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ABSTRACT

This research is related to comparing financial literacy towards MSMEs with Islamic financial
literacy towards MSMEs. Furthermore, it describes the composition of MSMEs in Indonesia based
on financial potential and employment. The sample used was 211 from Pekanbaru city. Where the
majority of MSME actors are women, less than 25 years old, university graduates, employment
below 5 people and sales turnover ranging from 5 million rupiah to 10 million rupiah every month.
The analysis method uses PLS-SEM with the tool Smart PLS 3. Where financial literacy on MSMEs
performance is represented by financial behavior, financial knowledge and financial attitude
variables. Where each variable has a significant effect and positive correlation. Meanwhile,
Islamic financial literacy on the performance of MSMEs is represented by variables of financial
behavior, financial attitude, financial skills and financial awareness which have a significant effect
with a positive correlation except financial awareness which is negatively correlated. Meanwhile,
the financial knowledge variable in Islamic financial literacy is positively correlated but has no
significant effect on the performance of MSMEs in Indonesia.
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1. Introduction

Micro, small, and medium enterprises (MSMES) are very important in contributing to gross
domestic product (GDP) in every country have benefits great. In addition, MSMESs act as a source
of strength in maintaining the existence of the Indonesian economy and have great benefits for
opening up employment opportunities (Amartha, 2024). According to the report of the
Coordinating Ministry of the Economy, the role of MSMEs in the economy as seen from the
comparison in gross domestic product (GDP) in Indonesia in 2019 obtained around 61.07% of the
role level for economic activities and absorbed a workforce of 64.2 million (ekon.go.id, 2021).

MSMEs are a form of small-scale business that was tested from the 1998 monetary crisis and at
the beginning of 2015 to 2019 the magnitude of the role of MSMEs in encouraging economic
growth is directly proportional to the number which continues to increase by around 2.41%
(Amartha, 2024). The Indonesian Ministry of Cooperatives and MSMEs in 2019 noted that
MSMEs in Indonesia numbered 65.46 million units over time the number of MSMEs decreased to
64 million units in Indonesia (Amartha, 2024).

It should be noted that MSMEs are a group of businesses that were able to survive the 1998
monetary crisis. Published by the Central Statistics Agency (BPS) states that after the economic
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crisis, in Indonesia MSMEs did not decrease but actually increased in absorbing 85-107 million
workers until 2012 (UGM, 2020). This fact explains that the MSME phenomenon is a very
productive sector to be considered and developed in an effort to support economic development
both macro and micro in Indonesia.

The Indonesian Chamber of Commerce and Industry (KADIN) states that the large number of
workers that can be absorbed by the MSME sector can improve the welfare of the community,
especially in Indonesia (KADIN Cirebon, 2022). Therefore, MSMEs have a very strategic role in
reducing poverty and unemployment and so it can be stated that MSMES are one of the sources of
Indonesia’'s economic strength (disnakertrans.ntbprov, 2023).

Over time, many MSMEs have been able to transform from MSMEs into companies that are able
to compete with national and international companies (Bank Indonesia, 2021). With the many roles
of MSMEs in improving the Indonesian economy, there are fluctuations in the number in Indonesia
when viewed from 2018 to 2023. Although there is a covid-19 pandemic which is a factor
inhibiting growth. However, in the middle of the period there was an increase in growth in 2021.
For more details on the development and growth of MSMES in Indonesia after the monetary crisis
can be seen in the following graph.
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Graph 1: Number of MSMEs in Indonesia from 2018 to 2023 (in millions)
Source: KADIN (2024)

The development of the number of MSMES that has a positive trend is not supported by the ability
to manage finances, so that there are still MSMEs that are less productive due to low knowledge
of financial literacy such as lack of lower risk management, high operational costs and groups of
partners in running production in the MSME sector (Maiti, 2018). MSME actors should understand
how financial management and planning are useful in developing their businesses and therefore,
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financial literacy should be well understood by MSMEs actors so that financial decisions can be
made wisely.

Financial management is one of the important aspects for the progress of the Company, especially
for MSMEs. Financial management can be done through accounting, where accounting is a
systematic process to produce financial information that can be used for decision making for its
users (Susan, 2020). As long as MSMEs still use money as a medium of exchange, this accounting
is needed by MSMEs (Srbova et al., 2023).

In line with research from Handoko et al (2023) which states that financial management is a
problem for MSMEs. This is because the owners of MSMEs in financial management are carried
out ineffectively and ideally and not in accordance with the rules of applicable accounting
standards (Handayani, 2023). Usually, it arises because of the limited knowledge of MSME
managers regarding financial management information in accordance with good accounting
standards (Bathla et al., 2024).

The low level of understanding MSMEs in this case about competencies and strategies for
managing finances has an impact on the closure of 82% of MSMEs in Indonesia (Republika, 2023).
Whereas MSMEs are the pillars of the economy in Indonesia which provide benefits to the
economy, especially in absorbing labor in Indonesia (DJPB, 2023). Even more so during the Covid
19 period, MSMEs survived in providing benefits to the Indonesian economy amid the downturn
of large corporations and became a burden on the state (DISKOMINFO.Kalsel, 2022. Meanwhile,
MSMEs during the Covid 19 pandemic can still absorb labor and provide income to the gross
domestic product (GDP) up to 60% (Kontan, 2021).

With such a large role and contribution of MSMESs in Indonesia, it is ironic that 82% of MSMEs
are closed due to inability to compete and very low literacy in financial management. Whereas it
is well known, there have been many financial literacy briefings for MSMEs in Indonesia involving
policy makers, banks and other financial authorities that aim to improve the financial literacy of
MSMEs (OJK, 2023).

This is a big question, in terms of which aspects and parts of financial literacy have no impact on
the performance of MSMEs in Indonesia from the many trainings and workshops that have been
provided. This is a different view conveyed by Wahyono & Hutahayan (2021), explaining that the
relationship between financial literacy and MSME performance is positively correlated and
important. Meanwhile, in Indonesia, financial literacy has been conveyed optimally to MSMEs
players with various forms of activities, but there is still a decline in the number of MSMEs in
Indonesia.

In the general view according to Lusardi & Mitchell (2014) financial literacy is explained by 3
variables namely financial behavior, financial knowledge and financial attitude. In addition,
environmental and social factors are determinants in measuring financial literacy in general.

In the view of Islamic economics related to financial inclusiveness, the influential indicators are
Islamic finance, financial experience, Islamic financial literacy, religiosity and social influence
(Khamis et al., 2024). According to Abdullah et al (2023) that financial literacy consists of 5 (five)
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parts that have an important portion and role in assessing business performance and in this case
MSMEs, namely awareness, knowledge, skills, attitude and behavior.

Research conducted by Alharbi et al (2022) that financial literation is financial attitude, financial
awareness and Islamic imaging have a significant influence on the performance of MSMEs. In line
with research conducted by Abdullah et al (2023) that financial knowledge and awareness for
MSMEs are very influential in performance and the religious values possessed by MSME actors
are also determinants of knowledge related to Islamic financial literacy. So, it is important to
investigate the five indicators regarding their relationship and influence on MSMEs in Indonesia.

2. Literature Review
2.1 Financial Literacy

The use of the term financial literacy was popular in the United States by Jhon Adam in his letter
to Thomas Jaffersen at the end of the 18th century and the purpose of the term financial literacy
was to address ignorance regarding circulation, credit and coins used to drive economic
transactions (FinancialCorp, 2014). The term continues to evolve and used by researchers to
describe the knowledge of individuals, groups and communities regarding the use and management
of money in various sectors of life (Grohmann et al., 2018).

There are 3 basic concepts in financial literacy in determining financial policy universally. The
three concepts are (1) the ability to determine operating expenses and other costs such as interest
rates, (2) knowledge of inflation contained in macroeconomics and (3) understanding of various
kinds of risks in carrying out economic business (Lusardi, 2019). The form of financial literacy in
community activities is reflected in the following variables, namely (1) the proportion of the
population who have accounts at banking institutions in each country to make it safer to save
money and can be used for the development and progress of the country's economy, (2) the
proportion of the population who have savings accounts by using debit cards with the aim of
making transactions easier and safer (Grohmann et al., 2018).

Regarding financial infrastructure, financial literacy has standards to determine the level of
understanding of a country in managing its finances. The measures include (1) the proportion of
the private sector that using financing in banks to the gross domestic product (GDP) of a country,
(2) the presence of banking services within every 100 km radius? which aims to facilitate the
community in accessing needs related to financial needs in various community activities
(Grohmann et al., 2018).

The general indicators of financial literacy are financial culture, financial knowledge and financial
attitudes as well as socio-demographic factors (Garg & Singh, 2018). Financial knowledge is
defined as an individual's knowledge of the use and concept of finance such as to transact, save
and invest (Orlitzky et al., 2003; Lusardi & Mitchell, 2014; Goyal & Kumar, 2021). Financial
behavior can be explained as a sense of responsibility related to the financial decisions or policies
of individuals and groups (Wang et al., 2020; Goyal & Kumar, 2021; Sher, 2020). For financial
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attitudes, it can be explained as consistency regarding how a person or group manages the finances
used in daily activities (Boldureanu et al., 2020; Talwar et al., 2021; Kazancoglu et al., 2021).

2.2 Islamic Financial Literacy

The meaning of Islamic financial literacy is the existence of skills, knowledge, attitudes,
acceptance, behavior, and awareness in carrying out financial governance in accordance with
Islamic sharia (Alshater et al., 2022; Ali et al., 2020; Md.Sapir @ Md.Shafik & Wan Ahmad,
2020). So, to measure how broad an understanding of Islamic financial literacy is measured from
these 5 indicators. For more details, the 5 indicators must be interpreted more clearly.

Financial expertise in Islamic economics is related to the ability of a person or group to make
decisions related to financial planning, financial resources, and control of finances owned and
control the burden of money ownership (Rachmawati et al., 2022; Shaikh, 2021; Hussein Kakembo
et al., 2021). Financial literacy describes the ability to analyse, manage and use one's finances in a
way that is based on Islamic sharia principles of credibility and integrity (Julia & Kassim, 2020;
Khan et al., 2022; Akkas & Asutay, 2023). Financial attitude in an Islamic perspective is related
to consistency in conducting financial governance in accordance with Islamic sharia principles
both when planning, implementing and evaluating in order to provide benefits to individuals and
groups and the environment (Johan et al., 2020) (Johan et al., 2020; Abdullahi et al., 2021).
Meanwhile, financial acceptance/awareness and financial behavior in general can be explained as
the actualisation of Islamic values in using financial resources owned and used for various
individual and group activities that are influenced by the environment and demographics
(Boldureanu et al., 2020; Md.Sapir @ Md.Shafik & Wan Ahmad, 2020).

2.3 Micro, Small and Middle Enterprises (MSMES)

Micro enterprises are productive economic activities that have businesses that fulfil the following
criteria (Shafi et al., 2020; Gherghina et al., 2020). The criteria for micro businesses in Indonesia
are to have a maximum asset of 50 million rupiah and a maximum sales turnover of 300 million
rupiah for one year (dinkopum bojonegoro, 2020).

Small businesses are productive economic activities run by individuals or groups and are not
subsidiaries of large corporations and have financial criteria (Eggers, 2020; Eller et al., 2020). The
financial criteria for small businesses in Indonesia are having assets from 50 million rupiah to 500
million rupiah and in terms of turnover ranging from 300 million rupiah to 2.5 billion rupiah in
one year (dinkopum_bojonegoro, 2020

Medium-sized enterprises are productive economic activities in the form of businesses in the real
sector that do not have subsidiaries of micro and small businesses and are not owned by large
businesses with certain criteria (Gherghina et al., 2020; Gaglio et al., 2022). The criteria for
medium-sized businesses are having assets from 500 million rupiah to 10 billion rupiah and for
turnover ranging from 2.5 billion rupiah to 50 billion rupiah in one year (dinkopum bojonegoro,
2020).

2.4 Financial literacy and MSME performance
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In research conducted by Kulathunga et al (2020) explained that financial literacy is positively and
significantly correlated with the performance of MSMEs. The performance indicators, especially
for MSMEs, can be seen from the value of sales, profits, business asset value, family asset value,
financing, family living expenses, and family savings (Seraj et al., 2022; Tuffour et al., 2022;
Buchdadi et al., 2020).

2.5 Research Model and Hypothesis

From the literature and background, the researcher has a research hypothesis chart as follows. For
financial literacy that affects the performance of MSMEs, the research model is;

Financial behavior
(H1)

Financial

knowledge H2) | —————» Kinerja UMKM

Financial attitude /

(H3)

Figure 1. Model of financial literacy on MSMEs performance
Source: Lusardi & Mitchell, (2014); Garg & Singh, (2018)

With the hypothesis that;

H1: financial behavior is positively correlated with a significant effect on the performance of
MSMEs.

H2: financial knowledge is positively correlated and has a significant effect on the performance of
MSMEs.

H3: financial attitude is positively correlated and has a significant effect on the performance of
MSMEs.

As for Islamic financial literacy on the performance of MSMEs, the research model is;
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Financial
behavior (H1)

Financial

knowledge (H2) \

Financial attitude
(H3)

Kinerja UMKM

Financial skill
(H4)

Financial
awareness
(HS)

Figure 2. Model of Islamic financial literacy on MSMEs performance
Source: Alshater et al., (2022); Ali et al., (2020); Md.Sapir @ Md.Shafik & Wan Ahmad, (2020)

With the hypothesis that;

H1: financial behavior is positively correlated with a significant effect on the performance of
lI§|/|28:I\f/:E:ﬁcial knowledge is positively correlated and has a significant effect on the performance of
'\H/ISS:I\;IiEthiaI attitude is positively correlated and has a significant effect on the performance of
'\H/Iéls:l\lililr_:]:hcial skills are positively correlated and have a significant effect on the performance of
Méhﬂﬁzﬁcial awareness is positively correlated and has a significant effect on the performance of
MSMEs.

3. Methodology

In this research, the method used to explain the research results is a combination method known
as sequential explanatory design. Where this method combines quantitative research with
qualitative research. This research uses the following research model;
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Figure 3. Research model
Source: Author's development (2024)

The function of quantitative research is to see measurably the factors that affect the performance
of MSMEs both in general financial literacy and financial literacy in Islamic views. The
measurement uses the partial least square-structural equation modelling (PLS-SEM) method.
Basically, the PLS-SEM method is a superior method for research that solves social problems and
can be used in big data and small data research (Ravand & Baghei, 2016). In testing, there are two
stages, namely conducting confirmatory factor analysis (CFA) and then evaluating the structural
model using convergent validation and discriminant validation (Hair et al., 2017). In this study,
the analysis tool used the Smart PLS 3 application to obtain quantitative research results.

The sample that must be used for research according to Hair et al (2010) minimum 100 to 200
respondents in the analysis using PLS-SEM. The respondents interviewed in the study were
MSME actors in Indonesia. Due to limited resources, respondents were only taken and interviewed
from MSMEs actors in Pekanbaru city with a total of 211 respondents. The results of interviews
from respondents will be kept confidential. After the results of the quantitative research are
obtained, a qualitative approach is followed which aims to look comprehensively at the social
demographics of the research (Liu, 2022).

4. Result and Discussion
4.1 Result

4.1.1 Qualitative Results
The profile of respondents in the research can be explained descriptively to reflect the demographic
posture of MSMEs in Indonesia. The majority of those interviewed were respondents with female
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gender as much as 56.8%. While the education of the respondents in the study was mostly at the
university level at 50.53%. For age in the study, the majority were under 25 years old at 43.16%.

The majority of MSME business actors in this study have under 5 employees, amounting to
87.37%. Meanwhile, the majority of respondents’ monthly sales value is at a value of 5 million
rupiah to 10 million rupiah. For more details, the descriptions of the research respondents can be
seen in table 1.

No. Item Total %
1  Gender
Man 91 43,16
Women 120 56,84
2  Education
Elementary 0 0
Junior 0 0
Senior 104 49,47
University 107 50,53
3 Age
<25 age 91 43,16
25 —40 age 53 25,26
40 — 55 age 60 28,42
>55 age 7 3,16
4 Total labor
<5 people 184 87,37
5 - 15 people 20 9,47
15 - 30 people 4 2,11
>30 people 3 1,05
5  Sales monthly
< 5 millions rupiah 58 27,37
5 - 10 millions rupiah 100 47,37
10 - 15 millions rupiah 22 10,53
>15 millions rupiah 31 14,74

Table 1. Respondent profiles
Source: Author's calculation based on survey questionnaire (2024)

4.1.2 Quantitative Results

To see the effect of financial literacy on the performance of MSMEs, outer model and inner model
testing must first be carried out. The steps taken are validity and reliability tests (convergent
validity) and model tests (discriminant validity) on the outer model. In testing convergent validity,
each indicator must meet the recommended values, among others; (1) loading factor (FL) is above
0.5 (>0.5), (2) Cronbach's alpha (CA) value is above 0.6 (>0.6), (3) composite reality (CR) is more
than 0.7 (>0.7), (4) average variance extracted (AVE) must be more than 0.5 (>0.5) (Darmansyah
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et al., 2021). In testing discriminant validity, the indicator used is the crossloading factor (CLF)
with the value of each sub latent variable must be greater than other variables (Liu, 2022).

The effect of financial literacy on MSME performance and Islamic financial literacy on MSME
performance based on table 2 states that the model has met convergent validity. For more details,
the validity and reliability tests have been fulfilled, namely; (1) the overall LF value is more than
0.5, (2) the AVE value is greater than 0.5 in all variables, (3) the CR value is greater than 0.7 in
all variables, (4) the CA value is greater than 0.6 in all variables. From the results of the model test
on financial literacy in general with the performance of MSMEs, it was found that the model was
good. Where all tests to meet the ideal model criteria have been met. For more details, see table 2.

Financial literacy>MSMEs Islamic financial

No literacy>MSMEs
Construct performance
performance
LF AVE CA CR LF AVE CA CR
Entrepreneur 0,92 0,82 092 09
1 Performance 0,819 6 0,948 0 6 8
0,84 0,84
EP1 3 5
0,93 0,93
EP 2 3 9
0,90 0,90
EP 3 5 4
0,93 0,93
EP 4 0 0
2 Financial Attitude 0515 9% 0808 051068 080
5 5 5 8
0,65 0,65
FAT 1 3 3
0,79 0,79
FAT 2 5 5
0,73 0,73
FAT 3 7 7
0,67 0,67
FAT 4 1 1
3 Financial behavior 0562 %74 0837 056 0,74 083
6 2 6 7
0,70 0,70
FB 1 9 9
0,73 0,73
FB 2 4 4
0,74 0,74
FB 3 5 5
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FB 4 0’531 0,(5)31
4  Financial Knowledge 0,631 O’go 0,871 0,53 0,830 0,;37
FK 1 0’55 0,3?5
FK 2 0’885 0,885
FK 3 0’;36 0,$6
FK 4 0’178 0,178
5  Financial Skill - - - - 0155 0,;32 0,é38
FS 1 ] ) ) ] o,fl
FS 2 ] ) ) ] o,;s
FS 3 ; ) _ ] o,§6
FS 4 ; - - . 0,3%}3
6  Financial Awareness - - ] ] 0,60 080 0,85
- 5 0 8
FA 1 ; - - . 0,g7
FA 2 ; - - . 0,881
FA3 ; - - . 0,986
FA 4 ; - - . 0,52

Table 2. Convergent Validity Test
Source: Author's calculation, based on PLS-SEM output (2024)

In discriminant validity, for financial literacy with MSMEs performance and Islamic financial
literacy with MSMEs performance, the model has met the requirements to represent the research.
Where the latent sub variable value is higher than the other variables. For more details, see table 3
and table 4.

Entrepreneur Financial Financial Financial
Construct Performance Attitude Behavior Knowledge

(EP) (FA) (FB) (FK)
EP1 0,843 0,492 0,480 0,425
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EP 2
EP3
EP 4
FAT 1
FAT 2
FAT 3
FAT 4
FB1
FB 2
FB3
FB 4
FK1
FK 2
FK3
FK 4

0,938
0,906
0,930
0,498
0,476
0,356
0,409
0,363
0,326
0,411
0,549
0,293
0,360
0,355
0,350

0,561
0,611
0,568
0,658
0,795
0,737
0,671
0,541
0,474
0,579
0,560
0,403
0,322
0,387
0,437

0,526
0,522
0,529
0,551
0,571
0,540
0,381
0,709
0,734
0,742
0,810
0,503
0,432
0,489
0,422

0,355
0,412
0,365
0,518
0,393
0,231
0,185
0,490
0,391
0,365
0,481
0,653
0,858
0,867
0,781

Table 3. Discriminant validity using CLF on financial literacy and MSMEs performance
Source: Author's calculation, based on PLS-SEM output (2024)

Entrepreneur  Financial Financial Financial Financial Financial

Construct Performance Awareness Attitude Behavior  Knowledge Skill

(EP) (FA) (FAT (FB) (FK) (FS)
EP1 0,845 0,290 0,492 0,480 0,425 0,433
EP 2 0,939 0,277 0,561 0,526 0,355 0,445
EP 3 0,904 0,401 0,610 0,522 0,412 0,486
EP 4 0,930 0,327 0,568 0,529 0,365 0,475
FA 1 0,379 0,778 0,504 0,592 0,521 0,462
FA 2 0,250 0,818 0,337 0,395 0,658 0,505
FA3 0,254 0,869 0,343 0,476 0,713 0,600
FA 4 0,108 0,625 0,272 0,426 0,575 0,503
FAT 1 0,497 0,535 0,658 0,551 0,518 0,605
FAT 2 0,476 0,362 0,795 0,571 0,393 0,410
FAT 3 0,355 0,311 0,737 0,540 0,231 0,333
FAT 4 0,409 0,168 0,671 0,381 0,185 0,185
FB 1 0,363 0,482 0,541 0,709 0,490 0,421
FB 2 0,326 0,414 0,474 0,734 0,391 0,340
FB 3 0,410 0,427 0,579 0,742 0,365 0,434
FB 4 0,549 0,529 0,560 0,810 0,481 0,481
FK 1 0,294 0,512 0,403 0,503 0,653 0,424
FK 2 0,360 0,596 0,322 0,432 0,858 0,617
FK 3 0,355 0,753 0,387 0,489 0,867 0,736
FK 4 0,350 0,568 0,437 0,422 0,781 0,586
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FS1 0,454 0,486 0,477 0,553
FS?2 0,278 0,600 0,335 0,341
FS3 0,436 0,572 0,455 0,471
FS 4 0,443 0,482 0,506 0,440

0,576 0,811
0,655 0,733
0,659 0,863
0,584 0,833

Table 4. Discriminant validity using CLF of Islamic financial literacy with MSMEs performance

Source: Author's calculation, based on PLS-SEM output (2024)

For inner model testing, financial literacy with MSMEs performance results in that all independent
variables with the dependent variable are positively and significantly correlated. For more details,

see table 5.

Construct Estimate t-statistic p-values Remark
Financial Attitude -> Entrepreneur 0,418 6,232 0,000 Accepte
Performance d
Financial Behaviour -> Entrepreneur 0,205 2,375 0,018 Accepte
Performance d
Financial Knowledge -> Entrepreneur 0,108 2,204 0,028 Accepte
Performance d
R?: 42,2%

Table 5. Structural equation of financial literacy on MSMEs performance Source:

Author's calculation, based on PLS-SEM output (2024)

With the path coefficient can be seen in Figure 4.

K1 _

2,653 (0.000)

2.858 (0.000) §
————0.867 (0.000)

0.781(0.000)

FK2

FK3

FK4
Financial

Knowladge
0.108 (0.028)

FB1

0.709 (0.000)
0.734 (0.000)
074 (0.000)
0.810 (0.000)

FB2

FB3

FB4

Financial
Behavior

Enterpreuner

Performance

0.418 (0.000)

FAT1

0.658 (0.000)
N 705 (0 NNV
0.737 (0.000)
0.671 (0.000)

FAT2

FAT3

FAT4

Financial
Attitude

Figure 4. Path coefficient for financial literacy on MSMEs performance

Source: Output of PLS-SEM (2024)
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In Islamic financial literacy and MSMEs performance, not all independent variables on the
dependent variable are positively and significantly correlated. Where for variable financial
knowledge is positively correlated and insignificant to the performance of MSMEs. Meanwhile,
the financial awareness variable has a negative and significant correlation with the performance of
MSMEs. For more details, it can be seen in table 5.

Construct Estimate t-statistic p-values Remark
Financial Attitude -> Entrepreneur 0,372 4,672 0,000 Accepted
Performance
Financial Awareness_ -> Entrepreneur
Performance
Financial Behaviour -> Entrepreneur
Performance
Financial Knowledge -> Entrepreneur 0,086 1,007 0315  Rejected
Performance
Financial Skill -> Entrepreneur Performance 0,219 2,644 0,008  Accepted
R?; 44,9%
Table 6. Structural equation of Islamic financial literacy on MSMEs performance Source: Author's
calculation, based on PLS-SEM output (2024)

-0,184 2,172 0,030  Accepted

0,242 2,667 0,008  Accepted

With the path coefficient can be seen in Figure 5.
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Output of PLS-SEM (2024)

4.2 Discussion

The construction of financial literacy with the performance of MSMEs in Indonesia is represented
by 42.2% and the remaining 57.85% is contained in unobserved variables. Where the financial
knowledge variable has a significant effect with a positive correlation. This explains that if the
understanding of MSME actors is good on financial knowledge, it can improve the performance
of MSME actors and vice versa, if the understanding of MSMEsS actors on financial knowledge is
low, it can reduce the performance of MSMEs (Purnamawati et al., 2022; Kaur et al., 2022;
Anthanasius Fomum & Opperman, 2023). Financial behavior variables have a significant effect
on MSME performance with a positive correlation. This can be explained that the understanding
of MSMEs actors of good financial behavior will improve the performance of MSMEs and if the
understanding of MSME actors is low on financial behaviour, it will reduce the performance of
MSMEs (Sun & Zhang, 2024; Culebro-Martinez et al., 2024; Zambrano Farias et al., 2023).
Furthermore, the financial attitude variable is positively correlated and has a significant influence
on the performance of MSMEs. It can be explained that the understanding of MSMEs actors of a
good financial attitude can improve the performance of MSMEs and if the understanding of a low
financial attitude will have an impact on reducing the performance of MSMEs (Ratnawati et al.,
2023; Meldona et al., 2023).
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The construction of Islamic financial literacy on the performance of MSMEs in Indonesia is around
44.9% and the remaining 55.1% is in unobserved variables. Where the variables of financial
behavior and financial attitude have a positive effect and are significantly correlated with the
performance of MSMEs. Meanwhile, the financial knowledge variable is not significant to the
performance of MSMEs. This can be caused by; (1) the support of Islamic finance in supporting
the halal industry, especially MSMEs in Indonesia, (2) the lack of qualified human resources in
developing Islamic finance, (3) the absence of Islamic banks that have book 4 assets (core capital
of more than Rp. 30 trillion) in Indonesia, namely Islamic banks with large capital, low research
and development capacity in Indonesia (KNEKS, 2019). For the financial skill variable, it has a
significant and positive correlation with MSME performance. MSME actors who have good
knowledge of financial skills, then the performance of MSMEs will improve the performance of
MSMEs and vice versa, if the performance of MSMEs is low, it can be due to the low knowledge
of business actors about financial skills (Apriyanti & Yuvitasari, 2021; Valle et al., 2022).
Meanwhile, the financial awareness variable has a negative correlation with a significant effect on
the performance of MSMEs in Indonesia. So, if business actors have low financial awareness
knowledge, it will improve the performance of MSMEs and vice versa if high financial awareness
knowledge will reduce the performance of MSMEs. With the majority of MSME players with a
turnover of under IDR 5 million per month, business actors will definitely always try to increase
turnover by maximizing existing conditions. Because financial awareness relates to knowledge of
how to budget, plan for retirement, manage debt, and track personal expenses (Investopedia, 2024).
Meanwhile, ways to increase sales are; encouraging new innovations, evaluating products in
circulation, revising existing products, providing attractive offers, conducting market research,
building communication with consumers, strengthening consumer loyalty, maximizing digital
marketing efforts (IDstar, 2024). So it can be explained that the less business actors know the
purpose of financial awareness, the income earned can be directly reused to increase sales turnover
by making it as capital which is evidence of an increase in MSMEs performance.

5. Conclusion and Recommendation
5.1 Conclusion

The composition of MSME actors in Indonesia is mostly run by business actors with female
gender. For the education level, the majority are university graduates and while the age of the
majority of business actors is below 25 years. The average MSME in Indonesia has a sales turnover
of around IDR 5 million - IDR 10 million per month. Where the majority of MSMEs can only
accommodate less than 5 workers in each business actor.

Financial literacy consisting of financial behavior, financial knowledge and financial attitude
provides a positive relationship with a significant effect on the performance of MSMEs in
Indonesia. In Islamic financial literacy which has a positive and significant effect on the
performance of MSMEs, namely financial behavior, financial attitude and financial skills. For
financial awareness, it has a negative correlation with a significant effect. Meanwhile, financial
knowledge has no significant effect on the performance of MSMEs.
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5.2 Recommendation

The results of this study indicate that financial literacy in general and Islamic financial literacy
have an influence on the performance of MSMEs in Indonesia.
Therefore, it is expected to;

1. Government

« Provide training programs to MSMEs to further explore both general financial literacy and
Islamic financial literacy in order to improve MSMES performance.

« There is assistance provided by the government to MSMEs players, so that the practice of
financial literacy in general and Islamic financial literacy is in accordance with the direction
and training provided.

« Conduct public service advertisements on the importance of financial literacy both in
general and Islam with the aim of introducing and educating many people both for MSMEs
players and the general public.

« Providing a choice of material on financial knowledge based on Islamic religious
understanding based on the Qur'an, hadith, giyas and ijma’ ulama and idjitihad to Muslim
MSMEs players.

2. MSMEs players

« There should be more focus on running MSMEs by using financial literacy both in general
and Islam.

« Changing the paradigm of MSMEs actors in seeing financial literacy hand training as a
means of knowledge and self-potential development.

« Itis expected that MSMEs players always update their knowledge about financial literacy
and Islamic financial literacy.

5.3 Limitation and future research

This research still has limitations in explaining sample demographics and sample coverage. Where
the sample demographics are only taken based on the classification of financial potential. As for
sampling, it was only carried out in Pekanbaru city. It is hoped that further research will be able to
make descriptive demographics wider by reaching a larger sample and spread across several cities
that can represent Indonesia, which can be based on islands, time groups and regional criteria in
Indonesia.
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Appendix. Questionnaire

UGM

. Respondent Profile

1. Gender

O Male

(O Female
2. Age

(O <25 Age

3. Education

(O Elementry

O Junior

(O Senior

(O University
4. Total Labor

() 25-40 Age (O<40-55 Age (O)>55Age

(O <5 People

() 5-15 people

(O 15— 30 people

(O > 30 people
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5. Sales monthly

(O < 5 millions rupiah

(O 5 - 10 millions rupiah
() 10 - 15 millions rupiah
(O < 5 millions rupiah

Il. For next question, Please read the corresponding option that best matches the degree
to which each statement describes you at 1 (Strongly Disagree) till 5 (Strongly
Agree)

No. | Statement

Financial Awareness 1 2 3 4 5

1 Knowledge of Islamic Finance is essential
for the present and the future.

2 | always provide funds at least once a
semester for Islamic Finance Training.

3 | always upgrade my Sharia Financial Skills
every month.

4 | choose Sharia Investment Means with risks

that I can bear if | experience losses.

Source: (Khamis et al., 2024; Abdullah et al (2023; Alharbi et al 2022) with modification
author

Financial Knowledge 1 2 3 4 5

1 | know how to manage my personal

finances.
2 | know financial services products well.
3 | know very well how to Invest with

Financial Instruments.
4 I will always join financial training if there

is information about it.

Source; Lusardi & Mitchell, (2014); Garg & Singh, (2018) with modification author

Financial Behavior 1 2 3 4 5

1 | always set aside at least 20 percent of the
money | earn every month for savings.
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2 To anticipate uncertainties, | always set
aside profits for that.

3 | always keep a record of my income and
expenses every month,
4 | always increase the capital portion of the

profits | receive every year.
Source; Lusardi & Mitchell, (2014); Garg & Singh, (2018) with modification author

Financial Skill 1 2 3 4 5

1 | have the ability to manage finances with
the concept of sharia.

2 | fully understand investment portfolio
management in sharia financial instruments
3 | know the purpose of Sharia insurance for
protection against unexpected risks.

4 | find out about Sharia Investment to
increase my Investment in the future.

Source: (Khamis et al., 2024; Abdullah et al (2023; Alharbi et al 2022) with modification
author

Financial Attitude 1 2 3 4 5
1 | tend to keep my money in the bank or
Investing rather than keeping it at home.
2 I will choose a profitable type of investment.

3 Money is very important to me, because
without it it's hard to do what we want.

4 I'm the type of person who loves money, so |
won't buy something if it's not important.
Source; Lusardi & Mitchell, (2014); Garg & Singh, (2018) with modification author

Performance MSMEs 1 2 3 4 5
1 | am able to increase my sales turnover
because | have learned financial literacy
2 | can increase the number of items sold

because | have a good understanding of
financial literacy.
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3 | know how to improve my service and sales
production because | have studied financial
literacy.

4 | am able to improve my business by
learning good financial management.

Source: Seraj et al., (2022); Tuffour et al., (2022); Buchdadi et al.,( 2020). With
modification author
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