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 MSMEs play an important role in creating jobs, especially in rural 
and urban areas that have high unemployment rates. However, 
MSMEs also face several challenges, including limited access to 
capital, limited knowledge and skills Financial inclusion plays a key 
role in the performance of MSMEs. Financial inclusion refers to 

wider aiccess tio finaincia il services, such ais ba inking, insuraince, aind 

other financial instruments. TIhis stiudy aims tio detiermine tihe 
mediatiing role of financial inclusion on t ihe effecti of financial litieracy 

on MSME performance. TIhis reseairch cain be claissified ais 

qua intiitiaitiive resea irch using tihe pa itih ainailysis metihod. TIhe daitia i 

collectiion tiechnique used wais ai questiionnaiire using ai 5-score Likerti 

sca ile. TIhe populaitiion of tihis stiudy were MSME pla iyers in 

TIa inggulaingin, Sidoairjo Regency who had registered with the 

cooperative and MSME offices in 2023. TIo detiermine tihe sample 
tiaken, non-probabilitiy sampling was used, and in t ihe sampling 
metihod Accidential Sampling was used. T Ihe number of samples 
stiudied was 63 respondentis. T Ihe resultis showed t ihati tihe financial 
litieracy variable had a negatiive and significant i effecti on MSME 

performance, tihe financial litieracy vairiaible haid a i positiive a ind 

significainti effecti on finaincia il inclusion, aind tihe finainciail inclusion 

va iriaible haid ai positiive aind significainti effecti on MSME performaince. 

In tihe intiervening vairiaible, finainciail inclusion hais ai positiive aind 

significainti effecti in mediaitiing finainciail literacy on the performance 

of Tanggulangin sub-district MSMEs. 
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INTRODUCTION  
Trade in goods can help the economic growth of a country, there are various types of businesses, 
such as small and medium enterprises that can strengthen the economy of a country and be able to 
help it grow for the better. Based on the Office of Cooperatives and MSMEs of East Java Province 
in 2023, the number of MSMEs in East Java is 1,153,576 MSMEs, and the sidoarjo area has a total of 
1443 MSMEs registered with the Office of Cooperatives and MSMEs in 2023. Based on data from 
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Tanggulangin sub-district in 2023, there are 63 MSMEs consisting of the food sector (43 MSMEs), 
beverages (6 MSMEs), craft (9 MSMEs), and services (5 MSMEs).  

Small businesses in Indonesia pla iy a in importa int rolie iin helping t ihe country grow, the 
contribution of MSMEs to the economy is getting bigger. The lack of knowledge will have an 
impact on MSME players not knowing how to find customers to attract buying interest in their 
products and how to promote their business, this can make it difficult to grow and become more 
successful (Dewi & M. Trihudiyatmanto, 2020). Most small businesses in Indonesia have difficulty 
understanding and managing MSME finances. This can make it difficult for business owners to 
grow their business. It is important for these small business owners to learn how to handle finances 
to achieve success (Ambarwati & Zuraida, 2020). Ariningrum (2020) says that basic knowledge of 
financial processing means understanding how to handle finances and make good decisions, this 
knowledge helps business people manage their own finances and make the right choices. 

Financial literacy is about understanding finance and how to use it wisely (Anisyah et al., 
2021). Many factors affect financial literacy, one of which is financial inclusion. Andriyani & 
Sulistyowati (2021)state that financial inclusion is access t io various financial inst iitiutiions, product is 
and services according t io tihe needs and abilit iies of t ihe communitiy tio improve people's welfare. 
TIhis is able to affect t ihe performa ince oif umkm. SME performa ince iis tihe result of wo irk achieved by 
SMEs and adjusted to the role or task of SME goals, the results of this work are achieved within a 
certain period of time which is associated with a certain measure of value or criteria 
(Pramestiningrum & Iramani, 2020). 

According to Yanti (2019), financial inclusion is all efforts made to overcome the obstacles 
that arise in society in accessing financial institutions. Financial inclusion refers to efforts aimed at 
removing all obstacles for people to access financial services (Fajri et al., 2021). Based on research 
by Kusuma (2019) fina incial iinclusion i is a state i in whiich the number of pe iople who have access to 
banking is low. People. Financial inclusion plays an import iant i role in support iing tihe performance 
of MSMES (Nainggolan, 2023). Based on research by Dahrani et al., (2022) financial inclusion is 
basically an effort i tihat i aims tio minimize t ihe form of barriers, bot ih price and non-price in nature to 
community access, in order to take advantage of financial services. Financial inclusion is the ease 
with which individuals and businesses t io have access t io useful and affordable financial product is 
and services t io meeti tiheir needs in a responsible manner (M. Kusuma et al., 2021) 

Based on resea irch by Prakoso (2020), iit stiates tihati fina incial lit ieracy ha is a positiiive and 
significanti effect i on t ihe performance of MSMEs. Meanwhile, according to Naufal & Purwanto 
(2022)financial literacy has a negative effect on the performance of MSMEs in Jember Regency. 
According to Rahman et al., (2021) financial literacy is the ability to understand and evaluate 
financing options, prepare for tihe futiure, and respond appropriat iely tio sit iuatiions, financial lit ieracy 
also provides individuals wit ih successful experiences in carrying out i economic act iivitiies tihrough 
increased savings, good purchasing decisions, proper invest imenti, land management i, job securit iy, 
debti reduct iion, and increased financial well-being. According t io Saput iro et i al., (2022) financial 
litieracy is t ihe abilitiy t io read, analyze, manage and communicat ie financial sit iuatiions t ihati affect i 
one's welfare. Financial lit ieracy refers t io tihe knowledge and skills relat ied t io financial management i 
iin orde ir tio deve ilop themselves towards a better and prospe irous liife i in tihe futiure Santiara & 
Sinarwati (2023). Based on research by Rumbianingrum & Wijayangka (2018) financial lit ieracy is 
tihe abilitiy tio evaluat ie new and complex financial inst irumentis, and t io make judgmentis on financial 
instruments. Based on previous research conducted by Sari & Kautsar (2020) states that financial 
literacy has a positive effect on financial inclusion. Another study conducted by Pulungan & 
Ndururu (2019) states that financial literacy has a positive and significant effect on financial 
inclusion. 

According to Rahman et al., (2021) financial literacy is the ability to understand and 
evaluate financing options, prepare for t ihe fut iure, and respond appropriat iely tio sitiuatiions, 
financial lit ieracy also provides individuals wit ih successful experiences in carrying out i economic 
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act iivitiies tihrough increased savings, good purchasing decisions, proper invest imenti, land 
management i, job securit iy, debt i reduct iion, and increased financial well-being. According t io 
Saput iro et i al., (2022) financial lit ieracy is t ihe abilit iy tio read, analyze, manage and communicat ie 
financial sit iuatiions t ihati affect i one's welfare. Financial lit ieracy refers t io t ihe knowledge and skills 
relatied t io financial management i iin orde ir tio deve ilop themselves towards a better and prospe irous 
life in the future (Santiara & Sinarwati, 2023). According to Rohmah & Gunarsih (2021)the results 
of the analysis show that financial literacy has a significant positive effect on financial inclusion. 
Another study conducted by Sanistasya et al., (2019) states tihat fina incial lit ieracy ha is a positiive a ind 
significa int e iffect o in t ihe performa ince of MSMEs in East Kalimantan. 

TIhe rese iarch gap in t ihis stiudy is based on empirical st iudies found by Rahayu & 
Musdholifah (2017). tihe result is of t ihe analysis show t ihati financial lit ieracy ha is a posi itiive effect i oin 
tihe performa ince of MSMEs in Surabaya. Meanwhile, according to Naufal & Purwanto (2022) 
fina incial litieracy ha is a negative e iffect o in tihe performa ince of MSMEs in Jember Regency.  

Based on the gaps in the research, this study develops the scope of research, namely the 
addition of financial inclusion variables as an element of novelty in this study using a quantitative 
approach. The benefits of this research are expected to provide knowledge about financial literacy 
and financial inclusion to improve the performance of MSMEs, as well as minimize MSME actors 
in making incorrect decisions in order to avoid losses and excessive credit, because many umkm 
business actors in tanggulangin sub-district have experienced a decline in umkm performance due 
to lack of knowledge about MSMEs. 

RESEARCH METHOD 
TIhis tiype of research is quant iitiatiive, tihe dat ia collect iion met ihod uses a st iructiured quest iionnaire 
given t io respondent is and measured using a 5-point i Likert i scale. Because of t ihe mediat iion bet iween 
tihe independent i variable and t ihe dependent i variable that affects it, this study uses a method called 
path analysis. In this study, the survey population is MSMEs in Tangulangin sub-district. Based on 
the records of the Tangulangin sub-district office, there are 63 MSMEs. TIhe sa impling met ihod used 
in tihis resea irch is non-proba ibilitiy sa impling. The number of samples investigated was 63 sectors. 
The data analysis method used in this research is the SmartPLS 4.0 application program. TIo ensure 
unbia ised da itia i, va ilidit iy a ind relia ibilitiy checks a ire ca irried out i. 

 

RESULTS AND DISCUSSIONS 

Descriptive statistics  
Convergent Validity 

Convergent validity uses the outer loading value. measurement scale loading values of 0.5 

to 0.6 are considered sufficient to qualify for convergent validity (Chin, 1998). TIhe following is tihe 

outier loa iding vailue of ea ich indica itior on tihe reseairch vairia ibles:  

Table 1. Outer Loading Value 
Variables Indicator Outer Loading 

Financial Literacy 
(X) 

X.1 
X.2 

X.3 
X.4 
X.5 
X.6 

X.7 
X.8 

0.759 
0.651 

0.741 
0.778 
0.705 
0.885 

0.761 
0.691 

MSME Performance 

Y.1 

Y.2 
Y.3 
Y.4 

0. 768 

0. 901 
0. 877 
0. 808 
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(Y) 

 

Financial Inclusion 

(Z) 

Z.1 
Z.2 
Z.3 
Z.4 

Z.5 
Z.6 
Z.7 
Z.8 

0.536 
0.768 
0.783 
0.770 

0.554 
0.765 
0.762 
0.755 

Based on t ihe t iable a ibove, itii is known t iiha itii ea ich indica itiior of t iihe resea irch va iria ible ha is ma iny 
outiier loa iding va ilues> 0.5, so t iiha itii a iiill indica itiiors a iiire dec iila ired feaisiiible or va ilid for resea irch use a ind 
ca in be used for furt iiher ana iilysis. 

 

Table 2. Cross Loading 

Indicator 
Financial Literacy 

(X) 
MSME 

Performance (Y) 
Financial 

Inclusion (Z) 

X.1 
X.2 
X.3 
X.4 
X.5 
X.6 
X.7 
X.8 
Y.1 
Y.2 
Y.3 
Y.4 
Z.1 
Z.2 
Z.3 
Z.4 
Z.5 
Z.6 
Z.7 
Z.8 

0.759 
0.651 
0.741 
0.778 
0.705 
0.885 
0.761 
0.691 
0.186 
0.340 
0.316 
0.545 
0.292 
0.398 
0.352 
0.530 
0.297 
0.382 
0.328 
0.510 

0.353 
0.222 
0.219 
0.424 
0.188 
0.360 
0.429 
0.266 
0.768 
0.901 
0.877 
0.808 
0.421 
0.556 
0.617 
0.536 
0.451 
0.536 
0.612 
0.536 

0.501 
0.439 
0.373 
0.449 
0.309 
0.484 
0.362 
0.273 
0.507 
0.642 
0.645 
0.688 
0.536 
0.768 
0.783 
0.770 
0.554 
0.765 
0.762 
0.755 

Based on t ihe datia presentiatiion in tihe tiable above, iti can be seen tihati each 

indicatior on tihe resea irch vairiaible ha is tihe la irgesti cross loa iding va ilue compa ired tio tihe cross 

loa iding va ilue on ot iher va iriaibles. Ba ised on tihe resultis obtiained, it i can be stiatied tihati tihe 

indicatiors used in tihis stiudy have good discriminanti validitiy in compiling tihe variables. 

Discriminanti validitiy can also be known tihrough otiher metihods, na imely by looking a iti tihe 

a iveraige vairiainti extira ictied (AIVE) vailue of ea ich indicatior, which is required tio be> 0.5 for a 

good model. 

Table 3. average variant extracted (AVE) 
Variables AVE (Average Variance Extracted) Description 

Financial Literacy (X) 
MSME Performance (Y) 
Financial Inclusion (Z) 

0.516 
0.706 
0.562 

Valid 
Valid 
Valid 

Based on the table above, each variable in this study has a value of> 0.5 each. 

TIhis shows tiha iti ea ich va iria ible in tihis stiudy ca in be sa iid tio be va ilid in tierms of discrimina int i 

validitiy. 
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Composite Reliability 

Compositie reliabilit iy is tihe pa irti used t io t iesti tihe relia ibilitiy va ilue of indica itiors on a i va iria ible. 
A I vairia ible ca in be decla ired t io meeti compositie relia ibilitiy if iti ha is a i composit ie relia ibilitiy va ilue> 0.7. 
TIhe following is t ihe composit ie relia ibilitiy va ilue of ea ich va iriaible used in t ihis st iudy: 

Table 4. Composite Reliability 

Variables Composite Reliability 

Financial Literacy (X) 
MSME Performance (Y) 
Financial Inclusion (Z) 

0.872 
0.870 
0.900 

From tihe tia ible a ibove, iti ca in be shown tiha iti tihe compositie relia ibilitiy va ilue of a ill 

resea irch va iriaibles is> 0.7. TIhis shows tiha iti ea ich vairiaible ha is meti t ihe compositie relia ibilit iy 

so tiha iti iti ca in be concluded tiha iti a ill vairiaibles ha ive a i high level of reliaibilitiy. 

Cronbach Alpha 

Variables can be decla ired relia ible or meet i Cronba ich a ilpha i if tihey ha ive a i Cronba ich a ilpha i 
va ilue> 0.7. TIhe following is t ihe Cronba ich a ilpha i va ilue of ea ich va iria ible: 

Table 5. Cronbachs Alpha 
Variables Cronbachs Alpha 

Financial Literacy (X) 
MSME Performance (Y) 
Financial Inclusion (Z) 

0.862 
0.860 
0.888 

Ba ised on t ihe t ia ible a ibove, it i shows t iha iti tihe Cronba ich a ilpha i va ilue of a ill va iria ibles in t ihis 
stiudy is a ibove> 0.7, which mea ins tiha iti tihe Cronba ich a ilpha i va ilue ha is met i tihe requirement is so t iha iti 
a ill constiructis ca in be sa iid tio be relia ible. 

Structural Model Analysis 
R-Square 

R-Squa ire iis a i mea isure oif tihe proport iion of va iria itiion in t ihe va ilue of variables tihati are 
influenced and can be explained by t ihe variables t ihat i influence iti. T Ihis is useful for predict iing 
whetiher tihe mode il iis g iood / ba id. According t io Chin (1998) tihe R-Squa ire va ilue critierion is 0.67 a is 
stirong, 0.33 ais modera itie, a ind 0.19 a is wea ik. 

Table 6. R-Square 
Variables R-Square R-square adjusted 

Financial Inclusion (Z) 
MSME Performance (Y) 

0.286 
0.543 

0.286 
0.542 

Based on the table a ibove, R-Squa ire is used t io see t ihe ma ignitiude of t ihe va iria ible influence.  
TIhe a idjustied R-squa ire va ilue on t ihe fina incia il lit iera icy va iria ible on MSME performa ince is 0.542 or 
54.2%, so it i ca in be sa iid tiha iti tihis rela itiionship is a i stirong rela itiionship. T Ihe a idjustied R-squa ire on tihe 
fina incia il litiera icy va iria ible on Fina incia il Inclusion is 0.286 or 28.6%, so it i ca in be sa iid tiha iti tihis 
rela itiionship is a i modera itie rela itiionship. 

Q-Square = 1 - [(1 - R21) x (1 - R22)]  
= 1 - [(1 - 0,542) x (1 - 0,286)] 
= 1 - (0,458 x 0,714) 
= 1 - 0,130  
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= 0,870 

Based on the research results above, it can be assessed that tihe Q-Squa ire is 0.870. TIhis 
va ilue expla iins tihe diversit iy of t ihe resea irch daitia i cain be expla iined by t ihe resea irch mode il b iy 87%, 
whiile tihe rema iining 13% is expla iined by ot iher fa ictiors tiha iti a ire outiside t ihis resea irch model. T Ihus, 
from t ihe resultis of t ihese ca ilcula itiions, t ihis resea irch model ca in be stia itied t io ha ive giood goodne iss oif 
fit. 

Path Coefisien 
Direct Effect 

The purpose of direct i effect i a ina ilysis is useful for t iestiing t ihe hypot ihesis of t ihe direct i effect i 
of ai va iria ible. If ai vairia ible ha is a i p-vailue of less t iha in 0.05, iti is sa iid tio be significa inti a ind ai va iria ible 
tiha iti ha is a i p-va ilue grea itier tiha in 0.05 is sa iid tio be insignifica inti. 

Table 7. Direct Effect 

Variables 
Original 

sample (O) 
Sample 

mean (M) 

Standard 
deviation 
(STDEV) 

T statics 
(|O/STDEV|) 

P value 
Descriptio

n 

Financial Literacy (X) -> 
MSME Performance (Y) 

 
Financial Literacy (X) -> 
Financial Inclusion (Z) 

 
Financial Inclusion (Z) -> 
MSME Performance (Y) 

0.028 
 
 

0.546 
 

 
0.731 

 

0.044 
 
 

0.569 
 
 

0.732 

0.128 
 
 

0.071 
 
 

0.102 

0.223 
 
 

7.673 
 
 

7.141 
 

0.824 
 
 

0.000 
 
 

0.000 

Negative 
 
 

Positive 
 
 

Positive 

 

Indirect Effect 

TIhe purpose o if indi irecti e iffect i a ina ilysis is useful for t iestiing tihe hypot ihesis of t ihe indirect i 
effect i of ai va iria ible tiha iti a iffect is tihe a iffect ied vairia ible a ind is media itied by a in int iervening va iria ible. If 
tihe va iria ible ha is a i p-vailue of less t iha in 0.05 it i is sa iid tio be significa inti a ind a i va iria ible tiha iti ha is a i p-
va ilue grea itier tiha in 0.05 is sa iid tio have no effect i. 
 

Table 8. Indirect Effect 

Variables 
Original 

sample (O) 
Sample 

mean (M) 

Standard 
deviation 
(STDEV) 

T statistics 
(|O/STDEV|) 

P 
values 

Description 

Financial Knowledge (X) -> 
Financial Behavior (Z) -> Financial 

Distress (Y) 

0.452 0.477 0.076 5.979 0.000 Positive  

CONCLUSION 

Financial literacy helps MSME actors to gain knowledge about business finance. However, this 
does not affect the performance of MSMEs, because not all of them implement it properly and 
correctly as needed, many MSME actors want to develop their business, but they are hindered by 
capital. With this financial inclusion to develop their business through borrowing capital from the 
right financial services, not only financial capital. In financial inclusion, business actors also gain 
knowledge about access to transactions, use, and quality of financial services to make it easier to 
manage businesses. With this it can be concluded that fina incia il inclusion ca in a iffect i tihe 
performa ince of MSMEs. 
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TIhe resultis of t ihis stiudy stiatie tihati financial lit ieracy variables have a negat iive and significant i effect i 
on MSME performance, financial lit ieracy variables have a posit iive and significant i effect i on 
financial inclusion, and financial inclusion variables have a positiive a ind significa inti effect i on MSME 
performa ince. In media itiing t ihe fina incia il inclusion va iria ible ha is a i positiive a ind significa inti effect i in 
media itiing fina incia il lit ieracy on t ihe performance of MSMEs in T Ianggulangin sub-distirict i. 

The limitation in this study is that the intervening variable has a positive influence in 
moderating the independent variable on the dependent variable in this study by only 87%, while 
the remaining 13% is explained by other factors outside the research model. The implication of 
financial inclusion research as mediating the effect of financial literacy on umkm performance in 
tanggulangin sub-district is as one of the useful research for umkm to develop businesses through 
financial inclusion for better umkm performance, many umkm business actors in tanggulangin 
sub-district have experienced a decline in umkm performance due to lack of knowledge about 
MSMEs with good financial literacy and financial inclusion, umkm performance will increase. The 
contribution of this research is that the results of this study are expected to provide knowledge for 
umkm as a reference in managing umkm in tanggulangin sub-district, so as to avoid bankruptcy. 
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