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Abstract

This study aims to determine the effect of Islamic religiosity and Islamic Branding on Micro, Small and
Medium Enterprises (MSMESs) performance mediated by Financial Knowledge. The purpose of this
research is to enrich the literature and also to provide a strong foothold in developing entrepreneurial
strategies with sharia principles and try to examine the factors to take advantage of this potential. This
research is particularly interesting because currently, research on the role of Religion on
entrepreneurship in Indonesia is limited and scarce, mostly conducted on Western and non-Muslim
businesses. Currently, the Islamic economy and halal industry are growing rapidly in both local and
global markets. However, the fact is that the potential of the Islamic economy has not been maximally
utilized by entrepreneurship in Indonesia. Therefore, this research focuses on sharia management and
Entrepreneurship with the aim of not only influencing consumer preferences, but also providing a strong
foothold in developing products, services, and management strategies that are in accordance with sharia
principles to capitalize on the potential of the sharia economy. This study used purposive sampling
method to collect data, using a questionnaire with the criteria of Muslim entrepreneurship owners or
managers in MSMEs. This study uses quantitative data processing methods using structural equation
modeling partial least squares analysis with Smart PLS 4.0 statistical tools. Islamic religiosity directly
affects the performance of organization and affects financial capability and Islamic branding affects
financial knowledge but does not directly affect the performance of organization. In addition,
organization performance is influenced by individual financial knowledge. Another finding is that
financial knowledge mediates Islamic religiosity but has no effect for Islamic branding on organizational
performance.

Key Words: Financial Knowledge, Islamic Branding, Islamic Economics, Islamic Religiosity, MSME
Performance

INTRODUCTION

Religion is important for influencing the social environment that builds the relationship between
God and social practices (Gumusay, 2015). Barney (1991) argues that religion is a resource for firms in
the context of the resource-based view (RBV). Islam empowers and encourages entrepreneurial activities
such as opportunity pursuit, risk-taking, and innovation (Gumisay, 2015). The success of
entrepreneurship in improving performance is strongly influenced by the level of religiosity of an
entrepreneur, which then has an impact on their behavior and attitudes (Sulung et al., 2020).
Entrepreneurship that adopts religiosity and develops relevant regulations and procedures will result in
harmony between managers and workers and business owners (Alharbi et al., 2022), thus increasing
awareness, knowledge and togetherness among stakeholders, ultimately resulting in better company
performance (Zailani et al., 2020). Leaders or top management people who are religious will behave
positively and improve work outcomes that lead to higher entrepreneurial performance, because by
adopting religiosity a person will practice kindness, justice, honesty, trust and care of managers towards
their employees (Elias et al., 2019). The results of the study by Alharbi et al. (2022) said that the Islamic
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religiosity of an MSME owner or manager has an impact on MSME performance. This is in line with the
study of (Lestari et al., 2023), Islamic religiosity will have an impact on business performance. But on the
contrary, the study of Sefnedi (2023) found that the variance of SME performance is not determined by
one's religiosity.

According to Ogilvynoor in Anggraini & Noviarita (2021) Islamic branding is a relatively new
marketing concept. Even studies that discuss Islamic branding on entrepreneurial performance are still
very limited (Hussin, 2017). Islamic branding is one of the driving factors for increasing business
turnover (Shandy Ma’nan Mukti, 2023) with an increase in turnover means that the performance of
MSMEs increases according to the assessment of performance achievement according to financial
(Mendoza, 2015). Islamic branding can be an effective tool to strengthen the identity of sharia-based
MSMEs and attract customers who are sensitive to Islamic religious values. Islamic branding is important
for the survival of MSMEs in Islamic countries (Alharbi et al., 2022), especially like Indonesia where
87,2% of the population is Muslim. To succeed in the Islamic market, businesses must strictly follow
Islamic values by being honest and open. This is important so that consumers trust and find the business
credible (Hamizar et al., 2023). Islamic branding will help build trust and credibility among consumers,
which will drive long-term success (Hamizar et al., 2023) and can have a significant influence on product
purchasing decisions (Nasrullah, 2015) in this context business performance will be better.

Studies related to Islamic aspects and performance in general find that Islamic aspects and
practices among MSMEs are not sufficient to sustain business growth mainly due to lack of awareness of
financial knowledge (Alharbi et al., 2022). Financial knowledge is important in financial management for
daily needs as well as long-term needs. Lack of financial knowledge results in individuals being less
effective in making financial decisions (Surenggono & Djamilah, 2022). In the entrepreneurial aspect,
MSME owners and managers must have financial literacy as an essential skill to succeed and improve
business performance (Mozammel & Jayasundera, 2024). Esiebugie et al. (2018) stated that the financial
perception of MSMEs has an impact on their performance. But currently most MSME owners and
managers have a negative attitude towards their financial activities (Mozammel & Jayasundera, 2024).
whereas good financial knowledge can be an important intermediary in the economic relationship
between external factors and MSME performance.

This study examines the role of financial knowledge as a mediator in the relationship between
Islamic religiosity and Islamic branding on MSME performance. Several studies have noted the effect of
financial literacy on MSME performance (Fikri & Nahda, 2023). However, the literature still shows a gap
regarding the role of sharia practices on financial knowledge and its effect on MSMEs performance
(Alharbi et al., 2022).

Research data from Indonesia Halal Markets 2022 shows that the world's Muslim population in
2020 has spent US$1.9 trillion on food and beverage consumption, fashion, cosmetics, recreation and
tourism. Based on data from the Global Islamic Economy 2020-2021, Indonesia is the largest consumer
of halal products in the world, ranging from food and beverages, fashion, and cosmetics. Therefore, it is
important for entrepreneurship to know the effect of the interaction between Islam and entrepreneurship
in order to be able to take advantage of the opportunities of the Islamic Economy trend to improve
performance (Gumisay, 2015).

The influence of Islamic religiosity and faith-based marketing strategies (Islamic branding) on the
performance of Micro, Small and Medium Enterprises (MSMES) is an interesting topic in the context of
Islamic economics. Islamic religiosity and Islamic branding are drivers of the success of MSMEs and
companies in many Muslim countries (Alharbi et al., 2022). Because to target the halal market, MSMEs
must also apply and comply with Islamic principles in every entrepreneurial activity (Fathoni, 2020).
Halal-based MSMEs are able to improve the Indonesian economy (Siregar & Razali, 2022) and growth in
business (Alfarizi & Kamila Hanum, 2023).
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Figure 1. Halal Food Consuming and Exporting Countries
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Source: State of Global Islamic Economy Report 2020-2021

MSMEs play a crucial role in fostering economic growth, innovation, job creation, and enhancing
overall welfare (Zaitsev, 2023). Small and medium-sized enterprises encounter numerous obstacles and
chances that impact their overall success and contribution to a nation's economic landscape (Vrontis et al.,
2022). MSME performance is a multifaceted concept covering multiple dimensions, such as financial
success, operational efficiency, market share, strategic marketing, innovation, and the ability to adapt to
changes in the business environment (Hamidi et al., 2018). MSME performance is important to explain
how well an organization runs and contributes to a country's economy (Hoque & Awang, 2019).
Especially a country like Indonesia, where MSMEs are the backbone of the economy with a contribution
to the national Gross Domestic Product (GDP) of 61.07% (Novitasari, 2022), and are experiencing an
increase in the halal industry in the local market (Saestu, 2023). It is important to explore the
determinants of MSME performance to identify opportunities and barriers that affect their growth
(Prihandono et al., 2024), whether the business is doing well and revenue and customers are increasing
over time.

The developed trend of Islamic economics, which can be seen from the significant growth in the
Islamic finance sector, as well as the increasing consumer awareness of products and services that comply
with Islamic principles (Menne et al., 2023). The Indonesian government is currently making Sharia
Finance, the halal food and beverage industry and halal tourism a major focus in Indonesia's economic
development and development strategy (State of the Global Islamic Economy, 2016).

Figure 2. Global Muslim Consumer Spending by Halal Industry Sector

Global Muslim Consumer Spending by Halal Industry Sector
(2020 &amp; 2025)
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According to Yahya and Agunggunanto (2012), philosophically, Islamic economics has several
distinctive characteristics, one of which is the religiosity of Islam which creates an economy with rules
that prohibit usury. someone who applies religiosity in their work will have a high influence on their work
motivation and team in responding to something, how to think, how to manage feelings, how to observe
something, and obedience to religious beliefs (Elias et al., 2019). Religious religiosity is also able to
influence economic growth in a country (Basedau et al., 2018), because religious beliefs affect political
preferences, human capital and work ethics in this context Islamic religiosity will affect Islamic economic
growth (No et al., 2023).

Islamic branding of a brand in an Islamic country is important because, a Muslim's perception of
a brand characterized by Islam will influence a person in their decision to buy a product (Nasrullah,
2015). According to Najmari (2017: 60) in ElI Adawiyah & Patrianti (2021) said that brands that
implement marketing practices in accordance with the principles described in the Al-Quran and Sunnah,
and adapt their products to the needs of the Islamic market, have a greater chance of developing in the
halal market. Indonesia is one of the largest Muslim population countries with 87,2% of the population
being Muslim. From the data Coordinating Ministry for Economic Affairs of the Republic of Indonesia
(2022), it is recorded that the Indonesian people have spent USD 184 billion on halal products and
services (Sari, 2023) and the potential of the Islamic economy in Indonesia is USD 300 billion (KNEKS,
2023). The Islamic economy in Indonesia has not been utilized properly because its potential has not been
utilized to grow in the halal market. Whereas Islamic economics provides opportunities for MSMEs to
develop their businesses (Silviyah & Lestari, 2022). So it is important to understand how religiosity and
Islamic branding factors affect the performance of MSMEs with financial knowledge as a mediator to
maximize the potential of the Islamic economy.

The topic of religion has been relatively neglected in the entrepreneurship literature (Li et al.,
2019). Yet religion and entrepreneurial activity have a complex and interconnected relationship (Gursoy
et al., 2017). Many theories about business practices from various perspectives have emerged, but the role
of religion in entrepreneurship is still largely ignored (Smith et al., 2021). Even in the case of Indonesia,
problems often arise about the relationship between religion (Islam) and business activities, some say it is
something different and some say it is something related (Zikwan, 2021).

In this context, studies on the effect of Islamic religiosity and Islamic branding on the
performance of micro, small and medium enterprises (MSMEs) mostly produce inconsistent findings
regarding the relationship between Islamic practices and firm growth (Gursoy et al., 2017; Zailani et al.,
2020). Whereas religious religiosity can affect entrepreneurial growth and is also able to affect the
economic growth of a country (Basedau et al., 2018). Currently, studies on Islamic religiosity on the
performance of MSMEs in Indonesia are still limited, most of which have been conducted on Western
and non-Muslim businesses (Hari Adi & Adawiyah, 2018; Kashif et al., 2017).

Several studies have supported that empirical evidence on Islamic branding is still relatively new
and scarce and suggested further research on the influence of Islamic brands (Hussin, 2017; Khan et al.,
2022). Studies on Islamic branding literature are also still limited, most of the Islamic entrepreneurship
literacy is carried out on financial transactions (Alharbi et al., 2022). From several studies in Indonesia, it
is only limited to a few industries, for example banking (Andespa et al., 2024).

Therefore, this research focuses on Islamic management and marketing, considering that the
Muslim customer market and Islamic economics are growing in Indonesia and the global, it is necessary
to reflect on the interaction between Islamic values and entrepreneurship (Hari Adi & Adawiyah, 2018).
In addition, there is still a lack of in-depth understanding of how Islamic religiosity and Islamic branding
contribute to the performance of MSMEs in Indonesia. Therefore, the author wants to examine the effect
of Islamic religiosity and Islamic branding on the performance of Indonesian MSMEs in the context of
Islamic Economic potential mediated by financial knowledge. This study aims to offer several aspects of
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novelty and enrich the literature on the potential of the Islamic economy. This is the first study in
Indonesia to examine the relationship between Islamic religiosity and Islamic branding on the
performance of Muslim MSMEs, and also the first study in Indonesia to mediate the role of financial
knowledge on the relationship between Islamic religiosity, Islamic branding and the performance of
Muslim MSMEs. This study also offers Islamic/Sharia Economic knowledge for business owners and
managers.

The object of this research is Muslim business people (owners/managers) who produce halal
products/services. Halal MSMEs are part of the development of the halal industry in Indonesia and have
high potential to be developed nationally and internationally. Research from Dinar Standard revealed that
in 2020, Indonesian spending on halal products increased by 53%, with total consumption reaching
US$184 billion (Sari, 2023). This makes Indonesia the largest consumer of halal products in the world,
contributing around 11.34% of global halal product consumption. As the country with the largest Muslim
population, Indonesia has become the largest consumer of halal products and even spends USD 173 or
12.6% (BPJPH, 2024) on shopping for halal products from other countries, meaning that it can be said
that Indonesia has not been able to meet its dosmestic needs (Fathoni, 2020). With this problem and the
potential of the Islamic economy, MSMEs in Indonesia should take advantage of this potential to be
developed. Therefore, this study examines the influence of Islamic religiosity and Islamic branding in the
context of MSMEs, the aim is not only to influence consumer preferences, but also to provide a strong
foothold in developing products and services that comply with sharia principles and try to examine factors
to take advantage of this potential.

LITERATURE REVIEW
Islamic Religiosity

Religiosity is defined as deep feelings and beliefs that encourage a person to carry out religious
activities, such as worship and also motivate them to act in accordance with religious principles in
everyday life (Rahmawati, 2016). Religiosity indicates how deeply an individual believes in God's
involvement in all aspects of their life (Alhouti et al., 2015). Mathras et al. (2016) and Sofha and Utomo
(2018) say that religiosity can be seen from how deep the knowledge, beliefs, implementation of worship
and religious rules carried out by a person.

Islamic religiosity can be explained as a deep understanding of God from an Islamic perspective,
which is reflected in behavior in accordance with that understanding (Alhouti et al., 2015). It also
includes the manifestation of that level of awareness in daily life, which is based on the teachings of
Islam, known as ahlu Sunnah wal jama‘ah (Sirozi, 2016). In Islam, people who have good religiosity will
carry out the teachings of the Prophet Muhammad, for example performing the obligatory 5 daily prayers,
reading and practicing the contents of the Qur'an, fasting and others because they are accompanied by a
sense of faith in God and try to stay away from actions that are prohibited by religion.

Islamic Branding

The culture and nature of marketing is evolving, nowadays branding is important for businesses
given the shift in consumer behavior and beliefs (Renton et al., 2016). Branding involves crafting a
unique and easily identifiable image for a product, service, or organization. Branding is a very important
marketing strategy to build brands to achieve significant business performance rather than just focusing
on financial value (Williams & Smart, 1995). Building a brand identity involves creating a good image
and an established relationship between customers and the brand, influencing the way they perceive and
feel about the brand (Andespa et al., 2024).

Islamic branding is an Islamic marketing strategy with a unique approach in the process of
introducing brands in a way that is in accordance with Islamic principles and values (Andespa et al.,
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2024). The concept of Islamic branding is an effort to create a brand identity that understands and adheres
to Sharia values. The goal is to attract the attention of Muslim consumers by highlighting aspects of
Sharia hospitality and compliance with Islamic principles in all aspects of the brand and related behaviors
(Abuznaid, 2020). Islamic brands require careful consideration of aspects such as halal certification,
ethics in advertising, and conformity to Islamic principles. This becomes a crucial strategy for businesses
targeting the Muslim market (Andespa et al., 2024).

Financial Knowledge

Financial knowledge correlates with both financial literacy and financial education (Surenggono
& Djamilah, 2022) and is an important factor in the development of financial literacy (Aydin & Akben
Selcuk, 2019). Financial knowledge refers to a person's capacity to comprehend various aspects of the
financial realm (Li et al., 2024). Financial knowledge involves a general understanding of financial ideas
and activities (Tanggamani, et al., 2024) that empowers individuals to understand, master, analyze, and
manage their finances wisely, thus avoiding financial difficulties (Li et al., 2024). With a deep
understanding of finance, an individual can move towards their planned financial goals and will improve
their economic well-being both now and in the future (Gignac & Stevens, 2024). Because with good
financial knowledge, it can be a strong capital to help individuals overcome any risks that may occur in
the process of managing and making financial decisions (Surbakti & Muslih, 2024).

MSMEs Performance

MSME is a business conducted by individuals, groups, small business entities, or households.
Law No. 20 of 2008 concerning MSMEs states that MSMESs are small companies owned and managed by
an individual or owned by a small group of people with a certain amount of wealth and income.
According to Syahputra and Arfah (2022) performance is a description of the level of achievement of the
implementation of a program, activity, or policy to successfully achieve the goals, objectives, vision, and
mission of an organization as planned in its strategic planning. According to (Pramestiningrum &
Iramani, 2020) , the definition of MSME performance is the work results achieved by MSMEs within a
certain period of time as measured using certain standards or values and adjusting to the role or objectives
of MSME objectives.

In other studies, it is explained that MSME performance is the result of evaluating business
performance achieved by the division of activities in the form of tasks and roles within a certain period of
time with entrepreneurial standards (Mutegi et al., 2015). The success of MSMEs can be seen from their
achievements in producing high product quality, encouraging innovation, effective management practices,
human resource management, customer relations, and financial stability (Mukson et al., 2021). This
suggests that the business is development-oriented and recognizes opportunities for sustainable
innovation (Jaksic, 2020). Meanwhile, according to Ardiyani et al (2021) MSME performance is an
expectation to achieve achievements with financial and non-financial measures. The achievement of
MSME performance with the financial dimension is characterized by an increase in the number of sales,
increased business capital, and increased revenue. Meanwhile, the achievement of non-financial
performance is measured by the increase in the number of workers and the expansion of marketing areas
(Rokhayati, 2015).

Hypothesis and Research Model

H: : Islamic religiosity affects the performance of MSMEs.

Hy: Islamic religiosity affects financial knowledge.

Hs: Financial knowledge has an influence on the performance of MSMEs.

H. : The influence of Religiosity to Financial Knowledge has an impact on MSMEs Performance.
Hs: There is a influence of Islamic branding on MSMEs performance.
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He : There is an influence of Islamic branding on financial knowledge.
H- : The mediating effect of financial knowledge on Islamic Branding on MSMEs Performance.

Islamic Religiosity
(IR)

MSMEs
Performance
(MP)

Islamic Branding
(1B)

Figure 3. Research Model

RESEARCH METHODS
Research design and sample

This research is quantitative in nature with a type of survey through a questionnaire.
Questionnaires or research instruments are used to generate data because questionnaires have a higher
level of objectivity (Hair et al., 2021). The sample in this study are all owners, leaders and managers of
MSMEs who are Muslim with locations in Indonesia, and businesses that produce halal products or
services. The purposive sampling technique was used to sample the owners, leaders and managers of the
MSMEs studied, making this research an organizational study. The number of samples obtained was 135
from 19 provinces in Indonesia. Business owners or managers were asked to complete the questionnaire
after the consent form, and participant information sheet were checked and approved. All items in the
scale were measured on a five-point Likert scale (1 = strongly disagree, 5 = strongly agree).

To test the hypothesis, this study uses SEM-PLS which is supported by previous research
(Alharbi et al., 2022). Based on Hair et al., (2021) PLS-SEM can certainly be used with smaller samples,
instead Purwanto & Sudargini (2021) propose a minimum sample size of 100 is required when using
PLS-SEM. To minimize the possible complications of a small sample size, 123 samples that met the
criteria were operated as data samples.

Generalization of results is based on a deductive approach involving the use of a survey
questionnaire. The item on Islamic religiosity utilized 14 items from the study of (Alharbi et al., 2022)
which was sourced, modified and adapted from the study of (Ramadani et al., 2015). Items regarding
Islamic branding are adopted from the research of Yunus et al, (2014), with a total of 5 items, which were
modified from the research of (Golnaz et al., 2012) on Islamic branding. For financial knowledge
mediation material using 6 items adapted from Herdjiono & Damanik (2016) ; Mien & Thao (2015).
MSMEs performance variables are measured using 8 items adapted from (Hudson et al., 2001).

Findings

A total of 135 MSMESs were sampled, 123 valid responses were found that could be used for this
study. Of the valid responses, 51.2% of respondents or MSME entrepreneurs are male, while the
remaining 48.8% represent female entrepreneurs. From the location results (grouped based on major
islands), it can be seen that there are many business actors and MSMEs on the island of Java as much as
72.4%, followed by Kalimantan Island as much as 14.6%, Papua Island as much as 5.7%, Sumatra Island
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4.9%, Sulawesi Island as much as 1.6% and as much as 0.8% represents MSMEs located on Lombok and
Sumbawa Islands. Most of the MSMESs owners and managers sampled were in the age group of less than
24-37 years old at 39%, followed by those aged between 38 years and 45 years and above at 61%. And
33.8% said their businesses were already Sharia-based.

Reliability and validity

Table 1 shows the measurement models of all variables used in this study (Islamic religiosity,
Islamic branding, financial knowledge and MSME performance). The preliminary analysis assessed the
measurement model to ensure the instrument was valid and reliable. The validity test includes an
examination of the indicator loadings. A loading factor above 0.70 is recommended because the construct
explains more than 50% of the indicator variance (Hair et al., 2021). However, according to (Hulland,
1999), the loading factor of reflective indicators can be considered a good measure for latent variables if
it is above 0.50. So the decision that can be taken for the outer loadings acceptance limit is between 0.60
because it is still acceptable (Cohen, 1988; Ghozali & Latan, 2015). In this study, the loading of all
measurement items for all variables is far above the 0.60 threshold except financial knowledge with 1
item (FK 2) with a value of 0.441 and MSME performance with an item (MP 1) with a value of 0.401.
Therefore, FK 2 and MP 1 items will be discarded.

The results of Cronbach's alpha and composite reliability also show good results. The threshold
for Cronbach alpha and composite reliability is 0.7 (Hair et al., 2010). In this study, the level of
reliability is acceptable, which is addressed by Cronbach alpha and composite reliability above 0.70. This
study also obtained good AVE results, which indicated that the convergent validity criteria were achieved
because all constructs had an AVE higher than the 0.5 threshold as stated by Bagozzi et al. (1991).

Discriminant validation evaluation is a form of evaluation to ensure that variables are
theoretically distinct and empirically proven/statistically tested. The Fornell-Larcker Ratio and
Heterotrait-Monotrait (HTMT) criteria are also used to achieve stronger discriminant validity assessment
results (Fornell & Larcker, 1981). The Fornel and Lacker criterion is that the root AVE of the variable is
greater than the correlation between variables. For the Fornell - Larcker criterion (table 2), the results
show that the AVE for each variable is greater than the highest squared correlation of that construct with
the other constructs. These results indicate that the discriminant validation of the variables in this study is
fulfilled except for the business performance variable. The HTMT results (Table 3) of this study, namely
the correlation coefficient between variables, which is parallel to the undiluted variable score, show that
the value is far below the threshold criterion of 0.9 as stated by many studies (Hair et al., 2019; Henseler
et al., 2015). This means that the measurement variance variable on the item that measures it is stronger
than dividing the variance on other variable items. In accordance with the results of the Fornell-Larcker
and HTMT criteria, the study complies with the discriminant validity criteria.

Table 1. Factor Loading, Cronbachs Alpha Composite Reliability and AVE

Variabel :;ec?i]cator E:atgzng 2{[())??:1) ache g(e)gll i%lg?lity AVE
IR1 0,920
IR 2 0,684
IR3 0.925

RELIGIOSITY IR4 0.754 0.975 0.978 0.758
IR5 0.873
IR6 0.831
IR7 0.851
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IR8 0.911
IR9 0.879
IR 10 0.960
IR 11 0.779
IR 12 0.900
IR 13 0.947
IR 14 0.929
B 1 0.629
B2 0.820
AL B3 0.865 0.841 0889 0619
IB 4 0.886
IB5 0.701
FK 1 0.617
FK 3 0.859
o K4 0.892 0.867 0904  0.657
FK 5 0.743
FK 6 0.906
MP 2 0715
MP 3 0.869
MP 4 0.907
N MANCE  MP5 0.848 0.942 0953 0745
MP 6 0.866
MP 7 0.906
MP 8 0.914

Source: Author's Data Analysis

Table 2. Discriminant Validation (Fornel-Larker Criterion)

FK B IR MP
Financial Knowledge 0.811 - - -
Islamic Branding 0.663 0.787 - -

Islamic Religiosity 0.768 0.737 0.871 -
MSME Performance 0.729 0.673 0.844 0.863

Source: Author's Data Analysis
Table 3. Discriminant Validation (HTMT Ciriteria)

FK IB IR MP

Financial Knowledge

Islamic Branding 0.757 - - -

Islamic Religiosity 0.802 0.809 - -

MSME Performance 0.774 0.754 0.878
Source: Author's Data Analysis
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RESULT AND DISCUSSION
Hypothesis Testing

The path analysis test using SmartPLS 4.0 can be done by looking at the results of the t-statistic
test value and its probability value. This study also assesses the f square value to determine the effect of
direct variables at the structural level with the f square criteria of 0.02 low, 0.15 moderate and 0.35 high
(Hair et al., 2021) and the f square of the mediation effect is called the upsilon V statistic with the criteria
of 0.02 low mediation effect, 0.07 moderate and 0.175 high mediation effect (Lachowicz, 2018).
Hypothesis testing between variables, the hypothesis is accepted if the p-value with an alpha of 5% for
the probability value is less than 0.05 (Ghozali & Latan, 2015; Hair et al., 2019). The results of
hypothesis testing are shown in table 4 below.

Figure 4. Research Model Testing Results

Source: Primary Data Processed 2024

Table 4. Hypothesis Testing Results

Hipotesis Original Mean  STDEV t-stat p-value  f-square
Sampel
H1. IR > MP 0.650 0.652 0.106 6.147 0.000 0.497
H2. IR > FK 0.612 0.599 0.095 6.445 0.000 0.439
H3. FK > MP 0.180 0.191 0.088 2.049 0.040 0.047
H4. IR > FK > MP 0.110 0.113 0.053 2.076 0.038 -
H5. 1B > MP 0.075 0.075 0.078 0.956 0.339 0.009
H6. IB > FK 0.212 0.214 0.098 2.151 0.032 0.052
H7.1B > FK > MP 0.038 0.044 0.032 1.193 0.233 -

Source: Primary Data Processed 2024

1. The Effect of Islamic Religiosity on MSMEs Performance

154



94
I*ECON

A Research Journal on Islamic Economics

ISSN 2548-5601, e-ISSN 2548-561X

| I-ECONOMIICS: A Research Journal on Islamic Economics
Vol 10 No 2 December 2024

The results of hypothesis testing show the effect of Islamic religiosity on MSME performance
with a positive original sample value of 0.650 and a p-value of 0.000. This means that the first hypothesis
in this study which states that Islamic religiosity has a positive effect on the performance of MSMEs is
accepted. The f square value of 0.497 indicates that Islamic religiosity has a high influence in improving
the performance of MSMEs.

2. The Effect of Islamic Religiosity on Financial Knowledge

The results of hypothesis testing show the effect of Islamic religiosity on financial knowledge
with a positive original sample value of 0.612 and a p-value of 0.000. This means that the second
hypothesis in this study states that Islamic religiosity has a positive effect on financial knowledge is
accepted. The f square value of 0.439 indicates that religiosity has a high influence on financial
knowledge.

3. The Effect of Financial Knowledge on MSMESs Performance

The results of hypothesis testing show the effect of financial knowledge on MSME performance
with a positive original sample value of 0.180 and a p-value of 0.040. This means that the third
hypothesis in this study which states that financial knowledge has a positive effect on the performance of
MSMEs is accepted. Judging from the f square value of 0.047, financial knowledge in improving the
performance of MSMEs has a low influence.

4. The Mediating Role of Financial Knowledge on the Effect of Islamic Religiosity on
MSMEs Performance
The results of hypothesis testing show the effect of financial knowledge on MSME performance
with a positive original sample value of 0.110 and a p-value of 0.038. This means that the fourth
hypothesis in this study states that the effect of Islamic religiosity on financial knowledge has an impact
on the performance of MSMEs.

5. The Effect of Islamic Branding on MSMEs Performance

The results of hypothesis testing show the effect of Islamic branding on the performance of
MSMEs with a positive original sample value of 0.075 and a p-value of 0.339. This means that the fifth
hypothesis in this study states that Islamic branding has no positive effect on the performance of MSMEs.
Islamic branding has no direct influence on improving the performance of MSMEs seen from the f square
value of 0.009.

6. The Effect of Islamic Branding on Financial Knowledge

The results of hypothesis testing show the effect of Islamic branding on financial knowledge with
a positive original sample value of 0.212 and a p-value of 0.032. This means that the sixth hypothesis in
this study states that Islamic branding has a positive effect on financial knowledge is accepted. The f
square value of 0.052 indicates that Islamic branding has a low influence on financial knowledge.

7. The Mediating Role of Financial Knowledge on the Effect of Islamic Branding on
MSMEs Performance
The results of hypothesis testing show the effect of Islamic branding on MSME performance with
financial knowledge as a mediator with a positive original sample value of 0.038 and a p-value of 0.233.
This means that the seventh hypothesis in this study states that the effect of Islamic branding on financial
knowledge has an impact on the performance of MSMEs is rejected.
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DISCUSSION

The results showed a strong positive effect of Islamic religiosity in improving the performance of
MSMEs. The results of this study are in line with several previous studies which say that Islamic
religiosity has a significant positive effect on the performance of MSMEs (Hunjra et al., 2021; Lestari et
al., 2023). An MSME owner or manager who has Islamic religiosity can improve his business
performance, because religiosity is an important element that can influence a person in terms of cognition
and behavior (Muslichah & Sanusi, 2019) and shape beliefs, knowledge and attitudes (Lestari et al.,
2023), or responsibility (Li et al., 2019). In the context of Islamic economics and entrepreneurship,
entrepreneurial owners/managers who have Islamic religiosity will affect the growth of Islamic
economics because they tend to reject usury (Yahya and Agunggunanto, 2012). In addition,
entrepreneurship that adopts Islamic religiosity (sharia-based business) produces harmony between
leaders and workers and increases awareness and knowledge among stakeholders so as to create a sense
of togetherness to achieve business goals and produce good performance (Alharbi et al., 2022; Zailani et
al., 2020). This finding contradicts several previous studies which state that Islamic religiosity does not
directly affect MSME performance because religiosity is still a form of commitment and the results
cannot be assessed except through personal rituals that have not resulted in economic performance
(Lestari et al., 2023; Sefnedi, 2023).

A person's Islamic religiosity will also affect the way an entrepreneur thinks and behaves in
managing finances. From the research of Alharbi et al, (2022) said religiosity has no effect on the
financial knowledge of Saudi Arabian SMEs. However, the results of this study state that a person's
Islamic religiosity will have a high effect on his financial knowledge. Islamic religiosity factors become
important in a Muslim to determine financial behavior related to investment choices (Nazir & Saqib,
2024). In social relations or muamalah, religion directs entrepreneurial practices to good governance,
honesty, and orientation to customer satisfaction. Islamic religiosity will motivate a business person to
manage a business with healthy finances, which in turn supports improved business performance (Lestari
et al., 2023), because people who have strong religiosity have good financial management skills, while
people who have weak religiosity tend to have poor financial management skills.

From several previous studies examining financial literacy conducted in East Nusa Tenggara
Province (Kharisma et al., 2024) and Central Java Province (Mayasari, 2022) stated that financial literacy
has no effect on MSME performance. However, the results of this study are not in line with several
previous studies that say financial knowledge has an influence on the performance of MSMEs in
Indonesia. This study assesses financial knowledge as the actual behavior of MSMEs in planning and
managing business finances. With financial knowledge, entrepreneurs can use profit and loss concepts
such as financial records properly in their entrepreneurial activities. As a result, entrepreneurs will know
in real time the amount of sales and profits of their business (Wati et al., 2021). This is further evidenced
by the fact that almost all MSME owners who are respondents in this study have applied financial
knowledge related to basic financial principles in their businesses. An MSME owner/manager who has
financial knowledge will have financial strategies in financing such as Mudarabah and Musharakah, so as
to reduce future business losses and increase the participation of venture capitalists in the business
(Alfarizi & Ngatindriatun, 2022). Resource-based theory says that firm resources such as financial
literacy can influence the achievement of business improvement (Priyantoro et al., 2023). The findings of
this study are similar to research by Alharbi et al, (2022) which say that financial knowledge will affect
the improvement of MSME performance.

The results of this study state that the mediating role of financial knowledge on Islamic religiosity
will have an impact on the performance of MSMEs. A person's religiosity will affect attitudes and
behavior (Graafland, 2017), resulting in individuals being more responsible in the financial and
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investment aspects of their business (Li et al., 2019). With financial knowledge, MSME owners or
managers will be better at making financial decisions for businesses to improve their business
performance, because the key to MSMES' competitive advantage is in decision making (John, 2022).
Contrary to this finding, Alharbi et al. (2022) suggest that MSMEs need to adopt more Shariah-based
financial strategies such as Mudarabah and Musharakah, in order to minimize the risk of future business
losses and encourage increased participation of venture capitalists in their ventures.

The findings in this study show that islamic branding has no effect on the performance of
MSMEs. This means that the high and low performance of SMEs is not determined by the level of
Islamic branding. This research found similar results to (Shandy, 2023) that Islamic branding had no
effect on the performance of MSMEs. This is not in line with the research of (Afrianty, 2020) which says
that Islamic branding has a positive effect on the performance of MSMEs. The awareness of Muslim
consumers about the importance of sharia principles is still very small, from KNEKS data (2023) that
sharia economic literacy in Indonesia is only 20.1%, it is undeniable that the concept of Islamic branding
is a new concept (Ogilvynoor), especially in marketing in Indonesia. In addition, Islamic brands have a
big challenge from global brands. As old players, global brands have dominated the market and have high
trust from consumers. The dominance of global brands is not. Also, basically the purchasing decisions of
consumers are many aspects of consideration such as price, taste, location, and others (Janah et al., 2023).

Branding is a form of investment activity in marketing by a business (Sulistio, 2021), Branding
will affect a person's financial knowledge in investing, this is needed to control and make marketing
resource asset management decisions (Yulianto & Siswati, 2023). The concept of Islamic Branding is
based on sharia principles and Islamic values that are applied in the company's marketing and
communication strategies. Thus, Islamic Branding can increase individual awareness and ability to
understand and use Islamic financial knowledge (Yulianto & Siswati, 2023) such as the use of funding
sources that avoid usury. In addition, Islamic branding can influence consumer behavior, and potentially
have an impact on purchasing decisions (Khadijah & Wulandari, 2020). The results of this study are
agreed with Alharbi et al. (2022) which supports the resource-based theory saying that one type of
internal resource, such as Islamic branding, can influence other firm resources, such as financial
knowledge, to improve MSME performance.

The findings in this study are in line with the research of Alharbi et al. (2022) that financial
knowledge does not mediate the relationship between Islamic branding and MSME performance,
meaning that any changes in Islamic branding do not directly affect the performance of MSMEs. From
the UMKM empowerment report (2022) says 70% of entrepreneurship in Indonesia has difficulty in
carrying out marketing strategies including branding. This can be seen in the object of this study, on
average, at the micro and small business level, which does not have sufficient budget to allocate funds for
marketing activities, especially branding activities. besides that basically the purchasing decisions of
Indonesian consumers are in aspects of consideration such as price, taste, location, and others (Shandy,
2023).

CONCLUSIONS

The findings in this study are that Islamic religiosity has a direct effect on the performance of
MSMEs, besides that with the mediation of financial knowledge, it will strengthen the effect of religiosity
in improving the performance of MSMEs. Although Islamic branding does not directly affect the
performance of MSMEs, Islamic branding is an important marketing practice for entrepreneurship in
Islamic countries (Alharbi et al., 2022).

This study also found that Islamic religiosity and Islamic branding have a significant effect on
financial knowledge. This finding agrees with the opinion of Alharbi et al, (2022) and Menne et al,
(2022) which supports the resource-based theory that one form of internal resources (Islamic religiosity
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and Islamic branding) can influence another form of corporate resources (financial literacy) towards
achieving improved SME performance.

Regarding mediation, financial knowledge was found to mediate the relationship between Islamic
religiosity and MSME performance. But financial knowledge does not mediate the relationship between
Islamic branding and MSME performance. Businesses will be more successful when they have a lot of
knowledge. Therefore, financial knowledge is an important aspect in building successful entrepreneurship
in various ways such as decision making (Paskelian et al., 2019), money management (Tanggamani et al,,
2024), business needs and investment (Razak & Amin, 2020).

With research that focuses on aspects of sharia (Religiosity and Islamic branding), it allows
entrepreneurial actors to design effective strategies in utilizing the halal industry and the Sharia economy
(Yulia, 2015) and design an ecosystem that supports and provides solid support for sharia-based MSMEs,
this will advance Indonesia's position as a key player in the global halal industry market. In Islamic
economics, developing MSMEs is not only the skills needed, but how entrepreneurs can apply the best
Islamic principles in building and developing businesses, as well as making it easier for MSME players to
be able to build economic activities (Lingga, 2023). In addition, the development of MSMEs in line with
Islamic economic principles can strengthen the local economy while advancing human and social values
in society (Harahap & Azmi, 2019).

Islamic religiosity and Islamic branding are key practices among MSMEs and many other firms
in many Islamic countries. Although the results of this study found that Islamic branding does not
currently have a direct impact on MSMEs of halal products in Indonesia. Owners and managers of
MSMEs who demonstrate high levels of financial knowledge should focus on all dimensions of Islamic
religiosity and give priority to Islamic branding. In terms of contingent MSME managers, they should
improve their general financial literacy skills in order to effectively use various branding and financial
literacy techniques to address Indonesia's complex issues.

In addition, this research contributes to the study of MSMEs by integrating the components of
Islamic religiosity, Islamic branding and financial dimensions as determinants of MSME performance,
which expands the RBV theory in the context of MSME performance. Basically, this study identifies
factors that can affect the performance of MSMEs that want to enter the Islamic economic market.
Practically, this study documents what areas the government and policymakers need to focus on to
complement the Islamic economy for MSMEs. For example, this study found that Islamic branding has a
negative influence on MSME performance. Therefore, the government needs to make efforts to explain
several issues regarding Islamic economics such as halal certificates, Islamic finance, Islamic marketing,
and others to MSMEs. With Indonesia planning to become a major producer of the global halal industry
by 2024, this study argues that the Islamic religiosity of owners or managers and Islamic branding
strategies are not enough for MSMEs to compete in the halal industry. In addition, sharia literacy among
the public needs to be increased so that there are more consumers in the sharia product market, this will
encourage MSMEs to enter and compete and take advantage of existing opportunities, the effect will
encourage the Islamic economy to develop faster.
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