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ABSTRACT

This study investigates the credit management practices of small business enterprises
(SBEs) and their effect on financial performance and sustainability. Using a mixed-methods
framework, the study integrates both quantitative data from surveys and financial records of
100 small- and medium-sized enterprises (SMEs) and qualitative data collected through
structured interviews of business owners and managers. They identify the most common
credit management practices including the use of credit scoring, assessments of customer
creditworthiness, and credit limit setting. Additionally, as it illustrates the main issues
experienced by SBEs, such as high customer default rates, lack of access to financing and
inappropriate supply of advanced credit management training.

Using quantitative data through SPSS analysis shows that there is a positive
correlation between structured credit management practices and better financial
performance, where closing and open businesses show improvement in cash profitability and
decreased rate in chance to default. The thematic analysis of the qualitative data also
highlights the role of external financial institutions playing an important role in addressing
SBEs’ credit needs. These findings highlight the need to incorporate affordable technology
and ingenious solutions that can help enhance credit management processes.

The research presents successful solutions that overcome key barriers like incredibly
limited financial literacy and the scarcity of resources that undermine the quasi-growth of
small businesses, along with actionable recommendations for business owners, policymakers,
and financial institutions alike to employ in their pursuit of the Dream. It suggests policy
initiatives such as formal credit policies, financial literacy programs and fostering
partnerships between SBEs and microfinance institutions. By doing so, it aims to fill the
existing gap in the literature on best practices by providing a comprehensive overview of
how such facilities can be developed through a process of clear needs assessment for
improved credit management by SBEs, in relation to their customers, suppliers and financial
institutions and with regard to the regulatory environment.

Keywords: Credit Management, Customer, SBEs, Sustainability, Financial literacy.
INTRODUCTION

Background and Rationale: Small business enterprises (SBEs) are fundamental for
most economies and significant drivers of innovation, employment generation, and economic
development. SBEs represent a significant percentage of Gross Domestic Product (GDP) and
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provide jobs for millions of people, particularly in developing and emerging economies.
SBEs account for almost 90% of businesses and over 50% of all jobs in the world. This
staggering contribution often goes unnoticed, given the struggles of SBEs to remain
financially sound and sustainable as they face the challenges of accessing financing, having
limited resources and employing poor credit management Hardik, (2024); Karanja & Simiyu,
(2022).

Credit management is very important for SBEs as it directly impacts their cash flow,
liquidity and overall profits. Healing credit situations is not a matter of extending credit to
customers; it reinforces paying within established terms. Despite best intentions, many SBEs
are without formalised credit policies that create an environment of delayed payments, high
default rates, and cash flow crises. Lack of efficient credit management systems makes it
impossible for SBEs to manage their operational losses, invest in growth opportunities, and
compete in dynamic markets. These problems are compounded by elements like instability in
the economy, insufficient channels to acquire reasonably priced financial services, and
unawareness of credit management best practices.

To address these concerns, it is important to understand the current practices of credit
management among SBEs, the challenges they face, and possible solutions to improve their
financial resilience. This study aims to bridge this gap by investigating how credit gets
managed and its relationship with the financial performance and sustainability of SBEs across
different industries and geographies.

Problem Statement: Credit management is one of SBESs's biggest pain points. Missing
formal credit policies, lack of due diligence in checking customer creditworthiness, and
dependence on informal credit arrangements render SBEs highly exposed to credit risk.
Failing to manage credit can lead to non-payments, bad debts, and cash flow crises, which
can lead to insolvency and limit business growth opportunities. Small business owners also
have little access to affordable credit management tools and low financial literacy.
Intervention is therefore warranted in investigating the existing practices of credit
management towards SBEs and areas for improvement.

Research Objectives

To investigate common credit management practices among SBES.

To assess the impact of credit management on the financial performance of SBEs.
To analyze the methods employed by SBEs for managing and utilizing credit.

To evaluate the challenges faced by SBEs in accessing formal credit facilities.

To provide recommendations for improving credit management practices.

arwdE

Research Questions

1. What are the prevalent credit management practices used by SBEs?
2.  What challenges hinder effective credit management in SBES?
3. How does credit management influence the financial performance of SBEs?

Scope of the Study: This study examine SBEs in the retail, manufacturing, and service
sectors, as these are the SBE and most common Industries. The study focuses on urban and
semi-urban geographical areas where SBEs are highly concentrated and contribute
significantly to local economies. To do so, the study will look into internal credit
management, external (e.g. support from financial institutions), and technological
developments. The study seeks to enhance our understanding of credit management practices
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and their effects on small business enterprises (SBESs) through investigating various types of
industries and geographical areas.

LITERATURE REVIEW

Over the years, credit management has received in-depth attention in research,
especially with regard to small firms in developing countries such as India. Research shows
broad and systematic problems for SBEs in accessing formal credit. According to the World
Bank (2020), significant collateral requirements, insufficient credit histories, and a lack of
financial documentation are key obstacles. All of these challenges result from a lack of
outreach effort and bureaucratic hurdles, even though the government has schemes like
PMMY available to help the situation, as stated in Kumar & Singh (2020) that even the
existing PMMY and such schemes the uptake by SBEs is limited.

The role of informal financing in bridging credit gaps for SBEs has been explored by
a few researchers. Other informal sources, such as moneylenders and trade credit, allow for
faster access to cash but at much higher interest rates. In fact, this dependency, noted by the
Reserve Bank of India (2021), often makes Sumangalibased Enterprises (SBEsS) more
vulnerable to financial stress and debt traps. In comparison, traditional financial institutions
require a significant amount of documentation that many small businesses do not have due to
poor record-keeping habits Khan & Rehman, (2024).

The second dimension relates to financial literacy among SBE owners as discussed in
this literature. 2.1 Problematic Financial Capability Inadequacy of awareness of credit
products, and financial planning tools contributing to credit mismanagement - According to
the ministry of micro, small & medium enterprises (2022) Financial literacy training has
been shown to help the efficiency of credit utilization, but these initiatives are few and far
between and underfunded.

Qualitative focus Impacts of small business credit risk assessment procedures Credit
scoring and background checks greatly reduce small business defaults Abdel, (2019);
(Berger and Udell, 2006).

According to Brierley (2017), consumer credit management solutions are automated
and this reduces inaccuracies in the invoicing process, and the time between payment
receiving and reporting (despite sometimes accurate reporting). This leads to expedited
billing.

According to Fatoki and Odeyemi (2010), limited access to capital owing to
unavailability of formal credit management policies as well as inadequately educated
clientele is a significant hindrance of effective credit management in SBEs.

World bank (2020), among other studies, has highlighted that financial institutions
play a crucial role in making credit accessible to small businesses, among others by
providing them advisory services. Nevertheless, SBEs often lack the necessary awareness and
access to adequately take advantage of such resources.

Hassan and Mago (2023) carried out a study on SME credit management practices in
the United Arab Emirates and found significant determinants that affect these practices.
Their study emphasized the importance of establishing adequate credit limits and managing
overdue credit sales to prevent disruption of profitability and, consequently, viability. It
highlights the importance of implementing dynamic credit management strategies that align
with the prevailing market conditions and stresses the need for timely collection processes to
maintain sufficient liquidity levels Brown & Petersen, (2015); Karanja, & Simiyu, (2022).

Wambui & Lucy (2018) investigated on the impact of financial management practices
on performance of SMEs. The empirical findings show that out of all aspects of finance

management describing in this agenda, having good credit management practice contributes
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significantly to the improved performance of the firms. SME owners and managers should
give special attention to credit policies and cash flow management as well as financial
planning to improve their organizations’ financial health according to the authors.

Zimon and Dankiewicz (2020) investigated the influence of external factors,
including corruption, on the effectiveness of SMESs' trade credit management. According to
their research, a higher level of corruption can negatively impact the effectiveness of credit
management practices, which could result in more risks and economic instability among
SMEs. The study concluded that effective credit management in SMEs critically hinges on
fighting corruption and mischievous governance Mason & Harrison, (2004).

Research Gap: The literature brings broad aspects regarding the credit management
practices of large corporations; however, few studies are dedicated to SBEs, especially under
diverse industry settings and emerging market contexts. To fill this gap, the study aims to
provide empirical insights into the credit management practices of SBEs.

The majority of the existing literature addresses general credit management strategies, but
few have gone into detail about industry-specific challenges. Retail, manufacturing, and
service companies all have different business models and operate in different markets which
these issues have yet explored in detail.

Although studies globally provide an understanding of credit management but little
research has been conducted on the emerging economies where SBEs are of economic
significance. These areas experience added challenges like lack of access to formal
financing, regulatory hurdles, and cultural borrow attitudes. In order to contribute to the
literature, this work provides a sector focused, grounded approach to the government of SBEs
credit management founded on historical-empirical synthesis of ideas concerning
technology emerging markets and SBEs. Additionally, it will explore the impact of financial
literacy programs and offer suggestions to enhance credit management amidst economic
uncertainty.

RESEARCH METHODOLOGY

Research Design: A mixed-methods research design is utilized in this study, as it combines
quantitative and qualitative approaches to provide a holistic understanding of credit
management practices among SBEs. A large quantitative component using structured surveys
will aid in capturing quantitative data, while a smaller qualitative component deploying semi-
structured interviews in-depth will allow unique insights to all the stories of SBE owners and
managers Figures 1-4.

Data Collection

o Primary Data: Survey of 100 SBEs from retail, manufacturing and service sectors. Key
elements of credit management were covered in these surveys, including credit policies,
customer evaluation techniques, and strategies for dealing with defaults. Moreover, 20
structured interviews were conducted with SBE owners/managers to gain a deeper
insight into their perceptions, challenges, and strategies.

o Secondary Data: Financial reports, industry publications, and relevant academic articles
were reviewed to supplement primary data and provide contextual insights.

Sampling Technique: The study utilized purposive sampling to ensure the selection of

SBEs that engage in credit management practices. Business size, type of business and credit

management tools used were all criteria of selection.
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Data Analysis Methods

o Quantitative Analysis: Survey data were analyzed using statistical tools such as SPSS.
Data were summarized through descriptive statistics and the relationships between credit
management practices and financial performance were assessed using inferential statistics
such as correlation and regression analysis.

o Qualitative Analysis: Interview transcripts were analyzed using thematic analysis to
identify recurring themes, patterns, and insights related to credit management challenges
and best practices.

Ethical Considerations: All participants were informed about the purpose of the study and

assured of confidentiality and anonymity. Informed consent was obtained prior to data

collection, and participants were free to withdraw from the study at any stage.

DATA ANALYSIS AND RESULTS
Demographic Profile

Age Group Distribution of Respondents

Age Group Distribution

18-25 554
Hidtes 15.0%
26-35 30.0% 20.0% 46-55
25.0%
36-45
FIGURE 1

AGE GROUP DISTRIBUTION
Interpretation

1. Age Group Distribution
26-35 (30%): The 26-35 age range is the most common group surveyed, representing that most small
business owners are mid-career professionals.
e 36-45 Age Group (25%): This is the second-largest segment, indicating that seasoned professionals
comprise a critical workforce in ensuring business operations.

e 46-55 Age Group (20%): Underlines the role of veterans, bringing experience and stability to small
business ventures
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e 18-25 (10%): Represents the rise of younger entrepreneurs into the small business community,
indicating a growing entrepreneurial spirit among our youth.

e 55+ Age Group (15%): Secondary group showcasing the active engagement of senior professionals,
utilizing years of experience to maintain and expand businesses.

Education Level Distribution of Respondents

Education Level Distribution

Others
High School
10.0%
20.0% Postgraduate
15.0%
25.0%
Diploma 30.0%
Undergraduate
FIGURE 2

EDUCATION LEVEL OF RESPONDENTS
Interpretation

e Undergraduate Degrees (30%): A sizable number of respondents hold bachelor
degrees, pointing to a growing demand focused on formal education for management
positions in SBEs.

e Diploma Holders (25%): These are people who have received practical and technical
education, which plays a significant role in research and business operations.

e High School (20%0): In fact, a significant number of entrepreneurs are making do with
both high school education and work experience to take control of businesses.

e Postgraduate Degrees (15%): The prevalence of advanced education continues to
inform strategic direction and leadership across the business.

e Others (10%): Includes respondents with informal or non-conventional education,
demonstrating diverse educational backgrounds within the sector.

Gender Distribution of Respondents
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Gender Distribution

Others

Female

Male

FIGURE 3
GENDER REPRESENTATION

Interpretation

e Male — 60%: Signifies the large number of male entrepreneurs owning and running
small businesses.

o Female (35%): The increasing number of leading ladies in entrepreneurship means
there is more space for all of us, and we’re getting there!

e Other (5%): This statistic reflects the involvement of people with other genders,
underscoring the need for increasing diversity and inclusivity in small business
communities.

Income Distribution of Respondents

Income Distribution of Respondents (INR)

Above %80,00,000

Below %¥15,00,000

30.0% %40,00,001 - %80,00,000

40.0%

%15,00,001 - X40,00,000

FIGURE 4

INCOME BRACKETS OF RESPONDENTS
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Interpretation

e 315,00,001 - %40,00,000 (40%): The largest income bracket, these businesses fall
under moderately profitable and implement standard credit practices.

e Less than X15,00,000 (30%): This includes essentially microenterprises, burdened
with financial constraints and having limited access to resources for sound credit
management.

e 340,00,001 - %80,00,000 (20%): Includes businesses that have a relatively steady
source of income, and typically use advanced credit management tools and practices.

e More than %80,00,000 (10%): The most financially sound companies with advanced
credit policies and higher access to external financing.

Hypothesis Testing Results

H,: Effective credit management practices are positively correlated with improved financial performance
of SBEs.

e Test Used: Pearson’s Correlation Coefficient
e Purpose: To measure the strength and direction of the relationship between credit
management practices and financial performance.
e Results:
e Pearson’sr=0.78, p <0.01
e The results indicate a strong positive correlation between effective credit
management practices and financial performance Tables 1-3.

Table 1
CORRELATION BETWEEN CREDIT MANAGEMENT PRACTICES AND FINANCIAL
PERFORMANCE
Variable Financial Performance (r-value) Significance (p-value)
Credit Management Practices 0.78 <0.01

Interpretation: SBEs with structured credit policies report enhanced cash flow, lower default
rates, and higher profitability. This emphasizes the necessity of incorporating sound credit
management practices for enhanced financial health. The result of Pearson’s correlation
coefficient of r = 0.78 (p < 0.01) indicates a strong positive correlation between effective
credit management practices and improved financial performance of SBEs. It implies that
SBEs with structured policies in place regarding credit, which include creditworthiness
evaluation and automated tools, have better financial stability, lower default rates, and
improved profitability. Note the positive correlation direction, which suggests that if credit
management practices improve this will translate into better financial performance. This
observation is highly reliable, with the significance determined as P < 0.01, as can be
considered as a major robustness of this association made.

H,: The lack of access to credit management tools increases the rate of customer defaults among
SBEs.

e Test Used: Chi-Square Test
e Purpose: To examine the association between access to credit management tools and
customer default rates.
e Results:
o ¥*=12.45,p<0.05
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o The analysis demonstrates a significant relationship between tool access and
default rates.

Table 2
RELATIONSHIP BETWEEN ACCESS TO CREDIT MANAGEMENT TOOLS AND THE RATE
OF CUSTOMER DEFAULTS AMONG SBES

Access to Tools Low Default Rate (%) High Default Rate (%) -I;(")At)?l
Yes 75 o5 100
No 50 50 100

Interpretation: The findings provide evidence that SBEs that have access to credit
management tools find themselves with far fewer customer defaults. This emphasizes the
need to invest in technology to lower financial risks. The chi-square test shows a significant
statistical association between access to credit management tools and default rates. Small
business enterprises (SBEs) benefit from access to tools, as those that do report significantly
reduced default rates, highlighting the importance of credit management tools to mitigate
financial risks and ensure operational resilience. Chi-square test result indicate statistically
significance of credit management tools on customer default. SBEs that have access to credit
management tools face lower customer default rates, with businesses using the tools reporting
a default rate of 25% versus 50% without them. This suggests how important credit
management tools are for reducing financial risks. These tools help achieve financial stability
by allowing businesses to better assess and automate payment reminders, and manage
receivables more effectively. The p < 0.05 significance level confirms that this relationship is
meaningful and can guide us to make a recommendation to broaden access to such tools to
SBEs, especially in resource-sparse contexts. These findings also highlight the need for
active support from policymakers and financial institutions to subsidize or ease access to
affordable credit-management technologies to enable SBEs use these technologies to lessen
financial vulnerabilities.

Ha: Financial literacy among SBE owners significantly influences the adoption of structured
credit management practices.

o Test Used: Multiple Linear Regression
o Purpose: To evaluate the influence of financial literacy on adopting structured credit
management practices.
e Results:
o R2=0.58
o Predictors: Financial literacy (B = 0.65, p < 0.01) and external training
programs (f = 0.48, p <0.05)

Table 3
RELATIONSHIP BETWEEN ACCESS TO CREDIT MANAGEMENT TOOLS AND
THE RATE OF CUSTOMER DEFAULTS AMONG SBES

Predictor Variable Coefficient (B) Standard Error Significance
(p-value)
Financial Literacy 0.65 0.1 <0.01
External Training 048 012 <0.05
Programs
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Interpretation

The results confirm that financial literacy is a critical determinant of organized
lending practices. External training programs aid adoption rates significantly, underscoring
the impact of skill development initiatives. The regression result shows that the financial
literacy of the SBE owners played a significant role in adopting the structured credit
management practice. With a high beta coefficient (B = 0.65, p < 0.01), financial literacy
plays a crucial role in helping business owners create formal credit policies, evaluate
customers' creditworthiness, and leverage advanced credit management tools. Additionally,
including external training programs as an important predictor (f = 0.48, p < 0.05) indicates
the importance of capacity-building programs for improving credit management skills.

DISCUSSION

These results suggest the importance of credit management practices, access to tools,

and financial literacy in the financial performance and sustainability of SBEs. As depicted in
Hypothesis 1 there was a significant positive relation between structured credit management
practices and financial performance. Such companies having defined credit policies will
enjoy better management of their cash flow, lower default rates and higher profitability. It
underline the importance of credit policies that are not just operational tools, but also
strategic levers to achieve high level of financial performance.
Results of hypothesis 2 indicate that the absence of credit management tools significantly
increases the tendency of SBEs to default. This was a critical gap based on the resources
available to small businesses. It highlights the importance of tailored interventions, including
subsidizing access to technology and financial management applications, to lower default
rates. Access to technology, the collected data show, is one of the most significant drivers of
credit management efficiency that allows businesses to monitor receivables, assess customer
creditworthiness and provide automated payment reminders.

Hypothesis 3 presents the results of regression, and is the most important finding of
role of structured credit management practices through financial literacy. SBEs that are
financially literate are more able to assess customers their creditworthiness, credit policies,
and available tools. In addition, the large coefficient of external training programs influencing
adoption indicates that there is a need for capacity-building initiatives. Credit Management
Skills Training Credit management training programs can be developed for small business
owners to improve their knowledge of credit management and practical application of best
practices in the field.

The findings also shed some light on systemic challenges that SBEs face, including
limited knowledge about credit management tools and lack of training on their effective
utilization. A supportive ecosystem for SBEs can only be built through the collaboration of
policy makers, financial institutions and industry associations to address these challenges.
Improving financial literacy can also help women utilize their financial resources more
effectively, while access to affordable credit and partnerships with microfinance institutions
will enable better assistance in overcoming these work barriers.

These findings suggest that financially literate business owners are better at making
complex financial decisions and adopting processes that mitigate risks and enhance
operations. Training programs are a secondary mechanism, providing business owners with
the practical knowledge needed to implement and maintain successful credit management
systems. This regression model accounts for 58% of the variance in the adoption of structured
credit management practices (R? = 0.58), thus confirming the robustness of the predictors.
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The study adds to the existing literature of SME financing with empirical evidence of
determinants of credit and how it influences the outcome of a firm. This interconnectedness
of support mechanisms emphasizes the need for SOEs to align their internal practices with
external support mechanisms to ensure the financial resilience and sustainability of SBEs.

CONCLUSION

This study highlights the importance of sound credit management practices, access to
credit management tools, and financial literacy to improve the financial performance and
sustainability of small business enterprises (SBEs). Using both quantitative and qualitative
analyses, the findings indicate that structured credit policies, backed by the use of technology
and data-driven financial literacy, have a positive impact on cash flow management,
decreased defaults, and increased profitability.

The results validate the proposition that SBEs with structured credit management
practices are more equipped to deal with financial setback and capitalise on growth
opportunities. Low-cost credit management tools become a critical factor for operational
efficiency, and financial literacy enables business owners to make better decisions, develop
strong policies and new practices.

The findings further emphasize systemic barriers, like lack of access to technology

and inadequate financial literacy, which make it difficult for consumers to adopt effective
credit management strategies. These findings highlight the need for policymakers, financial
institutions, and business support organizations to collaborate and cultivate an environment
that supports the growth of SBEs. To address the unique needs of small businesses,
recommendations have included fostering financial literacy programs, subsidizing access to
credit management tools, and encouraging partnerships with microfinance institutions.
Future studies might include industry-specific credit management considerations, the impact
of new technologies (e.g., Al and blockchain) on credit management efficiency, or
longitudinal models to measure credit management system impacts on SBE performance
over time. Focusing on these aspects enables stakeholders to enhance the financial stability
and sustainability of small enterprises, thereby enhancing their role in economic development
and employment creation.
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