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Introduction
Across the globe, small and medium enterprises (SMEs) are the keystone for advancing the 
economy, alleviating poverty and creating employment. Small and medium enterprises’ role in 
realising sustainable development goals (SDGs) remains crucial at all developmental levels 
worldwide. These goals include promoting an inclusive and sustainable economy that creates 
employment and fosters innovation and equal income distribution (Organisation for Economic 
Co-operation and Development 2017).

Small and medium enterprises in South Africa face numerous challenges, adversely affecting 
their growth and overall economic contribution. Ranking at the top of these challenges is the 
inability to access finance, inadequate financial know-how and limited comprehension of finance 
fundamentals (Chimucheka  & Rungani 2011). Additionally, small businesses encounter a 
shortfall in skills, insufficient internal management practices and little education and training 
(World Bank 2018). This, inturn, creates the financial literacy-financial access gap. Therefore, the 

Orientation: Among the numerous factors affecting small and medium enterprises’ (SMEs) 
ability to access funding, financial literacy or the lack thereof continues to rank high. The 
below-average levels of financial literacy among entrepreneurs inevitably restrict their access 
to finance, thereby adding to the already soaring rate of small business failure.

Research purpose: The main research objective of this article is to determine the underlying 
financial literacy-financial access relationship among SMEs in the Ekurhuleni Metropolitan 
Municipality in South Africa.

Motivation of the study: Understanding the relationship between financial literacy and financial 
access among small businesses is imperative as they are key players in economic development. 
Empirical literature outlining this relationship is sparse. Therefore, the study made an original 
empirical contribution to the financial literacy-financial access nexus in the metropolitan. 

Research design, approach and method: A quantitative descriptive research design was followed. 
The survey method was used to gather data, where structured questionnaires were distributed to 
the respondents. The study considered a targeted  population of 5609 registered SMEs in Ekurhuleni 
with a sample size of 384 prospective participants. A total of 310 responses were obtained from the 
owners and managers of SMEs in the municipality. The Statistical Package for Social Sciences was 
used to compute all statitical analyses for the study. Descriptive statistics were used to establish the 
SMEs’ financial literacy and financial access relationship. Data were analysed using factor analysis, 
regression analysis and correlation analysis.

Main findings: Entrepreneurs in Ekurhuleni were found to have a limited understanding of 
basic financial concepts implying low levels of financial knowledge. Additionally, the study 
established that financial access was significantly challenging for most SMEs. The findings 
further revealed a positive relationship between financial literacy and financial access.

Practical managerial/ implications: The knowledge from this article may assist entrepreneurs 
and financial institutions in bridging the financial literacy gap, thereby increasing the 
likelihood of accessing funding by SMEs. It may also assist in influencing the development 
and implementation of micro and macroeconomics policies to raise financial literacy levels 
and leniency from financing sources towards SMEs.
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continuous growth of the SME sector in South Africa has 
become one of the government’s key focus areas.

The preceding challenges inevitably encountered by SMEs 
have resulted in 75% of the businesses failing after being 
operational for just two years (Fatoki & Odeyemi 2010). The 
financial illiteracy levels of most entrepreneurs in South 
Africa contribute to the mismanagement of business funds, 
leading to the failure of SMEs in the country. Therefore, it is 
exceedingly crucial that small business owners are 
financially literate to ensure that their finances are efficiently 
managed, and effective decisions are made (Wise 2013). 
Hence, to effectively evaluate the importance of the 
relationship between financial literacy and financial access 
among small businesses, it is essential to understand the 
prevalence of these variables within the enterprises. 
Furthermore, it is essential to understand the underlying 
factors in determining financial literacy and financial access 
among small businesses. Therefore, although many research 
studies focus on financial literacy and financial access, it is 
to the best of the authors’ knowledge that existing literature 
does not investigate the underlying relationship between 
these two variables. 

This study’s main objective was to determine a possible 
relationship between SMEs’ financial literacy and financial 
access. In relation to the preceding section, the study 
reported in this article sought to achieve the following sub-
objectives: 

•	 To establish the factors influencing financial literacy 
among SMEs. 

•	 To establish the indicators of financial access among SMEs.
•	 To investigate the relationship between financial literacy 

and access to finance among SMEs.

Small and medium enterprises in 
South Africa
Statistics South Africa (2023) reports that the current 
unemployment rate in South Africa stands at 32,9%, with the 
SME sector identified by the government as being fundamental 
in tackling unemployment. Despite the support rendered by 
the government in South Africa, small businesses still encounter 
several challenges, including an increased lack of financing and 
limited financial management knowledge among entrepreneurs 
(Brixiova 2010). As a result, SMEs tend to find it challenging to 
acquire funding and comprehend and access financial products 
offered by financial institutions (Fatoki 2014).

On a global scale, research shows that of most existing 
businesses, approximately 90% are represented by SMEs, 
creating over 50% of the world’s employment (World Bank 
2022). Similarly, according to Statistics South Africa (2019), of 
all formal businesses in South Africa, SMEs account for most 
businesses, contributing 34% to the country’s gross domestic 
product (GDP) while employing between 50% and 60% of the 
country’s population. Close to 5.6 million small businesses are 
operational within the SME sector, creating roughly 11.6 million 
job opportunities (FinScope Small Business Survey 2010). 

However, the success rate of South African small 
businesses remains significantly low owing to unsuitable 
practices in business and management, an unskilled labour 
force, a shortage of intellectual and technical personnel, 
insufficient skills in finance and incompetent managers 
(Musara & Fatoki 2012). According to Maredza and Ikhide 
(2013), countless initiatives have been implemented by 
both the public and private sectors to support small 
businesses as they develop and expand. However, several 
of these entities have been seen to fail regardless. Therefore, 
many failing small businesses restrict their prospects of 
creating jobs and alleviating poverty (Fatoki & Odeyemi 
2014). An argument, therefore, arises that small businesses 
in emerging economies such as South Africa need to focus 
not only on financial access to fund their entities but also 
direct their attention to critical success factors (CFS), 
which will allow them to gain a competitive advantage in 
a given market (Osano 2019).

Financial literacy of small and 
medium enterprises in South Africa
As financial literacy continues to gain more acclaim across 
the globe, copious definitions of the concept have evolved. 
As the current study assesses financial knowledge, financial 
awareness, financial attitude and financial behaviour of 
entrepreneurs, the definition aligns with that of Atkinson 
and Messy’s (2012). Accordingly, the authors define financial 
literacy as consolidating knowledge, attitudes, behaviour 
and awareness needed to develop efficient and effective 
financial decisions. Furthermore, the authors elaborate that 
an increase in the intricacy of the financial landscape has led 
to financial literacy becoming instrumental in functioning in 
such an environment. Moreover, financial institutions 
responsible for providing the necessary financial products 
and services to consumers mistakenly assume that consumers 
are already financially literate and believe that they (the 
consumers) have the required knowledge, capabilities and 
skills to carry out related financial activities (Shambare & 
Rugimbana 2012). However, to date, only a select number of 
individuals have the necessary skills to make decisions 
around money, including saving, investing and spending 
(Nanziri & Leibbrandt 2018). Therefore, for consumers to 
make profound financial decisions, they must possess the 
capability and confidence to utilise their financial knowledge 
(Beckmann 2013). The lack of  adequate knowledge and 
training remains a prime justification for the lack of 
entrepreneurial development and the soaring SME failure 
rates in South Africa. Therefore, a strong association exists 
between financial literacy and business survival (Hastings, 
Madrian & Skimmyhorn 2013). Providing initiatives and 
programmes which could assist and inform prospective 
users of financial product offerings in South Africa requires 
an in-depth comprehension of financial literacy nationwide. 
However, one of the challenges associated with providing 
such initiatives is the scarcity or unavailability of publicly 
available micro-data on financial knowledge, attitude, skills 
and behaviour (Human Sciences Research Council 2010). 
Similarly, Bumcrot, Lin and Lusardi (2013) concur that SMEs’ 
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use of financial services is explained by the owners’ level of 
financial literacy. Therefore, entrepreneurs’ understanding 
and evaluation of the different financial products on offer are 
primarily determined by their level of financial literacy 
(Altman 2012).

Small and medium enterprises 
financial access in South Africa
Previous literature has found that small businesses 
are  significantly disadvantaged in acquiring financing, 
especially bank financing, compared to larger firms (Beck 
et al. 2008). In other words, although small businesses fuel 
economies in developed and developing countries, their 
size limits their access to external funding more than their 
bigger counterparts (Abraham & Schmukler 2017). This 
inevitably creates a financing gap for SMEs. A  survey 
conducted in 2018 reported that a mere 6% of small 
businesses in South Africa had access to government 
funds, while the private sector could fund 9% of the 
enterprises (Cunha et al. 2020). It is, therefore, crucial to 
understand the SME financing problem and investigate 
the indicators of financial access. Financing is deemed a 
pre-requisite when creating and expanding a firm’s 
operations, advancing products, and when there is an 
investment for production and hiring new personnel 
(Fatoki  & Asah 2011). Fatoki (2014) emphasises that it is 
highly imperative that adequate and readily accessible 
financing be made available for small businesses to 
facilitate their continuous development.

Several SMEs in South Africa depend on internal financing, 
ranging from the owner’s contribution to contributions from 
friends and family (Fatoki & Smit 2011). However, internal 
financing sources alone are barely sufficient for small 
business  development and sustenance (Mutezo 2013). 
Consequently, SMEs resort to external financing from 
financial institutions such as banks. However, SMEs fail to 
readily access bank finance as they rarely satisfy bank 
requirements, including possessing sound business plans 
and meeting all collateral demands (Moloi & Ntshakala 2016). 
Banks in South Africa, therefore, tend to hold back when 
requested for finance by SMEs, especially those in their 
infancy stages, as most of them: (1) are primarily illiquid; 
(2)  are unable to supply trustworthy details on the 
entrepreneur, hence providing a non-traceable record; and (3) 
are usually in debt (Markova & Petkovska-Mircevska 2009). It 
is also important to mention that demand and supply factors 
could describe small businesses’ notably low use of banking 
services. Issues on the supply-side occur when SMEs have 
lucrative investment projects but fail to access adequate 
external funding (Abraham & Schmuckler 2017). Hence, 
owing to market imperfections, information asymmetries 
tend to make the SMEs’ credit worthiness assessment, action 
monitoring and repayment enforcement a mammoth task 
(Shikimi 2013). Issues on the demand-side arise when small 
businesses are not perceived as credit worthy, implying that 
except when lending is subsidised, SMEs will not receive 
credit, as this will result in a loss for the lender (Gianetti 2015).

Literature review
Theoretical framework
This article is anchored on the Resource-Based View (RBV), 
Credit Rationing, and Pecking-Order (POT) Theory.

The Resource-Based Theory
Many researchers comprehend the RBV as one of the 
perspectives with possibly the most significant influence in the 
study of organisations (Kellermans et al. 2016). With the roots 
of this theory embedded in the literature by Penrose (1959), the 
author defines an organisation as a ‘bundle’ of resources 
according to the services it can provide to its consumers. Later 
formalised in 1984 by Wenerfelt and again by Barney in 1991, 
the RBV is one of the most widely cited theories used to 
analyse sustained competitive advantage globally (Delery & 
Roumpi 2017). Therefore, the RBV theory provides an all-
important framework which describes the firm’s performance 
and competitive advantage. Barney (1991) asserts that a firm’s 
resources must be uncommon, inimitable and hard to 
substitute. Hence, the RBV implies that a firm’s actions must 
depend on its characteristics focusing primarily on the 
activities it is likely to gain (Wenerfelt 2013).

The Credit Rationing Theory
Most SMEs rely heavily on loan and overdraft facilities from 
banks and supplier credit to finance their businesses early, 
resulting from an external equity deficit (Fatoki & Aregbeshola 
2013). Most developing countries generally have limited access 
to debt finance (Hashi & Toçi 2010). Stiglitz and Weiss (1981) 
indicate that private-sector financial institutions fail to allocate 
loans among small businesses primarily because of substantial 
information asymmetry (Irwin & Scott 2010). This scenario is 
commonly referred to as credit rationing. Stiglitz and Weiss 
(1981) assert that credit rationing is primarily caused by adverse 
selection and moral hazards. The issue of adverse selection 
occurs when borrowers conceal private yet critical information 
regarding their behaviour and/or prospective traits before the 
beginning of the credit relationship (Colquitt 2017). Therefore, 
the absence of sufficient information restricts bankers from 
distinctively differentiating between desirable and undesirable 
firms. In such instances, lenders tend to either reject loan 
applications or ration the value of the credit (Zambaldi et al. 
2009). If the lender approves the loan, there is a possibility that 
the borrower may inappropriately misuse the funds resulting 
in the likely failure to pay back the loan as initially agreed in the 
contract. This improper use of the loan is referred to as a moral 
hazard.

The Credit Rationing Theory therefore highlights a condition 
whereby lenders limit extending credit to borrowers although 
they are willing to accept it at much higher prices (Lubanga 
2013). When credit rationing occurs amidst loan applicants 
with similar characteristics, only a few will receive credit 
while the remaining applicants are declined. There is a 
distinct faction among the population that does not have 
credit access even at higher prices (Fatoki & Smit 2011). The 
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core argument is that lenders may extend loans at varied 
interest rates, causing potential loan applicants to be denied 
access to credit (Fatoki & Odeyemi 2010). The theory implies 
that funding availability could result in its productive use. 
Nonetheless, evidence suggests that funding accessed 
through the formal financial sector remains difficult to 
acquire (Fatoki & Odeyemi 2010).

The Pecking Order Theory
Authors Myers and Majluf, at a later stage, reinvented the 
POT, introduced by Donaldson (1961) in 1984. The basis of the 
author’s contention was founded on information asymmetry. 
This irregularity in information between owners and investors 
leads to financial strain among firms, causing them to select 
financing sources hierarchically (Serrasqueiro & Caetano 
2015). Therefore, the ‘pecking order’ is derived from how firms 
structure their balance sheet in financing projects initially 
using internal equity, after that debt, and finally, external 
equity, as Myers (1984) observed.

The POT has also been tested on SMEs, mainly owing to the 
assumption that a firm’s ability to access equity markets is 
limited, increasing the probability of financing debt with a 
deficit (Serrasquerio & Caetano 2015). Moreover, Gonzalez 
and Gonzalez (2012) link information asymmetry to small 
businesses by affirming the predominance of the POT. 
However, Laery and Roberts (2010) argue that there is no 
material effect of the changing degrees of information 
asymmetry on the financial behaviour of the POT but instead 
suggest that ageing conflicts determine the POT. 

Empirical literature
In a study conducted in the United Kingdom (UK) (Midlands 
region), Hussain, Salia and Karim (2018) examined the 
relationship between financial literacy, financial access and 
growth among SMEs. The authors’ primary objective was to 
assess SMEs’ ability to subdue information asymmetry, 
extenuate collateral needs, optimise capital structure and 
improve access to funding. The study’s findings suggested 
that improved financial literacy levels lowered the costs of 
monitoring and optimised the firm’s capital structure which 
positively affects the growth of small businesses. Knowledge 
in managing finances was recognised as a critical resource 
aiding SME owners in making effective decisions.

Damen and Rodriguez (2014) performed financial 
analysis, determining levels of financial comprehension and 
established the preparation of financial statements in 
reaching management decisions by small business owners 
in Florida. The study found that the financial strength of 
small businesses was strongly associated with the business 
owner’s attitude regarding their financial statements. 
However, about 50% of the SMEs indicated that the owners 
did not subsequently review their financial statements.

Lusardi and Scheresberg (2013) examined financial literacy 
and methods of borrowing at high costs in the United States. 
These included different types of loans (payday, auto title 

and refund anticipation loans) and pawnshops. The analysis 
of the study revealed that most of those who borrowed at a 
high cost portrayed low financial literacy levels. The study 
further established that it was less likely that financially 
literate SMEs would borrow at high prices.

Financial access is one of the significant challenges several 
small businesses encounter worldwide. In South Africa, 
findings from a study by Makina et al. (2015) on SME financial 
access and SME size found that access to formal credit 
constituted sole proprietorships as measured by the number 
of employees. Distinguishing factors also positively affected 
SME sizes were turnover and business sophistication. 
However, informal credit was found not to impact SME size 
significantly. Lastly, access to credit (formal and informal) 
depended on the SME’s location. For example, higher GDP 
provinces like Gauteng and KwaZulu-Natal (KZN) showed 
that most SMEs had access to formal credit. However, small 
businesses mainly relied on informal credit in poorer 
provinces such as Limpopo and the Eastern Cape.

Osano and Languitone (2016) discussed the underlying 
factors affecting financial access by small businesses in 
Mozambique. Factors such as the structure financial sector, 
awareness of opportunities available for financing, and the 
prerequisites for collateral and support services for small 
businesses were analysed. The study found that all four 
factors were related to access to finance.

Wachira and Kihiu (2012) examined financial literacy and its 
impact on consumers’ access to Kenya’s financial services. 
Their paper, however, established a significantly high chance 
that a financially illiterate individual might remain financially 
excluded; hence, reversing the trend would require increased 
investment to improve financial literacy.

Research methods and design
The article adopted the positivist approach in which actual 
knowledge can be obtained through observation and 
experimentation (Rahi 2017). Positivism details the position of 
a scientist and entails the production of generic principles 
while employing a discernible social reality (Saunders, Lewis 
& Thornhill 2015). The study reported in this article used a 
descriptive design. Salkind (2014) points out that descriptive 
research primarily describes the status quo of the study period, 
where the researcher has to rely on a prior understanding of 
the underlying problem. However, definitive evidence in 
primary data form is needed to address the problem and 
establish the most suitable action (Wiid & Diggines 2015).

Therefore, the primary data for the study report on this article 
was collected through a survey. The questionnaire was made 
up of three sections. Section A required the respondents to 
complete their demographic details, while sections B and C 
consisted of questions associated with financial literacy and 
financial access, respectively. Participants were rated on a 
5-point Likert scale where ‘1’ represented ‘strongly disagree’ 
and ‘5’ represented ‘strongly agree’. The research population 
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comprised 5609 registered SMEs from all industry sectors. The 
chosen sampling technique for the study was systematic 
random sampling, which according to Rahi (2017), entails 
randomly selecting the initial point of sampling while the 
consequent points are selected systematically. Furthermore, a 
sample size of 384 SMEs was determined using Fischer’s 
formula, given a 95% confidence level was maintained. Hence, 
400 questionnaires were distributed to the entrepreneurs, of 
which 324 were returned. Of the 324 returned questionnaires, 
only 310 were deemed suitable for analysis. Table 1 shows 
Section A (financial literacy) and Section B (financial access) of 
the questionnaire and statements which entrepreneurs 
responded to during the data collection phase of the study.

The questionnaires were pre-tested before gathering data for 
the main study in a pilot study. The questionnaires were 
distributed to 20 SMEs. Participants were requested to 
complete consent forms before being informed of the 
intention of undertaking the survey process. The aim of the 
pilot study was twofold. Firstly, it allowed the researchers to 
detect potential problems while serving as a guideline in the 
research plan development and assessing that the practical 
methods work and that the overall research is feasible (Doody 
& Doody 2015). Secondly, the pilot study was conducted to 
establish whether alterations needed to be implemented in 
the research design, ensuring that protocols of intervention 
were followed through before conducting the primary 
research study on a large scale. After data collection and 
analysis, the necessary amendments to the questionnaire 
were made and implemented accordingly. To determine the 
internal consistency of the questionnaire, Cronbach’s alpha 
was used. Hence, an alpha coefficient value of 0.771 was 
established, and the questionnaire was deemed reliable.

The study employed descriptive statistics to compute the 
mean, and standard deviations were calculated. As defined 

by Maree et  al. (2016), factor analysis determines which 
items ‘belong together’, grouping them according to the 
similarities in answers, thereby measuring identical factors. 
Furthermore, the ANOVA test was used to test the 
significance of the model at the 5% significance level. 
Regression analysis was also used to establish the possibility 
of an existing financial literacy-financial access relationship. 
Correlation analysis was also used to determine the 
relationships among the study variables. Figure 1 depicts 
the conceptual framework of the study.

Ethical considerations
The University of South Africa Department of Finance, 
Risk Management and Banking Ethical Review 
Committee  approved the study. The ethical approval 
number is 2018/CEMS/FRMB/020. All study procedures 
involving human participants were followed according to 
the institution’s ethical standards and the Helsinki 
Declaration. All participants consented to participate in 
the study.

TABLE 1: Extract of Section A and Section B of the study questionnaire.
Variable Statements

Financial literacy variable Indicate to what extent you agree or disagree with the following statements
Financial Knowledge (FK) (1) I understand basic financial concepts; (2) We prepare monthly company financial statements (income statement 

and balance sheet); (3) We review monthly financial statements; (4) We perform financial analysis on monthly 
financial statements; (5) We have an understanding of the companys gross profit ratio and its contribution to the 
overall profit.

Financial Behaviour (FB) (1) I always budget my money before spending it; (2) Before I buy something, I carefully consider whether I can afford it;  
(3) I pay my bills on time; (4) I keep a close personal watch on my financial affairs; (5) I set long-term financial goals and 
strive to achieve them.

Financial Attitude (FA) (1) I find it more satisfying to spend money than to save it for the long-term; (2) I tend to live for today and let tomorrow 
take care of itself; (3) Money is there to be spent; (4) I am prepared to risk some of my own money when saving or making 
investments; (5) I have a tendency to initiate and act proactively.

Financial Awareness (FAW) (1) We are capable of understanding and handling various financial mix strategies; (2) We are aware of different external 
service providers; (3) We are aware of the various financial product offering by financial institutions; (4) We 
understandand are familiar with the comprehension of the financial products; (5) We maintain these financial products 
with the financial institutions to reduce their likelihood of financial problems.

Financial access variables and questions. Indicate the extent to which you agree or disagree with the following statements.
Business Operations (FAC_1) (1) Access to finance is a major obstacle for our current business operations; (2) We have easy access to finance to 

support business operations; (3) Our business operations are better financed than our key competitors’ operations.
Sources of funds (FAC_2)
The following sources of finance are significant in 
financing our business activities.

(1) Internal funds or retained earnings; (2) Owners contributions or issued new equity share;(3) Borrowed from bank 
(private and state-owned); (4) Borrowed from non-bank financial institutions (microfinance, credit unions, credit 
corporations, etc.); (5) Purchases on credit from suppliers and advance from customers; (6) Business angels, venture 
capital; (7) Other (money lenders, friends, family, bonds).

Loan Convenience (FAC_3)
Should you want to obtain a loan from a financial 
institution, how important are the following factors?

(1) Convenient location of financial institution; (2) Quick processing of loan; (3) Staff efficiency (Quality of service); (4) Low 
interest rates; (5) Convenient repayment period; (6) Absence of requirement for fixed property as collateral; (7) Availability 
of financial services from the same financial institution.

Government Regulations (FAC_4)
What kind of Government action would assist your 
business the most amidst this current economic climate?

(1) Lowering of taxes; (2) Simplification of the registration process; (3) Government loans; (4) Subsidies to keep employees 
on the payroll.

Financial literacy

Financial
knowledge 

Financial
behaviour

Financial
attitude

Financial
awareness

Financial access

Source: Changwesha, M., 2019, ‘The relationship between financial literacy and 
financial access among SMEs in the Ekurhuleni Metropolitan Municipality’, 
Masters Dissertation, University of South Africa, Pretoria
FIGURE 1: Conceptual Framework.
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Results
The following sections highlight the financial literacy 
determinants and financial access indicators used before 
presenting and discussing the study results. Financial 
literacy was measured using financial knowledge (FK), 
financial behaviour (FB), financial attitude (FA) and financial 
awareness (FAW). Accordingly, financial knowledge was 
used to test entrepreneurs’ comprehension of basic 
financial concepts and investigate whether SMEs prepared, 
reviewed  and analysed company financial statements. 
Financial behaviour aimed to understand the participants’ 
management of finances while FA sought to evaluate the 
entrepreneurs’ stance regarding budgeting, saving and 
spending habits while attempting to understand their 
attitude towards life in general. Lastly, FAW assessed how 
conscious entrepreneurs were of financial products and 
service offers at financial institutions. Indicators used to 
measure the financial access variable included business 
operations (FAC_1), sources of funds (FAC_2), loan 
convenience (FAC_3) and government regulations (FAC_4). 
Firstly, FAC_1 sought to establish the degree of difficulty in 
accessing finance by small businesses. Secondly, the FAC_2 
variable evaluated the various funding options available to 
SMEs. Here, participants were asked to state which financing 
options they mostly used. Next, the FAC_3 measure assessed 
the crucial factors affecting entrepreneurs when obtaining 
loans. Finally, FAC_4 probed possible actions by the 
government that could facilitate less cumbersome funding 
for SMEs.

Descriptive statistics
Table 2 presents a summary of the descriptive statistics 
results. Entrepreneurs provided neutral feedback regarding 
financial management concepts. However, a positive mean 
value of 4.39 was recorded for financial behaviour, indicating 
that the entrepreneurs were optimistic regarding  their 
financial behaviour. Entrepreneurs responded negatively to 
accessing finance for business operations, showing that most 
agreed that accessing finance for business use was a massive 
challenge. They also concurred that they did not receive 
better financing than their competitors. Small and medium 
enterprises were also impartial about accessing funding 
sources, as shown by the mean value of 2.48. Similarly, 

entrepreneurs were uncertain of conveniently accessing 
loans from a financial institution, depicted by a mean value 
of 3.37. Lastly, financial access by entrepreneurs was 
significantly impeded by government laws.

Factor analysis
Principal Component Analysis (PCA) was used as the 
extraction method in determining the factor analysis results 
on the variables of the study. The resultant component matrix 
is shown in Table 3.

The preceding component matrix shows that financial 
knowledge recorded the highest value of 0.878, with financial 
behaviour recording the second-highest value of 0.821. The 
variables with the highest values indicate a positive variance.

Correlations
Table 4 provides the correlation matrix for the study and  
indicates a positive correlation between FK and FB. A non-
significant relationship was, however, found between the two 
variables. Financial knowledge and FA were negatively 
correlated, with a value of -0.245. Financial knowledge and 
FAC_1 affected SMEs’ ability to source funds. A positive 
correlation is further established between financial knowledge 
and loan convenience, source of funds and government 
regulations. Financial behaviour positively correlated with FK 
and FAW, Loan convenience and FAC_4, were negatively 
correlated with FA, FAC_1 and FAC_2, respectively. There was 
a positive correlation between FA and FAC_3. Financial attitude 
was negatively correlated with FAW, FAC_2 and FAC_4.

Financial attitude correlated with the four financial access 
indicators positively. There was a positive correlation 
between FAC_1 and FAC_2 while a negative correlation 
existed between the FAC_3 and FAC_4. Table 3 also shows 
that FAC_2 was negatively correlated with the source of 
funds and government regulations. Lastly, a positive 
correlation was established between FAC_3 and FAC_4.

Regression analysis
Regression analysis was conducted on the financial 
access indicators of the study to establish the degree to which 
the independent variable (financial literacy) affected the 
dependent variable (financial access). The results of the 
regressions are presented next.

TABLE 2: Descriptive Statistics.
Variables Mean SD Cronbach’s alpha (α)

FK 3.22 0.939 0.897
FB 4.39 0.639 0.794
FA 1.88 0.760 0.831
FAW 3.78 0.630 0.591
FAC_1 1.43 0.627 0.714
FAC_2 2.48 0.574 0.695
FAC_3 3.37 0.484 0.780
FAC_4 3.92 0.844 0.729

FK, financial knowledge; FB, financial behaviour; FA, financial attitude; FAW, financial 
awareness; FAC_1, business operations; FAC_2, source of funds; FAC_3, loan convenience; 
FAC_4. government regulations.

TABLE 3: Communalities.
Variable Extraction

FK 0.878
FB 0.821
FA 0.755
FAW 0.771
FAC_1 0.815
FAC_2 0.796
FAC_3 0.743
FAC_4 0.788

FK, financial knowledge; FB, financial behaviour; FA, financial attitude; FAW, financial 
awareness; FAC_1, business operations; FAC_2, source of funds; FAC_3, loan convenience; 
FAC_4. government regulations.
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The ANOVA findings at a 5% significance level show that the 
F statistic calculated is 10.047, with F critical at 0.338, as shown 
in Table 5. Since the F value is greater than the F-critical value 
(10.047 > 0.3338), the overall model was significant, meaning 
that financial literacy and access to finance through business 
operations are significantly related. The p-value of 0.000 
indicated a statistically significant relationship between 
financial literacy and financial access in FAC_1.

At a 5% significance level, the ANOVA findings show that the F 
statistic calculated is 7.761, with F critical at 0.338.The F value 
calculated is greater than the critical value (7.761 > 0.338). Hence, 
the overall model was therefore significant, revealing a 
significant relationship between financial literacy and access to 
finance through sources of funds. The p-value of 0.000 indicated 
that financial literacy and financial access to sources of funds 
were highly significant. The findings of the ANOVA are 
highlighted in Table 6.

At a 5% significance level, the ANOVA findings show that 
the F statistic calculated is 4.420, with F critical at 0.338. The 
overall model was significant since the F value is greater than 
the critical value (4.420 > 0.3338). A significant relationship 
exists between financial literacy and access to finances 
through loan convenience. The p-value of 0.002 indicated 
that financial literacy and financial access to FAC_3 were 
significantly related, as depicted in Table 7.

At a 5% significance level, the ANOVA findings show that the 
F statistic calculated is 3.133, with F critical at 0.338.The F value 
calculated is greater than the F critical value (3.133 > 0.3338), 
meaning that the overall model was significant. Therefore, 

a significant relationship between financial literacy and access 
to finances through government action is highlighted. The 
p-value of 0.015 indicated no significant financial literacy and 
financial access relationship regarding government action. 
Table 8 highlights the analysis of variance.

Discussion
Financial literacy
The results showed that entrepreneurs in the Ekurhuleni 
municipality had a limited understanding of basic financial 
literacy concepts. The results align with those of Klapper et al. 
(2015), wherein the authors established that a mere third of 
the adult population comprehends the general concepts 
surrounding financial literacy across the globe. However, the 
entrepreneurs prepared financial statements (income 
statement and balance sheet), indicating their relevance in 
their business operations. Oseifuah (2010) found that 85.3% of 
respondents also prepared financial statements in his study. 
Overall, entrepreneurs in the study showed little or no 
understanding of the fundamental financial concepts 
concurring with Lusardi, Mitchell and Curto (2010) and Fatoki 
(2010), who concluded that the financial literacy of individuals 
was generally less than average or exceedingly low.

Ekurhuleni’s entrepreneurs’ financial behaviour was 
admirable, implying a reasonable budget and spending 
approach. They cautiously supervised how they spent their 
money, refraining from spending impulsively and planning 
for their businesses. Diebold and Yilmaz (2009) and Scott 
(2010) assert that for funds to be effectively managed, there 

TABLE 7: Analysis of variance loan convenience.†
Model 1 Sum of squares df Mean square F Sig.

Regression 3.975 4 0.994 4.420 0.002‡
Residual 68.807 306 0.225 - -
Total 72.783 310 - - -

†, Dependent Variable: FAC_3.
‡, Predictors: (Constant), FAW, FB, FA, FK.

TABLE 4: Pearson’s Correlations.
Variable FK FB FA FAW FAC_1 FAC_2 FAC_3 FAC_4

FK 1 - - - - - - -
FB 0.100 1 - - - - - -
FAT -0.245** -0.184** 1 - - - - -
FA 0.589** 0.123** -0.222** 1 - - - -
FAC_1 0.204** -0.237* 0.042 0.155** 1 - - -
FAC_2 0.186** -0.133** 0.060 0.128** 0.212** 1 - -
FAC_3 0.709 0.220** -0.072 0.103 -0.141* -0.067 1 -
FAC_4 0.104 0.114* -0.168** 0.063 -0.126* -0.130* 0.245** 1

FK, financial knowledge; FB, financial behaviour; FA, financial attitude; FAW, financial awareness; FAC_1, business operations; FAC_2, source of funds; FAC_3, loan convenience; FAC_4. government 
regulations.
***, p ≤ 0.01; **, p ≤ 0.02; *, p ≤ 0.05. 

TABLE 5: Analysis of variance business operations.†
Model 1 Sum of Squares df Mean Square F Sig.

Regression 14.188 4 3.547 10.047 0.000‡
Residual 108.026 306 0.353 - -
Total 122.214 310 - - -

†, Dependent Variable: FAC_1.
‡, Predictors: (Constant), FAW, FB, FA, FK.

TABLE 6: Analysis of variance source of funds.†
Model 1 Sum of squares df Mean square F Sig.

Regression 9.106 4 2.276 7.761 0.000‡
Residual 93.367 306 0.305 - -
Total 102.473 310 - - -

†, Dependent variable: FAC_2.
‡, Predictors: (Constant), FAW, FB, FA, FK.

TABLE 8: Analysis of variance government regulations.†
Model 1 Sum of squares df Mean square F Sig.

Regression 8.691 4 2.173 3.133 0.015‡
Residual 212.233 306 0.694 - -
Total 220.924 310 - - -

†, Dependent variable: FAC_4.
‡, Predictors: (constant), FAW, FB, FA, FK.
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is  a need for one to understand the necessary skills in 
finance   clearly. Therefore, from the preceding results, the 
financial behaviour of SMEs in Ekurhuleni was remarkable. 
Similarly, Oseifuah’s (2010) study highlighted that at least 
64.8% of participants were careful in spending their money, 
while 66.7% of entrepreneurs admitted to having kept a 
budget and tracked their spending.

Entrepreneurs in Ekurhuleni portrayed negative financial 
attitudes and were uncertain of how to manage money while 
portraying an attitude of impartiality towards their general 
well-being. According to Atkinson and Messy (2012), consumers 
with negative attitudes towards saving for the future are less 
likely to save. Intrinsically, if the needs in the short run take 
precedence over those in the long run, consumers are usually 
not willing to spend their savings reserved for unforeseen 
circumstances. Although this study’s participants perceived 
themselves as risk-takers regarding their money when saving 
and investing, the overall results indicated a negative attitude 
toward their financial matters. However, these results contrasted 
with those of Oseifuah (2010), who found that respondents had 
a positive attitude toward their finances.

Entrepreneurs in Ekurhuleni are generally aware of financial 
institutions’ various service and product offerings and their 
accessibility. According to the FinScope (2010) surveys, there 
are fewer chances of using and taking up financial products if 
the individual is unaware of the financial institutions’ products. 
Xu and Zia (2012) assert that there is a variation among countries 
in awareness of financial products, with several individuals 
cognisant of savings accounts and insurance products.

However, entrepreneurs in this study exhibited a significant 
awareness of the various externally provided services and 
financial product offerings at financial institutions. Eniola 
and Enterbang (2017), in their research, revealed results of 
varying nature in Nigeria, where small business owners 
showed seemingly low levels of financial awareness.

Financial access
Most SMEs concurred that they experienced challenges with 
financial access for business use and were in disaccord with 
obtaining funding than their respective counterparts. 
Chimucheka and Rungani (2011) highlight that the reasons 
SMEs fail to access finances include failure to receive prompt 
feedback on the accessibility of financing, inability to meet the 
required collateral terms, mediocre business plans, impractical 
business ideas, and the foreign ownership of the businesses. 
Suffice it to say, Ekurhuleni SMEs also experienced difficulties 
accessing business funding. This is also found in previous 
research studies (Chimucheka & Rungani 2011; Fatoki 2014; 
Tadesse 2014), where access to finance proved challenging for 
entrepreneurs.

Entrepreneurs were uncertain about FAC_3. The study 
showed that most businesses were financed by internal funds 
or retained earnings, such as those in Ethiopia, where just over 
a third of businesses were financed using internal sources 

(Tadesse 2014). The POT stipulates that internal finances must 
be used before utilising financing from external sources (Myers 
1984). However, since internal finance is usually a SMEs’ first 
option, it is usually insufficient for survival and growth (Fatoki 
& Smit 2011). Therefore, the study results revealed that 
funding sources were inadequate for small businesses, leading 
to ineffective business operations owing to the lack of 
financing. Similarly, a study by Tadesse (2014) revealed that 
SMEs’ access to bank financing and financing from different 
sources were somewhat restrained, resulting in most 
businesses depending primarily on internal sources.

Entrepreneurs in Ekurhuleni indicated that their location 
was convenient and required the various services offered to 
be available and accessible in one financial institution. The 
entrepreneurs responded uniformly regarding the quality of 
service, excluding collateral and prompt loan processing, 
agreeing that they were paramount in obtaining loans. In the 
Debris Marko Town in Ethiopia, Tadesse (2014) found that 
processing loans for SMEs varied from one to four or five 
weeks. The author further inquired about the convenience of 
the repayment period for small businesses. Participants 
totalling 32.4% indicated very brief loan periods, negatively 
affecting repayment within the specified period. However, 
entrepreneurs gave mixed responses on the convenience of 
their services when obtaining loans.

The government also determined the entrepreneur’s ability 
to access finances. SME owners and managers were in unison 
to access funding if taxes were lowered, the simplification of 
the process of registering a company and subsidising loans 
from the government to retain employees on the payroll. 
According to Eniola and Entebang (2015), regulations posed 
by the government tend to limit entrepreneurship. Therefore, 
amid the various obstacles that SMEs encounter, government 
regulatory enforcement plays a significant role in SMEs’ 
inability to access finance. Therefore, the government needs 
to actively provide a continuous support system for small 
businesses and assist them in overcoming the numerous 
challenges they encounter when accessing funding. It 
remains clear that several small business owners are still 
unaware of government programmes and initiatives 
implemented to provide them with the required assistance 
for their businesses (Chimucheka & Rungani 2011).

A strong correlation was found between FB, FA and FAC_1. 
Furthermore, financial attitude, financial awareness and 
financial behaviour were positively related. Financial 
behaviour was also positively correlated with FAC_1 and 
FAC_3. In the same light, results from regressions revealed 
multiple relationships between the study’s two core variables 
(financial literacy and financial access). A significant 
relationship was also established between FK and FAW. 
Lastly, the determinants of financial literacy and the 
indicators of financial access were also all positively related. 

In light of the foregoing discussion, it suffices that small 
businesses are faced with the genuine struggle of accessing 
finance. Their critical role in the economy, however, requires 
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the various stakeholders (government, financial institutions, 
small businesses) to find ways to facilitate initiatives to ease 
the enterprises’ burden. For instance, the South African 
government could offer small businesses quarterly financial 
education, development and awareness training programmes. 
Such programmes will be aimed at providing a solid 
foundation for emerging businesses. In contrast, existing 
businesses will have the opportunity to benefit and later apply 
the much-needed financial principles to their businesses 
accordingly. Furthermore, the government could look into 
strategising, formulating and implementing policies that 
speak to financial institutions and how best they can cater for 
small businesses’ ability to access funding.

In the same light, financial institutions too could play a vital 
role in creating a conducive borrowing environment for 
small businesses. As a starting point, banks and other 
lending institutions could educate entrepreneurs on the 
various product and service offers and financing options 
available before they apply for financing. With such 
information, there is likely to be a creation of financial 
awareness and an increase in financial knowledge for the 
owners and managers of small businesses. Similarly, financial 
institutions could strive to place less stringent measures for 
small businesses by introducing initiatives which allow small 
businesses to actively participate as a prerequisite to receive 
funding. For instance, entrepreneurs could attend workshops 
and/or programmes on financial literacy and access, acquiring 
the necessary knowledge on basic financial concepts. 
Additionally, entrepreneurs could be taught to create and 
maintain financial statements. As a result, financial institutions 
can request that entrepreneurs present their coherent and 
structured financial statements (and business plans) as one of 
the primary requisites of securing access to credit.

It is critical for entrepreneurs, in their capacity, to also go the 
extra mile to invest in the necessary financial education they 
require to navigate the financial landscape effectively. 
Capitalising on the various programmes offered by both the 
government and the private sector could be highly beneficial 
and much needed in increasing their levels of financial 
literacy, hence a step closer to bridging the financial literacy-
financial access gap.

Limitations and future research
The study had three significant limitations. Firstly, the 
measuring instrument contained closed-ended questions. 
As a result, several entrepreneurs were less responsive in 
their opinions or apprehensive about disclosing sensitive 
information such as their level of education, annual income 
and a select number of financial literacy questions. 
Secondly, the electronic administration of questionnaires 
to entrepreneurs resulted in a bias towards those with 
access to computers, laptops and WiFi. Additionally, 
some  entrepreneurs encountered difficulties in clearly 
comprehending the instructions, making the results less 
generalisable to the broader population of SMEs. Lastly, 
the study only considered registered SMEs within the 

Ekurhuleni Metropolitan Municipality. Although a list 
and the details of SMEs from the municipality database 
were made available to the researcher, some businesses 
included in the sample frame were no longer operational. 
A total of 400 questionnaires were distributed. However, 
only 310 were considered useful for the study. Therefore, 
the results drawn were interpretable primarily for small 
Ekurhuleni businesses or those with similar settings. 

Future research can commit to investigating the reasons why 
financial literacy levels are generally low among SMEs. 
Considering the significant role of small businesses in economic 
development, the possible government influence on low 
financial literacy levels could also be investigated. Future 
researchers could also conduct a longitudinal study which may 
concede additional findings, especially on financial literacy 
and the financing of small businesses over time. The study was 
limited to registered SMEs in Ekurhuleni, suggesting that the 
results cannot be generalised to other municipalities and South 
Africa. Hence, future researchers could replicate this study’s 
empirical section using data that geographically represents 
small businesses from the various municipalities countrywide.

Conclusion
Financial literacy and financial access have been widely 
researched in South Africa. However, empirical literature 
highlighting the relationship between these variables, 
especially among SMEs, still needs to be explored. Therefore, 
this article contributed to existing knowledge and possibly 
prompted an argument on the financial literacy and financial 
access relationship. The quantitative and descriptive nature 
of the study revealed three main findings. Firstly, regarding 
financial literacy, the article established that entrepreneurs in 
the Ekurhuleni Metropolitan Municipality needed a greater 
understanding of basic financial terms. This further revealed 
low levels of financial literacy among entrepreneurs. Secondly, 
most businesses confirmed that this factor was their most 
significant obstacle regarding SME access to financing. Overall, 
the article established a positive relationship between 
entrepreneurs’ financial literacy and their ability to access 
financing in Ekurhuleni.
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