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ABSTRACT

The objective of this study is twofold: to determine the relationship in the level of financial literacy of
managers and owners of micro-enterprises in Dipolog City when data are grouped in terms of age, sex,
educational attainment and; to determine the relationship between financial literacy and business
performance. This study used a descriptive method in analyzing the data with the aid of a questionnaire to a
purposively 100 Philippine Government Electronic Procurement Services (PhilGeps) previously and
currently registered micro-enterprises.

The study revealed that women-owned and managed micro-enterprises accounted for a frequency of 52
followed by the male which accounted for a frequency of 48. The majority or 61 of the respondents have ages
ranging from 21 to 42 years old and the majority of the respondents are run by college graduates with a
frequency of 72. Likewise, the study revealed that there is no significant relationship on the financial literacy
of managers and owners of micro-enterprises when data are grouped in terms of sex, age and educational level
using the Spearman Rank Correlation statistical tool. This is because the respondents carry the same duties
and responsibilities with partial application in terms of budgeting, debt management, risk management, and
saving. The respondents have also fully applied record-keeping but moderate in terms of financing. On the
other hand, there is a significant relationship between financial literacy and the average annual total
capitalization and the average annual total net profits as a metric of business performance.

Keywords: Financial Literacy, Business Performance, Micro-enterprises

INTRODUCTION

Every manager or owner in each enterprise is the major contributor when it comes to the process of decision-
making involving the distribution and use of resources. To act effectively, it is assumed that every manager or
owner has to be financially literate with the ability to analyzed and managed financial conditions towards
financial stability.

Financial literacy is described as the "Ability to make informed judgments and to take effective actions
regarding the current and future use and management of money" by the United States Financial Literacy and
Education Commission. Since it aids in comprehending and assessing the data required to make daily
decisions that have financial implications for the management of the companies' day-to-day operations,
financial literacy is seen as a crucial component of the success of small businesses (Fernandes, 2015).

A person who lacks financial literacy is more likely to struggle with debt, be more involved with expensive
credit, and be less likely to make long-term plans (Lusardi et. al., 2010), the owner is highly exposed to risk
of outcomes of wrong financial decision making (Senevirathne & Wadk, 2016), has caused business failures
(Niwaha, Schmidt and Tumuramye, 2016), and shutdown of businesses (Niederauer, 2010).

As reported by the Philippine Statistics Authority (PSA) 2017 list of establishments, micro- enterprises make
up 89.5 of all registered businesses in the Philippines and it contributed to almost 30.3 percent of the working
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population (DTI, 2017). In Dipolog City Zamboanga Del Norte, it has a total of three thousand six hundred
eighty-two (3,682) MSMEs of which majority or three thousand six-hundred twenty (3,620) are micro-
enterprises (DTI, 2017). Although micro-enterprises were a woofing contribution of the economy, the
entrepreneurs of micro-enterprises are still beset with the trouble of financial management (Sucuachi, 2013).
Brown, Saunders & Beresford (2006), believes in the fundamentals of ethical business conduct and financial
literacy. An important predictor of the growth and performance of firms in a challenging financial
environment is the entrepreneurs' strong financial system (Sucuachi 2013).

The purpose of this study, as envisioned by the researcher, is to ascertain whether there is a significant
correlation between the financial literacy of managers or owners of micro-enterprises in Dipolog City when
data are grouped according to sex, age, and educational attainment. Additionally, this study will look into if
there is a connection between managers' or owners' financial literacy and the success of micro-enterprises in
the City of Dipolog.

Objectives

The study aimed to determine the financial literacy of managers or owners of micro-enterprises in the City of
Dipolog, the calendar year 2017.

Specifically, it answered the following questions:

1. What is the demographic profile of the respondents in terms of:
1.1 sex;
1.2 age;and
1.3 educational level?
2. How do the respondents apply the metrics of financial literacy in micro-enterprise business in

terms of:
2.1  budgeting;
2.2  financing;

2.3 debt management;
2.4 record-keeping;
2.5  risk management; and
2.6  saving?
3. What is the business performance of the micro-enterprise business for the last five years (2013-
2017) in terms of:
3.1  average annual total capitalization;
3.2 average annual total assets;
3.3 average annual total net profits;
3.4  average annual total sales;
3.5 average annual total expenses;
3.6 average annual total number of employees; and
3.7 the annual number of business expansion or branches?
4. Is there a significant relationship in the level of financial literacy of managers or owners’ micro-
enterprises in the City of Dipolog when data are grouped in terms of sex, age, and educational level?
5. Is there a significant relationship between the financial literacy of managers or owners and the micro-
enterprises' business performance?

THEORETICAL/CONCEPTUAL FRAMEWORK

This study is anchored on the following theories, to wit: 1. Self-Efficacy Theory by Albert Bandura (1997),
2. Transaction Cost Theory by Williamson (1979) and 3. Cause and Effect Theory by David Hume (1748).

1. Self-Efficacy Theory. Self-efficacy is the belief in one’s ability to muster and implement the
necessary personal resources, skills, and competencies to attain a certain level of achievement on a
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given task (Bandura, 1997). Self-efficacy for a specific task has been showed to be a robust predictor
of an individual’s performance in that task and helps to explain why people of equal ability can
perform differently. An individual with high self-efficacy will exert effort on task for a greater length
of time, persist through setbacks, set and accept higher goals and develop better plans and strategies
for the task. In the context of financial literacy, this theory is related to how managers or owners of
micro-enterprises manage their ability in terms of financial management skills that might lead to a
positive or negative impact on the business performance.

2. Transaction Cost Theory. (Williamson 1979, 1986) posits that the optimum organizational structure
is one that achieves economic efficiency by minimizing the costs of exchange. The theory suggests
that each type of transaction produces coordination costs of monitoring, controlling, and managing
transactions. According to Polski et al. (2001), transaction theory postulates that organizations suffer
costs as they purchase, set up, and use resources. Financial literacy is necessary for someone to
manage transactions properly. In the future, a lack of financial literacy will result in higher
transaction costs, which will have a detrimental impact on performance. Their financial literacy will
make it possible for managers or owners of micro-enterprises to pinpoint transactions that will
improve operational efficiency.

3. Causation Theory. This theory explains the relation that holds between two temporally simultaneous
or successive events when the first event (the cause) brings about the other (the effect).

Scholars and politicians in rich and developing nations have realized over the past 20 years how vital financial
literacy is to the establishment and continued existence of small businesses (Wise, 2013). The precise impact
of financial literacy on performance has been the subject of scholarly investigation (Chamwada, 2015).
Budgeting, saving, record keeping, and financing skill is a contributing factor to the business operation and
these are measurements of financial literacy (Sucuahi, 2013). Constantly creating and maintaining a budget for
the business secures a smooth sailing of business endeavors. According to Braunsten and Welch (2002),
saving contributes to financial security, wealth increase (Gokhale 2000), and a higher standard of living.
Record keeping is a source of crucial information necessary for making significant decisions and is in charge
of reducing risk. (Gray, Sebstad, Cohen and Stack, 2009). The ability to borrow funds from external sources
with little expense and repayment responsibility is known as financing skill (Sucuahi, 2013), whereas risk
management is the process of assuring firm security or risk prevention. lopev and Kwanum (2012) point out
that risk management is particularly vital to the survival of small businesses while debt management is the
capacity to manage debt to regain control of finances. The business performance of a micro-enterprise is the
result of financial literacy application.

Self-efficacy in terms of financial management skills is affected by the environment of their homes and from
environments such as friends, schools, churches, and media. The financial literacy behavior of managers or
owners of micro-businesses is influenced by their level of self-efficacy in financial management. It enables
individuals to manage transactions effectively of any financial transaction taking place that reduced
transaction costs leading to positive business performance. On the other hand, low self-efficacy in terms of
financial management skills also affects the financial literacy behavior that enables an individual to manage
transactions negatively and has poorly managed financial transactions leading to an increase in transaction
cost influencing negatively the performance of the business. The majority of academics concur that business
owners consistently make decisions about the acquisition, distribution, and use of resources, regardless of
their age. Such actions nearly always have financial repercussions. Entrepreneurs need to be financially
knowledgeable in order to be successful (Oseifuah, 2010).

Measuring Financial Literacy

According to the first-ever S&P Global FinLit Survey, a detailed and comprehensive analysis of worldwide
financial literacy by the World Bank, Gallup, and George Washington University, the world's population has
only a financial literacy percentage of about one third. Financially literate people have the competency to
decide about investments, savings, borrowing and more (Asaad, 2015). As far back as 2015, Nkrumah stated
that financial literacy has been recognized all around as a basic apparatus for development with issues
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identifying with budgeting, savings, investment and the administration of risks that are significant for the
individuals, households, and businesses in their developmental procedure. Financial literacy of an individual
can be assessed using topics such as budgeting, financing, debt management, record keeping, risk
management, and saving.

Budgeting

An organization's activities are expected to contribute in terms of expected cash flow, or revenues and
outlays, over a specified period of time, and budgeting is the process of developing a spending plan (Heinle,
Ross & Saouma, 2014). Even when the budget may not be totally accurate, budgeting has helped to enhance
corporate management, optimize profits, and minimize losses (Ibrahim, 2017). The key to accomplishing
financial objectives and becoming financially literate is to establish a budget. Creating and adhering to a
budget will increase one’s awareness of spending patterns and help minimize excessive or unnecessary
spending (Styles, 2018). Microbusiness managers employed budgeting to monitor performance, which is a
component of long-term viability (Sucuahi, 2013). Ibrahim (2017) claims that budgeting is yet another factor
that improves the efficiency of business operations. Consequently, one of the reasons why small firms fail is
a lack of budgeting (Warue and Wanjira, 2013) and the absence of financial literacy in terms of budgeting
among SMEs greatly affects their performance (Maziriri, Mapuranga & Madinga, 2018). But in the study of
Sucuachi (2013), budgeting has been utilized by micro-business managers to track performance, but they
were unable to do it frequently.

Financing

Financing is the capacity to obtain finances at a minimum cost. Sucuachi (2013) stressed in his study that a
measure of financial literacy is financing skill. Moreover, it is the capacity to raise money from outside
sources at a little cost and with little payback obligation. According to the author Assibey (2010), most
entrepreneurs of micro-enterprises are illiterate when obtaining the finances of their business. So, the author
Fatoki (2014) believes that financially literate SME owners make better financial decisions than their
financially knowledgeable peers with fewer management errors. The ability to make informed financial
judgement and choices increase one’s ability to obtain and use financial services, which benefits SMEs
(Okello et. al., 2016). So, financial literacy of owners of SMEs is a very important factor in explaining; 1.
utilization of financial services by SMEs (Andoh & Nunoo, 2011); 2. how people control their capacity to
comprehend financial services and items and; 3. to have understanding of a multitude of financial services
and products, which are ever-evolving (Tontowi et. al, 2017). On the contrary, SMEs may find it challenging
to understand the financial products offered by financial institutions due to low financial literacy. (Andoh &
Nunoo, 2011). Therefore, by educating them risk-reduction strategies like avoiding excessive debt, financial
literacy aids in SMEs' owners' preparation for challenging economic times (Sieke et. al., 2013).

Debt Management

Debt management is the capacity to manage debt to regain control of finances. Paying bills is not only
important that one pays his or her bill at some point, but rather that one pays them on time and in full (Styles,
2018). In the study of Ibrahim (2017), he discovered that micro-business owners who were students were
unsure about calculating the firm's total debt position and obtaining financing at the lowest possible cost. His
study calls for the need to promote financial literacy and practice that reflects debt management and in his
study debt management is also one of the metrics of financial behavior that directly contributes to the
profitability of the MSE’s. MasterCard (2011) observes that financial literacy helps SME’s owners to evaluate
financial products, thus, make informed decisions that facilitate proper debt management among SMEs
owners. Individuals with more learning can proficiently scan for lower borrowing rates (Maziriri, Mapuranga
& Madinga, 2018). Research has shown that the majority of microentrepreneurs are financially illiterate
when it comes to raising capital for their business (Assibey, 2010). According to Ibrahim (2017), improving
debt management abilities is essential for MSE managers to perform better.
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Record keeping

Record keeping is the skill of creating and maintaining records or accounts for expanding and sustaining the
business. It is a process for compiling, organizing, storing, and analyzing a company's financial data to make
it easier to run the business on a daily basis and to produce reports, tax returns, and statements, Ibrahim
(2017). It is in charge of lowering risk and is a source of critical information required for making important
decisions (Gray, Sebstad, Cohen and Stack, 2009). Record keeping is a barometer of financial literacy
because business owners cannot rely on their mental recall to summarize all transactions of the day (Sucuahi,
2013). Keeping accurate accounting records is crucial for decision- making that influences how well small
businesses perform has been stated in the study of Adejare & Adekunle (2014). But in the study of Tan
(2017), entrepreneurs of micro-enterprises do not use formal record books such as journals and ledger,
instead, they used notebooks and pieces of paper in recording business transactions. Owners of small
businesses maintain records, but not in a formal way (Rutherford, Mcmullen and Oswald, 2011). As supported
by the study of Oco (2014), the author revealed that women entrepreneurs of micro-enterprises have a
moderately low level of financial skills in record-keeping practices using cash book, expense record, a sales
record, profit and loss statement and accounts payable/receivables. Mitchelmore and Rowley (2013) found
that financial competencies have an impact on firm performance and growth. So, financial statements are
produced more frequently as financial knowledge rises (Wise, 2013).

Risk Management

Risk management is the practice of identifying potential risks in advance, analyzing and taking precautionary
steps to reduce risk. It is also very important for business survival, Memarista (2016). A way to decrease the
risk is by transferring the risk to insurance (Navqi, 2011). Financial literacy can assist consumers (and
organizations) in preparing for difficult financial times by advocating risk- reduction strategies like
purchasing insurance, Fatoki (2014). SMEs owners as a matter of necessity should take an insurance policy
for their business as this may not only help to protect them against uncontrollable risk but will help to bring
them back to their position whenever they suffer loss, remaining profitable and continue to operate in
perpetuity at the same time contributing to the economic growth of the Nation, lopev and Kwanum (2012).
Financial literacy also helps people (both individuals and business owners) recognize and manage risk, as well
as make smarter financial decisions. lopev and Kwanum (2012) point out that risk management is particularly
vital to survival for small businesses. Another way of managing risk is the separation of personal and business
bank accounts. A separate bank account makes things a whole lot easier. Separate bank accounts make it easier
to prove which purchases are for the owners and which purchases are for the business, thus auditors look
closely at small businesses with large business expenses (smallbusiness.chron.com). Fatoki (2014) found that
most entrepreneurs of micro-enterprises in Gauteng province in South Africa have bank accounts but most do
not have business accounts. Moreover, the lack of a business account may impact negatively the availability
of bank loans as banks will not have an accurate assessment of their business. Risk management is a very
important metric of financial literacy. Some of the entrepreneurs with low levels of financial literacy hire
third parties to take care of the financial aspects of their companies, which increase their costs (Fatoki,
2014). But, people with high literacy levels understand fairly the financial aspects of their business. Thus,
financial literacy enables them to have confidence that their business will continue to have financial
successes and generate profits in the future (Samkin et al., 2014).

Saving

Saving is thought to be a crucial element of financial security, literacy, and lessening of dependency
on credit (Atkinson & Messy, 2012). It is money or physical assets allocated for future use, it is a very
essential factor responsible for meeting any unforeseen events ensued by individuals, households or firms, it
is meant for meeting unexpected contingencies and could also serve as a form of investment (Opoku, 2015).
Saving is also a component for economic security, accumulation of wealth and improved living standards
(Sucuahi, 2013). Making the business more profitable involves looking at ways to increase sales revenue as
well as decreasing costs to see where an owner or manager can save money. According to Fatoki (2014),
financial literacy can benefit firms by encouraging risk-reduction tactics like saving money and diversifying
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their holdings. Long-term life quality is improved by higher saving rates and better daily decision-making
when there is a high level of financial literacy (Navickas, Gudaitis, & Krajnakova 2014).

Financial literacy and the Business Performance of Micro Enterprise

According to Abdullah & Rosli (2015), performance is the key interest of each business owner. Performance
can have two strategic outcomes: either the firm succeeds or fails (Eniola & Entebang, 2015a). In the
literature, these results are often debated. Some authors claim that a company's success during a specific time
frame is widely utilized as a barometer of its health. In the study of Najiha et. al., (2014) on the determinants
of firm performance indicators include the sales, profit, an increase in the number of employees, increase in
the value of assets and business networking. On the other hand, firm (business) success in the management
field can be viewed as indicators of strong or poor management (Jennings & Beaver, 1997; Sefiani & Brown,
2013). According to Adomako and Danso's (2014) study, academics are working harder to undertake studies
on financial decision-making and financial literacy. A key finding from the majority of these earlier studies is
that financial outcomes and financial literacy are strongly positively correlated. This identifies performance as
one of the major problems facing micro businesses.

Sucuachi (2013) asserts that low financial competence could be detrimental to the business future
considering the micro and small businesses have a substantial impact on the economics of most countries.
According to Bosma and Harding (2006), a lack of financial literacy contributes to the failure of many SMEs
and deters entrepreneurship. Majority of academics, regardless of their age, business owners continually
engaged in resource allocation and usage decision-making (Eniola & Entebang, 2015). Individuals should
empower with the basics of financial literacy so that they will make a wise decision based on their budget
(Harnish, 2010). Financial literacy makes entrepreneurs confident in the process of making savings decisions,
which allows them to do better financial management (Sakwa, 2017). Individuals are most likely to ‘budget
effectively, invest wisely, and manage their debt level in a sustainable manner' (Widdowson & Hailwood,
2007 p. 38) because financially literate people are better at controlling their spending, saving money, and
creating budgets. (Moore, 2003; Perry and Morris, 2005). As a result, financially literate business owners
manage resources effectively and make better use of financial data, increasing the profitability of their
business (Bernan et al, 2008).

There are metrics needed to measure financial literacy. This study uses budgeting, financing, debt
management, record keeping, risk management, and saving. A manager's and owner's financial literacy will
contribute directly to the business enterprises’ performance. There will be discussion about the definition of
performance and how it relates to micro-enterprises. In this study, the measures of business performance are
the annual total capitalization, annual total assets, annual total net profits, annual total sales, annual total
expenses, the annual number of employees and the annual number of branches. Changes in the metrics will
entail the performance of the micro-enterprise.

Total Capitalization is the total long-term debt and all types of equity of a company that constitutes its capital
structure (financial-dictionary.com). When an increase occurs in a company’s (micro-enterprise) capital, the
overall result is an increase to the company’s stockholders (owners) equity balance and the increase in equity
may increase from raising the company’s (micro-enterprise) revenues and decreasing operating expenses
(Helstrom, Keela). Total assets refer to the total amount of assets owned by one person or entity
(accountingtools.com). It’s a crucial metric for determining the business net worth. Net profits measure
profitability by showing how much of the sales revenue remains after subtracting all the expenses
(smallbusiness.chron.com). Sales are the business's total revenue from sales of its products and the concept of
sales and sales volume interconnect because total sales equal sales volume. Sales were chosen as a metric
since it can tell a lot of things about the enterprise and sales results show whether people are interested in
buying the products or service, and still in the competition (scoro.com). Expenses are the cost of operations
that company incurs to generate revenue and one of the main goals of management is to maximize profits by
boosting revenues while keeping expenses in check and slashing costs will help to make even more money
from sales (investopedia.com).
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Financial literacy is the ability to grow, monitor, and effectively use financial resources to take other
effective actions to enhance the well-being and economic security of oneself, one’s family, and one’s
business. It exposes business owners to superior decision-making abilities that result in borrowing, taking
risks, diversifying their businesses, and investing (Cherugong, 2015). In his study, the author evaluates the
impact of financial literacy on Kenya's small and micro business performance. According to the report,
financial literacy has a beneficial impact on how well SMEs succeed. He claimed that financially educated
business owners who comprehend the fundamental financial ideas, such as risk management, debt
management, record keeping, and budgetary skills are responsible for the success of SMEs. In order to
enhance the operation of businesses, financial literacy can help decision-makers make decisions that support
timely bill payment and prudent debt management (Adomako and Danso, 2014). Figure 1 shows the
variables of this study. To find out if there is a significant relationship on the demographic characteristics
and financial literacy, information such as age, sex, and educational level was obtained. To find out if
financial literacy has a significant relationship to business performance, the application of the respondents on
the metrics of financial literacy such as budgeting, financing, debt management, record keeping, risk
management, saving was obtained through the use of the researcher’s self-made questionnaire and analyzed
using a statistical tool.

Conceptual Framework

INPUT PROCESS OUTPUT
Demographic (Survey Questionnaire)
Characteristics: Application of Financial
Literacy in terms of:
+ Age
+ Sex + Budgeting P Performance of
4+ Educational 4 Financing \ > Micro-Enterprises
Level 4 Debt Management L
4+ Record Keeping
+ Risk Management
4 Saving

Figure 1. Schematic Diagram of the Conceptual Framework

METHODOLOGY

The study used a descriptive method with the aid of a questionnaire. The instrument has thirty (30) questions
that determine how the respondents applied the determinants of financial literacy such as budgeting,
financing, debt management, record keeping, risk management, and saving of the target population using a
scale of 1 to 4 (4 — fully applied and 1- not applied). The instrument also deals with business performance
and it includes six (6) questions. The respondents indicated their answer by a letter from A to H with a
corresponding range of up to three million pesos (P3,000,000.00) to know the performance of the business
for the past five (5) years such as annual total capitalization, annual total assets, annual total net profits,
annual total sales, and annual total expenses. Moreover, the respondents indicated the number of employees
and numbers of business expansion or branches for the years 2013- 2017.

Primarily, the study was conducted in the Province of Zamboanga del Norte, Dipolog City. The respondents
of the study were the managers or owners of micro-enterprises doing business in the city of Dipolog. This
area is made up of micro-enterprises such as services, wholesalers, retailers, and producers. The study
targeted the Philippine Government Electronic Procurement System (PhilGEPS) current and previously
registered businesses in Dipolog City from the year 2013 to 2017. The researcher adopted a purposive
sampling technique since the respondents were currently and previously registered in PhilGEPS. The
researcher limited the number of samples to 100.
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The researcher has made a request letter intended to the Head or Mayor of the city of Dipolog to ask for
approval to conduct a survey in Dipolog City’s micro-enterprises. The letter was referred by the mayor’s
office to the head of the permits and licensing division for the approval of the request letter. The head of the
permits and license division approved and granted the research for at least 60% to 70% of business
establishments in Dipolog City to be surveyed. The respondent’s list was generated by the office of Jose
Rizal Memorial State University-Main Campus. It provided the list of Philippine Electronic Government
Procurement System (PhilGEPS) with current and previous registered businesses in Dipolog City since it is a
government-owned and controlled institution that conducts public bidding.

Respondent's application on the determinants of financial literacy in micro-enterprise business was
interpreted using the following:

Statistical Range Item Mean Rating Overall Descriptive Rating
3.26 -4.00 Fully Applied (FA) Very High Financial Literacy (VHFL)
2.51-3.25 Partially Applied (PA) High Financial Literacy (HFL)
1.76 - 2.50 Moderately Applied (MA) Low Financial Literacy (LFL)
1.00-1.75 Not Applied (NA) Very Low Financial Literacy (VLFL)

The data collected was encoded and analyzed using Spearman Rank Correlation Statistical Tool. Statistical
tests at 0.05 level of significance.

RESULTS AND DISCUSSION

Table 1. Sex Profile of the Respondents

Sex Frequency Percentage (%)
Male 48 48
Female 52 52
Total 100 100

Table 1 above shows the sex profile of the respondents. The table revealed that there is only a slight
difference in the number of males and females when it comes to managing micro-enterprises. Women-owned
and managed micro-enterprises increased which accounted for a frequency of 52 followed by their male
counterparts which accounted for a frequency of 48 of the total response rates. Thus, Filipino women are no
longer regarded as second to the males, and gone are the days when Filipino women are expected to stay at
home, bear children, and perform household chores (Aguino, 1999). With the Filipino women enjoying the
same equal opportunities to education as their male counterparts, the Filipino women are able to pursue
rewarding careers and can render their own contribution to the society (Aguino, 1999).

Table 2. Age Profile of the Respondent

Age (Years) Frequency Percentage (%)
21 to 42 years old 61 61
43 to 65 years old 35 35
Over 65 years old 4 4
Total 100 100
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Table 2 shows the age range of the respondents. It is evident that 61% or the majority of the respondents are
aged from 21 to 42 years old. As supported by the study of Reynolds et al (2000), individuals of middle age
between 25-44 years old were the most active business persons. This has almost the same age range as the
present study. On the other hand, the lowest age range is over 65 years old that was managed by senior
citizens. This implies that they are still slightly active in the business venture than young individuals whose
ages were less than 21 years old. Prior research suggests that older people are more competent to launch and
manage a business than younger people (Singh and DeNoble, 2003).

Table 3. Educational Level

Education Level Frequency Percentage (%)

Elementary Graduate 1 1

High School Level 2 2

College Level 22 22

College Graduate 72 72

Post Graduate Level 1 1

Post Graduate 1 1

Total 100 100

Figure 3 presents the educational level of the respondents. The study revealed that the majority of the
respondents were college graduates with a frequency of 72. It is noticeable that most of the micro-
entrepreneurs are college graduates. On the contrary, 1 respondent has finished elementary level, master’s
degree level, master’s graduate, and doctorate graduate. It is emphasized that education plays a significant
role in would-be professionals and entrepreneurs (Chittithaworn et. al, 2011), (Coleman, 2004) and (Watson
et. al, 1998).

Table 4. Extent of Applying the Metrics of Financial Literacy in Terms of Budgeting

- Item
Indicators 4 3 2 1 Weighted Mean  ODR
Mean
Rating

1. The operational cost of the

business for the preparation of the 39 52 8 1 3.29 FA VHFL
budget is consistently assessed.

1. Operational budgets for the
business are consistently assessed in
advance (e.g. weekly, monthly,
yearly).

2. Reviewed and followed the
business budgeting consistently
(e.g. weekly, monthly, yearly, etc.)
for

expenses.

3.  Compared income over
expenditure (e.g. weekly, monthly,
yearly. ete.) to control budget
consistently.

4. Has reduced business expenses to
avoid going over the specified 36 37 23 4 3.05 PA HFL
budget.

Sub Weighted Mean 3.16 PA HFL

37 48 10 5 3.17 PA HFL

38 48 12 2 3.22 PA HFL

36 36 25 3 3.05 PA HFL

The table revealed that most of the respondents have fully applied the consistent assessment of the
operational cost of the business for the preparation of the budget (3.29). Partially applied for the consistent
review and consistently following the business budget for expenses (3.22), the consistent preparation of the
operational budget in advance (3.17), the reduction of business expenses to avoid going over the specified
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budget (3.05) and the consistent comparison of income over expenditure to control the budget (3.05).
Moreover, the table also revealed that the respondents have partially applied the extent of applying the
metrics of financial literacy in terms of budgeting (3.16) with an overall descriptive rating of “high financial
literacy”. This implies that most of the respondents have partially applied the process of preparing,
reviewing, controlling, and following an operational budget to avoid overspending. Therefore, creating and
adhering to a budget will increase one’s awareness of spending patterns that helped minimized excessive or
unnecessary spending (Styles, 2018).

Table 5. Extent of Applying the Metrics of Financial Literacy in Terms of Financing

L Item
Indicators 4 3 2 1 Weighted Mean  ODR
Mean .
Rating

1. Has obtained a loan for my
business from financial institutions 16 15 35 34 2.13 MA LFL
at a minimum cost.

2. Has obtained a loan on the
following financial services whose

interest rates are favorable to my 1.46 NA VLFL
business:

Lending Institutions 7 8 11 74 1.48 NA VLFL
Rural Banks 14 20 9 57 1.91 MA LFL
Cooperative Banks 2 3 6 89 1.18 NA VLFI~
Credit Cards 3 9 10 78 1.37 NA VLFL
Commercial Banks 8 13 12 67 1.62 NA VLFL
NGO’s 5 2 2 91 1.21 NA VLFL
3. Borrowing or taking a loan

considers at least 40% be

borrowed from other financial

institutions and 60% comes from : 10 30 32 1.74 NA VLFL
my own

contributions to  finance my

business.

4. Whenever I have a loan balance,

it is necessary to pay the loan

balance on time to avoid penalties 37 11 30 22 2.63 PA HFL
and surcharges incurred in the

business.

5. Business expenses were reduced

to gain income for the payment of 18 17 38 27 2.26 MA HFL
loans.

Sub Weighted Mean 2.04 MA LFL

Table 5 presents the extent of applying the metrics of financial literacy in terms of financing. It shows that
most of the respondents have partially applied the practice of paying loan balances on time to avoid penalties
and surcharges (2.63). Moderately applied the practice of reducing business expenses to gain income for the
payment of loans (2.26) and the capacity to obtain loans from financial institutions at a minimum cost (2.13).
Some of the respondents did not apply the practice of obtaining a loan in financial services whose interest
rates are favorable to their business (1.46) and the practice of considering at least 40% be borrowed from
financial institutions and 60% come from their own contributions to finance their business (1.74). Generally,
the table revealed that the respondents have moderately applied the extent of applying the metrics of
financial literacy in terms of financing (2.04) with an overall descriptive rating of “low financial literacy”.
This implies that most of the respondents have low financial literacy in terms of financing because of some
constraints. One of the constraints prevented the respondents to be financially literate is for them to pledge a
high amount of collateral assets than the amount to be borrowed. The Charan and Kishinchand (2016) study,
which found that MSMES' main problems with underutilizing formal sources like banks were the inadequacy
of collateral assets and the perception that borrowing costs are too high, which supported the findings of this
study. However, financial literacy helps people make prudent financial decisions and choices, which
improves SMEs' access to and use of financial services, according to Okello et al. (2016). Therefore, firms
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whose owners are financially literate are more likely to utilize financial services — and take microcredit,
thereby increasing their chances of being sustainable (Andoh and Nunoo, 2011).

Table 6. Extent of Applying the Metrics of Financial Literacy in Terms of Debt Management

. Item
Indicators 4 3 2 1 Weighted Mean ODR
Mean .
Rating
1. Tlle totlal debt position of the 53 31 5 1 326 FA VHFL
business is determined accurately.
2. Has paid the bills on time (e.g..
utilities, rent, taxes, payable, 80 16 2 2 3.74 FA VHFL

suppliers) each month.

3. Could determine how long (e.g.

day. month, year) the creditors 35 51 7 7 3.14 PA HFL
cannot pay on time.

4. Did a follow-up on late payments

from customers to pay for my loan 34 39 19 8 2.99 PA HFL
obligations.

5. Has negotiated better interest

rates with lenders to avoid high 26 26 31 17 2.61 PA HFL
payments.

Sub Weighted Mean 3.15 PA HFL

Table 6 presents the extent of applying the metrics of financial literacy in terms of debt management. The
table revealed that the respondents have fully applied the practice of paying bills on time each month (3.74)
and the accurate determination of the total debt position of the business (3.26). Partially applied the capacity
to determine how long the creditors who cannot pay on time (3.14), had done follow-up on late payments
from customers (2.99), and negotiated better interest rates with lenders to avoid high payments (2.61).
Generally, the respondents had partially applied the extent of applying the metrics of financial literacy in
terms of debt management (3.15) with an overall descriptive rating of “high financial literacy”. This implies
that most of the respondents have the capacity to manage debt to regain control of finances. Acquiring debt
management skills is very important for MSE managers for greater performance (lbrahim, 2017).

Table 7. Extent of Applying the Metrics of Financial Literacy in Terms of Record Keeping

T Item
Indicators 4 3 2 1 Weighted Mean ODR
Mean .
Rating
1. Records and proper supporting
documents on the transactions that
occur daily (e.g. cash book. N
expenses book, creditors book, 69 26 4 1 3.63 FA VHFL
sales and supplier invoices,
official
receipts, purchase order) had been
kept.
2. B.usmess transactions in the 48 37 9 5 327 FA VHFL
the journal had recorded.
3. Business transactions in the
43 37 12 8 3.15 PA HFL

ledger were recorded.
4. Financial statements of the
busme:?.s had prepared (balance 33 20 27 1 584 PA HFL
sheet. income statement. cash flow
and etc.)
5. 5cc0uut111g records of the 81 13 4 b 373 FA VHFL
business for tax purposes have been
kept.
Sub Weighted Mean 3.32 FA VHFL

Table 7 presents the extent of applying the metrics of financial literacy in terms of record keeping. The table
revealed that most of the respondents have fully applied the keeping of accounting records of the business
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for tax purposes (3.73), have kept records and proper supporting documents on the transactions that occur
daily (3.63), and have recorded business transactions in the journal (3.27). Some of the respondents have
partially applied the record of business transactions in the ledger (3.15) and the preparation of financial
statements (2.84). Generally, the respondents have fully applied the extent of applying the metrics of
financial literacy in terms of record-keeping (3.32) with an overall descriptive rating of “very high financial
literacy”. Record-keeping is a source of crucial information necessary for making essential decisions and is
in charge of reducing risk (Gray, Sebstad, Cohen, and Stack, 2019). This implies that most of the
respondents have kept accounting records for decision making and for minimizing risk. According to
Milchemore and Rowley (2013), financial competencies have an impact on firm performance and growth.
More frequent production of financial statements increased financial literacy (Wise, 2013).

Table 8. Extent of Applying the Metrics of Financial Literacy in Terms of Risk Management

. Item
Indicators 4 3 2 y  Weighted yam ODR
Mean .
Rating
1. Has used the insurance to reduce
the risk of the business in case of 37 18 13 32 2.6 PA HFL
calamities.
2. Separated business bank accounts 51 14 5 30 286 PA HFL

from personal bank accounts.

3. Employed services of a financial

adviser to reduce risks in 16 20 12 52 2 MA LFL
managing the business.

4. An independent certified public

accountant annually audits the 46 35 4 15 3.12 PA HFL
business transactions.

5. Has to make a careful selection of

emplovees.

Sub Weighted Mean 2.86 PA HFL

76 21 3 0 3.73 FA VHFL

Table 8 presents the extent of applying the metrics of financial literacy in terms of risk management. The
table revealed that most of the respondents have fully applied the careful selection of employees (3.73).
Partially applied the practice of auditing business transactions through independent certified public
accountants (3.12), the separation of business bank accounts from personal bank accounts (2.86), and the use
of insurance in case of calamities (2.60). Moderately applied the practice of employing the services of a
financial adviser to reduce risk in managing the business (2.00). Generally, the respondents had partially
applied the metrics of financial literacy in terms of savings (2.86) with an overall descriptive rating of “high
financial literacy”. This implies that most of the respondents ensured security in business or risk prevention.
A way to decrease risk is by transferring to insurance (Navqi, 2011) and financial literacy can help people
get ready for hard times financially by encouraging risk-reduction tactics like buying insurance (Fatoki,
2014).

Table 9. Extent of Applying the Metrics of Financial Literacy in Terms of Savings

T Item
Indicators 4 3 2 1 Weighted  yyean ODR
Mean .
Rating

1.In c_-rder to save, at least T have 69 95 5 ] 362 FA VHFL
extra income.
.2. Has set aside funds from the extra 53 a1 5 1 3.46 PA HFL
income for future expenses.
3. Has set aside funds from the extra
income for unexpected expenses of the 36 44 16 4 3.12 PA HFL
business.
4. Considered investing other
sources of the fund rather than 34 30 13 23 2.75 PA HFL
savings into other  business
opportunities.
s o .
5. Has remained frll.lgal in terms of a1 13 13 3 322 PA HFL
business expenses in order to save.
Sub Weighted Mean 3.23 PA HFL
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Table 9 presents the extent of applying the metrics of financial literacy in terms of savings. The table shows
that most of the respondents have fully applied the practice of having extra income to save (3.62). Partially
applied the setting aside of funds from extra income for future expenses (3.46), the ability to remain frugal in
terms of business expenses to save (3.22), the setting aside of funds from extra income for unexpected
expenses of the business (3.12) and the consideration of investing other sources of fund rather than savings
into other business opportunities (2.75). Generally, the respondents had partially applied the extent of
applying the metrics of financial literacy in terms of saving (3.23) with an overall descriptive rating of “high
financial literacy”. This implies that most of the respondents ensured the security of business by
accumulating wealth. Therefore, financial literacy benefits firms by encouraging risk-reduction techniques
like saving money and diversifying assets (Fatoki, 2014).

Table 10. Summary of Extent in Applying the Metrics of Financial Literacy

Summary in the Level of Financial Literacy of

. Mean Item Mean Rating ODR
Micro Entrepreneurs

Budgeting 3.16 PA HFL
Financing 2.04 NA VLFL
Debt Management 3.15 PA HFL
Record Keeping 332 FA VHFL
Risk Management 2.86 PA HFL
Saving 3.23 PA HFL
Overall Weighted Mean 2.96 PA HFL

Legend: Statistical Range | Item Mean Rating Overall Descriptive Rating

3.26 —4.00 Fully Applied (FA) Very High Financial Literacy (VHFL)

2.51-3.25 Partially Applied (PA) High Financial Literacy (HFL)

1.76 — 2.50 Moderately Applied (MA) | Low Financial Literacy (LFL)

1.00 - 1.75 Not Applied (NA) Very Low Financial Literacy (VLFL)

Table 10 presents the summary on the extent of applying the metrics of financial literacy in terms of
budgeting, financing, debt management, record keeping, risk management, and saving. The table revealed
that the majority of the respondents had partially applied the metrics of financial literacy with a mean of 2.96
and an overall descriptive rating of “high financial literacy”. This is an indication that respondents have high
financial literacy in managing their business as evidenced by the level of financial literacy in the different
areas such as budgeting, debt management, record keeping, risk management, and saving. A closer look at
the table revealed that all the items in the areas have partially applied by the respondents except for
“financing” which have been moderately applied and have an overall descriptive rating of “low financial
literacy”. This implies that most of the respondents have low financial literacy in terms of the ability to
obtained capital from outside sources with minimal cost and payoff obligation because of some constraints.
One of the constraints which prevented the respondents to be financially literate is for them to pledge a high
amount of collateral assets than the amount to be borrowed. The study's findings support Charan and
Kishinchand's (2016) conclusion that MSMES' primary problems with under-utilizing formal sources like
banks were the lack of adequate collateral assets and the perception that borrowing costs were too expensive
(Andoh and Nunoo, 2011). Okello et al. Al, (2016) revealed that financial literacy promotes access to and
use of financial services by SMEs by empowering people to make sensible financial decisions and choices.
Therefore, the positive sign of financial literacy variable supports the fact that firms whose owners are
financially literate are more likely to utilize financial services — take micro-credit, thereby increasing their
chances of being sustainable (Andoh and Nunoo, 2011).
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Figure 2. Business Performance of the Micro-Enterprise for the Last Five Years

The figure revealed that the respondent’s average annual total capitalization has slightly increased from the
year 2013 with an average annual total capitalization of P 263,000.00 to the year 2017 with an average
annual total capitalization equivalent to an amount of P469,000.00. When an increase occurs in a micro-
enterprises overall results are an increase in the owner’s equity balance, an increase in revenues and a
decrease in operating expenses (Helstrom, Keela (n.d). Therefore, financially literate individuals do better at
controlling spending (Moore,2003; Perry ad Morris,2005).

Most of the respondent’s average annual total assets have improved from the year 2013 with an equivalent
average amount of P491, 750.00 and ended in the year 2017 with an equivalent average amount of
P758,500.00. Total asset is indeed crucial for determining the business net worth. Hence, if the assets of an
enterprise have increased from one period to the next, business equity increased by the same amount
(news.morningstar.com.). Financial literate entrepreneurs manage resources wisely thereby improving the
profitability of their enterprises (Bernan et al, 2008). The table implies that the respondents manage their
resources wisely such as money.

In terms of average annual total net profits, it slightly increased from the year 2013 with an average amount
of P 225,750.00 and ended in the year 2017 with an average amount of P 349,000.00. Net profits measure
profitability by showing how much of the sales revenue remains after subtracting all the expenses
(smallbusiness.chron.com). This implies that the respondents have managed carefully their resources which
improves the business profitability. According to (Bernan et. al, 2008), financial literate entrepreneurs
manage resources wisely thereby improving the profitability of their enterprises.

Most of the respondents’ average annual total sales have slightly also increased from the year 2013 with an
average amount of P 588,000.00 and ended in the year 2017 with an average amount of P 991,000.00. Sales
can tell a lot of things about the enterprise like it shows that people are interested in buying the products or
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services and is still in the competition (scoro.com). The result of the study implies that the respondents are
still competitive in the market with interested customers buying their products and availing their services.

The figure also revealed that most of the respondents’ average annual total expenses have slightly increased.
This implies that though the respondent’s expenses have slightly increased, still they were able to minimize
expenses because there is a slight increase from the year 2013 with an equivalent average amount of
P236,000.00 to the year 2017 with an equivalent average amount of P348,000. One main goal of the
management is to maximize profits by boosting revenues while keeping expenses in check, slashing costs to
help make more money from sales (investopedia.com). Therefore, financial literacy can help expose
entrepreneurs to better decision-making skills (Cherugong, 2015).
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Figure 3. Business Performance of the Micro-Enterprise for the Last Five Years in Terms of Average Annual
Total Number of Employees

Figure 3 presents the performance of the respondent’s micro-enterprises for the years (2013-2017) in terms
of the average annual total number of employees. For the five years from the year 2013 to 2015, most of the
respondent’s micro-enterprises have employed an average of 6 employees and have reduced to an average of
5 employees from the year 2016 to 2017. Though there is a slight decrease in employment for the year 2016
to 2017, it is undeniable that micro-enterprises contribute significantly to both the reduction of
unemployment and the generation of income for both owners and employees (Hassan and Ahmad, 2016).

Table 11. Business Performance of the Micro-Enterprise for the Last Five Years in Terms of Annual Number
of Business Expansion/Branches

Annual Number 2013 2014 2015 2016 2017
of Branches f f f f f Mean
1 6 7 8 8 10 8
2 2 2 2 3 3 2

Table 11 presents the performance of the respondent’s micro-enterprises for the years (2013-2017) in terms
of the annual number of branches. The table revealed that for the five years, most of the respondent’s micro-
enterprises have expanded to 1 branch while some of the respondent’s micro- enterprises have expanded to 2
branches.
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Table 12. Relationship in the Financial Literacy of Managers or Owners of Micro Enterprise in Dipolog City
when data are grouped in terms of sex, age, and educational level.

Financial Literacy vs Correlation P-value at
Demographic Coefficient Decision Remarks
Characteristics a =005
Not
S -0.086 0.392 AcceptH -
= coeptth Significant
Age 0.148 0142 Accept H Not
g ' ' ptEh Significant
Educational Level 0.123 0.224 Accept Hs : NOT
Significant

Table 12 presents the relationship between the respondent’s profile and financial literacy. The study revealed
that there is no significant relationship between sex, age, educational level, and his or her financial literacy.
The findings of the study did not support the study of Farrell, Fry & Risse (2016) in which they found out
that sex was found to have influenced financial literacy by exhibiting higher levels of financial literacy on
males than their female counterparts. However, the result of the study has supported the findings of Sucuachi
(2013) in which gender cannot predict the financial literacy level of the micro-entrepreneurs. The authors
Fonseca, Mullen, Zamarro, Zissimopoulos (2012) argued that once men and women have same levels of
education and are responsible for carrying equal loads of responsibility, the gender gap is abolished. In terms
of age, the study did not support the findings of Van Clercq and Venter (2009), that age was one aspect that
had an impact on financial literacy, with young people having a lower degree of literacy, middle-aged people
having the highest level, and older people having a somewhat lower level of literacy. (Rooij et al., 2007).
Lastly, the educational level has no significant relationship with the financial literacy of the managers or
owners of micro-enterprises because most of the respondents carry similar educational levels and
responsibilities (Fonseca, Mullen, Zamarro, Zissimopoulos, 2012). Therefore, the level of financial literacy
in terms of age, sex and educational level cannot be differentiated.

Table 13. Relationship between the Financial literacy of Managers or Owners and the Micro- Enterprise
Business Performance.

Financial Literacy vs Business Correlation P-value at L
. . Decision Remarks
Performance in terms of: Coefficient
o =0.05
Average Annual Total 0.360 0.000 Reject He Significant
Capitalization
Average Annual Total Net Profits 0.369 0.000 Reject H: Significant

Table 13 presents the relationship between financial literacy and business performance in terms of average
annual total capitalization and average annual net profits. The study revealed that there is a significant
relationship between financial literacy and the average annual total capitalization and the average annual net
profits. Therefore, the result of the study supported the findings of Bernan et al, 2008 which states that
financially literate business owners make prudent resource management decisions and make better use of
financial data, increasing the profitability of their businesses. It also supported the study of Bosma and
Harding (2006) in which the researchers stated that the failure of many SMEs is attributed to a lack of
financial literacy, which also discourages entrepreneurship.
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CONCLUSION

The demographic characteristics such as sex, age, and educational level cannot predict the individual’s level
of financial literacy when running a business venture like micro-enterprises. No matter the sex is, the age and
the educational level of the managers or owners of micro-enterprises, there is no significant difference in the
level of financial literacy.

The study was able to determine the strengths of the owners or managers of micro-enterprises in sustaining
their businesses. Most of the owners or managers of micro-enterprises have partially applied budgeting, debt
management, risk management, saving and has fully applied the metrics of record- keeping, but not in the
context of financing where they display moderate application. This implies that the respondents have low
financial literacy in terms of the ability to obtain capital from outside sources with minimal cost and payoff
obligation. One of the constraints which prevented the respondents to be financially literate is for them to
pledge a high amount of collateral assets than the amount to be borrowed. This has prevented the
respondents from considering financial products and services from financial institutions. This study has
supported the researchers Charan and Kishinchand, 2016 in which they found that Msme's main challenges
faced in underutilization of formal sources like banks were the inadequacy of collateral assets and the
perceived cost of borrowing is too high (Andoh and Nunoo, 2011). But firms whose owners who are
financially literate are more likely to utilize financial services — take microcredit, thereby increasing their
chances of being sustainable (Andoh and Nunoo, 2011).

Micro enterprises were mostly managed by college graduates with a frequency of 72. Since most of these
businesses were run by a college graduate, micro-enterprises have helped in the reduction of the
unemployment rate and were able to expand 1 to 2 branches for the last five years. This was able to help in
the creation of jobs that eventually improved the employment rate of Filipino individuals.

Since there is a significant relationship between financial literacy and the average annual total capitalization
and the average annual net profits. The level of financial literacy of owners or managers of micro-enterprise
is statistically significant to the performance of the business.

RECOMMENDATIONS

1. Managers or owners of micro-enterprises should at least consider other avenues for a source of
capitalization from Government Agencies duly licensed by the Bangko Sentral ng Pilipinas like the
program “Pondo sa Pagbabago at Pag-asenso” for capital infusion and asset acquisition that can help
in improving its business performance.

2. Microfinance institutions can attach to the Department of Trade and Industry to avail of the “Pondo
sa Pagbabago at Pag-asenso (P3)” program. This will encourage the managers or owners of micro-
enterprises to take microcredit for them to expand and grow its financial literacy in terms of
financing.

3. Academic institutions in the conduct of extension programs should include the topics on financial
literacy focusing on the metrics such as budgeting, financing, debt management, record keeping, risk
management and saving to help educate the managers or owners of micro-enterprises on the
importance of financial literacy on the business performance.

4. Department of Trade and Industry should consider strengthening their promotional ads to promote
the program of the Philippine Government entitled “Pondo sa Pagbabago at Pag-asenso (P3)” that
was designed to cut down interest rate at which micro-finance is made available to micro-enterprises.
The purpose of program funds is to provide an affordable micro-financing for the country’s micro,
small and medium enterprises.

5. Academic institutions should conduct seminars or training workshops that seek to promote financial
literacy in terms of budgeting, financing, debt management, record keeping, risk management and
saving to the students who might become managers or owners of their enterprises towards business
sustainability and improvement.
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