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Abstract

This study investigates the mediating role of the culture of resource utilization in the relationship between financial literacy and
the viability of micro and small enterprises in Ethiopia the case of hawasa city. The research was motivated by persistent
challenges in micro and small enterprises sustainability, often linked to poor financial management and inefficient resource use,
despite numerous policy supports. The purpose of this study is to examine how financial literacy influences micro and small
enterprises viability both directly and indirectly through cultural practices related to resource utilization concurrent explanatory
research design was employed, utilizing Structural Equation Modeling for analysis. The study began with Exploratory Factor
Analysis to identify valid constructs and followed with Confirmatory Factor Analysis to test the hypothesized model. Data were
collected through surveys and supported by qualitative insights from focus group discussions and key informant interviews.
Initial model testing showed poor fit, prompting modifications. The revised model exhibited strong goodness-of-fit indicators
(CMIN/DF = 1.85, RMSEA = 0.045, CFI = 0.97), validating the proposed relationships. Findings revealed that financial literacy
has a significant positive direct effect on MSE viability (f = 1.369, p < 0.001) and also influences it indirectly through culture
of resource utilization (indirect effect = 13.88). The total effect (15.249) indicates a partial mediation, highlighting the critical
role of culture in enhancing the impact of financial knowledge. The study concludes that while financial literacy is vital, its full
benefit is realized when coupled with efficient resource management culture. It recommends integrating financial literacy training
with behavioral and cultural change programs targeting resource use norms in micro and small enterprises Owners.
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1. Background of the Study

Financial literacy, defined as "the ability to process economic ~ make well-informed decisions regarding budgeting, saving, in-
information and make informed decisions about financial plan-  vesting, credit use, and long-term financial planning [1, 5, 20,
ning wealth accumulation, debt, and pensions” [1-3, 20, 22, 30, 28, 29], all of which are essential for business survival and
46, 50]. Adequate financial literacy enables entrepreneurs to  growth. Despite its importance, studies suggest that many
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SME owners in developing economies exhibit low levels of
financial literacy, which impairs their decision-making capa-
bilities [4, 22, 25].

The ability to manage personal finances has become in-
creasingly important in today's world. The global marketplace
is increasingly risky and can be unpredictable [9]. It also af-
fects the nations and the societies as negatively or positively
and it is emerging as one of its main implications is the rising
costs of goods and services and it pushes people able to make
well-informed financial decisions [26, 27]. The Ethiopian
government has identified SMEs as key components of its in-
dustrialization and poverty reduction strategies [45]. Despite
this recognition, SMEs in Ethiopia face unique challenges that
impede their growth and sustainability. A significant issue is
the "missing middle" phenomenon, where SMEs are too
large for microfinance institutions but too small for com-
mercial banks, resulting in limited access to appropriate fi-
nancial services [49]. Additionally, factors such as political
instability, corruption, and inadequate infrastructure have
been identified as critical barriers to SME development in
Ethiopia [42].

The concept of financial literacy, however, does not exist in
isolation. Cultural norms, values, and belief systems broadly
referred to as “culture” also shape financial behavior. Culture
is the system of shared beliefs, values, customs, and behaviors
that members of a society use to interact with their world and
with each other [18, 19]. It is passed down through generations
and influences perspectives on wealth accumulation, debt, risk,
and investment. Culture significantly affects trust levels, in-
vestment decisions, and financial market participation [18].
Similarly Individuals from cultures that value long-term ori-
entation and financial prudence tend to exhibit higher finan-
cial literacy [30, 38].

2. Statement of the Problem

Financial products and services have become increas-
ingly diverse and complex over time [13, 17, 35]. Consum-
ers and business owners face considerable difficulty in se-
lecting suitable and beneficial financial products unless
they possess adequate financial knowledge and capability
[2, 11, 44].

Despite the negative consequences of financial illiteracy on
individual financial well-being and overall economic perfor-
mance [3, 7, 10], limited efforts have been made to compre-
hensively assess the financial literacy level of the Ethiopian
population [6, 14-16, 40]. Although one study assessed finan-
cial literacy among urban residents in Addis Ababa [23], its
focus was geographically limited. Business operators in gen-
eral and micro and small enterprise (MSE) owners in particu-
lar have received limited scholarly attention regarding finan-
cial literacy, despite their central role in economic develop-
ment [15, 34].
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3. Research Objectives

3.1. General Objective

To investigate the effect of financial literacy on the viability
of Micro and Small Enterprises (MSEs) in Hawassa City, with
specific focus on the mediating role of community culture in
financial resource utilization.

3.2. Specific Objectives

1) To assess the financial literacy levels of MSE owners in
study area.

2) To examine the relationship between financial literacy
and the viability of MSEs.

3) To evaluate the mediating role of community culture in
the relationship between financial literacy and the via-
bility of micro and small enterprises.

4. Research Hypotheses

Based on the existing literatures the researchers developed
the following testable hypothesis.

Hal: Financial literacy has a positive and significant effect
on the viability of MSEs.

Ha2: Community culture of resource utilization has signif-
icant positive effect on financial literacy level of MSEs.

Ha3: Community culture mediates the relationship between
financial literacy and the viability of MSEs.

5. Conceptual Literature Review

The concept of literacy has evolved beyond the traditional
notion of reading and writing and now reflects mastery or
competence in a specific domain. Financial literacy therefore
does not imply formal education in finance but rather the abil-
ity to effectively manage financial resources [43].

Financial literacy has been defined in multiple ways. Some
scholars conceptualize it in terms of financial knowledge and
awareness [5, 8], others emphasize the ability to apply finan-
cial knowledge [39], while additional perspectives incorporate
financial knowledge, behavior, and attitudes [21]. Financial
literacy extends beyond basic financial knowledge and in-
cludes the competence and confidence to make responsible fi-
nancial decisions [39, 41].

Financial literacy definitions are commonly grouped into
four categories: knowledge of financial concepts, ability to
manage finances, skill in financial decision-making, and con-
fidence in future financial planning [24]. A widely accepted
definition describes financial literacy as a combination of
knowledge, attitudes, and behaviors required to make sound
financial decisions and achieve individual financial well-be-
ing [37]. This definition highlights financial knowledge, fi-
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nancial behavior, and financial attitude as the three core di-
mensions of financial literacy, a framework widely adopted in
empirical research [5].

5.1. Viability of MSEs

The viability of Micro and Small Enterprises refers to their
ability to sustain operations and withstand routine business
challenges [31]. Viability includes covering operating costs,
maintaining stable income, and adapting to changes in the
business environment [47]. MSE survival depends on balanc-
ing revenues and expenses while responding effectively to
market conditions, competition, and customer needs. Long-
term viability also requires adaptability, innovation, and resil-
ience to economic and technological changes.

5.2. Community Culture of Resource Utilization
and Financial Literacy

Empirical studies directly examining the mediating role of
community culture between financial literacy and MSE via-
bility in Ethiopia are limited. However, available evidence
suggests that cultural norms strongly influence financial be-
havior and business outcomes.

A study conducted among MSE operators in Hawassa City
and Dale Woreda revealed that financial literacy levels were
below average, with cultural practices such as communal cel-
ebrations contributing to unplanned expenditures and finan-
cial instability [12]. Another study examining MSE challenges
in Hawassa City identified financial constraints and acknowl-
edged the indirect influence of cultural norms on financial de-
cisions and business practices [32]. These findings suggest
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that community culture can mediate the effect of financial lit-
eracy on MSE viability.

5.3. Financial Literacy and MSE Viability

Global evidence shows that financial literacy significantly
improves MSE performance by enhancing cash-flow manage-
ment, reducing insolvency risk, and supporting business
growth [30]. Studies in Sub-Saharan Africa similarly demon-
strate that financial literacy is positively associated with busi-
ness performance, access to finance, and working-capital
management [33, 36]. Ethiopian studies also confirm that fi-
nancially literate MSE owners demonstrate stronger financial
control, better investment decisions, and higher enterprise sus-
tainability [48].

The study confirms that financial literacy positively affects
MSE viability both directly and indirectly through community
culture of resource utilization. The mediation analysis indi-
cates partial mediation, with cultural norms significantly am-
plifying the impact of financial literacy on enterprise viability.
These findings highlight the importance of integrating cultur-
ally sensitive financial literacy programs into MSE develop-
ment strategies in Ethiopia.

6. Conceptual Framework

For this study, the conceptual framework is developed from
the pieces of literature reviewed, and the researchers own con-
ceptualization. The independent variable financial literacy,
Mediating variable community financial resource utilization
and dependent variable Viability of MSEs. This relationship
between the factors is illustrated below in Figure 1. Below.

MEDIATING DEPENDENT
Culture of resource utilization
* Social Spending
* Social Obligation
e Saving and Individualism
v
Viability of MSEs

v' Profitability

v" Business growth

v" Market share

v Business survival rate

Source researchers own conceptualization based on literatures (2025)

Figure 1. Conceptual framework of study.
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7. Research Design and Approach

The study employed both concurrent explanatory research
designs to explain the relationship between variables under-
study therefore, the study employed mixed research approach
where both quantitative and qualitative data are collected sim-
ultaneously, but the qualitative data collection is specifically
aimed at explaining or interpreting the quantitative findings.
According to Kothari (2004), there are three research ap-
proaches these are; quantitative approaches, qualitative ap-
proaches, and mixed of both approaches. This study employed
mixed research approach (quantitative and qualitative re-
search approaches). Hence, the research questions and objec-
tives were addressed by cross-sectional survey data since the
study was conducted at one point in time and place.

8. Types and Sources of Data

8.1. Data Type

To come up with a clear conclusion about the aforemen-
tioned objectives, the researcher employed both quantitative
and qualitative data types. While employing quantitative data,
the researcher’s rationale is basically to achieve all specific
objectives; whereas qualitative data types was used while stat-
ing and narrating about the objectives of the study to triangulate
the quantitative findings with qualitative opinions. Hence, objec-
tives addressed by quantitative means were also addressed quali-
tatively, a condition that emphasizes the relevance of employing
qualitative and quantitative data types; that in turn is imperative
for making the study more accurate and reliable.

8.2. Data Sources

To address the specific objectives of the study data were
gathered from both primary and secondary sources. Primary
source of data was collected from sample MSE owners, Sub-
city Enterprise office experts, and the employee of MSEs. Sec-
ondary data, to supplement primary data, were obtained from
published and unpublished documents including journals, city
administration, and regional enterprises development offices
in the area related to the thesis objectives.

8.3. Methods of Data Collection

For data collection, the study employed a structured ques-
tionnaire and focus group discussions (FGDs). The question-
naire consisted of Likert-scale items with five response cate-
gories ranging from Strongly Disagree to Strongly Agree. The
questionnaire was initially prepared in English and subse-
quently translated into Sidamu Afoo to ensure clarity and ease
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of understanding for respondents.

The questionnaire items were adapted from established fi-
nancial literacy measurement instruments developed in prior
studies [5, 21, 39, 37]. In addition, context-specific questions
relevant to the Ethiopian micro and small enterprise environ-
ment were incorporated to enhance contextual validity.

Furthermore, two focus group discussions were conducted,
each representing one stratum, with a total of eight partici-
pants. Efforts were made to ensure diversity in gender, age,
and educational background among participants. The FGDs
were used to complement quantitative findings and provide
deeper insights into cultural and behavioral aspects influenc-
ing financial resource utilization.

9. Result and Discussion

9.1. Data Cleaning and Editing

Before analysis, data collected from selected respondents
was edited, coded, and entered into SPSS version 27 and Mi-
crosoft excel 2010. Totally 191 questionnaires containing six
pages have been distributed to the selected respondents and a
Maximum effort has been placed to collect back correctly
filled questionnaires.

The respondents are requested to fill out the entire questions
of the questionnaires and give them back within a week. The
presence of the cell phone address of the researcher on the
questionnaire helps the respondents to ask any unclear ques-
tions to make it brief in case of miss understanding. Before
handing them the questionnaire, respondents were kindly, re-
quested if they have some time to fill the questionnaire respon-
sibly. However, all the respondents were willing to fill out the
questionnaire and agreed to participate in this research. Ac-
cordingly, there were no Non-response rate has been recorded.

Generally, all questionnaires were returned properly and
none of the respondents failed to return the questionnaire. The
collected questionnaires from the respondents were, filled fol-
lowing the instructions specified on the top of the questions,
therefore; the entire sections of the questionnaires were filled
properly there is no incomplete, missing, or selecting multiple
answers among the given alternatives.

Descriptive Statics of Financial Literacy

Generally, the finding of the study revealed that study indi-
cates that MSE owners in hawasa city administration possess
a moderate to good level of financial literacy, with positive
financial attitudes and knowledge. However, there is a need to
enhance financial behaviors to further improve their financial
management practices. These findings underscore the im-
portance of targeted financial literacy programs to support
MSE owners in developing comprehensive financial skills.
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Table 1. Descriptive statics of financial literacy.

Descriptive Statistics

N Minimum Maximum Mean Std. Deviation
FAT 191 2.40 4.20 3.5173 .59335
FBH 191 2.77 3.62 3.1301 27184
FKNO 191 2.44 4.33 3.1990 .62759
Valid N (listwise) 191

Source own survey 2025

Regression Weights: (Group number 1 - Default model)

Table 2. Regression Weights.

VARIABLES Estimate S.E. C.R. P Label
CRUTI <--- FLIT 4.618 1.923 24 ok par_8
VIAB < CRUTI 3.006 1.03 1.018 ok par_9
VIAB < FLIT 1.369 0.416 3.292 ok par_10
FAT <--- FLIT 1

FKNO <--- FLIT 3.548 0.961 3.692 ok par_1
FB2 <een FLIT 1.914 0.47 4.073 ok par_2
CSv <een CRUTI 1

CPP <--- CRUTI 0.981 0.098 10.01 ok par_3
TPRO <emm VIAB 0.84

SURV <--- VIAB 0.797 0.008 99.63 ok par_4
BGRO <--- VIAB 0.991 0.131 7.57 ok par_5
MSHA <een VIAB 0.873 0.16 2.56 ok par_6
CCcoL <--- CRUTI 0.402 0.051 7.861 ok par_7

Source Own survey, 2025

As it is indicated in the regression weight of each variable
loading we can realize the model supports a hierarchical influ-
ence where financial literacy influences culture of resource Table 3. Summary of Good ness of fit test.
utilization and Micro and small enterprise viability directly
further influences Micro and small enterprise viability and
several other variables, suggesting it acts as a mediator. Micro
and small enterprise viability then influences outcome varia-
bles, indicating its role as a key predictor of downstream ef- CFI 0.97 Excellent fit
fects. The significance and magnitude of estimates suggest the

Fit Index Fit Value Interpretation

CMIN/DF 1.85 Good fit

. AGFI 0.92 Good fit

model fits the data well and the paths are meaningful.
Summary of Good ness of fit test GFI 0.93 Good fit
NFI 0.95 Good fit
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Fit Index Fit Value Interpretation

RMSEA 0.045 Excellent fit

Source Own survey, 2025

The fit indices collectively indicate that the model has a
strong fit to the data, supporting the theory that financial liter-
acy positively affects the viability of micro and small enter-
prises, both directly and indirectly through the culture of re-
source utilization. This implies the result support the theoreti-
cal framework provided as Financial Literacy (FLIT): Posited
as a key driver enabling entrepreneurs to make informed fi-
nancial decisions, improving enterprise viability. Culture of
Resource Utilization (CRUTI): Acts as a mediator, reflecting
how efficiently resources are managed and utilized, which is
critical in small enterprises. Viability (VIAB): The outcome
variable representing the sustainability and success of micro
and small enterprises. The model’s strong fit supports the me-
diated relationship where financial literacy enhances resource
utilization culture, which in turn improves enterprise viability.
This aligns with prior research emphasizing the role of both
knowledge and organizational culture in business success. The
model captures both direct and indirect effects of financial lit-
eracy on viability of micro and small enterprises.

Direct effect= 1.369, Indirect effect =
v1xB1=4.618x3.006=13.88 Total effect = Direct effect + Indi-
rect effect = 1.369+13.88 =15.249

9.2. Mathematical Model of Equation
VIAB= +1.369 * FLIT+3.006 (4.618FLIT) + e
VIAB =B+ (1.369 +13.88) FLIT+ e = § +15.249 FLIT+ e

The large indirect effect compared to the direct effect sug-
gests that the mediator (CRUTI) plays a substantial role in ex-
plaining the influence of financial literacy on viability. The di-
rect path from FLIT to VIAB is significant (estimate = 1.369,
p <0.001), the indirect path through CRUTT is also significant
because FLIT significantly predicts CRUTI (4.618, p <0.001),
CRUTI significantly predicts VIAB (3.006, p < 0.001).

Therefore, the model shows there is partial Mediation be-
cause the independent variable financial literacy affects the
dependent variable micro and small enterprises viability
through the mediator culture of resource utilization and the di-
rect path from financial literacy to micro and small enterprises
viability.

Participants of focus group discussion and key informants
supports the mediation role of financial resource utilization
trend of micro and small enterprises in between financial lit-
eracy and viability of micro and small enterprises as the cul-
ture of community wich gives faour to accept and manage
gusts in unplanned manner and the members of community

has culture of accommodating all costs at the expense of MSEs
owner or other person of guests destination was the major is-
sue of mismanagement of business enterprise.

9.3. Hypothesis Test

Based on the structural equation modeling results presented
above, the result of hypothesis test was explained as follows.

Hypothesis 1: Financial literacy has a positive and signifi-
cant effect on the viability of MSEs.

The direct path from Financial Literacy (FLIT) to Viability
(VIAB) shows a statistically significant positive effect (esti-
mate = 1.369, p < 0.001). This indicates that higher levels of
financial literacy among MSE owners are associated with im-
proved business viability. The positive coefficient confirms
that financial literacy directly contributes to better business
outcomes.

MSE owners with higher financial literacy demonstrate
stronger capabilities in financial decision-making, risk man-
agement, and implementation of effective financial strategies.
These competencies translate into improved performance in-
dicators such as profitability, sustainability, market share, and
survival rates. This finding is consistent with previous empir-
ical evidence indicating that financial literacy positively influ-
ences business performance [30]. Supported.

Hypothesis 2: Community culture of resource utilization
has significant positive effect on financial literacy level of
MSEs.

The path from Financial Literacy (FLIT) to Culture of Re-
source Utilization (CRUTI) reveals a significant positive rela-
tionship (estimate = 4.618, p < 0.001). This result indicates
that financial literacy significantly predicts and influences the
culture of resource utilization within micro and small enter-
prises.

MSE owners with higher financial literacy are more likely
to cultivate positive resource utilization practices in their busi-
nesses. Financial knowledge shapes attitudes and behaviors
related to budgeting, cost control, and efficient allocation of
resources, thereby fostering organizational cultures that em-
phasize efficiency and sustainability. Hypothesis was sup-
ported.

Hypothesis 3: Community culture mediates the relationship
between financial literacy and the viability of MSEs.

The analysis reveals a significant mediation effect with the
following parameters:

Direct effect of FLIT on VIAB = 1.369 (p <0.001)

Indirect effect through CRUTI = 13.88 (calculated as 4.618
% 3.006)

Total effect = 15.249 (1.369 + 13.88) Result: Supported
(Partial Mediation)

The mediation is classified as partial because both the direct
path (FLIT — VIAB) and the indirect path through the medi-
ator (FLIT — CRUTI — VIAB) are statistically significant.

The substantial indirect effect (13.88) compared to the di-
rect effect (1.369) indicates that culture of resource utilization
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plays a crucial mediating role in translating financial literacy
into business viability. This suggests that while financial
knowledge directly improves business outcomes, its impact is
significantly amplified when it leads to the development of
positive resource utilization cultures. The finding supports the
theoretical framework that cultural factors mediate how finan-
cial knowledge translates into business practices and ulti-
mately affects enterprise viability.

The partial mediation nature of the relationship indicates
that financial literacy affects business viability both directly
through improved decision-making and indirectly by fostering
efficient resource utilization cultures. This nuanced under-
standing highlights the importance of addressing both
knowledge gaps and cultural factors when designing interven-
tions to improve MSE performance.

These findings align with prior studies emphasizing the
dual importance of financial knowledge and organizational
culture in driving business success. For example, financial lit-
eracy has been shown to improve decision-making and finan-
cial management, which are crucial for small enterprise via-
bility (Huston, 2010). Additionally, the role of resource man-
agement culture as a mediator is consistent with research high-
lighting how internal organizational processes and cultures in-
fluence firm performance (Barney, 1991).

10. Summary, Conclusion and
Recommendations

This study examined the effect of financial literacy on the
viability of Micro and Small Enterprises (MSEs) in Hawassa
City, Ethiopia, with particular emphasis on the mediating role
of community culture in financial resource utilization. Guided
by clearly defined objectives and hypotheses, the findings pro-
vide several important insights.

The results indicate that the overall financial literacy level
of MSE owners in Hawassa City is relatively low, particularly
regarding fundamental concepts such as interest compounding,
inflation, and risk diversification. Limited financial
knowledge constrains owners’ ability to make informed finan-
cial decisions, thereby hindering enterprise growth and sus-
tainability. This finding is consistent with evidence from de-
veloping-country contexts [30].

Structural equation modeling results confirmed a signifi-
cant positive direct effect of financial literacy on MSE viabil-
ity (estimate = 1.369, p < 0.001). Financially literate owners
demonstrated stronger financial planning, risk management,
and profitability, underscoring the importance of financial
knowledge for enterprise sustainability.

Importantly, community culture of resource utilization was
identified as a significant mediator. The indirect effect of fi-
nancial literacy on viability through community culture was
substantially larger than the direct effect, highlighting the cru-
cial role cultural norms and values play in shaping how finan-
cial knowledge is applied in practice. These findings confirm
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partial mediation, indicating that financial literacy affects en-
terprise viability both directly and indirectly through cultur-
ally embedded resource utilization practices.

The study further revealed that younger, more educated, and
male MSE owners tend to exhibit higher financial literacy lev-
els. Education and prior business experience were positively
associated with improved financial decision-making.

Based on these findings, the study recommends the design
and implementation of culturally sensitive financial literacy
programs, integration of financial education and cultural
awareness into entrepreneurship training, and active involve-
ment of community leaders in financial capability initiatives.
Future research should extend to rural areas, explore specific
cultural dimensions such as religious norms and gender roles,
and examine the growing role of digital financial literacy in
MSE development.

Overall, the findings emphasize the need for holistic inter-
ventions that simultaneously address financial knowledge and
cultural context to promote sustainable growth and resilience
among Micro and Small Enterprises in Ethiopia.
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