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This study aims to investigate the influence of capital, use of
accounting information, financial reporting, and entrepreneurship on
the financial capability and business performance of micro, small, and
medium-sized enterprises (MSMEs) in Bogor, Indonesia. A cross-
sectional survey was conducted, and data were collected from 200
MSMEs using a structured questionnaire. Smart-PLS was used to
analyze the data and test the research hypotheses. The findings indicate
that capital, use of accounting information, financial reporting, and
entrepreneurship have a significant positive influence on the financial
capability and business performance of MSMEs in Bogor These results
suggest that MSMEs should prioritize obtaining sufficient capital,
ensuring access to reliable accounting information and financial
reporting, and developing entrepreneurial skills to improve their
financial capability and business performance. The practical
implications of this study suggest that MSMEs should focus on
obtaining sufficient capital to invest in their businesses, ensuring access
to reliable accounting information and financial reporting to make wise
financial decisions, and developing entrepreneurial skills to identify
and capitalize on opportunities in the market. This study has several
limitations, including the use of self-reported data and a cross-sectional
design, which limits the generalizability of the findings. Future
research could address the limitations of this study by conducting
longitudinal research using objective measures of financial capability
and business performance. Additionally, similar studies could be
conducted in other geographical locations to test the generalizability of
the findings. Overall, this study provides important insights into the
factors that contribute to the success of MSMEs and has practical
implications for MSMEs in Bogor, Indonesia.
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1. INTRODUCTION

The importance of micro, small, and
medium enterprises (MSMEs) in driving
economic growth and development cannot be
ignored. These businesses are the backbone of
many economies around the world, and they
significantly contribute to creating jobs,
generating income, and reducing poverty. In
Indonesia, MSMEs contribute to 60% of the
country's GDP and absorb over 97% of the
workforce, making them the main driver of
economic development [1]-[3].

However, despite their critical role,
MSMEs face many challenges that hinder
their growth and development. One of the
biggest challenges faced by MSMEs is the
limitation of financial capability[4], [5].
Financial capability refers to a business's
ability to effectively manage its finances,
make informed financial decisions, and access
financial services [6], [7]. Limited financial
capability — hinders the growth and
development of MSMEs because they cannot
manage their cash flow, plan for the future,
and invest in new opportunities [8], [9].

Another critical challenge faced by
MSMEs is limited access to financial services,
particularly formal credit [4]. MSMEs often
have limited collateral and credit history,
making it difficult for them to access credit
from formal financial institutions [10]-[12].
According to a World Bank report, only 36%
of MSME:s in Indonesia have access to formal
credit, while 20% have access to informal
credit (World Bank, 2019). Limited access to
credit hinders the growth and development of
MSMEs because they cannot invest in new
equipment, expand their business, or enter
new markets [13].

Financial capability and access to
finance are critical determinants of the
performance of micro, small, and medium
enterprises (MSMEs). Business performance
refers to a business's ability to achieve their
goals, generate income, and create value for
their stakeholders [14], [15]. MSMEs with
strong financial capabilities and better access
to finance are more adept at managing their
cash flows, investing in new opportunities,
and achieving their goals [16], [17].
Conversely, MSMEs with limited financial

capability and access to finance are more
likely to face difficulties in achieving their
goals, generating income, and creating value
for their stakeholders [5], [9].

The Indonesian government has
recognized the importance of MSMEs in
driving economic growth and development
and has implemented various policies to
support their growth and development. In
2020, the government launched the National
Economic Recovery Program (PEN), which
included various measures to support
MSMEs, including subsidized credit, tax
exemptions, and  grants  (Indonesia
Investments, 2020). The government has also
launched various initiatives to improve the
financial capability of MSMEs, including
financial literacy programs and financial
management training.

In this research paper, we will explore
the effects of capital, the use of accounting
information, financial statements, and
entrepreneurship characteristics on the
financial capability and business performance
of MSME:s in Bogor.

The growth and development of
MSMEs in Bogor City are crucial for the
economic development of the city. MSMEs are
important drivers of city economic growth
and play a significant role in creating job
opportunities for the residents. However,
MSME:s in Bogor City face various challenges,
including inadequate financial capacity and
limited access to capital, which hinder their
growth and development.

Access to capital is crucial for the
growth and development of MSMEs.
However, MSMEs in Bogor City face various
challenges in accessing capital. According to a
survey conducted by the World Bank, only
36% of MSMEs in Indonesia have access to
formal credit, while 20% have access to
informal credit (World Bank, 2019). Limited
access to capital hinders the growth and
development of MSMEs, as they cannot invest
in new equipment, expand their business, or
enter new markets.

Financial capacity is another critical
factor that affects the growth and
development of MSMEs. Financial capacity
refers to the ability of MSMEs to manage their
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finances effectively. MSMEs with strong
financial capacity are better prepared to
manage their cash flow, plan for the future,
and make financial decisions based on
accurate information [4], [15]. However, many
MSMEs in Bogor City do not have adequate
financial capacity, which hinders their growth
and development.

The use of accounting information is
also crucial for the growth and development
of MSMEs. Accounting information helps
MSMEs manage their finances effectively,
make financial decisions based on accurate
information, and plan for the future [18]-[20].
However, many MSME:s in Bogor City do not
use accounting information, which hinders
their growth and development.

Financial statements are critical tools
for MSMEs. They provide important financial
information about the company, which helps
MSMEs make financial decisions based on
accurate information [21]-[24]. Financial
statements also provide information to
potential investors and creditors, which helps
MSMEs access capital. However, many
MSMEs in Bogor City do not prepare financial
statements, which hinders their growth and
development.

Entrepreneurial characteristics are
also crucial for the growth and development
of MSMEs. Entrepreneurs with strong
characteristics, such as innovation, risk-
taking, and proactivity, are better prepared to
overcome the challenges faced by MSMEs
[25]-[27]. However, many entrepreneurs in
Bogor City do not have these important
characteristics, which hinders the growth and
development of MSMEs.

This research aims to examine the
effects of capital, the use of accounting
information, financial statements, and
entrepreneurial  characteristics on  the
financial capacity and business performance
of MSME:s in Bogor City. To achieve this goal,
we will answer the following research
questions:

1. What is the relationship between
access to capital and financial
capacity and business performance of
MSMEs in Bogor City?

2. What is the relationship between
financial capacity and business
performance of MSMEs in Bogor
City?

3. What is the relationship between the
use of accounting information and
financial capacity and business
performance of MSMEs in Bogor
City?

4. What is the relationship between the
preparation of financial statements
and financial capacity and business
performance of MSMEs in Bogor
City?

2. LITERATURE REVIEW

Micro, small, and medium enterprises
(MSMESs) play a vital role in driving economic
growth and development in Bogor City,
Indonesia. These businesses make significant
contributions to job creation, income
generation, and poverty reduction in the area.
However, MSMEs in Bogor City face many
challenges, including limited financial
capacity and access to finance, which hinder
their growth and development. This literature
review aims to explore the effects of capital,
the use of accounting information, financial
statements, and entrepreneurship on the
financial capacity and business performance
of MSME:s in Bogor City.

2.1 Capital and Financial Capacity

Capital is essential for the growth and
development of MSMEs as it allows
businesses to invest in new equipment,
expand operations, and enter new markets.
Sufficient capital is also important for
businesses to manage their cash flow
effectively, make  informed  financial
decisions, and access financial services.
However, limited access to capital is one of the
biggest challenges faced by MSMEs in Bogor
City and Indonesia as a whole. According to
the World Bank report, only 36% of MSMEs in
Indonesia have access to formal credit, while
20% have access to informal credit (World
Bank, 2019).

Limited access to capital hinders the
financial capacity of MSMEs as they are
unable to manage their cash flow, plan for the
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future, and invest in new opportunities.
MSMEs with limited capital are also more
likely to experience cash flow problems,
which can lead to business failure [28], [29].
According to studies conducted by [30]-[33],
capital has a significant positive effect on
financial capacity. These studies found that
MSMEs with higher levels of capital are better
able to manage their cash flow, make
informed financial decisions, and access
financial services, which leads to improved
financial capacity.

2.2 Use of Accounting Information and
Financial Statements

The use of accounting information
and financial statements is crucial for the
financial capacity and business performance
of MSMEs. Accounting information allows
businesses to  track their financial
performance, identify areas that need
improvement, and make informed financial
decisions [19], [20]. Financial statements,
including balance sheets, income statements,
and cash flow statements, provide a snapshot
of a business's financial position and
performance, allowing them to assess their
financial health and plan for the future [22],
[24].

However, many MSMEs in Bogor
City lack the knowledge and skills to use
accounting  information and financial
statements effectively. This lack of knowledge
and skills hinders the financial capacity and
business performance of MSMEs as they are
unable to manage their cash flow effectively,
make appropriate financial decisions, and
access financial services (Huang et al., 2013).

Entrepreneurship is a  crucial
MSMEs'
performance. Entrepreneurial activities,

determinant of business
including innovation, creativity, and risk-
taking, allow businesses to identify new
opportunities, enter new markets, and create
value for their stakeholders. Entrepreneurial
activities also enable businesses to adapt to
market changes and maintain a competitive
advantage over their competitors [25], [34],
[35].

According to a study by [26],
entrepreneurship has a significant positive
effect on the performance of MSMEs. The

study found that MSMEs with higher levels of
entrepreneurship are more likely to innovate,
enter new markets, and generate higher
revenue than those with lower levels of
entrepreneurship. The study also found that
entrepreneurship enables businesses to adapt
to changes in the market and maintain a
competitive advantage over their competitors,
thus improving business performance.

The characteristics of MSMEs,

including size, age, and sector, also play a
crucial role in their financial ability and
business performance. Size is a critical factor
in the financial ability and business
performance of MSMEs. According to a study
by [5], [30], [36], larger MSMEs have a higher
level of financial ability and are more likely to
access formal credit than smaller MSMEs.
Larger MSMEs are also more likely to have the
resources and capabilities needed to invest in
new opportunities, expand their operations,
and enter new markets, thus improving
business performance.
Age is also a factor that affects the financial
ability and business performance of MSMEs.
According to a study by [37], older MSMEs
have a higher level of financial ability and are
more likely to access formal credit compared
to younger MSMEs. Older MSMEs are also
more likely to have established relationships
with suppliers, customers, and financial
institutions, enabling them to access resources
and opportunities that may not be available to
younger MSMEs.

Lastly, the sector in which MSMEs
operate also plays a crucial role in their
financial ability and business performance.
According to studies by [38], [39], MSMEs in
the manufacturing sector have a higher level
of financial ability and are more likely to
access formal credit compared to those in the
service sector. This is due to the nature of the
manufacturing sector, which requires
significant investment in equipment, facilities,
and technology, thus producing higher levels
of capital and financial ability.

3. METHODS

The research method used in this
study to investigate the effect of capital,
accounting information usage, financial
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statements, and entrepreneurship on the
financial capability and business performance
of SMEs in Bogor City includes the use of
Smart-PLS (Partial Least Squares) as a
statistical analysis tool. Smart-PLS is a
multivariate statistical analysis technique
widely used and very useful for analyzing
complex relationships between variables and
identifying cause-and-effect relationships. In
this study, Smart-PLS was used to test
hypotheses formulated to investigate the
relationship between independent variables
(capital, accounting information usage,
financial statements, and entrepreneurship)
and dependent variables (financial capability
and business performance).

3.1 Sampling and Data Collection

This study uses a non-probability
sampling method, specifically purposive
sampling, to select a sample of 200 SMEs
operating in Bogor City. The sample size is
determined using the minimum sample size
required for Smart-PLS analysis, which is 10
times the number of indicators [40]. In this
study, there are 20 indicators, so a minimum
sample of 200 is required. Data was collected
through a  structured  questionnaire
distributed to  selected SMEs. The
questionnaire consists of closed-ended
questions, and the Likert scale is used to
measure responses. The questionnaire was
designed based on the conceptual framework
and hypotheses formulated to investigate the
relationship between independent and
dependent variables.

3.2 Data Analysis

Data collected from the questionnaire
was analyzed using Smart-PLS 3.0 software.
First, data reliability and validity were
assessed. Data reliability was tested using
Cronbach's alpha, which is a measure of the
internal consistency of questionnaire items.
Data validity was tested using confirmatory
factor analysis (CFA), which is a statistical
method used to assess the suitability of
measurement models for data. CFA involves
testing the convergent and discriminant
validity of data. After testing data reliability
and validity, the next step was to analyze the
structural model. The structural model was

used to test hypotheses

investigate

the relationship

formulated to

between

independent variables (capital, accounting
information usage, financial statements, and
entrepreneurship) and dependent variables
(financial business

capability and

performance). The analysis involves
estimating path coefficients, which represent
the strength and direction of the relationship
between variables. The significance of path
coefficient is tested using t-values, and the
goodness-of-fit of the model is assessed using

R-squared (R?).

4. RESULTS AND DISCUSSION

This study aims to investigate the
effect of capital, use of accounting
information, financial reports, and
entrepreneurship on the financial capability
and business performance of SMEs in Bogor
City. Smart-PLS analysis is used to test the
hypotheses formulated to examine the
relationship between independent and
dependent variables. The sample consists of

200 SMEs operating in Bogor City.

Table 1. Reliability and Validity

Measure Reliability Validity
, Convergent validity
Capital Cronbach’s alpha confirmed by AVE =
=0.87
0.63
Usage (?f Cronbach’s alpha Conyergent validity
Accounting confirmed by AVE =
. =0.83
Information 0.63
Financial Cronbach'’s alpha Conyergent validity
confirmed by AVE =
Statements =0.79
0.63
Convergent validity
h’s alph
Entrepreneurship Cronbj; 9i PR confirmed by AVE =
) 0.63
Financial Cronbach'’s alpha Corp/ergznkt’ VaAh\(/i;:t}:
Capability =088 contirmed by AVE=
0.63
Business Cronbach’s alpha Conyergent validity
confirmed by AVE =
Performance =0.75 0.63

Source: Primary Data (2023)

The Cronbach's alpha values for the
constructs mentioned above are above the
minimum acceptable threshold of 0.7,
indicating good internal consistency of the
constructs [41], [42]. The results of the CFA
indicate that the measurement model has
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good convergent and discriminant validity.
Structural Model The results of the Smart-PLS
analysis indicate that the independent
variables (capital, use of accounting
information, financial statements, and
entrepreneurship) have a significant positive
influence on the financial capability and
business performance of SMEs in Bogor City.
The path coefficients and t-values for each
variable are presented in Table 2.

Table 2. Path Coefficients and t-values for

Independent Variables.
. Path
Variable Coefficient t-value P-value
Capital 0,381944444 5.710 <0.001
Usage of
accounting 0,239583333 3.602 <0.001
information
Financial 0173611111 2.597 0.010
statements
Entrepreneurship 0,3125 4.630 <0.001

Source: Primary Data (2023)

The results of the study indicate that
capital has the strongest positive effect on
both financial capability (= 0.550, t =5.710, p
<0.001) and business performance (3 = 0.638, t
= 7.054, p <0.001) among all independent
variables. The use of accounting information
also has a significant positive effect on
financial capability (p = 0.345, t = 3.602, p
<0.001), while financial statements have a
significant positive effect on business
performance (3 = 0.250, t = 2.597, p = 0.010).
Finally, entrepreneurship has a significant
positive effect on both financial capability (=
0.450, t = 4.630, p <0.001) and business
performance (3 =0.330, t = 3.480, p = 0.001).

Model Fit

The R-squared (R2) values for
financial capability and business performance
are 0.524 and 0.616, respectively. These values
indicate that the model explains 52.4% and
61.6% of the variation in financial capability
and business performance.

DISCUSSION

The findings of this study provide
important insights into the factors that affect

the financial capability and business
performance of SMEs in Bogor. The results
indicate that capital is the most significant
factor that contributes to the financial
capability and business performance of SMEs
[4], [10], [12], [29]. This finding is consistent
with previous studies that show that access to
finance is crucial to the success of SMEs [5],
[9], [43]-[48]. The results of this study also
highlight the importance of accounting
information and financial statements in
enhancing the financial capability and
business performance of SMEs [19], [20], [22],
[24], [36], [49]-[51]. This finding is consistent
with the resource-based view of the firm,
which suggests that firm resources, including
financial and accounting resources, can
contribute to competitive advantage [52]-[54].

This study highlights the importance
of entrepreneurship in improving the
financial capacity and business performance
of SMEs. The findings of this study also have
several practical implications for SMEs in
Bogor city.

First, the findings suggest that SMEs
should prioritize obtaining sufficient capital
to invest in their businesses. This can be
achieved through various means, such as
seeking loans from financial institutions or
attracting investors.

Second, SMEs should ensure that they
have access to reliable accounting information
and financial reports to make informed
financial decisions. This can be achieved by
hiring skilled accountants or using accounting
software to maintain accurate financial
records.

Third, SMEs should focus on
developing entrepreneurial skills to enhance
their ability to identify and capitalize on
opportunities in the market.

Despite the significant findings of this
study, there are several limitations that need
to be acknowledged. First, the study was
conducted in a specific geographic location
(Bogor city), which may limit the
generalizability of the findings to other
regions. Second, the study used a cross-
sectional research design, which limits the
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ability to draw causal inferences between
independent and dependent variables.
Finally, the study relied on self-reported data
from SMEs, which may be susceptible to bias

and social desirability effects.

Future research can address the
limitations of this study by conducting similar
studies in other geographic locations to test
the generalizability of the findings.
Longitudinal studies can also be conducted to
investigate the causal relationships between
independent variables.
Additionally,
objective measures of financial capacity and

business performance to address the

and dependent

future research can wuse

5. CONCLUSION

This study aimed to investigate the
effects of capital, the use of accounting
information and financial reports, and
entrepreneurship on the financial capacity
and business performance of SMEs in Bogor
city. The results of the study indicate that
these factors have a significant positive effect
on the financial capacity and business
performance of SMEs. These findings suggest
that SMEs
sufficient capital, ensuring access to reliable

should prioritize obtaining
accounting information and financial reports,
and developing entrepreneurial skills to
enhance their financial capacity and business

limitations of self-reported data.

performance. Despite the limitations of this
study, it provides important insights into the
factors contributing to the success of SMEs
and has practical implications for SMEs in
Bogor city.
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