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ABSTRACT

This study explores the impact of financial literacy and technology adoption on the sustainability of
Micro, Small, and Medium Enterprises (MSMEs) in Indonesia and Malaysia. Utilizing a quantitative
approach and Structural Equation Modelling (SEM) via Partial Least Squares (PLS), the research
investigates these influences amidst the challenges faced by MSMEs in these regions. While financial
literacy does not significantly affect the sustainability of Indonesian MSMEs, technology adoption
demonstrates a positive impact in both Indonesia and Malaysia. This indicates that while the
foundational understanding of finance is crucial, the integration and utilization of technology play a
more decisive role in ensuring MSME sustainability in the face of modern economic challenges. The
study's reliance on a modest sample size and self-reported data suggests a need for broader research
to confirm these findings. Nevertheless, this work highlights the critical nature of digital capabilities
for MSMEs in emerging economies, offering significant implications for policymakers and business
leaders aiming to foster sustainable growth and resilience. The study’s originality lies in its
comparative analysis, emphasizing technological adoption as a key driver of MSME sustainability in
the post-pandemic landscape.

Keywords: Financial Literacy; Technology Adoption; MSME Sustainability; Indonesia and Malaysia;
Digital Transformation; Economic Resilience; Post-pandemic Business Strategy

1.0 INTRODUCTION

In recent years, the critical role of Micro, Small, and Medium Enterprises (MSMEs) in
driving economic growth and employment has been increasingly acknowledged. Particularly
in emerging economies like Indonesia and Malaysia, MSMEs constitute a significant portion
of the business landscape and are vital for the economic vitality and sustainability of these
nations. However, despite their pivotal role, MSMEs face numerous challenges that impede
their growth and sustainability. Among these challenges, the lack of financial literacy and slow
technology adoption have been identified as key barriers that limit their potential for
development and contribution to the economy. This study aims to delve into the extent to
which financial literacy and technology adoption influence the sustainability of MSMEs in
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Indonesia and Malaysia, shedding light on the mechanisms through which these factors play
a critical role in shaping the future of these entities.

The importance of financial literacy cannot be overstated in the context of MSMEs. A
solid foundation in financial knowledge enables business owners to make informed decisions
about investment, risk management, and strategic planning. This, in turn, can lead to better
financial health and resilience, particularly in the face of economic fluctuations. On the other
hand, technology adoption offers a pathway for MSMEs to improve efficiency, reach new
markets, and compete more effectively in the global marketplace. Despite these potential
benefits, many MSMEs in Indonesia and Malaysia have been slow to adopt new technologies,
often due to a lack of awareness, resources, or skills necessary to implement them effectively.
This study explores the synergies between financial literacy and technology adoption as
pivotal elements that can drive the sustainability of MSMEs, drawing on evidence from recent
studies and data from Indonesia and Malaysia.

The importance of financial literacy cannot be overstated in the context of MSMEs. A
solid foundation in financial knowledge enables business owners to make informed decisions
about investment, risk management, and strategic planning. This, in turn, can lead to better
financial health and resilience, particularly in the face of economic fluctuations. On the other
hand, technology adoption offers a pathway for MSMEs to improve efficiency, reach new
markets, and compete more effectively in the global marketplace. Despite these potential
benefits, many MSMEs in Indonesia and Malaysia have been slow to adopt new technologies,
often due to a lack of awareness, resources, or skills necessary to implement them effectively.
This study explores the synergies between financial literacy and technology adoption as
pivotal elements that can drive the sustainability of MSMEs, drawing on evidence from recent
studies and data from Indonesia and Malaysia (Yusoff et al., 2018)

In the context of Malaysia, SMEs' sustainability and growth have long been subjects
of interest due to their substantial contributions to GDP and employment. The failure rate
among these enterprises, however, points to a significant gap in achieving long-term
sustainability. Financial literacy and technology adoption emerge as crucial elements that can
influence the sustainability of SMEs. Financial literacy enables entrepreneurs to make
informed financial decisions, manage risks effectively, and secure funding, while technology
adoption can drive efficiency, market expansion, and competitive advantage. This paper
delves into how financial literacy and technology adoption serve as foundational pillars for the
sustainability of SMEs in Indonesia and Malaysia, aiming to provide a comprehensive
understanding of their roles in ensuring SMEs' growth and sustainability.

In the context of Micro, Small, and Medium Enterprises (MSMESs) in Indonesia and
Malaysia, several phenomena and challenges emerge related to sustainability, financial
literacy, and technology adoption. The studies reveal that financial literacy plays a crucial role
in enhancing the sustainability of MSMEs by fostering better financial management and
decision-making. However, the level of financial literacy among MSME owners in these
countries varies significantly, often influenced by factors such as education, access to financial
information, and cultural attitudes towards finance and investment. This variation in financial
literacy levels poses a challenge to the uniform application of financial strategies that could
lead to sustainability. On the other hand, technology adoption emerges as a double-edged
sword for MSMEs in Indonesia and Malaysia. While it offers the potential for efficiency gains,
market expansion, and competitive advantage, there exists a digital divide. This divide is
characterized by disparities in access to and the ability to leverage new technologies, often
influenced by geographical location, sector of operation, and the availability of financial and
human resources. The reluctance or inability to adopt technology can hinder MSMEs' growth
and sustainability in the rapidly evolving digital economy. Thus, the intersection of financial
literacy and technology adoption is critical for the sustainability of MSMEs, presenting a
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nuanced landscape of opportunities and challenges that require targeted interventions and
support (Hassan, 2022; Putri & Dhewanto, 2022; Yusoff et al., 2018)

The studies from Malaysia and Sri Lanka underscore the pivotal role of financial
literacy in the sustainability of SMEs in developing countries. (Thabet et al., 2019) Research
in Malaysia's food and beverage sector shows that socio-demographic factors and financial
behaviours significantly influence SMEs' financial literacy, highlighting its importance for
business survival and growth. Complementarily, (Ye & Kulathunga, 2019) study in Sri Lanka
reveals that financial literacy directly enhances SMEs' sustainability and mediates access to
finance and financial risk attitudes, reinforcing the critical role of financial knowledge in
securing SMEs' long-term success. Together, these findings advocate for enhanced financial
literacy as a key driver of sustainable SME development in emerging economies.

Combining insights from the studies by (Muhamad et al., 2021) and (Vrontis et al.,
2022), it is evident that digital technology adoption plays a crucial role in the sustainability and
performance enhancement of SMEs in developing countries like India and Malaysia.
Muhamad et al.'s investigation highlights the importance of the TOE framework in
understanding Industry 4.0 adoption among Malaysian SMEs. The study reveals that
technological readiness, organizational structure, and environmental factors critically influence
SMEs' capacity to adopt Industry 4.0, thereby impacting their competitiveness and innovation
in the market.

This Research wants to fill the gap: the interplay between financial literacy and
technology adoption in determining the sustainability of MSMEs in Indonesia and Malaysia
presents a fertile ground for further exploration. While existing studies highlight the importance
of these factors separately, there is a noticeable gap in comprehensive research that
systematically investigates how financial literacy and technology adoption interact and
collectively impact the sustainability of MSMEs in these countries. Specifically, the nuanced
ways in which these factors influence various dimensions of sustainability—economic, social,
and environmental—remain underexplored. Furthermore, the role of external factors, such as
government policies, market conditions, and international trade dynamics, in shaping the
effectiveness of financial literacy and technology adoption strategies for MSME sustainability
has not been adequately addressed. This gap underscores the need for a holistic approach
that considers both internal capabilities and external influences in understanding and
enhancing the sustainability of MSMEs in the region.

From the phenomenon, importance of MSME’s sustainability and previous study then
the novelty of this study, were: this study offers a novel exploration into the sustainability of
Micro, Small, and Medium Enterprises (MSMESs) within the specific contexts of Indonesia and
Malaysia. In recent years, the significance of MSMEs in driving economic growth and
employment has become increasingly recognized, particularly in emerging economies like
Indonesia and Malaysia. Despite their crucial role, MSMEs encounter various challenges that
hinder their growth and sustainability. Among these challenges, the lack of financial literacy
and slow adoption of technology stand out as key barriers limiting their potential for
development and contribution to the economy.

This research delves into the intertwined dynamics of financial literacy and technology
adoption, two critical factors that influence the sustainability of MSMEs. While prior studies
may have examined these factors separately, this study seeks to uncover how they interact
and collectively shape the future of MSMEs in Indonesia and Malaysia. Financial literacy is
emphasized as a cornerstone for informed decision-making regarding investment, risk
management, and strategic planning. On the other hand, technology adoption is highlighted
as a pathway for enhancing efficiency, expanding market reach, and fostering competitiveness
in the global arena.
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Furthermore, this research aims to provide a nuanced understanding of sustainability
by exploring its economic, social, and environmental dimensions. By taking this multifaceted
approach, this study goes beyond traditional examinations of financial performance and
delves into the broader implications of MSME sustainability. Moreover, you recognize the
importance of considering external influences such as government policies, market conditions,
and international trade dynamics in shaping the effectiveness of strategies aimed at enhancing
financial literacy and technology adoption among MSMEs.

In summary, this study offers a comprehensive analysis of MSME sustainability in
Indonesia and Malaysia, integrating insights from financial literacy and technology adoption
while considering multiple dimensions of sustainability and acknowledging the role of external
factors. This holistic approach contributes to advancing our understanding of how MSMEs can
thrive and contribute to economic development in emerging economies.

2.0 LITERATURE REVIEW

21 Resource Based Theory

As Barney (1991) argued the key to a firm's sustained competitive advantage lies in the
exploitation of its internal resources. These resources, according to Barney, must not only be
valuable in the sense that they contribute to the firm's effectiveness and efficiency, but they
must also be rare and not readily available to competitors. Additionally, they should be difficult
to imitate, meaning that other firms cannot easily replicate them, and they cannot be
substituted with other resources without loss of value. Barney's RBV theory shifted the focus
of strategic management from external factors like market competition to the unique
combination of internal resources and capabilities that each firm possesses. The study has
had a profound impact on strategic management and remains a cornerstone in the study of
how firms achieve and maintain competitive advantage.

The Resource-Based View (RBV) theory, as established by (Barney, and Jay, 1991)
directly relates to the exploration of financial literacy and technology adoption within Micro
Small and Medium Entities (MSMES). In the context of Indonesia and Malaysia, where MSMEs
play a crucial economic role, Barney’s framework posits that internal resources—such as
financial knowledge and technology capabilities—can be instrumental to the sustainability and
competitive edge of these businesses. Financial literacy enhances a firm's ability to manage
resources effectively and make informed strategic decisions, while technology adoption can
create unique competencies that are rare, valuable, and difficult to imitate. In MSMEs, where
resources are often more constrained than in larger firms, the efficient exploitation and
management of these internal capabilities can significantly influence their long-term viability
and success. Thus, applying Barney's RBV to the specific context of Indonesian and
Malaysian MSMEs highlights the potential of financial literacy and technology adoption as key
leverages for sustainable competitive advantage.

2.2 Business Sustainability

Sustainability in SMEs according (Salvador et al., 2023)that customer involvement in product
and process development, effective communication and partnering with customers, integration
of technology and innovation within business strategy, and dedication to commercial and
marketing efforts significantly explain the sustainability performance and maturity of SMEs.
The investigation likely delves into how financial literacy and technology adoption intersect
with SME sustainability efforts, potentially exploring how adeptness in financial matters
influences technology integration, customer engagement, and marketing strategies aimed at
fostering sustainability practices within MSMEs in Indonesia and Malaysia.
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23 Financial Literacy

The definition of financial literacy based on this study encompasses the knowledge and skills
necessary for SME managers/owners to make informed financial decisions and manage their
businesses effectively, leading to improved business performance (Yakob et al., 2021). This
definition of financial literacy highlights the necessity for SME managers and owners to
possess the knowledge and skills that enable them to manage their businesses with an
informed perspective. This capability is crucial for navigating complex financial landscapes
and making strategic decisions that align with long-term goals. Financial literacy not only
facilitates better financial management and planning but also enhances the ability to assess
and mitigate risks effectively. Thus, in the vibrant and competitive economies of Indonesia and
Malaysia, where MSMEs play a significant role, financial literacy emerges as a foundational
pillar that supports the adoption of technology and drives sustainable business practices.
Together, these elements contribute to the resilience and growth of MSMEs, ensuring their
ability to thrive in the face of challenges and capitalize on new opportunities.

24 Technology Adoption

Technological advancement is characterized by the adoption and implementation of new
technologies or the improvement of existing technologies within business operations. This
advancement plays a pivotal role in driving economic growth, enhancing competitiveness, and
contributing to the sustainable development goals (SDGs) of SMEs. Emphasizes the
importance of technological advancement in improving efficiency, productivity, and
environmental performance, thereby enabling SMEs to address both economic and
sustainability challenges effectively. It suggests that technological advancement is integral to
achieving a balance between economic growth and environmental sustainability (Nguyen &
Ngo, 2022).

25 Hypothesis Development
2.5.1 Financial Literacy on MSME’s Sustainability

The sustainability of Micro, Small, and Medium Enterprises (MSMESs) is significantly influenced
by the level of financial literacy among business owners, as demonstrated through
comprehensive research conducted in Gowa District and across Indonesia. Financial literacy,
embodying the understanding and application of financial knowledge, has been found to
directly impact the financial performance and long-term viability of MSMEs. In Gowa District,
small businesses were found to have a sufficient grasp of financial concepts, which hinted at
a potential for sustainability, while medium-sized enterprises exhibited a well-rounded financial
literacy, suggesting a greater potential for enduring success. This variance in financial literacy
levels highlights the critical role that financial knowledge plays in ensuring business continuity
amid competition (Anwar & Serly, 2022)

Further research spanning 740 SMEs in Indonesia corroborated these findings,
revealing a positive and significant correlation between financial literacy and both the financial
performance and sustainability of SMEs. Similarly, supply chain management emerged as a
vital component, with its effective management contributing positively to the financial health
and sustainability of businesses. This comprehensive study underscores the multifaceted
impact of financial literacy and supply chain management on the sustainability of MSMEs,
providing a model that did not exist in previous research studies (Miswanto et al., 2024).
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This synthesis of findings illustrates the intricate relationship between financial literacy,
and the sustainability of MSMEs, underscoring the necessity for business owners to cultivate
financial knowledge and management skills to navigate the complexities of business
operations successfully and ensure long-term sustainability.

HA1: Financial Literacy Positively Affects MSME’s Sustainability

2.5.2 Technology Adoption on MSME’s Sustainability

The first study, conducted by (Phiet, 2024) emphasizes the criticality of digital
transformation for the success and sustainability of SMEs, particularly in the Central Highlands
of Vietnam. It identifies technological capabilities, organizational factors (such as structure and
resources), and environmental elements (including government regulations and competitive
pressure) as key drivers of SMEs' digital transformation. The study also highlights the
moderating effects of the leader's age and entrepreneurial experience on the relationship
between these factors and digital transformation, suggesting that personal and organizational
characteristics can significantly influence the effectiveness of technology adoption strategies.

Similarly, the research by (Le et al., 2023)explores the relationship between innovation
and SME performance in Vietnam, providing empirical evidence that innovation, especially in
the form of product improvement, is positively associated with enhanced firm performance.
This study underscores the importance of innovation in SMEs and suggests that policy support
for SME innovation activities could significantly improve their performance and
competitiveness.

a. Conceptual Framework

Financial
Literacy

MSME’s
Sustainability

Technology

Adoption

Fig. 1 Research Framework (Meng et al., 2021; Prasanna et al., 2019; Ye & Kulathunga, 2019)
3.0 METHODOLOGY

The study aimed to investigate the influence of financial literacy and technology
adoption on the sustainability of Micro, Small, and Medium Enterprises (MSMEs) in Indonesia
and Malaysia. The research adopted a quantitative approach and utilized the Structural
Equation Modeling (SEM) technique, specifically Partial Least Squares (PLS), through the
SMART-PLS software for data analysis.
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Sampling: The sample for this study was obtained through purposive sampling,
targeting MSMEs in Indonesia and Malaysia. A total of 50 MSMEs from Indonesia and 43
MSMEs from Malaysia were included in the study, ensuring representation from both
countries.

Data Collection: Data collection was carried out through the distribution of structured
questionnaires during the month of March 2024. The questionnaire was designed to capture
relevant information regarding the financial literacy levels and technology adoption practices
of the MSMEs, as well as their sustainability efforts.

Variables: Financial Literacy: This variable measured the level of understanding and
knowledge among MSME owners/managers regarding financial concepts, management
practices, and decision-making processes. These variables consist of five indicators adopted
from (Ye & Kulathunga, 2019).

Technology Adoption: This variable assessed the extent to which MSMEs incorporated
technological innovations and advancements into their business operations, such as digital
platforms, e-commerce, and automation. These variables consist of five indicators adopted
from (Meng et al., 2021).

Sustainability: Sustainability was the dependent variable in this study, reflecting the
long-term viability and resilience of MSMEs in terms of economic, environmental, and social
dimensions. These variables consist of five indicators adopted from (Prasanna et al., 2019).

Data Analysis: The collected data were analyzed using the SMART-PLS software,
which is well-suited for structural equation modelling and is particularly suitable for small
sample sizes. SMART-PLS allows for the estimation of both the measurement model and the
structural model simultaneously, enabling the assessment of relationships between latent
constructs and observed variables.

4.0 RESULTS AND DISCUSSION
a. Differences in Demographics and Hypothesis Results among Indonesian Sample

The bar chart in Figure 2 suggests a robust influx of new businesses, with the highest
number of Micro and Small Medium Entities being either relatively new, under one year, orin
the intermediate stage of 3-5 years, both with 17 entities. A moderate number sustains past
initial years into the 1-3 year range with 6 entities, but there's a notable decrease as
businesses approach 5-10 years, showing 10 entities, hinting at potential challenges in long-
term sustainability. Notably, there are no entities exceeding a decade, which could point to
significant attrition over time or a lack of mature businesses in the sample.

Distribution of Micro Smallll Medium Entities by Age
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Number of Responses

o N » o »

& &8 Qp@
N A o

Age of Entities

Fig. 2 Distribution of MSME'’s Entities by Age
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In Figure 3, the bar chart illustrates the distribution of business fields among Micro
Small Medium Entities, with "Culinary" being the most prevalent field, representing 20 entities.
"Creative Products" follows with 11 entities, indicating a significant presence of innovative
business initiatives. "Cosmetics and Care" and "Internet Technology" both have a fair share,
each with 5 entities, reflecting their relevance in the current market. "Education" stands with 3
entities, similar to "Fashion" and "Automotive". It's noteworthy that several sectors such as
"Agribusiness", "Tour and Travel", "Event Organizer", and "Cleaning Services" are not
represented in this dataset, suggesting either a lesser focus on these areas or a limitation in
the dataset itself. The chart underscores the prominence of the culinary sector and the creative
industry among these entities.

Number of Entities

Number of Entities

Distribution of Business Fields for Micro Small Medium Entities

20.0

17.5

-
N
n

-
o
=)

~N
n

5.0

2.5

0.0

Otomotif

otomotif
Culinary | o
Automotive | o
Education | o

Pendidikan
Agribusiness | o
Tour and Travel | o

Produk kreatif

Cosmetics and Care

Teknologi Internet
Creative Products| o

Business Fields

Fig. 3 Distribution of Business Fields for MSME’s

Number of Employees in Micro Small Medium Entities
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Fig. 4 Number of Employees in MSME’s
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The bar chart in Figure 4 displays the number of employees in Micro Small Medium
Entities, segmented into six groups. The "1-5 Employees" and "6-10 Employees" groups have
the highest number of entities, with 21 and 20 respectively, showcasing a predominance of
small-scale operations. The "11-20 Employees" group includes 9 entities, indicating a smaller
yet significant segment of slightly larger businesses. There are no entities in the "21-50
Employees”, "51-100 Employees", or "> 100 Employees" groups, highlighting a concentration
of entities in the lower end of the employment scale, which is characteristic of micro to small
enterprises.
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TA2 0.178
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Fig. 5 Path of Hypothesis Results

In Figure 5, the structural equation modelling analysis depicted in the image, several
key points are observed regarding the relationships between financial literacy, technology
adoption, and the sustainability of Micro, Small, and Medium Enterprises (MSMEs) in the
Indonesian context.

The Financial Literacy construct was initially measured by five indicators. However,
indicator FL3 was dropped from further consideration due to its low loading factor, which did
not meet the accepted standard threshold, suggesting that it may not be a reliable measure
within the model.

Similarly, the Technology Adoption construct was to be measured by five statements,
but there's no indicator TA5 present in the given output. Presumably, TA5 was excluded from
the testing phase because it must have demonstrated a loading factor below the acceptable
standard, indicating a weak representation of the underlying construct.

There were five statements aimed at quantifying MSME Sustainability. However, SS4
was removed from the analysis as it must have shown a loading factor below the necessary
standard, which would make it an ineffective indicator of MSME sustainability within this
model.

Financial literacy is shown to have a substantial path coefficient of 0.508 toward MSME
Sustainability. However, assuming that the path coefficient is mistaken for a p-value if the
actual p-value were indeed greater than 0.05, it would indicate that financial literacy does not
significantly impact MSME sustainability at the conventional 5% significance level.
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Technology adoption exhibits a path coefficient of 0.034 towards MSME Sustainability.
If we are interpreting this coefficient as a p-value and it is less than 0.05, it suggests that
technology adoption does indeed have a positive and statistically significant influence on
MSME sustainability. However, this interpretation contradicts typical SEM reporting
conventions where path coefficients represent the strength and direction of relationships, not
p-values. Thus, without the specific p-values, these interpretations might not be accurate.

Table.1 Hypotheses Results of Indonesian Sampling

. . Standard T Statistics
Original | Sample Deviation | (JO/STDEV] P Values
Sample (O) | Mean (M) (STDEV) )
Fin_Lit ->
MSME_Sust 0.204 0.264 0.307 0.662 0.508
Tech_Adopt -
> MSME_Sust 0.431 0.383 0.202 2.132 0.034

The analysis of the statistical data suggests that financial literacy does not significantly
impact the sustainability of Micro, Small, and Medium Enterprises (MSMESs) in Indonesia. The
P Value associated with the 'Fin_Lit -> MSME_ Sust' relationship is 0.508, which exceeds the
conventional threshold of 0.05 for statistical significance. This indicates that, despite the
original sample showing a certain degree of association with a mean of 0.264, there is not
enough statistical evidence to assert that financial literacy leads to sustainable outcomes for
MSMEs. This could be interpreted to mean that while financial literacy is important for the
management of daily operations within MSMEs, it may not be a determining factor in ensuring
the long-term sustainability of these entities. Factors other than financial literacy might play
more substantial roles in the durability and resilience of Indonesian MSMEs.

In the Indonesian context, the lack of a significant impact of financial literacy on MSME
sustainability can be nuanced by several demographic factors. Many of the MSMEs surveyed
are relatively new, with a substantial number having been in operation for less than five years.
New enterprises often face immediate, pressing challenges like market entry and product
validation, which may overshadow the nuances of financial literacy. Additionally, a diverse
spread across various sectors implies that some industries may rely less on sophisticated
financial knowledge for sustainability, focusing instead on innovation, speed to market, or
customer acquisition.

Furthermore, the majority of these MSMEs are small, with a workforce of less than 20
employees, and some even operate solo. The immediate concern for these businesses may
be day-to-day operations rather than the strategic financial planning that financial literacy
would influence.

In essence, while financial literacy is undoubtedly valuable, for the surveyed
Indonesian MSMEs, practical business needs and the urgency of adapting to a rapidly
changing market, potentially exacerbated by the pandemic's influence on consumer
behaviour, seem to be the driving forces for sustainability. Technology adoption, in contrast,
presents immediate operational efficiencies and market opportunities, which could explain its
more pronounced impact on sustainability in these cases.
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Conversely, the data presents a different narrative for technology adoption. With a P-Value
of 0.034 for "Tech_Adopt -> MSME_Sust', it is suggested that there is a statistically significant
positive effect of technology adoption on the sustainability of MSMEs in Indonesia. The original
sample value of 0.431, compared to the sample mean of 0.383, further indicates a positive
direction. This suggests that MSMEs that embrace technological tools and innovations are
more likely to achieve sustainability. This could be due to various factors such as improved
efficiency, access to new markets, better customer engagement, and the optimization of
resources through technology. Given the rapid digital transformation in Indonesia, MSMEs
that leverage technology are positioning themselves for future growth and resilience in a
competitive market.

b. Differences in Demographics and Hypothesis Results among Malaysian Sample
43 responses

@ 1 year and below / 1 tahun
kebawah

@ 1-3 years / 1-3 tahun
3-5 years / 3-5 tahun
@ 5-10 years / 5-10 tahun

@ 10 years and above / 10 tahun
keatas

Fig. 6 Year of MSME’s Operational

The pie chart in Figure 6 presents data on the operational duration of Micro, Small,
and Medium Enterprises (MSMEs) from a survey of 43 respondents. A significant majority,
48.8%, have been in operation for 10 years and above, suggesting a prevalence of well-
established enterprises within this sector. The next largest segment, 37.2%, represents
enterprises operating between 5 to 10 years, suggesting a stable presence in the market. New
businesses or start-ups, those running for 1 to 3 years constitute a smaller proportion, at 7%
and the remaining percentage respectively, which may reflect challenges in sustaining
business operations over a shorter term, or possibly the dynamic nature of the MSME sector
with new businesses continuously entering the market.

43 responses

@ Culinary / Kulinari
@ Fashion / Fesyen

Cosmetics and Personal Care
@ Automotive / Automotif
@ Agribusiness (e.g., farming, li
@ Education (e.g., courses, train
@ Tour and Travel / Pelanconga
@ Creative Products (e. g., hand

13V

Fig. 7 Sectors of MSME’s
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In Figure 7, the pie chart illustrates the sector distribution of Micro, Small, and Medium
Enterprises (MSMEs) based on a survey with 43 responses. The most noticeable sector is
Culinary, making up 16.3% of the businesses, indicating a strong entrepreneurial interest in
food-related ventures. Agribusiness Cosmetics and Personal Care are equally represented at
9.3% each, showing a notable presence in the market. These top three sectors highlight the
diversity within the MSME landscape. The remaining enterprises are spread across a variety
of sectors including fashion, automotive, education, tour and travel, and creative products,
each constituting 7% or below. This distribution suggests a vibrant mix of industries within the
MSME sector, with a significant portion of enterprises focused on consumer goods and
services.

43 responses

@® Yes, | am the sole owner / Ya,
saya pemilik tunggal

@ No, there are partners/
shareholders / Tidak, ada rakan
kongsi/pemegang saham

Fig. 8 Ownership of MSMEs

The pie chart in Figure 8 details the ownership structure of 43 Micro, Small, and
Medium Enterprises (MSMEs). It shows that a significant majority, 72.1%, of these businesses
have a partnership or multiple shareholders, which could indicate a preference for
collaborative investment and risk-sharing among MSMEs. Conversely, 27.9% are sole
proprietorships, highlighting that more than a quarter of these entrepreneurs have taken on
the business venture independently. This suggests a robust entrepreneurial spirit, with a
sizable portion of business owners preferring to have complete control and decision-making
authority. The chart underscores the diverse approaches to business ownership within the
MSME sector.

43 responses

@ 1-5 employees / 1-5 pekerja
@ 6-10 employees / 6-10 pekerja
11-20 employees / 11-20

pekerja
@ 21-75 employees / 21-75

pekerja

@ 76-200 employees / 76-200
pekerja

@ More than 200 employees /
Lebih daripada 200 pekerja

Fig. 9 Numbers of MSME’s Employees

The pie chart in Figure 9 provides insight into the employee numbers of 43 Micro,
Small, and Medium Enterprises (MSMESs). A significant portion, 32.6%, have a small team of
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6-10 employees, suggesting a modest operational scale that allows for a focused
management style. Another 25.6% employ 11-20 employees, indicating a slightly larger
operation, potentially with more specialized roles and a need for structured management.
Interestingly, an equal 25.6% of the enterprises have 1-5 employees, which likely includes
many solo entrepreneurs with minimal staff, reflecting the grassroots nature of these
businesses. The rest are spread across various larger sizes, but those with 21-75 employees,
76-200 employees, and more than 200 employees represent a smaller fraction, illustrating that
the majority of MSMEs in this survey operate with fewer than 20 employees, highlighting the
lean nature of these businesses.

In Figure 10, The pie chart depicts the capital value distribution of 43 MSMEs, focusing
on capital excluding land and buildings. A notable 60.5% of these enterprises have a capital
value ranging from RM 300,000 to RM 1.5 million, indicating that a majority of the businesses
surveyed are in the middle range in terms of financial size. This could suggest that these
MSMEs have moved beyond the initial startup phase and are potentially in a growth stage. On
the other hand, 32.6% of the enterprises operate with a capital of RM 300,000 and below,
which likely represents newer or smaller-scale businesses that may be in the early stages of
development. The distribution shows a substantial gap between the smaller-scale enterprises
and those that have managed to accumulate a higher capital value, reflecting the diverse
economic standings within the MSME sector.

43 responses

@ RM300,000 and below /
RM300,000 kebawah

@ RM300,000 to RM1.5 million /
RM300,000 ke RM1.5 juta

RM1.5 million to RM3 million /
RM1.5 juta ke RM3 juta
@ RM3 milion and above / RM3

juta keatas

Fig. 10 Capital Owned of MSME’s

This pie chart in Figure 11 details the annual gross sales revenue of 43 MSMEs. The
maijority, at 46.5%, report revenues between RM 300,000 to less than RM 3 million, reflecting
a substantial segment of the MSMEs that have achieved a moderate level of sales, possibly
indicating stable business operations with a solid customer base. A significant 41.9% of the
enterprises earn RM 300,000 or less in annual revenue, which suggests they may be in their
initial growth phase, serving niche markets, or operating with a lean business model. These
two segments combined represent a clear majority of the MSMEs surveyed, highlighting the
commonality of small to moderate sales revenues within this group. The data presents a
picture of MSMEs with generally modest revenue figures, which is characteristic of this sector.
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43 responses

@ RM300,000 or less /
RM300,000 kebawah

@ RM300,000 to less than RM3
million / RM300,000 ke RM3 |,
‘ ® RM300,000 to less than RM15

million / RM300,000 ke RM15
® RM3 million to not exceeding

RM20 million / RM3 juta ke R
@ RM15 million to not exceedin. ..
@ RMS50 million and above / RM

Fig. 11 Gross Revenue of MSME’s
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Fig. 12 Path of Hypotheses Results

The structural model diagram in Figure 12 illustrates the relationships between financial
literacy, technology adoption, and MSME sustainability, based on 43 MSME respondents in
Malaysia. The model includes five indicators for financial literacy (FL1 to FL5), five indicators
for technology adoption (TA1 to TA5), and five indicators for MSME sustainability (SUS1 to
SUS5).

The p-value for the relationship between financial literacy and MSME sustainability is
greater than 0.05, which means we cannot conclude that there's a statistically significant effect
of financial literacy on the sustainability of MSMEs in this model. This is despite the positive
path coefficient of 0.255, which might have represented a positive association, but not a
statistically significant one.
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On the other hand, the p-value for the relationship between technology adoption and
MSME sustainability is 0.028, which is less than 0.05. This indicates a statistically significant
positive effect of technology adoption on the sustainability of MSMEs. This means that, based
on the data from the 43 MSME respondents in Malaysia, technology adoption is a predictor of
MSME sustainability.

Table.2 Hypotheses Results of Malaysian Sampling

Original Sample [S)teavril:taingd T Statistics
Sample Mean n (|O/STDEV| | P Values
©) M) | (sTDEV) |)
Fin_Literacy ->
MSME's_Sust 0.209 0.246 0.183 1.139 0.255
Tech_Adoption
-> 0.419 0.410 0.190 2.205 0.028
MSME's_Sust

For financial literacy, the p-value is 0.255, which exceeds the 0.05 threshold, indicating
that financial literacy does not have a statistically significant effect on the sustainability of
MSMEs. This is corroborated by a lower T-statistic of 1.139, which is not large enough to
indicate a significant effect. Despite a positive original sample path coefficient of 0.209, without
statistical significance, we cannot confidently assert that financial literacy contributes to the
sustainability of these enterprises.

In contrast, technology adoption shows a p-value of 0.028, which is less than the 0.05
threshold, signifying a statistically significant positive effect on MSME sustainability, supported
by a higher T-statistic of 2.205. The original sample path coefficient for technology adoption is
0.419, suggesting not only a statistically significant but also a relatively strong positive impact
on sustainability.

Considering the context of the COVID-19 pandemic, which has accelerated
digitalization across the globe, it is plausible to assume that the positive impact of technology
adoption on MSME sustainability is partly due to the rapid shift towards digital business models
triggered by the pandemic. Business owners have been compelled to embrace technology for
survival as consumer behaviours shifted markedly towards online platforms. The pandemic
has likely heightened the awareness and necessity of technology adoption among MSMEs,
as those who were quick to adapt would have been better positioned to maintain operations
through lockdowns, social distancing measures, and the increased demand for online
services. In essence, the pandemic may have catalyzed technological change among
Malaysian MSMEs, reinforcing the importance of tech adoption highlighted by the significant
p-value in the statistical analysis.

Overall, the analysis suggests that in the current landscape of MSMEs in Malaysia,
technology adoption is a more critical factor for business sustainability than financial literacy.
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CONCLUSION

Research Findings

Based on the survey results from MSMEs in both the Indonesian and Malaysian contexts, the
following conclusions can be drawn:

1.

5.2

5.3

Financial Literacy and MSME Sustainability: The P value associated with the relationship
between financial literacy (Fin_Lit) and MSME sustainability (MSME_Sust) exceeds 0.05,
which does not meet the standard criterion for statistical significance. Consequently, there
is insufficient statistical evidence to conclude that financial literacy directly contributes to
the sustainability of MSMEs in both countries. This may suggest that while financial
literacy is important for understanding and managing business finances, other factors play
a more decisive role in determining the long-term success and viability of these
businesses in the current economic landscape of Indonesia and Malaysia.

. Technology Adoption and MSME Sustainability: Conversely, the P value for the

relationship between technology adoption and MSME sustainability is below 0.05 for both
Indonesian and Malaysian MSMEs, and the direction is positive. This implies a statistically
significant relationship where technology adoption positively impacts MSME sustainability
in both regions. This finding reflects the critical role that technological integration and
digital capabilities play in enabling MSMEs to adapt to market changes, reach new
customers, improve operational efficiency, and remain competitive, especially in a post-
pandemic economy where digital transformation has become more pronounced.

Contribution to Science

This research enhances our understanding of the factors influencing MSME sustainability
in the Southeast Asian region, specifically in Indonesia and Malaysia, adding a
comparative aspect to existing studies.

It provides empirical evidence on the role of technology adoption in driving business
sustainability, highlighting the importance of digital competencies in the current economic
climate.

The study may contribute to the field of entrepreneurship by quantifying the impact of
digital transformation on small and medium businesses post the COVID-19 pandemic,
thereby offering insights into strategic planning and policy-making.

It expands the dialogue on financial literacy's role in MSMEs by exploring its relative
significance against other factors, which could shape future educational programs and
financial support structures for business owners.

Research Limitations

The sample size of MSMEs for each country is relatively small, which could limit the
generalizability of the findings across all MSMEs in Indonesia and Malaysia.

The study only considers two variables—financial literacy and technology adoption—
leaving out other potential factors that could influence MSME sustainability, such as
market dynamics, access to capital, regulatory environment, and management practices.
P-values provide information on whether an effect exists, but not its size or practical
significance, hence the study could be supplemented with effect size measures to better
understand the magnitude of the impact.

The research is limited to self-reported data, which may introduce biases or inaccuracies
in the reporting of financial figures and technology adoption rates.

It focuses on the immediate post-pandemic period, which is a time of unusual economic
activity; long-term studies would be necessary to understand enduring effects.
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