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Abstract 

This study investigate the impact of three components of financial literacy (Financial 

knowledge, financial attitude and financial behavior) into practice of managers’ firm financial 

planning and control in developing economy. Based in Tanzania setting 310 firm’s managers 

were surveyed using a self-administered questionnaire. With descriptive statistics and Partial 

Least Square using Smart PLS, The study uncover a significant relationship between 

financial knowledge and attitudes, between financial attitude and financial planning and 

control, and financial behavior and financial planning and control. There was insignificant 

results between financial knowledge and financial behavior and financial knowledge and 

financial planning and control. The results sets up atypical model of transferability firm 

managers’ financial literacy into their firm financial management for effective general SMEs 

management. 
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Introduction 

As a global concern on financial literacy and its importance in various groups and 

localities trends, there is are evidence of the positive role played by financial literacy into 

enhancing better financial management at firm level(Halabi, Barrett, & Dyt, 2010; Njoroge, 

2013; Nunoo & Andoh, 2012; Olawale, 2014).SMEs as an important agent in today economic 

development their managers are obliged to have a considerable understanding and application 

of financial management practices.(Wise, 2013) while examining the impact of financial 

literacy into venture survival put forward that, the increased financial literacy led to more 

frequent production of financial statements by the managers. 

The Global Entrepreneurship Monitor Report disclose that poor financial literacy and 

inadequate management practices limit  entrepreneurial activities among developing 

countries youth(Harding & Bosma, 2006). Failure to utilize financial resources prudently 

might results into business failure to prudently make financial planning and control, fall into 
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heavy indebtedness, failure to adapt and cling on the newly introduced financial products 

ultimately hamper their growth and sustainability. Making a financial decision can be a 

difficult task.  

Manipulating saving and borrowing decisions within a business requires managers who are 

richly endowed with financial knowledge. 

According to the World surveys they indicate that the sub-SaharanAfrican financial market 

still under developed, dominated by a mix of informal and formal players(Akinlo & 

Egbetunde, 2010). (Xu & Zia, 2012) argue that, in low income countries, financial outreach is 

more limited, and more sophisticated consumer products are typically accessible only to 

small percentage. But nevertheless due financial global and regional integration the financial 

market in developing countries is growing and changing so fast. With the introduction of 

many new financial products, requiring managers to upgrade their financial understanding to 

optimally serve their ventures. 

The OECD define financial literacy as “the combination of consumers’/investors’ 

understanding of financial products and concepts and their ability and confidence to 

appreciate financial risks and opportunities, to make informed choices, to know where to go 

for help, and take other effective actions to improve their financial well-being”(Atkinson & 

Messy, 2012). And (Basu, 2005) simply define financial literacy as the ability to make 

informed judgments and take effective actions regarding the current and future use of money. 

Literacy deem to be applicable to cognitive being. And it is the reason we talk of personal 

financial literacy. Financial literacy for SMEs roots its base on SME definition. Having small 

size the manager can easily convert his/her literacy into business practices. The firm financial 

literacy then stem on the ability of the manager to translate their personal financial capability 

into their business venture context. Consideration of financial literacy at the firm level the 

concept is broadened and increasing its prominence. 

An SME owner/ manager financial literacy is defined as someone who knows the most 

suitable form of financing and financial management options for his/her business, knows 

where to obtain the most suitable products and services, and interacts with confidence with 

the suppliers of these products and services. He/she is familiar with the legal and regulatory 

framework and his/her rights and recourse options(Eniola & Entebang, 2017). 

Realizing the dearth of studies on individual and firm level financial literacy in developing 

economy. This study therefore embark on analyzing the state of SME’s managers’ financial 

literacy and how the literacy translated into firm financial management and in our case we 
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specifically focus on  financial planning and control. The study is a survey conducted in 

Tanzania one of the fast growing and developing economy in Africa.  

 

Literature Review 

Many financial literacy studies especially on developed world seems to concentrate 

on the individual personal effect. Many studies has tried to exemplify financial literacy into 

financial behavior of an individual. The emerging trend now has caught interest of scholars is 

the financial literacy of firm owner/managers and how they are able to permeate such 

knowledge into their ventures.(Ardic, Mylenko, & Saltane, 2011) states that the SMEs posit a 

more dynamic form by being more innovative, following the niche strategies, producing 

higher quality products, being more responsive to the customers in comparison with large 

scale mass producer counterparts. And this situation has led to a rapid growth of SMEs which 

brings a relative risk to these firms. Large majority of these firms faces with closure and 

bankruptcy risk, especially in times of crisis. The trends for going into and leaving the market 

is at very high rate compared to large firms counter parts(Bayrakdaroğlu & Şan, 2014). 

Henceforth financial literacy comes with the expertise to make effective decisions on the 

utilization of financial management(Gavigan, 2010). 

 

Financial literacy and Planning 

The impact of financial literacy into budgeting and planning at individual level has 

been a matter of study in by many scholar, there are ample studies which has examined 

financial literacy in the light of retirement planning(Agnew, Bateman, & Thorp, 2012; 

Bucher-Koenen & Lusardi, 2011; A. Lusardi & O. Mitchell, 2007; Lusardi & Mitchell, 

2011a; Van Rooij, Lusardi, & Alessie, 2012) all these studies confirm a positive influence of 

financial literacy to retirement planning and preparedness.  Also in their study (Lusardi & 

Mitchell, 2008) on planning and financial literacy, based on how women fare, they found an 

ample evidence of low financial literacy among women and this was implicated to poor or 

luck of financial planning. 

(Fornero & Monticone, 2011) studying financial literacy and pension plan participation in 

Italy unveil low level of financial literacy significantly and positively impact the decision to 

participate in pension plan. Also based on financial advisory program in India (Agarwal, 

Amromin, Ben-David, Chomsisengphet, & Evanoff, 2015) concluded that financially literacy 

was positively associated with better financial planning. And of course the propensity to 
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planning plays a significant role in explaining variations in wealth accumulation and better 

planning has a positive correlation with the level of financial literacy(Ameriks, Caplin, & 

Leahy, 2003; Arrondel, Debbich, & Savignac, 2013). 

In terms of SMEs(Fernandes, 2016) state that is a common practice of owner/managers to 

focus on operational area of the business, forgetting the strategic planning of the business 

activity, therefore this is an avenue for financial literacy to make a difference by enhancing 

business owners’ financial knowledge and skills. Also (Olawale, 2014) doing a study on 

financial literacy of micro entrepreneurs in south Africa argues that most of these micro 

enterprise owners do not engage into formal financial planning and control for their 

businesses. While(Dunn & Liang, 2011) stresses on the importance of businesses to have a 

financial planning and control system.(Dahmen & Rodríguez, 2014) examined financial 

literacy and success of small businesses, observing firms operations from their development 

center. Their study was based on business health assessment, the study uncover a clear 

connection between lack of or inadequate financial literacy and financial difficulties 

experiences by the owner/managers. 

Financial literacy, in the new vividness for the new business reality, is to be able to 

sufficiently manage financial resources over the life phase and attach effectually with 

financial goods and services. The business decision making process required to be rational 

and stem on the accessible information(Eniola & Entebang, 2015) 

 

SMEs Definition 

SMEs are defined differently in various countries basing on a range of characteristics 

encompassing number of employees, production capacity, level of turnover, fixed assets the 

level of technology etc. this study followed the definition of SMEs from Tanzania. The 

United Republic of Tanzania (URT) SME policy, defines SMEs to mean Micro, Small and 

Medium enterprises. The SMEs cover non-farm economic activities mainly manufacturing, 

mining, commerce and services. Micro enterprises are those engaging up to 4 people, in most 

cases family members or employing capital amounting up to Tshs. 5.0 million. The majority 

of microenterprises fall under the informal sector. Small and enterprises are mostly 

formalized undertakings engaging between 5 and 49 employees or with capital investment 

from Ths 5 million to Tshs. 200million. Medium enterprises employ between 50 and 99 

people or use capital investment from Tshs. 200 million to Ths. 800 million. (URT, 2003). 
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Hypotheses 

 (Robson, 2012) attempted to categorize financial literacy into its components of 

financial knowledge, financial attitudes and financial behavior. We adapt the same 

categorization and each category was examined for specific impact on other component and 

ultimately the summed impact on firm financial planning and control in developing 

economies.  

Knowledge acquisition if the first foremost thing an individual conceive through various 

channels of learning. The same pattern happens with financial knowledge acquisition. In our 

context financial knowledge test the understanding of the key financial concepts(Atkinson & 

Messy, 2012). The financial knowledge base stands as a foundation for all other cognitive 

actions like attitudes and behavior(Mandell & Klein, 2009; Perry & Morris, 2005). Therefore 

we have 

H1, Financial knowledge has a significant impact on financial attitudes of firm’s managers 

in developing economies and  

H2, Firm manager’s financial knowledge has a significant impact on their financial behavior 

in developing economies. 

Financial literacy has been termed to be a driver towards optimizing financial management 

actions at personal level. (A. Lusardi & O. S. Mitchell, 2007; Lusardi & Mitchell, 2011a, 

2011b) specifically reveal significant impact of financial literacy on individual planning for 

retirement preparedness. On a focus of firm level the practice of financial planning and 

control for the wellbeing of the firm is theoretically influenced by financial literacy.(Kotzé & 

Smit, 2008) affirm that if individuals are illiterate concerning their personal finances, their 

financial management of their ventures will also be hampered.  The act of effective financial 

planning and control track an effective record keeping system, if effectively implemented can 

cut the individual unnecessary spending. (Chen & Volpe, 1998; Kidwell & Turrisi, 2004) 

affirm financial literacy programs on planning and implementation of a regular investment 

are greatly importance. We therefore argue that:  

H3, Firm Manager’s financial knowledge has a significant impact on the firm practice of 

planning and control in developing economies. 

H4, Firm manager’s financial attitude has an impact on planning and control practices in 

developing economies. 

H5, Firm manager’s financial behavior has a significant impact on the firm practice of 

planning control in developing economies. 
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Methodology 

This study was conducted in the region of Da es Salaam and Morogoro located in eastern 

Tanzania. The study used a comprehensive questionnaire designed to embrace the main 

aspects of personal and firm financial literacy. It includes questions on managers and firm 

demographics, financial knowledge, financial attitude, financial behavior and financial 

planning and control. The survey participants were asked to respond from multiple choice 

questions and likert scale questions. To encourage participation and alleviate non-response 

bias, the survey was preceded by the introduction letter describing the purpose of the survey, 

time requirements, participant’s anonymity, and data confidentiality. The survey was used in 

a pilot study for instruments refinements and then was evaluated by experts in financial 

literacy. Cronbach’s alpha test was used to verify its quality and consistency. The 

questionnaire distributed was 520 and the collected amount were 311 a response rate of about 

60%. 

The data was analyzed by Statistical Package for Social Sciences (SPSS) version 23 and the 

SmartPLS 3 for Structural Equation Modelling. Partial least square (PLS) is a structural 

equation modelling technique that simultaneously assesses the reliability and validity of the 

measures of the theoretical constructs and estimate the relationships among the 

constructs(Eniola & Entebang, 2017; Lin & Fan, 2011). (Lin & Fan, 2011; Mahama & 

Cheng, 2012; Masschelein, Cardinaels, & Van den Abbeele, 2012) used the same approach in 

behavioral accounting. 

Fig.1 

Study Model 
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Figure 1 presents the general model of this study, where by FK represent financial 

knowledge, FA is financial attitudes, FB is financial Behavior and FPC is Financial Planning 

and Control. FK, FA and FB are the compositions of financial literacy. But theoretically 

financial attitudes and financial knowledge are a product of financial knowledge. Financial 

planning and control is the resultant practical application of the financial literacy acquired by 

the firm managers/owners. 

 

Data Analysis and Results 

The survey also comprised of questions related to respondents’ demographic information 

Summary of respondents’ demographics categories. The description of respondents presented 

in the table 1 on gender, education level, type of business, location, firm age and number of 

employees in the firm which specifically indicate whether the firm is micro, small or 

medium. 

Table 1 

Summary of Respondents’ Demographic Categories 

  Number  Percentage  
Gender  Male  164 52.9% 

Female 146 47.1% 
Education Level Primary 11 3.5% 

Secondary 87 28.1% 
College 134 43.2% 
University 78 25.2% 

Business type Wholesale and Retail 101 32.2% 
Agricultural1 56 18% 
Construction 2 31 10.0% 
Food and Accommodation 31 10.0% 
Manufacturing  30 9.7% 
Others 61 19.1% 

Location Rural 127 41% 
Urban 183 59% 

Firm Age Below 1 Year 39 12.6% 
1-5 Years 132 42.6% 
6-10 Years 100 32.3% 
More than 10 Years 39 12.6% 

Number of employees 1-5 Micro 144 46.5 
6-49 Small 147 47.4 
50-99 Medium 19 6.1 

 

The construct were measured using previously devised and tested measures wherever 

possible. The firm owners/managers’ financial literacy is categorized into financial 

knowledge, financial attitude and financial behavior(Atkinson & Messy, 2012). 

                                                 
1Agricultural entails food processing and other agricultural non farming businesses 
2 Constructions comprises of all kinds of constructions ranging from houses, roads, carpentry etc 
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All constructs were measured a five-point likert scale ranging from “strongly disagree” to 

“strongly agree” except for financial knowledge which was measured by the combination of 

various multiple choice questions., and a five-point likert scale to cater for general financial 

knowledge. 

Table 2 

Construct Definitions and Sources 

Construct (Abbreviation) Definition of constructs Adapted from 
Financial Knowledge (FK) Defined as understanding of basic 

financial concepts of how business 
performance and business 
conditions measured using the 
mental to facilitate, support or 
enrich decision-making 

(Eniola & Entebang, 2017) 

Financial Attitudes (FA) Drive and preferences towards any 
financial endeavor. 

(Atkinson & Messy, 2012) 

Financial Behavior (FB) Implies the way an individual 
behaves and manipulate financial 
dealings. 

(Atkinson & Messy, 2012) 

Financial Planning and control 
(FPC) 

The practice of preparing formal 
financial planning and 
establishment of plan evaluation 
system 

(Olawale, 2014) 

 

Common Method Bias 

It may happen in a survey when respondents provides information on both the 

predictor and the criterion variables, a problem of common method bias may 

occur(Podsakoff, MacKenzie, Lee, & Podsakoff, 2003). We used the test for common 

method bias as it is stipulated by (Harman, 1967; Lin & Fan, 2011), a single factor test and is 

the mostly widely applied. The method assess the common method variance in a single-

method research design. The method test if factor will appear from the factor analysis or if 

there is a single general factor that clarify the majority of the covariance in the independent 

and dependent variables. The profound assumption is that if a single factor revealed from the 

factor analysis that explain significant amount of variance in the data, therefore there is 

strong indication of common method bias. We assumed this approach where by all the 

variables from our research model were loaded in an exploratory analysis, then we examined 

the unrotated factor solution in the course of determining the number of factors that were 

necessary to account for variance in the variables. Our results showed multiple factor 

appeared from the unrotated factor analysis accounting for 77.98 percent of total variance. 

We therefore conclude that common bias did not overly influence respondents ‘responses. 
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Fig. 2 

Variables and Indicators Loading 

 

From figure 2 we discover the following: 

 The inner model path coefficients suggest that FA has the strongest effect on  

FPC(0.292) followed by FB (0.291) and FK (0.018) 

 The hypothesized path relationship between FK and FA is statistically significant  

 The hypothesized relationship between FA and FPC is statistically significant 

 The hypothesized path relationship between FB and FPC is statistically significant 

 However the hypothesized path coefficients between FK and FPC and FK and FB are 

not statistically significant, because their standardized path coefficients are lower than 

0.1, thus we conclude that FA and FB predict FPC, but FK does not directly predict 

FPC. 

 

The measurement model estimates the relationships between scale measures (manifest 

variables) and the latent variables. This entails estimation and examination of the reliability 

of individual items and composite. And then the convergent and discriminant validities of 

measured model is assessed the table below summarizes the individual item reliability, 

composite reliability, convergent validity and descriptive statistics of our model: 
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Table 3 

Reliability and Convergent Validity (AVE) 

Latent variable Mean SD Loading t-statistics 
Financial Knowledge (composite reliability=0.827; AVE=0.713) 
FK 0.688 0.220 0.663 3.010 
GFKG 0.932 0.165 0.993 6.034 
Financial Attitudes (Composite reliability=0.796; AVE=0.566) 
FA1 0.786 0.080 0.798 9.990 
FA2 0.661 0.153 0.685 4.471 
FA3 0.762 0.105 0.770 7.348 
Financial Behavior(composite reliability=0.825; AVE=0.548) 
FB1 0.792 0.230 0.845 3.678 
FB2 0.565 0.203 0.612 3.013 
FB3 0.592 0.177 0.627 3.548 
FB4 0.790 0.230 0.842 3.662 
Financial Planning and Control(composite reliability=0.798; AVE=0.573) 
FPC1 0.665 0.049 0.874 17.967 
FPC2 0.868 0.088 0.777 8.823 
FPC4 0.581 0.149 0.595 4.006 

 

We assessed the individual reliability by examining the factor loading of indicators into the 

construct it relates. From our table note that, all indicators have individual indicators 

reliability values that are much larger than the minimum acceptable level of 0.4 and close or 

higher than the preferred level of 0.7.(Kwong, 2013). 

Convergent validity measures the extent to which scale items for each construct are 

correlated. In this case Average variance Extracted (AVE) is used. The adequacy of 

convergent validity is indicated by the AVE of 0.5 or more(Chin, 1998; Hulland, 1999). As 

reported in a table …all AVE are more than 0.5 which provides proof of adequate convergent 

validity. 

Discriminant validity is assessed by considering the heterotrait monotrait ratio of correlations 

(HTMT), this is a superior and new way of assessing discriminant validity in partial least 

squares structural equation modelling. The HTMT criterion clearly outperforms the classic 

approaches to discriminant validity assessment such as Fornell-Lacker criterion and (partial) 

cross-loadings(Henseler, Ringle, & Sarstedt, 2015). 

 

Table 4 

Heterotrait-Monotrait Ratio 

 FA FB FK FPC 
FA     
FB 0.204    
FK 0.275 0.176   
FPC 0.476 0.400 0.127  
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According to (Henseler et al., 2015), the value of HTMT below 0.9 indicate that discriminant 

validity has been established. And in our table all values are below 0.9. 

PLS Results 

Table 5 

Panel A: Path Coefficients, t-statistics (in parentheses), and  PLS Results 
 FA FB FK FPC  

FA    0.292(2.580)*** 0.07 
FB    -0.291(2.744)*** 0.06 
FK 0.265(1.965)** -0.075(0.570)*  -0.018(0.151)* - 

FPC     0.182 
Table 6 

Panel B: Indirect Effects and Bootstrap Confidence Intervals (in Parentheses) 

 FA FB FK FPC 
FA     
FB     
FK    0.099 

(-0.097-0.193)** 
FPC     
*,**,*** p<0.1, p<0.05, p<0.01, respectively, one tailed 

Fig. 3 

Results after bootstrapping 
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We use PLS structural model to test the hypothesized relationships between the constructs in 

our theoretical model. Table 3, 4,5 and 6, figure 2 and 3 provides summary results of our 

structural model, in the table, direct relationship are shown in panel A and indirect 

relationships shown in panel B. 

H1 predict a significant impact of financial knowledge on firm managers’ financial attitude. 

The PLS path for this was significant (P<0.05) and in the hypothesized direction. This 

suggest that firm managers in developing economies financial knowledge has a substantial 

impact on their attitudes towards various financial decisions. Thus H1 is supported. (Mandell 

& Klein, 2009) 

H2 predict the significance of the impact of financial knowledge into a function of financial 

planning and control by managers of the firm in developing economies. The PLS path for this 

was insignificant. Suggesting that, financial knowledge does not directly be transferred into 

financial practice of financial planning and control. There is a mediation possibility of 

financial attitude towards the course. Thus H2 is not supported. 

H3 predicted the significance of financial attitudes into manager’s practice financial planning 

and control. Also the PLS path was significant (P<0.01). Suggesting that financial attitudes 

has a positive significant impact into the performance of financial planning and control by 

firm managers. 

H4 predicts the significance of the impact of financial behavior onto firm manager’s practice 

of financial planning and control. The PLS path for this was significant (P<0.01), signifying 

manager’s financial behavior has positive significant impact on the performance of financial 

planning and practice by firm’s managers in developing economies. 

H5 predicts the significance of the impact of the financial knowledge possessed by firm 

managers onto their financial behavior. The PLS results on this path is not significant. 

Signifying there insignificant impact of financial knowledge into financial behavior of the 

firm managers in developing economies. And this explain the argument that, financial 

behavior is not necessarily the results of acquired formal financial knowledge. Other factors 

could account more on influencing managers’ financial behavior. Such as family background, 

societal values, level of economy, nature of business engaged. The results on this hypothesis 

are supported by (Lusardi, Mitchell, & Curto, 2010; Mandell & Klein, 2009), whereby high 

school students who taken a course on financial management had significant improvement of 

financial behavior compared to those who didn’t take the course. Even though some scholars 
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like (Hilgert, Hogarth, & Beverly, 2003; Mandell & Klein, 2009) directly confirm the direct 

significant impact of financial knowledge on subsequent financial behavior. 

 

Conclusion and Implications 

In this study, we aim to provide understanding of the impact of financial literacy into 

the manager’s practice of planning and control in developing economies. Categorizing 

financial literacy into financial knowledge, financial attitude and financial behavior uncover 

core connections of the impacted construct. The practice of financial planning and control has 

stemin to understanding of how to carry out this function and valuing its importance it 

depends on the firm managers financial knowledge, attitude and behavior. Our study reveals 

some theoretical implications in the area of firm financial literacy specifically in developing 

economies. On our best knowledge, there is very limited empirical research focused on firm 

financial literacy in sub-Saharan countries. We embark into offering vital contribution to the 

theories in this area. By categorizing financial literacy into its components and linking the 

components into its impact on firm financial planning and control context. Our study stands 

to be one of unique approach attempting to link firm managers financial literacy and how 

they transfer their expertise into effective management of their ventures. 

The model developed and the significant results between financial knowledge and financial 

attitude, reveals how important financial knowledge stands as a base of how individuals 

perceive and consider their financial situations.  There is a need to make more deliberate 

effort in more implementation of formal and non-formal training to individuals and firm at 

large to sensitize them on seeking a correct base of financial knowledge for their personal and 

venture sustainable development. 

The insignificant relationship between financial knowledge and financial behavior offer an 

avenue on the other contributing factors towards personal behavior with financial behavior 

inclusive. The result confirm  and consistent to theory of social influence., which states that 

people adjust  their beliefs  and behavior  with respect to others to whom they feel similar, 

desirable, or superior. Therefore the societal setting influence has a very profound influence 

individual behavior notwithstanding knowledge base. 

The implication of our study especially in developing economies where the majority of the 

citizens are still poor and therefore there a number of small businesses which are run by these 

individuals for survival(Fields, 2011), we offer a clue towards recognition of enhancing firma 

manager’s financial literacy for better firm financial management practices. The regional and 
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country’s governments and financial authorities has to focus on including more citizens in the 

formal financial system. The firm managers’ interaction effect into the enhanced financial 

system will automatically increase their financial literacy. By offering them with access to 

banking facilities, and other financial products will provide knowledge and information to 

these individuals. Even though many initiatives and governments aims at working with 

marginalized group to offer them with the financial inclusion. At a business level as well the 

issue of equipping managers with the right knowledge of financial literacy still at stake. 
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