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Abstract. This conceptual study examines the factors contributing to bankruptcy among sole proprietors 

in Malaysia in the post-COVID-19 period. Sole proprietors face heightened financial vulnerability due to 

limited capital reserves, unstable cash flows, inadequate financial planning, poor debt management, and 

the unlimited liability structure that exposes personal assets to business obligations. The study proposes 

quantitative descriptive analysis and cluster analysis to identify patterns, similarities, and differences 

among bankrupt sole proprietors and develop meaningful bankruptcy profiles. Purposive sampling is 

proposed to select relevant sole proprietors who can provide appropriate information for the analysis. The 

study highlights financial literacy, financial management skills, liquidity management, and strategic 

planning as important factors in reducing insolvency risk. By identifying distinct profiles of bankrupt sole 

proprietors, the study aims to support targeted financial education, early intervention, debt management 

assistance, and institutional policy measures that strengthen entrepreneurial resilience and improve the 

long-term financial sustainability of sole proprietors in Malaysia. 
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Introduction 

Personal bankruptcy remains a critical indicator of household financial distress, 

particularly following the systemic economic shocks induced by the pandemic (Nor et 

al., 2024). This rise in insolvency cases underscores a growing reliance on personal 

bankruptcy as a mechanism to mitigate the accumulation of unmanageable debt. Current 

economic landscapes reveal that shifting socioeconomic dynamics, including stagnant 

wage growth and impulsive credit consumption, have exacerbated the prevalence of 

such financial defaults. Furthermore, the interplay between limited emergency savings 

and inadequate financial planning has rendered vulnerable groups, including sole 

proprietors, increasingly susceptible to liquidity crises (Amirludin et al., 2024). The 

COVID-19 pandemic introduced severe operational and financial disruptions that 

disproportionately affected Malaysian sole proprietors, who often operate with limited 

capital buffers and a heavy dependence on consistent daily sales (Azman and Majid, 

2023; Liew and Yusoff, 2023). For this group, the imposition of Movement Control 

Orders necessitated abrupt cessations of business activities, leading to critical cash flow 

imbalances and restricted access to necessary supplies (Omar et al., 2020). Despite 

various government stimulus measures, many micro-entrepreneurs faced sustained 

challenges in maintaining business viability, as existing financial resources proved 
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insufficient to withstand prolonged periods of inactivity (Lau et al., 2024; Azman and 

Majid, 2023). Consequently, these systemic pressures have heightened the risk of 

insolvency among self-employed individuals, rendering them uniquely vulnerable in the 

post-pandemic economic landscape (Lau et al., 2024). Furthermore, the inherent 

unlimited liability structure of sole proprietorships means personal assets are not 

isolated from business liabilities, leaving owners personally exposed to bankruptcy 

proceedings (Ilias et al., 2024). Addressing these vulnerabilities requires a multifaceted 

approach, as agencies like AKPK have already begun integrating digital infrastructure 

and enhanced debt management support to assist those facing similar financial 

commitments (Ilias et al., 2023). Effective mitigation strategies must therefore 

incorporate comprehensive financial literacy programs that address both objective 

knowledge and behavioral risk tolerance (Loke, 2017). Integrating these educational 

initiatives with policy reforms can facilitate a more resilient entrepreneurial 

environment, ultimately curbing the cycle of recurrent debt (Ilias et al., 2024). 

Results and Discussion 

Primary determinants include the lack of adherence to the economic entity concept, 

which results in the failure to separate personal assets from business capital, 

complicating effective financial management and hindering long-term success 

(Mohamed Sadique et al., 2025). Additionally, research indicates that poor financial risk 

management and an over-reliance on debt are pivotal contributors to the insolvency of 

smaller ventures (Khan et al., 2020). These operational deficiencies are further 

compounded by a widespread absence of formal financial training, which prevents 

entrepreneurs from accurately assessing the long-term sustainability of their leveraged 

positions (Wise, 2013). Furthermore, the inability to navigate complex lending criteria 

often stems from distinct personal management styles, which significantly correlate 

with higher bankruptcy risks in small-scale enterprises (Paseková et al., 2016).  

Consequently, the absence of strategic knowledge, as opposed to mere operational 

awareness, serves as a primary barrier to firm longevity (Carter and Auken, 2006). 

Moreover, the depletion of initial capital stocks without concurrent improvements in 

managerial competencies, such as financial planning and distribution, leaves firms 

unable to survive early-stage market fluctuations (Kücher et al., 2018). Apparently, the 

recurring failure to conduct routine financial analysis prevents owners from identifying 

distress signals, such as deteriorating debt-to-equity ratios, until they reach an 

irreversible state of insolvency (Mross and Reiter, 2019). This cycle is further 

perpetuated by a lack of liquidity management, which prevents firms from meeting 

short-term obligations as they become due (Bushe, 2019). As a result, business owners 

who lack these essential financial skills often struggle to manage their resources 

effectively, which creates a significant challenge to planning for long-term growth. This 

study therefore aims to address an existing research gap by offering a comprehensive 

examination of the determinants and profiling of bankruptcy among sole-proprietors in 

Malaysia. 

Existing scholarly literature consistently identifies a complex nexus of managerial 

and operational shortcomings that disproportionately predispose sole proprietors to 

bankruptcy (Carter and Auken, 2006). A fundamental catalyst for this vulnerability is 

the pervasive failure to adhere to the economic entity concept, which obscures the 

critical boundary between personal assets and business capital and impairs the 
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assessment of true business financial health (Mohamed Sadique et al., 2025). Research 

further highlights that the absence of disciplined financial management—characterized 

by erratic record-keeping, poor cash flow analysis, and an over-reliance on leverage—

serves as a primary driver of insolvency (Nkwinika and Akinola, 2023; Khan et al., 

2020). Compounding these systemic issues, many small-scale entrepreneurs lack the 

strategic knowledge necessary to interpret financial reports or navigate complex lending 

criteria, leaving them unable to identify early distress signals in their debt-to-equity 

ratios (Fahmi et al., 2025; Mross and Reiter, 2019). Ultimately, this depletion of initial 

capital without concomitant improvements in managerial competencies, such as long-

term financial planning, leaves firms particularly susceptible to market fluctuations, 

thereby rendering the adoption of formal financial training an essential prerequisite for 

firm survival (Kücher et al., 2018; Wise, 2013).  

Furthermore, fostering financial literacy among small business owners is vital to 

bridging the gap between basic record-keeping and advanced strategic decision-making 

(Urefe et al., 2024). Integrating these educational initiatives into the core management 

framework empowers owners to implement robust transaction recording and long-term 

planning practices (Kaban, 2024a, 2024b). Such professional development initiatives 

effectively transform financial literacy from a theoretical asset into a practical 

management tool capable of mitigating the risks of insolvency (Souza, 2026; Alshebami 

and Murad, 2022). Beyond addressing knowledge gaps, these educational programs 

facilitate a deeper comprehension of economic principles, which is essential for 

optimizing debt management and maintaining a competitive market orientation (Mariam 

et al., 2023). Specifically, enhancing these competencies enables entrepreneurs to move 

beyond survivalist modes of operation, fostering the structural agility required to secure 

external financing and scale business activities (Nadir et al., 2026; Hussain et al., 2018).  

Recent scholarly investigations consistently corroborate that financial literacy serves 

as a strategic capability, enabling small and medium-sized enterprises to optimize 

investment decisions and bolster overall competitiveness (Molosiwa and Holland, 

2025). Research suggests that managers who possess high levels of financial literacy are 

significantly better equipped to navigate the complexities of debt management and 

external financing (Charfeddine et al., 2024). Furthermore, empirical evidence 

demonstrates that an enhanced capacity to interpret financial reports directly correlates 

with superior business continuity and reduced susceptibility to operational failure 

(Wahyundaru et al., 2024). Moreover, studies indicate that this literacy empowers 

stakeholders to participate more effectively in strategic planning, fostering the ability to 

make informed decisions regarding wealth and long-term solvency (Sari et al., 2023). 

Consequently, the cultivation of these analytical skills is increasingly recognized as a 

vital precursor to identifying entrepreneurial opportunities and securing institutional 

support (Muñoz-Céspedes et al., 2024). This proficiency further enables entrepreneurs 

to recognize and access essential financial resources, ensuring that capital is efficiently 

allocated to meet both current operational needs and future growth requirements 

(Subagyo et al., 2023; Al-Mutawakkil et al., 2020).  

The statistical analyses that can be used in this study are descriptive analysis and 

cluster analysis. Descriptive analysis is essential for every study. Frequency analysis for 

categorical variables and descriptive statistics (min, max, mean and standard deviation) 

for continuous variables provides basic information about the distribution of the data 

(Nor et al., 2024). In this study, descriptive analysis can be done by using IBM 

Statistical Package for the Social Science (SPSS). In addition, cluster analysis is a 
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descriptive process where the observations of a database are divided based on their 

characteristics into groups called clusters. The idea is to create groups between 

observations that are more similar to each other than to those in other groups. In other 

words, a cluster is a group of relatively homogeneous objects where the objects of one 

cluster are dissimilar to objects of another cluster.Cluster analysis is also a data mining 

technique that can reveal cluster of objects that have similar characteristics. Different 

from classification, clustering technique also defines the classes and allocates objects in 

them, while in classification, objects are assigned into predefined classes (Rupali and 

Gupta, 2013). An example of cluster analysis is k-means cluster analysis. K-means 

cluster analysis is a partitioning based, non-hierarchical clustering method. It is simple 

and can be used for wide variety of data types (Napoleon et al., 2011). According to 

Garla et al. (2012), k-means cluster analysis is one of the most widely used clustering 

methods. The advantage of this method is its capability to handle large data sets and can 

work with compact clusters. On top of that, the type of sampling design that can used in 

this study is purposive sampling. Purposive sampling is confined to specific type of 

people who can provide the desired information either because they are the only ones 

who have it or comply to some criteria specified by the researcher (Sekaran and Bougie, 

2016). Therefore, with this purposive sampling, descriptive analysis and cluster analysis 

results will reveal potential differences and similarities among the clusters, 

consequently, the profiles of a bankrupt can be determined. 

Conclusion 

This study provides a comprehensive examination of the multifaceted factors 

contributing to bankruptcy among sole-proprieters in Malaysia, integrating statistical 

analysis insights to offer a holistic understanding of this pressing issue. The findings 

underscore the important needs for targeted financial education and robust support 

mechanisms to enhance the financial well-being of private sector particularly for sole-

proprieter in Malaysia. This study, therefore, advocates for policy reforms that 

encompass advanced financial counselling services and early intervention strategies, 

identifying that comprehensive support is crucial for mitigating bankruptcy risks 

(Brackertz, 2014). Such initiatives should aim to foster a culture of prudent financial 

management and resilience, thereby safeguarding the economic stability of the private 

sector (Bakar et al., 2020). Future research should aim to address these disparities by 

employing longitudinal designs and sector-specific analyses to better capture the 

dynamic nature of MSME development (Pawenang et al., 2024). Additionally, 

integrating emerging technologies such as artificial intelligence and blockchain into 

research models could offer deeper insights into their potential to transform business 

operations and bolster continuity in increasingly volatile market conditions (Pawenang 

et al., 2024). 
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