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Abstract 

This study aims to determine the influence of financial literacy on the financial 
performance of MSMEs in Palopo City. The data used in this study is primary 
data of 99 MSMEs in the Pancasila Field, Palopo City. The sampling technique 
used is a technique based on convenience. The method used to analyze the 
relationship between independent variables and dependent variables is the simple 
linear regression method. The results of the analysis with SmartPLS show that 
financial literacy has a positive and significant effect on the performance of 
MSMEs in Palopo City. This shows that the importance of a business to have 
knowledge of finance is related to how recording techniques, bookkeeping, the level 
of business debt and the budget needed in running a business. 
 

 

INTRODUCTION 

In the ever-growing global economy, Micro, Small, and Medium Enterprises (MSMEs) 

play a vital role in the Indonesian economy. MSMEs make a major contribution to the Gross 

Domestic Product (GDP) and create jobs for millions of people. Based on data from the Central 

Statistics Agency (BPS) in 2023, MSMEs account for around 60% of total GDP and absorb more 

than 97% of the national workforce. With this large contribution, the sustainability and growth of 

MSMEs is an important aspect in encouraging an inclusive economy. However, many MSMEs 

face challenges in managing their finances, which are often caused by low financial literacy. 

Financial literacy, including an understanding of budget management, investment planning, and 

debt management, is considered a key factor in improving the financial performance of MSMEs. 

(Rumbianingrum & Wijayangka, 2018). 

Financial literacy includes understanding and skills in managing various aspects of finance, 

such as basic knowledge of financial products and services (savings, investments, and loans), 

financial planning and budgeting, cash flow management, and an understanding of risks and 

potential benefits. MSME owners with a good level of financial literacy tend to be better able to 

make the right financial decisions, plan cash flow more effectively, and manage risks related to 

their business operations (Susanti et al., 2018). However, a survey conducted by the Ministry of 

Cooperatives and SMEs revealed that the level of financial literacy among MSME owners is still 

relatively low, which can hinder the growth and sustainability of their businesses. 

In an effort to understand the influence of financial literacy on the financial performance 

of MSMEs, the literature confirms some of the contradictions that still occur on this topic so it is 

important to study further, such as in research by (Ayu & Gede, 2020) performance and 

sustainability of MSMEs, research by (Rumbianingrum & Wijayangka, 2018) about MSME 

financial management, as well as research on MSMEs in the F&B Sector  (Hasanah et al., 2023). 

The majority of the research focuses on business performance and sustainability and is not specific 

to financial performance. 
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According to research Hasan et al. (2021), the low financial literacy among Micro, Small, 

and Medium Enterprises (MSMEs) is influenced by several factors, including education level, 

access to financial information, and the age of business actors. A similar phenomenon also occurs 

in Palopo City, where low understanding and skills in managing financial aspects contribute to 

various financial challenges. Many MSME actors in this city have not implemented good financial 

management, which can be seen from the lack of separation between personal and business 

finances. As a result, cash flow is often not properly monitored, making it difficult for business 

owners to assess their business performance objectively and accurately. Better financial 

management, supported by a high level of financial literacy, has the potential to improve the 

welfare and income of MSME actors (Susanti et al., 2018). However, many previous studies have 

not in-depth considered the demographic and socio-economic factors that affect financial literacy 

levels. For example, aspects such as age, education, and business experience often have not been 

thoroughly analyzed in the relationship between financial literacy and business performance. In 

addition, there are still limitations in research evaluating the effectiveness of programs or 

interventions aimed at improving financial literacy. Therefore, this study not only seeks to fill gaps 

in the existing literature, but also provides evidence-based recommendations on strategies that can 

be applied to improve financial literacy among MSME actors in Palopo City. 

This is in line with the opinion Al-Adeem (2023), which states that financial management 

is often an overlooked aspect of Micro Business business, especially when it comes to applying the 

principles of accounting and financial management. In fact, good financial management can have 

a positive impact on business sustainability (Rumbianingrum & Wijayangka, 2018).  

This phenomenon is a serious concern because low financial literacy not only has an impact 

on the individual financial performance of MSME actors, but can also weaken their 

competitiveness in the midst of increasingly fierce market competition. Research conducted by 

Susanti et al. (2018) shows that MSMEs with high levels of financial literacy tend to have better 

financial performance than those with low literacy. Unfortunately, in Indonesia, there are still many 

MSMEs who run their businesses without an adequate understanding of sound financial practices, 

which can ultimately hinder the growth and sustainability of their businesses. 

By highlighting the existing gaps, this study seeks to make a significant contribution in 

understanding the importance of financial literacy for MSMEs in Palopo City. Through a 

comprehensive approach, the results of this research are expected to be the basis for formulating 

more effective policies and programs to improve financial literacy. In the end, this increase in 

financial literacy is expected to have a positive impact on the financial performance of MSMEs in 

Palopo City as a whole. 

Although there have been several studies that have discussed financial literacy and business 

performance, there are still shortcomings in the existing research. Therefore, this study aims to fill 

this gap with a more contextual and comprehensive approach, especially in the MSME ecosystem 

in Palopo City. Thus, this research not only contributes to academic development, but also 

provides practical guidance for efforts to improve financial literacy in the MSME sector. 

The uniqueness of this research lies in the application of innovative methodologies and its 

focus on local contexts that have received less attention in previous studies. By exploring the 

relationship between financial literacy and the financial performance of MSMEs, this research is 

expected to make a meaningful contribution to the development of theories and practices in the 

fields of economics and business. The justification for this research is very relevant, considering 
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that increasing financial literacy can have a positive impact on the financial performance of 

MSMEs, which in turn supports broader and sustainable economic growth. 

Although MSMEs have an important role in the Indonesian economy, many of them still 

face major challenges in financial management. One of the main obstacles faced is low financial 

literacy, which negatively affects their ability to make the right financial decisions. Data shows that 

most MSME actors do not have a sufficient understanding of basic financial concepts, such as 

budget planning, debt management, and investment. As a result, they often have difficulty 

managing cash flow, estimating long-term financial needs, and maximizing the use of available 

financial resources. (Bahiyu, E. L. U., Saerang. I. S., & Untu, 2021). 

This study aims to comprehensively analyze the influence of financial literacy on the 

financial performance of Micro, Small, and Medium Enterprises (MSMEs) in Palopo City. By 

understanding this relationship, this study provides in-depth insights into how improving financial 

literacy can affect financial decision-making among MSME actors. Good financial literacy is 

considered a key element in efficient financial management, which can ultimately increase 

profitability, liquidity, and business competitiveness. 

More specifically, this study seeks to identify the main aspects of financial literacy that 

affect the financial performance of MSMEs in Palopo City. This includes an analysis of basic 

financial understanding, the ability to prepare a budget, and knowledge of investment and debt 

management. By exploring these various dimensions, this study aims to uncover factors that can 

be optimized to improve the financial performance of MSMEs. In addition, the results of this 

research are expected to be the basis for the development of more effective financial training and 

education programs, thereby helping MSME actors in managing their finances better.(Yanti, 2019). 

 

METHODS 

This study uses a quantitative descriptive approach to measure and analyze the influence of 

financial literacy on the financial performance of MSMEs in Palopo City. The design of this study 

aims to provide an objective picture of the relationship between the level of financial literacy and 

the financial performance of MSMEs by collecting data through surveys using questionnaires and 

direct interviews. This research was conducted using a survey method in Palopo City, with a 

population consisting of MSMEs spread across various sectors. The research sample was taken 

from the dominant MSME sectors, such as trade, food, and beverages, using random sampling 

methods to ensure proportional representation. Data collection was carried out through 

observation, interviews, and questionnaire distribution. The observation aims to directly observe 

the operational activities and financial management practices of MSMEs that are the research 

samples. The interviews were conducted to gain a deeper understanding of financial management 

practices and the obstacles faced by MSME actors. In addition, the questionnaire used in this study 

was compiled based on financial literacy indicators and has gone through validity and reliability 

tests before being implemented. 
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The quantitative approach in this study affects the results obtained, including the 

measurement method and scale used. The scale applied in this study is the Likert scale, which is 

used to measure each variable based on its indicators. 

The financial literacy variables in this study are divided into four main aspects, which are 

measured through 45 question items. The indicators used include basic knowledge of personal 

finance, savings and loans, insurance, investment, basic skills in budgeting, risk management, 

collection of credit and investment information, budgeting, cash flow management, understanding 

of financial products, money management, financial planning, and confidence in financial 

knowledge, calculation, and problem solving (Sarwoto et al., 2023) ; (Lusardi & Mitchell, 2013) ; 

(Yudiaatmaja, 2018); (Tiento & Anwar, 2023). 

Meanwhile, the digital literacy variable was measured through 12 question items with 

indicators including the ability to search for and access information, understand the information 

obtained, evaluate and differentiate information, and organize knowledge based on the 

information obtained (Abror Rifky Ahmad, 2023). 

The financial performance variables of MSMEs are measured using 9 question items based 

on asset, turnover, and profit indicators (Jubaedah Siti, 2016). The measurement of variables in 

this study uses 4 points, namely: 1: strongly agree (SS), 2: agree (S), 3: disagree (TS), 4: strongly 

disagree (STS). The distribution of the questionnaire was carried out by using google form to 

facilitate the distribution that produced the final sample, linear regression analysis of the data was 

carried out with the smartPLS4 program. 

RESULTS AND DISCUSSION 

Result 
This study used primary data obtained through an online questionnaire with an assessment 

scale (1 = strongly disagree to 4 = strongly agree). The research sample includes all MSMEs located 
in the Pancasila Field area, with a total of 222 MSME respondents, consisting of 101 male 
respondents and 101 female respondents. 

Data analysis was carried out using SmartPLS 4 software. The evaluation of the 
measurement model was carried out through the PLS-Algorithm method, where the relationship 
between the indicator and the latent variable was analyzed based on the loading factor values 
shown in Table 2. An indicator with a loading factor above 0.7 indicates that the variable is able 
to explain more than 50% of the variance of the indicator, so the reliability of the item is considered 
adequate (Stephanie Baby & Wijayangka Candra, 2019). In addition, an Average Variance 
Extracted (AVE) value that exceeds 0.5 indicates that the latent variable can explain at least 50% 
of its own variance. Meanwhile, the Composite Reliability with a value of more than 0.7 confirms 
that the indicators on each latent variable are valid and can be used as a measuring tool in this 
study. 
Convergent Validity Test Results 
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Figure 2. Test Measurement Model 
Based on Figure 2, the convergent validation criteria have been met because the load of each 
indicator item of each latent variable is 0.7. So that these items can be said to be valid and reliable 
in measuring constructs in one construct proving that the construct is well measured. 

 
 

Table 1 . Table Outher Loading 

 Grain Loading 
Factor 

Information Component 
Reability 

 PK1 0,974 Valid  

 PK2 0,974 Valid  

 PK3 0,969 Valid  

 PK4 0,974 Valid  

Knowledge PK5 0,969 Valid 0,981 

Finance PK6 0,808 Valid  

 PK7 0,974 Vlid  

 PK8 0,757 Valid  

 PK9 0,815 Valid  

 PK10 0,974 Valid  

 PK11 0,788 Valid  

 PK12 0,763 Valid  

 KMK1 0,794 Valid  
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 KMK2 0,864 Valid  

 KMK3 0,791 Valid  

 KMK4 0,797 Valid  

Ability  KMK5 0,800 Valid 0,967 

Finance KMK6 0,881 Valid  

 KMK7 0,885 Valid  

 KMK8 0,882 Valid  

 KMK9 0,872 Valid  

 KMK10 0,863 Valid  

 KMK11 0,863 Valid  

 KMK12 0,787 Valid  

 KTK1 0,893 Valid  

 KTK2 0,709 Valid  

 KTK3 0,742 Valid  

 KTK4 0,740 Valid  

Skills KTK5 0,740 Valid 0,964 

Finance KTK6 0,894 Valid  

 KTK7 0,894 Valid  

 KTK8 0,892 Valid  

 KTK9 0,892 Valid  

 KTK10 0,892 Valid  

 KTK11          0,894 Valid  

 KTK12 0,740 Valid  

 KYK1 0,999 Valid  

 KYK2 0,999 Valid  

 KYK3 0,999 Valid  

 KYK4 0,997 Valid  

Belief  KYK5 0,996 Valid 0,998 

Finance KYK6 0,996 Valid  

 KYK7 0,994 Valid  

 KYK8 0,989 Valid  

 KYK9 0,965 Valid  

 LD1 0,994 Valid  

 LD2 0,944 Valid  

 LD3 0,940 Valid  

 LD4 0,943 Valid  

Literacy LD5 0,940 Valid 0,972 

Digital LD6 0,940 Valid  

 LD7 0,939 Valid  

 LD8 0,733 Valid  

 LD9 0,944 Valid  

 LD10 0,731 Valid  

 LD11 0,735 Valid  

 LD12 0,735 Valid  

 KNK1 0,848 Valid  

 KNK2 0,848 Valid  

 KNK3 0,843 Valid  

Performance  KNK4 0,843 Valid 0,936 

Finance KNK5 0,731 Valid  
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MSMEs KNK6 0,727 Valid  

 KNK7 0,813 Valid  

 KNK8 0,919 Valid  

 KNK9 0,806 Valid  

 
According to (Wati & Yusuf, 2024) The data is said if the loading factor value is greater than 

0.5. And the results of the validity test stated that the statement indicator representing 6 variables 
was declared valid at a value of >0.5. 

The analysis is considered reliable if it has a construct reliability>0.7 value. The results of this 
test showed that the C.R value in the variable of financial knowledge was 0.979, Financial ability 
0.962, Financial skills 0.959, financial confidence 0.998, Digital literacy 0.972, and financial 
performance of MSMEs 0.935 if all the reliability of research instruments was greater than 0.70, 
this shows that the instrument has good internal consistency. 
 
Average Variance extracted ((AVE) 

Table 2. AVE 

Digital 
Financial 
Literacy 

Cronbach's 
Alpha 

Composite 
Reliability 

(rho_a) 

Composite 
Reliability 

(rho_c) 

Average 
Variance 
Extracted 

(AVE) 

Financial 
knowledge 

0,797 0,995 0,981 0,809 

Financial 
Capabilities 

0,962 0,962 0,967 0,707 

Financial skills 0,959 0,959 0,964 0,690 

Financial 
confidence 

 
Literacy  
Digital 

 
0,998 

 
 

0,972 

 
0,998 

 
 

0,972 

 
0,998 

 
 

0,976 

 
0,984 

 
 

0,771 

Financial 
performance of 

MSMEs 
0,935 0,936 0,945 0,656 

From the table above, it can be concluded that the AVE value for each construct Financial 
Knowledge = 0.809, Financial Ability = 0.707, Financial Skills = 0.690, Financial Confidence = 
0.984, Digital Literacy = 0.771, and MSME Financial Performance = 0.656 the six constructs 
already have a value of more than 0.50, meaning that the six constructs are declared valid.  
Reliability Test 

Reliability is a consistent measure of the indicator in measuring its variables. The values 
used to determine the reliability level of the SEM model are Composite reability and Cronbach 
alpha. This type of reliability serves to determine the level of internal reliability of variable 
indicators. 

 
 
 
 

Table 3. Composive Reability 
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Digital 
Financial 
Literacy 

Cronbach's 
Alpha 

Composite 
Reliability 

(rho_a) 

Composite 
Reliability 

(rho_c) 

Average 
Variance 
Extracted 

(AVE) 

Financial 
knowledge 

0,797 0,995 0,981 0,809 

Financial 
Capabilities 

0,962 0,962 0,967 0,707 

Financial skills 0,959 0959 0,964 0,690 

Financial 
confidence 

Literacy  
Digital 

0,998 
 

0,972 

0,998 
 

0,972 

0,998 
 

0,976 

0,984 
 

0,771 

Financial 
performance of 

MSMEs 
0,935 0,936 0,945 0,656 

Output composite reability results for the construct of Financial Literacy = 0.981, Financial 
Ability = 0.967, Financial Skills = 0.964, Financial Confidence = 0.998, Digital Literacy = 0.976, 
MSME Financial Performance = 0.945. This shows that all variables have a good reliability value 
because they have a composite reability  value greater than 0.70. 
Crondbach's Alpha 
The results of this crondbach's alpha can be seen in the table below 

Table 4. Cronbach Alpha 

Digital 
Financial 
Literacy 

Cronbach's 
Alpha 

Composite 
Reliability 

(rho_a) 

Composite 
Reliability 

(rho_c) 

Average 
Variance 
Extracted 

(AVE) 

Financial 
knowledge 

0,797 0,995 0,981 0,809 

Financial 
Capabilities 

0,962 0,962 0,967 0,707 

Financial skills 0,959 0,959 0,964 0,690 

Financial 
confidence 

Digital literacy 

0,998 
0,972 

0,998 
0,972 

0,998 
0,976 

0,984 
0,771 

Financial 
performance of 

MSMEs 
0,935 0,936 0,945 0,656 

From the table above, it shows that the value of Financial Knowledge = 0.979, Financial 
Ability = 0.962, Financial Skills = 0.959, Financial Confidence = 0.998, Digital Literacy = 0.972, 
MSME Financial Performance = 0.935. Since each of the above values has exceeded 0.70, it can 
be said that the above values have met the alpha crondbach's requirements. 
R-Square Test Results 

Table 5. R-Square Table 

 R-square R-square adjusted 

Digital Literacy 0,395 0,384 

Financial Performance of 
MSMEs 

0,331 0,328 
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The R-Square value obtained from this research model for Digital Literacy is 0.395 and the 
MSME Financial Performance variable is 0.331. In conclusion, the R-Square value for the Digital 
Literacy variable is 0.331 which means that the variable can be explained clearly and as knowledge 
of 39.5% is included in the strong category, then the R-Square of the MSME Financial 
Performance variable of 33.1% is included in the strong category. 
Estimation of Path Coefficients and Hypothesis Tests 

In the use of the SmartPLS 4.0 program, the criteria for accepting hypotheses are carried 
out by bootstrapping, so that it can be known about the relationship between the influence of 
independent variables on dependent variables. A hypothesis can be said to be significantly accepted 
if the P-value is < 0.5 and the t-statistical value > the t-table (1.96). The results of the path 
coefficient test and hypothesis test are as follows. 
 
Patch Coefficient 

Table 6. Patch directly 

 Original 
sample (O) 

Sample 
mean (M) 

Standard 
deviation 
(STDEV) 

T statistics 
(|O/STDEV|) 

P 
 Value  

Financial 
Literacy -> 

Digital 
Literacy 

0,198 0,193 0,066 2,887 0,004 

Financial 
Literacy -> 

Digital 
Literacy 

 

0,243 0,242 0,082 0,967 
 

0,003 
 

Financial 
Skills -> 
Digital 

Literacy 
 

0,225 0,228 0,067 3,334 0,001 

Financial 
Confidence 
-> Digital 
Literacy 

0,207 0,207 0,071 2,926 
 

0,003 
 

Digital 
Literacy - > 

MSME 
Financial 

Performance 
 

0,575 0,579 0,051 11,372 0,000 

 
(1) Hypothesis 1 

Based on the table above, the results of the path coefficient test in the original sample column 
show that the financial knowledge variable has an effect on digital literacy with a value of 0.198. 
In addition, a t-statistic value of 2.887 and a P-value of 0.004 (< 0.05) indicate that these influences 
are positive and significant. Thus, hypothesis 1 is acceptable, which means financial literacy has a 
significant impact on digital literacy. This is evidenced by a t-statistic value greater than 1.96 and a 
P-value smaller than 0.05, so hypothesis 1 is proven.  
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(2) Hypothesis 2 

Based on the table above, the results of the path coefficient test in the original sample column 
show that the financial ability variable has an effect on digital literacy with a value of 0.243. In 
addition, a t-statistical value of 0.967 and a P-value of 0.003 (< 0.05) indicate that the influence is 
positive and significant. Thus, hypothesis 2 is acceptable, which means financial ability has a 
significant impact on digital literacy. This is evidenced by a t-statistical value greater than 1.96 and 
a P-value smaller than 0.05, so hypothesis 2 is proven. 
 

(3) Hypothesis 3 

Based on the table above, the results of the path coefficient test in the original sample column 
show that the financial skills variable has an effect on digital literacy with a value of 0.225. In 
addition, a t-statistic value of 3.334 and a P-value of 0.001 (< 0.05) indicate that the influence is 
positive and significant. Thus, hypothesis 3 is acceptable, which means financial skills have a 
significant impact on digital literacy. This is evidenced by a t-statistic value greater than 1.96 and a 
P-value smaller than 0.05, so hypothesis 3 is proven. 
 

(4) Hypothesis 4 

Based on the table above, the results of the path coefficient test in the original sample column 
show that the financial confidence variable has an effect on digital literacy with a value of 0.207. 
In addition, a t-statistic value of 2.926 and a P-value of 0.003 (< 0.05) indicate that the influence 
is positive and significant. Thus, hypothesis 4 is acceptable, which means that financial beliefs have 
a significant impact on digital literacy. This is evidenced by a t-statistic value greater than 1.96 and 
a P-value smaller than 0.05, so hypothesis 4 is proven. 
 

(5) Hypothesis 5 

Based on the table above, the results of the path coefficient test in the original sample column 
show that the digital literacy variable has an effect on the financial performance of MSMEs with a 
value of 0.575. In addition, a t-statistic value of 11.372 and a P-value of 0.000 (< 0.05) indicate 
that the influence is positive and significant. Thus, hypothesis 5 is acceptable, which means that 
digital literacy has a significant impact on the financial performance of MSMEs, according to 
criteria where the t-statistic value is greater than 1.96 and the P-value is less than 0.05. This proves 
that digital literacy plays an important role in improving the financial performance of MSMEs. 

Table 7. Patch coefficients directly 

 Original 
sample (O) 

Sample 
mean (M) 

Standard 
deviation 
(STDEV) 

T statistics 
(|O/STDEV|) 

P Value  

Financial 
Literacy -> 

Digital 
Literacy -> 

MSME 
Financial 

Performance 

0,109 0,113 0,042 2,611 0,009 

Financial 
Literacy -> 

Digital 
Literacy -> 

MSME 
Financial 

Performance 

0,140 0,141 0,050 2,776 0,006 
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Financial 
Skills 

->Digital 
Literacy -> 

MSME 
Financial 

Performance 

0,192 0,133 0,042 3,073 0,000 

Financial 
Confidence 
-> Digital 

Literacy -> 
MSME 

Financial 
Performance 

0,119 
0,120 

 
 

0,043 2,766 0,006 

 
Discussion  

This research aims to examine the influence of financial knowledge, financial ability, 
financial skills, financial confidence, advanced literacy, and financial performance of MSMEs on 
the financial welfare of MSME actors in the Pancasila field of Palopo City. Using the SmartPLS 4 
pathway and linear device analysis, the research findings provide significant empirical evidence of 
the relationship between these variables. 
The effect of financial literacy knowledge on the financial performance of MSMEs 

The test results showed that financial knowledge had a positive and significant influence 
on financial performance, with a t-statistic value of 2.887 and a p-value of 0.004. These findings 
indicate that an individual's level of financial knowledge plays an important role in determining the 
financial performance of a business. The higher the financial knowledge you have, the better the 
financial management and achievement in the business. These results are in line with previous 
research by (Hanasri et al., 2023), which found that financial knowledge contributes positively to 
the financial performance of MSMEs and online businesses. 
The effect of financial literacy skills on the financial performance of MSMEs 

Good accounting literacy skills for MSME actors play a role as a source of information 
that supports more effective economic decision-making. Hanasri et al. (2023). stated that 
accounting knowledge has a positive and significant influence on the performance of MSMEs in 
Palopo City, with a t-statistic value of 2.967 and a p-value of 0.003. These findings show that the 
higher the accounting literacy, the better the financial performance of MSMEs. In addition, 
research conducted by (Setyorini, 2023) also supports the relationship between accounting literacy 
and financial performance, where the variables of financial knowledge, financial ability, financial 
skills, and financial confidence are proven to be positively predictable to predict the performance 
of MSMEs in Palopo City. 
The Influence of Financial Literacy Skills on the Financial Performance of MSMEs 

Financial literacy has a significant impact on the performance of Micro, Small, and Medium 
Enterprises (MSMEs). A good understanding of financial literacy allows MSME actors to manage 
their income more effectively and efficiently, which ultimately contributes to improving the 
financial performance of their businesses. A number of studies have highlighted the relationship 
between financial literacy and MSME performance. Research by (Madaniyah Nur Aisyah Putri & 
Hwihanus Hwihanus, 2023)  found that financial literacy had an influence with a t-statistic value 
of 3.334 and a p-value of 0.001 on the performance of MSMEs in Palopo City. These findings 
indicate that the higher the level of financial literacy of business actors, the better the business 
performance achieved. In addition, good financial literacy helps MSME actors in making wiser 
financial decisions, improving financial planning, and optimizing operational efficiency. Overall, 
adequate financial literacy understanding and skills play an important role in supporting the growth 
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and sustainability of MSMEs. Therefore, increasing financial literacy is a strategic step for business 
actors to achieve more optimal performance. 
The Effect of Financial Literacy Belief on MSME Financial Performance 

Confidence in financial literacy, which includes understanding, skills, and confidence in 
managing financial aspects, has a crucial role in determining the performance of Micro, Small, and 
Medium Enterprises (MSMEs). Business actors with good financial literacy are better able to make 
financial decisions effectively, which ultimately has a positive impact on their business 
performance. Research by (Putri rahma Eka, Goso, Hamid Rahmad Solling & Imran, 2021) 
Indicates that individuals with high financial literacy have strong understanding, skills, and 
confidence in managing their finances. Meanwhile, research by Setyorini (2023). found that 
financial literacy has a positive and significant effect on the performance of MSMEs in Palopo 
City, with a t-statistic value of 2.926 and a p-value of 0.003. A higher level of literacy allows MSME 
actors to optimize their business performance to the maximum. Overall, belief in financial literacy 
helps MSME owners better manage their finances, reduce risk, and improve operational efficiency, 
which overall contributes to the growth and sustainability of their businesses. 
The Effect of Financial Literacy on the Financial Performance of MSMEs 

The results of the hypothesis test showed that financial literacy had a positive influence on 
the performance of MSMEs, with a P-Values value of 0.000 and a positive T-statistic of 11,372. 
This finding indicates that the higher the level of financial literacy possessed by MSME owners or 
managers, the better the business performance that can be achieved. The success or failure of 
MSMEs is greatly influenced by the skills and abilities of business actors. In the entrepreneurial 
process, there are three basic categories of capital that contribute to business success, namely 
human capital, social capital, and financial capital. One of the important aspects that supports the 
growth of MSMEs is financial capital, so it is important for every business actor to have a good 
understanding of financial management. The results of this study are in line with the findings (Ayu 
& Gede, 2020), which states that financial literacy has a positive effect on business performance. 
Financial literacy provides business owners with the knowledge, skills, and ability to develop 
financial strategies, make the right decisions, and choose appropriate financial services. In addition, 
financial literacy also helps in business planning, financial planning, and more strategic investment 
decision-making, thereby contributing to the growth and sustainability of MSMEs. 
The influence of financial digital literacy on the financial performance of MSMEs 

The Influence of Digital Marketing through Fintech-Based Payment Portals on MSME 
Performance The results of the hypothesis test show that digital literacy has a significant influence 
on MSME performance, with a t-statistic value of 2.887 and a P-Value of 0.004. These findings 
support the H-5 hypothesis, in which the identified relationship is positive. This means that the 
higher the digital marketing activities carried out, the higher the use of fintech-based payment 
portals, which ultimately has a positive impact on improving the performance of MSMEs. 

The results of this study are in line with previous findings by (Damayanti et al., 2024), 
which states that digital marketing has a positive and significant influence on a company's financial 
performance. Digital marketing carried out through social media and websites has proven to be 
effective in attracting the attention of consumers and making it easier for them to meet their needs. 
In addition, digital marketing allows MSMEs to increase effectiveness and efficiency in their 
marketing and sales strategies by leveraging technology. Thus, the use of digital marketing and 
fintech-based payment portals can be the right strategy for MSMEs to  
Practical Implications 

The findings of this study have several practical implications that can be applied to 

improve the performance of MSMEs. First, the government and financial institutions need to 

provide financial training and education programs that cover various aspects, such as financial 

knowledge, financial skills, financial confidence, digital literacy, and financial performance of 

MSMEs. This program must be specifically designed to meet the needs of MSME actors, with a 
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more applicable approach so that it can be directly applied in their business operations. Second, 

efforts are needed to increase MSMEs' access to digital financial technology. This can be realized 

through the development of better digital infrastructure, such as the provision of faster and more 

affordable internet networks, as well as the development of financial applications that are user-

friendly and in accordance with the needs of MSMEs. Third, supporting policies such as tax 

incentives or subsidies for MSMEs that adopt digital financial technology can encourage the 

wider use of digital financial literacy. In addition, increasing consumer protection in digital 

transactions is also important to reduce MSME actors' concerns about their financial security. 

 

CONCLUSION 

This study concludes that financial knowledge, financial ability, and financial skills have a positive 
and significant effect on the financial performance of MSMEs, both directly and through digital 
financial literacy as a mediating variable.  Financial literacy refers to an individual's understanding 
of basic financial concepts, such as money management, investment, savings, and financial 
planning.  Financial ability reflects a person's capacity to apply financial knowledge to make 
effective economic decisions, such as managing income and expenses. Financial skills involve 
practical expertise in managing finances, including budgeting, financial reporting, and financial 
analysis. Financial confidence describes a person's level of confidence in managing aspects of 
personal or business finances, including in financial decision-making. Digital financial literacy 
includes the ability to understand, use, and utilize digital technology to access, manage, and analyze 
financial information. The financial performance of MSMEs is measured based on indicators such 
as profitability, liquidity, operational efficiency, and business growth. Therefore, strengthening 
digital financial literacy through training and education programs can be an effective strategy in 
improving the financial welfare of MSMEs in a sustainable manner. 
Suggestion 
Increasing financial literacy has a significant impact on the financial performance of MSMEs in 
Palopo City. A good understanding of financial management allows business actors to manage 
cash flow more effectively, record finances systematically, and make more mature budget planning. 
In addition, good financial literacy also helps MSMEs in accessing funding sources, both from 
banks and other financial institutions, so that they can develop their businesses without 
experiencing financial difficulties. The use of financial technology, such as financial recording 
applications and digital payments, is also an important factor in improving operational efficiency 
and business financial transparency. By understanding financial risks and the right investment 
strategy, MSMEs can be wiser in managing profits and reducing potential losses. Therefore, 
increasing financial literacy through training and assistance from the government and related 
institutions is very necessary so that MSMEs in Palopo City can survive and develop sustainably. 
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