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Abstract 

This study aims to identify the role of financial literacy, digital literacy, and government support 
mediated by digital financial services adoption and financial inclusion in influencing the financial 
performance of MSMEs in Central Java. The model in this study was developed from the RBV (Resource 
Based View) theoretical framework. This study is a type of quantitative study with an explanatory 
design. The population determined is MSMEs in the food and beverage sector of Central Java Province. 
The sample was selected using a simple random sampling of 238 respondents using Google Forms. 
Next, the data analysis technique used SEM-PLS with Smart-PLS 3. This study found that financial 
literacy, government support, digital financial services adoption, and financial inclusion determine the 
financial performance of MSMEs. These four factors show a significant influence. On the contrary, 
digital literacy did not significantly affect MSMEs’ financial performance. This research contribution is 
theoretically expected to be useful in developing RBV (Resource Based View) theory. In addition, it is a 
direction for three parties (government, entrepreneurs, and financiers) in formulating policies related 
to strategies to optimize MSMEs’ financial performance based on digital technology. 

Keywords: RBV; financial performance; financial digitalization; government support; financial 
inclusion 
JEL Classification: G10, G53 

  

  

1.  Introduction 

The Covid-19 pandemic’s influence on the MSME sector greatly affects Indonesia’s economy 
(Herlinawati & Machmud, 2020). Several government policies to limit community interaction to 
suppress the virus spread resulted in an economy of 2.07% contraction in 2020 (Badan Pusat Statistik, 
2020; Bank Indonesia, 2021). Moreover, it has also caused reduced operational activities, raw material 
supply problems, decreased sales turnover, capital and financing, and even bad credit in MSMEs (X. 
Hu et al., 2019; Sri Anik, 2022). Finally, 30 million out of 64.2 million MSMEs have stopped business 
(Jelita, 2021).  
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Meanwhile, around 82% of MSMEs in Central Java experienced a decline in revenue, demand, 
and operational financial difficulties (Permana, 2020). However, in Q3-2021, Indonesia’s economic 
growth increased again by 3.51% (Bank Indonesia, 2021). It suggests that the contribution of MSMEs 
continues to dominate GDP growth and employment (Kementerian Koordinator Bidang Perekonomian 
Republik Indonesia, 2021) along with improving economic conditions in Central Java in 2022 by up to 
5.16% due to the implementation of MSME digitalization (Pemerintah Provinsi Jawa Tengah, 2022). The 
fulfillment of community drives this increase in needs that have shifted to all-digital, from buying and 
selling to financial services and activities. Thus, the presence of technology is a significant contributor 
to business and economic progress. Moreover, it is a reference for MSMEs to continue to exist (Suryani 
et al., 2022). 

The critical role of MSMEs in the economy requires efforts to improve their performance. The 
main problem of MSMEs during Covid-19 is the limited direct social contact. Therefore, MSME 
innovation through business and financial digitization is the right solution. The reason is that business 
success today requires placing products and services through digital networks to show complex 
relationships with consumers (Oggero et al., 2020). Meanwhile, the failure of MSMEs to adapt can 
worsen the problem, even leading to business closure (Nguyen et al., 2021). 

MSMEs are major contributors to economic growth and poverty alleviation (Bongomin & 
Munene, 2021). It also contributes to achieving sustainable development goals: job creation (Gusman et 
al., 2021), economic empowerment, and social welfare (Widnyana et al., 2021). However, the obstacles 
still face are the lack of financial stability related to access to capital and limited resource capabilities in 
utilizing the latest technology (Nur Hamidah et al., 2020). Thus, its success or failure is highly dependent 
on the resources of the owner or manager, especially in this era of digital transformation (Agyei, 2018). 
These resources include financial literacy, digital literacy, and financial inclusion. 

The financial literacy of managers or owners has an essential role in boosting the financial 
performance of MSMEs (Kulathunga et al., 2020; Ye & Kulathunga, 2019). MSMEs must have the ability 
and knowledge of finance to manage their business finances more effectively and efficiently. MSMEs 
supported and strengthened with financial resources will be more competitive in domestic and global 
markets (Yanto et al., 2022). Digital literacy is also a determining factor in achieving maximum financial 
performance for MSMEs (Arifuddin et al., 2022; Suryani et al., 2022). The strategy for MSMEs to reach 
the global market is to digitize the business. Therefore, MSMEs must have digital literacy to innovate 
and develop their businesses. Moreover, increasing digital literacy allows MSMEs to adapt their 
business operations to recent digital technology developments, especially digital financial services 
(Edward et al., 2023). In addition, financial inclusion has an essential role in achieving better MSMEs’ 
financial performance (Harmadji et al., 2022; Ratnawati, 2020). Financial inclusion assists in alleviating 
barriers to MSME growth and raising access to external finance, thus leveling firms (Lakuma et al., 
2019). Hence, there is a need for an active push towards financial inclusion, especially access to better 
financial services for small firms (Morgan & Pontines, 2018). Under the Government’s implementation 
of the National Strategy for Financial Inclusion (Ratnawati, 2020). 

Apart from internal factors, the financial performance of MSMEs is also influenced by factors 
external to the company, such as government support (Rita et al., 2021; Yufra TANEO et al., 2022). 
Government support is a program developed to facilitate and stimulate the success of MSMEs’ business 
activities and financial performance. The slow growth of MSMEs is due to limited financial knowledge 
and resources, combined with minimal adoption of financial technology, so the role of government 
support is fundamental to overcoming these obstacles (Peter et al., 2018).  

Some studies that have been conducted, such as Puspitasari and Astrini (2022), state that 
financial literacy affects MSMEs’ financial performance, but financial inclusion has no effect. 
Meanwhile, Thathsarani and Jianguo (2022) claim that financial inclusion and digital finance affect the 
performance of MSMEs. Furthermore, Harmadji et al. (2022) found that the role of government has a 
positive effect on the MSMEs’ financial performance, and financial inclusion can moderate the role of 
government and financial literacy on the financial performance of MSMEs. Similarly, Daud et al. (2022) 
state that digital financial adoption affects MSMEs’ financial performance. In addition, Arifuddin et al. 
(2022) found that digital literacy is one of the determining factors for the performance improvement of 
MSMEs, but Setyawati et al. (2022) stated otherwise. 
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The rise of the economy after the Covid-19 pandemic in Central Java is inseparable from the 
implementation of MSME innovation through business and financial digitalization. Digitalization is 
essential for MSMEs because it can offer ease of financial services and market expansion and greatly 
helps MSMEs develop and increase their income. In addition, it also increases access to payments 
through various methods and access to financing. By 2022, the contribution of MSMEs in Central Java 
will reach almost 73% of the Gross Regional Domestic Product (GRDP) (Pemerintah Provinsi Jawa 
Tengah, 2022). It shows that the financial performance of MSMEs is improving so that they are more 
adaptive and resilient in facing changes that occur in the future. Therefore, it is urgent to identify the 
determinants of enhancing the financial performance of MSMEs in Central Java. It will be an important 
issue in developing MSMEs through economic digitalization. In addition, there are still gaps and some 
things that have been missed by previous research, which are points of development and novelty in this 
study. Therefore, the question can be identified regarding the role of financial literacy, digital literacy, 
and government support mediated by digital financial services adoption and financial inclusion that 
can affect the financial performance of MSMEs in Central Java by applying the RBV (Resource Based 

View) theory. 

2.  Hypotheses Development 

Resource Based View (RBV) 

The theory underlying the identification of MSME financial performance in this study is the 
RBV (Resource Based View) theory. RBV theory states that tangible and intangible resources, i.e., 
valuable and scarce competencies, are critical to generating competitive advantage for an organization, 
thereby improving its financial performance (Barney, 1991; Newbert, 2007). RBV theory is applied to 
explain the role of financial and digital literacy, adoption of digital financial services, and financial 
inclusion as internal resources of MSMEs that are valuable and have the potential to improve financial 
performance. Meanwhile, government support is an external resource that boosts MSMEs’ financial 
performance. 

Some researchers have applied this RBV theory in assessing financial performance with various 
variables to prove its relevance, such as the role of financial literacy (Estensoro et al., 2022; Purwidianti 
et al., 2022), financial resources (Davis & DeWitt, 2021), and financial inclusion (Thathsarani & Jianguo, 
2022). However, researchers have not found literature on the application of RBV theory in integrating 
the role of digital literacy, government support, and digital financial services adoption. Therefore, it is 
crucial to apply the model in this case. 

Financial Performance 

 Financial performance is the company’s ability to generate revenue and profit and increase 
market value (Abou-Foul et al., 2021). Financial performance is also defined as the level of success of 
MSMEs in achieving financial success that can be measured directly, including increased profits, assets, 
sales savings, and investment. Some indicators of this financial performance include achievements in 
sales, growing profits, and achieving revenue targets (Gao et al., 2023; Thathsarani & Jianguo, 2022).  

Financial Literacy 

 Financial literacy is defined as the knowledge, skills, and confidence that influence the attitudes 
and behaviors of MSME actors to improve the quality of decision-making and manage finances to 
achieve prosperity. Financial literacy indicators are fundamental knowledge of financial management, 
financial planning, budgeting and control, credit management, savings, and investment (Dewi & 
Candraningrat, 2022; Kaban & Safitry, 2020). Mabula and Ping (2018) mentioned that a person’s high 
level of financial literacy can increase his interest in using financial technology, according to the findings 
of Hermawan et al. (2022). Agyei (2018) found better financial performance when MSMEs have good 
financial literacy. The findings of Harmadji et al. (2022) and Yanto et al. (2022) also stated that the better 
the financial literacy of MSMEs, the greater their chances of improving their financial performance or 
maintaining their business activities. As well, the findings of El Chaarani et al. (2022) state that MSMEs 
who adapt and can use technology, such as digital financial services, will be better prepared to compete 
and improve their performance. Therefore, it can be stated that: 
H1: Financial literacy significantly affects digital financial services adoption 
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H2: Financial literacy significantly affects financial performance 
H3: Digital financial services adoption mediates the effect of financial literacy on financial performance 

Digital Literacy 

Tricahyono and Sudrajat (2022) define digital literacy as knowledge about using and utilizing 
information and communication technology in a business environment. Digital literacy is the 
knowledge of MSMEs about digital technology to support their activities, such as business. Some 
indicators of digital literacy are information technology knowledge, usage skills, engagement capacity, 
and development capabilities (Arifuddin et al., 2022; Yanto et al., 2022). Increasing digital literacy can 
be an asset for MSMEs to adapt their business operation to the development of digital technology, 
especially digital financial technology (Yanto et al., 2022). Besides, Arifuddin et al. (2022) and Edward 
et al. (2023) have mentioned that the higher the level of digital literacy, the higher the performance of 
MSMEs. Here is the hypothesis: 
H4: Digital literacy has a significant effect on digital financial services adoption. 
H5: Digital literacy has a significant effect on financial performance. 
H6: Digital financial services adoption mediates the impact of digital literacy on financial performance. 

Government Support 

 Government support is a behavior carried out by the government through increased publicity 
of the application of technology in financial innovation and accelerated funding. Some indicators 
include policies, regulations, procedures, facilitators and promoters, funding and capital assistance, and 
infrastructure support (Hidayat et al., 2020; Z. Hu et al., 2019). Policy measures and financial support 
instruments were introduced. The government through the Financial Services Authority (OJK), Bank 
Indonesia, and local governments have continuously demonstrated their commitment to support the 
development of MSMEs through various initiatives, including strategic directions in promoting access 
to finance for MSMEs (Dedy Sasongko, 2020; Gamo & Gollagari, 2020). Harmadji et al. (2022) validated 
their findings that the role of government support in utilizing access to finance can improve the financial 
performance of MSMEs, as did Peter et al. (2018). Additionally, technological adaptation that the 
government intensively introduces and stakeholders is instrumental in maintaining profitability and 
improving MSMEs’ financial performance (Kurniawan et al., 2023). Furthermore, the following 
hypothesis can be stated: 
H7: Government support has a significant effect on digital financial services adoption. 
H8: Government support has a significant effect on financial performance. 
H9: Digital financial services adoption mediates the impact of government support on financial 
performance. 

Digital Financial Services Adoption 

 Technology adoption is necessary for MSMEs to face economic changes, especially digital 
financial services (Shofawati, 2019; Thathsarani & Jianguo, 2022). Digital finance is the accessibility of 
financial services through digital platforms, such as mobile phones, the Internet, credit cards, QR codes, 
or ATMs (Gomber et al., 2017). Thus, digital financial services adoption is defined as using digital 

financial technology by MSMEs with remote technology, including e-money, mobile money 
transactions, payment of digital cards, and e-fund transfers. The scope of indicators is adaptability, 
comfort and convenience, assistance and satisfaction, and security over risk (Ozili, 2018; Thathsarani & 
Jianguo, 2022). The potential benefits offered make it necessary for MSMEs (Mabula & Ping, 2018). In 
addition, its role has become increasingly important since the onset of Covid-19. Without realizing it, 
Covid-19 has accelerated the use of digital financial services that prioritize convenience, practicality, 
accessibility, and low costs with the support of understanding by the perpetrators (Nur Hamidah et al., 
2020). Therefore, adopting financial technology can encourage increased financial inclusion to improve 
financial performance (Daud et al., 2022; Mabula & Ping, 2018). The following is the hypothesis: 
H10: Digital financial services adoption has a significant effect on financial performance.  
H11: Digital financial services adoption has a significant effect on financial inclusion. 

Financial Inclusion 

 The World Bank (2014) interprets financial inclusion as the ability of individuals or businesses 
to access financial products and services that are useful and affordable for their needs. Financial 
inclusion is defined as accessibility and usability to financial services for MSMEs and financial services 
quality, including cost, satisfaction, security, and protection. The indicators are access, quality, and 
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usage (Harmadji et al., 2022). Financial inclusion is an essential element to encourage the expansion of 
MSMEs. Thathsarani and Jianguo (2022) state that financial inclusion is vital in improving MSMEs’ 
financial performance. It means that the more open the availability of financial services for MSMEs, the 
fewer financial problems faced by MSME actors. Moreover, Ratnawati (2020) found that financial 
inclusion can facilitate MSMEs in accessing more affordable financial services. Thus, the performance 
of MSMEs can improve through adequate funding to enable business growth. Furthermore, Arner et al. 
(2020) also noted that financial inclusion can support economic growth by improving MSMEs’ financial 
performance. Therefore, this hypothesis: 
H12: Financial inclusion significantly affects financial performance.  

 The following Figure 1 is a research framework to solve the problems in this research: 

 

Figure 1. Research Framework 

3. Method, Data, and Analysis 

This quantitative study uses an explanatory design to describe a variable’s effect on changes in 
other variables. This approach is applied to determine exogenous variables’ direct and indirect impact 
on endogenous variables (Cooper et al., 2006). There are six (6) variables used: Financial Literacy (LK), 
Digital Literacy (LD), Government Support (DP), Digital Financial Services Adoption (AL), Financial 
Inclusion (IK), and Financial Performance (KK). 

The population that has been determined is Micro, Small, and Medium Enterprises (MSMEs) in 
the food and beverage sector registered at the Central Java Provincial Cooperative and MSME Office in 
2023, totaling 9,975 units (Dinkop-UMKM Jawa Tengah, 2023). The sample was selected based on simple 
random sampling with representatives from each city in Central Java. Sampling in each city reflects the 
potential of each area to provide representative data. The number of samples selected refers to the 
opinion of Hair Jr et al. (2016) that an appropriate sample size is five (5) to ten (10) times the number of 
indicators. There are 38 indicators in this study, and 238 samples are considered sufficient to represent 
the population. 

Primary data sources were obtained directly from respondents by distributing questionnaires. 
The data collection technique applied was distributing questionnaires based on a Likert scale. All 
indicators that represent variables are measured using a Likert Scale of one (1) to five (5), (1 menas 
strongly disagree and 5 means strongly agree). The questionnaire was distributed to 238 respondents 
from MSME actors by utilizing Google Forms through social media applications. Furthermore, the data 
analysis technique used is Structural Equation Modeling Partial Least Square (SEM-PLS) with SmartPLS 
version 3. Wong (2013) states that SEM is one of the multivariate analysis methods that can be applied 
in analyzing linear relationships between indicator and latent variables. Generally, a structural equation 
system includes a structural model and a measurement model. Therefore, this technique is suitable for 
application in this case. 
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4. Results 

The respondents in this study comprised 238 small and medium-sized enterprises (SMEs) in the 
food and beverage sector located in Central Java. Among the owners of these businesses, 54.2% are 
male, indicating a slight male dominance in ownership within this industry. Regarding the duration of 
business operations, 52.52% of these SMEs have been operating for a period between one to five years, 
demonstrating a substantial representation of relatively young enterprises. On the other hand, 45.37% 
of the businesses have been in operation for more than five years, highlighting a significant portion of 
more established enterprises. A small fraction, 2.1%, have been operating for less than a year, reflecting 
new entrants in the market. 

This study investigates several crucial variables, namely financial literacy, digital literacy, 
government support, adoption of digital financial services (DFS), financial inclusion, and financial 
performance. Each variable was measured using a set of six (6) to seven (7) questions according to the 
structured questionnaire employed in the study. For all these variables, the scoring ranged from a 
minimum of one (1) to a maximum of five (5).  

The mean values obtained from the descriptive analysis are indicative of the general trends and 
levels of these variables among the SMEs. The mean score for financial performance is 3.269, suggesting 
that on average, the businesses are performing moderately well. Financial literacy has a mean score of 
3.187, which implies a moderate level of understanding and application of financial knowledge among 
the owners. Digital literacy, with a mean score of 3.118, indicates a similar moderate level of competency 
in using digital tools and technologies. Government support received a slightly higher mean score of 
3.404, reflecting a positive perception of governmental assistance among the SMEs. The adoption of 
digital financial services (DFS) has a mean value of 3.200, showing a fair level of integration of digital 
financial solutions into business operations. Lastly, financial inclusion has the lowest mean score of 
3.037, which may point to some challenges in accessing and utilizing financial services fully. 

These findings provide valuable insights into the current state of financial and digital literacy, 
government support, DFS adoption, financial inclusion, and the overall financial performance of food 
and beverage SMEs in Central Java. Such information can be crucial for policymakers, stakeholders, and 
business owners themselves as they work towards enhancing these aspects for better business 
sustainability and growth. 

Table 1. Descriptive Analysis 

Variable N Min Max Mean 

Financial Performance 238 1 5 3.269 
Financial Literacy 238 1 5 3.187 
Digital Literacy 238 1 5 3.118 
Government Support 238 1 5 3.404 
DFS Adoption 238 1 5 3.200 
Financial Inclusion 238 1 5 3.037 

The first critical step in hypothesis testing is the thorough assessment of the measurement model. 
This process involves identifying the latent variables and their respective indicators that are pertinent 
to the structural model. Table 2 illustrates the results of this assessment, showing that all items have 
achieved a factor loading value exceeding 0.7. This threshold indicates that these items are valid for 
evaluating the variables under study, confirming their robustness and appropriateness for further 
analysis. However, not all items met the required criteria. Specifically, items such as LK4, LK5, LK6, 
LD4, LD5, AL4, AL6, AL7, IK2, and IK6 did not achieve the necessary factor loading value and therefore 
must be discarded from the model. The elimination of these items is crucial to ensure the accuracy and 
validity of the measurement model. 

Furthermore, the Average Variance Extracted (AVE) score for each variable was found to be 
above 0.5. This indicates a good level of convergent validity, meaning that the items collectively explain 
a substantial portion of the variance in their respective latent variables. Additionally, the reliability of 
the measurement model was confirmed through several indices. Cronbach’s Alpha (CA), rho_A, and 
Composite Reliability (CR) scores all exceeded 0.7. These high values denote that the items are reliable 
and consistent as measuring instruments for the research variables. 

In summary, the initial step of hypothesis testing involves a meticulous evaluation of the 
measurement model. The validity and reliability of the items are confirmed by their factor loading 
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values and reliability scores. Items failing to meet the required standards are removed to maintain the 
model's integrity, ensuring that the remaining indicators are both valid and reliable for subsequent 
structural analysis. This rigorous process lays a solid foundation for the exploration and testing of 
hypotheses in the research study. 

Table 2. Convergence Validity and Instrument Reliability 

Variable Items 
Factor 

Loading 
CA rho_A CR AVE 

Financial Performance 

KK1 0.851 

0.917 0.919 0.936 0.709 

KK2 0.903 

KK3 0.818 

KK4 0.734 

KK5 0.860 

KK6 0.878 

Financial Literacy 

LK1 0.834 

0.796 0.803 0.867 0.621 
LK2 0.763 
LK3 0.824 
LK7 0.727 

Digital Literacy 

LD1 0.874 

0.848 0.853 0.898 0.689 
LD2 0.878 
LD3 0.767 
LD6 0.797 

Government Support 

DP1 0.765 

0.891 0.898 0.916 0.646 

DP2 0.823 
DP3 0.789 
DP4 0.848 
DP5 0.806 
DP6 0.786 

DFS Adoption 

AL1 0.866 

0.900 0.908 0.932 0.777 
AL2 0.956 
AL3 0.736 
AL5 0.951 

Financial Inclusion 

IK1 0.737 

0.838 0.840 0.892 0.675 
IK3 0.845 

IK4 0.890 

IK5 0.808 

Then, after testing the measurement model, it is necessary to continue testing the structural 
model. The structural model in this study is a model that describes the closeness of the relationship 
between latent variables tested through the path coefficient. The following is a presentation of the 
conclusions of the hypothesis result in this research presented in Table 3. Based on Table 3, it can be 
concluded that H1, H2, and H3 are supported because they have a t-statistic value > 1.96 and p-value < 
0.05, meaning that financial literacy can significantly affect DFS adoption and financial performance. 

Table 3. Summary of Hypothesis Results 

Hypothesis t P  Remarks 

H1: Financial Literacy 🡺 DFS Adoption 2.933 0.004* Supported 

H2: Financial Literacy 🡺 Financial Performance 5.750 0.000* Supported 

H3: Financial Literacy 🡺 DFS Adoption 🡺 Financial Performance 2.622 0.009* Supported 

H4: Digital Literacy 🡺 DFS Adoption 3.067 0.002* Supported 

H5: Digital Literacy 🡺 Financial Performance 0.396 0.692 Not Supported 

H6: Digital Literacy 🡺 DFS Adoption 🡺 Financial Performance 2.634 0.009* Supported 

H7: Government Support 🡺 DFS Adoption 13.255 0.000* Supported 

H8: Government Support 🡺 Financial Performance 4.432 0.000* Supported 

H9: Government Support 🡺 DFS Adoption 🡺 Financial Performance 5.539 0.000* Supported 
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Hypothesis t P  Remarks 

H10: DFS Adoption 🡺 Financial Performance 6.397 0.000* Supported 

H11: DFS Adoption 🡺 Financial Inclusion 13.774 0.000* Supported 

H12: Financial Inclusion 🡺 Financial Performance 4.418 0.000* Supported 

Note: *significant : p < 0.05 

DFS adoption mediates the effect of financial literacy on financial performance. Then, H4 and 

H6 are supported, indicating a significant influence between digital literacy on DFS adoption and DFS 

adoption mediates the effect of digital literacy on financial performance. In contrast, H5 (the impact of 

digital literacy on financial performance) is not supported because it has a t-statistic value of 0.396 and 

a p-value of 0.692. Meanwhile, H7, H8, and H9 are supported, which states that there is a significant 

influence between government support on DFS adoption and financial performance. DFS adoption 

mediates the effect of government support on financial performance. Similarly, H10 and H11 are 

supported, meaning that DFS adoption significantly affects financial performance and inclusion. 

Finally, H12 is supported, meaning financial inclusion can significantly influence financial performance. 

Furthermore, a detailed description of the influence between variables in the structural model can be 

seen in Figure 2 below: 

 

Figure 2. Structural Model 

 In the next stage, we assess the model's feasibility through the R-Square value. The R-Square 
value explains the extent to which the diversity of endogenous latent variables (financial performance) 
can be accounted for by the diversity of exogenous variables. With a value of 0.797, it indicates that 
approximately 79.7% of the variation in endogenous variables can be explained by variations in 

exogenous variables. This suggests that the applied model concept is quite feasible. 

5. Discussion 

First, financial literacy has a significant effect on digital financial services adoption. It means 
that the better the level of financial literacy of MSME players, the greater their interest in digital financial 
services adoption. In line with the findings of Mabula and Ping (2018) and Hermawan et al. (2022), the 
amount of financial literacy possessed by MSMEs and the ability to apply it in their business activities 

will encourage the use of digital financial services to improve work efficiency. Likewise, financial 
literacy has a significant effect on financial performance.  The survey results show that financial literacy 
is one of the factors that has an essential role in improving MSMEs’ financial performance. This finding 
confirms that indicators of MSMEs’ understanding of important financial terms and the application of 
transaction recording applications are essential aspects of improving financial performance. Therefore, 
this is relevant to the results of Agyei (2018), Harmadji et al. (2022), and Yanto et al. (2022). Moreover, 
adopting digital financial services can mediate financial literacy’s effect on financial performance. That 
is, the better financial literacy of MSME players can encourage digital financial services adoption and 
ultimately improve their financial performance, following the opinion of El Chaarani et al. (2022). 
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Second, digital literacy has a significant effect on digital financial services adoption. It states 
that the high digital literacy of MSMEs can increase their interest in using digital financial services in 
business activities. The observations made to MSMEs in Central Java prove that their good digital 
literacy is the principal capital in increasing interest in adopting digital financial services, so it is 
compatible with the study of Yanto et al. (2022). However, on the contrary, digital literacy does not 
significantly affect financial performance. That is, the increasing digital literacy of MSMEs is not enough 
to help improve their financial performance. That means digital literacy is not a determining factor for 
improving the financial performance of MSMEs in Central Java, consistent with the findings of 
Setyawati et al. (2022). Meanwhile, digital financial services adoption can mediate digital literacy’s effect 
on financial performance. It implies that MSMEs with a high level of digital literacy can increase the use 
of digital financial services to boost their financial performance. The results show that the primary 
indicator is that they have implemented cooperation with delivery services and utilize digital media 
and digital financial services in sales. 

Third, government support has a significant effect on digital financial services adoption. 
Consistent with some previous literature, such as Kurniawan et al. (2023) and Lestari et al. (2022), which 
underlines the increasing digital financial services adoption among MSMEs as a form of government 
support. Government support also significantly affects financial performance, namely the increasing 
government support and the increasing financial performance of MSMEs. The existence of government 
support can develop markets and make it easier for MSMEs to obtain valuable resources in these 
markets. Moreover, this support can facilitate MSMEs in linking external networks. When MSMEs can 
develop their demands, it makes it easier for them to improve their financial performance. Furthermore, 
adopting digital financial services can mediate government support’s effect on financial performance. 

The most dominating indicator of government support is support and promotion and good socialization 
of digital financial services regulations and policies so that MSME players in Central Java are interested 
in utilizing the available services for their business operations. Thus, the existence of government 
support for digital financial services adoption can increase entrepreneurial activities in MSMEs at the 
financial level. Therefore, this finding aligns with Harmadji et al. (2022) and Peter et al. (2018) research. 

Fourth, digital financial services adoption has a significant effect on financial inclusion. Digital 
financial services adoption also has a significant impact on financial performance. It shows that the 
higher the interest of MSMEs to adopt digital financial services, the higher their level of financial 
inclusion. Likewise, their financial performance will also improve. This result is reinforced by a report 
from the  Central Java Provincial Government (2022) that implementing financial digitization in MSMEs 
in Central Java has positively impacted the performance of MSMEs and the regional economy, 
especially after the Covid-19 pandemic. The primary indicator of their desire to adopt digital financial 
services is that they feel the convenience and security of transactions. In addition, the strong impetus is 
also influenced by the lifestyle of people who have switched to digital. Thus, this result is consistent 
with previous research from Daud et al. (2022) and Mabula & Ping (2018). 

Finally, financial inclusion has a significant effect on financial performance. It states that the 
greater the increase in financial inclusion of MSME actors, the greater the opportunity for MSMEs to 
improve their financial performance. The observation results confirm that the most dominating 
indicator of financial inclusion in improving the financial performance of MSMEs is that MSME players 
have conducted financial transactions through banks and transfers and the affordability of bank 
distance from business locations. Thus, this finding underlines previous findings from Arner et al. 
(2020) and Thathsarani & Jianguo (2022) that the quality, availability, and ease of access to financial 
services determine the level of financial inclusiveness that supports the achievement of stable financial 
performance of MSMEs. 

6. Conclusion, Limitations, and Suggestions 

Conclusion 

The contributory factors to the financial performance of MSMEs in Central Java have been 
identified in this research, with a conceptual model size of 79.7% variance. A model development from 
the RBV (Resource Based View) was applied to produce more comprehensive findings in identifying 
the determinants of MSME financial performance. The results suggest that the factors affecting MSME 
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financial performance include financial literacy, government support, digital financial services 
adoption, and financial inclusion. Each of these variables significantly influences MSMEs’ financial 
performance. At the same time, the mediating role of digital financial services adoption can influence 
financial literacy, digital literacy, and government support in improving the financial performance of 
MSMEs. However, digital literacy is not a determining factor in improving the financial performance of 
MSMEs. 

Limitation and suggestions 

This research is an essential concept in developing MSMEs through financial digitalization. 
Practically, it implies that a good understanding of financial literacy and inclusion and digital financial 
services adoption can affect the ability of MSMEs to achieve their financial performance. In addition, 
the external factor of the role of government support in formulating digital technology-based policies is 
crucial. So, the government can continue actively guiding and assisting MSMEs, specifically in adopting 
digital financial services to improve financial performance, following the strategic direction of the 
Financial Services Authority (OJK) regarding the priority target of financial inclusion 2023 for the MSME 
sector.  

Furthermore, further research is needed to obtain more optimal results in identifying the 
determinants of MSME financial performance by adding other external factors. In addition, sample 
determination based on wider regional considerations needs to be applied, not limited to the Central 
Java region, so it is expected to produce more ideal findings. 
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