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Original Research Article
Financial inclusion, the route to enterprise success: Perceptions of the manufacturing
M SEs owner s and the challenges of the banking institutionsin Masvingo Urban.

Abstract

There are many entrepreneurs in all corners of Zbme who are either running a
manufacturing enterprise or contemplating to opee, dut there are plenty stories telling
about the closing of these enterprises a short t@fter opening their doors. Financial
institutions play a pivotal role in the successtuining of the enterprises.However, financial
exclusion is rampant in the manufacturing MSEsaRaial exclusion of the manufacturing
MSEs is a cause for concern and warrants an inhdepestigation in order to enhance
banking of the unbanked sector of the economy. Bhisly sought to explore causes of
financial exclusion of the manufacturing MSEs ahe views of the banking institutions on
dealing with the manufacturing MSEs as far as bamkihem is concerned. The study
employed a descriptive survey design and was krgplalitative. An open ended
questionnaire and semi-structured interviews weseduto gather data. A sample of 10
manufacturing MSEs was extracted using purposivepiag technique. The study
established that financial inclusion of the mantifang MSEs is hampered by a number of
factors such as exorbitant banks charges, low gauterest rate, high transactional demand
for money by the manufacturing MSEs owners and takformation on services provided
by banks. The study therefore, recommended thateht&ral monetary authority should play
a leading role in crafting and formulating finarcimclusion frameworks that take
recognition of the small manufacturing MSEs.

Background to the study

Recent developments in the developing countries chi@acterised by severe rates of
unemployment (Olakitan and Ayobami, 2011). Zimbabsveot spared from these trends of
high unemployment in the formal sector leaving ttigority of school leavers and graduate
resorting to owning and running micro and smallegmises. With this view in mind,
entrepreneurship becomes an important tool forimigalith unemployment challenge
bedevilling the developing countries today (Gede21,0). Traditionally, entrepreneurship
was primarily associated with starting up businesstures but recent studies (Bruyet and
Julien, 2000; Brown, Davison and Wiklund, 2001; d&eén, Brand, Praag, Bodenes,
Pontsma and Gils, 2008) share that entrepreneursispbecome accepted as a firm level
phenomenon deserving scholarly attention. Entrequneship is relevant to managers and
owners even in the manufacturing MSEs as it dodarge corporations. The success of the
enterprise depends on a number of factors but thatest determinant is the ability of the
entrepreneurs to interact with the external busieesironment of the business.
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The external business environment posses challelgé®e management of the enterprise,
therefore demanding the skills of the managers @mders to tackle the shrewd external
environment. One of the most important factorshia éxternal business environment is the
access to banking by the small scale entrepreneufse manufacturing sector. Zimbabwe
underwent currency reforms exercise conducted duhie economic meltdown of 2007-2008
(Reserve Bank of Zimbabwe, 2007). In the curreredgrm exercise, it was evident that the
majority of the Zimbabweans particularly in the aluareas, peri-urban and high density
suburbs have no access to financial services bwg hagh motivation in entrepreneurship.
The entrepreneurs in these areas have no meaniwmgiuribution to the economic
development due to a number of factors, chief amibiegn inadequate financial services
(Reserve Bank of Zimbabwe, 2007). In support of sevey by the Reserve Bank of
Zimbabwe (2007) it was also confirmed by Vitoriau®dmu and Moyo (2012) that financial
exclusion is not only rampant in the pockets ofewedoped areas but also in some pockets of
developed urban areas especially in the high detmitnships where many manufacturing
MSEs are located. Financial exclusion is detrimletita socio-economic development
especially in developing countries such as Zimbalweh rely heavily on banking sector
financing. Financial exclusion leads to lack oféstment opportunities, aversion to culture of
saving and excessive reliance on informal sourtesedit such as money lending.

In Zimbabwe, financial exclusion has been perpetlidly the long established banks which
continue to cut back on their rural, peri-urban &igh density suburb outreach. Financial
institutions have remained confined to the citytoenin a survey carried by the Reserve
Bank of Zimbabwe (2007), in the past ten years,roencial banks have closed rural banking
facilities in some provinces. Statistics show tbat average 120 000 urban dwellers are
serviced by a single bank while a single branctinérural areas serves 170 000 people. It is
therefore apparent that the extent of marginabsatin the access to financial services
remains a challenge on the part of the entreprenguthe periphery of the urban areas.
Outreach by banks and building societies remaimgmificant to the detriment of financial
inclusion. According to Vitoriaet al (2012) access to financial services is important
contributor to enterprise productivity the worldeovin Zimbabwe, where many people live
in the high density suburbs and own and run snallesenterprises is the currently the
mainstay of employment for school leavers and usitye graduates but access to financial
services of all kinds appear to be undeveloped.

Statement of the problem

Financial exclusion of the manufacturing MSEs bg thanking institutions is a cause for
concern in Masvingo Urban. There are many manufacfMMSEs in the area and these paly
very important roles in changing the socio-econostatus of the individuals who are own
and run these enterprises. However, these typdsusihesses have remained outside the
mainstream banking sector. Therefore the curremtyssought to explore the perceptions of
the owners and the banking institutions as farimantial inclusion of the manufacturing
MSEs is concerned.
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Resear ch objectives
The study was guided by the following objectives:

» To establish the perceptions of the manufacturir®@Esl owners on why they are not
banked by the financial institutions

* To identify reasons why the banking institution dot financial include the
manufacturing MSEs.

Resear ch questions
The current study was led by the following reseajgbstions:

* What are the perceptions of the manufacturing M&kasers on them being unbanked
by the banking institution?

« What are the reasons for the banking institutions fihancial exclude the
manufacturing MSEs?

Significance of the study

The small enterprise sector is being regarded edahndation for a strong large business
sector in many countries of the world. ManufactgrMSEs are important to the government
because of their contributions to reduction of upkEyment and poverty levels in the
country. With the current state of the Zimbabweaonemy where large companies are
closing shop, the MSEs would remain the major eggalin a significant way in the country.
Therefore, the study of the MSEs link with the hagkinstitutions would help the policy
makers to make policies that promote the operatainthe manufacturing MSEs. On the
other hand the banking institution will see the ofanturing sector as a source of untapped
banking which requires profitable exploitation. hthe study of the MSEs brings wealth of
knowledge of business management aimed at ecordewelopment of the country.

Theoretical framework

The current study is basing its foundation on theafkcial Growth Theory (FGT) being
supported by the financial intermediation theoryT§FIslam and Mamun (2011) posit that
financial inclusion has emerged as a tool to a&hiaelusive growth. The implication here is
that there is need to harness all potential soun€esurplus funds. In studying firm level
performance a number of theories are used. In supbdhe above notion, when studying
financial sources for the running and managemenergérprises, the issue of financial
inclusion theories come to mind. In this study thain theories that were used to support
each other to drive home the point about bankieguhbanked in the manufacturing sector
were the financial growth theory and the finanaié¢rmediation theory. Financial inclusion,
of late has attracted the attention of the acadawsearch, public policy meetings and
seminars drawing wider attention in view of its mn@nce in aiding economic development
(Srikanth, 2013). In Zimbabwe, for example, finahcinclusion is quite popular in the
business and financial circles especially after ammounced sunrise project of 2007 to
include many of the financially excluded individsiaroups, business in the banking net
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(Reserve Bank of Zimbabwe, 2007). In their studytlom financial inclusion and financial

sector stability in Kenya, Aduda and Kalunda (20d@)cluded that financial inclusion is an
intervention strategy in overcoming the challendgsught to the economy by market
disturbances and friction operating in favour o€ tmarginalised businesses. Financial
inclusion offers incremental and complementary tohs to promote the participation of

MSEs in the manufacturing sector in the mainstre@eonomic activities. The main aim of

financial inclusion is to draw the unbanked sma#le enterprises into the formal financial
system to increase opportunity to access finaseialices (Aduda and Kalunda, 2012).

FGT is based on the forces of the market, the foafesupply and demand. In the financial
growth theory the main advocate is that financigvelopment creates a productive
environment for growth through supply leading omdad following effect. The theory
perceives the lack of access to finance as aalrfactor responsible for the persistent lack of
development of an enterprise (United Nation, 2086kanth, 2013; GoranMassara and
Mialou, 2014). Therefore, access to safe, easyaffioddable source of finance is recognised
as a prerequisite for accelerated development afufaaturing MSEs by creating equal
opportunities to businesses at different levelsctmtribute to economic development.
However, there is always a disagreement amongsdbeomists as regards to the role of the
financial systems in economic growth and developgnweith others positing a minor or
negligible role while others see a significant rdeoponents of the demand following view
argue that the financial system does not spur enangrowth, rather financial system simply
responds to the development in the real sectorth@nother hand the proponents of the
supply leading view contrast the former view arguithat the existence of strong and
energetic financial sector has growth enhancem#atts. In the view of the renounced
founder of entrepreneurship, Schumpeter, bankslenalsinesses to grow by providing
markets for funds. This is in line with the Resauiased Entrepreneurship Theory which
regards availability of unique resources as a sofccompetitive advantage of the firm.In
support of the above idea the financial leading ketsr evolve in response to increased
demand for financial services.

The financial growth theory is supported by thedricial Intermediation theory (FIT) which
is premised on the notion that financial institn8such as banks are the forces that bring the
deficit spending and the surplus spending unitettogy. The relationship that exists in the
market is that one which is explained by why ingestlend to banks which then lend to
borrowers. The borrowers are in this case the naatwfing MSEs who borrow to expand
their business activities. Proponents of the Figuarthat the banks are able to effectively
monitor borrowers on behalf of the lenders in tinst fstage. Financial development that is
caused by the intermediation by the banks influerbe efficient allocation of resources and
provides opportunities for growth of the small epteneurs. Gurley and Shaw (1960) in
Aduda and Kalunda (2012) argued that FIT is badkgdhe view that information in the
financial market is asymmetric and the concerrasgeincy. Financial intermediation exists on
the basis that the market is not awash with inféionafor the managers and owners of the
manufacturing MSEs. These individuals may havemiorimation leading to accessing the
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financial resource which is the lifeblood of anyexprise. The next section deals with review
of related literature.

Literaturereview

Around half of the world’s population is out of foal banking and financial services (Siddik,
Sun, Yanjuan and Kabiraj, 2014). This means tha&nethe population of the owners of
manufacturing MSEs are in the category of thoseplgewho are not in the mainstream
banking and financial services. Therefore, it beesimperative that the financial exclusion
of the manufacturing MSEs by the financial instdns be of concern to the researchers and
scholars in entrepreneurship discipline. In therapens of the MSEs financial inclusion
emerges as a tool to achieve inclusive growth frepty reduction (Islam and Mamun,
2011). In order for the inclusive growth to be @&cid there is need for the financial
inclusion of the various players in the economyluding the manufacturing MSEs. Banks
are expected to deliver banking services at affdedand convenient cost and increased
access to various sectors of business rangingtinermost disadvantaged ones in the country
(Hameedu, 2014). Financial inclusion offers incratak and complementary solutions to
promote the participation of the small scale entsgs (Aduda and Kalunda, 2012). This
implies that such kind of complementary supportléa promotion of inclusive economic
development. Financial inclusion should focus am iticlusion of the unbanked small scale
enterprises into the formal financial system toreéase opportunity to access financial
services.

Srinkanth (2013), in the study that focused onrf@al inclusion in Indian banks, argued that
the role of the banking institution s is one thhbwd focus on access to credit by the
entrepreneurs. A pre-condition for economic acegien and reduction of income disparities
is based on the thinking of access to safe, eadya#fiordable credit and other financial
services by the vulnerable MSEs. Access to a waittioning financial system leading to
increased opportunities for MSEs to participate tie mainstream economy enables
economically excluded businesses to integrate tbette the economy and end up actively
contributing to development. Financial intermediatis of importance in the development of
the country (Andries, 2009). In a study by Vitotiad (2014) on status of agricultural and
rural finance in Zimbabwe, access to financial &y was recommended as an important
contributor to enterprise productivity. In Zimbabwéere many MSEs are mushrooming in
the urban area is increasingly becoming the majinefathe economy but the access to
financial services by these kinds of businesse®aspto be lagging behind. Goran et al
(2014) have the view that MSEs need to be morg fided to achieve the millennium goals
of poverty and unemployment reduction especiallgieneloping nations. Involvement of the
MSEs in the mainstream economy can bring innovatdod best value. For this to be
achieving the missing link between the MSEs andbidueking institution must be bridge by
financial inclusion of these enterprises. Havingkied at the literature review the next section
gives attention to methodology used in the study.

Resear ch methodology
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Resear ch design

The current research was premised in the inteygeparadigm informed by the qualitative
research design where the case of the manufactMBigs was studied. The case study was
found suitable as the study was based on the pugoeampling which allowed the sampling
of information rich participants. Qualitative resgahas the potential of uncovering what is
little known about a phenomenon (Cohen and Marii®84).

Sample and sampling procedure

The current study’s population were the manufastuMSEs in Mucheke Light Industrial
area of Masvingo Urban. The sample consisted ofa@ufacturing MSE firms’ managers
and owners who were purposively sampled. Purpasavepling is one of the no probability
sampling techniques and the major reason for u#iigy sampling technique was that it
allowed researchers to select participants basing tleir involvement in business
management, a common characteristic of the paatitgp Bird (2009) argued that non
probability sampling is used in cases where stedisgeneralisation is not significant but
where selection of the participants is based owknoommon characteristics. To come out
with the sample the researchers selected those fawaming enterprises that were
manufacturing similar manufactures (bricks andstiteaking). The sample was then selected
randomly after the firms were accorded numbersahthe even numbers were drawn in to
our sample.

Data collection instruments

The study used an open ended questionnaire tatdofiermation on the perceptions of the
manufacturing MSEs on financial inclusion by thalkiag institutions in Masvingo Urban. A
guestionnaire is a way of collecting data from gemple of population. Open ended
guestionnaire was found suitable in the study beediuallowed the research participants to
elaborate on the information that the study intentteestablish (Turner, 2010). The use of
the open ended questionnaire as a data collecthad was found to be useful as it allowed
the participants to complete the items on their awmvenient time. This accorded the
participant adequate time to consider each quesitohreflected on their answers. Adequate
time on the completion of the question items ongbestionnaire gave the advantage to the
researchers to assure data validity than whencpaatits’ answers were given on the spot. To
augment, the questionnaire, semi-structured irgarsiwere also used to gather data (Hoepfl,
2009, Harris and Brown, 2010).

Data analysistechnique

In analysing the data, we used the qualitative datlysis technique. In this study the data
was collected and themes were developed. The themes developed from the responses
given by the research participant during interviemwd answering of the questionnaire. In this
case those themes that emerged most were regasdbe anain themes and were analysed
following the research questions set for this study

Results and discussion
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The research participant indicated a number oforeaas challenges relating to why they can
not be banked. In the discussion the banks whidate wentacted in this research indicated
also some reasons they do not bank the ownersahtnufacturing MSEs in the Mucheke
Light Industry of Masvingo Urban. The reasons wiielme out as strongly expressed by the
managers and owners of the manufacturing MSEsiscested below.

Exorbitant bank char ges

Interestingly the owners retorted that banking isost in these days. Banks are charging
exorbitant bank charges. The charging of the exambibank charges obviously has a
negative effect on the desire by individuals to kbaheir money with the financial
institutions. High bank charges erode savings. dbeve was supported by the following
statements made by the participants in this rebeaith regard to bank charges.

* The banks are reaping where they have not sownusechey take a lot of our money
after we have deposited with them claiming thay #xe maintaining one’s account.

» Withdrawal charges are charges for any withdrawalnsaction and this causes us
not bank our money with the banks.

» ltis quite fun that the banks have gone to therexaf charging me when | deposit my
money.

The participants in the study indicated that thekisavere charging several bank charges and
this discourages the owners of the MSEs to deplosit money with the banks. Withdrawal
and deposit charges that are charged by the baekaciors that drive away the individuals
from dealing with the banks. In reaction to this tespondents indicated that they rather keep
their money in their houses than letting it be chdvioy the bank in form of transaction
charges. Thus, we concluded that the exorbitark loharges that are charged by the banks
are a disincentive to banking by the majority ok twners and managers of the
manufacturing MSEs. High bank charges usually etbdendividual's savings.

L ow interest rate

Interest rate is the major incentive for savingsirgividual. The participants in this study
indicated that the banking institutions are noteimtvising them as the interest earned by
savings is insignificant. The view that interederpaid to the savers in general by the banks
is low was supported by the following statementsleniay the participants in this study:

* The interest that we earn at the end of the yeainssgnificant that it does not
encourage us to save our money with the banks.

» It is rather better to save your money through nyolemders than the banks because
at the end of the year there will be more dedustitran earnings in your account.

* | think the banks charge low interest on our bankeodney and this is a way of
exploiting us.

The above statements said by the research partisipainted to the fact that the banks are
not giving interest earnings which promote savixigny of the managers and owners of the



276
277
278
279
280
281
282
283

284

285
286
287
288
289
290
2901
292

293

294
295
296
297
298
299
300
301
302

303
304
305
306

307
308
309
310
311
312

313

manufacturing MSEs found no interest in savingrtiegitra earned money with the banks.
For banks to increase their banking deposits tlaes ho provide interest rate that attracts the
savers. In the current economy of Zimbabwe thaheracterised by company closures, the
main businesses that remain in the mainstream eworextivity are these MSEs. Therefore,
banks have to expand their access to drawing ssndegosits from these enterprises. As
alluded to by the participants in the above statémthe very thing that has discouraged the
managers and owners of the manufacturing MSEs flepositing their savings with the
banks is the lack of attractive interest rate airttieposits.

High transactional demand for money

There are basically three important demands for ayon the economy. These are the
transactional demand, speculation demand and piecaty demand the transactional

demand for money is the active demand for moneyrevhmoney is demanded for

transactional purposes. The nature of activitiethen manufacturing MSEs demand money
for the purpose of fulfilling the day to day transans of the business. This requires the
managers and owners of these enterprises to haneymeady for these transactions to take
place. The study established that the manager®wandrs of manufacturing MSEs had the
following to say about the demand for money fonsi@ctional reasons:

Lack of information on services provided by banks

Information is important the management and runrohgvery enterprise. Managers and
owners of the enterprises need information relgttedbanking services that are provided by
the nearest banks. In this study it was establighatl the managers and owners of the
manufacturing MSEs lacked information about howltain a bank account. The majority of
the participants in the study showed that theynditthave information relating to the banking
services that are offered by the banks. Informatidating to the requirements for opening an
account was not easily available to the managetsommers of the manufacturing MSEs. It
indicated that most of the small enterprises warewith people who do not have account
numbers with the banks. The following sentimentsevghed by the research participants:

* | do not have a bank account because there is foonration on what is required by
the banks for one to open an account.

* We just believe banks give accounts to large comepaand not to small companies
operating in the high density areas.

Research has it that most people in the high deas#tas do not possess bank accounts due to
lack of information pertaining to how one can asciésAccess to basic banking services by
manufacturing MSEs remained a limited activity dads behind especially in those firms
located in the high density suburbs. Lack of forrbahking in the high density suburbs
makes it difficult for managers and owners of thenofacturing MSEs to save up large sums
or even obtain credit for lumpy purchases to bbasiness.

The views of the bank managers
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The study established that the bank managers wine tlie research participants had their
won side of the story. Although the manufacturin§®4 are regarded in many economies as
the backbone of the economy in terms of employrnoesdtion and poverty reduction, banks
are not ready to transact with these enterpris€simarily, the reason for banks not
transacting the with the small enterprises in dgvelg countries like Zimbabwe is the fact
that the banks, in the face of liquidity crunch éano surplus funds to finance the operations
of the MSEs in the manufacturing sector. The piyds therefore given to dealing with large
corporations that have chances of success in thapetitive business environment
characterise by stiff competition from the globadrket. In fact the MSEs are affected by
their sizes to deal with the banks in a profitabgnner. Dumbu (2014) argued that is is often
difficult of the financial institutions to deal viatsmall sized clients during times of financial
stress globally leading to very little funding lédir the grab by the small enterprises. These
enterprises are put on the disadvantage side eaduack of a robust track record that is
needed for borrowing and accessing other finaseilices from banks at affordable rates.

Banks further argued that the MSEs in the manufaxgusector are a risky client. Banks

usually conduct risk management assessment for M®8Hsmost of them fall in the major

category of being risk to transact with. The magason for being risk is usually associated
with the fact that their operations lack certaiofyprofitability and continued existence in the
current globalised business environment. Also tiiermality of manufacturing MSEs places

them on the disadvantage for banks to include threthe spectrum of clients regarded as
reliable.

Conclusions and recommendations

Access to financial services by the majority mantifang MSEs is an important contributor
to enterprise productivity and survival in the a@mporary business environment. The
condition is special in Zimbabwe and other deveigpeconomies where poverty and
unemployment levels are extremely high. The MSEstosehas been remarked for its
assistance in the reduction of poverty and unenmpéoyt leading to improved welfare of the
society at large. The study concluded that the rztwring MSEs have a number of
challenges they indicated caused them to be unldabiethe banking institutions in
Masvingo Urban. The major conclusion brought forvhy the study is the manufacturing
MSEs lack information regarding the available ficiah services offered by the banking
institutions in the town. It also came out in theidy that the manufacturing MSES’
transactional demand for money is high. This idoecause the business is financed by the
sales that there is therefore no need to bank theeyn The money that is at the disposal of
the firm is always used for making the necessaaypsactions related to reordering and
provisions for basic family requirements such d®sts fees, food and transport. Banks also
were regarded as failing to motivating the MSEsrfrbanking as a result of charging
exorbitant bank charges.

Basing on the fore-going conclusions, the studyfered the following recommendations:
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The main recommendation in this study is that #metral monetary authority (Reserve Bank
of Zimbabwe) should formulate the financial inctusiframework. It should develop a
deliberate policy initiative to render financialclosion a reality to the majority of the
currently marginalised enterprises.

The banks should expand outreach so that theyieakiness with the manufacturing MSEs
as much as possible in as far as banking servicagsppn is concerned. The conditions that
must be met before one can open an account withahks should be relaxed to easy these
manufacturing MSEs open bank accounts. When these bpen accounts with the banks, it
is also prudent that they should be allowed to makédrawals without any stringent
measures because cash oils the flow of their bss@se By so doing the MSEs are included
into the mainstream financial sector of the courfBych kind of policy will benefit the entire
economy as banks will develop deposits that evéigtage turned into investments even by
larger companies and the central government.
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