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Abstract:

This research aimed at finding out the effect of FL and FC on the FWB of
SMEs in Malaysia. This study specifically focused on the FL framework
developed by the OECD, which consist of three key components: The
following constructs are chosen: financial behavior (FB), financial knowledge
(FK), and financial attitude (FA). Also, the study also aimed at assessing the
moderating effect of FC in this relationship. Participants for this study were
SMEs in Malaysia and data was collected using a survey with 231 respondents.
In line with the objectives and hypotheses, the data was analyzed using partial
least square (PLS) — structural equation modeling. The results of the study
supported the postulated FL and FC as having a significant effect on the FWB
of SMEs. Therefore, it can be concluded that this study offered a strong
reasoning that the link between FWB and FL was Moderated by FC. This
research provides a novel way of considering the factors that affect the FWB
of SMEs and relies on the Stimulus-Organism-Response theory. Thus, this
study seeks to develop a holistic framework that captures the complex
relationships between the factors that affect the FWB of SMEs. From the above
literature, the researchers will be in a better position to comprehend and
understand the concept of SMEs’ FWB, especially in Malaysia. Thus,
subsequent similar studies on SMEs’ FWB may be conducted, and the
difference found could be applicable across various industries or areas. The
foregoing thus depicts the importance of SMEs in every economy as they are
indeed the backbone. Nevertheless, few research pay attention to their FWB,
particularly in Malaysia.
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Introduction

Small and medium enterprises (SMEs) are considered as one of the most vital segments of the
Malaysian economy as they contribute to more than 98 percent of the entire business entities
in the country (Department of Statistics Malaysia, 2021). According to the Department of
Statistics Malaysia (2021), ‘“SMEs are an important pillar of the economy’’, SMEs are
responsible for contributing about 40% of the GDP of the country.

This view thus recognizes the SMEs as a vital part of the national economy and underlines the
importance of sustaining the SMEs’ FWB for the future growth of the country, (Taghizadeh et
al., 2017). They stressed on the significance of the SME business owners’ FWB as a key factor
that helps in the development of SMEs. The COVID-19 pandemic that erupted in the year 2020
had also affected the financial situations of numerous entities such as the SMEs. Therefore, the
business owners’ well-being affects the growth and functioning of their companies (Sisharini
etal., 2020).

The underlying concept of FL which encompasses an individual’s capacity to comprehend and
apply financial literacy concepts like financial planning, budgeting and investment forms the
basis of FC. This refers to not only the knowledge of financial jargons, but also the application
of such knowledge in arriving at certain decisions. These elements combine to form an
individual’s or a business’s FWB, which is defined as the state of having FWB and security.
This framework is very relevant when it comes to the determination of the FWB of SMEs.
When viewed in the context of the SOR theory these factors can be used to give a rich
explanation of how the external stimulus (S) will be processed in an organism (O) to produce
specific financial behaviour or outcomes (R). This perspective is quite useful in understanding
how SMEs could manage for or seize financial challenges and opportunities and, in the process,
influence their growth, sustainability, and overall contribution to the national economy.

As the awareness of the link between well-being and business growth is on the rise, Bergmann
(2002), there is still limited literature specifically investigating this association as pointed out
by Azmi (2020). Nonetheless, as SMEs are considered one of the most significant contributors
to Malaysia’s economic growth and their importance in strengthening the company’s
preparedness in the face of global competition (Normah, 2018; Yuan, Azam, & Tham, 2020),
there is a need for more research on the factors that influence the FWB of SMEs.

Literature Review

Financial well-being

FWB is an essential component of overall quality of life as defined by Helliwell and Putnam
(2004) who stated that it is “the sense of satisfaction with different domains of life. ” This view
is also attributable to Tiberius and Plakias (2010) who recognize its importance. FWB is
considered as one of the aspects of overall quality of life, besides other factors which include
physical environment, accommodation, job, health and recreation, as denoted by Van Praag et
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al. , (2003) and Sabri et al. , (2019). The above authors Van Praag et al. (2003) pointed out that
FWB is one of the aspects of well-being of the individual.

However, there is a difference in definitions of what it means to be FWB. Following Gerrans
etal. (2014), itis always considered in terms of personal judgment, which implies that different
people may interpret it differently. According to the work of Mokhtar et al. (2015), FWB is
defined in detail as an indicator of a family or an individual’s financial health. FWB is defined
as a combination of the tangible financial factors like wealth and income and the perceived
financial needs and financial well-being (Joo & Grable 2004; Plagnol 2011; Gerrans et al. 2014;
Gonzales et al. 2020).

In addition, an individual’s FWB is influenced by a number of factors which are contextual
and individual as described by Gonzales et al. (2020). Also, financial literacy and counselling
(Lusardi & Mitchell 2011; Gerrans et al. 2014) play a critical role in the formulation of FWB.
Furthermore, financial literacy as examined by Joo and Grable (2004) and Gonzales et al.
(2020), also affects one’s FWB.

Financial well-being and SMEs

It is the small and medium enterprises that have been deemed to hold a lot of weight on the
progress of a given nation’s economy. In the particular case of Malaysia, SMEs make up a
considerable 98 percent of business establishments. According to the SME Corporation
Malaysia (2018), it is estimating that micro entrepreneurs constitute 5 percent of all business
entities. These enterprises are quite significant as they contribute 37 percent. It constitutes one
percent of the nation’s Gross Domestic Product and engages about two-thirds of the working
population. SME Corporation Malaysia (2018) is correct in asserting that ‘This underpins the
need to secure business growth and development within SMEs’.

While SMEs have made tremendous impacts on the economy as well as people’s lives, the
growth of SMEs in Malaysia has been rather poor. This is evident in the rise of SME
employment in percentage of total employment where it has been growing at an average of 0.
This is 73 percent, the main cause of which has been identified as the increasing number of
SMEs in Malaysia, as stated by HRDF (2019).

Shepherd and Wiklund (2009) also support the relevance of the SME owners’ well-being when
analysing the findings of the studies on firm growth. It also notes that the health status of SME
owners is an important factor in this process, as pointed by Azmi (2020).

However, it is necessary to bear in mind that FWB plays the role of a key factor that reflects
the overall financial status of a person. This is especially important for the owners of the SMEs
as they should aim at achieving FWB since it acts as a form of protection against financial
stress as stated by Dunn and Mirzaie (2012). This study also recognizes the fact that is there is
a positive relationship between FWB and general well-being as stressed by Van Praag et al.
(2003). Hence, analysing the FWB of SME business owners is equally important as the need
to promote the growth of SME businesses.

Financial Literacy

According to OECD, FL is defined as ‘the possession of knowledge and understanding of
financial concepts and risks, and the skills, motivation, and confidence to apply such
knowledge in order to make adequate decisions in a number of contexts; thus, improving the
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FWB of individuals and the society, and enabling participation in economic processes’ (Sabri

& Aw 2019). While numerous definitions of FL exist in the research, this study primarily

focuses on the OECD's (2020) FL framework, which consists of three key elements: FA, FB
and FK.

The first dimension of FL is FK based on the guidelines given by OECD (2020). FK is
understanding of certain financial principles and the use of mathematical skills in solving
financial problems. High levels of financial literacy enable individuals to effectively take
charge of their financial affairs, make rational decisions when it comes to investment and make
proper responses to financial situations which in turn improve their financial health.

Secondly, FB refers to the choices that people take or do not take concerning financial issues.
Some of the healthy financial habits that can help people to improve their financial status and
minimize the financial risks include budgeting, saving and making sound investment. On the
other hand, there are negative behaviours such as overspending, not saving or misusing debt,
which could be counterproductive in this regard despite the fact that one may possess adequate
knowledge on the aspect of finance.

Last of all, FA influences the decisions made by people regarding their finances and,
consequently, their level of Financial Well-Being (FWB). Financial Attitude (FA) is defined
as people’s perception, propensity, and actions towards saving, spending, and financial
management respectively. Despite the fact that every person can have some level of financial
literacy it is still possible to stay far from the perfect financial health if a person has the wrong
mindset when it comes to managing money or if he has some financial vices caused by the
issues of psychology.

Here, the enhanced FL in all three facets, that is, FK, FB, and FA, is vital for increasing the
effectiveness of FWB. Educating people about right skills, knowledge, and attitudes can go a
very long way in improving the financial health status of people and society in general. Thus,
in order to improve FL in all its aspects, a strategy that addresses all three areas is necessary.
Consequently, this study has used the OECD’s definition of FL to analyse its position in SMEs’
FWB.

Over the years, researchers in the FL domain have increased their activity and acknowledged
the relationship between FL and corporate performance (Ayub et al. 2020). Lusardi and
Mitchell (2014) have also elaborated the importance of FL in relation to FC and the need to be
informed on financial issues. However, owners with limited FL may not be able to properly
assess and comprehend other forms of business funding (Vincent 2014; Usama & Yusoff
2019). Although FL is important for SMEs in Malaysia, the research on this subject is still
scarce. Thus, this study can be deemed an essential reference for further works in this area of
study.

Financial Capability

FC research aims at enhancing the knowledge on one’s capacity to make financial choices
(Xiao 2016). Johnson and Sherraden (2007) posit that FWB is shaped by three primary factors:
As a result of this, the following three elements may be said to have been proved: Financial
fitness, Financial competence as well as Financial opportunity. Some studies have looked at
the correlations between FC and other variables such as money attitudes, financial pressure
(Sabri et al. 2018), financial education (Xiao & O’Neill 2016), financial stress (Scott et al.
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2018), financial satisfaction (Xiao & O’Neill 2018), and social contacts (Ranta et al. 2019).

Furthermore, there is research done on the relation between social demographic characteristics

and FC (Bharucha 2017; Loke 2017; Ooko 2017). Demographic factors including the age and

ethnicity can be used to determine the population that is at risk, thus, allowing for preventive
measures to be taken (Mokhtar, Sabri & Ho, 2020).

Tahir and Ahmed (2020) have carried out a number of studies to investigate the role of FC in
moderating the relationship between FL and FWB and, therefore, contributed significantly to
this field. On the other hand, Xiao and Porto (2017) focused on the moderating property of FC
in the relationship between financial satisfaction and financial education. They described FC
as a combination of FL and four essential FBs (spending behaviours, saving behaviours,
retirement planning and checking of credit reports), and also an attitude of monitoring ones’
financial status.

In their study, Xiao and Porto (2017) further explored FL in relation to the general definition
of FC, thus, differentiating FL from FC as defined by Lusardi and Mitchell (2011), FL is the
ability to comprehend fundamental financial concepts while Sherraden (2013) defined FC as
the use of previously acquired FK and the accomplishment of financial activities. This paper
seeks to establish whether the capacity of individuals in performing financial tasks mediate the
objectives of FL.

Consequently, for SMEs, FC deficiency can be a bottleneck to their development and
effectiveness. SMEs need the so-called financial management skills that are different from
these of microenterprises and individuals to manage the business finances and achieve the
sustainable growth (The World Bank 2018). FC is of great significance to entrepreneurs
including SME operators as it enables them to make sound decisions and recognize good
opportunities (Suryani et al. 2017). Thus, FC improvement can be regarded as a way to promote
entrepreneurial spirit and improve financial management.

Improving the FC of SME owners or decision-makers can lead to SMEs’ expansion, which go
a long way in fuelling economic growth in regions with high levels of informal employment,
typical of low- and middle-income countries. Thus, the present research aims at exploring the
associations between FL and FC in the context of SMEs, as well as the moderating role of FC
in the relationship between FL and FWB.

Stimulus Organism Response Theory

For the analysis of the given topic, the theoretical framework that has been used is the Stimulus-
Organism-Response (SOR) model developed by Mehrabian and Russel in the year 1974. In
this model, environmental factors act on a person’s cognitive and affective states, with the latter
affecting the individual’s behaviours (Mehrabian & Russell 1974). The SOR framework, an
extension of the traditional stimulus-response (S-R) approach, consists of three components:
There are three components: (1) stimulus, which stands for external cues that elicit activism;
(2) organism, which refers to the individual’s evaluation of the situation and response; and (3)
response, which is the consequence of the individual’s reaction to the stimulus (Chen & Yao
2018; Zhang et al. 2018b; Zhu et al. 2020). Floh and Madlberger (2013) describe the model as
a stimulus (S) that affects an individual’s internal perception (O) followed by the person’s
approach or avoidance (R). This means that a stimulus can influence one’s thoughts or feelings
in a certain way and thus generate a positive or negative outcome. The external stimuli that
people encounter in their day-to-day life can either be approached in a positive way or avoided
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in a negative way. Emotions play the role of moderators that link the SOR model’s factors in a
sequence.

It has been applied in consumer behavior studies mainly in buyer behavior (Chen & Yao 2018),
social media groups (Kamboj et al. 2018), politics (Under 2019), psychology (Green & Ben-
Sasson 2010), and education with a focus on students’ perception of knowledge hiding (Zhai
et al. This is rather peculiar for the reason that the SOR model being a versatile model has not
been implemented in any financial investigations. Consequently, this research is the pioneer to
employ it in the financial literature.

The research questions of this study are as follow: How does FC moderate the relationship
between FL and FWB? This paper presents a model that explains the determinants of financial
condition in SMEs. Even though some of these relationships have been investigated in the past
separately (Falahati & Sabri, 2015; Ameer & Khan, 2020), they have not been explored
simultaneously within one model. Furthermore, this study aims at extending the literature on
the determinants of SMEs’ FWB by examining the moderating role of FC for the first time.
The expected contribution of this study includes the findings that can be useful for future
research in this area based on the literature and theories. The following figure outlines the
structure of the research in this study.

Stimulus (S) Organism (O) Response (R)

Financial
capability (FC)

H2a, H2b, H2c
Financial Literacy (FL) H3
1) Financial knowledge 4| Financial well-being
2) Financial behavior e
3) Financial attitude

Figure 1: Theoretical Framework
Source: Developed for the research

Methodology

Sample

The population for this study consisted of 231 owners of SMEs with sales turnover below
RM20 million or the employment of no more than 75 full-time employees. Meanwhile, the
biggest number of the respondents’ business type of organization is sole proprietary which
constitutes 112 or 48. 5%, followed by the partnership which has 86 or 37. 2% and company
which has 33 or 14. 3%. In regard to the sectors the respondent’s SMEs belong to, 73. 2% of
them are services and other sectors while 26. 8% are manufacturing. Most of the respondents
are in the 36-45 years age bracket accounting for 38. 5% of the total respondents followed by
25-35 years age bracket accounting for 33. 3% of the respondents. Regarding the educational
background, 49. 4 % of the respondents have a bachelor’s degree; 18. 6 % have diploma, 14. 7
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% has SPM, 6. 9 % other degrees, 6. 5 % certificates and only 3. 9 % has STPM. Out of 231

respondents, 62. 3% of the populations are Malays, followed by the Chinese at 21. 6%, Indians
at 9. 1%, and others 6. 9%.

Measurement

The assessment of FWB used in this research was made on the basis of the Incharge Financial
Distress/Financial Wellbeing (IFDFW) Scale developed by Prawitz et al. (2006). For gauging
FL, the OECD (2018) was utilized, which evaluated three aspects of FL: Therefore, the
research findings are as follows: FK, FA and FB. Therefore, the study used the Financial
Capability Scale (FCS) to assess the FC of SME owners. This survey instrument was developed
by the Center for Financial Security in the year 2013.

Findings

The target population for this study consisted of 231 participants who fulfilled the criterion of
either owning SMEs with a sales turnover of less than RM300,000 or having less than five full
time employees. The demographic characteristics of the screened participants are shown in
Table 1, including the number and percentage of correct demographic information to ensure
the data’s accuracy.

Table 1: Respondent profile

Description Demographic data Frequency (N) Percent (%0)
Gender Male 131 56.7
Female 100 43.3
Age 25-35 77 33.3
36-45 89 385
46-55 51 22.1
56-65 14 6.1
Ethnicity Malay 144 62.3
Chinese 50 21.6
Indian 21 9.1
Others 16 6.9
Education SPM 34 14.7
STPM 9 3.9
Certificate 15 6.5
Diploma 43 18.6
Bachelor Degree 114 49.4
Others 16 6.9
Types of Sole Proprietary 112 48.5
business Partnership 86 37.2
organisation Company 33 14.3
SME Categories Manufacturing 62 26.8
services and other sectors 169 73.2

At first, the refined categories identified that all 231 subjects were either SME owners with
sales turnover of less than RM20 million or organizations with less than 75 full time employees.
Most of the respondents (48. 5%) were sole traders and this was followed by partnerships (37.
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2%) while the rest (14. 3%) were companies. A large portion of the respondents’ SME
categories were in services and other sectors at 73. 2%, the others were in manufacturing and
construction at 26%. A higher percentage of 8% worked in the manufacturing sub-sector.
Regarding the age distribution of the respondents, 38. 5% of the respondents fell within the age
range of 36 to 45 years, followed by those within the 25-35 years of age bracket with 33. 3%,
41-50 with 13. 5%, 46-55 with 22. 1%, and 55-65 with 6. 1%. With regard to the level of
education, the majority of subjects 49. 4% had a bachelor’s degree; diplomas were the second
most common, with 18. 6%, followed by SPM with 14. 7%, other degrees with 6. 9%,
certificates with 6. 5% and STPM with 3. 9%. The distribution of the 231 respondents by
ethnicity showed that 62. 3% were Malays followed by 21. 6% Chinese, 9. Only 1% of the
whole population was Indian, while 6. 9% of the population comprised of other ethnic
groupings.

Assessment of the Measurement

Three criteria were applied to assess the measurement model for this study: The analysis used
the measures of internal consistency reliability, convergent validity and indicator reliability.
The assessment of the measurement model for this study is done based on guidelines presented
in Table 2 below.

Table 2: Measurement Model

Construct Item Indicator  Outer loading CR AVE
Financial literacy Flnz_inmal FLAL? 0.68 0.728 0.574
attitude
FLAS 0.778
FLAG 0.596
Flnanplal FLB1 0.736 0.688 0.530
behaviour
FLB2 0.599
FLB8 0.706
Financial FLK12 0.657 0.658 0.591
knowledge
FLK13 0.742
Financial capability Financial
. FC4 0.643 0.717 0.558
capability
FC5 0.679
FC6 0.706
Financial well-being  Financial FWB1 0.732 0.784 0.646
well-being
FWB5 0.87

Table 2 shows factor loadings of the items, which ranges from 0. 599 to 0.87, thus suggesting
that the study’s dependability is satisfactory. The dependence of the construct’s indicators
depends on the loading of each indicator. A value of >0. 3 is considered to be important, >0. 4
as more important and >0.5 as extremely significant. Nevertheless, the levels chosen may differ
with judgment, objectives of the study, as well as other related works. Hence, there are no
defined clear-cut factors or criteria as cut-off values regarding these markers (Smith et al.
2018). Since the purpose is to assess the most important factors in the factor solution, items
with loadings of less than 0.5 were disregarded. The items whose factor loadings were less than
the minimum cut-off point was omitted after doing the PLS extraction.
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Convergent validity is the extent to which measures for two or more constructs that are thought

to be related are indeed related to each other. Therefore, based on the literature, the threshold

values that are recommended for the parameters are Average Variance Extracted (AVE) of

greater or equal to 0.5. As for the analysis of the results obtained from the PLS algorithm, it

was established that the AVE values of all the seven constructs were above the required 0.5,

ranging from 0. 530 to 0.646 (as demonstrated in the Table 2 below). These findings suggest
that the measurement model that was used met the criteria for convergent validity.

In this research, discriminant validity of the constructs was checked using Fornell and Larcker
Criterion. A construct’s discriminant validity is said to be achieved if the square root of its
AVE is greater than the correlation it has with any other construct. The analysis based on the
PLS method revealed that for each construct, the square root of its AVE was greater than the
construct’s relationship with any of the other constructs. This result shows that the discriminant
validity of the study was also achieved as depicted in Table 3. In other words, all the constructs
assessed in this research are different from each other.

Table 3: Discriminant Validity

FLA FLB FC FLK FWB
FLA 0.689
FLB 0.293 0.656
FC 0.361 0.258 0.676
FLK - - - 0.701
0.212 0.213 0.331
FWB 0.395 0.269 0.512 - 0.799
0.327

Structural Model Assessment
After this, the study proceeded to the evaluation of structural equation modelling in smart PLS
after establishing that the measurement model was adequate.

Collinearity Issues

The tolerance test is another way of assessing the level of multicollinearity and VIF values
above 5 are indicative of multicollinearity among the predictor constructs (Hair et al., 2017).
Therefore, when conducting the smart PLS test, the paper obtained the VIF values of the
constructs, which varied from 1.020 to 1.314. These values suggest that there is moderate to
low correlation among the constructs assessed in this research. The values of VIF are presented
in Table 4 based on constructs.

Table 4: Values of the Variation Inflation Factor for Collinearity

FLA FLB FC FLK FWB
FLA 1.162 1.238
FLB 1.141 1.165
FC 1.314
FLK 1.118 1.181
FWB
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In the study, the endogenous variables of FC and FWB yielded R2 values of 0.239 and 0.349,
respectively. These findings indicate that a substantial proportion of the variance in FC (R2 =
0.239) and FWB (R2 = 0.349) can be explained based on the guidelines previously mentioned.
T-statistics were employed to assess the significance of all pathways using the bootstrapping
method in SmartPLS 4. The bootstrapping settings involved the use of 1,000 subsamples, a
one-tailed test, and a significance level of 0.05. For the one-tailed test, critical values
corresponding to significance levels of 1% (a = 0.01), 5% (a = 0.05), and 10% (a0 = 0.1) were
applied, which are 2.33, 1.645, and 1.28, respectively, as indicated by Ramayah et al. (2018).
Examining the results in Table 5, the standardized coefficients for the routes ranged from -
0.025 to 0.219, approximately falling between -1 and +1. According to the findings by Hair,
Hult, Ringle, and Sarstedt (2017), stronger correlations are observed when estimated path
coefficients are closer to +1, while weaker correlations are evident when they approach 0. FA
were found to have t-values of 3.316, indicating significance at the 0.01 level (t = 3.316, p <
0.01) for the t-test. Similarly, FC (p = 0.914, t-value = 5.935, p < 0.01) exhibited a positive
relationship with FWB. Conversely, FB (f = 0.076, t-value = 1.203) and FK ( = 3.316, p <
0.01) had a negative impact on FWB. Regarding the direct relationship with FC, the predictors
of FA (B = 0.101, t-value = 3.494, p < 0.01) and FB (B = -0.058, t-value = 1.955) indicated
positive relationships with FC. FK (B = -0.240, t-value = 4.165, p < 0.01) however shows
negative relationship on FC. Summaries of the findings are presented in Table 5 below.

Table 5: Hypotheses Testing

Hypothesi  Relationshi Std. Std. t- p- Decision BCI BCI f-
S o] Beta Deviation value  value LL UL square

Financial
attitude -> Supporte

Hla Financial 0.219 0.066 3.316  p<0.01 q -0.032 0.001 0.059
well-being
pehaviou - Not

H1lb - - 0.076 0.063 1.203  0.114  supporte  -0.152 0.032 0.008
> Financial d
well-being
Financial
knowledge - Not

Hilc - : -0.388 0.117 3.316 p<0.01 supporte 0.081 0.035 0.029
> Financial d
well-being
Financial

H2a attitude -> 0.101 0.029 3494 p<0.01 WP 001 0074 0065
Financial d
capability
Financial

H2b behaviour - 44 0.030 1955 p<0.05 SUPPO 05 0029 0.021
> Financial d
capability
Kowieage - Not

H2c . - -0.240 0.058 4165 p<0.01 supporte -0.434 -0.434 0.056
> Financial d
capability
Financial
capability - Supporte

H3 > Financial 0.914 0.154 5.935 p<0.01 d 0.326 0.326 0.175
well-being
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Mediation Model

The research explored the relationship between FL and FWB, with FC considered as a potential
mediator. To assess the mediation effect of FC, the bootstrapping technique in SmartPLS 4 was
utilized. The mediation results revealed that FA (f = 0.093, t-value = 2.945, p < 0.05), FB (B =
0.053, t-value = 2.945, p < 0.05), and FK (B = 0.220, t-value = 3.397, p < 0.01) all exhibited
significant positive direct relationships. Furthermore, the results indicated a substantial positive
indirect association between the dependent variable (FWB), the mediator (FC), and the
independent factors (FA, FB, and FK). This finding confirms the presence of a mediation effect
and supports hypotheses H4a, H4b, and H4c, as there are both direct and indirect associations
with substantial and positive effects, as outlined by Hair et al. (2017). This finding supports the
claim made by Remund (2010) that financial capability plays a mediating role in the
relationship between financial well-being and financial literacy. The route coefficients for
evaluating these mediating relationships are presented in Table 6.

Table 6: Path Coefficient for Indirect Relationship

. Std. T P -
Hypothesis Relationship Std. p error value value Decision
Financial =~ affitude > 5503 0031 2045  0.002
Financial wellbeing
H4a Financial attitude = Supported
Financial  capability -> 0.093 0.031 2.945 0.002
Financial wellbeing
Financial ~ behaviour > 453 928 1870  0.031
Financial wellbeing
H4b Financial  behaviour -> Supported
Financial  capability -> 0.053 0.028 1.870 0.031
Financial wellbeing
Financial knowledge -> -
Financial wellbeing 0.220 0.065 3:397 0.000
H4c Financial knowledge -> Supported

Financial  capability -> 0.065 3.397 0.000
Financial wellbeing
Note: Bootstrap Samples = 5000, significance level at 1% (one-tailed test).

Source: Developed for the research

0.220

Conclusion and Discussion

Thus, this study concluded its analysis of the factors affecting the FWB of SMEs in Malaysia
using the SOR theory. Thus, all the hypotheses that were set at the beginning of the study were
confirmed, which resulted in numerous theoretical and practical implications.

Lusardi and Mitchell (2014) highlighted that FL. enhances FWB as indicated by the research
done by the two scholars (Lusardi & Mitchell, 2014). Resonating with this claim, Joo and
Grabble (2004) have supported this claim. The research of the present study, however,
identifies only one factor of FL which is closely related to FWB. Nevertheless, the results are
consistent with the overwhelming majority of other works devoted to the analysis of the
connection between FL and FWB. FL can be regarded as an antecedent in the SOR theory
which leads to specific cognitive emotional and behavioural consequences in people or
organizations.

Thus, based on the findings of the study, it was concluded that FC indeed had a significant

association with FWB. This finding is in consonance with several prior research works that
were done by scholars including Fernandes, Lynch & Netemeyer (2014), Lusardi and Mitchell
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(2011) and FINRA (2019). Thus, the study indicates that FC is a significant predictor of a
person’s FWB.

The direct relations of some aspects of FL have been explored in several earlier works;
however, the mediators of how individuals get to FWB has not been well expounded in the
literature. In this study, FC is an organism in the SOR theory through which a relationship
between stimulus, FL, and FWB is created. In general, based on the SOR hypothesis, FC plays
a very significant role in the connection between FL and FWB. FC can also be viewed as a tool
that will help create the required culture that supports risk-taking business people as well as
proper financial management. Thus, findings of the study have confirmed that financial literacy
is one of the most significant determinants of financial capability. Furthermore, there are
currently no studies examining financial well-being using the SOR model. Thus, this study will
contribute significantly to the field of financial well-being research.

Although research questions are significant there are some limitations with regards to them.
There are some limitations in relation to transferability of the study’s findings to other countries
or categories of firms, being possibly relevant only for the Malaysian SMEs context. Hence,
this study was carried out after the Covid-19 pandemic that negatively impacted many SMEs
across the globe. This implies that some limitations are likely to have been introduced due to
the fact that the study was conducted in the post-pandemic period. First of all, the COVID-19
epidemic has affected enterprises, especially SMEs, and may have affected their FWB, FL, and
FC.

This study has the following theoretical implications. First, since the study employs the SOR
theory, it presents a novel way of analysing the factors that influence SMEs’ FWB. By adopting
this theory, the present research develops a clear model of the multiple factors that affect SMEs’
FWB. Secondly, this study establishes several important determinants that have a bearing on
the FWB of SMEs. Thus, the study aims at contributing to the knowledge of policymakers,
business owners, and researchers with regard to the best ways of promoting and improving the
FWB of SMEs.

This work offers a number of recommendations and guidelines for managers and owners of
SMEs as a part of the conclusions derived from this research. First, the study establishes the
factors that can affect SMEs’ financial health including FC, attitude towards money and FL.
This study’s outcomes can be helpful for SME owners and managers to evaluate the strengths
and weaknesses of their organizations and plan for potential deficiencies in knowledge, skills,
or attitudes. Second, the findings suggest that SMEs should channel their resources in financial
education and training to enhance their employees’ financial literacy. This can enable SMEs to
make the right financial decisions and hence enhance the financial performance of the
organization. Altogether, it is possible to state that the research offers helpful recommendations
for SME owners and managers to foster the FWB of their organizations. Thus, through
recognizing the potential problems, supporting financial literacy and training, as well as
developing a positive attitude to money and financial management, SMEs are capable of
enhancing their FWB and, therefore, the likelihood of their success.
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