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                                                              Abstract 

This research is on the impact of inflation on the financial statements in the case of OK 

Zimbabwe Limited from the period (2018 to 2022), OK, Zimbabwe Limited is a retail 

organization listed on the stock exchange, meaning to say their financial statements are 

published publicly. The main objective of this study was to determine the degree of the 

impact of inflation on preparation of financial statements and recommend possible ways or 

strategies to reduce the negative impact of inflation on the credibility of financial statements. 

The researcher used stratified random sampling for selecting sampling units and data 

collection was gathered through questionnaires and interviews. From the results obtained that 

most of the respondents were agreeing that inflation has an adverse impact on the credibility 

of financial statements. OK Zimbabwe Limited suffered in analysis and comparisons of 

financial statements due to inflation, it was now difficult for investors to make decisions 

based on the financial statements that is affected by inflation. Public limited companies 

should deliberately adopt IAS 29 (Financial reporting in hyperinflationary environment) to 

enhance preparation and credibility of financial statements. It helps the organization to have a 

clear structure about the performance of the company, this means an organization should 

formalize their financial statements preparation activities in order to adopt a professional 

stance. 
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1.1 Introduction and Background of study 

The economy of Zimbabwe has suffered much because of inflation for almost two decades 

from 1998 to 2008, which ended in 2009 after the use of a basket of currencies dominated by 

the USA dollar and South African rand. Despite new hopes for profitability and stability 

generated by the adoption of a new government, the crisis continues affecting the economy in 

its development and also many of companies were finding it difficult to prepare financial 

statements. 

Inflation has affected negatively many countries with their economies and as result 

living standards decreased. Internationally inflation is a disease that is affecting economies 

and also the credibility of the presentation of financial statements (Rangasamy 2017). 

According to Bossone (2019) inflation is "a consistent and significant increase in the general 

level or average of prices." In other words, inflation is a condition of rising prices, not a rise 

in actual prices. Instead of high costs, inflation is characterized by rising prices. “Globally in 

each and every country inflation is entirely a domestic event which is caused by domestic 

factors and government policies, such as money creation (Bossone 2019)”. “It is believed that 

inflation greater than 50 percent is as a result of uncontrolled local fiscal deficits that are 

financed by the government and more money in circulation will cause prices to increase 

(Bossone 2019). The greatest annual inflation rate recorded since the United States' 

establishment in 1776 was 29.78% in 1778. The greatest inflation rate recorded since the CPI 

was first introduced was 20.49% in 1917. 
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Figure 1: Annual rate of inflation 

In Africa since the period of the first oil shock in the mid-1970s, African countries have 

experienced a considerable amount of inflation (Rangasamy 2017). Inflation rates of 25 

percent and above have been common for in many African countries during the last 2 

decades, few countries have even experienced rates in excess of 50 or even 100 percent a 

year (Rogoff & Reinhart 2018). The persistence of inflation has affected economic 

performance and it was now difficult for comparison of financial statements between nations. 

“The financial sectors of these countries have been damaged with the ongoing inflation, 

which is as result of macroeconomic aggregates which include consumption, savings, and 

investment and the foreign exchange markets in some countries with particularly high 

inflation rates (Agénor & Montiel 2015)”. Despite the awareness that Africa has an inflation 

problem, there is remarkably little analysis of the phenomenon to date (Rangasamy 2017). 

There are different factors have been responsible for inflation in African. The mechanisms 

that cause inflation in different countries are complicated, typically comprising a mix of cost-

push and monetary variables, and they are influenced by changes in exchange rates and price 

control regimes (Van Wyngaard 2019). 
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Table 1: Rate of inflation in Africa 

Country Last Previous Reference Unit 

Zambia 14.2 15.1 Feb/22 % 

Nigeria 15.6 15.63 Jan/22 % 

Sierra Leone 17.94 15.77 Dec/21 % 

Angola 27.66 27.03 Jan/22 % 

Ethiopia 34.5 35.1 Jan/22 % 

Zimbabwe 62.6 62.7 Jan/22 % 

Sudan 70.2 76.2 Jan/22 % 

Source: Africa statistics 2022 

It was an ongoing issue in the 1980s and the International Accounting Standards Board 

(IASB) set IAS 29 to take effect on January 1, 1990. As stated in IAS 29, financial statements 

should be restated so as to overcome the effects of inflation. After 2000 inflation, but due to 

rising fuel prices, inflation has once again become a problem, especially in developing 

countries like Zimbabwe. (Osadchy 2018). Monetary policy also played a role and from 1991 

- 2008, the Zimbabwean government published a large sum of new money to finance the war 

in the Democratic Republic of the Congo. High and variable rates of inflation can impose 

major costs on an economy. The mass printing of distributions has caused prices of goods and 

services to rise sharply (Salim 2019).if inflation causes a nation’s currency to decline, this 

can benefit exporters. The end of all financial statements for the financial period should be 

adjusted but it has been difficult to present the financial statements due to periodic inflation. 

Information obtained from financial statements allows users such as investors, providers, 

government, and directors to make decisions based on financial statements (Osadchy 2018). 

The inflation outbreak results in a distortion of the financial statements as accounting for the 

balance sheet and accounting profits are also measured in terms of monetary values in which 

historical assets and liabilities are settled on the balance sheet becomes uncommon in the 

period of inflation (Gilchrist 2017). The following table shows evidence of inflation growing 

from time to time so with these changes it may be challenging to adjust the financial 

statements. 

https://tradingeconomics.com/zambia/inflation-cpi
https://tradingeconomics.com/nigeria/inflation-cpi
https://tradingeconomics.com/sierra-leone/inflation-cpi
https://tradingeconomics.com/angola/inflation-cpi
https://tradingeconomics.com/ethiopia/inflation-cpi
https://tradingeconomics.com/zimbabwe/inflation-cpi
https://tradingeconomics.com/sudan/inflation-cpi
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Table 2: Zimbabwe Inflation Rate - Historical Data 

Year Inflation Rate (%) Annual Change 

2018 10.62% 9.72% 

2017 0.89% 2.44% 

2016 -1.54% 0.89% 

2015 -2.43% -2.23% 

2014 -0.20% -1.83% 

2013 1.64% -2.09% 

2012 3.73% 0.26% 

2011 3.47% 0.44% 

2010 3.02% 0.44% 

Source: ZIMSTAT 2011-2018 

 

1.2 Problem Statement 

Inflation has a significant impact on the credibility of financial statements, and affects how 

the business is valued by investors. Despite of the measurements placed to improve the 

impact of inflation on the credibility of financial statement, there has however been minimal 

improvement due to inflation. The major problem faced by public companies is that there are 

failing to present reliable and well-informed financial reports. OK Zimbabwe limited is one 

of the listed companies on the Stock of exchange and recently have been facing difficulties in 

their preparation of financial statements like Statement of profit or loss account, Statement of 

financial position, statement of cash flow. (Mukundu 2018).The estimated annual inflation 

rate had increased from 10, 6% as at January 2018 to 551% as at December 2019, 
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Zimbabwe's inflation rate in 2020 was 557.2%. Despite significant recent fluctuations, 

Zimbabwe's inflation rate tended to rise from 2001 to 2020, reaching 557.2% in 2020. 

(ZIMSTAT 2020) 

1.3 Research Objectives 

1. To identify the causes of inflation which have impact on the financial statements of 

public companies. 

2. To identify the relationship between credibility of financial statements and inflation. 

3. To determine the degree of the impact of inflation on preparation of financial 

statements. 

4. To recommend possible ways or strategies to reduce the negative impact of inflation 

on the credibility of financial statements. 

1.4 Statement of hypothesis 

Hypotheses to be tested in this study are stated below in their null forms: 

H0: There is a significant positive impact of inflation on the preparation of financial 

statements. 

H1: There is no significant impact of inflation on the preparation of financial statements. 

2.1: Theoretical framework 

2.1.1 Keynesian money market theory 

The Keynesian money market theory, according to which supply and demand for money are 

at equilibrium or equal, serves as the foundation for Sauer's (2016) model. A formula in 

figure 4 illustrates this.  

 

 

Keynesian money market theory 

 Source: Koevoets, (2017)  

Figure 1: Keynesian money market theory 

2.1.2 The national money markets  

The Zimbabwean monetary market is also shown in Figure 5 below where the demand for 

money includes money for trading purposes and the need for money for speculative purposes. 
Those funds designated by an investor for high-risk/high-reward investments that are made 

solely for speculative purposes are included in the category of speculative capital. According 

to Sauer (2016), the requirement for income for transactional purposes depends on actual 

income (Y), where real income is defined as income that has been adjusted for inflation. 

Sauer (2016) continues to point out that the need for money for speculative purposes depends 

largely on the interest rate (i) if the interest rate is very low which means people will borrow 
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more money on transactions and speculative intentions so if that happens it will usually lead 

to higher prices as people will demand more (Ametrano 2016. Any increase in inflation will 

affect the financial statements. This is illustrated by the formula in Figure 5 below. 

 

The national money markets  

Source: Koevoets, (2017)  

Figure 2: The national money markets  
 

2.1.3 Keynesian Theory  

This is a theory that combines aggregate demand with integrated supply curves, reflecting 

inflation-related relationships. The model states that in the short term, the AS curve descends 

higher than the vertical and if the AS curve is vertical, changes in the economic demand side 

only affect price. However, Osadchy (2018) argues that rising changes in aggregate demand 

have an impact on both prices and output. This suggests that many factors drive the rate of 

inflation and the level of productivity in the short term. There are other factors that cause an 

increase such as changes in price expectations, other aspects of production and monetary 

policy (Sauer 2016).  

However, changes in the supply chain will only affect actual economic activity to the 

extent that investment is affected. Governments' expansive fiscal policies can raise the 

amount of disposable income available to both enterprises and consumers. Tax reductions 

allow businesses to invest in new projects, pay employees more, or hire more people. 

Additionally, consumers might buy more products. Government expenditure on infrastructure 

improvements is another way to boost the economy. The outcome might be a rise in the 

demand for goods and services, which would raise prices. Monetary policy will not work if 

the investment does not respond to interest rate changes, it would be better to rely on 

government policies such as finance for demand management purposes (McConnell 2015). 

According to Palepu (2020). Keynesian theory can be illustrated by an integrated need and 

supply analysis, as illustrated in the diagram. According to Keynesians, aggregate demand 

may rise due to a rise in consumer demand or investment demand or government expenditure 

or net exports or the combination of these four. 
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2.1.4 The Keynesian Theory in terms of aggregate-demand and aggregate supply curves  

 
Source: Koutsiyounnis (2018) 

Figure 3: Demand and supply 

As shown above the real output (Y1) of the economy on combined demand AD1 is under full 

employment and is produced at P1 level, If the government promotes collective demand by 

increasing their costs and lowering taxes so that as a result ADI will switch to AD2, if 

demand increases that means it will actually go out from Y1 to Y2 and the price level will go 

up to P2. If inflation is high, the real wage rate of the economy will decline, leading to 

increased employment (Palepu 2020). Keynesians hold a different argument, they argue that 

there can be an autonomous increase in aggregate demand or spending, such as a rise in 

consumption demand or investment or government spending or a tax cut or a net increase in 

exports (i.e., C + I + G + X – M) with no increase in money supply. Such promotion of real 

economic activity can continue until the economy is fully employed. At this point the supply 

chain becomes more vertical, and any further increase in combined demand will result in 

higher inflation and have no effect on real economic activity (Yuneline 2019). Keynesian 

economics also advocates that it's actually demand - and not supply that   drives   production. 

At the time, conventional economic   wisdom   held   them opposite: that supply creates 

demand. 

2.1.5 Current Theory of Purchasing Power 

Users of financial statements make their decision based on financial statements such as 

statement of financial position, so if the information in the financial statements is affected by 

inflation, then a biased decision would likely be applied. The worth of a currency is 

determined by how many goods or services one unit of that currency can be used to purchase. 

Inflation may cause it to deteriorate over time. Mbambo & May (2020) agree that if 

adjustments in the cost of inventory are made at the current cost, the mounts at which the 

assets will be revalued. Therefore, it would be prudent to use the General Price Index (GPI) 

as this clearly indicates the movement of interest rates in both profit or loss statements as well 

as other gross income and statement of financial position.  
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2.2 Empirical lecture review 

The different theories of inflation can be summarized as follows: Cost push - high production 

costs cause aggregate supply to increase; Demand pull - the aggregate supply constraint 

develops because of the increase in aggregate demand, while developing countries like South 

Africa face the challenging effects of inelasticity in the structure of the economy (Bauer & 

Zimmermann 2018).  

 

2.2.1 Inflation 

A widespread rise in prices and inflation is referred to as inflation. Frequently, the definition 

of inflation is based on these causes. When there is more money than goods and services are 

available, inflation results. Or the financing of the budget deficit is blamed for inflation. In 

terms of terms, it means that $ 1 will not earn as much now as it did a decade ago (Al-Naji, 

2017). This does not mean that the price of everything will increase for example, the price of 

cars may remain the same but it does indicate an increase in the annual percentage rate of 

price (Mussa 2019). Inflation provides a single value representation of the rise in the price 

level of goods and services in an economy over time. Its goal is to evaluate the overall impact 

of price increases for a diverse range of commodities and services. 

The claim made by monetarists that "only money counts" is predicated on the idea 

that an excess of money supply will raise aggregate demand and lead to inflation when the 

economy is at or close to full employment. Porter & Kramer (2019) production costs go up 

this will lead to an increase in the price of the product, but manufacturers guarantee that they 

can still make a profit and protect the necessary costs on their goods. Factors influencing 

production costs include oil price, exchange rate, and wages (O'Sullivan 2016). A widespread 

rise in prices and inflation is referred to as inflation. Frequently, the definition of inflation is 

based on these causes. When there is more money than goods and services are available, 

inflation results. Or the financing of the budget deficit is blamed for inflation.  

A widespread rise in prices and inflation is referred to as inflation. Frequently, the 

definition of inflation is based on these causes. When there is more money than goods and 

services are available, inflation results. Or the financing of the budget deficit is blamed for 

inflation. Inflation in Zimbabwe is caused by a variety of factors. What's amazing is that the 

majority of the literature on the subject blamed the government. The causes are not just 

financial; they also have to do with poor government financial decisions. The reason for this 

is due to imports and the price of fuel. If the price of petrol goes up, it means that the increase 

in fuel prices will result in an increase in transportation costs, which will affect the cost of all 

goods and services as there is a need to move from one place to another (Rose-Ackerman & 

Palifka 2016). Demand-pull Keynesian economics' concept of inflation explains how an 

imbalance in overall supply and demand can lead to inflation. Prices rise when the aggregate 

supply and demand in an economy are significantly out of balance. The most typical reason 

for inflation is this. 

2.2.2 Causes of Inflation  

Excessive demand or a fall in overall supply or output are the main causes of inflation. While 

the latter results in a leftward shift of the aggregate supply curve, the former creates a change 

to the right of the aggregate demand curve. In addition, when exports become more expensive 

and imports are more expensive, this will lead to an increase in domestic demand as it is 

expected that there will be more spending than savings (Goyal 2020). In addition, when 

people expect prices to rise in the future, they may prefer to buy goods now if they are 
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cheaper than at a later date in the event of inflation (Al-Naji 2017). If the majority of prices 

increase, there is inflation. It can be difficult to tell whether prices are growing and whether 

this trend will continue. As a result, it is difficult to give a clear definition of inflation. 

Rangasamy (2017) claims that true causes are the consequence of increasing pressure on 

government spending, but that there won't be any changes in spending if there are no 

adjustments made to tax revenue or tax rates. Because the nature of inflation is not consistent 

in an economy, it is advisable to distinguish between different types of inflation. The 

investigation of inflation's distributional effects and its other effects, as well as the 

recommendation of counter-inflationary actions, can be done using a similar methodology. 

The quantity of disposable money that businesses and consumers have access to can 

increase as a result of governments' expansive fiscal policies. Tax reductions enable firms to 

fund new initiatives, increase employee wages, or expand their workforce. Consumers might 

also purchase more goods. Another strategy to stimulate the economy is for the government 

to spend money on infrastructure upgrades. The result might be an increase in demand for 

goods and services, which would drive up prices (Sorrell 2015). 

2.2.3 Demand-Pull Effect 

According to Al-Naji, (2017) “as the name implies, this result refers to an increase in 

consumer demand, as the economy grows, unemployment tends to decline and wages often 

increase which means people will have more money to spend leading to more spending on 

the economic system of consumer goods, which increases the demand for these goods”. 

Prices for a wide range of commodities tend to rise as demand for those goods surges across 

an economy. While short-term supply and demand imbalances are rarely a cause for worry, 

continuous demand can have an impact on the economy and drive up prices for other items, 

leading to demand-pull inflation. In order to meet and reduce growing demand there must be 

a balance in the supply of goods commensurate with it thus firms will increase the prices of 

these commodities that lead to inflation (Rangasamy 2017). The price level rises when 

aggregate demand rises above the capacity of production. This type of inflation is known as 

demand-pull inflation (henceforth DPI). But why does total demand increase? The increase in 

aggregate demand is attributed by traditional economists to the money supply. 

2.2.4 Cost-push Inflation 

 Al-Naji (2017) states that cost-push inflation, which starts with a reduction in total supply 

and contributes to an increase in the cost of that supply, is defined as an increase in the usual 

rate of inflation as a result of a scarcity of inputs, such as labor, raw materials, and money-

push. When money is moved from one economic sector to another, inflation results. In 

particular, higher prices for finished items are a natural result of rising production expenses 

such as those for raw materials and labor. 

2.2.5 Causes of cost push inflation. 

Cost-push inflation is the rise in the general price level brought on by an increase in the cost 

of the production elements as a result of a lack of inputs, such as labor, raw materials, capital, 

etc. This lowers the output supply, which typically demands inputs. According to Osadchy 

(2018), rising production costs will raise product pricing. Lastly, inflation affects supply 

shock inflation (Surbhi 2016). It results from an unanticipated decrease in the supply of 

essential industrial inputs or consumer items. A wage-price spiral starts to take place. Firms 
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are also at fault for the price increase, since they simply boost prices to increase their profit 

margins.  

2.3 The relationship between the credibility of financial statements and inflation 

Credibility of financial statements is very important to the organization as information is 

important to users of financial statements such as investors, directors and shareholders, 

information about financial statements is used to make decisions by various users (Palepu 

2020). There is a negative relationship between inflation and the credibility of the financial 

statements, where inflation increases and affects the credibility of the financial statements. If 

the inflation rate is high when the credibility of the financial statements is reduced, it will be 

difficult for users to rely on that information due to inflation. Investors will lose confidence 

and do not want to invest again if their return on investment is affected by inflation (Osadchy 

2018). Financial statements. 

2.4 The effect of inflation on the credibility of the financial statements 

High inflation is often volatile and therefore difficult to predict and uncertainty caused by 

inflation is a real problem because it leads public companies to make biased decisions. 

According to Mohseni (2016) investors will be more likely to trust financial reports as they 

undermine the credibility of the financial statements. Financial reports are important for 

investors as they make decisions based on. If inflation changes rapidly, it will be difficult for 

investors to compare firm profits using financial statements from 1 year onwards. 

According to Riordan (2019) even small amounts of inflation over time can grow to 

distort the reported financial position of the company and operating results. Riordan (2019) 

proposes effective tutorials on the potential impact of inflation on the analysis of the financial 

report and the application of International Accounting Standard 29 to inflation. 

Wyngaard (2019) also conducted a study to evaluate the impact of inflation on the financial 

statements in the analysis of the measure and noted that their research examined the impact of 

inflation on the financial statements. Palepu (2020) noted that inflation, even at low rates, 

affects financial reports. The research suggest that the correction of inflation in the financial 

statements should be an ongoing matter and should be applied consistently to financial 

statements even at lower levels than required by IAS 29.  

The central bank typically won't raise interest rates to limit economic development if 

there is just modest inflation. Real earnings growth opportunities are larger when both 

inflation and interest rates are low, which raises consumer demand for a company's earnings. 

Sowden-Service (2019) additionally provides the following estimates and assessments of how 

inflation affects the financial statements. Most people typically see an increase in their 

income as a result of inflation. However, although some people lose out due to inflation, 

others gain. While some individuals profit from inflation because their incomes increase 

faster than prices, others suffer when prices increase more quickly than their incomes. 

2.5 Effect on Production and Economic Growth 

Production may or may not increase as a result of inflation. Inflation benefits production 

when it occurs before full employment. Profit, in general, rises as the price level does 

(Sowden-Service 2019). Businessmen are encouraged to increase the prices of their goods in 

an inflationary environment in order to generate greater amounts of profit. Rising costs and 

revenues motivate businesses to make significant investments. The recurrent investment 

effect will therefore start working, increasing national output. Such a favorable impact on 
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inflation, meanwhile, won't last long if salaries and production prices increase rapidly. 

Additionally, especially if the inflation is of the cost-push sort, productivity declines may be 

linked to inflation. 

2.6 Common effects on the Economy 

Encourages spending and investing 

When inflation starts, many investors buy gold and other precious metals, but these 

commodities' volatility can negate the advantages of their diversification in inflation, 

especially in the near run. Unfortunately, the desire to spend and invest despite prices often 

leads to an increase in inflation, which can have disastrous consequences. The economy is 

flooded with money no one really wants as individuals and corporations spend faster in an 

effort to limit the amount of time they hold their depreciating currency. In other words, the 

price of money, the purchasing power of cash will drop quickly if there is more money 

available than there is demand for it. 

2.7 Benefits of operating in the area of inflation. 

There is an astonishing shortage of modern literature on inflation and its impact on the 

credibility of financial statements. Many studies on inflation in developed economies have 

focused on macroeconomic conditions and policies that have led to inflation (Umaru 2012). 

Companies that are experiencing the impact of inflation on their operations are often faced 

with questions of inflation, equity, and business finance. High inflation may seem beneficial 

at first because it can not only reduce the actual debt burden but also, to the extent that 

inflation leads to higher wages and wages, increasing incomes (Ilter 2012). While individuals 

don't benefit much from inflation, investors can profit if they have investments in markets 

where inflation is a factor. For instance, if energy costs are rising, investors in energy 

businesses may experience a boost in the value of their stocks. However, when inflation hurts 

the economy, productivity growth is hampered, which results in ineffective budgeting and 

reduces the value of corporations. Managers must begin planning strategically for their 

company, comprehend high exposure, and get ready for a recession that may come sooner 

than most anticipate (Osadchy 2018). 

2.8 Recommendations for possible strategies to improve the correct preparation of 

financial statements 

Historical cost-based accounting has provided a platform on which accounting principles 

have been developed over the decades and form the basis of published financial statements. It 

provides exactly what is paid and what is received so there is no doubt about balance sheet 

prices (Sowden-Service 2019). Under U.S. GAAP, the historical cost principle is a 

fundamental accounting concept. The majority of assets must be reported on the balance 

sheet at their historical cost under the historical cost principle, even if their value has 

dramatically increased over time. However, given that historical-based assertions are 

sometimes masked by the performance scale during periods of price volatility, its 

shortcomings become especially apparent. Since historical expenses do not account for fair 

market value, an asset purchased by a corporation won't be recorded at fair market value, 

which would be the asset's capacity to be moved off the open market (Mbambo & Ngiba 

2020).  
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2.9 Summary of Literature and Identification of Gaps 

This study clearly shows that the literature review was fair, providing evidence that inflation 

is affecting the credibility of financial statements. Research from various authors mentioned 

in this study shows the negative relationship between inflation and the reliability of financial 

statements. The contextual research gap was identified because the subjects had different 

geographical knowledge, as well as different fields. Different methods have been used in 

previous studies to analyze the same concept. However, the facilitator of this study has 

received limited studies on this subject in Zimbabwe. It is wise to have an unusual way of 

comparing, thus showing the gap in the research method. There is a need to compare existing 

results and `It is recommended that additional research be conducted such as this study. 

As a result of these various results, as well as the research gap, the study found the 

impact of inflation on the credibility of the financial statements. This study will be used to fill 

that gap in future studies that seek to do the same inflationary research. This will help users 

of the financial statements to make informed and effective decisions in the company, thus 

keeping the business high and profitable. The statement of financial position and statement of 

profit or loss as well as other gross income are prepared in accordance with inflation. 

 

3.1 Research Methodology 

In the study, a mixed research design was employed. A case study technique was used to 

investigate and collect data on a number of key topics of substantial interest. The impact of 

inflation on the credibility of financial statements in public limited companies was assessed 

by the researchers using open-ended and closed questionnaires, as well as interview research 

guidelines. The sample included 40 personnel from OK Zimbabwe ltd, a listed company. A 

mixed strategy that included both random and non-random sampling approaches was also 

used. In order to facilitate subsequent analysis, the data was coded and entered on an SPSS 

spread sheet utilizing interview guides and questions. Major themes and sub-themes gleaned 

from the data gathered were used in the data analysis for the qualitative data. The data were 

analyzed using both inductive and deductive methods. Data was analyzed and then presented 

as pie charts, tables, and graphs. 

 

4.1 Results and discussion 

4.1.1 Descriptive Statistics 

This section presents the results of descriptive statistics (mean and standard deviations) of the 

study. A five-point Likert rating was used for each of the five determinants inflation 

economy, causes and types of inflation, impact on remediation a financial statement on the 

economy of inflation, any benefits of operating in the retail sector that you may receive 

increase by operating in the area of inflation and recommendations for possible strategies to 

improve the proper preparation of financial statements. The response points were 1= strongly 

disagree, 2= disagree, 3= neutral, 4= agree, 5 strongly agree, the researcher used five-point 

Likert scale and the outcome of responses were 1= very rarely, 2=rarely, 3 occasionally, 4= 

often, 5=very often. 



 Journal of African Interdisciplinary Studies (JAIS): ISSN 2523-6725 (online)  
                                                               August 2022 Vol. 6, No. 8  
Citation: Manhimanzi, G. C; Nyawo, T; Magoba, C; Gwangwava, E; Ndhlovu, F & Karuru, B. (2022). The 

Impact of Inflation on the Credibility of Financial Statements in Public limited Companies in Zimbabwe: Case 

of OK Zimbabwe Limited. Journal of African Interdisciplinary Studies, 6(8), 80 – 99. 

 

93   
Copyright © 2022 Centre for Democracy, Research and Development (CEDRED), Nairobi, Kenya. 

http://cedred.org/jais/index.php/issues  

4.1 Causes of inflation 

 Mean Standard 

Deviation 

N 

Q1: The prices of goods will increase if the demand of certain 

type of    products or services increases 

3.41 1.305 34 

 

Q2: The prices of products rise because of a cost increase 

somewhere in the production line like labor cost 

3.38 1.303 34 

Q3: Exchange rates causes inflation which will make it 

difficult for the company to perform daily transactions 

3.35 1.368 34 

Q4: Political issues can cause inflation 3.53 1.308 34 

Total  13.68 4.656 34 

Table 3: Causes of inflation 

Source: SPSS 

Overall results: mean = 3.4175               Standard deviation= 1.321 

 

The results in Table 3 above show a lowest mean of 3.35 with a standard deviation from 

1.303 compared to a maximum of 3.53 with a standard deviation of 1.368 The descriptive 

statistics for the causes of inflation are shown at an average of 3.4175 standard deviation 

1.321 On average respondents agreed that where the prices of goods increase due to increased 

costs somewhere in the production line, such as labor cost or the total cost of production 

itself. As the economy grows, unemployment tends to decline and wages often rise, people 

have a lot of money to spend which means there is a lot of money in the economy consumer 

goods system, which increases the demand for these goods. This leads to an increase in 

inflation. There is other causes like political issue and exchange rates. 

4.2 Impact of inflation on the credibility of financial statements. 

Table 4: Impact of inflation on the credibility of financial statements 

 Mean Standard 

Deviation 

N 

Q1: When inflation is low it affects financial statements 4.26 0.898 34 

Q2: Income of the company increases when there is inflation. 3.88 1.149 34 

Q3: Inflation distorts the value financial annual reports 4.26 1.053 34 

Q4: High inflation will increase sales and expensive of the 

business 

4.15 0.821 34 

Q5: If the prices for services and products fluctuate, business 

spend money printing new menus or changing price tags to 

compose them correct prices. 

4.41 0.609 34 

Q6: High levels of inflation may seem beneficial at first because 

not only do they reduce the actual debt burden but also result in 

higher wages. 

3.88 1.122 34 

Total 24.85 3.878 34 

Source: SPSS 

Overall mean= 4.14                                     Standard deviation= 0.942 
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The results in Table 4 above shows the lowest mean of 4.15 with a Standard deviation of 

0.898 compared to a maximum of 4.41 with a standard deviation of 0.609. Descriptive 

statistics on the impact of inflation on the financial statements showed an average rating of 

4.14 with an average deviation of 0.942. On average the majority of respondents indicated 

that most respondents were agreeing that Inflation distorts the value financial annual reports 

which will affect the performance of the company, small amount of inflation over time can 

grow and distort the reported financial position of the company as well results of operation. 

Most of the respondents agreed that High levels of inflation may seem beneficial at first 

because not only do they reduce the actual debt burden but also result in higher wages. 

4.3 The relationship between inflation and the credibility of financial statements 

Table 5: The relationship between inflation and the credibility of financial statements  
 

 

 Mean Standard 

deviation 

N 

Q1: Decisions based on financial statements are difficult to make 

in the inflationary environment 

4.21 0.946 34 

Q2: When inflation is high the credibility of financial statement 

will be low 

4.47 0.896 34 

Q3: Investors will have less confidence in financial statements 

due inflation 

4.41 0.857 34 

Total 13.09 2.515 34 

Source: SPSS 

Overall results        mean= 4.3633                                       Standard deviation = 0.899667 

 

The results in Table 5 above show the lowest mean of 4.21 with a Standard deviation of 

0.946 compared to a maximum of 4.47 with a standard deviation of 0.896. Descriptive 

statistics on the relationship between inflation and the credibility of financial statements 

showed an average rating of 4.363333 and with an average deviation of 0.899667. On 

average the majority of respondents indicated that most respondents were agreeing that there 

is inverse relationship between inflation and the credibility of financial statements, when 

inflation is high the credibility of financial statements will be low. Most of the respondents 

agreed that investors will have less confidence in financial statements due to inflation. 

Table 6: Relationship between inflation and credibility of financial statements 

Response Category  Frequency Percentage % 

Strongly Agree 25 74 

Agree 5 14 

Neutral 2 6 

Disagree 2 6 

Strongly Disagree 0 0 

Total 34 100 

Source: Primary data 
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Figure 2: Relationship between inflation and credibility of financial statements 

 

Source: Primary Data 

The purpose of the questions was to find out the view of respondents, assessing if there is any 

relationship between inflation and the credibility of financial statements of OK Zimbabwe 

limited. The responses were as shown in the pie chart below. 74 % majority of the 

respondents strongly agree that there is a relationship between inflation and financial 

statements, 14% agree, 6% neutral and then 6% disagree that there no relationship between 

inflation between inflation and financial statements. 
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4.4. Possible way that can reduce inflation, enhancing the preparation of financial 

statements 

Table 7: Possible way that can reduce inflation, enhancing the preparation of financial 

statements 

 Mean Standard 

deviation 

N 

Q1: Monetary policy place by the government can help to 

reduce the level of inflation 

4.24 

 

0.955 34 

Q2: The use of I.A.S 29 will assist in enhancing preparation 

of financial reports 

4.44 0.894 34 

 4.41 0.857 34 

Source: Primary data 

Overall results mean= 4.3633                Standard deviation= 0.902 

The results in Table 7 above show the lowest mean of 4.24 with a Standard deviation of 

0.955 compared to a maximum of 4.44 with a standard deviation of 0.894. Descriptive 

statistics on the relationship between inflation and the credibility of financial statements 

showed an average rating of 4.363333 and with an average deviation of 0.902. On average 

respondents indicated that most respondents were agreeing that monetary policy place by the 

government can help to reduce the level of inflation and also the international accounting 

standard can be used to enhance the preparation and its credibility on financial statements. 

4.4. Reliability Test 

Table 8: Reliability Test 

 Number 

of Items 

Cronbach's 

Alpha 

Accounting procedures observed in determining the impact of inflation 

on the credibility of financial statements  

34 0.768 

Consistency in accounting policy, the company needs to consistent in 

their policies so that there will be accountability. The researcher 

considers the responses as reliable when studying the relationship 

between inflation and financial statements 

34 0.925 

Source: Primary Data 

The results found in Table 8  above show that the total Cronbach value was above 0.768 and 

0925 indicating that the results entered is in line with the sentiments of Tavakol & Dennick 

(2015) who noted that the list was accepted Cronbach's alpha is between 0.70 and 0.94 and 

such a study is considered reliable. 

5.0 Key Research Findings 

5.2.1: The causes of inflation which have impact on the financial statements of public 

companies  

The respondents were agreeing on the fact that the prices of goods increase due to the an 

increase in cost somewhere in the production line such as labor cost, material cost and overall 

cost of production. When an economy is growing, unemployment tends to fall and wages 

tend to rise and this result in people having more money to spend and there will more 

liquidity in the economic system on consumer goods which result in the increase in demand 

for goods. To accommodate and offset the increased demand and supply firms will raise 

prices of goods and thus will lead to inflation. Inflation will distort the meaning of financial 
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reports and the stakeholders will lose confidence in the financial statement and they wouldn’t 

rely on them 100%. 

5.2.2 Impact of inflation on the credibility of financial statements 

The information obtained from respondent indicated that the majority of the respondent noted 

that small amount of inflation accumulates over time and it can distort financial annual 

reports, therefore it may be difficult to determine the financial position and outcomes 

operation of the company. The more the rate of inflation increases the credibility of financial 

statements becomes less reliable, it will be difficult to rely on the information of financial 

statements. If the rate of inflation is lower that means financial statements will be more 

reliable and enhance the confident to the users, low inflation rate will increase the credibility 

of financial statement. Most of the respondents agreed that High levels of inflation may seem 

beneficial at first because not only do they reduce the actual debt burden but also result in 

higher wages. 

5.2.3 The relationship between inflation and the credibility of financial statement 

The majority of respondents indicated that most respondents were agreeing that there is 

inverse relationship between inflation and the credibility of financial statements, when 

inflation is high the credibility of financial statements will be low. Most of the respondents 

agreed that investors will have less confidence in financial statements due to inflation. 

5.3 Recommendation 

5.3.1 Possible way that can reduce inflation, enhancing the preparation of financial 

statements. 

Most respondents were agreeing that monetary policy place by the government can help to 

reduce the level of inflation and also the international accounting standard can be used to 

enhance the preparation and its credibility on financial statements. 

5.3.2 Adopting a strategic stance to financial statements credibility. 

Public companies which are under retail sectors in Zimbabwe are encouraged to adopt a 

strategic approach to financial credibility. The retail organization management should view 

its fit with its surrounding environment and how it behaves or interacts with that 

environment. This is possible when retail organization create a department or a section of the 

company that creates and implements strategic financial statements credibility plans.  

5.3.3 Deliberately adopting IAS 29 to enhance the credibility of financial statements. 

Organisation should deliberately adopt IAS 29 to enhance preparation and credibility of 

financials. It helps the organization to have a clear structure about the performance of the 

company, this means an organization should formalize their financial statements preparation 

activities in order to adopt a professional stance. The stakeholders should have confidence in 

the company’s financial annual reports especially investors, they need to make informed 

business so as to maximum their returns.  
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