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ABSTRACT: This study examines the influence
of financial literacy on the financial decision-
making of Malaysian small and medium enterprise
(SME) owners. Grounded in the Theory of Planned
Behavior, Behavioral Finance Theory, the Resource-
Based View, Pecking Order Theory and Signaling
Theory, financial literacy is conceptualised as a
multidimensional construct comprising financial
knowledge, financial attitude and financial
behaviour, and financial decision-making as
comprising financing, investment, working capital
management and risk management decisions. Using
a positivist, cross-sectional survey design, data were
collected from 386 Malaysian SME owners through
a questionnaire adapted from the OECD/INFE
Survey Instrument for Measuring Financial Literacy
of MSMEs, and analysed using descriptive statistics,
reliability and validity analysis, regression,
mediation, moderation, and Structural Equation
Modeling (SPSS 27.0 and SmartPLS 4.0). The
findings reveal that Malaysian SME owners possess
a moderate level of financial literacy (M = 3.57),
and that financial literacy significantly and
positively influences financial decision-making,
with financial behaviour emerging as the strongest
predictor. The influence of financial literacy was
strongest for working capital management and
weakest for investment decisions. Access to finance
and risk perception partially mediate this
relationship, while firm size, owner's educational
level and fintech adoption significantly moderate it.
The study contributes to financial literacy theory in
the SME context and offers practical
recommendations for SME owners, policymakers
and financial institutions.

KEYWORDS: Financial Literacy, SME,
Financial Decision-Making, Malaysia, Working
Capital Management.

I. INTRODUCTION

Small and medium enterprises (SMEs) are a
central pillar of the Malaysian economy,

contributing 39.7 percent of GDP, employing close
to half the national workforce, and accounting for
147 percent of total exports [1]. Yet
notwithstanding this weight, and notwithstanding
policy responses such as the National Strategy for
Financial Literacy 2026-2030 (NS2.0), SME owners
as a group continue to display low financial literacy,
weakening their capacity to make sound financial
choices and, in turn, limiting their access to
financing, the quality of the decisions they make,
and their prospects for sustainable growth [2].

Much of the existing research has looked either
at personal financial literacy or at financial
management within large corporations, leaving the
specific literacy levels and needs of SME owners in
Malaysia comparatively under-examined.
International evidence points to a positive link
between financial literacy and SME performance,
but exactly how that literacy shapes particular
categories of decision - financing, investment,
working capital management, and risk management
- has not been worked out in detail for the
Malaysian setting. Four gaps stand out: the actual
level of financial literacy among Malaysian SME
owners, measured against validated instruments, has
yet to be systematically established; whether
financial knowledge, attitude and behaviour affect
decision-making to different degrees remains open;
the specific pathways from literacy to each decision
type have not been examined in sufficient depth;
and comparatively little attention has been paid to
the contextual factors that may moderate or mediate
the relationship.

This study addresses these gaps by
systematically examining how financial literacy
shapes the financial decision-making of Malaysian
SME owners. The primary research question is: how
does financial literacy influence the financial
decision-making of Malaysian SME owners? Six
objectives guide the enquiry: (i) to assess the
financial literacy level of Malaysian SME owners
using the OECD/INFE measurement framework; (ii)
to analyse the relationship between each dimension
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of financial literacy and financial decision-making
quality; (iii))-(v) to examine the influence of
financial literacy on financing, investment, and
working capital management decisions respectively;
and (vi) to identify and test the moderating variables
affecting this relationship.

II. LITERATURE REVIEW AND THEORETICAL
FRAMEWORK

Financial literacy is conceptualised, following
the OECD/INFE framework, as a multidimensional
construct combining financial knowledge, financial
attitude and financial behaviour [3]. The Theory of
Planned Behavior provides a first theoretical anchor,
holding that behaviour is the outcome of intention,
which is in turn shaped by attitude, subjective norms
and perceived behavioural control [4]. Behavioral
Finance Theory contributes a complementary lens,
highlighting how cognitive biases such as
overconfidence, loss aversion and anchoring shape
financial choices even among knowledgeable
decision-makers [5]. The Resource-Based View
treats financial literacy as an intangible, owner-
embedded resource capable of generating sustained
competitive advantage for the firm [6], while
Pecking Order Theory and Signaling Theory jointly
inform the study's treatment of financing decisions,
explaining owners' preference orderings across
internal funds, debt and equity and the signalling
role that financial competence plays with external
financiers [7].

Empirical studies internationally report a
consistent, positive association between financial
literacy and firm-level financial outcomes, including
access to finance and firm growth [8]. Malaysian
research on the topic remains comparatively sparse,
however, and has rarely disaggregated financial
literacy into its component dimensions or examined
its differentiated effect across financing, investment,
working capital and risk management decisions.
Firm-level factors (size, age), owner-level factors
(education, experience, gender) and environmental-
level factors (industry, access to fintech) are
repeatedly flagged in the literature as plausible
moderators or mediators of the relationship, but
have not been jointly tested within a single,
theoretically integrated Malaysian SME model. This
study responds to that gap with the conceptual and
hypothesis framework set out in Section III.

III. RESEARCH METHODOLOGY

This study adopts a positivist research
philosophy and a cross-sectional survey design,

consistent with its aim of testing a pre-specified set
of hypotheses about the relationship between
financial literacy and financial decision-making.
Financial literacy was measured using the
OECD/INFE Survey Instrument for Measuring the
Financial Literacy of MSMEs, covering financial
knowledge (10 items), financial attitude (6 items)
and financial behaviour (8 items). Financial
decision-making was measured across financing (6
items), investment (6 items), working capital
management (6 items) and risk management (5
items) decisions, adapted from Prajapati [9] and
other validated SME instruments. Access to finance
and risk perception were included as mediating
variables, and firm size, owner's educational level,
industry type and fintech adoption as moderating
variables, with firm age, owner's age, owner's
gender and business experience entered as controls.
All scale items used a 5-point Likert format.

The target population comprised all registered
SME owners in Malaysia, of whom there were
approximately 1.3 million as of 2025. Stratified
random sampling, stratified by firm size, industry
type and geographic location, was used to draw the
sample from SME Corp Malaysia's registry,
SAMENTA's membership list, MATRADE's
exporter database and industry association lists.
Guided by SEM sample-size conventions - a
minimum of 200 [10] and Hair et al.'s [11] 10-times
rule - the study targeted 480 distributed
questionnaires to yield a usable sample comfortably
above the minimum requirement. A total of 386
valid, usable responses were retained for analysis
after data cleaning.

Data were analysed in SPSS 27.0 and SmartPLS
4.0, using descriptive statistics, reliability analysis
(Cronbach's alpha), validity analysis (convergent
and discriminant validity, following Fornell and
Larcker [12]), multiple linear regression for direct-
effect hypotheses, the PROCESS macro [13] with
5,000 bootstrap samples for mediation and
moderation testing, and Structural Equation
Modeling for the overall measurement and structural
model.

IV. FINDINGS: DESCRIPTIVE AND RELIABILITY
RESULTS

The overall mean financial literacy score was
3.57 (SD = 0.75) on the 5-point scale - a moderate
level. Of the three dimensions, financial attitude
scored highest (M = 3.78), financial behaviour
followed (M = 3.51), and financial knowledge
scored lowest (M = 3.42), suggesting basic
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conceptual understanding remains the weakest link
even where attitudes toward financial management
are positive. Respondents grouped into financial
literacy bands showed 15.0 percent in the low band,
61.1 percent moderate, and 23.8 percent high. On
the decision-making side, working capital
management scored highest (M = 3.82) among the
four dimensions, followed by financing decisions
(M = 3.61), investment decisions (M = 3.43), and
risk management decisions, which scored lowest (M
= 3.39). Table 1 reports the full descriptive results.
All constructs exceeded the conventional 0.70
reliability  threshold [14] and demonstrated
satisfactory convergent and discriminant validity.

Table 1: Descriptive Statistics of Key Constructs

Dimension Mean | SD Band

Financial Knowledge 3.42 0.87 | Low

Financial Attitude 3.78 0.82 | High

Financial Behaviour 3.51 0.91 | Mid

Overall Fin. Literacy 3.57 0.75 | Mid

Financing Decisions 3.61 0.84 | -

Investment Decisions 343 0.89 | Low FDM

Working Capital Mgmt. | 3.82 0.79 | High FDM

Risk Management 3.39 0.92 | Low FDM

V. FINDINGS: HYPOTHESIS TESTING

A. Direct Effects (H1-H5)

Multiple regression, controlling for firm age,
owner's age, gender and business experience,
showed that all three financial literacy dimensions
significantly predicted overall financial decision-
making (R* = 0.41, F = 32.47, p < 0.001), with
financial behaviour the strongest predictor (f = 0.31,
p < 0.001), followed by financial attitude (f = 0.22)
and financial knowledge (B = 0.18), supporting
H1/Hla-c. The pattern held for financing decisions
(R? = 0.34, supporting H2) and risk management
decisions (R* = 0.32, supporting HS). For
investment decisions (R?2 = 0.29), financial
behaviour and attitude were significant but financial
knowledge was not (B = 0.12, p = 0.087), giving H3
only partial support. Working capital management
showed the strongest model of all (R? = 0.48), with
financial behaviour a particularly powerful predictor
(B=10.38, p <0.001), supporting H4.

B. Mediation (H6, Hé6a)

Using the PROCESS macro with 5,000
bootstrap samples, access to finance significantly
mediated the financial literacy-decision-making
relationship (indirect effect B = 0.08, 95% CI [0.04,
0.12]), with the direct effect remaining significant (3
=0.31, p <0.001) after controlling for the mediator,
indicating partial mediation and supporting H6. Risk
perception showed a comparable partial mediation
effect (indirect effect p = 0.05, 95% CI[0.02, 0.09]),
supporting H6a.

C. Moderation (H7-H10)

Interaction-term regression showed financial
literacy's  effect on  decision-making  was
significantly stronger for medium enterprises (f =
0.44) than micro-enterprises (B = 0.28), supporting
H7, and stronger for owners with tertiary education
(B = 0.42) than those with secondary education or
below (B = 0.30), supporting H8. Industry type did
not significantly moderate the relationship (f = 0.06,
p = 0.140; H9 not supported). Fintech adoption
showed the largest moderating effect of the four (f =
0.17, p < 0.001), with financial literacy's effect on
decision-making roughly double among high-
fintech-adoption owners (B = 0.51) compared with
low-adoption owners (p = 0.25), supporting H10.
Table 2 summarises all fourteen hypotheses: twelve
were fully supported, one (H3) partially supported,
and one (H9) not supported.

Table 2: Summary of Hypothesis Testing Results

Hyp. Description Result
Financial literacy

H1/Hla- | (knowledge, attitude,

c behaviour) — financial Supported
decision-making
Financial literacy —

H2 financing decisions Supported

H3 Fmanmal hteraf:}{ — Partial
investment decisions

H4 Flne.mc1al literacy — working Supported
capital management

H5 Financial llteracy - risk Supported
management decisions
Access to finance / risk

H6/H6a | perception mediate FL — Supported
FDM
Firm size moderates FL —

H7 FDM Supported
Owner's education moderates

H8 FL — FDM Supported
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Industry type moderates FL

H9 — FDM Not supp.
Fintech adoption moderates

H10 FL — FDM Supported

VI. DISCUSSION

That financial behaviour consistently emerged as
the strongest predictor across all decision types,
ahead of both knowledge and attitude, indicates that
what SME owners actually do - budgeting, record-
keeping, saving, monitoring cash flow - matters
more for decision quality than what they know or
how they feel about money. This is consistent with
the Theory of Planned Behavior's treatment of
behaviour as the point at which intention and
perceived control are ultimately expressed [4], and
with the broader 'knowing-doing gap' documented in
the management literature [15]. The comparatively
weak and, for investment decisions, non-significant
effect of financial knowledge alone reinforces the
same point: knowledge appears necessary but not
sufficient, and pays off mainly once translated into
consistent behaviour.

The strength of the working capital management
result, and the comparative weakness of the risk
management result, together sketch a coherent
picture of SME financial priorities: day-to-day
liquidity concerns dominate owners' attention and
are where financial literacy delivers its clearest
returns, while longer-horizon risk identification and
mitigation remain comparatively neglected, a
pattern with real implications given the volatility
SMEs typically face. The partial mediation via
access to finance and risk perception suggests two
concrete channels through which literacy operates -
more literate owners are better able to prepare
financial information and negotiate with lenders,
and are more attuned to the financial risks facing
their business - while the sizeable direct effect that
remains after accounting for both mediators
indicates literacy also improves decision quality
through channels not captured here, plausibly
sharper evaluation of alternatives and more effective
implementation. The strong moderating role of
fintech adoption, nearly doubling financial literacy's
effect on decision-making, points to a practical
amplification mechanism: digital tools appear to
help owners convert financial literacy into actual
decision quality more effectively than financial
literacy alone.

VII. CONCLUSIONS AND RECOMMENDATIONS

A. Conclusions

e Malaysian SME owners possess a moderate
overall level of financial literacy (M = 3.57),
with financial attitude the strongest dimension
and financial knowledge the weakest; 15.0
percent of owners fall into the low-literacy band.

e Financial literacy significantly and positively
influences financial decision-making, with
financial behaviour the strongest predictor across
all four decision types.

e The influence of financial literacy is strongest for
working capital management and weakest, and
only partially supported, for investment
decisions.

e Access to finance and risk perception partially
mediate the financial literacy-decision-making
relationship, indicating both indirect and direct
pathways of influence.

e Firm size, owner's educational level and fintech
adoption significantly moderate the relationship,
strengthening it for larger, more educated and
more digitally engaged owners; industry type
does not moderate it.

B. Recommendations

e SME owners should prioritise financial
management behaviours - budgeting, cash flow
monitoring, record-keeping - over knowledge
acquisition alone, with particular attention to
working capital management.

o SME owners should adopt fintech tools for
accounting, cash flow forecasting and digital
payments, given the strong amplifying effect of
fintech adoption on financial literacy's benefits.

e Policymakers should design financial education
programmes around behaviour change rather
than knowledge transfer alone, prioritise working
capital content, and pair financial literacy
initiatives with fintech promotion.

e Policymakers should target low-literacy groups
directly, including women entrepreneurs and
less-experienced  owners, and  strengthen
outreach for existing support programmes such
as NS2.0, whose awareness levels remain low.

e Financial institutions should factor owner
financial literacy into credit risk assessment, and
pair lending products with embedded financial
education and literacy-supporting fintech tools.

VIII. LIMITATIONS AND FUTURE RESEARCH
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As a cross-sectional survey relying on self-
reported data from a single country, this study
cannot establish causal direction and may be subject
to social desirability and common-method bias, and
its findings on financial decision-making quality are
not benchmarked against objective performance
outcomes. The moderator and mediator set, while
theoretically grounded, is necessarily selective.
Future research could adopt longitudinal or
experimental designs to strengthen causal inference,
incorporate  qualitative  methods to enrich
understanding of the mechanisms identified here,
examine Islamic and digital financial literacy
specifically, and extend the model comparatively to
other Southeast Asian SME populations.

IX. CONCLUSION

This study set out to examine how financial
literacy influences the financial decision-making of
Malaysian SME owners. Drawing on survey data
from 386 owners, analysed through regression,
mediation, moderation and structural equation
modeling, the study finds that Malaysian SME
owners hold a moderate level of financial literacy,
that financial literacy significantly and positively
influences financial decision-making with financial
behaviour as its strongest driver, and that this
relationship is partially mediated by access to
finance and risk perception and significantly
moderated by firm size, owner's education and
fintech adoption. These findings extend financial
literacy theory into the Malaysian SME context and
offer a practical, evidence-based basis for
interventions by SME owners themselves,
policymakers, and the financial institutions that
serve them.
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