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Abstract 
 

This study aims to analyze the role of innovation and Islamic financial literacy in 
improving the performance of MSME actors in the context of Islamic economics. 
This study also aims to evaluate the impact of innovation and Islamic financial 
literacy on MSME growth and contribute to the sustainable development of 
MSMEs. This qualitative research applied a literature approach and document 
analysis to collect relevant data and information. A literature review was also 
conducted to identify indicators of the success of Islamic financial innovation and 
literacy in MSMEs and appropriate evaluation methods. Other research data 
included previous research results and related case studies. The results of this 
study revealed that MSMEs that implement Islamic financial innovation and 
literacy tend to experience improved performance. Product and process 
innovation, selection of Islamic financial instruments, and financial management 
by Sharia principles contributed positively to increasing MSME income, 
productivity, and operational efficiency. This research contributes to 
understanding the critical role of innovation and Islamic financial literacy in 
improving the performance of MSME actors. The findings of this study can serve as 
a reference for relevant stakeholders, including MSME actors, government, and 
Islamic financial institutions, in developing supporting policies and programs that 
strengthen innovation and Islamic financial literacy in MSMEs. 
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I. Introduction 
 
As a country with the largest Muslim population, Indonesia has great potential to become 
the global Islamic economy and finance center (Anwar, 2020). This can be observed from 
Indonesia's position in 2020 as the world's second-ranked Islamic Finance Development 
Indicator (IFDI), an index used to evaluate the development of the Islamic finance industry. 
Previously, in 2019, Indonesia was ranked second in the development of Islamic finance 
according to the Global Islamic Finance Report (GIFR) through the Islamic Finance Country 
Index (IFCI). This achievement signifies Indonesia's commitment to advancing the Islamic 
finance sector by creating a conducive ecosystem and developing competitive Islamic 
financial institutions.  

Table 1. Islamic Finance Development Indicator (IFDI) 2020 

Country Ranking IFDI 2020 
Quantitative 
Development 

Knowledge Governance Awareness CSR 

Malaysia 1 111 94 185 86 149 41 
Indonesia 2 72 27 181 67 60 23 
Bahrain 3 67 38 68 88 103 38 
United Arab 
Emirates 

4 66 31 67 79 91 60 

Saudi Arabia 5 64 59 52 41 50 119 
Jordan 6 53 14 75 51 29 99 
Pakistan 7 51 18 80 74 53 31 
Oman 8 45 14 46 66 73 25 
Kuwait 9 43 48 13 63 48 42 
Qatar 10 38 28 19 63 52 29 
Brunei 11 36 13 44 54 61 9 
Maldives 12 34 22 21 70 22 34 
Nigeria 13 32 5 26 60 17 51 
Sri Lanka 14 30 11 36 42 11 48 
Syria 15 28 31 15 45 14 36 
Global average 11 6 11 14 17 7 

Source: Data on Indonesia's National Financial Literacy Strategy 2021 - 2025 
 
Micro, Small, and Medium Enterprises (MSMEs) play a very significant role in the dynamics 
of a country's economy, including in the Islamic economic framework (Putri et al., 2018). 
The role of MSMEs is manifested in their contribution as the main drivers of economic 
growth, job creators, and partners in a more equitable distribution of economic risks (Radha 
& Sekhar, 2019). However, MSMEs are often faced with various challenges in their business 
development and expansion efforts, especially amid increasingly fierce competition on a 
global scale. MSMEs often need help in their business development and expansion efforts, 
including Limited Access to Capital and Financing, Limited Human Resources, Technology 
and Innovation Constraints, and Low Financial Literacy (Prakash et al., 2021). Therefore, 
increasing the ability and application of innovation and Islamic financial literacy is critical 
in helping MSMEs develop economic sustainability imbued with Sharia principles (Rohayati 
& Qolbi, 2022). 

Innovation in the context of Islamic MSMEs involves creating and adopting new solutions, 
whether in products, processes, or business models, that comply with Sharia principles 
(Abdullah et al., 2021). In addition, Islamic financial literacy is also an important aspect, 
which includes knowledge and understanding of Islamic financial principles, as well as skills 
in managing business finances by sharia (Alfarisi, 2020). With the right innovation and 
adequate understanding of Islamic finance, MSMEs can optimize their performance with 
efficiency, sales growth, broader market penetration, and increased consumer confidence 
in their products and services (Rahmansyah et al., 2023). Through continuously developing 
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and implementing innovation and Islamic financial literacy, MSMEs can strengthen their 
competitiveness in the increasingly competitive Islamic economic era (Awaliyah & Asri, 
2023). In order to face the challenges and strengthen the position of MSMEs in the context 
of Islamic economics, the government, financial institutions, and industry players need to 
pay serious attention to the empowerment of MSMEs by providing access to education and 
training, coaching, financial assistance by sharia principles, as well as broad market 
opportunities and partnerships (Weldeslassie et al., 2019). This will help MSMEs improve 
their capabilities, competencies, and competitiveness in line with the principles of 
sustainable Islamic economics. 

Several previous studies have highlighted the role of innovation in improving the 
performance of MSMEs, such as research conducted by Olazo (2022), where this study 
shows that MSMEs that can adopt innovation, whether in products, processes, or marketing, 
tend to be more competitive and sustainable. However, most of these studies focus on 
something other than the context of Islamic finance. On the other hand, research on Islamic 
financial literacy has revealed that a good understanding of Islamic financial principles can 
enhance ethical and sustainable financial management, such as the research conducted by 
Poon et al. (2020). However, this research still needs to be improved in linking Islamic 
financial literacy with MSME performance. In addition, several studies have investigated the 
effect of Islamic finance on MSMEs, such as the research conducted by Usman et al.. The 
results of these studies suggest that Islamic finance, such as financing through murabahah 
or mudarabah schemes, can provide better access to finance for MSMEs. Nonetheless, the 
need to investigate the role of Islamic financial literacy in maximizing the benefits of Islamic 
finance remains an area that needs further exploration. 

Although several previous studies investigate the role of innovation, Islamic financial 
literacy, and the influence of Islamic finance on MSMEs, there are still research gaps that 
need to be filled in the context of this study. These research gaps include limitations in 
integrating innovation and Islamic financial literacy, focusing on MSMEs in the context of 
Islamic finance and diverse geographical and industrial contexts. Previous research tends 
to separate innovation and Islamic financial literacy. This research will integrate these two 
aspects to understand better how innovation supported by Islamic financial understanding 
can improve the performance of MSMEs. In addition, this study will focus on MSMEs 
operating in an Islamic finance environment. This will allow for a more in-depth 
understanding of how Islamic finance principles affect MSME performance, considering 
aspects of Islamic financial literacy. Furthermore, this study will cover a range of 
geographical and industry contexts to understand the differences in the effect of innovation 
and Islamic financial literacy on MSMEs. By filling this research gap, this study will provide 
deeper insights into how innovation and Islamic financial literacy can be critical factors in 
improving MSME performance in the context of the Islamic economy. 

This study explores the role of innovation and Islamic financial literacy in improving the 
performance of MSMEs. In this context, this study will examine in detail how adopting 
Sharia-compliant financial innovations and literacy can contribute positively to economic 
performance, including increased revenue, profitability, operational efficiency, and market 
share of MSMEs. In addition, this study will analyze the strategies applied as well as the 
stages of implementation related to innovation and Islamic financial literacy among MSME 
players. In this case, it will study how MSME players adopt Sharia principles in financial 
innovation and literacy and how effective strategies can help encourage and support MSME 
players in implementing Islamic financial innovation and literacy. Furthermore, this 
research will identify the inhibiting factors MSME players face in adopting Islamic financial 
innovation and literacy and offer appropriate solutions to overcome these challenges. 
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Through in-depth analysis, specific barriers, including culture, knowledge, accessibility, and 
compliance with Sharia principles, were studied. The solutions may provide practical 
guidance for MSME players to overcome these obstacles and better implement Islamic 
financial innovation and literacy. Furthermore, this research evaluated and measured the 
success of the implementation of Islamic financial innovation and literacy in MSMEs.  

II. Literature Review 

2.1. Definition of Innovation in the Context of MSMEs 

Innovation is a concept that involves the development and application of new ideas, 
products, processes, or business models that bring added value and provide a competitive 
advantage (Singh & Aggarwal, 2021). In the context of MSMEs, innovation can cover various 
aspects such as products, marketing, operational management, and technology (Mannan & 
Haleem, 2019). Innovation also involves paradigm shifts, increased effectiveness, and 
creativity in responding to market challenges (Olazo, 2022). In the context of MSMEs, 
innovation is vital in improving competitiveness and business sustainability. MSMEs must 
adapt to market trends, technology, and consumer preferences (Octasylva et al., 2022). 
Innovation can help MSMEs develop and expand product or service offerings, increase 
operational efficiency, improve quality, expand market reach, and improve customer 
experience (Triwahyono et al., 2023). With the right innovations, MSMEs can increase the 
added value and differentiation needed to survive and grow in a competitive market 
(Ayandibu et al., 2021). 

One example of a form of innovation in MSMEs that can improve the performance of MSME 
actors is the use of digital technology to expand market reach. For example, an MSME that 
initially only sells its products locally can use an e-commerce platform to sell its products 
online. With this innovation, MSMEs can reach a broader range of consumers domestically 
and abroad. In addition, innovation in the form of using technology can also help MSMEs 
manage their business more efficiently. For example, using inventory and financial 
management applications can help MSMEs optimize product stock, manage purchases and 
sales, and monitor their finances in real-time. With this innovation, MSMEs can save time 
and effort in managing their business so they can focus on product development and 
marketing strategies. In addition, innovation in the form of collaboration between MSMEs 
can also improve the performance of MSME players. In this case, several MSMEs can work 
together to expand their market and improve competitiveness. For example, several MSMEs 
that have complementary products can form partnerships to present bundled products that 
are more attractive to consumers. With this collaboration, MSMEs can support each other 
and optimize their potential so that they can compete with larger businesses. Innovation is 
a critical factor in the successful development of MSMEs. In the context of MSMEs, 
innovation involves the development of new ideas, products, processes, or business models 
that provide added value and competitive advantage (de Carvalho et al., 2021). MSMEs must 
understand the importance of Islamic financial literacy in implementing innovations that 
comply with Sharia principles (Rahmansyah et al., 2023). By doing so, MSMEs can harness 
their innovative potential to achieve sustainable growth and strengthen their contribution 
to the Islamic economy.  
 
2.2. Understanding Sharia Financial Literacy 
 
Islamic financial literacy refers to the knowledge, understanding, and skills related to the 
principles of Islamic finance (Mufidah et al., 2022). This includes understanding Sharia-
based financing mechanisms, sharia-compliant financial instruments, and ethical values and 
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financial principles by Islamic teachings (Rashid et al., 2019). Understanding Islamic 
financial literacy enables individuals to make intelligent financial decisions, conduct Sharia-
compliant business practices, and participate actively in the Islamic economy (Ahmad et al., 
2020). Understanding Islamic financial literacy involves several essential components, 
including (Mufidah et al., 2022): 
 

a. Principles of Islamic Finance: An understanding of the principles underlying the 
Islamic financial system, such as the prohibition of usury, elements of fairness, and 
risk sharing. 

b. Islamic Financial Products and Instruments: Knowledge of various Islamic financial 
products and instruments, including Islamic contract-based financing, such as 
mudarabah, musharakah, and murabahah. 

c. Ethics and Financial Responsibility: Understanding Islamic business ethics, 
principles of justice, and social responsibility in business and financial activities. 

d. Personal or Business Financial Management: Knowledge of sound financial 
management, financial planning, investment, and decision-making centered on 
Shariah principles. 
 

Understanding Islamic financial literacy is critical in conceptualizing innovations compliant 
with Islamic financial principles (Poon et al., 2020). A strong understanding of Islamic 
finance principles helps individuals and businesses plan innovations toward financial 
growth and align with Islamic ethical values (Mufidah et al., 2022). This understanding 
enables them to develop Shariah-compliant products or services, use appropriate Islamic 
financial instruments, and ensure the ongoing sustainability of innovations (Suseno et al., 
2021). Islamic financial literacy is fundamentally necessary for understanding the 
principles of Islamic finance and carrying out appropriate economic practices (Alfarisi, 
2020). Islamic financial literacy involves understanding Islamic principles, financial 
products and instruments, financial ethics and responsibilities, and personal or business 
financial management (Trianto et al., 2021). Understanding Islamic financial literacy is 
essential in conceptualizing innovations that consider ethical values and sharia principles 
(Alziyadat & Ahmed, 2018). In implementing innovations, this understanding enables 
individuals and businesses to develop Shariah-compliant products or services, conduct 
ethical business practices, and contribute to the sustainable growth of the Islamic economy 
(Rohayati & Qolbi, 2022).  
 

2.3. The Relationship Between Innovation and Islamic Financial Literacy 

Innovation can significantly contribute to improving Islamic financial literacy (Dinc et al., 
2021). Through innovation, economic actors can develop financial products or services that 
meet the needs of the Islamic community (Amalia & Rahmatullah, 2018). For example, 
innovations in Sharia electronic payments can facilitate Sharia-based transactions 
efficiently and securely. In this case, innovation supports strengthening Islamic financial 
literacy by expanding accessibility and convenience in using Islamic financial products and 
services. Islamic financial literacy acts as a driver of innovation in the Islamic economy 
(Pinasti et al., 2022). With a good understanding of the principles of Islamic finance, 
individuals and businesses can identify innovation opportunities compatible with Sharia 
values (Furqani, 2019). Islamic financial literacy enables them to develop innovative ideas 
and concepts that align with Sharia principles, such as Islamic contract-based financial 
products or innovative Islamic financing solutions (Rohayati & Qolbi, 2022). Thus, Islamic 
financial literacy encourages the creation of innovations beneficial in realizing a sustainable 
Islamic economy. 
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The close relationship between innovation and Islamic financial literacy is essential for 
achieving sustainability in the Islamic economy (Hilmi, 2018). Innovation supported by 
Islamic financial literacy helps improve the competitiveness of Islamic financial products 
and services in the global market (Poon et al., 2020). On the other hand, Islamic financial 
literacy provides relevant stakeholders with an understanding of Islamic financial values 
that serve as the foundation for the innovation of Sharia-compliant products and services 
(Pinasti et al., 2022). By complementing each other, Islamic financial innovation and literacy 
enable the Islamic economy to continue growing, benefit society, and strengthen a fair 
financial system. Islamic financial innovation and literacy are interrelated and 
complementary in conceptualizing Islamic financial innovation and literacy (Valenzuela et 
al., 2021). Innovation can strengthen Islamic financial literacy by developing Sharia-based 
financial products and services (Mohd Haridan et al., 2023). On the other hand, Islamic 
financial literacy drives innovation in developing a sustainable Islamic economy. The close 
relationship between innovation and Islamic financial literacy is essential in achieving the 
sustainability of the Islamic economy by increasing the competitiveness of Islamic financial 
products and ensuring the understanding of Islamic values in innovation (Poon et al., 2020). 
This mutual reinforcement, innovation, and Islamic financial literacy create a fair, 
innovative, and sustainable Islamic economy.  
 

III. Methodology 

This research methodology was designed systematically and structured by adopting a 
literature approach and document analysis to collect relevant data and information. The 
following are the research stages along with the research stage table: 

1. Literature Review Stage: The literature review began with identifying indicators 
of successful innovation and Islamic financial literacy in MSMEs in the context of 
Islamic economics. Second, various literature sources were examined, including 
scientific journals and books related to Islamic finance and MSME innovation. 
Finally, the investigation was conducted for relevant and appropriate evaluation 
methods to measure the impact of creation and the level of Sharia financial literacy 
on MSME performance. 

2. Data Collection Stage: The data collection process began with data collection 
through careful literature review and document analysis. Secondly, data included 
information from literature sources, and previous research results relevant to this 
topic. Finally, access and analysis of industry reports and case studies related to 
MSMEs in Islamic economics provided a comprehensive perspective. The data 
sources used in this study involved 61 articles that were reviewed using artificial 
intelligence assistance, such as typeset.io and HUMATA AI. These articles belonged 
to scientific journals and literature books related to Islamic finance and MSME 
innovation. In addition, profiles of MSMEs were used as the basis for case studies 
related to MSMEs in Islamic economics, which were also used as data sources. 

3. Data Analysis Stage: The data obtained from these sources were analyzed 
systematically. First, the researcher organized and collated the data to be 
appropriately elaborated manually without software. Then, various qualitative 
analysis techniques, such as content and thematic analysis, were used to understand 
and interpret the data. This analysis involved categorizing and classifying data 
relevant to the research questions. The researcher also looked at relationships and 
patterns that emerged from the analyzed data. 

4. Research Findings Stage: Preparation of research findings based on the data 
analysis that had been carried out. 
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To strengthen the validity of the research, this methodology also applied data triangulation. 
Data triangulation is an approach that involves using several different data sources or data 
collection methods to verify and validate research findings. In this research, data 
triangulation was carried out by combining data from various sources, such as scientific 
journals, related books, and MSME profiles, as material for case studies related to MSMEs in 
Islamic economics. Using these various data sources, researchers obtained diverse 
viewpoints and ensured the research findings' robustness. In addition, data triangulation 
will also be carried out by using different data collection methods. Based on these stages, 
data collection methods that focus on literature and document analysis provide a solid 
framework to reveal the role of innovation and Islamic financial literacy in improving MSME 
performance. The data and information obtained from various sources provide a solid basis 
for the analysis and findings of this study. The following is the Research Stage Table used in 
this methodology: 

Table 2. Research Stage Table 
Stage Activity 

Literature Review Stage a. Identification 
b. Examination of literary sources 
c. Search for evaluation methods 

Data Collection Stage a. Data collection 
b. Literature review 
c. Document analysis 

Data Analysis Stages Data analysis 
Research Findings Stage Compilation of research findings 

Source: Processed Data, 2023 

IV. Results and Analysis 

4.1. The Role of Innovation in Improving MSME Performance 

 
Innovation plays a vital role in developing the products and services offered by MSMEs 
(Octasylva et al., 2022). Through innovation, MSMEs can create or develop new products by 
adjusting to changing market needs and preferences (Olazo, 2022). Product innovation may 
include design changes, quality improvements, new technologies, or the development of 
environmentally friendly products. In addition, innovation can also enable MSMEs to 
provide more efficient and customer-oriented services, such as the use of digital technology 
for online sales or the development of superior after-sales services (Kharub & Sharma, 
2020). Innovation within MSMEs can positively impact efficiency and productivity (Fitriaty 
et al., 2022). By implementing innovations in the production process, MSMEs can improve 
operational efficiency, reduce production costs, and optimize the use of resources 
(Wulandari & Koe, 2023). For example, automation technology or improved production 
processes can reduce the time, labor, or raw materials required to produce a product. This 
will improve the overall productivity and competitiveness of MSMEs. 
 
Innovation also provides significant benefits in improving the competitiveness of MSMEs 
(Suharyati, 2020). In a changing market, MSMEs must strengthen their position by 
innovating to meet customer expectations and needs. By creating unique products and 
services, MSMEs can differentiate themselves from competitors and attract new customers. 
Innovation can also help MSMEs expand regional and global markets by expanding 
distribution networks, creating innovative marketing strategies, and establishing strategic 
partnerships (Olazo, 2022). In addition, MSMEs that are able to innovate also have an 
advantage in dealing with changes in the business environment and competition (Rahman 
& Ervina, 2021). They are more flexible in adjusting to market trends and changes, 



The Role of Sharia Financial Innovation and Literacy in Improving the                                                 
Performance of MSME Actors 

Iman Supriadi, Rahma Ulfa Maghfiroh, Rukhul Abadi, Dewi Mumpuni Yudowati 
Page : 214-229 

Journal of Islamic Economic and Business Research, Vol.3, Number. 2 (2023) │ 221 
 

responding to new challenges, and dealing with emerging risks. With innovation, MSMEs 
can find new opportunities, overcome obstacles, and expand their market share (Octasylva 
et al., 2022). Thus, innovation plays a vital role in improving the overall performance of 
MSMEs in terms of products and services, operational efficiency, and competitiveness. 

Innovations to improve MSME performance have a significant positive impact but can also 
have negative impacts. One of them is inequality in access and use of technology. This could 
result in a digital divide between MSMEs that can adopt technological innovation well and 
those that need more knowledge and resources. Implementing invention also requires 
significant investments in equipment, training, and infrastructure. MSMEs with limited 
resources need help adopting innovation, which hinders their ability to compete. Another 
negative impact is the replacement of human labor by technology. Innovations such as 
automation and artificial intelligence can reduce the need for human work. This could lead 
to structural unemployment. Inclusive technology access support, financial and technical 
assistance, and training and adjustment programs for affected workers are needed to 
overcome negative impacts. That way, the negative impact of innovation can be managed, 
and MSMEs can still develop. 
 

4.2. The Importance of Sharia Financial Literacy for MSME Players 

 
Islamic financial literacy refers to the understanding and knowledge that covers the 
principles and concepts of Islamic finance (Rashid et al., 2019). The main components of 
Islamic financial literacy include understanding sharia principles, knowledge of Islamic 
financial instruments, and the ability to manage Islamic finance (Mufidah et al., 2022). 
MSME players need to understand Sharia principles, which include the prohibition of riba 
(usury), gharar (excessive uncertainty), maysir (gambling), and haram (prohibited by 
Islam). They should understand concepts such as zakat, waqf, mudharabah, musharakah, 
and others related to Islamic finance. MSME players must understand various Islamic 
financial instruments such as murabahah, ijara, musharakah, mudharabah, Sukuk, etc. They 
must know these instruments' workings, benefits, risks, and rules (Suseno et al., 2021). 
Islamic financial literacy also includes the ability of MSME players to manage their finances 
by taking into account Sharia principles such as halal investment, fair management of 
payables and receivables, risk management with various Sharia mechanisms, and 
implementation of transactions by Sharia principles (Mufidah et al., 2022). 
 
Islamic financial literacy is vital for MSME players (Mujiatun et al., 2023). First, by 
understanding Sharia principles, MSME players can run their businesses according to 
Islamic religious beliefs, increasing customer trust and satisfaction (Aldo et al., 2022). 
Second, Islamic financial literacy enables MSMEs to utilize Islamic financial instruments that 
align with Sharia values and principles (Santoso, 2020). This can help them access halal 
financing, such as mudharabah or musharakah financing, and avoid interest and usury 
instruments Islam prohibits. Third, Islamic financial literacy helps MSME players manage 
their finances more effectively and responsibly (Sofia et al., 2021). They can manage risks 
by using Sharia instruments such as takaful insurance, manage finances by paying attention 
to the principle of fair profit and loss sharing, and carry out transactions with integrity and 
transparency by Sharia principles. 

Islamic financial literacy has a significant positive impact on the financial management of 
MSMEs (Pranatasari et al., 2021). Some positive impacts include more effective financial 
management, diversification of financing sources, increased trust and reputation, and 
access to Islamic financial markets (Suwarsi et al., 2022). With an understanding of Islamic 
financial instruments, MSMEs can make more informed financial decisions, minimize risks, 
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and optimize the use of financial resources with the various sharia mechanisms available 
(Majid & Mawaddah, 2022). Islamic financial literacy opens up opportunities for MSME 
players to access more flexible and shariah-compliant sources of Islamic financing, 
including Islamic microfinance, mudharabah financing, or sukuk or waqf (Disli et al., 2023). 
By adhering to Sharia principles in their financial management, MSME players can gain trust 
and a good reputation among consumers and business partners, thereby increasing their 
competitive advantage (Aldo et al., 2022). With Islamic financial literacy, MSME players can 
understand the requirements and procedures for participating in the Islamic financial 
market, such as sukuk issuance or applications for Islamic financing (Suseno et al., 2021). 
Thus, Islamic financial literacy provides essential benefits to MSME players in managing 
their finances, fulfilling Sharia principles, and improving the competitiveness and 
sustainability of their businesses. 
 

4.3. Strategy and Implementation of Sharia Financial Innovation and Literacy 
in MSME Actors 

 
The implementation of innovation in Sharia-based MSMEs can involve several steps, which 
include the following: 

1. Identifying innovation needs and opportunities, forming innovation teams, idea 
development and research, pilot testing and prototype development, and 
implementing innovations (Menne et al., 2022). Through market research and field 
studies, MSMEs must identify consumer needs and innovation opportunities that 
comply with Sharia principles (Alika et al., 2021). This can be done through surveys, 
interviews, or market analysis to find gaps or unmet needs in the Islamic market.  

2. MSMEs can form a dedicated team responsible for managing and driving innovation. 
This team can consist of a variety of members, such as entrepreneurs, Islamic 
finance experts, technology experts, and marketing experts, who can complement 
each other in generating innovative ideas.  

3. The innovation team needs to conduct further research to develop innovative ideas 
compliant with Shariah principles. They can conduct studies on similar existing 
products or services, look at market trends, and explore ideas through creative 
methods such as brainstorming (Olazo, 2022).  

4. Once innovative ideas are created, MSMEs can conduct trials of new product or 
service prototypes. Through these trials, MSME players can get consumer feedback 
and make improvements or further development to ensure the product or service 
meets market needs and preferences (Wulandari & Koe, 2023).  

5. Once an innovative product or service has been developed and tested, MSMEs can 
prepare appropriate marketing and distribution strategies to launch the product or 
service into the market (Sathana et al., 2021). This may involve appropriate 
distribution channels, effective promotional strategies, and impressions consistent 
with Sharia values in communications and branding. 

Programs to improve Islamic financial literacy for MSME players can be carried out with 
several steps, including training and education, information resources, consultation and 
mentoring, and partnerships with Islamic financial institutions (Olazo, 2022). MSME 
players need to receive training and education on the principles of Islamic finance, Islamic 
financial instruments, and Sharia-based financial management practices (Wulandari & Koe, 
2023). This can be done through workshops, seminars, or training programs involving 
Islamic finance experts and business practitioners. MSMEs can access various information 
resources on Islamic financial literacy, such as books, brochures, guides, and online 
materials that provide an in-depth understanding of Islamic financial concepts and 
principles. MSMEs can have access to consultants or mentors who are experienced in 
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Islamic finance. According to Sharia principles, these consultants or mentors can guide, 
advise, and support in managing finances. MSMEs can establish partnerships with Islamic 
financial institutions, such as Islamic banks or financing institutions, to access Sharia-
compliant financial products and services (Sathana et al., 2021). These institutions can also 
provide information and training on Islamic financial literacy to MSME actors. 

Collaboration between MSME players, government agencies, Islamic financial institutions, 
and Islamic business communities can encourage innovation and Islamic financial literacy 
(Barus, 2021). Some forms of collaboration that can be carried out include training and 
mentoring programs, facilitating access to Islamic financing, innovation and literacy 
centers, networks and communities, and incentive programs. Government institutions can 
collaborate with Islamic financial institutions and business communities to organize Islamic 
financial literacy training and mentoring programs for MSME players (Rizal, 2021). This 
program can involve various parties competent in Islamic finance to provide guidance and 
support to MSME players. Islamic financial institutions can work with MSME players to 
provide more accessible and affordable access to Islamic financing (Paramita et al., 2019). 
This can be done by providing special financing programs for Sharia-based MSMEs or 
developing financing products that suit the needs and characteristics of MSMEs. The 
government and Islamic financial institutions can work together to establish innovation and 
literacy centers. An innovation and literacy center can be a central place for MSME players, 
Islamic finance experts, and innovators to collaborate and share knowledge and experience 
(Rahmansyah et al., 2023). The center can organize training programs, seminars, and 
workshops to improve Islamic financial literacy, facilitate the exchange of ideas, and 
develop innovations in Islamic business. The Islamic business community can form 
networks and communities that support the development of innovation and Islamic 
financial literacy (Saad et al., 2020). Through regular meetings, discussions, and 
collaboration between network members, MSME players can learn from each other, share 
opportunities, and get support to implement Islamic finance innovations and practices. The 
government and Islamic financial institutions can develop incentive programs, such as 
awards and financial assistance, for MSME players who innovate and implement Islamic 
financial practices well (Rizal, 2021). These programs can encourage MSME players' 
motivation and active participation in developing sustainable and Sharia-compliant 
businesses (Quimba & Rosellon, 2019). 
 

4.4. Case Study: Successful Sharia Financial Innovation and Literacy in MSMEs 
 

This case study was about UMKM "Kopi Kutjur," which produces and sells Sharia-based 
processed drinks. UMKM "Kopi Kutjur" has effectively implemented innovation and Islamic 
financial literacy. MSME "Kopi Kutjur," located in Sumberrejo Village, Purwosari District, 
Pasuruan Regency, East Java, has over five employees. This MSME focuses on producing and 
selling processed beverages, namely coffee. They choose to run their business based on 
Sharia principles, including using halal ingredients, avoiding usury, and transparency in 
doing business. One of the innovations made by "Kopi Kutjur" MSME is the development of 
various variants of sachet coffee products that comply with Sharia principles. They combine 
the habit of drinking coffee with Sharia values so that their products become unique and 
attractive to consumers who are coffee lovers and pay attention to halal aspects. "Kopi 
Kutjur" MSMEs have implemented Islamic financial literacy well in their financial 
management. They use Sharia financial instruments, such as mudharabah financing and 
Sharia-based savings, and avoid usury transactions. "Kopi Kutjur" MSMEs also actively 
maintain openness and transparency in financial matters, for example, by preparing 
financial reports clearly and regularly. 
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There are positive impacts and challenges in implementing innovation and Islamic financial 
literacy in MSMEs. The positive impact of implementing innovation and Islamic financial 
literacy on MSMEs is consumer trust and business sustainability. By conducting business 
based on Sharia principles and implementing product innovations relevant to people who 
care about healthy food and halalness, "Kopi Kutjur" MSMEs have built strong consumer 
trust. This has led to increased consumer loyalty and stable demand for their products. 
Implementing Islamic finance helps "Kopi Kutjur" MSMEs create stability in their financial 
management. By utilizing Sharia-compliant financing and avoiding ribawi transactions, 
these MSMEs can avoid risks and manage their finances more prudently. This contributes 
to the long-term sustainability of their business. 

The challenges in implementing Islamic financial innovation and literacy in MSMEs are 
awareness, education, and access to financing. One of the challenges faced by "Kopi Kutjur" 
MSMEs is the lack of awareness and understanding of the principles of Islamic finance 
among business actors and consumers. Efforts to educate and raise awareness about Islamic 
finance among MSME players and the general public should continuously be encouraged so 
that more MSMEs can adopt innovations and implement Islamic financial practices. MSMEs 
often need help gaining access to financing that complies with Sharia principles. Despite 
positive developments in the Islamic finance industry, further efforts are needed to expand 
financing opportunities for Sharia-based MSMEs, including "Kopi Kutjur." Collaboration 
with Islamic financial institutions and the government can help overcome this challenge. 
 
4.5. Evaluation and Measurement of the Success of Sharia Financial Innovation 
and Literacy in MSMEs 

 

Clear and measurable indicators are needed to evaluate and measure the success of 
innovation and Islamic financial literacy in MSMEs (Rahmansyah et al., 2023). The 
indicators include revenue growth, sales and market share, operational efficiency, and 
consumer confidence (Bank, 2023). The revenue growth indicator measures the increase in 
revenue achieved by MSMEs after implementing Islamic financial innovation and literacy 
(Srisusilawati, Fasa et al., 2021). Increased revenue indicates success in optimizing market 
opportunities and increasing business competitiveness (Ratnawati, 2020). The Sales and 
Market Share indicator measures the increase in MSMEs' sales volume and market share 
(Rusdana et al., 2022). Implementing innovations, increased sales, and more significant 
market share gains indicate success in meeting consumer needs and creating a competitive 
advantage (Olazo, 2022). The Operational Efficiency indicator measures the increase in 
operational efficiency of MSMEs after implementing innovations (Triwahyono et al., 2023). 
For example, resource optimization, increased productivity, and reduced production costs. 
Increased efficiency indicates better management of the business (Ratnawati, 2020). The 
Consumer Trust indicator measures the level of consumer confidence in MSMEs after 
implementing innovation and Islamic financial literacy (Hasyim et al., 2022). This can be 
seen through customer satisfaction surveys, positive reviews, and recommendations given 
by consumers to others (Lee & Hong, 2019). 

Several methods can be used to evaluate and measure innovation performance and Islamic 
financial literacy in MSMEs, including surveys and interviews, financial Analysis, case 
studies, and industry comparisons (Suseno et al., 2021). Surveys and Interviews can be 
implemented by surveying customers, business partners, and employees of MSMEs to 
obtain input and feedback on the success of Islamic financial innovation and literacy 
(Rohayati & Qolbi, 2022). Interviews with MSME owners can also provide a more in-depth 
perspective on the impact of the innovations that have been made. Financial Analysis can 
be implemented by analyzing the financial statements of MSMEs before and after the 
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implementation of innovation and Islamic financial literacy (Rahmansyah et al., 2023). This 
Analysis focuses on financial performance indicators such as revenue, net profit, financial 
ratios, and asset growth. Case Studies can be implemented by conducting in-depth case 
studies on several MSMEs that have successfully implemented Islamic financial innovation 
and literacy (Hakeem, 2019). These studies can involve data collection, qualitative data 
analysis, and the preparation of reports that provide a complete picture of the process and 
results of innovation implementation. Industry comparison can be implemented by 
comparing the performance of MSMEs that have implemented innovation and Islamic 
financial literacy with similar MSMEs in the same industry (Srisusilawati, Fasa et al., 2021). 
Performance indicators such as revenue growth, sales, and market share can be compared 
to assess whether MSMEs with Islamic financial innovations and literacy achieve better 
results than their competitors (Srisusilawati, Malik et al., 2021). Through these evaluation 
and measurement methods, a better understanding of the success of Islamic financial 
innovation and literacy in MSMEs can be obtained, and it can also help identify areas that 
need to be improved or enhanced to achieve better results in the future. 
 

V. Conclusion and Recommendation 

5.1. Summary of Research Findings 
 
In examining the success of innovation and Islamic financial literacy in MSMEs, the research 
findings have several important points, including Product Innovation, Islamic Financial 
Management, and Holistic Approach. Implementing product innovation based on Sharia 
principles can help MSMEs create added value for consumers who care about healthy food, 
halal, and religious values. This can help increase sales, market share, and consumer 
confidence in MSMEs. MSMEs that implement Islamic financial literacy effectively can create 
operational efficiency, manage financial risks, and build consumer confidence. Islamic 
financial instruments such as mudharabah financing and Sharia-based savings are essential 
to ensure compliance with Sharia principles. Islamic financial innovation and literacy 
success in MSMEs is independent of the product and financial aspects. A holistic approach 
that includes access to education and training, business support, access to financing, and 
good marketing are also essential factors. 

 

5.2. Implications and Recommendations 

Based on the research findings, some implications and recommendations that can be 
considered include education and training, access to financing, business and market 
support, and evaluation and monitoring. Further efforts are needed to increase MSMEs' 
awareness and understanding of Islamic financial innovation and literacy. Training and 
education covering product aspects, Islamic financial management, and Shariah principles 
in business can assist MSMEs in adopting appropriate practices. Improving MSMEs' access 
to Islamic financing is essential by strengthening cooperation between MSMEs, Islamic 
financial institutions, and the government. Establishing specialized financing institutions or 
more inclusive financing schemes can assist MSMEs in obtaining financing compliant with 
Sharia principles. MSMEs must be supported in developing marketing strategies, branding, 
and access to broader markets. Mentoring programs and access to business networks can 
assist MSMEs in improving their competencies and exposure in the market. Regular 
evaluation and monitoring of Islamic financial innovation and literacy implementation in 
MSMEs is essential. This will help identify successes and challenges faced and refine and 
improve existing programs by considering feedback from businesses and consumers. 
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