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Abstract: Entrepreneurship is recognized as a powerful driver of economic development in emerging economies, contributing to job
creation, innovation, and poverty reduction. However, many entrepreneurial ventures in such contexts fail due to poor financial decisions,
insufficient financial knowledge, and limited access to formal financial systems. Financial literacy-defined broadly as the ability to
understand and use financial information to make informed decisions-is increasingly recognized as a critical enabler of entrepreneurial
success. This paper investigates how financial literacy affects entrepreneurial success in emerging economies: its influence on business
performance, survival, risk management, access to credit, and sustainable growth. It proposes a theoretical framework linking financial
literacy with entrepreneurial competencies and external environmental factors (financial inclusion, policy, culture). Empirical evidence

is reviewed, gaps identified, and hypotheses proposed. Implications for policy, education, and future research are discussed.
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1. Introduction

1) Background

Emerging economies are characterized by high growth
potential but also by higher uncertainty, more volatile
markets, less developed financial infrastructures, and often
weaker institutions. Entrepreneurs in these settings face
numerous challenges: navigating informal sectors, limited
access to credit, unpredictable regulatory changes, and lack of
formal education or training in business management and
finance.

2) Problem Statement

Many entrepreneurial ventures fail not solely due to lack of
innovation or market demand but because of poor financial
planning, mis-management of cash flows, inability to assess
risk, misuse of credit, and incapacity to scale. Financial
literacy is often weak among small business owners and
entrepreneurs in emerging economies.

3) Purpose of Study

To examine how financial literacy contributes to
entrepreneurial success in emerging economies, what
dimensions of financial literacy matter most, what moderating
and mediating factors influence its effectiveness, and policy
and educational interventions that can strengthen this link.

4) Research Questions

a) What is the relationship between entrepreneurial financial
literacy and business performance (profitability, growth,
survival) in emerging economies?

b) Which components of financial literacy (knowledge,
behavior, attitude, risk understanding, credit use) are most
impactful?

c¢) What external (contextual) and internal (entrepreneur,
firm) factors mediate or moderate this relationship?

d) What interventions (financial education, access to finance,
mentoring, fintech) are effective in improving financial
literacy and thereby entrepreneurial outcomes?

2. Literature Review
2.1 Definitions and Dimensions of Financial Literacy

o Financial Knowledge: understanding basic financial
concepts such as interest rates, inflation, diversification,
financial statements.

o Financial Behavior: how entrepreneurs plan, budget,
manage cash flows, use credit, savings, investments.

o Financial Attitude / Risk Perception: how entrepreneurs
perceive financial risk, their confidence in managing
finances, their openness toward financial planning.

2.2 Entrepreneurial Success Metrics

e Business performance: profitability, revenue growth,
return on assets, sales growth.

o Business survival: continued operation over time (3, 5, 10
years).

e Access to finance: ability to borrow, sustain credit,
leverage investment.

e Resilience and sustainability: ability to weather shocks,
adapt, maintain operations, retain employees, grow
sustainably.

2.3 Theoretical Mechanisms

e Resource-Based View (RBYV): financial literacy as an
intangible resource that enhances firm capabilities.

e Human Capital Theory: financial literacy as part of the
entrepreneur’s human capital.

o Behavioral Theories: financial literacy influencing
decisions, reducing biases, improving risk management.

2.4 Empirical Evidence

e MSME:s in Palopo City, Indonesia: A recent study found
that both fintech and financial literacy significantly and
positively influence financial performance of MSMEs,
explaining a large share of variance in performance.

o Mitigating Financial Risks in Emerging Markets
(Ghana): Financial literacy helps entrepreneurs manage
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risks, improve business performance, better access credit,
improve cash flow.

o Performance in Mexico: Among entrepreneurs in
Veracruz, financial behavior (part of financial literacy)
had a strong positive effect on business performance;
knowledge and attitude were less strongly linked.

e SMEs in Developing Countries & Sustainability:
Financial literacy helps SMEs make better strategic
financial decisions, cope with market and credit
constraints, maintain long-term sustainability.

e Saudi Entrepreneurs: Research shows that financial
literacy contributes positively to entrepreneurial
competency and resilience, which in turn enhance
sustainable performance.

e Youth Entrepreneurs in Low-income Areas (South
Africa): Positive association between financial literacy
and entrepreneurial success among youth in economically
disadvantaged communities.

3. Conceptual Framework and Hypotheses
Based on literature, the following framework is proposed:

Financial Literacy (knowledge, behavior, attitude, risk
understanding)
l
Entrepreneurial Competency / Resilience / Better Financial
Behavior
!
Entrepreneurial Success Metrics
o Business Performance (profitability / revenue growth)
o Survival / Sustainability
o Access to finance / credit

Moderating / Mediating factors: Entrepreneur’s education,
firm age/size, sector, culture, financial inclusion / access to
financial systems, fintech adoption, regulatory environment,
economic volatility.

Hypotheses:

e HI1: Higher Ilevels of financial literacy among
entrepreneurs are positively associated with better
business performance (profitability, growth) in emerging
economies.

e H2: Financial literacy positively influences business
survival and long-term sustainability.

e H3: Financial literacy leads to better risk management,
which mediates between financial literacy and
entrepreneurial success.

e H4: The impact of financial literacy on entrepreneurial
success is moderated by access to finance and financial
inclusion (i.e. its effect is stronger when entrepreneurs
have better access to banking / credit / fintech).

o HS5: Entrepreneurial resilience mediates/moderates the
relationship between financial literacy and sustainable
performance (business continuity under shocks,
adaptability).

e« H6: Education level, firm size/age, and sector (e.g.,
technology vs traditional SMEs) moderate how financial
literacy translates into success.

4. Methodology
4.1 Research Design

e Mixed methods: quantitative survey of entrepreneurs /
SMEs + qualitative interviews to understand practices,
attitudes, constraints.

o Cross-country or multi-region design preferable to capture
variation among different emerging economies.

4.2 Sample

e MSMEs (Micro, Small, Medium Enterprises) and
entrepreneurs in emerging economy contexts (e.g. Africa,
Latin America, South/Southeast Asia, Middle East).

o Include both newer (startup) and more established firms to
capture survival and growth differences.

4.3 Data Collection

o Structured questionnaire for financial literacy: measuring
financial  knowledge, attitudes, behavior, risk
understanding.

o Business performance data: profit growth, revenue,
survival, access to finance, credit usage, debt, etc.

e Control variables: entrepreneur age, education, gender;
firm age, size, sector; macroeconomic variables;
infrastructure / regulatory environment metrics; exposure
to shocks.

o Interviews for qualitative insights (how decisions are
made, role of literacy, attitudes toward finance,
constraints).

4.4 Analysis Methods

e Regression analysis (cross-sectional, panel if data
available) to test associations between financial literacy
and performance.

e Mediation and moderation analyses (e.g. structural
equation modeling, PLS-SEM) to test hypotheses about
mechanisms (risk management, resilience).

« Survival analysis for business continuity over time.

e Possibly matched sampling or instrumental variables to
address endogeneity (e.g. more capable entrepreneurs
might both be more financially literate and perform
better).

5. Empirical Findings (What We Might Expect/
Summary of Literature)

Based on prior studies:

o Positive association between financial literacy and
business performance, particularly via good financial
behavior (budgeting, managing cash flow, proper use of
credit).

e Risk management emerges as a key mediator:
entrepreneurs with better literacy can assess and mitigate
financial risks, respond to shocks more effectively.

o Resilience (personal or firm) strengthens the positive
effect of financial literacy on sustainability.

o Context matters: access to formal financial services,
digital finance/FinTech, region, policy environment,
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sector all influence how strongly literacy translates to
success.

In many studies, financial knowledge and attitude are less
strongly or less reliably related to performance than
financial behavior. Behavior may be more directly
observable and actionable.

Discussion

Interpretation: Financial literacy helps entrepreneurs
make better financial decisions, avoid common pitfalls
(e.g., over-borrowing, misallocating resources, failing to
plan for cash flow), and thus enhances both performance
and survival.

Strengths of financial literacy: It is relatively low cost to
improve, scalable (through education, mentoring, digital
tools), and has wide applicability.

Challenges & Limitations: Even literate entrepreneurs
may face external constraints—Ilack of access to credit,
policy instability, poor infrastructure, cultural barriers.
Also, measuring “entrepreneurial success” is complex
(profit vs growth vs survival vs social impact).

Financial literacy programs may not always reach the
most vulnerable entrepreneurs; gender, rural vs urban
divide, and informal vs formal sectors matter.

Policy and Practical Implications

Governments and institutions should design financial
education programs targeted at entrepreneurs and
MSME owners, emphasizing behavioral skills (budgeting,
cash flow) and risk management, not just theory.
Integration of financial literacy into business training,
incubators, entrepreneurship curricula.

Use of FinTech / digital tools to provide literacy, financial
products, record-keeping, and access to credit.
Strengthening financial inclusion: ensure entrepreneurs
can access banking, credit, and insurance; reduce cost,
simplify processes.

Tailored interventions: consider sector, educational
background, region; ensure programs are accessible
(language, format).

Encourage partnerships between policy makers,
educational institutions, financial institutions, NGOs.

for Future

Limitations and Directions

Research

Longitudinal studies needed to measure the long-term
effects of increased financial literacy (not just
cross-sectional results).

Causal inference: more work is needed to address
endogeneity (do financially literate people succeed
because of it, or are successful people more likely to
become literate?).

More research in under-studied geographies, especially
rural areas, informal sector, conflict-affected emerging
economies.

Explore non-financial dimensions: how does financial
literacy influence social performance, environmental
sustainability, gender empowerment.

o Examine the role of digital literacy / fintech literacy as
complement to financial literacy.

9. Conclusion

Financial literacy plays a central role in enhancing
entrepreneurial success in emerging economies. Its influence
is particularly strong through financial behavior, risk
management, and resilience. While many entreprencurs may
have low knowledge and attitude scores, even incremental
improvements in knowledge and behavior can lead to
measurable improvements in performance and survival
However, the effectiveness of financial literacy depends
heavily on access to finance, external environment, and
supportive policy. Therefore, both practice and policy should
focus on delivering financial education, improving financial
inclusion, and creating enabling environments so that
entrepreneurs can convert financial literacy into sustainable
success.
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