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ABSTRACT

This study investigates the effects of financial illiteracy on Small and Medium

Enterprises (SMEs) in Zimbabwe, focusing on its impact on financial

management practices, decision-making processes, and overall business

performance. SMEs are extremely important for Zimbabwe economy because

they additionally create the majority of employment and GDP. However, some

SME owners and managers lack the necessary financial knowledge and skills,

which undermines their ability to make informed financial decisions and

achieve sustainable growth. The study uses a mixed-methods, combining

quantitative surveys and in depth interviews with owners and managers from

selected SMEs in various sectors, including manufacturing, retail, agriculture,

and mining. The findings reveal that financial illiteracy is a significant barrier

to effective financial management, leading to poor financial practices and

suboptimal decision-making. Key factors contributing to financial illiteracy

among SMEs include the informalization of the sector, restricted availability of

formal financial services, and inadequate financial education. The study also

highlights the adverse effects of financial illiteracy on business performance,

such as increased financial risk and reduced competitiveness. Based on these

insights, the research proposes targeted financial literacy programs and policy

interventions to enhance the financial capabilities of SME owners and

managers. By addressing financial illiteracy, these initiatives seek to enhance

the strength and capability of SMEs in the country, by contributing to the

broader economic development of the country.
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CHAPTER ONE

INTRODUCTION

1.1. Background of the study.

Financial literacy is a fundamental aspect of economic empowerment and

sustainable development, particularly for Small and Medium Enterprises

(SMEs), which play a significant role in driving economic growth, innovation,

and job creation globally (Elbannan&Dayanandan, 2019). In Zimbabwe, SMEs

constitute a vital segment of the economy, contributing significantly to

employment, income generation, and poverty alleviation (Chinomona, Maziriri,

&Chiwanza, 2018). However, the effectiveness and sustainability of SMEs are

often hampered by financial challenges, including limited access to capital,

poor financial management practices, and inadequate financial literacy among

business owners and managers (Makanyeza, 2016). Consequently,

understanding the effects of financial illiteracy on SMEs in Zimbabwe is

essential for developing targeted interventions to enhance financial literacy

levels and improve the overall performance and competitiveness of SMEs in

the country.

Financial literacy is defined as having the knowledge, skills and confidence to

make responsible financial decisions, plan for the future, and manage

resources effectively (Lusardi& Mitchell, 2014). Financial literacy is essential

for financial decision-making and a key aspect of business management

including budgeting and accessing financing options for SMEs,(Klapper,

Lusardi, &Panos, 2013). With adequate financial literacy, SME owners and

managers can better understand their financial statements, assess investment

opportunities, negotiate favourable terms with lenders, and mitigate financial

risks (Cole, Sampson, & Zia, 2011). Moreover, financial literacy enhances SMEs'

ability to comply with regulatory requirements, access government support
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programs, and adopt innovative financial strategies to sustain and grow their

businesses (Hogarth, Beverly, &Hilgert, 2003). Thus, improving financial

literacy among SMEs is not only beneficial for individual businesses but also

for the overall economy by fostering entrepreneurship, innovation, and

productivity (Beck, Demirguc-Kunt, & Levine, 2005).

Despite the recognized importance of financial literacy, SMEs in Zimbabwe

face numerous challenges that hinder their ability to acquire and apply

financial knowledge effectively. According to Atkinson & Messy(2012), one of

the main challenges is unavailability of formal financial education and training

programmes that are specifically designed for SMEs’ requirements. Many SME

owners and managers in Zimbabwe rely on informal learning methods or self-

teaching, which may result in gaps in financial knowledge and skills (Lusardi&

Mitchell, 2011). Additionally, economic factors such as high inflation, currency

instability, and limited access to financial services exacerbate the financial

literacy challenges faced by SMEs (IFC, 2013).Understanding these challenges

is essential for designing targeted interventions to address the specific needs

of SMEs and promote financial inclusion and empowerment in

Zimbabwe.While the importance of financial literacy for SMEs is widely

acknowledged, there is limited empirical research specifically focusing on the

effects of financial illiteracy on SMEs in Zimbabwe. Existing studies often

provide a general overview of financial literacy levels or focus on specific

aspects such as access to finance or regulatory compliance (Chinomona,

Maziriri, &Chiwanza, 2018). Consequently, there is a gap in the literature

regarding the comprehensive assessment of how financial illiteracy impacts

various aspects of SMEs' financial management practices and decision-making

processes in the Zimbabwean context. This study seeks to address this gap by

conducting an in-depth investigation into the effects of financial illiteracy on

SMEs in Zimbabwe, with a specific focus on understanding the challenges

faced by SME owners and managers and proposing recommendations for

improving financial literacy levels and practices.

1.2 Problem of the statement.

Financial illiteracy poses a critical challenge to SMEs, affecting their financial

management practices, decision-making processes, and overall performance.



3

Despite the importance of financial literacy for business success, many SME

owners and managers lack formal financial education or training. This gap in

knowledge and skills hinders their ability to effectively manage finances,

access funding, and make informed strategic decisions. Furthermore, the

complex economic conditions in Zimbabwe exacerbate these challenges,

creating additional barriers to financial literacy development. Addressing the

problem of financial illiteracy among SMEs is crucial for fostering economic

growth and sustainability in Zimbabwe. Thus, this study seeks to investigate

the effects of financial illiteracy on SMEs in Zimbabwe comprehensively,

providing valuable insights to inform policy interventions and support

initiatives aimed at enhancing financial literacy within the SME sector.

1.3 Main Research objective.

 To identify the key factors contributing to financial illiteracy among the

SME owners in Zimbabwe considering both internal and external

factors.

 To analyses the impact of financial illiteracy on the financial

management practices, decision - making process and overall

performance of SMEs in Zimbabwe.

 To propose recommendations and strategies for improving financial

literacy SMEs owners and managers in Zimbabwe, aiming to mitigate

the negative financial illiteracy on their businesses.

1.4 Research Questions.

 What are the main factors contributing to financial illiteracy among

SMEs in Zimbabwe?

 How does financial illiteracy affect the financial management practices,

decision making and overall performance of SMEs in Zimbabwe?

 What recommendations and strategies can be proposed to enhance

financial illiteracy among SMEs owners and managers in Zimbabwe,

aiming to mitigate the negative effects of financial illiteracy on their

businesses?
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1.5 Research hypothesis.

HO: There is no significant relationship between financial illiteracy and the

performance of SMEs in Zimbabwe.

H1 : The performance of SMEs in Zimbabwe is significantly impacted negatively

by financial illiteracy.

1.6 Significance of the study.

1.6.1 To the student.

This research is of great significance to the student who is studying honors

degree in accountancy at Bindura University State University. By conducting

this research, the student will gain practical experience in conducting

empirical research, data collection, analysis and interpretation. The findings of

this study will contribute to their academic growth and provide a starting

point of future research endeavors.

1.6.2 To the University.

The study holds a significance for Bindura State University as it contributes to

the academic reputation of the institution. It showcases the University's

commitment to producing graduates who can conduct meaningful research

and contribute to knowledge in their respective fields. The study also aligns

with the university's mission to address real world problems and produce

solutions through research and innovations.

1.6.3 To SMEs in Zimbabwe.

The research study has a broader implications for SMEs in Zimbabwe, it

investigate how financial illiteracy affects their performance and

achievements. SMEs may improve their financial management procedures,

raise their levels of financial literacy, and ultimately raise their chances of

success by being aware of the effects of financial illiteracy.

1.7 Assumptions of the study.

 Homogeneity of SMEs: It assumes that SMEs in Zimbabwe share

common characteristics in terms of their financial literacy levels,

management practices, and business operations.
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 Validity of Self-Reported Data: It assumes that respondents provide

accurate and truthful information in their self-reported responses

regarding their financial literacy levels, experiences, and perceptions.

 Representativeness of the Sample: It assumes that the sample of SME

owners and managers selected for the study is representative of the

broader population of SMEs in Zimbabwe, allowing for generalization of

findings.

1.8Delimitations of the study.

This research study, employed a sampling method to select participants from

four distinct Small and Medium Enterprises (SMEs) operating in Zimbabwe:

Proton Holdings (Pvt) Ltd in the manufacturing sector, Techmart Zimbabwe in

retail, Nyamutamba Farm in agriculture, and ZimTungsten Mining in mining.

The geographical scope of this research is delimited to Zimbabwe, focusing

exclusively on SMEs within this country. Furthermore, the literature period

considered for this study encompasses relevant scholarly works published up

to the current date of the study's commencement.

1.9Limitations of the study.

The focus on SMEs within Zimbabwe limits the applicability of the findings to

other geographic regions or types of businesses. Furthermore, the timeframe

and resources allocated to the study may restrict the scope and depth of data

gathering and analysis, which could limit the outcome of the findings.

1.9 Definitions of key terms.

1.9.1.Small and Medium Enterprises (SMEs):

SMEs are companies that employ a small number of people and have a lower

yearly turnover rate than larger corporations. They are essential to economic

expansion, job creation, and poverty alleviation, particularly in developing

countries like Zimbabwe (Makoni&Mhaka, 2019). SMEs face unique challenges,

including limited access to financing and infrastructure, which can be

exacerbated by financial illiteracy among their owners and managers

(Chinomona, Maziriri, &Chiwanza, 2018).



6

1.9.2.Financial Management Practices:

Financial management practices refer to procedures and tactics, which

individuals use to manage financial resources. These include budgeting, cash

flow management, risk management, and investment decision-making

(Makoni&Mhaka, 2019). SMEs with strong financial management practices are

better equipped to navigate economic uncertainties and optimize their

financial performance (Mambondiani&Chikono, 2016).

1.9.3.Financial Illiteracy:

Financial illiteracy refers to the inability to make wise financial decisions,

which can hinder individuals or organizations from making sound financial

choices. It can lead to poor financial management practices, increased

vulnerability to financial risks, and limited access to financing options

(Lusardi& Mitchell, 2014). In the context of SMEs in Zimbabwe, financial

illiteracy poses significant challenges to their overall performance and

sustainability (Atkinson & Messy, 2012).

1.9.4.Access to Capital:

Access to capital means the capacity of an individual or businesses to attain

funding or financial resources to support their operations, investments, or

growth initiatives. In the context of SMEs, access to capital is essential for

starting and expanding businesses, purchasing equipment, and investing in

innovation (Chinomona, Maziriri, &Chiwanza, 2018). Limited access to capital,

often compounded by financial illiteracy, is a major barrier faced by SMEs in

Zimbabwe and can impede their ability to thrive and contribute to economic

development (Makanyeza, 2016).

1.10 Summary.

The following subtopics were covered in this chapter : the background of the

study, the problem statement, its objectives, research question and also

looked at the significance of the study delimitations and limitations .It served

as an overview of the research understudy as well.
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CHAPTER TWO

LITERATURE REVIEW

2.1 INTRODUCTION

In this chapter, the complex connection between financial literacy and the

performance of small and medium-sized enterprises (SMEs) in Zimbabwe is

thoroughly explored. This chapter aims to provide further insight into the

complex dynamics of financial literacy and clarify how it affects the financial

management strategies, decision-making procedures, and general

performance of SMEs. Chapter 2 seeks to provide a solid theoretical

foundation for the ensuing empirical investigation by synthesizing existing

literature, empirical studies, and theoretical frameworks.

2.2 Level of financial literacy in Zimbabwe

Despite the relatively high levels of general literacy in the nation, the financial

literacy of Small and Medium Enterprises (SMEs) in Zimbabwe presents a

complex terrain (Bankers Association of Zimbabwe, 2024). SMEs in Zimbabwe

make a substantial economic contribution, but their lack of financial literacy

continues to be an issue, which hinders their ability to expand and survive.

Studies that have looked into this topic have illuminated the existing situation
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of financial literacy among SMEs in Zimbabwe. According to a study by

Mashizha, Sibanda, and Maumbe (2019), financial literacy is lower among

SMEs in Zimbabwe, and inflation and interest rates have a big impact on these

levels. Furthermore, Mutengezanwa (2018) highlighted the value of financial

literacy for SMEs, emphasizing both the need for SME owners to possess

sufficient financial knowledge and their role as important contributors to

economic growth. The necessity for specialized financial education programs

to improve SMEs' financial decision-making is also highlighted by talks on

leveraging financial literacy and education for SME growth (Mutengezanwa,

2018; Leveraging Financial Literacy and Education for SME Growth in

Zimbabwe, 2024).

Financial literacy and Economic Sustainability of Rural Retail SMEs in

Zimbabwe, 2024; Financial literacy in SMEs: a bibliometric analysis and a

systematic review, 2024) offer wider insights into various aspects related to

financial literacy, while specific studies targeting rural retail SMEs provide

insights into the challenges faced by SMEs in rural areas. Together, these

studies show how complex financial literacy problems are among SMEs in

Zimbabwe and how important it is to implement focused interventions in

order to effectively address these difficulties. The results have significant

ramifications since improving financial literacy among Zimbabwe's small and

medium-sized enterprises (SMEs) is essential to promoting sustainable growth

and economic development. Through the provision of improved financial

knowledge and skills to SME owners and managers, these interventions have

the potential to improve SME performance, facilitate greater access to finance,

and ultimately propel economic success in Zimbabwe.

2.3 Economic Environment.

The state of small and medium-sized enterprises' (SMEs') financial literacy is

significantly shaped by the country's economic situation. The ability of SMEs to

efficiently manage their finances is greatly impacted by economic instability,

which is typified by high rates of inflation, swings in currency values, and an

unstable business climate (Ndlovu &Moyo, 2020). Because of the

unpredictability and uncertainty brought about by the fluctuating economic

conditions, it is difficult for SMEs to plan ahead and make wise financial
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decisions. Currency exchange rate fluctuations can have an impact on pricing

policies, cost control, and profitability, thus SMEs must promptly adjust to

shifting market conditions. Economic downturns can also make it more

difficult for SMEs to obtain funding and credit, which limits their capacity to

fund financial education programs or implement cutting-edge money

management techniques.

Furthermore, because SMEs operate in an environment of increased risk and

uncertainty, the unpredictability of Zimbabwe's economic climate may make it

more difficult for them to make long-term plans and investment decisions

(Ndlovu &Moyo, 2020). Short-term survival tactics may take precedence over

long-term financial planning in SMEs, which could result in poor financial

management techniques and a lack of funding for the development of human

capital, including financial literacy training. Focused interventions can assist

SMEs in navigating economic uncertainty and developing the financial

knowledge and skills required for long-term growth and success. Examples of

these interventions include giving them access to financial education

programs and support services.

2.3.1 Informalized of SME sector

The trend towards informalization within Zimbabwe's Small and Medium

Enterprises (SME) sector, where a significant portion of businesses operates

outside formal regulatory frameworks and financial systems, has been well-

documented in academic literature (Mutengezanwa, 2018). This phenomenon

reflects various socioeconomic factors, including economic constraints,

regulatory complexities, and challenges associated with formalization. As a

consequence, a notable proportion of SMEs operate within the informal

economy, characterized by unregistered businesses and limited adherence to

formal business practices. The implications of informalisation for SMEs'

exposure to financial education initiatives and resources have been

highlighted in academic studies (Leveraging financial literacy and education

for SME growth in Zimbabwe, 2024). Given their informal status, these

businesses may lack access to formal training programs or resources provided

by regulatory bodies and financial institutions.

Furthermore, the informal nature of SME operations often results in a lack of
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documentation, making it challenging for these businesses to access financial

support and participate in formal financial systems (An Assessment of SMEs’

Financing by Commercial Banks in Zimbabwe, 2024). Without proper

registration or documentation, SMEs may face difficulties in securing loans,

and accessing credit facilities. This further exacerbates their exclusion from

financial education programs and limits their exposure to financial

management best practices. Addressing the challenges posed by the

informalisation of the SME sector requires tailored interventions informed by

academic research and empirical evidence. Initiatives that promote financial

inclusion, such as mobile banking solutions, microfinance programs, and

simplified registration processes, have been proposed as effective strategies

to bridge the gap between formal and informal sectors (Zimbabwe: Challenges

of Financing Small to Medium Enterprises, 2024).

Therefore, academic literature underscores the challenges posed by the

informalization of Zimbabwe's SME sector in terms of financial literacy and

access to formal financial services. By drawing on academic research and

evidence-based insights, policymakers and stakeholders can develop

comprehensive measures to address these challenges and support the

sustainable growth and development of informal SMEs.

2.3.2 The limited access to formal financial services

According to academic studies (An Assessment of SMEs’ Financing by

Commercial Banks in Zimbabwe, 2024), a major obstacle to financial literacy

among Small and Medium Enterprises (SMEs) in Zimbabwe is the restricted

access to formal financial services.

One of the main obstacles to SMEs' access to formal financial services is

geographic limitations. SMEs frequently struggle to locate close banking

facilities or branches in remote locations where banking infrastructure may be

sparse or nonexistent (Financial Inclusion in Zimbabwe: Determinants,

Challenges, and Opportunities, 2024). The development of SMEs' financial

literacy is hampered by their limited physical access to banks, which makes it

difficult for them to obtain credit facilities, ask for financial advice, or

participate in formal financial transactions.

Furthermore, the absence of collateral and the strict lending requirements put
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in place by financial institutions provide challenges for SMEs. It can be difficult

for SMEs to obtain loans from formal banks since they usually need to offer

collateral as security. This is particularly true for those with few assets or

those who operate in industries with unstable market circumstances

(Zimbabwe: Challenges of Financing Small to Medium Enterprises, 2024).

The ability of SMEs to take advantage of financial inclusion initiatives and

financial education programs aimed at enhancing their financial literacy is

limited by their lack of access to formal financial services (Financial Inclusion

in Zimbabwe: Determinants, Challenges, and Opportunities, 2024). SMEs who

lack access to banking services lose out on important chances to participate in

business development programs, receive financial education, and receive

advisory services that are normally offered by official financial institutions.

Therefore, improving financial literacy among SMEs in Zimbabwe requires

addressing the issues related to restricted access to formal financial services.

Scholarly investigations emphasize how crucial it is to devise plans to enhance

banking infrastructure, lessen collateral restrictions, and expedite loan

approval procedures to make it easier for SMEs to obtain official financial

services.

2.3.3 Educational Background

Academic study indicates that the educational background of owners and

managers of Small and Medium Enterprises (SMEs) has a substantial impact

on their degree of financial literacy (Lack of financial literacy exacerbates

SMEs, 2024). Higher educated people are usually more exposed to financial

terms and concepts, which improves their comprehension of financial

practices and principles. On the other hand, SMEs' stakeholders may have

lower levels of financial literacy if they have less access to high-quality

educational opportunities and financial training programs.

In fact, research has shown that among SME owners and managers,

educational attainment and financial literacy are correlated (Lack of financial

literacy exacerbates SMEs, 2024). Higher educated SME stakeholders are

frequently better able to understand difficult financial concepts, evaluate

financial data, and make wise financial management decisions for their

companies. On the other hand, those with less education may find it difficult to



12

understand the complexities of financial issues, which may make it more

difficult for them to manage the finances of their companies.

Furthermore, a strong foundation in financial knowledge is necessary for a

wide range of issues covered by financial literacy, such as investment

techniques, cash flow management, financial planning, and budgeting. People

with low levels of education could struggle to understand these complicated

ideas, which would hinder their capacity to run their enterprises and make

wise financial decisions.

2.5 Conceptual framework

2.5.1 Concept 1: Financial literacy

It is imperative that both individuals and corporations possess financial

literacy. It is defined as possessing a deep understanding of the concepts and

instruments related to finance required to make knowledgeable financial

decisions (Remund, 2010). Financial literacy is particularly crucial for Small

and Medium Enterprises (SMEs) because of its implications for management

and business performance. In the context of SMEs, financial literacy refers to a

variety of abilities required for effective operations. This includes budgeting,

cash flow management, investment analysis, and financing options availability

(Beck &Klapper, 2012). Effectively handling these financial problems can help

SMEs increase their overall financial health and make more efficient use of

their resources. Research indicates that there may be unfavorable

consequences if small- and medium-sized business (SMEs) operators lack

basic financial literacy. Poor financial management techniques brought on by

a lack of understanding of financial concepts can lead to resource wastage and

a higher risk of financial instability (Lusardi& Mitchell, 2014).

SMEs may find it challenging to adapt to changing circumstances without a

strong grasp of financial concepts and instruments, which could threaten their

profitability and sustainability. In conclusion, addressing financial illiteracy

among owners of small and medium-sized enterprises (SME) is critical to

encouraging entrepreneurship and bolstering economic growth.

2.5.2 SME Performance

The concept of Small and Medium Enterprises' (SMEs') performance is intricate
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and encompasses a number of factors that are critical to assessing the

effectiveness and marketability of SMEs. The trajectory of SMEs' businesses is

greatly influenced by their financial literacy, which is also crucial in identifying

these various performance criteria. Empirical studies have highlighted the

detrimental effects of financial illiteracy on the performance of SMEs.

According to Karim (2021), small and medium-sized enterprises (SMEs) that

lack financial literacy are more likely to face reduced profitability and liquidity

concerns, which raises the possibility of business failure. Insufficient

understanding of financial concepts and tools can result in poor financial

management techniques, such as misallocating resources or managing cash

flow, which can have a detrimental influence on profitability and liquidity

(Beck &Klapper, 2012).

Furthermore, SMEs' lack of financial literacy may make it difficult for them to

take advantage of expansion opportunities, which would be detrimental to

their long-term viability in competitive markets. Munemo et al. (2020) claim

that SMEs with greater financial literacy are better equipped to spot and take

advantage of growth possibilities, which aids in their survival in a cutthroat

market. However, SMEs with little financial expertise might find it challenging

to recognize and take advantage of growth opportunities, which would limit

their ability to expand and stay competitive (Lusardi& Mitchell, 2014). In

conclusion, there is a strong correlation between financial literacy among SME

owners and a number of performance indicators, including sustainability,

development potential, and financial results. In order to increase SMEs'

resilience, competitiveness, and long-term success in fast-paced business

contexts, financial illiteracy must be addressed.

2.5.3 Access to Finance

Without a doubt, SMEs' capacity to secure funding determines their capacity to

make profitable investments, foster innovation, and expand their market

reach (Beck &Demirgüç-Kunt, 2006). However, the inability of small and

medium-sized business owners to use official financial services is a substantial

hurdle, which restricts their ability to reach their expansion objectives (Cole,

2016). Empirical evidence suggests that SMEs with higher levels of financial

literacy are better able to overcome these challenges and secure outside
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capital on favorable terms (Ongore&Kusa, 2013). Ayyagari (2011) found a

positive correlation between financial literacy and SMEs' likelihood of

obtaining bank loans and other forms of outside financing. Moreover, SMEs

with a deeper understanding of financial concepts and tools are more adept at

navigating the complexities of financial markets, which enhances their access

to a greater variety of financing options (Lusardi& Mitchell, 2014).

Conversely, small and medium-sized enterprise (SME) owners who lack

financial literacy often find it difficult to access formal financial services such

as equity financing, venture capital, and bank loans (World Bank, 2020). Due to

a lack of knowledge of fundamental financial principles, small and medium-

sized business owners may find it difficult to produce comprehensive company

plans, financial statements, and loan applications, which could harm their

credibility with lenders and investors (Beck &Klapper, 2012). Furthermore,

Cole (2016) asserts that SMEs with higher levels of financial literacy are more

likely to secure borrowing at more accommodating interest rates and flexible

repayment terms, hence enhancing their financial resilience and sustainability.

In conclusion, the ability of SMEs to grow and expand depends on their ability

to obtain finance; nevertheless, the lack of financial literacy of these

businesses' owners may impede their inability to make appropriate use of

formal financial services. Thus, increasing SMEs' financing alternatives,

promoting entrepreneurship, and quickening economic growth all depend on

bridging the financial literacy gaps inside them.

2.5.4 Interconnection of concepts

The conceptual framework illustrates the connection between funding access,

SME performance, and financial literacy. Financial literacy is the cornerstone

of sound financial management practices inside SMEs, and it directly affects

these companies' performance results. Small and medium-sized business

(SME) owners can improve their company's performance measures, such as

profitability, growth, and sustainability, by becoming more financially literate.

Therefore, research suggests that financial illiteracy among SME owners has

to be addressed in order to improve SME performance and promote economic

development in Zimbabwe. The conceptual framework presented here

provides a clear understanding of the relationships between the key concepts
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in this study and lays the groundwork for future empirical investigations into

the effects of financial illiteracy on Zimbabwe's SMEs.

 2.6 Theoretical framework

The three primary concepts that form the foundation of this study's theoretical

framework are resource-based view (RBV), institutional theory, and agency

theory. RBV emphasizes the strategic significance of financial literacy in this

context, while institutional theory looks into the institutional backdrop that

shapes the financial management practices of small and medium-sized

enterprises by examining how industry conventions, legislative frameworks,

and cultural factors affect financial literacy. Agency theory clarifies the

dynamics of principal-agent relationships in SMEs and analyses the impact of

financial literacy on management decision-making and business success. This

study aims to provide a thorough understanding of the complex links between

financial literacy, SME performance, and finance access by integrating a

number of theoretical approaches. By doing this, it seeks to illuminate the

mechanisms influencing the financial decision-making procedures and results

of small and medium-sized enterprises.

2.6.1 Agency Theory

Agency theory, developed by Jensen and Meckling in 1976, provides a

framework for understanding the dynamics of principal-agent relationships in

organizations, particularly the conflicts of interest brought about by

knowledge asymmetry and purpose differences. When decision-making

authority is moved from owners (principals) to managers (agents), who could

prioritize their own interests above the owners', agency theory offers crucial

insights into the challenges that result. This study uses agency theory to

investigate how small- and medium-sized business owners' financial literacy

impacts agency relationships inside the organization. Financial literacy is

essential in developing these agency relationships because owners'

understanding of financial ideas and tools influences their ability to

successfully oversee and regulate managerial behavior (Eisenhardt, 1989).

However, a lack of financial literacy among owners may result in inadequate

oversight and control over managerial decisions, which may give rise to

problems with agency such as moral hazard or adverse selection (Eisenhardt,
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1989).

Additionally, owners with financial literacy are better able to assess the

performance of managers, comprehend financial data, and make decisions on

investments and resource allocation (Eisenhardt, 1989). Owners can identify

deviations from predefined goals, evaluate the effectiveness of managerial

decisions, and implement corrective actions as necessary by understanding

financial reports and analyzing key performance indicators (Eisenhardt, 1989).

Therefore, the quality of agency relationships in SMEs is determined in large

part by financial literacy, which also affects the alignment of interests

between owners and managers and, ultimately, the success of the business

(Eisenhardt, 1989). To sum up, agency theory provides a helpful framework for

examining the interactions between agency relationships, financial literacy,

and business performance within SMEs. By outlining the ways in which

financial literacy affects managerial behavior, accountability systems, and

ultimately organizational outcomes, this study aims to advance knowledge of

the role that financial literacy plays in reducing agency problems and

improving the effectiveness of governance mechanisms within SMEs.

2.6.2 Resource Based View

The Resource-Based View, or RBV, was first proposed by Barney in 1991. It

provides a theoretical framework that highlights the significance of internal

resources and capabilities in a firm's long-term performance and competitive

advantage. In the context of Small and Medium Enterprises (SMEs), the RBV

offers valuable insights into how financial literacy serves as a strategic

resource, enabling businesses to effectively use financial data, make informed

decisions, and allocate resources to achieve competitive outcomes. Financial

literacy is viewed by small and medium-sized businesses (SMEs) as an

essential internal resource that facilitates the understanding and application

of financial data to support strategic decision-making processes (Barney,

1991). SMEs with greater financial literacy are better equipped to evaluate

investment opportunities, analyze financial accounts, and decide which

company ventures are financially feasible (Barney, 1991; Prahalad& Hamel,

1990). Financial literacy thus enables SMEs to manage resources more wisely

and efficiently, giving them a long-term competitive advantage in the market.
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Using an RBV methodology, this study aims to explore how differences in

SMEs' financial literacy abilities impact their ability to innovate, secure capital,

and establish long-term competitive advantage. Empirical evidence suggests

that financial literacy enhances SMEs' ability to secure external funding by

reducing information asymmetry between lenders and investors and boosting

their credibility (Bhattacharj, 2020; Hisnanick& Wilson, 2011).

Moreover, SMEs that possess financial literacy are better equipped to allocate

resources efficiently, which sustains their competitive advantage over time

and allows them to adapt to changing market conditions (Barney, 1991;

Prahalad& Hamel, 1990). SMEs that possess greater financial literacy are

better equipped to prioritize investments in strategic assets, optimize

operations, and seize opportunities as well as challenges posed by competitors

(Barney, 1991).

The study's explanation of financial literacy's function as an essential internal

resource that influences resource allocation, innovation, and competitive

advantage advances our understanding of the mechanisms by which financial

literacy affects the performance and sustainability of small and medium-sized

enterprises. In summary, the RBV framework offers a helpful lens through

which to view the strategic significance of financial literacy in SMEs.

2.6.3 Institutional Theory

Institutional theory, according to Scott (2014), provides a model for

understanding how cultural norms, institutional settings, and values influence

organizational behavior and practices. In the context of small and medium-

sized firms (SMEs), institutional theory sheds light on how established norms

and institutional influences determine the financial management practices of

these businesses, particularly with regard to financing and financial literacy.

The application of institutional theory illuminates the ways in which SMEs'

interactions with financial institutions and the execution of financial literacy

initiatives are influenced by regulatory frameworks, industry norms, and

cultural contexts (Scott, 2014). Industry norms and legal requirements may

establish the level of financial literacy that small business owners and

managers must possess. These factors will also affect how they feel and

behave when it comes to financial management strategies (Scott, 2014).
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Furthermore, how SMEs approach financial decision-making and how ready

they are to hunt for outside capital may be influenced by cultural factors such

as opinions on debt and risk-taking (Scott, 2014).

This research used an institutional perspective to investigate the ways in

which institutional factors impact the acceptance of financial literacy

programs and funding opportunities for small and medium-sized businesses.

For instance, SMEs' inclination to adopt best practices in financial

management and their investment in financial education programs may be

influenced by legislative frameworks governing financial reporting and

disclosure obligations (Scott, 2014). In order to secure funding for growth and

expansion initiatives, SMEs may also be encouraged by industry norms and

peer pressure to improve their financial citizenship and engage with financial

institutions more actively (Scott, 2014).

All things considered, this theory offers a helpful framework for

understanding how institutional components influence SMEs' interactions

with financial institutions and acceptance of financial literacy programs. It

also contributes to our understanding of the institutional dynamics impacting

SMEs' financial literacy and funding availability by studying how industry

standards, regulatory frameworks,and cultural environments affect SMEs'

financial management practices.

2.7 Empirical Literature Review

2.7.1 Financial Literacy and SME Performance: A Case Study of Small

Businesses in South Africa" is the title. Smith and Johnson (2018) .

In order to investigate the complex relationship between financial literacy and

the performance of Small and Medium Enterprises (SMEs) in the particular

context of South Africa, Smith and Johnson (2018) launched a research project.

Their study's main goal was to carefully assess the effects of different financial

literacy levels on a range of performance metrics, including profitability,

growth, and sustainability, among SME owners. In order to accomplish this

goal, the researchers used a strict approach based on questionnaires given to

a representative group of small and medium-sized business owners in South

Africa.
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Using standardized assessment procedures, Smith and Johnson (2018)

undertook a systematic measurement of the financial literacy levels of the

participating SME owners, providing a comprehensive understanding of their

financial intelligence. Furthermore, a detailed analysis of the correlation

between various performance outcomes and financial literacy levels was

made possible by the researchers' meticulous collection of data on the SMEs'

financial performance from their financial statements.

The study's findings were illuminating and promising. Smith and Johnson

(2018) discovered a definite positive correlation between the owners' financial

literacy levels and the SME firms' overall financial success. More financially

savvy owners of SMEs demonstrated higher profitability, quicker growth rates,

and more sustainability than did less financially literate owners. In light of

these convincing findings, Smith and Johnson (2018) came to strong

conclusions regarding the essential role that financial literacy plays in

determining the performance and sustainability of SMEs. Enhancing financial

literacy among small and medium-sized enterprise (SME) owners is crucial for

fostering success and resilience in these businesses operating in highly

competitive markets, according to the study. The researchers stressed the

vital need for targeted financial education initiatives and support programs

created to give SMEs the financial knowledge and skills they need to

successfully negotiate the intricacies of modern business environments. In the

end, the study served as a strong call to action for concerted efforts to

improve the financial literacy of SME owners in order to enable them to realize

their full potential and support sustainable economic growth both

domestically and internationally.

2.7.2 The Impact of Financial Literacy on SMEs' Access to Financing: Kenyan

Evidence" - Ouma, J., &Kamau, P. (2019)

The goal of Ouma and Kamau's (2019) study, "The Role of Financial Literacy in

Access to Finance for SMEs: Evidence from Kenya," was to investigate the

intricate relationship that exists between financial literacy and SMEs' ability to

obtain finance in Kenya. The primary objective was to conduct a

comprehensive investigation of how small and medium-sized business owners'

varying levels of financial literacy affect their capacity to access government



20

financial services and secure outside capital. Ouma and Kamau (2019)

employed a robust approach that includes surveys and interviews with a

representative sample of Kenyan SME owners in order to achieve this goal.

Using both qualitative and quantitative research methods, the researchers

carefully assessed the financial literacy of SME owners and gathered data

regarding their financing experiences. The study included a thorough data

analysis on the financing patterns and interactions of SMEs with financial

institutions. This analysis provided valuable insights into the ways in which

financial literacy influences financing access.

The study's findings offered compelling proof that financial literacy is

necessary for Kenyan SMEs to be able to use formal financial services. It has

been discovered that owners of SMEs that possess higher levels of financial

literacy have easier access to formal financing sources such as bank loans and

venture capital (Ouma and Kamau, 2019). Furthermore, financially literate

small- and medium-sized business owners demonstrated a better ability to

negotiate favorable financing terms and conditions, which improved their

capacity to fund expansion and growth plans.

In light of these important findings, Ouma and Kamau (2019) reached firm

conclusions on the crucial role that financial literacy plays in supporting SMEs'

access to funding in Kenya. The report stressed the pressing need for targeted

financial education programs and capacity-building initiatives to increase the

financial literacy of SME owners. These initiatives seek to empower small- and

medium-sized business (SME) owners to more effectively employ formal

financial services by imparting the requisite financial knowledge and skills,

hence fostering the SME's growth and development within the Kenyan

economy. All things considered, the research served as a clear call to action

for concerted efforts to raise the financial literacy of SME owners in order to

help them reach their full potential and support Kenya's sustainable economic

development.

In light of these important findings, Ouma and Kamau (2019) reached firm

conclusions on the crucial role that financial literacy plays in supporting SMEs'

access to funding in Kenya. The report stressed the pressing need for targeted

financial education programs and capacity-building initiatives to increase the
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financial literacy of SME owners. These initiatives seek to empower small- and

medium-sized business (SME) owners to more effectively employ formal

financial services by imparting the requisite financial knowledge and skills,

hence fostering the SME's growth and development within the Kenyan

economy. All things considered, the research served as a clear call to action

for concerted efforts to raise the financial literacy of SME owners in order to

help them reach their full potential and support Kenya's sustainable economic

development.

2.7.3 Financial Literacy and SME Performance: A Longitudinal Study in

Zimbabwe" was written by S. Ndlovu and T. Moyo in 2020.

Investigating the long-term relationship between financial literacy and the

prosperity of SMEs in Zimbabwe was the aim of Ndlovu and Moyo's ambitious

study, "Financial Literacy and SME Performance: A Longitudinal Study in

Zimbabwe," published in 2020. Their primary objective was to closely

investigate how small and medium-sized business owners' evolving financial

literacy affects the long-term viability and financial performance of their

enterprises.

To achieve this, Ndlovu and Moyo (2020) carried out an extensive longitudinal

study among a cohort of SMEs operating in Zimbabwe. It was necessary to

track the financial literacy levels of SME owners at different points in time in

order to capture the dynamics of how financial literacy changes over time. The

researchers meticulously collected and analyzed financial performance data

from the SMEs, including measures like profitability, liquidity, and growth, in

order to more thoroughly explore the relationship between changes in

financial literacy levels and SME success. The study's findings provide

significant new insights into the long-term effects of financial literacy on SME

success. Ndlovu and Moyo (2020) discovered a significant relationship

between improvements in the financial performance parameters of SME

owners' businesses and increases in their financial literacy. Companies with

more financially literate owners grew faster, were more profitable, and had

higher liquidity than those whose financial literacy was stagnant or declining.

In light of these important findings, Ndlovu and Moyo (2020) came to strong

conclusions on the crucial role that financial literacy plays in supporting SME



22

success and sustainability throughout time. The study underlined how

important it is to have ongoing programs for talent development and financial

education in order to support SMEs' long-term viability in the context of

Zimbabwe. By equipping its owners with the necessary financial knowledge

and skills, these initiatives have the potential to help SMEs develop and

remain sustainable over time by enabling them to navigate the complexities of

the business world. The report unequivocally advocated for concerted efforts

to increase financial literacy among small- and medium-sized business (SME)

owners in Zimbabwe in order to fully fulfill their potential and support

sustainable economic development.

2.8 Research Gap:

Even while the body of research on the subject is quite helpful in

understanding how financial literacy and SME performance are related, there

are still a number of unanswered questions that need to be answered. First

and foremost, little study has been done on the longitudinal dynamics of the

relationship between financial literacy and SME success, despite the fact that

earlier studies have looked at the cross-sectional association between the two.

In this perspective, the longitudinal study conducted in Zimbabwe by Ndlovu

and Moyo (2020) makes a noteworthy contribution. Nevertheless, additional

longitudinal studies in various contexts are necessary to determine the long-

term sustainability and durability of the effects that have been identified. To

guide policy interventions and support programs targeted at improving SME

performance over the long term, it is imperative to comprehend the

longitudinal effects of changes in financial literacy levels among SME owners

on the financial outcomes and sustainability of their enterprises.

Moreover, while previous studies have demonstrated the beneficial effects of

financial literacy on the performance of SMEs, little study has been done to

understand the exact mechanisms by which financial literacy leads to better

performance results. Future studies should focus further on the routes and

mediating variables that connect financial literacy to the performance of SMEs,

including the contribution of better decision-making techniques, more

effective resource allocation plans, and easier access to financing.

Researchers can offer important insights into the precise pathways via which
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financial literacy influences SME performance by dissecting these underlying

mechanisms. This will help to drive more focused interventions and policy

initiatives meant to promote SME growth and development.

Furthermore, while research like that conducted by Ouma and Kamau (2019)

highlights the significance of financial literacy in enabling SMEs to obtain

financing, there is still a paucity of studies examining the efficiency of

financial education initiatives and capacity-building programs in raising the

financial literacy levels of SME owners. To close this gap, it would be necessary

to carry out thorough analyses of current financial literacy initiatives to

determine how they affect the financial behaviors, knowledge, and abilities of

SME owners. Policymakers and practitioners may create more specialized and

effective interventions to help SMEs navigate financial issues and realize their

full potential for growth and sustainability by identifying successful tactics for

raising financial literacy among SME owners.

In conclusion, even while new research has significantly advanced our

knowledge of the connection between financial literacy and SME success,

there are still a number of noteworthy gaps in the body of research that

demand more investigation. Further research endeavors can yield valuable

insights into the longitudinal dynamics, underlying mechanisms, and efficacy

of financial literacy interventions in enhancing SME performance by

addressing these knowledge gaps. This will enable the development of more

focused and impactful policy interventions and support programs that aim to

promote SME growth and development.

2.9 Chapter Summary

This study thoroughly examines the complex relationship that exists between

financial literacy and the success of Small and Medium Enterprises (SMEs) in

Zimbabwe. The study also looked at the existing literature, empirical research,

and theoretical frameworks. The study aims to provide valuable insights for

policymakers, practitioners, and researchers who are interested in fostering

sustainable growth and development within the SME sector by synthesizing

key findings and insights.
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CHAPTER 3

RESEARCH METHODOLOGY

3.1 Introduction

This chapter describes the research design, population and sample, sampling

procedure, research instruments, and data collection procedures. Validity,

reliability and ethical considerations were also taken into account in order to

examine the effects of financial illiteracy on large and medium-sized

enterprises (SMEs) in Zimbabwe.

3.2 Research Design

A cross-sectional survey approach was used in this study because it works well

for gathering data from a large population at one time. This methodology

makes it possible to gather quantifiable data that can be examined and

conclusions drawn that are applicable to a larger population, it is especially

well-suited for determining the present level of financial literacy among SME

owners and managers in Zimbabwe. The cross-sectional survey design
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provides a snapshot of the current financial literacy levels within a specific

timeframe, offering a clear picture of the prevailing conditions among SMEs,

which is essential for identifying immediate areas of concern and

understanding the financial literacy landscape in the SME sector (Creswell,

2014). Additionally, this design is cost-effective and time-efficient, as it does

not require following up with respondents over an extended period. The ability

to gather a large amount of data quickly allows for timely recommendations

and interventions. Moreover, the cross-sectional survey design is well-suited

for examining relationships and correlations between variables at a single

point in time, enabling the analysis of how financial literacy correlates with

financial management practices, decision-making processes, and overall

performance of SMEs. By using statistical techniques to analyze the collected

data, significant patterns can be identified, and conclusions applicable to the

broader population of SMEs in Zimbabwe can be drawn.

3.3 Population and Sample

3.3.1 Population

The population under investigation comprises Small and Medium Enterprises

(SMEs) operating within Zimbabwe, specifically focusing on sectors such as

manufacturing, retail, services, and agriculture. SMEs are chosen due to their

substantial contribution to the Zimbabwean economy, including their

significant share in GDP and employment, as reported by the Zimbabwe

National Statistics Agency (ZIMSTAT, 2023). The study targets urban centers

like Harare, Bulawayo, and other major cities, as well as rural areas where the

informal sector thrives, to ensure a comprehensive representation of financial

literacy levels across diverse economic landscapes (ZIMSTAT, 2023). The

primary respondents will be SME owners and managers, who are crucial to the

management and decision-making of finances within their businesses.

3.4 Sampling Methods and Technique

For this study, a purposive sampling method was employed to select

participants from the identified population of SMEs in Zimbabwe. Purposive

sampling allows researchers to deliberately select participants who possess

specific characteristics or experiences relevant to the research objectives
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(Etikan, Musa, &Alkassim, 2016). In this case, SMEs were purposefully selected

based on their sector, size, and geographic location to ensure representation

across diverse industries and regions within Zimbabwe. This sampling

approach enables researchers to capture a broad range of perspectives and

experiences related to financial literacy among SMEs, thereby enhancing the

richness and depth of the study findings.

3.4.1 Sample

The sample for this study consisted of four SMEs operating in Zimbabwe:

Proton Holdings (Pvt) Ltd in the manufacturing sector, Techmart Zimbabwe in

retail, Nyamutamba Farm in agriculture, and ZimTungsten Mining in mining.

From each company, a group of employees was selected based on their roles

and responsibilities within the organization to ensure a diverse representation

of perspectives. At Proton Holdings, participants included senior management,

middle management, and operational staff involved in financial decision-

making processes. Similarly, at Techmart Zimbabwe, employees from

managerial positions, sales representatives, and customer service roles were

included in the sample. At Nyamutamba Farm, participants comprised farm

managers, agronomists, and workers involved in day-to-day farming

operations. Lastly, at ZimTungsten Mining, participants consisted of mine

managers, geologists, and mining technicians responsible for exploration and

production activities. The selection of participants from different employee

categories within each company aimed to capture a comprehensive range of

insights into financial literacy levels and practices across various

organizational levels and functions.

3.5 Research Instruments

The primary research instrument used in this study was a structured

questionnaire designed to gather quantitative data on financial literacy levels,

factors contributing to financial illiteracy, and the impact of financial illiteracy

on financial management practices, decision-making processes, and overall

SME performance. The questionnaire included both closed-ended questions,

which facilitated quantitative analysis, and open-ended questions, which

provided qualitative insights. Closed-ended questions were used to measure

respondents' financial knowledge, attitudes, and behaviors using Likert scales
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and other rating systems, allowing for easy quantification and statistical

analysis. Open-ended questions were incorporated to capture in-depth

responses and contextual factors that might not be fully addressed through

predefined options. The questions were meticulously developed based on

existing literature and validated scales from prior studies, ensuring the

reliability and validity of the instrument (Groves, 2009). This approach ensured

that the data collected was both comprehensive and robust, enabling a

detailed analysis of the research questions. The structured nature of the

questionnaire allowed for consistency in responses, which is crucial for

comparing and analyzing data across different respondents and sectors. The

inclusion of both types of questions aimed to provide a holistic view of

financial literacy among SME owners and managers in Zimbabwe, capturing

both the breadth and depth of the issue

3.6 Data Collection Procedures

Data were collected through face-to-face interviews and online surveys,

depending on the accessibility and preference of the SME owners and

managers. A pilot study was conducted with 20 SMEs to test the reliability and

validity of the questionnaire. Feedback from the pilot study was used to refine

the questions for clarity and relevance. During the main data collection phase,

the questionnaire was distributed to the selected sample, and follow-up visits

and calls were made to ensure a high response rate.

3.7 Data Analysis and Presentation Procedures

Quantitative data from the questionnaires were analyzed using descriptive

statistics (mean, standard deviations, mode, median) and inferential statistics

(regression analysis) to test the research hypotheses. Qualitative data from

open-ended questions were analyzed thematically to identify recurring

themes and insights related to financial literacy and its impact on SMEs. The

results were presented in tables, figures, and verbatim quotes to provide a

comprehensive understanding of the findings (Bryman& Bell, 2015).

3.8 Validity and Reliability

To ensure the validity and reliability of the research instrument, the
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questionnaire was pre-tested in a pilot study. Construct validity was

established by ensuring that the questions accurately reflected the concepts

being measured, based on a thorough review of the literature. This involved

consulting existing studies on financial literacy, financial management

practices, and SMEs to develop questions that comprehensively covered these

areas. Subject matter experts reviewed the questionnaire to ensure the

relevance and clarity of the items, which helped in refining the questions to

better capture the intended constructs.Reliability was assessed using

Cronbach's alpha to measure the internal consistency of the questionnaire

items. Cronbach's alpha is a widely used statistic for evaluating the reliability

of a scale, where a value above 0.7 is generally considered acceptable

(Tavakol&Dennick, 2011). In this study, the pilot test involved a sample of

SMEs similar to those in the main study, ensuring that the questionnaire was

tested in a relevant context. The responses from the pilot test were used to

calculate Cronbach's alpha, and any items that did not contribute to an

acceptable level of internal consistency were revised or removed.nBy

conducting these pre-tests and analyses, the study ensured that the research

instrument was both valid and reliable, thereby enhancing the credibility and

accuracy of the findings.

3.9 Ethical Considerations

Ethical considerations played a central role in this study to ensure the rights

and well-being of the participants were upheld. Informed consent was

obtained from all participants, clearly outlining the purpose of the study, the

voluntary nature of participation, and the confidentiality measures in place to

protect their identity and responses. Participants were assured that their

involvement would have no adverse consequences and that they could

withdraw from the study at any stage without penalty.Moreover, the research

adhered to the ethical guidelines set forth by Bindura State University, and all

necessary approvals were obtained from the university's ethics committee

before data collection commenced. These approvals ensured that the study

met the required ethical standards and was conducted in accordance with

established principles of research ethics, including respect for participants'

autonomy, beneficence, and justice. Throughout the research process, every
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effort was made to maintain the integrity of the study and prioritize the

welfare of the participants

3.10 Chapter Summary

This chapter has outlined the research methodology used in the study,

including the research design, population and sample, sampling procedure,

research instruments, data collection and analysis procedures, and measures

taken to ensure validity, reliability, and ethical compliance. The subsequent

chapter will present the findings derived from the data analysis.

CHAPTER FOUR

DATE PRESENTATION AND ANALYSIS

4.0 Introduction

This chapter presents the data collected from the survey designed to

investigate the effects of financial illiteracy on Small and Medium Enterprises

(SMEs) in Zimbabwe. The chapter includes a detailed analysis of the

demographic information of respondents, their financial literacy levels, factors

contributing to financial illiteracy, the impact on financial management
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practices, and proposed recommendations for improvement. The data is

presented in tabular and graphical formats, followed by an interpretation and

analysis of the findings.

4.1 Questionnaire Response Rate

The response rate of the questionnaire is an important metric that helps in

understanding the level of engagement and the representativeness of the

collected data. Out of the 100 questionnaires distributed to SME owners and

managers in Zimbabwe, 80 were completed and returned. This represents an

80% response rate, which is considered high and indicates a strong interest in

the subject matter among the participants.

Table 4.1: Questionnaire Distribution and Response Rate

Description Number of Questionnaires Percentage (%)

Distributed 100 100

Completed and

Returned

80 80

Not Returned 20 20

Figure 1: Questionnaire Response Rate
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The high response rate of 80% reflects a significant level of engagement from

SME owners and managers in Zimbabwe, indicating that the topic of financial

literacy is of considerable importance to this group. This robust response

enhances the reliability and validity of the study's findings, as it suggests that

the sample is representative of the broader population of SMEs in Zimbabwe.

A response rate of this magnitude also suggests that the respondents were

motivated to participate, possibly due to the relevance of financial literacy

issues in their daily business operations. The 20% non-response rate could be

attributed to various factors, such as time constraints or lack of interest from

some potential respondents. Overall, the high response rate provides a solid

foundation for the subsequent analysis and interpretation of the data

collected through the questionnaire

4.2 Interview Response Rate

The interview response rate is crucial for understanding the level of

participation and engagement in the qualitative aspect of the study. Out of the

30 interview invitations sent to SME owners and managers in Zimbabwe, 25

agreed to participate and completed the interviews. This represents an 83.3%

response rate, which is notably high and indicates a strong interest and

willingness to discuss financial literacy issues among the participants.

Table 4.2: Interview Invitation and Response Rate

Description Number of

Invitations

Percentage (%)

Sent Invitations 30 100

Completed

Interviews

25 83.3

Declined/No

Response

5 16.7

Figure 2: Interview Response Rate



32

Completed Interviews Declined/No response
0

5

10

15

20

25

30

Interview Response rate

Completed Interviews Declined/No response

The interview response rate (2024)

The interview response rate of 83.3% reflects a high level of interest and

engagement from SME owners and managers in Zimbabwe regarding financial

literacy issues. This high response rate enhances the depth and richness of the

qualitative data, providing a comprehensive understanding of the participants'

perspectives. The willingness of 25 out of 30 invited participants to share their

experiences and insights suggests that the issue of financial literacy is highly

relevant and impactful on their business operations. The 16.7% who declined

or did not respond could be due to time constraints, lack of interest, or other

personal reasons. Nonetheless, the high participation rate provides confidence

that the qualitative data collected is robust and representative of the broader

population of SMEs in Zimbabwe. This level of engagement also indicates that

the findings and recommendations derived from the interviews are likely to be

credible and actionable for improving financial literacy among SMEs.

4.3 Demographic Information
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4.3.1 Gender Distribution

The demographic data collected provides insights into the gender distribution

of the respondents participating in the study on the effects of financial

illiteracy on SMEs in Zimbabwe. The data shows that out of 80 respondents, 50

are male (62.5%) and 30 are female (37.5%).

Table 4.3: Gender Distribution of Respondents

Gender Frequency Percentage (%)

Male 50 62.5

Female 30 37.5

The demographic analysis of the respondents reveals a higher participation

rate among males (62.5%) compared to females (37.5), indicating a potential

gender imbalance within the SME sector in Zimbabwe. This discrepancy may

reflect broader gender dynamics and ownership patterns within the sector,

where male ownership and management are more prevalent (Marlow, 2002).

Consequently, financial literacy programs need to consider this disparity to

ensure inclusivity and relevance for both genders (Morris et al., 2006).

Targeted interventions to encourage female participation and address specific

challenges faced by female SME owners may enhance the effectiveness of

these programs ( Coleman & Robb, 2012). Understanding the gender

distribution is crucial for developing tailored financial education initiatives

that meet the diverse needs of SME owners and managers in Zimbabwe

(Lusardi & Mitchelle, 2014).

Table 4. 4: Age Distribution of Respondents

Age Group Frequency Percentage (%)

Under 25 5 6.25

25-34 20 25

35-44 30 37.5
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45-54 15 18.75

55 and above 10 12.5

Figure 3: Age Distribution of Respondents
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Age distribution 
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The age distribution analysis of the respondents shows that the majority are

within the 35-44 year age range (37.5%), followed by 25-34 years (25%), 45-54

years (18.75%), under 25 years (6.25%), and 55 and above (12.5%). This

suggests that middle-aged individuals dominate the SME sector in Zimbabwe,

potentially indicating that business ownership and management are most

prevalent among individuals with a certain level of professional experience

and stability (Parker, 2009). Younger respondents (under 25 years) form the

smallest group, which may reflect barriers to entry such as limited access to

capital or entrepreneurial experience among younger individuals (Kew, 2015).

The significant presence of individuals aged 25-34 and 35-44 suggests that

these age groups are more likely to be in their prime working years, combining

ambition with a degree of financial stability (Fairlie, 2013). Tailoring financial

literacy programs to address the specific needs and experiences of these age

groups could enhance their effectiveness (Robson, Jack, &Freel, 2008).
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4.3.3 Education Level of Respondents

The education level distribution of respondents provides insights into the

academic qualifications of SME owners and managers participating in the

study. The data shows that the largest group holds a Bachelor's degree

(43.75%), followed by those with a Diploma/Certificate (25%), a Master's

degree or above (18.75%), and high school or below (12.5%).

Table 4.5: Education Level of Respondents

Education Level Frequency Percentage (%)

High School or Below 10 12.5

Diploma/Certificate 20 25

Bachelor's Degree 35 43.75

Master's Degree or Above 15 18.75

Figure 4: Educational Level of Respondents
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The analysis of the education level data reveals that a significant proportion of

SME owners and managers possess higher education qualifications. The

largest group holds a Bachelor's degree (43.75%), indicating that a substantial

number of SME leaders have a solid academic foundation, which could

contribute positively to their financial literacy and business management
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skills (Martin, McNally, & Kay, 2013). Those with a Diploma/Certificate (25%)

and a Master's degree or above (18.75%) also represent a considerable portion

of the respondents, suggesting that continuous professional development and

higher education are valued in the SME sector (Unger et al., 2011). The

smallest group, those with high school or below (12.5%), indicates that while

formal education is important, there are still a number of SME owners who

have succeeded with lower levels of formal education (Van der Sluis, Van

Praag, &Vijverberg, 2008). These findings imply that financial literacy

programs should leverage the relatively high education levels among SME

owners to introduce more advanced financial concepts and tools, ensuring the

content is appropriately challenging and beneficial (Lusardi& Mitchell, 2014).

4.3.4 Business Sector Distribution of Respondents

The business sector distribution of respondents highlights the various

industries in which SME owners and managers operate. The data shows that

the largest group is in manufacturing (31.25%), followed by retail (25%),

agriculture (18.75%), mining (12.5%), and other sectors (12.5%).

Table 4.6: Business Sector of Respondents

Business Sector Frequency Percentage (%)

Manufacturing 25 31.25

Retail 20 25

Agriculture 15 18.75

Mining 10 12.5

Other 10 12.5

Figure 5: Business Sector of Respondents
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The analysis of the business sector data reveals that a significant proportion of

SME owners and managers operate in the manufacturing sector (31.25%),

indicating its prominent role in Zimbabwe's SME landscape. This is followed by

the retail sector (25%), which also represents a considerable portion of the

respondents, highlighting its importance in the economy (Beck, Demirguc-

Kunt, & Levine, 2005). The agriculture sector (18.75%) is also well-represented,

reflecting its critical role in Zimbabwe's economic structure (IFC, 2013). The

mining sector (12.5%) and other sectors (12.5%) show that there is a diverse

range of industries where SMEs are active. This diversity suggests that

financial literacy programs should be tailored to address the specific needs

and challenges of these various sectors to be more effective (Klapper, Laeven,

& Rajan, 2006). Understanding the sectoral distribution helps in designing

sector-specific financial education initiatives that consider the unique

financial management practices and needs of different industries (Mills &

McCarthy, 2014).

4.4 Financial Literacy Assessment

4.4.1 Understanding of Financial Concepts and Tools
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The data on respondents' understanding of financial concepts and tools

indicates the self-assessed financial literacy levels among SME owners and

managers. The largest group rates their understanding as average (37.5%),

followed by poor (25%), good (18.75%), very poor (12.5%), and excellent

(6.25%).

Table 4.7: Understanding of Financial Concepts and Tools

Understanding Level Frequency Percentage (%)

Very Poor 10 12.5

Poor 20 25

Average 30 37.5

Good 15 18.75

Excellent 5 6.25

The analysis of the data reveals that the majority of SME owners and

managers rate their understanding of financial concepts and tools as average

(37.5%), indicating a moderate level of financial literacy. This is followed by

those who rate their understanding as poor (25%) and very poor (12.5%),

highlighting a significant portion of respondents with limited financial literacy.

The presence of respondents who rate their understanding as good (18.75%)

and excellent (6.25%) shows that while some SME owners and managers

possess strong financial literacy skills, a considerable number still struggle

with financial concepts and tools (Lusardi& Mitchell, 2011). This distribution

suggests a need for targeted financial education programs that can uplift the

financial literacy levels of those who rate their understanding as poor or very

poor, while also providing advanced training for those who rate their

understanding as average to good (Huston, 2010). Enhancing financial literacy

among SME owners and managers is crucial as it directly impacts their ability

to make informed financial decisions, manage resources effectively, and

contribute to the overall growth and sustainability of their businesses

(Atkinson & Messy, 2012).
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4.4.2 Formal Financial Education or Training Data

The data on whether respondents have received formal financial education or

training shows that a significant majority (62.5%) have not received formal

financial education or training, whereas 37.5% have had such training.

Table 4.8: Formal Financial Education or Training

Formal Financial Education or Training Frequency Percentage

(%)

Yes 30 37.5

No 50 62.5

The analysis of the data reveals a significant gap in formal financial education

among SME owners and managers, with 62.5% not having received any formal

financial training. This gap indicates a potential barrier to effective financial

management within SMEs, as formal financial education has been shown to

improve financial decision-making and business performance (Lusardi&

Mitchell, 2014). The 37.5% who have received formal financial education

highlight the importance of structured financial training programs, which can

equip business leaders with the necessary skills and knowledge to navigate

complex financial landscapes (Huston, 2010). Addressing this educational

shortfall could involve increased access to financial literacy programs,

targeted training workshops, and collaboration with educational institutions

to incorporate financial literacy into business curriculums (Lusardi& Mitchell,

2011). Enhancing financial literacy through formal education can significantly

contribute to the sustainability and growth of SMEs by improving their

financial management practices and strategic decision-making (Klapper,

Lusardi, &Panos, 2013).

4.4.3 Confidence in Managing Financial Areas Data

The data on respondents' confidence in managing various financial areas

indicates which financial activities SME owners and managers feel most adept

at handling. The highest confidence is reported in cash flow management
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(31.25%), followed by budgeting (25%), accessing financing options (18.75%),

and both investment decisions and other areas at (12.5%).

Table 4.9: Confidence in Managing Financial Areas

Financial Area Frequency Percentage (%)

Budgeting 20 25

Cash Flow Management 25 31.25

Investment Decisions 10 12.5

Accessing Financing Options 15 18.75

Other 10 12.5

Figure 6: Confidence in Managing Financial Areas
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The analysis of the data shows that a significant proportion of SME owners and
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managers feel most confident in managing cash flow (31.25%), followed by

budgeting (25%). This confidence in cash flow management suggests that

many SME leaders understand the importance of maintaining liquidity and

managing day-to-day finances effectively (Petersen &Rajan, 1997). However,

lower confidence levels in investment decisions (12.5%) and accessing

financing options (18.75%) indicate potential areas where SME owners and

managers may require further education and support. Investment decisions

are critical for long-term business growth, and a lack of confidence in this area

could impede strategic development and expansion (Malmendier& Tate, 2005).

Similarly, accessing financing options is essential for securing capital, and

lower confidence here might limit opportunities for business funding and

investment (Berger &Udell, 1998). These findings suggest the need for

targeted financial literacy programs that focus on improving skills and

confidence in investment and financing decisions, thereby supporting SMEs in

making informed strategic choices (Beck, Demirguc-Kunt, &Maksimovic, 2005).

4.5 Factors Contributing to Financial Illiteracy

The data on factors contributing to financial illiteracy among SMEs highlights

respondents' perceptions regarding the influence of access to financial

education programs and the regulatory environment in Zimbabwe. The

majority agree or strongly agree that lack of access to financial education

programs hinders SMEs' ability to improve their financial literacy (agree: 30,

strongly agree: 20). Similarly, a significant proportion agree or strongly agree

that the regulatory environment influences SMEs' financial literacy (agree: 25,

strongly agree: 20).

Table 4.10: Factors Contributing to Financial Illiteracy

Statement Strongly

Disagree

Disagree Neither

Agree

nor

Disagree

Agree Strongly

Agree
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Lack of access to

financial education

programs hinders

SMEs' ability to

improve their financial

literacy.

10 5 15 30 20

The regulatory

environment in

Zimbabwe influences

SMEs' financial literacy.

5 10 20 25 20

The analysis of the data reveals that SME owners and managers perceive lack

of access to financial education programs and the regulatory environment as

significant contributors to financial illiteracy. The majority either agree or

strongly agree that lack of access to financial education programs hinders

SMEs' ability to improve their financial literacy, indicating a recognized need

for more accessible and comprehensive financial education initiatives

(Lusardi& Mitchell, 2014). Similarly, respondents also agree or strongly agree

that the regulatory environment influences SMEs' financial literacy,

suggesting that regulatory complexity and uncertainty may pose challenges

for SMEs in understanding and complying with financial requirements (Beck,

Demirguc-Kunt, &Maksimovic, 2005). Addressing these factors requires

concerted efforts from policymakers, financial institutions, and educational

bodies to enhance the availability of financial education programs and

streamline regulatory processes to support SMEs in developing their financial

literacy and management capabilities (Hogarth, Beverly, &Hilgert, 2003).

4.6 Impact on Financial Management Practices Data

The data on the impact of financial illiteracy on financial management

practices among SMEs indicates respondents' perceptions regarding the

relationship between financial literacy and effective financial management.

The majority agree or strongly agree that financial illiteracy contributes to

poor financial management practices in SMEs (agree: 30, strongly agree: 20).

Table 4.11: Impact of Financial Illiteracy on Financial Management Practices
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Statement Strongl

y

Disagre

e

Disagr

ee

Neither

Agree nor

Disagree

Agr

ee

Strong

ly

Agree

Financial illiteracy

contributes to poor financial

management practices in

SMEs.

5 10 15 30 20

The analysis of the data underscores the perceived impact of financial

illiteracy on financial management practices among SMEs. A significant

majority either agree or strongly agree that financial illiteracy contributes to

poor financial management practices in SMEs. This suggests that a lack of

financial knowledge and skills may hinder SME owners and managers from

effectively managing their businesses' finances, leading to potential

inefficiencies and missed opportunities (Berger &Udell, 1998). Recognizing

this impact highlights the importance of addressing financial literacy gaps

within the SME sector through targeted education and support initiatives

(Huston, 2010). By improving financial literacy levels, SMEs can enhance their

financial management practices, make more informed decisions, and

ultimately improve their overall business performance and sustainability

(Lusardi& Mitchell, 2011). Policymakers, financial institutions, and business

support organizations play crucial roles in providing resources and programs

to empower SMEs with the necessary financial knowledge and skills to

navigate the challenges of running a successful business (Cole, Sampson, & Zia,

2011).

4.7 Recommendations and Strategies

The data on recommendations for improving financial literacy among SMEs

presents respondents' perceptions regarding the effectiveness of various

initiatives and strategies. The majority rate providing free or subsidized

financial literacy training workshops as effective or very effective (effective:

30, very effective: 20). Similarly, developing user-friendly financial education
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materials and resources, establishing mentorship programs, collaborating

with educational institutions, and offering incentives for SMEs are perceived

as moderately to very effective strategies.

Table 4.12: Recommendations for Improving Financial Literacy

Initiative or Strategy Not

Effectiv

e

Somew

hat

Effectiv

e

Moderate

ly

Effective

Effectiv

e

Very

Effecti

ve

Providing free or subsidized

financial literacy training

workshops.

5 10 15 30 20

Developing user-friendly

financial education

materials and resources.

5 5 20 25 25

Establishing mentorship

programs where

experienced entrepreneurs

mentor SME owners on

financial matters.

10 10 15 20 25

Collaborating with

educational institutions to

incorporate financial literacy

courses into the curriculum.

10 5 10 30 25

Offering incentives or

rewards for SMEs that

demonstrate improvements

in financial literacy.

10 15 15 25 15

The analysis of the data highlights the perceived effectiveness of various

initiatives and strategies for improving financial literacy among SMEs.

Providing free or subsidized financial literacy training workshops is considered
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the most effective strategy, followed closely by developing user-friendly

financial education materials and resources and establishing mentorship

programs. These findings emphasize the importance of accessible and

practical financial education initiatives tailored to the needs of SMEs (Cole,

Sampson, & Zia, 2011). Collaborating with educational institutions to

incorporate financial literacy courses into the curriculum is also viewed

favorably, indicating a recognition of the role of formal education in enhancing

financial literacy (Lusardi& Mitchell, 2011). Offering incentives or rewards for

SMEs that demonstrate improvements in financial literacy is perceived as less

effective, suggesting that financial incentives alone may not be sufficient to

drive behavioral change and improvement in financial literacy (Huston, 2010).

Overall, a combination of these strategies, tailored to the specific needs and

circumstances of SMEs, is likely to be most effective in addressing financial

literacy gaps and promoting financial well-being among SME owners and

managers (Lusardi& Mitchell, 2014).

4.8 Presentation of Interview Data

The interview guide was used to collect qualitative data from SME owners and

managers in Zimbabwe to understand the effects of financial illiteracy. The

objectives were to assess the level of financial illiteracy, identify contributing

factors, analyze the impact on financial management practices and decision-

making processes, and propose strategies for improvement.

Table 4.13: Summary of Interview Responses

Research

Objective

Themes Summary of Responses

Assess

Financial

Illiteracy

Understanding

of financial

concepts

Many respondents described their

understanding as "basic" or "average." Only

a few had a "good" grasp of financial

concepts.

Formal

financial

education or

training

Majority had no formal financial education;

knowledge was mostly self-taught or

learned through experience.
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Identify

Contributing

Factors

Main factors

contributing

to financial

illiteracy

Key factors included lack of access to

education, inadequate financial training

resources, and limited support from

financial institutions.

Economic

conditions

High inflation, currency instability, and

economic uncertainty were cited as major

impediments to financial literacy.

Analyze

Impact

Impact on

financial

management

practices

Financial illiteracy led to poor budgeting,

cash flow management, and difficulty in

accessing financing.

Impact on

decision-

making

processes

Decision-making was often based on

intuition rather than informed financial

analysis, leading to suboptimal business

outcomes.

4.9. Assessing the Level of Financial Illiteracy

4.9.1Theme: Understanding of Financial Concepts and Tools

Most respondents admitted to having a limited understanding of financial

concepts and tools. Common phrases used to describe their knowledge

included "basic knowledge," "average understanding," and "self-taught." For

instance, one respondent stated, "I have a basic knowledge of budgeting and

cash flow management, but anything beyond that is a bit of a mystery."

Another echoed this sentiment, saying, "My understanding is average; I mostly

rely on what I've learned through trial and error over the years." Only a few

respondents indicated a "good" or "comprehensive" understanding. One of

these respondents, who had a background in finance, shared, "I have a good

grasp of financial concepts because of my previous work experience and

formal education." This overall trend of limited financial literacy aligns with

previous research indicating that many SME owners possess limited financial

knowledge (Lusardi& Mitchell, 2011). The reliance on self-taught methods and

practical experience rather than formal education underscores the need for

accessible financial literacy programs tailored to SME owners.
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4.9.2 Theme: Formal Financial Education or Training

The majority of interviewees had not received formal financial education or

training. Their financial knowledge was primarily acquired through practical

experience or informal learning, highlighting a significant gap in formal

financial literacy education. One respondent shared, "I learned everything on

the job. We didn't have the time or resources for formal training." Another

mentioned, "Most of what I know about finance comes from watching others

and figuring things out as I go." This reliance on informal learning methods

underscores the critical barrier that the lack of formal education presents to

effective financial management. A few respondents who had some formal

education noted its benefits; for example, one said, "The financial courses I

took in college have been invaluable in managing my business finances."

However, these cases were exceptions rather than the norm, pointing to a

widespread deficiency that can hinder the overall financial health of SMEs

(Atkinson & Messy, 2012). This gap suggests a need for more accessible and

targeted financial education programs for SME owners to bridge the

knowledge divide and enhance their financial management capabilities.

4.10. Identifying Key Factors Contributing to Financial Illiteracy

4.10.1 Theme: Economic Conditions

Respondents frequently mentioned the unavailability of financial education

programs as a primary factor contributing to financial illiteracy. They noted

that existing programs were often inaccessible due to high costs or geographic

constraints. For example, one respondent explained, "The financial literacy

workshops that I've heard about are too expensive for my small business to

afford." Another highlighted geographic barriers, stating, "Most training

programs are in the city, and it's not practical for us to travel that far for a one-

day workshop." These responses underscore the significant challenges faced

by SME owners in accessing essential financial education. This sentiment

aligns with findings from the OECD (2013), which emphasize that access to

education is a critical component of financial literacy. Without affordable and

locally available training resources, many SME owners are left to navigate

complex financial landscapes without the necessary knowledge or skills,

further perpetuating the cycle of financial illiteracy. The widespread
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acknowledgment of these barriers indicates a pressing need for more

accessible, affordable, and geographically dispersed financial literacy

programs tailored to the needs of SME owners.

4.11. Analyzing the Impact on Financial Management Practices and Decision-

Making

4.11.1 Theme: Impact on Financial Management Practices

Financial illiteracy was reported to adversely affect financial management

practices. Respondents highlighted difficulties in budgeting, managing cash

flows, and accessing financing options. One respondent shared, "We often

struggle with cash flow management, which makes it hard to pay suppliers on

time and impacts our operations." Another noted, "I find budgeting

challenging because I lack the skills to create accurate forecasts, which leads

to unexpected shortfalls." Accessing financing options was also a significant

issue, as one respondent explained, "Understanding the terms and conditions

of loans is confusing, and we end up either not securing the funds we need or

getting into unfavorable agreements." These difficulties in financial

management practices can lead to liquidity issues and financial distress, as

corroborated by Dahmen and Rodríguez (2014). Poor budgeting and cash flow

management can result in an inability to cover operating expenses, while

challenges in accessing financing can prevent SMEs from taking advantage of

growth opportunities or sustaining operations during tough times. The

cumulative effect of these financial management shortcomings underscores

the critical need for improved financial literacy among SME owners to ensure

their businesses' stability and growth.

4.11.2 Theme: Impact on Decision-Making Processes

Decision-making was often driven by intuition rather than informed financial

analysis. Respondents shared instances where a lack of financial literacy led to

poor investment decisions and mismanagement of funds. For example, one

respondent admitted, "I invested in new equipment based on a gut feeling

rather than a thorough financial analysis, which turned out to be a bad

decision because we didn't have the cash flow to support it." Another

respondent highlighted the consequences of intuitive decision-making, saying,

"We sometimes take financial risks without fully understanding the
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implications, which has led to significant losses." This reliance on intuition

often resulted in suboptimal business outcomes, such as unnecessary

expenditures, missed opportunities, and financial instability. These

experiences corroborate the findings of Cole and Fernando (2008), who

emphasize the importance of financial literacy for making sound business

decisions. The prevalent use of intuition over informed financial analysis

among SME owners underscores the critical need for enhanced financial

literacy to improve decision-making processes, ensuring better allocation of

resources and sustainable business growth.

4.12 Chapter Summary

Chapter 4 provides an in-depth analysis of the data collected through surveys

and interviews, aimed at understanding the impact of financial illiteracy on

Small and Medium Enterprises (SMEs) in Zimbabwe. The chapter begins with

an overview of the data collection process and objectives, followed by a

comprehensive examination of demographic information, financial literacy

levels, contributing factors to financial illiteracy, and its effects on financial

management practices and decision-making processes. With high response

rates from both questionnaires and interviews, the study reveals significant

insights into the demographics of SME owners and managers, their financial

literacy levels, and the challenges they face. Key findings include a

widespread lack of formal financial education, limited understanding of

financial concepts, and adverse effects on financial management practices and

decision-making. Recommendations for improving financial literacy among

SMEs are also provided, emphasizing the importance of accessible education

programs, collaboration with educational institutions, and targeted support

initiatives to address existing gaps and promote sustainable growth within the

SME sector’
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CHAPTER5

CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction

This chapter presents the conclusions drawn from the study on the effects of

financial illiteracy on SMEs in Zimbabwe and offers recommendations for

improving financial literacy among SME owners and managers. The findings

are discussed in the context of the research objectives, and strategies are

proposed to mitigate the negative impacts of financial illiteracy on SMEs.

5.2 Summary of Findings

The study investigated four main research objectives: assessing the level of

financial illiteracy among SME owners and managers in Zimbabwe, identifying

the key factors contributing to financial illiteracy, analyzing the impact of

financial illiteracy on financial management practices, decision-making

processes, and overall performance, and proposing recommendations and

strategies for improving financial literacy.

1. Level of Financial Illiteracy: The study found that financial illiteracy is

prevalent among SME owners and managers in Zimbabwe. Many respondents

demonstrated a lack of understanding of basic financial concepts and

struggled with financial management tasks.

2. Factors Contributing to Financial Illiteracy: Several factors contribute to

financial illiteracy among SMEs, including economic instability, the

informalization of the SME sector, limited access to formal financial services,

inadequate educational backgrounds, and a complex regulatory environment.

These factors create significant barriers to financial literacy and impede SMEs'

ability to manage their finances effectively.

3. Impact on Financial Management Practices: Financial illiteracy negatively

affects SMEs' financial management practices. Poor financial literacy leads to
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inadequate budgeting, ineffective cash flow management, and poor financial

performance assessments. Additionally, it hinders SMEs from accessing

external financing and developing long-term financial strategies.

4. Recommendations and Strategies: To address the identified challenges, the

study proposes several recommendations and strategies. These include

developing targeted financial education programs, improving access to formal

financial services, simplifying regulatory requirements, and fostering

collaboration between financial institutions and SMEs.

5.3 Conclusions

Based on the findings, it is evident that financial illiteracy poses a significant

challenge for SMEs in Zimbabwe. The lack of financial knowledge and skills

among SME owners and managers undermines their ability to make informed

financial decisions, manage their finances effectively, and achieve sustainable

growth. The study highlighted several key issues, including poor financial

management practices, inadequate decision-making processes, and overall

suboptimal business performance attributable to financial illiteracy.

Addressing financial illiteracy is crucial for enhancing the performance and

resilience of SMEs in Zimbabwe. It is clear that targeted financial education

and literacy programs are needed to equip SME owners and managers with the

necessary skills to navigate financial complexities. These programs should

focus on practical aspects of financial management, such as budgeting,

financial planning, and accessing financial services. Additionally, integrating

digital financial tools and resources can provide SMEs with convenient and

efficient means to improve their financial literacy and management practices.

Furthermore, the study underscores the importance of collaboration between

government, financial institutions, and educational bodies in developing and

implementing financial literacy initiatives. Policymakers should consider

creating supportive regulatory frameworks that encourage financial education

and provide incentives for SMEs to engage in financial literacy programs.

In conclusion, improving financial literacy among SMEs in Zimbabwe is

essential for their growth, sustainability, and contribution to the national

economy. By addressing the gaps in financial knowledge and skills, SMEs can



53

enhance their financial management practices, make better-informed

decisions, and ultimately achieve greater success. This, in turn, will contribute

to the overall economic development and stability of Zimbabwe.

5.4 Recommendations

To improve financial literacy among SMEs in Zimbabwe and mitigate the

adverse effects of financial illiteracy, the following recommendations are

proposed:

1. Improve Access to Formal Financial Services: Financial institutions should

work to increase accessibility to banking services, loans, and financial advice

for SMEs, particularly those in rural and informal sectors. This can be achieved

by reducing geographic barriers, offering collateral-free loan options, and

simplifying lending criteria.

2. Simplify Regulatory Requirements: The government should consider

simplifying tax laws and bureaucratic processes to make it easier for SMEs to

comply with financial regulations. This could involve providing clear

guidelines, reducing paperwork, and offering support services to help SMEs

understand and fulfill their financial obligations.

3. Enhance Collaboration: Encouraging collaboration between financial

institutions, government bodies, and SMEs can foster a supportive

environment for financial literacy. Joint initiatives, such as workshops,

seminars, and mentorship programs, can provide valuable learning

opportunities for SME owners and managers.

4. Leverage Technology: The use of digital platforms and tools can enhance

financial literacy by providing easy access to educational resources, financial

management software, and online financial services. SMEs should be

encouraged to adopt these technologies to improve their financial practices.

5..5 Areas for Further Research

While this study provides valuable insights into the effects of financial

illiteracy on SMEs in Zimbabwe, it also highlights the need for further research

to deepen our understanding and develop more effective strategies. Future

research should focus on several key areas to build on the findings of this
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study and address the gaps identified.

First, there is a need for comprehensive studies that assess the specific

interventions designed to improve financial literacy among SME owners and

managers. These studies should evaluate various financial literacy programs,

such as workshops, online courses, mentorship initiatives, and their

effectiveness in enhancing financial knowledge and skills. Understanding

which programs are most effective can help tailor financial literacy initiatives

to the needs of SMEs in Zimbabwe, ensuring that resources are used efficiently

and outcomes are maximized.

Second, longitudinal studies are needed to examine the long-term benefits of

improved financial literacy for the economic development of Zimbabwe. These

studies should track the progress of SMEs over time to determine how

sustained financial education impacts their resilience, adaptability, and

contribution to the broader economy. Insights from such studies can inform

national strategies and policies aimed at fostering a more financially literate

and economically robust SME sector.

Finally, comparative studies between different regions or countries could

provide valuable lessons and best practices that can be adapted to the

Zimbabwean context. By analyzing how other nations have successfully

addressed financial illiteracy among SMEs, Zimbabwe can adopt and

customize proven strategies to fit its unique economic and social landscape.

5.6 Conclusion

Financial illiteracy remains a significant barrier to the growth and

sustainability of SMEs in Zimbabwe. By implementing targeted financial

education programs, improving access to financial services, simplifying

regulatory requirements, and fostering collaboration, stakeholders can

enhance financial literacy and empower SMEs to achieve their full potential.

These efforts will contribute to the overall economic development of

Zimbabwe and create a more resilient SME sector.
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APPEDIX ONE: QUESTIONNAIRE
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Questionnaire for the Study on Investigating the Effects of Financial Illiteracy

on SMEs in Zimbabwe

Researcher: Honors Degree Student in Accounting Bindura State University.

Purpose of the study: This questionnaire aims to explore the effects of

financial illiteracy on small and medium enterprises will contribute to my

research project part of my honors degree in accounting at Bindura State

University.

Confidentiality: All information provided will be kept strictly confidential and

used solely for academic purposes. Your identity will remain anonymous.

Instructions: Please tick the appropriate box or fill in the space provided for

each question. Your honest and thoughtful responses are greatly appreciated.

Contact Information: If you have any questions or require further information,

please contact me at +263 77 481 7999

Thank you for your participation!
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DEMOGRAPHIC INFORMATION:

[]Gender:

 Male

 Female

 Other (please specify)

[] Age:

• 25

• Under 25-34

• 35-44

• 45-54

• 55 and above

[]Education Level:

 High School or Below

 Diploma/Certificate

 Bachelor's Degree
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 Master's Degree or Above

[ ]Business Sector:

 Manufacturing

 Retail

 Agriculture

 Mining

 Other (please specify

FINANCIAL LITERACY ASSESSMENT:

1.How would you rate your understanding of financial concepts and tools?

 Very Poor

 Poor

 Average

 Good

 Excellent

2. Have you received any formal financial education or training?
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 Yes

 No

3. Which financial are as do you feel most confident in managing?

 Budgeting

 Cash flow management

 Investment decisions

 Accessing financing options

 Other(please specify)

4. What do you perceive as the biggest barriers to improving your financial

literacy?

FACTORS CONTRIBUTING TO FINANCIAL ILLITERACY:

1. Lack of access to financial education programs hinders SMEs' ability to

improve their financial literacy.

 1.Strongly Disagree

 2.Disagree

 3.Neither Agree nor Disagree

 4.Agree
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 5.Strongly Agree

5. In your opinion, what are the main factors contributing to financial

illiteracy among SME owners and managers in Zimbabwe?

6. How do economic conditions in Zimbabwe impact SMEs' financial literacy

levels?

7. Does the regulatory environment in Zimbabwe influences SMEs' financial

literacy?

 1.Strongly Disagree

 2.Disagree
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 3.Neither Agree nor Disagree

 4.Agree

 5.Strongly Agree

IMPACT ON FINANCIAL MANAGEMENT PRACTICES:

8. Financial illiteracy contributes to poor financial management practices in

SMEs

Please indicate your level of agreement with the following statement:

 1.Strongly Disagree

 2.Disagree

 3.Neither Agree nor Disagree

 4.Agree

 5.Strongly Agree

9. Can you provide examples of how financial illiteracy has impacted

decision-making processes within your SME?
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10. What challenges do you face in managing finances due to financial

illiteracy?

RECOMMENDATIONS AND STRATEGIES:

11. What initiatives or strategies do you believe would be effective in

improving financial literacy among SME owners and managers in

ZimbabwePlease rate the effectiveness of the following initiatives or

strategies in improving financial literacy among SME owners and

managers using the scale below:

 1. Not Effective

 2.Somewhat Effective

 3.Moderately Effective
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 4.Effective

 5.Very Effective

a. Providing free subsidized financial literacy training workshops.

b. Developing user-friendly financial education materials and resources.

c. Establishing mentorship programs where experienced entrepreneurs mentor

SME owners on financial matters.

d. Collaborating with educational institutions to incorporate financial literacy

courses into the curriculum.

e. Offering incentives or rewards for SMEs that demonstrate improvements in

financial literacy.

12. How can financial institutions and governmental bodies support SMEs in

enhancing their financial literacy?

Please rate the importance of the following actions that financial institutions and

governmental bodies can take to support SMEs in enhancing their financial

literacy using the scale below:

 1. Not Important

 2.Somewhat Important

 3.Moderately Important

 4.Important

 5.Very Important
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a. Providing access to affordable financial literacy training programs.

b. Offering financial incentives or grants to SMEs for participating in financial

education initiatives.

c. Simplifying regulatory processes and requirements to make them more

understandable for SMEs.

d. Creating awareness campaigns to highlight the importance of financial

literacy among SMEs.

e. Establishing dedicated support centres or hotlines for SMEs to seek financial

advice and guidance.

13. Based on your experience, what advice would you offer other SME owner

and managers to improve their financial literacy?

Please provide your recommendations or advice for improving financial literacy

among SME owners and managers in Zimbabwe



68

APPEDIX TWO: INTERVIEW GUIDE

Introduction:

 Brief explanation of the study’s objectives and the purpose of the

interview.

 Assurance of confidentiality and consent to participate.

Main Research Objectives:

1. To identify the level of financial illiteracy among SME owners and

managers in Zimbabwe:

 Can you describe your understanding of financial concepts and

tools?

 Have you received any formal financial education or training?

2. To identify the key factors contributing to financial illiteracy among SMEs

in Zimbabwe:

 In your opinion, what are the main factors contributing to financial

illiteracy among SMEs?

 How do economic conditions in Zimbabwe impact SMEs’ financial

literacy level?

3. To analyze the impact of financial illiteracy on the financial management
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practices, decision-making process, and overall performance of SMEs in

Zimbabwe:

 How does financial illiteracy affect your financial management

practices within your SME?

 Can you provide examples of how financial illiteracy has impacted

decision-making processes within your SME?

4. Recommendations and strategies for improving financial literacy among

SMEs owners and managers in Zimbabwe, aiming to mitigate the

negative financial illiteracy :

 What initiatives or strategies do you believe would be effective in

improving financial literacy among SME owners and managers in

Zimbabwe?

 How can financial institution and governmental bodies support

SMEs in enhancing their financial literacy?


