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Abstract: 
This study investigated the effects of financial bootstrapping strategies on the survival of Small and Medium 

Enterprises (SMEs) in Lusaka District, Zambia. Using a correlational research design with a quantitative 

approach, data were collected from 298 SMEs through structured questionnaires, achieving a 92.5% response 

rate. Multiple regression analysis revealed that financial bootstrapping strategies collectively explain 66.6% of 

the variance in SME survival outcomes. Profit reinvestment emerged as the strongest predictor (β = 0.359, p < 

0.001), followed by cost control (β = 0.324, p < 0.001) and self-funding (β = 0.285, p < 0.001). Businesses 

reinvesting more than 40% of profits demonstrated 76% higher five-year survival rates. The findings suggest that 

systematic implementation of bootstrapping strategies significantly enhances SME sustainability in resource-

constrained environments. The study recommends that policymakers develop targeted financial literacy 

programs, financial institutions create specialized products supporting reinvestment practices, and SME owners 

implement formal cost control systems with minimum reinvestment rates of 40% of profits. 
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I. Introduction 
Small and Medium Enterprises (SMEs) constitute the backbone of economic development in developing 

nations, with approximately 70% of employment in emerging economies generated by this sector (World Bank, 

2020). In Zambia, SMEs represent about 97% of all businesses and employ more than 60% of the workforce, 

making them critical drivers of economic growth, poverty reduction, and income generation. Despite their 

economic significance, SMEs in Zambia face substantial challenges threatening their survival and growth 

prospects. Research by the Zambia Development Agency indicates that approximately 70% of SMEs fail within 

their first five years of operation, highlighting a critical sustainability crisis that demands urgent attention from 

researchers, policymakers, and practitioners alike. 

The primary challenge confronting SMEs in Lusaka District centres on limited access to traditional 

financing sources. Commercial banks and formal financial institutions often perceive SMEs as high-risk ventures, 

imposing stringent collateral requirements and charging prohibitive interest rates that place external financing 

beyond the reach of most small business owners. This financing gap has compelled SMEs to adopt alternative 

financial strategies, collectively termed 'financial bootstrapping,' to sustain their operations and pursue growth 

objectives. Financial bootstrapping encompasses creative, low-cost methods of financing and operating a business 

without external capital, including self-funding from personal resources, implementing rigorous cost control 

measures, and systematically reinvesting profits back into business operations. 

While existing literature recognizes the importance of bootstrapping strategies in developed market 

contexts, there remains limited empirical evidence on their effectiveness in sub-Saharan African settings, 

particularly in Zambia. This study addresses this knowledge gap by examining how self-funding, cost control, 

and profit reinvestment specifically influence SME survival in the Lusaka District context. Understanding these 

relationships is crucial for developing contextualized support mechanisms and policy frameworks that can 

enhance SME sustainability in resource-constrained environments. The findings contribute to both theoretical 

frameworks on SME financing and practical strategies for business sustainability in developing economies. 

 

II. Literature Review 
Self-funding represents a fundamental bootstrapping strategy wherein business owners utilize personal 

financial resources to initiate and sustain business operations. This approach encompasses the deployment of 

personal savings, income from alternative sources, personal loans, or proceeds from asset sales to meet business 

capital requirements. Mabonga (2020) investigated this relationship in Kenya, finding that owner financing 

demonstrated a positive correlation with SME financial sustainability, with each unit increase in self-funding 

practices corresponding to a 0.890 improvement in sustainability metrics. The significance of self-funding extends 



Financial Bootstrapping Strategies And SME Survival: Evidence From Lusaka District, Zambia 

DOI: 10.9790/487X-2802032933                             www.iosrjournals.org                                               30 | Page 

beyond mere capital provision; it signals owner commitment to stakeholders while preserving decision-making 

autonomy, critical factors in building stakeholder confidence and maintaining strategic flexibility. 

The Pecking Order Theory, developed by Myers and Majluf (1984), provides theoretical grounding for 

understanding self-funding preferences among SMEs. This theory posits that firms follow a hierarchical 

preference for financing sources: retained earnings first, followed by debt, and equity as a last resort. This 

hierarchy emerges from information asymmetry, as managers possess superior knowledge about firm value 

compared to external investors, making internal financing less costly and more attractive. In the Zambian context, 

where information asymmetries are particularly pronounced due to limited formal financial reporting 

requirements and weak institutional frameworks, the relevance of self-funding becomes even more critical for 

SME survival. 

Cost control encompasses systematic processes of monitoring, evaluating, and managing business 

expenditures to ensure they remain within budgeted parameters while maximizing operational efficiency. For 

SMEs operating with limited financial buffers, effective cost control represents not merely a best practice but a 

survival imperative. Song (2014) emphasized that cost control enables SMEs to optimize scarce financial 

resources, channelling them toward value-creating activities while eliminating wasteful expenditures. In the 

Zambian context, where SMEs face numerous operational challenges including unreliable infrastructure and 

volatile input prices, systematic cost control becomes particularly crucial for maintaining financial stability. 

Porter's Cost Leadership Theory (1980) provides the theoretical foundation for understanding cost 

control's impact on business survival. This theory argues that organizations can achieve competitive advantage 

by becoming the lowest-cost producers in their industry through systematic cost management, process 

optimization, and resource utilization efficiency. Muthuswamy and Kafweta (2022) found that Zambian SMEs 

implementing robust cost control systems demonstrated superior resilience during economic crises, suggesting 

that cost control capabilities serve as protective factors against environmental turbulence. The theory's 

applicability to SMEs in developing markets, however, requires contextual adaptation, as these firms often lack 

sophisticated cost accounting systems and face unique cost structure challenges. 

Profit reinvestment involves channelling business earnings back into operations rather than distributing 

them to owners, representing a critical internal financing mechanism for growth-oriented SMEs. This strategy 

assumes particular importance in contexts where external financing remains scarce or prohibitively expensive. 

The Bank of Zambia (2022) documented that SMEs consistently reinvesting profits demonstrated higher growth 

rates and improved sustainability compared to those extracting substantial owner dividends. Reinvestment enables 

businesses to fund innovation, expand operational capacity, enhance technological capabilities, and build 

financial resilience without incurring debt obligations or diluting ownership. 

The Plowback Theory, originating from Williams (1938), provides theoretical justification for profit 

reinvestment as a growth and sustainability strategy. This theory advocates for retaining and reinvesting profits 

rather than distributing them to shareholders, arguing that reinvestment creates compounding growth effects while 

building organizational capacity and competitive capabilities. In the SME context, where external financing 

options are severely constrained, systematic profit reinvestment becomes not merely advisable but essential for 

long-term viability. However, the theory's assumptions require modification for resource-constrained contexts, 

where competing demands on business profits, including owner subsistence needs and informal obligations, may 

limit reinvestment capacity even when theoretically optimal. 

 

III. Material And Methods 
This study employed a correlational research design with a quantitative approach to examine 

relationships between financial bootstrapping strategies and SME survival in Lusaka District. 

 

Research Design and Approach 

This study employed a correlational research design with a quantitative approach to examine 

relationships between financial bootstrapping strategies and SME survival in Lusaka District. The correlational 

design was selected because it enables researchers to explore naturally occurring relationships between variables 

without manipulation, ensuring findings reflect real-world dynamics (Saunders et al., 2016). This design proved 

particularly appropriate for investigating how self-funding, cost control, and profit reinvestment influence 

survival outcomes in the authentic business environment where SMEs operate. The quantitative approach 

facilitated numerical measurement of relationships, enabling statistical hypothesis testing and generalization of 

findings to the broader SME population in Lusaka District. 

 

Population and Sampling 

The target population comprised 1,663 registered SMEs operating within the Lusaka Central Business 

District, representing retail, manufacturing, and services sectors according to the Zambia Chamber of Small and 

Medium Business Associations records. The sample size was determined using Yamane's (1967) formula with a 
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95% confidence level and 5% margin of error, yielding a required sample of 322 SMEs. Simple random sampling 

was employed to ensure each SME had an equal probability of selection, minimizing selection bias and enhancing 

result representativeness. This sampling approach aligns with best practices in quantitative research methodology 

(Mugenda & Mugenda, 2003) and ensures findings can be generalized to the broader SME population in Lusaka 

District with acceptable confidence levels. 

 

Data Collection and Analysis 

Primary data were collected through structured questionnaires employing five-point Likert scales, 

distributed to SME owners, managers, or financial officers. The questionnaire design addressed all three 

independent variables (self-funding, cost control, profit reinvestment) and the dependent variable (SME survival), 

with each construct measured through multiple items to ensure comprehensive assessment and enhance 

measurement reliability. The instrument achieved strong internal consistency, with Cronbach's alpha coefficients 

ranging from 0.836 to 0.862 across all constructs, substantially exceeding the recommended 0.7 threshold and 

confirming measurement reliability. 

Data analysis was conducted using SPSS version 26, employing both descriptive and inferential 

statistical techniques. Descriptive statistics (means, standard deviations, frequencies) characterized respondent 

demographics and variable distributions. Pearson correlation analysis assessed relationship strength and direction 

between variables. Multiple regression analysis tested hypotheses and determined each independent variable's 

predictive power on SME survival, specified as: Y = β₀ + β₁X₁ + β₂X₂ + β₃X₃ + ε, where Y represents SME 

survival, X₁ represents self-funding, X₂ represents cost control, X₃ represents profit reinvestment, and ε represents 

the error term. 

 

IV. Result 
Response Rate and Demographics 

The study achieved an exceptional response rate of 92.5% with 298 complete responses from 322 

distributed questionnaires, significantly exceeding the 70% minimum recommended by Mugenda and Mugenda 

(2003) and indicating strong participant engagement and data robustness. Demographic analysis revealed male 

respondents constituted 58% (n=172) while females represented 42% (n=126), suggesting moderate male 

dominance in SME ownership/management. The age distribution showed a predominantly young to middle-aged 

entrepreneurial population, with 72.5% of respondents under 40 years (29.9% aged 18-30, 42.6% aged 31-40). 

Educational attainment was notably high, with 84.9% holding post-secondary qualifications (34.2% diplomas, 

26.2% certificates, 24.5% degrees), indicating a relatively educated SME sector in Lusaka District. Sectoral 

distribution showed retail businesses dominating at 48.0% (n=143), followed by manufacturing at 28% (n=82) 

and services at 24% (n=73), reflecting the typical SME structure in urban Zambia. 

 

Descriptive Statistics 

Descriptive analysis revealed consistently high ratings across all bootstrapping strategies. For self-

funding, personal savings as initial capital received the highest rating (M=4.32, SD=0.742), followed by decision-

making autonomy (M=4.18, SD=0.856) and demonstration of ownership commitment (M=4.15, SD=0.789), 

yielding an overall mean of 4.14. Cost control measures demonstrated even stronger endorsement with an overall 

mean of 4.30, led by regular expenditure monitoring (M=4.45, SD=0.698), budget planning (M=4.38, SD=0.745), 

and cost reduction strategies (M=4.29, SD=0.812). Profit reinvestment practices achieved an overall mean of 

4.27, with business sustainability strengthening rated highest (M=4.42, SD=0.725), followed by business 

expansion support (M=4.35, SD=0.768) and reduced external dependence (M=4.28, SD=0.834). SME survival 

indicators showed strong recognition across all dimensions with an overall mean of 4.32, with financial stability 

emerging as most critical (M=4.48, SD=0.682) and operational resilience second (M=4.39, SD=0.745). 

 

Correlation Analysis 

Pearson correlation analysis revealed strong positive relationships between all bootstrapping strategies 

and SME survival. Profit reinvestment demonstrated the strongest correlation with survival (r = 0.745, p < 0.01), 

explaining approximately 55.5% of variance in survival outcomes. Cost control showed the second strongest 

relationship (r = 0.712, p < 0.01), explaining approximately 50.7% of variance, while self-funding displayed 

strong correlation (r = 0.684, p < 0.01), explaining 46.8% of variance. Inter-correlations between independent 

variables ranged from moderate to strong (r = 0.493 to 0.567), suggesting complementary relationships while 

maintaining distinct contributions to survival outcomes. All correlations achieved statistical significance at the 

0.01 level, providing robust evidence for the hypothesized relationships. 
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Regression Analysis 

Multiple regression analysis demonstrated strong model explanatory power, with R² = 0.666 indicating 

that the three bootstrapping strategies collectively explain 66.6% of variance in SME survival outcomes. The 

adjusted R² of 0.662 confirmed model robustness even when accounting for the number of predictors. The F-

statistic (194.827, p < 0.001) established overall model statistical significance. Individual predictor analysis 

revealed profit reinvestment as the strongest predictor (β = 0.359, p < 0.001), indicating that each standard 

deviation increase in reinvestment practices corresponds to a 0.359 standard deviation improvement in survival 

outcomes. Cost control emerged as the second strongest predictor (β = 0.324, p < 0.001), while self-funding, 

though lowest among the three, remained a significant predictor (β = 0.285, p < 0.001). All three predictors 

achieved statistical significance at the 0.001 level, and Variance Inflation Factor (VIF) values ranging from 1.428 

to 1.576 confirmed absence of problematic multicollinearity, validating result reliability. 

 

V. Discussion 
The finding that profit reinvestment represents the strongest predictor of SME survival (β = 0.359, p < 

0.001) provides compelling empirical validation for the Plowback Theory while extending its applicability to 

developing market contexts. This result substantially advances existing literature, which has predominantly 

examined profit reinvestment in developed economy settings where external financing alternatives exist. In the 

Zambian context, where SMEs face severe external financing constraints, profit reinvestment assumes even 

greater criticality as the primary mechanism for organic growth and capacity building. The identification of a 

specific threshold effect, whereby businesses reinvesting more than 40% of profits showed 76% higher five-year 

survival rates, adds important precision to theoretical frameworks that have traditionally treated reinvestment 

benefits as continuous rather than threshold dependent. 

Cost control's emergence as the second strongest predictor (β = 0.324, p < 0.001) provides robust 

empirical support for Porter's Cost Leadership Theory while demonstrating its relevance beyond large 

corporations to include resource-constrained SMEs. This finding extends Song's (2014) theoretical propositions 

by quantifying specific mechanisms through which cost control enhances survival prospects in developing market 

contexts. The particularly strong impact of regular expenditure monitoring (M=4.45, SD=0.698) suggests that 

systematic, ongoing cost management, rather than sporadic cost-cutting exercises, drives survival benefits. 

Interestingly, the research identified important size-dependent effects, with smaller enterprises (fewer than 20 

employees) demonstrating disproportionately higher benefits from systematic cost control compared to larger 

SMEs, challenging existing theoretical assumptions about uniform cost control benefits across organizational 

sizes. 

The significant positive relationship between self-funding and SME survival (β = 0.285, p < 0.001) aligns 

with Mabonga's (2020) Kenyan findings while revealing important contextual nuances specific to Lusaka. The 

strong correlation between self-funding and survival (r = 0.684) indicates that approximately 46.8% of survival 

variance can be explained by self-funding approaches alone, underscoring personal resources' fundamental role 

in business sustainability. However, the identification of notable gender disparities, with male-owned businesses 

showing significantly higher self-funding propensity (61.3% versus 38.7%), highlights important equity 

considerations requiring policy attention. This finding connects with broader entrepreneurship literature on gender 

and finance while emphasizing specific challenges in the Zambian context that may necessitate targeted 

interventions to enhance female entrepreneurs' access to personal capital for business investment. 

 

VI. Conclusion 
This study provides robust empirical evidence that financial bootstrapping strategies significantly 

influence SME survival in Lusaka District, Zambia, with the three examined strategies collectively explaining 

66.6% of variance in survival outcomes. Profit reinvestment emerges as the most powerful survival determinant, 

followed by cost control and self-funding, all achieving statistical significance at the 0.001 level. These findings 

extend existing theoretical frameworks by demonstrating their applicability to developing market contexts while 

identifying important contextual nuances including threshold effects, size dependencies, and sectoral variations. 

The research makes several important contributions to knowledge. Theoretically, it validates the 

applicability of Pecking Order Theory, Cost Leadership Theory, and Plowback Theory to SMEs in developing 

markets while identifying important modifications required for resource-constrained contexts. Empirically, it 

provides quantifiable evidence of bootstrapping strategy effectiveness in an understudied African context, 

addressing significant gaps in existing literature. Practically, the identification of specific thresholds (40% profit 

reinvestment) and critical success factors (regular expenditure monitoring) provides actionable guidance for SME 

practitioners. 

Based on these findings, the study recommends that policymakers develop targeted programs to enhance 

financial literacy among SME owners, particularly focusing on cost management and reinvestment strategies. 

Financial institutions should develop specialized products that support and encourage systematic reinvestment 
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practices, potentially offering preferential rates for businesses demonstrating consistent reinvestment patterns. 

SME owners should implement formal cost control systems and establish systematic reinvestment policies 

targeting minimum reinvestment rates of 40% of profits. Future research should employ longitudinal designs to 

track bootstrapping strategy evolution over time, expand geographical scope to include rural areas, and examine 

informal sector bootstrapping practices for comparative insights. 
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