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Introduction 
inancial literacy has become critical in the operation of 

businesses and organizations in today's complex and 

dynamic environment. According to Atkinson and Messy 

(2012), governments around the world are interested in 

developing financial education strategies with the primary goal 

of providing a variety of learning opportunities in order to 

improve financial literacy among their populations. Many 

countries have developed strategies for implementing financial 

education in order to improve financial literacy among their 

populations, as it is regarded as a life skill required for 

intelligent financial behavior in modern life, as well as an 

important foundation for the economic and financial stability 

of society and the state (Tali, 2016). 

Several studies have been conducted to determine the impact 

of financial literacy on the performance of SMEs in terms of 

profitability and growth, and they have also revealed that a lack 

of financial literacy among people all over the world has led to 

business failures (Niwaha, Schmidt and Tumuramye, 2016). 

Many financial literacy studies have concentrated on personal 

finance without connecting it to business management. They 

investigate aspects of personal and household finance such as 

bookkeeping literacy, banking services literacy, and ratio 
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analysis. These studies, on the other hand, concentrated on individuals' numeracy skills 

and how these skills influenced their financial decisions; no attempt was made to 

determine how these individuals' literacy levels influenced the performance of their 

businesses. 

Small businesses continue to play a critical role in triggering and sustaining economic 

growth and equitable development in both developed and developing economies.Small 

and medium-sized enterprises (SMEs) promote broad-based growth in competition and 

entrepreneurship while also providing benefits to the economy as a whole, such as 

innovation and aggregate productivity growth (Tarfasa, Ferede, Kebede andBehailu, 

2016). Small and medium-sized enterprises (SMEs) contribute significantly to output and 

employment in both developed and developing countries, and they play an important role 

in revitalizing both the global and national economies. More than 99 percent of all 

businesses in the world are small and medium-sized enterprises (SMEs) (Capital Markets 

Authority, 2010). Small and medium-sized enterprises (SMEs) enable the rural poor, 

including some of the most marginalized and vulnerable people, such as rural women and 

youth, to diversify their incomes, create new sources of economic growth, and generate 

additional employment (including self-employment) in rural areas. 

The role of financial institutions in the economy cannot be overstated because they serve 

as economic lubricants, allowing the government to make economic adjustments for the 

offered.The main aim of this study was onthe relationship between financial literacy and 

the financial performance of small scale enterprises in Ikeja, Lagos State.The data for this 

study was obtained from primary sources. The researcher sampled the entrepreneurs at 

Arena, Military Shopping Complex using simple random sampling. Following the major 

findings of this study, the table below gives a correlation of .818 which showed a strong 

direct correlation between financial literacy and the success of small-scale enterprises in 

Ikeja with p- value of 0.001 which is considered less than 0.05. Thus, the analysis inferred 

financial literacy leads to better financial performance of small-scale enterprises in Ikeja. 

Based on the findings of this research study, the following recommendations are made, 

the researchable aspects of the concept of financial literacy have not been exhausted in 

this work as the focus was just one organization in the private sector. Therefore, 

suggestion is being put forward for further research on this topic and in the following 

area: the link between basic literacy and financial literacy, the influence of wealth on 

financial literacy. 

 

Keywords: Financial Literacy, Financial attitude, Financial Behaviour,Small Scale 

Enterprise,  Productivity. 
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benefit of the country through monetary policy instruments. As a result, a lack of 

understanding of what these financial institutions have to offer, as well as a lack of 

financial literacy among the populace, has hampered the ability to participate in the 

available diverse financial products, leading to the growth of the informal sector and 

trapping a large portion of the funds in the economy outside of the government's control, 

resulting in various economic policy risks such as inflation, ineffective and efficient 

monetary policy, and so on. 

 

Literature Review 

Concept of Financial Literacy 

The knowledge and understanding of various financial topics is referred to as financial 

literacy. This concept focuses on the ability to efficiently manage personal finance 

matters, and it includes knowledge of making appropriate personal finance decisions such 

as investing, insurance, real estate, paying for college, budgeting, retirement, and tax 

planning (Fatoki, 2014). Understanding financial principles and concepts such as financial 

planning, compound interest, debt management, profitable savings strategies, and the 

time value of money is also part of financial literacy. A lack of financial literacy, also known 

as financial illiteracy, can result in poor financial decisions, which can harm an individual's 

financial well-being. As a result, the federal government established the Financial Literacy 

and Education Commission, which provides individuals with resources.As a result, the 

federal government established the Financial Literacy and Education Commission, which 

offers resources to people interested in learning more about financial literacy (Agyei, 

2014). 

 

Effects of Financial Knowledge on Profitability and success of SME’s  

Financial Knowledge  

Financial knowledge is defined as understanding key financial terms and concepts needed 

to function on a daily basis (Huston, 2017). It is defined as a type of capital acquired in life 

through the ability to manage income, expenditure, and savings in a safe manner (Potrich, 

Kelmara, & Wesley, 2016). The Organization for Economic Cooperation and Development 

(OECD) added that financial knowledge, which includes concepts such as simple and 

compound interest, risk and return, and inflation, is an important determinant of whether 

a person is financially literate (OECD INFE, 2011). 

It is an important consideration when making financial decisions for individuals and 

businesses alike. It is widely assumed that greater financial knowledge leads to more 

responsible financial behavior and, as a result, more effective financial decisions. Tang, 

Baker, and Peter (2015) Empirical evidence suggests that individuals with a higher level of 

knowledge engage in a variety of "best practice" financial behaviors, such as having an 
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adequate emergency fund, monitoring credit reports, avoiding checking account 

overdrafts, avoiding revolving debt, having a dedicated retirement account, and having 

insurance protection. 

A common solution to a lack of financial knowledge is the prescription of financial 

education, with the general assumption that improved knowledge will result in more 

effective financial decision-making (Robb & Woodyard, 2011). Policymakers, the financial 

services industry, and educators have all backed a slew of initiatives aimed at combating 

low levels of financial literacy through the promotion of financial education programs 

(Tang & Peter, 2015). Financial education is the process of increasing people's 

understanding of financial products, related concepts, and risks so that they can develop 

the skills and confidence needed to make secure and fundamental decisions to improve 

their financial well-being (OECD, 2013). It is a preventive measure because it enables an 

individual to understand financial problems and effectively manage personal finances, 

thereby avoiding debt (Potrich et al., 2016). As a result, it is critical for MSE managers to 

develop these skills in order to make sound decisions and successfully manage their 

companies' finances. 

 

Concept of Small and Medium Scale Enterprises Performance  

In general, there is no global agreement on the definition or nature of SMEs. Various 

countries, institutions, and individuals have proposed various definitions of a small 

business based on various parameters. According to Obitayo (1991), the main criteria used 

to describe small-scale enterprises around the world include the following: number of 

employees, sales volume, financial strength, relative size, initial capital outlay, and 

independent ownership. Furthermore, Akinyande (2004) highlighted the following 

definitions of small and medium scale industries by various institutions in Nigeria: The 

Federal Ministry of Industry defines a medium enterprise as one with an asset value of 

less than N200 million and fewer than 300 employees, while a small enterprise has an 

asset value of less than N50 million with not more than 100 workers.  

Small and medium-sized enterprise performance entails growth as a result of expanding 
sales operations or assets, which is typically a major strategic goal of a business. 
Improvements in firm performance are commonly associated with increased profitability, 
higher efficiency, and increased output in SMEs (Teruel, 2008). Existing research on the 
performance of SMEs has relied on accounting-based financial indicators (Vuong, 2008; 
Van, 2010), market-based indicators, and combinations of the two (Waweru, 2009). 
 

Theoretical Framework 

Dual –Process Theory  

Lusardi and Mitchell proposed the dual-process theory (2011). According to this theory, 

financial decisions can be influenced by both intuitive and cognitive processes, implying 
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that financial literacy may not always result in optimal financial decisions. The Dual 

Procedure According to financial literacy theory, the behavior of people with a high level 

of financial literacy may be influenced by the prevalence of two thinking styles: intuition 

(system 1) and cognition (system 2). (Lusardi and Mitchell, 2011; Glaser and Walther, 2013). 

Intuition is the ability to acquire knowledge without the use of reasoning or inference. 

Intuition provides perspectives, understandings, judgments, or beliefs that cannot be 

empirically or rationally validated.Taylor (1981), as cited by Chan and Park (2013), asserts 

that people who rely on intuition prefer to take mental shortcuts when making decisions 

that are heavily influenced by their emotions. According to Glaser and Walther (2013), a 

high prevalence of intuition reduces the positive effect of financial literacy on reasonable 

investment decisions. As a result, increased reliance on intuition leads to suboptimal 

investment decisions. 

Cognition, on the other hand, is the process of transforming, reducing, elaborating, 

storing, recovering, and using sensory input. Cognition refers to mental processes such as 

comprehending, calculating, reasoning, problem solving, and decision making (Chan and 

Park 2013). High cognition individuals enjoy thinking, are analytical and are better at 

retaining information and more likely to search out new information.  

 

Relevance of the theory to the work  

The dual process theory is relevant to this study because it shows that people with high 

cognition seek out information and are more likely to be influenced by a relevant 

message. This means that financial literacy training using simple, easy-to-understand 

methodologies can improve their decision-making skills. Furthermore, because individuals 

tend to rely on intuition when relevant information is lacking, providing relevant 

information to support decision-making through financial education may reduce the use 

of intuition. However, optimal results may not be obtained when individuals make 

decisions based on their intuitions. 

 

Empirical Review 

In Nairobi County, Kenya, Njoroge (2013) examined the relationship between financial 

literacy and entrepreneurial success. The study's goal was to determine whether there is 

a relationship between entrepreneurial success and SMEs success by interviewing a 

sample of 79 entrepreneurs who are registered and operate in Nairobi County. The 

samples were drawn at random from a population of 27,485 SMEs, and questions about 

financial literacy and business success were asked. The collected data was then analyzed 

to determine the relationship between financial literacy and the success of SMEs. 

According to the study's findings, all of the SMEs interviewed had some level of financial 

literacy, and on average, most entrepreneurs scored well above average in financial 
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literacy.Highly successful entrepreneurs demonstrated a high level of financial literacy 

and understanding. Less successful entrepreneurs, on the other hand, demonstrated 

stagnant growth and a low level of financial literacy, with the majority of them working in 

the informal sector. According to the findings of the study, there is a positive relationship 

between financial literacy and entrepreneurial success in Nairobi County. It also 

concluded that financial literacy is critical to the success of SMEs in both the formal and 

informal sectors. According to the study, in order to succeed in business, business owners 

and entrepreneurs must be literate. The financial literacy measures used in the previous 

study are replicated in this study. The previous study, unlike this one, relied on interviews, 

which creates a gap in the current study. 

Tuyisenge, Mugambi, and Kemirembe (2015) used Urwego Opportunity Bank as a case 

study to investigate the role of financial literacy on loan repayment among small and 

medium entrepreneurs in Rwanda. The study focused on 109 small and medium-sized 

business owners at Urwego Opportunity Bank. In the study, a descriptive survey design 

was used, and a questionnaire was used to collect data. For the test of hypotheses, 

regression analysis was used, and the study's findings revealed that the quality of financial 

information available to financing institutions is rather poor. It also indicated that credit 

decisions are becoming difficult, and collateral requirements and interest rates are high, 

significantly complicating access to credit and controlling the loan Book.It concluded that 

the combination of smaller businesses without access to cash to grow their operations 

and banks that are increasingly hesitant to lend to smaller clients stifles much-needed 

economic and social development. 

H0 there is no significant relationship between financial literacy and the success of 

small scale enterprises in Ikeja  

 

Methodology 

The descriptive research design has been chosen for this study. The population to study 

is enterprise with the poor as variable. However, resources and circumstance make it 

humanly impossible to study all of them. The choice of Arena, Military Shopping Complex 

at Ikeja in Lagos State. The entrepreneurs at Arena, Military Shopping Complex in Ikeja 

are the target population for this study. The number of entrepreneurs in the Shopping 

complex is 500 entrepreneurs.  

. The sample size for the study was determined by the statistical formula for selecting from 

finite population as formulated by Yamane (1964). Therefore, based on Taro Yamane’s 

formula, the sample size for this study is approximately 133 respondents .The data for this 

research work was primarily sourced using questionnaire.   

n=           N 

          1 + N(e)2 
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Where: 

n= Sample size required for the study; 

N= number of people in the population; 

e= allowable error (%) which is 5% or 0.05 

Using this formula, we can estimate the sample size of this study thus: 

n=             500         =           500 

                       1 + 500(0.05)2                     1+500(0.0025)  

n= 500 / 2.25 =222 

Therefore, based on Taro Yamane’s formula, the sample size for this study is 

approximately two hundred and twenty two (222) respondents.  Therefore, based on Taro 

Yamane’s formula, the sample size for this study is approximately two hundred and 

twenty two.   

Descriptive Statistics was used to analyze the data generated from the socio–demographic 

variables. All the hypotheses for the study were subjected to statistical analysis and tested 

at 0.05 level of significance using pearson correlation. Data were analyzed using SPSS 

software version 20.0. This shows the frequency distribution and percentage of all 

important variables.  

 

FINDINGS 

This chapter focuses on the analysis of data collected based on questionnaires 

administered to respondents’ in company. The responses were presented using 

frequency distribution table and percentage. 

 

Socio-Demographic Characteristics of Respondents 

Socio-Demographic Characteristics of Respondents 

S/N Variables                                Frequency                            Percentage 

1 Age: 

21-30                                      88                                           44.0 

31-40 years                            48                                            24.0 

41-50 years                            40                                            20.0 

51 and above                          24                                           12.0 

Total                                      200                                        100.0 

 

2 

 

Marital status: 

Single                                       100                                          50.0 

Married                                      84                                          42.0 

Divorced                                    16                                            8.0 

Total                                        200                                        100.0 
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3 Academic Qualification: 

OND/NCE                                 24                                           12.0 

B.SC/HND                              132                                           66.0    

M.SC/MBA                               40                                           20.0 

OTHERS                                     4                                             2.0 

Total                                         200                                       100.0 

Source: Field Survey,2022 

 

What are the effects of financial literacy on the success of small scale enterprises in Ikeja, 

Lagos State. 

S/N What are the effects of 

financial literacy on the 

success of small scale 

enterprises in Ikeja, 

Lagos State. 

Strongly 

Agree  

Agree  Indifference  Disagree  Strongly 

Disagree  

 Your adequate 

understanding of the 

implications of 

borrowing money and 

that it must be paid 

back, usually with 

interest helps in your 

business growth 

92 

46% 

82 

41% 

2 

1% 

10 

5% 

14 

7% 

 Your adequate 

understanding of the 

meaning of key 

financial terms used in 

adverts, text, leaflets 

and literature helps you 

to grow your business 

well 

86 

43% 

78 

39% 

14 

7% 

22 

11% 

 

 Your ability to compare 

financial products, e.g. 

bank accounts, 

pensions, insurance, 

savings e.t.c helps you 

62 

31% 

98 

49% 

8 

4% 

20 

10% 

12 

6% 
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in your business 

management 

 Your adequate 

understanding bank 

statements, bills, and 

other basic financial 

records helps in your 

business growth. 

39 

39% 

41 

41% 

12 

12% 

8 

8% 

 

 Your ability to manage 

a day-to-day budget 

and you are able to 

prioritize essential and 

non-essential spending 

helps you to grow your 

business well. 

80 

40% 

82 

41% 

24 

12% 

14 

7% 

 

Source: Field Survey, 2022 

Respondents’ opinion in the table revealed; 46% of respondents strongly agreed that their 

adequate understanding of the implications of borrowing money and that it must be paid 

back, usually with interest helps in their business growth, 41% agreed, 1% were indifferent, 

5% disagreed while 7% strongly disagreed. 

The table also revealed that; 43% of respondents strongly agreed that their adequate 

understanding of the meaning of key financial terms used in adverts, text, leaflets and 

literature helps them to grow their business well, 39% agreed, 7% were indifferent while 

11% disagreed. 

The table revealed that; 31% of respondents strongly agreed that their ability to compare 

financial products, e.g. bank accounts, pensions, insurance, savings e.t.c helps them in 

their business management, 49% agreed, 4% were indifferent, 10% disagreed while 6% 

strongly disagreed. 

The table also revealed that; 39% of respondents strongly agreed that their adequate 

understanding bank statements, bills, and other basic financial records helps in their 

business growth, 41% agreed, 12% were indifferent while 8% disagreed. 

Table 4.3 revealed that; 39% of respondents strongly agreed that their ability to manage a 

day-to-day budget and you are able to prioritize essential and non-essential spending 

helps you to grow their business well, 41% agreed, 12% were indifferent while 8% disagreed. 

 

H0 there is no significant relationship between financial literacy and the success of 

small scale enterprises in Ikeja  
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Pearson correlation 

Pearson correlation Value Asymp. 

StdErrora 

Approx. 

Tb 

Approx. 

Sig. 

Interval by Pearson’s R 
Interval Ordinal by Spearman 
Correlation 
N of Valid Cases 

.611 

.818 
 
200 

.062 

.023 
9.321 
15.022 

.000c 

.000c 

 
The table below gives a correlation of .818 which showed a strong direct correlation 
between financial literacy and the success of small scale enterprises in Ikeja with p- value 
of 0.001 which is considered less than 0.05. 
On the backdrop of the aforementioned analyses the null hypothesis is at 5% level of 
significance is rejected while the alternative hypothesis is accepted. Thus the analysis 
inferred financial literacy leads to the success of small scale enterprises in Ikeja 
 
DISCUSSION 
The seminar paper was on the effects of financial literacy on the success of small scale 
enterprises in Ikeja, Lagos State making use of a sample of two hundred (200) employees, 
in the organization 
The table below gives a correlation of .818 which showed a strong direct correlation 
between financial literacy and the success of small scale enterprises in Ikeja with p- value 
of 0.001 which is considered less than 0.05. 
On the backdrop of the aforementioned analyses the null hypothesis is at 5% level of 
significance is rejected while the alternative hypothesis is accepted. Thus the analysis 
inferred financial literacy leads to the success of small scale enterprises in Ikeja 
 
Theoretical Contributions 
This seminar paper sheds light on the effects of financial literacy on the success of small 
scale enterprises in Ikeja, Lagos State by reviewing existing literature. Our contribution 
emphasizes the importance of understanding where financial literacy is best represented 
in the success of small scale enterprises, as well as where academics in general are 
focusing their attention. We aimed to provide inductive insights into the current state of 
financial literacy on the success of small scale enterprises through the use of a literature-
driven and systematic methodology that can be replicated for future research 
opportunities for both academics and industry professionals. 
 
Managerial Implications 
The findings of this study may also aid academics and industry professionals in 
understanding how the effect of financial literacy in the success of small scale enterprises. 
This work sheds light on potential research areas in the effects of financial literacy on the 
success of small scale enterprises, allowing academics and industry professionals to 
collaborate. Furthermore, these findings provide an opportunity for industry 
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professionals to educate themselves on potential behaviors that may benefit the 
organization 
 
Limitations 
Finance and time were major limitation to the seminar paper. Furthermore, Lastly, we 
were limited on the access to databases. 
 
Conclusions 
Competition is fierce we are constantly being sent information on new financial products 
and services and financial institutions are keener than ever to sell their products to 
individuals.  
Therefore, individuals must have the skills, knowledge, capabilities and confidence to 
evaluate and compare financial products and services, in addition to managing simple, 
day-to-day financial tasks. Functioning in today’s society demands a certain level of 
literacy, numeracy and financial literacy. Hence a  financially literate individual should be 
able to ask questions confidently about financial matter, understand bank statements, 
bills, and other basic financial records, confidently  seek advice when needed and knows 
where to seek this advice, understands the roles of different financial organizations, 
compare financial products, 
 
Recommendations for future Research 
The researchable aspects of the concept of financial literacy have not been exhausted in 
this work as the focus was just one organization in the private sector. Therefore 
suggestion is being put forward for further research on this topic and in the following 
area: the link between basic literacy and financial literacy, the influence of wealth on 
financial literacy, the impact of educational status on financial literacy, determinants of 
financial literacy of house hold, the influence of financial literacy on the young, the impact 
of financial literacy on economic development ( A case of selected rural and urban areas) 
and advocating the need for financial education programs and evaluation of the program 
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