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Ibrahim Abiodun Oladapo (Saudi Arabia)

FINANCIAL LITERACY IN SAUDI
ARABIAN MSMEs: INSIGHTS

FROM ISLAMIC BANKS CUSTOMERS

Abstract

This paper investigates the influence of financial knowledge, financial attitude, finan-
cial skills, and financial behavior on the financial literacy of Saudi Arabian MSMEs.
The sample is 341 MSMEs that are clients of Islamic banking institutions. The pa-
per employs the PLS-SEM method to analyze the collected data. The findings reveal
statistically significant and strong positive correlations (p < 0.05) between financial
knowledge, financial skills, financial behavior, and financial literacy. This implies that
MSMEs with a strong foundation in financial knowledge, proficient skills, and positive
financial behaviors tend to exhibit higher levels of financial literacy. Among the vari-
ables studied, financial knowledge exerted the strongest influence on financial literacy.
This shows the importance of enhancing financial knowledge among MSME owners
and managers to improve their overall financial literacy. Interestingly, the study did not
identify a statistically significant relationship between financial attitude and financial
literacy. This suggests that simply possessing a positive attitude toward finance may
not necessarily translate into higher levels of financial literacy without complementary
knowledge, skills, and behaviors. By prioritizing these areas, policymakers and Islamic
banking institutions can contribute to improving financial literacy levels among Saudi
Arabian MSMEs, ultimately fostering their growth, performance, and resilience.

Keywords financial knowledge, financial attitude, financial skills,
financial behavior, PLS-SEM
JEL Classification G53, N85, G40, G21

INTRODUCTION

The contributions of micro, small, and medium-sized enterprises
(MSMEs) are multifaceted, encompassing job creation, national income
generation, fostering innovation, ensuring the provision of essential
goods and services, and promoting healthy market competition. The
MSMEs constitute a substantial segment of the Saudi Arabian private
sector, accounting for over 60% of the nation’s workforce and encom-
passes 99.6% of all businesses (GEM Report, 2021). However, despite the
significance of this sector, its contribution to the Saudi Arabian economy
remains very low, potentially due to low levels of financial literacy. The
detrimental consequences associated with low financial literacy rates
in the country, including inadequate investment strategies, insufficient
savings, and high levels of debt, have prompted many MSME:s to priori-
tize initiatives aimed at improving financial acumen. Thus, achieving
the ambitious goals outlined in Saudi Vision 2030 necessitates a collab-
orative effort among diverse stakeholder groups to effectively address
the financial literacy deficit within the country.

The Islamic finance industry’s potential to propel economic expansion
and support the progress of small businesses has been particularly
evident in recent years. The negative impacts stemming from finan-
cial illiteracy among MSME operators have underscored the need for
the financial services sector, especially the Islamic banking sector, to
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spearhead financial literacy initiatives targeting their MSME customer base. Given Saudi Arabia’s rapid
emergence as a global center for Islamic banking and finance, examining the sector’s role in promoting
financial literacy among Saudi Arabian MSME:s is particularly relevant. A critical evaluation of this role

is both timely and essential.

1. LITERATURE REVIEW

Previous research has explored the multifaceted
nature of financial literacy, primarily through an
individual-level lens. Among the various models
proposed, a three-factor framework encompassing
attitude, behavior, and knowledge has emerged as
particularly influential in literature (Er & Mutlu,
2017; Antara & Musa, 2020). While the three-di-
mensional model is widely recognized, some stud-
ies have proposed an expanded framework that
incorporates additional factors such as awareness,
understanding, skill, knowledge, behavior, and at-
titude (Fraczek & Klimontowicz, 2015; Atkinson
& Messy, 2012).

This study addresses gaps in existing financial
literacy literature by shifting from the dominant
individual-level focus to examining determinants
of financial literacy at the organizational level.
Furthermore, it employs a more comprehensive
four-factor model to examine how the indepen-
dent variables influence the dependent variable.
This approach distinguishes it from previous stud-
ies that primarily relied on the three-factor mod-
el. This study investigates the impact of financial
skills, knowledge, attitude, and behavior on the fi-
nancial literacy of MSMEs in Saudi Arabia. While
previous studies, such as those by Antara and
Musa (2020), Nawi et al. (2018), and Fraczek and
Klimontowicz (2015), have examined these vari-
ables at the individual level, the current study ex-
tends their application to the organizational con-
text, specifically within the Saudi Arabian MSME
sector. Thus, this study expands the frontiers of
knowledge in the area of financial literacy.

Financial knowledge is widely recognized as a fun-
damental cornerstone of sound financial decision-
making and efficient resource allocation. Despite
its importance, there is a growing concern about
the low financial literacy rates among MSME
owners, a trend particularly pronounced in Saudi
Arabia (Ali et al., 2018; Bancoro, 2023; Seraj et
al.,, 2022). Studies, including a study by Rahim
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and Balan (2020), have identified inadequate fi-
nancial knowledge as a key factor in the under-
performance of many small businesses. Financial
knowledge has emerged as a crucial determinant
of financial literacy for both individuals and busi-
nesses, given its recognized impact on personal
financial well-being and organizational success
(Anshika et al., 2021).

The increasing recognition of financial knowledge
as a critical driver of entrepreneurial success has
led small firms to prioritize its acquisition (Usama
& Yusoff, 2018; Song et al., 2017). The increasing
emphasis on financial literacy stems from a grow-
ing body of research that underscores its positive
influence on both financial decisions and overall
business success. Numerous studies have demon-
strated a clear link between financial literacy and
the ability to apply financial principles, leading to
improved financial outcomes for both individu-
als and organizations. For example, Howlett et al
(2008) found that those who possess greater finan-
cial acumen demonstrate thorough financial de-
cision-making and superior money management
skills. Similarly, Ye and Kulathunga (2019) dem-
onstrated a relationship between strong financial
literacy within a company and its ability to achieve
sustained growth.

Attitude significantly shapes individual behav-
ior and intention, impacting performance across
various domains, including finance (HS et al 2022;
Ali et al,, 2021; Amin et al., 2017). Financial atti-
tude, as defined by Chaulagain (2015), encompass-
es an individual’s assessment of and inclination to
respond prudently or recklessly in managing fi-
nancial issues. Many enterprises leverage financial
attitude as a basis for conducting rational analyses
and identifying viable solutions, enabling them to
proactively make financially sound decisions that
contribute to their prosperity. As highlighted by
Shafik and Ahmad (2020), this is particularly cru-
cial in today’s rapidly evolving and unpredictable
financial markets, where small businesses with
strong financial attitudes demonstrate a proac-
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tive approach to acquiring relevant information,
ultimately fostering a robust financial standing
for both present and future stability. Bosma and
Harding (2006) posit that a deficiency in financial
literacy and business acumen, often linked to a
negative financial attitude, can contribute to SME
failure and hinder entrepreneurial endeavors.
Therefore, cultivating a positive and informed fi-
nancial attitude is essential for SMEs to effectively
navigate financial challenges, capitalize on oppor-
tunities, and achieve sustainable growth.

Several studies have shown financial attitude as a
significant determinant of financial literacy among
both individuals and businesses (Soroshian &
Teck, 2014; Hidayati et al, 2021; Tuffour et al, 2020;
Haque & Zulfiqar, 2015; Esiebugie, Richard, &
Emmanuel, 2018). For example, research conduct-
ed in Ghana by Tuffour et al (2020) demonstrated
a strong direct correlation between financial atti-
tude, financial literacy, and SME success. Similarly,
Esiebugie et al. (2018) found that financial attitude
influenced SME performance in Nigeria. Bhushan
and Medury (2014) emphasize the crucial role of
cultivating a positive financial mindset to finances
as a key strategy for enhancing financial literacy
across generations. Their findings suggest that pro-
moting a favorable disposition towards financial
matters can contribute to a more financially liter-
ate population. Also, Soroshian and Teck (2014)
found a positive correlation between students’ at-
titudes towards money and their levels of financial
literacy. Similarly, Haque and Zulfiqar (2015)’s re-
search on working women in Pakistan found that
financial attitude, financial literacy, and financial
behavior were significantly and positively related.
Furthermore, Hidayati et al. (2019) highlighted
how financial attitudes and knowledge positively
and significantly affect financial decision-mak-
ing. This suggests that individuals, including SME
managers and owners, with favorable financial
attitudes may exhibit greater confidence and risk
tolerance in their financial judgments. Conversely,
Sohn et al. (2012) argue that a negative financial
attitude can hinder an individual’s capacity for
sound financial judgment.

Financial skills are increasingly recognized as es-
sential for driving positive economic outcomes
and fostering corporate sustainability. Proficient
financial skills empower businesses to navigate

http://dx.doi.org/10.21511/imfi.21(4).2024.03

evolving financial landscapes and make informed,
strategic decisions that support their growth and
resilience (Priyadharsini, 2017). Conversely, a lack
of adequate financial skills can hinder the surviv-
al, growth, and innovation potential of small busi-
nesses (Hussain et al., 2018). To cultivate these vi-
tal financial skills, businesses can employ various
strategies, including proactive information gath-
ering, ongoing training programs, and seeking
expert consultation (Dewi et al., 2020). In other
words, investing in the development of financial
skills can enhance businesses’ adaptability, resil-
ience, and overall competitiveness in today’s dy-
namic economic environment.

In today’s complex business environment, MSMEs
face mounting pressures from both internal and
external forces. Several studies emphasize the in-
terdependence of financial skills and financial lit-
eracy, highlighting that a deficiency in financial
expertise can severely hinder financial literacy and
SME performance. This is supported by Adomako
et al. (2016) and Zarook et al. (2013). This lack of
financial expertise can manifest in various ways,
including difficulties in securing optimal debt and
equity financing, ultimately increasing the risk of
bankruptcy (Hatten, 2015).

Financial behavior encompasses an individual’s
actions and decisions related to financial mat-
ters, reflecting either positive or negative finan-
cial habits (Shafik & Ahmad, 2020). The behav-
ioral dimension of financial literacy is critical,
as it directly impacts both financial health and
overall well-being (Kadoya et al., 2018; Xiao &
Porto, 2019; Lusardi & Mitchell, 2014; Morris et
al., 2022).

A growing body of literature has explored the
complex interplay between financial behavior
and its effect on financial literacy across diverse
demographics These studies have examined vari-
ous aspects of financial behaviors, such as invest-
ment patterns, savings habits, credit card usage,
and budgeting practices, to understand their in-
fluence on individuals’ financial knowledge and
management. The prevailing views emerging
from this research highlight the significant effect
of financial behavior on shaping financial literacy.
Bhushan and Medury (2014), Rai et al. (2019), and
Priyadharshini (2017) have all contributed to this
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understanding by demonstrating a strong corre-
lation between positive financial behaviors and
higher levels of financial literacy. More specifical-
ly, Bhushan and Medury (2014) highlight the cru-
cial role of government intervention in promoting
positive financial behavior as a means of improv-
ing financial literacy among individuals. Their
findings suggest that targeted policies and initia-
tives aimed at fostering responsible financial hab-
its can effectively contribute to a more financially
literate population. Similarly, Rai et al. (2019) em-
phasize the strong link observed in financial be-
havior and financial literacy with respect to work-
ing women in India, suggesting that this relation-
ship holds relevance across diverse demographics
and cultural settings.

Recognizing the importance of financial literacy,
particularly the interconnectedness of attitude,
knowledge, skills, and behavior, banking institu-
tions and regulatory bodies have an opportunity
to develop targeted interventions. These interven-
tions can mitigate business failure, promote finan-
cial literacy, and foster sustainable growth among
MSMEs.

Given the established importance of financial lit-
eracy and its multifaceted nature, this study inves-
tigates how financial knowledge, attitudes, skills,
and behaviors influence the financial literacy of
Saudi Arabian MSME firms that utilize Islamic
banking services. The research hypotheses are ar-
ticulated as follows:

HI: Financial knowledge has a positive effect on
financial literacy.

Financial

Knowledge
H1

Financial
Attitude H2

H3

H4
Financial

Behavior

9006

H2: Financial attitude has a positive effect on fi-
nancial literacy.

H3: Financial skills have a positive effect on fi-
nancial literacy.

H4:  Financial behavior has a positive effect influ-
ence on financial literacy.

2. METHOD

The primary research method for this study was
a quantitative survey. The target population com-
prised micro, small, and medium-sized enterpris-
es in Saudi Arabia that utilize Islamic banking
services. To maintain ethical integrity and protect
the rights of participants, ethical approval for this
study was granted by the Ethics Board of Imam
Abdulrahman bin Faisal University, Dammam,
Saudi Arabia (IRB-2024-14-489). Prior to data col-
lection, participants received comprehensive in-
formation about the study, including its objectives,
their right to participate or withdraw without con-
sequence, and the measures taken to ensure the
confidentiality of their responses. All participants
provided written informed consent, thereby for-
mally agreeing to participate in the study.

The study measured four latent variables — finan-
cial knowledge, attitude, skills, and behavior - us-
ing a five-point Likert scale (1 = strongly disagree
to 5 = strongly agree). These variables served as
indicators of financial literacy. The study utilized
a 25-item instrument, drawing upon existing re-
search and literature, to measure financial litera-

Financial Literacy
among MSMEs

Figure 1. Research model

28

http://dx.doi.org/10.21511/imfi.21(4).2024.03



Investment Management and Financial Innovations, Volume 21, Issue 4, 2024

cy. Data were collected via an online survey dis-
seminated through social media platforms and
personal networks. Conducted between June and
July 2024, the study gathered responses from 341
participants.

This study used PLS-SEM to analyze the data due
to its ability to address limitations inherent in
first-generation methods like regression analysis.
This statistical method is particularly suitable for
exploratory research, such as this current study
(Hair et al., 2016).

Table 1 presents descriptive statistics of the sample.
Notably, firm owners comprise 43.7 percent of the
sampled MSME firms, compared to 34.6 percent
of employees and 21.7 percent of managers. The
dominant business size represented is micro-en-
terprises (41.6%), followed by small businesses
(32.0%) and medium-sized firms (26.4%). The ob-
served prevalence of micro and small enterprises
within the Saudi Arabian business sector stresses
the need for targeted support and policy interven-
tions from relevant stakeholders. Geographically,
participating companies are primarily located
in major Saudi Arabian cities, including Riyadh,
Jeddah, Makkah, and others. Regarding industry
representation, service-based businesses com-
prise the largest sector (33.7%), followed by retail
(25.5%), manufacturing (17.3%), wholesale (11.4%),
construction (6.2%), and other industries (5.9%).
The dominance of service-based businesses among
Saudi Arabian firms underscores the need for gov-
ernmental support in the form of funding and in-
centives to stimulate growth.

Table 1. Descriptive statistics of business profiles

Description Frequency ‘ Percent
Position
Business owner : 149 i437
Mg g
Employee ; 118
Workforce size

1.5 workers {micro enterprise) I
.56:49 workers (small enterprise) e 109

50-249 workers (medium enterprise) 90

Business location

Eastern Province : 107
R|yadh Y 78 e
eser T
Qassem 7
Qahf ,,,,,,,,,, 13

http://dx.doi.org/10.21511/imfi.21(4).2024.03

Description Frequency : Percent
Jeddah * 56 i 164
ABNS e M50
Makkah 42 12.3
B S 21
Manufacturing 39
Construction 21
Retail -
Wholesale 20 .
SIVICES e S 33T
Others ; 87 ; 5.9
3. RESULTS

Table 2 displays the reliability and convergent va-
lidity assessment of the study variables. Following
Hair et al’s (2019) recommendation, composite re-
liability values exceeding 0.70 are considered in-
dicative of adequate construct reliability. The result
demonstrates that all constructs achieved a satis-
factory level of reliability. Assessment of conver-
gent validity, using Average Variance Extracted as
the metric, demonstrated that all latent constructs
surpassed the 0.50 benchmark, signifying ade-
quate convergent validity. Of the initial 25 mea-
surement items, 19 exhibited factor loadings above
the recommended cut-off of 0.70. Three items fell
within the acceptable range of 0.60 to 0.70, while
three items (FINBI1, FINLI, and FINL3) with load-
ings below 0.60 were removed from further anal-
ysis (Hair et al., 2017). Multicollinearity between
latent variables was evaluated through Variance
Inflation Factor analysis. The resulting VIF values,
which fell between 1.240 and 1.447 for all variables,
indicated the absence of multicollinearity.

Table 3 shows the discriminant validity assess-
ment results, which were determined using the
Heterotrait-Monotrait criterion. The results indi-
cate acceptable discriminant validity among the
variables, with all values lower than the recom-
mended benchmark of 0.85 (Henseler et al., 2015).
This finding provides evidence that the constructs
measure distinct concepts, as expected.

The statistical significance of the hypothesized re-
lationships was examined using structural equa-
tion modeling. Table 4 summarizes the hypothesis
testing results. The findings support three out of
the four proposed hypotheses (H1, H3, and H4).
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Table 2. Composite reliability and convergent validity

Constructs Items Loadings Composite Reliability AVE VIF
FINK2
Financial Knowledge PN 0736 0.840 0515 1452
..FINK4 .08
FINKS
"""""""""""" LLENAL 07
FINA2 .
Financial Attitude " URNA3 07 0.872 0.577 1.461
LLFNAg 07
FINAS
"""""""""""" LANSL o702
Financial Skills FINS3 . 0.854 0.540 1.240
LANSE 0797
‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ LFINSS
Financial Behavior 0.816 0.527 1.361
Financial Literacy 0.833 0.625 -
Table 3. Heterotrait-Monotrait analysis
Constructs FINA FINB FINK FINL FINS
“‘E‘iur)‘aﬁrjcial Attitquw
FinanCial BehaViOr 0456 .............................................
Financial Knowledge O30 0582
Financial Literacy _ 0442 0512 S J—
Financial Skills 0.427 0.499 0.369 0.419

Note: FINA — Financial Attitude, FINB — Financial Behavior, FINK — Financial Knowledge, FINL — Financial Literacy, FINS — Finan-

cial Skills.

Contrary to expectations, the hypothesized rela-
tionship between financial attitude and financial
literacy (H2) was not statistically supported (p =
0.061, p = 0.338).

The model’s goodness of fit, as measured by the co-
efficient of determination (R?), is shown in Table 4.
R’ represents the proportion of variation in the de-
pendent variable accounted for by the independent
variables. The R? value for financial literacy, the
outcome variable, is 0.308. This shows the exog-
enous accounts for 30.8% of the variation in finan-
cial literacy among Saudi Arabian MSME firms,
demonstrating an acceptable level of predictive
capability. While the coeflicient of determination
provides an overall measure of model fit, Cohen’s
f?, as proposed by Cohen (1988), allows for calcu-
lating effect sizes for individual constructs. In this
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study, the f* values for the constructs indicate neg-
ligible effect sizes. This discrepancy underscores
the importance of considering both overall model
fit and individual effect sizes when interpreting
model results.

The analytical relevance (Q?) was assessed using
blindfolding analysis, a technique that deter-
mines a model’s ability to predict omitted data
points (Henseler et al., 2009). The obtained Q?
value of 0.176 surpasses the benchmark of zero,
implying that the exogenous variables possess
predictive relevance for the endogenous vari-
able (Hair et al., 2019). The practical efficacy of
the model in predicting financial literacy among
Saudi Arabian MSME firms is supported by its
predictive relevance. The structural model’s fit
was tested using the Standardized Root Mean

http://dx.doi.org/10.21511/imfi.21(4).2024.03
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Table 4. Hypothesis testing results

Confidence
Hypotheses: Relationships | Beta @ Std. error :t-values: p-values Intervals R? I Q? Decision
L..FINK->FINL_ 0340 : 0056 6031 ' 0000 : 0228 A 0455 0308 0117 ...Supported
o FINAFINL 1 0.089 & 0058 ...1186 : 0236 ;- _Not Supported
FINS = FINL 0.053 2.867 0.004 . i 0. . Supported
Tt T e it Supported

Note: FINK — Financial Knowledge, FINA — Financial Attitude, FINS — Financial Skills, FINB — Financial Behavior, FINL — Financial

Literacy.

Square Residual (SRMR). Hu and Bentler (1999)
suggested that the SRMR value of 0.074 is lower
than the cut-off value of 0.08, suggesting a good
model fit.

4. DISCUSSION

The study provides support for hypothesis one (HI)
by demonstrating a statistically significant impact
of financial knowledge on the financial literacy of
MSMEs. This direct relationship highlights the criti-
cal role of financial knowledge in fostering sound
financial understanding and literacy. The level of
financial knowledge possessed by MSME operators
is a key determinant of their capacity to prudently
manage financial resources and mitigate the risk of
business failure. The positive relationship between
financial knowledge and financial literacy suggests
that business managers with adequate financial
knowledge are more likely to achieve enhanced fi-
nancial performance for their businesses. This out-
come is consistent with earlier research by Anshika
et al. (2021), Ye and Kulathunga (2019), Seraj et al.
(2022), and Bancoro (2023), which highlights the sig-
nificant impact of financial knowledge on financial
literacy within small enterprises.

Contrary to expectations, the findings from examin-
ing hypothesis two (H2) indicate that financial atti-
tude has no significant association between financial
attitude and the financial literacy of MSME firms in
Saudi Arabia. This weak relationship may be attrib-
uted to many small businesses’ challenges in iden-
tifying viable financial options and effectively ad-
dressing financial issues. To enhance their financial
literacy, improve business performance, and effec-
tively manage their finances, MSME operators need
to demonstrate a shift in attitude towards financial
matters. This finding aligns with previous research
by HS et al. (2022), Ali et al. (2021), and Sohn et al.

http://dx.doi.org/10.21511/imfi.21(4).2024.03

(2012), which highlights that a negative financial at-
titude can hinder the financial decision-making ca-
pabilities of SME managers and owners, ultimately
leading to low financial literacy and suboptimal
business performance.

Analysis of hypothesis three (H3) reveals that fi-
nancial skills are a significant predictor of financial
literacy among MSME businesses. This positive as-
sociation highlights that organizations with ade-
quate and relevant financial skills are more likely to
demonstrate effective financial management capa-
bilities. Therefore, enhancing financial skills with-
in the MSME sector is crucial for small businesses
to make sound financial judgment that supports
their growth and sustainability, ultimately im-
proving their financial literacy levels. This finding
supports the conclusions of Adomako et al. (2016)
and Zarook et al. (2013), who found that financial
skills significantly influence the financial literacy of
Saudi Arabian MSMEs.

Hypothesis four (H4) testing supports the existence
of a significant association between financial behav-
jor and financial literacy among MSMEs in Saudi
Arabia. This finding suggests that MSME managers
and operators who exhibit strong financial behavior
are more likely to experience improved financial lit-
eracy and business performance. Conversely, nega-
tive financial behavior can increase the likelihood of
financial insecurity and business disruptions. This
conclusion aligns with previous research by Lusardi
and Mitchell (2014), Bhushan and Medury (2014),
and Rai et al. (2019), which emphasizes the crucial
role of financial behavior in driving financial literacy.

Conclusively, this study posits that when small-scale
businesses prioritize and develop these factors, it
leads to sound financial decision-making among
MSMEs, ultimately fostering financial literacy and
strengthening their market competitiveness.
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CONCLUSION

This study investigates the effect of financial knowledge, financial skills, financial attitude, and financial be-
havior on the financial literacy of MSMEs in Saudi Arabia. The findings indicate that three of the exogenous
variables are fundamental determinants of financial literacy among MSMEs. More specifically, financial
knowledge emerged as the most influential factor in the study’s structural model. However, the relationship
between financial attitude and financial literacy was found to be insignificant.

To thrive in a dynamic and challenging market environment, MSME firms in Saudi Arabia should priori-
tize initiatives that enhance their financial knowledge and competency. This focus is expected to improve
access to capital, informed decision-making, risk mitigation, and ultimately, enhanced productivity and or-
ganizational performance. Moreover, the Islamic banking sector in Saudi Arabia should specifically target
the MSME market, providing much-needed financial information, training, and consultancy services. This
targeted support can promote financial literacy and sustainable growth within the sector. Government agen-
cies, including Chambers of Commerce and the Saudi Small and Medium Enterprises General Authority
(Monsha’at), are recommended to implement decisive measures to support MSME:s in areas that improve fi-
nancial literacy and contribute to national economic growth. Recognizing that a universal approach may not
be effective, it is essential to develop tailored strategies that address the specific needs of MSME:s.

This study provides valuable insights within its scope; notwithstanding, certain limitations warrant acknowl-
edgment. The study’s focus on MSME businesses presents a limited perspective. Future research should en-
compass a broader range of organizational forms, including limited companies, social enterprises, and non-
profit entities, to deepen the understanding of financial literacy. Additionally, the cross-sectional nature of
this study represents a methodological constraint. Future research should employ a longitudinal approach to
provide more robust data on how financial literacy is shaped by various factors over time.
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