution, local authorities and government 

ministries facilitates the acquisition of resources and enhances the probability of opportunity 

exploitation. 

Education and experience are the two underlying factors of the Human Capital 

Entrepreneurship Theory. The knowledge gained form education and experience by the 

individual entrepreneur represents a resource that is heterogeneously distributed across the 

human divide (Mohar, Singh and Kishore, 2007). This explains and leads to the 

understanding of differences in opportunity identification and exploitation. Empirical studies 
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by Keisteret al, (2003) and Davidson and Houng, (2003), show that human capital factors are 

positively related to increasing opportunity recognition and entrepreneurial success. 

Methodology 

Research design 

A research design is the blueprint that enables the investigator to come up with solutions to 

problems and guides in the various stages of the research. Cooper and Schindler (2003) argue 

that research design is an activity and time based plan always based on the research question 

and guides the selection of sources and types of information. The study used the descriptive 

survey research design as it was helpful in indicating trends in attitudes and behaviours and 

enabled generalisation of the findings of the research to be done. The design was chosen as it 

saves time, expenses and allows valid quality information to be yielded at the same time 

guarding against researcher bias because participants completed identically worded self 

report measures. 

Population 

A population is defined as a complete set of individuals, cases or objects with some common 

observable characteristics (Dumbu and Matanda, 2010). It must contain an up-to-date list of 

all those that comprise the target population. The population of the study comprised of all 

registered MSEs with the Masvingo City Council. There are 65 MSEs in Rujekoand 71 in 

Mucheke light industry all in various business sectors according to the Shops and Licencing 

Act Masvingo City Council 2012. This accounts to a total of 136 registered firms with the 

city council. Of the total only 27(20%) of the registered firms are in to the manufacturing 

business.  

Sample and sampling procedure 

Sampling design refers to a research plan that indicates how cases are to be selected to 

participate in the study. The rule of thumb in sampling is that one need to have at least 30 

participants for a smaller population (Dumbu and Matanda, 2010) but for larger populations a 

sample of 10% is representative. From the target population of 136 a sample size of 20% was 

taken giving a respondent base of 27 respondents consisting of managers/ owners of the 

manufacturing MSEs. This sample is considered representative, comprehensive and 

economic in the study. To draw the sample a simple random sampling of the MSEs sector 

was employed. 

Instruments 

Questionnaires with open-ended items were used to collect data. According to Cooper and 

Emory (2008), the questionnaire is conveniently used because it is cheaper, easier and 

quicker to administer. It is also highly convenient for the respondents as they could complete 

them on their own spare time when their workloads are manageable. The questionnaire was 

self administered. 

Data analysis 

Responses from open-ended questionnaire items were recorded and coded according to 

themes that emerged. Data was then analysed according to the emerged themes and findings 

and conclusions were arrived at. 
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Results and discussions 

 

The objective of the study was to examine the current management practices of working 

capital by the manufacturing MSEs in Masvingo Urban. Manufacturing MSEs are an 

important player in the economies of the world. The components of the working capital in the 

financial management practices of the firms are discussed thematically.  

 

Lack of internal resources 

 

The study established that the manufacturing MSEs in Masvingo face the challenge of 

shortage of internal resources this affects the working capital management and hence the 

ultimate general performance of the firms.  The lack of adequate internal resources in the 

firms also leads to the low productivity which in turn affects the working capital levels in the 

company. Coupled with inadequate resources is the unavailability of information in the 

manufacturing firms in Masvingo Urban. Information about the sources of funds for the 

businesses was found to be scarce in these forms of businesses. 

 

Cash management in the manufacturing MSEs in Masvingo Urban 

The study found of that cash is the king when it comes to working capital management in the 

manufacturing MSEs in Masvingo Urban. The lag between the time you collect from the 

firm’s suppliers and employees and the time the frim collect from its customers is a problem. 

Firms in the Manufacturing sector in Masvingo Urban face this as a challenge. This challenge 

acts as a drawback in the management of working capital. At its simplest, cash management 

means delaying outlays of cash as long as possible while encouraging anyone who owes you 

money to pay it as rapidly as possible. It is imperative that the firms have detailed knowledge 

of amounts of cash and dates of upcoming cash outlays. This was found to be lacking in the 

management of the working capital in the manufacturing MSEs in Masvingo Urban. The 

firms did not have some cash projection plans and this weakness cause a lot of suffering of 

the management of working capital in the firms. It also emerged that the manufacturing 

MSEs in Masvingo are weak on how to handle cash transactions involving issues related to 

wages and salaries, payables, equipment purchases and advertising. 

Management of receivables in the manufacturing MSEs in Masvingo 

If the firm gets paid for the sales instantly, they will not face problems of working capital 

management. Unfortunately it was discovered that the MSEs in the manufacturing sector in 

Masvingo Urban are weak in this area. The basic idea to improve the speed with which the 

firms turn materials and supplies into products, inventory into receivables and receivables 

into cash was found to be very slow. Firms do not offer discount and other transactions 

incentives to the customer to increase the level of sales so as to reduce the inventory of sales 

stock. There are also no policies related to cash on delivery. Most of the transactions are done 

on the basis of knowing each other. 

Managerial incompetence in standard accounting procedures 

Many firms in the MSEs in the manufacturing sector have shown ignorance about the 

standard accounting procedures which help the firm in the management of working capital 

challenges.  Apart from the managerial incompetence in accounting financial standards the 

MSEs in the manufacturing sector were found to be grappling with severe competition in the 

globalised marketplace. The level of competition at the disposal of these firms necessitates a 
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lowering of prices and credit sales. It was established that these firms do not operate a credit 

transaction in fear of loss. 

The study established that there is poor financial performance among the MSEs in the 

manufacturing sector in Masvingo Urban. Many of the firms agreed that their financial status 

is not sound. This is one of the factors that lead to the failure of the MSEs. Financial strength 

of the company leads to an improved firm performance and this assist the firm to participate 

competitively in the marketplace. Therefore it can be concluded in this research that lack of 

proper techniques of working capital management in the MSEs lead to poor financial 

performance which has a knock of poor performance of the firm. 

 

Conclusions and Recommendations 

The current study established that majority of the MSEs in the manufacturing sector in 

Masvingo Urban were not practicing sound working capital management since they seemed 

not to have embraced and implemented the efficient working capital strategies and routine 

duties of financial management in their ventures. The success of any business venture is 

dependent on an effective working capital practices (Dumbu and Chadamoyo, 2012). 

Evidence in the management of working capital were that firms showed reluctance in the 

efficiency of management of cash levels, inventory levels  and management of receivables.  

The majority of the firms in Masvingo Urban, in the manufacturing sector displayed limited 

application of theories of working capital management in this contemporary business 

environment when working capital accounts for the survivability and profitability of the firm. 

Premised on these findings the study recommended that management mal-practices of 

working capital contribute to the low general performance of the firm. Therefore, the study 

recommends that the owners or managers of the manufacturing MSEs should receive 

financial management training, recruit suitably qualified financial personnel and even use 

external professionals to assist them manage the working capital issues in their firms. Surplus 

cash can also be invested in high return ventures than pilling stocks. 

Financial performance is a key element to the success of any business and its present 

performance. The study established that MSEs in Masvingo Urban described their 

management of working capital as deteriorating and very weak. The manufacturing MSEs are 

not thriving and hence the conclusion that their contribution to achievement of economic 

objectives of employment creation and poverty reduction may not be achieved. The study 

recommends that Ministry of Small and Medium Enterprises and other stakeholders should 

put in place sound policies that aim at resuscitating and up-grading of the operations of the 

manufacturing MSEs. The government must create a conducive environment which flexibly 

allows the participation of the MSEs in the activities of the economy. These polices should be 

flanked with appropriate business management training of the owners and managers of the 

MSEs firms. 

It cropped up in the study that firm performance hunches on efficient working capital 

management practices. Therefore, the study recommends that MSEs in the manufacturing 

sector embrace efficient working capital management practices. Efficient working capital 

management is an effective tool to improve performance of the firms and helps it gain 

competitive advantage on the globalised marketplace. 

Lastly, it was concluded that MSEs are heavily challenged when it comes to management of 

inventory. It is difficult for the firms to plan the quantity of inventory to hold at any given 
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time. Management of inventory has significant impacts on the performance of the firm. MSEs 

should ensure that they have adequate stocks to meet the varying demands of the consumers 

competitively and timeously. It is also imperative not to overstock as this has a tendency of 

increasing inventory holding costs. Knowledge of the stock optimisation strategies like the 

Economic Order Quantity should be adopted by the manufacturing MSEs to determine the 

right quantity to hold at any given juncture. 
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