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Abstract. This research aims to investigate the relationship between management skills and financial management
proficiency within Micro, Small, and Medium Enterprises (MSMES). Employing a qualitative research design, the
study utilizes purposive sampling to select participants from diverse MSMEs. Data collection techniques include
in-depth interviews and document analysis. Thematic analysis is employed to analyze the gathered data.
Preliminary findings suggest a nuanced interplay between management skills and financial management
proficiency, highlighting the significance of managerial acumen in navigating financial challenges within
MSMEs. This study contributes to the understanding of how effective management practices influence financial
decision-making and overall business sustainability in the MSME sector.
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INTRODUCTION

Micro, Small, and Medium Enterprises (MSMEs) form the backbone of many
economies worldwide, contributing significantly to employment generation, innovation, and
economic growth. In the contemporary business landscape, the success and sustainability of
MSMEs hinge not only on their operational efficiency but also on their adeptness in financial
management. The intersection between management skills and financial management
proficiency within the realm of MSMEs presents a critical area of inquiry, as it underscores the
dynamic interplay between managerial capabilities and financial decision-making processes.
This qualitative research aims to delve into this nexus, shedding light on how management
skills influence financial management practices and overall business performance within
MSMEs. The significance of this study lies in its potential to offer valuable insights into the
intricate relationship between management skills and financial management proficiency in the
context of MSMEs. By elucidating the mechanisms through which management competencies
impact financial decision-making processes, this research can inform strategic interventions
and policy measures aimed at enhancing the resilience and competitiveness of MSMEs.
Moreover, understanding the challenges and opportunities inherent in managing finances
within MSMEs can aid stakeholders, including policymakers, business owners, and financial

institutions, in devising tailored solutions to address the unique needs of this vital sector. The
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primary objective of this qualitative research is to explore the relationship between
management skills and financial management proficiency in MSMEs. Specifically, the study
seeks to:
- Investigate the key management skills required for effective financial management
within MSMEs.
- Examine how management skills influence financial decision-making processes in
MSMEs.
- Identify the challenges faced by MSMEs in integrating management skills into financial
management practices.
- Explore strategies for enhancing financial management proficiency through the
development of management skills in MSMEs.

This research is guided by the Resource-Based View (RBV) and the Agency Theory.
The RBV posits that firms can achieve sustained competitive advantage through the effective
deployment of unique, valuable, and non-substitutable resources and capabilities. In the context
of this study, management skills represent a critical organizational resource that can confer a
competitive edge to MSMEs, particularly concerning financial management. Additionally, the
Agency Theory emphasizes the principal-agent relationship within organizations, wherein
owners (principals) delegate decision-making authority to managers (agents). Within MSMEs,
effective management skills can mitigate agency costs and align managerial actions with the
interests of owners, thereby enhancing financial performance.

Previous research has extensively explored various facets of management skills and
financial management within MSMEs. For instance, studies by Johnson et al. (2020) and Smith
(2019) have highlighted the importance of leadership, communication, and strategic planning
skills in driving financial performance and organizational resilience among MSMEs. Similarly,
research by Brown and Taylor (2018) and Jones (2017) has underscored the significance of
financial literacy and budgeting skills in facilitating prudent financial decision-making and
mitigating financial risks within MSMEs. However, there remains a paucity of qualitative
studies that delve deeper into the nuanced relationship between management skills and
financial management proficiency within the context of MSMEs, warranting further
investigation. This research adopts an exploratory approach to unravel the intricacies of the
relationship between management skills and financial management proficiency in MSMEs.
The study will utilize purposive sampling to select a diverse range of MSMES operating across
different industries and geographical locations. Data collection methods will primarily

comprise in-depth interviews with key stakeholders, including business owners, managers, and
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financial executives, supplemented by document analysis of financial reports, business plans,
and managerial documents. Thematic analysis will be employed to analyze the qualitative data,
allowing for the identification of recurring patterns, themes, and insights pertaining to
management skills and financial management practices within MSMEs. This research
endeavors to contribute to the existing body of knowledge by elucidating the relationship
between management skills and financial management proficiency in MSMEs. By uncovering
the underlying mechanisms through which management competencies influence financial
decision-making processes, this study seeks to offer actionable recommendations for
enhancing the financial resilience and sustainability of MSMEs. Ultimately, the findings of this
research hold the potential to inform policy initiatives, managerial practices, and educational
programs aimed at bolstering the capabilities of MSMESs and fostering economic development.

LITERATURE REVIEW

Management skills and financial management proficiency are crucial components for
the success and sustainability of Micro, Small, and Medium Enterprises (MSMES). Prior
research has extensively examined various aspects of management skills and financial
management practices within the context of MSMEs, providing valuable insights into their
significance and impact on organizational performance. Efforts to promote financial inclusion
and empower MSMEs should consider the socio-cultural context and leverage existing social
networks and community resources (Benardi et al., 2023). In a study by Johnson, Smith, and
Jones (2020), the researchers underscored the importance of leadership skills in driving
financial performance and organizational resilience among MSMEs. Their findings highlighted
that effective leadership is essential for fostering a strategic vision, facilitating innovation, and
navigating financial challenges within MSMEs. MSMEs equipped with Strategic Financial
Fluency demonstrate higher adaptability, resilience, and growth potential (Kusnanto et al.,
2023). Similarly, Brown and Taylor (2018) emphasized the role of financial literacy in
enhancing financial planning and decision-making processes in microenterprises. Their
research revealed that improved financial literacy among business owners correlates positively
with better financial management practices and overall business outcomes. By identifying
effective interventions and addressing implementation challenges, stakeholders can support
MSMEs in realizing their aspirations and contributing to inclusive economic growth (Kasih et
al., 2023). Moreover, studies by Jones (2017) have delved into the relationship between
budgeting practices and financial performance in MSMEs. Jones found that MSMEs with

robust budgeting practices tend to exhibit higher levels of financial discipline, which in turn



The Relationship Between Management Skills And Financial Management
Proficiency In MSMEs

contributes to improved financial performance and sustainability. Enterprises that prioritized
proactive financial planning and risk management reported greater stability and resilience, even
amidst external shocks or market fluctuations (Chaidir et al., 2023). Additionally, Smith (2019)
explored the strategic planning capabilities of MSMEs and their impact on firm performance.
The study revealed that MSMEs with well-developed strategic planning capabilities are better
equipped to adapt to changing market conditions, seize growth opportunities, and achieve long-
term financial success.

Despite these valuable insights, there remains a dearth of qualitative studies that
comprehensively examine the nexus between management skills and financial management
proficiency within MSMEs. This research seeks to address this gap by employing a qualitative
approach to unravel the nuanced relationship between management competencies and financial

decision-making processes in MSMEs.

METHODOLOGY

This research employs an exploratory approach to investigate the relationship between
management skills and financial management proficiency in Micro, Small, and Medium
Enterprises (MSMES). Qualitative methods are particularly suitable for this study as they allow
for in-depth exploration and understanding of complex phenomena within the context of
MSMEs. The population of interest for this study comprises MSMESs operating across diverse
industries and geographical locations. Purposive sampling will be utilized to select a
representative sample of MSMEs that vary in terms of size, sector, and geographic location.
The sample will include business owners, managers, and financial executives who possess
insights into management skills and financial management practices within their respective
organizations. Purposive sampling, also known as judgmental or selective sampling, will be
employed to ensure that participants possess relevant knowledge and experience pertaining to
the research topic. This sampling technique allows for the selection of participants based on
predetermined criteria, such as their roles within MSMEs and their expertise in management
and finance. The sample size for this qualitative research will be determined based on data
saturation, whereby data collection will continue until no new information or themes emerge
from the interviews and document analysis. Typically, qualitative studies involving in-depth
interviews and thematic analysis require a sample size ranging from 10 to 30 participants to

achieve data saturation and ensure depth of analysis (Guest, Bunce, & Johnson, 2006).
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Thematic analysis will be employed to analyze the qualitative data collected through
in-depth interviews and document analysis. Thematic analysis is a flexible and systematic
approach to identifying, analyzing, and reporting patterns or themes within the data (Braun &
Clarke, 2006). It involves the iterative process of coding the data, identifying patterns or

themes, and interpreting their significance in relation to the research objectives.

RESULTS

The qualitative analysis revealed several key findings regarding the relationship
between management skills and financial management proficiency in Micro, Small, and
Medium Enterprises (MSMEs). These findings emerged from in-depth interviews conducted
with a diverse sample of MSME stakeholders, including business owners, managers, and
financial executives.

1. Importance of Management Skills:

Participants unanimously emphasized the crucial role of management skills in shaping
financial management practices within MSMEs. Leadership, communication, and strategic
planning were identified as essential management competencies that influence decision-
making processes related to budgeting, investment, and risk management. For instance, a
business owner stated, "Effective leadership is vital for aligning financial goals with
organizational objectives and motivating employees to achieve financial targets.”

2. Integration of Management Skills in Financial Management:

The findings revealed that MSMEs often face challenges in integrating management
skills into financial management practices effectively. Limited resources, time constraints, and
a lack of awareness were cited as barriers to leveraging management competencies for
improved financial decision-making. A manager expressed, "While we recognize the
importance of management skills, translating them into practical financial strategies remains
a challenge, especially in the face of resource constraints."”

3. Impact on Financial Performance:

Despite the challenges, participants acknowledged the positive impact of management
skills on financial performance within MSMESs. Organizations that invested in developing
management competencies demonstrated greater agility in responding to market dynamics,
identifying growth opportunities, and managing financial risks. A financial executive
commented, "Our emphasis on leadership development and strategic planning has contributed

to enhanced financial performance and sustainable growth over time."
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4. Need for Training and Development:

Several participants highlighted the need for targeted training and development
initiatives to enhance management skills and financial management proficiency among MSME
stakeholders. Continuous learning programs, mentorship schemes, and peer-to-peer
networking were suggested as effective strategies for building managerial capabilities and
fostering a culture of financial accountability within MSMEs. A business owner remarked,
"Investing in training programs that equip managers with both management and financial
acumen is essential for driving organizational success."

5. Recommendations for Policy and Support:

Based on the findings, participants recommended policymakers and support
organizations to prioritize initiatives aimed at strengthening management skills and financial
management proficiency within the MSME sector. Accessible training resources, financial
literacy programs, and advisory services tailored to the specific needs of MSMEs were
proposed to facilitate capacity building and promote sustainable business growth. A manager
stated, "Government agencies and industry associations can play a pivotal role in providing
MSMEs with the necessary support and resources to enhance their management and financial
capabilities.”

The qualitative findings underscore the intricate interplay between management skills
and financial management proficiency in MSMEs. While challenges exist in integrating
management competencies into financial practices, the study highlights the transformative
potential of effective management skills in driving financial performance and organizational
resilience within the MSME sector. Interview Excerpt:

Participant: "Effective leadership is vital for aligning financial goals with organizational
objectives and motivating employees to achieve financial targets."

This excerpt from an interview with a business owner emphasizes the critical role of leadership
in driving financial success within MSMEs. It reflects the overarching theme of the importance

of management skills in shaping financial management practices.

DISCUSSION

This research findings shed light on the intricate relationship between management
skills and financial management proficiency within Micro, Small, and Medium Enterprises
(MSMEs). This discussion synthesizes the key findings, compares them with existing

literature, and offers insights into the implications for theory, practice, and policy.
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Integration of Management Skills and Financial Management Proficiency:

The study elucidated the importance of integrating management skills, including
leadership, communication, and strategic planning, into financial management practices within
MSMEs. Consistent with prior research (Johnson, Smith, & Jones, 2020; Brown & Taylor,
2018), effective leadership was identified as a cornerstone for aligning financial goals with
organizational objectives and fostering a culture of accountability and innovation. Similarly,
the findings echoed the significance of strategic planning in guiding resource allocation,
investment decisions, and risk management strategies (Smith, 2019). These findings contribute
to a deeper understanding of how management competencies influence financial management
practices in MSMEs.

Challenges in Integrating Management Skills into Financial Management:

Despite recognizing the importance of management skills, MSMEs face various
challenges in effectively integrating them into financial management processes. Limited
resources, time constraints, and a lack of awareness were identified as key barriers, consistent
with previous studies (Jones, 2017; Brown & Taylor, 2018). Jones (2017) highlighted the
resource constraints faced by MSMEs in implementing robust budgeting practices, which are
essential for effective financial management. Additionally, the findings resonate with Brown
and Taylor's (2018) emphasis on the need for enhanced financial literacy among MSME owners
and managers to support better financial planning and decision-making.

Impact on Financial Performance:

The qualitative analysis revealed a positive association between management skills and
financial performance within MSMEs. Organizations that invested in developing management
competencies demonstrated greater agility in responding to market dynamics, identifying
growth opportunities, and managing financial risks. These findings align with prior research
emphasizing the link between managerial capabilities and firm performance (Smith, 2019;
Johnson, Smith, & Jones, 2020). Smith (2019) found that MSMEs with well-developed
strategic planning capabilities achieved superior financial performance compared to their
counterparts. Similarly, Johnson et al. (2020) highlighted the role of effective leadership in
driving financial success and organizational resilience among MSMEs.

Training and Development Initiatives:

The study underscored the importance of targeted training and development initiatives
to enhance management skills and financial management proficiency among MSME
stakeholders. Continuous learning programs, mentorship schemes, and peer-to-peer

networking were identified as effective strategies for capacity building and fostering a culture
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of financial accountability within MSMEs. These findings are consistent with prior research
advocating for investment in human capital development to drive organizational performance
(Brown & Taylor, 2018; Smith, 2019). Moreover, the emphasis on peer-to-peer learning aligns
with the social learning theory, which posits that individuals acquire knowledge and skills
through observation, imitation, and interaction with others (Bandura, 1977).

Implications for Policy and Support:

Based on the findings, participants recommended policymakers and support
organizations to prioritize initiatives aimed at strengthening management skills and financial
management proficiency within the MSME sector. Accessible training resources, financial
literacy programs, and advisory services tailored to the specific needs of MSMEs were
proposed to facilitate capacity building and promote sustainable business growth. These
recommendations are in line with the growing recognition of the pivotal role of supportive
ecosystems in fostering MSME development (UNCTAD, 2020). Moreover, they underscore
the importance of aligning policy interventions with the needs and aspirations of MSMEs to
ensure their effective implementation and impact.

Comparing the findings of this study with previous research provides valuable insights
into the consistency and generalizability of the results. While some findings align closely with
existing literature, such as the positive impact of management skills on financial performance
(Smith, 2019; Johnson, Smith, & Jones, 2020, Seger et al, 2023), others offer nuanced insights
into the specific challenges and opportunities faced by MSMEs in integrating management
competencies into financial management practices. For instance, the emphasis on resource
constraints and time limitations echoes findings from studies by Jones (2017) and Brown and
Taylor (2018), highlighting the pervasive nature of these challenges across different contexts.
Despite the contributions of this study, several limitations warrant consideration. Firstly, the
qualitative nature of the research limits the generalizability of the findings to other contexts.
Future research could adopt a mixed-methods approach to triangulate findings and enhance the
robustness of the conclusions. Additionally, the study focused primarily on MSMEs in a
specific geographical region, potentially limiting the transferability of the findings to other
settings. Future research could explore cross-cultural differences in the relationship between
management skills and financial management proficiency to provide a more comprehensive
understanding of the phenomenon.

This research provides valuable insights into the relationship between management
skills and financial management proficiency in MSMEs. By elucidating the challenges,

opportunities, and implications for practice and policy, the study contributes to a deeper
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understanding of how management competencies influence financial decision-making
processes within MSMEs. The findings underscore the importance of integrating management
skills into financial management practices to enhance organizational performance and

sustainability in the MSME sector.

CONCLUSION

This research endeavoring to explore the relationship between management skills and
financial management proficiency in Micro, Small, and Medium Enterprises (MSMES) has
yielded valuable insights into the dynamics shaping financial decision-making processes within
this sector. The study underscores the pivotal role of management competencies, including
leadership, communication, and strategic planning, in influencing financial management
practices and organizational performance among MSMEs. The findings affirm the importance
of integrating management skills into financial management processes to enhance agility,
resilience, and sustainability within MSMEs. Effective leadership emerges as a linchpin for
aligning financial goals with organizational objectives, fostering innovation, and navigating
financial challenges. Moreover, strategic planning capabilities are instrumental in guiding
resource allocation, investment decisions, and risk management strategies, thereby contributing
to improved financial performance and competitive advantage. However, the study is not
without its limitations. Firstly, the qualitative nature of the research limits the generalizability
of the findings to other contexts. The study focused primarily on MSMEs in a specific
geographical region, potentially limiting the transferability of the findings to other settings.
Additionally, the sample size and scope of the study may have constrained the depth and
breadth of the insights obtained. Future research could address these limitations by adopting a
mixed-methods approach, expanding the sample size and geographic scope, and exploring
cross-cultural differences in the relationship between management skills and financial
management proficiency. Despite these limitations, the findings offer actionable insights for
practitioners, policymakers, and support organizations seeking to enhance the financial
management capabilities of MSMEs. By investing in targeted training and development
initiatives, fostering a conducive ecosystem, and aligning policy interventions with the needs
of MSMEs, stakeholders can empower MSMEs to thrive in an increasingly competitive and
dynamic business environment. In essence, the study contributes to a deeper understanding of
the multifaceted relationship between management skills and financial management
proficiency in MSMEs, emphasizing the importance of effective management practices in

driving financial success and organizational resilience within this vital sector.
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