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ABSTRACT 

Financial literacy continues to be a significant factor affecting small and medium 

enterprises (SMEs) in their ability to access finance worldwide. Both new and existing 

SMEs rely on external financing to grow and expand operations. However, financial 

literacy remains low among entrepreneurs, resulting in restricted access to finance which 

leads and contributes to the high failure rate of SMEs. The objective of the study is to 

determine whether a relationship exists between financial literacy and financial access 

among SMEs. 

This study followed a descriptive and quantitative research design. Primary data was 

gathered in a survey by means of self-administered questionnaires distributed to 397 

entrepreneurs in the Ekurhuleni Metropolitan Municipality, Gauteng.  

The study revealed that entrepreneurs in Ekurhuleni did not fully understand basic 

financial concepts and thus portrayed low levels of financial knowledge. The study also 

indicated that access to finance was a major challenge for the majority of the SMEs in the 

municipality. Furthermore, the study established a positive relationship between financial 

literacy and financial access among SMEs in the municipality.  

Recommendations were provided to government, financial institutions, academic 

institutions and entrepreneurs suggesting measures that could be implemented in an 

effort to improve the levels of financial literacy and financial access among entrepreneurs. 

This study is the first to examine the financial literacy-financial access relationship among 

SMEs in Ekurhuleni Metropolitan Municipality and provides a benchmark for future 

research studies in this area. 

Key words: Financial literacy, financial access, small and medium enterprises (SMEs) 
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IQOQO 

Ukufundiswa ngezezimali kuqhubeke njalo kuba yisithikamezo esikhulu esithinta 

amabhizinisi amancane nalawo asakhasayo (SMEs) kwikhono lawo lokuthola izimali 

emhlabeni wonke. Zombili lezi zinhlobo zamabhizinisi akhona ama-(SMEs) encike phezu 

koxhaso lwezimali oluvela ngaphandle ukuze zihlume futhi zidlondlobalise imisebenzi 

yazo. Yize-kunjalo, izinga lokufundiswa ngezimali lihlala liphansi phakathi 

kosomabhizinisi, lokhu kudala ukutholakala kwezimali kube wumnqansa omkhulu, lokhu 

kusuke kuholele futhi kube nomthelela omkhulu ekudaleni izinga eliphezulu lokwehluleka 

kwama (SMEs). Inhloso enkulu yocwaningo wukuthola ukuthi ngabe ubudlelwano 

bukhona yini phakathi kokufundiswa ngezimali kanye kanye nokutholakala kwezimali 

phakathi kwamabhizinisi amancane nalawo asakhasayo (SMEs).    

Ucwaningo lulandela indlela yocwaningo echazayo kanye naleyo esebenzisa ulwazi. 

Idatha yokuqala yaqoqwa ngokwesaveyi ngokusebenzisa imibhalo yemibuzo 

yokuzenzela, eyasatshalaliswa kosomabhizinisi abakumasipali Ekurhuleni Metropolitan 

Municipality, eGauteng.  

Ucwaningo luveza ukuthi osomabhizinisi base-Ekurhuleni abazange bazwisise 

ngokugcwele amagama ezimali awulwazi oluyisisekelo kanti lokhu kwaveza amazinga 

aphansi olwazi lwezimali. Ucwaningo futhi luyaveza ukuthi ukutholakala kwezimali 

kwakuyinselelo enkulu kwiningi losomabhizinisi abancane nalabo abasakhasayo (SMEs) 

kumasipali. Ngaphezu kwalokho, ucwaningo luye lwancoma ukuthi kukhona ubudlelwano 

obuhle phakathi kokufundiswa ngezezimali kanye nokutholakala kwezimali phakathi 

kwamabhizinisi amancane nalawo asakhasayo (SMEs) ngaphakathi komasipali.  

Izincomo kanye nemihlahlandlela eqondiswe kuhulumeni, kumaziko ezezimali, kumaziko 

ezemfundo kanye nosomabhizinisi kuye kwanikezwa, kanti lokhu kungasetshenziswa 

kwimizamo yokuthuthukisa amazinga okufundiswa ngezimali phakathi kosomabhizinisi. 

Lolu wucwaningo lokuqala oluhlola ubudlelwano obumayelana nokufundiswa ngezimali 

kanye nokutholakala kwezimali phakathi kosomabhizinisi abancane nalabo 

abasakhasayo (SMEs) ngase-Ekurhuleni Metropolitan Municipality kanti futhi lolu 

cwaningo luye lwandlala isisekelo lapho ezinye izinhlelo zocwaningo zingaqhutshekiswa 

khona ngalesi sihloko. 
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Amagama asemqoka: Ukufundiswa ngezezimali, ukutholakala kwezimali, amabhizinisi 

amancane nalawo asakhasayo (SMEs).  

                                                                                                                                                                                                                                                                                                                                                              

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



vi 
 

OPSOMMING 

Die finansiële geletterdheid van klein en medium ondernemings (KMO’s) bepaal die mate 

waarin hulle toegang tot wêreldwye finansiering verkry. Sowel nuwe as bestaande KMO’s 

steun op finansiering om hulle werksaamhede uit te brei. Omrede min entrepreneurs 

finansieel ongeletterd is, geniet hulle beperkte toegang tot finansiering, en misluk KMO’s 

meestal. Die doel van hierdie studie is om vas te stel of daar ŉ verband tussen die 

finansiële geletterdheid van KMO’s en hulle toegang tot finansiering bestaan. 

ŉ Deskriptiewe en kwantitatiewe navorsingsontwerp is in hierdie studie gevolg. Die 

primêre data is ingewin met vraelyste wat deur 397 entrepreneurs in die Ekurhuleni 

Metropolitaanse Munisipaliteit in Gauteng ingevul is. 

Uit die studie het geblyk dat entrepreneurs in Ekurhuleni ŉ gebrekkige begrip van basiese 

finansiële begrippe het, en gevolglik oor weinig finansiële kennis beskik. Daar is bevind 

dat finansiering ŉ groot struikelblok vir die meeste KMO’s in die munisipaliteit is. Hierdie 

studie het vasgestel dat daar ŉ bepaalde verband tussen finansiële geletterdheid en 

finansiering onder die KMO’s in die munisipaliteit bestaan. 

Aanbevelings word gedoen om die finansiële geletterdheid en finansiering van 

entrepreneurs te verbeter. Hierdie riglyne is vir die regering, finansiële en akademiese 

instellings, en entrepreneurs bedoel. Aangesien dit die eerste ondersoek na die verband 

tussen finansiële geletterdheid en finansiering onder KMO’s in die Ekurhuleni 

Metropolitaanse Munisipaliteit is, stel hierdie studie ŉ standaard vir ander studies in 

hierdie streek. 

Sleutelwoorde: Finansiële geletterdheid, toegang tot finansiering, klein en medium 

ondernemings (KMO’s). 
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    CHAPTER ONE 

INTRODUCTION AND BACKGROUND 

1.0 Introduction 

The first chapter of the current study provides an introduction and background to the 

research study. The main aim of the study is to establish whether there is a relationship 

between financial literacy and financial access among small and medium enterprises                                                                                                     

(SMEs) in the Ekurhuleni Metropolitan Municipality (EMM). Therefore, a general overview 

of both financial literacy and financial access among South African SMEs is provided. 

Thereafter, the problem statement and research questions and objectives of the study 

are highlighted. Methodological issues (research design, population, sample size, 

measuring instrument, data collection and data analysis) are briefly described and issues 

of reliability and validity of the study are considered. The significance of the study, ethical 

considerations and the conceptual framework of the study are outlined, with the structure 

of the study concluding the chapter. 

The last two decades have seen the South African economy displaying significant 

progress, with an improvement in the standards of living and an increase in the number 

of people being moved out of poverty throughout the nation (OECD, 2017). Several 

industries and key sectors have played unique, yet contributory, roles in the upliftment of 

the economy. One such sector is that of the small and medium enterprises (SMEs). SMEs 

play pivotal roles in South Africa, but are, however, faced with numerous challenges, with 

access to finance and a lack of financial knowledge and understanding, among other 

challenges, ranking at the top. It is therefore imperative that small business owners, or 

entrepreneurs, invest in financial education which will allow them to manage their 

businesses efficiently and effectively. Thus, the aim of the current research is to 

determine the existence of a relationship between financial literacy and access to finance 

among small and medium enterprises in the Ekurhuleni Metropolitan Municipality, South 

Africa. The following section provides a background to the research study. 
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1.1 Background 

Globally, SMEs are considered as anchors which foster the growth of an economy, 

alleviate poverty, as well as contribute to the creation of jobs (Chimucheka & Rungani, 

2011). The development of this sector has therefore taken centre stage for governments 

worldwide. According to the Organisation for Economic Co-operation and Development 

(OECD, 2017), SMEs at all developmental levels worldwide, play the crucial role of 

achieving the sustainable development goals (SDGs). These goals include the promotion 

of an inclusive and sustainable growth of the economy, provision of employment and 

increasing innovation and equality of income. SMEs in OECD countries account for about 

99% of enterprise firms, employing the majority of the population of a country, creating 

70% of jobs and contributing between 50 and 60% to value creation (OECD, 2017). 

Although SMEs in the global market contribute significantly to the various economies, a 

few hurdles derail their growth and overall contribution to economies. These include a 

shortage of skills, inadequate practices of internal management, less than average 

training levels portrayed by the workforce and a lack of financing (World Bank, 2018). 

The importance of SMEs, as well as the challenges they encounter, have been 

documented in previous studies across the globe. SME financial literacy and access to 

finance, in particular, have been researched worldwide and a few of these studies are 

highlighted as follows. Lusardi, Mitchell and Curto (2010) investigated the financial 

literacy of the youth in United States of America. In Canada, Wise (2013) examined 

financial literacy and its effect on new venture survival. Guliman (2015) also assessed 

financial literacy levels among micro and small enterprises (MSEs) in the Philippines. 

Casey and O’Toole (2014) examined whether European SMEs that were restricted to 

bank finance, mostly resorted to external sources of financing such as trade credit. In 

Istanbul, Turkey, Karadag (2016) evaluated the financial management performance of 

SMEs, considering the industry and age of the firm, as well as the education levels of the 

owners or managers indifferences. 

In the South African economy, SMEs are just as essential, as they contribute significantly 

to the gross domestic product (GDP) of the nation, as well as aid in the curbing of 

unemployment (Chimucheka & Rungani, 2011). The unemployment rate is 29.1% 
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(Statistics South Africa, 2019) and as such, small businesses play the extremely vital role 

of job and wealth creation in the economy (Chimucheka & Rungani, 2011). However, 

research shows that SMEs are inevitably faced with numerous obstacles such as the lack 

of entrepreneurship education, a shortage of skills in business (Rogerson, 2008) and the 

inability to access to finance readily, especially bank finances (Okpukpara, 2009; 

Rogerson, 2008). As a result of these obstacles, Fatoki and Odeyemi (2010) report that 

75% of SMEs in South Africa fail after two years of operation. Furthermore, because of 

the financial illiteracy of the majority of entrepreneurs in South Africa, business finances 

tend to be mismanaged, which also leads to the high failure rate of SMEs (Chimucheka 

& Rungani, 2011). 

The relevance of financial literacy among individuals, households and the South African 

economy as a whole cannot be emphasised enough. Financial literacy of owners and 

managers of SMEs is an essential requirement, which assists in the efficient management 

of business funds and enables fundamental decisions to be made effectively. Majority of 

researchers concur that most of the activities surrounding the routine decision-making of 

entrepreneurs, have financial consequences (Wise, 2013). Hence, financial education 

remains the foundation for achieving adequate financial literacy levels and entrepreneurs 

as a result, are more likely to make well-informed financial decisions and participate more 

in the consumption of financial products and services. 

Another crucial factor contributing to the high failure rate of SMEs in South Africa, is the 

lack of access to finance. Although financial institutions, the private sector and the 

government have attempted to improve access to finance for SMEs in the country (Fatoki, 

2014), more effort still needs to be put in place to ensure more readily accessible finance. 

According to Mutezo (2013), the unavailability of finance hinders the growth and 

sustainability of SMEs in South Africa, resulting in most business life cycles being cut 

short. Nieman and Nieuwenhuizen (2009) report that most SMEs fail after operating for 

only approximately two years, mainly due to cash flow problems, which may arise 

because of the inaccessibility of finance. 

Since its democratic establishment in 1994, South Africa has seen initiatives and policies 

implemented by the government focusing on the creation of an economy which is 
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financially inclusive. However, considerably low levels of financial literacy are still 

displayed by a relatively high number of South Africans, emanating partially from financial 

knowledge gaps (De Beer & Coetzee, 2013). In low-income countries, such as South 

Africa, only a minute percentage of the population have access to the more advanced 

consumer products and there is a constraint in terms of financial outreach, therefore more 

attention has been given to the role of financial literacy in boosting access to, and the use 

of, financial services (Xu & Zia, 2012). 

The President of South Africa, Cyril Ramaphosa, in his State of the Nation Address 

(SONA) in February 2019, acknowledged the importance and need of SMEs in the 

country: 

“Given the key role that small businesses play in stimulating economic activity and 

employment- and in advancing broad-based empowerment – we are focusing this 

year on significantly expanding our small business incubation programme. The 

incubation program provides budding entrepreneurs with physical space, 

infrastructure and shared services, access to specialized knowledge, market 

linkages, training in the use of new technologies and access to finance.” (The 

Sowetan Live, 2019:7) 

With the growing importance of financial literacy and financial access in economies 

around the world, these concepts have been widely researched in previous studies. In a 

study by Fernandez (2015), levels of financial literacy were assessed among SMEs in 

Portugal and their impact on the performance of the company. In Ghana, Adamako, 

Danso and Damoah (2015) established a relationship between access to finance and the 

growth of the firm, using financial literacy as a moderator of the relationship. In South 

Africa, several studies have been conducted around the concepts of financial literacy and 

financial access. Fatoki (2014) examined the financial literacy of micro-enterprise owners 

in the country. Chimucheka and Rungani (2011) investigated the inaccessibility of bank 

finance, the lack of knowledge in financial management and their effect on SMEs in the 

Buffalo Municipality. Fatoki (2012) examined entrepreneurial activity (EO) and its impact 

on debt finance access and SME performance. In a separate study, Fatoki (2014) also 

studied micro-enterprises in the country and their ability to access external financing. 
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These studies highlight the concepts of financial literacy and financial access separately, 

however, researched in different contexts. Thus, Brown, Saunders and Beresford (2009) 

note that, although small businesses play pivotal roles in many economies, the focus of 

most research previously conducted was on personal finances and the public in general, 

leaving a gap for financial literacy levels and financial access to be analysed among 

SMEs. Therefore, an opportunity exists further to establish and understand the underlying 

relationship between financial literacy of SME owners and their ability to access finance 

in South Africa. A study of this relationship not only provides relevant insight, as well as 

make a significant contribution in this field of study, but also assists in the curbing of low 

financial literacy and financial access levels recorded in South Africa.  

Therefore, although the terms ‘access’ and ‘use’ of financial products and services in 

literature are regarded as different, these terms will be used interchangeably in this study 

for the purposes of the measurement of the variables. Hence, the conceptual framework 

of the study is presented in Figure 1.1 below. 
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Figure 1.1: Conceptual framework (Author, 2019) 

1.3 Research problem 

The South African economy currently has a high rate of unemployment of 29.1% 

(Statistics South Africa, 2019) and SMEs are therefore expected to play the all-important 

role of addressing the issue of job creation, as well as the overall stimulation of the 

economy (Fatoki & Odeyemi, 2010). However, within the first two years of business, 75% 

of new SMEs created, fail (Fatoki & Odeyemi, 2010). According to Chimucheka and 

Rungani (2011), the major hurdle that causes SMEs to fail, is the inaccessibility of finance. 

Furthermore, the mismanagement of business funds caused by the financial illiteracy of 

most small business owners and managers, inevitably leads to the failure of these 

enterprises. Literacy levels in general, are low in most developing countries, with only 

32% of adults in sub-Saharan Africa recorded as being financially literate (Fanta, 
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Mutsonziwa & Naidoo, 2016). As a result, entrepreneurs are seen to formulate and 

implement uninformed financial decisions which ultimately lead to the untimely failure of 

several small businesses. Hence, SMEs need to be supported and should readily access 

the necessary resources required for their growth and survival (Chimucheka & Rungani, 

2011). The main aim of financial literacy is to ensure that individuals have the ability to 

find their way around a complicated range of financial products, as well as services (Xu 

& Zia, 2012). Therefore, it is plainly true that having managers who are well-placed with 

making profound financial decisions in the conduct of their venture, has a positive impact 

on their sustainability (Mabula, 2016). This research study addressed the issue of 

financial literacy and financial access. It also sought to determine whether a relationship 

existed between the two variables within the South African small business perspective. 

 1.4 Research questions 

The research questions for the study were as follows: 

1.4.1 What are the determinants of financial literacy among SMEs in the Ekurhuleni                     

Metropolitan Municipality? 

1.4.2 What are the indicators of financial access among SMEs? 

1.4.3 What is the relationship between financial literacy and financial access among 

SMEs in the Ekurhuleni Metropolitan Municipality? 

1.5 Research objectives 

The aim of the study is to determine the relationship between financial literacy and 

financial access among SMEs in Ekurhuleni Metropolitan Municipality. The objectives of 

the study include: 

1.5.1 To determine the factors that influence financial literacy among SMEs in the 

Ekurhuleni Metropolitan Municipality; 

1.5.2 To determine the indicators of financial access among SMEs in the Ekurhuleni 

Metropolitan Municipality;                                                                                                                                                                                                                                                                                                                                                                                                                                                                                               
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1.5.3 To establish the relationship between financial literacy and SME access to finance 

among SMEs in the Ekurhuleni Metropolitan Municipality. 

1.6. Research methodology 

This section provides details of the methodology that was followed in this study. Firstly, 

the research design is presented, and then there is a discussion of the population, 

sampling procedures, data collection and analysis methods. The section concludes with 

issues relating to the variability, reliability and ethical considerations. 

1.6.1 Research design 

Akthtar (2016) defines a research design as the ‘glue’ that keeps together all the elements 

involved in a research study. In other words, it is the blueprint of a potential research 

work. The research design seeks to address a given research problem by establishing 

the selection of participants, the manipulation of variables, the collection and analysis of 

data and the control of variables (Dannels, 2010). This study used the descriptive 

research design, which according Salkind (2014), describes the status quo at the time of 

the study. The study also followed a quantitative research approach. This scientific 

method focuses on the collection and analysis of fresh data from a broad population, in 

line with the research problem, but ignoring the emotions, feelings and environmental 

context of the individual (Rahi, 2017). 

1.6.2 Population 

Rahi (2017) describes a population as human subjects or objects in their entirety that a 

researcher wishes to investigate. The population of the study consisted of 5609 registered 

SMEs in the Ekurhuleni Metropolitan Municipality (The City of Ekurhuleni Integrated 

Development Plan, 2019) 

1.6.3 Sample 

According to Salkind (2014), a sample can be defined as a fraction or portion of the 

population. The process of sampling involves selecting and investigating only a section 

of the population (Rahi, 2017). Sampling strategies are divided into two main categories, 
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namely probability and non-probability sampling. While with probability sampling, the 

chances of choosing an individual in the population is certain, selecting an individual in 

the population using methods of non-probability sampling is uncertain (Salkind, 2014). In 

this study, the probability sampling technique, namely the systematic random sampling, 

was used where the first point of sampling is selected at random and then the sampling 

points thereafter, are selected evenly or systematically (Rahi, 2017). 

The sample size of the study was found using Fischer’s formula (N=Z2pq/d2) which is 

further illustrated in the methodology chapter (see Chapter Three). The resultant 

participants of the study totalled 384 SMEs from the Ekurhuleni Metropolitan Municipality. 

1.6.4 Measuring instrument 

 

Measuring instruments are considered crucial and aid the researcher in collecting the 

necessary information or data from participants. The research study used a self-designed 

questionnaire to gather data from the participating individuals in the study. However, the 

questions used in the instrument were based on already existing questionnaires. 

Questions on financial literacy were adapted from Eniola and Entebang (2017), while 

financial access questions were adapted from The World Bank Survey (2015). The 

questionnaire of the study was divided into three sections, where Section A considered 

the demographics of the respondents and sections B and C related to financial literacy 

and financial access respectively. A five-point Likert scale ranging from 1(strongly 

disagree) to 5 (strongly agree) was used to rate the responses of the participants. 

 

1.6.5 Pilot study 

As a fundamental first step in any research, a pilot study represents the basis of a valuable 

research design (Hazzi & Maldoan, 2015). Further a pilot study can be defined as minor 

scale test of procedures and methods (Porta, 2008).The primary reason for carrying out 

a pilot study is to enhance the quality, as well as the efficiency, of the main research 

study. The pilot study can be used to detect any apparent logistical issues prior to 

conducting the main study (Hazzi & Maldoan, 2015). A pilot study was conducted to test 

the procedure of this study. A total of twenty (20) questionnaires were distributed to 
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randomly selected participants. The participants were comprised of experts in financial 

literacy and SME financial access from the University of South Africa, as well as randomly 

selected SME owners from the Ekurhuleni Metropolitan Municipality. Interpretations of 

questions, as well as other necessary changes, were made and the instrument 

(questionnaire) was amended accordingly. 

1.6.6 Data collection 

Primary data was gathered in this study. Primary data is raw data collected to address a 

specific objective (Salkind, 2014). According to Rahi (2017), primary data remains the 

most influential technique used in quantitative methods. Data was collected in a survey 

where questionnaires were distributed to participating respondents. By analysing how 

frequent and related psychological and sociological variables are, surveys tap into 

multiple constructs such as beliefs, opinions, attitudes, prejudices and preferences 

(Salkind, 2014).  

1.6.7 Data analysis 

Data analysis involves a process of extracting information that is of relevance, from data 

after conducting certain calculations and evaluations, and putting together this information 

in such a way that closely answers the research question(s) of the study (Ibrahim, 2015). 

For the purposes of accurate analysis, the Statistical Package for Social Sciences (SPSS) 

version 23 was used. Descriptive statistics were used to analyse the data, where both the 

mean and the standard deviation were computed. Correlations were also established 

among the variables using factor analysis. Regression analysis was used in the study to 

determine statistically whether a relationship exists between financial literacy and 

financial access. 

1.7 Reliability and validity 

1.7.1 Reliability 

Beins (2013) defines reliability as a data consistency measure which uses small methods 

across different, yet related, test items on more than one occasion. The study used 
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Cronbach’s alpha as a measure of internal consistency. According to Salkind (2014), 

internal consistency involves examining the uniformity of items in a test. Items are then 

evaluated by correlating performances on each of the items with total performance on the 

test, which takes the form of correlation co-efficiency. 

1.7.2 Validity 

Beins (2013) describes validity as a concept, property of data or research findings useful 

in validating the degrees for measuring and understanding a phenomenon. Furthermore, 

Joppe (2008) explains that validity assesses whether the research truly measures what it 

is supposed to measure. In other words, are the results truthful? Maree, Creswell, 

Ebersohn, Eloff, Ferreira, Ivankova, Jansen, Nieuwenhuis, Pietersen and Plano Clark 

(2016) highlight four different types of validity, namely face, content, construct and 

criterion validity. The study used construct validity, which refers to the extent to which an 

instrument represents the complete contents of the particular construct it seeks to 

measure. 

Face and content validity were established through feedback received after piloting the 

questionnaire to a panel of experts in financial literacy and financial access. Criterion 

validity was ensured by conducting correlations between the current measuring 

instruments and selected instruments which are already established and have shown to 

already to possess criterion validity (Salkind, 2014). 

1.8 Significance of the study 

The study addressed two crucial and relevant issues, namely financial literacy and 

financial access by SMEs. As high failure rates are recorded in South Africa among small 

businesses, the lack of financial literacy and financial access has been established to be 

the contributing factors. Hence, the study attempted to determine a relationship between 

the two concepts, as well as suggested potential avenues in which key stakeholders could 

take to reduce SME financial literacy and financial access levels recorded nationwide. 

The study sought to provide relevant insight in this field of study to SMEs and industry p                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                       

olicy makers, the government, financial and academic institutions.                                                             
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1.8.1 SMEs                                                                                                                        

Findings of the study could assist the owners and managers of SMEs to understand the 

need to receive financial education so as to improve their financial literacy levels. The 

findings also hope to improve SME owners or manager’s comprehension of how the 

providers of finance operate. This therefore allows them to better position themselves to 

gain access to bank finance. 

1.8.2 Policymakers 

A study of this nature will enable policymakers develop or improve specific policies which 

seek to assist SMEs increase their financial literacy levels as well as address their 

financing issue faced by majority of the SMEs. 

1.8.3 Government 

The government of South Africa considers SMEs as key in the upliftment of the country’s 

economy. Therefore, the findings of the study will allow the government to identify the 

gap in the issues of financial literacy and financial access experienced by SMEs in the 

municipality and find ways to provide tailor made solutions accordingly. The study will 

also enable the government formulate policies aimed at improving financial literacy levels 

among entrepreneurs, and as a result improving the ability of entrepreneurs to access 

finance. 

1.8.4 Academic Institutes 

The findings of the study will enable academic institutions understand the relevance and 

contribution of SMEs in the country. Therefore, these institutions will develop ways in 

which to incorporate financial education into the curriculum, as well ensure all students 

benefit from it, rather than a select few (business and management students only). 

1.8.5 Financial Institutions 

The study’s findings will help financial institutions develop ways to assist entrepreneurs 

on how to improve their financial literacy levels by implementing readily accessible and 

convenient educational programmes.  The findings will also enable financial institutions 

develop feasible and sustainable means to access finance. By so doing, banks will be 
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aware of the potential the SME sector has and develop relevant strategies accordingly, 

aimed at meeting the needs of SMEs in the municipality and the country at large. 

Lastly, the study seeks to address the gap found in financial literacy and financial access 

literature, as well as contribute to the existing academic knowledge which will be used as 

a reference in future studies.                                                               

1.9 Limitations of the study                                 

The study used a descriptive and quantitative research design consisting of closed-ended 

questions which limited respondents in fully expressing themselves. The study 

recognised SMEs in the Ekurhuleni Metropolitan Municipality (EMM) only, therefore                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                              

findings could possibly be applicable to SMEs in that particular municipality and not to all 

SMEs in other municipalities across the country. 

1.10 Ethical considerations 

Ethics are standards of conduct or norms used to differentiate, as well as determine, 

between what is acceptable and unacceptable during a research study (Centre for 

Innovation in Research and Technology (CIRT), no date). As such, several agencies and 

professional organisations are guided by codes and policies that outline ethical behaviour 

which guides researchers (CIRT, no date). A survey was conducted by means of 

questionnaires, and high ethical standards were maintained throughout. Ethical clearance 

was requested from both the University and participating SMEs. The informed consent of 

participants was also obtained. Thereafter participants were briefed on the process of the 

survey and purpose of the study. Participants were assured of the highest level of privacy 

and confidentiality and protection from harm or coercion (Salkind, 2014). Care was taken 

to adhere to any other ethical guidelines presented in this regard. 
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1.11 Chapter outline 

The following is an outline of chapters presented in the study. 

1.11.1 Chapter 1: Research orientation 

This chapter introduced and highlighted the background of the study. The conceptual 

framework of the study is highlighted and the research problem was also discussed. 

Thereafter the research questions, research objectives, methodology of the study, the 

measuring instrument and the pilot study procedure are briefly outlined. The process of 

collecting and analysing data is also highlighted and reliability and validity issues 

discussed in short. The chapter concludes with an outline of the significance, limitations 

and the ethical considerations of the study. 

1.11.2 Chapter 2: Literature review 

A literature review can be defined as a systematic synthesis of previous work around a 

particular topic (Card, 2010). This chapter presents and discusses the general SME 

environment in the South African context. Thereafter, SME financial literacy and financial 

access in the country are discussed in detail with a brief overview of the relationship 

between the two financial concepts. The theoretical framework and the empirical studies 

are also presented in this chapter. 

1.11.3 Chapter 3: Research methodology 

This chapter discusses the research methodology used in the study. It describes the 

research design and approach, the population, sample frame and size, as well as the 

sampling technique. The chapter also explains the data collection instrument, measures 

used and the data analysis methods. It also deals with issues of reliability, validity, ethical 

considerations and the limitations of the study. 
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1.11.4 Chapter 4: Research results 

This chapter presents the results of the study. These include results from the 

demographics of the sample population and the results of the factor analysis, correlations 

and regression analyses. 

1.11.5 Chapter 5: Research findings, recommendations, areas for future research and 

the conclusion. 

This chapter discusses the findings of the research study and synthesises them with 

theory and other empirical studies in the research. Recommendations originating from 

the study are suggested. The chapter details limitations of the study and proposes 

directions for future research. An overall conclusion of the study is then presented in this 

chapter. 

1.12 Conclusion 

The first chapter of the study introduced and provided the background and the conceptual 

framework of the research study. The research problem was also discussed and the                               

research questions highlighted. The methodology of the study was briefly outlined and 

reliability and validity were also discussed. The significance of the study was presented 

and ethical considerations highlighted. A structure of the overall research study is outlined 

and limitations to the study briefly discussed. The following chapter presents the literature 

review of the study. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.0 Introduction 

Chapter one of the study introduced and provided a background to the research study. 

This chapter presents a detailed discussion of the general SME sector in South Africa 

and SME financial literacy and financial access in South Africa. The theoretical framework 

and the literature review of the study are also presented which form the conclusion of the 

chapter. 

2.1 SMEs in South Africa 

The unemployment rate figures in South Africa currently stand at 27.6% (Statistics South 

Africa, 2019) and the government has identified the SME sector as key in addressing the 

issue of unemployment. SMEs in the country are seen to contribute significantly to 

economic growth sustainability, equal distribution of income and to the overall 

development of the economy (Fatoki & Odeyemi, 2010). However, although the South 

African government renders support to SMEs, owners and operators of these businesses 

still face numerous challenges, the main one being the inaccessibility of finances 

(Chimucheka & Rungani, 2011). The FinScope Small Business Survey (2010) states that 

8.7% of small business owners reported financial access as one of the numerous 

hindrances to business growth. Chimucheka and Rungani (2011) highlight that SMEs are 

also negatively affected by other factors such as poor book-keeping practices and 

insufficient knowledge of managing finances by the owners or managers of enterprises. 

As a result, small businesses may find product offerings by financial institutions difficult 

to comprehend and assess, due to low levels of financial literacy (Fatoki, 2014). 

Therefore, SMEs need financially literate entrepreneurs in order to operate effectively and 

grow their businesses (Oseifuah, 2010). 

2.1.1 Definitions of SMEs 

Several definitions of SMEs exist emanating from various government and official 

sources. Such sources include SME agencies, governmental institutions and ministries, 

The European Commission and national statistical institutions/bureaus (Senderovitz, 
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2009). However, a single universal definition would enable accurate identification of 

targeted beneficiaries for support measures or exclusions from compliance. It would also 

contribute to lowering the burden of administration of small businesses needing to comply 

with small pieces of legislation with varying definitions (Trade and Industrial Policy 

Strategies (TIPS), 2016). It is therefore suggested that there is a great degree of variance 

in the definition of small business across and within different jurisdictions depending on 

the institutional and historical contexts (TIPS, 2016). Therefore, the economic indicators 

typically used among countries include the levels of turnover and employee size (The 

World Bank, 2015). The table below provides the official definition of SMEs/small firms as 

provided by The European Union, The Small Business Administration, United States, The 

Australian Bureau of Statistic and Statistics Denmark. 
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Table 2.1 Official definition of small firms/SMEs 

The European 
Commission 

 

The Small 
Business 

Administration, US 
 

The Australian 
Bureau of 
Statistics 

Statistics 
Denmark 

Definition of SMEs:  
 
- Micro firms: Up to 
10  
full-time employees 
and  
an annual turnover 
or  
balance sheet of 
maximum €2 
million. 
 
- Small firms: Up to 
50  
full-time employees           
and  
an annual turnover 
or  
balance sheet of 
maximum €10 
million.  
 
- Medium-sized 
firms:  
Up to 250 full-time  
employees and an 
annual turnover of 
maximum €50  
million or a balance  
sheet of maximum 
€43 
million. 

Definition of small 
firms:  
 
- Manufacturing 
firms: Maximum 500 
employees. 
 
- Wholesale trade 
firms:  
Maximum 100 
employees. 
 
- Agriculture: 
Maximum 
$750,000 in average 
annual receipts.  
 
- Retail trade and 
most  
service firms: 
Maximum $6.5 
million in average 
annual receipts. 
 
- General and heavy  
construction (except  
dredging): Average 
annual receipts of 
maximum $31 
million. 

Definition of 
SMEs:  
 
- Micro firms: Less 
than  
5 employees.  
 
- Small firms: 
Between  
5-19 employees.  
 
- Medium-sized 
firms:  
Between 20-200 
employees.  
 
- Large firms: 
More  
than 200 
employees. 

Definition of SMEs:  
 
- Micro firms: up to 
9  
Full-time 
employees.  
 
- Small firms: 10-49  
Full-time 
employees.  
 
- Medium-sized 
firms: 50-100 
fulltime employees. 

Source: Trade and Industrial Policy Strategies (TIPS), 2016). 

 

Similarly, in South Africa, several definitions of SMEs exist. The National Small Business 

Act (NSBA) No. 102 of 1996 defines a small business as a “separate and distinct business 

entity, including co-operative enterprises and non-governmental organisations managed 
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by one or more owners, including its branches or subsidiaries if any, and predominantly 

carried on in any sector or subsector of the economy”. 

The NSBA recognised survivalist enterprises, very small, micro, small and medium 

enterprises and provided the following definitions respectively: 

 Survivalist enterprises: These enterprises are based on livelihood strategies for 

people that are unable to find formal economic opportunities, such as vendors.  

 Micro-enterprises: With turnover of less than the value-added tax (VAT) 

registration limit, there is usually a lack of formal registration among these 

enterprises, for example minibus taxis. 

 Very small enterprises: These enterprises employ fewer than 10 employees, 

operate in the formal market and have sufficient access to technology. 

 Small enterprises: The enterprises employ a maximum of 50 employees. These 

enterprises are also better established than very small enterprises. 

 Medium enterprises. These employ at most 100 employees with other sectors 

such as mining, construction and manufacturing employing a maximum of 200 

workers. Decentralisation of power is among some of the characteristics that make 

up these enterprises. 

Following this definition, the South African National Act for Small Businesses of 1996, 

amended 2003 and 2004, further defined SMEs as: 

 Small enterprises having fewer than 20 employees, less than 2 million in sales 

revenue or R5.5 million depending on the industry, and less than R2 million in 

assets or 4.5 million depending on the industry. 

 Medium enterprises having less than 100 employee or R200 million depending on 

the industry, less than R4 million in sales revenue or R50 million depending on the 

industry, and less than R2 million in assets or R18 million depending the industry. 

The IFC (2009) briefly defines SMEs in South Africa as registered businesses, employing 

less than 250 employees while The Department of Trade and Industry (1995) however 

provided the following definition, “a small business is a firm which employs less than 50 
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but more than 5 workers, using capital assets (exclusive of fixed property) valued at less 

than R2 million, with an annual turnover of R6 million”. 

As highlighted above, it is clear that there is no unanimous definition of SMEs and a 

single, common definition would desirable in South Africa across all legislation (TIPS, 

2016). The study therefore adopted the definition provided by the South African National 

Act for small Businesses of 1996, amended 2003 and 2004. 

2.1.2 Contributions of SMEs in South Africa 

While there is a wide variation of definitions available, SMEs contribute significantly to a                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                    

ny economy (OCED, 2014). In developing economies such as South Africa, the role 

played by SMEs is critical as the corporate sectors are comparably less developed 

(Nireth, 2013). 

Of all the formal businesses in South Africa, a majority of the businesses are accounted 

for by SMEs which contribute over 20% to the national gross domestic product (GDP) 

and employ approximately 47% of the population of the country (Statistics South Africa, 

2019). The FinScope Small Business Survey (2010) study estimates that within the SME 

sector, 5.6 million small businesses are in operation, resulting in about 11.6 million jobs 

being created. When the business owners are excluded, SMEs create at least 6 million 

jobs across the nation (Mukumba, 2014). However, the SME sector is biased towards 

micro-enterprises, which account for 82% of business entities in South Africa (Mukumba, 

2014). Often, these businesses are survivalist in nature with two-thirds of these entities 

solely run by the owners. Therefore, the majority of the people are generally employed by 

medium-sized firms, although these firms do not produce the majority of output in the 

country (National Planning Commission, 2011). 

In both advanced and emerging economies, SMEs stimulate the development and 

performance of the economy (Fatoki & Asah, 2011). The South African government 

perceives SMEs as the solution to the long-lasting issues of unemployment and poverty 

(Fanta, Mutsonziwa, Berkowitz, Maposa, Motsomi & Khumalo, 2017). Since 1994, there 

has been a change in the national policy concerning SMEs in South Africa, hence the role 
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played by the national government appears crucial in defining both the current situation 

and the future of the SME sector (Fatoki & Mazanai, 2012). 

2.1.2 Challenges faced by South African SMEs. 

According to Kongolo (2010), SMEs encounter challenges regardless of whether it is 

during an economic regression or economic growth. The rate of success of SMEs in South 

Africa is not so admirable due to improper business and management practices, a 

shortage of skilled labour, brain drain, lack of financial skills and competent managers 

(Van Tonder, 2010). Because SMEs are small in size, a minor error in management may 

force the business to shut down without having been able to derive lessons from mistakes 

experienced in the past (Bowen, Morara & Mureithi, 2009). In other words, minor 

obstacles encountered by SMEs may lead to the SME having to close business without 

being afforded the chance to learn and grow from those obstacles. Although government 

and private sector initiatives continue to support small business development and growth, 

countless SMEs in South Africa still fail (Cant & Wiid, 2013). Thus, the high failure rate of 

new SMEs in South Africa seemingly withholds the SMEs full potential to contribute 

significantly to the creation of jobs, economic development and poverty alleviation (Fatoki 

& Odeyemi, 2010). 

According to Cant and Wiid (2013) the major variables impacting South African SMEs 

include interest and exchange rates, inflation, unemployment, crime, HIV/AIDS, 

technological advancement and government legislation. These variables influence the 

demand for goods and services and hence the growth of SMEs (Ehlers and Lazenby, 

2010). It is therefore imperative for SME owners or managers to take heed of these 

external variables by minimising any negative effects and thus be able to adapt swiftly to 

these changes so as to capatilise on possible opportunities as well as eliminate any 

threats (Sha, 2010). SMEs need to also be aware of the market environment in the 

economy. In other words, they need to know their customers, the customers spending 

patterns, how, where and when customers buy in order to sufficiently meet their demands 

as well as survive (Cant and Wiid, 2013). 
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Largely contributing to the high failure rate of SMEs in South Africa are variables found in 

the internal environment. The variables in this environment constitute of lack of financial 

knowledge, insufficient management skills and expertise in the fundamental areas such 

as marketing and human resources and inability to access finance (Cant and Wiid, 2013). 

The South African government, in association with the Department of Trade and Industry, 

has founded several public establishments, which are intended to meet the needs of 

SMEs. Such establishments include (but are not limited to) the Small Enterprises 

Development Agency (SEDA), SA Micro Finance, Small Enterprise Finance Agency 

(SEFA) and Industrial Development Corporation (IDC) among several others. 

2.2 Financial literacy of SMEs in South Africa 

There are numerous definitions of financial literacy despite a call for consistency by 

Schuchardts, Hanna, Hira, Lyons, Palmer and Xiao (2009). Hence scholars and financial 

experts have long disagreed on a common definition of the concept (Kimiyaghalam and 

safari, 2015). 

Huston (2010) defines financial literacy as the measure of an individual’s level of 

understanding and usage of information associated with one’s finances. Atkinson and 

Messy (2012) however, broadly define financial literacy as an alliance of knowledge, 

awareness, skills, behaviour and attitudes required in the making of profound financial 

decisions.  

According to Mandell and Klien (2009) financial literacy is an individuals’ ability to 

evaluate new and complex financial instruments and make sound judgments when 

choosing instruments and the extent of use that would serve in their interests in the long 

run. 

Terblanche (2009) provides another definition of financial literacy as the understanding 

of basic financial concepts and knowledge of suitable financing and financial 

management options for various stages of growth of the business. Furthermore, the 

author states that a financial literate SME owner or manager should (i) be knowledgeable 

as to where to obtain the most suitable products and services, (ii) interact confidently with 
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suppliers of these products and services and (iii) be familiar with the legal and regulatory 

frameworks as well as his/her rights and recourse.  

According to Eniola and Entebang (2016), financial literacy is the capability to adequately                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                    

oversee the financial resources over the life cycle of the business and connect effectively  

with financial products and services. Redmund (2010) defines financial literacy as the 

extent to which an individual can comprehend important financial concepts and possess 

the capacity and confidence to appropriately manage personal funds, short-term decision 

making and long term forethought. 

A recent report by Standard and Poor (S&P) Rating Services on financial literacy levels 

worldwide e, indicated that globally, 33% of adults understood basic concepts of financial 

literacy (Klapper, Lusardi & van Oudheusden, 2015), which means that 3.5 billion adults 

in the world are financially illiterate (Fanta et al, 2017). In sub-Saharan Africa, only 32% 

of adults are financially literate (Fanta et al, 2017). 

As the complexity of the financial landscape continues to increase, financial literacy is 

fast becoming a core skill necessary for successfully operating in this environment 

(Atkinson & Messy, 2012). An added dimension in financial literacy exists which entails 

that, in order to make sound financial decisions, an individual must be capable and 

confident to utilise his or her knowledge of finance.  

While SME owners or managers make financially related decisions around investments, 

saving and retirement planning, enterprises perform specific activities in the acquisition 

and development of resources (Stadler, Helfat & Verona, 2013). Therefore, in order to 

execute these activities efficiently, firms may depend on capabilities such as financial 

literacy, which convert resources into an array of uses such as resource production, 

expansion and alteration (Helfat et al., 2009). Furthermore, Brown et al., (2009) 

emphasise the importance of financial literacy among the owners of small businesses, 

stating that when the owners are financially equipped with the necessary tools, they are 

more likely to make informed and sound financial decisions. This then contributes 

significantly to the prosperity of the company in the future (Glaser & Walther, 2012). 
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A financially literate SME is defined as one which (i) is in possession of appropriate levels 

of skills in personal finance and business management, as well as competent in personal 

entrepreneurship, (ii) adequately understands the systems of functional financial 

management, (iii) can comprehend the funding of the SME life-cycle, and (iv) is capable 

of acquiring and negotiating the necessary requirements for the funding requirements. 

Furthermore, a financially literate SME (i) understands and has the ability to manage 

financial risks, (ii) understands issues concerning the law, regulations regarding tax in 

relation to financial matters, and (iii) has knowledge of the various legal options available 

to them or legal recourse options it can resort to, if and when necessary, such as in the 

event of bankruptcy and financial distress situations (The Banking Association, 2014). 

In the same light, Andoh and Nanoo (2011) concur that SME usage of financial services 

is explained by the financial literacy levels of SME owners. Hence, the lower the levels of 

financial literacy that SME owners possess, the less likely they will comprehend and 

evaluate the various financial products offered by financial institutions. However, investing 

in financial education leads to increased financial literacy, resulting in more effective and 

improved financial decision-making (Altman, 2012). 

2.3 SME financial access in South Africa 

Data presented in prior studies on small businesses worldwide, found that SMEs, when 

compared to large firms, encounter more financing challenges and are less likely to be 

externally financed, especially by banks (Beck, Demirgüç-Kunt, Laeven & Maksimovic 

2008). Hence, constraints in finance experienced by small firms and other firms 

encountering similar challenges in self-financing can be reduced by improving the 

functioning of the formal financial sector (Demirgrüç-Kunt & Klapper, 2012). 

Fatoki and Asah (2011) say that financing is a pre-requisite in the creation and expansion 

of firm operations. Similarly so, financing is an essential requirement in the development 

of innovative products and the investment in new staff and facilities for production. 

However, high SME failure rates are still recorded in South Africa, caused by multiple 

obstacles preventing new SME creation. One such obstacle is the unavailability of 

financing from the formal sector (Fatoki & Odeyemi, 2010). Previous literature reveals 

that financing, which is both sufficient and conveniently accessible, is imperative in the 
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development of SMEs (Fatoki, 2014). This is the case in many sub-Saharan African 

economies, where researchers Dauda and Nyarko (2014) confirm that small firms are 

constrained due to the lack of financial access. 

According to Fatoki and Van Aardt Smit (2011), a significant number of new SMEs are 

dependent on internal finance which ranges from contributions by the owners, to 

contributions from friends and family. However, internal finance is often insufficient for the 

survival and growth of SMEs (Mutezo, 2013). Therefore, start-up SMEs often have limited 

or no retained earnings, as they will be relatively new in the market (Fatoki, 2014). 

External finance is made up of equity, debt, or a mixture of debt and equity, which then 

create the capital structure (Fatoki, 2014). The capital structure can be defined as a 

combination of equity and debt used by a firm in the financing of its operations (Gitman, 

2010). 

The creation, development and sustenance of SMEs require funding from financial 

institutions in the formal sector such as banks. However, banks expect SMEs to meet 

certain requirements including having valid business plans and collateral requirements, 

most of which small businesses rarely meet (Moloi & Ntshakala, 2016). As such, banks 

tend to be indifferent towards financing firms in early stages of development as the 

majority of these firms (i) are often illiquid, (ii) do not provide information that is reliable 

on the entrepreneur, therefore failing to provide a traceable track record and (iii) often 

have too much outstanding debt (Markova & Petkovska-Mircevska, 2009). 

SMEs access to finance is believed to be determined by both macro- and micro-level 

factors (Makina, Fanta, Mutsonziwa, Khumalo & Maposa, 2015). Macro-level factors 

include developing a financial sector and putting in place a sound legalised and 

institutional framework which is crucial in the expansion of access to finance by small 

businesses (Beck, Demirgrüç-Kunt & Peria, 2011). Nichter and Goldmark (2009) attribute 

micro-level factors to be firm and owner specific. 
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2.4 The relationship between financial literacy and financial access 

Numerous previously conducted studies have found relationships between financial 

literacy and proposed financial behaviour, capability and outcomes. According to Cole, 

Sampson and Zia (2011), some studies have found that the association between financial 

literacy and financial outcomes is strong and positive. However, empirical findings from 

other recent studies suggest that financial literacy and financial behaviour are strongly 

correlated (Lusardi, Mitchell and Curto, 2010) In addition, entrepreneurs’ views as 

supported by empirical research which highlight that the inaccessibility of finance and 

SME growth are negatively correlated (Financial Access, 2010). Wise (2013) concurs and 

says that improved access to finance by SMEs can be accomplished if there is a good 

level of financial literacy. Therefore, an increased level of financial literacy of SME owners 

and managers undoubtedly betters the chances of accessing financing of SMEs. Coad 

and Tamvada (2012) assert that financial access is arguably the main hindrance to the 

growth of SMEs. Worsened by the shortage of skills in finance, the possibility of SMEs 

flourishing in developing economies remains limited (Adomako, Danso & Damoah, 2015). 

Previous research has also found a positive correlation between financial literacy and 

retirement planning, savings and accumulation of wealth (Hung, Parker & Young, 2009; 

Stango & Zinman, 2009; Van Rooij, Lusardi & Alessi, 2011). Financial literacy is seen to 

be a predictor of behaviours of investment such as participating in share markets (Van 

Rooij, et al. 2012), selecting an investment portfolio that is low (Choi, Laibson, & Madrian, 

2011, Hastings & Mitchell, 2011), improved diversification and increased frequency in the 

trading of shares (Graham, Harvey, & Huang, 2009). Low levels of financial literacy were 

found to be associated with credit behaviour perceived as negative such as borrowing at 

exorbitant costs and mortgage delinquency (Gerardi, Goette & Meier, 2010). 

According to the World Bank (2008), financial literacy is an aid in the improvement of 

service efficiency and quality. Increasing the supply of financial products in an effort to 

expand financial access would be unsuccessful, unless it was accompanied by the 

promotion of financial literacy, because consumers would not find these products 

beneficial if they did not understand their value (Fanta et al., 2016). Wachira and Kihiu 

(2012) explain that financial literacy is important for the following reasons: (i) it allows one 



27 
 

to control his or her financial future more efficiently, (ii) it reduces the susceptibility of 

irrational retailers and (iii) it enables effective usage of both financial products and 

services.  

Furthermore, Fanta et al., (2017) suggest that for financial education to be more effective, 

it must be delivered at docile moments, including moments when the client opens a bank 

account, purchases insurance or obtains a loan. 

2.5 Theoretical Framework 

The theoretical framework of the study consists of three theories, namely the resource-

based theory, the credit rationing theory and the pecking order theory. 

2.5.1 The resource based view (RBV) 

Originating from the work of Penrose (1959), the resource-based view (RBV) is perceived 

by several researchers as one of the most influential perspectives in organisational 

sciences (Kellermans, Walter, Russel Crook, Kammer & Narayan, 2016). Defining a firm 

as a resource bundle according to the generation of utilities it can provide for consumers, 

Penrose (1959) further emphasise the need for a firm to be viewed as an administrative 

framework comprising of a cluster of resources bundles. Formalised over two decades 

later by authors Wenerfelt (1984), Rumelt (1984) and Barney (1991), the RBV has 

become one of the leading present-day approaches to analysing sustained competitive 

advantage worldwide (Ridwan & Bakri, 2017). Accordingly, Barney, Ketchen and Write 

(2011) assert that the resource-based theory resulting from the RBV of the firm, provides 

an imperative framework, which can be used to describe and predict the foundation of a 

competitive advantage as well as the performance of the firm. 

A firm is said to have achieved a competitive advantage once it is capable of producing 

more value to the economy in relation to its ‘break even’ competitor producing in an 

identical market. Sustained competitive advantage is achieved when a firm creates more 

economic value than its competitor does in the same industry and duplication of its 

strategy benefits by competitors is impossible (Barney & Clark, 2008). Therefore, Barney 

(1991) states that firm resources have to be rare, valuable, difficult to substitute and hard 

to imitate. Hence, the more innovative a firm is, the more resources grow and the higher 
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the possibility for diversification, and as a result, the more the ability of the firm to 

contribute to economic and social values in the community. According to Almarri and 

Gardiner (2014) there is a general notion that among firms, capabilities and resources 

are diverse and not comparable (heterogeneous), which is the cornerstone of the RBV 

and by the adoption of this notion, the success rate difference among firms is describable. 

Appiah-Adu, Okpattah and Hagan (2017) define a capability from an RBV perspective as 

a distinguishable set of human skills with an attitudinal, behavioural and motivational 

basis that converts resources into a particular set of business activities. Firms are up 

against the increasingly dynamic external environment which results in the constant 

upgrading of capabilities and enforcement of strategic action so as to maintain their 

competitive edge (Derfus, Maggitti, Grimm & Smith, 2008). In addition to strong 

capabilities Sirmon, Hitt, Ireland and Gilbert (2011) argue that the process of resource 

instrumentation must be ordered in such a way that the capabilities generated are those 

required to execute the chosen strategies. Therefore, the firm needs to procure the 

necessary resources required to develop the capabilities needed to carry out the selection 

of practices and in turn, used to aid in the effective implementation of the desired strategy 

(Hitt, Carnes & Xu, 2017). 

Hence the RBV suggests that a firm’s action should be dependent on its characteristics 

while focusing mainly on beneficial activities and refraining where it does not benefit 

(Wenerfelt, 2013).  

2.5.2 Credit rationing theory 

Credit rationing has been the focus of numerous theoretical contributions and was 

researched earlier on because of its possible role in connection with the transmission of 

monetary policy (Ferri, Murro & Rotandi, 2010). SMEs often depend on bank loans and 

overdrafts as well as credit from suppliers for early financing as a result of the shortage 

of external equity (Fatoki & Smit, 2011). Although this may be the case, accessing debt 

finance generally remains constrained in developing countries (Fatoki & Odeyemi, 2010). 

Economists such as Stiglitz and Weiss (1981) argue that private financial institutions may 

be unable to apportion loans efficiently mainly due to significant information asymmetry 

in the small business loans market (Craig, Jackson & Thompson, 2009). The severity of 
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the information asymmetry may inevitably lead to credit rationing and ultimately result in 

the failure of the credit market (Craig, et al., 2009). 

The credit rationing theory highlights a condition involving the constraint of credit supply 

by lenders to borrowers, even though borrowers are willing to take elevated prices 

(Lubanga, 2013). Stiglitz and Weiss (1981) state that credit rationing occurs when (i) 

among similar loan applicants, credit is obtained by some while others do not, (ii) if the 

population has distinguishable groups that are unable to access credit even at elevated 

prices (Fatoki & Smit, 2011). 

Theoretical literature observes risks such as adverse selection and moral hazards, loan 

contracts enforcement cost and inadequate legislation promoting the disclosure of 

information as having an influence on credit rationing (Boucher, Guirkinger & Travelli, 

2009; Kimutai & Ambrose, 2013). The core contention is that financiers may opt to offer 

varying interest rates, resulting in several prospective borrowers being left without 

accessing credit (Fatoki & Odeyemi, 2010). The model of bank lending formulated by 

Stiglitz and Weiss (1981), describes the reasons for the rationing of bank finances as well 

as the reasons why SMEs wishing to borrow at existing and higher interest rates still fail 

to access financing from banks (Chimucheka & Rungani, 2011). Therefore, the theory 

suggests that several SMEs could productively utilise funds if they were available, 

however, obtaining these funds from the formal financial institution has proven to be 

challenging (Fatoki & Odeyemi, 2010). 

2.5.3 Pecking order theory 

Donaldson (1961) introduced the pecking order theory (POT), which was later revived in 

1984 by Myers and Majluf, who based their argument on information asymmetries. In 

accordance with this theory, Minola, Cassia and Criaco (2013) report that the actual 

value, investments and opportunities of a firm, are known only by its owners or managers. 

Furthermore, the theory stipulates that because of asymmetries of information between 

owners or managers and investors, firms tend to become constrained financially and 

therefore resort to choosing sources of finances using a hierarchy (Serrasqueiro & 

Caetano, 2015). An observation made by Myers (1984) of the way firms structure their 
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balance sheet, showed that firms are inclined to adopt a ‘pecking order’ in project 

financing, using first internal equity, followed by debt and lastly, external equity. 

This suggests that depletion of normally generated funds leads to firms issuing debt, then 

debt securities inclusive of debt, with equity being the last option (Chipeta & McClelland, 

2018). However, should a firm not require much financing, it may use internal earnings to 

meets its needs, and debt can only be issued after the exhaustion of the internal funds 

(Seifert & Gonenc, 2009). Thus, a profitable firm has the capacity of accumulating 

retained profits, reducing the need to utilise external finance (Serrasqueiro & Caetano, 

2015). 

Tests of the POT have also been conducted on SMEs. The reason for studying SMEs 

stems from the assumptions that the access of firms to equity markets may be 

constrained, increasing the likelihood of debt financing with a deficit (Serrasquerio & 

Caetano, 2015). The POT has proved favourable in several documented studies on 

SMEs. An example of this is highlighted in the study by Lopez, Gracia and Sorgorb-Mira 

(2008) who report evidence of the POT for a broad sample of SMEs in Spain. Similarly, 

Vanacker and Marnigart (2010) explored small high-growth firms and their incremental 

financing decisions and found evidence supporting the POT. 

In addition, Gonzalez and Gonzalez (2012) attest to the prepotency of the POT for SMEs 

and ascribed this to the asymmetry of information linked to small firms. However, Laery 

and Roberts (2010) argue that the POT financial behaviour is not materially affected by 

the varying degrees of information asymmetry. Rather, the authors indicate that the POT 

is influenced more by aging conflicts than asymmetric information. 

Therefore, in light of the discussion above, financial literacy of the study was anchored 

on the RBV while financial access was underpinned, credit rationing and pecking order 

theories. 

The RBV was used to support financial literacy of the study. The RBV views organisations 

as a bundle of resources (Penrose, 1959), and such resources include financial, human 

and organisational resources, assets, capabilities, information and knowledge (Teece, 

2012). According to Eniola and Entebang (2015) a deficiency in any of these reduces the 
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firms’ innovation activities. Therefore, Adamako, Danso and Damoah (2015) argue that 

financial literacy (in this instance, financial knowledge, financial behaviour, financial 

attitude and financial awareness) is a resource available to a firm which is paramount for 

generating competitive advantage and can be used in the undertaking of various activities 

to achieve firm growth. The authors further state that the financial literacy of an 

entrepreneur is deemed an internal firm capability that can complement access to finance, 

which could result in supreme growth outcomes. Therefore, the researcher considered 

the RBV as the most suitable theory to underpin the financial literacy variable of the study. 

Financial access on the other hand, was anchored on the credit rationing theory and the 

POT. Previous studies identify the need for both adequate and accessible financing as 

imperative for the development of SMEs Fatoki, 2010). However, majority of SMEs in 

South Africa are unable to access finances (credit), largely due to the lack of financial 

knowledge, collateral and credit history (Mutezo, 2011). The credit rationing theory 

highlights the prevailing condition among South Africa small businesses today, where the 

SMEs demand for loans exceeds the supply, resulting in some SMEs not receiving the 

loans or receiving less than the amount applied for at existing interest rates (Stiglitz and 

Weiss, 1981). Therefore, SMEs find themselves having limited access to financing 

The POT also anchored financial access of the study. Most SMEs face the challenge of 

accessing financing especially bank finance, therefore management prefers to opt for 

internal finance (borrowing from family, friends) before external financing (Fatoki, 2011) 

where they choose the least risky and entrepreneur(Fatoki,2010). The POT is therefore 

based on the premise above and was regarded as one of the appropriate theories to 

support financial access of the study. 

2.6 Empirical research 

Financial literacy and financial access are fundamental concepts in most economies 

across the globe, hence several studies have been conducted in this respect. Highlighted 

below are select studies conducted internationally, regionally (Africa) and locally (South 

Africa) and these make up the empirical research of this study.2.6.1 International studies 
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In his study, Wise (2013) investigated financial literacy and its impact on the survival of 

new ventures in Canada. The study proposed a model where increases in the use of 

financial tools (financials ratios or financial statements) lead to increased production of 

financial statements. This in turn resulted in the increased likelihood of repayment of loans 

and a decrease in the likelihood of failure of new ventures. The dependent variable of the 

study was loan repayment and the independent variables were financial statements 

usage and financial ratio changes. A student model was then tested by The Canadian 

Youth Business Foundation, which used data from 509 Canadian youth entrepreneurs 

who had obtained start-up loans through their involvement in a particular programme. The 

results of the study indicated that the higher the levels of financial literacy among the 

entrepreneurs, the more frequently financial statements were produced. The study also 

revealed that enterprises that frequently generated financial statements were more likely 

to repay their loans and were less likely to experience the closing of their venture.  

Fernandez (2015) evaluated the financial literacy levels of SMEs owners and analysed 

the relationship between those findings and the companies’ operation performance. The 

study tested the hypothesis that with all other factors being constant, high levels of 

financial literacy among the owners of SMEs should result in improved company 

performance. The sample consisted of small business owners of SMEs in the north of 

Portugal. Through questionnaires, the relevant data needed to measure the financial 

literacy levels was obtained. The results revealed high levels of financial literacy among 

small business owners of SMEs in the north of Portugal. A significant positive correlation 

was also found between the levels of financial literacy and the operating performance of 

the companies. 

Casey and O’Toole (2014) examined whether SMEs restricted from borrowing bank funds 

would resort to other external financing options such as trade credit, lending informally, 

borrowing from other companies and receiving grants from the state. Credit and self-

rationed firms were identified as constraint indicators as a result of elevated cost of 

lending. The study used data at euro-firm level. Findings of the research highlighted that 

that there was a high probability of using or applying for credit by credit-rationed firms. 

Secondly, there was a likelihood that SMEs would borrow from the informal sector and 
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from other companies. Lastly, the study found that when firms were refused credit to be 

used as working capital, they often resorted to credit, while borrowing from the informal 

sector or from other companies often acted as a bank investment loans alternative. 

Guliman (2015) assessed levels of financial literacy among micro- and small enterprises 

in the Philippines, focusing mainly on financial knowledge and skills. The secondary 

objective of the study was to determine factors affecting the level and the quality of 

financial skills, financial knowledge and financial literacy in general. Data was collected 

from 100 participants with different businesses. They were asked to respond to a total of 

38 questions, in a three-part structure. The first part was made up of seven questions on 

demographics and financial literacy. Part two consisted of sixteen multiple-choice 

questions on financial knowledge (time-value of money, tax, investment securities and 

financial institutions). Part three of the questionnaire contained fifteen financial skills 

questions (planning, budgeting, saving and record keeping). Based on average-

percentage rating, the results of the study indicated that generally, the financial literacy 

levels of entrepreneurs were very low. The results also indicated a low positive correlation 

between financial knowledge and financial skills.  

Lusardi, Mitchell and Curto (2010) used the National Longitude Youth Survey in the 

United States of America in analysing youth financial literacy. The survey used three 

questions testing knowledge of very basic, but essential financial concepts. Questions 

one and two related to interest rates and inflation respectively, testing how knowledgeable 

respondents were regarding inflation and whether they were in possession of general 

financial numeracy. Question three referred to risk diversification, where the respondents’ 

knowledge of risk diversification was assessed. Demographics considered were gender, 

race or ethnicity as well as cost and opportunities for learning variables such as cognitive 

ability and financial knowledge exposure and schooling through family and peers. The 

findings of the study indicated low financial literacy levels. Less than a third of the youth 

possessed basic expertise on all financial concepts tested in the study (interest rates, 

inflation and risk diversification). However, a strong relationship was established between 

financial literacy and socio-demographics and the financial sophistication of family. 
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Karadag (2016) examined SME financial management performance with regard to the 

industry, age of the firm and education levels of owners or indifferences in Istanbul, 

Turkey. The study adopted Nguyeni’s (2001) questions and scales. A nine point Likert 

scale was used for each of the eight financial management practice questions asked. 

Questionnaires were used to collect data from 188 SMEs. Structural equation modelling 

was used to test three hypotheses regarding the associations. Results of the one-way 

ANOVA showed a strong positive correlation between financial management practices 

performance and the level of education between small business owners and managers. 

SMES operating in different industries were found not to have any significant differences.  

Sucuiaha (2013) determined the financial literacy of selected micro-enterprises in Davao 

City in the Philippines. The study participants consisted of 100 micro-enterprises. Overall, 

the moderation of financial literacy levels of micro-enterprises resulted in unimpressive 

financial resource management. Multiple regressions were used to obtain financial 

literacy determinants, which revealed a significant influence of education attainment on 

financial literacy. The results also showed that gender cannot be used as a financial 

literacy predictor among micro-enterprises in the city. 

2.6.2 Regional studies 

Adomako, Danso and Damoah (2015) examined the relationship between access to 

finance and firm growth with financial literacy as a moderator. The study was drawn on a 

resource based view. Data was collected from 201 SMEs in Ghana. Three constructs 

were measured, namely firm growth, financial literacy and financial access. 

Demographics used in the study included the size and age of the firm and the number of 

employees. The findings of the study suggested that financial literacy had a positive 

influence on the relationship between access to finance and the growth of the firm. 

Calice, Chando and Sekioua (2012) describe the findings from a survey conducted in four 

countries in east Africa (Kenya, Tanzania, Uganda and Zambia) on the financing of SMEs. 

SMEs in this region were a strategic priority. Several challenges hindering the further 

involvement of banks with SMEs were highlighted including factors relating to SMEs, 

regulation of business, the legal and contractual environment, a less proactive attitude by 
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government towards SMEs and other factors. The authors posit that banks have however 

adjusted to their environment and have found ways to manage it. Thus, the conclusion of 

the study suggested that through reforms, the trend requires continuous encouragement 

and support in order to cushion the negative impact of those challenges derailing the 

further development of banks and SMEs. 

Tadesse (2014) conducted a study in Debre Markos Town, Ethiopia, where the access to 

finance was assessed among small and micro-entrepreneurs. Data of the study was 

gathered using questionnaires and interviews. A total of 80 micro- and small enterprises 

(MSEs) selected at random participated in the survey. The study found that the absence 

of competition among financial institutions restrains financial access. Furthermore, 

access to finance was constrained by high transaction costs and high risks affiliated with 

MSE creditors. In addition, some MSEs were found to perform sub-standard book-

keeping practices, while some did not prepare formal financial statements resulting in 

limited financial access. 

Kimindundi and Erik (2016) studied SMEs in the Ruiru sub-county, Kenya, seeking to 

establish whether financial literacy had an influence on financial performance. The study 

used a descriptive research survey design. The population of the study consisted of 

registered SMEs who had some financial literacy training under Equity Bank in Ruiru sub-

county. Out of 334 respondents, 100 were selected to participate in the study. Stratified 

sampling was used in determining the sample. The SPSS software was used to analyse 

the data and inferential statistics in the determining of the significance of the results. 

Multiple regressions were also used and the results thereof indicate that financial literacy 

and financial performance had a strong positive relationship. The overall results of the 

study thus conclude that the higher the levels of financial literacy portrayed by SME 

owners, the higher the performance by the SMEs. 

Eniola and Entebang (2017) examined SME owner or manager financial literacy levels 

and its effect on the performance of the firm. Random sampling was used and data was 

analysed using structural equation modelling to evaluate the impact of financial literacy 

of SME owners or managers in the south-west of Nigeria. The findings showed that SME 
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(owners or managers) FK and FAW were not pre-requisites of firm performance, but 

characteristics of the entrepreneurs in decision-making and relationship to financial 

attitude could be compared with financial literacy. 

2.6.3 Local studies 

Fatoki (2010) examined financial literacy levels of new micro-enterprise owners in South 

Africa. Variables used to measure entrepreneurs’ financial literacy included (i) financial 

planning, (ii) analysis and control, (iii) bookkeeping, (iv) comprehension of sources of 

funds, (v) use of technology and risk management use, (vi) business terminology, and 

(vii) skills in finance and information. A survey was used to collect data using self-

administered questionnaires. The survey used both dichotomous and Likert scale 

questions. The findings of the study suggest that owners of new micro-enterprises 

possessed low levels of financial literacy. 

Chimucheka and Rungani (2011) investigated bank finance inaccessibility, the lack of 

knowledge in financial management and the resultant impact on SMEs in the Buffalo 

Municipality. The study sought to determine what impact the absence of financial 

management knowledge had on the accessibility of finance. Another objective of the 

study was to investigate the absence of bank finance and knowledge of financial 

management and its impact on SMEs. The results of the study indicate that SMMEs in 

the Municipality encountered difficulties in accessing bank finance. The results also reveal 

that bank finance inaccessibility had a significant effect on SMME survival. The authors 

also suggest SMME survival and growth was affected by the lack of financial 

management, thus SMMEs were encouraged to try alternative sources of funds and be 

responsible for gaining relevant knowledge and skills. 

Fatoki (2014) investigated new South African micro-enterprises and their ability to access 

external financing. A survey was conducted through the administration of questionnaires. 

Obtaining populations of micro-enterprises for this study proved to be rather difficult. The 

study used snowball and convenience sampling methods. Data was analysed using 

descriptive statistics. The results highlight that micro-entrepreneurs faced challenges 

when attempting to access debt and equity finance. Furthermore, the limitation on 



37 
 

awareness by micro-enterprise owners of government programmes meant to assist 

SMEs, is revealed. 

Oseifuah (2010) assessed the impact of financial literacy levels on young South African 

entrepreneurs. Desk research and questionnaires coupled with interviews were used in 

the collection of data for the study. Demographic data, namely age and type of enterprise, 

was used as control variables. The results of the study indicate that young entrepreneurs 

in the Vhembe District had an above average level of financial literacy and this in turn 

contributed significantly to their skills in entrepreneurship. 

Fatoki (2012) investigated the effect of entrepreneurial orientation (EO) on debt finance 

access and SME performance in King Williams Town and East London, South Africa. 

Data was gathered in a survey through self-administered questionnaires. Descriptive 

statistics, regression and correlations were used to analyse the data of the study. 

Reliability was measured using Cronbach’s alpha. The study finds a significant positive 

relationship between EO and the access to debt finance and SME performance. The 

study also reveals a partial mediation of access to debt finance on the relationship 

between EO and SME performance. The study recommends that training and the 

incorporation EO into the reward system would significantly improve EO. 

Fatoki and Odeyemi (2010) peg the rejection rate of bank credit applications by SMEs at 

75%. The aim of the study was to determine the factors of credit approval for new SMEs. 

A survey method was used to collect data, through the self-administration of 

questionnaires. The survey was comprised of 445 respondents. Logistic regression was 

used to analyse data. The results also suggest that new SMEs could resort to commercial 

banks as a prospective source of finance after owner’s funds. 

Musie (2015) examined the SMEs in the Mpumalanga and how entrepreneurs in that area 

used financial literacy concepts. The study followed a quantitative and descriptive 

research design. Questionnaires were administered during interviews (face-to-face) and 

data was collected from the fifty-three participating entrepreneurs in the study. The 

findings of the study show that the majority of SMEs used all three concepts of financial 

literacy in the management of their business finances. The results also indicate that 
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entrepreneurs had no knowledge of alternative sources of capital. Furthermore, the study 

also reveals a positive relationship between financial literacy concept usage and SME 

economic success. 

From the above, financial literacy of SME owners was analysed by Guliman (2015) in the 

Philippines, Sucuiaha (2013) also in the Philippines and Fatoki (2014) in South Africa. 

The studies revealed similar results which showed that entrepreneurs possessed low 

financial literacy levels. According to Fatoki (2014) low levels of financial literacy are likely 

to prevent SMEs from comprehending and assessing financial products from financial 

institutions. However, it should be noted that financial literacy of the studies was 

measured using different variables.  Data of the studies was collected using 

questionnaires in a survey, however using various methods to analyse the dat. In the 

current study, financial literacy was also measured using varying variables as those used 

in the studies above. Therefore, according to the results, this shows that irrespective of 

the variables used and the location of the SME, financial literacy levels are generally low 

among entrepreneurs. 

Similarly, access to finance was investigated by Tadesse (2014) and Fatoki (2014). 

Results of the studies indicated that financial access was indeed a major challenge for 

participating SMEs. While Tadesse (2014) used simple random sampling, Fatoki (2014) 

used snowball and convenience sampling however, differences in the sampling methods 

did not affect the overall results of the study. The current study therefore identified a gap 

in the literature and sought to determine a relationship between financial literacy and 

financial access variables among SMEs in the EMM. 

The studies above highlighted the concepts of both financial literacy, as well as financial 

access. Each study regards either or both of the concepts with an associated outcome, 

use similar, or in some cases different variables, methods of collecting and analysing the 

data. In some instances, the results from the studies yielded similar results, while others 

varied accordingly. However, the current study used financial literacy and financial access 

concepts and sought to determine whether there was a relationship between the two. 
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2.7 Conclusion 

This chapter presented a detailed analysis of financial literacy and financial access 

among SMEs in South Africa. The theoretical framework of the study was highlighted and 

a review of the literature discussed. The following chapter of the study discusses the 

methodology followed by the research study. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.0 Introduction 

The main aim of the current study was to determine statistically the existence of a financial 

literacy–financial access relationship among SMEs in the Ekurhuleni Metropolitan 

Municipality. The preceding chapter presented the literature review of the study, where 

SME financial literacy and financial literacy were discussed in detail. This chapter 

discusses the research design, the methodology followed (philosophy, approach and 

strategy), the population, sample and the measuring instrument used in the study. 

Furthermore, this chapter explains how data was collected and analysed. Validity and 

reliability issues were also discussed. 

3.1. Research design 

For the overall research problem to be potentially resolved and the objectives of any 

research to be achieved, a particular research design needs to be followed. According to 

Dannels (2010), a research design determines the selection of participants, the 

manipulation, as well as the control, of variables and the collection of data. In so doing, 

the research design establishes a connection between methodological principles and a 

particular system of methods required fully to answer questions raised in the research or 

the formulated theory (hypothesis), and in the examining of social phenomena (Wayhuni, 

2012). This study used the descriptive research design. Salkind (2014) asserts that the 

focal point of descriptive research is to describe the status quo at the time of study. The 

study also followed a quantitative research approach, which, according to Mertler (2018), 

involves determining how related variables are and also involves the researchers’ reliance 

on data expressed in numbers. This approach is scientific in nature, focusing on the 

gathering and analysing of raw data, according to the research problem, from a large 

population, while disregarding the individual’s emotions, feelings and the environmental 

context (Rahi, 2017). Furthermore, Rahi (2017) asserts that when the researcher focuses 

on the objective of the study, while evaluating it by how humans act and express their 

views, the quantitative strategy assists the researcher in reporting, rather than explaining 

data.  



41 
 

3.1.1. Research philosophy 

 

Saunders, Lewis and Thornhill (2015) define the term philosophy as knowledge 

development founded on opinions and premises. Accordingly, the authors highlight five 

of the most widely used philosophies, namely positivism, critical realism, interpretivism, 

post modernism and pragmatism. This study follows the positivist philosophy. However, 

in order to differentiate clearly between the various philosophies, a deliberation of the 

differences of each philosophy’s underlying assumptions needs to be considered. Hence, 

the three research assumptions, namely ontology, epistemology and axiology (Saunders, 

et al., 2015) are discussed below. 

 

Ontology considers the concept of knowledge while regarding its nature of realism (Rahi, 

2017). Although seemingly abstract and far-fetched from the intended research, 

suppositions underlying ontology define an individual’s perception and analysis of objects 

of research (Saunders et al., 2015). Such objects include organisational events and 

artefacts. Thus, according to Kalof, Dan and Dietz (2008) in any scientifically based 

research, the doctrinal position of the research explains the researchers’ ontological 

presentation on a concept of truth in a given discipline. Epistemology expresses the 

relatedness of an individual as the investigator and the item under investigation 

(Vaishnavi, Capelletti, Le, Kako, Butaney, Ercan, Mahale, Davies, Aisner, Pilling & 

Berger, 2013). The investigator considers the essential qualities of knowledge or similarly, 

accounts for acquired knowledge. Axiology is defined as the purpose of ethics and beliefs 

placed in the research process (Saunders et al., 2015). Incorporated in the process are                                                              

questions about how researchers handle their own values, as well as those of the 

research participants. The five major philosophies previously mentioned can thus be 

distinguished based on these philosophical groundings. The philosophy of positivism 

adopted by the study is briefly discussed as follows. 

 

Positivist philosophy supporters believe that through observation and experiment, true 

knowledge can be obtained (Rahi, 2017). Positivism explains philosophically a scientist’s 

position and entails producing general rules while operating with a social reality, which 
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can be discerned (Saunders et al. 2015). Once reality has been comprehended by 

objectively performing tests on an individual truth outcome, positivist researchers 

therefore perceive themselves as separate from a reality, which is both social and 

physical. Hence, according to Wayhuni (2012), the positivism philosophy applies the lens 

of natural science. Ontologically, it is viewed that social reality is external and objective. 

Axiologically, the investigator and the investigation are separated by following the ethical 

view of the outsider. Epistemologically, positivism recommends using the approach 

scientifically by numerically developing measures that yield satisfactory knowledge 

(Wayhuni, 2012). 

 

The cautious use of tests statistically and the application of identical research processes 

when observing a broad population, leads to positivists believing that separate 

investigators evaluating an identical problem will obtain identical results (Creswell, 2009). 

 

3.1.2 Research approach. 

Saunders et al. (2015) highlights three theory development approaches, namely the 

deductive approach, inductive approach, as well as the abductive approach.  

The deductive approach involves developing a theory, which then undergoes strict testing 

through a range of suggestive measures (Collis & Hussey, 2013). Essentially, the aim of 

researchers is to put to the test a theory or a number of theories by gathering raw data 

from the participants in a study. Once different statistical tests have been employed, the 

findings are then observed (Rahi, 2017). Therefore, the deductive approach is regarded 

as the leading approach in natural science research where the foundation of explaining 

is represented by rules, the expectation of a particular development is permitted, their 

likelihood of taking place is anticipated, their occurrence is predicted and as result, the 

control over them becomes relatively easier (Saunders et al, 2015). 

An inductive approach firstly considers the research’s main objective and the inquiry of 

theory by using diverse research methods and seeks to bring forth a theoretical basis 

from the research (Greener, 2008). In other words, it starts with specific observations, 
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Collis and Hussey (2013) define the induction approach as an approach elaborating a 

process of theory development by evaluating that which the researcher has observed 

throughout his research. In addition, induction can thus be explained as a procedure 

involving the observation and inquiring of the relationships between human actions and 

opinions (Collis & Hussey, 2013).  

The third approach, the abductive approach, commences with observing the ‘fact of 

surprise’ (Ketokivi & Mantere, 2010). According to Saunders et al., (2015) this ‘fact of 

surprise’ is considered a conclusion instead of an assumption. With the conclusion as the 

basis, conceivable assumptions regarded as sufficient to describe the conclusion are 

determined. Hence, researchers are of the belief that should these assumptions be the 

truth, this would also be the case with the conclusion. Because the assumptions are 

enough to yield a plausible conclusion, this gives ground to trust that this is also the truth. 

This study therefore, followed the deductive approach. The research idea and questions 

were developed from theories and prior research (Eriksson & Kovalainen, 2015), hence 

the approach moved from theory to data collection. Saunders et al., (2015), highlight three 

important characteristics of the deduction process. Firstly, the deduction approach seeks 

to describe causality between concepts and variables. Secondly, in order to measure 

facts quantitatively, concepts need to be operationalised accordingly. Finally: 

generalisation. The careful selection of the sample as well an adequate sample size 

ensures generalisation. 

3.1.3 Research strategy 

A research strategy involves the collection and interpretation of data, which has well-

defined objectives. When a researcher has set out the research question(s), the research 

strategy becomes a guide, which the researcher can use in answering the question(s) 

(Easterby-Smith, Thorpe & Jackson (2012). Yin (2017) highlights five important research 

strategies, namely experiments, surveys, archival analysis, histories and case studies. 

The survey strategy was used in this study. 

The survey approach is closely related to the deductive approach and is regarded as 

popular in the social sciences (Mark, Philip & Adrian, 2009). The survey method involves 



44 
 

collecting data through interviewing and questionnaires (Rahi, 2017). The frequency and 

relationships between variables is examined, tapping into various constructs such as 

beliefs, preferences, attitudes and opinions. The most commonly used survey methods 

include face-to-face interviews, pen and paper and web-based administration. Thus, no 

one preferred administration mode is used as its success is dependent on considerations 

such as the survey content, the target population which the survey intends to use, 

anonymity and length of the survey, time, labour and other such resources available to 

conduct the survey (Stapleton, 2009). 

According to Salkind (2014), the use of the research method is beneficial to the 

researcher for the following reasons. Firstly, surveys allow the researcher to get a broad 

picture of the subject(s) being studied, hence if sampling is done properly, it then becomes 

fairly easy to generalise to millions of people. Secondly, surveys are efficient in that the 

data collection phase of the study is completed after only a one contact is made with the 

respondents. Thirdly, survey can yield remarkably accurate results if administered the 

right way and with minimal sampling error. 

Furthermore, Mae (2015) highlights other benefits of using surveys in a research study.  

 Low costs. Surveys are found to be cost effective and uses minimal facilities (for 

example, pen, clipboard and questionnaire) 

 Convenient data gathering. A variety of ways can be used to administer surveys. 

Questionnaires can simply be sent via e-mail, fax or administered through the 

internet. 

 Good statistical significance. The high representativeness brought about by 

surveys makes it easier to find statistically significant results than other methods 

of gathering data. Multiple variables can also be analysed when using surveys. 

 Little or no observer subjectivity. Surveys are ideal in scientific research as they 

provide all participants in a study with a standardised stimulus. The high reliability 

obtained eliminates the researches own biases. 
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3.2 Population and sample 

3.2.1 Population 

According to Rahi (2017) a population consists of human subjects or objects in their 

entireties, which are under investigation. The study population consisted of 5609 

registered SMEs in the Ekurhuleni Metropolitan Municipality (EMM). According to The 

City of Ekurhuleni Integrated Development Plan (2017), Ekurhuleni Metropolitan 

Municipality is made up of the following towns: Alberton, Bedfordview, Benoni, Birchleigh, 

Bocksburg, Brakpan, Clayville, Daveyton, Dunnotter, Edenvale, Geduld, Germiston, 

Katlehong, Kempton Park, Kwa-Thema, Machenzieville, Nigel, Olifanstfontein, Springs, 

Tembisa, Tokoza, Vosloorus and Vorsterkroon. 

3.2.2 Sample 

Salkind (2014) defines a sample as a smaller set of the population. Sampling is a process 

where a section of the population to be investigated, is selected (Rahi, 2017). It is a 

pragmatic way of studying people and the way they think, act, their attitudes and their 

relationships are displayed. Thus, the selection of the sample from the population should 

ensure that the sample represents the population as well as possible (Salkind, 2014). In 

other words, the sample must be similar to the broader population as much as possible. 

By ensuring similarity between the two implies that on completion of the research, the 

findings, based on the sample used, are generalisable to the broader population (Salkind, 

2014). 

According to Rahi (2017), selecting a sampling method is dependent on the type of 

research, which may be inclusive of issues pertaining to both theory and practice. 

Sampling strategies have two major classes, namely probability and non-probability 

sampling (Salkind, 2014). Probability methods have their foundation on randomness and 

probability theory principles, contrary to methods of non-probability (Maree et al., 2016).   

This study used the systematic random sampling which begins with the random selection 

of the first sampling point and the following points are chosen evenly or systematically 

(Rahi, 2017).  
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Systematic random sampling allows the researcher to draw a probability sample without 

complete or prior knowledge of the sampling frame (The Federal Committee on Statistical 

Methodology, FCSM, 2012). According to Maree, et al., (2016) systematic samples tend 

to be easier to draw as well as execute, therefore the researcher does not have to jump 

back and forth through the sampling frame to draw the members to be sampled. Since 

systematic sampling reduces the chances of certain participants being selected, it is 

therefore less unbiased (Salkind, 2014). Another attractive aspect of systematic sampling 

is that the method can allow the researcher to draw a probability sample without prior 

knowledge of the sampling frame (FCSM, 2012). 

3.2.3 Sample size 

Saunders and Lewis (2012) regard a sample size as the maximum number of participants 

involved in a study. The size of a sample must statistically be a representation of the 

broader population. The use of a well-designed probability sampling method ensures 

better representation by larger samples than smaller samples, thus also ensuring that 

results will be accurate (Maree et al., 2016). The optimum size of the sample is 

determined by considering requirements of efficiency, reliability, representation and 

feasibility (Kothari, 2011). Other practical requirements such as cost and time were 

considered.  

The sample size of the study was 384 SMEs, which was derived using Fischer’s formula 

as shown below. 

N=Z2pq/d2 

Where: 

N=the sample size (for a population greater than 1000) 

Z= the normal standard deviation at an identified level of confidence. 

p = the proportion of the target population being measured. 

q = 1 – p 

d = significance level 
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N = 1.962*(0.5) (1 – 0.5)/ (0.5*0.5) 

N = 384 

In accordance with the definition of SMEs used for the study and out of the sample size 

found above, 255 businesses were considered small while 47 businesses considered 

medium in size. 

 
3.3 Measuring instrument 

During research studies, empirical data was gathered with the aid of a measuring 

instrument (Knapp & Mueller, 2010). The study used the questionnaire as the measuring 

instrument. Questionnaires contain sets of structured and focused questions (Salkind, 

2014) measuring what respondents like, as well as how they feel collectively or as 

individuals (Rahi, 2017). Questionnaires are time saving because individuals (or groups) 

can complete them in their own capacity, without the assistance or involvement of the 

researcher. 

Rahi (2017) highlights three main objectives for using survey questionnaires when 

conducting research when (i) the research data is based on quantitative methods, (ii) the 

research instruments must be pre-defined, and (iii) analysis of the findings of a sample 

from the entire population is required by the research work. The questionnaire of this 

study was divided into three sections. Section A consisted of the respondents’ 

demographics and sectionsB and C included questions relating to financial literacy and 

financial access, respectively. Open-ended and closed-ended questions were used in 

section A, while sections B and C rated responses on a 5-point Likert scale, where ‘1’ 

represented ‘strongly agree’ and ‘5’ represented ‘strongly disagree’. Financial literacy 

questions were adapted from Eniola and Entebang (2017), while questions on financial 

access were adapted from The World Bank Survey (2015). Since the questionnaire of the 

study was adapted from existing instrument, it is therefore considered both reliable and 

valid. 

 

3.4 Data collection 
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Primary data was gathered for this study. Primary data is raw, original data used to 

address a specific objective (Salkind, 2014). Primary data is further defined by Burnham, 

Lutz, Grant and Layton-Henry (2008), as fresh data without prior analysis or 

interpretation. It serves to enrich and make the research study believable, hence it is 

regarded as the most influential technique in quantitative methods (Rahi, 2017). 

The survey method was used to gather data, where questionnaires were distributed to 

the sample frame in the study. By examining the frequency and relationships between 

psychological and sociological variables, surveys tap into constructs such as beliefs, 

attitudes, opinions, prejudices and preferences (Salkind, 2014). Developing survey items 

and appropriate methods of administering surveys so as to obtain quality responses and 

high response rates, is multifaceted and development statistics are dependent on the 

subject to be measured and the population target of the survey (Stapleton, 2009). The 

term ‘survey’ has been used to link various things across people and disciplines. At its 

core, the term should connote that the administration of the questionnaires has been done 

to a sample of members from a given population, which the investigator would like to 

generalise (Stapleton, 2009).  

Prior to gathering of data for the main study, a pilot study was carried out. According to 

Doody and Doody (2015), a pilot study is a smaller variation of a well-defined research 

study carried out with fewer participants who however, bear similarities to those 

participating in the larger scale study as a later stage. Thus, by conducting pilot studies, 

researchers are given the opportunity to test and assess how their planned technique of 

data collection will be (Doody & Doody, 2015). Anticipated problems can easily be 

detected by conducting a pilot study, enabling the researcher to implement changes, as 

well as guide the development of the research plan, ensuring that methods work in 

practice, while the feasibility of the research process is assessed (Leon, Davis & Kraemer, 

2011). Hence, conducting a pilot study permits the researcher to focus and expand or 

narrow the research subject, thus comprehending the focus of the research well (Denzin 

& Lincoln, 2013). 

A pilot study thus asks the fundamental question of whether a large study is practical 

(Jeray &Tanner, 2012) and this question is addressed by the answering of other essential 
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questions by the researcher, ahead of conducting a full scale study, in order to avoid 

unexpected complications (Doody & Doody, 2010). By so doing, Conn, Algase, Rawl, 

Zerwic & Wyman (2010), and Leon et al., (2011) assert that the researcher can then 

decide whether amendments need to be made to the research design and ensure that 

intervention or procedural protocols are adhered to prior to conducting a research study 

on a large scale. This is accomplished by acquiring preliminary data, evaluating methods 

of analysing data and thorough clarification of financial, equipment and human resources 

needed. 

In light of the above, twenty copies of the questionnaire were distributed to SMEs selected 

at random in the Ekurhuleni Metropolitan Municipality. The questions resembled those 

used in the main study. Participants were asked to consent before being briefed on the 

intent of the study and the survey process. The data from the pilot study was collected 

and analysed. Necessary amendments to the questionnaire were made, such as 

rephrasing or omitting ambiguous, leading and personal questions, and the changes were 

implemented accordingly. The participants of the pilot study however did not take part in 

the main study and data collected in this regard was excluded so as to avoid bias in the 

main study. 

3.5 Data analysis 

The SPSS package ensured accuracy in the analysis of the results of the study. Data was 

also analysed using descriptive statistics, where the mean and standard deviation were 

computed. Pie charts and bar graphs were used further to illustrate the results of the 

descriptive statistics. Factor analysis was also performed, determining which items 

‘belonged together’ in terms of them being answered similarly and thus measuring the 

same factor (Maree et al., 2016). The ANOVA test was also used in the analysis of data 

so as to test the significance of the model of the study in the explanation of the relationship 

between identified variables at 5% level of significance. To determine the financial 

literacy-financial access relationship, regression analysis was used. Relationships 

amongst the variables of the study were highlighted through correlation analysis. 

3.5.1 Analytical model 
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In order to determine the relationship between financial literacy and financial access 

among SMEs in the Ekurhuleni Metropolitan Municipality, regression analysis was done 

using the analytical model outlined below. 

Y=β0 + β1FAC4 + β2FAC4 +β3FAC4+ β4FAC4+ ɛ 

Where  

Y= Financial literacy 

FAC1 = Business operations 

FAC2 = Source of funds 

FAC3 = Loan convenience 

FAC4 = Government regulations 

ɛ = Erroneous term 

3.5.1 Interferential statistics 

Generalisations of findings or conclusions drawn from sample data are referred to as 

statistical inferences. Statistics of this nature rely heavily on probability theory. The 

analysis of variance tested the model significance measuring the relationship between 

financial literacy and financial access in the Ekurhuleni Metropolitan Municipality.  

 

 

 

3.6 Variables  

3.6.1 Independent variable 
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The independent variable of the study was financial access. Financial access was 

measured in terms of (i) business operations, (ii) source of funds, (iii) loan convenience, 

and (iv) government regulations. The business operation measure sought to determine 

the extent to which SMEs were able to access finance. In other words, how easy or 

difficult was it for SMEs to access finance in the Municipality. The source of funds 

measure assessed the different financing options available to SMEs, where participants 

highlighted which funding source they mostly used. Loan convenience determined how 

important factors surrounding obtaining a loan from a financial intuition were to the 

entrepreneurs. Lastly, the government regulations measure looked into government 

actions that would assist SMEs in readily accessing financing. 

3.6.2 Dependent variable 

Financial literacy was the dependent variable. Using four parameters, the variable was 

measured using financial knowledge, financial behaviour, financial attitude and financial 

awareness. Financial knowledge tested entrepreneurs’ understanding of basic financial 

concepts and enquired whether SMEs prepared, reviewed and analysed company 

financial statements. Financial behaviour assessed how well participants managed their 

finances. Financial attitude determined the entrepreneurs’ attitude towards spending, 

saving and investing their finances, as well as their attitude towards life in general. Finally, 

financial awareness evaluated how conscious or aware they were of and whether 

entrepreneurs comprehended financial products and services offered by financial 

institutions. 

3.7 Reliability and validity 

 

Both reliability and validity pose as crucial elements of instruments of measurement.  

The following section discusses briefly issues of reliability and validity.  

 

3.7.1 Reliability 

Computing reliability precisely is impossible. However, approximating it is accomplished 

by using of an assortment of measures. Maree et al., (2016) identify four different methods 
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of reliability namely test re-test, equivalent form, split halves reliability and internal 

consistency. 

The study used the internal consistency method to measure reliability. According to 

Salkind (2014) internal consistency, involves examining the uniformity of items in a test. 

Items are then evaluated by correlating performances on each of the items with total 

performance on the test which takes the form of correlation co-efficiency. As the most 

widely used statistical tool, the Cronbach’s alpha determines an instrument’s internal 

consistency (Salkind, 2014). Results of the Cronbach’s alpha is a number between 0 and 

1, and for an instrument to be considered reliable, the acceptable score is one that is 0.7 

and higher (Shuttleworth, 2012). The Cronbach’s alpha for the study was 0.771 and this 

score was considered acceptable as it is above 0.7, also meaning that the instrument 

used in the study was reliable. 

3.7.2 Validity 

An instrument is valid once it has measured what it is meant to measure. According to 

Beins (2013), validity is defined as concepts, property of data or research findings, useful 

in validating degrees for measuring and understanding a phenomenon. Furthermore, 

Joppe (2008) explains that validity assesses whether the research truly measures what it 

purports to measure. Put differently, are the results truthful? Researchers therefore 

ascertain validity by presenting a range of questions which will be answered by looking 

into the work of fellow researchers. 

Maree et al., (2016) highlight four different types of validity, namely face validity, content 

validity, construct validity and criterion validity. The study used construct validity, which 

refers to the degree to which an instrument represents the complete contents of the 

particular construct it seeks to measure. A good construct validity is represented by a 

factor loading greater than 0.5. Therefore, in this study, constructs where each item had 

a factor loading of 0.5 or greater were retained, and the remaining constructs with a lesser 

factor loading were deleted. 
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Salkind (2014) defines content validity as the extent to which a test represents a universe 

of items from which it is drawn. Face validity, a subset of content validity, involves expert 

opinions on whether a given instrument measures the intended concept (Heale and 

Twycross, 2015). Criterion validity is concerned with either how well a test estimates 

present performance (called concurrent validity) or how well it predicts (called predictive 

validity). It therefore measures the extent to which a test is related to some criterion 

(Salkind, 2014). 

The study also ensured face, content and criterion validity of the instrument. Face and 

content validity were established through a review of draft questionnaires by financial 

literacy and financial access experts. Based on the pilot study data analysis and feedback 

from the pilot study and the panel of experts, revisions were made before administering 

the instrument to the study sample (Salkind, 2014). Criterion validity on the other hand, 

was ensured by conducting correlations between the instrument of the study and other 

measuring instruments considered to already possess criterion validity, determining the 

extent to which different variables measured the same variable (Heale and Twycross, 

2015). 

3.8 Ethical considerations 

Prior to gathering data for the research study, a series of procedures were followed to 

ensure that the study was conducted in an ethical manner. Firstly, the researcher applied 

for ethical clearance from the university to carry out the study. Permission to conduct the 

study was also obtained from the Ekurhuleni Metropolitan Municipality after information 

regarding the nature, purpose and the benefits of the study was described. Once the 

ethical clearance was approved and permission granted, participants of the study were 

then briefed on the overall study and survey process, highlighting also the ethical 

considerations on which the study was based. These are described below. 

 Informed consent from the participants was obtained after explaining to them the 

purpose, aim and value of the study and the survey process.  

 Participants were assured that the information they provided would be treated in a 

private and confidential manner. Hence, the data was accessible only to the 

researcher, supervisor and the statistician who agreed to sign a confidentiality 
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agreement. Anonymity was also used, where the participants’ names, identity and 

company names were not required throughout the data collection process. 

 Participation in the study was purely voluntary. Participants were allowed                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                             

to withdraw at any stage of the data collection process without being penalised or 

forfeiting any benefits. 

 Participants were also informed that by being involved in the study, there would be 

no benefits or compensations (reward/financial payment) and the participants 

would not suffer any negative consequences (risks) or potential harm. 

 Participants were informed that, upon completion of collecting and analysing data, 

it would be shredded (if paper-based) and deleted from the system (if computer-

based) to ensure that it was permanently destroyed. 

3.9 Conclusion 

The research methodology of the research study was presented in this chapter. The study 

adopted a quantitative and descriptive research design aiding the researcher to determine 

the existence of a financial literacy-financial access relationship. The study population 

consisted of all registered SMEs in the Ekurhuleni Metropolitan Municipality. The sample 

size was determined using systematic random sampling and primary data was gathered 

by administering a self-designed questionnaire. Data was analysed using the SPSS 

software. Further analysis of data was done using descriptive statistics, factor and 

regression analyses. The ANOVA and correlations were also computed. The following 

chapter presents a description of the results of the study. 

 

 

 

 

 

CHAPTER FOUR 

RESULTS AND DISCUSSIONS 
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4.0 Introduction 

Methodological issues were discussed in the previous chapter. This chapter presents and 

discusses the data analysis results. Data was collected in a survey by means of 

questionnaires, where the demographics of the respondents were recorded in the first 

section, while the two subsequent sections required participants to respond to financial 

literacy and financial access questions. Data analysis was done using descriptive 

statistics, correlations and regressions. The results from each section are presented and 

described in this chapter respectively. However, the objectives of the study are restated 

first. 

4.1 Objectives of the study 

The primary aim of the research study (see section 1.5) was supported by the secondary 

objectives mentioned below. 

4.1.1 To determine the determinants of financial literacy among SMEs in the 

Ekurhuleni Metropolitan Municipality. 

4.1.2 To determine the indicators of financial access among SMEs in the 

Ekurhuleni Metropolitan Municipality. 

4.1.3 To establish the relationship between financial literacy and SME access to 

finance among SMEs in the Ekurhuleni Metropolitan Municipality. 

4.2 Descriptive statistics 

4.2.1 Response rate 

From the 384 distributed questionnaires, 311 (N) questionnaires were completed and 

returned, which translates into an 80.9 % response rate. Incomplete questionnaires were 

discarded and were not included in the study. 

 

 

4.2.2 Demographic information 

Participant demographics are discussed in the following section below. 
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4.2.3 Participants’ age 

According to Table 4.1 below, 14.1% of the participants were below 30 years of age. Just 

over a third of the respondents were between 30–39 years, accounting for 33.4%. Ages 

40–49 years accounted for 27.7% of the respondents, while 19.9% made up respondents                                                                                                                                                                                    

 between the ages of 50–59 years. Only 4.8% were 60 years and older. 

Table 4.1: Age distribution 

Age                                                         Frequency                                Percentage 

Below 30     44     14.1 

30–39               104     33.4 

40–49      56     27.7 

50–59                62     19.9 

60 and older     15      4.8 

 

Total                                                       311                                               100 

 

Majority of the respondents were between the ages of 30-39. This age group is usually 

the most active workforce. From the results above, starting and operating businesses 

seemingly reduces with age. The Global Entrepreneurship                                                                                                                  

Monitor [GEM] states that an increase in entrepreneurship indicates a maturing 

entrepreneurial population in South Africa. Therefore, the results of the study can safely 

be said to be a true representation of the current situation in South Africa. 

4.2.4 Gender profiles 

The results indicated that there were significantly more male (60.1%) than female 

respondents (39.9%). This is depicted in Figure 4.1 below. 
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Figure 4.1: Respondents’ gender profiles 

 

As shown in the figure above, SMEs in the EMM are male dominated possibly resulting 

from majority of businesses or types of businesses being regarded as ‘male oriented’ 

business such as construction, building and engineering. The GEM (2018) reports that 

there are likely to be more men than women involved in entrepreneurial activity, 

regardless of economic development, reflecting how differences in customs and cultures 

have an effect on the participation of the female gender in the economy. This may indicate 

that significantly more males are resorting to creating their businesses, therefore curbing 

unemployment as well as contributing to the economy in general. 

4.2.5 Level of education 

The education levels used in the study ranged from ‘no education’ to ‘postgraduate 

degree’. Figure 4.2 below indicates that most respondents had attained a diploma or 

certificate and these accounted for 28.6% of total respondents. Those who had a 

university degree accounted for 24.8% of respondents. Standard 10 or Grade 12 made 

up 24.1% of respondents, while Standard 9 or Grade 11 and Standard 8 or Grade 10 

accounted for 8% and 6.1% respectively. While 5.1% held a post-graduate degree, 0.3% 

60.1%

39.9%

Gender Profiles

Male

Female
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of the respondents had no education. From the results above, it seems that participants 

had fairly adequate and relevant knowledge regarding financial literacy and financial 

access and were likely to respond to questions with ease and fair accuracy. 

 

 

 Figure 4.2: Education level 

4.2.6 Owner or manager profile 

Participants were either SME owners or managers. Accordingly, 56.3% of respondents 

were recorded as owners, while the remaining 43.75% were managers. 

4.2.7 Firm legal status 

Table 4.2 below shows the legal status of the firms. Private companies accounted for 

61.4% of total respondents, 14.1% accounting for partnerships. Sole proprietors made up 

12.9% and 4.8% represented franchises. Limited partnerships, non-profit making 

organisations, as well as ‘other’ types of firm legal status, each accounted for 2.3% of 

total respondents. 

 

Table 4.2: Firm legal status 
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Firm legal status Frequency Percentage 

Sole proprietor 40 12.9 

Private company 191 61.4 

Partnership 44 14.1 

Limited partnership 7 2.3 

Franchise 15 4.8 

NPO 7 2.3 

Other 7 2.3 

Total 311 100 

 

4.2.8 Business operation 

Business operation in the study relates to the number of years the business has been 

operational. The number of years of operation ranged from 2 years to more than 10 years. 

Table 4.3 indicates that a majority of 26.7% entities have been in operation for more than 

10 years, while 24.8% accounted for businesses having operated for between 6 and 10 

years. A total of 21.5% represented 4–5-year-old businesses, while 19.6% represented 

business entities operational for 2–3 years. Less than 2 years in operation, accounted for 

7.4% of total businesses.  

Table 4.3: Business operations 

Number of years Frequency Percentage 

Less than 2 years 23 7.4 

2–3 years 61 19.6 

4–5 years 67 21.5 

6–10 years 77 24.8 

More than 10 years 83 26.7 

Total 311 100 

 

 

 

4.2.9 Annual turnover 
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From Figure 4.3 below, the majority of businesses had an annual turnover of up to 

R50 000, making up 48.6 % of total respondents. A total of 19.3% of respondents 

represented those businesses with a turnover of between R50 001–R100 000. 

Participants’ businesses that made R500 001 and above accounted for 8%, while 6.1% 

accounted for those in the range of between R100 001–R200 000. Bands of between 

R200 001–R300 000 and R300 001–R400 000 accounted for 7.4% and 7.1% of 

respondents respectively, while only 3.5% of business had an annual turnover of between 

R400 001–R500 000. 

 

 

Figure 4.3: Annual turnover 

 

Overall, demographic data collected from participants revealed that more SMEs were 

owner-run than manager-run. Most respondents were aged between 30–39 years and 

there were significantly more male participants in relation to the female participants. The 

majority of respondents held a certain level of education, with most being in possession 

of a diploma or certificate. More than half of the businesses (51.5%) had been in operation 

for more than 6 years. An annual turnover of up to R50 000 was represented by majority 

of the businesses and the number of employees varied, ranging from one employee to 

just more than 200 employees. The following section highlights the reliability and validity 
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of the scale and provides a description of the financial literacy and financial access results 

respectively. 

 

4.3 Reliability and validity of scale 

 

Prior to discussing reliability and validity issues, the variables used to measure financial 

literacy and financial access of the study in the subsequent sections, are highlighted in 

Table 4.4 below. 

Table 4.4:  Financial literacy and financial access variables 

Abbreviation Variable name 

FK Financial knowledge 

FB Financial behaviour 

FAT Financial attitude 

FA Financial awareness 

FAC_1  Financial access (business operations) 

FAC_2 Financial access (source of funds/working 

capital) 

FAC_3 Financial access (loan convenience) 

FAC_4 Financial access (government regulations) 

 

4.3.1 Factor analysis 

 

Factor analysis was performed on a set of items producing a factor loading matrix as its 

primary output, which consisted of a separate factor loading for each item (Maree et al., 

2016). Table 4.5 below shows the results found from the Bartlett’s test of sphericity and 

the KMO value. The KMO had a value of 0.811. The p-value of Bartlett’s test (p = 0.000) 

which is less than the 0.05 is significant at the 99% confidence level. These results show 

that the structure of constructs of the correlations is adequate to perform factor analysis 

on the items. 

 

Table 4.5: KMO and Bartlett’s Test 
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Kaiser-Meyer-Olkin Measure of Sampling Adequacy 0.811 

Bartlett’s test of sphericity Approx. Chi 

Square 

4143.444 

Df 496 

Sig. 0.000 

Df: Degrees of Freedom 

Sig: Significance 

 

The results of factor analysis for the constructs of the study were determined using 

Principle Component Analysis (PCA) as highlighted in Table 4.6 below. Eight dimensions 

were identified as separate factors for both financial literacy and financial access. 

 

Table 4.6: Factor loadings 

 Rotate component matrixa 

 Component 

 1 2 3 4 

 

5 6 7 8 

B1 0.682        

B3 0.819        

B4 0.878        

B5 0.813        

B6    0.785     

B7    0.821     

B8    0.756     

B9    0.728     

B11        0.729 

B12        0.755 

B17  0.711       

B18  0.720       

B19  0.683       
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B20  0.740       

B21  0.771       

C23       0.764  

C24       0.815  

C27      0.515   

C28      0.752   

C29      0.796   

C30      0.698   

C31   0.576      

C32   0.532      

C33   0.696      

C34   0.694      

C35   0.743      

C36   0.687      

C37   0.626      

C38     0.766    

C39     0.581    

C40     0.788    

C41     0.771    

Extraction method: Principle Component Analysis 

a. Rotation converged in six iterations 

 

Factor analysis showed that 30 items were loaded onto eight different factors. Relevant 

items were loaded onto the different factors. Factors one and two were named financial 

knowledge and financial awareness, respectively, as four out of five and five out of five 

items expected to measure the factors had significant loadings respectively. Factor three 

was named loan convenience as seven out of seven items expected to measure the factor 

loaded significantly. A fourth factor was named financial behaviour as four out of items 

measuring this factor loaded significantly together. The fifth factor was named 

government regulations as four out of four items expected to measure the factor had 

significant loadings. Factor six was named source of funds or working capital, where four 
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out of seven items measuring the factor had significant loadings. Factor seven was 

named business operations as two out of three items measuring the factor loaded 

significantly together and the eighth factor was named financial attitude with two out of 

five items expected to measure the factor had significant loadings. Insufficient loadings 

of items onto a factor below 0.5 were removed from further analysis in order to ensure 

the measuring instrument (questionnaire) construct validity. Therefore, factor loadings of 

the items showed construct validity of the measuring instrument as a sufficient number of 

items loaded onto the factors were above 0.5. Table 4.7 below highlights the component 

matrix resulting from factor analysis. 

                                             

Table 4.7: Communalities  

Variable Extraction 

FK 0.878 

FB 0.821 

FAT 0.755 

FA 0.771 

FAC_1 0.815 

FAC_2 0.796 

FAC_3 0.743 

FAC_4 0.788 

Extraction Method: Principal component analysis. 

The component matrix shows that financial knowledge with a value of 0.878 was the 

highest variable considered, followed by financial behaviour with a value of 0.821. The 

highest values indicate positive variance of variables.  

PCA was used in the study as the extraction method, therefore the total percentage of 

variance and cumulative percentage columns resemble the first eight components in the 

eigenvalues computed initially. Hence the cumulative variance explained by the factors is 

depicted in Table 4.8 below. 
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Table 4.8: Total variance explained 

Component Initial eigen-values 

Total % of variance Cumulative % 

1 5.781 18.067 18.067 

2 4.366 13.644 31.711 

1 2.438 7.618 39.239 

4 2.093 6.540 45.869 

5 1.696 5300 51.169 

6 1.384 4.326 55.495 

7 1.316 4.114 59.608 

8 1.244 3.888 63.493 

 

The table above reveals that the eight components with eigen-values greater than one 

account for 63.49% of the cumulative variance. It can be noted that the number of factors 

initially used in the total variance explained is the same as the variables used in factor 

analysis. 

After factor analysis was performed, the internal consistency of the constructs was 

determined. To check the internal consistency of the constructs, the Cronbach’s alpha (α) 

which is based on the inter-items correlations, was used. According to Shuttleworth 

(2012), an instrument is considered reliable when the score is one that is 0.7 and higher. 

Table 4.9 below shows those constructs which were reliable, however the construct 

Financial Attitude (FAT) was excluded from the table as it was not reliable (α<0.60). 
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Table 4.9: Cronbach’s reliability coefficient. 

 

Scale items Items Cronbach(α) 

Financial knowledge  4 0.897 

Financial behaviour  5 0.794 

Financial attitude 7 0.831 

Business operations 4 0.714 

Source of funds 4 0.695 

Loan convenience 2 0.780 

Government regulations 2 0.729 

Total average  30 0.771 

 

The Cronbach’s alpha for the study, as shown in Table 4.9 above, was 0.771. As this 

score is higher than the acceptable score of 0.7, it therefore implies that the measuring 

instrument of the study was reliable. The following section presents the descriptive results 

of the research questions of the study on financial literacy and financial access. 

4.4 Financial literacy and financial access. 

Participants of the study were asked to respond to several statements regarding financial 

literacy and financial access concepts, indicating the extent of agreement or 

disagreement with each statement. A 5-point Likert scale was used, where ‘5’ represented 

‘strongly agree’, and ‘1’ represented ‘strongly disagree’. The subsequent sections present 

the results of the descriptive statistics of the research questions of the study. 

4.4.1 Research question 1: Results 

The following section presents results of the first research question. The benefits of 

receiving financial education include consumers knowing what questions to ask when 

dealing with financial institutions, being able to handle complicated financial products and 

knowing to whom to complain when they are experiencing problems with financial 

institutions (Tamaki, 2011). Therefore, Table 4.10 below seeks to establish the extent to 

which SMEs had knowledge of financial concepts. 
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Table 4.10: Financial knowledge of SMEs 

 Mean 

 

Std. deviation 

B1. I understand basic financial concepts 3.40 0.909 

B2. We prepare monthly company financial statements 

(income statement and balance sheet). 

3.63 0.994 

B3. We review monthly financial statements. 3.20 1.085 

B4. We perform financial analysis on monthly financial 

statements. 

2.92 1.058 

B5. We have an understanding of the company’s gross                         

profit ratio and its contribution to the overall profit. 

2.90 1.223 

Financial knowledge average  3.22 0.870 

 

From Table 4.10 above the mean values of 3.40 indicate that SMEs neither agreed nor 

disagreed on their understanding of basic financial concepts, meaning they were 

uncertain if they had that basic knowledge of the financial concepts. On the other hand, 

the mean values of 3.63 meant that respondents agreed that financial statements of the 

company were prepared on a monthly basis. The extent of agreeing to the above 

statement simply shows that some of the respondents were fully aware of what monthly 

financial statements are with regard to the notion of putting that into practise. These 

results were, however, inconsistent with the findings of Tadesse (2014), where MSEs 

prepared substandard or no financial statements at all. The following values of 3.20, 2.92 

and 2.90 indicate that respondents were also uncertain regarding the reviewing of 

financial monthly statements and performing financial analysis monthly. The notion of not 

practising is an indicator that SMEs did not have an adequate level of financial literacy.  

The overall mean score value of 3.22 means that on average SMEs neither agreed nor 

disagreed, leading to the implication that SMEs are not fully aware of basic financial 

concepts. These results were consistent with findings of Lusardi, Mitchell and Curto 

(2010), where less than a third of the participants of the study possessed basic knowledge 

of financial concepts. However, Musie (2012) in his study found that the majority of SMEs 

had knowledge of basic concepts of financial literacy in the management of their business 
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finances. The following section shows the financial literacy of respondents measured 

against their financial behaviour. 

Table 4.11: The financial behaviour of respondents 

 Mean 

 

 

Std. deviation 

 

B6. I always budget my money before spending it. 4.21 0.946 

B7. Before I buy something, I carefully consider whether 

I can afford it. 

4.29 0.891 

B8. I pay my bills on time. 4.47 0.726 

B9. I keep a close personal watch on my financial 

affairs. 

4.61 0.667 

B10. I set long-term financial goals and strive to achieve 

them. 

4.60 0.706 

Financial behaviour average 4.39 0.700 

 
The mean scores of 4.21, 4.29 and 4.47 indicate that on average respondents agreed 

that they always budget money before spending it, considered whether something was 

affordable before purchasing it and also paid their bills on time. The standard deviations 

of 0.946, 0.891 and 0.726 respectively, indicate a homogenous response, which means 

almost all the SMEs agreed on practising the above financial behaviours.  

 

The mean values of 4.61 and 4.60 show those SMEs respondents that strongly agreed 

that they monitored their finances closely and set financial goals which they ensured they 

met. The standard deviations of 0.966 and 0.706, which is less than 1, indicate 

homogenous responses (i.e. similar) from all the respondents. 

 

The overall mean value of 4.39, which is highly positive (agree), shows that the majority 

of SMEs in Ekurhuleni had positive practices regarding financial behaviours. The above 

discussion reveals that financial literacy and the resultant financial access may lead to 

positive financial behaviour, and it is therefore important to consider the overall effect of 

financial education on financial behaviour. The effect of receiving financial education may 

be indicated by increased savings, reduced debt and consumers reaching their financial 
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goals. The subsequent table indicates the respondents’ financial literacy measured 

against their attitudes.  

 
Table 4.12: Respondents’ financial attitude 
 

 Mean Std. deviation 

B11. I find it more satisfying to spend money than to 

save it for the long term. 

2.73 0.753 

B12. I tend to live for today and let tomorrow take care 

of itself. 

2.54 1.075 

B13. Money is there to be spent. 2.67 1.030 

B14. I am prepared to risk some of my own money 

when saving or making investments. 

4.25 0.770 

B15. I have a tendency to initiate and act proactively. 4.41 0.712 

Financial attitude average  1.88 0.778 

 

The mean values of 2.73, 2.54 and 2.67 indicate that respondents neither agreed nor 

disagreed (uncertain) on whether they were satisfied with spending rather than saving 

money for the future, lived for the moment and were not worried about tomorrow, and that 

the sole purpose of money is to spend it. The uncertainty implies that SMEs in Ekurhuleni 

have an attitude of mismanaging their funds and are seen to formulate and implement 

uninformed financial decisions. The standard deviations of 1.075 and 1.030 are more than 

1 indicating heterogeneous (different) responses. This means that not all SME 

respondents were using or applying the same concept of financial management in their 

businesses.  

Furthermore, the values of 4.25 and 4.41, means respondents agreed that they were 

willing to channel their finances towards saving and investing and were inclined to be 

proactive. 

The overall mean value of 1.88 means that, on average, SME respondents disagreed and 

thus portrayed negative financial attitudes. Eniola and Entebang (2017), however found 

that entrepreneurs’ characteristics with regard to decision-making and financial attitude 
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could be comparable with financial literacy. The following table shows the results, 

indicating SME financial awareness. 

Table 4.13: Respondents’ financial awareness 

 Mean Std. deviation 

 

 

B16. We are capable of understanding and handling 

various financial mix strategies. 
2.96 1.122 

B17. We are aware of different external service 

providers. 

3.96 0.763 

B18. We are aware of the various financial product 

offerings by financial institutions. 

4.07 0.695 

B19. We understand the products offered by 

financial institutions. 

3.27 0.887 

B20. We use the products offered by financial 

institutions to avoid problems. 

 

3.32 0.930 

Financial awareness average  3.78 0.833 

 
The mean value of 2.96 points out that SME entrepreneurs neither agreed nor disagreed 

(uncertain) if they were capable of understanding and handling various financial mix 

strategies. The standard deviation of 1.12 was more than 1, indicating there were 

heterogeneous responses from the SME entrepreneurs.  

The values of 3.96 and 4.07 indicate that on average respondents agreed that they were 

aware of different external service providers and of the various financial products offered 

by financial institutions. The standard deviations of 0.763 and 0.695 are less than 1, which 

means there were homogeneous (similar) responses from the entrepreneurs. 

At the same time the values of 3.27 and 3.32 show that the respondents were uncertain 

of whether they could comprehend financial products and whether they could maintain 

these financial products with the financial institutions. In the study by Eniola and Entebang 

(2017), the results revealed that financial awareness, as a measurement of financial 

literacy, was not a pre-requisite to overall firm performance. 
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It is quite visible that the majority of SME entrepreneurs in the Ekurhuleni Metropolitan 

Municipality had not fully grasped the idea of financial management, and this is seen by 

majority of them having little knowledge of using some basic financial management 

concepts like preparing and reviewing monthly financial statements. The idea of not using 

the above concepts is an implication that most of these SMEs are operating under 

financial illiteracy.  

Fatoki and Asah (2011) say that financing is necessary for the creation and expansion of 

operations, development of novel products and in the investment of new staff. However, 

financial knowledge, awareness and attitudes have been identified as some of the 

obstacles that have hindered entrepreneurs from accessing the finance they need for 

them fully to operate their businesses for economic development. The following section 

presents the result of the second research question of the study. 

4.4.2 Research question 2: Results 

The table below shows the results found for financial analysis in terms of business 

operations. 

Table 4.14: SME financial access in terms of business operations 

 Mean 

 

Std. deviation 

C22. Access to finance is a major obstacle for our 

current business operations. 

4.46 0.893 

C23. We have easy access to finance to support                                                                                                                                                                                                                                                                                                                                        

business operations. 

1.31 0.622 

C24. Our business operations are better financed than  

our key competitors’ operations. 

 

1.57 0.792 

Business operations 1.43 0.628 

 

The mean value of 4.46 above shows that SME entrepreneurs strongly agreed that their 

businesses regarded financial access as a major obstacle. The standard deviation of 

0.893 indicates homogeneous responses. The values 1.31 and 1.57 show that the 

respondents disagreed that they easily accessed finances which supported their business 

and that they had better access to finance than other businesses in the municipality. This 
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implies that the majority of SMEs in Ekurhuleni have a problem to accessing funds in their 

business operations. The results above are consistent with those of Chimucheka and 

Rungani (2011), and Fatoki (2014) who indicate that access to finance was a major 

constraint for SMEs in the respective areas under study. The following table shows results 

of financial access in terms of sources of funds or working capital. 

 

Table 4.15: SME sources of funds/working capital 

 
 Mean 

 

 

Std. deviation 

C25. Internal funds or retained earnings 3.79 1.075 

C26. Owners contributions or issued new equity 

share 

3.92 1.094 

C27. Borrowed from bank (private and state owned) 2.89 1.314 

C28. Borrowed from non-bank financial institutions 

(micro-finance, credit unions and credit 

corporations) 

2.32 1.172 

C29. Purchases on credit from suppliers and 

advances from customers 

1.65 0.965 

C30. Business angels, venture capital 1.66 0.936 

C31. Other (money lenders, friends, family, bonds) 

 

2.62 1.547 

Sources of funds 2.48 1.072 

 

The table above shows the sources of funds SMEs are using to access their funds. The 

mean values of 3.79 and 3.92 show that on average SME entrepreneurs’ source of 

funding is through internal funds and retained earnings. However, the standard deviations 

of 1.075 and 1.09 show that there were differences in responses among the SMEs. The 

majority of micro-enterprises (33.8%) highlighted in the study by Tadesse (2014), also 

revealed a high reliance on internal funds as their primary source of finance. 

 

At the same time the mean values of 2.89 and 2.62, indicate that SMEs neither agreed 

nor disagreed that they sourced bank funds (private and state owned) and other sources 

(money lenders, friends, family, and bonds). The standard deviations of 1.31 and 1.54 
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indicate differences in responses. However, the respondents disagreed, as seen by the 

values of 2.32, 1.65 and 1.66, that they borrowed from non-bank financial institutions 

(micro-finance, credit unions, credit corporations), purchased on credit from suppliers, 

took advances from customers and used business angels and venture capital. The above 

findings are also consistent with the findings of Tadesse (2014), where very few micro-

enterprises borrowed from bank and non-bank financial institutions, which imply that the 

ese financial institutions were not willing to lend to these micro-enterprises due to an                               

absence of collateral for the specified period. The standard deviations of 1.17 and 1.54 

indicate differences in responses. The average mean value of 2.48 means that most of 

the entrepreneurs do not have proper sources of funding, which then hinders their access 

to funds to operate their businesses. 

 
Table 4.16: SME loan convenience 
 

 Mean 

 

 

Std. deviation 

C39. Convenient location of financial institution               4.05 0.796 

C40. Quick processing of loan 4.77 0.517 

C41. Staff efficiency (quality of service)                        4.13 0.786 

C42. Low interest rates                                                     2.72 0.558 

C43. Convenient repayment period.                                  2.57 0.648 

C44. Absence of requirement for fixed property as collateral             4.29 0.839 

C45. Availability of financial services from the same 

financial institution     

4.13 0.857 

Loan convenience 3.37 0.646 

 

The mean values of 4.05 and 4.13 indicate that, on average, SME entrepreneurs 

agreed that convenient location of financial institutions and availability of financial 

services from the same financial institution were of importance. The standard deviation 

of 0.796 and 0.857 were lower than 1, indicating a homogenous nature of responses 

(similar).  

 

The SMES also agreed on the importance of staff efficiency (quality of service) and the 

absence of the requirement for fixed property as collateral as seen with the mean values 

of 4.13 and 4.29 respectively. Furthermore, they strongly agreed that the quick processing 
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of loans is imperative, as seen with the mean value of 4.77. Findings by Tadesse (2014) 

also revealed that respondents agreed on the absence of collateral being a requirement 

for financing and that short loan processing times were of importance. The standard 

deviation of 0.517 is less than 1, indicating a homogeneous nature of responses. 

However, the mean values of 2.72 and 2.57 showed that SMEs neither agreed nor 

disagreed on the importance of low interest rates charged and convenient repayment 

periods. 

 

The average mean value of 3.37 shows that on average respondents neither agreed nor 

disagreed (uncertain) on whether financial institutions offered convenient services when 

accessing loans. The following table shows financial access in terms of government 

regulations. 

 

Table 4.17: Government regulations 

 
 Mean 

 

 

Std. deviation 

C46. Lowering taxes 4.30 1.006 

C47. Simplification of the registration process 3.65 1.237 

C48. Government loans 4.14 1.105 

C49. Subsidies to keep employees on the payroll 3.58 1.204 

 

Government regulations 

 

3.92 

 

1.048 

 

The mean value of 4.30 indicates that SMEs agreed that one of the government 

regulations for them to have access to proper finances would be the lowering of taxes. 

The standard deviation of 1.006, which is more than 1, indicates heterogeneous 

responses, meaning there were differences in responses. The mean value of 3.65 also 

indicates that respondents agreed that if the government simplifies the registration 

process, it would be simple for them to access the finances. They also agreed that getting 

government loans would allow them to have access to finances. Lastly, subsidies to keep 

employees on the payroll were perceived to be an added advantage to that. The standard 

deviations of 1.237, 1.105 and 1.204 are more than 1, indicating heterogeneous 
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responses, meaning there were differences in responses. Tadesse (2014) concurs with 

the above results and emphasises the need for government regulations to be eased to 

improve the chances of accessing finance by entrepreneurs. Table 4.18 below thus 

summarises the maximum, minimum, mean and standard deviation for each of the 

variables of the study. 
 

Table 4.18: Descriptive statistics 

  Minimum Maximum Mean Std. deviation 

Financial knowledge 1.00 5.00 3.22 0.939 

Financial behaviour 1.75 5.00 4.39 0.639 

Financial attitude 1.00 4.00 1.88 0.760 

Financial awareness  1.20 5.00 3.78 0.630 

Business operations 1.00 5.00 1.43 0.627 

Source of funds 1.60 4.00 2.48 0.574 

Loan convenience 2.14 5.00 3.37 0.484 

Government 

regulations 

1.00 5.00 3.92 0.844 

 

The table above is a summary of the descriptive results. It revealed that SMEs neither 

agreed nor disagreed, meaning they had uncertainties regarding some of the basic 

concepts of financial management. However, the mean value of 4.39 for financial 

behaviour was positive, showing that the majority of SMEs were positive regarding their 

financial behaviours. As such, Atkinson and Messy (2012) state that by combining 

knowledge, behaviour, awareness, attitude and skill, individuals are able to make sound 

decisions concerning their finances. 

The summary also showed that SMEs had negative responses regarding the financial 

access in terms of their business operations as seen by the mean value of 1.43, which 

reveals that most respondents disagreed that they had easy access to finance to support 

their businesses and that they are better financed than key competitors. The mean value 

of 2.48 also indicates that on average SMEs neither agreed nor disagreed to having 

accessible sources of funds. Loan convenience had a mean value of 3.37 showing that 

on average SMEs were uncertain regarding the loan convenience as a factor of financial 

access. Lastly, government criteria also hindered them to have access to finances.   
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4.5 Correlation analysis 

Factor analysis was performed to determine items ‘belonging together’, which required                                                                                                                                             

that similar answers, and as a result, measuring a similar dimension (Maree et al., 2016). 

Eight constructs of the study were used to conduct factor analysis within the principal 

factor analysis consisting of varimax rotation to determine differences among the 

constructs. The results consist of the eight factors that have eigen-values greater than 

1.0 and these accounted for 63.4% of total variances. For a construct to be retained, it 

must have a load of more than 0.05 and any variable with less than the desired load would 

be deleted. A factor loading greater than 0.5, shows good construct validity and 

convergence of the individual constructs (Chiyangwa, 2016). The Pearson’s correlations 

for the study are depicted in Table 4.19 below. 

 

Table 4.19: Pearson’s correlations 

 

Variable FK FB FAT FA 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 
***Correlation is significant at the 0.01 level (2-tailed 
**Correlation is significant at the 0.05 level (2-tailed) 

*Correlation is significant at the 0.10 level (2-tailed) 

 

The correlation table shown above reveals that financial knowledge is positively 

correlated with financial behaviour. This is seen by the Pearson value of 0.10 which is 

below the confidence level of 0.50, and a p-value of 0.07 which is higher than the 0.05 

level of significance, resulting in a non-significant relationship. Also the value of -0.245 

revealed that financial knowledge and financial attitudes were negatively correlated. 

However, the p-value indicates the existence of a significant relationship between the two 

variables at the 5% level. Financial knowledge and business operations (financial access) 
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affected the ability of SMEs to source funds. Financial knowledge was also positively 

correlated with FAC_2, FAC_3 and FAC_4. 

 

Financial behaviour was found to be positively correlated with financial knowledge, 

financial awareness, FAC_3, and FAC_4, but was however negatively correlated with 

financial attitude, FAC_1, FAC_2 with Pearson values of -0.184, 0.237, and 0.133 

respectively.  

 

Financial attitude was found to be positively correlated with FAC_2 with a Pearson value 

of 0.042 and FAC_2 with a Pearson value of 0.060. However, the relationships between 

the variables were found to be non-significant. FAT was however negatively correlated 

with FA, FAC_3 and FAC_4. However, the p-values of FA and FAC_4 indicated the 

existence of significant relationships between the variables at the 5% level. 

 

Financial attitude is positively correlated with all the financial access variables as seen in 

the table above, where the Pearson values were 0.155, 0.125, 0.103 and 0.603 

respectively. 

 

FAC_1 was positively correlated with FAC_2, but a negative correlation was found with 

FAC_3 and FAC_4, as shown by the Pearson values of -0.141 and -0.126.  

 

A negative correlation was found between FAC_2, and FAC_3 and FAC_4 as shown by 

the Pearson values of -0.067 and -0.130 respectively. A significant relationship was 

however found between FAC_2 and FAC_4 at the 10% level.  

 

Lastly, FAC_3 was positively correlated with FAC_4, where the Pearson value was 0.245. 

The p-value, however of 0.08, which is higher than the 0.05 significance level, resulted in 

a non-significant relationship between the two variables.  

 

The results of the regression analysis are presented in the following section. 

 



78 
 

4.6 Regression analysis 

To determine to what extent the independent variable (financial literacy) affects the 

dependent variable (financial access), a regression analysis was conducted on all four 

constructs of financial access, namely business operations, source of funds, loan 

convenience and government regulations. The following tables depict the results of the 

regression analysis (regression co-efficient), ANOVA, as well as the model summary of 

each of the financial access constructs. 

 

4.6.1. Business operations 

 

Table 4.20 below is an extraction of the model summary from the regression analysis. 

The model has an adjusted R-square value of 11.6%, which means that financial literacy 

(financial knowledge, financial behaviour, financial attitude and financial awareness), 

account for 11.6% of the variance in the financial access in terms of business operations. 

Only 88% of the remaining variables are not accounted for in the model of the study. The 

subsequent table highlights the relationship between the variables.  

 

Table 4.20: Model summaryb 

  

          

Model 

R R 

Square 

Adjusted 

R 

Square 

Std. 

Error of 

the 

Estimate 

Change Statistics Durbin-

Watson R 

Square 

Change 

F 

Change 

df1 df2 

 

 

Sig. F 

Change 

1 0.341a 0.116 0.105 0.59416 0.116 10.047 4 306 0.000 1.788 

a. Predictors: (Constant), FA, FB, FAT, FK 

b. Dependent Variable: FAC_1 

 

 

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 4.20 below. Since the calculated F value 

is greater than the F critical value (10.047 > 0.3338), the overall model was thus 

significant, meaning that financial literacy and access to finance through business 

operations are significantly related. The p-value of 0.000 indicated a significant 

relationship between financial literacy and financial access in terms of business 

operations.  
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Table 4.21: Analysis of variancea 

 
Model Sum of 

Squares 

Df Mean 

Square 

F Sig. 

1 Regression 14.188 4 3.547 10.047 0.000b 

Residual 108.026 306 0.353     

Total 122.214 310       

a. Dependent Variable: FAC_1 

b. Predictors: (Constant), FA, FB, FAT, FK 

 

After checking the fitness of the model, it is of relative importance to check each 

independent variable in predicting the dependent variable. If R squared is to be the 

explanation power of the regression model and beta value on the determinants of financial 

literacy, for every unit increase in the predictor value, the outcome variable (financial          

access) will increase by 11 units. Hence, there was a positive 11% increase of financial 

access with every unit of financial literacy added. 

  

Considering the coefficient beta value of 0.194 for financial knowledge increase, there is 

an increase of 19 units only in financial access in terms of business operations, which in 

the case above is positive, but low. At the same time, the p-value of 0.004 supports the 

significant relationship of the two variables.  

 

Also, the coefficient value of -0.256 shows that the association between financial 

behaviour and SME financial access is low and negative. The p-value of 0.000, however, 

indicates a significant relationship between financial behaviour and financial access in 

terms of business operations by SMEs. For every unit reduction in financial behaviours 

among SME entrepreneurs, there was a 25-unit decrease to financial access in business 

operations. 

 

The next value of 0.061 implies that there was 6% unit increase of financial access in 

business operations with every unit of financial literacy in terms of financial attitude. The 

value indicates a very low positive correlation that occurred between financial attitude and 

financial access. The p-value of 0.278 shows a non-significant association between 

financial attitude and financial access in terms of business operations. Lastly, the beta 
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value of 8% implies that there was 8% increase in financial access with every unit 

increase in financial awareness. The p-value of 0.201 indicates no significant relationship 

between awareness and financial access. The above results are shown in Table 4.22 

below. 

 

Table 4.22: Coefficientsa 

 

 
Model Unstandardized 

coefficients 

Standardised 

coefficients 

T Sig. 95,0% 

Confidence 

interval for B 

Collinearity 

statistics 

B Std. 

Error 

Beta Lower 

Bound 

Upper 

Bound 

Tolerance VIF 

1 (Constant) 1.702 0.338   5.040 0.000 1.037 2.366     

FK 0.130 0.045 0.194 2.892 0.004 0.041 0.218 0.639 1.564 

FB -0.251 0.054 -0.256 -4.657 0.000 -0.357 -0.145 0.959 1.043 

FAT 0.051 0.047 0.061 1.088 0.278 -0.041 0.142 0.907 1.102 

FA 0.085 0.067 0.086 1.281 0.201 -0.046 0.217 0.644 1.552 

a. Dependent variable: FAC_1 

 

The model explanation above concludes that financial knowledge with the highest beta 

value of 0.194 and p-value of 0.004 had the highest influence on financial access in terms 

of business operations compared to the other remaining determinants, although it was a 

low positive correlation. Therefore, a significant relationship exists between financial 

literacy and access. However, the beta value showed a low positive correlation, which 

meant that most SMEs had not fully understood financial management knowledge. 

 

The next table seeks to establish the presence of a relationship between financial literacy 

and financial access in terms of sources of funds. 

 

4.6.2. Source of funds or working capital 

 

The table below is an extraction of the model summary from the regression analysis. The 

model has an adjusted R square value of 58.9%, which means that financial literacy 

(financial knowledge, financial behaviour, financial attitude and financial awareness), 

accounts for 11.6% of the variance in financial access in terms of sources of funds. Only 

41% of the variables remaining are not accounted for in the model of the study.  
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Table 4.23: Model summaryb 

 

 

Model R R 

square 

Adjusted 

R 

square 

Std. 

error of 

the 

estimate 

Change statistics Durbin-

Watson R 

square 

change 

F 

change 

df1 df2 Sig. F 

change 

1 .298a 0.589 0.477 0.55238 0.089 7.461 4 306 0.000 1.893 

a. Predictors: (Constant), FA, FB, FAT, FK 

b. Dependent Variable: FAC_2 

 

The ANOVA findings at 5% significance level show that the F statistic calculated is 7.761, 

with F critical at 0.338. The F value calculated is greater than the F critical value 

(7.761>0.338), hence, the overall model was thus significant, revealing a significant 

relationship between financial literacy and access to finances through sources of funds. 

The p-value of 0.000 indicated that financial literacy and financial access in terms of 

sources of funds were significant. Findings of the ANOVA are highlighted in the table 

below. 

 

 

After checking the fitness of the model, there is relative importance to check each 

independent variable in predicting the dependent variable. If we take the value of R 

squared to be the explanation power of regression model and beta value on the                   

determinants of financial literacy, for every unit increase in the predictor value, the 

outcome variable (financial access) will increase by 58 units. Thus, there was a positive 

58% increase of financial access with every unit of financial literacy added.  

Considering the coefficient beta value of 0.212 for financial knowledge increase, there is 

an increase of 21 units only in financial access in terms of sources of funds. At the same 

Table 4.24: Analysis of variancea 

 

 

Model Sum of 

squares 

Df Mean square F Sig. 

1 Regression 9.106 4 2.276 7.761 0.000b 

Residual 93.367 306 0.305     

Total 102.473 310       

a. Dependent variable: FAC_2 

b. Predictors: (Constant), FA, FB, FAT, FK 
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time the p-value of 0.003 supports the significant relationship between the two variables. 

Also, the coefficient value of -0.149 shows a low negative correlation between financial 

behaviour and financial access by SMEs. The p-value of 0.008 indicates a significant 

relationship between financial behaviour and financial access in terms of sources by 

SMEs. For every unit of reduced financial behaviours among SME entrepreneurs, there 

was a 14 unit decrease to financial access in terms of sources of funds. The next value 

of 0.103 implies that there was a 10% unit increase in financial access in terms of sources 

of funds with every unit added of financial literacy in terms of financial attitude. A very low 

positive correlation was therefore found between financial attitude and financial access 

to sourcing of funds. The p-value of 0.074 shows that there was no significant relationship 

between financial attitude and financial access in terms of sources of funds. 

 

Lastly, the beta value of 0.393 implies that there was 39% increase in financial access for 

every unit increase in financial awareness in terms of sourcing of funds. The p-value of 

0.000 indicates significant relationship between awareness and financial access to the 

source of funds. The coefficients of the second financial access variable are shown in the 

table below. 

 

Table 4.25: Coefficientsa 

Model Unstandardised 

coefficients 

Standardised 

coefficients 

t Sig. 95,0% Confidence 

Interval for B 

Collinearity 

statistics 

B Std. 

error 

Beta Lower 

bound 

Upper 

bound 

Tolerance VIF 

1 (Constant) 2.041 0.314   6.502 0.000 1.423 2.659     

FK 0.069 0.042 0.212 1.648 0.003 -0.013 0.151 0.639 1.564 

FB -0.134 0.050 -0.149 -2.677 0.008 -0.233 -0.036 0.959 1.043 

FAT 0.078 0.043 0.103 1.795 0.074 -0.008 0.163 0.907 1.102 

FA 0.176 0.062 0.393 2.835 0.000 0.054 0.298 0.644 1.552 

a. Dependent Variable: FAC_2 

 

 

The results found by Chimucheka and Rungani (2011) concur with those highlighted             

above. The authors established that a lack of bank finance, coupled with a lack of 
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knowledge of financial management, significantly affected the ability of SMEs to survive. 

SMEs were thus encouraged to consider alternative sources of finance, as well as being 

responsible for gaining the necessary financial knowledge and skills. 

         

The next table shows the relationship between financial literacy and financial access in 

terms of loan convenience.  

 

4.6.3. Loan convenience 

 

Table 4.26 below is the model summary extracted from the regression analysis. With an 

adjusted R square value of 15.5%, the model shows that financial literacy (financial 

knowledge, financial behaviour, financial attitude and financial awareness) account for 

15.5% of the variance in the financial access in terms of loan convenience. Only 84.5% 

of the remaining variables are not accounted for in the model of the study.  

                                             

Table 4.26: Model summaryb 
 

Model R R 

square 

Adjusted 

R square 

Std. error 

of the 

estimate 

Change statistics Durbin-

Watson R 

square 

change 

F 

change 

df1 df2 Sig. F 

Change 

1 .234a 0.155 0.042 0.47420 0.055 4.420 4 306 0.002 1.731 

a. Predictors: (Constant), FA, FB, FAT, FK 

b. Dependent Variable: FAC_3 

 

 

The ANOVA findings at a 5% significance level show that the F statistic calculated is 

4.420, with F critical at 0.338. Since the calculated F value is greater than the F critical 

value (4.420>0.3338), the overall model was thus significant. A significant relationship 

therefore exists between financial literacy and access to finances through loan 

convenience. The p-value of 0.002 indicated that financial literacy and financial access in 

terms of loan convenience were significantly related as depicted in Table 4.25 below. 
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Table 4.27: Analysis of variancea 

 

 
Model Sum of 

squares 

Df Mean 

square 

F Sig. 

1 Regression 3.975 4 0.994 4.420 0.002b 

Residual 68.807 306 0.225     

Total 72.783 310       

a. Dependent Variable: FAC_3 

b. Predictors: (Constant), FA, FB, FAT, FK 

 

After checking the fitness of the model, there is a relative importance to check each 

independent variable in predicting the dependent variable. If R squared becomes the 

explanation power of the regression model and the beta value of the determinants of 

financial literacy, for every unit increase in the predictor value, the outcome variable 

(financial access) will increase by 15 units. As such, there was a positive 15% increase 

of financial access (loan convenience) with every unit of financial literacy added.  

 

Considering the coefficient beta value of 0.016 for financial knowledge increase, there is 

an increase of 1 unit only in financial access in terms of loan convenience, which in the 

case above, is positive, but very low. However, the p-value of .0.817 indicates that the 

two variables had a non-significant relationship. Also, the co-efficient value of 0.207 

indicates that financial behaviour is positively correlated with financial access of loan 

convenience by SMEs. The p-value of 0.000 reveals a significant relationship between 

financial behaviour and financial access. For every unit increase in financial behaviour 

among SME entrepreneurs, there was a 20 unit increase to financial access. The next 

value of -0.016 implies that there was 1% unit decrease of financial access in terms of 

loan convenience with every unit added of financial attitude. The value indicates a very 

low negative correlation that occurred between financial attitude and financial access of 

loan convenience. The p-value of 0.0788 highlights a non-significant relationship between 

financial attitude and financial access in terms of loan convenience. 

  

Lastly, the beta value of 0.065 implies that there was 6% increase of financial access for 

every unit increase in financial awareness. The p-value of 0.000 shows the significant 
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relationship between awareness and financial access in terms of loan convenience. Table 

4.28 below highlights the above. 

 

Table 4.28: Coefficientsa 

Model Unstandardise

d coefficients 

Standardised 

coefficients 

T Sig. 95,0% 

Confidence 

interval for B 

Collinearity 

statistics 

B Std. 

error 

Beta Lower 

bound 

Upper 

bound 

Tolerance VIF 

1 (Constant) 3.485 0.269   12.933 0.000 2.955 4.016     

FK 0.008 0.036 0.016 0.232 0.817 -0.062 0.079 0.639 1.564 

FB 0.157 0.043 0.207 3.651 0.000 0.072 0.242 0.959 1.043 

FAT -0.010 0.037 -0.016 -0.269 0.788 -0.083 0.063 0.907 1.102 

FA 0.050 0.053 0.065 0.934 0.351 -0.055 0.154 0.644 1.552 

a. Dependent Variable: FAC_3 

 

 

In Table 4.28 above, financial behaviour had the highest beta value compared to the other 

determinants, implying that of all the four determinants, financial behaviour was positively 

correlated and significantly related to financial access in terms of loan convenience. 

 

The following shows the financial literacy and financial access relationship in terms of 

government regulations. 

 

4.6.4. Government regulations 

Table 4.29 is the model summary extraction from the regression analysis. The adjusted 

R square value of the model is 3%, implying that the financial literacy (financial 

knowledge, financial behaviour, financial attitude and financial awareness) accounts for                                                                                                                                                                

3% of the variance in the financial access in terms of government regulations. Only 97%                          

remaining variables are not accounted for in the model of the study.  
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Table 4.29: Model summaryb 

 

 
Model R R 

square 

Adjusted 

R 

square 

Std. 

error of 

the 

estimate 

Change Statistics Durbin-

Watson R 

square 

change 

F 

change 

df1 df2 Sig. F 

Change 

1 0.198a 0.039 0.027 0.83281 0.039 3.133 4 306 0.015 1.785 

a. Predictors: (Constant), FA, FB, FAT, FK 

b. Dependent variable: FAC_4 

 

The ANOVA findings at 5% significance level 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 is highlighted between financial literacy and access to finances through 

government action. The p-value of 0.015 indicated no significant financial literacy and 

financial access relationship in terms of government action. Table 4.28 below highlights 

the analysis of variance. 

 

Table 4.30: Analysis of variancea 

 

Model Sum of 

squares 

df Mean 

square 

F Sig. 

1 Regression 8.691 4 2.173 3.133 0.015b 

Residual 212.233 306 0.694     

Total 220.924 310       

a. Dependent variable: FAC_4 

b. Predictors: (constant), FA, FB, FAT, FK 

 

After checking the fitness of the model, it is crucial to check each independent variable in                                          

predicting the dependent variable. If the value of R squared becomes the explanation 

power of the regression model and beta value on the determinants of financial literacy, 

for every unit increase in the predictor value, the outcome variable (financial access) will 

increase by 3 units. There was thus a positive 3% increase of financial access (regarding 

government regulations) with every unit of financial literacy added.  

 

Considering the coefficient beta value of 0.074 for financial knowledge increase, there is 

an increase of 7 units only in financial access in terms of government action, which in the 
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case above is positive, but very low. However, the p-value of .0.292 revealed a non-

significant relationship between the two variables. The coefficient value of 0.083 indicates 

that financial behaviour and financial access in terms of government action had a very 

low positive correlation. The p-value of 0.146 indicates no significant relationship between 

financial behaviour and financial access. The next value of -0.140 implies that there was 

14% unit decrease of financial access with every unit added of financial attitude. The 

value indicates a negative correlation that occurred between financial attitude and 

financial access of in terms of government action. The p-value of 0.018 reveals no 

significant relationship between financial attitude and financial access in terms of 

government regulations.  

 

Lastly, the beta value of 0.022 implies that there was 2% increase of financial access for 

every unit increase in financial awareness. The p-value of 0.775 indicates a non-

significant relationship between awareness and financial access in terms of government 

regulations. This is depicted in Table 4.31 below. 

 

Table 4.31:Coefficientsa 

 

 

Model Unstandardise

d coefficients 

Standardise

d coefficients 

T Sig. 95,0% 

confidence 

interval for B 

Collinearity 

Statistics 

B Std. 

error 

Beta Lower 

Bound 

Upper 

Bound 

Tolera

nce 

VIF 

1 (Constant

) 

3.631 0.473   7.671 0.000 2.699 4.562     

FK 0.066 0.063 0.074 

0.083 

1.055 

1.456 

0.292 -0.057 0.190 0.639 1.564 

FB 0.110  0.076 0.146 -0.039 0.259 0.959 1.043 

FAT -0.155 0.065 -0.140 -

2.377 

0.018 -0.284 -0.027 0.907 1.102 

FA -0.029 0.093 -0.022 -

0.313 

0.755 -0.213 0.155 0.644 1.552 

a. Dependent variable: FAC_4 

      

4.7 Conclusion 
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The chapter above described the results of the study. Descriptive statistics of the study 

were presented and validity and reliability of the scale discussed. Correlations among the 

variables of the study were established and described and a presentation of the 

regression analysis results highlighted in conclusion to the chapter. The final chapter 

presents a discussion of the findings of the results of the study. 
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CHAPTER FIVE 

FINDINGS AND DISCUSSION 

5.0 Introduction. 

The results of the study were presented in the previous chapter and this chapter 

discusses the findings relating to those results. The main objective was to determine 

statistically the existence of a financial literacy–financial access relationship. However, 

for the primary objective of the study to be fully addressed, the secondary objectives need 

to be determined. Therefore, findings relating to each of the objectives of the study are 

discussed below. Recommendations are suggested, the limitations of the study and areas 

for further research, are also presented in this chapter. The first section below briefly 

summarises the profile of the participants of the study, followed by a discussion of the 

findings of the first research objective. 

5.1 Participant profile 

The results in the preceding chapter revealed that just over half (56.3%) of the SMEs in 

Ekurhuleni Metropolitan Municipality were run by the owner rather than by a manager. 

Over a third (33.4%) of the respondents were between the ages of 30–39 years with 

predominantly more male (60.1%) respondents compared to their female counterparts. 

Participants were also in possession of a certain level of education with the largest group 

(28.6%) holding a diploma or a certificate. More than half (61.4%) of the SMEs were 

private companies, with many (approximately 26.7%) having operated for more than 10 

years. The annual turnover for most of the SMEs (48.6%) was up to R50 000 and there 

was a variation in the employee numbers, ranging from a single employee to just over 

200 employees. The findings of the first research objective are discussed in the following 

section. 
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5.2 Research question 1: What are the determinants of financial literacy among 

SMEs in the Ekurhuleni Metropolitan Municipality? 

5.2.1 Findings to research question 1  

5.2.2 Financial knowledge 

The results highlighted in Table 4.5 in the previous chapter indicated that entrepreneurs 

were neither well versed nor knowledgeable about basic financial literacy concepts. In 

other words, entrepreneurs portrayed a level of uncertainty concerning the 

comprehension of fundamental concepts of financial literacy, concurring with Klapper, 

Lusardi and Van Oudheusden (2015), who found that only 33% of adults worldwide 

understood basic financial literacy concepts. 

However, entrepreneurs in Ekurhuleni were found to prepare monthly company financial 

statements, namely the statement of income and the balance sheet. In a previous study 

by Oseifuah (2010), the majority of respondents (85.3%) also prepared financial 

statements. This showed that small business owners in this study were aware of what 

financial statements were and regarded them as a necessary element in the operation of 

their businesses. Although entrepreneurs prepared financial statements, they showed 

levels of uncertainty with regard to reviewing and performing a financial analysis of 

financial statements.  

The overall findings of the financial knowledge determinant indicated that entrepreneurs 

generally, and SMEs in particular, were not fully aware of basic financial concepts. The 

findings are in accordance with studies previously conducted by Lusardi, Mitchell and 

Curto (2010), and Fatoki (2010), who indicated that in general, individuals portrayed less 

than average or very low financial literacy levels. Musie (2012) however indicates that 

SMEs located in the Mpumalanga Province were knowledgeable about basic financial 

concepts, which resulted in the success of SMEs in that province. 

5.2.3 Financial behaviour 
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According to the results, entrepreneurs in Ekurhuleni were found to budget before 

spending money, considered whether they could afford something before purchasing it 

and paid their bills on time. Entrepreneurs thus monitored their spending habits, and 

avoided impulsive spending. According to Diebold and Yilmaz (2009), and Scott (2010), 

effective money management is acquired once an individual has grasped the necessary 

financial skills well. Furthermore, entrepreneurs in Ekurhuleni were found to monitor their 

finances closely and planned ahead for their businesses. Thus, from the results above, 

owners and managers of SMEs in Ekurhuleni were seen to practice impressive financial 

behaviour. Oseifuah (2010) concurs with the findings above as his study found that 64.8% 

of respondents were thrifty (saved money when they could), while 66.7% of entrepreneurs 

attested to budgeting and tracking their spending. 

5.2.4 Financial attitudes 

Financial attitude was a third determinant of financial literacy. SME owners or managers 

portrayed impartial attitudes towards spending money than saving for it, living for the 

present moment without worrying about tomorrow and spending being the sole purpose 

of money. Thus, entrepreneurs were uncertain of how to handle money and had an 

impartial attitude towards life in general. Atkinson and Messy (2012) are of the opinion 

that consumers who portray negative attitudes towards future savings are unlikely to 

undertake such behaviour (saving). As such, should short-term needs tend to be a priority 

over long-term needs, consumers are less likely to make their own provision using 

emergency savings. 

However, the results go on to show that entrepreneurs were prepared to take risks with 

their own money when saving and investing, and had a tendency to initiate and act 

proactively. The overall findings of the financial attitude determinants showed that 

entrepreneurs had negative attitudes about their financial matters. The above findings 

are, however, inconsistent with the findings of Oseifuah (2010). 

5.2.5 Financial awareness 

The results shown in Table 4.8 in the previous chapter highlight the extent to which SME 

owners or managers were aware of issues regarding their finances. Some of the owners 
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or managers were uncertain as to whether they were capable of understanding and 

handling various financial mix strategies. According to Xu and Zia (2012), the level of 

awareness of financial products varies from one country to the other, with some 

individuals completely unaware of a savings account and insurance-related products. 

Hence, surveys conducted by FinScope (2010) highlight that being unaware of both 

financial institutions and the products they offer, increases the unlikelihood of the uptake 

of financial products. 

SMEs in Ekurhuleni however, were aware of the different external services provided and 

financial products on offer at financial institutions. Hence, SMEs in the municipality were 

generally financially aware of the products and services of financial institutions. A 

previous study however, revealed varying results, which found that financial awareness 

was rather low among entrepreneurs in south-west Nigeria (Eniola & Enterbang, 2017). 

5.2.6 Summary of research question 1 

The above findings highlight that entrepreneurs in Ekurhuleni did not understand basic 

financial literacy concepts. They, however, portrayed commendable financial behaviour 

suggesting good budgeting and spending patterns. The entrepreneurs portrayed negative 

financial attitudes, but the results showed that these entrepreneurs were generally aware 

of what financial institutions had to offer with regard to the availability of the various 

products and services. The following section discusses the findings of the second 

research question. 

5.3 Research question 2: What are the indicators of financial access? 

5.3.1 Findings to research question 2 

5.3.2 Business operations 

Business operations were the first indicator of financial access in the study. Fatoki and 

Asah (2011) highlight that financing is critical when starting up or expanding business 

operations. In this study, business operations refer to the effective running of business 

entities and the degree of simplicity or difficulty encountered by SMEs in the accessing of 

financing. As such, the results found that the majority of entrepreneurs encountered 
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difficulties in obtaining financing for their businesses. This was shown by their responses 

where they were in disaccord concerning having easy access to finance, as well as being 

better financed than others businesses in the municipality. 

Reasons stated by Chimucheka and Rungani (2011) for the inaccessibility of finances by 

SMES included no response from financial institutions regarding the availability of 

funding, lack of a deposit or collateral, sub-standard business plans, ideas relating to 

business being generally ‘not viable’ and businesses being foreign-owned. Hence, there 

is need for SMEs to portray seriousness when making loan applications and drafting 

business plans to increase the likelihood of accessing funding. 

Therefore, the results above show that the majority of SMEs in Ekurhuleni faced 

challenges in obtaining financing for business operations. This was the case in prior 

studies (Chimucheka & Rungani, 2011; Fatoki, 2014; Tadesse, 2014) where the authors 

found that SMEs had difficulties in accessing finance. 

5.3.3 Source of funds 

The results indicated that the main sources of financing used by entrepreneurs were 

retained earnings and internal funds. Tadesse (2014) reveals similar results where he 

finds that the majority of entrepreneurs in Ethiopia (33.8%) financed their businesses with 

internal funds. In the pecking order theory Myers, (1984) emphasises that internal 

financing should take first priority over external financing, when making financial 

decisions. However, Fatoki and Van Aardt Smit (2011) indicate that although internal 

finance is usually the primary option of an SME, it is often inadequate for the survival and 

growth of SMEs. 

SME owners/managers in Ekurhuleni were impartial about using bank funds. The 

entrepreneurs also did not use venture capital, borrow non-bank finance, use business 

angels or purchase on credit from suppliers. However, Fatoki and Odeyemi (2010) report 

that after internal financing or owners’ funds, SMEs tend to resort to commercial banks 

as the next major source of financing.  

Overall, the results reveal that the SMEs did not have proper sources of funds, resulting 

in inadequate financing to operate their businesses effectively. Similarly, Tadesse (2014) 
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also found evidence that SMEs had difficulty in accessing banking funds, as well as funds 

from other sources, and thus relied mainly on internal finances. 

5.3.4 Loan convenience 

Entrepreneurs in Ekurhuleni indicated that financial institutions were conveniently located 

and that financial institutions needed to make other financial services available within the 

same financial institution. Kira and He (2012) observe that the geographical proximity of 

lenders and consumers is of paramount importance, as the financial institutions have the 

capability to make use of qualitative information available in determining their customers’ 

credibility.  

The entrepreneurs also agreed that the quality of services, the absence of collateral and 

the quick processing of loans were imperative regarding the convenience of obtaining 

loans. SMEs encounter major challenges in accessing external financing, because they 

do not possess adequate assets to pledge as collateral. 

In his study, Tadesse (2014) found that the period taken to process loans for SMEs in 

Debris Marko Town in Ethiopia, varied from a week to four or five weeks. This resulted in 

most SME owners (58.7%) having to wait for around one week to receive funding from 

financial institutions, while the remaining entrepreneurs waited for two to five weeks. 

Therefore, this highlights the significance of the waiting period for SME owners as 

indicated by those in Ekurhuleni. 

There was a neutral response from the entrepreneurs in Ekurhuleni to low interest rates 

and convenient repayment periods. The most probable reason for this response is that 

since the majority of SMEs in the municipality had difficulties in accessing financing and 

had limited financial knowledge and understanding, they were uncertain as to how low 

interest rates and convenient payment periods could affect their borrowing in the event of 

obtaining loan. 

Similarly, Tadesse (2014) investigated how convenient the repayment period was for 

entrepreneurs in the study by determining the length of the repayment period. Repayment 

periods were classified into very short, medium, long and very long (exact length of 

repayment period not specified) based on borrowers’ perceptions. The study thus found 
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that the majority of entrepreneurs (54.7%) had a medium repayment period. On the 

contrary, 32.4% of respondents indicated their loan period was very short, resulting in 

negative consequences in repaying the loan at the given time. However, entrepreneurs 

in Ekurhuleni portrayed mixed sentiments on whether institutions offered convenient 

services when accessing loans. 

5.3.5 Government regulations 

SME owners or managers agreed that the lowering of taxes, simplification of the company 

registration process, government loans as subsidies to keep employees on the payroll 

would ease their access to finance. According to Eniola and Entebang (2015), 

government regulations can hinder entrepreneurial activity. Hence, among the numerous 

challenges faced by SMEs, government regulations contribute significantly to the 

restrictions in accessing finance.  

It is therefore the role of government to support the SME sector as well as assist SMEs 

to overcome the apparent challenges in accessing finance. According to Chimucheka and 

Rungani (2011), numerous SMEs in South Africa are not conscious of government 

initiatives put in place to assist and improve the sector, thus there is need for SMEs to be 

educated on the necessary services available to them. Therefore, entrepreneurs in 

Ekurhuleni had similar responses to all the regulations usually implemented by 

government in the accessing of funds from financial institutions. 

5.3.6 Summary of research question 2 

The second research question found that accessing finance for business operations was 

a major obstacle that most SMEs experienced, and they further disagreed that their 

businesses were better financed than others were. Entrepreneurs were neutral regarding 

the convenience of loans and government regulations proved to contribute significantly 

to their ability to access finances. The findings of the third research question are 

presented next. 
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5.4 Research question 3: What is the relationship between financial literacy and 

financial access? 

5.4.1 Findings of research question 3. 

Using correlation and regression analysis, various associations and relationships 

(respectively) were found among financial literacy variables and financial access 

variables. Correlation results showed that SMEs were able to acquire some basic 

knowledge of financial management. Entrepreneurs were also found to have a positive 

financial behaviour and attitude, not leaving out the ability also to run the business 

effectively, as well as have access to funds and sourcing funds (financial access).  

Financial knowledge was negatively correlated with financial attitude. However, 

regression analysis revealed that the two variables were significantly related. The study 

revealed that financial behaviour, financial attitude and business operations were strongly 

associated. Also considered was financial attitude, which had an association with financial 

awareness and financial behaviour. A positive correlation was also identified between 

financial behaviour and financial access in terms of business operations and loan 

convenience. 

Previous research studies have highlighted relationships between financial literacy and 

proposed financial behaviour, capability and outcomes. While some studies suggest that 

financial literacy and financial outcomes are positively correlated, other recently 

conducted studies empirically suggest that financial literacy and behaviour are strongly 

correlated (Cole, Sampson & Zia, 2009). Empirical research of this study has proved that 

financial literacy and the financial performance of the firm are related (Eniola & Enterbang, 

2017; Fernandez, 2015; Kimindundi & Erik, 2016; Lusardi, Mitchell & Curto, 2012) and 

that financial literacy and SME growth are also related (Chimucheka & Rungani, 2011; 

Musie, 2015). 

Wise (2013) states that the access of SMEs to finances can be improved by increased 

levels of financial literacy. The findings above indicate evidence of a relationship between 

financial literacy, in terms of knowledge, behaviour, attitude and awareness, and the 

extent to which SMEs were able to access funds. Similar findings in previous studies 
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(Adamako, Danso & Damoah 2012; Fatoki & Odeyemi, 2012) say that financial literacy, 

or the lack thereof, impacts on the entrepreneur’s ability to access finance. However, 

Chimucheka and Rungani (2011) emphasise that although financial illiteracy contributes 

to the inaccessibility of finances by entrepreneurs, other factors such as absence of 

collateral, lack of information, as well as a lack of government support, must be 

acknowledged in the accessibility of finance. 

5.4.2 Summary of research question 3 

The findings above show that various financial literacy and financial access variables 

were correlated. Financial behaviour was found to be strongly correlated with financial 

attitude and business operations. A positive correlation was found between financial 

attitude, and financial awareness and financial behaviour. A positive association was also 

found between financial behaviour, and business operations and loan convenience. 

Similarly, regression analysis established different relationships between some financial 

literacy variables and financial access variables. Financial knowledge was found to be 

significantly related to financial awareness. Lastly, all four financial literacy determinants 

(knowledge, behaviour, awareness and attitude) and SME access to funds indicators 

(business operations, loan convenience, sources of funds and government regulations) 

were found to be positively related. Therefore, the study proved that over-all, a positive 

relationship existed between financial literacy and the extent to which SMEs were able to 

access funding. 

5.5 Recommendations 

Based on the empirical findings of this study, the following section provides 

recommendations for the government of South Africa, banks, academic institutions and 

entrepreneurs.  

5.5.1 Policymakers 

Policy makers are recommended to attempt to explore the financial literacy and financing 

needs of SMEs. Having an understanding of these will assist them to develop specific or 

tailor made training and developmental programmes which are meant to assist 
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entrepreneurs improve their overall financial literacy levels as well as overcome their 

financing challenges. 

5.5.2 Government 

SMEs are crucial in any economy. SMEs in South Africa are considered as the driving 

force behind the growth of the economy, expansion as well as sustainability. However, 

SMEs in the country are faced with countless inevitable challenges, which lead to the high 

rates of failure recorded. 

Therefore, SMEs inevitably require the support of the government, who in turn should 

embark on initiatives such as financial development training and financial awareness 

programmes, among others, which place the needs of the SMEs at the core. The 

government should also ensure that SMEs around the country are made aware of such 

initiatives.  

The government should develop policies that provide ongoing, as well as convenient, 

financial education programmes for both new and existing entrepreneurs. This will ensure 

that SME owners or managers acquire the necessary financial knowledge and 

comprehension to operate in the dynamic and complex market, while improving their 

overall financial literacy levels. The South African government should also formulate 

policies, which ensure that financing sources, such as commercial banks, ease their 

regulatory restrictions, encourage and stimulate borrowing among SMEs. Policies of this 

nature will ascertain increases in the accessibility of finance by SMEs.  

Government institutions, for example the Small Enterprise Development Agency (SEDA) 

among others, could also look into ways which could fully meet the needs of SMEs, as 

well as ensure that SMEs access funding more readily with lenient measures in place. 

5.5.2 Financial institutions 

The importance of financial institutions in the economy cannot be emphasised enough as 

they significantly contribute in increasing both SME financial literacy and financial access. 

It is thus recommended that relevant departments in the banks should prioritise the needs 

of the SMEs. Teaching entrepreneurs prior to accessing any form of funding, the 
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fundamentals of their products, services and financing options, could prove valuable to 

both the bank and the entrepreneur. Financial literacy and financial access levels could 

improve, resulting in a lesser likelihood of the rejection of loan applications. 

5.5.3 Academic institutions 

According to Fatoki (2014b), only business and management students have the 

opportunity to be taught financial education in South African universities. Academic 

institutions should therefore introduce financial education at an earlier stage and all 

students should be beneficiaries of these programmes. 

5.5.4 Entrepreneurs 

Financial literacy is of importance among entrepreneurs. In order for SMEs to experience 

exceptional firm growth and performance, improved financial literacy levels must be 

ensured. SME owners or managers were recommended to invest in financial education 

and training programmes provided to entrepreneurs by the government and the private 

sector. An increment in financial literacy levels among entrepreneurs in turn increases the 

likelihood of them being financially aware of the products and service offerings of financial 

institutions, resulting in increased chances of accessing finances. 

5.6 Limitations of the study 

The study was both quantitative and descriptive and made use of closed-ended 

questions. This could have placed a limitation on participants’ ability fully to express their 

opinions on a given subject. 

The study was limited to SMEs in the Ekurhuleni Metropolitan Municipality. It is possible 

that the findings of the study are only interpretable and applicable to SMEs in that 

municipality and therefore may not be generalisable to SMEs in other municipalities or 

the entire population of South African SMEs. 

5.7 Areas of further research 

A quantitative and descriptive research design was used for the study which included 

closed-ended questions in the questionnaire, limiting respondents in fully expressing 
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themselves. Future studies could therefore be carried out using an alternative research 

design such as qualitative design. 

Since the study focused on SMEs in the Ekurhuleni Metropolitan Municipality, future 

studies could extend the sampling approach to include other municipalities in the different 

provinces of South Africa. 

The study covered all industry sectors. Future research could focus on one industry sector 

such as construction, mining or manufacturing. 

5.8 Conclusion 

Findings of results described in the previous chapter were summarised in this chapter. 

The findings of each research question or objective were also discussed. The study thus 

determined a positive financial literacy–financial access relationship. In other words, the 

financial literacy levels among SMEs inevitably affect their ability to access finance. 

Recommendations to government, financial institutions, academic institutions and 

entrepreneurs were suggested and the limitations of the study, as well as future research 

areas, were provided. 

As financial literacy and financial access gain more recognition among several economies 

across the globe, more emphasis still needs to be placed, especially among developing 

nations, where low levels of financial literacy and financial access are recorded. Since 

SMEs contribute significantly to economic growth and sustainable development globally, 

a continuous support system, especially from governments in particular, is of the essence. 

In South Africa, the failure rate of SMEs remains very high, mainly due to low financial 

literacy levels among the owners and managers, as well as their inability to access the 

necessary financing to operate their businesses effectively. As the study above has 

established a positive relationship between the two financial concepts, it suffices that 

there is need for SME owners and managers to educate themselves financially in order 

to increase their ability to access the required financing. 
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APPENDIX A: QUESTIONNAIRE  

The relationship between financial literacy and financial access among SMEs in the Ekurhuleni  

Metropolitan Municipality, South Africa 

 
Dear SME owner/manager 
 
Thank you for taking time to participate in this survey. The purpose of the survey is to determine the 
relationship between financial literacy and financial access among SMEs in the Ekurhuleni Metropolitan 
Municipality. The information obtained here will be held in the strictest confidentiality.  
 
Please answer all questions by marking the appropriate selected blank block with an “X”. There are 
no right and wrong answers. 
  
SECTION A: Owner/Manager and company demographic characteristics. 

 

A1. Please indicate your age group: 

Below 30 1  

30-39 2  

40-49 3  

50-59 4  

Above 60 5  

 

A2. Please indicate your gender: 

Male 1  

Female 2  

 

A3. What is your highest level of education? 

None 1  

Standard 8/Grade 10 2  

Standard 9/Grade 11 3  

Standard 10/Grade 12 (Matric) 4  

Diploma/Certificate 5  

Professional (CA, CFA, CIMA) 6  

University Degree 7  

Postgraduate Degree 8  

 

A4. Is the business owner or manager run? 
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A5. What is the firms’ current legal status? 

Sole proprietor 1  

Private company 2  

Partnership 3  

Limited Partnership 4  

Franchise 5  

Non-profit making organisation (NPO) 6  

Other 7  

 

A6. How long has the business been in operation? 

At most a year 1  

2-3 years 2  

4-5 years 3  

6-10 years 4  

More than 10 years 5  

 

A7. In which industry sector do you operate in? 

Agriculture, forestry and fishery 1  

Construction (General construction  including general building & civil 

engineering) 

2  

Electricity, gas and water 3  

Finance, Insurance, real estate and business services 4  

Manufacturing 5  

Mining and Quarrying 6  

Transport and logistics 7  

Wholesale, retail trade, hotel and restaurant 8  

Other, please specify 9  

 

A8. What was your business turnover in the last financial year as shown in the bands below? 

Up to R50 000 1  

R50 001-R100 000 2  

R100 001-R200 000 3  

R200 001-R300 000 4  

R300 001-R400 000 5  

R400 001-R500 000 6  

R500 000+ 7  

 

A9. Please indicate the number of employees in your firm, with you included  
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SECTION B: FINACIAL LITERACY 

Indicate to what extent you agree or disagree with the following statements in the sections below: 

 

(i) Financial Knowledge 

 

Strongly 

disagree 

1 

Disagree 

 

2 

Neither 

Nor 

3 

Agree 

 

4 

Strongly 

Agree 

5 

B1. I understand basic financial 

concepts 

     

B2. We prepare monthly 

company financial statements 

(income statement and balance 

sheet). 

     

B3. We review monthly 

financial statements 

     

B4. We perform financial 

analysis on monthly financial 

statements 

     

B5. We have an understanding 

of the company’s gross profit 

ratio and its contribution to the 

overall profit. 

     

 

(ii) Financial Behaviour 

 

Strongly 

disagree 

1 

Disagree 

 

2 

Neither 

Nor 

3 

Agree 

 

4 

Strongly 

Agree 

5 

B6.I always budget my money 

before spending it. 

     

B7.Before I buy something, I 

carefully consider whether I can 

afford it. 

     

B8.I pay my bills on time      

B9.I keep a close personal 

watch on my financial affairs. 

     

B10.I set long term financial 

goals and strive to achieve 

them. 
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(iii) Financial Attitude 

 

Strongly 

disagree 

1 

Disagree 

 

2 

Neither 

Nor 

3 

Agree 

4 

Strongly 

agree 

 

5 

B11. I find it more satisfying to 

spend money than to save it for 

the long term. 

     

B12. I tend to live for today and 

let tomorrow take care of itself. 

     

B13. Money is there to be 

spent. 

     

B14. I am prepared to risk some 

of my own money when saving 

or making investments. 

     

B15. I have a tendency to 

initiate and act proactively. 

     

 

 

(iii) Financial Awareness 

 

Strongly 

disagree 

1 

Disagree 

 

2 

Neither 

Nor 

3 

Agree 

 

4 

Strongly 

Agree 

5 

B16. We are capable of 

understanding and handling 

various financial mix strategies. 

     

B17. We are aware of different 

external service providers 

     

B18. We are aware of the 

various financial product 

offering by financial institutions 

     

B19. We understand are 

familiar with the 

comprehension of the financial 

products. 

     

B20. We maintain these 

financial products with the 

financial institutions to reduce 

their likelihood of financial 

problems 
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SECTION C: FINANCIAL ACCESS 

Do you agree with the following statements below? 

 Strongly 

disagree 

1 

Disagree 

 

2 

Neither 

Nor 

3 

Agree 

 

4 

Strongly 

Agree 

5 

C21. Access to finance is a 

major obstacle for our current 

business operations 

     

C22. We have easy access to 

finance to support business 

operations. 

     

C23. Our business operations 

are better financed than our 

key competitors operations. 

     

 

 The following sources of finance are significant in financing our business activities: 

 Strongly 

disagree 

1 

Disagree 

 

2 

Neither 

Nor 

3 

Agree 

 

4 

Strongly 

Agree 

5 

C24.  Internal funds or retained 

earnings 

     

C25. Owners contributions or 

issued new equity share 

     

C26. Borrowed from bank 

(private and state owned) 

     

C27. Borrowed from non-bank 

financial institutions (micro-

finance, credit unions, credit 

corporations, etc.) 

     

C28. Purchases on credit from 

suppliers and advance from 

customers 

     

C39. Business angels, venture 

capital 

     

C30. Other (money lenders, 

friends, family, bonds) 
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Should you want to obtain a loan from a financial institution, how important are the following factors? 

 

 Strongly 

disagree 

1 

Disagree 

 

2 

Neither 

Nor 

3 

Agree 

 

4 

Strongly 

Agree 

5 

C31.Convenient location of 

financial institution. 

     

C32.Quick processing of loan.      

C33.Staff efficiency (Quality of 

service). 

     

C34.Low interest rates      

C35.Convenient repayment 

period. 

     

C36.Absence of requirement 

for fixed property as collateral. 

     

C37.Availability of financial 

services from the same 

financial institution. 

     

 

 

 What kind of Government action would assist your business the most amidst this current economic 

climate? 

 

 Strongly 

disagree 

1 

Disagree 

 

2 

Neither 

Nor 

3 

Agree 

 

4 

Strongly 

Agree 

5 

C38.Lowering taxes      

C39.Simplification of the 

registration process 

     

C40.Government loans       

C41.Subsidies to keep 

employees on payroll 

     

 

 

Thank you for taking part in this survey. 
 

If you would like to receive a report on the findings, please e-mail the researcher, as it is on request. 
 

41832515@mylife.unisa.ac.za 
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