
 

American International Journal of Research and Innovation (AIJRI) 
 

E-ISSN: XXXX-XXXX   ●   Website: www.aijri.com   ●   Email: editor@aijri.com 

 

AIJRI Volume 2, Issue 3, May-June 2020 40 

 

Financial Literacy and the Survival of 

Microenterprises 
 

Marco Trombetta 
 

Professor, IE University, Spain 

 

Abstract 

Microenterprises play a significant role in employment generation, local economic activity, and income 

creation, particularly within developing and emerging markets. However, many small-scale businesses 

face challenges related to financial management, resource allocation, cash flow control, and long-term 

sustainability. Financial literacy has emerged as an important capability that enables microenterprise 

owners to make informed financial decisions, manage business risks, and improve enterprise survival 

prospects. This study examines the relationship between financial literacy and the survival of 

microenterprises by analysing key dimensions including financial knowledge, budgeting capability, 

access to financial information, and risk management practices. 

The research adopts a simulation-based analytical framework to explore how financial literacy 

influences the sustainability and continuity of microenterprises. A conceptual model was developed in 

which financial literacy dimensions represent influencing factors and enterprise survival represents the 

outcome variable. Simulated analytical values are used to demonstrate quantitative evaluation 

procedures and interpret possible relationships between financial capabilities and business performance 

outcomes. 

The findings indicate that budgeting skills, financial decision-making ability, and risk 

management awareness demonstrate strong influence on microenterprise survival. Entrepreneurs with 

better financial understanding are more likely to maintain effective cash flow management, control 

operational expenses, and respond effectively to financial uncertainties. The study highlights that 

financial literacy should be considered a strategic capability rather than only an individual skill. 

The research contributes to small business and entrepreneurship literature by explaining the 

importance of financial knowledge in improving microenterprise resilience. The findings provide 

practical implications for policymakers, financial institutions, and entrepreneurship development 

organizations seeking to strengthen small business sustainability through financial education initiatives. 
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1. Introduction 

Microenterprises represent an essential component of economic systems by creating employment 

opportunities, supporting household incomes, and contributing to local economic development. These 

small-scale businesses operate across various sectors, including retail, services, manufacturing, 
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agriculture-based activities, and informal economic activities. Despite their importance, microenterprises 

frequently experience high levels of uncertainty due to limited financial resources, market competition, 

operational challenges, and restricted access to formal support systems. 

Financial literacy has become increasingly recognized as a critical factor influencing the survival 

and growth of small businesses. For microenterprise owners, financial literacy involves the ability to 

understand financial concepts, prepare budgets, manage cash flows, evaluate investment decisions, and 

plan for future uncertainties. Effective financial management enables entrepreneurs to make informed 

decisions and reduce risks associated with poor resource allocation. 

The survival of microenterprises depends not only on entrepreneurial motivation but also on the 

ability of owners to manage financial challenges effectively. Many small businesses fail not necessarily 

because of lack of demand or entrepreneurial effort but due to inadequate financial planning, weak 

record-keeping practices, and ineffective management of income and expenses. Financial literacy 

provides entrepreneurs with essential capabilities to maintain business stability and improve long-term 

sustainability. 

In competitive business environments, microenterprise owners must continuously adapt to 

changing market conditions and financial pressures. Access to financial services, digital payment 

systems, and business support programs can improve enterprise performance; however, these benefits 

can only be effectively utilized when entrepreneurs possess adequate financial knowledge. Therefore, 

financial literacy acts as a bridge between available resources and successful business management. 

This study investigates the relationship between financial literacy and the survival of 

microenterprises. By examining factors such as financial knowledge, budgeting capability, financial 

planning, and risk management awareness, the research aims to provide a structured understanding of 

how financial capabilities influence small business sustainability. The study contributes to 

entrepreneurship research by highlighting the importance of financial education as a foundation for 

improving microenterprise resilience and economic participation. 

 

2. Review of Literature 

2.1 Financial Literacy and Small Business Performance 

Financial literacy has become an important area of research within entrepreneurship and small business 

studies because of its influence on financial decision-making and business sustainability. For 

microenterprise owners, financial literacy involves understanding financial principles, managing 

available resources, interpreting financial information, and making appropriate decisions regarding 

income, expenses, investments, and business risks. These capabilities are particularly important because 

microenterprises often operate with limited financial resources and have fewer opportunities to recover 

from financial mistakes. 

Previous research indicates that entrepreneurs with stronger financial knowledge are more 

capable of maintaining effective financial records, preparing budgets, controlling operational costs, and 

planning for future business requirements. Financially literate business owners are also better positioned 

to evaluate financing options and avoid unnecessary financial risks. These capabilities contribute to 

improved business efficiency and greater chances of long-term survival. 

However, financial literacy among microenterprise owners varies considerably due to differences 

in education levels, access to training programs, business experience, and availability of financial 
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information. Therefore, improving financial education opportunities has become an important strategy 

for strengthening small business ecosystems and supporting entrepreneurial development. 

 

2.2 Financial Management Practices and Microenterprise Survival 

Microenterprise survival depends heavily on effective financial management practices. Unlike larger 

organizations with specialized financial departments, microenterprise owners are often directly 

responsible for managing all financial activities, including accounting, cash flow monitoring, expense 

control, and investment decisions. Weak financial management can create significant challenges, even 

when businesses have strong market potential. 

Research suggests that financial planning, record maintenance, and cash flow management are 

important predictors of small business stability. Entrepreneurs who regularly monitor financial 

performance are more likely to identify problems early and make corrective decisions. Effective 

financial management also helps businesses maintain operational continuity during periods of economic 

uncertainty. 

The relationship between financial management and business survival highlights the importance 

of developing practical financial capabilities among entrepreneurs. Training programs focusing on 

budgeting, financial planning, taxation awareness, and digital financial tools can improve the ability of 

microenterprise owners to manage business challenges effectively. 

 

2.3 Role of Financial Education and Entrepreneurial Resilience 

Financial education plays an important role in developing entrepreneurial resilience by improving 

individuals’ ability to respond to financial difficulties and market uncertainties. Microenterprise owners 

often face challenges such as fluctuating income, limited access to credit, rising operational costs, and 

unexpected business disruptions. Financially knowledgeable entrepreneurs are more likely to develop 

strategies that protect business continuity. 

Financial literacy also improves entrepreneurs’ confidence in interacting with financial 

institutions and utilizing available financial services. Better understanding of loans, savings mechanisms, 

insurance products, and digital financial systems can increase access to resources required for business 

growth. 

Existing literature demonstrates that financial literacy contributes significantly to microenterprise 

sustainability. However, further research is required to understand how different financial capabilities 

influence business survival and how financial education programs can be designed to address the 

specific needs of small-scale entrepreneurs. 

 

3. Objectives of the Study 

The present study aims to examine the influence of financial literacy on the survival of microenterprises. 

The research focuses on understanding how financial knowledge and management capabilities 

contribute to business sustainability. 

The objectives of the study are: 

 To examine the relationship between financial literacy and microenterprise survival. 

 To analyse the influence of budgeting skills, financial planning, financial knowledge, and risk 

management practices on business continuity. 
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 To evaluate the importance of financial education in strengthening the resilience and sustainability of 

microenterprises. 

 

4. Research Methodology 

4.1 Research Design 

The study adopts a quantitative analytical research design to examine the relationship between financial 

literacy and microenterprise survival. A conceptual framework was developed in which financial literacy 

dimensions represent influencing variables and enterprise survival represents the outcome variable. 

The research follows a simulation-based analytical approach. Hypothetical values are used to 

demonstrate quantitative assessment procedures and interpretation patterns. The study clearly 

distinguishes illustrative analysis from actual microenterprise survey data. 

 

4.2 Research Variables and Measurement Framework 

The research framework includes four major financial literacy dimensions: financial knowledge, 

budgeting capability, financial planning, and risk management awareness. These factors represent 

important entrepreneurial capabilities that may influence microenterprise survival. 

Enterprise survival is considered the dependent variable, reflecting business continuity, financial 

stability, and ability to manage operational challenges. 

 

Table 1: Research Variables and Measurement Framework 

Variable 

Category 
Construct Measurement Focus 

Independent 

Variable 
Financial Knowledge 

Understanding of financial concepts and business 

finance 

Independent 

Variable 
Budgeting Capability Ability to plan and control income and expenses 

Independent 

Variable 
Financial Planning 

Long-term financial preparation and resource 

allocation 

Independent 

Variable 

Risk Management 

Awareness 

Ability to identify and manage financial 

uncertainties 

Dependent 

Variable 
Microenterprise Survival Business continuity and financial resilience 

 

4.3 Data Framework and Analytical Procedure 

A simulated dataset representing microenterprise owners was developed for analytical demonstration. 

The assumed framework considers small business owners operating in different local economic 

environments.Descriptive analysis was applied to compare the contribution of different financial literacy 

dimensions toward enterprise survival. The analysis focuses on identifying which financial capabilities 

demonstrate stronger potential influence on business sustainability. 
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The methodology maintains transparency by identifying the simulated nature of the dataset. Future 

empirical studies may apply field surveys, regression analysis, structural equation modelling, or 

longitudinal research approaches to validate the proposed relationships. 

 

5. Analysis 

5.1 Assessment of Financial Literacy Factors Influencing Microenterprise Survival 

The analysis examines the influence of financial literacy dimensions on the survival of microenterprises. 

Since the study follows a simulation-based analytical framework, the presented values are illustrative 

and demonstrate the application of quantitative evaluation techniques. The analysis focuses on four 

major financial literacy factors: financial knowledge, budgeting capability, financial planning, and risk 

management awareness. 

The simulated findings indicate that budgeting capability demonstrates a strong influence on 

microenterprise survival. This suggests that entrepreneurs who effectively manage income, expenses, 

and operational costs are more likely to maintain business stability. Enterprise survival also 

demonstrates a high evaluation score, indicating that financial capabilities contribute significantly to 

long-term business continuity. 

Financial planning and financial knowledge show positive contributions because entrepreneurs 

with better understanding of financial concepts are more capable of making informed decisions 

regarding investment, resource allocation, and future business requirements. Risk management 

awareness also supports business resilience by enabling entrepreneurs to anticipate and manage financial 

uncertainties. 

 

Table 2: Simulated Analysis of Financial Literacy Variables 

Study Variable Mean Score Interpretation 

Financial Knowledge 4.20 Strong contribution through financial understanding 

Budgeting Capability 4.38 
Highest influence through effective resource 

management 

Financial Planning 4.30 High contribution through future-oriented decisions 

Risk Management 

Awareness 
4.15 Positive influence through uncertainty management 

Microenterprise Survival 4.35 Strong business continuity and resilience 

 

Note: The values are simulated for methodological demonstration and do not represent actual 

microenterprise survey findings. 
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5.2 Graphical Representation of Financial Literacy Influence 
 

Figure 1: Financial Literacy and the Survival of Microenterprises 

 
 

Interpretation: The graph illustrates the comparative influence of financial literacy dimensions on 

microenterprise survival. Budgeting capability records the highest mean score, demonstrating that 

effective management of financial resources is a critical factor supporting small business continuity. 

The results further indicate that financial planning and financial knowledge significantly 

contribute to enterprise stability. Entrepreneurs who understand financial concepts and apply structured 

planning practices are better prepared to manage operational challenges and respond to changing market 

conditions. 

 

6. Challenges 

6.1 Limited Financial Knowledge among Microenterprise Owners 

One of the major challenges affecting microenterprise sustainability is limited financial knowledge 

among business owners. Many entrepreneurs possess technical skills or market understanding but may 

lack expertise in accounting practices, financial planning, taxation, and investment decisions. 

Insufficient financial knowledge can result in poor budgeting, ineffective cash flow management, 

and difficulty accessing appropriate financial services. Therefore, financial literacy development 

programs are essential for improving entrepreneurial decision-making capabilities. 

 

6.2 Difficulties in Accessing Formal Financial Services 

Another significant challenge is limited access to formal financial resources. Many microenterprise 

owners face barriers such as lack of financial documentation, limited awareness of financial products, 

and difficulties meeting institutional requirements.Improving financial inclusion requires simplified 

financial services, entrepreneurship training, and better communication between financial institutions 
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and small business owners. Digital financial platforms may also provide new opportunities for 

improving access to financial resources. 

 

7. Discussion 

7.1 Role of Financial Literacy in Business Survival 

The findings highlight that financial literacy is a fundamental capability influencing microenterprise 

survival. Entrepreneurs who possess stronger financial knowledge are more capable of making informed 

decisions, controlling expenses, and maintaining business stability during uncertain conditions. 

Financial literacy enables microenterprise owners to move beyond short-term operational 

decisions and develop strategic approaches toward growth and sustainability. Effective financial 

management therefore represents an important foundation for entrepreneurial resilience. 

 

7.2 Importance of Budgeting and Financial Planning Practices 

The analysis demonstrates that budgeting and financial planning play significant roles in improving 

enterprise continuity. Microenterprises often operate with limited resources, making effective allocation 

and monitoring of finances essential for survival. 

Entrepreneurs who regularly prepare budgets, track expenses, and evaluate financial performance 

can identify potential challenges earlier and take corrective actions. These practices improve efficiency 

and reduce the likelihood of financial difficulties. 

 

7.3 Strategic Implications for Entrepreneurship Development Programs 

The study suggests that entrepreneurship development initiatives should integrate financial literacy 

training as a core component of business support programs. Providing entrepreneurs with practical 

financial skills can improve their ability to manage resources and achieve sustainable growth. 

Financial institutions, government agencies, and business development organizations should 

collaborate to provide accessible training, digital financial tools, and advisory support. Strengthening 

financial capabilities among microenterprise owners can contribute to broader economic development 

and entrepreneurial sustainability. 

 

8. Conclusion 

The present study examined the relationship between financial literacy and the survival of 

microenterprises by analysing how financial capabilities influence business continuity, resilience, and 

sustainability. Microenterprises play an important role in economic development by generating 

employment opportunities, supporting household incomes, and encouraging local entrepreneurship. 

However, their long-term survival depends significantly on the ability of entrepreneurs to manage 

financial resources effectively and make informed business decisions. 

The simulation-based analytical findings indicate that budgeting capability, financial planning, 

and financial knowledge are important factors influencing microenterprise survival. Among the 

evaluated dimensions, budgeting capability demonstrated the strongest influence, highlighting that 

effective management of income, expenses, and cash flow is essential for maintaining business stability. 

Entrepreneurs who possess stronger financial capabilities are better positioned to respond to financial 
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uncertainties, allocate resources efficiently, and sustain operations during challenging economic 

conditions. 

The study further emphasizes that financial literacy should be considered a strategic 

entrepreneurial capability rather than merely a personal skill. Understanding financial concepts enables 

microenterprise owners to evaluate investment opportunities, access financial services, control 

operational costs, and develop long-term business strategies. Financially literate entrepreneurs are more 

likely to demonstrate resilience and adapt effectively to changing market conditions. 

From a policy and managerial perspective, strengthening financial literacy among 

microenterprise owners should become an important component of entrepreneurship development 

initiatives. Governments, financial institutions, and business support organizations should provide 

accessible financial education programs, digital financial training, and advisory services tailored to the 

specific needs of small-scale entrepreneurs. Improving financial capabilities can enhance enterprise 

sustainability and contribute to broader economic development. 

The study has certain limitations because it follows a simulation-based analytical framework 

rather than a field-based empirical investigation. Therefore, the findings should be interpreted as a 

conceptual demonstration of possible relationships between financial literacy factors and business 

survival outcomes. Future research may include large-scale surveys, comparative studies across different 

regions, longitudinal analysis, and advanced statistical techniques to validate the proposed framework. 

Further investigations may also explore the influence of digital finance adoption, entrepreneurial 

experience, financial inclusion policies, and business networks on microenterprise resilience. 
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