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Micro-enterprises have a significant role in the country’s
economy. However, business owners must face various
problems to develop their business. One of the problems is the
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was in the medium category. Micro-enterprise owners have a
neutral attitude towards risk and are not individuals who dare
to take risks but do not avoid risk. Financial management
carried out by business owners is still in the poor category.
Improvement of financial literacy, understanding of risks, and
financial management of micro-enterprises still need to be
done.
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1.

Introduction
Micro Enterprises are businesses with the highest share in Indonesia. According to the 2018
report on the development of Micro, Small and Medium Enterprises (MSMEs) and Large
Enterprises data by the Ministry of Cooperatives and Small and Medium Enterprises
(Kemenkopukm, 2018), 64,199,057 units out of a total of 64,199,606 units of MSMEs and Large
Enterprises are micro-enterprises or 99.99%. Absorption of labor also occurs in many microenterprises, which is 97%. The GDP contribution of micro-enterprises is also the highest among
other businesses. Based on these data, micro-enterprises have a significant contribution to the
economy in Indonesia. The considerable role of micro-enterprises and small and medium
enterprises is applied in Indonesia and other countries (Naidu & Chand, 2012; Katyal &
Xaviour, 2015; Mostapha, 2016; Agyei, 2018; Mor et al., 2020). Tambunan (2019) stated that
MSMEs have a significant role for several reasons. For example, MSMEs develop in rural areas
and improve the economy in rural areas, absorb labor, and develop business and
entrepreneurial skills and a source of business opportunities for women.
The significant role of micro-enterprises for the economy needs to be supported by efforts to
increase the ability of business owners to run their businesses. The government has
implemented several policies in developing micro-enterprises context, including the issuance of
several regulations in the last two decades, significantly to facilitate MSMEs in the marketing
and procurement of raw materials. In addition, the government also provides funding
assistance for MSMEs by launching a public credit guarantee scheme without collateral, known
as People’s Business Credit (Tambunan, 2019). The government also issued a policy through the
Bank Indonesia Regulation (Bank Indonesia, 2015a), which required commercial banks to
provide credit or financing for MSMEs. The amount of MSME credit or funding is set at a
minimum of 20% (twenty percent) calculated based on the ratio of MSME Credit or Financing to
total credit or financing.
Although the role of micro-enterprises is enormous for the country’s economy, microenterprises still experience obstacles and obstacles in running their business. These constraints
can come from internal or external. In general, MSMEs experience constraints on capital, human
resources, law, and accountability (Bank Indonesia, 2015b). Capital constraints experienced are
limited capital and access to financing. Bank Indonesia noted that 60% to 70% of MSMEs do not
have access to banking financing. Limited access to financing can be caused by the low financial
literacy of MSME owners (Susan, 2020). One of these financial literacy relates to the knowledge
of micro business owners about banking. Micro-enterprise owners with limited knowledge
about banking do not know the procedures and mechanisms for obtaining loans from banks.
Another limitation of micro-enterprises that causes limited capital and access to finance is
financial skills, namely financial administration and management systems that have not been
appropriately implemented. This causes the bank or financial institution to find it difficult to
know assets and operating income. The low level of financial literacy also causes financial
records to be kept simple. Even micro-enterprises do not do financial records even though
financial records are needed to apply for loans to financial institutions.
Micro-enterprises also face various risks in running their business. According to Alifiana &
Susanti (2018), the risks faced by MSMEs include capital risk, production risk, and marketing
risk. Meanwhile, Sajjad et al. (2020) stated that the risks faced by micro-enterprises are financial
risk, product risk, market risk, and operational risk. These various risks must be a concern for
MSME actors. Understanding the risks faced is important for MSME owners to make the right
decisions according to their preferences for risk and properly carry out risk management.
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Financial management is also still a problem for micro-enterprises. One of the problems that
exist in micro-enterprises is that business actors do not separate personal assets from company
assets. Humaira & Sagoro (2018) state that the various problems experienced by MSME actors
reflect the poor financial knowledge and financial attitudes of MSME actors, which will affect
financial management behavior. Good financial management needs to be supported by
financial knowledge and understanding of the risks of MSME owners. Based on this
background, this study aims to determine the level of financial literacy and risk tolerance of
micro-enterprise owners and the financial management carried out by micro-enterprise owners.
2. Literature Review
2.1. Micro-enterprise
According to Law No. 20 of 2008 (Republik Indonesia, 2008), micro-enterprises are
productive businesses owned by individuals and/or individual business entities that meet the
criteria for micro-enterprises as stipulated in the law. The criteria in question are having a net
worth of at most Rp50,000,000.00 (fifty million rupiahs) excluding land and buildings for
business premises; or have annual sales of a maximum of Rp300,000,000.00 (three hundred
million rupiahs).
Most micro-enterprises in Indonesia are individual businesses which are family businesses.
Bank Indonesia (2015b) noted the special characteristics of micro-enterprises, namely (1) types
of goods/commodities are not always fixed; may change at any time, (2) the place of business is
not always permanent; can change places at any time, (3) have not carried out even simple
financial administration, (4) do not separate family finances from business finances, (5) human
resources (entrepreneurs) do not yet have a good entrepreneurial spirit, (6) education level the
average is relatively very low, (7) in general they do not have access to banking, but some have
access to non-bank financial institutions, and (8) generally do not have a business license or
other legal requirements including a Taxpayer Identification Number.
2.2. Financial Literacy
According to Putra et al. (2016), financial literacy is closely related to financial management
individually or personally, including investment decisions, funding, and good asset
management. Based on the above understanding, the financial literacy of MSME owners will be
related to the decisions of MSME owners in investing their funds, where the sources of funds
are obtained, and how MSME owners manage their assets. Anggraeni (2015) examined the
effect of the financial literacy level of business owners on the financial management of MSMEs
in Depok. The results showed that the level of financial literacy of MSME owners in Depok was
still low, so that it affected the ability to manage finances that were not yet good. Aribawa
(2016) states that there is an influence of financial literacy on the performance and sustainability
of creative MSME businesses in Central Java. This implies that with good financial literacy, it is
hoped that MSMEs will be able to make appropriate management and financial decisions to
improve performance and business sustainability. In their research, Putra et al. (2016) found
that only experienced regret had a significant positive effect on investment decision making.
Still, risk tolerance and financial literacy had no impact on investment decisions. Aribawa (2016)
states that MSMEs with good financial literacy will achieve their company goals, have a
business development orientation, and survive in difficult economic conditions.
There are differences in research results related to demographic factors that affect financial
literacy. Yusnita & Abdi (2018), in their research, found that the literacy level of the microenterprises they studied was still low. The results showed that income level had a significant
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effect on financial literacy, while age, education level, and length of business did not have a
significant effect. Rahmayanti (2017) states that age has a significant influence on financial
literacy.
2.3. Risk Tolerance
Risk is the uncertainty of the results that will be obtained in the future and can cause losses.
In financial management, the calculation of operating income is also accompanied by a
calculation of risk. The higher the income earned, the higher the risk that must be faced. MSME
owners also face various risks for the business they run. A person’s attitude towards risk will
vary, depending on his preference for risk. According to Sudana (2015), a person’s courage to
take risks is divided into 3, as follows:
1) Risk seeker, which is a personal attitude that dares to take risks
2) Indifferent to risk, which is a person who does not care about risk, and
3) Risk averter, which is a personal attitude that avoids the risk
Research on risk tolerance has been carried out, including Sunarjanto & Roida (2013) stated
that MSME owners might have different perceptions of risk and have less in-depth knowledge
of business risks and financial risks. From the description of respondents, it is known that
MSME owners are optimistic about the economic situation, which concludes that respondents
like high business risk, but the perception of financial risk is not high. Kannadhasan (2015)
examined the financial risk tolerance of investors in India based on six demographic factors,
namely age, marital status, education, occupation, and income. Of the six factors studied, only 4
had a significant effect on risk tolerance. Hvide & Panos (2014) conducted a study to test the
theory that states that individuals with high-risk tolerance tend to become entrepreneurs but
have poor performance. The results show that 50% of stock investors start a business, and the
businesses have lower sales and ROA.
2.4. Financial Management
Financial management is management that involves planning, analyzing, and controlling
financial activities. According to Risnaningsih (2017), financial management is one of the
problems that is often overlooked by micro-enterprise actors, especially concerning the
application of correct financial and accounting management principles. Previous research
related to financial management includes Humaira & Sagoro (2018), which states a positive
influence between financial knowledge on financial management behavior in SMEs in the Batik
Craft Center, Bantul Regency. The research of Saputra et al. (2018) shows that the competence of
human resources and the attitude of love for money have a significant effect on the financial
management of SMEs based on the concept of economic entities.
3.

Research Methodology
The method used is survey research, a research method to a set of objects but only takes
part of the population within a certain period by using a questionnaire. The method of
collecting data through a questionnaire contains logically related statements to the formulation
of the problem. Each statement is an answer that has meaning to determine financial literacy,
risk tolerance, and financial management of MSMEs.
Sources of data used in this study are primary data sources obtained directly by the
respondents through questionnaires either face-to-face or online. The object of this research is
the owner and manager of a business with a micro-scale business located in the provinces of
Central Java and Yogyakarta. The sample used in this study was 75 micro-enterprises in the
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area of Central Java and Yogyakarta. The sample selection was based on the ease of obtaining
research data due to the limitations of the research conditions and time.
The questionnaire questions in this study are a modification of Anggraeni (2015), which
refers to the 2013 Developing Indonesian Financial Literacy Index. Questionnaire questions are
divided into five indicators, namely:
1) Measurement of general banking knowledge
2) Basic financial literacy
3) Measurement of knowledge about risk
4) Owner’s tolerance for risk
5) Owner’s skills in managing finances
4. Results and Discussion
4.1. Characteristics of Respondents
The research data was obtained from distributing questionnaires to 75 respondents who are
owners or managers of micro-enterprises in the Province of Central Java and the Special Region
of Yogyakarta. From the questionnaire data, the characteristics of the respondents were
obtained as follows:
Table 1. Characteristics of Respondents
Characteristics
Gender

Age

Last Education

Type of Business

Length of Business

Number of Employees

Description
Male
Female
≤ 25 years old
> 25 ≤ 40 years old
> 40 ≤ 55 years old
≥ 55 years old
Primary School
Junior High School
Senior High School
Diploma
Bachelor
Trading
Industry
Service
Other business
1 year
> 1 ≤ 3 years
> 3 ≤ 5 years
> 5 ≤ 10 years
> 10 years
1 - 4 employees
5 - 19 employees

Number of
Respondents
28
47
12
32
26
5
4
15
35
5
16
29
30
11
5
9
19
12
17
18
67
8

Percentage
37%
63%
16%
43%
35%
6%
5%
20%
47%
7%
21%
39%
40%
15%
6%
12%
25%
16%
23%
24%
89%
11%

Research respondents are dominated by women as much as 63%. This confirms the theory
put forward by Tambunan (2019) that micro-enterprises are a place for women to do business.
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The majority age is 25 years to 40 years, a productive period, and the last education of most
respondents in high school, which is as much as 47%. As many as 24% of businesses have been
in existence for more than ten years, with 89% of respondents having one to four employees.
Because the business scale is still very small, the business can only employ an average of 1 to 4
people.
4.2. Financial Literacy
The level of financial literacy of micro business owners was obtained from respondents’
answers to 10 questions. Financial literacy is calculated by dividing the number of respondents’
correct answers by the total number of questions then multiplied by one hundred percent.
Respondents’ answers were then divided into three categories: group 1 with a value of <60%,
which means the business owner has low knowledge. Group 2 is with a value of 60%-80%,
which means that the business owner has moderate financial knowledge and group 3 is with a
value of >80%, which indicates that the business owner has high knowledge.
Based on respondents’ answers to questions related to financial literacy, the following is the
result of the percentage of correct answers that are distinguished by gender, age, education, and
length of business.
Table 2. Financial Literacy Level Based on Demographics
Characteristics
Gender

Age

Last Education

Length of Business

Description
Male
Female
≤ 25 years old
> 25 ≤ 40 years old
> 40 ≤ 55 years old
≥ 55 years old
Primary School
Junior High School
Senior High School
Diploma
Bachelor
1 year
> 1 ≤ 3 years
> 3 ≤ 5 years
> 5 ≤ 10 years
> 10 years

Percentage of Correct
Response
78%
78%
73%
79%
78%
76%
63%
73%
75%
92%
87%
78%
80%
83%
72%
77%

From Table 2, males and females have the same literacy level. Financial literacy is not
influenced by gender. Then from the age factor, the difference in literacy levels is also not that
big, and there is no visible influence of age on the financial literacy level. The education factor
influences the level of financial literacy. The higher the level of education, the higher the level of
financial literacy. As for the length of business, there is not much difference in the literacy level
in long-established business and new business. A long-established business does not guarantee
that business owners have a higher literacy level.
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Based on the categorization, the level of financial literacy, the number, and percentage of
respondents, in general, can be seen in Table 3 as follows:
Table 3. Business Owner’s Financial Literacy Level
Category
Low (<60%)
Medium (60% - 80%)
High (>80%)

Number of Respondents
2
49
24

Percentage
2.7%
65.3%
32%

From the results of primary data processing contained in Table 3, it can be seen that only
two business actors or 2.7% are in a low category, 65.3% are in a medium category, and 32% of
business actors have a high level of literacy. In more detail, the average level of financial literacy
of micro-enterprise owners can be seen in Table 4 below:
Table 4. Respondents Financial Literacy for Each Question
Questions
1.
2.

Identity when opening a bank account
The minimum amount of funds when opening
a bank account
3. Minimum balance in a bank account
4. Bank products
5. Savings account guaranteed by the
government
6. Simple Interest
7. Inflation
8. Investment
9. Profit calculation
10. Money Illusion
Average

Financial Literacy Level
Low
Medium
High
(<60%)
(60% - 80%)
(>80%)
98
98
93
44
72
67
92
63
97
52
77

Table 4 shows the percentage of respondents who answered each question correctly and
the average number of correct answers to financial literacy questions. In the table, what will be
seen is the correct response or correct answer for each survey question. This description aims to
find out which items the respondent has a good understanding of and which do not.
Based on Table 4, the average financial knowledge of business owners is 77%, where the
literacy level is included in the medium category. The highest value is in identity knowledge
when opening a bank account and knowledge of the minimum amount of funds when opening
a bank account with a value of 98%. Meanwhile, the question with the lowest score is the
question regarding bank products. This indicates that respondents already understand the
mechanism for opening bank accounts but are not very familiar with the products offered by
banks and do not know which bank products provide the highest income.
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From the table, it can be concluded that micro-enterprise owners have good financial
literacy. This shows that the government’s efforts to improve financial literacy are quite
successful.
4.3. Risk Tolerance
Before being asked questions about risk tolerance, respondents were also asked questions
about risk knowledge to determine the level of literacy of business owners towards risk. Risk
knowledge of business owners based on demographics can be seen in the following table:
Table 5. Financial Literacy Level Based on Demographics
Characteristics
Gender

Age

Last Education

Length of Business

Description
Male
Female
≤ 25 years old
> 25 ≤ 40 years old
> 40 ≤ 55 years old
≥ 55 years old
Primary School
Junior High School
Senior High School
Diploma
Bachelor
1 year
> 1 ≤ 3 years
> 3 ≤ 5 years
> 5 ≤ 10 years
> 10 years

Percentage of Correct
Response
75%
73%
73%
78%
69%
72%
75%
75%
74%
68%
75%
76%
75%
77%
73%
71%

From Table 5, we can see that men have a higher risk knowledge of 75%. Respondents aged
25 to 40 years had the highest risk knowledge compared to other ages. Then the education
factor and length of business can not be seen the influence of these two factors on the
knowledge of the business owner’s risk.
The tolerance of micro business owners is obtained from the respondents’ answers to 5
questions. The form of the question is a Likert scale question with five categories from strongly
disagree to agree with the statement submitted strongly. The literacy level is based on the
average score obtained, with a score of 1 being the lowest score and 5 being the highest score.
We can see the risk tolerance of business owners in Table 6 below:
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Table 6. Financial Literacy Level Based on Demographics
Characteristics
Gender

Age

Last Education

Length of Business

Description
Male
Female
≤ 25 years old
> 25 ≤ 40 years old
> 40 ≤ 55 years old
≥ 55 years old
Primary School
Junior High School
Senior High School
Diploma
Bachelor
1 year
> 1 ≤ 3 years
> 3 ≤ 5 years
> 5 ≤ 10 years
> 10 years
Average

Average
2.9
2.5
2.9
2.8
2.4
2.9
2.5
2.6
2.7
2.6
2.7
2.7
2.9
2.5
2.7
2.4
2.6

Based on Table 6, men have a higher risk tolerance than women. Meanwhile, age,
education, and length of business do not affect the business owner’s risk tolerance. There was
no significant difference in the risk tolerance of the three factors. The average risk tolerance of
business owners is 2.6. This indicates that business owners are risk-neutral. Business owners do
not avoid risk but also do not feel challenged by risk.
4.4. Financial Management
This variable also uses questions with a Likert scale with five categories consisting of never,
rarely, sometimes, often, and always, which states the frequency of implementation of each
activity in the question. From the answers of each respondent then the average is calculated and
interpreted based on Table 7 as follows:
Table 7. Scale Category
Scale
1 – 1.80
1.81 – 2.60
2.61 – 3.40
3.41 – 4.20
4.21 – 5.00

Category
Very poor
Poor
Below Average
Good
Very good

The results of research related to the financial management of micro-enterprise owners can
be seen in Table 8 as follows:
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Table 8. Micro-enterprise Financial Management
Questions
Make financial planning
Additional business funds
through loan credit
Create a sales budget
Make a budget
Make a cash budget
Recording cash receipts
Separating personal assets from
business finances
Make a record of profit and loss
Prepare financial reports in the
form of a "balance sheet"
Monitoring and evaluation of
business finances

1

2

Scale
3

6

7

18

15

23

6

29

12
13
16
10

6
9
4
12

3

Average

Category

29

3.7

Good

9

8

2.6

Poor

15
9
18
18

17
21
14
14

25
23
23
21

3.5
3.4
3.3
3.3

Good
Below-average
Below-average
Below-average

8

24

15

25

3.7

Good

16

10

17

15

17

3.1

Below-average

28

10

18

10

9

2.5

Poor

3

15

18

18

21

3.5

Good

4

5

From Table 8 above, it is known that the financial management of micro-enterprises is still
in the poor category. Good financial management is in the form of financial planning, sales
budget, separation of assets, and monitoring & evaluation. Business actors still rarely use
additional business funds through credit. Business owners tend to use internal funds rather
than external funds. This could be due to business owners’ lack of financial literacy in lending
capital to financial institutions. In addition, the recording of financial statements that are rarely
carried out is the preparation of a balance sheet. This could also be due to the limited
knowledge of business actors in terms of preparing balance sheets. Financial management by
business owners also rarely makes budgets and records income statements.
5.

Conclusion
The average level of financial literacy of micro business owners in Central Java Province
and Yogyakarta Special Region is 77%, where the literacy level is included in the medium
category. In this regard, the government’s efforts to improve public financial literacy still need
to be continued and improved. On risk tolerance, micro-enterprise owners have a neutral
attitude towards risk. Micro-enterprise owners are not individuals who dare to take risks but
also do not avoid the risks. This risk tolerance attitude is related to decision-making by business
owners. The courage to take risks is carried out to increase the income obtained, following the
risk and return trade-off, namely, the higher the risk faced, the higher the return to be obtained.
However, the micro-enterprise owners here tend to be more cautious. In managing business
finances, two things become the main concern because they are in the below-average category:
financing from external sources and financial records in a balance sheet form. Micro-enterprise
owners rarely do these two things. This is an indication that the financial literacy of business
owners is still not good. In general, the average financial management of micro-enterprises is
still in the poor category. Therefore, it is necessary to increase the ability of micro-enterprise
actors in terms of the financial management of MSMEs. Poor financial management is due to
the lack of knowledge of business actors, so it is necessary to conduct training that will increase
the insight and skills of business actors in financial management.
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