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[bookmark: _Toc241146990]ABSTRACT
This study investigates the impact on financial performance of financial risk management practices for small and medium sized enterprises (SMEs) in the United Kingdom (UK), specifically in the areas of liquidity, credit and market-risk management. The research used is a secondary qualitative research with a philosophy of interpretivist, methodology using an inductive approach. The structured literature review was employed to identify and critically appraise recent, peer-reviewed research and reflexive thematic analysis was used to develop themes and analyse methodological elements, limitations and differences in context.
The results suggest that proper cash-flow forecasting, working-capital control and liquidity reserve management is beneficial to SME performance but excess liquidity may cause the loss of profit. When firms implement measures such as customer screening, clear payment terms, and receivables monitoring and disciplined collection, the impact of credit-risk management is positive, but when firms do not do these things, or do them poorly, then the receivables become overhangs and the impact of credit-risk management is negative. Hedging, pricing changes, diversification, flexible financing and scenario planning are measures that can be taken to increase market-risk resilience, with less direct evidence of their use in SMEs in the UK. In all three areas, the effectiveness of the risk-management practices is reliant on the managerial skills, financial expertise, information technology and coordination of risks. The results also point to ongoing gaps in the empirical evidence available that is representative of the UK.
The study finds that financial risk management is most useful when it is proportionate, is integrated and is aligned with the firm's resources and exposures. It calls for improvement in the financial planning, credit control and risk monitoring and capability building of UK SMEs.
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[bookmark: _Toc241146993]CHAPTER 1: INTRODUCTION
[bookmark: _Toc241146994]Background and Context
SMEs play a key role in the productive economy, employment base and regional development of the United Kingdom. For the purposes of this study, SMEs are defined as enterprises that have less than 250 employees, though other measures such as turnover and balance sheet size could be used in official classifications. Financial stability of the sector is thus a national economic issue, not just one for the sector's internal management. As of January 1, 2025, UK SMEs accounted for 16.9 million jobs and accounted for around £2.8 trillion of private-sector turnover (Department for Business and Trade, 2025). These statistics prove that financial management problems of the SMEs could impact on employment, supply chains, innovation and local economic resilience.
SMEs are often small and have limited cash reserves, customer base, and expertise and are less able to compete on price with large businesses. These features can lead to higher exposure to financial risks and lower the ability to handle unexpected losses. The recent events, such as the impact of the COVID-19 pandemic, trading adjustments following Brexit, inflationary pressures, interest rate adjustments and currency volatility, have made it even more critical for effective financial controls. Belghitar, Moro and Radić (2022) show that large shocks have a rapid impact on the survival of UK small businesses, and British Business Bank (2026) suggests that smaller businesses are still relying on external, flexible finance to help cash flow during uncertain times.
Financial risk management is the process of a systematic identification, assessment and treatment of risks that could affect cash flow, profitability, solvency, or growth. Liquidity risk is the risk that a business will not be able to pay its debts as they come due – some examples of liquidity risk management are cash flow forecasting, working-capital control and having enough money available to pay debts. Results indicate that working-capital management has an impact on performance, but in different directions and with optimal levels, depending on the context (Kiymaz, Haque and Choudhury, 2024). Credit risk is related to loss resulting from the borrowers or the counterparty's inability to pay. Late payments have a negative impact on the liquidity and can lead to higher constraints of borrowing and financing costs (Kaya, 2024). Market risk is the risk due to fluctuations in the exchange rate, interest rate, price of inputs and general uncertainty in the market. A lot of UK SMEs have substantial exposure to exchange rates, especially in their imports, exports and international competition activities (Belghitar et al., 2021).
These are risk factors that occur interdependently. Slow payments can lead to liquidity problems, which will require costly borrowing of funds and the cost of borrowing can increase with the rise in interest rates. Effective management must be coordinated, and be accompanied by the necessary organisational capacity, not individual responses. This study is an examination of the impact of liquidity, credit risk and market-risk management on financial performance of SMEs in the UK, which has been achieved by conducting a critical review of the recent secondary literature. It also takes into account the factors which affect the variance of results between firms, methods and institutional settings.
[bookmark: _Toc241146995]Problem Statement
Financial risk management is supposed to help safeguard the value of the firm, but the evidence on the impact of financial risk management on UK SME performance is unclear. Liquidity research is especially nebulous! Youssef, Salloum and Al Sayah (2023) show that the relationship between liquidity and profitability for listed UK SMEs was insignificant, while it has been suggested that there may be a optimum level of working capital, beyond which performance is negatively affected (Kiymaz, Haque and Choudhury, 2024). This conflict makes managers unsure whether they should prioritise liquidity, speed up the cash-conversion cycle or prioritise resilience while sacrificing the opportunity cost of idle resources.
Evidence of credit-risk is also disjointed. Although late payments can limit access to finance and raise the interest rates of borrowers (Kaya, 2024), effectively leveraging trade credit can enhance customers relationships and foster growth (Lefebvre, 2023). The difference between strategic credit provision and forced delay of payments is thus poorly resolved. Market-risk studies indicate exchange-rate fluctuations can negatively impact the performance of UK SMEs (Belghitar et al., 2021); however, studies often do not capture the SME managers' exchange-rate hedging, pricing or diversification strategies (Dang and Lindsay, 2022).
The methodological deficiencies exacerbate the situation. Much research relies on listed firms, non-UK settings, cross-sectional surveys or observational accounting data, which are restrictive in terms of causal inference and transferability to the private sector of UK small firms. Profitability, Market returns or distress, growth, survival are also inconsistent measures of performance. Furthermore, although operational interaction, liquidity, credit and market risks are analyzed separately. As a result, the extent to which these practices have an integrated and context sensitive relationship to the financial performance of the SMEs and the varying outcomes is not sufficiently explained.
[bookmark: _Toc241146996]Research Aim, Objectives and Questions
[bookmark: _Toc241146997]Research aim
To critically examine, through secondary qualitative research, how financial risk management practices influence the financial performance of UK SMEs. 
[bookmark: _Toc241146998]Research objectives
· To critically examine the secondary literature concerning the relationship between liquidity risk management practices and the financial performance of UK SMEs. 
· To evaluate the secondary evidence concerning the relationship between credit risk management practices and the financial performance of UK SMEs. 
· To explore how the existing literature explains the relationship between market-risk management practices and the financial performance of UK SMEs.
[bookmark: _Toc241146999]Research Rationale
The economic value and financial fragility of UK SMEs coupled with the disjointed nature of the evidence supports this research. Financial risks are not isolated: Poor receivables' collection can lead to liquidity problems, rising financing and operating costs due to interest rates or exchange rates. Studies typically study a single exposure or practice at a time, though. The integrated review can then help to determine whether there are really competing relationships, or whether the apparent differences in the relationships are due to differences in samples, context, measurements and analysis.
An UK focus is required since there is a financial behaviour which is influenced by the institutional conditions. The risks and controls that SMEs are exposed to and have are influenced by payment practices, banking structures, government support, and trade exposure and regulatory arrangements. International studies offer good comparative examples but can't be directly applied to UK companies. Nevertheless, even direct UK studies often incorporate listed SMEs or larger non-financial businesses that have more resources and is more easily able to access finance than would a typical private enterprise (Youssef, Salloum and Al Sayah, 2023; Belghitar et al., 2021). The study thus distinguishes between evidence that is relevant and strong in the UK and evidence that only provides indirect contextual insights.
Theoretical justification of the research is also made. ERM posits that systematic risk identification and risk control can help with decision-making and safeguard organisation value. The Resource Based View provides an explanation for the fact that identical practices can yield varying results in the case of SMEs with different financial knowledge, systems, managerial expertise and stakeholder relationships. The empirical evidence shows that the effectiveness of the risk management is not only based on formal controls but also on the organisation's culture and strategic capacity (Syrová and Špička, 2023). Likewise, the resources affect the foreign exchange strategies of SMEs (Dang and Lindsay, 2022). A secondary qualitative synthesis is therefore suitable, as it will allow for the critical comparison of explanations, methodologies and contexts in a diffuse literature base and yield a coherent account that is consistent with all three research objectives. It pinpoints areas of future empirical research and policy development of particular relevance to the UK context.
[bookmark: _Toc241147000]Significance of the Research
Academically, the study tackles the gap of incorporating liquidity, credit and market-risk management in one framework for the SMEs in UK. Existing studies tend to focus on risks in isolation, on non-UK populations or to rely on performance measures which make comparisons difficult. The synthesis of these streams can help to draw inferences about the direct or indirect relationship between risk management and profitability, as measured by stability, resilience and organisational capability. This contribution has been timely, given the recent evidence of mixed working-capital effects (Kiymaz, Haque and Choudhury, 2024), financing consequences of late payments (Kaya, 2024) and hedging behaviour based on resources (Dang and Lindsay, 2022).
The study is an extension of the use of Enterprise Risk Management and Resource Based View in smaller firms. Organizational capabilities are suggested as a possible determinant of the ERM–performance relationship by the authors Syrová and Špička (2023). In practice the findings can help SME managers, accountants and advisers to prioritise proportionate controls. They can also communicate with lenders and policymakers who are interested in improving the resilience, payment discipline, financial capacity and growth of SMEs in the United Kingdom.
[bookmark: _Toc241147001]Summary of Theoretical Framework, Methodology and Main Findings
The theory utilized in this study is the theory of Enterprise Risk Management and Resource Based View. ERM is about how the three elements of liquidity, credit and market risk can work together to minimise the impact on value of the organisation, whereas RBV is about the role played by financial knowledge, managerial capability and information resources on the effectiveness of such practices. The research philosophy used was interpretivist, the research method was inductive and the research design was mono method qualitative that used secondary literature review approach. The data was systematically extracted and then analysed by reflexive thematic analysis, which aimed at highlighting patterns, contradictions and context-specific explanations for the three research questions. The key findings show that financial risk management is likely to enhance the performance of UK SMEs if it is proportionate, it is integrated and it is backed up by organisational capabilities. Greater liquidity efficiency enhances resilience, prudent credit risk management mitigates financing stress and flexible market risk management practices boost responsiveness to external volatility. The impacts of this are context specific though, and any conclusions based on the limited representative evidence from UK SMEs are only causal within the specific firms and sectors.
[bookmark: _Toc241147002]Structure of the Dissertation
The dissertation is organised into five chapters. Chapter One sets the scene for the research, problem, aim and objectives, questions, rationale and significance. The literature review is conducted critically in Chapter Two, which is further broken down into theories and concepts and the literature research gap is identified. The secondary qualitative methodology is explained in Chapter Three, from the selection of the sources, collection of data, thematic analysis, trustworthiness and ethics. Chapter Four summarizes the results of the evidence and then a discussion of those findings relative to the objectives, theories and previous studies is included. The dissertation ends in the chapter five which summarizes, resolves the research questions, gives recommendations, identifies limitations and suggests future research directions.
[bookmark: _Toc241147003]CHAPTER 2: LITERATURE REVIEW
[bookmark: _Toc241147004]Introduction to the Literature Review
The aim of this literature review was to investigate critically the impact of financial risk management practices on financial performance of SMEs in the UK. It highlights liquidity, credit and market-risk management, which are the 3 goals of the study. The review includes the analysis of the latest empirical evidence, a comparison of the different findings in the case studies and a critical examination of the methodological aspects, such as the sampling, research design, measurement and analytical methods. Theory that can be used to explain the possible influence of coordinated controls and firm-specific capabilities on performance outcomes is provided by Enterprise Risk Management Theory and the Resource-Based View. Specific focus on profitability, cash flow stability, solvency and growth and resilience in the unique UK SME environment generally.
[bookmark: _Toc241147005]Liquidity Risk Management Practices and the Financial Performance of UK SMEs
Liquidity risk management involves forecasting cash flows, keeping liquid reserves and managing receivables, inventories and payables in a way that would enable the firms to fulfill their short-term obligations without compromising sustainable profitability (Kiymaz et al., 2024).
Youssef et al. (2023) conducted an analysis of 93 UK SMEs listed in the UK between 2012 and 2020 across three models: fixed-effects model, random-effects model and generalized-method-of-moments model. Both ROA and ROE were found to have very weak liquidity ratios, suggesting that increased liquidity does not necessarily lead to better overall financial performance. The small sample size (listed small businesses) excludes most of the private SMEs and multiple estimators provide statistical robustness, but this may be because there is not enough variation across the sample to demonstrate statistical significance, rather than because the businesses are not economically significant.
Belghitar et al. (2022) created a model of pandemic liquidity shocks for 42,401 companies in the UK that are smaller than the top 2,500 companies, or SMEs. The remarkable sample provides better sectoral coverage, and reflects a longing for support to extend the lifeline of the firms, especially of those less strong. However, simulated revenues and policy effects are not observed causal outcomes, and hence, the extent of precision and generalisability may be exaggerated due to assumptions regarding the severity of the shocks and the eligibility and behavioural responses.
Laghari et al (2023) analyzed 20,288 quarterly observations of Chinese listed firms using generalized estimating equations, system GMM and extensive robustness and sensitivity testing. The shorter cash-conversion components were linked to Tobin's Q in particular for firms with low leverage. The methodological strengths are longitudinal modelling and endogeneity checks, while the institutional environment, scale of listed companies and short time period of 2018–2020 limit application to SMEs in the UK and make it difficult to uncover longer-run liquidity-performance trade-offs.
Using 405 Vietnamese listed firms and 4,455 observations, Hung & Dinh (2022) employed Hansen's fixed effects threshold model.Hung & Dinh (2022) employed 405 Vietnamese listed firms and 4,455 observations, and used Hansen's fixed-effects threshold model. They detected the effects of working-capital that are nonlinear and shift after a threshold on leverage, which have expanded the restrictive linear specifications. However, the approximate thresholds might be sample specific; the use of accounting proxies reduces external validity, and observed association does not necessarily imply managerial causation, as one emerging market and listed firms limits external validity.
Anton and Afloarei Nucu (2021) examined the effect of working capital on profitability of 719 quoted companies in Poland for the period of 2007–2016 and found an inverted-U relationship. The long panel and non-linearity of the tests seem to favour an optimal-liquidity interpretation over universal minimisation. However, data are not recent shocks and listed Polish companies are not UK SMEs with regard to financing access, as well as unobserved managerial quality may affect policies and performance.
In the present study, Airout et al. (2023) studied secondary data on 200 Jordanian SMEs using descriptive data, correlation and regression. The results indicate that accounting expenditure had a positive moderating impact on the performance, while advertising expenditure had a negative moderating impact, indicating that the impact of resources allocated to the expenses is context-dependent. While direct SME evidence is valuable, its small sample size, the lack of temporal structure and the use of sales as a performance indicator limit causal inference, and simple regressions are subject to endogeneity.
Fixed-effects estimation was used by Mandipa and Sibindi (2022) for sixteen listed retailers in South Africa between the years 2010 and 2019. The longer inventory, collection and conversion cycles tended to lower ROA, ROE or margins, helping to achieve a tighter control of working-capital. Industry Level sectoral sampling (focused) leads to increased comparability while 16 firms have weak statistical power and limited generalisability, but fixed effects control time-invariant heterogeneity, not reverse causality or dynamic adjustment processes.
In general, across studies, liquidity management seems to be useful when it enhances the conversion efficiency or helps to maintain the survival, but there is here no evidence to support a maximisation of liquid assets. The profitability effect did not show up in the results for Youssef et al. (2023), while Anton and Afloarei Nucu (2021) and Hung and Dinh (2022) detected nonlinear optima, which may be due to model specification, leverage and institutional conditions. Laghari et al. (2023) and Mandipa and Sibindi (2022) back shorter operating cycles, but their samples of listed companies (excluding UK) decreases the direct transferability. Belghitar et al (2022) has the best coverage in the UK, but only for the measure of resilience, not realised profitability. Airout et al. (2023) also demonstrates that liquidity can have positive or negative effects on expenditure returns. Methodological diversity supports meaningful empirical triangulation, but there is a lack of consistency in the measures used to evaluate performance and in the methods used for observations, as well as a lack of representative UK SME panels, making causal conclusions difficult.
It is thus likely that a sensible, context-specific liquidity management approach is helping to drive better performance of UK SMEs, but there is not yet a clear empirical picture of how and at what levels.
[bookmark: _Toc241147006]Credit Risk Management Practices and the Financial Performance of UK SMEs
Credit risk management includes the evaluation of the creditworthiness of the counterparties, determination of credit terms and limits, monitoring of receivables and debt collection to minimize losses arising from credit risks and to enable the company's sales, liquidity, and profitability (Wang et al., 2021).
Peter et al. (2022) applied structured thematic analysis and quantitative regression analysis through questionnaires with 285 SMEs in Lagos, and five interviews. Sustainability was linked to credit checks and formal policies/cash discounts. The geographically clustered, non-probability sample and self-reported practices raise the possibility of common-method bias; the self-reported practices also provide an indirect financial-performance test, and the geographically clustered, non-probability sample may have a bias of contextual interpretation and methodological triangulation.
Otto (2023) used descriptive statistics and exploratory factor analysis to analyze a survey of 10,450 South African small and medium-sized enterprises (SMEs) that yielded 422 usable responses. A high level of effectiveness was perceived in the respondents' trade-credit management. While the response rate of 4.15% is supported by strong instrument-validity and detailed factor-adequacy tests, the statistical quality of the measurement is severely compromised by the non-response bias; perceptions and purposive sampling as well as a lack of objective performance data make optimistic interpretations particularly suspect.
Al-Eitan et al. (2023) conducted an empirical analysis on 38 Jordanian listed manufacturing companies during the period 2009-2021, applying the longitudinal panel regressions. Payables' association was positive with profitability, while receivables' association was negative, suggesting that the effects were not the same for the granting and the receiving of credit. The thirteen years of this panel provide useful panel variation over time but only 38 firms are constrained in their power; listed manufacturers are unrepresentative of UK SMEs; and endogeneity is not adequately addressed.
Kaya (2024) used probability models, controls, fixed effects and nonlinear robustness checks to analyse repeated survey data of SMEs from 11 European countries for the period 2019-2023. Financing consequences: Late payments increased credit constraints, interest costs and other charges. The cross-country coverage and robustness tests are strengths, but self-reported payment experiences and unavailable firm identifiers and repeated cross-sections make it difficult to track firms and establish causality.
Lefebvre (2023) analysed a large multi-national European Union sample of SMEs, to link the duration of payment to changes in sales and employment, with more positive associations when national payment conditions were more reliable. With the benefits of hindsight, institutional moderation is a useful corrective of the notion that longer terms are always detrimental. But cross-country heterogeneity and observational data mean it is hard to distinguish between strategic credit extension and selection by stronger firms and to interpret them specifically for the UK.
Del Gaudio et al. (2022) examined confidential bank–firm, loan-level data for Italy and discovered that trade credit improved the chances of loan approval for SMEs, particularly for opaque firms. Data, direct lending decisions and proprietary data enhance behavioural validity and enable a signalling mechanism. However, one bank and country restricts the generalisability, supplier credit could be affected by the quality of the firm in the past, and the availability of better financing does not necessarily mean the same amount of realised profits.
Baker et al. (2022) investigated 1,660 firm-year observations from listed companies in India and concluded that there is an inverted-U curve between trade credit and profitability. While financing and default costs eventually outweigh the benefits, nonlinear panel analysis shows that benefits exist. But large listed companies aren't SMEs and Indian payment institutions aren't those of Britain and accounting-based regressions cannot entirely account for simultaneity in profitable growth and credit provision.
The proof is that the evidence shows that disciplined trade-credit management is not indiscriminate credit expansion. The study of Peter et al. (2022) suggests screening and policies, whereas the study of Otto (2023) indicates positively perceived screening and policies which contradict the low response and survival issues in the study. According to Al-Eitan et al. (2023) and Baker et al. (2022), receivables can have a negative impact on profitability to a certain degree, while Lefebvre (2023) suggests that a longer payment duration contributes to growth when payment institutions are strong. This apparent paradox stems from the trade-offs of voluntary strategic terms for involuntary late payments: Kaya (2024) reports that delayed settlement increases financing costs, whereas Del Gaudio et al. (2022) reports that supplier credit can convey borrower quality to banks. Samples and outcomes range from self-reported to growth and loan approval and profitability. With this in mind, there is a need for triangulation, which indicates that while screening, monitoring, and proportionate terms are important, evidence of these in the UK SMEs is only indirect and causal identification is weak.
In summary, good credit control will benefit the performance of SMEs in the UK, while too many receivables and delayed payments will have a negative impact on performance because of the financing pressures.

2.4	Market-Risk Management Practices and the Financial Performance of UK SMEs
Market-risk management, which involves systematic identification and management of exchange-rate, interest-rate, commodity-price and policy-uncertainty exposures via hedging, diversification, pricing, reserves, and flexible adaptation of operations, was conducted by Mthiyane et al. (2022).
Belghitar et al. (2021) developed an estimation of the asymmetric time-varying exchange-rate exposure of 250 UK non-financial SMEs, relating to the volatility in the stock's performance. Heterogeneous sterling, dollar and euro effects are found through direct evidence in UK and by nonlinear modelling. Publicly traded SMEs, however, are larger and more sophisticated than most private companies; returns on the market reflect investor expectations, rather than accounting performance, and hedging behavior cannot be directly observed.
Dang and Lindsay (2022) used exploratory factor analysis, confirmatory factor analysis and structural equation modelling to survey 177 exporting SMEs in Australia and New Zealand. The hedging strategy determinants were mediated by organisational and human resources. While the cross-sectional self-report method is prone to common-method bias, the small sample size for the regions and the lack of performance outcome and different currency institutions restricts conclusions for UK SMEs.
Orden-Cruz et al. (2024) analysed 80,620 Spanish SMEs from 2012–2020 using system GMM. There was a negative effect for economic-policy uncertainty on financial performance of the SMEs, particularly in services, and size, age and financial characteristics influenced the resilience of the SMEs. The very large panel of firms and the dynamic estimation econometrics provide good causal evidence, but evidence from a single country and an aggregate newspaper-based uncertainty index, together with unobserved managerial responses, do not allow for identification of what risk-management practices shielded performance.
Hawach and Requejo (2025) analyzed 145,611 European SMEs between 2012 and 2021, and determined that financial distress risk increased with the presence of policy uncertainty, whereas family ownership and performance aspirations reduced financial distress risk exposure. The external empirical breadth is unusually strong in terms of scale (geographical and temporal). However, the likelihood of distress is a modelled proxy for profitability, and ownership selection, national heterogeneity and observational moderation cannot prove specific controls were responsible for the resilience.
Following Koroma and Bein (2024), the authors selected 199 of the UK stock-listed non-financial firms over the period 2006-2021 and estimated fixed effects, random effects and two-stage GMM. The relationship between cash-conversion-cycle and profitability was adversely affected by policy uncertainty. While the use of UK longitudinal data enhances the relevance to the study, the manufacturing sample used was not representative of SMEs; the newspaper index is crude and interaction coefficients can only show the managers' actual mitigation practices.
Using annual data from 2000–2023, Tazhibayeva and Syzdykova (2026) found long-term relationships between exchange rates, oil prices and SME manufacturing production in Kazakhstan. Cointegration testing separates out short-run and long-run effects and only 24 aggregate observations result in unstable estimates. Unlike the British economy, Kazakhstan's commodity dependence gives rise to a lack of economic heterogeneity and macroeconomic relationships are unable to assess the hedging or profitability of enterprises.
The study by Akbar et al., (2021) employed system GMM on the Pakistani listed firms across 12 industries for the period of 2005-2014. A positive (negative) working-capital and cash ratio decreased (increased) the volatility of stock prices, but the excessive working-capital increased the volatility of operating income. Dynamic estimation solves the issues of persistence and some endogeneity, but much older data (not UK listed) are less relevant, risk proxies are not the same as financial performance, and associations reported are not specific to intentional market-risk controls.
Lumped together, shocks to the market hurt SMEs, while evidence on management practice is less than evidence on exposure. According to the Belghitar et al. (2021), the UK has a sensitivity towards currency while Dang and Lindsay (2022) explain the hedging capability but do not test the performance of the hedge, which suggests, but does not conclude, a hedging-performance mechanism. Orden-Cruz et al. (2024), Hawach and Requejo (2025), and Koroma and Bein (2024) link policy uncertainty to poor results, but not necessarily managerial practices and their proxies are not the same: profitability versus distress. Tazhibayeva and Syzdykova (2026) provide evidence for the commodity but very limited transferability to the UK. ERM's principle of balancing operating risk and market volatility is further reinforced by Akbar et al (2021), which suggests that liquidity cushions can help dampen market volatility, but excess buffers increase operating risk. Large panels enhance precision, while diverse countries, as well as listed-firm bias and aggregate indices and observational designs, limit explanations for UK SMEs.
So diversification, hedging, and flexible liquidity can help shield the performance of UK SMEs from such market risks, but there is limited evidence that can be drawn between certain practices and performance.
[bookmark: _Toc241147007]Theoretical Framework
[bookmark: _Toc241147008]Enterprise Risk Management Theory
In the context of Enterprise Risk Management (ERM) Theory, risk management is a coordinated process of managing risks across the whole organisation, which aims to identify, assess and manage interdependent risks to safeguard and enhance firm value (Nocco and Stulz, 2006). Instead of dealing with risks individually, ERM makes the organization's risk appetite align with its risk strategy, risk controls, and decision-making, which can decrease earnings volatility, enhance capital allocation and boost organizational resilience and performance (Nocco and Stulz, 2006).
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[bookmark: _Toc241147058]Figure 1 Enterprise Risk Management (ERM) Theory (Nocco and Stulz, 2006)
There is recent evidence of the performance benefit of ERM, though the evidence of this varies by governance, implementation quality and context. Malik et al. (2020) identified with the UK FTSE 350 companies that ERM effectiveness was linked to firm performance and thus that coordinated oversight can generate value. But their sample limits for listed companies do not apply to resource limited SMEs. Tan and Lee (2022) found that there is a lack of ERM maturity among Malaysian SMEs, with only 43% having business-continuity planning, and 50% and 58% likely to have risk teams and risk-appetite statements, respectively. Syrová and Špička (2023) obtained direct evidence for SMEs, which established that the relationship between ERM and financial performance was positively and fully mediated by the organisational culture and strategic risk-management performance. This means that setting up controls is not enough if risk thinking is not included in strategy and operations. The works of Manas et al. (2024) also highlighted the management quality, employee behaviour, organisational structure and risk culture aspects in the case of manufacturing small and medium-sized enterprises (SMEs) in relation to the ERM practices. Taken together, these studies suggest a general positive relationship, albeit contingent. However, there is scant evidence of ERM's effect on the liquidity, credit and market-risk performance of small and medium-sized enterprises (SMEs) in the UK.
ERM is relevant because it brings together the concepts of liquidity, credit risk and market risk and provides an understanding of how these inter-relate in the context of financial performance of UK SMEs.
[bookmark: _Toc241147009]Resource-Based View
The Resource-Based View (RBV) suggests that companies gain a sustainable competitive advantage and superior performance through the possession and successful deployment of resources and capabilities that are valuable, scarce, imperfectly imitable and non-substitutable (Barney, 1991). Financial knowledge, managerial expertise, information systems and stakeholder relationships are strategic resources in SMEs which help to identify risks, allocate resources, control operations, make financial decisions and create organisational resilience in the face of uncertainty.
[image: ]
[bookmark: _Toc241147059]Figure 2 Resource-Based View (RBV) (Barney, 1991)
Some recent evidence corroborates RBV's assertion that financial and technological abilities enhance SME performance. Kulathunga et al. (2020) conducted research in Sri Lankan SMEs, finding that financial and technological literacy had a positive impact on ERM practices and performance, and that ERM partially mediated the effect of financial literacy on performance. This means that knowledge is valuable in the form of structured, risk-management routines. The financial literacy of small and medium enterprises in Hungary was found to be positively correlated with management quality and risk management, in line with the findings of Tóth et al. (2022), who confirmed that managerial knowledge and organisational culture can complement each other. Syrová and Špička (2023) identified that organisation culture played a mediating role in the relationship between ERM and SME financial performance, thus providing value only when the capabilities are in place. In addition, Otoo (2024) established that financial management practices had significant impact on SME organizational performance, while asset management did not have significant impact; thus, some resources are more strategic than others. However, these studies focus on different contexts outside of the UK, and cross-sectional samples. Their results, therefore, are supportive of RBV in a conceptual sense only, and do not provide conclusive evidence of the effect of configured capabilities on liquidity, credit and market-risk management for UK SMEs.
RBV is relevant because it explains the link between financial knowledge/capabilities and the effectiveness of risk management and financial performance outcomes among SMEs.
[bookmark: _Toc241147010]Conceptual Framework
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[bookmark: _Toc241147060]Figure 3 Conceptual Framework
The conceptual framework proposes that liquidity, credit and market-risk management practices influence the financial performance of UK SMEs. Enterprise Risk Management Theory provides the foundation by explaining how coordinated identification, assessment and treatment of risks can protect and create value (Nocco and Stulz, 2006). Accordingly, cash-flow forecasting, working-capital control, credit assessment, receivables monitoring, hedging and pricing controls are expected to reduce losses, stabilise cash flows and support profitability, solvency and growth. The Resource-Based View complements this explanation by suggesting that performance differences arise from firms’ ability to develop and deploy valuable, rare and difficult-to-imitate resources (Barney, 1991). Thus, financial knowledge, managerial expertise, information systems and stakeholder relationships determine how effectively UK SMEs implement risk-management practices. SME evidence indicates that organisational culture and strategic risk-management capabilities transmit ERM’s positive influence on financial performance (Syrová and Špička, 2023). The framework therefore expects each risk-management dimension to contribute positively to SME financial performance.
[bookmark: _Toc241147011]Literature Gap
The literature indicates that financial risk-management activities have received little attention in terms of its implications for the financial performance of SMEs in the UK. First, limited evidence exists and is mainly available for listed firms, although these tend to be larger, better resourced and more financially sophisticated than private SMEs (Youssef et al., 2023; Belghitar et al., 2021). This means that results could not be representative of the wider UK SME population. Second, most of the evidence available is from emerging economies or cross-country samples, which limits contextual transferability due to significant differences in financing structures, payment cultures and institutional conditions (Hung and Dinh, 2022; Peter et al., 2022; Orden-Cruz et al., 2024). Third, the studies use different definitions of performance, such as profitability, growth, survival, loan approval, distress and market volatility, making it difficult to compare the results and to draw cumulative conclusions (Del Gaudio et al., 2022; Belghitar et al., 2022; Hawach and Requeo, 2025). Methodologically, a significant number of studies suffer from a lack of addressing endogeneity, reverse causality and common-method bias, while relying on cross-sectional surveys, self-reported practices, small samples or simulations or observational panel models (Otto, 2023; Airout et al., 2023). Furthermore, the liquidity risk, the credit risk, and the market risk are typically analysed as distinct risks, although they are likely to be interrelated. Last but not least, there is little attention to managerial capacity and ERM processes as explanatory mechanisms. Thus, there is a need for an integrated secondary qualitative synthesis to explain how these practices in totality impact on financial performance of UK SMEs and why the outcomes vary according to contexts.
[bookmark: _Toc241147012]Literature Review Conclusion
In general, the literature suggests that effective liquidity, credit and market-risk management will improve the financial performance of SMEs, but not without some caveats: The relationship is not automatic and is not necessarily linear. Liquidity efficiency could be key to profitability and too many reserves will lower returns. The effect of the credit controls is to ensure cash flow, but these can also lead to financing pressures from extended receivables and late payment. There is limited evidence of direct market exposure in the UK SME sector, but hedging, diversification and flexible resources can help to reduce market exposure. Previous research has varied in terms of sample, context, methodology, and measures of performance, thus limiting conclusions to causality. Thus, integrated context-specific risk management, supported by managerial skills and organisational resources, shows to be most likely to improve the UK SME resilience and performance.


[bookmark: _Toc241147013]CHAPTER 3: RESEARCH METHODOLOGY
[bookmark: _Toc241147014]Introduction
The methodology adopted to investigate the financial risk management practices and their impact on the financial performance of UK SMEs is explained in this chapter. It sets out the philosophy, research approach, choice of method, research strategy, time frame, selection of sources, research data collection, data management, thematic analysis, the safeguards of quality, and ethical procedures. These decisions serve as a starting point in solving the aim and objectives of the study (Saunders et al., 2023).

[bookmark: _Toc241147015]Research Philosophy
The study used interpretivism as it aimed to give an understanding of and look at the relationship between the financial performance of SMEs and the liquidity and credit and market risk management practices and make a critical comparison between the SME studies. Interpretivism is based on the idea that the meaning, context and interpretation of the researcher influences the construction of social knowledge, rather than one absolute reality (Saunders et al., 2023; Bell et al., 2022). This philosophy was appropriate given the variability of concepts, measures, national contexts and explanations in the studies that were reviewed.
Positivism was considered, as it emphasises a measurement approach, hypothesis testing and statistical generalisation (Creswell and Creswell, 2023). This study, however, did not gather numerical data, test causal hypotheses or calculate pooled effects. Although critical realism could have been used to explore the underlying mechanisms in the organization as they occurred under the surface of the observable results, evidence available was not directly able to prove these mechanisms. Pragmatism allows for the choice of research methods depending on the need for practical research and is often linked to mixed methods (Saunders et al., 2023). However, this study's interpretive purpose could not be met by methodological flexibility. Interpretivism thus offered the greatest alignment to the extent that a reflexivity was needed since the researcher actively had to select, appraise and combine published evidence.
[bookmark: _Toc241147016]Research Approach
An inductive approach was used as conclusions were formed from recurring patterns, contradictions and explanations found in the literature selected. Where evidence is broken up and/or dependent on context, induction moves from specific observations to general concepts (Saunders et al., 2023; Bell et al., 2022). The analysis thus enabled the emergence of themes from the studies related to the efficiency of liquidity, credit discipline, market exposure and organisational capacity.
Theories of Enterprise Risk Management were considered and the Resource Based View was considered to be able to produce propositions for testing. But if deductions were strictly followed it would be impossible to be surprised or to be led to new ideas and findings (Creswell and Creswell, 2023). The iterative process of going back and forth between evidence and theory was also relevant, as was abduction. An abductive component was included in the study with the themes emerging in the interpretation of the theories, while the coding was also largely inductive as there was not a full coding scheme in advance. This flexibility was important because the evidence was still not balance in theory.
[bookmark: _Toc241147017]Methodological Choice
Mono method qualitative choice was the type of research applied to this research, which was based on secondary textual evidence only. Qualitative research is used for interpretation of meanings, relationships and explanations in their context beyond mere numerical estimation (Creswell and Creswell, 2023). No original data set or common effect measure was identified across the studies reviewed making it inappropriate to use a quantitative choice. There were inconsistent performance indicators and samples, making it difficult to meaningfully aggregate findings using mixed methods. The choice of mono method was thus in line with the research aim, the interpretivist philosophy and critical literature based analysis, during the research process (Saunders et al., 2023; Bell et al., 2022).
[bookmark: _Toc241147018]Research Strategy
The method of research chosen was structured literature review. A literature review is a method of research once sources are identified, selected, evaluated and synthesized in an explicit and reproducible manner (Snyder 2019; Booth et al. 2022). This approach allowed the incorporation of evidence on liquidity, credit and market risks into a single strategy and highlighted methodologic weaknesses, differences and gaps in knowledge.
Other methods were explored. The current perception of SME managers could have been obtained through a survey, but would need primary participants and may have suffered from response bias and common method bias as well (Bell et al., 2022). The case study may be used to give detailed organisational information, but a small number of firms may lead to less breadth and the secondary research design would change (Yin, 2018). However, experimental methods were impractical as financial risk practices cannot be realistically varied among operational SMEs. The archival quantitative approach was also not feasible, since there were no similar variables at the level of the firm across all objectives. The structured review thus provided the best review of breadth, critical depth, practicality and congruence with purpose and design of the study.
[bookmark: _Toc241147019]Time Horizon
A cross sectional time horizon was used, as literature was gathered and examined over a specific time period in one research project. Cross sectional designs focus on a phenomenon at one specific time, while longitudinal designs focus on a phenomenon by repeated observations over time (Saunders et al., 2023; Bell et al., 2022). This review was not repeated collection of evidence from the same sources, although articles included were sometimes longitudinal, from the company. A longitudinal study may be used to follow changes in SME risk management in the future, but was beyond the scope of this project. The cross sectional horizon was thus an appropriate one, but with an understanding that future economic circumstances and publications could change the conclusions.
[bookmark: _Toc241147020]Source Selection and Eligibility Criteria
A purposive selection process was used to select publications that could meet the research objectives. While there was detailed analysis, it was preceded by defining eligibility criteria to ensure that any decisions on eligibility were not arbitrary, and that the review was consistent (Booth et al., 2022; Page et al., 2021). Eligible sources were peer reviewed journal articles published in English from January 2021 to August 2026. Each study should address issues of liquidity, working capital, cash flow, trade credit, receivables, default, exchange rates, interest rates, commodity prices, hedging or economic uncertainty and relate it to a financial outcome.
Studies in the UK were included as the population it would study was most representative of the population being studied. Where international SME evidence provided relevant mechanisms or comparative insights not captured in UK studies, this evidence was incorporated. Only methods and/or findings from selected listed firm studies were kept when they directly connected to an objective and limited transferability was explicit. Research on banks, big financial firms, household, or non-operational risks were not included. No conference abstracts, dissertations, textbooks, opinion pieces or commercial web-pages were considered as empirical evidence.
Titles were screened and abstracts reviewed then full text was assessed. Records were duplicated and reasons for discarding borderline articles were noted. The study was structured business literature review, not a clinical systematic review, but transparently reported identification and selection of the record was done based on PRISMA (Page et al., 2021). The appraisement method of each included article was done in research context, sample, design, analysis, measurement, findings, limitations and relevance. This process ensured that no publications were considered equally persuasive and aided in the development of an evidence base that was narrow enough to be auditable (Snyder, 2019). Searches were also prioritised with recent evidence, and with maintaining methodological guidance where this furthered an interpretation.
[bookmark: _Toc241147021]Inclusion and Exclusion Criteria
Studies included were peer-reviewed journal articles published in English from January 2021 to August 2026 that discussed liquidity, credit or market-risk management and financial performance of SMEs. The focus was on UK SMEs and international SME studies were maintained if they provided comparative evidence not available from UK studies. Articles were not included if they were limited to banks/financial institutions or households or operational risks that had nothing to do with banks. Abstracts, dissertations, textbooks, opinion pieces, commercial websites and studies that did not provide sufficient methodological information were not included. Full-text availability was needed, and duplicate records were eliminated. They were designed to make sure that the evidence base was recent, relevant, methodologically transparent and aligned to the research aim and objectives, as outlined in Booth et al. (2022) and Page et al. (2021).
[bookmark: _Toc241147022]Data Collection Method
Secondary data was gathered by means of structured electronic search of Scopus, Web of Science, Business Source Complete, ScienceDirect and Google Scholar. Multiple databases also eliminate the reliance on a single indexing system, and enhance disciplinary coverage (Booth et al., 2022). In addition to the results of the database search, backward reference and forward citation search was used to help locate additional studies that might have been missed by the keyword search.
Used boolean operators to join search strings together for population + risk practice + risk outcome. One representative string was: (“UK SME” OR small and medium enterprise) AND (“liquidity risk” OR working capital OR credit risk OR trade credit OR market risk OR foreign exchange risk) AND (“financial performance” OR profitability OR growth). Filters and wording were customized for each of the databases.
The search log documented the names of the databases searched, search dates, exact terms, filters used, number of hits and screening decisions. The bibliographic details and full texts were systematically stored. Studies were only analyzed if appropriate methodological details were available. This systematic approach to collecting was in line with recommendations by literature reviews that the search and selection process need to be documented so that the readers can understand how the evidence base was created (Snyder, 2019; Booth et al., 2022; Page et al., 2021). Search results were screened on a consistent basis and new terms recorded in search results when new terms were introduced during the reading of articles that were relevant to the search.
[bookmark: _Toc241147023]Data Extraction and Management
The included articles were analyzed to obtain similar information by using a standardized evidence matrix. Standardised extraction minimizes variations in attention to studies and aids in systematic comparison between different studies representing heterogeneous evidence (Booth et al., 2022). The variables recorded were author, year, country, industry, SME definition, theory, purpose, sample size, data period, data source, research design, analytical method, risk variable, performance measure, principal result, limitation and UK relevance. Separate columns contained the researcher’s critical comments on causality, validity and transferability.
Evidence was structured around the liquidity, credit and market risk objectives. When the publications covered more than one of the categories, findings applicable to each objective were recorded under each objective but the article was not used more than once as evidence. The files were consistently named and sorted into retrieved and included – and excluded folders. Where available, published versions were preferred to preprint versions.
An audit trail was maintained to record inclusion decisions, conceptual interpretations, coding changes and the emergence of themes. Audit trails help to provide greater qualitative transparency of how interpretations were developed, as opposed to offering analysis as an automatic process (Nowell et al., 2017). The quotations are recorded on a page number; in most cases they have been paraphrased to avoid needless duplication and to retain context. To avoid transcription mistakes and to clarify the authors' conclusions from those of the present researcher, matrix entries were cross-checked against the original articles.
A summary sheet showed evidence in terms of objective, method and context – negative, insignificant and contradictory findings appeared as evidence. Version control had copies of the matrix that were dated. A meta analysis was not attempted due to the heterogenicity of the measurements, populations and designs. Rather, structured management facilitated high-quality synthesis, while minimizing the possibility of selectively reporting positive studies (Snyder, 2019). This organisation also allowed for the comparison between the competing explanations and outcomes.
[bookmark: _Toc241147024]Data Analysis Techniques
The extracted evidence was analysed using reflexive thematic analysis that is the form of analysis that can identify and interpret patterned meaning and acknowledge the active role played by the researcher in the analysis (Braun and Clarke, 2021). The analysis started with repeated reading of the full articles and matrix entries to familiarize oneself with them. First codes reflected risks practices, financial outcomes, explanatory mechanisms, contextual conditions, methodological strengths, and both strengths and weaknesses, as well as contradictory results.
Themes of candidates were clustered into the themes of the objectives. This meant the ability to operate efficiently with less liquidity, the ability to provide credit in a disciplined fashion without dealing with late payments, and the ability to hedge without running into unmanaged market exposure. Themes were aligned with the full body of evidence, and are refined and linked to the Enterprise Risk Management Theory and the Resource Based View. The familiarisation, coding, construction of themes, review, definition and reporting were guided by the Braun and Clarke’s (2021) guidance.
This analysis was continued and not descriptive. The evidence was assessed based on population relevance, sample size, design, quality of measurement, and analytical rigour and transferability. Where populations differed significantly from UK SMEs, large panels were not automatically given higher priority, and where self reporting was reduced, the data from direct SME surveys was treated with caution. Comparing convergence with disagreement and methodological explanations across the three research objectives facilitated the final synthesis to provide plausible relationships while avoiding observational associations as established causalities (Nowell et al., 2017).
[bookmark: _Toc241147025]Research Quality and Trustworthiness
The concept of trustworthiness was covered by the concepts of credibility, dependability, confirmability and transferability, which offer qualitative alternatives to statistical validity and reliability (Lincoln and Guba, 1985; Nowell et al., 2017). Comparing databases, research contexts, methods and contradictory findings helped to enhance the credibility of the results. A consistent screening, extraction and analytical process ensured dependability. A reflexive note was added and an audit trail was maintained to differentiate source claims from researcher interpretations to confirmability. Direct UK SME evidence was isolated from international and listed firm studies to ensure transferability. Some articles were selected to be recoded after a period of time to assess the coding consistency and clarify themes that were not clearly defined (Braun and Clarke, 2021).
[bookmark: _Toc241147026]Ethical Considerations
The study was based on secondary sources and no interviews, surveys or confidential business records. So, the risks of consent, anonymity and physical harm were low. Even with secondary research, though, there is a need for the responsibility, appropriate attribution and transparency reporting (Saunders et al., 2023; Bell et al., 2022).
Any ideas, evidence and methodological advice taken from other authors were cited using the Harvard system. Limited and identified direct quotations. Findings were presented in a fair manner including evidence that contradicts the evolving interpretation. Methods that supported association, but not causality, did not result in a selective reporting or description of results as causal.
Articles were accessed via databases, libraries or publisher access. Academic files were kept safe and secure on electronic files. Selective inclusion was reduced by explicit eligibility criteria and reflexive notes helped identify confirmation bias. No stigma placed on SMEs, industries or countries with respect to weak performance or risk control. These practices were conducive to integrity, IP and ethical secondary analysis (Creswell and Creswell, 2023).
[bookmark: _Toc241147027]Chapter Summary
Based on the results of the literature review and the cross sectional horizon, this chapter justified the use of an interpretivist, qualitative, inductive, mono method. The methodology was in line with the objectives as systematical searching, evidence extraction and reflexive thematic analysis were implemented. Audit trail, trustworthiness procedures and ethical safeguards enhanced conclusions regarding financial risk management and performance of SMEs in the UK.


[bookmark: _Toc241147028]CHAPTER 4: DATA ANALYSIS AND DISCUSSION
[bookmark: _Toc241147029]Introduction
This chapter describes the analysis of evidence which examines the financial risk management practices and their effect on the financial performance of UK SMEs. The process of analysis is conducted in a reflexive thematic procedure, as outlined in Chapter Three, and is broken down into three stages: familiarisation, coding, theme development, comparison and interpretation (Braun and Clarke, 2021). The evidence was structured according to the three research objectives and contradictory evidence, methodological quality and transferability to the UK SME context were discussed. Instead of reporting rates of positive and negative results, the analysis looks at what accounts for the differences in relationships across studies, and how the context conditions influence outcomes. Three themes stood out: Liquidity efficiency and resilience; Disciplined credit management; Adaptive market-risk capability. The themes are linked with Enterprise Risk Management Theory and Resource Based View in an integrative analysis.
[bookmark: _Toc241147030]Data Analysis Process
This analysis started with repeated reading of each of the included studies and the evidence matrix to familiarize the researcher with the purpose, sample, method, risk variables, performance variables, and findings and limitations of each individual article. Coding was viewed as an interpretive rather than mechanical task, following Braun and Clarke (2021). Initial codes were added to repeated concepts including cash-conversion efficiency, too much liquidity, pressure on paying, discipline on trade credit, exposure to exchange rates, hedging ability, managerial resources and performance resilience. Concurrently, methodological codes were developed, such as listed-firm bias, small sample, self-reporting, cross-country transferability, endogeneity and inconsistent performance measures. This prevented substantive findings from being divorced from the weight of the evidence supporting these findings. Reports of conflicting relationships were not excluded but coded, as disagreement proved analytically valuable in determining circumstances in which risk-management practices had either more or less merit. The resulting code set was then compared between the three research objectives. Codes with similar ideas were grouped into potential themes; single codes were kept for further consideration. In this phase, the first drafts of liquidity evidence focused on efficiency and resilience, credit evidence focused on disciplined extension and collection, and evidence of market-risk on exposure, adaptation and organisational capability in the empirical literature reviewed as a whole.
[bookmark: _Toc241147051]Table 1 Data Analysis Process
	Stage
	Analytical activity
	Application in this study
	Output

	1. Familiarisation
	Repeated reading of evidence
	Reviewed findings, methods, samples and limitations
	Analytical notes

	2. Initial coding
	Identification of meaningful patterns
	Coded risk practices, outcomes, mechanisms and methodological issues
	Initial code set

	3. Code comparison
	Comparison across studies
	Identified similarities, contradictions and contextual differences
	Code clusters

	4. Theme generation
	Grouping related codes
	Connected codes to broader patterns across the three objectives
	Candidate themes

	5. Theme review
	Checking themes against evidence
	Assessed coherence, distinctiveness and contradictory evidence
	Refined themes

	6. Interpretation
	Critical synthesis
	Compared methodological strength and interpreted themes through ERM and RBV
	Final analytical findings


The process of theme development was iterative, comparisons were made between coded extracts, between whole studies and the research questions. Themes were developed through reflexive thematic analysis (Braun and Clarke, 2021), and local and internal coherence was checked by the candidate themes.The candidate themes were examined for internal coherence and for variation from the other themes, and for sufficient supporting evidence. The process also adhered to Nowell et al. (2017) where an audit trail was ensured between the extracted findings, codes, themes and interpretive decisions. A few codes were merged during the refinement process. For instance, cash-flow forecasting, shorter collection periods and working capital control were organised under the theme of liquidity efficiency while reserves, survival horizons and financial cushions were grouped under the theme of resilience. The credit assessment, payment terms, receivables monitoring and debt collection were clubbed under disciplined credit management. The factors of exchange-rate sensitivity, policy uncertainty, hedging and flexible resources were taken into account as parts of adaptive market-risk capability.
[bookmark: _Toc241147052]Table 2 Initial Code and Theme Generation
	Evidence identified during coding
	Initial codes
	Candidate subtheme
	Final theme

	Shorter cash-conversion periods, receivables control, inventory efficiency
	Cash release; working-capital efficiency; collection efficiency
	Efficient cash conversion
	Liquidity efficiency and resilience

	Cash buffers, survival horizons, capacity to absorb shocks
	Liquidity reserve; financial cushion; shock absorption
	Liquidity resilience
	Liquidity efficiency and resilience

	Credit checks, limits, payment terms and customer monitoring
	Screening; credit discipline; receivables monitoring
	Controlled credit extension
	Disciplined credit management

	Late payments, collection delays and higher financing costs
	Payment pressure; overdue accounts; financing burden
	Late-payment exposure
	Disciplined credit management

	Exchange-rate movements and economic-policy uncertainty
	Currency exposure; external volatility; uncertainty
	Market sensitivity
	Adaptive market-risk capability

	Hedging, flexible liquidity, pricing and organisational resources
	Hedging capacity; adaptation; managerial capability
	Risk-response capability
	Adaptive market-risk capability

	Listed samples, small samples and self-reporting
	Transferability; measurement weakness; bias
	Evidence-quality assessment
	Cross-cutting analytical consideration

	Financial knowledge, culture and managerial expertise
	Organisational capability; financial literacy
	Capability mechanism
	Cross-cutting theoretical mechanism


This was then compared with the methodological characteristics of the themes so that results from large longitudinal panels would not be considered to be identical to small surveys or listed-firm studies. The last step was the interpretation of the relationship of the themes with financial performance measures like profitability, cash-flow stability, growth, distress and survival. After developing themes, Enterprise Risk Management Theory and Resource Based View were employed to further explain the themes developed instead of coding themes a priori, which would otherwise limit the inductive nature of the study and conclusion from evidence.
[bookmark: _Toc241147031]Theme One: Liquidity Efficiency and Financial Resilience
The first liquidity theme has nothing to do with just the building up of liquid assets, but it is about efficiency. In general, an operating cycle managed so that cash tied up in inventory and receivables was turned over quickly and efficiently was linked to higher performance in the evidence. Laghari et al. (2023) showed that a shorter cash-conversion cycle benefited South Africa listed companies' value; similarly, Mandipa and Sibindi (2022) noted that longer inventory, collection and conversion cycle had a negative effect on profitability of the retailers in South Africa. These results all coalesce into the concept that liquidity management adds value when it speeds and regularizes the flow of cash. Nevertheless, the significance of the findings for UK SMEs should be qualified due to the fact they have been both based on listed SMEs and on SMEs that are operating in different institutional environments. The advantage of Laghari et al. (2023) is that it has a larger quarterly data set, while Mandipa and Sibindi (2022) employed only sixteen firms which reduced the statistical power. The contrast shows the importance of not considering directionally similar results as equally convincing. The analytical upshot for UK SMEs is that holding extra cash is more of a defensive measure than a general one than efficiency in working capital. The benefits of efficient receivables collection, inventory discipline and payable scheduling seems to be existing to the benefit of financial performance, both by limiting companies' need for financing and by safeguarding the continuity of their operations, but the extent of the benefit is context dependent, especially in cases where companies have limited or high costs of access to outside financing.
Another trend in the liquidity evidence is the phenomenon of nonlinearity; too little and too much working capital can hurt performance. Anton and Afloarei Nucu (2021) found that the relationship between working capital and profitability for Polish listed companies is an inverted U shape because the profitability of a company first increases and then decreases at the point where a new source of liquidity starts to impose opportunity costs. In a comparable study in Vietnam, Hung and Dinh (2022) identified the threshold effects of the listed firms, where leverage has a different impact on the relationship between working capital and profitability. These studies refute the notion that greater liquidity is always safer and more beneficial. They have some nonlinear specifications that are an analytical advantage as they capture trade-offs that are not captured by the usual linear specifications. Both studies are carried out outside the UK and relate to listed companies, so the environment in which they fund themselves, operate and make their liquidity decisions is distinct from that of many private SMEs. Finally, Youssef et al. (2023) note that there is direct relevance to the UK, since the authors report that there is no significant relationship between liquidity and ROA or ROE for 93 listed UK SMEs. However, this negligible figure does not in itself suggest poor liquidity management, it could simply mean that liquidity ratios do not reflect the quality of underlying practices. Overall, the evidence indicates that UK SMEs need to be in a healthy liquidity position – with sufficient liquidity to endure shocks and clear liabilities, but not so much that their liquidity is unnecessarily high, which could stifle profitability and return on investment. This is not a balance that is mechanically ratio driven, but is rather managerial and situational.
[bookmark: _Toc241147053]Table 3 Evidence Supporting the Liquidity Theme
	Study
	Main evidence
	Methodological strength
	Limitation affecting interpretation
	Analytical contribution

	Youssef et al. (2023)
	Liquidity insignificant for ROA and ROE
	Direct UK SME evidence; multiple estimators
	Only 93 listed SMEs
	Questions simple positive liquidity–performance assumptions

	Belghitar et al. (2022)
	Liquidity support prolonged SME survival
	42,401 UK SMEs
	Simulation assumptions
	Demonstrates resilience function

	Laghari et al. (2023)
	Shorter cash-conversion components improved firm value
	Large longitudinal dataset; endogeneity checks
	Chinese listed firms
	Supports working-capital efficiency

	Hung and Dinh (2022)
	Nonlinear threshold relationship
	Threshold modelling
	Vietnamese listed firms
	Shows liquidity optimum is conditional

	Anton and Afloarei Nucu (2021)
	Inverted-U working-capital relationship
	Long panel and nonlinear analysis
	Polish listed firms; older data
	Demonstrates opportunity cost of excess liquidity

	Airout et al. (2023)
	Liquidity altered expenditure-performance relationships
	Direct SME evidence
	200 firms; simple regression
	Shows context-dependent liquidity effect

	Mandipa and Sibindi (2022)
	Longer operating cycle weakened profitability
	Sector-specific fixed effects
	Only sixteen listed retailers
	Supports tighter working-capital control


Liquidity evidence also produced a theme of resilience when it was viewed as surviving instead of making a quick profit. Belghitar et al. (2022) simulated pandemic liquidity shocks and found that government support increased the survival time for pandemic shocks, particularly for weaker financial firms, using 42,401 UK SMEs. This source of large UK sample provides greater contextual relevance than most international studies and proves that liquidity can maintain the continuity of an organisation in times of extreme revenue disruption. However, this study used some simulations without complete post-intervention observations so that estimates of the effects are affected by assumptions about revenue losses, eligibility, and behavioural responses. Airout et al. (2023) demonstrate a different angle of 200 Jordanian SMEs where accounting expenditure had a positive impact on performance, while advertising expenditure had a negative impact, and that liquidity moderated the performance effect of accounting expenditure. The finding only supports a relationship between liquidity and the way in which resources are converted to performance; however, the small sample size and relatively straightforward regression model does not allow for causal inferences. In these studies, then, the scope of financial performance is extended. Value may result from liquidity, as it can prevent distress, keep the payments going and maintain strategic flexibility even if accounting returns don't immediately increase. This differentiation is useful for UK SMEs to reconcile the insignificant profitability result in Youssef et al. (2023) with the evidence of the importance of liquid capacity in shocks where other funding sources might be unattainable, delayed or costly.
The overall picture in the liquidity theme suggests that the correlation with financial performance depends on the way liquidity is measured, is multidimensional and conditional. Research based on operating-cycle efficiency generally reports positive effects on profitability from reducing cash holdings in working capital (Laghari et al., 2023; Mandipa and Sibindi, 2022), while research based on static liquidity measures yields weaker or insignificant profitability impacts (Youssef et al., 2023). Additionally, in nonlinear studies, it turns out that a high level of working capital turns out to be expensive (Anton and Afloarei Nucu, 2021; Hung and Dinh, 2022), and in the shock studies, there is a protective survival function (Belghitar et al., 2022). This paradoxical nature is therefore not to be interpreted as a single unstable relationship but rather as different aspects of liquidity. It is necessary to separate in an analytical manner efficiency from precautionary reserves and resilience. The best advice for UK SMEs is not to maximise liquidity, but to ensure that cash flow forecasting, receivables control and working capital discipline is matched to the volatility of the business and access to financing. This interpretation also reveals an evidence gap - direct studies in the UK are less likely to explore the managerial practices in question and the actual financial outcomes. The majority of infer management quality rely on accounting ratios or simulated shocks. In conclusion, the evidence indicates that effective liquidity-risk management could have a positive influence on performance, but there is no clear universal optimum level which can be applied across sectors, size and economic conditions. This makes the liquidity governance in context more credible than a "one size fits all" prescription of liquidity benchmarks for SMEs as a whole.
[bookmark: _Toc241147032]Theme Two: Disciplined Credit Management and Payment Control
The second main theme is disciplined credit extension, and the importance of separating strategic trade credit from unmanaged exposure to receivables. When customer selection and payment incentives are formalized, the credit checks and policies for cash discounts were associated with SME sustainability in Lagos, according to Peter et al. (2022). Otto (2023) also found positive attitudes towards trade-credit management in the South African SMEs. The strength of this evidence, however, varies significantly. Peter et al. (2022) employed a multi-method approach of questionnaires and interviews, with some methodological triangulation but the non-probability sampling that was geographically concentrated and self-reported measures restrict generalisability. Otto (2023) only got 422 usable responses from 10,450 firms surveyed, resulting in a very low response rate and high risk of non-response bias. The results thus endorse the value of formal credit controls, but offer less support for the direct link between formal credit controls and better financial outcomes. For UK SMEs the pragmatic analytical take-out is that credit risk is not just an amount of outstanding receivables but a commercial decision. Proportional limits and the screening of customers as well as monitoring of payment behaviour can help to support sales and lower default risk; however, the effectiveness of these measures will depend on the quality of implementation, customer concentration and firms' ability to enforce agreed terms. These are particularly significant for smaller suppliers who are less likely to have leverage and reserves during uncertainty times.
Another closely related credit theme is that of involuntary late payment turning a commercial credit into a financing constraint. Based on SME evidence in 11 European countries from 2019 to 2023, Kaya (2024) discovered that late payments lead to higher credit constraints, higher interest costs and other borrowing charges. Cross-country sample check and robustness checks support this conclusion, but repeated cross-sections and missing firm identifiers are hindrances to the possibility of tracking the same firms over time, which means that causal interpretation should be kept in mind. Complementary evidence from Jordanian manufacturing firms is provided by Al-Eitan et al. (2023): payables were found to be positively related to profitability whereas receivables were negatively related. This imbalance could imply that firms can gain from suppliers providing finance, but lose from the suppliers providing finance on customers for too long. However, the study was limited to 38 listed companies which lowered statistical power and the relevance to UK SMEs. These studies demonstrate that the performance impact of credit is dependent on who is paying for it. Even if sales are recorded as high, delayed collections can hurt liquidity, make loans more reliant on selling, and cut back on investment opportunities. For UK SMEs, who may have less leverage when dealing with their larger customers, efficient credit-risk management, therefore, needs to have active monitoring of receivables and escalation processes. The evidence suggests that more stringent policies on overdue accounts are justified, but does not identify one optimal payment period across sectors, as commercial norms and customer relations are different between sectors and businesses.
[bookmark: _Toc241147054]Table 4 Evidence Supporting the Credit-Risk Theme
	Study
	Key coded finding
	Interpretation
	Main methodological qualification

	Peter et al. (2022)
	Credit checks, policies and discounts associated with sustainability
	Formal control supports disciplined credit extension
	Non-probability, self-reported Lagos sample

	Otto (2023)
	SMEs perceived trade-credit management positively
	Firms recognise value of structured credit management
	Very low usable response rate

	Al-Eitan et al. (2023)
	Payables positive; receivables detrimental
	Financing burden differs between granting and receiving credit
	Only 38 listed Jordanian firms

	Kaya (2024)
	Late payments increased financing constraints and costs
	Involuntary delay creates liquidity and funding pressure
	Repeated cross-sectional evidence

	Lefebvre (2023)
	Longer payment periods supported growth in reliable systems
	Strategic credit can create commercial value
	Observational cross-country design

	Del Gaudio et al. (2022)
	Trade credit increased bank-loan approval probability
	Supplier credit can signal borrower quality
	One country and one banking context

	Baker et al. (2022)
	Inverted-U credit–profitability relationship
	Benefits decline after an efficient level
	Indian listed corporations rather than SMEs


It is also evident from the evidence that trade credit can add value if it is used purposefully and strategically for purposes of growth, relationship or external financing. Contrary to this presumed preference for shorter credit terms, Lefebvre (2023) discovered that the longer the payment period, the better were the SME sales and employment growth in cases of reliable national payment conditions. Del Gaudio et al. (2022) also demonstrated, based on confidential data at the bank–firm level in Italy, how the rise in trade credit raised the chances of SMEs for bank finance, especially for opaque borrowers. The proprietary lending data would be very useful for behavioural relevance and would indicate that there is a signal effect that banks may use to dampen the informational uncertainty. But both studies do not prove that granting more credit directly boosts profit. While Lefebvre's observational design cannot rule out the possibility that the more credit-worthy firms can provide more generous credit terms, Del Gaudio et al. (2022) analyzed one bank and one loan approval but not actual credit returns. This is not an attack on the late-payment evidence, but rather an amendment to it. Monitored trade credit (voluntary) can be beneficial for commerce growth and credibility, while uncontrolled overdue receivables lead to liquidity and financing costs. The difference is critical for UK SMEs between deliberate credit policy and credit policy that cannot be managed by the business. This distinction should be taken into account when interpreting the ratios of receivables and should not be interpreted as a sign of poor management simply because the payment period is extended.
The two pieces of credit evidence thus suggest an inverse relationship between trade credit and financial outcomes which is conditional on context. Baker et al (2022) found an inverted-U relationship between trade credit and profitability for Indian listed corporations; this is a useful conceptual link between the growth benefits and receivables costs literature. When it comes to moderate levels, credit can encourage sales and build the business relationship, but at a point beyond efficient, financing cost, default exposure and delayed cash conversion can exceed benefits. However, the listed Indian sample used by Baker et al. (2022) is definitely dissimilar to the UK SMEs and accounting regressions do not fully address simultaneity between profitable growth and credit provision. Together with Kaya (2024), Lefebvre (2023) and Del Gaudio et al. (2022), the more defensible conclusion is that credit-management quality is more important than just credit volume. Compliance with screening, limits, documented terms and ongoing monitoring and collection discipline can ensure the strategic advantage of trade credit while mitigating the default and liquidity risks. The evidence base for the UK is much less robust, however. No study examined in this review tracks both credit-management practices and objective financial performance and late-payment experience in a representative sample of UK SMEs. The theme thus suggests a positive correlation between disciplined credit-risk management and performance, yet the nature of this connection will depend on payment institutions, customer power, access to financing and firm capability. Therefore, there is still a need to have UK specific evidence before prescribing uniform credit policies.
[bookmark: _Toc241147033]Theme Three: Adaptive Market-Risk Capability
The third key theme relates to adaptive market-risk capability, starting with the UK SMEs being materially affected by exchange-rate fluctuations. Belghitar et al. (2021) examined 250 non-financial SMEs in the UK and found that the volatility of the sterling, dollar and euro call for asymmetric reactions from non-financial SMEs. The study is of great relevance as it directly targets UK SMEs and provides empirical evidence that the impact of currency exposure on market behaviour can vary between different firms and times. The sample is made up of publicly-traded SMEs, however, which tend to be larger and more financially advanced than private businesses, and stock returns are therefore indicative of investor expectations, not operating profitability. More crucially, the study does not directly observe hedging behaviour, but rather measures exposure. Dang and Lindsay (2022) builds on this void by analyzing 177 exporting SMEs in Australia and New Zealand and revealing the relationship between organisational and human resources and foreign-exchange hedging strategy. They adopt factor analysis and structural equation modelling in assessing the construct, which helps increase construct assessment, but because they rely on cross sectional self-report and do not use a direct performance outcome, the causal interpretation is limited. Combined, these studies suggest that the exposure to market risk is not enough to explain results. Financial performance is partly related to the knowledge, systems and resources that firms have to recognize the currency sensitivity and adjust accordingly, e.g., by hedging, adjusting prices or matching operations. This capability differentiation is particularly significant in cases where SMEs are importing from or exporting to foreign markets, or billing their customers in different currencies.
The other market risk pattern relates to uncertainty regarding economic policy and its ability to undermine financial results, even if not involve in the direct trading of currencies or commodities. In a Spanish context, Orden-Cruz et al. (2024) used system GMM to analyse 80,620 Spanish SMEs and concluded that policy uncertainty decreased the financial performance of the firms, depending on the sector and firm characteristics. The powerful panel and dynamic estimator enhances inference, but an aggregate uncertainty index fails to identify which managerial practices shielded individual firms. In a similar study of 145,611 European SMEs, Hawach and Requeyo (2025) found that policy uncertainty raised the risk of a financial distress is a greater risk for SMEs, while family ownership and performance aspirations reduced the risk. The scale of their cross-country has an external broadening effect, but distress is a modelled outcome and differences in national institutions are not easy to separate. These studies move the focus of the analysis from market-risk instruments to organisational resilience. Market uncertainty can have an impact on the expectations of demand, financing, investment timing and cash needs, and can lead to performance consequences even if there is no directly visible trading loss. The findings indicate that scenario planning, flexible financing and responsive pricing are important aspects of market-risk management for UK SMEs in addition to formal hedging. Both of these studies co-relate exposure and moderation, but because they do not directly measure these practices, the evidence is more compelling for exposure and moderation than for the effectiveness of specific risk-management responses. This distinction does not expand the breadth of causal claims, but can enhance the preparedness argument in the face of uncertainty on the part of SMEs.
[bookmark: _Toc241147055]Table 5 Evidence Supporting the Market-Risk Theme
	Study
	Market-risk evidence
	Implied management response
	Analytical limitation

	Belghitar et al. (2021)
	UK SME performance exposed to currency fluctuations
	Currency monitoring and hedging
	Publicly traded SMEs; hedging not directly observed

	Dang and Lindsay (2022)
	Resources influence hedging strategy
	Develop human and organisational capability
	Non-UK, cross-sectional and no direct performance outcome

	Orden-Cruz et al. (2024)
	Policy uncertainty reduces SME financial performance
	Scenario planning and flexibility
	Aggregate uncertainty index

	Hawach and Requejo (2025)
	Uncertainty raises distress likelihood
	Organisational resilience
	Distress proxy and national heterogeneity

	Koroma and Bein (2024)
	Policy uncertainty alters working-capital profitability effects
	Integrate market and liquidity planning
	Listed UK non-financial firms

	Tazhibayeva and Syzdykova (2026)
	Exchange rates and oil prices associated with SME output
	Adapt to macroeconomic price movements
	Only 24 aggregate observations; Kazakhstan

	Akbar et al. (2021)
	Cash buffers reduced market volatility but excess working capital increased operating volatility
	Maintain flexible but efficient buffers
	Older Pakistani listed-firm data


One also observes from the market risk evidence that external uncertainty can have an interaction with the internal financial policies, resulting in effects that cannot be grasped by focusing on isolated risk categories. Koroma and Bein (2024) analyzed 199 non-financial companies listed on the UK stock exchange, and found that as economic-policy uncertainty increased, the relationship between cash-conversion cycle and profitability weakened. While the index is relevant to their UK context, and they use fixed effects, random effects, and two-stage GMM, the sample is not representative of private SMEs, and the newspaper-based uncertainty index is an indirect measurement of firms' exposures. Similar conclusions were drawn by Tazhibayeva and Syzdykova (2026) for Kazakhstan, where the exchange rates and oil prices were correlated with SME manufacturing activity for the period 2000–2023. The autoregressive distributed-lag design separates short- and long-run relationships, but with only twenty-four annual observations, and Kazakhstan's commodity dependence, the transferability to Britain is complicated. These limitations aside, both studies show that market shocks have impact on performance via operating and financing channels, and not just hedging channels. Market-risk management, therefore, overlaps with liquidity planning and cost control and financing for UK SMEs. Even if formal derivatives are not available or not appropriate, rising interest rates or currency depreciation and/or input-price shocks can change working-capital needs, so that adaptive cash management can be a market-risk response. This is a key interaction for financial risk analysis since external volatility may turn otherwise controllable operating exposures in liquidity pressure. The last market-risk pattern has to do with the benefits of financial buffers and flexibility, but here again, the evidence suggests that taking too much precaution is not beneficial. Akbar et al. (2021) concluded that listed companies in Pakistan had less volatility in their stock prices when their working capital and cash positions were higher, but operating-income volatility was higher with excessive working capital positions. This is in line with the overall liquidity evidence: buffers can absorb shocks, but high levels of idle balances could indicate inefficiency or poor allocation. Overall, methodologically system GMM is suitable to account for persistence and some endogeneity; however, the study period (2005–2014), the fact that it is not conducted in the UK and the set of listed firms make it difficult to be relevant to most SMEs today. While Mthiyane et al. (2022) offers a more comprehensive risk-management framework for SMEs, which includes structured risk identification and management, the model is geared towards developing countries and assumes different institutions to those of British firms. The evidence together, then, points to adaptive capacity and not to any single market-risk technique. Flexible liquidity, supplier diversification, pricing adjustments and scenario planning might be more suitable for smaller businesses, whereas hedging may be suitable for more predictable foreign-currency exposures. The analytical weakness lies in the fact that most studies assume that protection is the consequence of outcomes or organisational characteristics without observing specific controls and subsequent performance. Therefore, it is still plausible to maintain a positive link between market-risk management and the performance of UK SMEs, although this link is not as clearly demonstrated as the presence of market exposure. Future evidence in the UK needs to differentiate between different types of hedging, and operational adaptation needs to be assessed in relation to formal hedging and in terms of objective financial outcomes.
[bookmark: _Toc241147034]Cross-Theme Analysis
The liquidity risk, credit risk and market risk are analytically distinct but operationally interdependent, as can be concluded from the cross-theme comparison. Liquidity is impacted by credit decisions; if a customer extends a credit period, it will result in a delay in converting assets to cash. Market shocks can impact financing costs, customer demand and working capital needs. Kaya (2024) establishes that late payment causes higher financing constraints and financing costs, while Koroma and Bein (2024) reveal that policy uncertainty affects the profitability of working-capital management. Belghitar et al. (2022) also reveals that liquidity capacity is even more relevant in the case of a significant drop in revenue due to external factors. The results indicate that the performance impact of one risk category could be due to the conditions generated by another risk category. For instance, if an SME is facing currency inflation in the input, a price adjustment could be a solution to protect margins; this can only be done if the credit terms of customers are suitable and cash reserves are sufficient to enable such adjustment without triggering immediate distress. The interdependence helps to establish the study's theoretical framework by considering the three practices not as separate managerial practices but as a part of one financial-performance relation. It also provides insight into why it is that single-variable empirical studies often yield conflicting results. They may not include interacting exposures, financial limitations or organizational ability. For the SMEs in the UK, therefore, 'integrated financial risk management' is more analytically credible than 'optimum liquidity, credit and market controls' – particularly in a volatile economic climate. The sense is that one control enhances the other, or it weakens it, depending on the circumstances and when it happens.
[bookmark: _Toc241147056]Table 6 Cross-Theme Relationship between Risk Practices and Performance
	Risk-management dimension
	Main mechanism identified
	Potential positive effect
	Potential negative effect if poorly managed
	Financial-performance implication

	Liquidity risk
	Cash-flow forecasting and working-capital control
	Continuity, lower financing needs and resilience
	Idle cash, inefficient working capital
	Profitability and cash-flow stability

	Credit risk
	Screening, monitoring and collection
	Sales support, lower default losses, stronger cash conversion
	Late payments and financing pressure
	Profitability, liquidity and growth

	Market risk
	Hedging, pricing, diversification and flexibility
	Reduced exposure and greater resilience
	Unmanaged currency, price and interest-rate effects
	Stability, solvency and growth

	Integrated management
	Coordination across exposures
	Balanced risk-return decisions
	Controls in one area creating pressure elsewhere
	Overall financial performance


The second cross-theme finding is that there is differential quality of evidence. Liquidity is the most strongly direct support for UK SMEs, as Belghitar et al. (2022) and Youssef et al. (2023) look at British SMEs, albeit one only on 93 listed firms, and the other simulated shock outcomes. The evidence of credit is geographically more dispersed, as Peter et al. (2022), Otto (2023), Al-Eitan et al. (2023), Kaya (2024), Lefebvre (2023) and Del Gaudio et al. (2022) are based on African, Middle Eastern and European contexts. The relevant evidence from the UK is included in market-risk research in Belghitar et al. 2021 and Koroma and Bein 2024, but both are based on listed companies and indirect measures of management practices. Thus, the overall synthesis needs to separate out evidential consistency from contextual applicability. A relationship that has been well established over several different countries could still be problematic for private UK SMEs, and a study directly relevant to the UK could prove too small or too specific to be generalised. This comparison illustrates the importance of weighing votes and not just counting them. While large samples are more precise, they do not necessarily address problems with measurement or transferability, while smaller studies may have contextually rich information and may be less statistically confident. The conclusions that emerge, then, must be considered as patterned explanations rather than causal estimates of varying degrees of certainty. It is crucial in the translation of secondary evidence to recommendations for heterogeneous SMEs.
A third theme is that the quality of the controls, their fit and execution by management seems to be a better determinant of financial performance than the presence of controls. The relationship between ERM and SME financial performance was influenced by organisational culture and strategic risk-management performance (Syrová and Špička, 2023), and organisational and human resources influenced foreign-exchange hedging strategy (Dang and Lindsay, 2022). A similar study by Kulathunga et al. (2020) found that financial and technological literacy were also related to ERM practices and SME performance. These studies provide insight into why the same liquidity ratios, credit terms or market exposures can yield different results for firms. What good is a cash forecast if managers can't implement it, what good is a credit policy if it isn't monitored and enforced, and what good are hedging tools if they aren't suitable, or if managers don't have the expertise, scale, or reliable exposure data to effectively use them? This ability versus explanation also helps to overcome a few paradoxes in the empirical literature. While there may be important indirect effects of risk-management practices, there may also be insignificant direct effects as well. A case can thus be made for proportionate systems with financial knowledge, timely information and managerial judgement for UK SMEs. The analysis indicates that capability is a mechanism that cuts across all three risk-management themes and connects the themes to financial performance. If these resources are not there, formal controls could be in place but only have a symbolic value, and have little or no operational or financial impact.
[bookmark: _Toc241147035]Theoretical Interpretation of the Findings
The thematic findings are strongly related to Enterprise Risk Management Theory; the evidence indicates that there is a link between financial risks and that there are trade-offs between different controls. According to the perspective of Nocco and Stulz (2006), ERM adds value by bringing together the risk decisions and management of the firm as a whole instead of managing risks independently. The liquidity theme backs up the reason: excess cash can boost resilience but can come with a cost of decreased profitability; having more stringent controls on receivables can boost liquidity but may have the side-effect of slowing sales. The credit theme also reveals that trade credit can be a source of growth and financing at moderate levels, but can be detrimental if it leads to payment delays and raises default and borrowing expenses (Baker et al., 2022; Kaya, 2024). An additional layer exists due to market-risk evidence, as exchange-rate, policy or price shocks can impact working-capital requirements and financing conditions (Belghitar et al., 2021; Koroma and Bein, 2024). ERM is thus able to offer a unified justification for not seeking maximum risk reduction as the best response. Coordinated decisions are needed within UK SMEs that take into account risk appetite, resource limitations and performance trade-offs. It is noted, however, that there is a limitation in applying ERM directly, since most of the reviewed studies address one risk category whereas observing ERM systems in general. As a result, the theory is conceptually consistent with the combination pattern, although it hasn't yet been confirmed empirically among representative UK SMEs. This chasm should dampen expectations that integration proves its own efficacy by empirical means.
[bookmark: _Toc241147057]Table 7 Relationship between Emergent Themes and Theoretical Framework
	Emergent theme
	ERM interpretation
	RBV interpretation
	Financial-performance pathway

	Liquidity efficiency and resilience
	Balances liquidity risk against profitability and opportunity costs
	Requires forecasting skills, accounting information and managerial judgement
	Cash-flow stability, profitability and survival

	Disciplined credit management
	Coordinates customer credit with liquidity and overall risk appetite
	Requires customer knowledge, monitoring systems and collection capability
	Lower default loss, stronger liquidity and sustainable growth

	Adaptive market-risk capability
	Integrates external market exposures with financing and operational decisions
	Depends on expertise, information, relationships and adaptive resources
	Lower volatility, resilience and solvency

	Cross-risk integration
	Manages interconnected exposures collectively
	Capabilities determine quality of implementation
	Stronger overall financial performance


This is where the RBV comes in handy to explain why the same risk management strategies do not yield the same financial results among SMEs. Barney (1991) suggests that valuable and rare and difficult-to-imitate resources can support superior performance, and the information from SMEs suggests financial literacy, managerial competence, information systems, organisational culture and strategic risk capability are pertinent resources. The results confirmed that financial and technological literacy enhanced ERM practices and SME performance, while organisational culture and strategic risk-management performance carried the positive effects of ERM. (Kulathunga et al., 2020; Syrová and Špička, 2023). Similarly, financial culture and management quality, risk management were related by Tóth et al. (2022). These findings shed light on all three themes. Forecasting skills and timely accounting information are needed for liquidity management, customer data, monitoring procedures, and the ability to enforce them for credit management, and expertise, specialist judgement, and access to the appropriate financial and/or operational tools for market-risk responses. RBV is therefore a good reason for not relying exclusively on the formal adoption. Resource-constrained SMEs might be aware of the types of controls that they want to put in place but may not have the resources, systems, bargaining leverage or funding to effectively implement them. The evidence for UK SMEs indicates that gains in performance come through the creation of "usable" organisational capabilities that integrate risk-management practices. However, the majority of capability studies are non-UK based and the exact configuration of resources in Britain that is most significant is still unclear. This uncertainty then offers a clear direction for future empirical studies, that is, context-specific studies.
[bookmark: _Toc241147036]Chapter Summary
In applying reflexive thematic analysis, the secondary evidence was analysed and three themed interrelated themes emerged relating to liquidity efficiency and resilience, disciplined credit management and adaptive market-risk capability. The relationship between the liquidity and the profitability and the continuity depends on the context, and is nonlinear because there are opportunity costs associated with excess liquidity (Anton and Afloarei Nucu, 2021; Youssef et al., 2023). The transition from unstructured to structured assessment, monitoring and collection can help maintain the commercial value of trade credit, while forced lateness will create more pressure on financing and potentially compromise performance (Kaya, 2024; Lefebvre, 2023). Evidence on exchange rate exposure and policy uncertainty also exists in the market, but evidence on the effects on performance of hedging or adaption practices is still limited (Belghitar et al., 2021; Orden-Cruz et al., 2024). With cross-theme analysis, these risks were found to be interacting through cash flow, financing needs and managerial choices, thus making integrated management more convincing than isolated optimisation. Enterprise Risk Management Theory helps to show the benefit of aligning exposures and trade-offs, and the Resource Based View helps to show that results rely on the knowledge, systems and capabilities of the organisation. Based on this analysis, the researchers have come to the conclusion that financial risk management is most likely to be effective in furthering the performance of a UK SME when the practices are appropriate, integrated and backed by managerial support. Causal inferences, however, should be treated with caution because there is limited evidence in the UK, there is a listed-firm bias, and the performance measures and observational research design are heterogeneous. The implications for theory, practice and future research are presented in the discussion chapter, based on these findings.


[bookmark: _Toc241147037]CHAPTER 5: CONCLUSION AND RECOMMENDATIONS
[bookmark: _Toc241147038]Chapter Introduction
The dissertation ends in this chapter by summarizing the findings of this dissertation around the area of liquidity, credit and market-risk management practices and its relationship with the financial performance of UK SMEs. It addresses the research aim and objectives, it summarises the main findings and it translates the evidence into practical recommendations for the SME manager and/or stakeholders. It also highlights the primary constraints of the study, and suggests avenues for future study. The chapter is representative of the secondary qualitative design used throughout the dissertation and the issue of the strength, consistency, and context of the evidence is the focus rather than universal causal relationships across all UK SMEs.
[bookmark: _Toc241147039]Conclusion in Relation to Objective One: Liquidity Risk Management
The first objective explored the relationship between the liquidity risk management practices and financial performance of UK SMEs. The analysis suggests that liquidity management can contribute to performance if it creates cash-flow discipline, increases working-capital efficiency and short-term financial resilience. By forecasting cash receipts and payments, controlling receivables, managing inventory and carefully scheduling payables, cash requirements can be minimised, thereby reducing the reliance on costly outside financing. The results also indicate that liquidity should not be just maximised. Too much cash and too high a level of working capital can generate opportunity costs, affect the efficiency of investments, and diminish profitability. The best final statement is thus that liquidity management should aim for a balance instead of accumulation. The available liquidity buffers for UK SMEs seem to work in their favour if they are adequate to tide them over when things go wrong and to pay their creditors, but are also commensurate with their operating volatility and financing opportunities. The evidence also indicates that that there are other financial performance benefits to this than profitability alone. In times of significant disruption, cash reserves and the availability of short-term liquidity can help maintain continuity and strategic flexibility. However, it is not clear what the optimal level is due to the use of various liquidity measures in different sectors and samples in existing studies. Liquidty risk management, therefore, should be flexible, dynamic and reviewed in conjunction with the operating cycle of each firm and external financing market conditions.
[bookmark: _Toc241147040]Conclusion in Relation to Objective Two: Credit Risk Management
The second objective assessed the correlation between the financial performance of UK SMEs and the credit risk management practices. The results indicate that the best results in the management of credit can be obtained by using trade credit as a controlled commercial procedure instead of as an uncontrolled extension of sales. Proper screening of customers, understand the credit terms, realistic limits, monitoring of receivables regularly and disciplined credit collection policies can minimize default exposure and preserve cash flow. The analysis also shows that trade credit can be value-creating to support customer relationships, sales growth, and access to broader financing options. The problem is not so much whether SMEs should be giving credit but how they should be doing it. If the financing pressure is pushed from the customers to the SME due to too many receivables, poor collection policies, and forced late payments, the financing needs are heightened, and the working capital is reduced for wages, investment and operating costs. Thus the evidence justifies a balanced strategy, in which credit is extended strategically, while it is constantly monitored. UK SMEs need to differentiate between the payment terms they have consciously put in place for customers they know to be financially reliable and late payments, which are a sign of a lack of control. The link between performance is thus not consistently positive. The credit management can boost the performance of the flexible payment by reducing the risk of default, late payment exposure and liquidity strain while maintaining the commercial value of the payment. This needs to be done formally as well as judiciously as management skills, especially when SMEs do not have a strong bargaining position with their customers.
[bookmark: _Toc241147041]Conclusion in Relation to Objective Three: Market-Risk Management
The third objective examined the relationship between market risk management practices and financial performance of the UK SMEs from the existing literature. Analysis suggests that the SMEs are sensitive to exchange-rate fluctuations, interest rate variations, input price fluctuations, and general economic uncertainty, but evidence of the effects of particular market-risk measures on the performance of the SMEs is not as strong as evidence of their exposure. The results indicate that hedging, pricing changes, diversifying suppliers, flexible financing, scenario planning and liquidity buffers are possible effective measures. But such formal financial hedging may not be suitable for every SME due to the varying costs, skills and size of individual companies. Consequently, the most defensible position is that adaptive capability is more important than the use of any one technique. Market-risk management should be tailored to the actual risks faced by the business, such as importing and exporting businesses, and those with a high exposure to variable-rate loans or those with commodity inputs that are prone to volatility. Furthermore, it is found that the interaction between market risk and liquidity and credit risk exists, as reflected in the analysis. The fall in currency value or a rise in interest rates can increase the working capital requirement; slack demand by customers can exacerbate the receivables issue. Market-risk management should thus not be approached as a standalone component, but as an integral part of the financial planning process. There is evidence that preparedness, flexibility and timely information are valuable, but limited research in the UK directly on the tools used by SMEs leads to remaining cautious on the effectiveness of specific tools.
[bookmark: _Toc241147042]Recommendations
Based on the findings, several practical recommendations are made. Firstly, UK SMEs should set up rolling cash-flow projections and update them regularly and make them more scenario-based rather than opportunistic, linking to more realistic sales, customer payment, operating costs and financing projections. Forecasts should be set in combination with minimum liquidity thresholds, which should be related to the sector, the volatility of revenues and the availability of external financing. Second, SMEs need to boost credit-control processes by performing proportionate checks on their customers, maintaining a payment history of customers, establishing credit limits and monitoring aged receivables regularly. Don't let overdue accounts pile up.Don't delay escalation of the overdue accounts. Third, companies that have foreign currency, variable interest rate or volatile input exposures should identify these exposures and choose what they are going to do in terms of how large and what their capabilities are. These can include the use of natural hedging, diversification of suppliers, pricing, fixed-rate borrowing and formal hedging if economically warranted. Fourth, financial risks should be assessed as a whole in a single risk register to be able to see how they interact with customer payment delay, liquidity requirements as well as market shock. 5th: Owners and managers of SMEs need to build financial skills, accounting information systems and empower employees as effective implementation relies not only on policy, but on knowledge as well. Finally, advisers, lenders and policymakers need to provide practical, useful risk-management guidance to SMEs, and offer easily accessible training and financing products that build resilience but don't unnecessarily over-complicate it.
[bookmark: _Toc241147043]Limitations of the Study
There are some limitations to this study. It only used secondary literature, which means that results are based on the quality, choice of measurements and reporting of previous studies. There was little evidence specific to the UK and many of the studies cited involved listed companies or samples of non-UK companies, which decreased the applicability of the results to private British SMEs. The studies reviewed also used different methods of measuring financial performance, such as profitability, growth, and market value and distress, thus limiting direct comparisons. Most evidence was observation-based and this means that the study cannot rule out definitive causal effects. The cross sectional review period also implies that the economic changes which occur later or new research since the review period will influence the balance of evidence. The secondary qualitative approach also emphasized interpretive synthesis rather than numerical calculation of effects, as the study focused on uncovering patterns and possible mechanisms, but did not calculate the financial return on individual practices.
[bookmark: _Toc241147044]Recommendations for Future Research
Representative UK private SMEs should be the focus of future research and a simultaneous analysis of liquidity, credit and market risk should be considered within the same empirical design. Long-term studies would enable the determination of the long-term effects of risk-management on performance and in the face of fluctuating economic circumstances. Researchers might also further differentiate between policies and their implementation, because the results indicate that capability and execution is key to outcomes. The moderators to be considered are sector, size of the firm, ownership structure and digital financial systems. Comparative research can also be conducted on the effectiveness of combinations of practices as compared to single practice controls. This type of work would give more definite direction as to what financial risk-management strategies are best suited for what kind of UK SME.
[bookmark: _Toc241147045]Overall Conclusion
As a whole the findings address the overall aim of the research and demonstrate that financial risk management practices can positively affect the financial performance of UK SMEs if they are proportionate, coordinated and supported by appropriate organisational capabilities. It is not a simple, linear and the same relationship among companies. Resilience can be boosted with liquidity controls, but these can be expensive if resources are not being used. Trade credit can fuel growth and be detrimental to cash flow if the collection programme is not robust. Market-risk responses may limit vulnerability but whether the hedging or diversification is appropriate depends on the exposure, knowledge and available resources. All three areas share this common theme: The formal practices create value through the quality of management. The financial information should be up to date, policies need to be followed and managers need to understand the trade-offs between protection and profitability. The findings thus reinforce a holistic perspective of the risks and opportunities of liquidity, credit and market risks, where risks in one dimension can quickly impact the others. Good financial risk management for UK SMEs is considered to be a continuous decision making process, not a collection of controls. It helps to make companies more resilient, to provide them with more stable cash flows, to minimize unnecessary losses and to enable them to react to uncertainty better.
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	Airout et al. (2023)
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	Liquidity as moderator
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	Longer collection periods were associated with weaker profitability measures, suggesting that quicker receivables collection can strengthen working-capital efficiency and financial outcomes.
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	Formal credit checks, documented policies and payment incentives were associated with improved SME financial performance, with qualitative findings supporting quantitative results.
	Formal credit control
	Disciplined credit management and payment control
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	Otto (2023)
	Quantitative survey of South African SMEs using purposive sampling; 10,450 SMEs approached
	Findings: “The results indicate SMEs perceive their trade credit management as effective… identifying their effectiveness in managing trade credit.” 
	SME respondents generally perceived their trade-credit practices positively, although this represents managerial perceptions rather than independently measured financial outcomes.
	Perceived credit-management effectiveness
	Disciplined credit management and payment control
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	Al-Eitan et al. (2023)
	38 Jordanian manufacturing SMEs, 2009–2021; panel-data analysis of accounts payable, receivable and profitability
	Abstract: “findings showed a positive relationship between accounts payable and profitability… no clear relationship was found between accounts receivable and profitability.” 
	Supplier credit appears capable of supporting profitability, whereas extending credit to customers did not demonstrate an equally clear performance benefit.
	Asymmetric trade-credit effect
	Disciplined credit management and payment control
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	Kaya (2024)
	Firm-level SME information from 11 European countries, 2019–2023; probability models, controls and robustness analyses
	 “SMEs experiencing frequent or occasional late payments face difficulties in accessing finance… banks potentially view cash flow uncertainty as an increased risk.” 
	Late payments create wider financial consequences because uncertain cash flows reduce creditworthiness, restrict borrowing availability and contribute to less favourable financing conditions.
	Late-payment financing pressure
	Disciplined credit management and payment control
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	Lefebvre (2023)
	Large EU SME dataset; firm- and year-fixed-effects regressions examining payment duration, sales growth and employment growth
	Results: “we observe a positive and statistically significant relationship between payment duration and growth… longer payment duration is associated with faster growth.” 
	Longer payment duration can facilitate SME growth where payment conditions function effectively, demonstrating that strategically offered trade credit is not necessarily harmful.
	Strategic trade-credit extension
	Disciplined credit management and payment control
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	Del Gaudio et al. (2022)
	Confidential Italian bank–firm loan-level data for SMEs; empirical analysis of lending decisions
	 “trade credit plays a signaling role, increasing the probability of obtaining a loan. Suppliers bearing credit risk lead banks to lend to firms.” 
	The willingness of suppliers to provide trade credit can signal borrower quality to banks and improve SMEs’ access to external finance.
	Trade credit as signal
	Disciplined credit management and payment control
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	Baker et al. (2022)
	Panel of BSE-listed Indian corporations across six non-financial sectors; nonlinear regression analysis
	 “findings suggest an inverted U-shaped relationship between trade credit and firm profitability and support an optimal receivables and payables level.” 
	Trade credit improves profitability only until an efficient level; extending credit beyond this point allows financing and default-related costs to outweigh benefits.
	Optimal trade-credit level
	Disciplined credit management and payment control
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	Belghitar et al. (2021)
	UK non-financial SMEs; asymmetric and time-varying exchange-rate exposure analysis
	 “XR fluctuations have a strong negative effect on SME performance at the industry and individual firm level for both depreciations and appreciations.” 
	UK SMEs experience meaningful currency exposure, and both appreciation and depreciation can adversely affect financial performance depending on individual firm circumstances.
	Exchange-rate exposure
	Adaptive market-risk capability
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	Dang and Lindsay (2022)
	Exporting SMEs in Australia and New Zealand; surveys analysed using EFA, CFA and structural-equation modelling
	 “The study identifies four determinants of forex risk strategy… Organisational and human resources are shown to have a key mediation role.” 
	Foreign-exchange risk management depends upon exposure and perceptions, but also on whether SMEs possess sufficient organisational and human resources to implement responses.
	Resource-dependent hedging capability
	Adaptive market-risk capability
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	Orden-Cruz et al. (2024)
	80,620 Spanish SMEs, 2012–2020; system GMM examining economic-policy uncertainty and financial performance
	 “Using system Generalized Method of Moments estimators, the results show a negative impact, especially in the service sector.” 
	Economic-policy uncertainty reduces SME financial performance, although its effect differs according to sector and individual financial and organisational characteristics.
	Policy-uncertainty exposure
	Adaptive market-risk capability
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	Hawach and Requejo (2025)
	145,611 SMEs from 24 European countries, 2012–2021; longitudinal analysis of EPU and financial distress
	“SMEs' risk of financial distress rises with increasing EPU. Family ownership mitigates the positive effect of EPU on financial distress likelihood.” 
	Greater policy uncertainty increases SME financial vulnerability, but internal organisational characteristics can reduce the extent to which external uncertainty produces financial distress.
	Uncertainty-driven distress
	Adaptive market-risk capability

	Koroma and Bein (2024)
	199 UK listed non-financial companies, 2006–2021; fixed effects, random effects and two-step GMM
	“interaction variable (CCC × EPU) had a detrimental effect on profitability… weaker association between working capital and profitability during periods of high economic policy uncertainty.” 
	External policy uncertainty changes the effectiveness of internal working-capital management, demonstrating that liquidity and market risks interact rather than operating independently.
	Market-liquidity interaction
	Adaptive market-risk capability
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	Tazhibayeva and Syzdykova (2026)
	Kazakhstan SME manufacturing data, 2000–2023; ARDL analysis of exchange rates and oil prices
	Abstract: “long-run analysis reveal[s] that the exchange rate has a significant and strong positive effect on SME manufacturing output.” 
	Exchange-rate movements have significant long-term implications for SME manufacturing activity, demonstrating a pathway through which macroeconomic market conditions can influence performance.
	Macroeconomic price exposure
	Adaptive market-risk capability
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	Akbar et al. (2021)
	Pakistani listed firms across 12 industries, 2005–2014; system GMM
	Results: “firms with better cash positions were subject to lesser stock market volatility. In contrast, excess working capital… increased volatility in operating income.” 
	Financial buffers can reduce market volatility, but excessive working capital may increase operating risk, demonstrating a trade-off between resilience and financial efficiency.
	Financial buffer against volatility
	Adaptive market-risk capability
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[bookmark: _Toc241147050]APPENDIX D: ETHICAL APPROVAL

APPLICATION FOR ETHICAL APPROVAL

In order for research to result in benefit and minimise risk of harm, it must be conducted ethically. 

The University follows the OECD Frascati manual definition of research activity: “creative work undertaken on a systematic basis in order to increase the stock of knowledge, including knowledge of man, culture and society, and the use of this stock of knowledge to devise new applications”. As such this covers activities undertaken by members of staff, postgraduate research students, and both taught postgraduate and undergraduate students working on dissertations/projects.

The individual undertaking the research activity is known as the “principal researcher”.

This form must be completed and approved prior to undertaking any research activity. 

SECTION A: About You (Principal Researcher)
	1
	Full Name:
	Roshan Lal

	2
	Student Number:
	
2430265

	3
	Email address:
	2430265@student.uwtsd.ac.uk 

	4
	Programme of Study:
	MBA International Business

	5
	Supervisor:
	Shahrukh Irfan



SECTION B:  Internal and External Ethical Guidance Materials
	
	Please list the core ethical guidance documents that have been referred to during the completion of this form (including any discipline-specific codes of research ethics, location-specific codes of research ethics, and also any specific ethical guidance relating to the proposed methodology).  Please tick to confirm that your research proposal adheres to these codes and guidelines. You may add rows to this table if needed.

	1
	UWTSD Research Ethics & Integrity Code of Practice
	☒
	2
	UWTSD Research Data Management Policy
	☒

	3
	General Data Protection Regulation (GDPR) 2016 and Data Protection Act 2018
	☒

	4
	
	☐



SECTION C: Details of Research Activity
	1
	Indicative title:
	The Impact of Financial Risk Management Practices on the Financial Performance of UK SMEs

	2
	Proposed start date:
	
	Proposed end date:
	

	
	Introduction to the Research (maximum 300 words in each section)
Ensure that you write for a Non-Specialist Audience when outlining your response to the three points below:
· Purpose of Research Activity
· Proposed Research Question
· Aims of Research Activity
· Objectives of Research Activity
Demonstrate, briefly, how Existing Research has informed the proposed activity and explain
· What the research activity will add to the body of knowledge 
· How it addresses an area of importance. 

	3
	Purpose of Research Activity

The purpose of this research is to critically examine how financial risk management practices influence the financial performance of UK small and medium-sized enterprises. The study will focus on liquidity risk management, credit risk management and market-risk management.
The research will use secondary qualitative data from existing peer-reviewed journal articles, government reports, policy publications and credible industry reports. No primary data will be collected from individuals or organisations.
Existing research suggests that financial risk management may help SMEs improve cash-flow stability, reduce bad debts and respond to changes in interest rates, exchange rates and input prices. However, findings differ between countries, sectors and research methods. Much of the available evidence is also based outside the United Kingdom.
The study will critically compare and interpret existing evidence to identify common themes, differences and gaps. It will add to the existing body of knowledge by providing a structured review focused specifically on UK SMEs. The subject is important because SMEs make a major contribution to the UK economy but often have limited financial resources and specialist risk-management knowledge.


(this box should expand as you type)

	4
	Research Question

How does existing secondary evidence explain the influence of financial risk management practices on the financial performance of UK SMEs?
Supporting questions:
1. How does existing literature explain the relationship between liquidity risk management and UK SME financial performance?
2. How does existing literature explain the relationship between credit risk management and UK SME financial performance?
3. How does existing literature explain the relationship between market-risk management and UK SME financial performance?

(this box should expand as you type)

	5
	Aims of Research Activity
To critically examine, through secondary qualitative research, how financial risk management practices influence the financial performance of UK SMEs.
(this box should expand as you type)

	6
	Objectives of Research Activity
1. To critically examine secondary literature concerning liquidity risk management and the financial performance of UK SMEs.
2. To evaluate secondary evidence concerning credit risk management and the financial performance of UK SMEs.
3. To explore how existing literature explains the relationship between market-risk management and the financial performance of UK SMEs.


(this box should expand as you type)

	
	Proposed data collection methods (maximum 600 words)
Provide a brief summary of all the methods that may be used in the research activity to collect data, making it clear what specific techniques may be used. If methods other than those listed in this section are deemed appropriate later, additional ethical approval for those methods will be needed. You do not need to justify the methods here but should instead describe how you intend to collect the data necessary for you to complete your project.

	7
	This research will use a secondary qualitative research design. No questionnaires, interviews, focus groups, observations or experiments will be conducted.
Data will be collected from existing publicly available and institutionally accessible sources. These will include peer-reviewed journal articles, academic books, government publications, policy reports and credible industry reports concerning financial risk management and SME financial performance.
Relevant literature will be identified through Google Scholar, the UWTSD online library and academic databases available through the University. Official sources such as the Office for National Statistics and the Department for Business and Trade may also be used.
Search terms will include combinations of:
· UK SMEs;
· financial risk management;
· liquidity risk management;
· credit risk management;
· market-risk management;
· financial performance;
· cash-flow management;
· credit control; and
· financial resilience.
Recent empirical studies published from 2021 onwards will be prioritised. Earlier seminal publications may be included where they are necessary to explain theories such as the Resource-Based View and Contingency Theory.
Sources will be selected according to their relevance, credibility, publication date and methodological quality. Studies focusing only on large companies, banks or unrelated industries will normally be excluded unless they provide useful theoretical or contextual information.
Information from the selected sources will be recorded in a literature-review table. This may include the author, year, country, research aim, methodology, sample, findings, strengths, weaknesses and relevance to the study.
The data will be analysed using thematic analysis. The researcher will identify and organise themes relating to liquidity risk management, credit risk management, market-risk management, financial performance and contextual influences. Studies will be compared and contrasted to identify agreements, differences and gaps.
Only existing documents will be analysed. No personal, confidential or special-category data will intentionally be collected. All sources will be acknowledged using appropriate academic referencing.

(this box should expand as you type)



SECTION D: Scope of Research Activity
	
	Will the research activity include:
	YES
	NO

	1
	Use of a questionnaire or similar research instrument?
	☐
	☒

	2
	Use of interviews?
	☐
	☒

	3
	Use of focus groups?
	☐
	☒

	4
	Use of participant diaries? 
	☐
	☒

	5
	Use of video or audio recording?
	☐
	☒

	6
	Use of computer-generated log files?
	☐
	☒

	7
	Participant observation with their knowledge?
	☐
	☒

	8
	Participant observation without their knowledge?
	☐
	☒

	9
	Access to personal or confidential information without the participants’ specific consent?
	☐
	☒

	10
	Administration of any questions, test stimuli, presentation that may be experienced as physically, mentally or emotionally harmful / offensive?
	☐
	☒

	11
	Performance of any acts which may cause embarrassment or affect self-esteem?
	☐
	☒

	12
	Investigation of participants involved in illegal activities?
	☐
	☒

	13
	Use of procedures that involve deception?
	☐
	☒

	14
	Administration of any substance, agent or placebo?
	☐
	☒

	15
	Working with live vertebrate animals?
	☐
	☒

	16
	Procedures that may have a negative impact on the environment?
	☐
	☒

	17
	Other primary data collection methods. Please indicate the type of data collection method(s) below.
	☐
	☒

	
	Details of any other primary data collection method:



(this box should expand as you type)
	
	



If you have ticked NO to every question then the research activity is (ethically) low risk and you may skip section E and continue to section F.

If YES to any question, then no research activity should be undertaken until full ethical approval has been obtained. 

SECTION E: Intended Participants
	
	Who are the intended participants:
	
YES
	
NO

	1
	Students or staff at the University?
	☐
	☒

	2
	Adults (over the age of 18 and competent to give consent)?
	☐
	☒

	3
	Vulnerable adults?
	☐
	☒

	4
	Children and Young People under the age of 18? (Consent from Parent, Carer or Guardian will be required)
	☐
	☒

	5
	Prisoners?
	☐
	☒

	6
	Young offenders?
	☐
	☒

	7
	Those who could be considered to have a particularly dependent relationship with the investigator or a gatekeeper?
	☐
	☒

	8
	People engaged in illegal activities?
	☐
	☒

	9
	Others. Please indicate the participants below, and specifically any group who may be unable to give consent.

	☐
	☒

	
	Details of any other participant groups:
Complete this only if your participants cannot give consent. This includes animals

(this box should expand as you type)
	
	



	
	Participant numbers and source
Provide an estimate of the expected number of participants. How will you identify participants and how will they be recruited? 

	10
	How many participants are expected?

	

(this box should expand as you type)

	11
	Who will the participants be?

	


(this box should expand as you type)

	12
	How will you identify the participants?
	


(this box should expand as you type)




	
	Information for participants:
	
YES
	NO
	
N/A

	13
	Will you describe the main research procedures to participants in advance, so that they are informed about what to expect?
	☐
	☐
	☒

	14
	Will you tell participants that their participation is voluntary?
	☐
	☐
	☒

	15
	Will you obtain written consent for participation?
	☐
	☐
	☒

	16
	Will you explain to participants that refusal to participate in the research will not affect their treatment or education (if relevant)?
	☐
	☐
	☒

	17
	If the research is observational, will you ask participants for their consent to being observed?
	☐
	☐
	☒

	18
	Will you tell participants that they may withdraw from the research at any time and for any reason?
	☐
	☐
	☒

	19
	With questionnaires, will you give participants the option of omitting questions they do not want to answer?
	☐
	☐
	☒

	20
	Will you tell participants that their data will be treated with full confidentiality and that, if published, it will not be identifiable as theirs?
	☐
	☐
	☒

	21
	Will you debrief participants at the end of their participation, in a way appropriate to the type of research undertaken?
	☐
	☐
	☒

	22
	If NO to any of above questions, please give an explanation 

	
	You should be able to tick YES for all of these questions. If not, then explain why not in this box.

(this box should expand as you type)



	
	Information for participants:
	
YES
	NO
	
N/A

	24
	Will participants be paid?
	☐
	☐
	☒

	25
	Is specialist electrical or other equipment to be used with participants?
	☐
	☐
	☒

	26
	Are there any financial or other interests to the investigator or University arising from this study?
	☐
	☐
	☒

	27
	Will the research activity involve deliberately misleading participants in any way, or the partial or full concealment of the specific study aims?
	☐
	☐
	☒

	28
	If YES to any question, please provide full details 

	
	You should be able to tick NO for most of these questions. For any cases that you have ticked YES then provide details in this box. If you are using cameras/voice recorders to record interviews, then please state that in this box.

(this box should expand as you type)



SECTION F: Anticipated Risks

	
	
Outline any anticipated risks that may adversely affect any of the participants, the researchers and/or the University, and the steps that will be taken to address them.  

	1
	Risks to participants
For example: sector-specific health & safety, emotional distress, financial disclosure, physical harm, transfer of personal data, sensitive organisational information. If you have identified in section D that there are no participants, then enter N/A and go skip to question 3.

	
	Risk to participants:
Not applicable because no participants will be involved.

(this box should expand as you type)
	How you will mitigate the risk to participants:

Not applicable.


(this box should expand as you type)

	2
	If research activity may include sensitive, embarrassing or upsetting topics (e.g. sexual activity, drug use) or issues likely to disclose information requiring further action (e.g. criminal activity), give details of the procedures to deal with these issues, including any support/advice (e.g. helpline numbers) to be offered to participants. Note that where applicable, consent procedures should make it clear that if something potentially or actually illegal is discovered in the course of a project, it may need to be disclosed to the proper authorities

	
	The study will not collect information directly from individuals and will not investigate sensitive, illegal or upsetting personal topics. Only published and publicly available secondary sources will be analysed.


(this box should expand as you type)

	3
	Risks to the investigator
For example: personal health & safety, physical harm, emotional distress, risk of accusation of harm/impropriety, conflict of interest

	
	Risk to the investigator:
The investigator may experience workload pressure, difficulty locating relevant sources, accidental loss of files or exposure to unreliable information. There is also a risk of incorrect interpretation or unintentional plagiarism.

(this box should expand as you type)
	How you will mitigate the risk to the investigator:

The researcher will follow a clear timetable, use University library databases and save files securely. All sources will be properly referenced. Findings will be checked carefully and discussed with the supervisor where necessary.

(this box should expand as you type)

	4
	University/institutional risks
For example: adverse publicity, financial loss, data protection

	
	Risk to the University:
Possible risks include academic misconduct, inaccurate reporting, poor data management or reputational damage caused by unsupported conclusions.


(this box should expand as you type)
	How you will mitigate the risk to the University:

The researcher will follow UWTSD ethical, academic-integrity and data-management guidance. All sources will be properly acknowledged, and findings will be reported accurately, including limitations and conflicting evidence.
(this box should expand as you type)

	5
	Environmental risks
For example: accidental spillage of pollutants, damage to local ecosystems

	
	Risk to the environment:

The environmental risk is very low. Minor impacts may arise from electricity use, online searching, electronic storage and printing.

(this box should expand as you type)
	How you will mitigate the risk to environment:

The research will be completed electronically where possible. Unnecessary printing will be avoided, and duplicate files will be removed when no longer required.
(this box should expand as you type)



SECTION G: Feedback, Consent and Confidentiality

If you have identified in section D that there are no participants, then enter skip this section and continue to section H.

	1
	Feedback
What de-briefing and feedback will be provided to participants, how will this be done and when? 

	
	
(this box should expand as you type)

	2
	Informed consent
Describe the arrangements to inform potential participants, before providing consent, of what is involved in participating. Describe the arrangements for participants to provide full consent before data collection begins. If gaining consent in this way is inappropriate, explain how consent will be obtained and recorded in accordance with prevailing data protection legislation.

	
	
(this box should expand as you type)

	3
	Confidentiality / Anonymity
Set out how anonymity of participants and confidentiality will be ensured in any outputs. If anonymity is not being offered, explain why this is the case. 

	
	(this box should expand as you type)



SECTION H: Data Protection and Storage

	
	Does the research activity involve personal data (as defined by the General Data Protection Regulation 2016 “GDPR” and the Data Protection Act 2018 “DPA”)?
	YES
	NO

	1
	“Personal data” means any information relating to an identified or identifiable natural person (‘data subject’). An identifiable natural person is one who can be identified, directly or indirectly, in particular by reference to an identifier such as a name, an identification number, location data, an online identifier or to one or more factors specific to the physical, physiological, genetic, mental, economic, cultural or social identity of that natural person. Any video or audio recordings of participants is considered to be personal data.
	☐
	☐

	
	If YES, provide a description of the data and explain why this data needs to be collected:

	2
	
(this box should expand as you type)

	
	Does it involve special category data (as defined by the GDPR)?
	YES
	NO

	3
	“Special category data” means sensitive personal data consisting of information as to the data subjects’ –
(a) racial or ethnic origin,
(b) political opinions,
(c) religious beliefs or other beliefs of a similar nature,
(d) membership of a trade union (within the meaning of the Trade Union and Labour Relations (Consolidation) Act 1992),
(e) physical or mental health or condition,
(f) sexual life,
(g) genetics,
(h) biometric data (as used for ID purposes),
	
☐
	
☐

	
	If YES, provide a description of the special category data and explain why this data needs to be collected:

	4
	What counts as ‘sensitive’ will differ between cultures. Any information on behaviour that is not in accordance with cultural norms would count as sensitive personal data.



(this box should expand as you type)



	
	
Will data from the research activity (collected data, drafts of the thesis, or materials for publication) be stored in any of the following ways?
	YES
	NO

	5
	Manual files (i.e. in paper form)?
	☐
	☒

	6
	University computers?
	☒
	☐

	7
	Private company computers?
	☐
	☒

	8
	Home or other personal computers?
	☒
	☐

	9
	Laptop computers/ CDs/ Portable disk-drives/ memory sticks?
	☒
	☐

	10
	“Cloud” storage or websites?
	☒
	☐

	11
	Other – specify:

	☐
	☒

	12
	For all stored data, explain the measures in place to ensure the security of the data collected, data confidentiality, including details of backup procedures, password protection, encryption, anonymisation and pseudonymisation:

	
	All data will be stored securely in password-protected files on the University Office 365 system and, where necessary, on the researcher’s password-protected personal computer. Any portable storage device used will also be password protected. Data files will be organised so that any consent information or contact details are stored separately from questionnaire responses. Questionnaire data will be anonymised or pseudonymised wherever possible. Access will be limited to the principal researcher and supervisor. Data will be backed up securely on the University system. No data will be shared publicly in identifiable form.



(this box should expand as you type)



	
	Data Protection

	
	Will the research activity involve any of the following activities:
	YES
	NO

	13
	Electronic transfer of data in any form?
	☒
	☐

	14
	Sharing of data with others at the University outside of the immediate research team?
	☐
	☒

	15
	Sharing of data with other organisations?
	☐
	☒

	16
	Export of data outside the UK or importing of data from outside the UK?
	☐
	☒

	17
	Use of personal addresses, postcodes, faxes, emails or telephone numbers?
	☐
	☒

	18
	Publication of data that might allow identification of individuals?
	☐
	☒

	19
	If YES to any question, please provide full details, explaining how this will be conducted in accordance with the GDPR and Data Protection Act (2018) (and/or any international equivalent):

	
	Research drafts and documents may be shared electronically with the supervisor, second marker or external examiner through University-managed systems. No personal participant data will be included.
Files will be stored in password-protected University Office 365 storage. Research materials will not be shared with external organisations.

(this box should expand as you type)

	20
	List all who will have access to the data generated by the research activity:

	
	· Roshan Lal, principal researcher;
· Shahrukh Irfan, supervisor;
· authorised second markers or external examiners, where required; and
· authorised UWTSD staff where required for assessment or academic-integrity purposes.
(this box should expand as you type)

	21
	List who will have control of, and act as custodian(s) for, data generated by the research activity:

	
	Roshan Lal, principal researcher..

(this box should expand as you type)

	22
	Give details of data storage arrangements, including security measures in place to protect the data, where data will be stored, how long for, and in what form. 

	
	All research notes, literature-review tables, downloaded articles, drafts and analysis documents will be stored electronically in password-protected University Office 365 or OneDrive storage.
The data will be retained until the research has been completed and assessed and for any additional period required by UWTSD policy. It will then be securely deleted.

(this box should expand as you type)

	22
	Confirm that you have read the UWTSD guidance on data management (see https://www.uwtsd.ac.uk/library/research-data-management/)
	☒

	23
	Confirm that you are aware that you need to keep all data until after your research has completed or the end of your funding
	☒




SECTION I: Use of AI tools
	Use of generative AI and other AI-based tools
There are a number of ethical issues relating to the use of generative AI and other AI-based tools, including data security, output bias, and output errors. In general you should assume that any generative AI or other AI-based tool that you pay to use is more secure and accurate than one which is free to use.

Will the research use AI tools to do any of the following:
	YES
	NO
	N/A

	1
	Capture data?
	☐
	☐
	☒

	2
	Generate and/or edit text?
	☐
	☒
	☐

	3
	Generate graphics?
	☐
	☒
	☐

	4
	Generate video?
	☐
	☒
	☐

	5
	Generate sound/music?
	☐
	☒
	☐

	6
	Generate code?
	☐
	☒
	☐

	7
	Generate synthetic data?
	☐
	☒
	☐

	8
	Analyse data?
	☐
	☒
	☐

	9
	Analyse personal or sensitive data?
	☐
	☒
	☐

	10
	Classify data?
	☐
	☒
	☐

	11
	Do you intend to use the free version of any AI tools?
	☐
	☒
	☐

	If you have answered YES to any of questions O1-O11, please provide justification detailing why this is necessary for the research.  

	12
	State which AI tool or tools you will be using, and where they are based (or store their data – you may need to check their webpages or user agreement for this). If you are planning to use Copilot then say if you’re using the UWTSD version of it or the public version. You should also show how you are complying with current UWTSD guidance/policy of the use of AI.

(this box should expand as you type)




SECTION J: Declaration
	
	The information which I have provided is correct and complete to the best of my knowledge. I have attempted to identify any risks and issues related to the research activity and acknowledge my obligations and the rights of the participants.

In submitting this application I hereby confirm that I undertake to ensure that the above named research activity will meet the University’s Research Ethics and Integrity Code of Practice which is published on the website: https://www.uwtsd.ac.uk/research/research-ethics/ 

	1
	Signature of applicant:
	Roshan Lal
	Date:
16-07-2026

	2
	Supervisor:
	Shahrukh Irfan
	Date: 24/09/2026

	3
	Signature:
	[image: ]
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All variables showed significant influence on profitability, except liquidity reflecting insignificant
impact on profitability in tWo regression models conducted for 93 firms under study. Efficiency,
liquidity and leverage are the only three independent variables with similar impact on both ROA
and ROE
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their capability to survive the pandemic. e fesults Show that, without governmental mitigation
schemes, 59% of UK SMES report negative earnings and that their residual life is reduced from 164 to
139 days. The analysis shows that government support scheme reduces the number of SMES with
negative earnings to 49% and allows extending the residual life for SME with negative eamings to
84IEaYE. In addition, the support scheme reduces the number of jobs at risk in our sample by around
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Study uses CSMAR database of Chinese listed companies from the period 2018:q2-2020:q1. In
the study, measure of firn performance is Tobin's-q. Study uses three cash flow measures;
accounts receivables turning days, inventory tuming days and accounts payable turning days,
and cash conversion cycle and operating cash cycle as measure for cash flow metrics.
Consistent with the prediction, study finds that changes in cash flow measures and metrics
bring positive improvements in fim financial performance. In particular decline in cash flow
measures (ARTD, ITD, and APTD) to one unit would increase firm performance approximately
6.8%, 0.03%, and 7.2% respectively. Additionally, one unit decline in cash conversion cycle
would increase firm performance approximately 3.8%. Furthermore, study uses GMM estimator
1o alleviate the endogeneity and observe that the main estimation results stil hold. In addition,
study also employs a sensitivity analysis specifications to better isolate the impact of changes
in cash flow measures and metrics on firm financial performance in previous period and
observe that negative association s still sustained
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representative variables and, finally, the model with WCM including three component variables: DSO, DPO,
and DIO. The results show that, firstly, there exists a non-linear relationship between working capital
management and firm profitability. Second, at a certain ratio of debt coefficient, the variables representing
working capital management all have a negative impact on firm profitability. In this relationship, there is a
different impact of the representative variables of Working Capital Management before and after the
threshold, and specifically, the impact values of these representative variables are higher after the
threshold. Finally, for control variables such as cash ratio, sales growth, and log of total assets, there is a
positive impact on FP, but nevertheless, the financial asset variable has a negative impact on FP.




image9.png
fixed effects, and panel-comected standard errors models). [ieNempiricallfesults report aninverted U-shape
relationship between working capital level and firm profitability, meaning that working capital has a positive effect on
thelprofitabiltylof Polishfirms torabreakeeven point (optmumiIeval). After the brezk-even point, working capital starts
to negatively affect firm profitability. The study brings theoretical and practical contributions. It extends and
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Naqvi (2012) and Adusei (2022). Acharya and Naqvi (2012) contended that excess liquidity results in an
improvement in financial performance. DEindINGSNindicatEaNhathENaCcountngNExpenditures imoderated by
liquidity, have a remarkable positive effect on the financial performance of small and medium enterprises.
Furthermore, as SMES increase their expenditures on accounting services to enhance their accounting qualiy, their
eamings have increased. There is evidence that when advertising expenditures increase among small- and medium-
sized companies in Jordan, financial performance suffers, regardless of liquidity levels. Moreover, contrary to popular
belief, the study demonstrates that investing in high-quality accounting services s a better strategy in times of crisis
than focusing on advertising expenditures
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The results are summarized in Table 6. THelfesultsifom all e fegressions indicate that e average collection
period and financial performance had a negative relationship on the retail firms’ NOPM, ROA, and ROE. A negative
relationship between average age of inventory and financial performance measures (NOPM and ROA) was found
The average payment period was found to be negatively related to retum on equity and the cash conversion cycle
and the NOPM variables were found to be negatively related
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were analyzed and interpreted using the thematic analysis. Theresultsfrom thetest of hypotheses showed that cash
discount, extensive credit checking, and credit policy significantly impact financial performance. Results from the
thematic analysis validated the findings from the test of hypotheses. The findings of the qualitative analysis revealed
that the effective management of trade credit will improve the financial performance of SMEs. Premised on these
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Africa.Findings/results: The results indicate SMEs perceive their trade credit management as
BfGHiVR Practical implications: The article reveals how SMES perceive their trade credit management
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years from 2009 to 2021 The obtained findings showed a positive relationship between accounts payable and
profitability, which indicates that SMEs should establish long-term relationships with their suppliers to maintain credi
However, no clear relationship was found between accounts receivable and profitabilty, represented by ROE and
ROA. Furthermore, financial leverage and size were revealed to impact the profitability of SMEs.
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examine how late payments impact SMEs’ access to finance. Weldocumentthat
SMES experiencing frequent or occasional late payments face difficulties in
accessing finance. The primary mechanism is credit rationing, as banks potentially
view cash flow uncertainty as an increased risk, prompting them to restrict lending.
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payment duration. Several results are worth noting. First, we observe a positive and
statistically significant relationship between payment duration and growth for both
dimensions of growth. In other words, longer payment duration is associated with faster
growth. Second, we observe a positive and statistically significant relationship between the
EPRI and growth, indicating that firms located in countries with high EPRI grow faster than
those located in countries with low EPRI. This observation is consistent with the idea that
late payment risk is a factor that negatively affects growth. Third, the interaction term
between payment duration and the EPRI is positive and statistically significant. In other
words, the positive relationship between payment duration and growth is amplified in

EOUiTies Wihere tHeTiSK OF It PayMEnTIS o] These preliminary results are in line with
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instrument in lending decisions. More precisely, the analysis suggests that trade credit
plays a signaling role, increasing the probability of obtaining a loan. Suppliers bearing
credit risk lead banks to lend to firms. Thus, a bank receiving this signal is more likely to
grant a loan even though abnormal payment delays are perceived as negative and
function as friction during the Iending Process. This paper has two implications: Banks
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examine the relationship between trade credit and firm profitability. The findings suggest
an inverted U-shaped relationship between trade credit and firm profitability and
support an optimal receivables and payables level. Trade credit s profitable for firms
until the associated benefits exceed the costs. Breaching the optimal level affects firm
profitability. The extent of the financial constraints influences the optimal level of trade
gredit] Knowing the relation between trade credit and firm profitability may induce
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provides evidence that XR fluctuations have a strong negative effect on SME performance at
the industry and individual firm level for both depreciations and appreciations of the GBP
against the USD and a residual index of all other currencies except the euro. For the euro,
the exposures are much smaller at the industry level and generally not statistically
significant. At the firm level they are also more evenly divided between performance
enhancing and performance decreasing. Differences of exposures to currency variations
between export-oriented firms and domestically-focused firms are also analyzed. Our
results have policy implications for Brexit.
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The study identifies four determinants of forex risk strategy of exporting SMEs: degree of
internationalisation, forex exposure, perceived forex risk and resources. Organisational and human
fesslircesareshown tolaveakey mediation FoleIRthe MBAel] The study provides insights into key

determinants of forex risk management and their interrelationships in the little examined context of
exporting SMES.
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was selected for 2012-2020. UsingsystemGeneralized Method o Moments
estimators, the results show a negative impact, especially in the service sector.
Industrial Spanish SMEs that are lareer vouneer more indebted with more erowth
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management. This study determined that the interaction variable (CCC x EPU) had a detrimental effect on
profitability of UK manufacturing firms. This suggested that there was a weaker association between
working capital and profitability during periods of high economic policy uncertainty. Because economic
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SME output The results of the long-run analysis reveal that the exchange rate has a significant and strong positive
effect on SME manufacturing output. Although oil prices do ot directly exert a statistically significant influence on
production output, the study identifies an indirect effect of oi revenues on SME output via the exchange rate channel.
In the short-run findings, both exchange rates and oil prices are found to have significant effects on production
output; in particular, oil prices exhibit a positive impact in the short term, which partially reverses in subsequent
periods. The error correction term indicates a rapid adjustment back to equilibrium in the long run. These results
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which shows that shareholders prefer a conservative working capital policy. MofeoverMfimms withibetiericash
positions were subject to lesser stock market volatilty. In contrast, excess working capital and a larger net trade cycle
iererassociatedwith increased volatiity i heloperatinglincome. Besides, fims with lower working capital levels
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