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 This research examines the impact of financial literacy on the 

financial management of Micro, Small, and Medium Enterprises 

(MSMEs) by building upon previous studies. A robust level of 

financial literacy within MSMEs is crucial for enhancing the 

effectiveness of financial management practices. Literature 

review indicates that a heightened understanding of 

fundamental financial concepts empowers MSMEs to make 

informed financial decisions, contributing to their overall 

resilience and sustainability. A deeper comprehension of 

financial management aids MSMEs in identifying financial 

opportunities and mitigating risks when formulating long-term 

financial strategies. Collaborative efforts involving various 

stakeholders, such as government bodies, financial institutions, 

and non-government organizations, are essential to elevate 

financial literacy among MSME stakeholders. It is anticipated 

that this literacy enhancement will positively impact the welfare 

and sustainability of the MSME sector as a whole, fostering local 

economic growth. 

 

Introduction  

Effective financial management is very important for Micro, Small and Medium 

Enterprises (MSMEs) to ensure the success and sustainability of their businesses. To 

achieve good performance, MSME players must know how to manage their company's 

finances. Financial management is something that is often ignored by MSME players. 

Their limited accounting knowledge means they cannot manage finances well, which 

will affect their business performance. [1] Stated in his research that professionalism in 

financial management will help business actors related to business management starting 

from budgeting, planning to save business funds and financial basics to achieve business 

financial goals. In managing a business, good financial management is needed in order 

to produce good results. If the financial aspect becomes better, the performance of 

MSMEs will increase [10]. 

In the process of running a business, a person must also have financial skills and 

knowledge in order to manage their finances effectively, so financial knowledge is very 

important for every entrepreneur. The Financial Services Authority (OJK) defines 

financial literacy as knowledge, skills and beliefs that influence a person's attitudes and 
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behavior in managing finances to achieve prosperity. A good understanding of financial 

literacy allows them to manage the financial health of the business effectively and 

efficiently. Therefore, financial literacy is not only related to reading and writing literacy, 

but also includes financial literacy which involves financial management and savings 

strategies [4]. 

The importance of financial literacy for MSMEs is that everyone is able to make 

effective considerations and decisions when managing finances [3]. Therefore, this will 

influence a person's way of thinking about the financial situation and influence the 

business owner's strategic decisions regarding finances and better management [1]. 

Based on the National Financial Literacy Survey (SNLIK) conducted by the 

Financial Services Authority (OJK) in 2019, it was found that the financial literacy index 

(financial understanding) of the community, including MSMEs, was still low, namely 

38.03% [7].  

 
Figure 1. The Financial Literacy Index 

Sources: Financial Services Authority (OJK) 

 

This low level of literacy has an impact on the ability of business owners to 

manage business finances, whose abilities are limited to recording but not recording 

income and expenses properly [1]. Financial knowledge influences a person's financial 

management behavior [5]. Therefore, financial literacy has an important impact on the 

financial management of Micro, Small and Medium Enterprises (MSMEs) which 

ultimately affects their business performance. Increasing financial literacy and 

implementing good financial management practices can help MSMEs achieve business 

growth and sustainability. 

 

Research Methods  

The literature review is the main focus of this research, drawing attention to the 

need for further research to explore strategies that have a positive impact on financial 

literacy in MSMEs. This analysis will focus on the latest findings and relevant 

information in the MSME finance and management literature. This study highlights the 

importance of continuing to develop financial education initiatives tailored to the 
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specific needs and characteristics of MSMEs. By using a narrative descriptive approach, 

this research aims to obtain a comprehensive picture or understanding of the condition 

of financial literacy among MSMEs, support the discovery of effective strategies, and 

provide recommendations for developing financial education that is more effective and 

relevant to MSMEs. 

 

Result and Discussion 

Financial management is one of the big problems for MSMEs because if MSME 

financial management does not run well it will hamper performance and access to 

financing. Financial management is one of the things that is often overlooked by micro 

business actors, especially regarding the application of correct financial management 

and accounting principles [8]. This problem arises because of limited knowledge and 

information about accounting among micro business actors [2]. Then, the educational 

background of micro business actors also influences their level of understanding of 

financial and accounting concepts. The big challenge in managing MSME finances lies 

not only in the low awareness of the importance of this aspect, but also in the limited 

knowledge and understanding possessed by MSME players. Therefore, educational 

steps are needed in terms of providing better information regarding financial 

management. 

Previous research shows that high financial literacy will help MSMEs plan 

business growth strategies and overcome financial challenges. Therefore, increasing the 

financial literacy of MSME players will have a positive impact on the growth and 

sustainability of the MSME industry as a whole as well as individual financial well-being 

[6]. Micro, Small and Medium Enterprises (MSMEs) that use appropriate financial 

knowledge are more likely to achieve better performance, stable business growth, and 

have the ability to overcome financial challenges. People who have good financial 

knowledge can make better financial decisions, including appropriate budget planning, 

effective risk management, and optimal resource allocation [9]. 

Even though the positive impact of financial literacy is very large, there are still 

challenges in increasing financial literacy among MSMEs. Some of the challenges include 

limited access to quality financial education, lack of financial resources and information 

[5]. Some MSMEs may have difficulty accessing financial training tailored to their needs, 

making it difficult for them to develop the financial skills and knowledge to manage 

their business effectively. Efforts to overcome this challenge include developing 

financial education initiatives that are more accessible and better suited to the needs of 

MSMEs. In addition, support from the government, financial institutions, training 

institutions and other parties is needed to ensure an increase in the financial literacy of 

small, medium and micro businesses as a whole and make a positive contribution to 

economic growth and sustainable development of all MSME players. 

The importance of the role of government, financial institutions, non-profit 

organizations, educational institutions, and other stakeholders in enhancing financial 

literacy for Micro, Small, and Medium Enterprises (MSMEs) cannot be overlooked, 

considering the crucial role MSMEs play in the economic growth of a country. Specific 

and targeted financial education initiatives for MSMEs are a key step in improving their 
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understanding of financial aspects, including fund management, financial planning, and 

financial risk management [2]. 

The government plays a strategic role in formulating policies that support the 

development of financial literacy for MSMEs. Through smart and inclusive policies, the 

government can create an environment conducive to the implementation of more in-

depth financial education programs. This may involve developing specialized curricula 

for financial training for MSMEs, providing high-quality human resources to deliver 

financial literacy content, and creating incentives for active participation in such 

programs [6]. Policy measures are not limited to educational aspects but also involve 

financial support. The government can provide fiscal incentives or subsidies to actively 

participating MSMEs in financial literacy programs, thus providing economic 

encouragement for those investing in increasing financial knowledge. Additionally, 

policies supporting MSMEs' access to affordable loans can be a crucial key in 

encouraging their participation in financial literacy programs. 

Financial institutions, as strategic partners of the government, can actively 

participate in efforts to enhance financial literacy for MSMEs. They can provide financial 

resources to support the implementation of financial education programs. Moreover, 

financial institutions can grant access to MSMEs for financial consultations, business 

planning, and a better understanding of various financial instruments that can support 

their business growth. Non-profit organizations also play a crucial role in bridging the 

financial literacy gap for MSMEs. With a focus on social and educational objectives, non-

profit organizations can organize inclusive financial literacy programs accessible to 

MSMEs from various sectors and skill levels. 

In addition to the government, financial institutions, and non-profit 

organizations, educational institutions also have a responsibility to create relevant 

curricula supporting the development of financial literacy for MSMEs. This may involve 

integrating financial literacy content into formal and non-formal education curricula, 

ensuring that individuals involved in MSMEs acquire adequate knowledge to manage 

their finances wisely. With strong collaboration among the government, financial 

institutions, non-profit organizations, educational institutions, and other stakeholders, 

an ecosystem supporting the holistic improvement of financial literacy for MSMEs can 

be created. This collective effort will not only assist MSMEs in managing their finances 

more effectively but also significantly contribute to overall economic growth and 

sustainable development. 

Non-profit institutions can help expand MSMEs' financial knowledge and skills 

by organizing several activities such as training, workshops or providing financial 

literacy materials. Educational institutions also have the responsibility to develop 

curricula that integrate financial literacy into both formal and non-formal education 

levels. Financial education included in the curriculum can equip future generations of 

MSMEs with a stronger knowledge base. Through cooperation and coordination of all 

parties, a financial education ecosystem can be created to support and encourage 

increased financial literacy for Micro, Small and Medium Enterprises. In this way, 

MSMEs will be better able to manage their finances effectively, contribute to economic 

growth, and achieve better business sustainability. 
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Conclusion 

Financial literacy is very important for Micro, Small and Medium Enterprises 

(MSMEs) to manage their finances well. Financial literacy not only provides a 

knowledge base, but also helps MSMEs make better financial decisions, becomes the 

basis for more accurate budget planning, better risk management, and finding profitable 

investment opportunities. In this case, it is very important for all parties to work 

together, including the government, financial institutions, non-profit organizations, and 

educational institutions, to increase financial literacy among MSMEs. 

Good financial literacy has a very important role in effective financial 

management in Micro, Small and Medium Enterprises (MSMEs). The knowledge gained 

regarding basic financial concepts helps MSMEs make better financial decisions, 

becoming the basis for more accurate budget planning, more efficient risk management, 

and more optimal allocation of financial resources. Financial literacy not only provides 

a knowledge base, but also increases the ability of MSME players to interpret financial 

information, identify profitable investment opportunities, and plan long-term financial 

strategies. In this context, joint efforts from various parties, including the government, 

financial institutions, non-profit organizations and educational institutions, are a must 

to increase the level of financial literacy among MSMEs. 

Specifically for MSMEs, financial literacy training and programs can help them 

understand financial aspects that are relevant to their business. By learning more about 

finance, it is hoped that they can make smarter financial decisions, increase their 

competitiveness, and support the growth and sustainability of the MSME sector as a 

whole. As financial literacy among MSMEs increases, it is hoped that the growth and 

sustainability of the sector will increase overall. 
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