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Abstract: Digital finance has significantly transformed the microentrepreneurs landscape,
particularly in developing countries. By leveraging digital platforms, these entrepreneurs can
manage their finances more effectively, access new markets, and integrate into the formal
economy. Digital finance can empower microentrepreneurs by providing them greater
financial autonomy, reducing their dependence on informal and often exploitative financial
arrangements, and offering them tools to better manage their business risks. This paper aims
to explore the factors that influence the adoption of digital finance among microentrepreneurs
by using a qualitative approach through content analysis. The findings show that digital
literacy and skills, trust, accessibility, perceived ease of use, financial literacy, social influence,
regulatory and cultural factors are the factors that influence the adoption of digital finance
among microentrepreneurs. Therefore, it is suggested that policymakers, financial institutions,
technology providers, and related organizations work together to create an enabling
environment that supports the adoption of digital finance, particularly for underserved and
vulnerable populations.
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1. Introduction

The global economy is increasingly driven by the dynamism of micro, small, and medium-
sized enterprises (MSMES), with microentrepreneurs constituting the backbone of this sector
in many developing countries. In Malaysia, according to the Department of Statistics, out of
1,101,725 MSMEs registered for business in 2023, around 69.7% or 767,421 were micro
businesses (DOS. 2023). Microentrepreneurs have a very important role in the national
economy, such as reducing unemployment and contribution toward gross domestic product
(GDP). Microentrepreneurs typically operate small businesses, often within the informal
economy, and are characterized by limited access to capital, markets, and formal financial
services. Despite their small scale, these entrepreneurs are pivotal to job creation, poverty
alleviation, and local economic development, especially in low-income communities where
they often serve as the primary source of employment and livelihood.

However, one of the most significant challenges microentrepreneurs’ faces is access to
traditional financial services (Trianto et al. 2023). Conventional banking systems tend to cater
to larger businesses with established credit histories and sufficient collateral, leaving
microentrepreneurs with limited access to essential financial services such as credit, savings,



insurance, and payment systems. This financial exclusion hampers their ability to grow, invest
in their businesses, and mitigate risks, thus limiting their potential to contribute fully to
economic development. The advent of digital finance has emerged as a transformative force
capable of addressing these challenges. Some previous studies have pointed out the importance
of technological adoption and capabilities for micro, small and medium enterprises particularly
in improving their competitiveness and performance (Duch-Brown et al., 2017; Papadopoulos
et al., 2020; Affandi et al., 2024; Savvakis et al., 2024).

Commencing with the global financial crisis spanning from 2007 to 2009, a multitude
of financial institutions initiated the implementation of digital technology for the facilitation of
cross-border payments, and the administration of customer accounts that sparked the
development of fintech (Suryono et al. 2020). The proliferation of such technological adoptions
has been notably accentuated during the period of the Covid-19 pandemic. The Covid-19
pandemic has led to a change in individuals' conduct as a result of limitations on movement
and lockdown measures, resulting in the enforcement of 'social distancing’. According to
Papadopoulos et al. (2020), there is an argument that digital technologies have gained increased
significance for Small and Medium Enterprises (SMES) in the context of Covid-19, particularly
in their operational processes. In a similar vein, Caballero-Morales (2021) demonstrates that
digital tools such as the internet and communication platforms (such as WhatsApp, ZOOM,
Skype) play a crucial role as the primary enablers for SMEs to sustain their networks and foster
innovation, ultimately aiding their survival both during and post the Covid-19 era.

Digital technology in finance has aided the rapid development of the financial sector
and contributed to high levels of financial inclusion especially in developing countries (Aziz
and Naima, 2021; Ozili, 2023). Digital finance has become a key tool for reducing social
inequality and promoting economic growth (Liu et al. 2022; Ozturk and Ullah, 2022). Digital
finance, which encompasses a range of financial services delivered through digital channels
such as mobile phones, the internet, and digital payment systems, offers a new pathway for
financial inclusion. By leveraging technology, digital finance can overcome traditional barriers
to financial services, providing microentrepreneurs with accessible, affordable, and efficient
financial solutions. This shift is particularly significant in regions where mobile phone
penetration is high, even in remote and underserved areas, creating opportunities for financial
services to reach previously excluded populations.

The adoption of digital finance among microentrepreneurs has the potential to
revolutionize the way they conduct business. It enables them to manage their finances more
effectively, access new markets, and integrate into the formal economy. Moreover, digital
finance can empower microentrepreneurs by providing them with greater financial autonomy,
reducing their dependence on informal and often exploitative financial arrangements, and
offering them tools to better manage their business risks. Previous studies showed that the
higher the adoption of digital among entrepreneurs, the more likely is their business
success (Arifin et al.,2023; Lex et al., 2020; Suminah & Anantanyu, 2020).

However, the adoption of digital finance is not without its challenges. It requires a
conducive ecosystem, including reliable digital infrastructure, financial literacy, trust in digital
platforms, and supportive regulatory frameworks. Moreover, factors such as technological
literacy, socio-cultural norms, and the perceived value of digital financial services play a
crucial role in influencing whether and how microentrepreneurs embrace digital finance.

This paper aims to explore the factors that influence the adoption of digital finance among
microentrepreneurs. The paper is divided into five sections. It starts with an introduction in
section one, followed by a literature review in section two. Section three explains the
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methodology and section four discusses the findings. The article ends with the conclusion in
section five.

2. Literature Review

Understanding Digital Finance in the Context of Microentrepreneurs

Artificial intelligence, big data, and digital technology have all become more popular academic
topics, resulting in the emergence of a new idea known as Fintech (Awotunde, 2021). Fintech
was changing the financial services landscape from physical to digital financial services.
Digital finance refers to the provision of financial services through digital channels, including
mobile phones, computers, and the internet. It is a process of using digital devices and digital
technology to acquire, use and distribute financial resources to economic agents such as
individuals, households, firms and government (Siddik & Kabiraj, 2020; Ozili, 2018). Digital
finance plays a key role in enhancing service efficiency and saving a large amount of
processing costs incurred by using traditional financial services (Koh et.al, 2018). The costs
related to transactions are reduced through the use of digital finance, as it helps conserve both
time and human resources. Therefore, it is crucial to assess the role of innovation in conjunction
with digital finance to promote the sustainable development of microenterprises in the digital
era.

Mobile money and payment such as Touch n Go, GrabPay, and BigPay allow
microentrepreneurs to send and receive payments, pay bills, and transfer money using their
mobile phones. These services are crucial for microentrepreneurs who may not have access to
traditional banking infrastructure. Mobile payments enable businesses to conduct transactions
with customers, suppliers, and partners, regardless of geographic location (Gherghina et al,
2020; Ozili, 2018). It encompasses various services such as digital payments, online lending,
mobile banking, crowdfunding, and insurance products. For microentrepreneurs, digital
finance offers a way to bypass traditional banking obstacles, enabling them to manage their
finances more effectively, access credit, and expand their businesses with lower transaction
costs (Mushtag & Bruneau, 2019). Amar et al. (2024) revealed that digital financial inclusion
(DFI) significantly aids micro enterprises in overcoming regulatory obstacles and managing
market externalities. It also highlights that factor such as internet access, education, and the
experience of the owner are crucial for enhancing DFI among these enterprises.

3.  Methodology

This study employs a purely qualitative approach, primarily using the exploratory method for
data collection, with references to sources gathered through library research. Content analysis
is employed to comprehensively review the literature related to the factors influencing the
adoption of digital finance among microentrepreneurs.

4.  Findings and Discussions

Factors Influencing the Adoption of Digital Finance

Based on the previous empirical studies, there are eight main factors that motivate the adoption
of digital finance among microentrepreneurs. The adoption of digital finance by
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microentrepreneurs is influenced by a complex interplay of factors. These factors range from
individual-level characteristics such as technological literacy and trust to broader contextual
elements like infrastructure availability and regulatory environment. Understanding these
factors is crucial for designing strategies that promote the effective use of digital financial
services among microentrepreneurs.

1. Technological/Digital Literacy and Digital Skills

Technological literacy refers to an individual's ability to effectively use digital tools, including
smartphones, computers, and digital platforms (Mohammadyari & Singh, 2015). Digital skills
and access to technology are vital in exploring important untapped areas relating to learning
and everyday life (UNESCO, 2017). For microentrepreneurs, technological literacy is a critical
determinant of digital finance adoption. Ghosh (2020) in his study found that
microentrepreneurs with higher levels of digital literacy are more likely to understand and
leverage digital financial services and utilize digital financial services such as mobile banking,
e-wallets, and online payment systems. Whereas Frimpong et al (2022) reported that access to
digital finance improve SME performance and using digital platforms to trade would boost
business performance in Ghana.

However, in many developing countries, a significant digital divide exists, especially
between urban and rural areas, as well as among different demographic groups. Rural
populations, older individuals, and those with lower levels of education often have limited
access to digital tools and training (Hilbert, 2011). For example, in Pakistan the people are
more inclined towards paper-based cash transactions than internet-based and mobile phone-
based banking transactions (Ullah et al., 2022). This digital divide can prevent
microentrepreneurs from adopting digital finance, as they may lack the skills to navigate these
platforms effectively. Bridging this gap through targeted digital literacy programs and training
initiatives is essential for fostering broader adoption of digital finance among
microentrepreneurs. Trinugroho et al. (2022) reveal that younger age, younger firm, higher
education, and availability of fast internet could be significant factors to increase the micro and
small firm's probability to adopt digital technology.

2. Trust and Perception of Security

Trust in digital platforms is another fundamental factor influencing the adoption of digital
finance. Trust encompasses the belief that digital financial services are secure, reliable, and
capable of protecting user data and funds. Microentrepreneurs need to have confidence in the
security of digital transactions to feel comfortable using digital financial services. Money is a
sensitive issue, therefore many previous research include security and trust dimensions
(Merhi et al., 2019). Trust is also one of the best predictors of intention to continue using digital
financial services (Jung et al, 2020). Individuals who feel more open to innovation or achieve
some enjoyment while using these types of solutions are more willing to use them
(Rahman et al., 2020), given the great impact of personal innovativeness and hedonic
motivations. In many developing countries, the regulatory frameworks that govern digital
financial services are still evolving, and there may be inadequate protections against fraud or
misuse of data (Mazer & McKee, 2017).

Asongu & Nwachukwu (2017) argued that concerns about fraud, cyber-attacks, and
data privacy are significant barriers to adoption, particularly in regions where incidents of
digital fraud are prevalent or where regulatory protections are weak. To build trust, it is crucial
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to implement robust regulatory frameworks that ensure the security of digital financial
transactions, as well as consumer protection policies that safeguard users' rights (Patel & Patel,
2018). Microentrepreneurs who are unfamiliar with digital technology may be particularly
wary of these risks, fearing that they could lose money or have their personal information
compromised. Educating microentrepreneurs about best practices for securing their digital
transactions can help mitigate fears and build confidence in these platforms.

3. Accessibility and Infrastructure

Accessibility to the necessary digital infrastructure, such as reliable internet connectivity,
mobile network coverage, and access to digital devices, is a prerequisite for the adoption of
digital finance. Rahman et al (2020) suggest the regulator needs to develop an infrastructure
that will address the safety concerns of consumers. In many developing countries, especially
in remote and rural areas, the lack of such infrastructure is a significant barrier. Without
consistent and affordable access to the internet, microentrepreneurs cannot fully utilize digital
financial services (Donovan, 2012).

The availability of mobile devices is also a critical component of accessibility. Mobile
phones, particularly smartphones, have become the primary means of accessing digital
financial services in many parts of the world. The utilization of mobile payment applications
that are supported by smartphones has facilitated the emergence of mobile financial services
(Laukkanen, 2016). However, the cost of acquiring and maintaining these devices can be
prohibitive for some microentrepreneurs, especially those operating on thin margins.
Therefore, efforts to improve digital infrastructure, reduce the cost of mobile devices, and
expand network coverage are vital to enabling the widespread adoption of digital finance
among microentrepreneurs.

4. Perceived Ease of Use and Usefulness

The perceived ease of use and usefulness of digital financial services are key determinants of
their adoption among microentrepreneurs. According to the Technology Acceptance Model
(TAM), an individual's intention to use a technology is influenced by their perception of how
easy it is to use and how beneficial it is to their activities (Davis, 1989). Neves et al (2023)
showed that the most important predictors of intention to use financial services overall are
dimensions from Technology Acceptance Models, such as attitude, perceived usefulness,
perceived ease of use, compatibility, and price value. Tiong (2020) revealed that a positive
relationship between perceived usefulness, perceived ease of use and social influence with
intention of adopting digital banking services in Malaysia. The findings of study also showed
that perceived ease of use is the most important predictor of Malaysian’s behavioural intention
to adopt digital banking services.

For microentrepreneurs, digital financial services must be intuitive and straightforward
to use, especially given their limited time and resources. Complex or cumbersome platforms
are likely to deter adoption. Additionally, entrepreneurs must perceive clear benefits from using
these services, such as time savings, cost reductions, and enhanced business efficiency. If
digital finance solutions can demonstrably improve business operations for instance, by
speeding up payments, reducing transaction costs, or improving financial record-keeping,
micro entrepreneurs are more likely to adopt them (Venkatesh, Thong, & Xu, 2012).

875


https://www.nature.com/articles/s41599-024-02856-2#ref-CR43

5. Financial Literacy

In the studies conducted by lzquierdo and Tuesta (2015),Frempong (2009), and Johri et al.
(2024) found that education stands out as an important driver for financial inclusion in
enterprises. Education motivates entrepreneurs and improves exploration, communication, and
foresight (Smallbone and Wyer, 2000). Financial literacy incorporates multiple dimensions,
where the focus can be on the knowledge itself and/or the ability to gain and use the knowledge
(Zait & Bertea, 2014). Financial literacy refers to the ability to understand and effectively
manage various financial aspects, including budgeting, saving, investing, and using credit. For
microentrepreneurs, financial literacy is crucial for making informed decisions about adopting
and using digital financial services. A lack of financial literacy can lead to mismanagement of
digital tools, resulting in financial losses and fostering mistrust in digital platforms (Xu & Zia,
2012).

Many microentrepreneurs, particularly those in low-income or rural areas, may lack
formal financial education. This can create a barrier to adopting digital finance, as they may
not fully understand how to use these tools to their advantage. Panos and Wilson (2020) found
that adults who do not have digital or financial literacy skills cannot use the digital financial
services effectively. Further, if individuals do not understand financial principles, they will not
be able to benefit from the increased access to financial information (World Bank, 2018).
Therefore, many studies have suggested a potential relationship between the adoption of digital
inclusive finance products and the individuals' knowledge of inclusive finance as well as
financial literacy (Aisaiti et al, 2019; Yang et al, 2023). Financial literacy programs aimed at
microentrepreneurs can play a significant role in promoting the adoption of digital finance by
equipping them with the knowledge and skills needed to manage their finances effectively
using digital platforms.

6. Social Influence

Social influence is defined as a person’s perception that most people who are important to them
think they should or should not perform the behavior in question (Fishbein and Ajzen, 1975).
Lyu et al. (2024) indicates that peers' participation choices in digital inclusive finance (DIF)
have a positive impact on the individual's participation choices in DIF, primarily through an
information transmission mechanism. Slade et al. (2015) and Jung et al. (2020) demonstrate
that social influence has a positive impact on individuals’ intentions to use mobile payment.
Similarly, social influence is a powerful driver of digital finance adoption among
microentrepreneurs. The decision to adopt new technologies is often influenced by the behavior
and experiences of peers, community leaders, and trusted advisors. When microentrepreneurs
observe the successful adoption of digital finance by their peers, they are more likely to follow
suit (Rogers, 2003).

Community-based training programs, where local entrepreneurs who have successfully
adopted digital finance share their experiences, can be particularly effective. These programs
leverage existing social networks to promote adoption, helping to build trust and reduce the
perceived risk of using new technologies. Additionally, endorsements from respected
community figures or influencers can encourage hesitant microentrepreneurs to explore digital
finance options.

7. Regulatory and Legal Environment
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The regulatory and legal environment plays a crucial role in shaping the adoption of digital
finance. Clear, consistent, and supportive regulations are necessary to foster trust and
encourage the use of digital financial services. In many developing countries, however,
regulatory frameworks may be underdeveloped or inconsistently enforced, leading to
uncertainty and reluctance among microentrepreneurs to engage with digital finance (Zins &
Weill, 2016).

Moreover, regulations that protect consumers and ensure fair practices in digital finance
are essential for building confidence among users. Inadequate consumer protection laws can
leave microentrepreneurs vulnerable to fraud or exploitation, deterring them from adopting
digital finance. Governments and regulatory bodies must work to create an enabling
environment that supports innovation in digital finance while safeguarding the interests of
users.

8. Cultural and Socio-Economic Factors

Cultural and socio-economic factors also influence the adoption of digital finance. In some
cultures, traditional methods of conducting business, such as cash transactions or reliance on
informal lending networks, are deeply ingrained and may be resistant to change. Socio-cultural
norms can also affect how financial services are perceived and used, particularly among women
entrepreneurs, who may face additional barriers due to gender roles and expectations (Suri &
Jack, 2016).

Additionally, socio-economic status influences access to digital tools and financial
services. Microentrepreneurs from lower-income backgrounds may lack the resources to invest
in the necessary technology or may prioritize immediate business needs over adopting new
financial tools. Addressing these cultural and socio-economic barriers requires tailored
interventions that consider the specific needs and contexts of different micro-entrepreneur
populations.

The Impact of Digital Finance on Microentrepreneurs

The adoption of digital finance can significantly impact the business operations and economic
well-being of microentrepreneurs. Digital finance platforms, such as peer-to-peer lending and
mobile-based credit services, provide microentrepreneurs with access to credit that would
otherwise be unavailable through traditional banking channels. These platforms often use
alternative credit scoring models, such as social media activity or mobile money transaction
history, to assess creditworthiness, enabling microentrepreneurs to obtain loans without the
need for collateral (Mazer & McKee, 2017). Access to credit can empower entrepreneurs to
invest in their businesses, purchase inventory, and expand their operations.

In addition, digital finance tools can streamline business operations by providing
entrepreneurs with efficient payment processing, inventory management, and record-keeping
solutions. Mobile money services, for example, allow microentrepreneurs to receive payments
quickly and securely, reducing the need for cash transactions and the associated risks (Jack &
Suri, 2014). Digital platforms also enable entrepreneurs to track their income and expenses
more effectively, leading to better financial management and decision-making.

One of the most significant impacts of digital finance is its ability to promote financial
inclusion. By providing microentrepreneurs with access to formal financial services, digital
finance can reduce reliance on informal financial systems, which are often expensive and
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unreliable. Financial inclusion enhances the resilience of microentrepreneurs, allowing them
to save, invest, and insure themselves against risks (Demirglc-Kunt et al., 2018). Moreover,
increased financial inclusion contributes to broader economic development by integrating more
individuals and businesses into the formal economy.

Digital finance has the potential to empower women microentrepreneurs by giving them
greater control over their finances and reducing their dependency on male-dominated financial
systems. Mobile banking, for instance, allows women to independently manage their money
and conduct transactions without needing to visit a bank branch, which may be socially
restrictive in certain cultures (Suri & Jack, 2016). This empowerment can lead to improved
economic outcomes for women and their families, contributing to gender equality and poverty
reduction.

5. Conclusion

The adoption of digital finance among microentrepreneurs is shaped by a variety of factors,
each of which plays a significant role in determining whether and how these entrepreneurs
engage with digital financial services. Technological literacy, trust, accessibility, and financial
literacy are among the most critical determinants, while social influence, regulatory
frameworks, and cultural factors also significantly impact adoption rates.

To promote the adoption of digital finance, it is essential to address these factors
through comprehensive strategies that include improving digital and financial literacy,
enhancing digital infrastructure, fostering trust through robust security measures, and creating
supportive regulatory environments. By doing so, stakeholders can help microentrepreneurs
leverage digital finance to grow their businesses, increase financial inclusion, and contribute
to broader economic development.

While the benefits are clear, the challenges and barriers to adoption must be addressed
to ensure that microentrepreneurs can fully realize the potential of digital finance.
Policymakers, financial institutions, technology providers, and related organizations must work
together to create an enabling environment that supports the adoption of digital finance,
particularly for underserved and vulnerable populations. By doing so, they can help unlock the
full economic potential of microentrepreneurs and contribute to more inclusive and sustainable
economic development.
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