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ABSTRACT 
 

 The primary purpose of this quantitative study is to investigate the subjective 

elements of the financial performance of entrepreneurial companies. With the increase of 

entrepreneurship in Pakistan, it is vital to assess an entrepreneur's risk appetite to enhance 

performance. Several researchers have independently examined these paths. However, its 

interrelationship and simultaneous effect on performance their still need to investigate 

this path incorporated with other variables to resolve the divergences among 

entrepreneur. This study therefore fills this gap in literature by answering the question 

about the determinants of subjective performance of the entrepreneurial companies. 

Using Structural equation modelling, data were analysed to determine the strength of the 

association between the constructs. Data was collected from 300 participants through a 

survey where questionnaires were distributed to entrepreneurs operating in different area 

of Pakistan. Convenience sampling was adopted to recruit study participants. Findings 

suggest that entrepreneurs with less financial literacy have a positive and direct influence 

on a firm's financial performance and financial literacy itself is crucial for entrepreneurs. 

Moreover, the study suggests that financial literacy does not incorporate risk tolerance as 

risk is essential for entrepreneurs to encourage innovative ideas. Additionally, financial 

performance is not affected by financial literacy through financial risk tolerance. On the 

other hand, risk tolerance through spirituality is also incorporated with the locus of 

control and does not influence financial performance through spirituality. Meanwhile, the 

findings also detected that financial literacy, directly and indirectly, affects locus of 

control and the moderating effects of emotional intelligence. Thus, this study brings 

awareness to the subjective determinants of performance for entrepreneurial firms. These 

results suggest that that entrepreneurs in Pakistan need to improve their finical literacy to 

enhance financial performance and regain their competitive advantage. This study offers 

multiple contribution to literature. Empirical contribution relates to the investigation in a 

relatively under-researched developing country context, Pakistan. Policy implications of 

the study are that sector specific capacity development events can be developed that can 

enhance the financial literacy of entrepreneurs. Only then the firms can become 

entrepreneurially proactive and perform financially better.  
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1. INTRODUCTION 
 

 Entrepreneurs are ready to see prospective opportunities and undertake risks to 

translate these future opportunities into profits (Carland et al., 1988; Kamineni, 2002; 

Walter & Heinrichs, 2015). An entrepreneur seeks to profit in business by bringing 

something new and different from others and creating a competitive edge. Successful 

entrepreneurs possess the skills to bring together resources and contribute to economic 

growth through their innovations (Braunerhjelm, 2010; Howorth et al., 2005; Szirmai et 

al., 2011). Not only entrepreneurs’ role is critical for achieving better economic growth, 

they also make crucial decisions that underpin the performance of firms. Their decisions 

can range from future budgeting strategies to human resource management, marketing 

techniques and supply chain management. All such decisions ultimately have substantial 

implications for the financial performance of firms (Fried & Tauer, 2015).  
 

 Not every entrepreneur have the appropriate skills and knowledge about financial 

decision-making. Limited financial literacy in such instances can lead to financial 

discrepancies, which in turn may influence performance of a company. It implicates that 

financial literacy carries great importance for an entrepreneurial journey (Adomako et al., 

2016). A financially illiterate entrepreneur cannot apply financial methods to improve the 

performance of a business. Bad financial performance of the business would therefore 

trigger them to apply for loans at a higher interest rate and they may make bad investment 

decisions (Lusardi et al., 2010). A financially illiterate manager may not have the 

capacity to foresee the uncertainty attached to financial investment and therefore make 

poor investment decisions, ultimately limiting the growth of business. In contrast, 

managers with better financial literacy would foresee a better future and make profitable 

investments as they would have the ability to identify risk early manage to take 

appropriate action (Purnomo, 2019). Thus, a financially literate entrepreneur tries to 

endorse risk management and reduce financial risk to optimize firm performance (Lajili, 

2009). 
 

 The unknown risk is dangerous for the financial health of every organization. 

Uncertainty develops anxiety in employees, which can affect their performance and 

ultimately of the organization's. Spiritual intelligence can help reduce these adverse 

effects on an organization (Fesharaki, 2019), and improve its performance (Martin & 

Hafer, 2009). Spiritually strong people can bring positivity to workplace that can help in 

improving company's performance (Kaya, 2015). However, the other side of the coin can 

be that spiritual intelligence might drive entrepreneurs to make bad investment decisions 

by investing in riskier assets (Chin et al., 2012). Nevertheless, a financially literate 

entrepreneurs can control their negative spirituality to reduce risk and increase 

performance. 
 

 To a great extent, the arguments presented in the preceding paragraph relate to 

Pakistan where entrepreneurs having low literacy levels find it challenging to retain their 

position in the market and compete with larger, international business entities (Hussain et 
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al., 2019). Due to their lower financial literacy, entrepreneurs cannot control the adverse 

consequences of risk, affecting their company’s ultimate performance. This inadequate 

knowledge about financial terms impels them to make wrong decisions, negatively 

affecting their financial performance and making their position uncertain in local and 

international markets (Hussain et al., 2019). Often, this leads to difficult survival chances 

in highly competitive markets and affects their competitive ability. For this barrier, a 

proper framework must be developed that can support them to have enough financial 

literacy to control the adverse effect of risk so that their organization can grow properly 

and compete with others in terms of financial performance. 
 

 Therefore, the main objective of this paper is to highlight the importance of financial 

literacy for financial performance [of firms in a developing economy like Pakistan which 

has largely remained under-researched]. It will raise awareness regarding the 

determinants of subjective financial performance associated with entrepreneurial firms. 

To investigate this, we empirically measure the effect of financial literacy on firm 

performance among entrepreneurial firms in Pakistan, mediated by financial risk 

tolerance, locus of control, and emotional quotient and moderated by spiritual quotient. 
 

 The rest of the article is structured in six sections, e.g. (Literature Review, Methods, 

Results, Discussion, Conclusion and Limitations). Section 2 presents a summary of the 

literature and outline the hypothesis. 

 

2. LITERATURE REVIEW  
 

2.1 Emotional Quotient and Locus of Control 

 Locus of control and emotional quotient are interlinked concepts. Individuals with 

strong emotions are better at building effective decisions because they can control their 

emotional feelings, affecting outcomes. Kulshrestha and Sen (2006) suggested that 

individual well-being, the locus of control, and emotional intelligence have an affirmative 

and significant association. Barbuto and Story (2010) and Feldman (2011) found the  

locus of control is positively associated with emotional intelligence. Further, Roy  

and Arora (2017) explored that girls and boys in school have a difference in opinion 

regarding emotional intelligence and locus of control. He concluded that both genders  

have a different locus of control and emotional intelligence in the continuum of  

self-effectiveness.  
 

 Emotional intelligence plays an influential role in entrepreneurial life; managers who 

have a high level of emotional intelligence make effective decision making to achieve 

maximum benefits for the organization. Due to negative experiences in the past, the 

decision making of an individual ultimately suffers because people make decisions based 

on past events. Due to a lack of emotional intelligence among entrepreneurs, the 

managers are incompetent to control the harmful consequences of their decisions. People 

with high emotions try to avoid their negative instincts, which may result in better 

performance. Both aspects have a strong influence on individuals as well as business life. 

Their personal life may suffer if he does not have internal or external control of the 

situation and surroundings occurring around him. When it comes to emotions, it can also 

affect the control of the individual. 
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 Similarly, the business life of a firm may also suffer due to less control over 

managers' emotions. Different studies have found the relationship between emotional 

intelligence and locus of control by exploring a different path (Deniz et al., 2009; 

Johnson et al., 2009). But the ambiguity still exists in the view of entrepreneurial firms. 

This study will contribute to previous research from the perspective of entrepreneurs. 

People may also lose control of their decisions because of deprived financial literacy.  
 

H1: There is a significant relationship between emotional quotient and locus of 

control. 

 

2.2 Financial Literacy and Financial Risk Tolerance 

 A financially literate person can understand the complex situation and has more 

tolerance risk to better his business. Varcoe and Fitch (2003) said a significant positive 

association between financial literacy and risk tolerance. Schooley and Worden (1999) 

demonstrated that individuals with sufficient literacy about finance have a large amount 

of diversification of securities in the portfolio. Chen and Volpe (2002) distinguished the 

effect of the level of financial risk tolerance is due to the knowledge about finance 

between males and females. Ryack (2011) said that the link between financial literacy 

and risk tolerance takes less consideration than another study. However, some have 

shown a positive association between financial risk tolerance and literacy (John E Grable 

& So-Hyun Joo, 2000; Hallahan et al., 2004).  
 

 Another recent research showed a positive connection between financial literacy and 

risk tolerance (Gustafsson & Omark, 2015). Various researchers like Kimball et al, 

Kimball et al. (2008) and Ryack (2011) have found that financial risk tolerance is indeed 

and considerably associated with financial literacy. Furthermore, Chang et al. (2004) 

showed that subjective risk tolerance is observed by education while the objective is 

through the proportion of assets to net income. Yao et al, Yao et al. (2011) said in their 

exploration that there remains a still gap to explore financial literacy and to what extent 

financial risk tolerance is influenced by financial literacy.  
 

 In connection with previous studies, researchers take less insight into financial 

literacy and risk tolerance though it has an essential role in the entrepreneur’s business 

life. There is ambiguity about the direct effect of financial literacy and its relationship 

with financial risk tolerance. Increasingly, entrepreneurs need to know what level of 

financial literacy is required to run their business and how much risk they may take in the 

future with financial literacy. This study contributes to previous studies by analyzing the 

direct effect of financial literacy on financial risk tolerance among entrepreneurs and 

distinguishing the relationship between them. However, financially literate managers 

have substantial control over the situations or outcomes of their decisions.  
 

H2: There is a significant relationship between financial literacy and risk tolerance. 

 

2.3 Financial Literacy and Locus of Control 

 Aydemir and Aren (2017) define that LOC as the characteristic that differentiates 

those who believe that they can control everything from those who believe things happen 

to them. It helps to understand whether financial situations are in control or not. Those 

who are financially independent have their own choices, behaviours and take 
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responsibility for their financial actions. In another study, Atkinson and Messy (2012) 

find that the financial illiteracy of people in many countries is due to the inadequacy of 

financial information and incapable of understanding financial concepts. In some 

published research, authors referred to the word financial knowledge as financial literacy, 

such as information about inflation, interest rate, loans, credit card terms, etc. (Bay et al., 

2014; Huston, 2010). Prior studies also reveal that locus of control and financial attitude 

does have a significant association between them. There is a positive indication that 

individuals who have a better attitude towards finance may control their decisions. While 

financial literacy and spending behaviour have no significant association, there is a 

positive association between financial attitude and locus of control with financial 

behaviour (Worthington, 2016). When there is an insufficient circulation of information 

in an organization among managers and subordinates, managers do not have control over 

business outcomes or performance. It is thus essential for a manager to have sufficient 

information and control over his decisions to accomplish the organization’s target (Abreu 

& Mendes, 2010).  
 

H3: There is a significant relationship between financial literacy and locus of control 

 

2.4 Financial Literacy and Firm Performance 

 Financial literacy and financial performance are directly related to each other. People 

with sufficient financial literacy work hard for the well-being of themselves and the 

betterment of the firm. Lusardi and de Bassa Scheresberg (2013) find that individuals 

with low financial literacy significantly affect the firm's performance. Similarly, 

Adomako et al. (2016) find that the financial literacy of managers has a decisive role in 

the progress of small and medium enterprises. Likewise, Demirguc-Kunt (2007) and 

Beck and Demirguc-Kunt (2006) find that if the firm's owner does not have adequate 

knowledge about the financial decisions, they will make poor decisions on behalf of their 

firms. Lusimbo and Muturi (2016) showed that managers with highly financially literate 

recorded high growth in the firm while SMEs with financially illiterate managers 

recorded no or low growth. Financially literate managers apply accurate rationale on the 

budgeting and profitability procedure to prevent their firm from slow growth. Due to 

complexity and modernization in concepts of binding terms in finance, the firm needs to 

hire those individuals who have complete knowledge about the complexity of ratios and 

measures and apply accordingly to enhance firm performance.  
 

H4: There is a significant relationship between financial literacy and performance 

 

2.5 Financial Literacy, Risk Tolerance, and Performance 

 The core component of every profit-making organization is the better and increased 

financial performance of the organization. Every worker, employee, and owner of the 

organization works hard to take their organization to where it is difficult for anyone to 

complete it. The manager makes improved and sound strategies for the better 

performance of the organization. Kim and Noh (2016) found that procedures and 

business sales aligned with tactical strategies help improve the business's performance for 

the better progress of the business. Likewise, Nadeem et al. (2017) concluded that 

exemption of the market value, the firm's performance, and intellectual capital positively 

and significantly associated with risk tolerance. A firm's and individual's performance 
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can increase when the degree of financial risk tolerance is determined, an essential part of 

the decision-making process (Peng et al., 2017). The investor invests when they are sure 

about accepting risk and the extent of risk associated with security. Without the 

contemplation of risk, investment decisions can be difficult and originate the failure of 

the firm. Although, the level of financial risk tolerance depends upon the literacy an 

individual or firm has about finance. If individuals or firms cannot identify the risk or are 

ready to take the risk, then firm performance would suffer (Ainia & Lutfi, 2019).  
 

H5: There is a significant relationship between financial literacy, risk tolerance, and 

performance. 

 

2.6 Emotional Quotient, Financial Literacy, and Locus of Control 

 Chelariu et al. (2008) state that the internal locus of control is considered 

characteristic of the entrepreneur ready to take the risk. Carpentier et al. (2014) originated 

the concept of locus of control and predicted that it is significantly associated with risk-

taking the behaviour of individuals. Without financial literacy, an individual has a weak 

locus of control due to difficulty understanding financial terms. As is known that 

financial literacy is the talk of the town because of its vast importance in the field of 

business and personal life (Aydemir & Aren, 2017). Apart from financial literacy, an 

emotionally unstable person does not control his decision whether he has sufficient 

knowledge about finance (O'Connor & Kabadayi, 2020). Financial literacy, emotional 

quotient, and locus of control are thus interlinked with each other. The person who has 

more self-control is more reliable to have sound management financial behaviour. The 

emotional quotient can influence financial literacy and locus of control by intervening 

between them Asandimitra and Kautsar (2019) because an emotional person makes 

decisions on his intuitions based on his anxiety, negativity, and past experiences, which 

could be negative and positive. It is not necessary that the emotional quotient only 

weakens the relationship between locus of control and financial literacy; it can also 

strengthen the relationship (Khatoon, 2013). It is thus crucial to investigate the extent of 

mediation effect of the emotional quotient between financial literacy and locus of control.  
 

H6: The emotional quotient will mediate the relationship between financial literacy 

and locus of control. 

 

2.7 Locus of Control and Financial Risk Tolerance 

 Financial risk tolerance has a significant influence on the everyday planning or 

decision making of an individual and managers about finance (Fisher & Yao, 2017). 

Financial risk tolerance involves financial decision-making about the credit card loan, 

mortgage loan, saving and investment etc. Chavali and Mohan Raj (2016) propose that 

the risk tolerance among investors influences the financial decision making of investors 

in an organization. The risk-averse investor avoids risky assets by default and avoids 

tragedy. Risk-taking is one of the critical elements of entrepreneurial characteristics, 

while locus of control is also a significant character attribute of the entrepreneur (Al-

Habib, 2012). Managers who have a high locus of control are eager to engage in risk 

associated investment. They prefer high risk over low-risk investment. In addition, 

Carpentier et al. (2014) found that risky behaviours are solely based on the locus of 

control and risk attitude. Risk associated investment gives a high return to the firm 
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because of uncertainty. People are keener to take risky investments when they know that 

they can control the adverse effect of that investment (Kesavayuth et al., 2018). The 

manager's sound decision-making competency plays a vital role in managing the 

organization’s finances to meet external challenges. Entrepreneurs must have appropriate 

control over their decisions to reduce the adverse effect of adverse risk behaviour. 
 

H7: There is a significant relationship between locus of control and financial risk 

tolerance. 

 

2.8 Financial Risk Tolerance and Performance 

 The financial risk tolerance and performance of an organization depend on each other 

so that if the risk tolerance level increases, then the organization's performance also 

increases. Naldi et al. (2007) found that the firm's performance decreases if it has a low 

level of risk tolerance. In a similar study, Inusah and Abdulai (2015) found that 

performance effectiveness is influenced by risk factors, such as internal and external 

which is an essential part of the risk assessment procedure. Karagiorgos et al. (2009) 

observed that most SMEs suffer from losses due to the non-adjustment in the risk 

assessment procedure. Abeyrathna and Kalainathan (2016) presented that the 

performance of small and medium enterprises is affected by the quality and quantity of 

financial risk SMEs take. Florio and Leoni (2017) found that to reduce disclosure of risk 

and increase the firm's performance, and enterprise risk management has an essential part 

in this. Financial risk tolerance may increase or decrease the performance of SMEs. 

However, it is essential to identify the tolerance level of risk to prevent significant losses. 

It has also been observed that the link between financial risk tolerance and performance 

gained less importance by scholars, though, at the time, entrepreneurs considered risk an 

essential element to increase their performance.  
 

H8: There is a significant relationship between risk tolerance and performance. 

 

2.9 Risk Tolerance, Spiritual Quotient, and Performance 

 The presence of spiritual intelligence in managers and employees can work 

efficiently, which enhance the firm performance. Yadav (2011) showed a positive 

influence of spiritual intelligence on the performance of personnel. Similarly, Ayranci 

(2011) found that personnel with high spiritual intelligence strongly impact the 

organization's financial performance. In another study, Karakas (2010) found that 

spiritual intelligence has a significant impact on the performance of employees and 

organizations. The spiritually weak manager does not have the resilience to handle the 

risk and avoid negativity in the workplace to experience the best possible outcome of the 

organization (Akhtar et al., 2017). Finally, Mahmood et al. (2018) find that leaders with 

high spiritual intelligence perform more extraordinarily effectively. Spiritual intelligence 

can also increase or decrease the performance of an organization through coping with the 

risk at the tolerance level. People with a high level of spiritual intelligence take more 

risks to increase their personal and financial performance. The same is true for 

entrepreneurs whose key element is a risk to increase their return, and they take more risk 

by investing in a risky product with solid spiritual intelligence. 
 

H9: Spiritual quotient will mediate the relationship between risk tolerance and 

performance. 
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Figure 1: Conceptual Model 

 

3 METHODS 

3.1 Participants 

 To test our hypothesis, we used a sample of entrepreneurs operating small and 

medium enterprises within Pakistan. A total of 560 questionnaires were distributed 

among the potential respondents, and 300 were received back, getting a response rate of 

53%. We collected sample from individuals (entrepreneurs) from enterprises located in 

different parts of Pakistan from this population. We used questionnaires as the primary 

instrument for data collection. The participants who participated in this survey were 

literate and illiterate people. The questions from the questionnaire were dictated and for 

illiterate people, according to their understanding and specific language.  

 

3.2 Measures 

 

3.2.1 Financial Literacy  

 The researcher took the financial literacy measure from Dahmen and Rodríguez 

(2014); this measure had four items and utilized a 7-point Likert scale. The Cronbach’s 

alpha for this scale was .79, indicating high internal reliability.  

 

3.2.2 Locus of Control  

 Locus of control as measured from the scale item developed by Perry and Morris 

(2005), which included seven items measured on a 5-point Likert scale point with 

anchors "strongly disagree" and "strongly agree". The Cronbach's alpha for this scale was 

.67, indicating helpful reliability.  

 

3.2.3 Emotional Intelligence  

 Emotional intelligence was measured by a scale item adapted from Schutte et al. 

(1998) and Ciarrochi et al. (2001). The scale item included 16 items with a 5-point Likert 

scale for the measurement of response. The Cronbach’s alpha for this scale was .87, 

indicating high reliability.  

Emotional 
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Performance 
Financial Risk 

Tolerance 

Locus of 

Control 
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Literacy 
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3.2.4 Financial Performance  

 The scale item for measuring financial performance was adapted from Deshpandé and 

Farley (1998) and Jaworski and Kohli (1993); the scale had six items, all measured on a 

5-point Likert scale. The Cronbach's alpha for this item was .84, which is within the 

acceptable range.  

 

3.2.5 Financial Risk Tolerance  

 The scale for financial risk tolerance was adapted from multiple items developed by 

John E Grable and So-Hyun Joo (2000), Grable (2008) and Ryack (2011). The scale had 

four times, measured on a 5-point Likert scale, and its internal reliability measured 0.78.  

 

3.2.6 Spiritual Intelligence  

 The researcher measured Spiritual intelligence on a 23 item scale developed by King 

(2008). The scale used a 4-point Likert scale to record its responses, and its Cronbach's 

alpha score equalled .92. 

 

4. RESULTS  

 

4.1 Validity Checks  

 We use confirmatory factor analysis to check if the proposed model fits the 

hypothesized variables. Table 1 shows the results of the CFA, which displays that the chi-

square to the degree of freedom is 1.671, which is less than 2, which means the model is 

a good fit. It is also be observed from table 1 that the value for GFI equals .774, which is 

near to .80, indicating that these results are satisfactory and the model is well-fitted. The 

RMSEA value is 0.043, which is less than 0.05, indicating that the model is accepted and 

is a good fit. 

 

Table 1 

Confirmatory Factor Analysis 

Models 
Chi- 

square 
GFI TLI IF CMIN/df RMS CFI DF P NAR 

First 

Model 
2454.606 .774 .856 .847 1.671 .047 .854 1469 .000 147 

Modified 

Model 
2026.644 .804 .899 .892 1.496 .041 .897 1355 .000 130 

Final 

Model 
1873.631 .812 .892 .884 1.555 .043 .891 1205 .000 121 

 

4.2 Descriptive Statistics and Correlations  

 Table 2 shows the correlations between demographic variables and the variables 

selected for this study. It can observe from Table 2 that all of the demographic variables 

have an insignificant correlation with all other variables except for age. Age has a 

significant and positive association with emotional intelligence but has an inverse and 
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significant association with financial risk tolerance. Further, it can observe that financial 

literacy has a significant correlation with the locus of control. Secondly, it is seen in table 

2 that emotional intelligence has a mediation effect between financial literacy and locus 

of control. Third, financial literacy and financial risk tolerance show inverse and 

insignificant correlation and financial literacy with performance have a positive and 

significant correlation. In contrast, locus of control and emotional intelligence has a 

positive and significant correlation. Financial risk tolerance has an inverse but significant 

association with performance; finally, spiritual intelligence mediates the association 

between financial risk tolerance and performance.  
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Table 2 

Descriptive Statistics and Correlation 

Variables Mean SD 1 2 3 4 5 6 7 8 9 10 11 12 

Gender 1 .30 1            

Marital Status .60 .49 .161** 1           

Industry .37 .48 .128** .377** 1          

Education .37 .48 .016 .164** .067 1         

Age .97 .53 -.017 .189** .090 -.001 1        

Work Experience .43 .73 .174** .375** .149 .101 .331** 1       

Financial Literacy 4.54 1.9 .021 -.014 .113 .011 .032 -.054 (.897)      

Locus of Control 3.06 .74 .049 .012 .006 .084 -.041 -.070 .157** (.679)     

Emotional Intelligence 3.75 .65 -.083 .018 .005 .105 .113* -.021 .499** .242** (.878)    

Firm Performance 3.61 .81 .027 .091 .062 .055 .057 .060 .408** .126* .493** (.845)   

Firm Risk Tolerance 2.72 .77 .034 -.027 -.026 -.062 -.154** -.01 .005 .069 -.071 -.122* (.432)  

Spiritual Intelligence 2.58 .67 -.027 .109 -.033 .070 .070 -.00 .203** .245** .315 .176** -.007 .923 

*Correlation is significant at the level 0.05 (two tailed), ** correlation is significant at the level 0.01 ( two tailed); Cronbach 

alpha diagonal; 0= female, 1= male, 0= single, 1=married 
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4.3 Hypothesis Testing 

 We use Hayes process model 7 (Hayes, 2017) to test the moderation-mediation effect 

among the main dependent and independent variables. In this model, the outcome 

variable is financial risk tolerance, the independent variable is financial literacy, locus of 

control is the mediating variable, and emotional intelligence is the moderating variable.  
 

 The first part of these results is presented in Table 3; the outcome variable is the locus 

of control. The results show that financial literacy is significantly positively related to 

locus of control, while emotional intelligence is also statistically significant and 

positively related to locus of control. Third, the interaction term has significant effects 

that show the moderation-mediation effect between financial literacy and locus of 

control. The second part of the regression results are shown in Table 4, and here, the 

outcome variable is financial risk tolerance. It can be observed from the table that both 

the locus of control and financial literacy are insignificantly related to financial risk 

tolerance. The direct effects of this model (displayed in table 5) are also insignificant.  

 

Table 3 

Outcome Variable: Locus of Control 

Variable  SE t p 

Financial Literacy .3029 .1180 2.5678 .0107 

Emotional Intelligence .5795 .1554 3.7301 .0002 

Interaction term* -.0764 .0316 -2.4192 .0162 

Int.term: Financial Literacy*Emotional Intelligence 

 

Table 4 

Outcome Variable: Financial Risk Tolerance 

Variable  SE t P 

LOC .0732 .0610 1.1990 .2315 

FL -.0024 .0240 -.0995 .9208 

 

Table 5 

Direct Effects of X on Y 

Variable  SE T P LLCI ULCI 

FL > FRT -.0024 .0240 -.0995 .9208 -.0497 .0449 

 

 For the second portion of our hypothesis testing, we use Hayes process model 14 to 

test the moderation-mediation effects of financial risk tolerance and spiritual intelligence. 

For this model, our dependent variable is firm performance, the independent variable is 

financial literacy, the mediating variable is financial risk tolerance, and moderating 

variable is spiritual intelligence. The results (shown in table 6) highlight that financial 
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literacy has a direct and significant influence on the financial performance of 

entrepreneurs. In contrast, financial risk tolerance has an insignificant and adverse effect 

on financial performance. The coefficient value for spiritual intelligence is also 

insignificant. 

 

Table 6 

Outcome variable: Financial Performance 

Variable  SE T p 

Financial Literacy .1662 .0230 7.2323 .0000 

Financial Risk Tolerance -.1603 .2197 -.7297 .4661 

Spiritual Intelligence .2114 .2339 .3526 .7247 

Interaction term* .0125 .0836 .1493 .8814 

Interaction term: Financial Risk Tolerance*Spiritual Intelligence 

 

 Lastly, the indirect effects of this model are displayed in table 7. It can be observed 

from the table that the product of Financial risk tolerance (FLT) and Spiritual Intelligence 

(SI) is statistically insignificant, and there is non-existence of moderation and mediation 

effects on performance (P). The table also shows that the inclusion of Spiritual 

intelligence does not have significant mediating effects on the outcome variables, which 

in this model is financial performance. It can also observe from the table that financial 

risk tolerance has a direct and significant effect on performance. Still, the presence of 

financial risk tolerance between them as moderators and has an insignificant association. 

That means there are no significant moderation mediation effects in the model where 

performance is the outcome variable. Finally, the indirect conditional effects are also 

insignificant, given that the mediation-moderation effects are insignificant for this model.  

 

Table 7 

Conditional and Indirect effects 

Variable Effect Boots LLCI ULCI 

FL> FRT> P -.0003 .0043 -.0098 .0076 

FL>EI>LOC -.0003 .0037 -.0075 .0073 

FRT>SI>P -.0003 .0037 -.0085 .0072 
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4.4 Hypothesis Testing Summary 
 

Table 8 

Hypothesis testing summary 

Hypothesis Results 

H1: There is a significant relationship between emotional quotient 

and locus of control. 
Accepted 

H2 There is a significant relationship between financial literacy 

and risk tolerance. 
Rejected 

H3 There is a significant relationship between financial literacy 

and locus of control. 
Accepted 

H4: There is a significant relationship between financial literacy 

and performance 
Accepted 

H5: There is a significant relationship between financial literacy, 

risk tolerance and performance. 
Rejected 

H6: The emotional quotient will mediate the relationship between 

financial literacy and locus of control. 
Accepted 

H7 There is a significant relationship between locus of control 

and financial risk tolerance. 
Rejected 

H8 There is a significant relationship between risk tolerance and 

performance. 
Rejected 

H9: Spiritual quotient will mediate the relationship between risk 

tolerance and performance 
Rejected 

 

5. DISCUSSION 
 

 This paper investigates the determinants of subjective performance of entrepreneurs 

within SMEs in Pakistan. The empirical result indicates that the first determinant, 

financial literacy, has a significant effect on the financial performance of entrepreneurs. 

In Pakistan, most entrepreneurs have less financial literacy, which has direct and 

significant effects on the financial performance of the entrepreneurial organization. 

Secondly, it is observed that its performance suffers drastically without having enough 

financial literacy because of fewer resources. Moreover, empirical results also indicate 

that entrepreneurs with poor financial literacy are incapable of having control of the 

consequences of their outcomes, and low levels of emotional intelligence further weaken 

their locus of control.  
 

 Furthermore, our results also indicate that low financial literacy does not affect 

financial risk tolerance. It seems that entrepreneurs with less financial literacy don't need 

to have poor levels of financial risk tolerance. Meanwhile, risk is a critical element of an 

entrepreneurial organization. Still, a poor level of risk tolerance does not increase or 

decrease the financial performance of the entrepreneurial organization. The presence of 

spiritual intelligence does not affect the company's financial performance due to a low 



Muhammad Awais et al. 221 

level of risk tolerance. As discussed earlier, the risk is the critical element of the 

entrepreneurial organization but is extracted from the result that financial risk tolerance 

does not increase or decrease the company's financial performance, either directly or 

indirectly.  

 

6. CONCLUSION 
 

 In prior literature, there is ambiguity about the risk-taking behaviour of entrepreneurs 

and how they perceive the company's financial investment in terms of financial literacy 

level and how they perceive risk and other subjective determinants of performance. 

Therefore, the paper results determine the impact of financial literacy, locus of control, 

and financial risk tolerance through the moderation and mediation effect of emotional 

intelligence and spiritual intelligence.  
 

 Results indicate no mediation effect of financial risk tolerance between financial 

literacy and financial performance of entrepreneurs. The results also confirm the 

significance of financial literacy of entrepreneurs at the time of investment. Hence, it is 

concluded that less financial literacy has less control on the outcome with emotional 

intelligence. Still, less financial literacy does not affect the company's financial 

performance through entrepreneurs' financial risk tolerance. The consequences showed 

that a high level of financial literacy is essential for entrepreneurs to run the business 

efficiently and profitably.  
 

 This research has also practical implications. The research objective is to look at the 

variables which play role in entrepreneurial businesses financial performance. The 

findings of the study are practical, and they contain assertions from other researchers in 

the perspective of subjective factors that influence entrepreneurial firm financial 

performance. The results of this study strongly support the importance of financial 

literacy for entrepreneurs since entrepreneurs should be able to innovate better if they are 

more literate. It is also necessary for entrepreneurs to train and educate themselves 

regarding the consequences of poor financial management of their companies. In 

emerging economy entrepreneur plays important role in growth of the Pakistan’ 

economy. The statistical results showed that the rate of financial literacy among 

entrepreneurs is very low which is alarming situation for the growth of the economy. A 

framework should establish by competent authority to give awareness about investment 

opportunities and complex terminologies to entrepreneurs to run the business effectively. 

Which give all the necessary information regarding running the business effectively. 

Consequently, by providing necessary financial education to entrepreneurs will give them 

realistic and rational approach to control their concerning outcome or risk eventually 

enhance their financial performance. 

 

7. LIMITATIONS 
 

 This paper uses a quantitative design to investigate its central relationships. In a 

setting such as Pakistan, a qualitative design can provide more significant insights into 

the behavioural implications of entrepreneurs and risk-takers. Secondly, making the study 

results more generalizable, researchers can expand the sample size to include different 

industries and organizations. The current study has a small sample size (only 300 
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respondents); it is suggested that the sample size be raised to evaluate the correlations 

between the variables. Additionally, the research is not sector- or industry-specific and is 

conducted on a convenience perspective. It is advised that future research concentrate on 

a particular sector or industry to narrow the study's scope and increase its focus on 

Entrepreneurial Financial Well-Being. Furthermore, data were gathered using a cross-

sectional approach. Given the possibility that people's perceptions may shift over time, it 

is suggested that scholars employ a longitudinal design in any future research. Due to 

nature of construct and variable, the researcher was not able to use the consistent likert 

scale in the design of questionnaire. 
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