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Abstract 

This study investigates the perceived influence of digital transformation (DT) on 
the performance of microfinance institutions (MFIs) in Tanzania; focusing on 
managerial, financial, and operational dimensions. Employing the resource-based 

view (RBV), the study demonstrates how digital transformation serves as a crucial 
asset that enhances organizational performance and provides a competitive edge. 
With the aid of self-administered questionnaires, the data were collected from 146 

randomly sampled MFI owners/managers, and analysed using the partial least 
squares–structural equation modelling (PLS-SEM) technique in SmartPLS 5. The 

findings reveal that DT positively and significantly influences the managerial, 
financial, and operational performance of MFIs. The paper emphasizes the 
contribution of RBV in showing how DT is an unique and valuable resource that 

drives performance and competitive advantage within the financial sector. To 
policymakers and practitioners, the findings inform targeted policies and initiatives 

that facilitate technology adoption and resource optimization. Furthermore, the 
findings encourage future research to explore the diverse economic sectors, 
methodological approaches, and contextual variables to deepen the understanding 

of the impact of digital transformation across various settings. 

Keywords: digital transformation, performance of microfinance institutions, perceived 
influence 
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Introduction 
The increasing adoption of digital technologies (digital transformation) has 
profoundly reshaped operations across various sectors, particularly within financial 
services (Pal et al., 2023). Rajgopal et al. (2023) define digital transformation as the 
integration of digital technologies into all organizational facets, altering how 
organizations deliver value and engage with stakeholders, including customers. As 
such, it is a critical driver of organizational performance, enhancing areas such as 
records management, employee evaluation, and social responsibility within the 
workplace. It fosters social responsibility by enabling transparent communication 
and inclusive decision-making processes (Kohtamäki et al., 2020), while also 
boosting employee engagement, and upholding ethical standards (Rajgopal et al., 
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2023). Additionally, digital transformation includes performance management 
systems that assess employee quality and contributions more accurately, thereby 
enhancing employee performance (Kohtamäki et al., 2020). 
 
Moreover, digitalization enhances staff training by providing up-to-date resources 
(Kohtamäki et al., 2020), enabling employees to deliver cutting-edge services, and 
ensuring higher levels of customer satisfaction. By integrating digitally transformed 
systems, organizations can more effectively and efficiently meet performance goals, 
regulatory requirements, and stakeholder demands. Firms with digitally transformed 
systems can retain customers by offering them personalized services and efficient 
solutions tailored to their needs (Rajgopal et al., 2023). For businesses like 
microfinance institutions (MFIs)—which are organizations that provide small loans, 
savings accounts, and other financial services to low-income individuals who lack 
access to traditional banking services—digital integration helps them in understanding 
customer behaviour and preferences. This facilitates the delivery of targeted products 
and services through data-driven decision-making. Digital services—such as mobile 
banking and online account management—further enhance customer convenience 
and satisfaction (Niemand et al., 2021), helping organizations meet their goals of 
stronger stakeholder relationships, higher client loyalty, and long-term success 
(Koloseni & Mandari, 2024). For small financial businesses like MFIs, these 
technological advancements are crucial for growth and competitiveness. 
 
Understanding the performance of MFIs is crucial as it directly impacts their ability 
to support economic development and financial inclusion (Pal et al., 2023). In 
Tanzania, a large segment of the population runs small businesses without 
adequate access to financial services, underscoring the critical role of microfinance 
institutions (MFIs) in meeting their financial needs (Gwanyemba & Kilonzo, 
2023). Despite their developmental importance, the low performance of MFIs in 
developing countries remains a significant challenge. The increasing number of 
layoffs among employees in MFIs can largely be attributed to the financial strains 
these institutions experience due to their inability to retain and pay staff. As MFIs 
struggle to maintain profitability—often due to low loan repayments or poor 
resource management—they may be forced to reduce their workforce to stay afloat. 
This reduction in the number of employees is a direct consequence of the 
institutions’ inability to generate sufficient revenue to cover operational costs, 
including salaries. In many cases, this financial instability may result into MFIs 
failing to attract and retain skilled personnel, leading to further operational 
inefficiencies. It is important to note that such challenges, although specific to 
MFIs, reflect broader issues within the financial sector; including market 
saturation, competition, and customer risk profiles. 
 
Moreover, a worrying trend has been observed in developing contexts where 
several registered and licensed MFIs have been closing their doors within three 
years of their inception (Al-Doori, 2020). This pattern of early closure is largely a 
consequence of escalating operational costs, which include employee salaries, 
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office overheads, and technological infrastructure. According to Ampah (2021), 
these mounting expenses can be alleviated through the adoption of digital systems, 
which streamline operations and reduce the need for a large workforce. Digital 
tools and platforms can automate many manual processes, such as loan application 
assessments, customer data management, and repayment tracking; thereby 
reducing the reliance on manual labour and lowering operational costs (Aghazadeh 
et al., 2024). One key issue is the lack of financial literacy among the target 
population, particularly in rural areas, which can be effectively addressed through 
digital tools, as noted by Ampah (2021). Many MFIs struggle to fully understand 
the needs of their potential clients through face-to-face interactions alone, leading 
to lower repayment rates and financial instability. However, digital platforms can 
provide clearer and more accessible financial education, thereby improving client 
understanding and repayment rates (Aghazadeh et al., 2024). 
 
Microfinance Institutions (MFIs) need to achieve higher performance as they 
directly influence stakeholders’ satisfaction by demonstrating their ability to 
generate returns on their investments (Batchimeg, 2017). Higher performance 
enhances service delivery, expands access to underserved populations (Heredia et 
al., 2022; Slavković et al., 2023), boosts stakeholder confidence, and attracts 
investors (Indriastuti & Kartika, 2022). Among other indicators, performance 
reflects the effectiveness of operational strategies, including digital transformation 
(Rajgopal et al., 2023). Through the lens of the resource-based view (RBV) by 
Penrose (1959), digital transformation is a critical resource that businesses can 
leverage to enhance their competitive advantage. It optimizes operational 
efficiencies (Pal et al., 2023), extends the scope of services (Kromidha, Yadav & 
Ilavarasan, 2023), strengthens networks (Dorfleitner, Forcella & Nguyen, 2022; Pal 
et al., 2023), and improves managerial performance (Abdulquadri et al., 2021). 
However, despite these theoretical predictions from the RBV, the impact of digital 
transformation in the microfinance sector remains insufficiently researched. 
 
This study ties into the RBV, which emphasizes the importance of valuable, rare, 
inimitable, and non-substitutable (VRIN) resources in enhancing organizational 
performance. In the context of MFIs, technology serves as a critical 
organizational resource that can significantly impact an institution’s ability to 
compete and grow (Sinha & Ghosh, 2022). As a valuable asset, technology can 
streamline operations, improve efficiency, and support better decision-making by 
providing access to real-time data (Atiyas & Dutz, 2021). It is rare since not all 
MFIs may possess the same level of technological infrastructure or expertise, 
making it a unique advantage (Atiyas & Dutz, 2021). Technology is also 
inimitable and non-substitutable because it may be deeply embedded within an 
organization’s operations, shaping its culture, processes, and service offerings in 
ways that are difficult for competitors to replicate (Hadeed, 2022). By effectively 
leveraging technology as a key resource, MFIs can enhance their operational 
performance, improve financial stability, and position themselves for long-term 
sustainability in a competitive market (Kimoni, 2023). However, the effect of 
digital transformation on MFIs in Tanzania remains unclear. 
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Despite extensive research on the nexus between digital transformation and 
performance, a knowledge gap exists, particularly concerning MFIs in developing 
contexts like Tanzania. Much of the existing research on digital transformation and 
MFI performance has been conducted in advanced economies (Setiawan et al., 
2022; Shehadeh et al., 2023; Shen, Zhang & Liu, 2022) where digital infrastructure, 
technological adoption and regulatory environments are more mature (Shehadeh 
et al., 2023; Tafotie, 2020). Due to this maturity, the findings from these studies 
have limited relevance to developing countries such as Tanzania, leaving a 
contextual gap with significant policy and practical implications. Theoretically, this 
study tests the RBV in Tanzania’s digitally less mature microfinance sector. 
 

Literature 
The RBV posits that an organization’s performance is determined by its ability to 
leverage internally held resources that are valuable, rare, inimitable, and non-
substitutable (Barney, 1991; Penrose, 1959). Among these resources, financial 
assets, skilled personnel, and physical infrastructure—such as machinery—are 
essential. However, in today’s rapidly evolving business environment, digital 
technologies have emerged as critical resources that organizations can exploit to 
gain a competitive edge. For microfinance institutions (MFIs), digital tools have 
the potential to significantly enhance operational efficiency, streamline loan 
processing, improve customer service, and contribute to long-term managerial and 
financial performance. These technologies enable MFIs to reach wider customer 
bases, reduce operational costs, and offer faster, more reliable services that are vital 
for maintaining sustainability and growth (Binaluyo, Santos & Agustin, 2024). 
 
In addition to improving day-to-day operations, digital technologies allow MFIs to 
adopt advanced analytics to better track performance metrics, assess risk, and fine-
tune their financial strategies. This shift towards a more data-driven approach 
strengthens financial decision-making and enhances managerial effectiveness by 
facilitating improved strategic planning and performance monitoring (Liu et al., 
2023). There is a wealth of empirical evidence across various sectors highlighting 
the positive impact of digital transformation on organizational performance, often 
categorized into three key dimensions: operational performance, financial 
performance, and managerial performance. For MFIs, integrating digital 
technologies can lead to significant improvements in these areas, thereby 
enhancing both short-term efficiency and long-term competitive positioning. 
 

Digital Transformation and Organizational Operational Performance 

The influence of digital transformation has primarily been assessed at an individual 
level within larger organizations (Guzmán-Ortiz et al., 2020; Niemand et al., 2021). 
Undoubtedly, digital transformation is a powerful tool for microfinance institutions, 
including those in finance, to build and maintain operational performance in the 
digital age (Mavlutova et al., 2022; Mpofu, 2023). Scholars have highlighted that 
transformed systems play a crucial role in organizational operations, as businesses 
aim to improve efficiency while reducing costs (Mavlutova et al., 2022; Mpofu & 
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Mhlanga, 2022). Several findings indicate that digitalized systems enhance specific 
business processes, including the provision of services (Abdulquadri et al., 2021), 
promotions (Shi & Wang, 2023), and customer retention (Gil-Gomez et al., 2020), 
among others. However, little attention has been directed towards examining the 
relationship between digital transformation and operational performance at the 
micro level, particularly in MFIs in developing contexts. 
 
As digital technologies continue to evolve, they enhance the performance and 
growth of existing businesses, and enable the creation of new, competitive ventures 
(Abdulquadri et al., 2021). These technological transformations improve 
organizational operations, promote innovative service delivery, and inspire the 
development of new business models (Gil-Gomez et al., 2020). Many firms see 
digital transformation as a key strategy for driving profitability through innovation 
(Gil-Gomez et al., 2020). However, most research (Guzmán-Ortiz et al., 2020; 
Mavlutova et al., 2022) has focused on larger firms in developed regions like the 
United States, Europe, and the Middle East, with less attention being given to MFIs 
in developing contexts. This gap may stem from the varied and complex impacts 
of digital transformation in the MFI sector. While much of the academic focus has 
been on broader trends—such as the growth of digital users (Dorfleitner et al., 2022) 
and customer satisfaction (Abdulquadri et al., 2021)—the specific effects on MFIs 
remain underexplored. For instance, research by Miguel et al. (2022) and 
Mavlutova et al. (2022) on the automobile industry emphasized the role of digital 
transformation in improving stakeholder satisfaction, an insight that could also 
apply to MFIs as they embrace digital change. 
 
Another notable explanation is based on the fact that digital transformation, as a 
single variable, is difficult to measure by itself. Most studies focus on other factors 
such as financial performance resulting from specific types of digital technologies, 
rather than on the broader concept of digital transformation. For instance, Ballouk 
et al. (2024) concluded that social media usage as part of digital technologies 
positively influences banking performance in terms of customer satisfaction. 
Similarly, Nu’man et al. (2020) found that social networking significantly 
influences firm performance in the manufacturing sector. They further suggest that 
the influence of digital transformation is often assessed through its various 
components and their direct effects on key performance metrics. By examining 
specific digital tools like social media and social networking, researchers struggle 
to precisely determine how digital transformation contributes to enhanced 
performance in different industries, thus limiting a more tangible measure of its 
benefits. This approach clearly explains the role of digital transformation in 
improving operational, managerial, and financial outcomes across sectors 
(Abdulquadri et al., 2021; Kitsios, Giatsidis & Kamariotou, 2021). 
 
Moreover, most studies primarily focus on various technologies within the 
spectrum of digital transformation, neglecting the holistic concept of digital 
transformation in organizational operations (Mpofu & Mhlanga, 2022). Generally, 
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organizations benefit from the combination of various aspects of digital systems 
examined by scholars, without fully considering digital transformation in its 
entirety (Abdulquadri et al., 2021; Aghazadeh et al., 2024). This oversight may 
explain why the effects of digital transformation on organizational performance 
remain uncertain. While the potential advantages of digital technologies are well-
documented in academic studies and business reports, they often assume that 
digital transformation has a significant impact on organizations, but fail to explain 
how it influences organizational performance (Mpofu, 2022). Tsou and Chen 
(2023) noted that most organizations spend over US$1m annually on digital 
transformation projects to enhance performance. Despite the substantial 
investments directed toward digital transformation, however, limited attention has 
been given to its influence on the performance of MFIs in the context of developing 
economies (Mpofu, 2022). Based on the above-reviewed literature, this study 
proposes the following hypothesis:  

H1: There is a positive relationship between digital transformation and organizational 
operational performance. 

 

Digital Transformation and Organizational Financial Performance 
Unlike traditional information technology (IT), modern digital tools sustain the 
operations of existing businesses and encourage the implementation of innovations, 
ultimately enhancing organizational growth (Nu’man et al., 2020). They facilitate 
more efficient processes, improve customer interactions, and create new business 
models; hence leading to increased competitiveness and market share in the sector 
where a business operates (Ballouk et al., 2024). According to Tsou and Chen (2023), 
organizational financial performance is a crucial indicator of financial health and 
success. It is evaluated through metrics such as revenue growth, profitability, return 
on assets, return on equity, and overall financial stability. These measures reflect the 
effectiveness of a company’s operational strategies and practices, demonstrating its 
ability to generate income, efficiently utilize resources, and maintain a robust 
financial position in the sector (Nu’man et al., 2020). Therefore, transforming an 
organization’s operation through digital systems plays a significant role in driving 
financial performance, and positioning businesses for long-term success in an 
increasingly digital economy. 
 
Kitsios et al. (2021) highlighted that digital transformation enhanced the financial 
performance of the banking sector in Greece by leveraging advanced technologies to 
boost marketing efforts and increase advertising reach, subsequently driving higher 
customer engagement and loan uptake. Utilizing digital platforms enables banks to 
tailor their marketing campaigns more precisely to reach a broader audience, thereby 
attracting new customers and retaining existing ones (Abdulquadri et al., 2021). This 
increase in a customer base contributes to the growth of a bank’s profit, and establishes 
a strong foundation for sustained financial success in the competitive financial services 
market (Abdulquadri et al., 2021; Aghazadeh et al., 2024). By expanding their value 
proposition and enabling more innovative and effective advertising strategies, banks 



TJDS, Volume 22 Number 2, 2024 

Perceived Influence of Digital Transformation on Microfinance Institutions 

 

      53 

can increase their market share and create more personalized banking experiences, 
further solidifying customer loyalty (Kitsios et al., 2021). Additionally, integrating 
digital tools streamlines operations and reduces costs, contributing to overall 
profitability (Ballouk et al., 2024). Ultimately, the strategic use of digital 
transformation allows banks to achieve significant financial gains and maintain a 
competitive edge in an increasingly digital landscape. 
 
Wang et al. (2024) conducted a study focusing on digital transformation and the 
financial performance of insurance companies in China. Their findings revealed 
that digital transformation significantly enhances the financial performance of 
insurance companies by driving revenue growth through advanced technologies 
that improve customer acquisition and retention (Abdulquadri et al., 2021; 
Aghazadeh et al., 2024). However, the study also indicated that personalized 
marketing and streamlined services help attract more customers, thereby boosting 
a company’s income (Mpofu, 2022). This revenue growth positively influences the 
return on assets (ROA) by optimizing the use of resources to generate profits. As 
Abdulquadri et al. (2021) suggest, an improved return on assets (ROA) enhances 
the return on equity (ROE), demonstrating a company’s effectiveness in delivering 
returns to shareholders. Therefore, by leveraging digital tools, insurance companies 
may achieve substantial financial growth and stability, thus strengthening their 
competitive position in the market. 
 
The unique challenges and opportunities presented by Tanzania’s economy—
including limited infrastructure and varying levels of technological adoption—
underscore the need for tailored studies to understand how digital transformation 
can enhance financial performance within the microfinance sector (Ngowi, 2022). 
While existing studies have extensively explored the impact of digital 
transformation on financial performance in larger financial institutions across 
developed economies (Tsou & Chen, 2023; Wang et al., 2024), there is a significant 
need for researching MFIs in Tanzania as they are critical in promoting financial 
inclusion among underserved communities, where traditional banking services are 
often inaccessible (Minja et al., 2022). Hence, understanding how digital 
transformation strategies can be effectively implemented and adapted to overcome 
infrastructural challenges and leverage technological opportunities is crucial for 
enhancing the operational efficiency, customer outreach, and overall financial 
sustainability of MFIs in Tanzania (Mpofu, 2022). Based on the above-reviewed 
literature, this study proposes the following hypothesis:  

H2: There is a positive relationship between digital transformation and organizational 
financial performance. 

 

Digital Transformation and Organizational Managerial Performance 
Organizational managerial performance in the context of digital transformation 
within financial institutions involves effectively leveraging digital tools and systems 
to optimize workforce management, enhance operational efficiency, and facilitate 



TJDS, Volume 22 Number 2, 2024 

Penina Waryoba, Juma Masele & Severine Kessy 

 

54 

strategic decision-making (Dorfleitner et al., 2022). This includes overseeing how 
digital technologies streamline and automate processes, thereby reducing 
operational costs and improving overall performance metrics. Engaging employees 
with digital systems for communication and data acquisition enables managers to 
enhance collaboration, access real-time information, and make informed decisions 
swiftly (Kitsios et al., 2021). This integration of digital tools not only empowers 
managers to better control and coordinate workforce activities, but also fosters a 
dynamic organizational environment that is responsive to technological 
advancements and competitive pressures in the financial sector. Thus, managerial 
performance in the digital transformation era is characterized by the adept 
utilization of digital resources to drive operational excellence and strategic growth 
initiatives within financial institutions. 
 
In their study, Wanyonyi and Ngaba (2021) discovered that digital transformation 
positively impacts managerial satisfaction, notably within savings and credit 
cooperative societies in Kakamega County, Kenya. The study demonstrated that 
implementing digital technologies facilitated smoother and more efficient 
operational processes, enhancing managers’ ability to oversee daily activities and 
make informed decisions. Similarly, Abdulquadri et al. (2021) noted that by 
streamlining tasks such as member management, loan processing, and financial 
reporting through digital platforms, managers experienced increased customer 
satisfaction due to improved accuracy, speed, and accessibility of information. This 
transformation boosted managerial efficiency and contributed to overall 
organizational effectiveness, highlighting the significant role of digital tools in 
modernizing financial services, and enhancing stakeholder satisfaction in 
cooperative societies. 
 
In their study, Jardak and Ben-Hamad (2022) centred on Swedish-listed companies 
to explore the impact of digital transformation on management performance. Their 
findings highlighted a discernible relationship where digital transformation positively 
influences how effectively and efficiently management functions within these 
organizations. This aligns with the suggestion from Wang et al. (2024): that the 
adoption of digital technologies contributes to enhanced managerial decision-
making, operational efficiencies, and strategic agility. Such improvements or 
adoption are crucial for navigating contemporary business challenges, leveraging 
data-driven insights, and fostering innovation in managerial practices. The study by 
Jardak and Ben-Hamad (2022) highlights the significance of digital transformation 
in optimizing managerial performance, thereby reinforcing the competitive position 
and long-term sustainability of companies operating in dynamic and digitally-driven 
environments, where competition is particularly intense. 
 
Linggadjaya et al. (2022) conducted a study examining the impact of digital 
transformation on PT Bank, formerly known as Jago TBK, as it transitioned from 
a conventional bank to a digital bank. Their findings revealed a significant positive 
effect of digital transformation on managerial performance within the bank. As 
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noted by Wanyonyi and Ngaba (2021), this transformation enabled PT Bank to 
streamline operations, enhance decision-making processes, and improve overall 
efficiency in service delivery. By leveraging digital technologies, the bank 
optimized resource allocation, increased customer satisfaction through enhanced 
digital interactions, and adapted more swiftly to market demands. Additionally, 
the digital transformation empowered the management to exercise greater control 
over employees, improve performance while reducing costs, align staff through 
effective digital communication channels, and facilitate the acquisition and 
integration of new data (Nu’man et al., 2020). These outcomes underscore the 
transformative potential of digital transformation in the banking sector, where 
adopting advanced technologies enhances managerial capabilities; and enables 
institutions to navigate challenges and capitalize on opportunities in the digital age. 
 
Despite extensive studies on digital transformation and its impact on managerial 
performance in contexts such as Sweden, China, and Indonesia, applying these 
findings directly to MFIs in Tanzania may not be appropriate due to significant 
contextual differences. While our assumptions align with their findings, the 
unique challenges in Tanzania necessitate a dedicated study to ensure relevance 
and applicability. Such a verification is crucial because Tanzania faces challenges 
such as limited internet penetration, varying levels of technological literacy 
(Maro et al., 2024), and an evolving regulatory environment for digital financial 
services (Koloseni & Mandari, 2024). These factors, coupled with unique socio-
economic conditions and customer behaviours in Tanzania’s microfinance 
sector, underscore the need for a focused study to explore how tailored digital 
transformation initiatives can effectively enhance managerial performance, 
promote financial inclusion, and support sustainable economic development in 
the country. Therefore, a dedicated study is essential to empirically establish 
whether digital transformation can influence managerial performance within 
MFIs in Tanzania. Based on the above-reviewed literature, this study proposes 
the following hypothesis: 

H3: There is a positive relationship between digital transformation and organizational 
managerial performance. 

 

Research Methodology 
The study followed a positivist philosophy, and employed a quantitative approach 
and an explanatory design that objectively explained the cause-and-effect relation 
between variables. Using a structured online questionnaire, the survey targeted 
purposively sampled MFIs with at least three years of operation (Massawe, Mbura 
& Elly, 2024). A 7-point Likert scale items were selected and modified based on 
the literature and a pilot survey. These questionnaires were deployed in Dar es 
Salaam, Dodoma, and Mwanza—regions that adequately represent Tanzania’s 
commercial and administrative landscapes. These regions account for 61% of all 
microfinance institutions in Tanzania (Songorwa & Mashenene, 2024), meaning 
the data collected from these areas can be considered representative of the overall 
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microfinance landscape in the country. To gather reliable performance 
information, MFIs were selected as the unit of analysis based on their registration 
in the central bank’s database, with their owners/managers serving as the unit of 
inquiry due to their regular involvement in the day-to-day financial activities. A 
sample of 198 owners/managers were contacted using simple random sampling via 
a random number generator and self-administered questionnaires, representing 
89% of all institutions in these three regions. After thoroughly cleaning the data to 
check for non-responses, missing values, and outliers to ensure data integrity and 
reliability, 146 responses were qualified for analysis, yielding a 74% response rate. 
The structural equation modeling (SEM) was then employed, using the SmartPLS 
software, to test the hypothesized relationships among observable and latent 
variables within the designated theoretical framework. 
 

Measurement and Structural Models Assessment 
Table 4 shows that the indicator loadings exceed 0.5, while measures such as 

composite reliability, Cronbach’s Alpha (α), and rho_A are above 0.7; indicating 

strong reliability across indicators and constructs. Descriptive statistics reveal mean 
and median values above 4 on the 7-point Likert scale, suggesting a general 
agreement with the hypothesized relationships in the study. The average standard 
deviation of 1.69 indicates minimal variation among responses, supporting the 
consistency of respondents’ perceptions with the study’s hypotheses. These 
descriptive statistics reflect a collective agreement among respondents on the 
significant impact of digital transformation on organizational performance. The 
overall statistics show a cumulative mean of 6 and a median value of 7, which, 
based on the 7-point Likert scale, indicates a consensus that digital transformation 
positively influences the performance of microfinance institutions. 
 
Additionally, the cumulative standard deviation of 1.8, as shown in Table 4, is 
below 3; suggesting a general agreement among respondents regarding the 
positive influence of digital transformation. This relatively low standard 
deviation indicates a high level of consistency in respondents’ views, reinforcing 
the conclusion that digital transformation is broadly perceived as beneficial for 
the performance of microfinance institutions, as suggested by Massawe et al. 
(2024). The consistency in responses underscores the positive perception of 
digital transformation in enhancing operational effectiveness, and overall 
performance in these institutions (Cheng, Xue, Yang & Ma, 2023). Notably, 
managerial performance (MP) responses have the lowest mean value (5), while 
financial performance (FP) has the highest (6.6); reflecting the varying levels of 
digital transformation and their influence on organizational performance. The 
standard deviations of 0.89 for MP and 0.6 for FP suggest differing degrees of 
distribution around the mean, with FP showing less variability. This indicates a 
more consistent impact of digital transformation on financial performance 
compared to managerial performance. The standard deviation values below 3 
further highlight the limited variation in responses, emphasizing the uniformity 
in respondents’ views. 
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Table 4: Summarized Indices for Measurement Models 

Variables Indicator Reliability Convergent 

Validity 

HTMT Model 

Type 

  Indicator  

Loadings 

Internal Consistency AVE   

 DT2 0.635     

DT DT3 0.788 
0.822 0.538 <0.85 Reflective  DT4 0.721 

 DT5 0.779 
 DT (SD=0.95, M= 5.7, MD =5.8)    

 FP1 0.735     

 FP2 0.631     

 FP3 0.789     
FP FP4 0.673 0.864 0.516 <0.85 Reflective 

 FP5 0.741     
 FP6 0.728     

 FP (SD=0.6 M=6.6, MD=7)     

 MP1 0.649     

MP MP3 0.755 
0.831 0.555 <0.85 Reflective  MP4 0.853 

 MP5 0.707 
 MP (SD=0.89, M= 5, MD=6.4)    

 OP1 0.816     

 OP2 0.808     
OP OP3 0.805 0.879 0.554 <0.85 Reflective 

 OP4 0.670     

 OP5 0.813     
 OP (SD=2, M= 6, MD=6.3)     

Notes: SD-Standard Deviation, M-Mean, MD- Median, Convergent validity – AVE values are > 0.5; 
indicator reliability – indicator loadings are > 0.5; internal consistency reliability – values are > 0.7. 

Source: Field data. 

 
The statistics obtained from the structural equation modelling (PLS-SEM), as 
detailed in Table 4, provide deeper insights into the relationship between digital 
transformation and performance in microfinance institutions. The data reveal that 
digital transformation has a more pronounced and stable effect on financial 
outcomes than on managerial efficiency. This emphasizes the importance of 
focusing on financial metrics when evaluating the benefits of digital initiatives in 
the microfinance sector.  
 
Additionally, the consistent responses suggest a shared perception among 
respondents regarding the critical role of digital transformation in enhancing 
financial performance. Convergent validity was achieved, as the average variance 
extracted (AVE) values exceeded 0.5, indicating that each construct explains more 
than half of the variance in its indicators (Hair, 2019). Discriminant validity was 
confirmed as the heterotrait-monotrait ratio (HTMT) values for the three concepts 
were below 0.85 (Webber, Critchfield & Soble, 2020). For reflective variables, 
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HTMT indices below 0.85 indicate acceptable discriminant validity (Hair, 2019). 
Table 5 shows the highest HTMT index at 0.337, demonstrating that the constructs’ 
discriminant validity is acceptable, thus ensuring the measurement model’s quality. 

Table 5: Discriminant Validity  

on Heterotrai-Monotrait Ratio (HTMT) 

Variables DT FP MP OP 

DT 0.733    

FP 0.545 0.718   

MP 0.526 0.546 0.745  

OP 0.449 0.5 0.377 0.744 

Notes: The HTMT indices are less than 0.85, indicating that 
discriminant validity was established. 

 
The assessment of collinearity was essential, as its presence can distort statistical 
results, leading to inaccurate conclusions. Accordingly, the results in Table 6 show 
that the highest value for inner variance inflation factor (VIF) is 3.664, which is 
well below the commonly accepted threshold of 5. This indicates that there was no 
multicollinearity issue. Consequently, the absence of multicollinearity allows for a 
further analysis to proceed without concerns about biased path coefficients or 
compromised validity of the results (Hair et al., 2020). The low VIF value confirms 
that the independent variables are sufficiently distinct from each other, ensuring 
the robustness and reliability of the subsequent analyses (Hair et al. 2020). 

Table 6: Collinearity Assessment through VIF 

Variables VIF for Variables Items VIF- Items Level 
 
 

DT 

1.00 DT2 1.294 
DT3 1.544 
DT4 1.268 
DT5 1.402 

 
 
 

FP 

 
 
 

1.00 

FP1 2.303 
FP2 1.536 
FP3 1.708 
FP4 1.742 
FP5 1.917 
FP6 2.076 

 
 

MP 

 
 

1.00 

MP1 1.308 
MP3 1.317 
MP4 1.976 
MP5 1.605 

 
 
 

OP 

 OP1 2.799 
OP2 3.664 
OP3 2.653 
OP4 2.524 
OP5 2.986 
OP6 1.202 

Notes: VIF values less <5 indicating no collinearity 

Source: Field Data Extracted from Smart PLS3 (2023). 
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Table 6 and Figure 1 demonstrate that the three hypothesized relationships (FP, 
MP, and OP) were significant, hence supporting the hypotheses. The application 
of digital transformation in MFIs shows a strong influence on operational 
performance with a path coefficient of 0.545, followed by 0.526 for managerial 
performance (MP), and 0.449 for financial performance (FP). Overall, digital 
transformation accounts for 27.7% of the variance in managerial performance 
(MP), 20.2% in operational performance (OP), and 29.7% in financial 
performance (FP). 
 

Figure 1: The Study Final Model 
Source: Survey data (2024) 

 

The smallest effect size (f²) of digital transformation is 0.253 for operational 
performance (OP), followed by 0.383 for managerial performance (MP), and 0.422 
for financial performance (FP). These values exceed the small effect size threshold 
of 0.02, indicating that the digital transformation variables are not only significant 
but also relevant to organizational performance. The Q² values for digital 
transformation’s impact on each hypothesized relationship are 0.128 for 
managerial performance (MP), 0.097 for operational performance (OP), and 0.117 
for financial performance (FP): all of which are greater than zero, confirming the 
predictive relevance of digital transformation. Values for these three significant 
relationships are above the threshold of zero, reinforcing their relevance. 
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The Study Model 
The study’s final model, as presented in Table 7 and Figure 1, reveals that digital 
transformation has a significant positive influence on MFI performance in 
Tanzania. Under the RBV framework, the model highlights how digital 
transformation enhances managerial, financial, and operational performance; 
offering a roadmap for adopting digital transformation strategies within the 
Tanzanian microfinance sector. 

 

Table 7: Summary of Hypothesis Testing 

Relationships Beta (β) p-value t-value Q² f2 CI 95% VIF 

DT -> FP 0.545 0.000 6.569 0.117 0.422 [0.389, 0.665] 1.000 

DT-> MP 0.526 0.000 6.902 0.128 0.383 [0.395, 0.64] 1.000 
DT-> OP 0.449 0.000 5.459 0.097 0.253 [0.300, 0.567] 1.000 

Notes: Effect size values (f2) values > than the threshold of small effect 0.02, p-values < 

than 0.05, t-values > 1.65, VIF<5 (no multicollinearity issue), Q² > zero indicating 
model predictive relevance (Cohen, 1988; Hair & Ringle, 2019). 

 

Discussion of the Study Findings 
This paper aimed to use RBV to explain the perceived influence of digital 
transformation and the performance of MFIs, focusing on key managerial, 
operational, and financial performance. A final model was introduced to 
incorporate the attributes of digital transformation and the MFI variables. The 
findings indicate a significant positive relationship between digital transformation 
and the performance of MFIs in Tanzania. Our results align with those of 
Savastano et al. (2022), who found that digital transformation exerts sustainable 
business excellence in a turbulent scenario during the COVID-19 in Europe. This 
suggests that digital transformation is crucial for maintaining business resilience 
and effectiveness in challenging economic conditions. 
 
The analysis revealed that the relationship between digital transformation and 
financial performance had the highest impact among the tested hypotheses, with a 

beta coefficient (β) of 0.545. This was followed by managerial performance 

(β=0.526), and operational performance (β=0.449). These indices are consistent with 
H1, H2, and H3; which hypothesized that digital transformation has a positive 
influence on managerial, operational, and financial performance (Abdulquadri et al., 
2021). These findings indicate that digital transformation exerts the most significant 
influence on financial performance, suggesting that companies that embrace digital 
transformation are likely to see substantial improvements in their financial outcomes. 
Furthermore, these study findings align with those of Nicolaï and Grange (2021), 
who emphasized that digital transformation enhances financial performance by 
improving operational efficiency, reducing costs, and enabling innovative service 
offerings in Canada. This implies that, similarly for financial institutions in 
developing contexts like Tanzania, embracing digital tools and technologies could 
lead to improved financial outcomes, expanded customer reach, and enhanced 
competitiveness in the financial sector. Additionally, in Tanzania, where access to 
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financial services in rural areas remains limited, digital transformation could bridge 
this gap by providing more inclusive, accessible, and affordable financial products, 
ultimately driving the growth and sustainability of MFIs. 
 
According to Abdurrahman et al. (2024), digital transformation significantly 
influences managerial performance in commercial banks in Japan by enhancing 
decision-making, operational efficiency, and overall management effectiveness. 
Although their findings stem from a different context, they align with those of the 
current study, which highlight a positive influence of digital transformation on 
managerial performance of MFIs in Tanzania. This suggests that, despite contextual 
differences, the benefits of digital transformation in improving managerial 
functions—such as real-time data analysis, enhanced communication, and 
streamlined decision-making—are broadly applicable. For MFIs in developing 
contexts like Tanzania, embracing digital tools can equip managers with deeper 
insights, greater control over operations, and the ability to make more informed 
strategic decisions. By adopting digital technologies, MFIs in Tanzania can enhance 
their managerial performance, align their operations with modern best practices, and 
navigate the challenges of serving financially excluded populations in the digital era. 
Managerial performance benefits notably from digital transformation, indicating 
significant improvements in management efficiency and decision-making processes 
(Shanti et al., 2023). While operational performance is positively influenced, it shows 
the least improvement among the three domains, suggesting that although digital 
transformation contributes to operational efficiency, its effects are more pronounced 
in the financial and managerial aspects. 
 
Cheng et al. (2023) indicate that digital transformation significantly influences 
operational performance in the hospitality industry in China, emphasizing how 
digital tools enhance efficiency, service delivery, and overall operational 
outcomes. Although their findings are based on the hospitality industry in China, 
they provide an empirical foundation for the current study, which examines the 
influence of digital transformation on the operational performance of MFIs in a 
developing country context, such as Tanzania. This suggests that, despite 
differences in industry and geographical contexts, the core principles of digital 
transformation—such as process automation, data analytics, and digital 
platforms—can have a similarly positive effect on operational performance across 
various sectors. In the case of MFIs in Tanzania, adopting digital technologies 
can streamline key operations—including loan processing, customer service, and 
financial management—thereby improving both efficiency and accuracy. This 
operational enhancement can reduce costs, increase service delivery speed, and 
boost customer satisfaction—thereby ultimately elevating overall performance. 
Therefore, the positive impact of digital transformation on operational 
performance observed in China’s hospitality industry can be extended to MFIs in 
Tanzania. These findings offer valuable insights into how digital tools can 
optimize operations and support the long-term growth and sustainability of 
financial institutions in developing economies. 
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Theoretically, the results emphasize the effectiveness of the RBV in assessing digital 
transformation as a crucial asset for MFIs in Tanzania. The RBV, initially 
developed and predominantly used in established business contexts in developing 
economies, has now been tested in a developing country context, broadening its 
scope to microfinance institutions. The variables examined in this study—
managerial, financial, and operational performance—have been widely used in 
developed countries’ contexts, and their application in the Tanzanian context is 
now proven to be meaningful (Guzmán-Ortiz et al., 2020). This demonstrates that 
these variables are also relevant and impactful in developing countries. The model 
developed in this study can be utilized by microfinance institutions in Tanzania as 
an operational framework, enabling them to enhance performance through 
digitalization. This application underscores the practical significance of the RBV, 
and highlights the transformative potential of digital assets in improving the 
efficiency and effectiveness of microfinance operations in developing economies. 
 
This study provides valuable insights into the digital transformation of Tanzania’s 
financial sector, aligning with the findings of Guzmán-Ortiz et al. (2020) on digital 
transformation and its impact on the performance of insurance companies in Peru. 
Both studies underscore the importance of identifying key factors influencing 
digital adoption to develop effective strategies in the contexts of developing 
countries. Specifically, this paper highlights the need for MFIs in Tanzania to 
prioritize digital transition by focusing on enhancing managerial activities, 
streamlining operations, and optimizing financial processes. To drive performance, 
MFIs must redesign their business strategies to align with digital objectives, 
leveraging detailed insights into their operational, managerial, and financial needs. 
By adopting this approach, MFIs can improve efficiency, enhance competitiveness, 
and achieve long-term success; reflecting the broader implications of digital 
transformation strategies across the financial sector. 
 
The study findings underscore the critical need for targeted support from 
policymakers and practitioners to advance the digital transformation of MFIs in 
Tanzania. To fully harness the benefits of digital technologies, the government and 
relevant stakeholders must develop and implement policies that encourage and 
facilitate technology adoption within the microfinance sector, as emphasized by 
Kamal et al. (2011). This support should include initiatives to improve digital 
infrastructure, such as expanding internet access and enhancing technological 
literacy among MFI staff and customers. Additionally, it is essential to establish 
training programs and provide financial incentives to help MFIs effectively 
integrate and optimize digital resources. By addressing these needs, policymakers 
can create an enabling environment that fosters an efficient use of digital tools; 
hence driving significant improvements in the performance of MFIs. Ensuring 
robust support for digital transformation efforts will enable MFIs in Tanzania to 
manage their operations more effectively, enhance financial outcomes, and 
improve overall service delivery. This, in turn, will contribute to the broader goals 
of financial inclusion and economic development in the country. 
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Contribution of the Study 
This study makes significant contributions to the theoretical, practical, empirical, and 
policy dimensions. Theoretically, it enhances the literature by providing empirical 
evidences of the positive relationship between digital transformation and the 
performance of MFIs, contributing new insights into technology adoption, 
organizational performance, and digital innovation, particularly in developing 
economies. Practically, the study offers actionable guidance for MFI managers by 
emphasizing the strategic value of digital transformation in improving operational 
efficiency, customer experience, and profitability through investments in digital tools 
such as mobile banking and automated financial systems. Empirically, the research 
fills a gap by providing robust evidence linking digitalization to MFI performance; 
and uses structural equation modelling (SEM) to analyze its influence on financial, 
operational, and managerial outcomes. From a policy perspective, it informs 
policymakers in developing countries about the importance of supporting digital 
transformation in MFIs to promote financial inclusion and institutional 
sustainability; recommending regulations, incentives, and digital infrastructure 
investments to foster growth in the sector. 
 

Conclusion 

This study highlights the significant and positive impact of digital transformation 
on the performance of MFIs in Tanzania, particularly in enhancing managerial, 
financial, and operational outcomes. The findings emphasize the importance of 
adopting advanced digital tools—such as customer relationship management 
systems, digital payment platforms, and data analysis tools—to improve 
operational efficiency and customer engagement. According to Zhang et al. (2022), 
MFIs should prioritize staff training to ensure proficiency in using these 
technologies to fully capitalize on their benefits. Such initiatives will not only 
enhance operational performance but also strengthen their competitive position, 
thereby contributing to the long-term success and sustainability of MFIs in the 
digital era (Shehadeh et al., 2023). 
 
The study also supports the RBV by demonstrating that digital transformation serves 
as a key resource for enhancing organizational performance. Digital assets and 
capabilities, which are valuable and non-substitutable resources, enable MFIs to 
streamline operations and gain a competitive advantage, particularly in 
environments with limited technological infrastructure. By extending the RBV to a 
developing country context like Tanzania, this study provides a framework for 
understanding how digital resources can drive competitive advantage in such 
settings. Furthermore, the study addresses a gap in the literature by offering empirical 
evidence from a developing economy; and underscores the importance of adapting 
digital strategies to local conditions. It also encourages further research into digital 
transformation across diverse contexts, emphasizing the need for tailored strategies 
and broader applications in both developed and developing regions. 
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