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ABSTRACT 

Over the last two decades, scholars and policy makers in both developed and developing 

countries have recognized that financial literacy is critical for the establishment and survival 

of most businesses. Financial literacy entails the ability to process information contracted 

from the economy and to act upon such information through the execution of decision-making 

on informed grounds, pertaining to financial planning, wealth accumulation and financial 

commitments. In this paper, we discussed the dynamics contributing to financial literacy such 

as mathematical skills, financial education, motivation and financial satisfaction. The paper 

also discussed the dimensions of financial literacy which includes financial knowledge, 

financial behaviour and financial attitudes; it also discussed the relevance of financial 

literacy in emerging economies. The paper concludes that, the consequences of a lack of 

financial literacy are poor decision-making around the utilization of money, appalling 

attitude towards saving, high financial risk through ineffective management of debt, poor 

financial well-being, insolvency and bankruptcy, cash flow problems and difficulty in 

accessing financial products, which all lead to growth constraints and even the death of 

businesses. 

KEYWORDS: Financial Literacy, Mathematical skills, Emerging Economies, insolvency, 
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1.1 Introduction 

Over the last two decades, scholars and policy makers in both developed and developing 

countries have recognized that financial literacy is critical for the establishment and survival 

of businesses (Wise, 2013).The need for financial literacy has been emphasized by different 

scholars. Financial literacy is the mastery of a set of knowledge, attitudes and behaviors. It is 

the ability of an individual to make informed judgment and take effective decisions regarding 

the use and management of money, such individuals also possess a facilitating attitude to the 

effective and responsible management of financial affairs. That is the ability to read, analyse, 

manage and communicate personal financial conditions that affect well-being and the ability 

to distinguish financial choices, discuss money and financial issues without discomfort. It has 

assumed the role in allowing people to make responsible decisions as they strive to attain 

financial wellbeing (Ani, Kelmara and Wesley, 2016).   

Financial literacy has become essential in the running of businesses and operations of 

organizations in our complex and dynamic environment today. Atkinson and Messy (2012) 

pinpointed that governments around the world are interested in finding effective approaches 

of improving financial literacy of their populations through developing strategies for financial 

education with the main aim of providing various learning opportunities. Many countries 

have developed strategies for the implementation of financial education to improve financial 

literacy of their population as it is perceived as a life skill necessary for intelligent financial 

conduct in modern life and an important basis for the economic and financial stability of 

society and the state (Ani et al, 2016).   

 

1.2 Conceptual definitions of financial literacy  
Despite several interpretations and emphases of financial literacy among researchers, 

common grounds do exist. Knowledge, the ability to work with numbers, the use and 

management of money and effective financial decision-making, etc. are some of the common 

grounds elaborated. 

Financial literacy has been defined in a range of literature as a particular form of knowledge, 

the proficiency of an individual to apply this knowledge, how the knowledge is perceived, 

which is designated through good financial behaviour and influenced by the financial 

experiences of individuals. Emphasis in this definition seems to be placed on knowledge. 

This form of knowledge specifically pertains to aspects of a financial nature. This is 

sanctioned by the findings of, among others, Clark (2014), who defines financial literacy as 

“knowledge and understanding of financial products and services that are relevant to the 

issues that people have to deal with in their everyday lives”. Oanea and Dornean (2012) 

explain specifically that they are of the view that an individual should possess knowledge of 

at least financial terms such as money, inflation, interest rate, credit, etc. as a starting point of 

financial literacy. These terms are not uncommon terms in our everyday lives. Financial 

knowledge signifies the basis for financial literacy and financial skills, whatsoever depends 

on that knowledge.  

 

Financial literacy implies that a person comprehends and has the ability to apply essential 

financial knowledge in everyday life and that it leads back to how an individual deals with 

money. This highlights the importance of the presence of financial literacy to deal with 

money. The emphasis here is placed on the ideal that the knowledge should be understood 

and that financial literacy is not reached through just knowledge, but rather through the 

application of that knowledge. The knowledge required is also indicated as a basic form, due 
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to the indication that the financial knowledge required is the everyday life type that is 

essential with regard to decision-making that involves an individual and his dependents.  

Lusardi and Mitchell (2014) assert that financial literacy entails the ability of an individual to 

process information contracted from the economy and to act upon such information through 

the execution of decision-making, on informed grounds, pertaining to financial planning, 

wealth accumulation, financial commitments and retirement pensions.  

 

1.3 Dynamics contributing to financial literacy  

 

It is clear from the conceptual definitions that knowledge on its own of financial matters does 

not indicate that an individual is financially literate. The further step of employing the 

knowledge in the use and management of finances and understanding the consequences of 

financial decisions and its outcomes better reflects the means by which one should determine 

the financial literacy of another individual.  

Financial literacy is the capability to have financial knowledge and understanding in order to 

be enabled to deal with everyday financial matters; it is financial skills and competence to 

allow individuals to plan and monitor financial decisions. This capability is affected by a 

number of circumstances and factors, which include physiological factors, of which the 

following that were identified: 

 

 Literacy  

The term has a variety of forms and has been researched in several studies by educators, 

psychologists, government ministers, the media, etc. However, in the most basic explication, 

literacy can be defined as the ability of an individual to read, write and speak (Remund, 

2010).  

 

Literacy is imperative as it enables an individual to function more effectively in the sense that 

illiterate individuals are unable to function in complex societies as functional as literate 

individuals do. Nonetheless, Mason and Wilson (2000) are of the view that literacy stretches 

beyond one’s ability to read and write, it also connotes the abilities to “learn, achieve status 

and human rights, knowing, making choices, improving occupational status and wealth, 

improving leisure pursuits, making comparisons, creating and confirming conclusions”. 

However, the question is: How exactly does the term fit into the concept of financial literacy?  

 

Literacy is an essential factor of financial literacy since any individual, especially an 

entrepreneur, should have proper communication skills – which are inseparable from reading 

and writing capabilities and verbal interaction. The United Nations Educational Scientific and 

Cultural Organization (UNESCO, 2005) asserts that literacy refers to tangible skills, 

specifically the intellectual ability to read and write. The organisation expressed that literacy 

has a fundamental impact on the existence of an individual, since it permits an individual to 

characterize words through renowned signs, it gives structure to an individual’s thought 

processes and it promotes a framework that is crucial for enabling an individual to think 

critically. This set of skills makes it possible for an individual to be educated, since it 

provides a gateway that enables an individual to access knowledge and information 

(UNESCO, 2005), ultimately enabling an individual to independently make sense of data 

acquired through the teaching of another individual in the form of learning. In order to stay in 

touch with the latest economic trends, one would have to refer to some form of 

communication media (television, radio, cell phone, newspapers, etc.). Knowledge has been 

identified as a key element of financial literacy and it is unreasonable to expect an individual 
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to gain this without literacy. Apart from literacy, another important component of financial 

literacy is perceived to be numeracy or numerical skills.  

 

 Numeracy or mathematical skills  

UNESCO (2005) states that numeracy is categorized and understood as either an integral 

fragment of literacy or as a complementary set of skills thereto. Numeracy represents a basic 

skill, which is closely aligned to the general cognitive abilities of an individual. Lusardi and 

Mitchell (2011) describe the concept as the capacity to perform simple calculations. 

Articulate numeracy to be the ability to do essential mathematics such as additions, 

subtractions and multiplications. Individuals with higher general cognitive abilities or 

numeracy tend to display greater levels of financial literacy. 

Financial literacy is an individual’s ability to reason with numbers, compute interest and 

understand inflation (Lusardi & Mitchell, 2014). The definition is taken further by adding 

concepts such as that an individual should understand it in order to calculate it. Sometimes, it 

is required of individuals to perform more complex calculations, for example, to calculate the 

future value of investments made, an individual should be able to perform basic calculations 

such as calculating how much they expect to have left at the end of a given month after 

subtracting expenditures from income received, that individual is unlikely to be able to 

perform more complex calculations.  

 

Financial literacy’s core is the use and management of money, which value is considered in 

numbers. The two concepts financial literacy and numeracy are therefore inseparable. 

Financial illiteracy can indirectly be alleviated through the emphasis of a higher level of 

numeracy. In addition, it was established by Sages and Grable (2010) that individuals who 

exhibit financial numeracy characteristics display greater financial risk tolerance abilities.   

 

 Financial education  

The focus, according to researchers, of this type of education varies, but it is clear that the 

core of this type of education revolves around finances and financial matters. The intention of 

financial education is to teach individuals concepts relating to money and the prudent 

management thereof; in addition, to enable them to learn the basic skills related to the 

earning, spending, saving and investing of money, as well as the fundamentals of borrowing.  

Robb (2012) states that financial education stimulates the development of skills and 

confidence within an individual with the aim of familiarizing the individual with financial 

risks and opportunities in order to make informed decisions effectively. It was stated earlier 

that financial literacy is referred to by researchers as a skill, of which numeracy and literacy 

are the most superior ones that were highlighted. It is evident from the above discussions that 

the financial literacy skill may be obtained through financial education. However, financial 

education is not limited to the projection of the latter mentioned skills.  Caskey (2006) is of 

view that financial education should focus on the essential and major life choices of an 

individual as well as the imperativeness of saving and budgeting. These major life choices 

can involve a variety of things; however, from a financial perspective, it is reasonable to 

assume that it involves decisions such as buying or selling a house, starting an enterprise, 

investment, saving for a future event, etc. Hung et al. (2009) describe financial education as a 

process by which individuals improve their comprehension of financial products, services and 

notions, which empowers these individuals to make informed decisions and to take other 

actions relating to their finances that will ultimately improve their long-term financial 

welfare.  
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Robb (2012) described it as a process by which financial customers or investors progress 

their comprehension of financial products and concepts through a combination of information 

that is gained through instruction and objective advice from different sources. This 

instruction and advice are often conveyed through basic education provided in schools, 

universities and colleges, training from employers, money advisors, and other programmes 

provided by either government or other organisations (Atkinson, 2008). 

 

 Other factors   

As previously stated, an individual may be in possession of the knowledge on how to manage 

finances, but it is not enough to say that such an individual will respond accordingly on that 

knowledge by means of applying it in their financial decision-making. Being in possession of 

financial knowledge is not in itself an assurance that individuals will make rationally 

effective decisions (Estelami, 2009). It very much depends on the individual in possession 

thereof and drivers within the individual.   

The following represents factors that, in addition to the above mentioned, have an impact on 

an individual’s financial literacy:   

 

 Anxiety or stress  

Anxiety has been determined to have a reasonable effect on an individual’s financial 

behaviour, namely management of money. Sages, (2013) found that the outcome of 

irresponsible financial behaviour, which refers to spending more than you earn, cash flow 

deficit attributed to a high number of demands for payment and reaching the credit limit on 

credit offered to an individual, results in anxiety. Furthermore, when an individual is 

confronted with such anxiety, they may perhaps display more irresponsible financial 

behaviour. Estelami (2009) states that, in pursuit of reducing anxiety caused by financial 

circumstances, an individual often fails to consider rationally all relevant facts and aspects 

surrounding the given financial situation, leading them to make financial decisions 

ineffectively. They basically make decisions to get it over and done with, as quickly as 

possible.   

 

 Motivation  

Motivation has always been known to have a fundamental influence on the behaviour of an 

individual (Mandell & Klein, 2007). An individual will only be driven to act financially 

conscientiously if he believes that the financial decisions he makes will add considerable 

value to his existence (Mandell & Klein, 2007). If this is not the case, it is possible that they 

may ignore the financial knowledge they have gained from whichever source, since 

individuals who perceive their financial goals to be out of reach will have no incentive to 

progress their financial knowledge (Murphy, 2013). The latter behaviour, however, does 

carry financial consequences. A lack of motivation to apply financial literacy gained is 

believed to diminish an individual’s financial status, his attitude towards financial planning 

and retirement security (Murphy 2013).   

 

It is undeniable that if individuals have no motivation to be financially knowledgeable, or if 

they place little importance to it, little effort should be expected from such individuals to 

improve or just even demonstrate financially literate behaviour.  

 

 Financial satisfaction  

Financial satisfaction has been suggested to be an outcome of financial literacy (Vosloo, 

2014). Vosloo (2014), assert that a low level of financial satisfaction is associated with an 
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overall dissatisfaction with one’s life. As and when an individual experiences anxiety and 

trauma caused by financial dissatisfaction, eventually, the individual is encouraged to become 

more financially literate to address his financial and psychological situations (Murphy 2013). 

This is substantiated by the findings of Robb et al. (2012), who implied that if individuals 

seek financial satisfaction, they will go to the length of seeking professional advice around 

saving and investing, as well as debt counselling and advice on how to manage it.  

Based on the above discussions, one may conclude that even if an individual does possess 

financial literacy and skills correlated to it, the individual may still not make use of it in the 

event of certain circumstances. Individuals tend to make ineffective financial decisions in 

situations of anxiety, regardless of the financial literacy they possess. The same may be said 

if an individual lacks proper motivation and financial satisfaction.  

 

1.5  Dimensions of Financial Literacy 

 Financial Knowledge  

Financial knowledge is defined as the understanding of key financial terms and concepts 

needed to function daily (Huston, 2017). It is defined by (Potrich, Kelmara and Wesley, 

2016) as a particular kind of capital acquired in life through the ability to manage income, 

expenditure and savings in a safe way. Financial knowledge is wisdom acquired through 

learning the ability to manage income, expenditure and savings in a safe way (Lusardi and 

Mitchell, 2008). Financial knowledge is associated with a number of “best practice” financial 

behaviors, including possessing an adequate emergency fund, monitoring credit reports, 

avoiding checking account overdrafts, avoiding revolving debt, owning a dedicated 

retirement account, and having insurance protection (Robb, 2014). The Organization of 

Economic Co-operation and Development (OECD), added that financial knowledge is an 

important determinant of whether the individual is financially literate, involving questions 

related to concepts such as simple and compound interest, risk and return and inflation. 

 

 Financial Behaviour 

Financial behavior as defined by Zeynep(2015)is the capability to capture of understanding 

overall impacts of financial decisions on one’s circumstances and to make the right decisions 

related to the cash management, precautions and opportunities for budget planning. Research 

has shown that financial literacy consistently predicts measures of financial behavior of 

individuals (Hung, Parker &Yoong, 2009). Sucuahi (2013) highlighted that a good financial 

behavior involves the ability to make financial decisions that increase wealth and prevent 

uncertainties of businesses and individuals. These activities generate more financial assets, 

prevent overindebtedness, finance retirement, and insure against major life contingencies.   

 Financial Attitude  

Financial attitude can be defined as the application of financial principles to create and 

maintain value through decision making and proper resource management (Latif, Razak, and 

Lumpur, 2011). Financial attitude is one of the factors that have significant impact on 

financial management practice. It is defined by Eagly and Chaiken (1993) as psychological 

tendency that is expressed by valuating a particular entity with some degree of favor or 

disfavor”. That is, it a psychological predisposition when it comes to agreeing or disagreeing 

with certain financial management practices. Latif et al. (2011) defined financial attitude as 

the creation of value in decision making and resource management through application of 

financial principles. Financial attitude is improved through procurement of adequate 

information (Abiodun, 2016).   
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1.6  Relevance of Financial Literacy  
 

Individuals, in their personal capacity or stewardship of an enterprise, are confronted with the 

making of complex financial decisions in various facets of their lives; however, research 

indicates that a large number of individuals are unprepared when confronted with decision-

making requirements (Drexler 2012). One of the major reasons for not being prepared seems 

to revolve around a lack of knowledge enabling informed decision-making. It was established 

that informed financial decision-making is made possible through the possession of the 

relevant financial knowledge and the comprehension of it. Financial knowledge appears to be 

an essential survival mechanism for business owners, since it is a key resource that 

contributes to the enhanced performance of an enterprise, improved competency, decision-

making, and innovation (Wong & Aspinwall, 2004). In our ever-changing economy, 

entrepreneurs are forced to keep their financial knowledge up to date if they expect to be 

sustainable, since the outcome of a lack in financial literacy, of which financial knowledge 

and the understating thereof form an integral part, often takes the form of financial 

difficulties (Hromkadka, 2007). If the whole economy is facing difficulties, financially 

illiterate individuals would be expected to be the ones who suffer most.   

Initially, when an individual undertake to enter into business, they are confronted with 

important strategic financial decisions about what it is that they have to offer to the public 

and how they are going to put their initial objective to enter into trade, namely where are the 

funds going to come from, which products they will sell, where to obtain those products, the 

selling price they should request, are they going to require the assistance of another 

individual, etc. On a daily basis, these enterprise owners somehow have to keep record of 

how much they earn from the enterprise as well as how much they spend, which is also 

referred to as basic accounting. The skills required that enable the execution of latter-

mentioned activities are facilitated through financial education (Drexler, 2012), which is a 

fundamental factor in the achievement of financial literacy  

 

1.7 Consequences of a Lack of Financial Literacy in an Emerging Economies 
 

Financial literacy is essential, given that a lack of it may detriment an individual’s day-to-day 

money management ability, saving behaviour, and it ultimately makes such individuals 

vulnerable to severe financial crises (Braunstein & Welch, 2002), meaning financially 

illiterate individuals are struck the hardest in times of financial distress. The vulnerability 

arises from the big element of surprise or shock that is experienced by individuals who are 

unprepared for the consequences. Financial literacy is the only tool that equips individuals to 

be better prepared for financial shock. The following consequences are as relevant to 

entrepreneurs or managers as they are to individuals in their personal capacity.   

 

If the owner or those in charge of an enterprise lack financial literacy, their ability to 

effectively manage finances would be restricted and this may ultimately lead to detrimental 

vulnerability to consequences of financial hardship, such as cash flow problems, insolvency 

and bankruptcy and discontinuation of their businesses. Poor decision-making, which is often 

the product of a lack of financial literacy, around cash flows would be as a result of not 

knowing the enterprise’s cash flow position at all relevant times, as would insolvency and 

bankruptcy be the result of not being aware of the financial position of an enterprise before 

deciding to take on additional debt as well as strategies on how to settle existing debt. Being 

aware of cash flow and financial position is made possible by financial literacy, namely 

keeping record of the relevant information, and being able to interpret and understand the 
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results obtained from trailing the enterprise’s cash flow and financial position. This is 

verifiable through the research of a number of researchers who all affirm that a deficiency in 

financial literacy is associated with poor financial decision-making, investment selections, 

negative income related to spending decisions, borrowing and saving choices, financial 

planning (Lusardi & Mitchell, 2014), exceptionally high debt levels, poor attitude towards 

saving, vulnerability to investment fraud and schemes as a result of lacking knowledge, 

bankruptcy and blacklisting.  

In a struggling economy, no individual can afford to be a victim of the consequences of bad 

decisions and a lack in financial knowledge and relevant financial literacy skills. Irwin (2013) 

researched the reason for the resistance during the latest financial crisis by small enterprises 

and found that effective and wisely orchestrated decision-making, related to financial 

literacy, around the spending and saving of money was a primary reason for toughness shown 

in times where failure threatens. The finding of Irwin (2013), that financial literacy is an 

essential weapon during financial distress, highlights the sheer importance thereof. In the 

findings of a number of other research studies concerning statistics around the survival of 

small- and micro-enterprises, a lack of financial literacy seems to be the primary 

responsibility. 

Wise (2013) asserts that a deficit in financial literacy position is a great threat to the success 

of enterprises, especially that of new enterprises. Bornstein and Scarborough (2007) reported 

that the failure rate for new businesses stands at approximately 70 to 80% in the first year of 

business, and only half of those who persist beyond the year would still be in trade after five 

years. 

 

1.8 Conclusion 

 

Financial literacy has been defined by several researchers and the basis for the different 

definitions remains similar, since it is centered on finances. Financial literacy is said to be 

knowledge and understanding of financial matters; it also pertains to the ability to apply such 

knowledge in the relevant circumstances through effective decision-making regarding the use 

of money. It has also been established that it embodies specific skills pertaining to an 

individual’s ability to work with numbers and at the same time it refers to being aware of 

risks associated with finances as well as the consequences or outcomes of financial decisions.  

The consequences of a lack of financial literacy here therefore, can be correlated with poor 

decision-making around the utilization of money, appalling attitude towards saving, high 

financial risk through ineffective management of debt, poor financial well-being, insolvency 

and bankruptcy, cash flow problems, difficulty in accessing financial products, which all lead 

to growth constraints and even the death of businesses. 

Factors that contribute to the financial literacy of an individual are basic literacy, numeracy 

and mathematical skills, financial education that is obtained from a variety of sources of 

which schools are one. There are also other factors that contribute to financial literacy and 

they are anxiety or stress experienced by an individual, motivation to make use of financial 

literacy by being financially responsible, as well as financial satisfaction that is hoped to be 

gained by individuals through the practicing of financial literacy. The ability to perform basic 

accounting is a product of financial literacy, since it may be obtained through financial 

education.  
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