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Journal of Risk and Financial Management Article Strengthening Formal Credit Access and Performance through Financial Literacy and Credit Terms in Micro, Small and Medium Businesses Maria Widyastuti *, Deograsias Yoseph Yustinianus Ferdinand and Yustinus Budi
Hermanto Fakultas Manajemen, Universitas Katolik Darma Cendika, Surabaya 60200, Indonesia * Correspondence: maria.widyastuti@ukdc.ac.id Abstract: This study aims to test financial literacy and credit conditions in determining formal credit access to determine the
performance of MSMESs. This research includes the type of associative research that is accompanied by hypothesis testing. This research was conducted on MSMES of as many as 324 creative industry players in four cities in East Java (Mojokerto, Pasuruan, Gresik, and
Sidoarjo) with a sample size of 100 actors who had accessed formal credit using the stratified random sampling method for data collection. The results of Smart PLS analysis show that financial literacy and credit terms directly and significantly affect access to formal
credit and MSME performance; formal credit access directly and significantly affects MSME performance. Likewise, financial literacy and credit terms indirectly affect the performance of MSMES. These results mean that financial literacy and credit terms have a strategic
role in explaining why access to formal credit is growing and is attracting MSMES to strengthen capital to improve performance. Keywords: formal credit access; performance; financial literacy; credit terms Citation: Widyastuti, Maria, Deograsias Yoseph Yustinianus JEL
Classification: A2; G2; I2* Ferdinand, and Yustinus Budi Hermanto. 2023. Strengthening Formal Credit Access and Performance through Financial 1. Introduction Literacy and Credit Terms in Micro, Micro, small, and medium enterprises (MSMES) are important assets for
economic Small and Medium Businesses. sustainability in Indonesia. The sector is essential in encouraging economic growth and Journal of Risk and Financial creating new jobs for the Indonesian population (Susan 2020). The contribution of MSMES Management 16: 52.
https:// is quite large, especially as a provider of employment and an increase in regional income dm 0rg/10.3390/jrfm 16010052 (Irman et al. 2021). The success of MSMES in Indonesia is reflected in their performance. Academic Editors: Susanne Durst Financing from
financial institutions is very much needed to improve the and Wolfgang f MSMES and government support in access to additional capital (Sriary and Nyoman 2020). The role played by financial institutions in the economic growth an
development of Received: 11 November 2022 economies is widely and cannot be Financial institutions Revised: 8 January 2023 contribute significantly to employment and poverty alleviation through job creation and Accepted: 12 January
2023 economic growth (Baidoo et al. 2020). Based on data from the East Java Provincial Economic Pul 6 January 2023 Report (LPP) by Bank Indone. (BI), credit for micro, small, and medium enterprises (MSMEs) in East Java in the second quarter of 2021
experienced an increase of 3.95 percent. The positive growth trend in MSME lending was supported by growth in investigation Copyright: © 2023 by the authors. credit and working capital credit for MSMES. Licensee MDPI, Basel, Switzerland. The COVID-19 vaccination,
which has been running since the beginning of this year, This article is an open access article has also boosted the perception of business actors, which has implications for the broader distributed under the terms and opening of productive economic sectors with health
protocols in the second quarter of 2021, conditions of the Creative Commons including the MSME sector. According to him, the share of MSME loans to total loans in East Attribution (CC BY) license (https:// Java also continued to increase, which grew 29.42 percent in
the second quarter. Meanuhile, creativecommons.or/licenses/by/ in the first quarte, the growth was 29.03 percent. In order to increase the ease of financing 4.0/). for MSMES, the government is expanding MSWE financing facillies n Indonesia with the J. Risk Financel
Manag. 2023, 16, 52. ://doi.0rg/10.3390/jrfm 16010052 h dpl.com/journalfjrfm People’s Business Credit program. People’s Business Credit aims to facilitate the capital of MSME actors, but it has not yet been fully realized Bv November 2021, the
distribution of KUR was umy Rp. 34.1 trillion, with Bank Jatim targeting an increase of 5-6 percent; however, not all MSMEs noticed the distribution of KUR. The lack of credit disbursement experienced by small businesses was driven by the access to credit.
According to Nkundabanyanga et al. (2014), the one thing that affects credit access by small businesses is the credit terms offered by formal credit providers. The credit terms include the loan repayment period, guarantee, and interest rale 'Small businesses are
hesitant to access credit when they do not understand why a guarantee should be a loan condition. Meanwhile, formal credit providers prefer borrowers who can provide guarantees. ur rapidly along with the industry 4.0 trend. Current

have influenced people’s lifestyles, one of which is a transaction payment mechanism (Foster et al. 2022). Credit markets play essential roles in financial institutions. In developing counmes especially in emerging market countries that are in
the process of restructuring industry, it is essential to efficiently identify the reasons for credit constraints to facilitate the economic transaction (Tang and Guo 2017). As economic development proceeds, the reases. Consequentially, credit institutions
have been evolving si ntly in recent years (Tang and Guo 2017). Defining the problem of access to finance poses a significant problem because financial services are highly heterogeneous, including all worts of savings, payments, insurance, and credit, each of which
has unique costs, risks, and production functions (Ibenta 2021). The SME banking model that the banks adopt in emerging nations differs from that of developed nations. The banks in emerging economies mainly follow these two types of SME banking models: “credit-
led proposition with low-cost physical distribution “and “payment-led proposition with direct channel distribution”, as they have to maintain a tradeoff between the operating cost and profit (Maiti 2018). In developing countries, a common feature of rural credit markets is
the coexistence of formal and informal credit (Tang and Guo 2017). (Ahmad and Shah 2022) define financial literacy as “a person’s ability to understand and make use of financial concepts”. Financial literacy refers to skills and knowledge that enable individuals to make
informed and effective decisions with all their financial resources (Chileshe 2019). Financial literacy s the level of personal expertise In under- standing the basics of a finandial subject (Nathan et al. 2022). The financial literacy of the entrepreneur plays a crucial role in
the relationship between the lender and the borrower (Burchi et al. 2021). The results of the 2019 Financial Services Authority (OJK) survey showed that the level of financial literacy in Indonesia was stil low, only reaching 38 percent. The low level of financial literacy
poses many challenges, particularly for debt management, savings and credit, and planning for the future. Understanding financial Iit- eracy is necessary for MSMES to avoid financial isk (Irman et al. 2021). Several researchers have studied credit access and its

p to financial literacy ( et al. 2014). In addition, access to credit is also found to be positively correlated with the house- hold head's education status. Inevitably, obtaining credit from any legitimate financial institution requires paperwork and
submission of documents, which may dissuade less educated farmers from approaching the banks (Kumar et o 2021). On the other hand, a prior study stated that factors significantly influence credit demand generally are education, group membership, and household
size; formal, semi- formal, and non-formal credit sources are education and information on sources of credit (Silong and Gadanakis 2020). Financial regulators are forced to improve the efficiency and quality of financial services in dealing with educated people. This is
because financially literate investors pressure financial institutions to offer more appropriately priced and transparent services (Chileshe 2019). A prior study found that a low literacy rate makes MSME financing difficult for the SME finance business (Maiti 2018). This
paper is closely related to the literature on the determinants of MSME formal credit accessibility. A previous study has focused on the role of financial literacy in the performance of MSME (Li and Qian 2020). Our paper extends this literature by providing evidence that
financial literacy and credit terms affect access to formal credit and perfor- mance MSME in Indonesia. This paper also extends to the studies by providing evidence to find the effect of access to formal credit on MSME performance. 2. Hypotheses Development With the
growth in access to credit by MSMES, in addition to helping stabilize the economy, credit is also beneficial for MSMES as a safe and sustainable source of funding. MSME performance results from work achieved by individuals in a certain period. It is related to the size of
the value or standard of the company where the individual works while confirming that is the success in realizing the strategic goals that have been set previously with good behavior. The organization expects that a good
performance produced by an MSME will enable it to be stronger and become the backbone of the economy and play an increasingly important role in the national economy. In recent years, the issue of financial literacy has been hotly debated. Special attention to
financial literacy is caused by the government's desire to have quality residents and good financial intelligence, which will positively impact the economy. Financial literacy is financial knnw\edge to achieve prosperity (Lusardi and Mitchell 2017). Einancial literacy relates
to a person’s ability to manage and plan finances. According to the Financial Services Authority (OJK), financial planning is about how to live a simple life according to one’s financial capabilities and prepare for a prosperous future. Ignorance of the importance of financial
literacy can result in a lack of access to financial institutions so that sellers of financial products easily influence them, which can hinder the country’s economic development. In everyday life, not everyone has sufficient financial knowledge or is said to be well literate.
Several studies have found that the general public’s financial literacy level is still low (Lusardi and Mitchell 2017). A prior study emphasized that credit terms are standards set by credit provider institutions that debtors must meet. These conditions are used to determine
the debtor ’s ability to repay credit (Kumar et al. 2021). From the point of view of the credit provider, credit terms are used to assess creditworthiness and as collateral for credit risk that the debtor may not pay off. Credit terms that are too complicated will lead to the
debtor being uninterested in applying for a loan from a formal credit provider. This is because MSMES tend to be hesitant to fulfill credit requirements. After all, they do not understand the relationship between their credit needs and the credit conditions imposed on
them. In the context of MSMES, formal financial institutions are very interested in providing credit to MSME owners who can contribute a portion of the starting capital or provide some sort of collateral worth the credit (Asah et al. 2020). The risk of business failure in
MSMES makes formal credit provider institutions require credit in such a form of risk owned by formal credit providers in providing credit to MSMEs. 2.1. The Effect of Literacy on Access to Formal Credit Prior research shows that education level is one factor that relates
to finandial literacy, debt management, savings and credit, and financial planning in the future (Ismanto et al. 2019). A previous study stated that financial literacy affects the access to finance of MSMES (Susan 2020). Lack of financial literacy is also associated with a
lack of access to financial products and often the failure to use them (Nkundabanyanga et al. 2014). Based on this, MSME actors have limitations in accessing credit because their financial literacy is low due to high financial literacy. Strongly influences banking behavior.
This finding s supported by research that states that people with high financial knowledge tend to regulate their financial patterns and make financial decisions based on their financial records (Guzman et al. 2019). In addition, individuals with limited education cannot
make effective financial product choices, limiting their credit access. Hypothesis 1 (H1). Financial literacy significantly affects access to formal credit. 2.2. The Effect of Literacy on MSME Performance A prior study provides owners or managers of MSMEs with valuable
financial literacy insights (Susan 2020). Previous studies also revealed that the empirical results demonstrate that financial literacy positively affects and (Li and Qian 2020). Another previous study showed lha[
financial literacy and capital substantially affect performance (Sohilauw et al. 2020). A survey conducted by the Financial Services Authority stated that the contribution of the MSME sector in Indonesia has proven to be very significant for the national economy

it

contributing 60 percent of the Gross Domestic Product and absorbing 97 percent of the national workforce, The role of the MSME sector in supporting economic growth requires the strengthening of MSMES. One form of strengthening MSMES is to increase the ammv to
manage finances and expand financial access for MSMEs.. Financial literacy is defined as knowledge, beliefs, and skills that influence attitudes and behavior to improve the quality of nd financial in the context of welfare. With this

understanding, it is hoped that financial services business actors, product consumers, and the wider community will not only know and understand financial services but also increase their ability to make decisions. The result of research conducted by Agyei (2018) state
that financial literacy has a positive effect on MSME performance. Hypothesis 2 (H2). Financial literacy has a significant effect on the performance of MSMES. 2.3. The Influence of Credit Terms on Access to Formal Credit The willingness of MSME actors to access formal
credit depends on how the are. Collateral requir have a great opportunity to limit access to credit. Formal credit provider institutions usually provide credit in more amounts, longer payment periods, and lower interest rates when
prospective debtors offer guarantees (Nkundabanyanga et al. 2014). Debtors who offer more guarantees will receive good treatment from formal credit providers and easier credit access. This explanation concludes that credit requirements in the form of collateral,
positively influence access to formal credit. On the other hand, unsecured debtors will have a negative impact on access to formal credit. Credit repayment was also one of the essential factors in accessing formal credit. Nkundabanyanga (Nkundabanyanga et al. 2014)
found that the credit payback period had a negative effect on access to credit. This means that when MSMES feel that the payment period is inflexible, they are less likely to access credit. It can be concluded that access to formal credit is caused by the credit repayment
period. This study also stated that lending terms have a significant and positive effect on access to formal credit by SMEs (Nkundabanyanga et al. 2014). Another thing that limits access to formal credit is the interest rate charged on credit. If the interest rate is deemed
not in line with the expectations of MSME actors, then MSME will not apply for credit at a formal credit provider. Hypothesis 3 (H3). Credit terms significantly affect access to formal credit. 2.4. The Effect of Credit Terms on MSME Performance Previous research
emphasized that a large or small business cannot be separated from capital problems, especially in the MSME sector (Buchdadi et al. 2020). There are still quite a lot of MSMES that are constrained by capital in their development efforts. On the one hand, MSMEs have
difficulty accessing credit because the conditions are complicated. When applying for credit, the condition that MSMES take into consideration the most s the ease of credit terms and interest rates compared to the loan repayment period. According to (Hansen et al.
2021), credit terms affect business development, so it Is necessary to make it easy to obtain business capital with affordable interest rates. Hypothesis 4 (H4). Credit terms significantly affect MSME performance. 2.5. The Effect of Access to Formal Credit on MSME
Performance As a result, the World Bank consistently advocated banking sector reform, and credit programs have been a popular intervention by governments and donors rur decades. In addition, with the increasing focus on blended finance in development assistance,
many donors consider support to private banks in the form of loan guarantees to be an increasingly attractive instrument for MSME However, the mpact of to enterprises and guarantee schemes to banks was somewhat smaller
than expected (Fafchamps and Woodruff 2017). A prior study found that credit accessit ignificant positive effec( on financial performance (Munguti and Wamugo zoza) One reason is that the performance of MSMES is very heterogeneous in this situation.
Selecting and supporting companies with growth potential is very important. However, this is a formidable task; entrepre ability and other traits of company owners and managers are valuable predictors. In particular, (Agyei 2018) stated that competent owners
have a significant marginal return on capital, while (Fafchamps and Woodruff 2017) and (Mckenzie and Woodruff 2015) found that business management ability can predict company growth. Hypothesis 5 (HS). Access to formal credit significantly affects MSME

performance. 3. Method, Data, and Analysis This quantitative research includes research by hypothesis testing; the population is 324 Micro, Small, and Medium Enterprises (MSMES) in four cities in East Java (Sidoarjo, Moj
Pasuruan, and Gresik) that have taken credit from the formal sector. The sample size n this study was 100 MSME actors with the criteria that they were still active in the business until December 2021, are MSME actors as well as owners, and have been active in
business for at least ten ) ME sector in this study included: handicrafts, shoes, bags, wallets, suitcases, . Muslim clothing, and delivery.. This study uses four variables. First, financial literacy is an ariable. Financial

 accessories,
management errors occur due to a lack of understanding of financial literacy. Second, credit terms are independent variables. The willingness and ability of MSME actors to access financial products are based on how complicated the requirements that MSME actors must
meet are. The dimensions used to measure credit requirements in this study are the value of the guarantee, the period of loan repayment, and the interest rate. The three dimensions of the credit terms variable come from research (Susan 2012), which states that the
collateral value, loan repayment period, and interest rates contribute the highest number of dimensions in explaining the variable. Third, access to formal credit is the dependent variable. MSME actors in accessing financial products are based on the complexity of the
requirements. Guarantee requirements have a high chance of limiting access to credit. Formal lending institutions generally provide more credit, longer payment periods, and lower interest rates when prospective debtors offer guarantees. The loan repayment period is
also one of the important things in accessing formal credit. (Nkundabanyanga et al. 2014). Another thing that limits access to formal credit s the interest rate charged on credit. If the interest rate is deemed not in line with the expectations of MSME actors, then MSMES
will not apply for credit at a formal credit provider. Fourth, the performance of MSMES is the dependent variable. Access to formal cre have an impact on the capital owned by MSMES. Meanwhile, capital has an essential role in improving the performance of MSMEs.
Collecting data using a with a Linkert scale of 1 to 5 All statements in the are based on indicators from each variable studied.  answers were collected and is research uses Smart Partial Least Square (SMART
PLS) analysis. Validity is measured by Outer Loading > 0.70, m statement is declared valid. The construct is reported reliable in reality tests if the composite reliability value and Cronbach alpha > 0.70 (Ghozali 2014). The structure of the model shows three
criteia that measure the effect R-Sauare, --Sauare, and Path Coclficient Estimalion. R-Sauare 5 a it model f the RSauare valuce are .75, 0.50. and 0.25, I con be seld that the model i strons, moderate, and weak (Ghozali 2014). F-Sauare if the
F-Square value is 0.02, 0.15, or 0.35, it means that the predictor variable has a respective weak, moderate, and substantial effect on the structure (). The path coefficient sees the significant influence between variables by looking at the parameter coefficient values
and the statistical value t through the bootstrap method. The definition of operational variables is given in Table 1. Table 1. Definition of Operational Variables. No. Variable Operational Definitions Indicator 1 Formal credit access (CA) Access to formal credit
is the absence of obstacles related to administrative costs or procedures at formal credit providers felt by MSMES when applying for credit (Lusimbo and Muturi 2016). 1. 2. 3. 4. 5. 6. 7. 8. 9. 10. Ease of obtaining credit from the formal credit provider. Frequency of
accessing credit helps bu: rowth. Availability of information regarding MSME loans. Flexibility of MSMES in accessing credit. gulations affect MSME decisions to apply for credit. Demands for guarantees limit credit applications. Access to credit helps
business growth. The importance of establishing relationships between MSMES and credit provider institutions. Compatibility ofcredlt fulfillment from credit-providing institutions with the amount that MSMEs need. Increased number of credits. 2 Performance (PF)
rformance is the success of personnel, teams, or units In realizing predetermined stratedic goals with the expected behavior (Martono and Riyanto 2017). 1. 2. 3. Sales growth. Customer growth. Profit growth. 3 Financial Literacy (FL) Financial literacy is
your abilities and skills to manage debt, savings, and credit and plan for future finances (Lusimbo and Muturi 2016). 1. 2. 3. 4. 56.7.5.9.10. 11, MSME owners can pay maximum installments at maturity. Excavating information about requirements between credit
provider institutions. Using half of the MSME income to pay for credit MSME owners can manage debt. MSME owners know the impact of inflation and interest rates on bu: i
compile financial reports for their businesses. MSME owners can analyze financial reports. MSME owners can record cash books. MSME owners can balance the general ledger in the financial statements. MSMES are subject to tax payments. 4 Credit Terms (CT) Set
standards by credit provider institutions that must be met by debtors where these requirements are used to determine or determine the debtor’s ability to repay credit (Susan 2012). 1. 2. 3. 4. 5. 6. 7. 8. 9. 10. MSMES can pay interest rates set. Fixed loan interest rates
throughout the loan repayment period. The use of credit by MSMES for business capital. The loan repayment period follows the MSME's capability to pay off loans. There is a reward for MSMES when the amount of credit increases. The loan repayment period depends on
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the nominal amount of the credit. The guarantee imposed on MSMES follows the MSME's ability to fulfil it. Availability of guarantees owned by MSMES according to the stipulated requirements. Availability of assets can be used as collateral to help business grow. Obtain a
more significant amount of credit when the value of the collateral provided increases. Resources: (Lusimbo and Muturi 2016; Martono and Riyanto 2017; Susan 2012). 4. Result This study used a sample of 100 respondents among MSMEs who had access to formal
credit. 4.1. Descriptive Analysis In terms of the latest education (Figure 1), it was explained that the majority of respondents graduated from high school, as many as 58 people (58%), 27 people graduated J. Risk Financial Manag. 2023, 16, x FORfProEEMI
SRIEV(2IE7WY%), junior high school graduates 10 people (10%), elementary school grad8uoafte1s6 6 J. Risk Financial Manag. 2023, 16, x FORpPeEDEpR\ER(ESV%IE)W master s aegree graduates totaled 6 people 3 (3%), diploma 4 people (4%8)o,faln6d no school 3

https://www.turnitin.com/newreport_printview.asp?eq=1&eb=1&esm=.

(3%). So, it can be concluded that most respondents do not have an accounting or financial education background. Figure 1. The latest education of In terms of the number of
employees (Figure 2), it was explained that the majority of respolnnindteetnerrmtsmshsoaofdftht2he~
i FFi 122),)5, i h2aa6dd")-,-565e-
em1 i 1M £5(5353%(%1)2,)%, 11)e,emim i ,)65,-6(13-0
)m 152as1 1526(% 1M2), %S1M)1,~E12510.-eS2mo0,
(38)%,sa)hn, atosas6 Es.m: a,0ni,
h 1
Te( )n.).ancial reports. The following are descriptive statistical data of research variables (Table 2). Figure 2. The number of employees. Figure 2. The number of employees. F\gure
2. The number of employees. TTaabblel DD StNatistics. MeaMnean Std. VarFiFaLLbles 10NO 111000000 M2.i02n0.i0mOum
4M.82a4x.18m2um 3.5135M5.5€1a5n5 Std0..D73e2v4i3ation CCPATF CFCCTLAT 22..812200..8000 2.6227..1800 5.00 45..9000 54..0900 54..0802 100 4.063647..70955800 43..0759485300..05518505 0000...4.54: 000..5.547392534 CcPFA
100 22..6170 54..0900 43..07696570 00..5573254279 PF 100 2.67 5.00 4.0667 0.57247 TT! FiFrisrts, tf,
31i.3t5.e15r51a! i < 007.013.213% ifiwvvel.eth.TTe
u3un.5nd i tre0ar.3cay: .032.13x%Lir issi Tiezhdei,d
iuninn i 906.960i%n.aT. .na3nalc i
beyco2n9.d6,9cd%re. dTi

851w. 1i6t%haonf

0f5850, t8o1b.. 1u8m.84s%co. rTehoef 5m,
chriegdhietstteromftshsetiollthhears variables. Second, credit terms have a minimum score of 2.80 out of 2 maximum score of 5 with an average value of 4.0580, where the average value of credit terms is equivalent to 81.16% of a maximum score of 5, meaning that
the understanding of credit terms still has to be increased by 18.84%. The minimum value of credit terms is the highest of the other four variables. Third, access to formal credit has a minimum score of 2.10 out of a maximum score of 5, with an average score of
3.7950. The average score is 79.90% of the maximum score of 5, meaning that access to formal credit can still be in(reased by 20.10%. This shows that MSMES in East Java have relatively high access to formal credit. Fourth, MSME performance has a minimum score
0f 2.67 from a maximum score of 5, with an average score of 4,0667. The average score is equivalent to 81.33% of a score of five. This means that the performance of MSMES can still be improved by 18.67%; the average score and achievement of MSME
performance are the highest scores of the four other variables. 4.2. Test the Quality of Research Data Table 3 shows mat the outer loadings of the four variables show results between 0.713 and 0.825 with a positive value greater than 0.70. Likewise, with Cronbach’s
Alpha, the four variables have values between 0.791 and 0.841 greater than 0.70. Thus, the value of outer loadings and Cronbach’s alpha indicates that the research instrument used in collecting data from respondents is valid and reliable. Table 3. Validity and
Reliability Test Results. Variable Outer Loadings Cronbach Alpha Information Financial Literacy (FL) Credit Terms (CT) Formal credit Access (CA) Performance (PF) 0.717-0.788 0.729-0.768 0.741-0.802 0.713-0.825 0.791 0.798 0.841 0.807 Valid and Reliable Valid and
Reliable Valid and Reliable Valid and Reliable Testing the structural model of this study using Partial Least Square (PLS) analysis. The software used is Smart PLS. The result of the R Square value for formal credit access is 0.50, which can be categorized as moderate,

and the performance variable of 0.85 can be categorized as strong. From the results of the F test for all variables greater than 0.05, it can be concluded that the model used in this study is feasible to use. F the test results used to see th f the
influence between variables have significant results for all hypothesis testing; here are the results of testing the research hypothesis. The resuits of hypothesis testing (Table 4) can be explained as follows. It proves the first hypothesis that financial literacy significantly
affects access to formal credit. Personal financial management with financial literacy can help make intelligent decisions. One of the impacts of having good finandial literacy is that someone will be. 0 have access to formal credit because formal credit has

larger funds that can be channeled than non-formal credit. This study supports the results of previous studies (Hakim et al. 2018). Table 4. Hypothesis Testing. Hypothesis Original Sample Standard T p Decision Sample Mean Deviation Statistics Value H1 FL—AC H2 FL—
PF H3 CT—CA H4 CT—PF H5 AC—PF 0.456 0.048 —0.018 0.902 ~0.025 0.454 0.044 0.020 0.907 ~0.023 0.188 0.056 0.187 0.030 0.046 2.420 0.857 0.096 29.982 0.553 0.016 0.032 0.023 0.000 0.018 Accepted Accepted Accepted Accepted Accepted The second
hypothesis proves that financial literacy significantly affects the perfor- mance of MSMES. Financial . rtant role can help MSMEs improve performance by using thre ors: sales growth, customer growth, and profit growth. The results of this study

upport and the research conducted (Buchdadi et al. 2020; Sohilauw et al. 2020; Ye and Kulathunga 2019). The third hypothesis proves that credit terms significantly affect access to formal credit. The stricter the credit conditions set by credit providers in
the formal sector, the fewer MSMES will obtain credit, and vice versa; the lighter the credit conditions, the more MSMES will obtain credit. So, credit terms have a significant adverse effect on access to formal credit. Proving the fourth hypothesis that credit terms

affect the of MSMES. Determination of credit terms will significantly affect the development or decline of a business due to funding. So, the credit terms significantly affect the acquisition of MSME funds in order to improve performance. The

results of this study support and complement the research conducted (Hansen et al. 2021). Proving the fifth hypothesis that formal credit access significantly affects the perfor- mance of MSMES. Access to formal credit is essential in maintaining the survival an
performance of MSMEs because the financial process is the heart of business activities regardless of how well managed. A business will neither survive nor thrive without suf- ficient funds for working capital needs and investment in fixed assets to achieve sales,
customer, and profit growth. The results of this study support and complement the research conducted (Cheong et al. 2020; Ye and Kulathunga 2019). 5. Discussion 5.1. The Effect of Financial Literacy on Access to Formal Credit The calculation results show that
financial literacy significantly affects access to formal credit because the P-Value value of 0.016 is smaller than 0.05; thus, the first hypothesis is accepted. This result is supported by (Xu et al. 2020), who found that financial literacy positively affects access to formal
credit. This proves that the financial lteracy of MSME owners influences access to formal credit. The more MSME owners have high financial literacy, the more MSME owners will mcreasmg\y access credit at formal credit providers institutions, such as banks, cooperatives,
and state-owned loans. On the other hand, groups without financial literacy cannot make effective financial decisions, thus limiting their access to credit. Based on des nalysis, it lhatlhe last education of the majority of respondents was i high school.
In making financial reports, of course, they need knowledge of good finan s. However, MSMES do not have to have a recent accounting-based educational ba(kgmund to gain access £ o formal credit, This result hows that the educafiona! background of MSME
owners only affects the absorption of accounting knowledge but does not Geserie their bahavior towards financia products such as accessing eredt. This rasult could oceur n thi study because of Caucation in Indonesia, where the depth of learning is adjusted to the
level of education. In this study, the respondents were high school students, so the knowledge gained was only the basics, not too deep. This is also in line with a previous study that states that college students who have taken subjects related to financial management

do not seem to have sufficient financial knowledge (Susan 2018). It can be concluded that the last education of MSME owners and financial literacy possession is a different matter. However, the results of the first hypothesis show that financial literacy has a positiv
effect on access to formal credit. These results indicate that although most MSMES do not have an accounting education background, MSMEs can still access formal credit. The absence of a background in accounting is an obstacle for MSME owners in managing their

finances, so it is necessary to have employees who specifically handle accounting even though MSMES can still access formal credit. Based on the financial literacy variable with debt literacy and financial planning dimensions, the average respondent’s answer is 3.14,
which is categorized as good enough, which means that respnndenls can snn access formal credit even though their financial literacy is deemed to be only quite good. The highest average indicator in the variable shows that respondents agree that they always compare
debt terms when going into debt. However, respondents are also clas: s being unable to make good financial reports. Individuals who do not have financial literacy face more significant challenges in managing debt, savings, and credit, as well as a lack of financial

planning for the future, which can affect the individual’s pammpanon n fmancia products (Abad-Segura and Gonzalez-Zamar 2019). This statement supports the results of the research hypothesis that financial literacy has a positive effect on access to formal credit
providers. Based on the mean of the financial literacy variable, the indicator with the statement that the respondent compares the terms of the debt before the debt means that the respondent is careful in determining the type of credit suitable for his business. The

acceptance of the first hypothesis confirms the statement in previous research by (Nkundabanyanga et al. 2014) that MSME financial literacy plays an essential role in determining financial decisions taken by MSMES, especially sources of financing for businesses. In
Indonesia, financial literacy is one of the barriers for people to access credit. High financial literacy will affect MSMES’ credit access to increase their capital sources. The fear MSMES feel in accessing credit is the inability to pay off debt. Therefore, it is necessary to know
about managing debt because financial literacy is important as it is related to the welfare of the MSMES themselves. 5.2. The Effect of Financial Literacy on MSME Performance The calculation results show that financial literacy significantly affects the performance of
MSMES because the P-value of 0.032 is smaller than 0.05; thus, the second hypothesis is accepted. This proves that the financial literacy of MSME owners influences performance. The more MSME owners have high financial literacy, the more they will be able to make
smart decisions to improve their performance. These results support research conducted by (Agyei 2018; Buchdadi et al. 2020). The President of the Republic of Indonesia prepared a national strategy related to financial Iteracy. This raises awareness for MSHES about
the importance of financial literacy in increasing their business. This is important because MSMES are the backbone of ASEAN countries in absorbing labor and foreign investment. A previous study revealed a positive effect of i A

MSMESs. Financial literacy also positively impacts the Growth of MSMES (Susan 2020). 5.3. The Effect of Credit Terms on Access to Formal Credit The calculation results show that credit terms fect access to formal credit because the p-Value Value s 0.023
< 0.05. Thus, the third hypothesis is accepted. It can be concluded that the credit requirements that formal credit-providing institutions have set influence credit access to formal credit-providing institutions, meaning that if formal credit providers provide easy credit
terms, MSMES will further increase their access to credit at formal credit-providing institutions. These results follow the study of Nkundabanyanga et al. (2014), which states that credit requirements significantly affect access to formal credit. According to (Maiti 2018),
when MSMES feel that the imposed by formal institutions are too complicated and cannot be met, MSMEs will look for other sources of capital. However, if the requirements imposed by the formal credit-providing institution are easy, then
MSMES wil confidently access credit at the formal credit provider institution. A study by (Oktavianti and Hakim 2017) indicated that trust s one of the important elements between debtors (MSMES) and credit providers (formal credit providers). When MSMES feel
comfortable with the credit they apply, the formal credit provider institutions can be considered a source of sustainable business financing. Research (Nkundabanyanga et al. 2014) states that MSMEs will always complain that the credit requirements imposed on their
businesses are complicated even though they can meet the credit requirements that have been determined. This statement follows the finding that the highest mean on the credit terms variable indicates the guarantees owned by MSMEs. This means that MSMES agree
that they have the guarantees required by formal credit-providing institutions. Still, based on the suggestions written in the questionnaire, it is stated that MSMESs want lighter guarantee terms. This means other factors that affect access to formal credit are not explained
in the study. The mean on the credit terms variable with dimensions of collateral value, interest rate, and payment planning is 4.05, meaning that respondents feel that the credit requirements imposed on their business are appropriate. This follows the breadth of MSME
financing sources. Most MSMES access credit through and where the two g institutions provide relatively easy requirements even though the interest rates charged by micro-credit-providing banks are still relatively high. Based on
this statement, it can be concluded that other factors not included In this study cause MSMES to continue to access credit even though they stil feel that the interest rate charged to their business is too high, even though they can fulfil t. In addition, although MSMES
feel that the guarantee imposed on their business is too large, credit provider institutions will provide a larger amount of credit, a longer loan repayment period, and lower loan interest rates when the debtor provides guarantees following the provisions 5.4. The Effect of
Credit Terms on Access to MSME Performance The calculation results show that credit terms significantly affect the performance of MSMEs because the p-Value value is 0.000 < 0.05. Thus, the fourth hypothesis is accepted. It can be concluded that the cred
requirements set by formal credit-providing institutions influence credit access to formal credit-providing institutions, meaning that if formal credit providers provide easy credit terms, MSMEs will further increase their access to credit at formal credit-provider institutions.
Many studies have been carried out on the role and of MSMES, especially concerning their contribution to advancing the national and regional economy. Performance analysis is needed to provide feedback on improving the role and position of a company.
The role of MSMES in the last few decades has been considered stra!egl: Still, it is considered that their performance has not been maximized in facing competition and overall production growth in a country. Analysis of the influence of many variables on SMEs’
performance is critical. Some studies show that the problems MSMES face today are the capital aspect. 5.5. The Effect of Access to Formal Credit on MSME Performance The calculation results show that credit terms significantly affect access to formal credit because the
p-Value value is 0.018 < 0.05. Thus, the fifth hypothesis is accepted. It can be concluded that the credit requirements that formal credit-providing institutions have set influence credit access to formal credit-providing institutions, meaning that if formal credit providers
provide easy credit terms, MSMES will further increase their access to credit at formal credit-provider institutions. These results support the research. In Indonesia, various seminars and meetings have been held to make it easier for MSME businesses to access financial
institutions to improve performance (Dorfleitner et al. 2017). It is also a national strategy to encourage MSME business growth. Several studies conducted by the World Bank in various countries found that financial inclusion plays an important role in alleviating poverty
and encouraging the growth of MSMEs (Martono and Riyanto 2017). The mean of the formal credit access variable with the dimensions of the number of credits and the frequency of taking credit has a value of 3.795, which means that respondents who, in this case, are
MSMES, feel that access to formal credit is easy. This facility s certainly beneficial for SMES in increasing their business. Based on this statement, other factors cause MSME performance to increase (Martono and Riyanto 2017). 6. Conclusions, Limitations, and
Suggestions 6.1. Conclusions Financial literacy has a significant effect on access to formal credit. The first hypothesis stating that financial literacy significantly affects access to formal cremt is accepted. This result, supported by (Xu et al. 2020), found that owners’
financial literacy contributes to informal businesses’ formal credit accessibility. Therefore, the higher the MSME owners’ nandial literacy, the easier MSME owners will find it to access credit at formal credit providers institutions, such as banks, cooperatives, and state-
owned loans. Financial literacy has a significant effect on the performance of MSMEs. The second hypothesis stating that financial literacy significantly affects the performance of MSMEs is a((ep[ed. Therefore, the higher the MSME owners’ financial literacy, the smarter
they will be in planning and managin rove performance. This result, supported by (Tuffour et al. 2022), revealed a significant effect of financial literacy on firm performance (both financial and non-financial performance). Credit terms have a significant
effect on access to formal credit. The third hypothesis stating that credit terms affect access to formal credit is accepted. So, it can be concluded that the credit requirements that formal credit-providing institutions have set influence credit access to formal credit-
providing institutions, meaning that if formal credit providers provide easy credit terms, MSMES will further increase their credit access to formal credit- providing institutions. On the other hand, the more complicated the credit requirements set by the credit provider, the
fewer MSMES will access formal credit. Credit terms have a significant effect on the performance of MSMES. The fourth hypothesis stating that credit terms significantly affect the performance of MSMES is accepted. So, it can be concluded that the determmatlor\ ofcredlt
terms that consider the business capabilities of MSMES will improve performance. Access to formal credit has a significant effect on the performance of MSMEs. The fifth hypothesis stating that credit access has a significant effect on the performance of MSM

accepted. So, it can be concluded that as access to formal credit is expanded, MSME businesses can improve their operational activities, which will significantly support their performance. The fulfillment of the five hypotheses above indicates that improving e quahly of
financial literacy and credit terms needs to be undertaken in lndones\a especially in SMEs. This is in line with previous research, especially in research by (Nkundabanyanga et al. 2014), which stated 2 positive and significant relationship between perceived commercial

bank lending terms, financial literacy, and access to formal credit. Tt initial evidence of the aggregate explanatory power of financial literacy, credit terms, and access to formal credit by MSMES’ performance in Indonesia. The findings also imply that
fforts by the to improve financial literacy, credit !erms, and access to rormal :remt of SMEs performance are to be enhanced. 6.2. Limitations and Suggestions From the F test, it can be seen that the research model has not been maximized, it is proven
is still 50% and 85%, d. For further study, human resource competence and financial behavior need to he added a ariables to complete the model that affects formal credit access

and performance because credit access and performance are closely related to the human resource competence and financial behavior of MSME owners. Access to formal credit will be more accessible, and performance will be higher if it is balanced with adequate human
resource competencies and good financial behavior. In this study, the role of the government is not discussed in too much depth; this can happen because, during a pandemic, the government is very focused on tackling the pandenic, so it is hoped that MSMES will be
independent to survive. Future research is expected to discuss the role of government In-depth and to build interesting collaborations between the government and SMEs. Based on the study results, it is necessary to focus on a specific business field, since different
business industries might have different characteristics and environments. Future studies may consider a specific business of the industry. Furthermore, the study focused on Financial Literacy and credit terms as an independent variable. Future studies may consider
other independent variables, which could include either internal or external factors of the MSMES with a broader location in Indonesia. This study’s results will impact subsequent research, especially related to financial literacy that is being developed in Indonesia. This
research hopes to provide changes in knowledge about mndern finance In MSMES In Indonesla. The govemment and companies providing financial products and servces must carry out activtes to Improve leracy; such as education sbout credit terms, access to fomal
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Abstract: This study amms bo kest financial literacy and credit cord ftiors in determming formal coedit
Ass b determmie B performane of W5SMES, This neearch inchides the bipe of asaciative nseanch
that is accaompanied by hypothesis testing. This reseacch was conducted an MSMEs of as many as
524 creative mdustry players in four dities in East Java {Mofokerto, Pasuruan, Gresik, and Sidoarjo)
with a somprde size of 1M actors whie bisd accessed formal credit using the stratified medom sampling
methosd for data collecton, The resuhs of Smart PLS analysis alow that Boancial Titeracy amd credil
terms directy and significantly affect access to formal credit and MSME performance; formal credit
acess directly and significarthy affects MSME pecformance. Likewise, financial literacy and crednt
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1. Introduction

blicro, small, and medium enterprises {MSMEs) are important assets for economic
sustairability in Indonesia, The sector is essential in encouraging economic growth and
creating neswy jobs for the Indonesian population (Susan 2020F The contribution of MShE=
is quite large, especially as a provider of employmeent and an increase in regional incarme
{lrman et al. 221} The success of MEMEs in Indonesia is reflecked in their performance.
Fimamcing from fimancial institutions ks very much needed o improve the performmance
of MSMEs and government support im access bo additional capital {Sriary and Miyoman
A0 The role FIl.H'!,"V.\'] l'!;»' finaneial institsbons in e soonomic mrewth ansd dﬂul.-:hpmm‘t ol
econormies i widely acknowledged and canmot be overemphasized, Financial institutions
comtribube significantly o employment and poverty alleviation through job creation and
ecomomic growth (Baidoe et al 2020), Based on dat§from the East Java Provincial Economic
Report {LPF) by Bank Indonesia (B1), credit for micrs, small, and mediom enterprises
(MEMES) In East Java in the second quarter of 2021 experienced an increase of 395 percent
The positive growth trend in MSME lending was supported by growth i investigation
criadit and working capital credit for M5SMEs,

The COVIE-19 vaccination, which has been running since the beginning of this year,

has also bocsted the perception of business actors, which has implications for e broader
apening of productive ecomomic sectors with health protocoels i the second quarter of 2021,
induding the MSME sector. According e him, the share of MSME loans to toetal loans in Easl
Armibsation (00T Y] liamse tiips 0 Java also eomtinued to increase, which gress 25042 peroent in the second quarter. Meanw hile,
creative R e erees iy im the first quarter, the groweth was 2505 percent. In order toincrease the ease of finamcing
anfg for MEMEs, the goverrament is expanding MSME financing facilities in Indonesia with the
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Peaple’s Busines: Credit prograrm. People's Business Credit aims to facilitate the capital of
MEME actors, bub iE has not vet been fully realized. By Movember 20121, the distribution
of KELUR was only Rp. 340 trillion, with Bank Jatim targeting an increase of 56 percent;
hovrever, not all MSMEs noticed the distributien of KLTR. The lack of credit disbursement
experienoed by small businesses was dnven by the bmited access bo credit. According to
MEvmdabaryvanga etal, (2014), the one thing that affects credit access by small businesses
i= thee credit terms offered by formal credit providers. The credit terms include the Foan
Tepayment ]:IE'I.'.iL'ICI, guarantee, amed imterest rate. Small businesaes are hesitant b acoess credit
when they do not understand why a guarantes should be a loan condition, bMeanwhile,
fosrrr@) credit providers prefer borrowers wha can provide guarantees

Technological developments coour rapidly along with the industey 40 trend. Current
techmologies have successfully influenced people’s fifestyles, one of which is a transachon
payment mechanism (Foster of al 20035 Credit markets play essential roles in finanicial
institutions. In developing countries, especially in emerging market countries that ane in
the process of restruchuring industry; it is essenhial to efficiently identify the reasons for
credit constraings o facilitabe the economis transactbon { Tang and Gue 20070, As economic
dr:\.rl:{upmr_'nt ]:!nru.'dﬂ_, the nesed for crecdib increasasg. 1'..'L1n5equunri.:l||.}l:, credit inshtutions
have been evolving significant]y in recent years (Tang and Guo 2017),

Defining the problem of access to finance poses a significant problem because financial
services ane highly heterogeneous, mduding all sords of svings, pavments, insurance,
aned eredit, each of which has uraque costs, risks, and production fumctions (Thenta 2021}
The SME kanking model that the banks adopt in emerging nations differs frome that of
developed nutions. The banks in emerging economizs mainly follow these bvo bypes of
SME banking medels: “credit-led proposition sdth bew-cost phyvsical distribution “and
Ypayment-led proposition with direct chanmel distribution™, as they have bo maintain a
tradentf between the uperating cost amid 'pr::ﬁl! {Maid 2R In JL've[upi.nH counkries, a
common feabure of rural credit markets is the coexistence of formal and infermal credit
fr.nl.l_-. and CSun 2017

(Abmad and Shak 2122) define fnancial Bieracy as “a person's ability to understand
and make use of financial concepts", Financial likeracy refers to skills and knowledge
that emable individuals to @@ ke informed ard effective decisions with all their financial
resgurces {Chileshe 2009), Fmancial literacy is the level of }a'sun.a.f expertize in under-
standing the basics of a finamcial subgect (M than et al. 2027), The financial literacy of the
entepreneur playe a@ucial role in the relationship between the lender and the borrower
{Burchi et al 2021}, The results of the 2019 Financial Services Authonity ((§K) sumvey
showed that the level of financial literacy in Indonesia was sill low, only reaching 38
percent, The low level of financial iteracy poses many challenges, particularly for deist
management, savings and credit, and planning for the future, Understanding financial it-
eracy is necessary for MSMEs to avoid financial risk {Irrean et al, 2021), Several researchers
have studied cradit acoess and its relationship to financial Hteracy {Mundabanyanga el al
2014} I acddition, sceess bo credib is also found to be positively correlated with the house-
hobd head's education status, Inevitably, ebtaining credit from any legitimate financial
insttution requites paperveork and submission of documents, which may dissuade less
educated farmers from approaching the banks (Kumar et al 2027),

Ch the other hand, a prior study stated that facters significantly imfluence credil
demand generally are education, group membership, and housshold size; formal, semi-
formmal, andd mem-formual eredit sources are education and mformation on sources of credit
{Slong and Cadanakis 20003, Fimancial regulators ame forced o improve the efficiency and
quality of financial services in dealing with educated people. This s because financially
literate mvestors pressure Bnancial instibabions o offer more appropriately priced and
transparent servioes (Chileshe D009), A prior stud y found that a low Heracy rate makes
MEME fimamcing difficult for the SME finance business (Main 2008)

This paper is closely related to the literature on @ determinants of MSME formal
credit accessibility. A previeus study has focused on the role of fimancial literacy in the
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performmance of MSME= (L1 and Cian 20000, Our paper extensds this literature by providing
evidence that financial iteracy and credit terms affect aceess to formal ensdit and perfor-
mance MSME in Indonesia, This paper alsoextends to the studies by providing evidence
by fined the effect of access o formal credit on MSME performance,

1. Hypotheses Develvpment

With the growth in access to credik by MSMEs, in addition to helping stabilize g
economy, credit i also beneficial for MSMES as a safe and sustainable source of fanding
MSME performance results from work achieved by individuals im a certaim peried, 1t =
related o the sise of the vahe or standard of the company where the individual works while
simultaneously confirming that pedformance is the organization’s success in reabizing the
strategic goals that have been set previously with good behavior. The organlzation expects
that a good performance pEduced by am MSME will enable it to be stronger and become the
backbone ot the soonomy and play an increasingly mportant role i e national economy

In recent vears, the issue of financial literacy has been hotly debated . Special attention
b Bnancial literacy i canssd by the govermment’s desire to have quality neddents and
et fimancial :il.'ll:‘l.‘".'iHE‘:l'H.‘.\'_', which will ]:u.u'ita:l_\r impact the ECTEATIY. Fimancial literracy is
financial know ledge to achieve prosperity {Lusardi and Mitchell 2017), Finamcial literacy
relates b HFIH.'H-':I'I‘S ability to g amd P-Ja.n finainces. .ﬂu:c\-:u'di:l.ﬁ tor thie Financial Services
Authority (OK), finencial planning is about how to live a simple life according to one's
fimancial capabilities and prepare for a prosperows future. Ignorance of the Importance
of financial literacy can resultin a lack of access to financial institutions so that sellers
of Emancial products easily influence them, which can hinder the countrys econcmic
development Ineveryday life, not everyone has sufficient fimanadal knowledge or = said o
Be well liberate. Several studies have found that the general public's financial literacy level
is still Lovat { Lusandi and bikchell 2007,

A prior stady emphasized that credit terms are standards set by credit provider
irestitutions that delstors must meet. These conditions are used o determine the debior's
ability torepay credit (Eumar et al. 20210, From the point of view of the coedit provides,
credil terms are used to assess cradibtworthiness and as collateral for credif tisk that the
debtor may not pay off. Credit terms that are too comiplicated will lead to the debtor being
uninterested in applying for a lean from a formal cedit provider. This is becaus: MSMEs
tend to be hesitant o fulfill credit requirements, Afler all, they do not understand the
relationship betwesn their coedit needs and the credit conditions imposed on them. In the
comtext of MSMEs, formal financial insttubons are very interested in ]:ln:w:idinH credit ko
MSME ovwners swhio cam contribate a portion of the starting capital or provide some sort of
collateral worth the enedit {Asab ot al 2020). The risk of business faihare in MSMES makes
formal crecit provider stibutions requine credit mosuch a focm of sk owned by formal
credit providers in providing credit to MShEs,

21 The E__I‘i'i'r.'] i Lateracy on Avcess to Formol Credi

Pricsr research shows that education lesel is one fackor that relates ko financial |.'i|:|.~'ra.|:_'.'_.
debt mamagement, savings and credit, and fAnancial plamming in the futare (liminto et al
2004 A previous study stabed that finandal lteracy affects the aocess te finance of M5MEs
{Zusan 20200, Lack of financial literacy is alzo associabed with a lack of access o financial
products and eften the filure to use them (W kundabanvanga etal 2004). Baged on this,
MSME actors have limitations in accessing credit because their financial literacy is low due
bor higgh fimancial literacy. Strongly influences banking bebavior. This finding is supporied
by resgarch that states that people with high financial knowledge tend to regrulate their
financial pattems and make financial decisinns based on their financial records (Cuzman
ot al. 2014 In addition, individuals with Hmited edoucation cannot make sffochve finamcial
product chedces, limiting their credit access.

Hypothesls 1 (H1). Firancid lteracy significantiy affects access fo fornna! coedild
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2.2, The Effect of Literacy on MEME Performace

A prior study provides ownets o managers of MSMEs with valuable financial literacy
insigghats (Susan 20200 Previous studies also revealed that the empirical results demonstrate
that fimancial literacy significantly positively affects entrepreneurial participation and
performance (L1 and Oian 20200, Ancther previous stady showed that financial liberacy and
capital substantially affect l:r:a:lrm.:nc:' (sodbilaww et al. 20200 A survey conducted by the
Financial Services Autharity stated that the comtribution of the MSME sector in Indonesia
B proven o be very significant for the national economy by contributing &1 percent
af the Girove Domestic Product and abmnﬁngﬂprml: of thie mational workforce. The
role of the MSME sector in supporting economic grow th reguires the strengthening of
MEME=. One form of strengthening MSMES i= to increaze the abili@to manage finances
and expand financial access for MSMEs.. Financial litercy is defined as knowledge, belicfs,
and skills that infhience attitudes and behavior ke improve the quality of dedsion-making
and financial management in the context of welfare, With this understanding, it is hoped
that financial services business actors, product consumens. and the wider community will
not only know and understand financial services but also increase their ability to miie
decisions, The result of pesearch conducted by Agyel (A118) stabe that financial literacy has
a positive ethct on MSME performance.

H]."Ihﬂ:huii {H). Firaricfo! I'JHH.L‘H e i shpidfrenn! effect oo the perfornntinee of MSAEs

2.3, The Infisrence of Credit Terms o Acvess be Formal Credit

The willingness of MSME actors o acoess formal credit depends an how complicated
the reguirements are, Collateral reguirements have a great oppertunity b0 limit access o
eredit. Formal credit provider imstitutions usually provide credit in more amounts, kanger
payment periods, and lower imterest rates when prospective debtors offer guarantees
{Mkundabanyvanga ef al, 2004), Debtors who offer more guarantees will receive good
treatment from formal credit providers and easier cosdit acces. This explanation conchudes
that credit nequiternents incthe farm of ool lateral, positively influence acoess be formal credit,

Om the other hand, unsscured debbers will have a negative impact on aooess o formal
credit. Credit repayment was also one of the essential factors in accessing formal credit
MEuncdabrany anga (M kumsdabany amga ot al, 2014) found that the credit payback period had
a megakive effect on access to credit. This means that when MSMEs feel that the payment
FL":I'i:Jd i inflexifsle, I:hr_'}r are lagy ]ik:l].- to access credit. IF can be concluded that access
ter formal coedit is cavsed by the credit repayment peried, This study also stated thal
lending terms have a significant and positive effect on access bo formal credit by ShEs
{Mkursdaksivyanga ef al. 2004).

Another thing that limits access to fermal credit is the interest 1ate charged om credit
If the interest rate is deemaed not in lime with the expectations of MSME actors, then MSME
will not apply for credit at a fermal credit provider.

Hypuothesis 3 {H3L Credi) ferme sigrdficantly affect acoess b formal crenit,

2.4, The Effect of Crdit Terms oor MEME Perfoomance

Previous research emprhasized that a Large or small business cannot be separated from
capital prublems, espedally in the MSME sector (Buchdadi et al 2020k There ane still
gpuite a lot of MSKMES that are constraimed by capital in their development etorts. Un the
ome hand, MSMEs have difficulty accessing credit because the conditicns are cornplicated
When applying for credit, the condition that MSMES fake inte considenation the most is the
ease of credit terms and interest rates compared to the loan repayment period. According
ter {Hiansen o al, 2021 ), credit terms affect business development, o it is necessary o miake
iteasy to obtain business capital with affordable intemst Fates,

H}'Fﬂ'ﬂ'lﬂ:i.l 4 THA) Crel ferme s'ﬁnr’.‘imm’flu affict MSME p:.l_'lf'::r.l.umlr.c.
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2.5, The Effect of Avcess ta Formd Credit on MSME Performuance

As a result, the World Bank consistently advocated banking sector meform, and credit
programs have been a popular intervention by governments and donoes for decades.
In addition, with the Increasing focds on blended finance In development assistance,
many donors consider support to private banks in the form of lean guaranbees to bean
ircreasingly attractve instrument for MSME development. However, the developmeni
imipract of micro-loans e enterprises and guarantss schemes to banks was somewhat smaller
than expected (Fafchamps and Woodruff 2017 A& prior study found that credit accessibility
has a sigmificant positive effect on Anancial pecfemance (Mgt and Wanmego 20200 Coe
reasen is that the performiance of MSMES is very heterogeneons in this situation. Selecting
and supporting companies with growth potental = very important, However, this isa
formidakle task; enfrepreneurial ability and other traits of company owners and managers
are valuable predictors. In particalar, { &gy el 2015} stated that competent owners have a
significant marginal return on capital, while (Fafchamps and Woodratf 2007) and (Mokense
and Wondrute 2015) tound that business management abibity can predict company. growth

Hypuothesis 5 (HSL Aceess b foromil creddd sigmificantly affeck MEME perforannce.

3, Method, Data, and Analysis

This quantitative research includes d@lanatory fassociative research accompanied by
hypothesis tesi@fls: the populaton is 324 Micre, Small, and Medium Enterprises (MSMEs)
imt foner cities i Eat_la\a'ﬁ'ﬂl.uri:h_. Muojokern, Pasurnan, and Gresik) that have taken credid
frorm the formal sectoe. The sample =ize in this shudy was 100 MSME actors with the critera
that they were stll active iffihe business until Decernber 2021, are MSME actors as well
as owmiers, amnd h.wlaeen actve in business for at least ten years, The MSME sector in
this study included: handicrafts, shoes, bags, wallets, suitcases, acdfzories, headscarves,
Muslin elothing, and delivery. This study wses four variables. First, financial literacy is an
independent variable, Firancal management ecroes eocur due to a kack of undecstanding
of fimancial literacy. Second, credit terms are independent varialbles. The willingness and
alility of MSME actors o access financial products ane based on how complicated the
regquitements that MSME actors must meet are. The dirmensions used o measure credit
redquirerments i this study are the value of the guarantee, the period of loan repayment,
and the interest rate, The three dimensions of the credit terms variable come from researnch
{=iasan 2012 which states that the coltateral vahoe, loan repayment ]:ll.-ri.l.1|:|_, and interest
ribes condribute the highest nurnber of dimensions in explaining the variable, Thind, access
b forrmal credit is the dependent variable. MSME actors in aocessing financial products ame
Based on the complexity of the requinements. Guarantee requirements have a kigh chance of
limiting access te credit, Formal lending institutions generally provide mone credit, longer
payvment periods, and lower interest vates when prespective debtors offer guarantees.

The lsan repayment period is also ong of the important things in accessng, formal
credit, (MEundabanyanga of al, 2004), Another thing that limits access to formal credit
i= the interest rate charged on credit, IF the interest rate is deemed nist in line with the
expectations af MSME actors, then MSMEs will met "F’PJ]" for cregdit at a formal credit
prowvider, Fourth, the performance of MSMEs is the deperdent vaniable, Acoess to formal
ceadit will have an impact on the capital owned by MSMEs Meanwhile, capital has an
essential rele in imping the performance of MEMEs.

Collecting data using a questionnaire with a Linkert seale of 1 1o 5. Al statemen s in
the questionnaire are based en inffkators from each variable studied. Respondents” answers
wens collected and recapitulated . This rsearch wses Smart Partial Least Square (SMART LS}
analysiz. Validity i measured by Outer Loading = 070, meaning the statement i= dedaned
valid. The construct is reporked reliable in reality tests if the composite reliability value and
Cronbach alpha = 0§ (Choeali 20005 The structune of the meedel shows three criteria that
mensure the effect: B-Square, F-Square, and Math Cosfficient Estimation. B-5quare is a fil
el i the B-Squane values ape .75, 050, and 025, it can be said tat the model i= strong,
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moderate, and weak spectively {Ghozali 2014). F-Square if the F-Square value is 0,02, (115,
it (135, it means that the predictor variable has a nspective weak, mndﬂ'ﬂ and substantial
effect om the strischre (). The path cocffichent sees the significant influence betsween vanables
by Tooking at the parameter coefficient valees and the statistical significance value t through
the bootstrap method. The definition of operational variables is piven in Table 1.

Table 1, Definition of Operabional Variables

Mo Yarlable Crperational Defimitions Indicatar
. Easeof obiaining credit from the fermal credit providee
4 Frevuency of aciesing credit helgs busimess gnmth
Access ta Farmal creditis the & Availability of ivdermation reganding MSME loans,
absence of absmeks 4 Fleillity of REMES in accedaing credit,
o related b pdininsbrative costs 5 Cnedit negalabicns adfect MSME decisions tooapply fir coedit
Formal cedin. procuduris ot formal cnadiy & Demannds for gaaranbess Tmit coedit applications,
nocess (LA providers felt by MSMES 7. Access to credit helps business growth
vl applving fi credit B The mportarce of establishirg relatiarships between MSMEs and
fLisimbie and ddubur 2y, credit provides irstitutiors.
9 Compatibility of credit fulfillment from credit-providing irsbbutions
with the amount that MSMES need.
WL Ineressed paomber of credite
Perfnrmarnce 1s the success af
+ Bestormance D luulr.::d 11 :;_“'l‘-‘hﬁﬂ-’“'“"- i
= S B e S sk whkhn,
i strabegic goads with the 3 J’:-.-Ht;n:wg:hu
exprachid behavior (W
] Fayanke 017}
I MSME cvmers can pay masimum irstallments at matirity
1 Excavabing information about meguirements between credit prosader
institutions
A Ueing half of the MEME income to pay for credit
Financial literacy is your 4+ MEME envmers can manage dits
ey abifities and =kills i marage 3 M'_'l'!:r'IE-:rwm'rE- Koy the mmpact od inflation aad inbenest rabes om
: ; bk, savirgs, and credit ared busimess loans ) )
Literacy (FL) plan For futume finamis A MEME mvners ki the nomdred amount of Beir busimess dedbbs,
fLustasbs el Mt Hi60), 7 MSME cwmners can compile financial reports for thedr businesses.
5 MSME ajwners can analyae financial neports.
9 MSME cnvners can record cash books.
Hl MSMEpaeners can balance the gereral ledger i the firancial
skabermaenbs,
11, MSMES ane sabpect fi iy pavimemts
1, MSMEs can pay mvemest rates sel
T Fised loan interest cabes throvglhout the loon repavmest period
3 Thue uses OF criadid by MSMES For business capital,
4. The ban repavment ol follonys the MSME's capabili
St stamcands 1o pay off |,_-P.u:;5. L i
by credit provider institubions 5 Theneis a reward for MSMEs when the amount of credit inereases.
Credit Terms  Tab mustbe metby deblars — The lnan mepayment pericd depends on the nomiral
4 T whene these PG s e amount dE the credik
used 10 determine ar 7o The gusrarbe: imgosed on MEMEs fillows the MSMES ablity t
determine the debtor s ahiliby Jubill it
i repay credt {Swan J052) & Availabiliby of guarambes owiesd by MSMES according tofhe
atipalnbed pequinements,
8 Availabiliby of assets con b ased as oollatera] o bekr business grow,
M. Obtain a more significant amount of coedit when the value of the

collateral provided increases.

Resouroess (Lasmbs and Flutnin 2000 Martome and Bivaran 3007 Sisan 20030
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4. Result

This study used & sample of 100 espondents among M5SME=s who had access to
Tormal credit.

d.1. Descripecee Amplyss

In terms of the latest educabion (Figure 1) 11 was explained that the magerity of
respotidents graduated from high scheal, as many as 58 people (58%), 27 peaple graduated
from S1{27%), junior kigh school graduates 10 people (10%), elementary school graduates 6
peophe (6%, master's degres graduates totaled & peopbe 3 (3%, diploma 4 peaple (4%), and
mioschoed 3 (3%, 50, it can ke concluded that most respomdents do not have an aooounbing
ar fnancial education background.

B Magister Depres
B Buchelor Degree
B Senior High Selbaeod
71 Primary School
Driplomea Degree
B Mot in School

Figure 1. The labst educabion of respordents

In terms of the number of employees (Figure 1), it was explained that the majority of
respoidents had 2-5 employvees in as many as 53 MSMEs (53%), 1 employvee in as many
as 26 MEMES (26%), 610 employes in as many as 12 MSMEs (129%), 11-20 employees
im as many as 3 MSMEs (3%}, and > X employees in as many as b MSMEs. So, it can be
conchuded that rinst MShEs have employees ranging from 1 bo 5 people, meaning that
they do not have time to prepane financial reports. The followdng are descriptive statistical
data of research variahles (Table 2}

B MNumber of employess |

I Numbeér of employees 2~ 5
1 Wumber of employees & 10
O Mumber el employess T - 2
B muwmber of emiployess =X

Fignire . The fiumber of employees
Tabbe T, Deseriphive St fistios
Yariables N Pl vy Paximum Mlean Skl Deviation
FL HLY] 2AHE 4.82 35155 {1.73243
CT 10 280 5.0H1 2401580 {20302
A 10a 210 4490 3,750 1.53524
PF 1m0 267 SH) 4.WhET [t

The: results of descriptive statistics show some interesting information. Fiest, fnancial
Nteracy has a minimurm score of 2 eul of a maximum score of 5, with an average soore of
35155, The average score is 70,31 % of the maximum score of five, This means that the
understanding af financial Bteracy is only 7031% and is ned masimized, so it can still be
imcreased by 258 69%, The average score of financial literacy ks the lowest among the four
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]
variablies, Second, credit terms havw.minjmum sopTe of 280 outof a maximurmn soore of
3 with an average value of 4.0580, where the average value of eredit terms is equivalent
ta B 6% of a masimum score of 5, meaning that the understanding of coedit bermes still
has ko e increased by 16.684%, The minimum value offffedit terms is the highest of the
athier four variables, Third, acces: to formal credit has a minimum score of 210 out of a
maximum scove of 5, with an average soore of 2795, The average score is 79,905 of the
maximum score of 5, meaning that access to Formal credit can shll be increased by 20,10,
This shows that BMMSAMEs E:L-rt lava have L'E'l.al.'i.\l'l!-]].' HH':". access b forrmal credit. Fourth,
MEME performance has a minimum score of 2.67 from a maximum scove of 5, with an
average score of 40667, The average score is equivalent to §1.33% of 4 soore of five, This
meate that the performance of MSMEs can still be improved by 1867 the average score
and achievernent of MSME performance are the highest scares of the four other variables

4.2 Test e Ouality of Research Dt

Tably shows that the outer loadings of the four variables show resulls between (0.713
and 0.625 with a positive value greater than D70, Likewise, with Cronbach's Alpha, the four
wvariables have values betwese 0,791 and “-ﬂ greater than 0.7 Thus, the value of outer
loadings and Cronbach’s alpha indicates that the research instrument used in collecting
data from respondents s valid and reliable,
Table 3, Validity ancl Rediarility Test Results

Variable Chater Lowdlings Crombach Alpha Information
Financial Literacy {FLI RT17-00 788 {17 %alid and Rehable
Cnedit Termes §CT) (T2 TS 798 %alid and Reliable
Formal credit Access (UA] LIE AR TR LR {hE41 Yalid nnd Belialsde
Performance (FF L713H4LEES (1 Walic and Behable

Testimg the structural medel of this study using Fartial Least Square {PLS) analysis
The software used is Smart FLS. The resultof the B Squane value for formmal credit access i
(150, which can be cabegorized as moderate, and the performance variable of (L85 can be
categonzed o strong. From the results of the F test for all variables greater than (U005, itcan
b comcluded that the meodel used §this study is feasible o s,

Furthormore, the test restulls ased b see thae :ﬂgﬂiﬂm‘ux af the mfluenice betwesn
variables have significant results for all hypothesis testing: heve ate the resulls of testing
the research hypothesis,

The results of hypothesis testing (Table 4) can be explamed as follows. It proves e
first hyypothesis that financial teracy significanthy affects access o form@oredit, Personal
fnancial management with financial H‘beral::u ran h!l]:! mﬂh’.&iﬂ"ﬂuiﬂﬂﬂ deciions Ome of
the impacts of having good fimandal literacy is that someone will be encouraged to have
Aoz o formal credit because formal credit has larger funds that can be channeled than
non-formal credit. This study supports the cesults of previous studies (Hakim et al. 20085

Table 4, Hypothesis Tesbirg,

Hypothesis Ciriginal Sample Stamalard T [ Chegisiom
Sample Mean Dreviation  Skakistice Valus

M1 FL—ALC LT 11454 L 143 {0116 Accepied

H2 FL—+ FF {8 044 (5 0EST {052 Acoepied

HACT+CA ~00l= {LO20 L 1&7 L {123 Acvepied

HA CT—PF (kT2 IRy 030 o2 ALIHHE Accepied

H5 AC—IE'F Q0 —{LIFE3 {hiHe 0553 {1 H Apagred

The second hypothesis proves that fimancial literacy significantly affects the perfor-
mance of MSMEs. Financial Bteracy's important mole can belp MSMEs improve performance
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1
by using three indicators: sales growth, customer grow th, and profit grow th. The results of
this shady support and complement the reseanch conducted (Bachalacdi et al 2000; Solulans
ab al, 02 e amdd FKulathumga 20049),

The third hypothesis proves that credit terms significantly affect access to fermal credit
The stricter the credit conditions set by credit providers i the formal sector, the frver MSMEs
will obtain credit, aned wice versa; the lighter the cnedit conditions, the more MSMEs will obtain
credit 5o, credit terms have a significant adverse effect on access to formal ceedit.

l":r:winE the fourth h].lpn:rl.‘l'lt!ﬂix that credit berms ﬁgni.l’il:antl}- affect the ]:vur.l:-:m.:nl:e of
MSME=s. Determination of credit termms will signi ficantly affect the developrment or decline
of a business due to funding. 5o, the credit term@ignificantly affect the acquisition of
MEME funds in order o improve performance. The results of this study support and
complement the esearch comducted {Hiar=on of al 2021

Proving the fifth hyrpothesis that formal credit acoess significantly affiects the perfor-
mance of MAMEs. Access fo formal cred it is essential in maintaining the survival and
performance of MSMEs because the fimancial process is the heart of business activities
regardless of how well managed, A business will neither survive mor thrive wi thout suf-
ficient funds for 1.\'11|.'ki.nH uﬁl:.:l needs and imvestment i Aced assel o achiove e
custemer, and profit growth. The results of this stady support and complement the research
comducied (Cheomg el all 300 Ve and kulathunga 2005

5. Discussion
5.1, The Effect of Financial Literacy o Access bo Formal Cretit

The calculation resslis show that fnandal literacy signifcantly affecks access to formal
credit because the P-Value value of (.016 =€ nallber than 1L05; thus, the first hypothesis is
acoepbed. This result is supported by (Mo ef al 30200, wha found that Anamcial literacy
pusitively afects access ko formal credit. This proves that the fimancial Bteracy of MSME
owrners influences acoess to formal credit. The more MSME owners have high finanicial
literacy, the more MSME owners will increasingly access cradit at formal credit providers
imstitutons, such = bamks, coorperatives, amd state-cwened loans. On the other hand, BroLps
without financial literacy canmot make effective financial decisions, thus limiting their
access o credit

Based on descriptive analysis, it is known that the last education of the majority
of respondents was in high schoal In making financial reports, of course, they mesd
knowledge of good fimancial records. However, MSMEs do mot have to have a recent
accounting-based sducational background o gain access o formal credit. This resuli
shows that the educational background of MSME owners only affects the absorption of
acopuntng knewled ge but does mot describe their behavior towards financial products
such as accessing credit. This result could oceur in this study because of sducation in
Indomesia, where the depth of learning is adjusted to the level of educaticn, In this stady,
thie respomdents were high school students, so the knowledge gained was only the basics,
not ke cheep. This is also in line witha previcus shisdy that states that college students whe
have taken subjects relate@e financial rmanagement do not seem to have subfident financial
kmowwbedge (Susan 200EL Tt can be concluded that the last @ucation of MSME owners and
financial biteracy possession is a different matter. However, the resalts of the first hypothesis
show that fimancial literacy has a positive effect on access 10 formal credit. These results
indicate that althowgh most M5SMEs do noet have an acopunting education backg round,
MEMEs can still access formal credit. The absenoe of a background in accounting is an
ofstacle for MSME owners in managing their finamoes, se it 15 necessary b have employess
whio speciically handle accounting even though MSMEs cam stll access formal credit.

Based on the fnancial literacy varable with debt literacy and financial planning
dimensions, the average respondent’s answer i2 3, 14, which is categon zed as good enough,
which means that respondents can shll access formal crediteven though their financial
literacy is deerned o be only quite good. The highest average indicator in the vanable




L Résd Flwowcia! Ay, W03, 16,52

1ol 14

shows that respondents agree that they always compare debt terms when going into debt
However, respondents are also classified as being unable to make good financial reperts,

Individuats whes do not have fnancial literacy face more significant challenges in
maraging debt, savings, and credit, as well as a lack of financial planning for te future,
which can afect the mdividual’s ]:la.rﬁl:ipati.-:m financial products {Abad-Seeura and
Gonadder-Zamar 2019, This stitement supports the results of the research hypothesis thal
finangl fiteracy hos a positive @ffect on access to formal credit providers. Based on the
mean of the financial I:'ihfm:].- wariable, the indicator with the statement that the rﬂpmdmt
compares the terms of the debt before the debt means that the respondent is careful in
determining the type of credit suitable for his business,

The acceptance of the fimst hy pothesis confinns the statement in previous neearch
by (MEundabanyanga of al, 2004% that MSME financial literacy plays an essential pole
in determining financial decisions taken by MSMEs, especially sources of financing for
busimesses. In Indonesia, Anancial lteracy is one of the barriers for people to access credit
High financial literacy will affect MSMEs" credit access b increase their capilal sources. The
fear MEMEs feel in accessing credit i= the inability o pay off debt Therefore, it is necessary
toy knowe about managing debt because financial literacy is important as it is related b the
vweelfame of the MSMEs thernsclves.

;
5.2, The Effect of Financiaf }..Hrrrrq..nr MEME Performance

The calculation pesults shaw that Anancial literacy significantly affects the perfermance
e MSMES because the P-value of (1L.032 is smaller than 0.05; thus, the second hypothesis i
accepted. This proves that the financial literacy of MSME owners influences performance.
The more M5SME owners have high financial literacy, the more they will be able to make
smart deciions e improve their performance. These results support research conducted
by [Agvel 2015; Buchdadi et al 20200 The President of the Republic of Indonesia prepared
a natiemal strategy related o financial literacy, This raises awareness for MMSME= aboul
the importance of fnancial literscy mincreasing their business, This is mnportant because
MEMES are the backbone of ASEAN countr§} in absorbing: labor and foreign investment.
A previous study revealiad o poesitive effect of Financial Literacy on Access o Finance of
MMSMEs. Financial Ji.u'.r.::}' aJsuEm'ilri.\-el}r impacts the Grovsrth of MSMES {(Susan 2020

5.30 The Effect of Crealit Termes o Acves fo Formal Creali

The calculation results show that credit beems significantly affect access te formal credit
because th p-Yalue value = 00023 < 005, Thus, the third hypothesis is accepted. It can be
comchuded that the credit requinements that formal credit-providing iretitutions have set
influence credit acces: o formal credit-providing insthotions, meaning that if Formal credid
providers provide easy credit kerms, MSME= will further increase thetr access to credit al
formal credit-providing institutions. These results follow the shady of Mkundabanyanga
et al. {2004), which states that credit requirements significantly affect access to formal
credit, Avcording to (hMain 2005), when MSME= feel that the requirements imposed by
formal :r-_'q']i.t-an.'Hi.nH institutions are too |:|.1|.'r||:|-'|i.|:a.t=|:| and cannot ba mat, BISRMES wAill
Ieosk for uther sources of capital. However, if the requirements imposed by the formal
credit-providing institution are easy, then MSMEs will confidently acoess cradit at the
fexrmmal eredit proscider institation.

A xtud}' b_g,rﬂ"klil'. fanti and Hokim 2017 indicated that trust is0ne of the 'ul'l.]:!urtanr
elements bebween debrors (MSMES) and credit proaiders (formial eredit providersk,. When
MEMEs feel comfortable with the credit they apply, the kemal credit provider instibabions
can be conswdered a source of sustainable business financing. Besearch (Mkundabanvanga
o al. 2074 states that MSMEs will always complaim that the credit requirements imposed
o their buzinesses are complicabed even though they can meet the credit nequirements
that have been determined.  This statement folkows the Anding that the highest mean
on thie credit termis vartable indicates the guarantees owned by MSMEs, This means
that MSMEs agree that they kave the guarantess reguired by formal credit-providing
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imstitutions. Sl based on the suggestions writlen in the questionnaire, it is stated that
MESMEs wand lghter guaranbes terms, This mesms other faclors that affect access to formal
credit ave not explained in the study.

The mean on the aredit terms varialble with dimensions of collateral valwe, inkerest rate,
and payment planmings i 4.05, meaning that respondents feel that the credit requiremients
imposed on their business are appropriate. This follows the breadth of MSME financing
spuroes, Most MSMEs access credit through micro-credit and cooperatives, where the
two credit-providing institubions provide relatively easy requirements even though the
interest rates charged by micro-credit-providing banks are still relatively high. Based on
this statement, it can be comcluded that other factors not included in this study cause
MEMES to continue foaccess Credit even though they still feel that the interest rate charged
tor thiedr business b= oo highs, even though they can Fulfill it In addition, although MSMEs
fieel that the guarantee imiposed ¢m their business is too farge, credil proadder imstibntions
will proaide a larger amount of credit, a longer loan repayment period, and kaver kan
interest rates when the debtor provides guarantees following the provisions

5.4, The Effect of Credift Termes oo Access o MSME Performuanre

The calculation resalts show that credit terms significantly affect the performance of
MEMEs because the g-Value value i 0000 < 005, Thus, the fourth h}']:!nﬂ'u:ﬂ'is iﬂa::uptud.
It can be conchadesd that the credit requirements set by formal credit-providing mstitutions
influence credit acoess 10 formal credi-providing inst o bons, meandng that if formmal credil
providers provide easy credit terms, MSME will further increase their access to credit at
tormal credit-previder institutions. Many studies have been carried out on the role and
performmance of MSMEs, especially concerning their contribution te advancing the rational
and regicnal ceonomy. Performance anabysis is needed to provide feedback on impmoving
the mle and position ofa company. The rale of MSMES im the last few dicades has been
comsidered strategic, Sl it is considered thal their performance has mot been rnaximized
in facing competition and overall production growth in a coumbry. Analysis of the influence
of many variables on SMEs’ performance is critical. Some studies show that the problems
MSMEs Face tl:ldé'i are the capital aspect.

5.5 The E__I';':t'r.'l o Arewas fo Foronn! Creslit oor SA50ME J"r.l:,l'h.rrr.wm'r

The calculation results shew that credit terms significantly affect access to formal
credit becaase the p-Value vahee 5 0018 < (105 Thus, the fifth hypothesis is accepted, It can
b conclsded that the credit requirernents that foremal credit-proanding institu ions have sel
influence credit acoess to formal crsdibproviding instutions, meaning that if formal credit
providers provide easy credit terms, MSMEs will further incresse their socess to crdit
at formal credit-provider imstitutions. These results support the research. In Indomesia,
various serninars and meetings have been held to make it easier for MEME businesses ko
access fimancial institutions to improve performance {Dorfleitner et al 2007). It is absoa
mational strategy toencourage MSME busimess growth, Several studies conducted by the
World Bank in various countries found that fnancial inchesion plays an important rele in
alleviating poverty and encouraging the growth of MStdEs (Martono and Rivanto 2017),

The mean of the formal credit access variable with the dimensions of the mamber of
credits and the frespuency of aking credit has a value of 3.795, which means that respondents
wha, in this case, ane MSMEs foel that acoes to formal credit s easy. Thas facility is certinly
beneficial for SMEs in increasing their business. Bazsad on this statement, other factors
cause MSME ]:rerfm-mam.'e o increase [Markoase and Eiyamto 2007,

6. Comelosions, Limitations, and Suggestions
6.l clusions (4]
Finanl:iallklzrar_p hais a Wﬂhtd&cl om access by formal credit. The Bt hﬂ:h:l:hn:ﬂ.ia

stating that financial literacy significantly affects access to formal credit is accepted, This
re=ult, m‘ppurh'_':l I.!:l.- {Xu el al. 2020), found that owners” fimancial |.i|:u'a|::|.' eomtribubes to
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informal businesses’ formal credit accessibility. Therefore, the higher the MSME ownsers'
fimancial likeracy, the asier MEME owners will find it to access credit ab formal credid
providers institutions, @ch a5 banks, cooperatives, and state-owned loans,

Fimamcial literacy has a significant effect on the performance of MSMEs. The second
bhoypothesis stating that Anancial bteracy significantly affects the performance of MSMEs is
accepbed. Therefore, the higher the MSME owmers” fimancial literacy, the smarter they will
be in planning and r@fnaging finences to improve performance, This result, supported by
{TerHour ef al 2022), pevealed a Rizﬂl'!i.ﬁl:ai'l:tdﬁuctﬂf firancial ]':I:-u'al:].' o firm FE!'.F‘!AI‘I:'I'LH.I.'I.I:"E
foth financial and non-financial perfermance).

Credit termms have a significant effect on access to formal eredit, The third hypothesiz
stating that credit terms affect acoess to formal credit is accepted. S0, i can be conchaded
that the credit requitements that formal credit-providing imstitutions have set imfluence
credit acoess to Formal credil-providing institubions, meaning that if formal credit providers
provide easy credit ferms, MSMEs will further ncrease their credit access to kamal credit-
providing institutions. O the other hand, the more complicated the credit pequirernents
set by the cradit provider, the fewer MSME= will aocess formal credit

Credit terms: have a significant effect on the performarce of MEMEz. The fourth
hypothesis stating that credit terms significantly affect the performance of M5MEs i=
acoepted. So, it can e concluded that the determination of credit terms that consider the
business capabilities of M5 will inprove pecfocmance, 5]

Avcess e formal credit has a significant effect on the performa§lie of MSMEs. The fifth
hypothesis stating that credit access has a significant effect on the performance of MSME=
iz accepted. So, it can be conchuded that as access to formal credit & expanded, MSME
busimesses can inprrove thelr operational activities, which will stignificantly support their
performmamnce,

The fulfiliment of the five hypotheses above indicates that improving thie gquality of
financial literacy and credit terms needs 1o be undertaken in Indonesia, especially in ShEs,
This is im lime with @evious reseanch, especially in research by {MEundabanyangs ot al
20014}, which stated a positive and sigmficant relationship between pereeived commescial
bank lending ter@ds, financial literacy, and access to formal credit.

The resultz provide initial evidence of the aggregate explanatory power of finandal
literacy, cradit terms, and .:&:u to formal credit by MSMES" performance in Ind onesia
The findings also imply that efforts by the stakehalders to improve financial leracy, credil
berms, and aocess o formal credit of SME= performance are to be enhanced,

6.2, Linritations and Suggestions

From the F beset, it can be seemy Hhot n=earch model has not been maxdmized, it s
proven that the coefficient of determination is stll S0 and B5'%, 5o this research can still be
@vicwed, For further study, hurman sesource competence and financial behavior need to
be added as independent variables bo complihe the model that affects foremal credit access
and peckormance because cnedit access and performance are closely related ko the human
resoumoe competence and financial behavior of MSME owners. Access o formal credit will
e mmore accessdbly, and performance will be higher it is balanced with adeguate human
TESIURCE COmpetencies and gﬂud tinancial behavior. In this shedy, the role of the Foverament
is mot discussed in oo much depthy this can happen becavuse, durng a pandemic, the
government is very focus@l on tackling the pandemic, so it i hoped that MSMEs will be
irdeperdent to survive, Puture research is expected to discuss the rele of governmeent
in-depth and to build interesting collaborations bebween the governmint and ShEs,

Based om the e-:tud_'!.' r=ult, it is meesary to fosceias oy i spl.-q'.'i.f:i: Business Aeld, since
different business industries might have different characterisiios and envirsmente Futune
shisdies may comsider a specific business of the industry. Furthermone, the stody focused on
Finameial Literacy and credit terns as an independent variable. Future shedies may consider
avthier i.'n-cll.-]:!mdun‘t variables, which could include either internal or extermal factors of the
WEMEs with a broader location in Indonesia.
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This study s results will impract subsequent research, especially related to financial
liferacy that is beirg developed in Indesusda. This neeach hopes o provide changes in
kmowledge about modern fimance in M5SME= in Indonesia.

The government and companies providing financial products and services must carry
out activities ko mprove kteracy, such as educatin about credit ferms, access to formal

credil, and training in good fimancial managerment.
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