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ABSTRACT 

The purpose of the study is to examine the influence of cash flow management and diversification on 

the financial performance of medium manufacturing firms in Kampala. The study employed a cross 

sectional design and a quantitative approach. A sample of 285 was taken from a population of 1025 

medium manufacturing enterprises in Kampala Uganda. Primary data was collected from medium 

manufacturing enterprise managers using a validated self-administered questionnaire that yielded a 

response rate of 60.0%. The reliability of the questionnaire was tested and yielded Cronbach’s Alpha 

coefficients that were above the threshold of 0.7. Data of this study was analyzed using SPSS software 

to analyze both descriptive and inferential statistics and the results were presented in tables. Findings 

of the study revealed a significant positive relationship between cash flow management and financial 

performance of medium manufacturing enterprises. Findings further revealed that diversification has 

positive but insignificant relationship with financial performance. However, geographical 

diversification was found to be positively and significantly associated with financial performance yet 

product diversification had no significant relationship with financial performance. Regression results 

revealed that a combination of cash flow management and diversification influence financial 

performance in medium manufacturing enterprises.  The study recommends that Medium 

manufacturing firms should ensure proper cash flow management and should be very careful when 

making a decision to diversify in the products they do manufacture. It is also recommended that 

Medium manufacturing firms should automate their cash flow management processes in order to 

mitigate the risks that may be associated it. 
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CHAPTER ONE 

1.0 Introduction 

This chapter presents the background of the study, problem statement, purpose of the study, objectives 

of the study, research questions, scope of the study, conceptual framework and significance of the 

study.  

1.1 Background of the study 

Globally, financial performance is an important element in the survival of Medium Firms (Das & 

Mahapatra, 2021). Therefore, financial performance involves analyzing a firms financial standing and 

looking at how well a firm is performing in terms of its assets, liabilities, equity, expenses, revenue 

and overall profitability (Ndirangu, 2017). Furthermore, an analysis of financial performance of 

Medium enterprises is important because it provides an insight to investors on the overall well-being 

of the firm and its economic health as well as providing an insight into the future; whether the 

operations and profits of the firm are on course to growth (Nybakk & Jenssen, 2012). In this study, 

financial performance conceptualized in terms of liquidity, profitability (Kabuye et al. 2019) and return 

on equity (Mugisha, Omagwa & Kilika, 2020). Profits are the chief goal of every firm and 

shareholder’s wish for wealth maximization (Barbuta-Misu, Madaleno & Ilie, 2019). Profits also show 

how well management is performing in investment and financing decisions (Batchimeg, 2017). 

Liquidity concerns the speed at which assets are transferred into cash (Durrah, Rahman, Jamil & 

Ghafeer, 2016). It is important for firms to maintain a balance between liquidity and profitability while 

conducting daily operations. Liquidity is a requirement which ensures that firms meet their short-term 

obligations as they fall due as well as ensuring that profitability is maintained (Eton, Uwonda, Mwosi 

& Ogwel, 2019). A global survey conducted by United Nations Industrial Development Organization 

[UNIDO] (2021) indicated that in 2020, more than 70 percent of the firms faced a drop (on average by 

28 percent) in yearly profits and 60 percent in monthly sales (on average by 19 percent). Similarly, a 
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survey carried out by Kimitare and Kibekityo (2021) indicated that medium firms in Uganda, over the 

years, faced a decline in financial performance especially in regard to return on equity, liquidity and 

low profits. The survey by Kimitare and Kibekityo (2021) further indicated that firms’ cash flows and 

sales declined by at least 50% and 25% respectively.  

Financial performance of Medium manufacturing firms is said to be influenced by a number of factors 

such as cash flow management and diversification. According to Ali and Mukhongo (2016), effective 

cash flow management is imperative in every business organization since cash is said to be the life 

blood of any business operation and is greatly linked to financial performance of a business. Murkor, 

Muturi, and Oluoch (2018) observed that operating cash flow management could significantly 

influence financial performance of mutual funds in terms of return on equity. Lai, Latiff, Keong & 

Qun (2020) and Soet, Muturi and Oluoch (2018) also concluded that cash flow management in its 

various dimensions had significant and positive effect on financial performance of firms. In this study 

cash flow dimensions will include: one, operating activities - cash flows and outflows which arise firm 

revenues and expenses. Highlights success or failure in operations and working capital management; 

two, investing activities - purchase of long-term assets and acquisition of other businesses and 

investments in market securities. In general they could be cash inflows or outflows from investing 

activities) and three financing activities (fund the company, repay lenders and provide owners with a 

return on investment). On the other hand, diversification aims at increasing profitability, firms’ market 

share, growth opportunity, risk reduction which in turn helps to improve on the firm’s financial 

performance (Mehmood, Hunjra & Chani, 2019). Cahyo, Kusuma, Harjito and Arifin (2021) in their 

study also proved that firm diversification leads to an improvement in firm performance. In times of 

crises such as the covid-19 pandemic, diversification is key to the survival of business firms and can 
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strongly and positively influence the financial performance of business firms (Ivudria, 2021) through 

product diversification and geographical diversification.  

This study was underpinned by the Agency theory which brings out a fundamental problem in 

organizations given that managers may have their own goals that compete with those of the 

shareholders, such as the desire to maximize wealth (Eisenhardt, 1989). In the Ugandan context 

medium size enterprises are defined as having between 50 and 100 employees with total assets more 

than shs.100 million but not exceeding shs.360 million. Limited studies have been conducted on the 

combined effect of cash flow management and diversification on financial performance of medium 

manufacturing firms in developing countries like Uganda, particularly in Kampala metropolitan area. 

This study has therefore bridged this gap. Medium manufacturing firms that employ appropriate 

strategies flourish.  

1.2. Problem statement  

Medium manufacturing firms have a significant role to play in stimulating economic growth of the 

country as well as achieving competitive advantage point and enhancing financial performance relative 

to their rivals. Given their importance, the government of Uganda prioritized medium firms in several 

government policies and plans, mainly focusing on fostering a business enabling environment, 

accelerating industrialisation and business linkages, enhancing productivity and modernisation at the 

firm level (UIA, 2018; Bank of Uganda, 2022). The government has also put incentives such as free 

land in Kampala Industrial and Business Park as well as the 10-year tax holiday for export-oriented 

companies (UIA, 2018). The government further put in place procurement policies that encourage 

local consumption of local goods and National policy 2015-2025 that seeks to enhance Medium firms 

to access finance. In addition, enterprise Uganda and various member-based organisations such as 

Federation of Small and medium enterprises advocate for medium enterprises while providing business 
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support services for purposes of improving medium enterprises’ financial status (Market Bite Uganda, 

2021). Despite such interventions, manufacturing sector in Uganda has registered a decline in; sales, 

revenue and profits (Ministry of Finance, Planning and Economic Development, (2020); Ugandan 

Ministry of Finance’s Private Sector Development Unit and the International Growth Centre, 2021). 

According to Economic policy research Centre (2021) sales and profitability of manufacturing firms 

have been reduced by more than 60%. It has also indicated that the contribution to GDP among 

manufacturing firms in Uganda is at only 7% over the last decade (Turyatemba, Natukunda, 

Kobusingye, Twinamatsiko, Amugisha, Friday, 2022). It is further indicated that over 65 

manufacturing firms had applied for bail from government (Turyatemba et al, 2022). If this situation 

continues among medium manufacturing firms likely consequences such as financial distress and 

insolvency may occur. The poor financial performance could be attributed to poor cash flow 

management and lack of diversification. Mixed results have been obtained on the relationship between 

cash flow management, diversification and financial performance of medium manufacturing firms. The 

researcher therefore intends to examine the relationship between cash flow management, 

diversification and financial performance among medium manufacturing enterprises in Kampala. 

1.3. Purpose of the study 

The purpose of the study was to examine the influence of cash flow management and diversification 

on the financial performance of medium manufacturing firms in Kampala. 

1.4. Specific objectives of the study 

1) To examine the relationship between cash flow management and financial performance of 

Medium manufacturing firms in Kampala district. 

2) To examine the relationship between diversification and financial performance of Medium 

manufacturing firms in Kampala district. 
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3) To examine the combined effect of cash flow management and diversification on the financial 

performance of Medium manufacturing firms in Kampala district.  

1.5. Research Questions 

1) What is the relationship between cash flow management and financial performance of Medium 

manufacturing firms in Kampala district? 

2) What is the relationship between diversification and financial performance of Medium 

manufacturing firms in Kampala district? 

3)  What is the combined effect of cash flow management and diversification on the financial 

performance of manufacturing Medium enterprises in Kampala district?  

1.6. Scope of the study 

1.6.1 Content Scope  

The study focused on examining the concepts of cash flow management (operating activities, 

investment activities, financial activities) and diversification (product diversification, geographical 

diversification) and how they influence financial performance (return on equity, liquidity and 

profitability) of Medium manufacturing firms in Kampala, Uganda.  

1.6.2 Geographical Scope  

Geographically, the study was carried out in Kampala, Uganda’s capital city. The choice of this district 

as the geographical location of the study arises from the fact that cities are the hubs of all industries in 

the country and they host majority of Medium enterprises including manufacturing firms according to 

statistics from UBOS (2019). Secondly, Kampala hosts majority of Medium manufacturing firms (over 

32%).  
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1.7. Significance of the study 

i. There is paucity of research in cash flow management and diversification among manufacturing 

firms in Uganda. Therefore, this research will help to fill the knowledge gap and deepen the 

understanding of the study area of financial performance for future reference by other scholars.  

ii. The study is expected to provide an understanding of how cash flow management and 

diversification can influence financial performance of Medium manufacturing firms. The study 

findings will help policy makers specifically those in ministry of trade and industry and the 

Private sector foundation to formulate appropriate national policies to help support the domestic 

small scale manufacturing firms improve their financial performance in times of crisis. 

iii. An understanding of the financial performance factor will also enable managers and owners of 

these Medium manufacturing firms to adopt proper cash flow policies and diversification 

strategies with the underlying effect of increased profitability, liquidity and improved financial 

performance during hard times.  

1.8. Conceptual framework 

 

 

 

 

 

 

Figure 1 Conceptual framework Adapted from: Kabuye et al, 2019; Bhattacharyya, 2011; Schmid & 

Walter, 2012; Kroes & Manikas, 2014; Mehmood et al., 2019; Bin, Khan & Ullah, 2020) and 

improved by the researcher  

Cash Flow Management 

 Operating activities 

 Investing activities 

 Financing activities 

         Diversification 

 Product diversification 

 Geographical diversification  

Financial Performance 

 Return on Equity 

 Liquidity 

 Profitability 
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The conceptual framework indicates the relationship between cash flow management, diversification 

and financial performance of Medium manufacturing firms in Kampala. The dependent variable is 

financial performance studied in terms of return on Equity, liquidity ratios and Profitability ratios 

(Kroes and Manikas, 2014; Mehmood et al., 2019). The independent variables are cash flow 

management studied in terms of operating activities, investment activities, financial activities 

(Bhattacharyya, 2011; Osebe, Nyang’au & Chesoli, 2018; Makau, 2021) and diversification studied in 

terms of product diversification and geographical diversification (Mehmood et al., 2019; Bin et al., 

2020). All these will be studied with specific reference to Medium manufacturing firms in Uganda. 
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SECTION TWO 

LITERATURE REVIEW 

2.0 Introduction  

This chapter presents the theoretical and literature review of the study variables and study objectives.  

2.1. Theoretical review 

Agency theory 

This study is hinged on the Agency theory by Jensen and Meckling (1976) who argue that there are 

two parties involved in the agency relationship; the agent who is argued to be the manager of the firm 

and the principal who is likely the shareholder or owner of the firm or other parties having financial 

interest in the firm (Berg, 2016). This is one of the oldest theories in the field of management and 

economics which focuses on examining the problems that often take place in the firm caused by the 

separation of the owners and managers and emphasizes on reducing the problem in the firm (Panda & 

Leepsa, 2017). According to Jensen and Meckling (1976), in the agency relationship, there are two 

problems that need to be dealt with; first problem is when the objectives of the manager and the 

shareholders result into conflicts and becomes difficult for the shareholder/principal to monitor the 

behaviours of the manager/agent. The second problem is being the principal and the agent have an 

attitude towards risky ventures and therefore each prefers a different action towards risks. This theory 

brings out a fundamental problem in organizations given that managers may have their own personal 

goals that compete with those of the shareholders such as desire to maximise wealth. This is likely to 

cause a potential conflict of interest between the two parties (Eisenhardt, 1989). For instance, the 

desire to diversify investments and have a free cash flow in the business may not be in the interest of 

the shareholders (Berg, 2016).  
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In trying to address the problems associated with the agency relationship, several scholars argue that 

when the managers/agents have a financial interest/equity in the firm, they are more likely to embrace 

the actions desired by principals as those of their own than when there is perceived inequity since they 

can end up engaging in self-interested behaviour (Jensen & Meckling, 1976; Eisenhardt, 1989; Panda 

& Leepsa, 2017). Other remedies to the agency relationship problem have been documented such as 

executive compensation, increasing the debt level in the firm, having independent board of directors in 

the firm board, dividend pay-out, and block holders (Panda & Leepsa, 2017). The agency theory has 

contributed to the field of financial management in such a way that it re-establishes the importance of 

incentives and self-interest in organizational thinking, it also emphasizes the importance of a common 

problem structure across research topics, and it also extends organizational thinking by pushing the 

effects of outcome uncertainty to their implications for creating risk (Eisenhardt, 1989).  

This theory relates to the diversification study variable in that when managers pursue diversification 

strategies for their personal benefits instead for the best interest of the firm, agency conflicts are likely 

to arise. However, it is also argued that managers diversify so as to limit risk and to obtain private 

benefits and thus a diversification strategy can assist in limiting agency conflicts by reducing the 

managerial exposure to risk (Aggarwal & Samwick, 2003). The theory also relates to cash flow 

management given that there is need to manage cash flow in the firm since managers tend to waste the 

free cash-flow to finance unprofitable projects, hence creating less wealth for the shareholders than the 

simple distribution of excess cash as dividends (Harbula, 2001). In relation to firm financial 

performance, agents/managers can be motivated in different ways by the firm shareholders/principals 

so as to improve on the performance of the firm, the shareholders of the firm can make decisions that 

lead to increased investment in the firm hence improving on the firm financial performance (Panda & 

Leepsa, 2017). 
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There is always conflicting priorities between the Principal (shareholder) and the Agent (manager) in 

conducting the strategic operations of the enterprises. The conflicting interests will always be one side 

wanting to maximize individual benefits and in turn affecting the financial performance. For example, 

the manager who is acting on behalf of the owner of the business will always want improved standards 

of living, better salaries and other incentives that may leads to high cost of doing business while the 

principal will always want to maximize wealth and return on shares in form of dividends. Secondly, 

although product diversification and geographical diversification follows agency theory, managers 

would prefer diversification as a strategy for their personal benefits and will want to expand the 

business portfolio by introducing new product lines or geographically wanting to extend and tap into 

the opportunities in other potential regions in order to compete favourably in the competitive market. 

This may however be detrimental financial performance. On the other hand, the principal will aim at 

financial year end results for the same product aiming at maximizing profit such that dividends are 

realised. The solution could be having a dividend policy in place to determine the distribution of the 

profits at the financial year end. It’s no doubt that managers prefer diversification as it enables the reduction 

of unsystematic risk and provides managers with more projects to manage thereby making them indispensable. 

Therefore, an agency problem exists if managers favour diversification while shareholders are averse to it.  

Whereas the relationship must exist between the principal and agent, the agency problems therefore 

can be reduced through regulations, threats of firing, direct influence of shareholders, enacting 

contracts for the agents or by incentivising the agent (performance based compensations) to act in 

accordance with the principal’s best interests.  

2.2. Financial performance 

The level of success of a company is measured through its financial performance based on a given 

period of time (Eton, Gilbert, Fabian, Benard & Dennis, 2019). Financial performance is an aggregate 
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economic indicator reflecting the extent to which factors of the production process are being used 

(Turyahebwa, 2022). Financial performance refers to the analysis of a firms financial standing and 

looking at how well a firm is performing in terms of its assets, liabilities, equity, expenses, revenue 

and overall profitability (Ndirangu, 2017). Financial performance can also be seen as the ability to 

obtain profits from business activities (Odo & Udodi, 2022). It also looks at the degree to which a 

firm’s financial objectives/goals are being accomplished. Financial performance measurement is 

therefore done to determine how healthy a firm is financially over a given period of time (Verma, 

2022; Eton et al, 2019). Firms can also embark on a comparative analysis of its performance against 

the performance of other firms in the same industry (Nangih, Onuora & Ofor, 2020). Poor financial 

performance of firms can be looked at in terms of low profitability, inadequate liquidity, reduced 

return on equity (Kabuye et al., 2019).  

Whereas profitability is found as the most suitable measure of financial performance of a firm, it 

cannot be used as the only measure of financial stability of the firm. Whereas Rahman and Sharma 

(2020) found a firm’s financial performance to be determined by the return on assets (ROA), return on 

equity (ROE), on the other hand, Lyria, Namusonge and Kabare (2017) deliberated on return on 

investment, competitive position, market share growth, overall profitability, sales volume growth, and 

cash flow and profit improvement as the best ways to measure a firm’s financial performance. In 

Uganda however, measures of a firm’s financial performance among Ugandan service firms were 

found to include good equity returns, controlled expenditure and profitable investments 

(Nkundabanyanga, 2012). 

2.3. Cash flow management 

Cash flow of a given firm is a vital element for the firm value (Gunay & Fatih, 2020). In this aspect, 

every business’s economic prosperity engaged in product and service activities relies on the efficient 
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and effective cash management both within and outside the entity (Rahman & Sharma, 2020). Cash 

flow management is the process of planning, organizing and controlling the cash inflows and cash out 

flows in an organization within a specific period (Nangih et al., 2020). Cash flow management is 

looked at as a very critical element in the operations of many firms since it has an important role it 

plays in the company’s operations and financial performance (Soet et al., 2018). Firms with better cash 

flow policies which manage their working capital in the form of cash receivables from customers, 

inventory holdings, and cash payments to suppliers are said to have an improved financial performance 

(Soet et al., 2018). Rahman and Sharma (2020) also argued that in relation to cash flow management, 

firms with better cash flows can invest in working capital, however, those with insufficient cash flows 

could invest less in their working capital so as to reach high performance levels. This therefore 

establishes a linkage between cash flow management and financial performance of firms. Issues with 

cash flow management are complex given that there is need for business managers to have the 

necessary knowledge and experience in proper cash flow management yet majority of Ugandan 

businesses face problems with proper management of their cash flows (Eton et al., 2019).  

Therefore, how a firm manages its cash flow activities will determine its solvency, flexibility, 

profitability and financial efficiency (Soet, 2020). Further, Nangih et al. (2020) also argued that the 

effectiveness and efficiency of a firm’s cash flow management is also determined by how it chooses its 

sources of funds to finance its operational activities and this differentiates a strong cash flow 

management from poorly managed cash flows. Having effective cash flow management policies can 

help firms to determine their levels of liquidity which enable them to carry out cash forecasting of 

short term and long term cash demands (Ndirangu, 2017). It also helps firms to assess their 

profitability, competitiveness in the industry and increase the effectiveness of the decision of the 

investors by strengthening their ability to make decisions relevantly (Sunday & Babatunde, 2017; 
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Alslehat & Al-Nimer, 2017). Cash flow management is measured in a number of ways including cash 

conversion cycle, debt ratio, sales, current ratio, total assets (Ndirangu, 2017).  Other measures include 

operating activities, investment activities and financing activities (Bhattacharyya, 2011; Odhowa & 

Mutswenje, 2023; Nangih, Ofor & Ven, 2020; Das, Kumar & Bhattacharyya, 2023; Laghari, Ahmed & 

López García, 2023). 

2.4. Diversification 

Diversification stretches far back in the study by Dimmick and Wallschlaeger (1986) who defined it as 

a tendency by firms to operate in several different markets which are sources of revenues and profits. 

Diversified firms differ from specialised firms in that specialized firms operate in relatively fewer 

markets selling a single product, service, or information set. In the event of drastic change in the 

business environment which may affect a firm negatively, specialized firms may lose viability or 

succumb altogether compared to diversified firms which may absorb the losses but survive due to the 

variety of different activities they engage in (Dimmick & Wallschlaeger, 1986). Diversification refers 

to the ability of a firm to operate a variety of business lines in the same or different industries with a 

view of minimizing risk and maximizing profits (Cahyo et al, 2021). According to the agency theory, 

diversification strategies are often used by the managers of the firms for their personal benefits and 

self-interest at the expense of shareholders (Mehmood et al, 2019).  

Several scholars argue that the decision for a firm to adopt a diversification strategy can have a 

negative or positive impact on the firm value. For instance, Mehmood et al. (2019) argued that if a 

firm opted to diversify into related business activities, it might get good output and reduced risk, 

however, if it opted to diversify into unrelated business activities, it may have a negative impact on 

firm value. Further, other studies find diversification to decrease firm value (Volkov & Smith, 2015; 

Ushijima, 2016; Phung & Mishra, 2016) while on the other hand, diversification is found to increase 
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firm value (Hovakimian, 2011; Tate & Yang, 2015; Kuppuswamy & Villalonga, 2016). Despite the 

inconclusive argument on its influence on firm value, diversification has been found to be beneficial to 

firms. For instance, diversification can lead to a reduction in fixed production expenses especially for 

firms producing various types of products in large quantities, firms can use shared facilities in the form 

of technology and resources, and can reduce transaction costs on the scale of firm activities (Cahyo et 

al., 2021). Diversification strategy helps firms to expand business activities and get maximum profit, 

firms also perform better on risk and return basis (Mehmood et al., 2019). Whereas diversification can 

help business firms, majority of medium enterprises in Uganda hardly adopt diversification strategies 

with only 33% having tried diversifying (Dmitry, 2020).  

In this study two dimensions of diversification were used. These included product diversification and 

geographical diversification. Product diversification is defined as the extent to which a firm's different 

lines of business are linked by a common skill, market, purpose, or resource. While geographical 

diversification entails the increase in number of activities a firm undertakes in different regions and 

sectors (Ndungu & Muturi, 2019) 

2.5. Cash flow management and financial performance 

Cash flow management is said to have a significant influence on financial performance of firms. In a 

similar study, Etim, Deferighe, Enang and Nyong (2022) examined the relationship between cash flow 

management and results revealed a significant and positive influence between cash flow management, 

operating cash flow ratio and net cash flow ratio on financial performance while financing cash flow 

ratio had insignificant and negative influence on financial performance of selected listed companies in 

Nigeria. Nangih and Ven (2020) examined cash flow management and financial performance of 

Quoted Oil and Gas Firms in Nigeria and the results found revealed that cash flows from operating and 

investing cash flows insignificant but negative association with profitability but cash flow from 



15 

 

financing activities had significant but positive influence on financial performance in the Oil and Gas 

sector. Another study carried out by Irumba, Bakaaki and Julius (2023) on credit management, cash 

flow management and financial performance; A case study of Petroleum Companies in Uganda, 

finding revealed a moderate but significant positive relationship between cash flow management and 

performance. A comparative study of Pakistan and India was carried out by Keerio, Talpur, Ameen 

and Mari (2021) in the two countries of Pakistan and India, it was found that cash flow management 

practices influence cement producing companies significantly on firm performance. However, in terms 

of Pakistan, return on Assets found to have no effect on firm’s profitability.  What is interesting in this 

study is that several scholars have investigated the relationship between cash flow management and 

financial performance in different contexts. Odhowa and Mutswenje (2022) also examined the 

relationship between cash flow management activities and financial performance of manufacturing 

firms listed at Nairobi Securities Exchange, Kenya and findings revealed that cash flow management 

from operating activities and investment activities had an insignificant influence on financial 

performance of manufacturing firms. Another study carried out by Olagunju, Ojeleye and Kazeem 

(2022) on Manufacturing firms particularly of listed Cement manufacturing companies in Nigeria, 

findings indicated an insignificant but positive association between Cash flows from operating 

activities and financial performance.  Liman and Mohammed (2018) carried out a study on operating 

cash flow and corporate financial performance of listed conglomerate companies in Nigeria, but results 

revealed an insignificant but positive influence between cash flow from operating activities on 

financial performance proxies by return on assets yet the influence was significant and positive when 

financial performance was proxies by return on equity of the listed conglomerate companies in 

Nigeria.  
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While examining the influence of management of cash flow activities on the financial performance of 

publicly listed insurance firms in Kenya, Makau (2021) argued that the net cash flows from operating 

activities, investing activities and financing activities had a significant influence on the financial 

performance of the insurance firms when measured by return on assets. This is an indication that the 

components of cash flow management have a positive influence on financial performance of firms. 

Similarly, Lai et al. (2020) found that management of cash flow activities in Malaysian firms had a 

significant influence on the return on assets which is a measure of financial performance. On the other 

hand, Soet et al. (2018) concluded that operating cash flow management had significant and positive 

effect on financial performance of firms.  The study carried out by Keerio et al (2021) titled “Impact of 

cash flow management Practices on financial performance of Cement Manufacturing firms: A 

comparative study of Pakistan and India in Pakistan” also indicated that cash flow management was 

associated with firm performance in terms of profitability. Another study conducted by Ugo and 

Egbuhuzor (2022) findings indicated an insignificant positive influence of operating activities on 

liquidity. The findings further indicated that there was an insignificant positive influence investing 

activities on liquidity. Furthermore, the findings indicated a significant negative influence of financial 

activities on liquidity of listed pharmaceutical companies in Nigeria 

However, while examining the influence of cash flow management on the performance, this was a 

study by Ali et al. (2013) found that a company’s performance was not in any way influenced by cash 

flow management. Alslehat and Al-Nimer (2017) also agreed that cash flows from operating and 

investing activities did not have a significant influence on the performance of firms except for 

financing activities. On the other hand, by examining cash flow management practices in Northern 

Uganda, Eton et al. (2019) also observed that cash flow management had no significant influence on 

financial performance of business firms.  
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2.6. Diversification and financial performance 

In general, it is argued that firms that adopt diversification strategies generally perform better and are 

more profitable than single-segment firms. While examining factors influencing firm performance, 

Kuppuswamy and Villalonga (2016) found that firms which implemented a diversification strategy 

during the 2007-2009 financial crisis experienced an increase in their performance. Similarly, Cahyo et 

al. (2021) in their study examining the relationship between firm diversification and firm performance 

in Indonesia proved that firm diversification led to an improvement in firm performance. Mehmood et 

al. (2019) also found that firm diversification particularly product diversification significantly affected 

the financial performance of manufacturing firms in South Asian countries.  

However, on the contrary, Phung and Mishra (2016) while investigating the influence of firm 

diversification on the performance of firms listed in the Vietnam stock exchange found that adopting 

firm diversification strategies instead reduced firm performance probably because Vietnam based firms 

have inefficient corporate governance systems and this also reduces firm performance. Lee et al. 

(2008) in South Korea also gave evidence on the non-existent relationship between firm diversification 

and firm performance in the post liberation era. Rejie and Kabir (2008) also confirmed that 

implementing higher levels of diversification would lead to lowering of firm performance.  

2.7. Combined influence of cash flow management and diversification on the financial 

performance  

According to research that has been conducted in developed and developing countries, it has been 

found out that cash flow management (CFM) and diversification have significant effect on firm 

financial performance. Murigu (2018) found that CFM has positive and statistically significant effect 

on the financial performance. On the other hand Mehmood et al. (2019) argued that if a firm opted to 

diversify into related business activities, it might get good output and reduced risk, however, if it opted 

to diversify into unrelated business activities, it may have a negative impact on firm value. 
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It has been noted that limited studies have been establishing on the combined effect of cash flow 

management and diversification on financial performance in manufacturing sector especially in 

developing countries.  For instance, a study by Park and Jang (2013) conducted a holistic analysis on 

the inter-relationship between capital structure, free cash flow, diversification and firm performance. In 

their study, they found that these four factors were closely inter-related. Salmanzadeh, Jafari, 

Anjomani and Marefat (2014) also examined the combined influence of capital structure, free cash 

flow and diversification on firm performance and concluded that all the four factors had a significant 

influence on firm performance. On the other hand, majority of the studies have examined the influence 

of each of the above factors on firm performance separately yet there is need to determine their 

combined influence on firm performance. Nguyen (2013) on the contrary examined the influence of 

diversification in financial performance of firms by looking at their cash flow management.  
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CHAPTER THREE 

METHODOLOGY 

3.0 Introduction  

This chapter presents the research design, study population, sample size and selection, data sources, 

data collection tool, measurement of the study variables, validity and reliability and ethical 

considerations.  

3.1. Research Design  

This study adopted a cross-sectional survey design with a quantitative approach. According to Setia 

(2016) this enables the researcher to collect data on a wide range of attributes/variables in one instance 

such as age, gender, cash flow management, diversification and financial performance of Medium 

manufacturing firms. On the other hand, the study was quantitative in nature because quantitative 

studies enable the researcher to get objective and accurate data from the field and particularly it also 

allows for a broader study involving a greater number of participants, and enhancing the generalization 

of the results (Babbie, 2010).  

3.2. Study Population 

The target population in this study was Medium manufacturing firms in Kampala District. According 

to Uganda Bureau of Statistics (2011) there were 1025 medium manufacturing firms in Kampala 

District. 

3.3. Sample size and selection  

In this study, 285 manufacturing Medium firms in Kampala city were selected as the sample size 

following Krejcie and Morgan (1970) Sample Size Determination table. The respondents from each 

selected manufacturing firms included 1 employee at managerial level who was involved in the 

decision making of the firm and therefore steer the firm towards financial performance.  
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To arrive at the required number of 285 Medium manufacturing firms, the study applied simple 

random sampling technique. Simple random sampling was used in this study because it could help to 

minimize bias. The researcher used computer random generator to select the sample of 285 medium 

manufacturing firms from a population 1025 medium manufacturing firms in Kampala. 

3.4. Data sources 

Data sources included primary data sources. The primary data sources included the respondents who 

voluntarily participated in the study to provide responses in regard to the topic. Primary data was used 

for purposes of obtaining first-hand information.  

3.5. Data collection tool 

The researcher used self-administered questionnaire to collect primary data from the respondents. This 

kind of research collection instrument was preferred because it is less costly to administer, saves time 

and does not require the physical presence of the lead researcher when respondents are filling the 

questionnaire (Rowley, 2014). The questionnaire tool particularly the questions relating to the study 

variables were designed based on a 5 point Likert scale with the values graded on the scale of 1 to 5 in 

the order of; 1-Strongly Disagree, 2-Disagree, 3-Not Sure, 4-Agree, 5-Strongly Agree. According to 

Willits, Theodori and Luloff (2016) a Likert scale in a questionnaire is necessary because it helps to 

produce reliable quantitative data that can be analysed with relative ease, it saves time and it is also 

ideal for larger questionnaires with multiple items due to its accuracy and quick fill out time.  

3.6. Measurements of the study variables 

Cash flow management was measured on the basis of operating activities, investing activities and 

financing activities (Bhattacharyya, 2011) and Abanis, Sunday, Burani & Eliabu (2013).  
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The items of cash flow management were adapted from the work of Bhattacharyya, 2011) and Abanis, 

Sunday, Burani & Eliabu (2013).  

Diversification was measured in terms of product diversification and geographical diversification and 

questionnaire items were adopted from Schmidt & Walter, (2012); Mehmood et al., (2019); Bin et al., 

(2020) and Mwangi (2012). The items of diversification were adapted from the work of Schmidt and 

Walter, (2012); Mehmood et al., (2019); Bin et al., (2020) and Mwangi (2012) 

Financial performance was measured by return on Equity, profitability and liquidity and the tool items 

were adopted from Kabuye et al. (2019). The items of financial performance were adapted from 

Kabuye et al (2019). 

3.7. Questionnaire validity and reliability 

3.7.1 Questionnaire validity  

Questionnaire validity refers to the extent to which the questionnaire tool truly measures what it is 

supposed to measure whereas questionnaire reliability refers to the extent to which results from a 

questionnaire tool can be reproduced when the research is repeated under the same conditions. 

According to Golafshani (2003) validity tests are conducted to ensure that the findings in a study are a 

true representation of phenomenon under investigation. In order to measure validity, experts were 

approached to rate the extent to which an item is relevant in measuring a particular construct and these 

ratings were subjected to a statistical estimation method giving rise to measure referred to as the 

content validity index (CVI). The researcher retained the items of the study that were found relevant 

and completely deleted some items that were found irrelevant. On the other hand, some items that were 

found vague, the researcher modified them with the guidance of the supervisor.  According to Shi, Mo 

and Sun (2012) a set of indicators can have content validity if the CVI is at least above .8. In this 

study, the CVI was above 0.853.  
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3.7.2 Questionnaire reliability  

Reliability tests are conducted so as to assess whether the items on the questionnaire are consistent 

within the domains for which they were designed (Mohajan, 2017). Measuring reliability of the 

questionnaire item was done using Cronbach Alpha Coefficient (CAC). According to Taber (2018) a 

coefficient of 0.70 and above is good enough. In this study, Cronbach Alpha Coefficient for all the 

study variables were above 0.7 as indicated in table 3.1 below.  

 

Table 3.1: Reliability and Validity Tests Results  

Variable No. of items Cronbach Alpha CVI 

Financial performance 24 .769  

Cash flow management 27 .872  

Diversification 14 .834  

 Source: System generated data 

3.8. Data processing and analysis 

The data collected from the field, was sorted, coded and cleaned to ensure that the information 

generated from the analysis is free from errors. The sorting process involved removing poorly 

answered questionnaires characterised by many unanswered items. The cleaning process involved 

checking for outliers, double entry and missing values. After sorting, the questionnaire was coded into 

SPSS software. After coding, data was entered into the computer and then the cleaning process began 

that involved checking for outliers, double entry and checking for missing values. After cleaning the 

data, data was then transformed from individual items to dimension level and then transformed further 

to main variable level. After all was done, the researcher analysed the data by generating descriptive 

statistics for respondents’ demographic characteristics and the inferential statistics. Descriptive 

statistics was presented in tables in form of frequency and percentages while inferential statistics was 

in form of Pearson correlation and regression analysis. Correlation and regression helped the 
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researcher to analyse the associations between cash flow management, diversification and financial 

performance while regression analysis was used to analyse the combined effect of the predictor 

variables to the variations within the dependent variable. 

3.9. Ethical considerations for the study 

In order to prevent falsification of responses and therefore promote the pursuit of knowledge and 

objectivity in the study, the researcher acknowledged by citations and referencing all works in this 

study using the latest APA format. Secondly, respondents were not coerced or even motivated to 

participate in the study through any means whether by force or use of monetary incentives. Thirdly, the 

author declared on the data collection questionnaire, the purpose for which the collected data shall be 

used. Specifically, a statement indicating that data shall be used for academic purposes only was 

placed under the introductory part of the questionnaire. Further, a statement indicating that 

respondents` data shall be held with utmost confidentiality was also indicated on the questionnaire. 

Lastly, the researcher thought approval of supervisors from University as well as management of the 

manufacturing firms to allow for data collection to proceed.  
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SECTION FOUR 

ANALYSIS, PRESENTATION AND INTERPRETATION OF FINDINGS 

4.0 Introduction  

This chapter contains the analysis, presentation and interpretation of findings on the descriptive and 

inferential statistics.  

4.1 Response rate  

The questionnaires were distributed to different firms. Out the target sample of 285, only 172 

questionnaires were returned but 170 were usable yielding a response rate of 60.0%.  

4.2 Demographic characteristics of respondents   

To understand the nature of the population being studied, demographic characteristics of respondents 

and those of the medium manufacturing firms were analysed and results are presented in table 4.1 and 

4.2 respectively.  

Table 4.1: Demographic characteristics of respondents included in the study sample  

 

 

 

 

 

 

 

Source: Primary data  

Demographic characteristics  Frequency Percent 

Gender of the Respondent Male 110 64.7 

 Female 60 35.3 

 Total 170 100.0 

Age of the respondent 18-34 Years 31 18.2 

 35-51 Years 117   68.8 

 Above 51 Years 21 12.4 

 Total 169 99.4 

 System 1 .6 

 Total 170 100.0 

Level of education Secondary 17 10.0 

 Vocational 10 5.9 

 Tertiary 142 83.5 

 Total 169 99.4 

 System 1 .6 

 Total 170 100.0 

Marital Status Single 18 10.6 

 Married  151 88.8 

 Total 169 99.4 

 System 1 .6 

 Total 170 100.0 
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Gender of the Respondent 

Demographic characteristics of respondents in table 4.1 show that majority of the respondents were 

Male representing 64.7%. This implies that the contribution of male respondents was above average.  

Age of the respondent 

Demographic characteristics of respondents in table 4.1 show that majority of the respondents were 

aged from 35 to 51 years which represents 68.8%. This implies that the contribution to this study was 

made by mature people who assumed to be more understanding and responsible.  

Level of education 

Demographic characteristics of respondents in table 4.1 show that majority of the respondents reached 

tertiary level as their highest level of education representing 83.5%. This implies that this study was 

contributed more by people who can read, interpreted and carefully answer the questions included in 

the study instrument.  

Marital Status 

Demographic characteristics of respondents in table 4.1 show that majority of the respondents were 

married, representing 88.8%.  This implies that the study was largely contributed by respondents who 

are assumed to be responsible and therefore answered the questions in a responsible manner.  
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Table 4.2: Demographic characteristics of medium manufacturing firms in the study sample  

Source: Primary data   

 

 

Category of products of the firm  

Findings in table 4.2 show that beverages and Soft Drinks medium manufacturing firms participated 

more in this study representing 28.2%. This category was followed by construction materials firms that 

constitute 20.0% and the third category being Agro-Processing Products which is presented by 14.1%. 

Those three were considered because they make a sum of 62.3% which is above average.  

Firm characteristics  Frequency Percent 

Category of products of the firm  Agro-Processing Products 24 14.1 

 Construction materials 34 20.0 

 Drugs and Pharmaceutical 8 4.7 

 Furniture 11 6.5 

 Beverages and Soft Drinks 48 28.2 

 Alcohol and Spirits 13 7.6 

 Garments And Textiles 21 12.4 

 Chemicals 7 4.1 

 System 4 2.4 

 Total 170 100.0 

Effect of COVID-19 to the firm operations Mild 5 2.9 

 Moderate 28 16.5 

 Severe 63 37.1 

 Catastrophic 67 39.4 

 System 7 4.1 

 Total 170 100.0 

Period the firm has been in operation? Less than 1 Year 3 1.8 

 1-5 Years 18 10.6 

 6-10 Years 35 20.6 

 11-15 Years 23 13.5 

 Above 15 Years 90 52.9 

 System 1 .6 

 Total 170 100.0 

Type of business ownership Sole proprietorship 31 18.2 

 Partnership 121 71.2 

 Others 17 10.0 

 Missing System 1 .6 

 Total 170 100.0 
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Effect of COVID-19 to the firm operations 

The findings in this table 4.2 show that majority of the medium manufacturing firms experienced 

catastrophic (39%) effect of Covid-19 to their firm operations, flowed by those that were affected 

severely (37%).   

Period the firm has been in operation? 

The findings show that out of the 170 medium manufacturing firms participated in this study, majority 

have operated for a period above 15 Years representing 52.9%.  

Type of business ownership 

Findings in table 4.2 show that majority of the medium manufacturing firms participated in this study, 

are partnerships which represents 71.2%.  

4.3 Correlation results  

Correlation results were performed to answer the research questions on the relationships between the 

study variables. The correlation coefficients and probability values have been shown in table below.  

Table 2.3:  Descriptive Statistics and correlation results  

Variable Mean SD 1 2 3 4 5 6 7 8 

Cash Flow Management (1) 3.425 .604 1        

Operating activities (2) 3.623 .714 .758** 1       

Investment activities(3) 3.197 .859 .846** .411** 1      

Financial activities(4) 3.455 .661 .821** .463** .575** 1     

Diversification(5) 3.645 .691 .600** .519** .412** .549** 1    

Product diversification(6) 3.617 .778 .449** .426** .270** .421** .903** 1   

Geographical diversification(7) 3.673 .758 .633** .510** .474** .568** .897** .620** 1  

Financial Performance(8) 3.392 .539 .596** .402** .583** .443** .103 .001 .186* 1 

**. Correlation is significant at the 0.01 level (2-tailed). *. Correlation is significant at the 0.05 level (2-tailed). 

Source: System generated result 

Cash flow management and financial performance  
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Findings show that there is a significant positive association between cash flow management and 

financial performance (r=596, p<.01). This means that changes in cash flow management are 

associated with changes in financial performance. Findings further show that operating activities 

(r=.402,p<.01), investment activities (r=.583, p<.01) and financial activities (r=.443, p<.01) also 

positively and significantly associate with financial performance in medium manufacturing firms in 

Kampala.  

Diversification and financial performance 

Findings show that there is a positive but insignificant association between diversification and 

financial performance of medium manufacturing firms in Kampala (r=.103, p<.01). Findings further 

show that Product diversification also has a positive but insignificant association with financial 

performance (r=.001, p<.05). However, Geographical diversification has been found to have a 

significant and positive association with financial performance (r=.186, p<.05).  

4.4 Regression results  

Table 3: Multiple regression results  

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

Collinearity 

Statistics 

B Std. Error Beta Tolerance VIF 

1 (Constant) 1.426 .224  6.365 .000   

Cash Flow Management .744 .061 .833 12.257 .000 .640 1.563 

Diversification -.178 .062 -.228 -2.873 .005 .469 2.131 

Cash flow 

management*Diversification 

.112 .027 .283 4.178 .000 .642 1.557 

         

 R  .714      

 R Square  .509      

 Adjusted R Square  .500      

 Std. Error of the Estimate  .38094      

 F  57.415      

 Sig  .000      

a. Dependent Variable: Financial Performance 

Source: System generated data 
 

The multiple regression analysis was performed to answer the objective that was aiming at examining 

the combined effect of cash flow management and financial performance. The findings revealed that 
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when two strategies are combined (cash management and diversification) they produce significant 

results. To be particular, cash flow management and diversification predict financial performance 

positively and significantly as indicated by a standard coefficient value of .283 with a p-value less than 

.01. The findings also indicate that the combined model explains a variation of 50% (Adjusted R 

Square=.500) in financial performance and the remaining 50% can be explained by other strategies 

that were not part of this model.  

The multiple regression results further indicate that Cash Flow Management has a significant 

contribution to financial performance (Beta=.833, P<.01). This implies that every unit change in cash 

flow management results into an improvement in financial performance by .833. Results also indicate 

that diversification negatively and significantly contribute to financial performance (Beta=-.228). This 

implies that every unit change in diversification, results into a reduction in financial performance by 

.228. In other words, manufacturing firms that do diversification are likely to reduce their financial 

performance levels. Therefore, manufacturing firms need to take cash flow management as their first 

priority.  
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SECTION FIVE 

DISCUSSION OF FINDINGS, CONCLUSION AND RECOMMENDATIONS 

5.0 Introduction 

This chapter contains the discussion of findings, conclusion, recommendations, and areas of further 

studies as well as the limitations to the study.  

5.1 Discussion of findings 

Discussion of findings are cantered on the three objectives of the study namely; to examine the 

relationship between cash flow management and financial performance of Medium manufacturing 

firms in Kampala district, to  examine the relationship between diversification and financial 

performance of Medium manufacturing firms in Kampala district and to examine the combined effect 

of cash flow management and diversification on the financial performance of Medium manufacturing 

firms in Kampala district. 

5.1.1 Cash flow management and financial performance  

Findings show that there is a significant positive association between cash flow management and 

financial performance. This means that changes in cash flow management are associated with changes 

in financial performance. Findings further show that operating activities, investing activities and 

financing activities also positively and significantly associate with financial performance in medium 

manufacturing firms in Kampala.  

 

A number of studies have been carried out to investigate and confirm whether there is a relationship 

between cash management and financial performance. Indeed, findings from those studies have 

revealed that there is a significant relationship between the two variables. The findings from the 

previous studies are shown below. In a similar study, Etim et al (2022) examined the relationship 
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between cash flow management and results revealed a significant and positive influence between cash 

flow management, operating cash flow ratio and net cash flow ratio on financial performance while 

financing cash flow ratio had insignificant and negative influence on financial performance of selected 

listed companies in Nigeria. Nangih and Ven (2020) examined cash flow management and financial 

performance of Oil and Gas Firms in Nigeria and the results found revealed that cash flows from 

operating and investing cash flows are insignificant but with negative association with profitability but 

cash flow from financing activities had significant but positive influence on financial performance in 

the Oil and Gas sector. Another study carried out by Irumba et al (2023) on credit management, cash 

flow management and financial performance; A case study of Petroleum Companies in Uganda, 

finding revealed a moderate but significant positive relationship between cash flow management and 

financial performance.  

 

A comparative study of Pakistan and India was carried out by Keerio et al (2021) in the two countries 

of Pakistan and India, it was found that cash flow management practices influence cement producing 

companies significantly on firm performance. However, in terms of Pakistan, return on Assets found to 

have no effect on firm’s profitability.  What is interesting in this study is that several scholars have 

investigated the relationship between cash flow management and financial performance in different 

contexts. Odhowa and Mutswenje (2022) also examined the relationship between cash flow 

management activities and financial performance of manufacturing firms listed at Nairobi Securities 

Exchange, Kenya and findings revealed that cash flow management from operating activities and 

investment activities had an insignificant influence on financial performance of manufacturing firms. 

Another study carried out by Olagunju, et al (2022) on manufacturing firms particularly of listed 

Cement manufacturing companies in Nigeria, findings indicated an insignificant but positive 
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association between Cash flows from operating activities and financial performance. Liman and 

Mohammed (2018) carried out a study on operating cash flow and corporate financial performance of 

listed conglomerate companies in Nigeria, but results revealed an insignificant but positive influence 

between cash flow from operating activities on financial performance proxies by return on assets yet 

the influence was significant and positive when financial performance was proxies by return on equity 

of the listed conglomerate companies in Nigeria.  

 

While examining the influence of management of cash flow activities on the financial performance of 

publicly listed insurance firms in Kenya, Makau (2021) argued that the net cash flows from operating 

activities, investing activities and financing activities had a significant influence on the financial 

performance of the insurance firms when measured by return on assets. This is an indication that the 

components of cash flow management have a positive influence on financial performance of firms. 

Similarly, Lai et al. (2020) found that management of cash flow activities in Malaysian firms had a 

significant influence on the return on assets which is a measure of financial performance. On the other 

hand, Soet et al. (2018) concluded that operating cash flow management had significant and positive 

effect on financial performance of firms.  The study carried out by Keerio et al (2021) titled “Impact of 

cash flow management Practices on financial performance of Cement Manufacturing firms: A 

comparative study of Pakistan and India in Pakistan” also indicated that cash flow management was 

associated with firm performance in terms of profitability. Another study conducted by Ugo and 

Egbuhuzor (2022) findings indicated an insignificant positive influence of operating activities on 

liquidity. The findings further indicated that there was an insignificant positive influence investing 

activities on liquidity. Furthermore, the findings indicated a significant negative influence of financial 

activities on liquidity of listed pharmaceutical companies in Nigeria 



33 

 

However, while examining the influence of cash flow management on the performance, this was a 

study by Ali et al. (2013) found that a company’s performance was not in any way influenced by cash 

flow management. Alslehat and Al-Nimer (2017) also agreed that cash flows from operating and 

investing activities did not have a significant influence on the performance of firms except for 

financing activities. On the other hand, by examining cash flow management practices in Northern 

Uganda, Eton et al. (2019) also observed that cash flow management had no significant influence on 

financial performance of business firms.  

5.1.2 Diversification and financial performance 

Findings show that there is a positive but insignificant association between diversification and 

financial performance of medium manufacturing firms in Kampala. This therefore implies that changes 

in diversification are not associated with changes in financial performance among medium 

manufacturing firms in Kampala. The findings of this study are related to the study carried out by 

Nwakoby and Ihediwa (2018) who found that business diversification has no significant relationship 

with financial performance of selected manufacturing firms on the Nigerian Stock Exchange operating 

under different sectors. This is supported by the view of Ndungu and Muturi (2019) who noted that 

diversification may not at all times result into higher financial performance due to rising overheads and 

exhausted economies of scale.  

The findings of this study to a great extent disagree with the results carried by other scholars. 

Empirical studies show that diversification significantly relate and influence financial performance of 

firms (Tanui & Serebemuom, 2021). A study carried out by Saputri and Sudrajat (2020) found that 

diversification has a significant positive influence on financial performance. While examining factors 

influencing firm performance, Kuppuswamy and Villalonga (2016) found that firms which 

implemented a diversification strategy during the 2007-2009 financial crisis experienced an increase in 
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their performance. Similarly, Cahyo et al. (2021) in their study examining the relationship between 

firm diversification and firm performance in Indonesia proved that firm diversification led to an 

improvement in firm performance. Mehmood et al. (2019) also found that firm diversification 

particularly product diversification significantly affected the financial performance of manufacturing 

firms in South Asian countries.  

As some studies were achieving positive significant results on the relationship between diversification 

and financial performance, other studies were achieving negative significant results. Phung and Mishra 

(2016) while investigating the influence of firm diversification on the performance of firms listed in 

the Vietnam stock exchange found that adopting firm diversification strategies instead reduced firm 

performance probably because Vietnam based firms have inefficient corporate governance systems and 

this also reduces firm performance. Lee (2008) in South Korea also gave evidence on the non-existent 

relationship between firm diversification and firm performance in the post liberation era. Rejie and 

Kabir (2008) also confirmed that implementing higher levels of diversification would lead to lowering 

of firm performance. 

 

Findings further show that Product diversification also has a positive but insignificant association with 

financial performance. Though this study found insignificant association between product 

diversification and financial performance, other studies were contradicting with these results. Kenyoru, 

Chumba, Finance and Rotich (2016) found a significant positive relationship between these two 

variables among selected Banks in Kericho Town. Nwakoby and Ihediwa (2018) also found a positive 

significant effect of product diversification and financial performance of selected manufacturing firms 

on the Nigerian Stock Exchange operating under different sectors. On contrary, Ndungu and Muturi 

(2019) found a negative significant influence of product diversification on financial performance of 
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commercial banks in Kenya. The difference in the findings could be attributed to the differing context 

and may be research design in which the two studies have been conducted. 

Although findings of this study found an insignificant relationship between product diversification and 

financial performance, geographical diversification was found to have a significant and positive 

association with financial performance.  The findings of this study are in line with the results of the 

study conducted by Ndungu and Muturi (2019) who found that geographical diversification 

significantly influence financial performance of financial Banks in Kenya. Literature suggests that the 

more the firms geographically diversify, the more they reduce on the risks associated with their 

businesses and hence achieving higher financial performance levels (Muhanguzi, 2019). However, it 

has been observed from different studies that different results have been achieved by different scholars 

on the relationship between geographical diversification and financial performance in different 

contexts and research designs such as longitudinal and cross sectional (Kanini, 2020).   

5.1.3 Combined effect of cash flow management and diversification on the financial performance  

The linear regression analysis was performed to answer the objective that was aiming at examining the 

combined effect of cash flow management and financial performance. The findings revealed that when 

two strategies are combined (cash management and diversification) they produce significant results. 

To be specific, cash management and diversification predict financial performance positively and 

significantly. 

According to research that has been conducted in developed and developing countries, it has been 

found out that cash flow management (CFM) and diversification have significant effect on firm 

financial performance. Murigu (2018) found that CFM has positive and statistically significant effect 

on the financial performance. On the other hand Mehmood et al. (2019) argued that if a firm opted to 
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diversify into related business activities, it might get good output and reduced risk, however, if it opted 

to diversify into unrelated business activities, it may have a negative impact on firm value. 

It has been noted that limited studies have been establishing on the combined effect of cash flow 

management and diversification on financial performance in manufacturing sector especially in 

developing countries.  For instance, a study by Park and Jang (2013) conducted a holistic analysis on 

the inter-relationship between capital structure, free cash flow, diversification and firm performance. In 

their study, they found that these four factors were closely inter-related. Salmanzadeh et al (2014) also 

examined the combined influence of capital structure, free cash flow and diversification on firm 

performance and concluded that all the four factors had a significant influence on firm performance. 

5.2 Conclusion  

The purpose of the study was to examine the influence of cash flow management and diversification 

on the financial performance of medium manufacturing firms in Kampala. Financial performance is an 

important element in the survival of Medium manufacturing enterprises. It is confirmed that when two 

strategies are employed in medium manufacturing enterprises, the financial performance of such 

enterprises improves. It has also been observed that changes in product diversification are not 

associated with changes in enterprise financial performance. However, significant association can be 

observed in geographical diversification.  Cash flow management has a lot to contribute to the 

financial performance of medium manufacturing enterprises.  

5.3 Recommendations  

The study found that cash flow management has a significant positive influence on financial 

performance. Therefore, Medium manufacturing firms should ensure proper cash flow management in 

terms of operating activities, investing activities and financing activities in order to enhance improved 

financial performance in terms of return on equity, liquidity and profitability. In addition, Medium 
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manufacturing firms should automate their cash flow management stems processes in order to mitigate 

the risks that may be associated it, which in turn may enhance financial performance in terms of return 

on equity, liquidity and profitability. To implement this, a policy on cash flow management especially 

on operating activities, investing activities and financing activities need to be put in place.  

 

The study also found that diversification has a negative significant influence on financial performance. 

It is therefore recommends that medium manufacturing firms should be very careful when taking a 

decision to diversify in order not to worsen their financial performance in terms of reduced; return on 

equity, liquidity and profitability. To implement this, a committee and policy on diversification 

especially on product diversification and geographical diversification need to be put in place. 

 

The study further found that combination of cash flow management (operating activities, investing 

activities and financing activities) and diversification (in terms of product diversification and 

geographical diversification) influence financial performance (return on; equity, liquidity and 

profitability) positively and significantly.  The study therefore recommends that it is better for medium 

manufacturing firms to combine strategies as this can enhance greater output especially the financial 

performance in form of return on equity, liquidity and profitability. It is observed in this study that 

some strategies do not make sense when they are employed a lone but can make sense when they are 

combined with others. To implement this, a committee responsible for analysing proposed strategies to 

be employed at a particular time/ period need to be established. This can help in identifying strategies 

that can work concurrently.  
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5.4 Areas of further studies 

Further studies can be conducted in a scope wider than this. For example, it can cover the entire 

metropolitan area of Kampala that include; Mukono, Kampala and Wakiso.  

Further studies can consider other factors that were not included in this model as a combination of cash 

flow management and diversification only explained 17.7% and the never considered factors are 

anticipated to explain 82.3%. 

Further study can employ both quantitative and qualitative approaches so that additional information 

from respondents can be captured and used in the discussion of findings.  

Further studies can also be conducted in the service industry since it is also affected by financial 

performance.  

Further study can adopt factor analysis for more robust results. 

Further studies can perform analysis that control for firm characteristics (eg product category and 

others) and also Perform Analysis of Variance to establish whether there are significant differences 

 

 5.5 Study limitations  

The study was limited by restricted access to the target respondents and denial of permission to collect 

data from the target firms. Some firms do not avail information to outsiders. This affected the response 

rate of this study. This was handled by covering many firms and also use of informal approaches to 

reach the intended respondents. Most Indians could direct experienced managers in the area of study to 

support the researcher. The researcher to a certain extent reached UMA offices to seek for assistance 

but the one of the information officer revealed that, this is common practice for manufacturing firms in 

Uganda. The officer communicated that most of the firms do not reveal information to outsiders. 

However, the UMA office gave the researcher a copy of business directorate of 2023 that helped in 
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reaching some of the target respondents. The researcher also could move with both photocopies of the 

national ID and an introductory letter as evidence that in case of anything tracing the researcher will be 

easier to the affected firms. The researcher laboured to convince the managers that the study is 

specifically intended for academic purpose. The researcher also made sure that the mask is put on all 

the time to ensure easy access to the target respondents. 
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Appendix 1:  Questionnaire 

MAKERERE UNIVESITY BUSINESS SCHOOL 

 

Dear Respondent, 

I am a student of Makerere University Business School pursuing Master of Business Administration of 

Makerere University. I am collecting data for a research on the topic; Cash Flow Management, 

Diversification and the Financial Performance of Medium enterprises. A Case of medium Scale 

Manufacturing Companies in Kampala. You have been identified as a respondent to provide 

information for the study. The study is for academic purpose, data provided will be kept confidential. 

 

SECTION I:  BACKGROUND INFORMATION (Tick the most appropriate) 

1.Gender:  a)Male   b) Female   

2.Age  

a) 18-34 years           b) 35-51 years          c) Above 51Years            

 

3. Level of education 

a) No formal Education               b) Primary               c) Secondary    

d) Vocational                   e) Tertially                          d) Others (Specify)……… 

4. Marital status 

a) Single                                            Married 

5.  What category of products does your firm manufacture? 

a) Agro-processing products  b) Construction materials      c) Drugs and pharmaceutical  

d) Furniture   e) Beverages and soft drinks   f) Alcohol and spirits 

e) Garments and textiles        f) Chemicals    

Others: Specify………………………………... 

6. How would you rate the effect of covid-19 to the operations of your manufacturing firm? 

a) Mild  b) Moderate  c) Severe  d) Catastrophic  

7. How many employees do you have? 
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a) Less than 5                b) 5-45               c) 50-100 

8. How long has your firm been in operation? 

a) Less than 1Year           b) 1-5Years           c) 6-10Years            d) 11-15Years               

e) Above 15Years 

9. Type of business ownership 

a) Sole proprietorship              b) Partnership                 Others (Specify)……… 

SECTION II: QUESTIONS RELATED TO STUDY VARIABLES  

This section explores questions related to the study variables and their constructs. Please indicate by 

ticking the appropriate box to what extent you agree or disagree with the following statements below. 

(1=strongly Disagree (SD), 2= Disagree (D), 3=not sure (NS), 4 = Agree (A) and 5= strongly agree 

(SA) 

FP FINANCIAL PERFORMANCE  

ROE Return on Equity (ROE) SD D NS A SA 

ROE1 The total assets are mainly financed by members’ equity 1 2 3 4 5 

ROE2 We have high earnings 1 2 3 4 5 

ROE3 Our shareholders have realised a very high firm value 1 2 3 4 5 

ROE4 We aim at increasing the wealth of our shareholders 1 2 3 4 5 

ROE5 The dividends declared to shareholders have grown over the years 1 2 3 4 5 

ROE6 Our business rewards its shareholders at their due date 1 2 3 4 5 

ROE7 Our return on equity has declined over the years 1 2 3 4 5 

ROE8 We always exceed our shareholder expectation 1 2 3 4 5 

L Liquidity SD D NS A SA 

L1 We always have a lot of cash at hand to meet our daily obligations 1 2 3 4 5 

L2 We have the ability to sell our investments on time 1 2 3 4 5 

L3 We always get actual cash from our customers on a timely basis 1 2 3 4 5 

L4 We can easily obtain cash from the sale of our stock 1 2 3 4 5 

L5 Our company can easily obtain cash by borrowing 1 2 3 4 5 

L6 We always maintain our assets maintenance costs as low as possible 1 2 3 4 5 

L7 We have easily accessible money in form of cash 1 2 3 4 5 

L8 We invest in many assets to keep our liquidity levels high 1 2 3 4 5 

P Profitability SD D NS A SA 

P1 Our sales have improved over time 1 2 3 4 5 

P2 The firm’s equity has grown over the years 1 2 3 4 5 

P3 We incur low operating costs on sale 1 2 3 4 5 

P4 In the last 5 years, our business has introduced products or services that 

were new or improved to the market 

1 2 3 4 5 
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P5 The volume of sales of the business has increased for the last 5 years 1 2 3 4 5 

P6 Our operating profit to sales ratio has increased over time 1 2 3 4 5 

P7 The level of gross profit margin of the business has raised for the last 5 

years 

1 2 3 4 5 

P8 Our company does not require debt to fund its projects  1 2 3 4 5 

P9 The level of profits of the business has been registered over time 1 2 3 4 5 

P10 The level of profits of the business has raised for the last 5 years 1 2 3 4 5 

P11 The volumes of assets attained have increased for the last 5 years 1 2 3 4 5 

P12 We have registered a higher degree of expansion of our business from its 

earlier initial size 

1 2 3 4 5 

P13 The volume of purchases of the business has increased for the last 

5 years 

1 2 3 4 5 

CFM CASH FLOW MANAGEMENT 

OA Operating activities SD D NS A SA 

OA1 Our company sufficiently documents all the cash inflow and outflow 

receipts  

1 2 3 4 5 

OA2 Our company conducts optimum supervision of cash collection and 

disbursements 

1 2 3 4 5 

OA3 Our company receives enough cash to facilitate its purchase of goods and 

operational expenses 

1 2 3 4 5 

OA4 Our company receives enough cash that is generated from the daily sales 

revenue 

1 2 3 4 5 

OA5 Our company generates cash receipts from dividends received from 

investments 

1 2 3 4 5 

OA6 Our company makes cash payments for the merchandise purchased from 

suppliers 

1 2 3 4 5 

OA7 Our company makes cash payments for materials used for manufacture of 

goods  

1 2 3 4 5 

OA8 Our company makes cash payments for its employees payroll 1 2 3 4 5 

OA9 Our company makes cash payments for income taxes 1 2 3 4 5 

IA Investment activities SD D NS A SA 

IA1 Our company has enough cash for investment in long term projects 1 2 3 4 5 

IA2 The investment decisions made by company do not affect its daily 

operations  

1 2 3 4 5 

IA3 Our company invests its surplus cash in marketable investments 1 2 3 4 5 

IA4 The business invests in non-current assets 1 2 3 4 5 

IA5 Our company generates cash from the sale of property, plant and 

equipment 

1 2 3 4 5 

IA6 Our company makes cash payments for the purchase of long term 

investments such as real estates, bonds and shares in other companies  

1 2 3 4 5 

IA7 Our company makes cash payment for the purchase of property, plant 

and equipment 

1 2 3 4 5 

IA8 The business reviews the investment projects after certain period 1 2 3 4 5 

IA9 Our company generates cash from the sale of long term investment such 1 2 3 4 5 
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as real estates, bonds and shares in other companies 

IA9 The business utilizes fully the non-current assets 1 2 3 4 5 

IA10 The business uses net present value to assess the investment 1 2 3 4 5 

IA11 The business invests in real estate 1 2 3 4 5 

FA Financing activities SD D NS A SA 

FA1 Our company reviews all the viable sources of financing before a 

financing decision is made 

1 2 3 4 5 

FA2 Our company conducts a cost benefit analysis  of its projects before 

financing is sourced 

1 2 3 4 5 

FA3 Our company often reviews its debt repayment capacity before financing 

is sourced 

1 2 3 4 5 

FA4 Our company has easy access to bank loans 1 2 3 4 5 

FA5 Our company uses only internally generated cash sources 1 2 3 4 5 

FA6 Our company uses borrowed funds only 1 2 3 4 5 

FA7 Our company makes cash payments for the principal amount of loans 

acquired 

1 2 3 4 5 

FA8 Our business sets the capital structure based on the theory 1 2 3 4 5 

FA9 Our company makes cash payments for the cash dividends of 

shareholders 

1 2 3 4 5 

FA10 Our company uses internally generated cash and borrowed funds 1 2 3 4 5 

CD DIVERSIFICATION 

PD Product diversification SD D NS A SA 

PD1 Our company has diversified in producing a new product within the same 

industry it operates 

1 2 3 4 5 

PD2 Our company has diversified to produce a new product in a new industry 

outside its current business unit 

1 2 3 4 5 

PD3 Our company has diversified into producing new and unrelated products 

to its existing consumers  

1 2 3 4 5 

PD4 Our business has come up with products that are technologically and 

commercially different but appeal to current customers 

1 2 3 4 5 

PD5 Our business trades in similar products/services to the one it started 1 2 3 4 5 

PD6 Our business expanded by producing raw materials rather than buying 

them from suppliers 

1 

1 

2 3 4 5 

PD7 Our business expanded by starting distribution of ready products instead 

of relying with distributors 

1 2 3 4 5 

PD6 Product diversification can help our company to generate more profits 1 2 3 4 5 

GD Geographical diversification SD D NS A SA 

GD1 Our company has production branches in different areas in the City 1 2 3 4 5 

GD2 Our company has acquired capital assets in other parts of the city  1 2 3 4 5 

GD3 Our company has its assets across a number of markets. 1 2 3 4 5 

GD4 Our company has diversified in producing and supplying its products to 

other countries  

1 2 3 4 5 

GD5 The covid-19 crisis has shaped the geographical diversification strategies 

of our company 

1 2 3 4 5 
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GD6 Our company produces product for more than one market 1 2 3 4 5 

GD7 Geographical diversification can help our company to generate more 

profits 

1 2 3 4 5 

GD8 Geographical diversification can help our company to mitigate risks of 

investing in only one market 

1 2 3 4 5 

 

END OF QUESTIONNAIRE 
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Appendix II: Sample size determination table by Krejcie and Morgan (1970) 

N  S  N  S  N  S 

10  10  220  140  1200  291 

15  14  230  144  1300  297 

20  19  240  148  1400  302 

25  24  250  152  1500  306 

30  28  260  155  1600  310 

35  32  270  159  1700  313 

40  36  280  162  1800  317 

45  40  290  165  1900  320 

50  44  300  169  2000  322 

55  48  320  175  2200  327 

60  52  340  181  2400  331 

65  56  360  186  2600  335 

70  59  380  191  2800  338 

75  63  400  196  3000  341 

80  66  420  201  3500  346 

85  70  440  205  4000  351 

90  73  460  210  4500  354 

95  76  480  214  5000  357 

100  80  500  217  6000  361 

110  86  550  226  7000  364 

120  92  600  234  8000  367 

130  97  650  242  9000  368 

140  103  700  248  10000  370 

150  108  750  254  15000  375 

160  113  800  260  20000  377 

170  118  850  265  30000  379 

180  123  900  269  40000  380 

190  127  950  274  50000  381 

200  132  1000  278  75000  382 

210  136  1100  285  1000000  384 
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Appendix III Letter of introduction  

 

 


