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ABSTRACT

This research aimed to explore how well managers of small and medium
enterprises (SMEs) in Mogadishu, Somalia, understand financial concepts
such as savings, managing debt, handling financial risks, and planning for
retirement, and how this understanding affects their investment decisions.
The background of the study highlights that many SMEs in Mogadishu
struggle to sustain their operations, with low profits or failure often due to
poor investment choices. To investigate the link between financial literacy
and investment decision-making among these managers, the study was
based on the principles of modern portfolio theory. The research used a
correlational design to analyze data from 250 targeted SMEs, with 154
respondents selected through stratified random sampling. Data collection
was facilitated by questionnaires, and the analysis involved calculating
means, standard deviations, and conducting regression analysis. The findings
indicated that among the financial literacy components, debt management
had the most significant impact on investment decisions ($=0.490, p<0.05),
followed by financial risk management ($=0.137, p<0.05), and lastly, the
ability to save ($=0.128, p<0.05). The study concluded that financial literacy
plays a crucial role in influencing investment decisions among SME managers
in Mogadishu, suggesting that improving financial knowledge could lead to
better business outcomes.
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1. Introduction rational investment choices. Knowledge about

borrowing and saving can help managers handle

Making investment decisions is crucial for the
sustainable growth of both developing and
developed economies. Such decisions involve
forgoing current spending, which is not simple
(Alaaraj and Bakri, 2020). Financial literacy helps
people gain knowledge and understanding of
fundamental financial concepts like saving,
insurance, managing debt, and planning for
retirement, all of which are vital when making
investment choices. Knowing these financial
principles is essential for effective investment
decision-making (Arianti, 2018). Scholars worldwide
have significantly focused on the importance of
financial literacy in making investment decisions.
Seraj et al. (2022) suggested that financial literacy
enables company managers to make informed and
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both personal and corporate investments more
effectively. A thorough understanding of financial
risk management, insurance, and retirement
planning enables individuals and organizations to
manage their investments more efficiently (Kumari,
2020). Thus, it is expected that there is a positive
relationship between financial literacy and
investment decision-making, which was explored in
this study. Small and medium enterprises (SMEs) are
crucial for the economic growth and development of
a country. They provide jobs and contribute to tax
revenues, which helps reduce budget deficits
(Mohamed and Ramli, 2022). In countries like
Somalia, which have experienced prolonged civil
conflicts, SMEs are vital for accelerating economic
recovery. The effectiveness of SMEs in Somalia,
particularly in sustaining their operations, largely
depends on the quality of investment decisions
made. Good investment decision-making by SME
managers can maximize returns from investment
projects (Abdulle et al, 2019). Therefore, studying
financial literacy and investment decision-making
among SME managers in Mogadishu is essential,
prompting this current research.
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Somalia is a nation currently recovering from a
prolonged civil war. In this context, SMEs are critical
to the country's economic revival. SMEs play a vital
role in recovering economies like Somalia by
creating jobs and contributing to tax revenues (Ali
and Mukhongo, 2016). However, the continued
success and sustainability of these enterprises
largely depend on effective decision-making by their
owners and managers. These managers face the
challenge of needing sufficient knowledge of
financial concepts such as savings, debt
management, financial risk management, and
retirement planning. In Mogadishu, many SMEs
struggle with sustainability; low profits and business
failures are common, often due to poor investment
decisions.

Previous studies have examined the relationship
between financial literacy and investment decisions
in various contexts. Seraj et al. (2022) investigated
this link in Saudi Arabia and found that financial
literacy significantly and positively influences
investment decisions. Similarly, Akims and Jagongo
(2017) assessed how financial literacy impacts
investment choices in Nigeria, concluding that an
individual's financial literacy plays a crucial role in
their capacity to make informed investment
decisions. Another study by Kumari (2020) focused
on undergraduate students in Sri Lanka,
emphasizing that financial skills are a critical factor
in making investment decisions. These studies
collectively highlight the importance of financial
knowledge in managing and making investment
choices effectively.

While there is existing research on the connection
between financial literacy and investment decisions,
studies like those by Seraj et al. (2022) and Akims
and Jagongo (2017) were conducted in contexts such
as Saudi Arabia and Nigeria, not Kenya. Additionally,
some studies, like that of Akims and Jagongo (2017),
used a desk review approach, which is qualitative
rather than quantitative, leading to certain gaps in
the research. To address these gaps, the proposed
study analyzed the relationship between financial
literacy and investment decisions among managers
of SMEs in Mogadishu, Somalia. The study aimed to
determine whether there is a statistically significant
relationship between financial literacy and
investment decisions among these managers. The
findings indicated that there is no statistically
significant relationship between financial literacy
and investment decisions in this group.

2. Literature review

The study was guided by the modern portfolio
theory developed by Markowitz (1952). This theory
requires firms to adopt diversification as a strategy
aimed at minimizing risks, thus maximizing returns.
The theory indicates that efficiency is influenced by
the ability to maximize expected returns. Thus, this
theory was used to underpin financial risk as one key
dimension of financial literacy.
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The focus of the study conducted by Seraj et al.
(2022) was on financial literacy and investment
decisions by borrowing evidence from Saudi Arabia.
In total, 180 participants were involved in the
inquiry, and information gathering was supported by
a questionnaire. After processing the gathered
information, it was clear that the link between
financial literacy and investment decisions was
positive. Kumari (2020) focused on determining the
implication of financial literacy on investment
decisions among undergraduate students in Sri
Lanka. A total of 4 universities owned by the
government generated 200 students, and after
gathering and processing the information, it was
noted that financial skill was a key aspect of financial
literacy that enhances investment decisions.

Alaaraj and Bakri (2020) analyzed financial
literacy and its link with investment decision-making
by borrowing evidence from Lebanon. Participants
in the study were investors from banks, and the
adopted approach was quantitative in nature. The
analysis of evidence showed that financial literacy
has positive and direct implications for investment
decisions. Arianti (2018) conducted a study with an
emphasis on financial literacy and its implication on
investment decisions among students. After
gathering and processing data, the study failed to
establish a significant link between financial literacy
and investment decisions.

Garang (2016) conducted an analysis of financial
literacy and investment decisions in South Sudan.
The study utilized participants from banks, and
information gathering was supported by a
questionnaire. It was indicated that financial literacy
was a direct predictor of investment decisions. Janor
et al. (2016) conducted an examination of financial
literacy and investment decision-making views from
the United Kingdom and Malaysia. The study
adopted a comparative approach. Processing of the
obtained information indicated that, in general
terms, the level of financial literacy in both countries
was very low. Amisi (2012) analyzed financial
literacy and investment decisions by fund managers
of pension funds in Kenya, where a significant
connection between variables was registered.

Fig. 1 is the conceptual framework to be used in
guiding the study.

3. Research methodology

Research design is an overall plan and structure
in which a particular inquiry is conducted (Harris et
al, 2019). This study adopted a correlational
research design with the aim of establishing a
relationship between financial literacy and
investment decision-making. In a survey that was
conducted by Abdi et al. (2023), it emerged that
Mogadishu city and its environment have a total of
250 SMEs, which were selected as the target
population of the present study. These firms are
classified as small and medium entities as indicated
in Table 1.
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Fig. 1: Conceptual framework

Table 1: Target population their financial literacy, and their investment
Category of firm Population decisions. The questionnaire was distributed to
Small firms 150 .
Medium-sized firms 100 managers and owners of various SMEs.
Total 250 To ensure reliability, the questionnaire was pilot-
Small firms had less than 49 employees, medium firms had 50-100 tested on 15 respondents from SMEs outside of
employees

Mogadishu, who were then excluded from the main
study to prevent bias. The results of the pilot test
were used to calculate Cronbach's Alpha coefficients,
with values interpreted as acceptable at 0.7,
following the guidelines set by Strijker et al. (2020).
Additionally, the validity of the questionnaire was
confirmed with the help of a supervising professor
and two industry experts in corporate finance.

After obtaining complete information from
respondents, the questionnaire responses were
keyed into Excel for the sake of cleaning the data.

3.1. Sample size and sampling technique

The determination of the sample size and
sampling techniques are discussed below. The
sample size of the study was determined in scientific
terms using the below formula:

n=N/1+ Ne?

where, n is the desired sample size. N is the target el
population. e is the acceptable margin of error From there, it will then be exported to SPSS for

estimated at 0.05 (at 95% confidence interval). analysis guided by means and standard deviations as
Therefore, sample size n = 250 + (1+250(0.0025)) well as regression analysis, and the model is as
will return 154 respondents. indicated below:

The study will adopt a stratified random sampling
technique to select respondents as the sample size.
In this regard, respondents will be stratified into two
strata, and a representative sample will be selected,
as shown in Table 2.

The study collected primary data using a
questionnaire, which was divided into three
sections: basic information about the respondents,

Y= Bo+ B1X1 + B2X2 + B3X3 +¢

where, Y is investment decision (as a composite
score of capital outlay and return from investment).
Bo is constant. 1, B2, and B3 are coefficients. ¢ is the
error term. X1 is debt management. Xz is financial risk
management. X3 is ability to save.

Table 2: Sampling technique

Category of firm Population Sample proportion Sampler size
Small firms 150 150/250 + 100% = 60% 60% * 154 = 92
Medium-sized firms 100 100/250 * 100% = 40% 40% * 154 = 62
Total 250 154
4. Results and discussion in Mogadishu generally have a better understanding
of saving practices compared to managing financial

Out of the 154 questionnaires distributed to risks. These results contrast with those found by
owners and managers of SMEs in Mogadishu, 113 Amisi (2012), who analyzed financial literacy and
were fully completed and returned, resulting in a investment decisions among pension fund managers
73.3% response rate. This rate was deemed in Kenya and found a significant correlation between
sufficient according to the standards recommended these variables. Table 4 provides a detailed
by Liamputtong (2019). The following sections of the breakdown of the descriptive statistics concerning
study report provide detailed findings from the investment decisions as the dependent variable.
descriptive  statistics on the key variables The findings in Table 4 indicate that respondents
investigated. Table 3 presents a detailed analysis of highly rated most of the statements on investment
the data on financial literacy. decisions (M=3.67). This shows that the studied

According to Table 3, the ability to save managers were able to make sound investment
(Mean=3.77) received the highest rating from decisions. Testing of the formulated hypotheses in
respondents, followed by debt management this study was conducted through regression
(Mean=3.60) and financial risk management analysis, as summarized in Table 5.

(Mean=3.59). This indicates that managers of SMEs
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Table 3: Financial literacy

Statements on debt management Mean Std. dev
I repay interest on loans borrowed by this firm on time from returns generated on investments 3.67 .765
Loans borrowed by this firm are prudently used to finance investments 3.59 .875
Your firm maximizes the interest tax shield that accrues from the use of debts to finance investments 3.53 .889
Overall score 3.60 .843
Statements on financial risk management
Iam able to carry out comprehensive financial risk assessment 3.51 .880
[ manage some of the financial risks of this enterprise through insurance 3.79 772
I leverage diversification to manage some of the financial risks in this firm 3.49 .748
Overall score 3.59 .800
Statements on the ability to save
All cash balances are saved in the bank account in this firm 3.87 .859
[ use savings to invest 3.63 .653
Retained earnings represent an important saving in this firm 3.81 .993
Overall score 3.77 .835
Table 4: Investment decisions
Statements on investment decisions Mean Std. dev
Your firm invests in projects that require huge capital outlay 3.47 .883
Investing in projects requiring high capital outlay is more risky 3.93 961
Your firm always seeks to maximize the returns from investment 3.61 .750
Overall score 3.67 .865
Table 5: Regression result findings
Unstandardized coefficients Standardized coefficients ¢ Si
B Std. error Beta 5
(Constant) 9.948 1.880 5.292 .000
Debt management 490 .100 713 4.900 .000
Financial risk management 137 .053 127 2.585 011
Ability to save 128 .035 .038 3.657 .023
R=.760 R%2=.577 Adj. R?=.571
From Table 5, the following model is predicted Mogadishu  have  greater knowledge and

between financial literacy and investment decision:
Y=9.948+ 0.490X: + 0.137X2 + 0.128X3 +¢&

where, Y is investment decision (as a composite
score of capital outlay and return from investment).
€ is the error term. X: is debt management. Xz is
financial risk management. X3 is ability to save.

Table 5 shows that debt management (3=0.490,
p<0.05) had the most significant impact on
investment decisions among managers in SMEs in
Mogadishu, followed by financial risk management
(B=0.137, p<0.05) and the ability to save (3=0.128,
p<0.05). These findings suggest that financial
literacy  significantly  influences  investment
decisions, supporting the findings of Seraj et al
(2022), who reported a positive relationship
between financial literacy and investment decisions.
Kumari (2020) highlighted that financial skills are a
crucial component of financial literacy that enhances
investment decisions. Similarly, Alaaraj and Bakri
(2020) found that financial literacy positively and
directly affects investment decisions. However, these
results contrast with Arianti (2018), who did not
find a significant link between financial literacy and
investment decisions. The findings also align with
Garang (2016), who identified financial literacy as a
direct predictor of investment decisions. Janor et al.
(2016) noted that, in general, financial literacy levels
in both countries they studied were very low.

5. Conclusion and recommendations
This study aimed to explore the relationship

between financial literacy and investment decisions.
The data analysis revealed that managers of SMEs in
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understanding of savings compared to financial risk
management. Regression analysis indicated that
financial literacy, specifically in terms of debt
management, financial risk management, and saving

abilities,  significantly  influences investment
decisions.
Based on the findings, the following

recommendations are proposed:

e Managers of SMEs in Mogadishu should participate

in refresher courses to enhance their
understanding of debt management and risk
management.

e Managers and owners should recognize the
importance of using diversification as a strategy
for managing financial risks.
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