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AAccording to the professional literature, sMes 
play a crucial role in respect of innovation, 
employment and hence, the growth of the na-
tional economy (Acs – Audretsch, 1990; Kotey 
– Meredith, 1997). Nowadays in Hungary the 
role of sMes is especially prominent in the 
knowledge-intensive sector (real estate busi-
ness, professional, scientific and technologi-
cal activities) and in the construction indus-
try, where nearly 90 per cent of the jobs are 

provided by sMes (Hágen – Holló, 2017). At 
the same time, a high percentage of sMes end 
up liquidated (liquidation within five years is 
particularly common among young compa-
nies (HCSO, 2017). According to the inter-
national literature, besides low productivity, 
this can be also attributed to the poor finan-
cial literacy of sMe owners and managers 
(Bosma – Harding, 2006; Drexler et al., 2014). 
This phenomenon not only affects the assess-
ment and understanding of various financing 
opportunities, but also leads to bad financial 
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decisions, loss or even failure (Joo – Grable, 
2000). international research has proven that 
low-level financial knowledge and literacy pre-
vent the making of rational financial decisions 
and orientation in the formal financial system 
of the company (Ihua, 2009; Wiklund – Shep-
herd, 2005).

One of the key factors contributing to the 
growth of sMes is the availability of financial 
resources, as the use of new technologies and 
the increase in productivity and competitive-
ness depends on it (Hewitt-Dundas, 2006). 
The survey conducted by Hewitt-dundas 
(2006) among irish enterprises draws atten-
tion to the fact that the lack of financial re-
sources creates serious disincentives for cor-
porate innovativeness, which is in correlation 
with the lack of financial knowledge, because 
it limits access to external resources and the 
innovativeness of the company.

Foreign and domestic training programmes 
provide information to owners of small start-
up businesses. The main goal is to develop 
the financial knowledge and literacy of young 
and/or micro-entrepreneurs and the effect is 
essentially positive (Bruhn – Zia, 2013; Cole et 
al., 2012; drexler et al., 2014). in Hungary, as 
well, a number of programmes aimed at adults 
and young people are intended to prevent 
vulnerability deriving from ignorance. such 
programmes provide detailed information on 
money, banks, loans, etc. in order to improve 
household management skills (Németh et al., 
2016; Zsótér – Nagy, 2012) that strengthen 
the self-confidence, financial knowledge and 
awareness of consumers.

The socio-economic, anthropological and 
behavioural psychological definition of fi-
nancial literacy consists of several elements 
(Luksander et al., 2016; Németh et al., 2016; 
Kovács et al., 2013; Atkinson – Messy, 2012; 
Botos et al., 2012; Béres – Huzdik, 2012). in 
empirical and descriptive statistical surveys it 
is expedient to consider certain operationalis-

able elements of financial literacy, such as the 
definition used in the OeCd comparative 
international research. According to this defi-
nition, “Financial literacy is a combination of 
awareness, knowledge, skill, attitude and behav-
iour necessary to make sound financial decisions 
and ultimately achieve individual financial well-
being” (Atkinson – Messy 2012, p. 14). The 
OeCd conducts an international comparative 
survey every five years, in the course of which 
they examine the features of financial literacy 
in different countries, including the financial 
literacy, knowledge and financial behaviour 
of people, as well as their attitude related to 
certain aspects of financial literacy. Based on 
the results of the aforementioned comparative 
survey, the financial knowledge of Hungarians 
is above-average, but their performance in the 
practical application of financial knowledge is 
below average (Kenesei, 2014).

The goal of our empirical research is to pre-
sent the financial management behaviour of 
the owners of small and medium-sized enter-
prises according to the financial awareness ele-
ments measured among them. The results of 
our analysis performed on the basis of various 
indicators show whether entrepreneurs

•	know and use certain modern banking 
and financial services and new products;

•	handle money with a thrifty, accumulative 
attitude or this is not their intention;

•	take out a loan for developments or they 
do not want to become indebted;

•	strive for security even by taking out vari-
ous insurance policies;

•	are able to tackle temporary solvency prob-
lems.

DaTa anD METHoDS

Our analysis is based on the database of the 
research entitled Financial Literacy in Hun-
gary, conducted by the institute of sociology 
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and social Policy of Corvinus university of 
Budapest in the winter of 2017, which was 
the third wave of a series of surveys started 
in 2006. data collection was based on a na-
tional representative sample covering nearly 
1,000 companies employing at least 10, but 
no more than 249 employees. The companies 
in the sample were selected from the company 
register of the HCsO, based on the number 
of businesses in the sector of small and medi-
um-sized enterprises and their distribution by 
sector and regional location. The sample was 
nationally representative by company size (10–
19 employees, 20–49 employees and 50–249 
employees), economic sector (manufacturing 
sector, food industry, construction industry, 
trade, services) and geographical location (re-
gion). The purpose of the survey was to collect 
information on the features of financial behav-
iour among small entrepreneurs. in the course 
of data collection, we met the managers and 
owners of the sMes or the employees in charge 
of finances designated by the managing direc-
tor to answer our questions about the com-
pany’s spending, saving, investment and insur-
ance habits, as well as about the company’s real 
data and other financial management details.

in line with the population rates, the com-
pany sizes in the sample are distributed as fol-
lows: most companies (57%) employ 10–19 
employees, nearly a third of the companies 
employ 20–49, while a seventh of them em-
ploy 50–249 persons. The majority (nearly 
half ) of the companies surveyed belong to 
the lowest revenue category: their annual net 
revenue is below HuF 250 million; a quar-
ter of them (23%) realised a revenue between 
HuF 251 million and HuF 500 million, 
while a third of them (31.3%) collected rev-
enues over HuF 500 million in the finan-
cial year prior to the survey. The companies 
were typically founded before 1996 (47%), 
more than a third were established between 
1997 and 2007, and 18% of the enterprises 

are young: set up during the financial crisis 
in 2008 or later; in other words, they have 
been present in the market for less than 10 
years. By economic sector, a quarter of the 
respondents (24.3%) were commercial firms, 
another quarter (23.2%) were enterprises in 
the manufacturing and food industry, a fifth 
of them (21%) provided business and other 
qualified services, a sixth of them were in the 
construction industry and a seventh were en-
gaged in transportation and tourism. Ana-
lysing the actual structure of the enterprises 
in the sample, it can be said that the sMes 
are usually in Hungarian ownership. Only a 
tenth of the enterprises are in the exclusive or 
majority ownership of foreigners: ownership 
is practically homogenous, all-Hungarian. in 
our sample, the percentage of small organisa-
tions founded by family members, relatives or 
friends is very high (67.2%), although the as-
sociates recruited on a professional basis make 
up almost one third (32.8%) of the sMe sec-
tor. As regards enterprises organised on the 
basis of friendship, we do not know whether 
the good relationship between the associates is 
enough for the establishment of an enterprise, 
but we assume that professional commitment 
and expertise also play a role in the decision.

With respect to the qualifications of the 
respondent company owners, two-thirds of 
them (65.9%) hold higher education qualifi-
cations. Most of them (63%) acquired their 
skills in finances and entrepreneurship at 
school, further training and in adult educa-
tion, while 37% acquired this kind of knowl-
edge through informal channels (in the family 
circle, from friends, following the example of 
other enterprises, based on their own business 
practice or through self-education).

The regional distribution of sMes is highly 
centralised: the percentage of small and medi-
um-sized enterprises is the highest in the cen-
tral region (in the capital city and Pest Coun-
ty, 44%). By settlement type, sMes usually 
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operate in the capital city or at county seats 
(52%), less than a third (31%) are in towns, 
while the registered offices of the remaining 
one-sixth are located in villages. Regarding the 
geographical location of sales markets, more 
than two-thirds of the surveyed sMes pro-
vide their services or sell their products exclu-
sively in Hungary: one-third of the enterprises 
sell their products in regional markets, while 
somewhat more than a third operate at a na-
tional level; i.e. they have a presence in other 
regions as well. The share of products and ser-
vices sold within or outside the eu in sales 
revenues is higher than the share of domestic 
sales at nearly one quarter of the companies.

during the data analysis, we used the uni-
variate descriptive method to present the in-
dicators of financial management literacy. 
Where permitted by the data, we also analysed 
the change of the indicators over time before, 
by means of cluster analysis, we identified the 
sMe groups that could be distinguished based 
on financial behaviour, as we assume that the 
sMe sector is not homogenous in terms of 
the measured financial literacy indicators. Fi-
nally, we explored the relationship between 
the segmented groups of the sample by means 
of multivariate analysis, with our indicators 
measuring the companies’ demographic and 
behavioural features.

GEnEraL FEaTUrES oF FInanCIaL 
LITEraCy aMonG SMaLL-SIzED 
EnTErprISES

National and international research on finan-
cial literacy primarily examines the complex-
ity of the financial literacy of the population 
(households), typically by considering the fol-
lowing sub-factors:
ufinancial knowledge (knowledge of fi-

nancial products and services, financial com-
petencies),

vfinancial inclusion (access to financial in-
struments),
wfinancial behaviour and attitudes (plan-

ning and management of finances, such as 
accumulation of savings, long-term self-suf-
ficiency, time orientation related to money, 
risk-taking), and
xproficiency in topics related to finances 

(such as pension savings) (Atkinson – Messy, 
2012; Lusardi – Mitchell, 2008; Németh – Zsó-
tér, 2017; OECD/INFE, 2016; Shockey – Seil-
ing, 2004).

The questionnaire used in the research Fi-
nancial Literacy in Hungary mapped the fi-
nancial literacy of sMes on the basis of the 
following indicators: the awareness and use of 
different financial products and the services, 
the management of the company, foreseeing 
financial rationality and the substantiation of 
financial and financial management decisions.

Knowing and using financial products

The first group of questions targeted the ex-
ploration of the use of various financial and 
banking products. Knowing the individual 
products and services, being aware of possi-
bilities can greatly influence the broad-based 
financial manoeuvring of enterprises. Moreo-
ver, the state of the economy, business con-
ditions and the owners’ ambition reflected in 
the performance of the enterprise can explain 
why the owners seek or accept certain banking 
services.

Online banking services
Nowadays, the use of Netbank is very com-
mon among companies: based on the results, 
95 out of 100 enterprises in the sMe sector 
use e-banking, while “only” 4.8% reported 
not using it. Those who refuse to use it (we 
would like to emphasise that their percentage 
is very low, N=48), claim to do so mainly for 
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security reasons: they do not use it because 
they do not consider it to be safe or they do 
not like the sMs identifier. Others cited im-
personality and the fact that the bank’s online 
client portal was not user-friendly as a reason 
for the rejection.

The most well-known online banking ser-
vices (Table 1) among sMes include bank ac-
count balance and account history inquiries, 
transfers, card payments and requests for a 
certified bank account statement. Almost all 
respondents had heard about the use of bank 
applications. The least well-known services are 
POs-terminal usage and the sub-account op-
tion (7 and 8%). 5% of the respondents had 
not heard about the provision of a certificate 
of incorporation, and 2.6% were not familiar 
with the possibility of paying customs duties 
and taxes online.

Almost all of the enterprises that use e-
banking (98.3%) regularly transfer money 
and check account balances and account his-
tory; these online banking services, therefore, 
are commonly used2 (Figure 1). Three-fifths 

of the sMes pay by bank card, almost half of 
them use e-banking for the purpose of pay-
ing customs duties and taxes, while half of 
them request online certified bank account 
statements. two-fifths of the respondents use 
online banking in connection with a sub-
account, while a quarter of them use a POs 
terminal or a banking application in business 
matters.3 The least wide-spread service among 
sMes using online banking is the service that 
provides a certificate of incorporation (17%). 
in our opinion, the use of these up-to-date 
or novel but as yet not widespread services is 
indicative of the enterprise’s openness to in-
novation.

Loans
More than two-thirds of the sMes have some 
kind of loan (67.9%) (average: HuF 29,305 
million, minimum value: HuF 1 million, 
maximum value: HuF 1,000 million). As 
shown in Table 2 – in which one of the col-
umns contains data of the sample from 2017 
and the other column includes data taken in 

Table 1

 AwAreness And use of online bAnking services,  
2017 (per cent) 

do you know and have you used the following? 

n=1,000

Yes, the 

respondent has 

used it.

no, the 

respondent has 

not used it.

the respondent 

has not heard 

of it.

account balance and account history inquiry, transfer 98.3 1.6 0.0

payment by bank card 59.5 40.0 0.0

payment of customs duty and taxes 50.6 41.9 2.6

request for certified bank account statements 48.1 42.4 0.0

Sub-account usage 39.3 51.1 7.1

poS-terminal usage 25.5 62.9 8.5

Usage of banking applications 23.2 57.3 0.3

provision of a certificate of incorporation 16.8 73.5 4.7

Note: The table does not include “I do not know” answers.

Source: Financial Literacy in Hungary research, 2017
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Figure 1

usAge of online bAnking services, 2017

Source: Financial Literacy in Hungary research, 2017

Table 2

AwAreness And use of different loAn products, 2006 And 2017 (per cent) 

do you know and have you 
used the following?

Yes, the respondent 
has used it.
n2006=1208
n 2017=1000

no, the respondent has 
used it.

n2006=1208
n2017=1000

the respondent has not 
heard of it.
n2006=1208  
n2017=1000

2006 2017 2006 2017 2006 2017

overdraft 34.9 35.9 35.5 60.0 3.2 3.3

Leasing 36.6 32.9 56.4 67.0 7.1 7.5

Working capital loan 34.7 24.1 65.4 75.3 n.a. n.a.

Investment loan 33.4 23.3 62.3 76.3 8.4 8.6

Credit card 8.6 14.1 62.2 85.1 6.4 6.5

Mortgage credit 14.6 8.9 71.8 90.8 7.8 8.1

Factoring 10.3 6.4 86.5 92.1 21.6 21.8

Collateralised loan 7.6 2.0 91.2 96.8 21.5 21.8

Consumer loan 1.9 1.8 79.2 97.6 8.7 8.9

personal loan for business purposes 0.2 1.4 81.7 98.0 9.3 3.4

Loan with deposit coverage 4.8 0.8 92.5 98.5 20.3 22.5

Note: The table does not include “I do not know” answers. 

Source: Financial Literacy in Hungary research, 2006 and 2017
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2006 on a similar sample –, the best-known 
services among respondents were overdrafts, 
leasing, working capital loans and investment 
loans, mortgage credit and consumer loans, 
while the least known services were factor-
ing, collateralised loans, investment units and 
loans with deposit coverage. Compared with 
the situation ten years ago, the use of all loan 
types has dropped sharply by 5–10 percent-
age points. Comparing the last two columns 
of table 2, it is evident that the entrepreneurs’ 
awareness of different loans has increased sig-
nificantly over the past 10 years. There are 
hardly any respondents who do not know the 
products.

With respect to the use of the bank loan 
products listed above (Figure 2), most sMes 
(nearly a third) chose overdraft and leasing. 
Approximately the same percentage (24% and 
25%) took out working capital and invest-
ment loans, but this implies a decline com-

pared to the status ten years ago. The credit 
crunch observed between the two periods is 
clearly perceivable: considerably fewer owners 
could or were willing to finance the operation 
of their enterprises by taking out loans.

Savings
More than half of the sMes (53.1%) save 
money. They prefer the types of savings listed 
in Figure 3.

unfixed HuF deposits and cash are preferred 
by nearly 2/5 of the savers. This is a passive 
form of money management. We would like 
to draw special attention to the fact that the 
percentage of cash and unfixed HuF deposits 
has become extremely high by 2017, which 
suggests the revival of the cash culture. For 
some reason, entrepreneurs no longer choose 
fixed deposits: they need to be able to pay im-
mediately, the reason for which should be ex-
amined in more detail. it is striking that this 

Figure 2

usAge of bAnk loAns, 2006 And 2017

Source: Financial Literacy in Hungary research, 2006 and 2017

2017 2006

Deposit loan for business purposes

Consumer loan

Collateralised loan

Factoring

Mortgage credit

Credit card

Investment loan

Working capital loan

Leasing

Overdraft
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rate has doubled compared to the previous 
two surveys.

Fixed HuF deposits, which imply the low-
est risk and low interest earnings, is preferred 
by one-third of the sMes asked. This per-
centage has significantly decreased, especially 
compared to the 2010 survey (from 54.9% to 
33.3%).

every 7th enterprise chooses securities or 
government securities as a form of savings. 
Comparing the dates examined, their share 
has not changed considerably.

enterprises may set aside savings or accu-
mulate reserves in the form of investment into 
real property as well. 5 firms out of 100 that 
reported to save money using this method. 
The share of investment into real property was 
much higher in 2006, but it dropped in 2010. 
in 2017, the share of this type of investment 
was six times higher than during the years of 
the crisis.

saving in foreign currency deposits was pop-
ular in 2010, whereas investment in the stock 
market was fairly low. it is worth mentioning 
that there appeared to be no connection be-
tween the savings of enterprises and private 
savings in 2006. However, the results of the 
last two measurements were 3–4%, which sug-
gests that there is a “link” between the finances 
of enterprising households and the finances of 
the enterprise. The link between the finances of 
the enterprise and personal/family finances also 
needs to be explained in the future.

in the case of other investments, entrepre-
neurs reported the expansion of stocks, loans 
provided to the parent company and market-
ing activity as forms of savings. This small 
group has no actual savings, but seeks to re-
duce the future expenditures of the company 
by pre-financing certain production processes. 
Consequently, these answers were not includ-
ed in the detailed analysis.

Figure 3

use of specific tYpes of sAvings, 2006, 2010 And 2017

Source: Financial Literacy in Hungary research, 2006, 2010 and 2017
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Investment in the stock market

Use of private investments for business purposes

Foreign currency deposit

Real property (as a form of investment)
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Fixed deposit in HUF

Cash / unfixed deposit in HUF
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Insurance
Refraining from insurance is typical of the 
traditional financial culture. Respondents of-
ten referred to taking out an insurance as an 
“unnecessary waste of money”. The refusal of 
taking out a loan – i.e. getting indebted – is 
also common. such attitudes are deemed to be 
indicators of distrust in the institutions of the 
economy. The lack of market skills, the dif-
ficulty of navigating between institutions, un-
certainty and the attitude of rejection towards 
financial institutions are correlated. This lack 
of confidence may be mitigated by a highly 
developed institutional system in the market, 
the widening range of products provided by 
banks, bank competition and well-informed 
clients.

in 2017, after a serious crisis, insurance be-
came widespread among sMes as well. 94.9 
per cent of the sMes hold some kind of liabil-
ity insurance policies, and a similar percentage 

of sMes hold building insurance, property 
insurance or third-party liability insurance 
(Figure 4).

More than half of the companies took out 
an electrical equipment insurance, a machine 
insurance or a consignment insurance. One 
third of the enterprises hold a workplace in-
surance for employees and one-eighth of them 
hold a legal protection insurance. The high per-
centage of other insurances signals that sMes 
hold mandatory liability insurance (35.2% of 
all other insurance types), service and prod-
uct liability insurance (14.5% of all other in-
surance types), and an increasing number of 
companies take out agricultural indemnity in-
surance and environmental insurance (12.3% 
of all other insurance types). Loan repayment 
insurance and apprentice/trainee indemnity 
insurance have also appeared.

As we mentioned, 67.9% of the enterprises 
had loan debt in 2017; however, only 27.8% 

Figure 4

business insurAnce tYpes tAken out bY sMes, 2017

Source: Financial Literacy in Hungary research, 2017
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of the respondents took out a loan repayment 
insurance. This percentage is surprisingly 
low compared to the percentage 10 years ago  
(Table 3). Apparently, insurance product de-
velopment turned the attention of the risk in-
surance community from real estate collateral 
to combined insurance packages taking life 
situations into account.

Solvency
Whether entrepreneurs pay each other for 
their services and receive their money in time 
is considered to be a fact that characterises fi-
nancial literacy. Circular debt is a well-known 
phenomenon. debt collection can be initiated 
by the enterprises by commissioning institu-
tions or enterprises specialised in debt collec-
tion. However, only a few enterprises resort to 
the aforementioned legal institutions of debt 
collection.

in 2016, two-thirds of the companies in 
the sMe sector (67.7%) received their money 
later than two months after issuing an invoice 
(Figure 5). in the case of one-fifth of the enter-
prises that received their money late, payment 
was regularly or almost always late. For one-
fourth of the companies it rarely occurred (on 
a quarterly basis), for another fourth, it hap-
pened occasionally (once or twice a year). One 

third of the companies questioned claimed 
that their invoices had never been settled late; 
they had always received the invoiced revenue 
within three months. These data reflect that 
“mutual” delay is fairly common.

Groups of  SMEs according to financial 
behaviour

We analysed the topic “financial literacy of 
sMes” more thoroughly by classifying sMes 
according to financial behaviour indicators. 
We examined whether clearly defined groups 
of sMes can be formed based on the follow-
ing financial habits and attitudes described in 
detail in the previous chapter:
uusage of online banking services,
vborrowing habits,
waccumulation of savings
xstriving for security and
yliquidity.
in the individual dimensions – (1)–(5) – 

indicators were formed on the basis of the 
frequency at which the different options were 
used. However, as these options were obvi-
ously captured on different scales, we used a 
standardised form in the calculation.

By applying hierarchical clustering, we 

Table 3.

loAn repAYMent insurAnce of sMes, 2006 And 2017 (per cent)

do you hold a loan repayment insurance policy? 2006

n2006=1028

2017

n2017=1000

no 70.2 72.2

yes; distribution within this category: 29.4 27.8

•	 real estate collateral insurance 69.7  54.6

•	mixed package: real estate. life and insolvency insurance n.a.  20.1

•	 insolvency insurance 14.1  11.5

•	 life insurance 6.6  3.7

•	other collateral insurance 9.7  10.0

Source: Financial Literacy in Hungary research. 2006 and 2017
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determined the optimal number of clusters. 
Based on this method, the enterprises of the 
sample can be divided into three groups. Next 
we formed groups by way of K-means cluster-
ing.4 Figure 6 clearly shows that 42.5% of the 
sMes (N=341) belong to cluster 1, which has 
the largest sample size. 35.5% of the enter-
prises (N=285) are in cluster 2, while cluster 3 
is even smaller (N=176). Based on the results 
of the final cluster centres, the features of the 
individual clusters are summarised in Table 4.

Cluster 1: The largest group of the sample 
consists of traditional, thrifty sMes. They 
have several types of savings, reduce their risk 
by means of insurance to some extent, their 
and their partners’ solvency is predictable. 
As opposed to other entrepreneurs, they re-
fuse loans (they are the least likely to take out 
loans), and they are not likely to use up-to-
date online banking services either.

Cluster 2 This cluster includes sMes that 
lack resources. As opposed to the members 
of other clusters, they save the least amount 
and spend the least amount on insurance. At 
the same time, unlike the entrepreneurs in the 
previous cluster, they take out more types of 
loans. They are also different with respect to 
the arising cash-flow difficulties: they are af-
fected by the late settlement of invoices to a 
medium extent. The distinctive feature of the 
enterprises in Cluster 2 is that they are the 
least open to the use of innovative (up-to-
date) banking services.

Cluster 3 sMes belonging to the smallest 
cluster, which makes up nearly a quarter of the 
sample, finance their businesses very “smartly”. 
By means of taking out insurance policies, they 
try to reduce several risks. They use the most 
loan types for financing. They also strive to take 
advantage of most new online banking services. 

Figure 5

lAte settleMent of invoices in the sMe sector,  
2017

Source: Financial Literacy in Hungary research, 2017

Regularly 10.2%

Frequently (almost always) 9.4%

Rarely (about quarterly) 25.1%

In specific cases (once or twice) 23%

Never 32.3%
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Figure 6

clAssificAtion of sMes bAsed on finAnciAl literAcY indicAtors,  
n=802

Source: Financial Literacy in Hungary research, 2006 and 2017

Table 4

clAssificAtion of sMes bAsed on finAnciAl literAcY indicAtors  
And the feAtures of the groups, n=802

variables of corporate financial behaviour* cluster 1

42.5 per cent

cluster 2

35.5 per cent

cluster 3

22.0 per cent

traditional, thrifty 

sMes

sMes lacking 

resources

smartly financing 

sMes

The intensity of the application of up-to-date online 

banking services is

low the lowest the highest

occurrence of saving types the highest the lowest medium

Use of bank loan product types the lowest medium the highest

Use of insurance types medium the lowest the highest

Late settlement of invoices, based on the frequency 

of occurrence

the lowest medium the highest

*The number of banking products, insurance products, etc. the enterprise uses or buys from the diversity of options. 

Source: Financial Literacy in Hungary research, 2006 and 2017

Cluster 1 Cluster 2 Cluster 3
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They have a moderately thrifty, accumulative 
attitude when it comes to handling money. At 
the same time, as opposed to the enterprises in 
other clusters, they are the most likely to re-
ceive their money late on a regular basis, even 
beyond two months after issuing the invoice.

MULTIvarIaTE anaLySIS oF THE 
FEaTUrES THaT DETErMInE THE 
FInanCIaL LITEraCy oF SMES

Below we examine the extent to which cor-
porate demographic and behavioural vari-
ables influence the financial behaviour of the 
groups of our sample segmented by the clus-
tering procedure. Consequently, our depend-
ent variable is a categorical variable that in-
dicates the subjects’ belonging to the groups 
separated on the basis of financial literacy in-
dicators. We sought an answer to the question 
whether these groups have significantly differ-
ent features based on corporate demographic 
and behavioural characteristics.

The correlation between dependent and in-
dependent variables was examined by means 
of the multinomial logistic regression model. 
it is a specificity of multinomial logistic re-
gression analysis that, in addition to the three 
values of our dependent variable (three dif-
ferent groups of enterprises), it estimates two 
models which are compared to the benchmark 
group in pairs. in our analysis, the group of 
traditional, thrifty sMes (Cluster 1) was cho-
sen as a benchmark, as it is a statistically mod-
al cluster. Based on the indicators examined, 
this group is the most likely to rely on own 
resources in financial management; it takes 
out loans only to the extent required, spends 
moderate amounts on insurance, avoids late 
payment and the resulting problems. Based on 
the indicators measured, we believe that entre-
preneurs in Cluster 2 try to ensure the neces-
sary conditions for financial management by 

reducing costs, while the members of Cluster 
3 do the same by involving external resources, 
which is perhaps riskier.

Corporate demographic features constitute 
one of the groups of the explanatory variables. 
We approximated the size of the enterprise 
based on the number of employees, and used 
it as a categorical variable [(1) 10–19 employ-
ees, (2) 20–49 employees and (3) 50–249 em-
ployees] in the analysis. in order to measure 
the changing effect of sectorial variables based 
on the core activity of the companies, we used 
five categorical variables in the equation:5

umanufacturing and food industry,
vconstruction industry,
wtrade,
xtransportation and tourism,6 and
ybusiness services and other qualified ser-

vices.7

in order to measure the age of the compa-
ny, we used a categorical variable based on the 
original continuous variable:

Foundation 
ubefore 1997,
vbetween 1997–2007,
wafter 2007.
The indicator of the ownership structure 

of the enterprise, which refers to the com-
position of the owners as family members 
(relatives), friends, acquaintances and profes-
sionals, was converted into a dichotomous 
variable and entered into the model along the 
main fault line separating professional and 
non-professional owners. The other group of 
explanatory variables consists of behavioural 
variables, including export activity (dichoto-
mous variable: does the company export?), the 
personal qualifications of the sMes’ owners 
(dichotomous variable: did they acquire their 
management skills in higher education or pro-
fessional training?), as well as the innovation 
activity of the company (dichotomous vari-
able: did the company introduce any product 
or procedure innovation in the two years pre-
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ceding the survey?). in addition, we examined 
the regional location of the companies, which 
was included in the equation as a categorical 
variable, based on the economic development 
(per capita GdP) of the regions.
uthe economically most developed central 

region,

vmore developed regions in the country-
side,
wless developed regions.8

The model was constructed step by step: 
the explanatory variables were gradually in-
cluded, in groups, so that we could examine 
the effect of the individual variable groups 

Table 5

pArAMeter estiMAtes of the MultinoMiAl logistic regression – benchMArk: 
trAditionAl, thriftY sMes

financial behaviour  

of sMes

sMes lacking resources smartly financed sMes

Company size

•	 20–49 employees  3.212***  0.696*

•	 50–249 employees  1.610**  1.026

Sector

•	 Manufacturing and food industry  0.434**  0.677

•	 Construction industry  0.678  0.662

•	 Trade  0.696  1.514**

•	 Business services and other qualified services  0.301***  0.522**

Date of foundation

•	 between 1997 and 2007  1.098  2.870***

•	 after 2007  1.166  1.375*

ownership: family member, friend  1.326*  1.108

EXporT aCTIvITy  0.669*  1.106

Financial and financial management skills  1.185  1.486**

Innovation activity  0.572**  1.008

regional location

•	 The most developed central region,  0.614**  1.750**

•	 More developed countryside regions,  0.780  0.127

Note: *** p < 0.001; ** p < 0.01; * p < 0.05; n=679

Benchmark group: 10–19 employees; transportation and tourism; established before 1997; ownership structure is organised on professional 

grounds; does not carry out any export activity; the owner of the enterprise acquired his/her financial and management knowledge through 

informal channels, based on his/her own experience; the company has not introduced any technological innovations in the past two years; less 

developed regions.

Source:  own editor
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on the dependent variable and on each other. 
The estimated results are shown in Table 5. 
As Cluster 1 was used as the benchmark cat-
egory, the odds ratios listed in table 5 show 
how likely it is that the company gets into 
the group of enterprises lacking resources 
(2), the group of smartly financed companies 
(3) or the category of traditional, thrifty en-
terprises (1).

First, let us examine how likely it is that 
sMes get into the cluster of enterprises lack-
ing resources (Cluster 2); that is, into the 
group of companies that save the least, do not 
take out many types of insurance and are the 
least open to use online banking services. We 
find that the size of the enterprise increases 
the likelihood of a company’s falling into this 
cluster: compared to enterprises with 10–19 
employees, sMes with 20–49 employees 
are three times, while companies employing 
more than 50 persons are 1.6 times more 
likely to belong to this group. examining sec-
torial effects, it is clear that, compared to the 
transportation and tourism sector, companies 
operating in the manufacturing and food in-
dustry, providing business services or other 
qualified services lack resources to a signifi-
cantly lesser extent. in contrast with the age 
of the company, the variable measuring the 
composition of ownership has a significant 
effect: if the owners of a company consist of 
family members and friends, the company is 
more likely to belong to Cluster 2 than sMes 
organised only on the grounds of professional 
competence. Based on our results, produc-
tion for exports and the introduction of tech-
nological innovations are less likely to occur 
in this group. At the same time, the explana-
tory power of financial, financial manage-
ment and leadership competence (business 
management knowledge acquired in formal 
education) is not significant. As opposed to 
regional location in the less developed coun-
tryside, belonging to the most developed 

central region significantly decreases the oc-
currence of a corporate financial attitude that 
overcomes the lack of resources on its own, in 
a subdued manner.

Companies in the group of smartly 
financed enterprises (Cluster 3) make the 
greatest effort to reduce risks by taking out 
insurance policies. They take recourse to the 
most loan types, and use up-to-date online 
banking services the most intensely. The late 
settlement of invoices is the most frequent in 
this group, odds ratios predict converse prob-
ability compared to the previous groups. The 
larger an sMe is, the more likely it belongs 
to this cluster. Companies carrying out trad-
ing activity are significantly more likely to be 
smartly financed, while companies provid-
ing business or other qualified services are 
significantly less likely to be in this cluster. 
Compared to enterprises which are at least 
20 years old, younger companies, especially 
those which were established between 1997 
and 2007, are considerably more likely to be 
“forced” to finance their operation in a smart 
manner. The composition of ownership and 
the explanatory power of export and inno-
vation activities are not significant in this 
group. On the other hand, the explanatory 
power of financial management skills is sig-
nificant: compared to the group of enterprise 
owners who acquired financial skills through 
informal channels or based on their own ex-
perience, company owners who acquired fi-
nancial and management skills in systematic 
training are nearly 1.5 times more likely to 
finance their companies smartly. Belonging 
to the most developed central region also in-
creases the probability of smart financing be-
haviour on the part of company owners.

Consequently, sMes lacking resources tend 
to be larger sMes, whose owners are mainly 
family members, friends or acquaintances. 
They do not introduce any technological in-
novations, do not appear in foreign markets 
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and are located in less developed regions in 
the countryside. These enterprises do not ex-
pressly operate in the manufacturing industry 
or provide highly qualified services.

As opposed to the owners of sMes lack-
ing resources, the owners of smartly financed 
sMes typically manage trading companies 
with a limited number of employees in the 
developed central region. As these compa-
nies are not older than 20 years, compared 
to other clusters of entrepreneurs, their own-
ers have the strongest financial and financial 
management skills that signify substantiated 
decisions.

ConCLUSIonS

Our study analysed the financial manage-
ment behaviour of enterprises based on 
the elements of financial literacy identified 
among the owners of domestic small and 
medium-sized enterprises. We wanted to find 
out whether entrepreneurs know and use cer-
tain modern banking and financial services 
and new products; whether they have an ac-
cumulative attitude towards money or they 
do not intend to save; whether they take out 
loans for investment purposes or do not want 
to become indebted; whether they strive for 
security by taking out different types of insur-
ance policies, and whether they are capable 
of tackling the temporary insolvency of their 
partners.

Based on the findings of our primary re-
search, today almost all sMes use online 
banking. since 2010 – when only 78 of the 
enterprises used the internet (Kepka, 2011) – 
online banking has become widespread, stand-
ing at 95% today. in the 2020s, the gaining 
ground of infocommunications devices and 
the guarantees ensuring the security of their 
operation will facilitate the further spread of 
the use of financial products on the internet: 

we found that users have become fully aware 
of the different products over the past ten 
years. Obviously, economic policy influences 
the use of certain important financing institu-
tions (financial products). Prior to the years of 
the 2008 financial crisis, companies borrowed 
heavily. After a temporary decline, loans play 
a key role once again. it is also apparent that 
the range of insurance products has become 
wider and more modern on the supply side, 
and entrepreneurs have changed their adverse 
attitude towards insurance products. Based on 
our data, as a result of government measures 
and the experience gained by entrepreneurs 
during the crisis, financial discipline has im-
proved, and our data point to a decline in the 
problems stemming from the lack thereof.

in our analysis, we presented three homo-
geneous groups of small and medium-sized 
enterprises, based on financial literacy indica-
tors. The three groups of entrepreneurs man-
age the operation of the respondent compa-
nies with markedly different financing and 
financial management methods.

The largest group (Cluster 1) comprises 
42.5% of the enterprises. Based on their fi-
nancing and financial management methods, 
they are considered to be traditional, as their 
operation is financed from own resources, they 
have savings and, albeit in a subdued manner, 
they take recourse to the option of insurance 
policies in order to reduce their risks. As they 
do not take out loans and they refrain from 
using modern banking services, their manage-
ment is considered to be expressly thrifty.

in our analysis we compared other groups 
to this cluster. Based on the regression param-
eters, this group includes small enterprises 
employing no more than 20 people, operate 
in industry, in the construction industry, pro-
vide business or counselling services and al-
ready existed in the 1990s. Their ownership 
structure was organised on professional basis 
and they operate in more developed rural re-
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gions. Based on our data, they operate in the 
domestic market, and do not tend to take part 
in innovation.

entrepreneurs belonging to Cluster 2 ap-
pear to be in a worse situation than those in 
the larger group. despite their lower number, 
they still represent more than one-third of the 
sMe sector. Regarding financing and finan-
cial management, the shortage of resources 
determines the financial literacy attitude re-
flected in their decisions. With limited own 
funds and savings, they take recourse to loans, 
but they still do not rely on different insur-
ance types. Problems arising from the settle-
ment of invoices affect companies that strug-
gle with a lack of resources and refrain from 
modern services offered by banks to a medium 
extent. Not surprisingly, technological inno-
vation and the endeavour to be present in for-
eign markets are not typical in this group, as 
these enterprises do not represent knowledge-
intensive or professional sectors such as the 
construction or the manufacturing industry. 
They tend to be medium-sized companies in 
less developed regions.

small-sized enterprises belonging to Clus-
ter 3 have to overcome difficulties by smart 
management. They tend to be the youngest 

and not knowledge-intensive enterprises oper-
ating in trade in the developed central region. 
Their financial decision-making style and fi-
nancial literacy are influenced (albeit not sig-
nificantly) both by the ownership structure 
–that consists mainly of friends and relatives 
– and by exports. However, due to the pro-
fessional entrepreneurial and financial skills 
acquired through education, these companies 
are significantly more likely to take out a wide 
range of loans to finance their operation, use 
modern banking instruments and take out 
different types of insurance. Moreover, their 
financial management is characterised by the 
accumulation of reserves, while they are the 
most exposed to the risk of non-payment.

Finally, we assert that despite the fact that 
only a few empirical surveys have been con-
ducted in Hungary on the financial literacy of 
small and medium-sized enterprises, the Hun-
garian sMe sector can be segmented very well 
along the financial literacy indicators examined 
by us. it is important to continue the research 
that explores the population’s financial literacy 
and money handling habits and the attitudes 
of households, as ultimately, it contributes to 
deepening our understanding of the entrepre-
neurial skills of the population.

Notes

1  The research was conducted in the framework of the 
cooperation agreement between Corvinus univer-
sity of Budapest and the National Bank of Hungary 
(MNB), and it was funded by the MNB (the project 
was managed by dr. Zoltán szántó and supervised 
by dr. Ágnes Czakó).

2  As almost all of the enterprises answering our ques-
tions use online applications for checking their bank 
account balance and account history, they were ex-
cluded from our subsequent analysis, and only the 

sMes using the not so widespread online banking 
services were included.

3  slightly fewer enterprises use banking applications 
in matters related to their enterprise than in personal 
matters (25% of the respondent sMe owners use 
banking applications in personal matters, as well).

4  Cluster analysis treats these variables together, at-
tempting to form homogenous groups in which the 
elements are as close to each other as possible and as 
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