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Abstract: Purpose: to find the impact of financial literacy and education on SME’s business
sustainability of Dili, Timor-Leste and also to test the role of financial behavior as intervening
variable. Methods: this research is quantitative approach and using questionnaires to measure the
responds of SME’s owners financial literacy, education, financial behavior and the sustainability
of their business. There are 71 respondends and the data run using Partial Least Square (PLS)
Results: Financial literacy does not directly affect business sustainability, otherwise must be
through financial behavior. Education both direct and indirect does not affect on business
sustainability. Implications: good literacy not instantly affect good business but also need good
behavior. Education, in the other hand, proven not affect to business sustainability. So for
supporting the existance of sme’s business, stakeholder should emphasize on the increasing of
literacy and behavior.
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INTRODUCTION

Timor-Leste is a newly independent country, a country with a developing economy, where
many entrepreneurs have emerged involving small and medium entrepreneurs from various
backgrounds, and different levels of education and literacy and financial behavior between one
entrepreneur and another. The exsistance of sme’s are expected to support the economy increase
of Timor-Leste. On the otherhand, sme’s also need to stay improve the ability and behavior to
maintain their business. Business sustainability is a form of consistency of business conditions,
where this sustainability is the process of business continuity and business development where all
of this leads to the sustainability and existence (resilience) of the business (Marwati, 2017).
Business sustainability is influenced by various factors including financial literacy, education and
financial behavior.
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Financial literacy is the knowledge, skills and beliefs that influence attitudes and behaviors
to improve the quality of decision making and financial management to achieve well-being.
According to Kim (2001) Sabri (2011), financial literacy is the basic knowledge that people need
to survive in modern society. This basic knowledge includes knowing and understanding the
complex principles of spending, saving, and investing. SME’s owner or managers must understand
financial literacy, in order to generate maximum profits, anticipate losses, and minimize costs
incurred so that can achieve their business goals (Mutegi, Njeru and Ongesa 2015). For sme’s, the
literacy should be adding by the ability to do simple budgeting, accounting and evaluating the
business performance.

A high level of education helps an entrepreneur run a business, because education provides
a broader way of thinking, especially how to use the existing budget or funds to ensure business
continuity. Andriyani & Sulistyowati (2021) found that the level of education can predict business
continuity.

Business sustainability can be influenced by financial literacy through financial behavior.
The financial knowledge, including knowledge about debt, bookkeeping and also budgeting and
supported by good behavior on organizing, managing and utilizing financial resources will boost
the business. It is means that if sme’s owner already have good financial knowledge and good
financial behavior will make the business running well.

METHOD

The data used in the study is primary data and gathered using field surveys and using
questionnaires filled out by respondents as a data collection tool (Sekaran, U. And Bougie, 2010).
The population were SME entrepreneurs in the city of Dili, Timor-Leste and the samples are 71
entrepreneurs. The analysis uses a structural model with the Partial Least Square (PLS) approach.
All instruments uses are validity tested uses a discriminant validity approach and the Average
Variance Extracted (AVE) should more than 0.5 (Hair., et al., 2019). The Reliability Test uses the
Cronbach's Alpha adn stated reliable if the value is greater than 0.7(Hair., et al., 2019).

The variables and instrument measurement

No Variabel (Alpha Indikator
Cronbach)
1 Business Increasing sales as expected
sustainability Increasing sales more than competitors

Increasing profit as expected
Increasing profit more than competitors

Increasing numbers of customers as expected
Increasing numbers of customers more than competitors

2 Financial literacy Ability to calculate debt interest
Ability to calculate installment
Ability to calculate risk

Ability to calculate profit

Ability to book keeping

Ability to budgeting

Ability to evaluate performance

Ability to evaluate performance comparing last year
3 Financial behavior Do business budget

Develop operating budget
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No Variabel (Alpha Indikator
Cronbach)

saving

Using saving for business funding
Investing on new asset

Pay the liability on time

Doing book keepng

Respondent
Respondents in this study were SME entrepreneurs in the city of Dili, Timor-Leste with a
sample of 71 entrepreneurs.

RESULTS AND DISCUSSION
Table 1. Character Respondents

Karakteristik Grouping Amount %
gender male 45 63%
female 26 37%
education elementary 0 0%
junior high school 10 14%
high school 25 35%
bachelor 34 48%
others 2 3%
Business age < 2 years 0 0%
2-5 years 15 21%
> 5 years 56 79%

Table 2. Validity Discriminant and Reliability

Variables
AVE Information Cronbach’s Information
Alpha Value
SME business sustainibility 0.694 Valid 0.912 Reliable
Financial literacy 0.646 Valid 0.921 Reliable
Financial behavior 0.644 Valid 0.907 Reliable

From table 2 it is shows that all instruments are valid and reliable

Table 3. Path Coeficient

Connection Coeficient Value (¥) P-Value Information Decision
Variable

LK >KU 0.061 0.300 Not significant rejected

TP >KU 0.103 0.185 Not significant rejected

LK 2PK 0.788 <0.001 Significant accepted

TP > PK -0.047 0.343 Not significant rejected

LK >PK >KU 0.541 <0.001 Significant accepted

TP >PK >KU -0.033 0.346 Not significant rejected

Source : proccesed data
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Figure 1. the path diagram of hypotheses test

DISCUSSION

The Influence of Financial Literacy on Business sustainability

Hypothesis testing obtained results that financial literacy has no effect on business continuity.
Thus, it can be explained that knowledge about financial literacy possessed by individuals does not
affect business sustainability. On average, respondents have a high understanding of financial
literacy including debt literacy, bookkeeping and budgeting. Characteristics based on the length of
business, the majority of respondents or 79% of the total respondents have started a business for
more than five years so that the respondents are quite experienced in running a business. This is
one of the factors that financial literacy does not affect business continuity, but financial literacy
can affect business continuity through the financial behavior of business actors as a mediating
variable. The results of this study are not support Permata Sari et al (2022) which proven that there
is a positive and significant relationship between financial literacy and business continuity. By the
way, this result can be related with third hypotheses.

The Influence of Education Level on Business sustainability

The hypothesis testing in this study obtained the results that Education Level does not affect
business continuity, this is because knowledge about financial management is not only obtained
through formal education but can also be obtained through social media and existing training, so
that MSME actors can increase their knowledge about how to run a business so that it continues to
run well through existing training, in addition, MSME businesses can grow if they have adequate
capital, personal motivation from business actors and continue to innovate existing products. The
results of this study are not support Istinganah & Widiyanto, (2020) which found that Education
Level has a partial effect on the development of small and medium enterprises.
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The Influence of Financial Literacy on Financial Behavior

The test in this study obtained the results that financial literacy has a significant positive effect on
financial behavior, which means that business actors or individuals have good financial knowledge
in running a company will have good financial behavior. This can be seen from the respondents'
answers, one of which is related to financial literacy regarding the ability to calculate the level of
profit, and they are able to set aside profits as savings for the future. Furthermore, this result show
that literacy it self are not affected sustainability otherwise it will affect to financial behavior.
This study supports research of Andriyani & Sulistyowati (2021) where saving is an attitude to
support short-term, medium-term and long-term needs, so that it can be used when needed. It can
be concluded that business actors who have good financial knowledge can set aside profits so that
they can be used when needed.

The Effect of Education Level on Financial Behavior

The test in this study obtained the results that the level of education does not affect financial
behavior, which means that business actors or individuals in managing businesses based on
experience and training obtained non-formally. In addition, in running a business, business actors
in Dili, even though they have a low level of education, they can manage their business well, with
the existing profits, these business actors can increase investment in the form of land and buildings
and expand their business. This study are not get the same result with Andriyani & Sulistyowati
(2021) that there is a positive and significant relationship between education level and financial
behavior.

The Influence of Financial Literacy on Business sustainability through Financial Behavior
the results of the study shows that financial literacy has a significant positive effect on business
continuity through financial behavior. The hypothesis of financial behavior as mediating varible of
the effect of financial literacy on business sustainability is accepted. Sme’s owner who have
knowledge about debt, bookkeeping and also budgeting and supported by good financial behavior
in organizing, managing and utilizing financial resources, it will support the sustainability of
business. It is also means that business owners who already have good financial knowledge in
running the company, this can be seen from the respondents’ answers, one of which is related to
financial literacy regarding the ability to calculate the level of profit, and they are able to set aside
profits as savings for the future and are able to calculate interest on debt to make debt payments on
time, so that business actors can be said to have very good financial behavior. This study supports
research by Ningtyas & Andarsari (2021) that financial literacy has a positive and significant
relationship with business continuity through financial behavior

The Effect of Education Level on Business Continuity through Financial Behavior

The test in this study obtained the results that Education Level does not affect business continuity
through financial behavior, which means that business actors in running a business have been
supported by sufficient experience and knowledge obtained from training and have the will to run
and advance their business. This can be seen from the respondents' answers. Where business actors
have sufficient knowledge of debt literacy, bookkeeping, and budgeting and are supported by good
financial behavior in running their business.
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CONCLUSION

This study concludes that financial literacy and education level does not directly affect
business sustainability, but financial literacy has a positive effect on financial behaviour. This
study show that financial behaviour perfectly mediated the effect of financial literacy on business
sustainability of SME’S.
This study still has limitations in every process. Suggestions and input can be given for further
research, both in terms of sample size and other variables.
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