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Abstract

Micro, Small, and Medium Enterprises (MSMEs) have an important role in Indonesia's economic growth, but still
face various challenges, especially in managing business finances. One of the factors that is considered to affect the
success of the business is financial literacy. Financial literacy is not only related to the ability to understand financial
concepts, but also the ability to make the right financial decisions to support business sustainability. This study aims
to analyze the relationship between financial literacy and MSME performance through a literature review approach
on micro enterprises in Indonesia. The method used in this study is literature review by reviewing various scientific
articles, national and international journals, as well as relevant previous research on financial literacy and MSME
performance. The results of the study show that financial literacy has a positive influence on the performance of
MSMEs, especially in the aspects of capital management, business decision-making, financial efficiency, and the
ability to deal with business risks. In addition, financial literacy also plays a role in improving the adaptability of
MSME:s to technological developments and financial digitalization. This study found that most of the previous
research still focused on quantitative empirical approaches, so that the review of the integrative literature is still
limited. Therefore, this research is expected to make a theoretical contribution to the development of financial literacy
studies and become a consideration for the government and business actors in improving the quality of MSME
management in Indonesia.

Keywords: Financial literacy, MSME Performance, Micro Businesses.

INTRODUCTION

Micro, Small, and Medium Enterprises (MSMESs) have an important role in Indonesia's economic
growth (Janah, 2024). This sector contributes greatly to Gross Domestic Product (GDP), labor absorption,
and improvement of people's welfare. MSMEs are also one of the sectors that are able to survive various
economic crisis conditions because they have relatively high flexibility and adaptability. Therefore, the
existence of MSMEs is often seen as the backbone of the national economy (Yolanda, 2024).

Despite having a large contribution, MSME actors in Indonesia still face various challenges in
running their businesses, especially in the aspect of financial management. Many micro business actors do
not have adequate skills in financial recording, budget planning, capital management, and financial decision-
making (Srimulyani et al., 2023). This condition makes micro businesses vulnerable to financial difficulties
and limitations in developing their businesses. One of the factors that is considered to affect this condition
is the low level of financial literacy.

Financial literacy refers to an individual's ability to understand financial concepts and use that
knowledge to make informed economic decisions (Kaiser & Lusardi, 2024). According to Annamaria
Lusardi, financial literacy is the ability to understand financial information and manage financial resources
effectively to achieve economic prosperity (Lusardi & Messy, 2023). A good level of financial literacy
allows business actors to carry out business planning in a more targeted manner, manage financial risks, and
improve business operational efficiency. In the perspective of Human Capital Theory put forward by Gary
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Becker, knowledge and skills including financial literacy are seen as a form of human capital that is able to
increase productivity and business performance (Rehman & Mia, 2024).

Several previous studies have shown that financial literacy has a positive relationship with the
performance of MSMEs. Research conducted by Ramdhani, Nurleli, and Anandya found that financial
literacy and the implementation of e-commerce have a positive effect on the performance of MSMEs in
Cianjur and West Bandung Regency (Muhamad Lutfi Ramdhani et al., 2022). Other research by Santiara
and Sinarwati also shows that financial literacy has a significant effect on the financial management of
MSMEs in Tejakula District. In addition, Harini et al.'s research explains that improving technological
capabilities and readiness can improve the performance of MSMEs in a sustainable manner (Santiara &
Sinarwati, 2023).

Studies on financial literacy have also developed in the form of systematic literature review. Rehman
and Mia revealed that research on financial literacy continues to develop and is influenced by various factors
such as demographics, socioeconomics, technology, and psychological aspects (Rehman & Mia, 2024).
Meanwhile, Yuniarti et al. pointed out that financial literacy is an important factor in supporting the
sustainability of MSMEs in the digitalization era (Yuniarti, 2024). However, most of the previous research
still focused on empirical quantitative approaches and has not integrated many research findings specifically
in the context of micro-enterprises in Indonesia.

Based on these studies, there is a research gap that shows that studies on the relationship between
financial literacy and MSME performance are still dominated by quantitative-based field research, while
research that uses a comprehensive literature review approach is still relatively limited. In addition, most
previous research has discussed MSMEs in general without paying special attention to micro enterprises in
Indonesia that have different characteristics and challenges compared to small and medium-sized enterprises.

Therefore, the novelty in this study lies in the effort to integrate various research results on financial
literacy and MSME performance through a literature review approach with a special focus on micro
enterprises in Indonesia. This study not only summarizes the results of previous research, but also identifies
relationship patterns, supporting factors, and opportunities for future research development. Thus, this
research is expected to make a theoretical contribution to the development of financial literacy studies and
become a reference for business actors and policymakers in improving the performance of micro businesses
in Indonesia.

LITERATURE REVIEW

Financial literacy is one of the topics that is widely discussed in the development of Micro, Small,
and Medium Enterprises (MSMEs), especially because it is related to the ability of business actors to manage
financial resources effectively. In general, financial literacy is understood as the ability of individuals to
understand financial concepts and information to support appropriate economic decision-making.
Annamaria Lusardi explained that financial literacy includes the ability to understand the management of
income, savings, investments, credit, and financial risks that affect the economic well-being of individuals
and businesses (Kaiser & Lusardi, 2024). Research on financial literacy continues to develop because it is
considered to have an influence on financial behavior and business sustainability, especially in the MSME
sector that has limited capital and resources.

Several studies show that financial literacy has a positive relationship with the management and
performance of MSMEs. Ramdhani, Nurleli, and Anandya's research found that financial literacy and the
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implementation of e-commerce have a positive effect on the performance of MSMEs in Cianjur and West
Bandung Regency (Muhamad Lutfi Ramdhani et al., 2022). The research explains that business actors who
have a good financial understanding tend to be better able to manage their business, develop business
strategies, and utilize digital technology to increase business competitiveness. Similar results were also
found by Santiara and Sinarwati which showed that financial literacy has a significant effect on the financial
management of MSMEs in Tejakula District (Santiara & Sinarwati, 2023). This research confirms that the
ability to manage finances is an important factor in maintaining the stability and sustainability of micro
businesses.

In addition to affecting business management, financial literacy is also related to the quality of human
resources and the readiness of MSME:s in facing the digitalization era. The research of Yuniarti et al. through
the systematic literature review approach explained that financial literacy is an important aspect in
supporting the digital transformation of MSMEs, especially in the use of financial technology, digital
payments, and technology-based financial management (Yuniarti, 2024). The research shows that MSME
actors are required to have the ability to adapt to technological developments in order to be able to increase
business efficiency and competitiveness. Thus, financial literacy is not only related to conventional financial
management, but also includes the ability to understand the digital financial system.

Studies on factors that affect the performance of MSME:s also show that business success is not only
influenced by financial capital, but also the competence of business actors and the quality of business
management. Diana et al. explained that the competence of business actors and the creativity of marketing
strategies have a positive influence on the performance of MSMEs (Diana et al., 2022). Meanwhile, Harini
et al.'s research shows that innovation capabilities, technological readiness, and quality of business
management are important factors in improving the performance of MSMEs in a sustainable manner (Harini
et al., 2023). These findings reinforce the view that financial literacy is part of human capital that can
improve the quality of decision-making and business productivity.

However, several studies show that the level of financial literacy of MSME actors in Indonesia is
still relatively low. Nareswari et al. found that many micro business actors still face obstacles in working
capital management, access to credit, cost efficiency, and understanding of business finances (Nareswari et
al., 2023). The low financial management ability causes some business actors to experience difficulties in
developing their business and maintaining business sustainability in the midst of market competition and the
development of the digital economy. This condition shows that improving financial literacy is still an
important need for MSME actors in Indonesia.

Based on these various studies, it can be understood that financial literacy has a significant role in
the management and performance of MSMEs. However, most of the previous research still uses an empirical
quantitative approach and discusses MSMEs in general without a special focus on micro-enterprises in
Indonesia. In addition, literature review studies that integrate various research results on the relationship
between financial literacy and micro business performance are still relatively limited. Therefore, this study
seeks to fill this gap through a literature review approach with a focus on micro enterprises in Indonesia to
provide a more comprehensive understanding of the role of financial literacy in the performance of MSME:s.

METHOD
This study uses a qualitative approach with the literature review method to examine the relationship
between financial literacy and MSME performance in micro enterprises in Indonesia (Creswell, 2014). The
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literature review method is used because this research focuses on collecting, analyzing, and synthesizing
various previous research results that are relevant to the research topic (Knopf, 2006). This approach allows
researchers to understand the development of financial literacy studies, identify patterns of relationships
between variables, and find research gaps that can still be developed in future research (Ridley, 2012). This
research also uses a descriptive-analytical approach by examining various theories, concepts, and research
results related to financial literacy and micro business performance.

The data sources in this study come from secondary data in the form of national and international
journal articles, proceedings, and other scientific publications relevant to the research topic. The data
collection process was carried out through literature search using databases such as Google Scholar, Scopus,
and accredited scientific journals with the keywords "financial literacy," "SME performance," "micro
businesses," and "Indonesia." The literature used is focused on publications in the range of 2020-2025 in
order to obtain a more actual and relevant study to the development of MSME conditions in the digitalization
era. In addition, the selection of literature sources is carried out by considering the relevance of the theme,
the quality of the publication, and the suitability of the discussion with the focus of the research.

The data analysis technique is carried out through several stages, namely literature identification,
data classification, content analysis, and conclusion drawing (Miles et al., 2014). The researcher first
identified various studies that discussed financial literacy and MSME performance, then grouped the
research results based on the main themes and findings. Furthermore, data is analyzed using content analysis
techniques to understand the relationship between concepts, find similarities and differences in research
results, and identify research gaps that are still open to development (Neuendorf, 2002). The results of the
analysis were then systematically compiled to draw conclusions about the role of financial literacy on the
performance of micro businesses in Indonesia and its implications for future research and policy
development (Creswell, 2014).

RESULTS AND DISCUSSION
The Concept of Financial Literacy in MSMEs

Financial literacy is one of the important aspects in supporting the sustainability and development of
micro, small, and medium enterprises (MSMEs) (Romdoni et al., 2023). Financial literacy is not only related
to the ability to understand financial concepts, but also includes the ability to manage, plan, and make
financial decisions appropriately (Ernayani et al., 2024). In the context of MSMEs, financial literacy is an
important foundation for business actors in carrying out business activities effectively and sustainably
(Azura et al., 2025). A good level of financial literacy allows business actors to understand the financial
condition of their business, manage capital efficiently, and minimize the risk of business losses (Hendrik Es
Samosir et al., 2026).

According to Annamaria Lusardi, financial literacy is an individual's ability to understand financial
information and concepts to support appropriate economic decision-making (Lusardi & Messy, 2023).
Financial literacy is also understood as the ability to use financial knowledge in daily activities, such as
managing income, expenses, savings, investments, and credit use (Khoiriah et al., 2024). In the business
world, understanding the financial aspect is very important because it is directly related to the sustainability
of business operations and the ability of business actors to deal with economic changes and market
competition.
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In general, financial literacy consists of several main components, namely financial knowledge,
financial behavior, and financial attitude (Hermawan & Septiani, 2024). Financial knowledge is related to
an individual's understanding of basic financial concepts such as cash management, credit, interest,
investment, and financial risk (Pattinaya et al., 2025). Financial behavior refers to individual behavior in
managing finances, such as the ability to make budgets, keep financial records, and control business expenses
(Fahlevy et al., 2025). Meanwhile, financial attitude is related to an individual's attitude and mindset towards
financial management, including discipline, responsibility, and long-term planning orientation (Pattinaya et
al., 2025). These three aspects are interrelated in shaping the financial capabilities of MSME actors.

In the perspective of Human Capital Theory put forward by Gary Becker, knowledge and skills are
seen as a form of human capital that can increase individual productivity (Fadhillah, 2024). Financial literacy
in this case is a form of human capital that contributes to improving the quality of business management.
MSME actors who have good financial literacy tend to be able to make more rational business decisions,
understand business opportunities and risks, and manage resources more effectively. Thus, financial literacy
not only functions as an administrative ability, but also becomes a strategic factor in improving the
competitiveness and performance of micro businesses.

In practice, the level of financial literacy of MSME actors in Indonesia is still relatively low
(Almakki, n.d.). Many micro business actors have not done regular financial recording, still mix personal
finance with business finance, and have limitations in understanding formal financial products and services.
This condition causes business actors to experience difficulties in accessing financing, managing cash flow,
and conducting business development optimally. Low financial literacy is also one of the causes of the weak
ability of micro businesses to survive economic changes and the development of business digitalization.

The development of technology and financial digitalization further emphasizes the importance of
financial literacy for MSMEs. Business actors are not only required to understand conventional financial
management, but must also be able to adapt to digital financial services such as mobile banking, digital
wallets, fintech, and e-commerce. The ability to understand financial technology is an important part of
increasing business efficiency and expanding market access. Therefore, increasing financial literacy needs
to be a concern for the government, educational institutions, and financial institutions so that micro business
actors are able to improve the quality of their business management in the digital economy era.

MSME Performance and Factors Affecting It

MSME performance is one of the important indicators in assessing the success and sustainability of
a business (Mandala & Putri, 2025). Business performance reflects the ability of business people to achieve
the goals that have been set, both in financial and non-financial aspects (Alipok et al., 2024). In the context
of MSMEs, business performance is not only measured based on the level of profit obtained, but also
includes business growth, business sustainability, productivity, competitiveness, and the ability of businesses
to adapt to changes in the business environment.

In general, the performance of MSMEs can be seen through several main indicators, such as
increased sales, profit growth, operational efficiency, market expansion, and business sustainability. In
addition to financial indicators, non-financial aspects are also an important part of assessing the performance
of MSMEs, such as customer satisfaction, product quality, business innovation, and technological
adaptability. According to Harini et al., business performance is influenced by the ability of business actors
to manage resources, utilize technology, and adjust business strategies to market competition conditions
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(Harini et al., 2023). Therefore, the performance of MSMEs is not only influenced by capital factors, but
also by the quality of business management as a whole.

There are various factors that affect the performance of MSMEs, both internal and external factors.
Internal factors include managerial ability, human resource competence, business motivation, innovation,
and financial management skills. Meanwhile, external factors include market conditions, business
competition, access to financing, government support, technological developments, and general economic
conditions. Diana et al.'s research shows that the competence of business actors and the creativity of
marketing strategies have a positive influence on improving the performance of MSMEs (Diana et al., 2022).
This shows that the quality of business management is one of the main factors in determining business
success.

In addition to managerial and marketing factors, psychological aspects and behavior of business
actors also have an influence on the performance of MSMEs. Research conducted by Syariati explains that
strategic behavior and the perspective of business actors on business management can significantly affect
business performance (Shariati, 2022). Business actors who have high motivation, confidence, and business
development orientation tend to be better able to maintain business continuity and face market competition
challenges. Thus, the success of MSMEs is not only determined by economic factors alone, but also
influenced by the quality of behavior and entrepreneurial mindset.

In the current development of the digital economy, technology is also an increasingly important
factor in improving the performance of MSMEs. The use of e-commerce, digital marketing, and financial
technology allows businesses to expand the market, increase operational efficiency, and accelerate business
transactions. Ramdhani et al.'s research shows that the implementation of e-commerce has a positive effect
on improving the performance of MSMEs because it is able to help business actors increase competitiveness
and reach consumers more widely (Muhamad Lutfi Ramdhani et al., 2022). Therefore, the ability of MSMEs
to adapt to technological developments is one of the important factors in maintaining business continuity in
the digitalization era.

However, many MSMEs in Indonesia still face various obstacles in improving their performance.
Limited capital, low quality of human resources, weak managerial skills, and low financial literacy are still
the main challenges faced by micro business actors. This condition causes some MSMEs to experience
difficulties in developing their businesses and maintaining business stability in the long term. Therefore,
continuous support is needed through improving competence, access to financing, business training, and
strengthening financial literacy to improve the performance and competitiveness of MSME:s in Indonesia.

The Role of Financial Literacy in Decision Making and Management of Micro Enterprises

Financial literacy has an important role in supporting effective decision-making and management of
micro businesses (Yolanda, 2024). In running a business, MSME actors are faced with various decisions
related to capital management, credit use, pricing, operational expenses, and business development strategies
(Ernayani et al., 2024). The ability to understand and manage financial aspects is an important factor so that
the decisions taken can support business sustainability and growth. Therefore, financial literacy is not only
seen as an administrative ability, but also as a strategic ability in running a business.

Business actors who have a good level of financial literacy tend to be more able to carry out
systematic financial planning (Muhamad Lutfi Ramdhani et al., 2022). The planning includes budget
preparation, business capital allocation, operational cost control, and cash flow management. With good
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financial planning, business actors can minimize the risk of losses and maintain business financial stability.
In addition, the ability to understand financial conditions also helps business actors in determining spending
priorities and making more rational investment decisions.

One of the main problems that is often found in micro businesses is the weak management of business
finances (Kaiser & Lusardi, 2024). Many business actors still mix personal finance with business finance,
making it difficult to know business conditions accurately. In addition, most micro business actors have not
recorded transactions regularly and do not have structured financial statements. This condition causes
business actors to experience difficulties in evaluating profits, controlling expenses, and developing long-
term business strategies. Low financial literacy is one of the factors that causes the weak micro business
management system in Indonesia.

Financial literacy also plays an important role in helping business actors manage business risks
(Janah, 2024). Business actors who understand financial concepts tend to be more careful in using loans,
managing debt, and making decisions related to business investment. They are also better able to consider
risks and opportunities before making business decisions. In the perspective of Human Capital Theory put
forward by Gary Becker, knowledge and skills, including financial literacy, are a form of human capital that
can improve the quality of decision-making and business productivity. Thus, the better the financial literacy
of business actors, the better their ability to manage their business efficiently and sustainably.

In addition to helping internal business management, financial literacy also affects the ability of
MSME actors to access financing sources (Diana et al., 2022). Business actors who understand the financial
system tend to more easily meet the administrative requirements of financial institutions, understand credit
mechanisms, and make optimal use of formal financial services. This ability is important because access to
capital is one of the main factors in micro business development. Previous research has shown that low
financial understanding causes many MSME actors to have difficulty in obtaining access to formal financing
and developing their businesses to the fullest.

In the era of digitalization, financial literacy is also closely related to the ability of business actors to
utilize financial technology and digital services. The use of mobile banking, digital wallets, fintech, and e-
commerce requires business actors to have a better understanding of transaction management and financial
security. Business actors who have good financial literacy tend to be more ready to adapt to technological
changes and are able to utilize digital services to increase business efficiency. Therefore, increasing financial
literacy is an important step in supporting the transformation of micro businesses to be more competitive
and able to survive in modern economic competition.

Financial Literacy of MSMEs in the Era of Digitalization

The development of digital technology has brought major changes in economic and business
activities, including in the Micro, Small, and Medium Enterprises (MSMEs) sector (Mandala & Putri, 2025).
Digital transformation encourages businesses to adapt to various technology-based services, such as e-
commerce, digital payments, mobile banking, and financial technology (fintech) (Stuart O'Neill et al., 2022).
These changes make financial literacy no longer limited to understanding conventional financial
management, but also includes the ability to understand and utilize digital financial services effectively.
Therefore, financial literacy in the digital era is one of the important factors in increasing the competitiveness
and sustainability of MSMEs.
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Digitalization provides various opportunities for MSMEs to expand the market and increase business
efficiency (Stuart O'Neill et al., 2022). The use of e-commerce allows business actors to reach consumers
more widely without being limited by geographical areas. In addition, the use of digital payment services
helps speed up business transactions and make business financial management easier. However, to be able
to take advantage of these opportunities optimally, business actors need to have an adequate level of digital
financial literacy. Digital financial literacy includes the ability to understand electronic transactions, the use
of financial applications, financial data security, and technology-based financial management.

In practice, there are still many MSME actors in Indonesia who face difficulties in adapting to the
development of digital technology (Yuniarti, 2024). Limited technological knowledge, low digital financial
management skills, and lack of access to training are the main obstacles in the process of digitizing micro
businesses. Some business actors are also still using manual recording systems and have not taken full
advantage of digital services. This condition causes MSMEs to be less able to compete in the midst of the
rapid development of the digital economy.

Research by Yuniarti et al. explains that financial literacy is an important factor in supporting the
digitalization of MSMEs, especially in digital transaction management, budgeting, and technology-based
financial planning (Yuniarti, 2024). Business actors who have a good financial understanding tend to be
more adaptable to new technology and are able to take advantage of digital platforms to increase business
productivity. In addition, the use of digital technology can also help business actors obtain market
information, facilitate access to financing, and improve business operational efficiency.

Digitalization also encourages the emergence of various financial technology (fintech) services that
provide alternative financing for MSMEs. The presence of fintech allows business actors to get faster and
easier access to financing than conventional financial institutions (Santiara & Sinarwati, 2023). However,
the use of fintech services also requires a good financial understanding so that business actors are able to
manage loans and financial risks wisely (Romdoni et al., 2023). Low financial literacy can cause business
actors to experience mistakes in the use of digital services, such as uncontrolled debt management or the risk
of digital fraud. Therefore, the ability to understand the digital financial system is an important need for
micro business actors in the modern era.

In addition to providing opportunities, digitalization also increases the level of business competition
because business people can easily enter the digital market. This condition requires MSMEs to be more
innovative and adaptive in developing their businesses. Business actors who have financial literacy and good
digital skills will be better prepared to face market changes and able to utilize technology as a business
development strategy. Thus, increasing digital financial literacy needs to be a concern for the government,
educational institutions, and financial institutions through education, training, and mentoring programs for
MSME:s to be able to compete sustainably in the digital economy era.

CONCLUSION

Financial literacy has an important role in improving the performance of MSMEs, especially in micro
businesses in Indonesia. Financial literacy helps business actors in financial management, business decision-
making, risk control, and business planning more effectively and in a more targeted manner. Business actors
who have a good level of financial literacy tend to be better able to manage capital, prepare budgets, utilize
formal financial services, and adapt to the development of digital technology. In addition, the development
of digitalization and financial technology further emphasizes the importance of financial literacy as a
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supporting factor for the sustainability and competitiveness of micro businesses in the modern economic era.
However, various studies show that the level of financial literacy of MSME actors in Indonesia is still
relatively low, so it is one of the obstacles to optimal business development.

Therefore, more serious efforts are needed from various parties to improve the financial literacy of
MSME actors, especially in the micro business sector. The government, educational institutions, and
financial institutions are expected to provide education, training, and mentoring programs that focus on
financial management and the use of digital technology for MSMEs. In addition, further research is expected
to develop a more in-depth study of digital financial literacy, financial behavior of business actors, and the
influence of financial technology on the performance of MSMEs in Indonesia. With increased financial
literacy and sustainable policy support, it is hoped that micro businesses in Indonesia will be able to develop
more competitively, sustainably, and adaptively to changes in the digital economy.
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