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Abstract

Financial literacy is a vital catalyst for the growth of small and medium-sized firms (SMES) in any
economy, including Japan. SMEs often face challenges in accessing financial resources, making
informed investment decisions, and managing their finances effectively. Improved financial
literacy equips SME owners with the knowledge and skills necessary to navigate these
complexities, enabling them to secure loans, manage cash flow, and make strategic financial
decisions. This, in turn, fosters the growth, competitiveness, and sustainability of SMEs, ultimately
contributing to the economic development of Japan. Research findings indicate a strong positive
correlation between financial literacy and the growth of small and medium-sized firms (SMES) in
Japan. SMEs led by individuals with higher financial literacy tend to perform better, secure
financing more easily, and exhibit greater resilience in the face of financial challenges, underlining
the significance of financial knowledge for SME success and economic growth. In conclusion,
enhancing financial literacy among small and medium-sized firms (SMES) in Japan is paramount
to their individual success and the broader economic growth of the nation. By addressing the
financial literacy gap through education, technology adoption, and targeted financial support,
Japan can unlock the full potential of its SME sector, drive innovation, and ensure a more resilient
and prosperous economic future. The study recommended that the government should expand
accessible and sector-specific financial education programs, offering workshops, webinars, and
online resources. Additionally, encouraging SMEs to embrace digital tools for financial
management and facilitating access to innovative financial products and alternative financing
options will be crucial in supporting their growth and enhancing their financial capabilities.
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1.0 Introduction

Financial literacy plays a crucial role in the growth and sustainability of small and medium-sized
enterprises (SMEs) in Japan. SMEs are the backbone of the Japanese economy, accounting for a
significant portion of employment and economic output (Bandara & Kalainathan, 2018). Ensuring
that these firms have access to and understand financial resources is essential for their continued
development. Financial literacy refers to the knowledge and understanding of financial concepts,
such as budgeting, saving, investing, and managing debt. It equips individuals and business owners
with the skills and knowledge to make informed financial decisions. Japan has a robust SME
sector, consisting of businesses in various industries. These firms often face challenges in
accessing capital and navigating complex financial systems. Financial literacy is critical for SMEs
as it helps business owners make informed decisions about funding, managing cash flow, and
investing in their businesses (Hussain, Salia & Karim, 2018). One of the most significant benefits
of improved financial literacy is the ability to access capital. Financially literate SME owners are
more likely to secure loans or investments, enabling them to expand and innovate.

The Japanese government has implemented initiatives to ease the regulatory burden on SMEs,
provide financial incentives, and offer access to financing through programs like the Japan Finance
Corporation (Sarker, Taghizadeh-Hesary, Mortha & Saha, 2021). These measures have created a
more conducive environment for entrepreneurs to start and expand their businesses. The
government has promoted innovation through research and development grants, further enhancing
the competitiveness of SMEs, particularly in technology-driven sectors. The resilience and
adaptability of Japanese SMEs have enabled them to thrive in dynamic market conditions. Many
SMEs have leveraged technology, embraced digital transformation, and diversified their product
and service offerings to remain competitive. These firms have also benefited from the country's
strong manufacturing sector and supply chain expertise, enabling them to participate in global
value chains (Somohano-Rodriguez, Madrid-Guijarro & LOpez-Fernandez, 2022). The growth of
SMEs in Japan reflects a combination of government support, innovation, and the ability of these
businesses to pivot and adapt to changing market dynamics, solidifying their position as a
fundamental component of the Japanese economy.

Financial literacy also aids in risk management. SMEs can identify and mitigate financial risks,
such as fluctuations in revenue or unexpected expenses. Effective budgeting and cash flow
management are vital for SMEs. Financial literacy empowers business owners to create realistic
budgets and manage their cash flows effectively (Baporikar & Akino, 2020). SMEs often need to
make decisions regarding investments in new equipment, technology, or expansion. Financial
literacy enables them to assess the potential return on investment and make informed choices.
Understanding the tax implications of business decisions is essential for SMEs. Financial literacy
can help reduce tax liabilities and improve overall financial performance. Financial literacy
involves an understanding of financial statements, such as balance sheets, income statements, and
cash flow statements (Yasin, Mahmud & Diniyya, 2020). This knowledge is crucial for evaluating
a company's financial health. The Japanese government, along with various financial institutions
and business associations, has initiated financial education programs tailored to SMEs. These
programs provide workshops and resources to enhance financial literacy among business owners.
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Improved financial literacy among SMEs can contribute significantly to economic growth. A
financially healthy SME sector can boost job creation, innovation, and overall economic stability
(Surya, Menne, Sabhan, Suriani, Abubakar & Idris, 2021). Financially literate SMES are better
positioned to compete in the global marketplace. They can access international markets, expand
their operations, and adapt to changing economic conditions. Despite the benefits of financial
literacy, challenges exist in promoting it among SMEs. Language barriers, varying levels of
education, and resistance to change can hinder progress. The future of financial literacy for SMEs
in Japan is promising. As technology and digital solutions advance, access to financial education
and resources is becoming more widespread, making it easier for business owners to improve their
financial knowledge. Financial literacy is an integral factor in the growth and success of small and
medium-sized firms in Japan (Luo & Cheng, 2022). With the right financial education and support
systems in place, SMEs can thrive, contribute to economic development, and remain resilient in
the face of economic challenges, ensuring the continued prosperity of Japan's business landscape.

1.1 Statement of the Problem

A significant problem for SMEs in Japan is their restricted access to financial resources. Many
SMEs face challenges in securing loans or investments due to a lack of collateral or a credit history.
This limitation hampers their ability to invest in infrastructure, expand their operations, or innovate
their processes. One of the primary hurdles is the relatively low level of financial literacy among
SME owners and entrepreneurs in Japan. Many business operators lack the necessary knowledge
to make informed financial decisions, such as budgeting, managing cash flow, or understanding
complex financial products. This knowledge gap can lead to suboptimal financial choices,
impeding the growth of these firms. Japanese SMEs are often characterized by risk aversion, which
may be partly attributed to the lack of financial literacy. Their unwillingness to embrace innovative
financial strategies and investments can hinder their competitiveness and slow down their growth.
This reluctance to take calculated risks can be traced back to a lack of understanding of the
potential benefits and drawbacks of financial initiatives.

Another challenge is the inefficient allocation of resources within SMEs. Limited financial literacy
can result in mismanagement of funds, such as holding excessive cash reserves or underinvesting
in areas critical for expansion. This misallocation can hinder their owverall growth and potential.
Japan's complex tax and regulatory environment further compounds the challenges faced by
SMEs. Navigating these intricacies requires a high level of financial acumen, which many SME
owners lack. This can lead to missed opportunities for tax optimization and increased compliance
costs. The owverall problem has implications for the broader Japanese economy. SMEs are a
significant driver of job creation and economic growth. When their financial literacy remains low
and they encounter difficulties in accessing capital, the country’'s growth potential is hindered, and
disparities in economic development persist.

2.0 Literature Review

Fauzi, Antoni and Suwarni (2020) conducted study to establish the effect of financial literacy on
growth of small and medium enterprises in Salzburg, Austria. The difficulty driving this research
was the dearth of empirical data connecting financial education to business expansion in Austria.
Debt management, bookkeeping, budgeting, and banking knowledge were all aspects of financial
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literacy. The research was grounded on the phases of development theory and the MAR knowledge
spill over hypothesis. Descriptive statistics were employed for this study. A total of 841 SMEs
were included in the analysis. A pool of 168 SMEs was drawn at random using stratified sampling.
A total of 168 surveys were sent out, with 132 completed and returned (for a response rate of
78.6%). Researchers concluded that proficient bookkeeping significantly contributed to the
expansion of the analysed SMEs. The results of the descriptive study also show that timely debt
payments and efficient stock management are made possible by good bookkeeping practises in
SMEs. The survey further discovered that book keeping expertise was not adequate enough to
allow SMEs to file the tax returns without hiring consultant and the SMEs were ranked below
average on aspect of reconciling cashbook with the bank statements. For small and medium-sized
enterprises (SMEs), the ability to successfully manage the debt incurred from obtaining loans is
vital to their development. Therefore, there is a need for a more intentional debt management
literacy in SMEs, since it was shown that those with more debt management literacy were able to
produce more wealth via the administration of the resources more wisely with less financial cost.
According to the research, one of the main reasons why SMEs fail is because of bad budgeting. It
is crucial for all SMEs to have a great input in the budgeting skills as it has favourably influenced
the development of SMEs due to the differences in the company operations that led to late
budgeting and therefore poor planning and execution. The research also indicated that financial
literacy was crucial for the development of SMEs, since this was proven to have a major impact
on debt management and repayment. The survey concluded that, due to the rising economies,
SMEs need to learn more about banking services in order to expand. The results of this research
indicate that providing training in basic bookkeeping and recordkeeping skills to SMEs would
greatly aid in their development. The research also indicates that small and medium-sized
enterprises (SMEs) should be urged to keep accurate books of accounts to aid in the monitoring of
all company activities and the creation of reliable financial statements utilised by a wide range of
interested parties in the formation of sound economic judgements.

Andriamahery and Qamruzzaman (2022) carried out study to assess the effect of financial literacy
on the growth of micro, small and medium enterprises (MSMES) in Nepal. Descriptive survey
methodology was used, along with standard survey research tools. Qualitative data were obtained
via questionnaires and were translated to quantitative data using a five-point Likert scale in this
research, which relied on a primary source. A total of 208 data collecting instruments were sent,
with 200 returning (with a 96.1% return rate) after being filled out and submitted. The information
was then analysed using inferential statistics like Analysis of Variance and Regression. The
estimated number was larger than the crucial value (107.666>2.42), hence the null hypothesis was
rejected. Financial education has a notable impact on the development of micro, small, and
medium-sized enterprises (MSMES) in Nepal. Debt management literacy had the largest beneficial
effect on MSMEs' development among the four proxies of financial literacy examined; this was
followed by accounting literacy and banking services literacy; budgeting literacy was minor.
Training in debt management, financial services literacy, and accounting literacy was thus
suggested as a means by which corporations may fulfil their corporate social obligations and aid
in the expansion of micro, small, and medium-sized enterprises.
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Alafifi, Hamdan and Al-Sartawi (2019) performed study to identify what influences MSMES'
ability to understand and use financial concepts like loans and budgeting. Multiple regression is
used to analyse data gathered from a survey of MSMES' owners and managers. Understanding the
factors that influence MSMEs' financial literacy, particularly with respect to loans and budgeting,
is important in the context of a pandemic, which varies from normal conditions and promotes
numerous financial operations to make use of technology. Based on the findings, it is clear that
MSMEs' loan and budgeting literacy is influenced by Financial Education, Money Attitude, and
Financial Socialisation Agents.

Menike (2018) conducted study to investigate the effect of financial literacy on the performance
of Small and Medium Enterprises (SMEs) in Sri Lanka. The purpose of this research was to
evaluate the level of financial education among Sri Lanka's small and medium-sized company
owners and to examine the connection between financial education and the economic success of
Sri Lanka's SMEs. Three hundred and seventy-eight people all throughout the island filled out the
questionnaire. The research analyzed the SME owners' financial literacy namely, financial
behaviour, financial influence, financial attitude and financial understanding of their business
performance. Frequency and percentage breakdowns, as well as factor and regression analyses,
were used to characterize the data collected. The data demonstrates a favorable correlation between
financial knowledge, financial influence, and financial behaviour and the success of SMEs,
however financial attitudes do not show a statistically significant correlation. It also shows that
kids understand the importance of financial accounts and are inclined to adopt their parents'
methods of record keeping, both for the sake of efficiency and because of the respect they have for
their elders. The results will have real-world ramifications for policymakers and other
stakeholders, such as SME owners, by underlining the need to improve access to sound financial
education for the sector's leaders.

A key barrier to the growth and development of micro, small, and medium-sized enterprises
(MSME) in Switzerland is the low acceptance of loans. This is concerning since small enterprises
are often seen as catalysts for broad-based economic growth and social progress. Hilal and
Gunapalan (2020) performed research to examine, using Zurich shop owners as a case study, the
impact that financial literacy has on the financing choices made by small businesses. Examining
the relationship between financial literacy and the adoption and utilization of loan funding among
small firms was the primary goal of this research. This research used a mixed-methods approach.
Zurich store owners were surveyed for this study. Descriptive statistics were used to assess the
quantitative data, while theme and content analysis were used to examine the qualitative data. The
results of the research showed that business owners with higher levels of financial literacy made
better financial decisions and were more likely to employ debt financing. The results and
expansion of businesses were impacted as a result. It was also determined that collateral
requirements, high interest rates, and the duration of loan products contributed to the
dissatisfaction around the usage of debt financing. The research concludes that in order to increase
the quality of financial choices and company performance, the government, via the local council,
should assist for the promotion of financial literacy through training. The research suggests that
the council might achieve this goal by teaming together with educational institutions to provide
training in fundamentals of corporate finance management to company leaders. The research also
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suggests that financial institutions and other lenders should give complete information on their
loan products to the level of their customers' understanding to reduce information asymmetry
concerns that might cause consumer resentment of loan products. Limiting the funding of
enterprises to owner money, inhibits the development and profitability of firms.

Yakob, Yakob, BAM and Rusli (2021) reported that there is no part of the economy where SMEs
don't contribute significantly. Malaysia, like many other nations relies on SMEs in producing cash,
represent source of entrepreneurial talents, providing employment chances and increasing local
and worldwide market. Effective financial management by SME owners is a crucial issue that has
to be addressed. The owners' level of financial literacy is a critical success element in the realm of
financial management. This means that the financial acumen of business owners is crucial to the
success of small and medium-sized enterprises. Owners who are financially knowledgeable have
a firm grasp of the fundamentals, a positive outlook on money matters, and a keen understanding
of their financial situation. This study has developed a conceptual framework that includes three
characteristics that might affect SMES' performance: financial knowledge, financial attitude, and
financial awareness.

According to Sohilauw, Nohong and Sylvana (2020), many micro, small, and medium-sized
enterprises (MSMES) struggled or went out of business as a result of the pandemic's widespread
societal restrictions (PSBB) and subsequent decrease in consumer spending. Business actors need
strong financial literacy to effectively manage capital and boost enterprise resilience in the face of
adversity. The study's overarching goal is to investigate how financial literacy influences the long-
term viability of businesses, with an emphasis on the role played by the availability of capital as a
moderating factor. It used a cluster-random probability sampling method to collect data from
micro, small, and medium-sized enterprises (MSME) in the West Bandung Regency. The data
obtained from the replies of 203 MSMEs was analysed using the Path Analysis approach with an
error rate of 5%. These findings demonstrated the connection between financial literacy and
sustainability, and also demonstrated that the relationship between financial literacy and
sustainability is not mediated by access to financing.

3.0 Research Findings

Numerous studies indicate a positive correlation between the financial literacy of SME owners and
the growth of their businesses. SMEs led by individuals with a higher level of financial literacy
tend to perform better, make more informed investment decisions, and exhibit more effective risk
management. These businesses are more likely to secure loans and investments, which fuel their
growth and development. Research also reveals that SMEs in Japan encounter various barriers to
achieving higher financial literacy. The low level of financial education in the population and a
lack of easily accessible resources pose challenges for business owners. Language barriers,
especially in understanding complex financial concepts, further hinder the financial literacy of
many SME operators. Studies emphasize the role of government initiatives in fostering financial
literacy and SME growth. Japan has implemented programs and policies aimed at improving
financial literacy among SME owners, offering workshops, training, and access to financial
education materials. These initiatives have positively influenced the financial knowledge and
decision-making abilities of SME operators.
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Research findings underscore the significance of digital transformation in enhancing the financial
literacy and growth of Japanese SMEs. SMEs that leverage technology for financial management
and embrace digital solutions tend to have a competitive edge. Digital tools enable better financial
record-keeping, analysis, and access to financial information, contributing to more informed
decision-making and improved growth prospects. Studies reveal that the impact of financial
lteracy on SME growth may vary across different sectors in Japan. Technology-driven and
knowledge-based industries tend to place a higher premium on financial literacy due to their
dynamic nature and need for rapid adaptation. SMEs in these sectors that prioritize financial
education and decision-making perform particularly well. Research highlights the long-term
economic implications of improving financial literacy among SMEs. A more financially literate
SME sector is associated with higher levels of innovation, increased job creation, and a reduced
reliance on traditional banking systems for financing. Over time, this fosters greater economic
stability and resilience, which can benefit Japan's overall economic growth.

4.0 Conclusion

It is evident that there is a strong positive correlation between financial literacy and the growth of
SMEs in Japan. SMEs led by individuals with higher levels of financial literacy tend to make more
informed financial decisions, secure loans and investments more easily, and exhibit greater
resilience in the face of financial challenges. This underscores the significance of equipping
business owners with the knowledge and skills necessary to navigate the financial complexities of
the modern business environment. While the importance of financial literacy is clear, numerous
barriers continue to impede SMEs in Japan from achieving higher levels of financial literacy.
These barriers include a lack of easily accessible financial education resources, language barriers,
and the broader low level of financial education in the population. Addressing these challenges is
essential to bridge the financial literacy gap among SME owners. Government initiatives have
played a pivotal role in addressing the financial literacy issue among SMES. Japan has introduced
various programs aimed at providing financial education and support to SMEs, which have had a
positive impact on their financial knowledge and decision-making capabilities. These initiatives
showcase the effectiveness of targeted policy interventions in improving the financial literacy
landscape.

The inflience of digital transformation on financial literacy and SME growth cannot be
understated. The adoption of digital tools and technology-enabled financial management systems
has enabled SMEs to access, analyze, and manage their financial information more efficiently.
This has contributed to better financial decision-making and enhanced growth prospects. Sector-
specific variances in the impact of financial literacy highlight that some industries, particularly
technology-driven and knowledge-based sectors, place a higher premium on financial acumen. For
SMEs operating in these sectors, prioritizing financial education and decision-making is essential
for success in the dynamic and competitive environment. Finally, the long-term economic
implications of improved financial literacy among SMEs in Japan are significant. A more
financially literate SME sector fosters higher levels of innovation, increased job creation, and a
reduced reliance on traditional banking systems for financing. Over time, this contributes to greater
economic stability and resilience, benefiting Japan's overall economic growth and development.
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5.0 Recommendations

The Japanese government and relevant institutions should prioritize and expand financial
education programs tailored to SMEs. These programs should cover essential financial concepts,
including budgeting, cash flow management, investment decision-making, and risk management.
Workshops, webinars, and online resources should be made widely accessible to SME owners.
Furthermore, initiatives can be designed to reach rural and remote areas, where SMEs may face
additional challenges accessing financial education. Encouraging SMEs to adopt digital tools and
technology-driven financial management systems is essential. The government and private sector
can collaborate to provide subsidies or incentives for SMEs to invest in technology that enhances
financial transparency, efficiency, and access to data. This includes adopting accounting software,
financial analytics tools, and online banking systems. Promoting digital literacy among SME
owners will be crucial to ensuring they can harness these technologies effectively. To support SME
growth, there should be a focus on improving access to capital. Financial institutions can develop
specialized lending and investment products tailored to the needs and risk profiles of SMEs.
Additionally, alternative financing options like peer-to-peer lending and equity crowdfunding
platforms can be promoted to provide SMEs with diverse sources of funding. Government-backed
guarantees or financial incentives can further mitigate the risks associated with lending to SMEs,
thus encouraging more financial institutions to support them. Collaborative efforts between the
government, industry associations, and financial institutions are critical in addressing the issue of
financial literacy among SMEs. These partnerships can drive sector-specific initiatives that address
the unique challenges and opportunities within different industries. By tailoring financial
education and support to the specific needs of technology-driven firms, traditional manufacturers,
service providers, and others, more targeted assistance can be provided. Sector-specific
organizations can also assist in creating benchmarks and best practices for financial literacy within
their respective industries.
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