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Abstract

The study investigated the working management practices of immigrant entrepreneurs in South Africa. Effective working capital
management is critical to the survival of firms. Data was collected through the use of self-administered questionnaire in a
survey. Convenience sampling and the snowball sampling methods were used. Descriptive statistics was used for data
analysis. The results showed that immigrant entrepreneurs on the average keep accounting books. The use of computer for
operations is limited. Most of the respondents have bank accounts, do not bank their takings daily and do not prepare cash
budgets. Most of the respondents buy and sell on credit. There is no written credit policy in place. Recommendations to
improve the working capital management practices of immigrant entrepreneurs are suggested.
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1. Introduction

According to Pendleton et al. (2006), South Africa is a rainbow nation composed of various racial groups from all facets of
the earth. Following independence in 1994, an increasing number of immigrants migrated to South Africa from other
African countries and from other continents. Gibson et al. (2011) note that entrepreneurship can help to limit the
persistently high unemployment rate generally associated with immigrants. Thus, immigrants can become a significant
driving force in the creation of new businesses. Kalitanyi & Visser (2010) and Gebre et al. (2011) point out that immigrant
entrepreneurship can have positive impact on the South African economy. Most of the businesses owned by immigrants
can be regarded as small and medium enterprises (SMEs). Researchers and policy makers often implicitly equate
entrepreneurship with small business (Hurst & Pugsley, 2010). South Africa suffers from high rate of unemployment with
an official estimate of approximately 24.7% of the economically active population unemployed (Statistics South Africa,
2013). One of the best ways to address unemployment is to leverage the employment creation potential of SMEs
(FinMark Trust, 2006). SMEs are expected to be an important vehicle to address the challenges of job creation,
sustainable economic growth, equitable distribution of income and the overall stimulation of economic development in
South Africa (Maas & Herrington, 2006).

However, despite the noted contribution of SMEs (including immigrant-owned enterprises), it is estimated that the
failure rate of SMEs in South Africa is between 70% and 80%. As a result, many SMEs do not reach their full potential.
This is a distinct and adverse feature of South Africa’s entrepreneurial sector. Problems encountered by SMEs (including
immigrant-owned enterprises) are numerous and can be described amongst others as being environmental, financial or
managerial in nature (Brink et al. 2003). According to Tung and Aycan (2008), Petrus (2009) and Naqvi (2011) failure
factors of SMEs include poor business and financial management competencies. Sound financial management is crucial
to the survival and well-being of small enterprises of all types. One financial management practice that can impact on firm
success is working capital management. Working capital management is considered to be a vital issue in a firm's overall
financial management (Bagchi et al. 2012). The existence of an efficient and effective working capital management can
make a substantial difference between the success and failure of an enterprise. Efficient management and financing of
working capital can improve firm operating profitability (Agyei-Mensah, 2012). Working capital management is important
because of its effects on a firm's profitability and risk, and consequently its value (Banos-Caballero et al. 2010), (Stephen
and Elvis, 2011), (Akinlo, 2011). A review of the literature on immigrant entrepreneurship (Kalitanyi and Visser 2010),
Tengeh et al. 2011) and working capital management (Erasmus, 2010), (Kwenda & Holden 2013) revealed that no study
has investigated empirically the working capital management practices of immigrant entrepreneurs in South Africa.
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2. Objective of the Study

Working capital management practices management can make a difference between the survival and failure of an
enterprise. The objective of the study is to investigate the working capital management practices of immigrant
entrepreneurs in South Africa.

3. Literature Review

Padachi et al. (2008) assert that the need for maintaining adequate working capital can hardly be questioned. Just as
circulation of blood is very necessary in the human body to maintain life, the flow of funds is very necessary to maintain a
business. Timmons & Spinelli (2007) point out that cash flow and cash are the king and queen of entrepreneurial finance.
According to Firer et al. (2004) working capital refers to a firm’s short-term assets and liabilities. Short-term assets include
cash, inventory, debtors and prepayments and short-term liabilities include overdrafts, accounts payable and accruals.
Net working capital is the difference between firms’ current assets and current liabilities. Working capital is required for
the day-to-day running of a business. Working capital is needed to pay wages, suppliers, and other expenses before sale
revenues are received from customers. Positive working capital means that the company is able to pay off its short-term
liabilities. Negative working capital means that a company currently is unable to meet its short-term liabilities with its
current assets. Therefore, the failure to plan for increasing working capital needs can lead to serious cash flow problems
(Zaryawati et al. 2009). According to Arshad and Gondal (2013), there are two major concepts of working capital. These
are gross working capital and net working capital. Gross working capital is referred as working capital and it include the
total current assets of the firms. Net working capital is the difference between current assets and current liabilities of a
trade and financial nature. Fatoki (2013) points out that working capital management involves managing the short-term
assets and liabilities of a firm. Working capital management ensures that a firm has sufficient cash flow in order to meet
its short-term debt obligations and operating expenses.

The management of working capital is one of the most important aspects of the overall financial management
practices of any organization. Efficient management of working capital is an important indicator of sound health of an
organisation. A firm is required to maintain a balance between profitability while conducting its day to day operations.
While inadequate amount of working capital impairs a firm's liquidity, holding of excess working capital results in the
reduction of the profitability (Ghosh & Maji, 2004). Empirical studies generally find a positive relationship between the
availability of working capital and firm success. Garcial-Teruel & Martinez-Solano (2007) point out that non-availability of
working capital is a major constraint to the survival and growth of SMEs. A large number of SME failures can be attributed
to a lack of working capital. The success of a firm depends ultimately on its ability to generate cash receipts in excess of
disbursements. According to Amrehein & Katz (2000), the degree of a company's liquidity provides a critical measure of
its mortality risk. Even if a firm is profitable, it still takes cash to pay the bills. Properly managing the area of working
capital and cash flows is essential to the survival and growth of a business. This is particularly true of SMEs, which
experience different circumstances than large firms including fewer available resources. Cash is also needed to maintain
survival and sustain growth. As growth increases, an entrepreneurial firm's need for cash intensifies. Even if a business is
enjoying success in other areas, a shortage of cash can result in technical insolvency, which will lead to bankruptcy and
possible liquidation. These conclusions are consistent with the findings of other empirical studies. Song et al. (2008) find
that the availability of working capital is one of the critical success factors for SMEs. Studies such as Padachi (2006) and
Abuzayed (2012) find a positive relationship between the availability of working capital and firm performance. The
efficient management of working capital is a fundamental part of the overall corporate strategy to create value for
shareholders (Deloof, 2003), (Mohamad & Saad, 2010).

4. Research Methodology

The survey was conducted in the Johannesburg Central Business District in Gauteng province of South Africa. The area
is suitable for research because it has a high concentration of immigrant entrepreneurs. The empirical approach consists
of data collection through the use of self-administered questionnaire in as survey. Because of the difficulty of obtaining
the population of immigrant-owned businesses in the study area, convenience sampling and the snowball sampling
methods were used. The questionnaires were given to the owners of the business to complete. The study centred on
businesses in the retail sector. A pilot study was conducted on the survey instrument used in this research with 12
immigrant entrepreneurs in order to ensure face and content validity. The pilot study led to some modifications to the
questionnaire. Owners were assured of confidentiality with regard to the data collected. Descriptive statistics was used for
data analysis.
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5. Results and Discussions

120 questionnaires were distributed and 49 returned. The response rate was 40.8%. Most of the respondents are males,
with post-matric qualifications, in the 31-40 age bracket.

5.1 Accounting information that can aid working capital management

Table 1: Accounting information

Accounting books Yes No
Do you keep a stock book? 29 20
Do you keep a cash book? 31 18
Do you have a debtors’ book? 29 20
Do you keep a creditors’ book? 29 20
Do you use computer for your operations? 19 30

Table 1 depicts the use of accounting information that can aid working capital management by immigrant entrepreneurs.
The results indicate that most of the respondents keep stock, books, cash books, debtors’ books and creditors’ books.
However, most of the respondents do not use computer for their operations. The results indicate that the use of computer
by immigrant entrepreneurs is very limited as those that keep books still use the manual method. Amidu et al. (2011) find
that the use of computers by SMEs has the tendency to reduce cost, enhance clerical works, and provide sufficient space
to store data and process information for management decision in a timely manner.

5.2 Working capital practices

Table 2: Working capital management practices

Working capital management Yes No
Do you have a bank account? 47 2

Do you have a bank account specifically for your business? 24 23
Do you bank your takings on a daily basis? 17 30
Do you invest the cash balance in your account? 3 44
Do you prepare a cash budget? 1 48
Do you sell on credit? 44 5

Do you have a credit policy in place? 11 38
Do you have a specific number of days that you give your creditors to repay? 19 30
Do you do credit check from a credit rating agency before selling on credit? 0 49
Do you purchase on credit? 44 5

Do you have a specific number of days that you use to pay your debt? 17 32

The results of working capital practices as depicted by table 2 indicate that most of the respondents have bank accounts.
24 respondents have bank accounts specifically for their business, while 23 respondents use their personal accounts for
business. The lack of business account may impact negatively on the availability of bank loans to immigrant
entrepreneurs. The majority of the respondents do not bank their takings on a daily basis. This may negatively impact on
access to loans by immigrant entrepreneurs as commercial banks will not have an accurate assessment of their
businesses. Most of the respondents do not invest the balance in their accounts. Investments even for a short-term
period can add value to a business. Abanis et al. (2013) find that only a few SMEs that have cash surplus, do invest in
marketable securities in order to generate more income. This practice hinders their growth and eventually leads to their
failure. Most of the respondents do not prepare cash budgets. Cash flow management is the nucleus of a business for
short and long-term survival. Uwonda et al. (2013) find that failures in many SMEs can be linked to inadequate cash flow
management. The majority of SMES do not prepare cash budgets. Most of the respondents sell and purchase on credit.
Berger and Udell (2006) note that trade credit provides a cushion during credit crunches, monetary policy contractions or
other shocks that leave financial institutions less willing or less able to provide small business finance. Since only a
limited number of SMEs (including those owned by immigrants) have access to loans from financial institutions, trade
credit may often be the best or only available source of external funding for working capital. Trade credit is a substitute to
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bank credit for firms that are credit-rationed by banks. According to Huyghebaert et al. (2007), trade credit in economic
environments with weak informational infrastructure and less developed banking systems can play an even more
important role in SME financing because of its strength in addressing the information problem.

Most of the respondents do not have a credit policy in place. This may lead high levels of bad debt. Abanis et al.
(2013) note that the lack of credit policy implies that sales are made to customers without vetting who should be granted
credit and how much credit should be granted. This makes recovery of the money from credit sales difficult. Most of the
respondents do not have a specific number of days that are given to debtors to pay and none of the respondents does
credit check before extending credit. Ashbaugh et al. (2004) find that credit history information provided by credit rating
agencies is one of the determinants of the credit worthiness of a firm.

Table 3: Stock review

Yes
Daily 9
Weekly 28
Monthly 12
Do not review stock 0

Table 4: Restocking

Yes
Stock is down 32
periodically 12
Consumer demand 4
Projected sales 1
Economic order quantity 0

Table 5: Insurance against fire and theft

Yes No
11 38

Table 3 presents the results on how often immigrant entrepreneurs do stock review. Tables 4 and 5 depict the results of
how immigrant entrepreneurs restock goods and whether they have insurance in place against fire and theft. The results
reveal that most of the respondents review their stock on a weekly basis and restocking is mainly done when stock is
down. Most of the respondents do not have insurance in place for fire and theft. Chidokufa (2009) finds that less than half
of all South African SMEs have any insurance cover in place. Abanis et al. (2013) point out the lack of insurance cover
implies that there is a low safeguard of inventory against fire and theft.

6. Conclusions

Immigrant entrepreneurs are a significant driving force in the creation of SMEs in South Africa. The failure rate of SMES in
general is very high in South Africa. The existence of an efficient and effective working capital management can make a
substantial difference between the success and failure of an enterprise. The objective of the study was to investigate the
working capital management practices of immigrant entrepreneurs in South Africa. The results showed that immigrant
entrepreneurs on the average keep accounting books. The use of computer for operations is limited. Most of the
respondents have bank accounts and buy and sell goods on credit.. The majority of the respondents do not bank their
takings on a daily basis. Most of the respondents do not prepare cash budgets. There is no credit policy in place. Most of
the respondents review their stock on a weekly basis and restocking is mainly done when stock is down. Most of the
respondents do not have insurance covers in place against fire and theft.

7. Recommendations

Immigrant entrepreneurs need to take greater responsibility for their own learning. They can attend training programs

55



ISSN 2039-2117 (online) Mediterranean Journal of Social Sciences Vol 5 No 10
ISSN 2039-9340 (print) MCSER Pub]jshjn(q) Rome—]ta])/ June 2014

organised by universities on financial management for non-financial managers and training programs organised by
government agencies such as the Small Enterprise Development Agency (SEDA). Organisations responsible for small
business development in South Africa should make conscious effort to recognise immigrant entrepreneurs as a specific
target market for training. These organisations should have well trained field agents to visit and train immigrant
entrepreneurs on a regular basis on how to keep books of accounts In addition, immigrant entrepreneurs need to move
from manual to computers for record keeping. Immigrant entrepreneurs need to purchase computers and go for training
on e-accounting. Universities (especially the management department) should make it part of their community
engagement to visit immigrant entrepreneurs and train the owners on how to keep books of account.
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