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ABSTRACT 
This study investigates the effect of working capital management and financial reporting on the export revenue of 
export-oriented manufacturing SMEs in Sri Lanka, with the mediating role of financial literacy of SME owners. This 
study adopts a quantitative approach in which primary research data were collected from 344 SME owners in Sri 
Lanka using a structured questionnaire, and data were analyzed using structural equation modelling. The findings of 
this study indicate that working capital management and financial literacy of SME owners have significant positive 
direct effect on export revenue of export-oriented manufacturing SMEs in Sri Lanka, and financial reporting does not 
have significant direct effect on export revenue. Mediating effect analysis reveals that financial literacy of SME 
owners partially mediates the relationship between working capital management and export, while fully mediates the 
relationship between financial reporting and export revenue of export-oriented manufacturing SMEs in Sri Lanka. 
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Introduction 

Export-oriented manufacturing small and medium 
enterprises (SMEs) play an important role in the 
economic development of Sri Lanka by contributing to 
generating new employments and earning foreign 
exchange mainly (Madushanka & Sachitra, 2021; 
Subramaniam, 2019). Despite their contribution for 
the economic development, many export-oriented 
manufacturing SMEs in Sri Lanka are struggling with 
constrained export revenue growth mainly due to 
limitation of financial resources and restricted access 
to finance (Jayaweera et al., 2024). Economic 

disruptions in developing economies have further 
exacerbated these challenges for SMEs emphasizing 
the importance of strengthening internal financial 
capabilities to overcome these challenges that support 
to enhance the export revenue and sustain the long-
term competitiveness of SMEs (Etemad, 2020).  

Among the internal financial capabilities influencing 
financial performance of SMEs, financial 
management practices play vital role in supporting 
strategic decision making and ensuring operational 
stability (Nkundabanyanga et al., 2017; Otoo, 2024). 
Working capital management is an important financial 
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management practice for export-oriented 
manufacturing SMEs to ensure the stability of cash 
conversion cycle, supports handle the payment delays 
from foreign buyers, effectively manage the supplier 
credit payments and reduces the inventory holding 
periods (Sardo & Serrasqueiro, 2021; Tauringana & 
Adjapong Afrifa, 2013). Ineffective working capital 
management practices related to receivables, payables 
and inventory creates liquidity shortages, ultimately 
constraining the export revenue of export-oriented 
manufacturing SMEs (Singh & Kumar, 2017; 
Tauringana & Adjapong Afrifa, 2013). Whereas, 
effective working capital management practices 
ensure liquidity adequacy that facilitates to improve 
operational continuity and enhance the export revenue 
of export-oriented SMEs (Seth, Chadha, Ruparel, et 
al., 2020).  

For SMEs, Financial reporting is another important 
financial management practice that improves the 
transparency of financial performance, enhances 
access to external financing, and provides meaningful 
information on financial performance and position for 
informed decision-making (Aboagye‐Otchere & 
Agbeibor, 2012; Perera et al., 2022). However, in 
many SMEs, financial reporting is primarily 
undertaken for compliance purpose rather than for 
informed-decision making, thereby constraining its 
contribution to the export performance of export-
oriented SMEs (Palacín-Sánchez et al., 2022). This 
highlights that the financial capabilities of SME 
owners are important for transforming financial 
information derived from financial reporting into 
informed decisions (Wijekoon et al., 2023).  

Furthermore, financial literacy of SME owners is 
considered an emerging behavioral capability that 
affects the financial performance of SMEs (Padi et al., 
2025). In SME context, owners are the primary 
decision-makers responsible for managing the 
financial resources and enhancing financial 
performance (Weerasekara & Bhanugopan, 2022). 
Financial literacy of SME owners enables them to 
interpret the outcomes of financial reporting and 
effectively manage the working capital to take the 
informed decisions especially enhancing the export 
revenue of SMEs in the context of export-oriented 
SMEs (Abdallah et al., 2024; Okello Candiya 
Bongomin et al., 2017). Therefore, financial literacy 
of SME owners can be considered as an internal 
resource that improves the effectiveness of financial 
management practices by providing meaningful 
information for informed decision-making and 
enhancing the export revenue of export-oriented 

SMEs (Padi et al., 2025; Weerasekara & Bhanugopan, 
2022).  

Despite the identified importance of financial 
management practices and financial literacy, limited 
empirical research has been investigated the effect of 
working capital management, financial reporting, and 
the financial literacy of SME owners on enhancing the 
export revenue of export-oriented manufacturing 
SMEs in Sri Lanka. Moreover, there is insufficient 
examination of the mediating role of financial literacy 
of SME owners in leveraging working capital 
management and financial reporting to enhance the 
export revenue of export-oriented manufacturing 
SMEs in Sri Lanka.  

 Problem Statement 

Many export-oriented manufacturing SMEs in Sri 
Lanka face unstable export revenue and difficulties in 
expanding into international markets, mainly due to 
financial resource limitations and weaknesses in the 
managerial capabilities of SME owners (Gamage et 
al., 2020; Wijekoon et al., 2023). Ineffective working 
capital management practices in SMEs cause liquidity 
shortages, delays in production and failure to fulfill 
export orders, while weak financial reporting practices 
contribute to transparency issues in financial 
performance information, thereby restricting access to 
external financing that supports export growth (Huang 
et al., 2023; Simon et al., 2021).  These challenges are 
further exaggerated by the insufficient capabilities of 
SME owners, which hinder informed-decision making 
(Ahmed & Brennan, 2019).  

Furthermore, a lack of financial literacy among SME 
owners might constrain the impact of financial 
management practices on export performance, 
adversely affecting their capabilities to interpret 
financial information, manage financial risks and 
make informed decisions to enhance export revenue 
(Padi et al., 2025; Ye & Kulathunga, 2019). 
Consequently, there is limitated of empirical evidence 
examining the effects of working capital management 
and financial reporting practices on the export revenue 
of export-oriented manufacturing SMEs in Sri Lanka 
while considering the mediating effect of SME 
owners’ financial literacy.  

 General Objective 

To examine the effect of working capital management 
and financial reporting practices on export revenue of 
export-oriented manufacturing SMEs in Sri Lanka 
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with the mediating role of SME owners’ financial 
literacy.  

 Specific Objectives 

1. To examine the effect of working capital 
management on export revenue of export-oriented 
manufacturing SMEs in Sri Lanka. 

2. To evaluate the effect of financial reporting on 
export revenue of export-oriented manufacturing 
SMEs in Sri Lanka. 

3. To assess the effect of SME owners’ financial 
literacy on export revenue of export-oriented 
manufacturing SMEs in Sri Lanka. 

4. To investigate the mediating role of SME owners’ 
financial literacy in the relationship between 
working capital management and export revenue 
of export-oriented manufacturing SMEs in Sri 
Lanka. 

5. To examine the mediating role of SME owners’ 
financial literacy in the relationship between 
financial reporting practices and export revenue 
of export-oriented manufacturing SMEs in Sri 
Lanka. 

Literature Review 

 Theoretical Perspectives 

The underpinning theory of this study is the resource-
based view (RBV), which conceptualizes the financial 
literacy of SME owners as an intangible resource that 
enhances firm performance and competitive advantage 
(Padi et al., 2025). For this perspective, the 
effectiveness of working capital management and 
financial reporting practices depends on the SME 
owner’s capabilities on financial literacy (Abdallah et 
al., 2024; Eniola & Entebang, 2017; Sawarni et al., 
2022). Moreover, the theory of planned behavior 
(TPB) provides a theoretical foundation for this study 
by explaining that components of financial literacy 
such as financial knowledge, financial awareness and 
financial skills are influenced by attitudes, perceived 
social pressure and perceived behavioral control, 
thereby shaping the informed decision-making of 
SME owners (Balushi et al., 2018; Molina-García et 
al., 2023).  

 Export-Oriented Manufacturing SMEs 
and Export Revenue 

Export-oriented manufacturing SMEs play an 
important role in developing economies such as Sri 
Lanka by generating new employments, earning 

foreign exchange, and contributing to economic 
growth (Chaldun et al., 2024). Export revenue is a key 
performance indicator used to measure export 
performance financially, reflecting ability of firm to 
compete in international market successfully (Rua et 
al., 2018).  However, many export-oriented SMEs face 
structural challenges of constrained financial 
resources, insufficient managerial capabilities and 
limited access to external financing which hinder their 
export performance growth (Chaldun et al., 2024).   
This implies that effective financial management 
practices and the managerial capabilities of SME 
owners play a vital role in driving the export revenue 
of export-oriented SMEs.  (Chaldun et al., 2024; 
Mangana et al., 2024).  

 Working Capital Management and Export 
Revenue 

Working capital management involves managing the 
short-term assets and liabilities mainly to ensure firm 
liquidity and maintain adequate financial resources for 
day to day operations (Seth et al., 2020). The 
effectiveness of working capital management 
practices is crucial for export-oriented SMEs mainly 
due to longer cash conversion cycles, delays in 
receiving payments from foreign buyers and frequent 
exchange rate volatility (Seth et al., 2020). Previous 
studies have shown that there is a positive relationship 
between working capital management practices and a 
firm’s financial performance, including revenue and 
profitability growth (Sawarni et al., 2022).  

Weaknesses in working capital management are 
considered a major reason for business failures of 
SMEs mainly (Orobia et al., 2013).  To ensure 
continuation of production and the fulfilling export 
orders timely, timely inventory turnover, effective 
receivables management and maintenance of optimal 
payable terms are essential for export-oriented 
manufacturing SMEs (Tsai & Wu, 2025).  Prior 
studies have shown that effective working capital 
management practices enable export-oriented SMEs to 
expand their exports and ensure the stability of export 
revenue (Sawarni et al., 2022).  Consequently, 
effective working capital management practices have 
a direct positive impact on the export revenue of 
export-oriented SMEs (Seth et al., 2020).  

 Financial Reporting Practices and Export 
Revenue 

Financial reporting involves the preparation and 
presentation of financial statement of a firm, reflecting 
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the financial performance and position mainly (Halabi 
et al., 2010). High-quality financial reporting ensures 
transparency of financial information and provides 
meaningful insights for decision-making (Salehi et al., 
2022). In SME context, financial reporting is crucial 
for communicating financial performance and position 
to investors, lenders and regulatory bodies (Halabi et 
al., 2010).  

Nevertheless, existing literature highlights mixed 
evidence regarding the direct impact of financial 
reporting practices on firm performance (Bahri et al., 
2017; Halabi et al., 2010). Some prior studies 
emphasize that financial reporting contributes to a 
firm’s financial performance by improving the 
financial discipline, while some scholars argue that 
financial reporting alone does not directly influence 
financial performance, particularly firm owner’s 
capabilities of utilizing meaningful insight derived 
from financial reporting for informed decision-making 
play vital role in enhancing the financial performance 
(Halabi et al., 2010). In export-oriented SMEs, many 
SMEs mainly serve financial reports for compliance 
and external financing requirements rather than for 
informed-decisions making based on meaningful 
insights of financial reports, which potentially weaken 
the effect of financial reporting on enhancing the 
export revenue (Padi et al., 2025) 

 Financial Literacy of SME Owners 

Financial literacy refers to the ability of 
understanding, analyzing and applying the financial 
information for informed-decision making within the 
firm (Shafiee et al., 2024). In SMEs context, the 
financial literacy of SME owners is crucial, as they are 
responsible for making informed decisions related to 
financial planning, liquidity management, capital 
budgeting and financial risk management (Abdallah et 
al., 2024). Prior studies highlight that the financial 
literacy of SME owners positively impacts on 
enhancing firm performance (Padi et al., 2025).  

In the context of export-oriented SMEs, the financial 
literacy of SME owners has been linked to its export 
revenue, as informed decisions on enhancing export 
revenue requires complex financial decisions related 
to working capital financing, foreign exchange risk 
management and export market pricing mainly 
through interpretation of meaningful financial 
information (Abdallah et al., 2024; Padi et al., 2025). 
Therefore, the financial literacy of SME owners is 
recognized as an intangible resource as explained by 
the resource-based view (RBV) theory (Molina-García 
et al., 2023).   

 Financial Literacy as a Mediating 
Mechanism 

Most of the literature suggests that financial 
management practices alone do not contribute to 
enhancing performance of SME, unless owners of 
SMEs improve their financial capabilities to 
effectively utilize the outcomes of financial 
management practices for informed decision-making 
to enhance the performance (Tuffour et al., 2022). 
Financial literacy acts as an individual behavioral 
capability that supports informed decision-making 
based on meaningful financial information (Abdallah 
et al., 2024; Padi et al., 2025). Moreover, prior studies 
have revealed that financial literacy of SME owners 
mediates the relationship between financial 
management practices and financial performance of 
SMEs (Mangana, 2026).  

In the context of working capital management, the 
financial literacy of SME owners is vital for 
understanding the outcomes of working capital 
management practices related to cash conversion 
cycle, liquidity position and customer and supplier 
credit terms, thereby enabling informed short-term 
financing decisions to enhance the export revenue of 
export-oriented SMEs (Hussain et al., 2018; Mangana, 
2026). Likewise, financial reporting becomes valuable 
only when SME owners have capabilities to interpret 
financial statement outcomes, making the informed 
decisions based on meaningful financial information 
regarding financial performance and position (Halabi 
et al., 2010; Salehi et al., 2022).  

 Research Gap 

Although previous studies have investigated the 
relationship between financial management practices 
and SME performance, limited empirical research has 
examined the direct effects of working capital 
management, financial reporting and financial literacy 
of SME owners on export revenue of SMEs and 
mediating role of financial literacy of SME owners on 
export revenue of SMEs in the context of export-
oriented manufacturing SMEs in Sri Lanka. This study 
addresses this gap by investigating effect of working 
capital management and financial reporting on export 
revenue of export-oriented manufacturing SMEs in Sri 
Lanka with the mediating effect of financial literacy of 
SME owners.  
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Methodology  

In order to accomplish the primary objective of this 
study, a methodology of this study was developed to 
examine the effect of working capital management and 
financial reporting on export revenue of export-
oriented manufacturing SMEs in Sri Lanka, with the 
mediating impact of financial literacy of SME owners. 
The research design of this study was structured into 
three stages such as unit of analysis selection, data 
collection and analysis of data.  

The unit of analysis of this study is identified as SME 
owners of export-oriented manufacturing SMEs in Sri 
Lanka, since they are the ultimate decision-makers 
responsible for financial management practices and 
for enhancing the export revenue. The population of 
this study consists of 2,455 registered export-oriented 
manufacturing SMEs in Sri Lanka according to the 
database of Export Development Board, Sri Lanka last 
updated in 2024. For this study, this database is 
considered as a reliable and appropriate sampling 
frame.  

In this study, sample size of 344 is determined based 
on Solvin’s formula using multi-stage sampling and 
stratified random sampling techniques grouping into 
eight export-oriented manufacturing sectors; apparel, 
tea, rubber-based products, coconut-based products, 
diamond, gems and jewelry, spices and concentrates, 
food and beverages and seafood and two levels of 
business size; small and medium (Iqbal et al., 2023; 
Mamun et al., 2018).This ensures minimum selection 
bias and representativeness of sample while enhancing 
the research quality and supporting to generalize the 
findings to the broader SME population of this study 
(Mamun et al., 2018).  

Pre-testing and expert reviews were conducted for this 
study prior to perform main data collection. The 
content validity and contextual relevance of the 
measurement items of the questionnaire were 
reviewed by industry practitioners and academic 
experts. Furthermore, a pilot test based on 36 
responses for questionnaire to measure the 
questionnaire reliability. The responses of pilot testing 
were considered for reliability testing to measure the 
internal consistency of data with Cronbach’ alpha 
value. The results of reliability testing indicated that 
reliability of internal consistency is acceptable, 
Cronbach’s alpha value is exceeding the 
recommended threshold value of 0.7.  

Primary data of this study were collected through a 
structured questionnaire consisting of 56 items to 

measure the variables. The measurement items of 
questionnaire were developed and adapted based on 
prior empirical studies ensuring construct validity of 
the questionnaire. The questionnaire of this study 
collected the responses relating to two independent 
variables of working capital management and 
financial reporting, mediating variable of financial 
literacy of SME owners and dependent variable of 
export revenue. In order to enhance the response rate 
for the questionnaire, it is employed mixed-mode 
survey approach by collecting 127 responses through 
online administered survey via Google Forms while 
remaining 217 responses were collected through 
personally distributed printed questionnaires.  The 
conceptual framework of this study comprised two 
independent variables, one mediating variable and one 
dependent variable as mentioned above and was 
developed based on theoretical and empirical 
evidences of prior studies.   

Finally, the descriptive and inferential statistical 
techniques were used to analyze collected data. 
Furthermore, structural relationships among variables 
and mediating effects were evaluated using SPSS 
software for preliminary analysis and for structural 
equation modelling and hypothesis testing were 
performed using AMOS software.  

 Hypotheses development 

In line with the research objectives and conceptual 
framework (Figure 1), the following five hypotheses 
were developed.  

 H1: There is a relationship between working 
capital management and export revenue of 
export-oriented manufacturing SMEs in Sri 
Lanka. 

 H2: There is a relationship between financial 
reporting and export revenue of export-
oriented manufacturing SMEs in Sri Lanka. 

 H3: There is a relationship between financial 
literacy of SME owners and export revenue 
of export-oriented manufacturing SMEs in 
Sri Lanka. 

 H4: Financial literacy of SME owners 
mediates the relationship between working 
capital management and export revenue of 
export-oriented manufacturing SMEs in Sri 
Lanka. 

 H5: Financial literacy of SME owners 
mediates the relationship between financial 
reporting and export revenue of export-
oriented manufacturing SMEs in Sri Lanka.  
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Results and Discussion 
 

 Analysis CFA model for the Working 

Capital Management construct 

Initially, the Working Capital Management (WC) 
construct was operationalized by employing eight 
measurement items. One item was removed following 
confirmatory factor analysis (CFA) and another one 
item was removed due to a factor loading below the 
acceptable threshold of 0.50 based on initial CFA 
model (Sureshchandar, 2021). Finally, six 
measurement items were retained for subsequent 
analysis.  

Using the retained six measurement items, a modified 
CFA model was developed with two iterations 
considering covariances highlighted by the 
modification indices. The results indicated an 
excellent model fit, with the normed chi-square of 
0.809 which is below the maximum threshold of 5 
(Mokhtarinia et al., 2018), the comparative fit index 
(CFI) of 1.000 which is above the minimum threshold 
of 0.9 (Mokhtarinia et al., 2018) and the root mean 
square error of approximation (RMSEA) of 0.000 
which is below the maximum threshold of 0.08 (Li et 
al., 2022).  

Moreover, the retained six measurement items 
indicated satisfactory sampling adequacy and 
explained variance, with the Kaiser–Meyer–Olkin 
(KMO) of 0.770 which is exceeding the recommended 
threshold of 0.7 (Pala et al., 2023) and the Total 
Variance Explained (TVE) of 55.697% which exceeds 
the recommended threshold of 50% (Ahmad, 2025). 
Overall, these results indicate that the final CFA model 
for the WC construct is a well-fitting model and 
suitable for inclusion in the measurement model.  

 Assessing CFA model for the Financial 
Reporting construct 

Initially, the Financial Reporting (FR) construct was 
measured using eight measurement items. Based on 
the results of the initial confirmatory factor analysis 
(CFA), four items were eliminated from the 
measurement model and four items were retained to 
develop the modified CFA model for further analysis.  

Based on the retained four items, a modified CFA 
model was developed, which demonstrated well-
fitting model without necessitating any iterations 

suggested by the modification indices, indicating the 
normed chi-square (x2/df) of 1.258 which is below the 
maximum threshold of 5, the comparative fit index 
(CFI) of 0.999 which is above the minimum threshold 
of 0.9 and the root mean square error of approximation 
(RMSEA) of 0.027 which is below the maximum 
threshold of 0.08. 

Additionally, the retained items indicated suitable 
sampling adequacy and high level of explained 
variance with the Kaiser–Meyer–Olkin (KMO) of 
0.776 which is exceeding the recommended threshold 
of 0.7 and the Total Variance Explained (TVE) of 
65.320% which exceeds the recommended threshold 
of 50%. Finally, the above results suggest that the 
modified CFA model for FR construct is statistically 
appropriate and reliable for inclusion in the 
measurement model.  

 Assessing CFA model for the Financial 
Literacy construct 

Initially, the Financial Literacy (FL) construct was 
operationalized by employing sixteen measurement 
items. Nine items were removed following 
confirmatory factor analysis (CFA) and another one 
item was removed due to a factor loading below the 
acceptable threshold of 0.50 based on initial CFA 
model. Finally, six measurement items were retained 
for subsequent analysis.  

Using the retained six measurement items, a modified 
CFA model was developed with one iteration 
considering covariances highlighted by the 
modification indices. The results indicated a well-
fitting model fit, with the normed chi-square (x2/df) of 
0.509 which is below the maximum threshold of 5, the 
comparative fit index (CFI) of 1.000 which is above 
the minimum threshold of 0.9 and the root mean 
square error of approximation (RMSEA) of 0.000 
which is below the maximum threshold of 0.08.  

Moreover, the retained six measurement items 
indicated satisfactory sampling adequacy and 
explained variance, with the Kaiser–Meyer–Olkin 
(KMO) of 0.857 which is exceeding the recommended 
threshold of 0.7 and the Total Variance Explained 
(TVE) of 54.210% which exceeds the recommended 
threshold of 50%. Overall, these results indicate that 
the final CFA model for the FL construct is an 
excellent model fit and suitable for inclusion in the 
measurement model.  
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 Assessing CFA model for the Export 
Revenue construct 

Initially, the Export Revenue (ER) construct was 
measured using eight measurement items. Based on 
the results of the initial confirmatory factor analysis 
(CFA), four items were eliminated from the 
measurement model and four items were retained to 
develop the modified CFA model for further analysis.  

Based on the retained four items, a modified CFA 
model was developed, which demonstrated well-
fitting model with one iteration suggested by the 
modification indices, indicating the normed chi-square 
(x2/df) of 0.118 which is below the maximum 
threshold of 5, the comparative fit index (CFI) of 1.000 
which is above the minimum threshold of 0.9 and the 
root mean square error of approximation (RMSEA) of 
0.000 which is below the maximum threshold of 0.08. 

Additionally, the retained items indicated suitable 
sampling adequacy and high level of explained 
variance with the Kaiser–Meyer–Olkin (KMO) of 
0.800 which is exceeding the recommended threshold 
of 0.7 and the Total Variance Explained (TVE) of 
68.041% which exceeds the recommended threshold 
of 50%. Finally, the above results suggest that the 
modified CFA model for ER construct is statistically 
appropriate and reliable for inclusion in the 
measurement model.  

 Analysis of the Measurement Model  

The measurement model was evaluated to understand 
whether the constructs are sufficiently represented by 
their respective observed items (Cheung et al., 2024). 
Moreover, this model is used to evaluate whether each 
item appropriately loads onto its respective construct 
(Hair et al., 2020). The initial measurement model as 
illustrated in Figure 2 was developed based on the final 
CFA results of each construct in this study.  

The initial measurement model indicated an 
acceptable overall model fit, with the normed chi-
square (x2/df) of 1.645 which is below the maximum 
threshold of 5, the comparative fit index (CFI) of 0.966 
which is above the minimum threshold of 0.9 and the 
root mean square error of approximation (RMSEA) of 
0.043 which is below the maximum threshold of 0.08. 
However, due to low standardized factor loadings 
below 0.60, two items from the working capital 
management construct and 2 items from the financial 
literacy construct were removed. The remaining items 
with standardized factor loadings of 0.60 or above 

were retained for further analysis of the measurement 
model, as standardized factor loadings of 0.60 or 
above is considered acceptable, particularly in social 
science research. Based on the retained items, a 
modified measurement model was developed as 
illustrated in Figure 3.  

After removing the items with factor loadings below 
the acceptable threshold of 0.60, the modified 
measurement model was developed. The modified 
measurement model indicated an acceptable overall 
model fit, with the normed chi-square (x2/df) of 2.036 
which is below the maximum threshold of 5, the 
comparative fit index (CFI) of 0.958 which is above 
the minimum threshold of 0.9 and the root mean 
square error of approximation (RMSEA) of 0.055 
which is below the maximum threshold of 0.08.  

The reliability and validity of the constructs were 
assessed based on the items retained in the modified 
measurement model. These constructs were 
considered for subsequent structural model analysis 
only after establishing acceptable levels of reliability 
and convergent and discriminant validity referring to 
the (Fornell & Larcker, 1981) criteria, as shown in 
Table 1 and Table 2.  

As shown in Table 1, reliability and convergent 
validity are satisfactory for all constructs, with 
Cronbach’s alpha values exceeding the acceptable 
threshold of 0.70 (Taber, 2018), and Average Variance 
Extracted (AVE) values exceeding the acceptable 
threshold of 0.50 (Abd Razak et al., 2016). 
Furthermore, the above results indicate adequate 
discriminant validity, with Maximum Shared Variance 
(MSV) values being lower than the corresponding 
AVE values of the respective constructs (Voorhees et 
al., 2016).  As shown in Table 2, the adequacy of 
discriminant validity is further confirmed with the 
square roots of AVE being higher than the inter-
construct correlations of each construct.  

 Analysis of the Structural Model 

According to prior literature on structural equation 
modelling, the structural model was developed to 
evaluate the hypothesized relationships among the 
constructs of this study based on a reliable and valid 
measurement model (Nitzl, 2016). The direct 
relationships among the constructs of working capital 
management, financial reporting, financial literacy, 
and export revenue are specified in the structural 
model, as illustrated in Figure 4.  
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The proposed structural model indicated an acceptable 
overall model fit, with the normed chi-square (x2/df) 
of 2.197 which is below the maximum threshold of 5, 
the comparative fit index (CFI) of 0.951 which is 
above the minimum threshold of 0.9 and the root mean 
square error of approximation (RMSEA) of 0.059 
which is below the maximum threshold of 0.08. These 
well-fitting indices collectively highlight that the 
proposed structural model appropriately represents the 
relationship among the constructs of this study and is 
acceptable for hypothesis testing. The below Table 3 
and Table 4 present the hypothesis testing results and 
the results of the mediating effect analysis of this 
study.  

As shown in Table 3, the hypothesis testing results 
indicate that working capital management and 
financial literacy have significant positive direct 
effects on export revenue, with regression weights of 
0.309 (p < 0.05) and 0.600 (p < 0.05), respectively. 
Additionally, financial reporting does not have a 
significant positive effect on export revenue with a 
regression weight of 0.109 and p-value of 0.075.  The 
mediation analysis results are shown in Table 4, 
indicate that Financial Literacy fully mediates the 
relationship between working capital management and 
export revenue, and partially mediates the relationship 
between financial reporting and export revenue. As 
highlighted above, both mediating effects statistically 
demonstrate that the role of financial literacy is 
significantly influences export revenue.  

Conclusion 
This study evaluates the effects of working capital 
management and financial reporting on the export 
revenue of export-oriented manufacturing SMEs in Sri 
Lanka with the mediating role of financial literacy of 
SME owners. This study emphasizes that there are 
robust prior studies which highlights that there are 
both direct and indirect relationships among the 
constructs of this study (Abdallah et al., 2024; 
Mangana et al., 2024; Seth, Chadha, Ruparel, et al., 
2020). The confirmatory factor analysis and 
measurement model assessment highlight that results 
of reliability, convergent validity, and discriminant 
validity of all constructs of this study were 
satisfactory. The modified measurement model 
indicated well-fitting model highlighting that retained 
items represent the constructs adequately. These 
results provide a statistical foundation to develop the 
structural model of this study (Zhang et al., 2021).   

The structural model analysis emphasizes that there is 
a significant direct effect of working capital on export 
revenue of export-oriented manufacturing SMEs in Sri 
Lanka, highlights its important role in managing the 
short-term financial effectively to sustain the export-
oriented activities of manufacturing SMEs in Sri 
Lanka. This finding is supported by empirical 
evidences of prior studies highlighting that managing 
the receivables, payables and inventory of the firm 
ensure satisfactory liquidity position and supporting 
for operational continuity, which are important for 
fulfil the export market demands in the international 
market (Cosima et al., 2026; Karadağ, 2018). 
Furthermore, financial literacy of SME owners also 
has significant positive effect on export revenue of 
export-oriented manufacturing SMEs in Sri Lanka, 
emphasizing that financial literacy of SME owners is 
essential in taking the informed decisions based on 
outcomes of financial management practices to ensure 
the success in the exporting activities (Eniola & 
Entebang, 2017; Padi et al., 2025).  

In contrast, financial reporting does not have 
statistically significant direct effect on export revenue 
of export-oriented manufacturing SMEs in Sri Lanka. 
This suggests that, even though financial reporting is 
important for the SMEs, in the absence of financial 
capabilities of interpreting the financial report 
outcomes by the SME owners, it is not effectively 
impact to enhance the export performance of export-
oriented SMEs (Wijekoon et al., 2023). However, the 
mediation effect analysis emphasizes that financial 
literacy of SME owners has partially mediating effect 
on export revenue of export-oriented manufacturing 
SMEs in Sri Lanka while there is a fully mediating 
effect for the relationship between financial reporting 
and export revenue of export-oriented manufacturing 
SMEs in Sri Lanka. The findings of mediation analysis 
indicate that financial literacy of SME owners is a 
critical intermediary factor which enables to enhance 
the export revenue of export-oriented manufacturing 
SMEs in Sri Lanka through financial management 
practices of working capital management and financial 
reporting (Abdallah et al., 2024; Mangana et al., 2024; 
Seth, Chadha, Ruparel, et al., 2020).  

The findings of this study conclude that financial 
literacy is not merely independent factor to enhance 
the export revenue of export-oriented manufacturing 
SMEs in Sri Lanka, it is acting as a strong mediating 
factor that enable effective employ of working capital 
management and financial reporting to enhance the 
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export revenue of export-oriented manufacturing 
SMEs in Sri Lanka.  

Based on the empirical findings and results of data 
analysis, several practical recommendations are 
suggested to enhance the export revenue of export-
oriented manufacturing SMEs in Sri Lanka.  

First, SME owners should strengthen the effectiveness 
of working capital management practices, mainly in 
the areas of receivables collection, determining the 
appropriate supplier credit periods, and inventory 
turnover optimization, in order to optimize the cash 
conversion cycle. In addition to that firms should 
establish the mechanism to adopt systematic cash 
budgeting techniques, and continuously monitor the 
liquidity position of the business to avoid the 
interruptions of export operations due to liquidity 
related constraints.  

Second, the significant influence of financial literacy 
of SME owners and along its export revenue and 
strong meditating effect of financial literacy of SME 
owners highlights that need of introducing SME 
owners targeted financial education initiatives. 
Government bodies in Sri Lanka such as Sri Lanka 
Export Development Board, The Ceylon Chamber of 
Commerce and the Ministry of Commerce Sri Lanka 
should design and conduct the financial literacy 
improvement programs for export-oriented SME 
owners focusing on mainly interpreting the financial 
statements, optimizing the working capital of the 
business and practical exposure in taking the informed 
financial decisions. These programs will support to 
SME owners to improve their financial knowledge, 
financial awareness and financial skills and translate 
those capabilities into effective strategic decisions 
enhancing the export revenue.  

Third, since financial reporting does not directly affect 
export revenue, and full mediating effect of financial 
literacy towards relationship between financial 
reporting and export revenue, emphasizes that 
improving the quality of financial reporting alone is 
not sufficient to enhance the export revenue of SMEs. 
Therefore, Government bodies in Sri Lanka should 
conduct the trainings programs for export-oriented 
SME owners on improving the quality of financial 
reporting and also educate them on interpreting and 
understanding the outcomes of financial reporting to 
take the informed decisions to enhance its export 
revenue.  

Finally, policymakers of Sri Lanka economy should 
prioritize the financial literacy development of SME 
owners when establishing the SME export 
development policies. Furthermore, export financing 
programs for SMEs should be linked with mandatory 
financial literacy training programs, particularly 
through government banks of Sri Lanka, and consider 
that participation in such training programs is a 
mandatory criterion for accessing export financing 
facilities.   
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Figure 2: Initial measurement model 
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Figure 3: Modified measurement model 
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Figure 4: Proposed structural model 
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Table 1: Reliability and Convergent Validity 

Attribute Cronbach Alpha Composite 
Reliability 

Average 
Variance 
Extracted 

Maximum 
Shared 
Variance 

Working Capital Management 0.832 0.820 0.539 0.246 
Financial Reporting 0.820 0.828 0.552 0.155 

Financial Literacy 0.805 0.805 0.509 0.475 
Export Revenue 0.842 0.837 0.564 0.475 

 
Source: Authors 
 

Table 2: Discriminant validity 

Attribute Working Capital 
Management 

Financial 
Reporting 

Financial 
Literacy 

Export 
Revenue 

Working Capital Management 0.734     
Financial Reporting 0.264  0.743    
Financial Literacy 0.318  0.394  0.713   
Export Revenue 0.496  0.386  0.689  0.751  

 
Source: Authors 
 
Table 3: Hypotheses testing based on Regression Weights 

H. No Paths Estimate S.E C.R P value Remarks 



The Effect of Working Capital Management and Financial Reporting on Export Revenue of Export-oriented 
Manufacturing SMEs in Sri Lanka with the Mediating Effect of Financial Literacy of SME Owners 

 

IJDDT Volume 16 Issue 59s 2026  
  

Page: 630 

H1 Working Capital Management > 
Export Revenue 

0.309 0.063 4.898 0.000 H1 Supported 

H2 Financial Reporting > Export 
Revenue 

0.109 0.061 1.783 0.075 H2 Not 
supported 

H3 Financial Literacy > Export 
Revenue 

0.600 0.085 7.096 0.000 H3 Supported 

 

Source: Authors 
Table 4: Mediating testing based on Indirect Effects 

H. No Relationship Direct 
Effect 

Indirect 
Effect 

Confidence Interval P Value Conclusion 
Lower 
Bond 

Upper 
Bond 

H4 Working Capital 
Management > Financial 
Literacy > Export Revenue 

0.309 
P=0.000 

0.143 0.066 0.245 0.000 Partial 
Mediation - 
Supported 

H5 Financial Reporting > 
Financial Literacy > Export 
Revenue 

0.109 
P=0.075 

0.212 0.123 0.341 0.000 Full Mediation - 
Supported 

 

Source: Authors 
 


