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Abstract

The paper attempts to find out how different types of finan€ial literacy (general, specific and

aggregate) and other explanatory variables ( entrgpreneurs and enterprise) improve the
India. The data was collected from
309entrepreneurs using a structured que . Usig Ordered Logit model this study found
MSE:s. It was also found that ed‘:ation f the entrepreneur, along with their financial literacy,

increases firm’s performance Significantlye’Furthermore, problems of marketing, production and

human resource h

The findings

ative influence on the level of the performances of the firm.

provide entrepreneurs of MSEs and policymakers with insights

to design appropriate strategies and measures to boost the performance of MSEs through financial
literacy.
Keywo, in iteracy, Entrepreneurs, MSEs, Performance

INTROD ON

Micro and Small Enterprises (MSEs) are the pillars of emerging economies with respect to
economic development, sustainability, employability, and business integration. Globally, they
represent around 90 percent of ventures and above70 percent of employment. MSEs engaged in
the formal sector contribute up to 40 percent of national income in developing countries (United

Nations, 2021). In Indian context, this sector accounts for 30 percent to Gross Domestic Product
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(GDP), contributes 48 percent of the total exports(India Brand Equity Foundation, 2020) and
projects a growth rate of 12.88 percent (Government of India, 2021).However, statistics reveal that
20 percent of small ventures fail in year of their incorporation, 30 percentin second year, 50 percent
after five years and 70 percent of MSEs fail in their tenth year of their operation(Mclntyre,

2018).This sector has been struggling with thenumerous challenges such ass

credit, lack of access to new technology, poor marketing platform (Mukhe 018), paucityof
digital support, deficient literacy, insufficient formal procedure and di
resources,lack of talented Human Resource and deart of wusing
consultants(Atkinson, 2017).
Key seminal studies depict that inadequate financial literacy acts as athinderance in the growth and

development of MSEs which avertthem to proc the financial institutions

(Karadag, 2018). Therefore, this problem ca by enhancing the level of financial

literacy among the MSE entrepreneurs (Nasr a

Financial Literacy

o&\/ISEs preneursis a crucial indicatorfor the success and

ardi@and Mitchell(2009) defined financial literacy as “the

A strong financial foundat
expansion of the ent
knowledge of basic financ s and ability to do simple calculations”. A widely accepted
on ancial literacy has been apprehended by Organisation for

evelopment (OECD) as “knowledge and understanding of financial

the skills, motivation and confidence to apply such knowledge and
er to make effective decisions across a range of financial contexts, to improve
the finan l-being of individuals and society, and to enable participation in economic life”
(OECD, 2014). According to Ali et al.(2018)“financial knowledge is the ability to manage
financial matters”.Likewise, Atkinson and Messy (2012) described financial literacy as “a
combination of awareness, knowledge, skill, attitude and behaviour necessary to make sound
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financial decisions and ultimately achieve individual financial wellbeing”.Further, Carlin and
Robinson (2012)comprehended financial literacy as “the ability to make financial decisions in their
own best short-and long- term interests.”

Karadag, (2018)stated that lack of financial literacy among the entrepreneurs creates a problem of

account and performance variables. Hence, the lit
the most prominent variableswheregovernm
growth and performance of MSEs.
India has low level of overall financial lite

andReserve Bank of India. As per

Therefore, t plére the impact of financial literacy of the entrepreneurs along with

papc

other variable ance of the MSEs. Hence,the present paper aims:

. To assess the ct of demographic variables on the level of performance of MSEs in the
state o b, India.
. ine the impact of different types of financial literacy (general, specific and

aggregate) of the entrepreneurs on the performance of MSEs.
. To analyse the impact of various problems (Financial, Human Resource,Production and
Marketing) on performance of MSEs.
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REVIEW OF LITERATURE

Financial Literacy of Entrepreneurs

Financial literacy of the entrepreneurs is vital in order to boost up the profits
manage finance, mitigate risk and hence improve the performance of the
to make more timely and sound decisions for their enterprise (Barte,

that the majority of the businessmen were well-educated and %

entrepreneurs to manage and survive theit busi

®

Financial P E

Performdnce rim§'1s multidimensional in its nature and is typically used as a metric of

measuring financial th of enterprise over a span of time. A number of parameters have also
been i d bywarious scholars to assess the Performance of MSEs such as Profitability (gross
profit margingiet profit from operations), Return on Asset (ROA), Return on Investment (ROI),
Return on Equity (ROE), Return on Sales (ROS), Market Share, and Operational Efficiency
(Adomako & Danso, 2014).Maduekwe and Kamala, (2016)ascertained the extent of usage of
financial and non-financial performance parameters in managing their firms in the Cape
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Metropole. Pervan et al.(2019) advocated that age of the enterprise, labour cost, industry
concentration, GDP and inflation significantly impacts the firm’s profit margins. The literature
showed that previous studies have used both financial and non-financial parameters to measure the

performance of the firm. Since, the financial parameters are assessed objectively therefore, in the

present study only financial parameters such as profitability, growth, invest
liquidity have been used to measure the level of performance of MS ameters are

considered critical to measure the state of financial health of an ent isc.

Financial Literacy of Entrepreneurs and Performance of the

the entrepreneur’s financial literacy led @

repayment of loans and lesser 1 fay

entrepreneurs w

entrepreneun$” shou ve “their financial literacy in the spheres of financial planning,
budgetin@yca a ment and preparation of financial statements in order to enhance the
performance ‘6f their miicroenterprises. However, Eresia and Raath (2013)exhibited that there was
no sig t relasionship between owners’ financial literacy and business growth. Osinde et
al.,(2013)%di ered that individuals who attended training recorded an escalated performance
with respect to sales growth and profitability. 83.3 percent respondents who attended training
demonstrated fair growth in profitability in comparison to 41.2 percent of those who never attended
training. Higher gross profit ratio leads to higher level of all three types of financial literacy of the
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entrepreneurs. In the nutshell, financial literacy aids entrepreneurs to efficiently utilized financial
services (Nunooand Andoh, 2011) and made sound financial decisions (Barte, 2012). However,
the previous literature has not investigated the role of financial literacy in the performance of MSEs
in the Indian context in general and specifically in the state of Punjab, thus creating a research gap.

Therefore, the state of Punjab, India has been chosen in the present study. Th W adds to the

body of knowledge by investigating and evaluating the impact of various
along with other pertinent variables on the performance of MSE

Ordered Logit model.

RESEARCHMETHODOLOGY

Sampling Design ,
In the present study, entrepreneurs of MSEs g@gistered Under the Micro, Small and Enterprise

Development Act, 2006 in the state of Punjab @
MSEs were registered in the period fro 08 to 20

sedfor survey. The data states that 11,894
-15(Government of India, 2016). Hence,

375 entrepreneurs were selected

Krejcie and Morgan, (1970) for the sample sizedetermination using multi stage random sampling

Stage I: Using Purpost , ofilly Micro and Small Enterprises were determined because

these account for 99.19 per total number of registered MSME:s in the year 2015.
tal Sampling Technique, districts such as Ludhiana, Jalandhar
hest number of registered MSEs were chosen.

nce Cluster Sampling Technique was used to select three industrial areas

Enterprises (282 Micro Enterprises and 93 Small Enterprises) in proportion to the registered MSEs
in the selected Districts.
While,309 entrepreneurs responded with duly filled questionnaires (82.4 percent).
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Table 1: Sample of the study
. Number of Registered | Number of Registered Nl}mber of | Number  of
City Micro Enterprises Small Enterprises Micro Small
Enterprises Enterprises
Ludhiana 5384 2008 170
Jalandhar 2255 564 71
S.A.S. Nagar 1307 376 41
Total 8946 2948 282
Total Sample 375

Source: Government of India (2016), Departmen

Formula used to determine the sample size (Nar;

N=p (1 -p)(Ze)2
Where,
N = Sample Siz
Z = Value from the standard normal distribution that depicts the confi
the present

level (e.g., Z or 95 per cent has been used in

Micro Enterprises

Figure 1: Sampling Procedure

v

Small Enterprises

Stage |
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Data Collecti

aire was employed to collect used in this paper.

variables (profile of entrepreneurs and MSEs, different types of financial literacy of entrepreneurs,
problems faced by MSEs)on the level of performance of MSEs.
This study estimates the following model:
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FirmPer formances;
= By + F1Age; + ;Education; + BEAHEEﬂtmrissi + By Dms;
+ f.Dsm. + B.Dss; + B.DLudhi. + f;D]alan, + B Market,
+ fypProduction; + f,, Human resources;
+ By;GeneralFL or,SpecificFL or,AggregateFL, + e, —

Where, = different financial performance of firm ‘i’considered se 1y end ariable

and 1is the random error term. Detail description and the summary s cs mentioned
in equation (1) ispresented in table 2.

RESULTS AND DISCUSSION p 4

Descriptive Analysis

The analysis of the data was carried out by usi ive amalysis shown in Table 2. This clearly

shows that entrepreneurs of the registe are generally moderately educated. It wasfound

that the average age of the ente

are at growth stage. Other results are selfexplandtory.

®
®
Table2: Descii\%
Standard . .
Y S Description of the Variables Mean Minim | Maxi

X Deviation um mum

©)
Age (in years): “17=25 and Below
(51);“27=26-35 (110); “3”=36-45 (101); | 35.515 9.134 19 57
“47=46-55 (44); “5=55 and Above (3)
Education of the Entrepreneur:
“1”=Matric (49); “2”= Senior Secondary (55);
Education “3”=Professional Diploma (102); | 3.103 1.467 1 6
“4”=Graduate (58); “5”=Professional Degree
(17) and “6”=Postgraduate (28)

Age
Entrepreneur
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Age of the Enterprise: “17=below 5 years (71);
Age of Enterprise | “2”=5 to 10 years (134) and “3”=10 years and | 2.107 0.746 1 3
above (104)
Gross Profit Ratio | Oross Profit Ratio: “I"=Low;"2"=Moderate | 4 793 | g 7g7 1 3
and “3”=High
Net Profit Ratio }:IeiE_Pr.oﬁt Ratio: “1”=Low;“2”=Moderate and 1576
3”=High
Growth in Sales S}r,(’)jvth in Sales: “1”=Low; “2”=Moderate and 1715
3”=High
Growth in Assets S}r’(,)wtl.l in Assets: “1”=Low;“2”’=Moderate and 1618
3”=High
Return on Assets ‘I‘{ejurn.on Assets: “1”’=Low;“2”=Moderate and 1576
3”=High
Return on Return on Investment:“1”’=Low; 2”=Moderate
Investment and “3”=High
. Current Ratio: “1”=Low;“2”=Moderate and
Current Ratio s e
3”=High
. .| Debt-Equity Ratio: “1”=Low;“2”=
Debt-Equity Ratio and “3”=High 1 3
GeneralFL Gener_al_Flnanc!aI Literacy: (O=lowest litera 4158 1.359 1 6
and 6=highest literacy)
- Specific Financial Literacy: (0
SpecificFL and 14=highest literacy) g 7.588 2.607 2 13
Aggregate Literacy al
AggregateFL Literacy +Specific Ei 11.702 3.439 6 18
Financial Financial Problg
“2”=Disagree;*3 ’=Agree; | 4.003 0.565 171 5
Problems oo
5”=Strongly Agree
Marketing A ’
Problems 4”=Agree; | 3.705 0.592 2.33 5
. : “1”=Strongly Disagree;
Production . g i
Problems ; 4”=Agree; | 3.585 0.576 1.67 5
esourceProblems:  “1”=Strongly
“2”=Disagree; “3”=Neutral; | 3.777 0.704 1 5
ce; “5”=Strongly Agree
se egterprlse is located in Ludhiana=1; 0.605 0.490 0 1
rwise=0
In case e_nterprlse is located inJalandhar=1; 0.236 0425 0 1
otherwise=0
In case enterprise is located inS. A. S. Nagar=1; 0.366
otherwise=0, (default dummy) 0.159 ' 0 !
In case enterprise is Micro-Manufacturing 0494
Dmm (180)=1; otherwise=0, (default dummy) 0.583 ' 0 1
Dms In case enterprise is Micro-Service (50)=1; 0.197 0.399 0 1
otherwise 0
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In case enterprise is Small-Manufacturing
Dsm (61)=1; otherwise=0 0.162 0.369 0 1
Dss In case e_nterprlse is Small-Service (18)=1; 0.058 0235 0 1
otherwise=0

2Gross Profit Ratio, Net Profit Ratio, Growth in Sales, Growth in Assets, Return on Assets,
Current Ratio, Debt-Equity Ratio

Performance of MSEs

return on assets, return on investment, current ratio and debt-equity tatio

on Investment,

Table 3: Financial Literacy, Gross Profit a et Profit Ratio (estimated co-efficient from
equation)
Independent ependent Variables
Variables Gr Net profit | Net profit | Net profit
fit ratio ratio ratio ratio
Q) (4) () (6)
Age .0107 -0.0136 -0.0108 -0.0177
(0.77) (-0.90) (-0.72) (-1.13)
Education 0.1075 0.2351*** | 0.1469 0.0392
(1.19) (2.64) (1.60) (0.40)
Age_Enterprise -0.3955** -0.1997 0.0131 -0.0618
— (-2.31) (-1.08) (0.07) (-0.32)
Dms -0.0160 -0.0361 -0.2566 -0.8337**
(-0.05) (-0.11) (-0.76) (-2.26)
Dsm - . -0.5770 -0.7491* -0.8837** -1.2206***
(-1.48) (-1.21) (-1.61) (-1.89) (-2.19) (-2.80)
Dss 1.4920*** | 1.6127*** | 1.2613** 0.3895 0.2693 -0.3159
(2.67) (2.73) (2.14) (0.78) (0.51) (-0.58)
DLu -0.4105 -0.3189 -0.3231 -0.2132 -0.1607 -0.0226
(-1.16) (-0.90) (-0.89) (-0.56) (-0.42) (-0.06)
DJalandhar -0.3129 -0.2301 -0.3047 -0.3125 -0.1434 -0.2153
(-0.79) (-0.58) (-0.75) (-0.74) (-0.34) (-0.48)
. -0.1219 -0.1282 -0.1601 -0.2483 -0.0886 -0.1977
Marketing Problems | 5y (-0.56) (-0.69) (-1.03) (-0.36) (-0.77)
. -0.4805* -0.5829** -0.5346* 0.3986 0.5368 0.4755
Production Problems | g5 (2.16) (1.96) (1.40) (1.88) (1.59)
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Human Resource -0.5310** | -0.4950** | -0.4492** | -0.3741* -0.3329 -0.2045
Problems (-2.54) (-2.33) (-2.08) (-1.74) (-1.53) (-0.89)
General EL 0.6427*** 0.8704***
(6.09) (7.29)
- 0.3883*** 0.5551***

Specific FL (6.68) (8.17)

E *kk
AggregateFL ?73(?29)0 ' 0.5872
Pseudo R-squared 0.182 0.197 0.221 0.206 0.]
LR Chi- squared 119.924*** | 129.503*** | 145.397*** | 120.698*** 3
Note: i) Figures within parentheses represent t-statistics; ii) ***; ** and * represe ance
at 1 percent; 5 percent and 10 percent level respectively.

is significantly negative for the gross pr
isePdue t

reduces the profitabili
increases, its profitability cline. Negativeeffect of age of enterprise on profitability
impliesas a gr theirareas of operations (production, logistics, quality control, etc.)
obsolete i ing the operational cost and reducing the profit margins of the
Ver, e findings with the previous studyby Khaleque

enterprise. disagree

(2018 tre that older enterprisesoperate their ventures with more experience and a
stronger | positionto execute their business that enhances their profitability. Besides this,
the estimated coefficient of small-service firms is positive and significant only forGross Profit
Ratio.While the estimated coefficient of micro-service and small-manufacturingenterprises is
negativesignificant for Net Profit Ratio.The finding accords with the resultsof Truventor(2021)
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which highlighted that, due to the small size of the enterprises, they find it difficult to get raw
materials at reasonable prices thereby considerably reducing their profitability margins. On the

similar lines, human resource problems negatively influence the level of both gross and net profit

specific and aggregate has a positive and significant impact on the

net profit ratio.This indicates that with the higher level of financial &
able to manage both their income and expenses which le
invested.

Table 4: Financial Literacy, Growth in Sales and ated co-efficient)

elSSN:2997-2809

t Variables
Independent Variables Growth in Growth in Growth in Growth in
Sales Assets Assets Assets
@) 4) (5) (6)
Age -0.0017 0.0247 0.0217 0.0217
(-0.13) (1.70) (1.46) (1.44)
Education 0.2074** 0.0863 -0.0408 -0.1323
(2.41) (1.00) (-0.45) (-1.38)
Age_Enterprise -0.4625*** | -0.2838 -0.3492*
- (-2.58) (-1.57) (-1.88)
Dms 0.7777** 0.5821* 0.2732
(2.43) (1.78) (0.81)
0.1414 0.1773 0.0523
(0.40) (0.48) (0.14)
0.7606 0.4690 0.1140
(1.48) (0.87) (0.21)
-0.9474*** | -0.9063** | -0.9221**
(-1.03) (-2.62) (-2.39) (-2.40)
-0.1766 -1.2054*** | -1,1527*** | -1.2712***
(-0.44) (-2.90) (-2.70) (-2.91)
0.0338 -0.5258** | -0.4942** | -0.5907**
(0.15) (-2.29) (-2.09) (-2.41)
Production Problems -0.0343 0.0833 0.0541 -0.0469
(-0.13) (0.31) (0.20) (-0.17)
Human Resource -0.2258 -0.1529 0.0194 0.1080
Problems (-1.12) (-0.76) (0.09) (0.50)
GeneralFL 0.6915*** 0.6334***
(6.46) (5.77)
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- 0.5461*** 0.5071***
SpecificFL (8.45) (7.84)
0.5038*** 0.4698***
AggregateFL (9.50) (8.83)
Pseudo R-squared 0.176 0.240 0.286 0.166 0.228 0.267
LR Chi- squared 112.785*** | 153.652*** | 182.679*** | 100.977*** 162.169***

138.359***

Note: i) Figures within parentheses represent t-statistics; ii) ***; ** and * represents the leve
percent; 5 percent and 10 percent level respectively.

ificance at 1

Results provided in Table 4 depicts that the estimated coefficient of theie

table 3.

Table 5: Financial Literacy, Return on Assets 2

Independent Variables
Return on Return on Return on Return on
Assets Investment | Investment | Investment
@) 4) (5) (6)
Age 0.0092 0.0160 0.0118 0.0109
(0.61) (1.09) (0.78) (0.72)
Education . 0.1146 0.3315*** | 0.1872** 0.1443
(2.16 (1.12) (3.71) (1.97) (1.49)
Age_Enterprise -0.4077** -0.3463* -0.1771 -0.2414
- (-I'52) (-2.00) (-1.94) (-0.96) (-1.28)
Dms 1281 -0.3544 0.7768** 0.3769 0.0924
(0.36) (-0.94) (2.38) (1.09) (0.26)
0.1889 -0.0287 -0.0373 -0.1280 -0.2587
(0.49) (-0.07) (-0.10) (-0.33) (-0.65)
Dss 0.6217 0.1614 0.7003 0.3905 0.0579
(1.11) (0.28) (1.37) (0.70) (0.10)
DLud -0.2028 -0.2369 -0.7745 -0.6453 -0.6535
. (-0.50) (-0.56) (-2.14) (-1.66) (-1.66)
DJalan -0.5447 -0.1708 -0.4069 -0.6278 -0.5163 -0.6439
(-1.26) (-0.38) (-0.86) (-1.55) (-1.20) (-1.48)
Marketing Problems 0.1352 0.2476 0.1552 -0.0345 -0.0007 -0.1171
(0.55) (0.96) (0.58) (-0.14) (-0.00) (-0.43)
Production Problems -0.1433 -0.0628 -0.1429 -0.4119 -0.4341 -0.5331*
(-0.50) (-0.22) (-0.47) (-1.47) (-1.45) (-1.77)
Human Resources -0.2643 -0.2167 -0.0978 -0.5295** -0.4399* -0.3528
Problems (-1.26) (-0.98) (-0.42) (-2.40) (-1.86) (-1.48)
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0.8556%*** 0.5031***
GeneralFL (7.19) (4.76)
- 0.6088*** 0.5039***
SpecificFL (8.53) (7.70)
0.5902%*** 0.4387***
AggregateFL (9.53) (8.39)
Pseudo R-squared 0.236 0.290 0.351 0.185
LR Chi- squared 137.671*** | 168.981*** | 204.640*** | 112.6559***
Note: i) Figures within parentheses represent t-statistics; ii) ***; ** and * represents t
percent; 5 percent and 10 percent level respectively

Table 5 reports that the estimated coefficient of the education is ant for both

return on assets and return on investment. The educated able to efficiently
manage the assets and investments by evaluating them on the basiSiof payback period, cost and
benefit analysis.

Most important findings reveals that all three types of General, Specific and Aggregate Financial

Literacy are highly significant with regards t assets and return on sales. This stipulates

that with the higher level of financia epreneurs will be able to manage the
investments and assets effectively 1ll increase the amount of return generated

by investing in assets and investments ofithe entefprise.
®
®
Table 6: Fin 1 nt Asset Ratio and Debt Equity Ratio (estimated co-efficient)
Independent vai Dependent Variables:
Debt- Debt- Debt-

Cur_rent Cur_rent Cur_rent Equity Equity Equity
Ratio Ratio Ratio . . .
(1) @) 3) Ratio Ratio Ratio (6)
(4) (5)
Age 0.0203 0.0155 0.0132 0.0017 -0.0050 -0.0069
(1.46) (1.09) (0.92) (0.12) (-0.35) (-0.48)
Education 0.2705*** | 0.1322 0.0787 0.0076 -0.1361 -0.1996**
(3.08) (1.42) (0.83) (0.09) (-1.46) (-2.07)
Age_Enterprise -0.3023 -0.1631 -0.2078 0.0886 0.2621 0.2225
- (-1.78) (-0.92) (-1.18) (0.51) (1.47) (1.24)
Dms 0.7467** | 0.4690 0.2472 -0.0697 -0.3913 -0.6556*
(2.37) (1.44) (0.74) (-0.22) (-1.16) (-1.89)
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Dsm -0.2493 -0.3686 -0.4452 0.0448 -0.0212 -0.0572
(-0.72) (-1.01) (-1.21) (0.12) (-0.06) (-0.15)
Dss 0.3446 -0.0466 -0.3133 0.5808 0.2031 -0.0489
(0.71) (-0.09) (-0.62) (1.15) (0.38) (-0.09)
. . -0.9878*** | -0.9700*** | -0.2581 -0.1955 -0.1405
*k*k
DLudhiana (on |27 |268) | (072) | (053 | (03)
DJalandhar -0.3192 -0.1961 -0.2345 0.1599
(-0.83) (-0.49) (-0.59) (0.39)
B - *xk | *xx |
Marketing Problems 06099+ (?2'7;’;)6 (?575’)1 0.5793%+*
(-2.71) ' ' (-2.58
Production Problems 0.0694 0.1339 0.0455 .48 -0.5680**
(0.27) (0.49) (0.17) (-2.03)
Human Resources Problems | 2:22>7 0.0345 0.1115 0.1123
(-0.64) (0.17) (0.53) (-0.54)
0.3915***
GeneralFL (3.86)
. 0.4635*** 0.4419***
SpecificFL (7.62) (7.07)
0.3808***
AggregateFL (7.68)
Pseudo R-squared 0.138 0 0.112 0.179 0.196
LR Chi- squared 86.767*** | 138 **%k 1 64.605*** | 103.457*** | 113.688***

Note: i) Figures within parentheses rep
percent; 5 percent and 10 percent leve

The estimated co-efficients

AN

aggregate

COMMENDATIONS

ttempted to find out the impact of financial literacy (general, specific and

1al literacy)and other variables on the level of performance of the MSEs in the

state of Punjab, India. The data was collected form 309 entrepreneurs from the three districts

namely, Ludhiana, Jalandhar and S.A.S. Nagar via structured questionnaire. Performance of MSEs

being multidimensional its nature has been measured with diverse parametersuch as profitability,
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growth, investment, liquidity and solvency of the firm.The findings reveal that the performance of
the enterprise’s ranges between low to medium of the standard benchmarks. Further, it has been
found that education of the entrepreneurs has a significant impact on the gross profit ratio, net

profit ratio, growth in sales, return on assets, return on investments, and current asset

Current Asset Ratio and Debt-Equity Ratio).Henc
credit course on basic concept of entrepreneus
advanced concept at diploma/degree level for &

as financial capabilities, financial liter:

for registration of MS coffipulsory training once in three years.
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