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Objective: Examining the effect of mental accounting on the sustainability of Micro, 
Small, and Medium Enterprises (MSMEs) and investigates the mediating role of 
financial performance. Given the significant contribution of MSMEs to economic 
growth and employment, understanding factors that support their long-term 
sustainability is essential for achieving Sustainable Development Goal (SDG) 8 on 
sustainable economic growth and productive employment. Method: Employing a 
quantitative research design using survey data collected from 226 MSME owners in 
Kudus Regency, Central Java, Indonesia. Respondents were selected through purposive 
sampling. Data were analyzed using Partial Least Squares Structural Equation 
Modeling (PLS-SEM) with the assistance of SmartPLS software. Results: The findings 
reveal that mental accounting has a significant positive effect on both financial 
performance and MSME sustainability. Financial performance also significantly 
influences business sustainability and serves as a mediating variable in the relationship 
between mental accounting and MSME sustainability. These results indicate that 
MSME owners who effectively plan, manage, and evaluate their financial resources are 
more likely to achieve stronger financial performance and long-term business 
sustainability. Novelty: Studying extends the behavioral accounting literature by 
examining financial performance as a mediating mechanism linking mental accounting 
and MSME sustainability. The findings provide practical insights for MSME 
stakeholders and policymakers regarding the importance of financial decision-making 
behavior in strengthening business resilience and supporting SDG 8. 
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INTRODUCTION 
Many countries prioritize micro, small, and medium companies (MSMEs) because they are 
the foundational support system for their national economy (Bartolacci et al., 2020; Endris & 
Kassegn, 2022; Mahfud, 2025; Marwanto et al., 2023). Micro, Small, and Medium Enterprises 
(MSMEs) are crucial in promoting economic expansion and creating job prospects 
domestically (Dasaraju & Tambunan, 2023; Kumari, 2025; Tambunan, 2019). Therefore, 
MSMEs can reduce the unemployment rate. MSMEs are of utmost importance in the state 
(Suhaili & Sugiharsono, 2019). 

The importance of MSMEs is also reflected in the Sustainable Development Goals (SDGs), 
particularly SDG 8: Decent Work and Economic Growth, which emphasizes sustained, 
inclusive, and sustainable economic growth, productive employment, and entrepreneurship 
development. As one of the primary drivers of local and national economies, MSMEs 
contribute significantly to job creation, income generation, and poverty reduction. However, 
achieving sustainable growth requires MSMEs to maintain strong financial performance and 
business resilience in the face of economic uncertainty. Therefore, understanding the 
behavioral and financial factors that support MSME sustainability, such as mental 
accounting and financial performance, is essential for promoting long-term business viability 
and supporting the achievement of SDG 8. 
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