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ABSTRACT 

This paper explores the financial capability (DFC) of Gen Z in 

the digital era. Given the rise of digital financial service use 

during COVID-19, many individuals still lack the necessary skills 

to manage their finances effectively. The objective of this paper 

is to examine whether digital financial literacy (DFL) has a 

significant impact on DFC, with the mediation of digital financial 

attitude (DFA), financial self-efficacy (FSE), and digital skills (DS). 

An exploratory was employed, with 98 valid responses from 

Gen Z participants collected via Google Form. The data were 

analyzed using Partial Least Squares Structural Equation 

Modeling (PLS-SEM). The results indicate that DFL has a 

significant positive effect on DFA and FSE, which in turn 

positively influence DS. Moreover, DS is found to significantly 

enhance DFC, establishing the importance of digital skills in the 

financial domain. These findings underscore the necessity of 

integrating digital financial education and skills training into 

programs targeting Gen Z. The study highlights the crucial link 

between financial literacy and capability in the digital age, 

suggesting avenues for future research and policy 

development to enhance financial inclusion and literacy.  
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INTRODUCTION 

Technology has become a prominent part of human activities and business industries in 

this age, particularly because it brings positive development and aids in accomplishing difficult 

tasks (Lesmana et al., 2024). As technology advances rapidly, it emerges as an essential 

foundation for the nation‘s economic growth (Nurhayani et al., 2024). Nonetheless, the COVID-19 

outbreak played a significant role in expanding the accessibility and utilization of digital financial 

services (DFS) (Uthaileang & Kiattisin, 2023). Demirgüç-Kunt et al. (2022) highlighted that 20% of 

adults in developing economies made a merchant payment digitally, two-fifths of which did so 

for the first time. Under this circumstance, mobile applications have been mostly used to 

perform financial transactions to reduce physical contact during offline transactions. 

Subsequently, the spread of other DFS, namely online loans, online investments, e-money, 

neobanks, and others, has escalated (Ignatyuk et al., 2020). 
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Indonesia is evidence of these changes and is now a nation that has turned digital wallet 

usage into a trend (Nurhayani et al., 2024). 63.6 million, or 25.6% of Indonesians, use mobile 

wallets as of 2020 (Boku, 2021). The Central Bank of Indonesia (BI, 2021) reported an increase in 

the year-on-year volume of e-money and digital banking transactions in May 2021 by 57.38% and 

56.49%, respectively. Furthermore, the Financial Services Authority (OJK, 2022) showed an 

increase in Indonesia‘s financial inclusion index to 85.10%, while only 49.68% of Indonesians are 

financially literate. With half the population of Indonesia still lacking financial literacy, their 

aptitude could be affected. Scholars revealed that financial knowledge positively correlates with 

the ability to efficiently perform financial tasks, thus indicating financial capability as an outcome 

of financial literacy (Tahir et al., 2021). For instance, online loans and investments are notoriously 

misused by people. Gen Z and Millenials are vulnerable to online loans and fraudulent 

investments due to their principles of you only live once (YOLO) in promoting consumptive 

behavior and fear of missing out (FOMO), which influence financial decision-making without 

having sufficient knowledge (Kurnia, 2024). Based on OJK‘s Information Technology-Based Joint 

Funding-Services Statistics (LPBBTI) statistics, Rp59.32 trillion of outstanding loans were received 

by personal borrowers in May 2024, with a group aged 19-34 dominating the outstanding loans 

at Rp28.6 trillion and non-performing loans (NPL) or 90 days overdue at Rp733 billion (OJK, 2024). 

In comparison to the 5-year prior data in May 2019, the total outstanding loans were only Rp8.31 

trillion (OJK, 2019). 

While research about financial literacy has been conducted multiple times in the past, the 

technological aspect, especially concerning capabilities, is still rarely present. Although financial 

literacy is useful, it is inadequate since participation in economic life also requires competency, 

which involves the ability and opportunity to act (Johnson & Sherraden, 2007; Sherraden, 2013). 

Yet, despite its importance in the economic sphere, financial capability has not been emphasized 

enough (Luo et al., 2021). Fortunately, it has begun to gain more attention recently (Parvathy & 

Kumar, 2022). Interestingly, amid this encounter, motivation serves as an interconnector 

between knowledge and aptitude in the context of finance. This argument can be supported by 

an earlier finding suggesting motivation to be a pivotal driving force in economic activity (Alkire & 

Deneulin, 2002), simultaneously highlighting its attempt to bridge these elements. In addition, 

alongside financial knowledge, attitude, and behavior, Parvathy & Kumar (2022) have included 

skills as another factor in characterizing financial capability and connecting a positive 

relationship with decision-making. Throughout the time of investigating this topic, several issues 

were found. First, Indonesia lacks the knowledge and ability in financial management. Most prior 

studies about financial literacy and financial capability were conducted in developed countries 

(Alessie et al., 2011; Atkinson et al., 2007; Lusardi, 2008; Taylor et al., 2011). Meanwhile, existing 

studies in Indonesia barely cover a wider problem, that is, the low financial capability compared 

to neighboring countries such as Malaysia, the Philippines, Thailand, and Vietnam (Lubis, 2021). 

Second, the traditional concept of financial literacy needs to be revisited to include digital 

literacy in this era (A. Lyons et al., 2019), seeing not everyone can take advantage of the full 

potential of incoming opportunities and benefits (Luo et al., 2021). Similar to the relationship 

between financial literacy and financial capability, digital financial literacy (DFL) alone would be 

insufficient if people lack the essential skills for practicing and accustoming themselves to digital 

finance (Luo et al., 2021), hence the need for users to accustom themselves to DFS (Aziz & 

Naima, 2021). Consequently, Azeez & Akhtar (2021) found that DFL benefits in promoting 

motivation by building confidence in financial management and decision-making. This paper has 

accordingly incorporated digital financial attitude (DFA) and financial self-efficacy (FSE) into the 

motivational aspect. Third, as Indonesia‘s financial inclusion index continues to soar, mobile 

phones are getting increasingly more relevant to ensure accessibility (M. Kim et al., 2018). 

However, the ease of access nature of mobile apps could be detrimental for users with poor 

skills, notably by triggering impulsive behavior when they are pressured, resulting in 

unsatisfactory outcomes (Panos & Wilson, 2020). Therefore, this study also seeks the necessity of 
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digital skills (DS) while aligning financial capabilities with evolving technology. Above all, this 

paper investigates the digital financial capability (DFC) of Gen Z in Surabaya, the most populated 

city in East Java, Indonesia. Zimerman (2011) categorizes Gen Z as digital natives, a term for 

people born after 1980, an era of internet, information, and technological advancement. As the 

second generation of digital natives, succeeding millennials, and as they make up the largest 

share of the population in the country by 27.94% (Badan Pusat Statistik, 2021), Gen Z should be 

more proficient than their predecessors. Nevertheless, a question emerges: why does DFC 

mostly remain absent in Gen Z in Indonesia? The purpose of this research is to find whether DFL 

has a significant effect on DFC while mediated by motivation and DS. Given the limited research 

focused on DFC in Indonesia, this study is among the first to address this gap. 

 

LITERATURE REVIEW 

ICM And KAB Theory 

This study uses the integrated change model (ICM) and the knowledge, attitude, and 

behavior (KAB) theory. ICM is a behavioral change model deriving from the attitude, social 

influence, and self-efficacy (ASE) model that integrates the theory of planned behavior, social 

cognitive theory, transtheoretical model, health belief model, and goal-setting model (Vries et al., 

2005). ICM progresses through three phases: pre-motivational or awareness, motivational, and 

post-motivational or action (Kasten et al., 2019). On the other hand, the knowledge, attitude, and 

behavior (KAB) approach assumes the idea that knowledge affects attitude, which in turn 

influences behavior (Schrader & Lawless, 2004). This theory is identical to Amagir et al.‘s (2020) 

research about financial knowledge, financial attitude, financial self-efficacy, and financial 

behavior. 

 

Digital Financial Literacy As Knowledge 

The idea of DFL originates from the combination of financial literacy and digital literacy 

(Yadav & Banerji, 2023). DFL is necessary for promoting successful and effective financial 

outcomes in the digital domain (Abdallah et al., 2024; A. C. Lyons & Kass‐Hanna, 2021; Prasad et 

al., 2018). The emergence of DFL is also supported by the fact that the Internet of Things (IoT) 

has been influencing financial activities recently (Hasan et al., 2023). While no formal definition of 

DFL has been widely accepted, Azeez & Akhtar (2021) and Kumar et al. (2023) correlate DFL with 

the knowledge utilization, awareness, and competence of an individual in managing digital 

financial products and digital financial risks. Financial management behavior is considered as 

one of the important concepts in the discipline of finance. According to financial behavior is 

related to a person's financial responsibility related to using his financial management methods. 

Financial responsibility is how the process of managing finances and assets is carried out 

productively. Financial behavior studies how social, cognitive and emotional factors influence 

individual economic decisions. 

As college students ought to engage in consumptive behavior and excessive spending, 

Respati et al. (2023) suggest that individuals must have solid financial literacy in order to 

influence their financial behavior in a favorable manner. Supporting this claim, a study by 

Carpena et al. (2011) found that financial literacy strongly influences awareness of financial 

choices and financial attitudes. Another study by Fessler et al. (2020) found a 13% positive effect 

on financial attitude as the mediator between financial knowledge and behavior. Apart from 

that, increased financial literacy also positively leads to greater FSE (Brüggen et al., 2017, as cited 

in Lone & Bhat, 2024).  

 

Digital Financial Attitude And Financial Self-Efficacy As Motivational Factors 

Financial attitude is an individual‘s opinion to agree or disagree with financial advice to 

some degree (Parrotta & Johnson, 1998). Moko et al. (2022) explain that a better financial 
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attitude ultimately leads to better behavior in financial management. Mutually, digital attitude, a 

person‘s belief to negatively or positively evaluate digital technology, implicitly directs action 

(Getenet et al., 2024). A survey revealed that technology motivates students to learn as it makes 

learning more interesting and independent (Ng, 2012). In line with this finding, Prior et al. (2016) 

underscore the importance of having a positive attitude toward digital technology. In conclusion, 

DFA can be referred to as one‘s mindset and emotion toward the use of digital financial services. 

On the other hand, self-efficacy is related to a person‘s perceived capability to control and 

influence their own parts of life (Nadeem et al., 2020). Consecutively, FSE is an individual’s 

confidence to manage their own finances effectively, reflecting their ability to sustain their 

desired lifestyle (Brüggen et al., 2017; Moreau et al., 2015). Individuals with strong FSE are more 

likely to use effective digital tools to improve their financial management. According to Lone and 

Bath (2024), being self-aware of their financial matters helps develop relevant skills and, in turn, 

boosts their confidence. Based on this study, the following hypotheses are proposed: 

 

Digital Skill 

Bouwmans et al. (2024) define DS as the capacity to carry out a task in a digital setting. DS 

is so crucial in this era that it has now become a part of SDG 4, specifically 4.4.1 (Montoya, 2018; 

World Bank Group, 2016). In line with this report, Zusrony et al. (2024) found an urgency to hone 

DS in a digital work environment. On the contrary, having the motivation to do so is challenging, 

especially with the right attitude (Trenerry et al., 2021). Fortunately, Caporarello et al. (2020) 

found that Gen Z is highly capable in this skill set. Simultaneously, students who are proficient in 

digital finance handle their money more carefully (Respati et al., 2023). Based on this study, the 

following hypotheses are proposed: 

 

Digital Financial Capability 

Financial capability is the capacity to manage financial resources to attain financial 

competency (Xiao et al., 2014), making an assumption that customers are financially literate to a 

degree (K. T. Kim et al., 2024). To have the appropriate capability, people need to understand 

beyond financial literacy and have access to financial products that allow them to make their 

financial decisions (Sherraden, 2013). This study focuses on DFC to adapt to the digitization of 

financial services. According to Wang (2024), the aspect of DFC is the ability to distribute digital 

finance resources. 

 

Figure 1 Conceptual Model 
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METHODS 

Procedure 

This study employed an exploratory quantitative approach to collect and analyze this 

research. A Hosmer–Lemeshow test with the unknown population formula was utilized to 

determine the minimum sample size needed to study Gen Z in Surabaya. The simple random 

sampling technique was used to choose the respondents. This survey was conducted online 

between July and September 2024 via Google Form, receiving 113 total responses, 98 of which 

were valid.  

The purpose of this study, assurance of anonymity, and criteria were explained to the 

participants. Those criteria were people residing in Surabaya, born between 1997 and 2012, and 

have experience using digital finance. 

 

Measurement And Scale 

In this study, DFL was measured with eight items (DFL1-8), taken from Lyons & Kass-Hanna 

(2021). For the motivational factors, DFA was measured with four items (DFA1-4), taken from Ng 

(2012), while FSE was measured with four items (FSE1-4), adapted from Chen et al. (2001). Finally, 

DS was measured with four items (DS1-4), derived from DigComp (2018), and DFC was measured 

with four items (DFC1-4), derived from Luo et al. (2021). On the survey, respondents were asked 

to rate their level of agreeance on each question with a Likert scale comprised of 1 (strongly 

disagree) to 6 (strongly agree). The collected data were then analyzed with PLS-SEM using 

SmartPLS 4 software. 

 

Data Analysis 

Table 1 shows the survey results of Gen Z who use digital finance in Surabaya city. From 

this data, most of the responses were from people born in 2001-2004 (43.88%). Based on the 

gender, most of the respondents were female (64.29%). Finally, most of the respondents either 

had experienced (5.1%) or still experiencing (94.9%) digital finance. 

 

Table 1 Respondent Characteristics (98 Valid) 

Characteristics Frequency Percentage 

Year of birth 1997-2000 18 18.37 

2001-2004 43 43.88 

2005-2008 36 36.73 

2009-2012  1 1.02 

Gender Male 35 35.71 

Female 63 64.29 

Digital finance 

experience 

Had experienced 5 5.10 

Still experiencing 93 94.90 

Source: Author Own (2024) 

 

During the process, DFC3-4 were removed as their factor loadings were below 0.6. 

Additionally, during the discriminant validity test, DFL4 failed the Fornell-Larcker criteria and was 

removed because it had the strongest correlation to DS1-4. After running the test again, the 

result was overall valid as every indicator above 0.6. 
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Table 2 Factor Loading 

Indicator Loading Indicator Loading Indicator Loading 

DFL1 0.635 DFA1 0.807 FSE4  0.889  

DFL2 0.664 DFA2 0.867 DS1 0.782 

DFL3 0.762 DFA3 0.869 DS2 0.870 

DFL5 0.752 DFA4 0.779 DS3 0.830 

DFL6 0.777 FSE1 0.811 DS4 0.96 

DFL7 0.783 FSE2 0.901 DFC1 0.949 

DFL8 0.666 FSE3 0.906 DFC2 0.945 

Source: Author Own (2024) 

 

Table 3 illustrates how the AVE value of all items is above 0.5, which shows that the 

variables passed the convergent validity. On the next test, construct reliability, all variables are 

over 0.6 on Cronbach‘s alpha and over 0.7 on composite reliability. This proves that all variables 

passed the construct reliability test. 

 

Table 3 Construct Reliability And Convergent Validity (AVE) 

 AVE Cronbach's Alpha Composite Reliability 

DFA 0.691 0.852 0.899 

DFC 0.939 0.935 0.968 

DFL 0.521 0.847 0.883 

DS 0.694 0.853 0.901 

FSE 0.77 0.9 0.93 

Source: Author Own (2024) 

 

A discriminant validity test is also assessed in this study. Table 4 shows that all items have 

higher AVE than each of their correlations with other constructs. For instance, DFA loaded 0.831 

on DFA, but only 0.639 on DFC, 0.72 on DFL, 0.706 on DS, and 0.613 on FSE. This indicates that 

the data passed the Fornell-Larcker criterion test. Moreover, table 5 indicates that all items have 

significant cross-loadings (>0.3) on multiple factors. In one example, DFA1 loaded 0.807 on DFA, 

but only 0.41 on DFC, 0.498 on DFL, 0.529 on DS, and 0.361 on FSE. Lastly, table 6 suggests that 

all items have good HTMT validity (<0.85). 

 

Table 4 Discriminant Validity (Fornell-Larcker) 

 DFA DFC DFL DS FSE 

DFA 0.831     

DFC 0.639 0.969    

DFL 0.72 0.624 0.722   

DS 0.706 0.639 0.706 0.833  

FSE 0.613 0.634 0.677 0.72 0.877 

Source: Author Own (2024) 

 

RESULTS 

Table 5 reveals the R² value of all four impacted variables. DFA has an R² value of 0.518, 

which means 51.8% of its variance can be explained by DFL, suggesting an effective predicting 

model. Likewise, DS has an R² value of 0.631, indicating that 63.1% of its variance can be 

explained by DFA and FSE. On the other hand, the R² value of DFC is 0.408, hinting that only 

40.8% of its variance can be explained by DS. FSE falls under a similar category with 0.459 R² 
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value, showing that only 45.9% can be explained by DFL. The rest of the percentage are 

explained by other variables outside the scope of this study. 

In addition, table 5 also hints at the predictive relevance of all four impacting variables. The 

Q² value of these variables is above 0, which demonstrates that they are able to accurately 

predict the model. 

 

Table 5 Structural Test (R²) And Predictive Relevance (Q²) 

 R² Q² Predict 

DFA 0.518 0.506 

DFC 0.408 0.321 

DS 0.631 0.477 

FSE 0.459 0.439 

Source: Author Own (2024) 

 

The path coefficient, specific indirect effects, and total indirect effects employed a 2-tailed 

bootstrapping at a 5% significant level. Table 6 illustrates the direct effects of various variables 

and their significance. All paths show that their p-values are 0.000, which is well below 0.05, 

suggesting that all five paths are significant. Therefore, hypothesis 1 to hypothesis 5 are 

accepted. 

 

Table 6 Path Coefficient 

 P-Value 

DFA -> DS 0.000 

DFL -> DFA 0.000 

DFL -> FSE 0.000 

DS -> DFC 0.000 

FSE -> DS 0.000 

Source: Author Own (2024) 

 

Table 7 illustrates the indirect effects between various variables and their significance. All 

paths show their p-value below 0.05, which means that all mediator variables have mediation 

effects. For example, the second pathway‘s p-value is 0.001, which is below 0.05, indicating that 

DS has a mediation effect in the relation between FSE and DFC. The sixth pathway is 0.005, which 

is also below the significance threshold, indicating that FSE and DS have mediation effects in the 

relation between DFL and DFC. Meanwhile, the rest of the pathways are 0, below the threshold. 

 

Table 7 Specific Indirect Effects 

 P-Value 

DFL -> FSE -> DS 0 

FSE -> DS -> DFC 0.001 

DFL -> DFA -> DS -> DFC 0 

DFL -> DFA -> DS 0 

DFA -> DS -> DFC 0 

DFL -> FSE -> DS -> DFC 0.005 

Source: Author Own (2024) 

 

Table 8 illustrates the total indirect effects between various variables and their 

significance. The P-values on pathway are 0 on pathway 1 to 3, and 0.001 on pathway 4, both of 
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which are less than 0.05. This means that the indirect effects of DFA on DFC, DFL on DFC, DFL on 

DS, and FSE on DFC are statistically significant. 

 

Table 8 Total Indirect Effect 

 P-Value 

DFA -> DFC 0 

DFL -> DFC 0 

DFL -> DS 0 

FSE -> DFC 0.001 

Source: Author Own (2024) 

 

DISCUSSION 

The findings in this study present valuable insights into the role of Digital Financial Literacy 

(DFL) in intensifying the Digital Financial Capability (DFC) of Gen Z, mediated by motivation—

Digital Financial Attitude (DFA) and Financial Self-Efficacy (FSE)—and Digital Skill (DS). The result 

reveals that all five hypotheses were significant and all five hypotheses have a partial mediation 

effect on DFC. The significance of hypotheses 1 and 2 indicate DFL has a significant and direct 

correlation with DFA and FSE, respectively. Hypothesis 3 and 4 suggest that DFA and FSE have a 

significant and direct correlation with DS, respectively. Hypothesis 5 shows that DS has a 

significant and direct correlation with DFC.  

In addition, DFA, FSE, and DS have mediation effects between DFL and DFC, suggesting 

partial mediation. In addition, these findings align with the KAB theory on the impact of financial 

knowledge on positive attitudes, which fosters financial behavior. In addition, the I-Change 

model is also integral in this research, confirming the three stages: perception in financial 

literacy, motivation, and action in digital finance. Furthermore, these results are similar to 

Uthaileang and Kiattisin‘s (2023) finding that revealed the importance of DFL on DFC for small 

entrepreneurs. 

 

CONCLUSION 

This study is among the first to include digital financial capability (DFC) and concludes the 

significance of digital financial literacy (DFL) on DFC. It can be determined that DFL is crucial in 

shaping the DFC of Gen Z, especially in this digital era, where everything is digitalized for faster 

and more convenient financial management. By being financially literate, one can enhance their 

financial attitude and self-efficacy, which encourages them to hone their digital skill, ultimately 

leading to capable behavior in making financial decisions. This study highlights the need for Gen 

Z to enhance their financial knowledge in digital platforms, which can be achieved by getting 

proper financial education from parents, education institutes, and financial courses. With 

sufficient knowledge, they can be more confident and have a positive attitude when dealing with 

financial calls. Moreover, the current industrial workflow forces financial institutions to adopt the 

internet, computers, and phones as the new platforms, which forces users to learn such skills. 

Finally, having adequate skills will enhance one‘s financial capability in digital form. 

 

SUGGESTION 

Based on the test results, some suggestions can be implemented by future researchers to 

extend this study. 

1. Consider adding more variables that might impact digital financial capability (DFC) and their 

interaction with digital financial literacy (DFL). 

2. Conduct long-term studies to track the changes between the current and future technology. 
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3. Develop educational programs that can help improve DFC. 

4. Compare the studies between different countries. 

5. Examine the emerging technology such as artificial intelligence and blockchain. 
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