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ARTICLE INFO ABSTRACT 
 The purpose is to determine the influence of behavioral financial bias on firm 

performance and to find out if it is mediated by behavioral financial bias. Design a 
type of quantitative research with a positivism paradigm and develop research 
hypotheses related to financial literacy variables, behavioral financial bias, and firm 
performance variables. The research sample of owners, and general managers 
because they have adequate knowledge about the performance of the companies they 
lead is 245 samples. The unit of analysis is SME business actors who are members of 
the Indonesian Credit Guarantee and the research locations were carried out in DKI 
Jakarta, Bogor, Depok, Tangerang, and Bekasi. The result is a positive and 
significant influence of financial literacy on firm performance directly or mediated 
by financial behavior bias. The findings are novelty research, to improve firm 
performance by increasing financial literacy in financial knowledge and financial 
education. Meanwhile, financial behavior can be used to improve firm performance, 
which can reduce the influence of mental accounting to separate and group financial 
resources into different mental "accounts" and overconfidence due to the tendency 
of business actors to have excessive confidence.  
 
Keywords: Financial Literacy, Behavioral Financial Bias, and Firm Performance: 

 
1. Introduction 

 
Small and Medium Enterprises (SMEs) make an extraordinary contribution to economic development in many 
countries so the performance and growth of these companies are of great concern to several stakeholders such 
as governments, policymakers, and financial institutions (Anshika et al., 2021), but Statistics the Small 
Business Administration shows 20% of small business fail in the first 2 years and 50% fail within 5 years 
(Snider & Davies, 2018). Small and medium businesses in Indonesia can be said to be sinking or being squeezed 
because their contribution to GDP (Gross Domestic Income) is very low compared to large businesses, the 
number of which is very small, but their contribution to GDP is very dominant, shown in the structure of 
national business actors which reaches 98% and the proportion of businesses only 0.01% can control national 
business processes with horizontal and vertical integration practices. This condition increasingly clearly shows 
the existence of a hollow middle which makes the capacity of the business world to build upstream-downstream 
linkages limited (Strategic Plan of the Secretariat of the Ministry of Cooperatives and Small and Medium 
Enterprises for 2021-2024-Kemenkop UKM, 2021). 
SME performance issues are often ignored by MSME business actors, especially regarding financial 
management and the correct application of accounting because the knowledge and information of MSME 
actors about accounting are very limited, and the educational background and knowledge of MSME actors 
(Saraa et al., 2020). Apart from bookkeeping problems, SMEs in Indonesia also face small business margins, 
limited capital, limited managerial competence, small economic scale, marketing capabilities, and lack of 
access to financing are still challenges for SMEs in Indonesia so the role of government and stakeholders is 
supported. Another important thing is to improve the performance of MSMEs through various policies, 
programs, and empowerment activities (Aritonang et al., 2023). 
Financial literacy is a problem for many small businesses which can be seen from the inability to prepare 
complete accounting reports (Yeboah, 2019). Lack of financial education is often considered a reason for low 
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financial decision-making abilities in society (Fan & Chatterjee, 2018). Financial management among SMEs is 
still low so financial literacy education among small business owners must be introduced (Mashizha et al., 
2019). Low financial literacy is related to suboptimal financial behavior and will have long-term consequences 
(Stolper & Walter, 2017) so financial literacy practices and financial capabilities have a significant positive 
impact on the sustainability of small businesses (Babajide et al., 2021). SME owners who have a low level of 
financial literacy will be vulnerable to behavioral bias (Baker & Kumar, 2018).  
Financial literacy causes differences in cognitive biases and the cognitive biases of individuals who do not 
receive financial education are different from individuals who receive financial and professional education in 
the business world (Özen & Ersoy, 2019). Entrepreneurs and managers do not exhibit behavioral biases, but 
the drivers of these biases vary (Nobre et al., 2022). SME entrepreneurs are usually overconfident when 
making financial decisions (Raveendra et al., 2018). The problem shows that behavioral financial bias can have 
a significant impact on SME decisions and performance because optimism, overconfidence, loss aversion, self-
attribution, and confirmation bias can cause bad financial decisions (Nobre et al., 2022). Entrepreneurs may 
attribute success to internal factors, such as skills and abilities but are less likely to attribute failure to external 
factors, such as market conditions, leading to a lack of accountability and learning (Fiore & Lussier, 2015). 
The behavior of SME business actors in financial management is based on derivatives of the grand theory of 
Planned Behavior (TPB) and Behavioral Finance Theory. The Theory of Planned Behavior (TPB) further 
develops the Theory of Reasoned Action (Ajzen & Fishbein, 1975). The Theory of Reasoned Action states that 
intentions determine behavior; therefore, individual behavior can be explained by intentions. However, 
according to Ajzen (1991), using perceived behavioral control to explain behavior cannot be completely 
controlled by the individual. Meanwhile, Behavioral Finance Theory is behavioral finance as a sub-discipline 
of behavioral economics, namely finance which combines findings from psychology and sociology into its 
theory (Glaser et al., 2004). This relationship shows that the Theory of Behavioral Finance is a theory that 
combines concepts from traditional financial science with psychological knowledge to understand individual 
financial behavior. This theory recognizes that individuals tend to make financial decisions based on emotions, 
cognitive biases, and other psychological factors. In the context of Financial Literacy, it refers to an individual's 
understanding of important financial concepts and skills, while Behavioral Financial Bias includes cognitive 
biases that influence financial decision-making. 
Research gap, research by Baig et al., (2019) and Zia-ur-rehman et al., (2017) states that there is a relationship 
between behavioral biases and firm performance. This has been clarified in SMEs that there is a relationship 
between the level of cognitive bias and entrepreneurial behavior and performance (H. Zhang et al., 2020). 
Meanwhile, research by Lebdaoui et al., (2021) and Baradarani et al., (2021) explains that behavioral biases, 
such as overconfidence, anchoring, and availability bias, have a significant negative impact on company 
performance; Overconfidence bias hurts financial performance; and anchoring bias and availability bias hurt 
non-financial performance. Hameed et al., (2019) stated that behavioral biases, especially overconfidence, loss 
aversion, and confirmation bias, have a significant negative impact on company performance. The 
inconsistency of this research is explained by Lamptey et al., (2020) that behavioral biases can have a positive 
or negative impact on working capital management and performance. Even Bhutta & Shah, (2015) stated that 
behavioral biases have no impact on entrepreneurial performance, while Ezeaku (2020) stated that 
overconfidence does not have a significant influence on company performance. 
Development of research from Aschenwald et al., (2023) on individual vulnerability to objective behavioral 
biases - namely the nature of human behavior that has been largely ignored in the financial literacy literature. 
This recent study focused on self-confidence bias in individuals' judgments of financial competence, suggesting 
that individuals tend to misjudge financial abilities. Sharma (2022) explains only the impact of behavioral 
biases on investment decisions that have been explored in most of the literature so this research can be 
extended to other areas of personal finance such as money management and debt management. Empirical 
evidence regarding the relationship between mental accounting and personality characteristics is still scarce 
because mental accounting has rarely been examined in previous research, and little is known about correlated 
variables and concepts (Muehlbacher & Kirchler, 2019). So this research focuses on the following questions: 
(1) Can behavioral finance influence firm performance? and (2) Can behavioral financial bias mediate the 
influence of financial literacy on firm performance? 
 

2. Literature Review and Hypotheses 
 

2.1. The Influence of Financial Literacy on Firm Performance 
Financial literacy is a person's ability to understand and use financial concepts (Song et al., 2023). Buchdadi's 
research (2020) states that there is a positive influence of financial literacy on the performance of SMEs. 
Meanwhile, accounting is a key indicator of business performance, saying that good financial reporting 
provides understanding, verification, neutrality, unlimited time, cooperation, and completeness to support 
company performance (Purwanto et al., 2022). This shows that financial knowledge significantly contributes 
to improving individual economic performance (Hira, 2012). Apart from that, Shihadeh et al., (2020) and 
Naser & Alabassi, (2022) stated that there is a significant influence of financial literacy on performance but on 
banking performance. Financial Literacy is a set of skills and knowledge that allows an individual to make 



 6890 4057                                                                    / Kuey, 30(5), et al.  Dony Oktariswan                                                       

 

decisions and be effective with all the financial resources they have which are supported by Financial Attitude, 
Financial Education, Financial Proficiency, and Financial Knowledge. 
Gunawan et al., (2023) stated that MSME performance is the overall work results achieved compared to work 
targets or criteria that have been determined in advance and have been mutually agreed upon in a business 
entity with assets and income criteria that have been determined by law. Firm performance is the result of 
business management that shows the success of business actors in achieving business goals by using existing 
resources to achieve maximum profits in terms of achieving sales targets, speed of response to market demand, 
achieving profitability targets, and competitiveness. 
Synthesis of the relationship between financial literacy and company performance because financial literacy 
plays an important role in improving company performance because having a high level of financial literacy 
tends to be more capable of managing finances well, making more informed decisions, accessing financial 
resources, and creating sustainable company business growth. 
 
H1: Increasing Financial Literacy will increase Firm Performance. 
 
2.2. Behavioral Financial Bias mediates the Effect of Financial Literacy on Firm Performance 
Behavioral Financial Bias can be explained as behavioral bias which is purely based on a psychological 
background. Behavioral biases can be divided into decision, social, and error biases in a psychological context, 
whereas, biases related to a company's entrepreneurial orientation are decision biases. In addition, decision 
biases can be further divided into cognitive and emotional biases (Bhutta & Shah, 2015). Meanwhile, 
behavioral bias is a disproportionate weight that opposes or supports an idea, habit, or concept, and is 
irrational (Lebdaoui et al., 2021). Behavioral Financial Bias is an individual's attitude to make financial 
management decisions consistently following the information they receive, thereby forming a perception of 
views supported by Overconfidence, Mental Accounting, and Anchoring. 
Financial literacy refers to an individual's understanding of financial concepts, including knowledge about 
money management, investments, and other financial decisions (Purwidianti et al., 2022). Baker et al., (2019) 
research only describes the relationship between financial literacy and demographic variations with behavioral 
biases. Meanwhile, research by Baig et al., (2019) suggests that financial literacy can act as a moderating 
variable in the relationship between behavioral bias and company performance. This has similarities with the 
research of Handayani et al., (2021) which explains that financial literacy and financial inclusion have a 
significant impact on financial behavior, and Purwidianti et al., (2022) that there is a positive influence of 
financial literacy on financial behavior and financial performance of SMEs. do not use biased financial 
behavior. 
However, no research on financial behavior can mediate the influence of financial literacy on firm 
performance. This is why recent studies have explored the role of financial behavioral biases in mediating the 
influence of financial literacy on financial decisions and company performance (Purwidianti et al., 2022; Baker 
et al., 2019). 
Synthesis of financial behavioral financial bias mediates the influence of financial literacy on firm performance 
because the positive influence of financial literacy and the reduction of biased financial behavior on company 
performance is reflected in more efficient financial management. Individuals who have a good understanding 
of finance will be able to manage finances and make the right decisions so they tend to avoid biased financial 
behavior, such as overconfidence or impulsive decisions that can be detrimental to the company. 
 
H2: Reducing Behavioral Financial Bias mediation will increase the influence of Financial 
Literacy on Firm Performance 
 
Based on the description of theoretical reconstruction and reconceptualization as well as research 
development, the research model below has been prepared: 
 

 
Figure 1. Thinking Framework 
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3. Methodology 
 

3.1. Research Design 
The type of research used is quantitative research with a positivist paradigm. The top-down positivism 
paradigm departs from the research belief that there is a single truth to understand phenomena. The research 
methodology in this paradigm is deductive which uses an a priori theory in the form of existing theory, results 
of previous research, and references which are the basis for testing the arguments put forward by researchers 
(Purwohedi, 2022). Based on the type of quantitative research with a positivism paradigm, the research 
objectives are to show relationships between variables, verify theories, make predictions, and generalize by 
formulating problems and developing research hypotheses related to financial literacy variables, behavioral 
financial bias, and firm performance variables. 
 
3.2. Population and Sample 
The research population is SME business actors located in the DKI Jakarta, Bogor, Depok, Tangerang, and 
Bekasi areas who are members of the Indonesian Credit Guarantee. Respondents in this study can represent 
SME problems such as the owner/main director/general manager because they are considered to have 
adequate knowledge about the performance of the company they lead (Purwohedi, 2022). The research 
population of SME business actors in DKI Jakarta, Bogor, Depok, Tangerang, and Bekasi in the Small and 
Medium Enterprise category totaled 745 business actors. 
The research sample with the sample table from Krejcie and Morgan in Purwohedi (2022) obtained 245 
samples. The unit of analysis is SME business actors. In this study, the number of indicators was 42. Referring 
to the information from Hair et al., the sample size of 254 samples/respondents has met the minimum sample 
size of SEM because the number of parameters estimated is 5 x 42 = 210 samples. The sampling technique uses 
random sampling. Data analysis uses SEM (Structural Equation Model Analysis) analysis with AMOS (Analysis 
of Moment Structure). 
 
3.3. Data Collection Procedures 
The research questionnaire aims to determine the tendency of respondents' assessments of research variable 
indicators using a Likert scale with five alternative answers Strongly Agree (5), Agree (4), Not Sure (4), 
Disagree (5), Strongly Disagree to answer statements about financial literacy and financial inclusion 
(Bongomin et al., 2018). An instrument is a tool for obtaining data or, like a measuring instrument in 
engineering work, certain conditions are required so that the data obtained from the measurement is valid and 
reliable. According to Purwohedi (2022), before using a set of statements with a certain measurement scale 
that will measure a construct, researchers must ensure that the instrument meets the elements of validity and 
reliability. This research instrument uses content validity (content validation) and construct validity (construct 
validation) so that content validity refers to the extent to which the instrument reflects content related to 
financial literacy (FL), behavioral financial bias (BFB), and firm performance (FP). 
To test construct validation on the research instrument using Confirmatory Analysis (CFA), indicator items 
were obtained that were dropped on the latent variable financial literacy (FL): FL2, FL6, FL8, FL9, and FL11. 
Indicator items dropped on the behavioral financial bias (BFB) latent variable: BFB2, BFB2, and BFB9. The 
indicator items dropped on the latent variable behavioral financial bias (FP): FP3, FP5, FP9, FP10, and FP11. 
 

4. Research Result 
 

4.1. Normality 
Structural Equation Modeling (SEM) in AMOS requires data normality to be in a multivariate normal 
distribution with a critical ratio (cr) range between -2.58 to 2.58. Non-normality of multivariate data can be 
seen from outlier data or data that deviates extremely from the average and will be dropped or not dropped. 
The solution to overcome unfulfilled multivariate normality is to use the bootstrap method, in AMOS 24 using 
the Bollen Stine Bootstrap. Bollen Stine Bootstrap with p-value> 0.05, then the structural hypothesis testing 
process can be continued. The results of multivariate normality in the critical ratio were 28.133, so it was 
declared that the data was not multivariate normal. Outlier data is not dropped if the Bollen Stine Bootstrap 
p-value is > 0.05. Bollen Stine Bootstrap results with p-value > 0.060. So it can be stated that the p-value 
requirement is >0.05. The Bollen Stine Bootstrap results with p-value> 0.060 indicate that bootstrap testing 
for structural hypothesis testing can be carried out. The results of the Confirmatory Analysis (CFA) analysis 
can be seen in the image below: 
 



 6892 4057                                                                    / Kuey, 30(5), et al.  Dony Oktariswan                                                       

 

 
Figure 2. Confirmatory Analysis (CFA) 

 
4.2. Validity 
Validity testing uses convergent validity. Convergent validity measures the magnitude of the correlation 
between the construct and the latent variable. In evaluating convergent validity by examining individual item 
reliability, it can be seen from the standardized loading factor value. standardized loading factor describes the 
magnitude of the correlation between each measurement item (indicator) and the construct. A loading factor 
value ≥ 0.7 is said to be ideal, meaning that the indicator is valid to measure the construct it forms. 
 

Table 1. Standardized Regression Weights: 
Financial 
Literacy 
(FL) 

Estimate 
 Behavior 

Financial Bias 
(BFB) 

Estimate 
 Firm 

Performance 
(FP 

Estimate 

FL12 ,717  BFB1 ,841  FP1 ,772 

FL10 ,935  BFB3 ,831  FP2 ,814 

FL7 ,715  BFB4 ,879  FP4 ,881 

FL5 ,893  BFB6 ,880  FP6 ,897 

FL4 ,916  BFB7 ,777  FP7 ,786 

FL3 ,853  BFB8 ,792  FP8 ,855 

FL1 ,834     FP12 ,730 

Source: processed from research results, 2024 

  
Based on the Table 1, all factor-loading items are valid > 0.7. The loading value of the Behavioral Financial Bias 
factor is 0.880, meaning that every change in Behavioral Financial_Bias will be reflected in the BFB6 item in 
the amount of (0.880 x 0.880) x 100% = 77.44%. The loading value of the Firm Performance factor is 0.897, 
meaning that every change in Firm Performance will be reflected in the FP6 item in the amount of (0.897 x 
0.897) x 100% = 80.46%. The loading value of the Financial Literacy factor is 0.935, meaning that every change 
in Financial Literacy will be reflected in the FL10 item of (0.935 x 0.935) x 100%= 84.42%. 
 
4.3. Reliability 
To assess the reliability test using Composite Reliability (CR). Composite Reliability (CR) > 0.7 and variance 
extracted (VE) > 0.5. A summary of the CR, VE, and root VE results is shown in the table below. 
 

Table 2. Summary of CR, VE and VE root results 

Items LF=λ LF2=λ2 
ε= 
1-λ2 

CR= 
(∑λ)2/(∑λ)2+(∑ε) 

VE= 
(∑λ2)/(∑λ2)+(∑ε) 

Root 
VE 
 

BFB1 0,841 0,707 0,293 0,932 0,696 0,834 
BFB3 0,831 0,691 0,309 
BFB4 0,879 0,773 0,227 
BFB6 0,88 0,774 0,226 
BFB7 0,777 0,604 0,396 
BFB8 0,792 0,627 0,373 
FP1 0,772 0,596 0,404 0,935 0,674 0,821 

FP2 0,814 0,663 0,337 
FP4 0,881 0,776 0,224 
FP6 0,897 0,805 0,195 
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Items LF=λ LF2=λ2 
ε= 
1-λ2 

CR= 
(∑λ)2/(∑λ)2+(∑ε) 

VE= 
(∑λ2)/(∑λ2)+(∑ε) 

Root 
VE 
 

FP7 0,786 0,618 0,382 
FP8 0,855 0,731 0,269 
FP12 0,73 0,533 0,467 
FL12 0,717 0,514 0,486 0,944 0,708 0,842 
FL10 0,935 0,874 0,126 
FL7 0,715 0,511 0,489 
FL5 0,893 0,797 0,203 
FL4 0,916 0,839 0,161 
FL3 0,853 0,728 0,272 
FL1 0,834 0,696 0,304 

Source: processed from research results, 2024 
 
Based on Table 2, all items are > 0.7 so they are declared reliable and all VE values are above 0.5 so they are 
also declared reliable. The Composite Reliability (CR) for Behavioral Financial Bias is 0.932, meaning that all 
items that measure Behavioral Financial Bias are consistently reliable in measuring Behavioral Financial Bias. 
The Variance Extracted (VE) for Behavioral Financial Bias is 0.696, meaning that the variation content of the 
BFB1, BFB3, BFB4, BFB6, BFB7, and BFB8 data contained by Behavioral Financial Bias is 69.6%. The 
Composite Reliability (CR) for Firm Performance is 0.935, meaning that all items that measure Firm 
Performance are consistently reliable in measuring Firm Performance. 
Variance Extracted (VE) for Firm Performance is 0.674, meaning that the variation content of FP1, FP2, FP4, 
FP6, FP7, FP8 and FP12 data contained by Firm Performance is 67.4%. The Composite Reliability (CR) for 
Financial Literacy is 0.944, meaning that all items that measure Financial Literacy are consistently reliable in 
measuring Financial Literacy. 
The Variance Extracted (VE) for Financial Literacy is 0.708, meaning that the variation in FL12, FL10, FL7, 
FL5, FL4, FL3 and FL1 data contained in Financial Literacy is 70.8%. 
 
4.4. Discriminant Validity 
The model has sufficient discriminant validity if the AVE root for each construct is greater than the correlation 
between the construct and other constructs in the model. 
 

Table 3. Fornell Larcker Discriminant Validity Summary 

Variable 
Behavioral Financial 
Bias 

Firm Performance Financial 
Literacy 

Behavioral Financial Bias 0,934   
Firm Performance 0,287 0,821  
Financial Literacy 0,211 0,270 0,842 

Source: processed from research results, 2024 
 
Based on the Table 3, Behavioral Financial Bias has a root value of VE = 0.934 which is greater than the 
correlation of other variables. Firm_Performance has a root value of VE = 0.821 which is greater than the 
correlation of other variables. Financial Literacy has a root value of VE = 0.821 which is greater than the 
correlation of other variables. Because each variable has a root VE value that is greater than the correlation 
with other variables, discriminant validity has been fulfilled. 
 
4.5. Goodness of Fit 
Confirmatory factor analysis evaluation also uses goodness of fit. The goodness of fit results in the table below. 
 

Table 4. Goodness of Fit Results 
No Goodness of Fit Result Cut Off Conclusion 
1 Chi-Square     259,234 <  χ2 tabel Not Good 
2 Probability      0,000 ≥ 0.05 Not Good 
3 CMIN/DF         1,552 ≤ 2 Good 
4 GFI                    0,908 ≥ 0.90 Good 
5 RMSEA                0,047 ≤ 0.08 Good 
6 AGFI                  0,885 ≥ 0.90 Marginal 
7 CFI                     0,978 ≥ 0.95 Good 
8 TLI                       0,975 ≥ 0.95 Good 
9 PNFI                  0,827 > 0.6 Good 
10 PCFI                  0,860 > 0.6 Good 

Source: processed from research results, 2024 
 
Based on the Table 4, the goodness of fit results above, of the 10 goodness of fit criteria there are 3 goodness 
of fit criteria that are not fit, while 7 criteria for the goodness of fit category are concluded to be fit, meaning 
the model fits the data. The results of the 8 Goodness of Fit criteria are considered sufficient to assess the 
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suitability of a model, as long as each Goodness of Fit criterion, namely absolute fit indices, incremental fit 
indices, and parsimonious fit indices, is represented. 
 
4.6. Structural Model Evaluation 
Structural equation model (inner model) that explains the influence of independent latent variables on 
dependent latent variables. The structural model was evaluated with standard maximum likelihood regression 
to see the influence value. Meanwhile, to find out the significance of the influence of the independent latent 
variable on the dependent latent variable, it is significant if the p-value is <0.05 as a result of bootstrapping. 
The results of the structural model of firm performance are in the image below 
. 

 
Figure 3. Image of the structural model of firm performance 

 
Based on Figure 3, the influence between variables using the bootstrap method can be summarized in the table 
below. 
 

Table 5. Influence between variables 
Path Variable Estimate Lower Upper P 

Behavioral Financial_Bias  Financial_Literacy ,211 ,094 ,447 ,003 

Firm_Performance  Behavioral Financial_Bias ,240 ,099 ,368 ,001 

Firm_Performance  Financial_Literacy ,219 ,072 ,439 ,009 

Source: processed from research results, 2024 
 
Based on Table 5, it is known: (1) The financial variable has a significant influence on Behavioral Financial Bias 
of 0.211 with a p-value of 0.003. By increasing financial literacy, Behavioral Financial Bias will increase. In the 
95% confidence interval, the influence of Financial Literacy on Behavioral Financial Bias is between 0.094 and 
0.447. (2) The Behavioral Financial Bias variable has a significant influence on Firm Performance of 0.240 
with a p-value of 0.001. By increasing Behavioral Financial Bias, it will increase Firm Performance. In the 95% 
confidence interval, the influence of Behavioral Financial Bias on Firm Performance is between 0.099 and 
0.368. (3) The Financial Literacy variable has a significant influence on Firm Performance of 0.219 with a p-
value of 0.009. By increasing financial literacy, it will increase Firm Performance. In the 95% confidence 
interval, the influence of Financial Literacy on Firm Performance is between 0.072 and 0.439. 
 
4.7. Mediation Test 
The influence of Financial Literacy on Firm Performance through the mediation of Behavioral Financial Bias 
can be seen in the table below. 
 

Table 6. Mediation Test Results 
Path Variable Estimate p-value 
Financial_Literacy  Behavioral Financial_Bias  
Firm Performance 

0,051 0.003 

Source: processed from research results, 2024 
 
Based on Table 6, there is a significant influence of Financial Literacy on Firm Performance through the 
mediation of Behavioral Financial Bias of 0.051 with a p-value of 0.003. In other words, Financial Literacy has 
an indirect influence on Firm Performance through the mediation of Behavioral Financial Bias of 0.051 and a 
significant p-value of 0.003 < 0.05. According to Hair et al., (2021), the results of this mediation are 
complementary mediation because the indirect influence and direct influence are significant and lead in the 
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same direction (positive). Complementary mediation is a Behavioral Financial Bias mediation variable that 
can explain the relationship between the Financial Literacy variable and the Firm Performance variable. 
 

5. Discussion 
 

5.1. The Influence of Financial Literacy on Firm Performance 
The results of testing the first hypothesis empirically prove that financial literacy has a positive and significant 
effect on firm performance. These findings explain that financial literacy can support the skills and knowledge 
of individual business actors to make effective decisions in managing SME financial resources supported by 
financial knowledge and financial education. Financial knowledge in these findings prioritizes understanding 
of financial terms (0.935) as well as financial education on education about the basics of business financial 
management (0.916) and education for managing business resources (0.893). 
Understanding the financial terms of business actors in financial literacy in SMEs because financial terms 
enable SME business actors to make wiser financial decisions. By understanding concepts such as income, 
costs, profits, and cash flow, business owners can manage their company's finances more efficiently to support 
optimizing firm performance. 
Education about the basics of business financial management for business actors in financial literacy in SMEs 
because there is a better understanding of business actors' efforts to manage income and expenses. Apart from 
that, the basics of accounting and financial reports enable business actors to prepare accurate and 
understandable financial reports so that managing business finances based on financial literacy provides a 
strong foundation for SME business actors to manage finances in support of optimizing firm performance, 
speed of response to market demand and achieving profitability targets. 
Education to manage business resources on financial literacy in SMEs because it provides SME actors with a 
deeper understanding of business actors' efforts to optimize the speed of response to market demand and 
achieve profitability targets. This shows the importance of education in managing business resources, 
providing a solid foundation for business actors because of financial literacy in the knowledge and skills 
obtained from financial education so that business actors can face business challenges with confidence and 
manage resources effectively to achieve success. firm performance 
  The relationship between research findings and grand theory is because financial knowledge and financial 
education in financial literacy have a positive effect on supporting firm performance because of the formation 
of business actors' understanding of financial terms related to SME business practices. This shows that there 
is a link between the Theory of Planned Behavior (Ajzen & Fishbein, 1975) and the Theory of Behavioral 
Finance (Glaser et al., 2004) on the influence of financial literacy on firm performance because financial 
literacy in an SME company can influence the attitudes and intentions of actors. efforts to adopt better financial 
practices. In addition, understanding the financial behavior that underlies business actors' decisions can help 
SMEs manage finances at a speed of response to market demand and achieve profitability targets. 
The research findings that financial literacy has a positive and significant effect on firm performance are 
supported by research by Buchdadi (2020), Jemal (2019), and Purwanto et al., (2022) 
 
5.2. Financial Behavior Bias mediates the influence of Financial Literacy on Firm Performance 
The results of testing the second hypothesis empirically prove that financial behavior can mediate the influence 
of financial literacy on firm performance. This positive relationship shows that high financial literacy can 
influence positive financial behavior, reduce financial bias, and in turn increase firm performance. Financial 
literacy based on the findings can be the main driver for reducing biased financial behavior. When business 
actors have a good understanding of financial concepts, business actors tend to make more informed and 
measurable financial decisions. This can then minimize biased financial behavior in mental accounting in 
terms of making planned expenditures for business needs and not easily using money for purposes other than 
those planned as well as overconfidence in terms of daring to take business financial risks. This view shows the 
efforts of business actors to minimize biased financial behavior such as the tendency to take excessive risks or 
impulsive decisions in business management. By reducing biased financial behavior, business actors can 
achieve better financial stability and optimize the use of resources. This in turn can have a positive impact on 
overall firm performance. Therefore, strengthening positive financial literacy and reducing biased financial 
behavior can be key factors that support increased firm performance. 
The importance of financial literacy in reducing biased financial behavior will reduce the mental accounting of 
business actors in the tendency of business actors to separate and group financial resources into different 
mental "accounts" and treat each account separately in making financial decisions such as accounts for 
operational costs and accounts. business opinions and accounts for business development. Apart from that, 
biased financial behavior will reduce the Mental Accounting of business actors towards overconfident business 
actors because there is a tendency for business actors to have excessive confidence in their ability to make 
excessive decisions or prospects for business success, thereby ignoring information that conflicts with their 
beliefs. 
These findings show that financial behavior can mediate the influence of financial literacy on firm 
performance. However, no research on financial behavior can mediate the influence of financial literacy on 
firm performance. This is the latest study to explore the mediation of financial behavior which can be supported 



 6896 4057                                                                    / Kuey, 30(5), et al.  Dony Oktariswan                                                       

 

by the influence of financial literacy on firm performance so the findings of this research become novelty 
research. 
 

6. Conclusion 
 

There is a positive and significant influence of financial literacy on firm performance directly or mediated by 
financial behavior bias. The findings are novelty research, to improve firm performance by increasing financial 
literacy in financial knowledge and financial education. Meanwhile, financial behavior can be used to improve 
firm performance, which can reduce the influence of mental accounting to separate and group financial 
resources into different mental "accounts" and overconfidence due to the tendency of business actors to have 
excessive confidence. 

 
7. Implications 

 
This study contributes to the literature on the Theory of Planned Behavior and the Theory of Behavioral 
Finance. First, the direct influence of financial literacy on firm performance provides a new concept about the 
importance of the concept of financial literacy in SMEs. The research results show that financial literacy 
improves firm performance in SME business actors. In this case, the Theory of Planned Behavior and the 
Theory of Behavioral Finance can explore new insights into the role of financial literacy in firm performance 
among SME business actors. The implication is for researchers to design by including the role of financial 
literacy when SME business actors attempt to improve firm performance. Second, researchers aim to reduce 
business actors' confidence in biased financial behavior by increasing the role of business actors' financial 
literacy. A new concept that puts forward the role of financial literacy can reduce biased financial behavior. 
The argument that financial behavior can mediate the influence of financial literacy on firm performance has 
not yet been widely explored in scientific studies. This research examines these arguments in less developed 
SMEs. Furthermore, researchers tested the role of financial literacy in reducing financial behavior bias toward 
firm performance. First, policymakers can pay greater attention not only to financial literacy but also 
concentrate on ways in which SMEs can manage finances and use resources flexibly. Second, business actors 
can develop financial literacy in financial knowledge and financial education. This means that business actors 
in supporting firm performance are trying to encourage financial literacy as the ultimate goal, but there is a 
belief that business actors still prioritize financial behavior bias so strengthening financial literacy is an effort 
to improve firm performance. 
 

8. Limitations 
 

This study has limitations that must be considered in interpreting its findings. First, this research focuses on 
Small and Medium Enterprises without involving micro-enterprises. Because Small and Medium Enterprises 
and Micro Enterprises have differences in Business Scale, Capital Ownership, and Economic Impact. Second, 
sample data on SME business actors in the DKI Jakarta, Bogor, Depok, Tangerang, and Bekasi areas who are 
members of the Indonesian Credit Guarantee (Jamkrindo). 
Future research directions by adding financial inclusion to obtain an inclusive financial model for business 
actors and connecting it with the demographics of business actors for the government and financial institutions 
in designing economic policies that suit the special needs and characteristics of SME business actors. 
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