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                        ABSTRACT 

This research seeks to assess the effect of financial literacy and 

inclusion on MSME performance, with financial management as a 

moderating variable. The study population covers all MSMEs in the 

Sleman Regency. The number of samples was 100 people. This research 

employed primary data and questionnaires for data collection  the Smart 

PLS software was employed to perform the data analysis in this 

investigation. The study findings demonstrate that Financial Literacy 

influences the Financial Performance of MSMEs in Sleman Regency. 

Financial Inclusion Affects the Financial Performance of MSME Actors 

in Sleman Regency. Financial management does not impact the financial 

performance of MSME participants in the Sleman Regency. Financial 

management does not improve financial literacy on financial 

performance. Financial management does not reinforce financial 

inclusion in the financial performance of MSME actors in the Sleman 

Regency. This study's findings underscore the need to improve financial 

literacy via training or mentorship initiatives to raise awareness of the 

risks associated with inadequate financial literacy, such as poor debt 

management or misinvestment. 
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INTRODUCTION 

 

Micro, Small, and Medium Enterprises (MSMEs) in Indonesia are commercial 

enterprises owned and managed by individuals or small collectives, characterized by 

defined levels of capital and revenue. MSMEs play a vital role in developing countries' 

economies because of their innate capacity to convert novel concepts into innovations 

and build profitable businesses (Khurana et al., 2021).   Many Micro, Small, and Medium 

Enterprises (MSMEs) significantly influence the Indonesian economy. MSMEs are 

fundamental to a nation's economic development, contributing to Gross Domestic Product 

(GDP) and generating numerous employment opportunities. However, most MSMEs do 

not understand financial service concepts and products. This results in many MSMEs 

having difficulty managing their businesses effectively. SMEs cognizant of the 

significance of financial literacy are more inclined to achieve success (Khaeru et al., 
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2023). According to the Ministry of Cooperatives and MSMEs of the Republic of 

Indonesia, data from 2019 shows 65.4 million MSMEs in Indonesia. Around 119.50 

million employees, or 96.90% of the total, were employed by MSMEs in Indonesia. The 

large amount of data shows that MSMEs significantly affect this nation. Therefore, the 

government in Indonesia must emphasize the growth of MSMEs. 

The problems that occur in MSMEs are complex, one of which is the difficulty in 

implementing the concept of financial management. The cause is that MSMEs do not 

understand the basic concepts of financial management, such as budget planning, 

financial recording, and cash flow management. The lack of financial literacy causes 

MSMEs to assume that making financial reports is unimportant, especially for small or 

newly established businesses. This view causes them not to have an effective evaluation 

tool to assess business performance financially. There is still a tendency for MSMEs to 

combine personal and company funds. The company's financial success can be hard to 

gauge because of this. Limited capital also makes it difficult for them to carry out long-

term financial planning and deal with emergencies or market fluctuations. 

The overall financial literacy index of MSME participants increased from 38.03% 

in 2019 to 49.68% in 2022, as indicated by data from the Financial Services Authority or 

OJK (2022). Additionally, It is essential to acknowledge that the financial inclusion index 

showed a significant increase, going from 76.19% in 2019 to 85.10% in 2022. his is 

something that should be taken into consideration. This finding indicates a decrease in 

the disparity between financial literacy and financial inclusion, as seen from the decrease 

in percentage from 38.16% in 2019 to 35.42% in 2022. Despite the growth, OJK observed 

that most Indonesians still lack a sufficient comprehension of formal financial services 

and products. The Financial Services Authority's 2024 National Survey of Financial 

Literacy and Inclusion found that 65.43% of Indonesians were financially literate, and 

75.02%were financially included. This growth is a direct result of the government's, 

banks, and other industry participants' concerted efforts to educate the public about 

financial services and products. Financial literacy is essential for empowering society, 

safeguarding consumers, enhancing financial inclusion, and improving comprehension of 

financial management. Financial literacy is the proper management of funds according to 

the needs to grow the economy and increase individual or community understanding of 

Financial Management (Septiani & Wuryani, 2020). In this sense, financial literacy is 

tightly linked to financial management. This comprehension elucidates that with 

sufficient financial literacy, business participants may identify and react to shifts in the 

economic, financial, and commercial landscape innovatively and suitably. Consequently, 

every policy they design will feature realistic and focused solutions to improve the 

efficiency and longevity of their business activities. 

Financial inclusion is an integral part of the financial literacy program, especially 

in efforts to improve the advantages of small business actors in utilizing financial services 

and getting direct benefits from financial institutions. The success of financial inclusion 

can be measured by the extent to which all levels of society have easy access to formal 

financial services (Desiyanti & Kassim, 2020). The economic gap in society will be 

reduced with financial inclusion. Financial management is another component that 

contributes to improving the performance of micro, small, and medium-sized enterprises 

(MSMEs). 

Chepngetich (2016) explored the impact of financial literacy on the performance of 

MSMEs in Kenya. The findings indicated that strong financial literacy favorably 

influences the success of MSMEs, particularly regarding efficient financial 

administration and access to finance sources. Ibor et al. (2017) investigated the correlation 
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between financial inclusion and the performance of MSMEs in Nigeria. Enhanced access 

to formal financial services improves MSME performance, facilitating more efficient 

financial management and business expansion. Kizza (2019) examined the relationship 

between financial literacy and MSME performance in Uganda. The research indicated 

that comprehension of financial concepts aids MSME proprietors in making superior 

financial judgments, enhancing their firm performance. Biswas & Ahamed (2023) 

examined the impact of financial inclusion on the effectiveness of monetary policy in 

developing countries. Their findings indicated enhanced financial inclusion can stabilize 

price levels by reducing economic inflation. These findings indicate that financial 

inclusion can positively impact economic stability. This can subsequently influence 

MSME performance.  

A variety of theories supports the phenomenon of financial management for 

MSMEs. According to Barney's Resource-Based View (RBV) theory, the competitive 

advantage of a business is contingent upon its resources, which include financial 

resources (Barney, 1991). Within MSMEs, restricted monetary resources are often the 

main obstacle in business management. Financial management can help MSMEs allocate 

resources efficiently and increase their competitiveness. Financial Literacy Theory 

emphasizes the importance of individual understanding and skills in managing finances, 

including in a business context. How financial literacy among MSMEs causes poor 

financial management, such as unorganized financial records and inappropriate 

investment decisions. Raising awareness of financial literacy can help MSMEs make 

more rational and strategic decisions related to financial management. Agency Theory 

(Jensen & Meckling, 1976) explains the relationship between business owners and 

managers regarding financial decision-making. Within the framework of MSMEs, 

business owners often double as managers, resulting in a conflict of interest between 

short-term goals, such as using business funds for personal needs, and long-term goals, 

such as investment for business growth. Financial management systems can reduce the 

risk of decision-making detrimental to the business. 

According to Bahiu et al. (2021), Financial Management is Management related to 

allocating investment funds and efforts to raise funds effectively for financing. According 

to Handoko (2020), management works with individuals to determine, interpret, and 

achieve organizational goals through planning, organizing, and preparing staff, as well as 

directing, leading, and controlling the work done by employees. With good management, 

it is anticipated that actors in the MSME sector will be able to make reasonable financial 

choices. Financial management is important to business progress (Farwitawati, 2018). In 

addition to financial management, a business's performance can be utilized to measure its 

success in reaching its objectives.  

Performance is the outcome of efforts intricately linked to strategic objectives and 

consumer pleasure, influencing the economy. Performance describes the stages of doing 

work, what results have been obtained, and how to complete them. Financial management 

aims to achieve future targets, protect and increase existing wealth, manage cash flow, 

manage debts and receivables, and manage funds for investment (Wulandari & Utami, 

2020). 

The growth and development of MSME businesses require mutually supportive 

elements, and to enhance the financial performance of MSMEs, appropriate efforts are 

needed (Supriadi & Utami, 2021). An effective strategy to achieve good performance is 

to increase the knowledge of MSME business actors. With increased knowledge, access 

to financial services and proper financial management will become more manageable, 
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and the entire community and MSME actors will benefit. This will positively impact the 

development of MSMEs as a whole. 

Sleman Regency is one of Yogyakarta's regencies and has the largest MSMEs. The 

Yogyakarta Cooperatives and SMEs Service findings indicate that Sleman Regency has 

113,96 MSME actors, while Bantul has 86,99, Gunungkidul 53,96, Kulonprogo 36,14, 

and Yogyakarta City 32,79. The growth of MSMEs reflects Sleman’s positive economic 

dynamics. Many MSMEs develop in Sleman due to its strong business climate. However, 

one major issue is inefficient financial management, hindering their growth (Nizar, 2021). 

MSME players often neglect financial management and fail to adopt proper accounting 

standard. They struggle with accounting due to inadequate financial information, making 

financial decision-making inefficient and reducing the trustworthiness of financial data 

(Tharmini & Lakshan, 2021). Many only record income and expenses, often ignoring 

space rental as an expense. As a result, they mistakenly perceive higher profits, leading 

to a misrepresentation of their financial condition (Farwitawati, 2018). Rumain et al. 

(2021) state that financial literacy and management significantly influence MSME 

success. Hertadiani & Lestari (2021) find that financial inclusion impacts small business 

success. Dermawan (2019) concludes that financial management strongly affects MSME 

performance and sustainability. 

Meanwhile, according to Kusumadewi (2017), financial literacy does not 

significantly influence the performance of MSMEs. The performance and sustainability 

of the MSME sector are unaffected by financial inclusion, claim Hilmawati & 

Kusumaningtias (2021). According to Wulansari & Anwar (2022), the performance of 

micro, small, and medium-sized enterprise (MSME) players is unaffected by business 

finance management. n Sleman Regency, 54.55% of the population had financial literacy, 

and 82.08% had financial inclusion, according to a poll by OJK. It shows that financial 

literacy and inclusion in Sleman Regency cannot reach the same percentage because some 

people still do not have the skills and knowledge to access financial services. It shows 

that people have a poor understanding of finance, which can lead to a poor understanding 

of how to make financial reports. Therefore, financial literacy, financial inclusion, and 

financial management are important in the performance of MSME actors. This research 

on MSMEs was conducted because, upon the basis of the findings of the observations, 

MSMEs in the Sleman Regency can be the main problem in this study. This research 

assesses the impact of Financial Literacy and Financial Inclusion on MSME performance 

in Sleman Regency, with Financial Management as a moderating variable. 

 

 

RESEARCH METHODS 

 

The research methodology employed is quantitative, utilizing primary information 

obtained through questionnaires. The participants in this study were MSME players in 

the Sleman Regency. The research was conducted in the Sleman Regency due to the 

homogeneity of respondent characteristics and the relevance of the local context. 

Economic and business phenomena, such as financial literacy and financial inclusion, are 

influenced by government policies and local conditions. Thus, the issues impacting 

MSMEs in the Sleman Regency may be studied more precisely and thoroughly. The study 

employed purposive sampling to select the sample, focusing on MSMEs that met the 

following criteria: (1) domiciled in Sleman, (2) registered with the Sleman Cooperative 

Service, and (3) actively operating their businesses. The application of the Slovin formula 

yielded a sample size of 100 respondents. This study employs a quantitative analysis 
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method utilizing Partial Least Squares (PLS). The software used to process the data is 

Smart PLS version 3. According to Ghozali & Latan (2015), PLS-SEM does not require 

a large sample size, with a minimum recommended between 30 and 100 cases. A larger 

sample size (>100) is generally better, but a smaller one is acceptable depending on the 

research context. The research data was tested for validity and reliability through an outer 

model evaluation, and then a structural model evaluation (inner model) was carried out 

to test the hypothesis. In this particular investigation, the variables that are considered to 

be exogenous are the variables of financial inclusion (X1) and financial literacy (X2), the 

variables between which are the Financial Management Variable (Z). In contrast, the 

endogenous variable is financial performance (Y) (digitalization knowledge). At the same 

time, the endogenous variable is the Y variable (MSME performance). 

 

 

RESULTS AND DISCUSSION 

 

This study's measurement model was evaluated by measuring its reflective 

indicators through convergent validity, construct reliability and validity, and discriminant 

validity. Convergent validity on reflective indicators can be seen from the loading factor 

value. In the first analysis using SmartPLS version 3 software, it was found that several 

indicators did not pass the test because their outer loading values were below 0.70, so 

they were excluded from the research. he indicators removed from the study were IK1, 

KU7, LK1, LK2, LK4, LK5, LK6 AND LK13. After these indicators were removed and 

the researcher re-tested, the results were obtained as in Table 1 below. 

Table 1. Outer Loading 
 

Financial 

Inclusion 

(IK) 

MSMEs 

Performance  

(KU) 

Financial 

Literacy 

(LK) 

Financial 

Management 

(PK) 

PK x 

IK 

PK x 

LK 

IK2 - Banking services 0.77      

IK3 - Ease of access 0.81      

IK4 - Skills in using 

financial facilities 
0.80      

IK5 - Skills in using the 

Internet 
0.76      

IK6 - Service usage guide 0.73      

IK7 - Financial services 0.80      

IK8 - Maintenance costs 0.79      

IK9 - Service products 0.76      

KU1 - Sales increase  0.76     

KU2 - Monthly profit  0.79     

KU3 - Increase in the 

number of consumers 
 0.80     

KU4 - Marketing 

development 
 0.74     

KU5 - Marketing reach  0.78     

KU6 - Addition of 

employees 
 0.76     

LK3 - Knowledge of 

Financial Management 
  0.73    

LK7 - Cash book creation   0.81    

LK8 - Employee 

development 
  0.78    
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Table 1. Outer Loading (continuous) 
 

Financial 

Inclusion 

(IK) 

MSMEs 

Performance  

(KU) 

Financial 

Literacy 

(LK) 

Financial 

Management 

(PK) 

PK x 

IK 

PK x 

LK 

LK9 - Budgeting   0.80    

LK10 - Monthly budget 

preparation 
  0.76    

LK11 - Financing 

behavior 
  0.77    

LK12 - Risk-taking   0.74    

LK14 - Target planning   0.75    

PK1 - Financial planning    0.87   

PK2 - Personal sources of 

funds 
   0.73   

PK3 - Additional funds 

from financial institutions 
   0.84   

PK4 - P/L planning    0.90   

PK5 - Balance sheet report    0.82   

PK6 - Recording cash 

inflows 
   0.85   

PK7 - Petty cash 

expenditures 
   0.84   

PK8 - business entity    0.87   

PK9 - Sales budget    0.91   

PK10 - Sales expense 

budget 
   0.91   

PK11 - Production budget    0.88   

PK12 – Cash Budget    0.82   

PK x IK     1.00  

PK x LK      1.00 

Source: Primary Data Processed, 2024 

The table demonstrates that the outer loading value exceeds 0.70, signifying a 

strong association. Consequently, the indicators employed in this study are valid. 

Next, the researcher tested the construct's reliability and validity. This construct's 

reliability can be evaluated from the Cronbach's alpha value, composite reliability, and 

average variant extracted (AVE). 

Table 2. Construct Reliability and Validity 
 

Cronbach's 

alpha 

Composite 

reliability (rho_a) 

Composite 

reliability 

(rho_c) 

Average variance 

extracted (AVE) 

IK 0.91 0.92 0.92 0.61 

KU 0.86 0.87 0.90 0.59 

LK 0.90 0.90 0.92 0.59 

PK 0.97 0.98 0.97 0.73 

  Source: Primary Data Processed, 2024 

It can be seen from the table that the IK, KU, LK, and PK constructions exhibit 

favorable metrics, such as Cronbach's alpha, rho A, and composite reliability values 

above 0.70, while the AVE value surpasses 0.50. 
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The assessment of this study's discriminant validity is evidenced by the Fornell-

Larcker Criterion and Cross Loading values. The value of the Fornell-Larcker Criterion 

is presented in table 3 below. 

Table 3. Fornell-Larcker Criterion 
 

IK KU LK PK 

IK 0.78       

KU 0.57 0.77     

LK 0.32 0.51 0.77   

PK 0.26 0.23 0.10 0.86 

Source: Primary Data Processed, 2024 

The validity of the link between the constructs is demonstrated in table 3. This is 

demonstrated by the fact that the square root value of AVE (the value highlighted in bold) 

is greater than the correlation between constructions, precisely the values under it or the 

values to the left. 

Researchers also look at the cross-loading value in table 4 below to assess 

discriminant validity. Good discriminant validity is defined as discriminant validity with 

a higher cross-loading value than other constructs.  

Table 4. Cross Loadings 
 

IK KU LK PK 
PK x 

IK 

PK x 

LK 

IK2 0.77 0.42 0.15 0.17 -0.25 -0.07 

IK3 0.81 0.43 0.19 0.21 -0.17 -0.07 

IK4 0.80 0.40 0.21 0.19 -0.19 -0.02 

IK5 0.76 0.36 0.16 0.19 -0.24 -0.04 

IK6 0.73 0.33 0.24 0.24 -0.27 -0.09 

IK7 0.80 0.56 0.35 0.16 -0.18 0.00 

IK8 0.79 0.56 0.31 0.26 -0.11 -0.01 

IK9 0.76 0.41 0.31 0.19 -0.21 -0.02 

KU1 0.45 0.76 0.42 0.23 -0.20 -0.26 

KU2 0.37 0.79 0.36 0.18 -0.06 -0.17 

KU3 0.58 0.80 0.43 0.24 -0.24 -0.12 

KU4 0.39 0.74 0.41 0.02 -0.06 -0.08 

KU5 0.39 0.78 0.38 0.15 -0.17 -0.24 

KU6 0.43 0.76 0.36 0.23 -0.15 -0.21 

LK10 0.24 0.34 0.76 0.05 -0.02 -0.05 

LK11 0.17 0.43 0.77 -0.00 -0.06 -0.10 

LK12 0.33 0.46 0.74 0.10 -0.13 -0.10 

LK14 0.21 0.35 0.75 0.15 -0.02 -0.21 

LK3 0.29 0.37 0.73 0.08 -0.14 -0.13 

LK7 0.27 0.44 0.81 0.11 0.04 -0.14 

LK8 0.22 0.35 0.78 0.05 0.03 -0.08 
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Table 4. Cross Loadings (continuous) 
 

IK KU LK PK 
PK x 

IK 

PK x 

LK 

LK9 0.17 0.37 0.80 0.06 0.02 -0.09 

PK1 0.30 0.23 0.08 0.87 -0.02 0.02 

PK10 0.27 0.20 0.13 0.91 -0.11 -0.05 

PK11 0.24 0.18 0.07 0.88 -0.07 -0.02 

PK12 0.22 0.12 -0.01 0.82 0.03 -0.03 

PK2 0.10 0.22 0.04 0.73 -0.08 -0.04 

PK3 0.18 0.14 -0.03 0.84 -0.11 0.05 

PK4 0.22 0.26 0.11 0.90 -0.11 0.04 

PK5 0.20 0.10 0.06 0.82 -0.07 0.07 

PK6 0.28 0.25 0.16 0.85 -0.00 0.07 

PK7 0.18 0.11 006 0.84 -0.09 0.00 

PK8 0.21 0.22 0.10 0.87 -0.03 0.00 

PK9 0.22 0.17 0.09 0.91 -0.10 -0.06 

PK x IK -0.25 -0.20 -0.05 -0.07 1.00 0.49 

PK x 

LK 
-0.05 -0.23 -0.15 0.01 0.49 1.00 

 Source: Primary Data Processed, 2024 

The table indicates that discriminant validity has been achieved. It is indicated by 

the cross-loading indicator on the construct (shown by the bold value), which exceeds the 

cross-loading value of other constructs. 

It is possible to see the evaluation of the inner model by looking at the goodness of 

fit and the direct and indirect effect tests. Figure 1 below provides a visual representation 

of the outcomes of the inner model evaluation conducted for this study. 

 

Figure 1. Inner Model Evaluation 
Source: Primary Data Processed, 2024 
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The results of the test can be seen in table 6 below : 

Table 6. Mean, STDEV, T-Values, P-Values 

 Original 

Sample 

(O) 

Sample 

Mean 

(M) 

Standard 

Deviation 

(STDEV) 

T statistics 

(|O/STDEV|) 
P-Values 

IK -> KU 0.44 0.44 0.07 6.22 0.00 

LK -> KU 0.34 0.33 0.09 3.77 0.00 

PK -> KU 0.09 0.09 0.09 0.97 0.33 

PK x IK -

> KU 
0.01 0.02 0.09 0.17 0.86 

PK x LK -

> KU 
-0.14 -0.11 0.12 1.20 0.23 

  Source: Primary Data Processed, 2024 

Table 6 indicates that the P value for Financial Inclusion's impact on MSME 

Performance is 0.00, less than 0.05, showing that Financial Inclusion influences MSME 

Performance. Increasing financial inclusion will improve the performance of MSMEs in 

the Sleman area. Financial literacy substantially impacts the performance of MSMEs in 

the Sleman region, as evidenced by the P value of 0.00. The improvement of financial 

literacy positively impacts the performance of MSMEs.  

The study outcomes showed that the P-value for Financial Management was 0.33> 

0.05, indicating that financial management did not affect MSME Performance in the 

Sleman Regency area. The study results indicated that the P value of Financial 

Management as a moderator of Financial Inclusion on MSME Performance is 0.86, 

beyond 0.05, signifying that management does not influence Financial Inclusion on 

MSME Performance in the Sleman Area. The P Value for Financial Management's 

moderation of Financial Literacy on MSME Performance is 0.23, beyond 0.05, indicating 

that Financial Management does not moderate the effect of Financial Literacy on MSME 

Performance in Sleman Regency. 

The Effect of Financial Inclusion on MSME Performance 

According to the study's findings, financial inclusion affects the performance of 

MSMEs in Sleman Regency. Effective financial inclusion can enhance the performance 

of MSMEs in Sleman Regency, Yogyakarta. Financial inclusion allows MSMEs to obtain 

better financing, such as bank loans or other financial institutions, to support business 

operations and development. Access to financial institution services helps MSMEs 

manage business risks. Utilization of service facilities and the Internet makes it easier to 

transact with customers and business partners. With financial inclusion, MSMEs can 

reduce dependence on more expensive or unstable informal financing sources. Financial 

inclusion can spur increased business profits; for example, with easy access to financing, 

it can spur additional business capital and increase the quantity and quality of production. 

Financial inclusion also helps in reducing financing from more expensive informal 

financing sources. The results of this study are supported by previous studies such as 

Martono & Febriyanti (2023), Sanistasya et al. (2019), and Yanti (2019), which state that 

Financial Inclusion has a positive influence on MSME performance. The study results by 

Putri et al. (2024) also show that financial inclusion positively affects the performance of 

MSMEs in Indonesia. The research of Septiani & Wuryani (2020) shows that financial 

inclusion positively affects the performance of MSMEs in the Sidoarjo region. The 

utilization of financial services provided by financial institutions for MSMEs is beneficial 
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in supporting their business performance so that it can improve the welfare of the owners, 

which will continue economic growth. 

Financial literacy and inclusion are closely related and influence each other in the 

financial management of Micro, Small, and Medium Enterprises (MSMEs). The synergy 

of these two aspects enhances the capacity of MSMEs to access, manage, and utilize 

financial services to support the development and sustainability of their businesses. A 

comprehensive comprehension of financial concepts encourages MSME actors to be 

more active in utilizing formal financial services. This will encourage MSMEs to 

understand financial products and financial decision-making and increase accessibility to 

business credit. 

The Influence of Financial Literacy on MSME Performance 

The study findings indicate that Financial Literacy influences MSME Performance 

in Sleman Regency, Yogyakarta. Enhanced financial knowledge among MSMEs 

correlates with improved performance. Financial literacy impacts MSME owners' ability 

to make monthly budgets, financial reports, strategies to minimize financial risks and 

financial planning. SME owners with sound financial literacy can monitor cash flow and 

manage working capital more effectively. Financial literacy helps MSMEs understand 

and utilize financial products such as loans or investments to support operations. SMEs 

that understand finance can better plan expansion, product diversification, or innovation. 

Understanding financial principles effectively mitigates the risk of waste and guarantees 

that resources are utilized to their full potential. According to Sanistasya et al. (2019), 

Sari (2020), and Yanti (2019), the performance of micro, small, and medium-sized 

enterprises is positively influenced by financial literacy. The performance of MSMEs in 

Indonesia is also influenced by financial literacy, as demonstrated by the study results of 

Putri et al. (2024). The findings of this study are also corroborated by the research of 

Kasenda & Wijayangka (2019), which demonstrates that financial literacy influences the 

performance of MSMEs in the Rancaekek and Cileunyi Regions. Thorough 

comprehension of financial principles mitigates the risk of waste and guarantees that 

resources are utilized to their full potential. This underscores the significance of 

enhancing financial literacy either through training or workshops. Financial inclusion and 

financial literacy interact and influence each other. Enhanced access to financial services 

can augment the comprehension and proficiency of MSMEs in financial management. 

SMEs can get education from financial institutions and adopt fintech. Then, micro, small, 

and medium-sized enterprises (MSMEs) have easier access to financial services. They 

are more likely to be exposed to a broader range of financial management topics, 

eventually improving their financial literacy. 

The Influence of Financial Management on MSME Performance 

Based on the study's findings, one conclusion that can be reached is that the 

performance of micro, small, and medium-sized enterprises (MSME) is not affected by 

financial management. This may be because MSME actors in Sleman Regency, 

Yogyakarta, have not fully implemented financial management correctly and relevantly. 

Financial inclusion and financial literacy are other elements that exert a more substantial 

impact on financial performance. Any MSME actors do not yet have an adequate 

accounting system in Financial Management; financial practices are carried out manually 

and are not consistent. The low knowledge of financial management makes its impact feel 

unfelt. Any micro and small-scale MSME actors focus on survival rather than optimizing 

financial management. Although the findings of this study indicate that financial 

management does not significantly impact MSME performance, this does not reduce the 
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importance of sound financial management as part of healthy business practices. The 

study's findings are supported by previous studies conducted by Romero & Desiyanti 

(2023), which stated that financial management does not contribute significantly to 

MSME performance. The findings of this study are additionally corroborated by Bene et 

al. (2024), who showed that financial management behavior does not affect the 

performance of MSMEs in the Alok Timur District. The findings of this investigation 

contradict the research of Anggriani et al. (2023), who showed that Financial 

Management hurts MSME Performance in Dompu Regency. Mali's (2023) research also 

shows that management affects the performance of MSMEs in the Yogyakarta Culinary 

Sector. Financial Management of MSME businesses is generally still limited to simple 

recording, such as cash in and out, which does not significantly impact MSME 

performance. Ayem & Wahidah (2021) stated that the low quality of MSME financial 

reports in Sleman Regency causes the information presented to be irrelevant or 

misleading, so it cannot be relied on in managerial decision-making. This results in 

financial management being ineffective in improving MSME performance. According to 

Nenta & Astuti (2023), other actors, such as financial literacy, capital, and product 

innovation, influence MSME performance more in Sleman than in financial management. 

Good financial literacy allows MSME actors to make more appropriate financial 

decisions, while access to capital and the ability to innovate in products can directly 

improve business performance. Even though financial management is implemented, if it 

is not done correctly or does not match the specific needs of MSMEs, its impact on 

performance may be minimal. Lack of training or understanding of effective financial 

management practices may be the cause. 

Financial Management Moderates Financial Inclusion on MSME Performance 

The investigation's findings hint that Financial Management does not mediate the 

relationship between financial inclusion and MSME performance. Instead, financial 

inclusion directly influences MSME performance without dependence on Financial 

Management. Ease of access to credit and financial services has provided direct benefits 

to MSME actors, such as increased working capital. Many MSME actors do not yet have 

the skills or sound systems to utilize management optimally. Business actors still consider 

capital to be more important than financial management. Therefore, although financial 

management does not have a moderating effect in this study, it is still recommended that 

business actors improve their financial management capacity to derive the maximum 

benefit of financial inclusion. Although financial management did not find a moderating 

effect in this study, financial management is still important as a good business practice. 

This study's results shed light on the relationship between financial inclusion, financial 

management, and micro, small, and medium-sized enterprises (MSME) performance. The 

findings of this study align with the research conducted by Nengsih et al. (2022), Hervina 

(2022), and Anggriani et al. (2023), which states that financial management in MSMEs 

is critical and contributes to MSME performance. Until now, financial management has 

not yet been understood and is rarely used by MSME actors. This aligns with the research 

results, which state that MSME actors have not utilized financial management optimally. 

Research by Martono & Febriyanti (2023) and Telaumbanua et al. (2024) shows that 

financial inclusion and sound financial management can improve MSME performance. 

This aligns with the notion that individuals involved in a company must continuously 

strive to enhance their skills and capabilities. 

For financial management, it is important to make the most of the opportunities 

presented by financial inclusion. Therefore, although financial management does not have 
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a moderating effect in this study, it is still recommended that business actors increase 

their financial management capacity to utilize financial inclusion more optimally. 

Financial Management Moderates Financial Literacy on MSME Performance 

According to this research, Financial Management does not moderate Financial 

Literacy on MSME Performance. Financial management does not strengthen or weaken 

this relationship. This is because the impact of financial literacy on financial performance 

is direct, without requiring additional influence from financial management. SMEs 

already have financial literacy knowledge but do not apply it consistently in managing 

their businesses. Micro and small business actors consider MSME performance more 

determined by capital factors than financial management. 

Additionally, micro, small, and medium-sized enterprises (MSME) actors in the 

Sleman Regency of Yogyakarta have a fundamental understanding of financial literacy. 

However, they lack the resources and procedures necessary for efficient financial 

management. A clear indication of this is that the number of workers responsible for 

financial management is insignificant. Most employees are intended for production 

activities. High financial literacy is more related to direct strategic decisions without 

being moderated by the Financial management of their business.  

This discovery is consistent with the research conducted by Musthafa et al. (2023), 

which indicated that although financial literacy is essential, many MSME actors do not 

yet have the resources or systems to implement effective financial management. This is 

consistent with the finding that MSME actors understand the basics of financial literacy 

but lack adequate financial management implementation. According to Aditia et al. 

(2023), micro, small, and medium-sized enterprises (MSMEs) can boost their company 

performance by integrating financial literacy with effective financial management. 

Although financial literacy directly impacts the process, implementing good financial 

management remains crucial to achieving optimal performance. Rumain et al. (2021) 

discovered that financial literacy and financial management significantly impact the 

performance of MSMEs in Malang City. Understanding and implementing sound 

financial management can enhance the overall performance of MSMEs. Eniola & 

Entebang (2017) highlighted that financial literacy contributes considerably to business 

decision-making, but without sound financial management system support, MSMEs 

remain vulnerable to financial instability. This contradicts the current study's findings, 

which state that financial literacy directly impacts without the need for moderation by 

financial management. 

Meanwhile, Adomako et al. (2016) emphasized that the relationship between 

financial literacy and business performance can depend on the context of the business 

environment. Financial management is vital in optimizing financial literacy in some 

conditions, especially in more developed MSMEs. However, in MSMEs still in the early 

stages or micro, the capital and operational aspects are more dominant than formal 

financial management. This study provides implications that financial literacy is 

important to be applied directly in business decision-making, even if formal financial 

management is not always carried out. 

 

 

CONCLUSION 

 

The study's results indicate that financial literacy affects the financial performance 

of Sleman Regency. Financial inclusion affects the financial performance of MSME 
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actors in the Sleman Regency. Financial management does not affect the financial 

performance of MSME actors in the Sleman Regency. Financial management does not 

strengthen financial literacy on financial performance. Financial management does not 

strengthen financial inclusion in the financial performance of MSME actors in the Sleman 

Regency. The findings of this study underscore the importance of enhancing financial 

literacy by establishing organizations that offer training and mentorship opportunities. 

These programs aim to raise awareness of the dangers that arise from a lack of financial 

literacy, such as improper management of debt or inappropriate investment choices. t is 

important to seek information about financial products that suit business needs. This study 

is limited to various internal elements influencing MSME performance; thus, additional 

research is necessary to uncover external determinants. External determinants that can be 

considered for further research include marketing access, government support, business 

competition, regulations and policies, economic conditions, and social and cultural 

environments. 
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