
MSW MANAGEMENT -Multidisciplinary, Scientific Work and Management Journal 

ISSN: 1053-7899 

Vol. 36 Issue 1s, 2026, Pages: 3218-3221 

3218 

  
      

  
 

https://mswmanagementj.com/ 

“Digital Payment Adoption and Financial Performance of Retail MSMEs: An Empirical Study on Profitability, Efficiency, and 

Customer Engagement 
 

Rashid Mazhar, Research Scholar, Department of Business Management, Integral University, Lucknow, India. 

Dr. Mohd Ariz Siddiqui, Assistant Professor, Department of Business Management, Integral University, Lucknow, India. 

Dr. Iram Fatma Al Ansari, Head, Department of Accounting, Sultan Qaboos University, Muscat, Oman 

                                                            Corresponding Author: arizmohd@iul.ac.in 

 Abstract 
The rapid diffusion of digital payment technologies has significantly transformed the operational and financial landscape of Micro, Small, and 

Medium Enterprises (MSMEs), particularly in the retail sector. This study examines the impact of digital payment adoption on financial 

performance among retail MSMEs, focusing on profitability, operational efficiency, and customer engagement. The research is based on 

primary data collected from 395 MSME owners using a structured questionnaire.The study employs statistical tools such as reliability analysis, 

descriptive statistics, normality testing, ANOVA, Chi-square, and regression analysis. The findings reveal that digital payment adoption has a 

strong positive influence on business performance, improving transaction efficiency, enhancing customer convenience, and increasing revenue 

streams. The results also indicate that digital payments reduce cash-handling costs and improve transparency.However, challenges such as 

cybersecurity concerns, limited digital literacy, and infrastructural gaps continue to affect adoption levels. The study highlights that structural 

factors such as education and business size significantly influence adoption behaviour, whereas demographic factors have a limited impact.The 

study concludes that digital payment systems serve as a critical enabler of financial inclusion and business growth in the MSME sector. The 

findings provide important insights for policymakers, financial institutions, and business practitioners aiming to accelerate digital 

transformation. 
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1. INTRODUCTION 

The MSME sector plays a vital role in economic development by contributing to employment generation, innovation, and inclusive growth, 

especially in developing economies (Ayyagari et al., 2018). Within this sector, retail MSMEs form a significant segment due to their direct 

interaction with consumers and their contribution to local economic ecosystems. 

Traditionally, retail MSMEs have relied heavily on cash-based transactions, which often result in inefficiencies such as lack of transparency, 

higher transaction costs, and limited scalability. However, the emergence of digital payment systems, including mobile wallets, UPI, and QR-

based payments, has transformed transaction processes and improved financial efficiency (Donovan, 2012). 

Digital payments enable faster transactions, reduce dependency on cash, and improve record-keeping, thereby enhancing business performance. 

Moreover, they contribute to financial inclusion by integrating small businesses into formal financial systems (Suri & Jack, 2016). Despite 

these advantages, adoption remains uneven due to factors such as digital literacy, infrastructure limitations, and security concerns (Kumar et 

al., 2020).This study aims to examine the impact of digital payment adoption on financial performance among retail MSMEs, with a focus on 

profitability, efficiency, and customer engagement. 

2. LITERATURE REVIEW 

The role of Micro, Small, and Medium Enterprises (MSMEs) in economic development has been widely acknowledged in academic 

literature. MSMEs contribute significantly to employment generation, industrial diversification, and inclusive economic growth, particularly 

in emerging economies (Beck et al., 2015). Their flexibility and adaptability enable them to respond effectively to changing market conditions, 

making them essential drivers of local and regional development. Moreover, MSMEs play a crucial role in promoting entrepreneurship and 

innovation, thereby strengthening economic resilience (Ayyagari et al., 2018). 

In recent years, the emergence of digital payment systems has transformed financial transactions within the MSME sector. Digital payments, 

including mobile wallets, Unified Payments Interface (UPI), and card-based transactions, have improved the accessibility and efficiency of 

financial services. These systems reduce transaction costs, enhance transparency, and facilitate faster payment processing, thereby improving 

business operations (Demirgüç-Kunt et al., 2018). Additionally, digital payments contribute to financial inclusion by integrating small 

businesses into formal financial networks and enabling access to credit and other financial services (Donovan, 2012). 

The adoption of digital technologies in MSMEs is closely linked to improvements in business performance. Technology adoption enables 

firms to streamline operations, enhance productivity, and improve decision-making processes. The Technology Acceptance Model (TAM) 

suggests that perceived usefulness and ease of use are critical factors influencing the adoption of digital systems (Venkatesh et al., 2012). In 

the context of MSMEs, digital payment systems provide practical benefits such as reduced cash handling, improved accounting practices, and 

enhanced customer convenience, which collectively contribute to improved financial performance. 

Customer engagement has also been significantly influenced by the adoption of digital payment technologies. Digital transactions provide 

convenience, speed, and security, which enhance customer satisfaction and loyalty. Businesses that adopt digital payment systems are better 

positioned to meet evolving consumer expectations and provide seamless transaction experiences (Verhoef et al., 2021). This improved 

customer experience leads to increased sales and long-term business sustainability. 

Despite these advantages, several barriers continue to hinder the widespread adoption of digital payment systems among MSMEs. One of the 

primary challenges is the lack of digital literacy among business owners, which limits their ability to effectively use digital technologies. 

Additionally, concerns related to cybersecurity, data privacy, and fraud risks create hesitation in adopting digital payment systems (Kumar et 

al., 2020). Infrastructure-related issues, such as poor internet connectivity and limited access to digital devices, further restrict adoption, 

particularly in rural areas. 

Overall, the existing literature highlights that while digital payment adoption offers significant benefits in terms of efficiency, financial 

inclusion, and customer engagement, its impact is influenced by various technological, institutional, and behavioural factors. However, there 

remains a gap in empirical research focusing specifically on the relationship between digital payment adoption and financial performance in 

retail MSMEs. This study aims to address this gap by providing a comprehensive analysis of how digital payment systems influence 

profitability, efficiency, and customer engagement in the MSME sector. 

3. RESEARCH METHODOLOGY 

This section outlines the research design, data collection process, variables, and analytical techniques used to examine the impact of digital 

payment adoption on the financial performance of retail MSMEs. The methodology is structured to ensure reliability, validity, and clarity in 

addressing the research objectives. 

3.1 Research Design: The study adopts a quantitative, descriptive, and explanatory research design to analyse the relationship between 

digital payment adoption and MSME performance. A quantitative approach is appropriate as it allows for the measurement of relationships 
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between variables using statistical techniques. The descriptive component helps in understanding the characteristics and perceptions of MSME 

respondents, while the explanatory aspect focuses on identifying causal relationships between adoption and performance outcomes (Creswell, 2014). 

3.2 Data Collection and Sample: The study is based on primary data collected through a structured questionnaire designed on a 5-point 

Likert scale, ranging from strongly disagree to strongly agree. The questionnaire was distributed among retail MSME owners and managers. 

 Sample Size: 395 respondents  

 Sampling Technique: Convenience and purposive sampling  

 Target Respondents: Retail MSME owners and operators  

 Data Collection Method: Online and offline survey  

The sample size of 395 is considered adequate for statistical analysis and ensures representativeness of the study population (Hair et al., 2019). 

3.3 Variables of the Study: The study includes one dependent variable and multiple independent variables to examine their relationships. 

 Dependent Variable:  
o Financial Performance (profitability, sales growth, operational efficiency)  

 Independent Variables:  
o Digital Payment Adoption  

o Customer Engagement  

o Cost Efficiency  

o Security Concerns  

 Control Variables:  
o Age  

o Gender  

o Education  

o Business Size  

o Experience  

These variables are selected based on prior literature highlighting their relevance in influencing MSME performance and digital adoption 

(Venkatesh et al., 2012). 

3.4 Measurement Scale: All constructs were measured using multiple items adapted from existing studies. Responses were recorded using a 

five-point Likert scale. The scale was tested for reliability and validity to ensure consistency and accuracy of the data. 

3.5 Tools and Techniques Used 

The collected data were analysed using SPSS software, applying the following statistical techniques: 

 Reliability Analysis (Cronbach’s Alpha): To test internal consistency  

 Descriptive Statistics: To summarise respondent characteristics  

 Normality Test: To assess data distribution  

 ANOVA: To examine differences across demographic groups  

 Chi-square Test: To identify associations between variables  

 Regression Analysis: To measure the impact of independent variables on financial performance  

The study deliberately avoids complex modelling techniques such as SEM and focuses on simple and robust statistical methods for clarity 

and interpretability. 

.4. RESULTS AND DISCUSSION 

This section presents the empirical findings derived from the statistical analysis of data collected from 395 retail MSME respondents. The 

analysis includes reliability testing, normality assessment, descriptive statistics, and inferential techniques such as ANOVA, Chi-square, and 

regression analysis. The objective is to evaluate the impact of digital payment adoption on financial performance and related outcomes. 

4.1 Reliability Analysis 

Table 1: Reliability Statistics 

Cronbach’s Alpha No. of Items 

0.948 28 

The Cronbach’s Alpha value of 0.948 indicates excellent internal consistency, confirming that the measurement scale is highly reliable 

(Nunnally & Bernstein, 1994). 

4.2 Dimension-wise Reliability 

Table 2: Construct Reliability 

Construct Items Alpha 

Financial Performance 6 0.901 

Digital Payment Adoption 5 0.887 

Customer Engagement 5 0.872 

Cost Efficiency 4 0.854 

Security Concerns 4 0.821 

All constructs exhibit Cronbach’s Alpha values above the acceptable threshold of 0.70, confirming strong internal reliability (Hair et al., 2017). 

4.3 Normality Test 

Table 3: Normality Test Results 

Variable Statistic Sig. 

Age 0.842 0.000 

Gender 0.621 0.000 

Education 0.876 0.000 

Digital Literacy 0.695 0.000 

Experience 0.811 0.000 

All variables have significance values less than 0.05, indicating non-normal distribution. Therefore, robust statistical techniques are appropriate 

for further analysis (Field, 2018). 
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4.4 Descriptive Statistics 

Table 4: Summary of Descriptive Statistics 
Construct Mean Range Std. Dev Range 

Financial Performance 3.85–4.08 0.88–0.96 

Digital Payment Adoption 3.90–4.12 0.85–0.94 

Customer Engagement 3.88–4.05 0.87–0.95 

Cost Efficiency 3.76–3.98 0.90–1.02 

Security Concerns 3.60–3.85 0.95–1.10 

The mean values above 3.5 indicate a strong positive perception of digital payment systems among respondents. The highest mean score is 

observed for ease of transactions, while the lowest relates to security concerns, indicating an area of hesitation (Malhotra & Dash, 2016). 

4.5 Key High-Impact Indicators 

Table 5: Selected High-Impact Items 
Statement Mean 

Faster transaction processing 4.12 

Increased customer convenience 4.08 

Improved sales performance 4.05 

Reduced cash handling cost 3.98 

These findings indicate that respondents strongly agree that digital payments improve operational efficiency and customer experience. 

4.6 ANOVA Results 

Table 6: ANOVA Analysis 
Variable F-value Sig. (p-value) Result 

Age — >0.05 Not Significant 

Gender — >0.05 Not Significant 

Education — <0.05 Significant 

Business Size — <0.05 Significant 

Experience — >0.05 Not Significant 

The results indicate that education and business size significantly influence digital payment adoption, whereas demographic factors such 

as age and gender do not show significant impact. This suggests that structural factors are more critical determinants of adoption (Gefen et al., 

2003). 

4.7 Chi-Square Test Results 

Table 7: Chi-Square Analysis 
Relationship Chi-square p-value Result 

Adoption → Financial Performance — <0.001 Significant 

Customer Engagement → Performance — <0.001 Significant 

Cost Efficiency → Performance — <0.001 Significant 

The Chi-square results confirm a strong association between digital payment adoption and financial performance. The significance level (p < 

0.001) indicates that the relationship is statistically robust (Agresti, 2013). 

.8 Regression Analysis 

Table 8: Regression Results 
Model Variables R² Result 

H1 Adoption → Performance 0.684 Supported 

H2 Customer Engagement → Performance 0.701 Supported 

H3 Cost Efficiency → Performance 0.653 Supported 

H4 Combined Model 0.914 Supported 

The regression analysis demonstrates strong explanatory power. Digital payment adoption explains 68.4% of the variation in financial 

performance, while the combined model explains 91.4%, indicating a highly predictive framework (Wooldridge, 2015). 

5. FINDINGS AND DISCUSSION 
The findings of the study provide clear evidence that digital payment adoption plays a significant role in improving the financial performance of retail MSMEs. 

The results indicate that businesses adopting digital payment systems experience enhanced operational efficiency, improved customer engagement, and better 
financial outcomes. These findings align with the broader understanding that digital transformation contributes to business modernization and competitiveness. 

 The analysis reveals that digital payment adoption significantly improves financial performance, particularly in terms of revenue 

growth and transaction efficiency. MSMEs using digital platforms are able to process transactions faster and maintain accurate 

financial records, which enhances overall business productivity (Bharadwaj et al., 2013).  

 Another important finding is the strong impact of customer engagement on business performance. Digital payment systems provide 

convenience and flexibility to customers, leading to improved satisfaction and repeat transactions. This enhanced interaction between 

businesses and customers strengthens long-term relationships and supports revenue stability (Lemon & Verhoef, 2016).  

 The study also highlights that cost efficiency is a key benefit of digital payment adoption. Reduced cash handling, lower transaction 

costs, and improved operational processes contribute to increased profitability. MSMEs are able to optimize their resources and 

improve financial management practices through digital systems (Brynjolfsson & McAfee, 2014).  

 Despite these advantages, the findings indicate that security concerns remain a significant challenge. Issues related to data privacy, 

fraud risks, and cyber threats create hesitation among MSME owners. These concerns suggest the need for stronger security 

frameworks and awareness programs to build trust in digital payment systems (Kshetri, 2017).  

 The results further demonstrate that structural factors such as education and business size significantly influence adoption, while 

demographic variables such as age and gender have limited impact. This suggests that knowledge, access to resources, and 

organizational readiness play a more critical role in technology adoption than personal characteristics (Zhu et al., 2006).  

 Additionally, the combined analysis shows that digital payment adoption, customer engagement, and cost efficiency collectively form a strong 
predictive model for financial performance. This indicates that the benefits of digital adoption are multidimensional and interrelated, rather than 
isolated effects (Porter & Heppelmann, 2014).  

Overall, the discussion confirms that digital payment systems act as a strategic enabler for MSMEs by improving efficiency, enhancing customer experience, 

and supporting sustainable business growth. However, the presence of security and infrastructure-related challenges highlights the need for policy support and 
technological improvements to maximize the benefits of digital transformation. 

6. CONCLUSION, IMPLICATIONS AND FUTURE RESEARCH DIRECTIONS 
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The study concludes that digital payment adoption has emerged as a significant driver of financial performance among retail MSMEs. The findings demonstrate 
that the integration of digital payment systems enhances transaction efficiency, improves customer experience, and contributes to revenue growth. By reducing 

reliance on cash-based transactions, MSMEs are able to achieve greater transparency, better financial management, and improved operational effectiveness. 

These outcomes indicate that digital payment technologies are not merely supportive tools but essential components of modern business practices. 

 The study confirms that digital payment adoption leads to improved business performance, particularly through faster transactions and enhanced 

financial control. This transformation enables MSMEs to operate more efficiently and respond effectively to market demands (Laudon & Laudon, 
2020).  

 It is also evident that customer-centric benefits play a crucial role in driving adoption, as digital payments provide convenience, accessibility, and 
improved service quality. These factors strengthen customer relationships and support long-term business sustainability (Chaffey, 2015).  

 However, the study acknowledges that challenges such as security risks and infrastructure limitations persist, which may hinder the full potential of 
digital transformation. Addressing these challenges is essential to ensure inclusive and widespread adoption.  

6.1 Implications 

The findings of the study offer important implications for policymakers, practitioners, and financial institutions. 

 Policymakers should focus on strengthening digital infrastructure and promoting digital literacy programs to enhance adoption among MSMEs. 
Improved access to technology will enable businesses to fully leverage digital payment systems (OECD, 2019).  

 Financial institutions and fintech providers need to develop secure, user-friendly, and cost-effective digital payment solutions that cater to the 
specific needs of small businesses. Enhancing trust and reducing transaction complexity will encourage wider adoption (Gomber et al., 2017).  

 MSME owners should recognize the strategic importance of digital payments and invest in technology adoption to improve competitiveness and 
efficiency. Embracing digital transformation can lead to sustainable growth and long-term success.  

6.2 Future Research Directions 

The study provides several avenues for future research to further explore the role of digital payment systems in MSME development. 

 Future studies can conduct longitudinal research to examine the long-term impact of digital payment adoption on business performance and 
sustainability.  

 Comparative studies across different sectors and regions can provide deeper insights into sector-specific adoption patterns and challenges.  

 Researchers may also explore the integration of advanced technologies such as artificial intelligence and blockchain in digital payment systems 
to understand their impact on efficiency and security.  

 Additionally, future research can focus on consumer perspectives and behavioural factors, which play a crucial role in shaping digital payment 
adoption and usage. 
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