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Abstract

Small and medium-sized enterprises (SMEs) are the primary victims of the COVID-19 
outbreak because they lack adequate resources and are poorly prepared for such inter-
ruptions. For SMEs to expand, they need financial assistance such as loans and advanc-
es from financial service providers. However, they struggle to repay these loans and 
advances because they are small in size and do not make large turnovers, and owners 
lack adequate financial literacy. This study aims to investigate the relationship between 
financial literacy and loan repayment of SMEs. The study followed a positivist para-
digm, and a quantitative approach was employed. A total of 110 self-completed Likert 
questionnaires were distributed, only 107 were filled correctly and analyzed using SPSS. 
The results from Pearson’s correlation coefficient showed a strong and significant rela-
tionship between financial literacy and SME loan repayments at r = 0.324, P < 0.0005. 
Regression analysis showed a significant linear relationship between financial literacy 
and SME loans repayments, F (1.152) = 17.806; P < 0.0005. P < 0.0005 is less than 
the independent variable (SME loans repayments), B = 0.324, P < 0.0005. The results 
imply that if SME owners are well-versed in finance, they will be capable of repaying 
outstanding loans and advances timely.
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INTRODUCTION 

Small and medium-sized enterprises (SMEs) have long been a source of 
worry for a variety of stakeholders, including governments, industrialists, 
non-governmental organizations (NGOs), financial institutions, and ven-
ture capital firms in a variety of nations (Amadasun & Mutezo, 2022). The 
functioning of these firms is a major source of worry for the governments 
and economic regulators in both industrialized and underdeveloped na-
tions alike (Akinsola & Ikhide, 2019). The financial viability of SMEs de-
termines whether or not they will succeed in the long run (Schwab, Gold, 
& Reiner, 2019). These small enterprises play a significant role in giving 
employment to unemployed and in contributing significantly to the eco-
nomic prosperity of the nation (Musara & Nieuwenhuizen, 2021). SMEs 
need money for company start-up, improvement, and expansion; howev-
er, a scarcity of capital hinders the expansion of  SMEs (Akinsola & Ikhide, 
2019). The preponderance of SMEs is unable to acquire loans from finan-
cial institutions because they have so little financial acumen, collateral, 
and credit history (Tala, 2021).

The majority of SMEs lack corporate training and managerial skills, 
finding it challenging to manage funds received for corporate op-
erations such as obtaining raw materials and components as well 
as investing in tools and machinery (Mutamimah et al., 2021). The 
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necessity of financial literacy among small business management in ensuring the sustainability of 
their enterprises, particularly in resolving ongoing and prospective difficulties, has been frequently 
emphasized in the business community (Disse & Sommer, 2020). In the fiscal decision-making cy-
cle, financial literacy alludes to a manager’s ability to handle funds efficacious and efficient manner 
(Amadasun & Mutezo, 2022).

The global epidemic has presented a slew of challenges to businesses, and how they respond to these 
challenges will determine how long they can withstand the crisis and how likely they are to emerge from 
it alive. To keep their businesses functioning efficiently while adjusting to the changes brought about by 
this monstrous sickness known as COVID-19, SMEs have been driven to depend heavily on their loan 
obligations (Dhewanto et al., 2020). Small and medium-sized enterprises (SMEs) were able to maintain 
their operations throughout the COVID-19 period because of these loans (Lu et al., 2020).

Although SMEs depend on these loans for their survival and long-term viability, they seem to be 
struggling to pay back these loans (Akinsola & Ikhide, 2019). The default risk of SMEs has been 
continuously increasing, and their loan repayment has stalled (Boushnak, 2018). In addition to 
having implications for the operating and long-term survivability of Microfinance Institutions 
(MFIs), this trend has implications for the functioning and long-term sustainability of other finan-
cial institutions (Amadasun & Mutezo, 2022). It also poses a danger to the development of these 
financial institutions since they may be unable to issue loans, and if the problem continues, they 
may be unable to earn enough revenue for operational capital, and they may finally go out of busi-
ness (Boushnak, 2018). The ability to comprehend how financial literacy affects loan repayment is 
crucial for those in the banking and financial regulation industries, as well as for managers, inves-
tors, and researchers. 

1. LITERATURE REVIEW

Financial literacy refers to the capacity to re-
ceive funds from external sources at a low cost 
as well as with a low payback requirement. 
Duarte et al. (2018) discovered that the majority 
of small entrepreneurs are financially uneducat-
ed. Monetary policy, capital structure, and busi-
ness ownership are all tightly related, according 
to Caglio et al. (2021). According to Duarte et al. 
(2018), organizations whose financial demands 
surpass their internal resources may be unable 
to explore prospective development prospects. 
Small businesses usually face specific financial 
distress as a result of a shortage of financing. 
SMEs are frequently controlled by the people 
who founded them, and available money is con-
strained to stock markets, making it difficult for 
owners to create revenue reserves in the early 
stages of their existence if the owner-managers 
appear to be to endure. In such a challenging 
situation, how can small firms choose sources 
of financing? In Sri Lanka, Mutantabowa (2018) 
looked at small-scale enterprises and their fi-
nancial challenges. The research study empha-

sized that SMEs in Sri Lanka’s small-scale in-
dustry have a tough time obtaining foreign fi-
nancing since their cash inf low and savings are 
so minimal. As a result, funding for the estab-
lishment of SMEs in the small-scale industry 
is not a high priority for financial services and 
non-bank financial organizations in Sri Lanka. 
Since it is vital to train small and medium-sized 
business entrepreneurs to reduce lender risk, 
several banks have designed a series of training 
programs in partnership with SME companies 
and the government. For example, NatWest de-
livered seminars to startups in partnership with 
the Federation of Small Businesses and commu-
nity education experts, and those who complet-
ed training appeared to be qualifying for record 
low-interest rates. Enhancing business owners’ 
managerial skills and financial literacy would 
enhance their access to capital and loan payback 
rates dramatically.

According to Kiptum (2019), finance is by far the 
toughest obstacle for SMEs in the United States. 
The cost of external financing is higher than the 
cost of internal financing (Amadasun & Mutezo, 
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2022). In comparison to their bigger counterparts, 
SMEs depend on bank loans leading to a lack of 
access to external financing (private placements 
and initial public offers of varied sizes). Issues that 
have deterred banks from loans and advances to 
SMEs are enumerated by Kigwa (2020) as follows: 

• incorrectly kept records and accounts; 

• deficiency of technical and managerial 
abilities; 

• outdated technologies; 

• insufficient competence and connections; 

• inadequate collateral; 

• scarcity of market outlets as a result of 
low-quality and non-standardized items; 

• lack business connections and understanding.

Microfinance in South Africa is among the big-
gest and most flourishing in Africa, according 
to Bateman (2019), although it is plagued by loan 
payback issues. The capacity of a borrower to ser-
vice his or her debt properly whenever loan in-
stallments are payable is referred to as loan re-
payment. According to Salifu et al. (2018), loan 
payback entails the total number of loans paid 
before the deadline specified in the loan agree-
ment, with loan repayment procedures varying 
according to the degree of lateness. According 
to Musti and Mallum, (2020), loan repayment is 
commonly quantified in terms of a categorical 
variable depending on an arbitrary definition of 
what constitutes timely payback. Borrowers are 
often obliged to return their loans in periodic in-
stallments immediately following loan disburse-
ments, according to Muhammad et al. (2019). 
Delinquency refers to a late payment, whereas de-
fault refers to a payback that is not made (Gaitho, 
2013). Unfavorable conditions that influence the 
borrower’s capacity to repay the loan on schedule 
may result in loan default on borrowed cash. Loan 
repayment delays led to the non-refinancing of a 
considerable percentage of creditworthy clients, 
as well as the lending institution collecting late 
payments, which increased the loan officer’s job 
without compensating resources (Mukono, 2015). 

Owing to the failure of certain borrowers to re-
turn their loans, other borrowers will be enticed to 
do so as well, even negotiating with the institution 
to have the remaining portion of the debt forgiven 
(Ssekiziyivu et al., 2018).

In order for a functioning financial system to func-
tion properly, there must be a desire to reimburse 
in the financial market. According to Baidoo et 
al. (2020), most borrowers default because loan 
repayments are not third-party enforced, and 
lenders cannot financially issue credit contracts. 
Financial institutions’ financial strength is harmed 
by loan repayment issues because they obstruct 
their objectives while placing their money at risk. 
Furthermore, low payback rates harm SMEs’ re-
lationships with financial institutions and render 
them uninterested in additional financial trans-
actions. Financial institutions should use debt 
recovery techniques to alleviate the loan payback 
difficulty. Loan recovery is one of the financial or-
ganizations’ main goals, since it allows them to re-
finance and reach out to more individuals (Ciampi 
et al., 2020). To remain relevant in the financial 
industry, banks must be capable of lending and 
collecting funds in order to have a positive impact 
on a country’s economy. For a financial institution, 
loan recovery is a strategic activity. Financial in-
stitutions also track borrowers to ensure that they 
are using the loans for the intended objectives and 
that they can repay them (Didier et al., 2021).

Barua and Sane (2014) assessed the effect of an 
obligatory financial education program on female 
SME owners from urban microfinance institu-
tions (MFI) based in Mumbai, India. The research-
er took advantage of differences in the scheduling 
of the financial literacy course among branches to 
determine whether or not there was an increase 
in loan payment behavior. It was revealed that fi-
nancial literacy reduced the total length of time 
required to complete debt payments as well as the 
number of periods wherein the installment was 
overdue.

A study conducted by Anshika and Singla (2022) 
discovered that financial knowledge was signifi-
cantly linked to the financial success of a compa-
ny. The investigation was conducted using a de-
scriptive survey questionnaire approach. The data 
were analyzed using descriptive statistics and ba-



116

Investment Management and Financial Innovations, Volume 19, Issue 4, 2022

http://dx.doi.org/10.21511/imfi.19(4).2022.09

sic regression analysis. Startups exhibited insuffi-
cient financial literacy, according to the survey, as 
seen by a lack of financial records, profit, and loss 
tracking, and cash handling techniques. Vendors 
were also prohibited from obtaining high-interest 
loans. Unfortunately, the survey did not provide 
specific information about the influence of finan-
cial education on these SMEs.

Chong (2010) investigated the credit manage-
ment of micro-enterprises in East Malaysia using 
a descriptive research design. The research used a 
combination of simple random and snowballing 
procedures to reach a sample size of 120 SMEs. 
The study’s findings, which used a regression mod-
el, found that approximately 59% of participants 
are unable to pay their bills within the stipulated 
period in their agreement with the financial ser-
vice provider. Respondent’s education level had 
a substantial forecasting accuracy on their cred-
it management methods. Better credit manage-
ment is associated with a greater degree of edu-
cation. Furthermore, it was shown that there was 
a considerable difference in credit management 
among men and women. Conversely, a greater 
monthly total liability was shown to be connected 
with a higher rate of loan defaults. Oladebo and 
Oladeebo (2018) investigated the factors that in-
fluence loan repayment amongst agricultural pro-
ducers in Nigeria’s Ogbomoso Agricultural Zone. 
The findings from multiple regression analysis re-
vealed that the number of loans taken out by farm-
ers, their length of service with credit, and their 
degree of education all had a beneficial impact on 
loan payback.

Despite numerous efforts to promote the growth 
of SMEs, Mabhanda (2016) examined the impact 
of financial ignorance on SMEs. Respondents 
for this particular study were carefully picked 
in accordance with the qualitative research 
technique used in the data analysis. The re-
searcher used document analysis, open-ended 
questionnaires, and face-to-face interviews as 
part of a qualitative research strategy. The study 
highlighted that a lack of financial literacy is 
associated with poor managerial abilities, poor 
budgeting skills, a lack of business understand-
ing, poor decisions, and a lack of non-business 
behavior. The survey found that entrepreneurs 
had a poor degree of financial literacy, which 
has far implications for the operation of their 
businesses. SME conditions in Zimbabwe have 
deteriorated as a result of these reasons. The pa-
per recommends that the authorities, business-
es, financial institutions, monetary assistance 
organizations, and individuals implement fi-
nancial education initiatives to reinvigorate and 
strengthen the resilience of SMEs.

Considering all of these empirical research 
studies, it is clear that no relationship has been 
established between financial literacy and SME 
loan repayment. Hence, there is a need for this 
paper.

This research study is crucial for SMEs because 
Covid-19 mostly affected them. SMEs were un-
able to generate money during the pandemic, 
which may have resulted in loan repayment de-
lays. Based on the literature, there is little infor-

Source: Author’s design (2022).
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mation about how financial literacy can assist 
SMEs in repaying their loans on time. The pur-
pose of this study is to evaluate the relationship 
between financial literacy and SME loan repay-
ments and thus add to the body of knowledge.

The hypothesis of the study is:

H
0
: Financial literacy does not influence SME 

loan repayments during the Covid-19 era.

H
1
: Financial literacy influences SME loan re-

payment during the Covid-19 era.

2. METHODS

The quantitative approach was used in this study 
to evaluate the association between financial liter-
acy and loan repayments. The positivist paradigm 
was employed to create a quantitative research 
approach. The quantitative portion of the study 
was predicated on data received through a 5-point 
Likert scale survey. A total of 110 surveys were giv-
en to every one of the SMEs that were inspected. 
To evaluate the objectives of this research study, 
the participants were SME owners. Respondents 
completed 107 surveys, which the investigator col-
lected. This is excellent as it reflects a reply rate of 
97 percent, even though a small percentage of sur-
veys were only partly filled owing to participants’ 
time restraints. For the survey, Likert scale ques-
tions were employed. The usage of primary data 
was the method of data gathering instruments. 
After that, the data were compiled, coded, and 
placed into a computer for processing using the 
SPSS 20.0 software. 

3. RESULTS AND DISCUSSION 

3.1. Loan repayment

The background and loan repayment information 
of the SMEs were examined (see Table 1). 

Table 1. Loan repayment information 

Item Description Frequency Percent

Source of 

finance

Informal borrowings 10 9%

Internal savings 38 36%

Formal borrowings 59 55%

Item Description Frequency Percent

Number of 
times the SME 
owners borrow 
money

None 54 50%

Once 27 25%

Twice 18 17%

Three times 5 5%

More than three 
times 3 3%

Total borrowed

R1000 to R10000 15 14%

R11000 to R20000 24 22%

R21000 to R30000 33 31%

R31000 and over 35 33%

Loan 
Repayment 
Failure

Yes 92 86%

No 15 14%

If yes, what 
were the 
reasons for 
defaulting

Influence by group 
members not to 
repay

15 14%

Poor management of 
loans due to lack of 
training

31 29%

Market failure due 
to lack of prior 
market survey

30 28%

Unavailability of 
funds due to low 
liquidity of the 
enterprise 

18 17%

Failure due to 
other reasons not 
mentioned above

13 12%

How was your 
loan finally 
repaid?

Loan repaid by a 
group member 18 17%

Group members 
auctioned my asset 
to recover the loan

42 39%

Personal savings 9 8%

Insurance 5 5%

The loan was written 
off 3 3%

The loan is still 
outstanding. 30 28%

A majority of the respondents indicated that they 
obtain their funding using formal borrowings such 
as mortgage bonds, long-term, etc. According to 
Nguyen and Canh (2021), formal funding refers to 
financing capital obtained from banks and other 
formal financial institutions. The study found that 
50% of SME owners have never borrowed a loan 
from a financial services institution while the oth-
er 50% have borrowed at least once. The highest 
total borrowed by these small businesses amount-
ed to R31,000 and/or more. The study further dis-
covered that more than 80% of these businesses 
failed to repay the loan they took out. Many in-
dicated that this was due to a lack of training and 
poor management of these loans. In order to repay 
the loan, 39% of studied small businesses had to 
auction their assets.
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3.2. Pearson’s correlation coefficient 

analysis of financial literacy and 

SME loan repayments 

Table 2 showcases the outcome of the Pearson’s 
correlation coefficient undertaken to ascertain the 
link between financial literacy and small and me-
dium-sized firm loan repayments.

Table 2. Correlation between financial literacy 
and SME loan repayments 

Construct A Construct B Pearson’s 
correlation I p-value

Financial 
literacy

SME loans 
repayments 0.324** <.0005

The results of the Pearson’s correlation coefficient 
illustrated in Table 2, establish a statistically signif-
icant relationship between financial literacy and 
SME loan repayments (r = 0.324, P < 0.0005. The 
positive correlation indicates a direct relationship 
between the two constructs. 

The findings are consistent with research on finan-
cial literacy and loan repayments, which found 
that customers with knowledge about finances had 
no difficulties with loan repayments, but many 
customers without knowledge about finances had 
difficulties when repaying their loans (Njoroge, 
2018). In Ghana, Baidoo et al.’s (2020) findings 
show that financial literacy, as well as loan repay-
ment, have a favorable and substantial association. 
This indicates that improving financial literacy 
boosts loan payback rates, ensuring the banking 
institutions’ long-term viability. Borrowers’ edu-
cational levels are also proven to possess a signifi-
cant effect on loan repayment (Jote, 2018).

3.3. Regression analysis  

of financial literacy and SME loan 

repayments

A regression analysis was further conducted to es-
tablish the level of influence between the two con-
structs. The result of the linear regression is shown 
in Table 3.

The results of regression analysis summarized 
in Table 3, indicate an R2 value of .105, which 
suggests that financial literacy accounts for 
10.5% of the variance in SME loan repayments. 
The R2 value indicates how much of the total 
variation of the dependent variable (SME loan 
repayments) can be explained by the independ-
ent variable (financial literacy). In this case, 
there is significant linear relationship between 
financial literacy and SME loans repayments, F 
(1.152) = 17.806; P < 0.0005. P < 0.0005 is less 
than the independent variable (SME loans re-
payments), B = 0.324, P < 0.0005. 

Based on the findings a majority of SMEs re-
vealed that their main source of funding is in-
formal borrowings. According to Kauffmann 
(2005), Africa’s SMEs have limited access to 
capital, which makes it difficult for them to 
start and grow. Retained revenues and informal 
savings and loan associations are their primary 
sources of financing. Following a thorough ex-
amination of the literature, the investigators de-
vised a conceptual framework and hypotheses 
to serve as the study’s foundation. According to 
the research, financial knowledge has a benefi-
cial effect on SME loan repayments. Moreover, 
SME owners with financial knowledge have no 
problem paying off their loans.

The favorable impact of financial literacy on SME 
loan repayment is similar to the findings of Wise 
(2013) who discovered that SME owners with fi-
nancial literacy often produce financial statements 
and they are likely to repay their loans. Financial 
literacy has a big and favorable impact on lend-
ing availability. This demonstrates that improved 
commercial bank lending terms led to higher for-
mal credit access (Nkundabanyanga et al. 2014). 
According to Mutegi et al. (2015), bookkeeping 
skills, credit management knowledge, budgeting 
skills, and financial analysis skills have a signifi-
cant impact on SMEs’ capacity to pay loans. The 
study’s findings suggest that SMEs with little or no 
financial literacy training enroll in relevant initi-

Table 3. Linear regression

Variables in the equation B Beta t p-value R2 F Df p-value

Constant 43.563 14.839 <.0005
.105 17.806 1; 152 <.0005

financial literacy .026 .324 4.220 <.0005

Note: a. DV – SME loans repayments, b. Predictor – financial literacy 
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atives to improve their capabilities. More such in-
terventions are necessary to reach a large number 
of SMEs in an attempt to optimize credit manage-
ment, loan repayment, financial statement inter-
pretation as a result of financial analysis abilities, 
and decision-making on opportunities and risk 
management.

The major hindrance to SMEs’ quick growth 
is a shortage of both loan and equity capital. 
SMEs have limited access to financial markets 
due to their size and type of operations. As a 
result, firms must rely on bank loans as well as 
earnings reinvested in operations and growth 
(Asakania, 2016).

CONCLUSION

The purpose of this study is to evaluate the relationship between financial literacy and SME loan 
repayments during the Covid-19 era in South Africa. SMEs are small in size and struggle to ob-
tain funds from financial institutions. When they are able to obtain funds, they struggle to repay 
them on time due to numerous reasons such as low turnovers. This study discovered a direct and 
significant relationship between financial literacy and SME loan repayments. According to aca-
demics and financial experts, having financial knowledge is a key to financial stability. The results 
obtained from this study indicated that lack of financial knowledge has an impact on the ability of 
SMEs to repay loans.

The following suggestions were made by the researchers as a consequence of the findings of this 
investigation. Premised on the positive and statistically significant correlation between financing 
skills and loan repayment, it is strongly advised that SME owners endure business financing coach-
ing so that they can enhance their understanding of the funding sources, how to efficaciously ac-
cess credit, and negotiate for better loan agreements, which may include interest rate diminution 
and repayment period, among other things. Additionally, they may get expertise on how to con-
struct a business plan to serve as a guide for their company’s operations and growth. It is advised 
that small and medium-sized business owners deposit their daily receipts into a bank account as 
well as invest the cash balance remaining in their bank account. Moreover, rather than relying 
only on microfinance and banking institutions, SME owners have different choices for obtaining 
financing.

Further investigation might be carried out to see if some other elements may inf luence loan repay-
ment. Furthermore, the focus of this study was mostly on SMEs in South Africa. To achieve a sim-
ilar conclusion, further research on small and medium-sized enterprises in other nations should 
be carried out. As a result, further research is required to determine if the study results are correct.
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