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ABSTRACT 

Financial literacy is increasingly 

recognized as a foundational skill for 

entrepreneurial success. Young 

entrepreneurs, often driven by innovation 

and enthusiasm, may lack the necessary 

financial knowledge to manage business 

operations effectively. This paper examines 

financial literacy as a key determinant of 

sound financial management among young 

entrepreneurs. It explores the relationship 

between financial knowledge, decision- 

making, and the sustainability of 

entrepreneurial ventures. Through a review 

of literature and analytical discussion, the 

study identifies major gaps in financial 

awareness, highlights the consequences of 

poor financial management, and proposes 

measures to strengthen financial literacy 

through education, mentorship, and 

institutional support. The findings 

underscore the importance of integrating 

financial education into entrepreneurship 

development programs to enhance the 

financial decision-making capabilities of 

emerging entrepreneurs. 
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INTRODUCTION 

In recent years, the entrepreneurial 

ecosystem has become a key driver of 

economic growth, innovation, and 

employment generation. Young 

entrepreneurs, in particular, represent a 

dynamic force capable of transforming 

ideas into viable enterprises. However, 

while technical and creative skills are often 

emphasized, financial management 

capabilities remain a critical yet 

overlooked factor in entrepreneurial 

success. Financial literacy — the ability to 

understand and effectively use financial 

skills such as budgeting, investing, and 

managing debt — plays a central role in 

ensuring that entrepreneurs make informed 

and rational financial decisions. Inadequate 

financial knowledge can result in poor cash 

flow management, over-leverage, and 

unsustainable business models, leading to 

early business failure. According to various 

studies, a significant proportion of start-ups 

fail within the first five years, often due to 

mismanagement of financial resources 

rather than lack of innovation. This paper 

investigates the extent to which financial 

literacy influences sound financial 

management practices among young 

entrepreneurs. 
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LITERATURE REVIEW 

Financial literacy has been defined by the 

OECD (2018) as a combination of 

awareness, knowledge, skill, attitude, and 

behavior necessary to make sound financial 

decisions. Lusardi and Mitchell (2014) 

argue that financial literacy not only 

improves personal financial outcomes but 

also enhances business survival by 

equipping entrepreneurs with the ability to 

evaluate financial opportunities and risks. 

Financially literate entrepreneurs are better 

positioned to interpret financial statements, 

evaluate funding options, and maintain 

profitability. Studies show a positive 

correlation between financial literacy and 

business performance indicators such as 

growth and capital efficiency. Sound 

financial management entails effective 

cash flow monitoring, cost control, and 

investment planning. Entrepreneurs with 

higher levels of financial literacy are more 

adept at maintaining records, preparing 

budgets, and forecasting financial 

outcomes. 

 

RESEARCH OBJECTIVES  

AND QUESTIONS 

Objectives: 

• To assess the role of financial literacy 

in influencing financial management 

among young entrepreneurs. 

• To identify the financial areas where 

young entrepreneurs exhibit the most 

significant knowledge gaps. 

• To propose strategies for enhancing 

financial literacy as a tool for 

improving entrepreneurial 

sustainability. 

Research Questions: 

• How does financial literacy impact 

the financial management practices 

of young entrepreneurs? 

• What are the primary barriers preventing 

young entrepreneurs from acquiring 

financial literacy? 

• What measures can improve financial 

literacy levels and, consequently, sound 

financial management? 

 

METHODOLOGY 

This paper employs a qualitative and 

descriptive research approach supported by 

a review of secondary data from published 

literature, case studies, and institutional 

reports. Information was collected from 

peer-reviewed journals, OECD and World 

Bank reports, entrepreneurship 

development frameworks, and training 

program evaluations. The focus was on 

studies conducted within the last decade to 

ensure contemporary relevance. 

 

Findings and Discussion 

Financially literate entrepreneurs display 

greater awareness of cost structures, 

maintain detailed records, and regularly 

review performance metrics. This 

discipline reduces financial uncertainty and 

strengthens long-term planning. Lack of 

financial literacy limits entrepreneurs’ 

ability to prepare business plans and 

communicate financial viability to 

investors or lenders. Those with higher 

literacy levels can negotiate credit 

effectively, utilize financial instruments 

judiciously, and attract investment 

through transparent reporting. 

Entrepreneurs with a solid understanding 

of financial principles are better at 
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evaluating business risks, comparing 

financing alternatives, and managing debt. 

 

RECOMMENDATIONS 

• Integration into Entrepreneurship 

Education: Financial literacy modules 

should be a compulsory part of 

entrepreneurship and management 

courses. 

• Mentorship and Capacity Building: 

Business incubators and accelerators 

should pair young entrepreneurs with 

financial mentors. 

• Government and Institutional Support: 

Policymakers should collaborate with 

financial institutions to design 

simplified credit and investment 

awareness programs. 

• Use of Digital Learning Tools: Online 

financial literacy platforms and mobile 

applications can make financial 

learning more engaging. 

• Periodic Assessment: Establishing a 

financial literacy index for 

entrepreneurs can help track progress. 

 

CONCLUSION 

Financial literacy is not merely an ancillary 

skill but a fundamental determinant of 

sound financial management and 

entrepreneurial success. Young 

entrepreneurs who possess strong financial 

knowledge are more capable of managing 

cash flow, controlling costs, and making 

strategic investments. Developing financial 

literacy among young entrepreneurs should 

be treated as an investment in economic 

sustainability. 
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