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Abstract

There is currently discussion about the contribution of knowledge-based
resources to the sustainability of small and medium-sized Micro, Small, and
Medium Enterprises (MSMESs). It has been determined that financial literacy
is crucial as a source of information for making financial decisions.
Nonetheless, the impact of MSMEs' financial literacy on their sustainability
is not sufficiently addressed. From a knowledge-based standpoint, MSMEs
can sustain their performance with the aid of knowledge resources including
financial literacy and business experience. Positive findings from the study
indicate that financial literacy affects MSMEs' success. The disparities in
research findings can be attributed to both cultural differences and the
absence of assessment standards for financial literacy. This is confirmed that
the financial literacy of MSME owners is a key untapped organizational
resource that can improve MSME performance (Growth) through
sustainable competitive advantage.

Keywords: Financial literacy, MSME performance, KBV

INTRODUCTION

According to Agrei (2018), Arribas, 1., and Vila (2007), MSMEs (small
and medium-sized enterprises) significantly contribute to economic development
through innovation, wealth distribution, job creation, and technological
advancements as well as the decrease of poverty. Strong MSME:s are critical to an
economy's health [Smallbone, D.; Welter, F.; Voytovich, A.; Egorov, 2010].
MSMEs also play a key role in the development of a stable economy and
long-term, sustainable growth. MSMEs have the chance to flourish and become
more competitive in emerging nations [Pietrobelli, C.; Rabellotti, R, 2011;
Hosseini, S.; Fallon, G.; Weerakkody, V.; Sivarajah, U., 2019].

MSMEs in developing nations must be robust. MSMEs in developing
nations are stagnating, despite the fact that these nations have not yet come to
understand the advantages of having robust MSMEs. The sustainability of
MSME:s is threatened by a number of characteristics of developing economies,
including economic instability, unstable exchange rates, immature infrastructure,
higher transaction costs, political unrest, wide inequality, and trade policy
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unilateralism [Olah, J. et al, 2019; Wu, J.; S1, S., 2018]. Data from the Ministry of
Cooperatives, Small and Medium Enterprises (Kementerian KUKM) indicates
that by 2022, there will be 9.1 million MSMEs in Indonesia, or 99.99% of all
business players in the country (Afina, S., 2023). Micro, Small, and
Medium-Sized Enterprises (MSMEs) are crucial to Indonesia's economic
development.

Total UMKM Tahun 2010 - 2023

Figure 1
Source: Ministry of KSME, 2023
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Micro, Small, and Medium-Sized Enterprises (MSMEs) are crucial to
Indonesia's economic development. In addition to providing a different kind of
employment, MSME jobs have been crucial in accelerating economic growth
following the 1998 crisis (Ye et al., 2019) and the Covid-19 pandemic. MSMEs
are leading the way and have a significant impact on the expansion of the
Indonesian economy (Afina, S., 2023). Teixeira dan Ferreira (2018) state that
MSMEs, or micro, small, and entrepreneurial enterprises, are crucial to the
competitiveness of the region.According to Shemin et al. (2020), SMEs currently
make up a significant portion of Indonesia's state and regional income. Due to
significant government assistance to preserve future economic conditions and
build the national economic structure, the quality of MSMEs' development in
Indonesia has increased (Nurohman et al., 2021). Businesses, particularly
MSMEs, can increase revenue and make profits by utilizing business
sustainability. Sufficient capacities are necessary to do this, as MSMEs play a
significant role in the local economy and need to be able to design and implement
plans to stay in business. Aims to sustain and enhance MSMEs' performance,
namely by leveraging their financial expertise to enable them to take management
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and accountability more seriously and on par with larger corporations (Utami et
al., 2019).

MSMEs, namely with the financial knowledge of MSME players, so they
can more consideration of management and accountability so that in line with
large companies (Utami et al., 2019). MSMEs, or micro, small, and medium-sized
enterprises, have a lot of potential to promote more just and equitable economic
growth if they use financial services now or in the future (Alzoubi et al., 2020).
Many people engage in their economic activities as a result of MSMEs' existence.
According to Li et al. (2023), the contribution of MSMEs to Indonesia's GDP
from the MSME sector is expected to increase by 5% over the short term.
MSMESs may also be the primary drivers of economic development or movement
in Indonesia. accelerating According to Nurseni (2020), the expansion of the
business world is advantageous given the level of rivalry in the industry MSMEs
help to revive the economy during a recession by creating new job possibilities
(Department for Business, Innovation and Skills, 2013), Because MSMEs are
more labor intensive (Cowling, 2003; Robbins et al., 2000); more flexible and
resilient (Bednarzik, 2000; Binks and Jennings, 1986; Smallbone et al., 2012a,
2012b); and more, periods of imbalance create new opportunities for
entrepreneurs (Parker et al., 2012; Schumpeter, 1942). The knowledge-based
view, or KBV, has garnered more attention recently as a means of enhancing
organizational performance. KBV offers tactics that businesses can use to get a
competitive edge and boost output [Grant, R.M., 1996].

Collective and implicit knowledge, then, are both important. However,
individual information is even more valuable since it comes from within the
person, exists in their head, and is constantly being developed through learning.
As an illustration The primary resource for enhancing organizational performance
is implicit knowledge, which includes abilities like riding a bicycle,
communicating, and handling business affairs [Spender, J.C., 1994]. KBV further
highlights how crucial it is for a business to be able to combine employee and
corporate expertise about its goods and services. Consequently, businesses
possessing a wealth of knowledge-based resources are likely to outperform other
businesses in terms of earnings. It is difficult to replicate or disseminate
knowledge in society, making it a valuable resource [Barney, J., 1991, Nonaka, I.;
Von Krogh, G.; Voelpel, S., 2006].

Knowledge-based resources for MSMEs and their role in enhancing the
sustainability performance of MSMEs are not well studied, despite the fact that
knowledge resources are crucial for MSMESs' sustainability. The majority of prior
research has concentrated on elements like internationalization, supply chain
management, and competitive advantage. Eniola, A. A.; Ektebang, H. (2014);
Degong, M. et al. (2018); Lenny Koh, S.C. (2007)]. Ying et al.'s 2019 study
looked at managers' intangible skills and how they affected MSMEs'
sustainability. They came to the conclusion that these skills are crucial for
managers dealing with unstable market situations. According to Hussain, J., et
al's (2018) research on the impact of knowledge resources on MSME
performance, MSMEs were able to sustain their performance with the support of
knowledge resources including financial literacy and business experience.
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This study, which offers a thorough examination of financial literacy and
investigates financial literacy mechanisms that can enhance the sustainability of
MSMEs, fills a gap in the literature by thoroughly analyzing the impact of
knowledge resources, such as financial literacy, on the sustainability of MSMEs.
In this research, MSMEs' performance serves as a proxy for sustainability. The
findings of a 2011 study by Lusardi, A. and Mitchell, O.S., indicated that financial
literacy is critical for the global community and that it should not be taken for
granted, even among those who live in nations with highly developed financial
markets. According to a survey by OJK in 2022, the financial literacy index for
Indonesians is 49.68 percent; this is higher than the percentages for the years
2013, 2016, and 2019, which were only 21.84 percent, 29.70 percent, and 38.03
percent, respectively (OJK, 2024). The Organization for Economic Cooperation
and Development (OECD) awarded Indonesia a score of 66.5 on its 2020 Index
Literacy Finance. According to Deni (2023), Indonesia ranks sixth globally with
this score.

Table 1. Indonesian financial Literacy Data

DESCRIPTIO YEAR
N 2019 2022

Total index 38,03 49,68
% %

Based on gender

Male 39,94 49,05
% %

Female 36,13 50,33
% %

By Region

City 41,14 50,52
% %

Rural 34,53 48,43
% %

Source: OJK, 2022

As previously mentioned, this study aims to investigate the effect that
literacy and finance have in enhancing the performance of micro, small, and
medium-sized enterprises (MSMESs) from a theoretical perspective.

METHOD

In order to find information related to the problem under study based on
pertinent major theories and come to the conclusions required to address the
research problem, this study employs the literature study method, which is the
process of using articles, books, or other written sources as research material
(Wiradi, 2020). The literature study research method is necessary for research in
the business sector, which has grown so quickly and has branches across many
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scientific disciplines. By using the literature study method correctly and
methodically, researchers can lay the groundwork for future, more sophisticated
theories and research. powerful (Snyder, 2019).

Various guidelines apply to literature study methods depending on the purpose
and type of study, such as narrative, systematic, or meta analysis. However, all
types of literature studies aim to determine whether or not existing research is
consistent, produce a diverse synthesis, and support future research in the same
field (Palmatier et al., 2018).

The research employed the subsequent procedures, such as:

Financial literacy on MSME performance from a knowledge-based perspective is
the research topic.

a. To find relevant articles, use keywords related to the topic.

b. To narrow down the results, look for articles that meet certain

requirements, such as being published in credible English-language
journals and having a connection to the topic

RESULTS AND DISCUSSION
RBYV Theory (Resource Based View)

The number of resources (tangible and intangible) that a company has and
defines as its competitive advantage, according to the resource-based view (Das &
Teng, 2000). Resources, which include both tangible and intangible assets, are
defined by Eniola & Entebang (2014) as anything that can be viewed as a
company's strength or weakness. Physical and financial capital, such as buildings
and machines, are examples of tangible resources. Financial capital includes
things like debt, equity, and retained earnings. According to Eniola and Entebang
(2014), intangible resources encompass entrepreneurial knowledge, skills,
experience, organizational procedures, and reputation.

Eniola and Entebang (2014) assert that physical resources, including
factories, capacity, machinery, and manufacturing technologies, favorably impact
MSMEs' competitive advantage and ultimately lead to better business
performance. Furthermore, the degree of a company's competitive advantage and
the performance that results for MSME companies can also be explained by
human resources, taking into account the experience, skills, managerial abilities,
beliefs, practices, and procedures of top and middle management as well as
administrative and production staff. Firm performance and competitive advantage
variations can be explained by experience resources including brand name,
manufacturing experience, and product reputation (Ainuddin, Beamish, Hulland
& Rouse, 2007; Morgan, Kaleka & Katsikeas, 2004).

The company's long-term superiority is determined by its resources.
According to Barney (1991, 2001), a company's resources need to possess four
characteristics in order to generate a lasting competitive advantage: they need to
be valuable, uncommon, somewhat imitable, and unowned by rival businesses.
Human capital resources are defined by Barney (1991, 2001, 2002) and Barney
and Hesterly (2015) as the education, experience, judgment, intelligence,
attitudes, relationships, and insight of individual managers inside a corporation.
KBYV Theory (Knowledge Based View)
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A company's competitive advantage and performance are largely
dependent on its tangible and intangible resources, according to the
resource-based view (RBV) [Das, T.K.; Teng, B.S., 2000]. Conner and Prahalad
(1996) contends that the knowledge-based view is key to the resource-based
perspective. According to Conner and Prahalad (1996), a company needs a
diverse range of resources and a wide body of knowledge to sustain its
competitive advantage. The degree to which a corporation is able to do so is
dependent on the heterogeneity of its knowledge sources. Therefore, businesses
can create and maintain economic benefits in the form of profits that spur
expansion by utilizing both immovable and transportable resources.

KBV asserts that financial literacy is a source of information that
influences MSMEs' capacity to survive. According to Jappelli, T.; Padula, M.,
2013; Lusardi, A., et al. (2010), financial literacy is crucial to the value creation
process of MSMESs and the subsequent development of sustainable performance.
An organization's knowledge base is bolstered by literacy finance, which enables
it to capitalize on organizational changes that present opportunities and adjust to
changes in the business environment [Grant, R.M., 1996]. In order to improve
their knowledge capacities, businesses need to recognize the value of financial
literacy.Owners of SMEs will benefit from increased financial literacy in terms of
financial planning, the distribution of limited resources, record-keeping, the use of
idle cash, financial control and discipline, and funding sustainable expansion
initiatives.

Consequently, this study suggests, in light of contagion effects, that the

source Financial knowledge has the ability to impact MSME growth-related
decisions and actions. According to Barney (1991, 2001, 2002) and Barney and
Hesterly (2015), a company's human capital resources comprise its managers'
relationships, training, knowledge, experience, judgment, intelligence, and
attitudes.
According to Lusardi & Bassa Scheresberg (2013), Lusardi & Michell (2007a,
2007b); Moore (2003), and others, financial knowledge (FK) is the
comprehension of fundamental financial ideas regarding how business
performance and business conditions are monitored using mental models to assist,
enhance, or facilitate decision making.

Because they have a thorough understanding of financial matters, those
who are financially literate tend to be more involved in the financial markets.
According to Lusardi and Michell (2006), maintaining financial knowledge is
essential for developing financial competency measures that will provide a
competitive advantage. Financial sophistication increases with MSME owners'
and managers' financial literacy, and it is believed that this also increases an
individual's potential for competence (Hung, Parker & Yoong, 2009). Having a
solid understanding of finance will help the company's overall funding sources
grow (Marcolin & Abraham, 2006). A person is considered financially literate if
he is competent and able to apply this information, according to Moore (2003)
and Huston (2010).

According to Moore (2003), active integration of knowledge and
real-world experience are the ways in which literacy or knowledge is
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acquired.Stated differently, as society becomes more financially literate, so will it
become more sophisticated in financial affairs. Huston (2010) also highlighted
some significant findings, namely that people or organizations with financial
literacy, knowledge, and ability use that knowledge to improve their financial
well-being in the face of other influences like prejudiced behavior and cognition,
issues with self-control, family, peers, and institutions can all have an impact on
financial habits and well-being. According to Moore (2003) and Huston (2010),
literacy Although it is impossible to quantify finance directly, financial literacy
can be tested indirectly with certain tools.

(Eagly & Chaiken, 1993) proposes that attitudes and knowledge have a
moderating relationship. The impact of financial attitudes (risk tolerance) and
individual knowledge of retirement planning on retirement savings habits was
studied by Jacobs-Lawson and Hershey (2005). This indicates that the direction
and/or strength of the relationship between attitudes and business performance are
influenced by knowledge (Baron & Kenny, 1986). American research indicates
that young people's attitudes and behaviors reflect low levels of financial literacy
(Lusardi et al., 2010; Mandell, 2007). The empirical link between knowledge and
financial attitudes has not been well demonstrated, despite the widespread belief
that having a good financial attitude requires having financial knowledge
(Hathaway & Khatiwada, 2008).

According to Joo and Grable (2000), businesspeople frequently make
poor, insufficient, and ineffective financial decisions because they lack the time or
expertise to manage their own finances, because financial transactions are
complicated, or because there are many options available for financial services
and products. A deficiency in business management expertise may exacerbate
MSMEs' financial challenges. According to Lusardi (2012), financial literacy
encompasses not just information and cognitive abilities but also a range of
attitudes, behaviors, and outside resources.

Having the information and abilities required to handle money, make use
of financial services, and successfully negotiate consumer markets is referred to
as financial literacy. This can include handling consumer difficulties, budgeting,
paying bills, taking on and paying off debt, and comparative shopping, among
other financial activities. It appears that raising people's financial literacy is
crucial in light of the present financial crisis and the more complicated financial
system (Marco lin & Abraham, 2006). Each person's ability to successfully
regulate their behavior varies, according to Higgins (1998), and is influenced by
three main types of factors: (1) Resources: these are the things that people bring to
the table (knowledge, skills, and abilities); (2) Motivation: this is the amount of
work that goes into finishing the task; and (3) Strategy: these are the plans,
techniques, and methods that people use to turn their motivation and resources
into successfully completing the task.

Financial Literacy

According to Adomako, S., et al. (2016), financial literacy is the set of
cognitive skills and knowledge required to manage funds and make wise financial
decisions. According to Korutaro, N.S., et al. (2014), financial literacy is the
capacity of an individual to make wise decisions about how to utilize and manage
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their money.Raymond (2010) summarizes financial literacy as follows: (1)
understanding of financial concepts; (2) capacity to communicate about financial
concepts; (3) aptitude for handling one's own finances; (4) ability to make wise
financial decisions; and (5) assurance in effectively planning one's future financial
needs.

For this reason, MSMEs and entrepreneurs alike require financial literacy.
To assess and make decisions regarding their company's finances, they must
possess financial literacy. The business community should be better equipped to
handle the complexities of the loan market with financial literacy. Entrepreneurs
that possess financial literacy are better equipped to mitigate risk by
implementing tactics including keeping cash reserves, diversifying investment
portfolios, and acquiring insurance. One of the biggest barriers to MSMEs'
sustainable development has been highlighted as their lack of financial literacy.
Research indicates that there is still a deficiency in financial literacy among
businesses.

In their 2017 study, Eniola and Entebang noted that SMEs frequently
struggle with a lack of financial literacy, which has an effect on companies both in
their early and later phases of development. In 2008, Kotze, L. and Smit, A. came
to the conclusion that the primary cause of SME failure was a lack of financial
literacy. By applying risk management knowledge and skills, Widdowson and
Hailwood [2007] assert that people can take advantage of the increasingly
competitive financial markets. They also discovered that financial literacy enables
entrepreneurs to voice their opinions to bankers during client interviews, adapt to
changing business and financial market conditions, and achieve sustainability
[Lusardi, A.; Mitchell, O.S, 2011; Reich, C. M.; Berman, J. S., 2015; Cowling,
M., et al. 2015].

Individual financial literacy affects investing decisions and strategy,
according to the majority of research [Forlani, D.; Mullins, J. W., 2000; Norton,
W. L.; Moore, W.T., 2006]. Only a small number of studies in developing nations
have looked at financial literacy in the MSME sector; most financial literacy
research has been done in wealthy nations [Florio, C.; Leoni, G., 2017].Financial
literacy and business performance are positively correlated, according to
numerous research [Huston, S.J., 2010]. Companies with a strong understanding
of finance are better able to understand the financial elements of strategic
concerns, which leads to improved performance.

Financial literacy is crucial for SMEs to survive in both developed and
developing nations, as demonstrated by Wise, S. (2013). Insufficient financial
literacy results in inadequate money management techniques and frequently
culminates in financial errors [Lusardi, A.; Mitchell, O.S., 2014]. Financial
literacy is required to deal with the rapid changes in the economy, as
demonstrated by Huston (2010). According to Widdowson & Hailwood, K.
[2007], investors that possess a good background in finance are more likely to
make difficult and profitable investments. A correlation between financial literacy
and business performance was also discovered by Davidson III et al. [2004].
Furthermore, financial literacy has been linked to wealth creation and business
performance [Behrman, J.R., 2012].
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Accordingly, financial literacy has emerged as one of the key factors
influencing strategic long-term financial planning [Lusardi, A.; Mitchell, O.S.,
2011] and organizational decision making [Allgood, S., et al., 2016]. Businesses
that understand finance will use sound financial management techniques to further
their growth and sustainability. According to Van Rooij dkk.2011], making bad
financial judgments is correlated with having low financial literacy. Enhancing a
business's understanding of finance can positively impact its perspective on risks
and obstacles related to money. Better managerial knowledge and abilities will
result from raising a company's financial literacy, which will enhance resource
and financial management [Eniola, A.A.; Entebang, H., 2017].

Because financially literate organizations have stronger financial
knowledge and risk management skills, Widdowson and Hailwood (2007)
propose that having strong financial literacy can help businesses capitalize on the
growing competition in the financial market. Making decisions can be aided by
financial knowledge as well. Furthermore, financial literacy can lower the
potential losses linked to taking risks by enabling businesses to evaluate and
justify their decisions more thoroughly. The degree to which a specific strategy
response is deemed a manageable risk can be influenced by financial literacy.
Companies with little or no financial literacy are unable to evaluate risk because
they lack the knowledge necessary, which effectively restricts their access to
prospects for extremely large earnings.

MSMEs that possess a strong understanding of finance are inclined to take
calculated risks, hence enhancing their longevity. According to research by
Purnomo [2019] and Eniolav and Entebang [2017], financial literacy directly
affects the performance of SMEs in Nigeria and has a favorable effect. We find
that financial literacy is a crucial part of organizational intellectual capital, and
our results align with those of Carmeli and Tishler [2004], who discovered that
SMEs' sustainability is positively impacted by intellectual capital.

Furthermore, financial literacy contributes to the sustainability of SMEs
by guaranteeing their ability to withstand abrupt economic shocks that alter credit
and financial markets quickly [Lusardi, A.; Mitchell, O.S., 2014]. Financial
literacy helps SMEs to recognize and fund opportunities that will grow their
business, according to research by Hailwood [2007]. Furthermore, financial
literacy reduces financial errors and enhances financial management procedures,
both of which contribute to the increased sustainability of SMEs [Lusardi, A.;
Mitchell, O.S., 2014].

The results of this study, however, are in contrast to those of Eresia-Eke
and Raath's (2013) study, which found no relationship between financial literacy
and SME performance. This could be because Ye et al. (2019) measured financial
literacy using the financial managers' financial literacy, whereas both studies use
the owners' or managers' financial literacy to index the organization's financial
literacy. According to Agyei, S.K. (2018), there is a cultural context-dependent
relationship between the financial growth and literacy of MSMEs. Typically,
MSMEs are operated according to the principles and beliefs of their proprietors.
Hence, the owner's resources determine whether the venture succeeds or fails.
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The degree of financial literacy among MSME owners and cultural values,
particularly when funding is no longer a major issue for MSMEs in several
developing economies like Ghana, according to Nunoo and Andoh (2012)
(Besley, Coate, & Loury, 1993; Nunoo & Andoh, 2012; Townsend, 1994).
According to Ciemleja et al. (2014), financial literacy has no bearing on
performance or performance growth aside from culture. This is because of
erroneous metrics. It is now established that MSME owners' financial literacy is a
crucially important but underutilized organizational resource that can boost
MSME growth and performance by giving them a lasting competitive advantage.

Financial decision-making and performance are generally predicted to
improve with financial literacy. Contrarily, the majority of empirical research on
financial literacy (particularly in developed nations) focuses on the variables that
determine financial literacy levels (Ciemleja, Renda, & Titko, 2014; Lusardi &
Mitchell, 2006, 2007a, 2007b). Very few studies discuss the effects of financial
literacy or illiteracy. Because financial literacy is generally low, Ciemleja et al.
(2014) contend that faulty instrument measurements can result in improper
responses. This is concerning because of the detrimental effects of a lack of
financial choice information (PISA/OECD, 2012).

Nunoo and Andoh (2012) found that the literacy of small and
medium-sized business (SME) owners is generally low in financial literacy. The
study also examined whether financial literacy assists MSMEs by promoting
growth in the companies. According to research by Adomako and Dance (2014),
capital availability and resource mobility play a mediating role in the relationship
between financial literacy and entrepreneurial firm performance in Ghana.
Financial literacy enhances firm performance, and this relationship is further
supported by the degree of resource mobility.

Ye et al. 2019 study discovered that the degree of financial literacy among
Ghanaian SME owners can affect their ability to manage their finances, allocate
funds appropriately for investments, and recognize growth funding opportunities
that can enhance their business' performance. Financial literacy can therefore
result in better business management, which boosts business expansion.
According to Saeed (2009), a firm's financial resources have a significant impact
on its growth, and information asymmetry makes it more challenging for a
company to achieve its financial requirements.

This has a significant impact on financial literacy in the MSME sector
since owners lack the funding to hire a large number of qualified workers,
contributing to the low level of financial literacy in addition to financial illiteracy.
Company performance will be influenced by financial resources or even
awareness of the company's growth.Growth prospects are limited when people
lack access to financing, which inhibits investment and consumption (Korutaro,
N.S., et al., 2014). Kotzé¢ & Smit (2008) state that financial illiteracy has several
negative effects, such as spending more than one makes; failing to maintain
proper records; failing to plan and carry out a regular investment program; and
making poor financial judgments.

The literature on financial literacy indicates that there is no accepted
standard measure of financial literacy (Moore, 2003; Cole & Fernando, 2008). In
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contrast, entrepreneurs with higher financial literacy demonstrate increased
business performance and sales (Bruhn & Zia, 2011). According to research by
Wise et al. (2013), entrepreneurs or people without financial literacy are the main
reason for new business failures, whereas Bosma & Harding (2006) discovered
that poor business acumen, which includes low financial literacy, inhibits
entrepreneurial activity. Using financial knowledge in the following areas is
required for this action: financial planning, investing, budgeting, maintaining
correct financial records, and identifying the many kinds of bank accounts.

According to Fritz and Weyh (2006), the average S-year survival rate of
new enterprises is less than 50%. Additionally, ten years after their launch, only
10% of initiatives are still operating in the market (Timmons & Spinelli, 2004).
More specifically, in Canada, a new business has only a 36% probability of
surviving its first five years and a 77% chance of surviving its first year (Baldwin
& Statistics Canada Analytical Studies Branch, 2000). In both industrialized and
developing nations, the role that financial literacy plays in promoting human
liberation and development is becoming more widely acknowledged. By raising
production, investment, income, savings, and consumption, MSME managers'
exceptional financial literacy promotes economic and social liberty.

For the purpose of researching the financial decisions made by MSME
management, financial literacy is crucial. According to Joo and Grable (2000), the
intricacy of financial transactions, the multitude of variations, and a lack of
personal financial knowledge are the main causes of business people's
inappropriate, inadequate, and ineffective financial decisions. options for financial
services and products. Financial obstacles for SMEs may be exacerbated by a lack
of business management abilities. The capacity to make wise choices about how
to utilize and manage money is known as financial literacy (Noctor et al., 1992;
Beal and Delpachitra, 2003)

As a component of the fundamental knowledge required for survival in
contemporary culture, financial literacy can also be described (Kim, 2001).
According to Servion dan Kaestner (2008), financial literacy is the capacity of an
individual to comprehend and apply financial concepts. According to Houston
(2010), there are two components to financial literacy: knowledge and
application. In addition to cognitive information and abilities, financial literacy
also involves a desired set of attitudes, behaviors, and outside support systems
(Lusardi, 2012). It is considered that financial literacy is a useful asset for creative
firms. This enables business owners to prevent failures brought on by inadequate
financial management (Berryman, 1983).

Furthermore, a 2010 Global Entrepreneurship Monitor (GEM) survey
reveals that one of the major flaws among small business owners that raises the
likelihood of small business failure is a lack of financial literacy. The performance
of small and medium-sized businesses has been found to benefit from financial
literacy in a number of regions (Barte, 2012; Wise, 2013; Siekei et al., 2013). The
financial literacy of MSMEs' owners is a crucial factor in their success and a
resource that can help these businesses create jobs. Because it broadens their
knowledge and improves their ability to make sound financial decisions, financial
literacy boosts the resources of MSME owners (Conner and Prahalad, 1996).
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MSME Performance

According to several metrics, business performance is a multifaceted
concept (Stam dkk., 2014; Rau dkk., 2009). Generally speaking, two categories of
firm performance exist: financial performance and non-financial performance
(Venkatraman and Ramanujam, 1986). Non-financial performance demonstrates
the company's overall operational effectiveness, while financial performance
reflects the company's economic objectives. A company's growth and profitability
are typical markers of its financial health, yet there are times when there are
trade-offs between the two. A business might, for instance, make significant
investments in its long-term expansion at the expense of short-term earnings
(Zahra, 1996).

Gains in market share, earnings, sales, and employment are all markers of
a growing business. Accounting-based metrics like return on equity (ROE), return
on assets (ROA), and return on sales (ROS) are indicators of profitability.
Non-financial success of a business can be categorized by a number of operational
metrics, including productivity, export performance, competitive capacities, and
technical excellence (Stam dkk., 2014). Non-financial performance can also
include the business owner's or manager's level of happiness and their ranking in
terms of worldwide success (Rauch dkk., 2009).

The literature on growth does not give measuring growth much attention
(Delmar, 1997). Growth has recently come to be understood as a multifaceted,
diverse, and intricate construct (Achtenhagen et al., 2010; Leitch and Neergard,
2010). Performance is what is meant by "growth" in this context. A few metrics
are used to gauge the growth of small businesses, including shifts in employment
and sales. Sales and employment are the preferred growth metrics for three
reasons. First, a number of people contend that the main ways small businesses
benefit the economy are through employment and productivity (Acs and Storey,
2004; Audretsch et al., 2008; Cowling, 2006), which means that hiring and sales
are two inherent and important functions of the organization.

Variables for growth measures (Delmar, 1997; Unger et al., 2011;
Weinzimmer et al., 1998; Abendhagen et al., 2010). Second, a recent assessment
of the literature on small business growth discovered that earlier studies
frequently used single performance metrics, which led to results that were
incomparable (Achtenhagen et al., 2010; Delmar, 1997; Weinzimmer et al., 1998).
Delmar recommends using a range of growth indicators since they could be
representative of growth theories (1997: 203). Finally, as noted by Achtenhagen et
al. (2010), there is a gap between what is meaningful and relevant for
entrepreneurs and what is defined and measured by academics or policy makers
when it comes to growth outcomes. This is because current entrepreneurship
studies tend to simplify growth outcomes to easily observable measures like the
number of employees and ignore the multidimensionality and complexity of the
growth process (2010: 359). In the Annual Small Business Survey (ASBS), which
served as the basis for this study, more than four out of five entrepreneurs stated
that they saw a rise in turnover as a way to fulfill their long-term growth
objectives. This suggests that there may be practical and policy implications, but
overall, this does not seem to be a major cause for concern.
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An early analysis of a business venture's success distinguishes between
successful and unsuccessful businesses (Komines, 1972; Brockhaus, 1980;
Hornaday, 1970 in Driessen, 1996). Furthermore, existence and growth are the
two dimensions in which Frank (2007) defines corporate success. Various
company performance indicators are used in current research to measure a
business's success. Brie et al. (2019) define performance MSMEs as the outcome
of work completed by individuals and their adaptation to roles or tasks within a
company within a given period of time, associated with a particular measure or
standard of value of a particular company is working in or achieving success or
failure of goals organization that has been implemented.

Dahlmann and Roehrich (2019) and Dura et al. (2022) define financial
performance as the analysis done to determine how well a company has applied
financial implementation standards. Work performance during a specific period of
time is reflected in a company's financial state, which is examined using financial
analysis techniques to determine the company's good and bad financial
conditions. In order to use resources as efficiently as possible in the face of
environmental changes, this is crucial. Liquidity ratios, ratios of leverage to
solvency, activity ratios, profitability/profitability ratios, and valuation ratios are a
few of the measurement tools that can be employed.

The following are reasons why evaluating a company's financial
performance is crucial, per Carter et al. (2020) and Dura (2022): 1) To determine
the amount of liquidity, or the capacity of the business to receive funds for
commitments that need to be paid for right away or the capacity of the business to
pay its bills on schedule. 2) To determine the degree of solvency, or the company's
capacity to meet its financial obligations in the event of a liquidation, including
both short- and long-term debts. 3) To determine the profitability level, or
profitability that demonstrates the business's capacity to turn a profit over a
specific time frame (Miswanto et al., 2022). 4) To determine the degree of
business stability, or the company's capacity to manage a stable operation. This is
determined by taking into account the capacity of the business to pay interest
charges on its debts, as well as the ability to pay off the principal of the debt on
schedule, and the capacity to regularly distribute dividends to shareholders
without encountering difficulties or financial crises.

Micro, Small and Medium Enterprises (MSMEs)

Government Regulation No. 7 of 2021 about Facilities, Protection, and
Empowerment of Cooperatives and Micro, Small and Medium Enterprises (PP
UMKM) has been issued by the government along with 48 other implementing
regulations from Law No. 11 of 2020 about Job Creation (Job Creation Law) on
Last February 16 2021. The UMKM PP changes several provisions previously
regulated in Law no. 20 of 2008 concerning Micro, Small and Medium
Enterprises (UMKM Law).The new MSME criteria are regulated in Articles 35 to
36 of the UMKM PP. Based on this article, MSMEs are grouped based on
business capital criteria or annual sales results. Business capital criteria are used
for establishing or registering MSME activities. The capital criteria consist of:

e Micro businesses have the most business capital Rp. 1,000,000,000.00

(one billion rupiah) excluding land and buildings place of business
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e Small businesses have business capital of more than Rp. 000,000,000.00
(one billion rupiah) up to a maximum of IDR 5,000,000,000.00 (five
billion rupiah) does not include land and buildings where the business is
located

e Medium Enterprises have business capital of more than IDR
5,000,000,000.00 (five billion rupiah) up to a maximum of IDR
10,000,000,000.00 (ten billion rupiah) does not include land and buildings
where the business is located.

Based on the criteria for annual sales results, consisting of:

e Micro businesses have annual sales results of up to most a lot of IDR
2,000,000,000.00 (two billion rupiah)

e Small businesses have annual sales results of more than IDR
2,000,000,000.00 (two billion rupiah) up to a maximum Rp.
15,000,000,000.00 (fifteen billion rupiah)

e Medium Enterprises have annual sales results of more than IDR
15,000,000,000.00 (fifteen billion rupiah) up to a maximum a lot of IDR
50,000,000,000.00 (fifty billion rupiah).

MSMEs come in various shapes and sizes [European Commission, 2017].
They are a diverse mix of companies, which present different challenges and
opportunities in implementing sustainability-oriented actions [Koirala, S., 2019].
Definitions of MSMEs differ from country to country, reflecting each country's
economic, cultural, and social customs, and are most often based on asset value or
number of employees [Chege, S.M.; Wang, D., 2020, OECD, 2000]. The
European Commission defines MSME:s as those that employ less than 250 people
and have a turnover of less than 50 million euros and/or a total balance sheet that
does not exceed 43 million euros [European Commission, 2003).

Ye et al.'s 2019 Micro, Small, and Medium Enterprises (MSMESs) report
defines micro enterprises as companies with fewer than nine employees and assets
(land and buildings excluded) of less than $5 million; small businesses, on the
other hand, are companies with between 10 and 49 employees and assets between
$5 and $50 million, and medium-sized companies, with between 50 and 199
employees and assets between $50 and $500 million. But according to TNP2K
(2021), the Central Statistics Agency (Ministry of Finance of the Republic of
Indonesia, 2012) is a non-departmental government organization that performs
government functions in the area of statistics. It defines MSMEs according to
labor quantity as follows:

a. one to five employees work for microbusinesses.

b. Small companies employ anywhere from five to nineteen individuals.

c. Medium businesses have a workforce of 20-99 people.

Determinants of company performance

Previous research has usually concluded that age, gender, and educational
background have an impact on financial literacy. Lusardi and Mitchell (2006)
state that women and others with less education frequently lack financial literacy.
According to Ciemleja et al. (2014), a person's level of financial literacy is
determined by their field of expertise and basic education. In the meantime,
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financial illiteracy is typically linked to both young and old individuals (Agarwal,
Driscoll, Gabaix, & Laibson, 2007; Lusardi & Mitchell, 2006), regardless of
whether they reside in developed or developing nations (Christelis, Jappelli, and
Padula, 2006). Other important elements that impact corporate success are age
(Acceptance & Marfo Grace, 2011; Boahene, Dasah, & Agyei, 2012); Agrawal &
Knoeber corporate governance, 2012). This is the conclusion drawn from the
literature on corporate performance.Bhagat & Bolton, 2008; Kyereboah-Coleman,
2007); Chen, Paulraj, & Lado, 2004; Gilley & Rasheed, 2000), and
Savings/Investment
1. Age
It i1s expected of organizations to use the experience they have
accumulated throughout time to support business expansion. Techniques
that are gradually established to counteract risks to the business
environment and take advantage of opportunities should result in
worthwhile learning experiences that will support the expansion of the
organization. According to Quartey, Turkson, Abor, and Iddrisu (2017),
MSMEs' access to financing is significantly influenced by the expertise
level of top management. MSMEs are likely to be able to capitalize on
business environment growth prospects by developing quality systems and
processes and gaining access to finance. While Robson and Bennett
(2000) came to the conclusion that age is a significant element explaining
the growth of MSMEs, Rosenbusch, Brinckmann, and Bausch (2009)
contend that company age strengthens the influence of innovation on firm
performance.

2. Corporate Governance (gender)
Although the correlation between gender and corporate performance has
drawn a lot of attention, the contradictory findings are still unknown.
Recent research has questioned earlier conclusions that men outperform
women, mostly due to biased exclusion of control variables and improper
definition of performance proxies (Collins-Dodd, Gordon, & Smart, 2004;
Johnsen & McMahon, 2005; Rob & Watson, 2012). However, Robb and
Watson (2012) note that several distinctions between men and women,
such as their varying propensity for taking chances and the sizes of the
businesses they work for, may account for wvariations in gender
performance. One could argue that men are more adept than women at
managing riskier commercial ventures. Because males tend to take
chances, pursuing growth possibilities may therefore be something that
only men are capable of doing in comparison to women (Robb & Watson,
2012).
3. Savings/Investment

The organization won't gain much from realizing development prospects
unless it has the resources to take advantage of them. earnings from
investments providing expansion opportunity funding vehicles.
Furthermore, investments can serve as collateral to get financing from
financial institutions and present SME owners with new funding options.
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Evidence for the relationship between more foreign direct investment
(FDI) transactions and improved performance was discovered by Lu and
Beamish (2001). It is thus stated that because resources are available
and/or there is a chance to create healing funding, SMEs that invest are
more inclined to look for expansion chances.

According to Barney (1986), the resource-based perspective of the
company acknowledges that a firm's ability to provide a sustained competitive
advantage is significantly influenced by the transfer of its resources and
capabilities. The question of knowledge transferability is crucial, not just between
businesses but also—and maybe more importantly—within businesses. The
efficiency and intensity of communication are increased by this transfer in the
form of symbolic communication to comprehend that all computer software,
literacy, and numeracy are components of a common language. The analysis of
state organizations has not been greatly influenced by the knowledge-based
literature thus far. The knowledge-based approach provides a theoretical
framework for comprehending some contemporary organizational developments
and trends.

Knowledge production and organizational know-how emphasize the
application of knowledge and the role of personnel if knowledge is the company's
primary resource. According to Lusardi, A. and Mitchell, O.S. (2014), financial
knowledge is an investment in human capital. Both financial literacy and
programs aimed at raising financial literacy levels in the general public have
significant effects on wellbeing. Research on the effects of financial literacy is
beginning to appear in emerging nations, and it looks quite promising. According
to a human resources perspective on financial literacy, there will likely be
significant variation in people's financial literacy and economic behavior,
therefore it is unlikely that a single level or default setting will enhance everyone's
quality of life.

Furthermore, individuals with less wunderstanding may encounter
difficulties in locating reliable sources of guidance. Collins (2011) and Finke
(2013), for instance, contend that financial literacy and guidance are
complementary rather than interchangeable. The literature on financial literacy
indicates that there is no standard measure of financial literacy, which contributes
to the variability in the research results regarding the impact of financial literacy
on the performance of MSMEs (Moore, 2003; Cole & Fernando, 2008).
Generally, however, the results indicate that financial literacy has a positive effect
on the performance of MSMEs.

Because of the negative effects of a lack of financial decision information,
Ciemleja et al. (2014) contend that inaccurate instrument measurements can result
in inappropriate responses due to the low general level of financial literacy. The
PISA/OECD, 2012 benchmarks are not yet uniform, and there are cultural
differences. According to Agyei, S.K. (2018), there is a correlation between
financial literacy and MSMEs' growth, but it also depends on the cultural setting.
MSMEs are typically operated by owners who are driven by their ambitions,
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goals, and values. Therefore, the owner's resources determine whether they are
successful or not.

According to these resources, Nunoo and Andoh (2012) contend that
cultural values and the degree of financial literacy of MSME owners, particularly
when funding is no longer a major issue for MSMEs in a number of developing
nations, including Ghana (Besley, Coate, & Loury, 1993; Nunoo & Andoh, 2012;
Townsend, 1994). According to research findings by Bui et al. (2021), SMEs need
financial literacy to manage resources and obtain adequate financial backing.
Kumari and Harikrishnan (2021) assert that in order for SMEs to maintain
long-term company continuity and mitigate the effects of events like pandemics,
they need to be financially literate in order to manage their finances healthily.

Dura (2022) and Carter et al. (2020) also conducted studies that yielded
similar findings. According to Mastos et al. (2020), a business actor with a high
level of financial literacy will maximize their business performance and exercise
greater caution in their operations. This will make managing the firm easier for
them when they possess strong financial knowledge. Financial literacy is
necessary to build a better society that is adept at managing revenue sources and
finances, claim Sanchez et al. (2020) and Shibin et al. (2020). According to
Dahlmann Research and Roehrich (2019), financial performance of MSMEs is
impacted by financial literacy.

The financial literacy variable is made up of variables that control money
so that the company's finances can be managed in accordance with plans for
future business goals. Financial success enhances and is crucial to an internet
business player's or MSME's operation. Miswanto Miswanto, et al. 2024 state that
financial literacy in SMEs offers several positive advantages, particularly for
long-term economic success. Among the advantages are the following:

1. Capable of handling money well.

This kind of money management will be simpler for us to do if we have

sufficient financial literacy. This covers setting up emergency money,

investing, insurance, and managing financial flow on a monthly basis. To
put it briefly, if we understand It will be easy for us to decide on a course
of action and make the best financial judgments if your finances are in
order. To a greater or lesser extent, this issue also affects the financial
wealth of SMEs.

2. Use money wisely to achieve prosperity

Our standard of living can increase dramatically if we are able to use

financial products and services, such as financial management skills,

effectively.

CONCLUSION
From the above explanation, the following conclusions may be drawn:

1. MSME owners' financial literacy can be seen as a crucial element of their
business's success and as a resource that can help these enterprises
generate revenue. Because it broadens their knowledge and improves their
ability to make sound financial decisions, financial literacy strengthens the
resources of MSME owners.

244



-~/ -
Proceeding International Conference on Economic Business / ¢
Management, and Accounting (ICOEMA)-2024 v. [ICOEMA | ¥
Program Studi Doktor Ilmu Ekonomi : 2024 /
Universitas 17 Agustus 1945 Surabaya-2024 = A

2. The variable that maintains order in finances is financial literacy. The
current business's finances can be allocated in accordance with its intended
interests for the future.

3. In order to sustain company continuity over the long run and mitigate
economic effects, such as during a crisis, COVID-19 pandemic, or
recession, small and medium-sized enterprises (SMEs) need to possess
financial literacy.

4. Performance and growth are subject to different understanding and

assessment criteria.
This research still has a lot of limitations because it doesn't restrict the
year that articles are published or the research that was done in earlier
articles from developed or developing nations. However, future studies
can group these articles and access articles from Scopus journals published
in different years. Do studies conducted in developed or moderately
developed countries differ from one another.
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