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Abstract  

Digital financial literacy has become a vital factor for the sustainability and performance of small and medium-

sized enterprises (SMEs) in an increasingly digital economy. This study examines the impact of Digital 

Financial Literacy (DFL) on SME performance in Laos, with a particular focus on the mediating role of 

Financial Self-Efficacy (FSE). The main research question explores how digital and financial skills, combined 

with confidence in financial management, drive business outcomes. Data were collected through a survey of 151 

SME owners in Laos and analyzed using Partial Least Squares Structural Equation Modeling (PLS-SEM) with a 

hierarchical component model (HCM) approach. The results indicate that DFL significantly enhances SME 

performance, both directly and indirectly through increased FSE. These findings underscore the importance of 

integrated policies that promote both digital finance skills and financial self-efficacy among entrepreneurs to 

foster SME growth and success. 
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1. Introduction 

 

The digital revolution is reshaping the entrepreneurial landscape, transforming how businesses operate and 

manage their financial resources. Digital Financial Literacy (DFL) has emerged as a critical competency for 

Small and Medium-sized Enterprises (SMEs) in today’s dynamic financial environment (Awinja & Fatoki, 2021; 

Ratmono et al., 2023). According to Prasad et al. (2018), Lyons & Kass-Hanna (2021), and Morgan et al. (2019), 

DFL refers to the capacity to comprehend, manage, and effectively use digital financial technologies such as 

online banking, digital payments, and mobile money. DFL enhances financial decision-making, boosts 

operational efficiency, and creates new growth opportunities for SMEs, which often face challenges such as 

limited access to capital, resource constraints, and competitive market pressures. 
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SMEs play a vital role in economic development, contributing significantly to employment, innovation, and 

economic output. In Laos, SMEs account for 99% of registered businesses and 82% of total employment, 

highlighting their critical importance (World Bank, 2024). However, SMEs in Laos continue to face significant 

challenges, including limited access to finance and insufficient financial and digital literacy (World Bank, 2024). 

Recognizing these challenges, the Government of Laos has prioritized digital finance and financial literacy as 

key drivers of SME development. The National Digital Economy Development Plan (2021–2025) promotes 

mobile and electronic banking services to expand financial inclusion, aligning with the nation’s goal of 

increasing the digital economy’s GDP contribution from 3% to 10% by 2040. 

 

The government’s focus on financial education and digital adoption is further reflected in its national strategies. 

The 8th National Socio-Economic Development Plan (NSEDP) 2016–2020 emphasized mobile banking and 

digital financial services to improve SME access to finance (NSEDP, 2016), while the 9th NSEDP (2021–2025) 

promotes digitalization in public governance to modernize financial services and support SME resilience 

(NSEDP, 2021). These policy directions underscore the importance of DFL in equipping SMEs with essential 

skills for business sustainability. 

 

Integrating digital finance into SME operations offers substantial benefits, from improved financial stability to 

enhanced economic growth. DFL, which merges financial and digital literacy, is crucial for SMEs to leverage 

digital finance services, expand market reach, and build resilience (Kulathunga et al., 2020; Weerakoon & 

Anuradha, 2024). However, many SMEs struggle to adopt digital finance due to limited DFL skills. As 

Ravikumar et al. (2022) argue, even financially literate individuals may struggle to fully benefit from digital 

financial services without adequate digital skills. Therefore, DFL, which integrates both financial and digital 

competencies, has become a prerequisite for SMEs engaging in digital finance. 

 

Nevertheless, DFL alone may not be sufficient to drive SME performance. Its impact often depends on 

entrepreneurs’ confidence in applying financial knowledge effectively a concept known as Financial Self-

Efficacy (FSE). Rooted in Bandura’s (1997) self-efficacy theory, FSE refers to an individual’s belief in their 

ability to manage financial resources and navigate financial challenges. Entrepreneurs with high FSE are more 

likely to apply financial literacy effectively, take calculated financial risks, and make informed business 

decisions (Mindra & Moya, 2017; Herawati et al., 2020). Conversely, those with low FSE may hesitate to 

engage with digital finance, thereby limiting the potential benefits of DFL on SME performance. 

 

While the role of DFL in enhancing business performance is widely acknowledged, research examining the 

combined effect of DFL and FSE on SME success remains limited. Most studies examine financial and digital 

literacy separately, often overlooking their joint impact on SME financial decision-making. The COVID-19 

pandemic has accelerated digital finance adoption, yet much of the literature remains focused on defining and 

measuring DFL at the individual level rather than its implications for entrepreneurial outcomes. For instance, 

studies by Prasad et al. (2018) and Tony & Desai (2020) examined DFL in the context of household financial 

inclusion but did not explore its effects on SME growth and resilience. 

 

In the context of developing economies such as Laos, the intersection of DFL, FSE, and SME performance 

remains underexplored. Although there is growing literature on financial inclusion and digital finance at the 

macro level, little is known about how SMEs develop and apply DFL in daily business operations. Given Laos' 

early stage of digital finance adoption, SMEs face unique challenges including limited digital infrastructure, low 

levels of financial literacy, and a lack of confidence in using digital financial services (Morgan & Trinh, 2019). 

Therefore, understanding how DFL influences SME performance in Laos and the extent to which Financial Self-

Efficacy mediates this relationship becomes crucial for designing effective financial literacy programs and 

policy interventions that enhance entrepreneurial capacity and business sustainability. This study aims to 

examine the impact of DFL on SME performance in Laos, investigating how DFL shapes Financial Self-

Efficacy and, in turn, influences business outcomes, thereby offering insights to policymakers, educators, and 

financial institutions seeking to build a digitally and financially literate SME sector capable of driving 

sustainable economic growth. 
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2. Literature Review and Hypothesis Development  

 

2.1 Digital Finance literacy and SMEs performance  

 

The growing adoption of digital financial services has fundamentally transformed financial interactions, making 

digital financial literacy an essential competency for businesses. DFL is increasingly recognized as a critical skill 

in the modern economy, attracting the attention of entrepreneurs, financial institutions, and policymakers 

(Setiawan et al., 2022). The importance of DFL for SME performance has become particularly evident as digital 

transformation reshapes the business landscape. As financial transactions shift to digital platforms, traditional 

financial literacy must evolve to incorporate digital competencies such as online banking, mobile payments, and 

fintech applications (Kass-Hanna et al., 2022). 

 

Various scholars and institutions have defined DFL, emphasizing its role in financial decision-making and 

economic participation. Morgan & Trinh (2019) describe DFL as the ability to access and effectively use digital 

financial services, including knowledge of digital financial products, awareness of associated risks, and 

understanding risk management and consumer protection regulations. Abdallah (2024) defines DFL as an 

individual’s ability to understand, navigate, and utilize digital financial services, underscoring its role in 

enhancing financial inclusion. Lyons and Kass-Hanna (2021) highlight DFL as an individual’s capability to 

operate within digital financial environments, ensuring informed financial decision-making. The OECD extends 

this definition by incorporating the knowledge, skills, attitudes, and behaviors necessary for individuals to be 

aware of and safely use digital financial services and digital technologies, thereby contributing to their financial 

well-being (OECD, 2024). Similarly, Setiawan et al. (2022) indicated that DFL is the capacity to access and 

manage financial products and services using digital technologies, including mobile devices, computers, and the 

internet. 

 

Given these perspectives, DFL is best understood as a multidimensional construct integrating both financial and 

digital literacy, enabling individuals and businesses to effectively access, utilize, and manage DFS (Lyons & 

Kass-Hanna, 2021; Morgan & Trinh, 2019; Setiawan et al., 2022; Abdallah et al., 2025). According to Lyons 

and Kass-Hanna (2021), DFL consists of several key dimensions. Basic knowledge and skills include 

fundamental financial knowledge combined with the ability to use digital devices. Awareness involves 

understanding the availability and purpose of DFS. Practical know-how refers to the ability to navigate digital 

financial applications, conduct transactions, and manage digital payment errors. Decision-making focuses on the 

ability to use digital financial tools to improve financial behavior, such as responsible saving, borrowing, and 

investment decisions. Self-protection entails the knowledge and skills needed to safeguard against online scams, 

fraud, and other digital risks, including awareness of data privacy and security measures. 

 

By integrating financial and digital literacy, SMEs can significantly enhance their ability to leverage financial 

technology for improved efficiency, expanded financial access, and sustained business growth (Frimpong et al., 

2022; Hermawan et al., 2022). Research suggests that DFL plays a crucial role in helping SMEs adopt 

technology-driven financial solutions such as automated accounting, digital payment systems, and online 

financial management tools, thereby improving business performance (Kulathunga et al., 2020). 

 

Financial literacy enables SME managers to navigate financial decision-making, manage cash flow effectively, 

develop investment strategies, and mitigate risks (Fatoki, 2021; Lusimbo & Muturi, 2016). SMEs with higher 

financial literacy tend to make better financial decisions, maintain accurate records, and secure external funding 

more effectively (Agyapong & Attram, 2019). Eniola and Entebang (2017) emphasize that financial literacy 

enhances resource allocation, investment planning, and risk management, ultimately improving profitability and 

business expansion. Financially literate entrepreneurs are also better equipped to evaluate loan terms and manage 

debt strategically, increasing their access to credit. 

 

In addition to financial literacy, digital literacy further supports business competitiveness (Wirawan et al., 2021). 

For SMEs, digital literacy is crucial for using digital tools to enhance productivity, reach broader markets, and 
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build financial resilience. Studies have shown that digital literacy contributes to strategic planning, innovation, 

and adaptability, key elements for SME survival and long-term success (Wirawan et al., 2021; Zahoor et al., 

2023). Furthermore, Hermawan et al. (2022) note that digital literacy plays a crucial role in post-pandemic 

recovery, as SMEs are increasingly relying on e-commerce, digital banking, and fintech solutions.  

 

Overall, DFL plays a crucial role in enhancing SME performance by enabling entrepreneurs to make informed 

financial decisions, adopt digital financial tools, and access financial services efficiently (Ratnawati & Soelton, 

2022; Tuffour et al., 2022). Knowledge of digital financial services significantly boosts financial accessibility, 

allowing entrepreneurs to optimize business operations and enhance financial stability (Kuma et al., 2023). DFL 

enables businesses to expand their customer base, streamline transactions, and manage their finances more 

effectively (Abad-Segura & Gonzalez-Zamar, 2019; Yadav & Benerji, 2024). SMEs with higher DFL gain a 

competitive advantage by effectively leveraging digital financial tools and services (Hayati & Syofyan, 2021). 

Ratnawati and Soelton (2022) confirm that DFL has a significant positive effect on firm performance, as it 

enables business owners to understand and utilize digital financial products effectively. Based on this review, the 

study proposes the following hypothesis 

Hypothesis1: Digital Finance Literacy (DFL) has a significant positive impact on SME performance. 

 

2.2 Mediating Role of Financial Self-efficacy  

 

Financial Self-Efficacy (FSE) refers to an individual’s confidence in their ability to access and use financial 

products or services, make informed financial decisions, and effectively manage complex financial situations 

(Furrebøe et al., 2023). Grounded in Bandura’s (1991, 1997) social cognitive theory, FSE reflects an individual's 

belief in their capacity to succeed. Individuals with high self-efficacy believe they can tackle difficult tasks and 

overcome challenges. Self-efficacy plays a key role in setting goals, making investment decisions, persisting 

through obstacles, and recovering from adversity (Bandura & Wood, 1989). It is closely tied to an individual’s 

belief in their ability to perform specific tasks and achieve goals (Messikh, 2022). Those with stronger 

competencies, skills, and self-beliefs are more likely to act with autonomy and achieve long-term success 

(Newman et al., 2018). In entrepreneurial contexts, financial self-efficacy is particularly important, as it 

influences financial decision-making and ultimately contributes to SME performance in terms of profitability, 

growth, and entrepreneurial satisfaction (Veselinovič et al., 2020). 

 

Prior studies have demonstrated that FSE is a strong predictor of financial behavior. It influences individuals’ 

use of financial products, investment choices, and long-term financial well-being—all of which contribute to 

improved business performance (Farrell et al., 2016; Dare et al., 2022). Entrepreneurs with higher FSE are more 

likely to engage in proactive financial planning, take control of financial decision-making, and respond 

confidently to financial challenges (Asebedo & Seay, 2018; Farrell et al., 2016). In turn, this enhanced financial 

control can lead to improved performance outcomes in business settings (Farrell et al., 2016; Nguyen & Shafi, 

2021; Chong et al., 2021; Dare et al., 2022). 

 

Krueger and Brazeal (1994) emphasized that self-efficacy is fundamental to assessing entrepreneurial potential. 

In this context, financial literacy, particularly digital financial literacy, plays a critical role in shaping financial 

self-efficacy. By equipping individuals with relevant knowledge and skills, digital financial literacy builds 

confidence in managing financial resources (Newman et al., 2018; Lone & Bhat, 2022). While financial 

knowledge forms the foundation for sound financial decision-making, FSE determines how confidently 

individuals apply that knowledge in practice (Lone & Bhat, 2022). Together, financial literacy and self-efficacy 

are essential for navigating financial and economic challenges (Herawati et al., 2020). 

 

Mindra and Moya (2017) found that FSE fully mediates the relationship between financial knowledge, financial 

attitudes, and the ability to access formal financial services. Similarly, Noor et al. (2020) argue that individuals 

with higher financial knowledge and access to information exhibit greater confidence in making sound financial 

decisions. 
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Despite growing interest in financial self-efficacy, most research has centered on individual consumers and 

personal financial behavior (Gulati & Singh, 2024). There is limited exploration of how FSE influences financial 

decision-making in entrepreneurial settings. This represents a significant gap in understanding how FSE 

mediates the relationship DFL and SME performance, especially in contexts where entrepreneurs' confidence in 

financial management is crucial. 

 

This study proposes that DFL enhances financial self-efficacy by boosting entrepreneurs' confidence in 

managing finances and making informed business decisions. While DFL equips entrepreneurs with necessary 

financial and digital skills, FSE enables the effective application of those skills. Therefore, strengthening both 

DFL and FSE is essential to improving SME performance. 

 

Hypothesis 2: Financial Self-Efficacy has a significant positive impact on SME performance. 

Hypothesis 3: Digital Financial Literacy has a significant positive impact on Financial Self-Efficacy  

Hypothesis 4: Financial Self-Efficacy mediates the relationship between Digital Financial Literacy and SME 

performance. 

 

 
Figure 1: Conceptual Framework 

 

3. Methodology  

 

3.1 Sample Design and Data Collection 

 

The study focuses on entrepreneurs operating small and medium-sized enterprises (SMEs) in Laos. While PLS-

SEM generally requires a sample size that is at least 10 times the number of indicators for the most complex 

construct in the model (Peng & Lai, 2012), it is often recommended in PLS literature to use G* Power analysis 

to accurately determine the appropriate sample size (Hair et al., 2017; Hair et al., 2014). Consequently, the G* 

Power 3.1 software was employed to ensure the sample size met the necessary threshold. Based on the number 

of predictors, a minimum sample size of 68 respondents was calculated for a 95% confidence level (α = .05) and 

a power of 0.8. The study successfully collected data from 151 respondents, exceeding the minimum 

requirement. 

 

Data collection was conducted through a survey, with the entrepreneur acting as the primary respondent. This 

approach was chosen because entrepreneurs uniquely manage and operate their businesses, holding both 

ownership and decision-making authority. Their comprehensive role in driving profitability and growth makes 

them well-suited to provide relevant insights for the study's objectives. An online questionnaire, developed using 

Google Forms, was utilized for data collection. The survey questions were crafted based on measures refined 

from previous studies, with adjustments made to align with the characteristics of the target sample. To ensure 

content validity, the final questionnaire underwent pre-testing among both academics and non-participating 

entrepreneurs. The questionnaire was translated into Lao and subsequently back-translated into English by a 

different translator to ensure linguistic compatibility. A pilot study involving 20 entrepreneurs yielded 
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satisfactory results. Participation in the survey was entirely voluntary, and participants were assured that their 

responses would be treated confidentially and used solely for research purposes. 

 

3.2 Measurement of variable  

 

3.2.1. SMEs’ Performance 

 

This study employs subjective performance measures adapted from Fatoki (2018) and Tuffour et al. (2020), to 

evaluate SME performance. These measures are widely recognized in the literature for their reliability and 

practical relevance, particularly in contexts where objective financial data may be unavailable or inconsistent 

(Zulkiffli & Perera, 2011). As noted by Dess and Robinson (1984), subjective assessments of business 

performance exhibit a strong correlation with objective financial metrics, such as changes in return on assets and 

sales (revenues), over comparable periods. This correlation reinforces the validity of subjective measures as a 

dependable proxy for actual performance (Song et al., 2005). 

 

Subjective evaluations by the owner effectively capture overall business performance by reflecting key 

indicators such as profitability, market share, and growth. This alignment is well-documented in previous 

research (Dess & Robinson, 1984; Love et al., 2002; Fatoki, 2018; Tuffour et al., 2020), supporting the 

robustness of subjective measures in performance analysis. In this study, business owners assessed their firm's 

performance relative to competitors over the past three years. Responses were collected using a five-point Likert 

scale, ranging from 1 (much worse) to 5 (much higher). The survey covered five critical performance indicators: 

sales growth, market share, employee numbers, profitability, and return on assets. 

 

3.2.2. Digital Financial Literacy  

 

In this study, Digital Financial Literacy (DFL) is conceptualized as a Higher-Order Construct (HCM), as a 

reflective-formative higher-order model. The measurement of DFL is adapted from conceptual framework 

developed by Lyons & Kass-Hanna (2021), which was designed to address the growing need for individuals and 

businesses to understand and navigate digital financial tools in a complex, technology-driven financial 

environment. Their model views DFL as a multi-dimensional construct that combines traditional financial 

literacy with digital literacy, addressing both the knowledge and skills required to use digital financial products 

effectively and responsibly 

 

In this study, DFL adopted five core dimensions, including basic knowledge and skills, awareness, practical 

know-how, decision-making, and self-protection. DFL is measured through a Likert-scale questionnaire (1 = 

Strongly Disagree to 5 = Strongly Agree). 

 

3.2.3. Financial Self-Efficacy (FSE)  

 

In this study, Financial Self-Efficacy (FSE) refers to an individual’s confidence in managing financial resources, 

making financial decisions, and overcoming financial challenges in a business context. Recognized as a key 

psychological factor influencing financial behavior and outcomes, FSE is measured by adopting and adapting 

established scales from Lown (2011), Noor et al. (2020), Nguyen (2019), and Rothwell et al. (2018). This study 

employs a five-item Likert-scale questionnaire (1 = Strongly Disagree to 5 = Strongly Agree) to capture 

entrepreneurs' confidence in financial management and decision-making.  

 

3.3 Data Analysis 

 

In this study, data analysis was conducted using SmartPLS version 4.1.0.4, employing the Partial Least Squares 

Structural Equation Modeling (PLS-SEM) approach. PLS-SEM was selected for its flexibility, which makes it 

particularly suitable for exploratory research. This approach is well-regarded for its ability to investigate and 

develop hypotheses regarding relationships between constructs, providing a less restrictive modeling framework. 

Such flexibility is especially valuable when examining the relationship between DFL, FSE and SME 
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performance, as highlighted by Hair et al. (2017, 2019) and Ringle et al. (2015). Additionally, PLS-SEM does 

not require the data to follow a normal distribution, which simplifies the analysis by removing concerns about 

stringent normality assumptions. This feature ensures a more robust examination of the constructs (Ali et al., 

2016). 

 

For this research, the Hierarchical Component Model (HCM) was employed to simplify the structural model, 

thereby enhancing parsimony and interpretability (Hair et al., 2018). Specifically, a reflective-formative HCM 

was applied to the DFL construct, enabling the study to assess the impact of its five key dimensions: basic 

knowledge and skills, awareness, practical know-how, decision-making, and self-protection on SME 

performance. These dimensions serve as lower-order constructs (LOCs) within the higher-order construct (HOC) 

of DFL. One of the primary advantages of using PLS-SEM within this HCM framework is its capacity to 

accommodate both reflective and formative measurement models simultaneously, providing a nuanced 

representation of multidimensional constructs (Becker et al., 2012). The application of the HCM approach 

ensures a more parsimonious and theoretically coherent structural model, facilitating a clearer interpretation of 

how LOCs contribute to the HOC and, consequently, affect SME performance. 

 

To address measurement challenges associated with higher-order constructs in PLS-SEM, a two-stage disjoint 

approach was employed. In this setup, LOCs were modeled reflectively, while the HOC was modeled 

formatively. The two-stage approach effectively combines these distinct measurement models without distorting 

the structural relationships. In the first stage, LOCs such as basic knowledge and skills, awareness, practical 

know-how, decision-making, and self-protection were modeled reflectively, and their measurement properties 

such as convergent validity (assessed via factor loadings, composite reliability, and AVE) and discriminant 

validity (using the Heterotrait–Monotrait ratio, HTMT) were evaluated. The latent scores for the LOCs were 

then exported. 

 

In the second stage, the HOC (DFL) was modeled as a formative construct, with the latent scores of the LOCs 

used as indicators to assess its impact on FSE and SME Performance (Hair et al., 2021). Multicollinearity was 

assessed using Variance Inflation Factor (VIF) values, ensuring that all values were below the threshold of 3.3. 

The reflective and formative models were evaluated separately to ensure robust and reliable results. 

 

The second step of the PLS-SEM analysis involved a detailed examination of the associations within the 

structural model, putting the study hypotheses to the test at specified significance levels (Chin, 2009). Model 

estimation was performed using metrics such as R², Q². In the context of PLS-SEM, these metrics are essential 

for evaluating model fit, as they assess the model's explanatory power (R²) and predictive relevance (Q²) for the 

relationships between the variables under investigation (Hair et al., 2019). 

 

4. Finding  

 

4.1 Measurement Model Analysis 

 

In employing PLS-SEM, reliability is a necessary condition for validity. According to Hair et al. (2017), 

indicator reliability should be assessed to ensure how well each indicator reflects its associated construct. Factor 

loadings are commonly used for this purpose, with values of 0.7 or higher being ideal. However, for social 

science studies, factor loadings between 0.6 to 0.7 are considered acceptable (Hair et al., 2017). They also 

further state that if an indicator’s factor loading is below 0.5, it may be removed to improve model fit.  

 

Various methods were applied to assess the validity and reliability of the measurement model, covering internal 

consistency reliability, convergent validity, and discriminant validity (Hair et al., 2019). Convergent validity was 

determined through the Average Variance Extracted (AVE) values, following Henseler et al. (2015), with a 

recommended threshold of 0.50. Table 1: All AVE values exceeded the established threshold, indicating 

satisfactory convergent validity.  
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To evaluate internal consistency reliability, Cronbach's Alpha (CA) and Composite Reliability (CR) were 

employed. In this study, CA values for each case exceeded the threshold of 0.7 (CA>0.7) for each construct 

(Table 1), indicating acceptable internal consistency. Similarly, CR values above 0.70, as proposed by Hair et al. 

(2019), were considered satisfactory. The composite reliabilities of the different measures demonstrated that they 

met the prescribed threshold. 

 

Table 1: Measurement Model Analysis 

Latent Variable Item 
Outer 

loading 
VIF CA CR AVE 

Digital finance Knowledge and Skills 

(DFK) 

DFK1 0.622 1.16 

0.784 0.862 0.614 
DFK2 0.834 1.869 

DFK3 0.853 2.194 

DFK4 0.804 2.014 

Self-Protection (SP) 

SP1 0.882 1.852 

0.752 0.856 0.669 SP2 0.899 2.159 

SP3 0.648 1.317 

Practical know-how (PK) 

PK1 0.844 1.623 

0.71 0.821 0.537 
PK2 0.643 1.203 

PK3 0.775 1.484 

PK4 0.648 1.384 

Decision Making (DM) 

DM1 0.842 1.255 

0.713 0.833 0.63 DM2 0.674 1.627 

DM3 0.811 1.521 

Awareness (AW) 

AW1 0.795 1.491 

0.7 0.829 0.617 AW2 0.742 1.463 

AW3 0.818 1.249 

Financial Self-Efficacy (FSE) 

FSE1 0.654 1.395 

0.804 0.866 0.565 

FSE2 0.811 2.144 

FSE3 0.823 2.089 

FSE4 0.77 1.835 

FSE5 0.686 1.441 

Performance (PER) 

PER1 0.827 2.306 

0.842 0.888 0.616 

PER2 0.801 2.5 

PER3 0.827 2.782 

PER4 0.794 1.763 

PER5 0.662 1.375 

Source: Author’s construct from SmartPLS 4 

 

The Heterotrait-Monotrait Ratio (HTMT) assesses discriminant validity in PLS-SEM. The HTMT is regarded as 

a robust method for assessing discriminant validity in PLS-SEM (Hair et al., 2017). HTMT is calculated by 

taking the ratio of the average correlations between items across different constructs to the average correlations 

of items within the same construct (Hair et al., 2019). High HTMT values suggest potential issues with 

discriminant validity. When constructs in the path model are conceptually distinct, a lower threshold value of .90 

is recommended (Henseler et al., 2015). In this study, the HTMT values, as shown in Table 2, fall below this 

threshold, indicating satisfactory discriminant validity and suggesting that the constructs are sufficiently distinct 

from one another. 
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Table 2: Discriminant validity (Heterotrait-monotrait ratio (HTMT) Matrix) 

  

AW DFK  DM FSE SP PER PK 

AW 
              

DFK 
0.365             

DM 
0.197 0.194           

FSE 0.316 0.244 0.137         

SP 
0.218 0.836 0.171 0.352       

PER 
0.163 0.387 0.195 0.635 0.549     

PK 0.36 0.592 0.161 0.316 0.595 0.549   

Note: AW-Awareness, DFK-Digital Finance knowledge and skills, DM-Decision Making, SP-Self-Protection, FSE-Financial Self-Efficacy, 

PER-Performance 

Source: SmartPLS 4 

 

4.2 Assessment of structural model 

 

The structural model assessment examines the relationship between the latent constructs and evaluates the 

predictive value of the conceptual model (Hair et al., 2019). Bootstrapping was performed to examine the 

Structural Model which confirmed the relationship between NC and SME Performance with ER as a mediator. 

To detect the presence of collinearity within the model, a collinearity test was performed. The results of the 

variance inflation factor (VIF) scores ranged from 1.16 to 2.782 (table 1). VIF values below the threshold of 3.3 

do not indicate a significant issue (Hair et al., 2019). The coefficient of determination (𝑅2) was applied to 

measure the proportion of variance in the dependent variable explained by independent variables, reflecting the 

model’s explanatory power. Predictive relevance (Q²) assessed the model’s predictive accuracy, and the path 

coefficient were examined to determine the strength and significance of the relationship between constructs 

(Hair et al., 2017).  

 

 
Figure 2: Structure Model Assessment 

Source: SmartPLS4 

 

Table 3: Constructed model 

               R-square Q²predict 

PER 0.373 0.184 

FSE 0.207 0.221 

Source: SmartPLS 4 
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Chin (1998) suggests that R² values of 0.67, 0.33, and 0.19 correspond to substantial, moderate, and weak 

explanatory power, respectively. The findings indicate that the exogenous constructs in this study collectively 

explain 37.3% (Table 2) of the variance in the endogenous construct, SMEs' performance. This suggests that the 

model exhibits a moderate explanatory capability in line with Chin's (1998) criteria. Financial Self-Efficacy 

(FSE) R² is 0.207, indicating that 20.7% of the variance in FSE is explained by its predictors. Although lower, 

this R² still provides meaningful insights, suggesting a weak to moderate explanatory strength. 

 

A Q² value greater than zero indicates the model’s predictive relevance (Henseler et al., 2009). The Q² values 

obtained in this study, 0.308 for PER and 0.226 for FSE, are both greater than zero, confirming the model’s 

predictive relevance. This means the model not only explains a moderate portion of the variance but also can 

predict future outcomes with acceptable accuracy (Chin, 2010). 

 

4.3 Hypothesis Testing 

 

Table 3: Hypothesis Testing 

Hypothesis Path 
Path coefficient (β) T statistics  P values Result 

Direct effect  

H1 DFL -> PER 0.455 5.104 0.000 Support 

H2 FSE -> PER 0.318 2.754 0.006 Support 

H3 DFL -> FSE 0.397 3.889 0.000 Support 

Mediation effect          

H4 DFL -> FSE -> PER 0.145 2.381 0.017 Support  
Note: DFL=Digital finance literacy; FSE= Financial self-efficacy; PER=SMEs’ performance  

 

Hypotheses 1-4 were tested using path analysis to assess the significance of the relationships at a 5% 

significance level. As shown in Table 3, the findings support all four hypotheses (H1, H2, H3, and H4). 

 

H1: (DFL-> PER) is positive and statistically significant (β = 0.455, t = 5.104, p < 0.001), suggesting that SMEs 

with a higher level of DFL tend to exhibit better performance, likely due to their more effective use of digital 

finance services in their business operation. H2 (FSE -> PER) suggesting that financial self-efficacy has a 

significant positive effect on SME performance (β = 0.318, t = 2.754, p = 0.006). the finding indicates that 

entrepreneurs who are confident in their ability to manage financial task are more capable of managing business 

finances, which positively influences performance outcomes. H3: (DFL-> FSE) The results show a significant 

relationship between DFL and FSE (β = 0.397, t = 3.889, p < 0.001). This finding suggests that DFL not only 

directly contributes to the performance of SMEs but also enhances entrepreneurs' financial confidence, which is 

crucial for applying digital knowledge in practice. Finally, H4: (DFL -> FSE -> PER) the mediation effect is also 

supported. The indirect path from DFL to PER through FSE is significant (β = 0.145, t = 2.381, p = 0.017). This 

finding confirms that FSE partially mediates the relationship between DFL and SME performance. It suggests 

that while DFL directly enhances SME performance, it also does so indirectly by strengthening entrepreneurs' 

confidence in their financial capabilities. 

 

5. Discussion and Conclusion  

 

This study examined the impact of digital finance literacy on the performance of SMEs in Laos, which focuses 

on the mediating role of financial self-efficacy. The findings confirm that DFL significantly contributes to SME 

performance. Entrepreneurs equipped with strong digital financial literacy are better able to leverage financial 

technologies to streamline operations, enhance strategic decision-making, and access financial services more 

effectively. These results are consistent with previous studies (Kulathunga et al., 2020; Tuffour et al., 2022; 

Ratnawati & Soelton, 2022; Kuma et al., 2023), which demonstrated that DFL enables SME owners to 

understand and utilize digital financial products to drive business success.  
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The study also highlights the critical role of FSE as a psychological enabler of effective financial management 

within SMEs. Entrepreneurs with greater confidence in their financial capabilities are more likely to engage in 

proactive financial behaviors, such as risk assessment, financial planning, and strategic investment decisions 

(Lone & Bhat, 2022). This finding aligns with prior literature (Farrell et al., 2016; Mindra and Moya, 2017; 

Nguyen & Shafi, 2021; Dare et al., 2022), which emphasized the positive association between FSE, sound 

financial behavior, and business performance. 

 

Furthermore, the results reveal that DFL significantly enhances entrepreneurs' financial self-efficacy. This 

relationship suggests that as entrepreneurs acquire greater knowledge and experience with digital financial tools, 

their belief in their ability to manage financial responsibilities also increases. This finding is consistent with 

previous studies by Lone & Bhat (2022) and Herawati et al. (2020), who noted that the acquisition of financial 

knowledge and digital skills is fundamental to the development of financial self-efficacy.  

 

Finally, the study also confirms that FSE partially mediates the relationship between DFL and SME 

performance. This mediation effect suggests that while DFL provides entrepreneurs with the knowledge and 

skills needed to navigate digital financial environments, FSE empowers them to apply these capabilities 

effectively in business decision-making and eventually in business outcomes. Consistent with the findings of 

Mindra and Moya (2017) and Noor et al. (2020) 

 

5.1. Practical Implications  

 

The findings offer several important implications for practice. First, policymakers should prioritize the 

development of national programs that combine digital finance training with efforts to build financial self-

efficacy among entrepreneurs. Simply providing technical skills is insufficient without enhancing entrepreneurs’ 

confidence in applying them. 

 

Second, financial institutions and fintech companies should design user-friendly digital financial platforms and 

complement them with financial education initiatives aimed at SMEs. Third, SME support organizations and 

training institutions should integrate financial psychological components such as confidence-building and self-

efficacy exercises into digital finance literacy programs to ensure that knowledge is effectively translated into 

business action. 

 

5.2. Limitations and Future Study Directions  

 

While this study provides valuable insights into the role of Digital Financial Literacy and Financial Self-Efficacy 

in enhancing SME performance, it is not free of limitations. First, the study employs a cross-sectional design, 

which restricts the ability to infer causal relationships between DFL, FSE, and performance outcomes. 

Longitudinal studies are recommended to capture how digital financial competencies and self-efficacy evolve 

and influence business sustainability. Second, the model focused primarily on internal psychological (FSE) and 

knowledge-based factors (DFL), excluding other influential variables such as access to digital infrastructure, 

regulatory support, or entrepreneurial orientation. Future research could extend the model to include 

environmental or institutional variables to better understand the ecosystem shaping SME performance.  
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