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ABSTRACT
This study examines whether mudharabah financing and Islamic financial literacy improve the performance of micro, small, and medium enterprises (MSMEs) and whether business productivity mediates these relationships. Primary data were collected from 100 MSME owners in Semarang City who had received mudharabah financing and were analysed using PLS-SEM with SmartPLS 4. The measurement model met the criteria for validity and reliability. Islamic financial literacy has a positive and significant effect on business productivity (β = 0.407, p < 0.001), and business productivity strongly affects MSME performance (β = 0.851, p < 0.001). Mudharabah financing has no significant effect on business productivity or MSME performance, and Islamic financial literacy has no significant direct effect on MSME performance. Business productivity fully mediates the effect of Islamic financial literacy on MSME performance (indirect effect = 0.346, p < 0.001) but does not mediate the effect of mudharabah financing. The performance of financed MSMEs therefore depends more on the entrepreneur's capability to manage resources according to Islamic financial principles than on the availability of profit-sharing capital. Islamic financial institutions should combine mudharabah financing with structured financial literacy and business mentoring.
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INTRODUCTION
Micro, small, and medium enterprises (MSMEs) are the backbone of the Indonesian economy. The Financial Services Authority (OJK) reports that Indonesia has around 65.5 million MSMEs, which contribute approximately 61.9% of gross domestic product and absorb more than 119 million workers, or about 97% of the national workforce (Otoritas Jasa Keuangan, 2025). Despite this contribution, many MSMEs still struggle to obtain adequate financing for running and expanding their businesses. High interest rates on conventional loans, limited collateral, and a lack of information about available financial products restrict their ability to invest in technology, infrastructure, and human resources, which in turn constrains their growth. A study of MSMEs in Mataram similarly identifies business capital as one of the main obstacles to MSME development, alongside regulation, resistance to change, and new competitors (Pratiwi & Istirawati, 2024). Evidence from Bank Syariah Indonesia also shows that, after the merger, the distribution of MSME financing was influenced by investment rather than by the bank's market share or profitability (Fadilla, 2024).
Islamic financial institutions offer an alternative through financing contracts that are free from interest (riba) and based on partnership. Among these contracts, mudharabah is particularly relevant for MSMEs because the financier (shahibul maal) provides capital while the entrepreneur (mudharib) manages the business, and profits are shared according to a ratio (nisbah) agreed at the outset. Financial losses are borne by the capital provider unless they result from the entrepreneur's negligence or breach of contract (Fitria et al., 2022). Islamic commercial banks have channelled mudharabah and musharakah financing to MSMEs in line with the fatwas of the National Sharia Council (Anggraini et al., 2025), and micro and small business owners regard profit-sharing schemes as fairer than fixed-return financing, although they find the process more complex (Putri, 2025). In principle, this arrangement relieves MSMEs of fixed repayment burdens and aligns the interests of the financier and the entrepreneur. In practice, however, mudharabah remains underused and difficult to administer. In Indonesian Islamic commercial banks, murabahah remains the most demanded form of financing, largely because profit-sharing contracts such as mudharabah and musharakah carry higher risks (Pratiwi et al., 2024), and mudharabah financing has even been found to reduce the profit-sharing returns of Islamic banks (Astuti et al., 2023). This is partly because of information asymmetry, weak financial records on the client side, and the monitoring problems inherent in profit-and-loss sharing contracts (Abdeljawad, 2025).
Access to capital alone does not guarantee better business outcomes. The ability of entrepreneurs to plan, record, and allocate funds determines whether additional capital is converted into productive activity. Financial literacy, defined as the knowledge and skills needed to make sound financial decisions, has been shown to have significant economic consequences for individuals and firms (Lusardi & Mitchell, 2014). Islamic financial literacy extends this concept to the understanding of Islamic financial principles and products and the willingness to apply them in financial decisions. Indonesia's 2025 National Survey of Financial Literacy and Inclusion recorded an Islamic financial literacy index of only 43.42% and an Islamic financial inclusion index of 13.41%, far below the corresponding indices for the financial system as a whole (Otoritas Jasa Keuangan & Badan Pusat Statistik, 2025). This gap suggests that many MSME owners who use Islamic financing may not fully understand how to manage it.
Empirical evidence on the effects of Islamic financing and Islamic financial literacy on MSMEs remains mixed. Several Indonesian studies report that mudharabah financing supports the development of client businesses (Fitria et al., 2022; Ramadhan, 2018) and increases business productivity (Hazazir & Rizki, 2024), whereas others find that its contribution is limited or not yet optimal (Suharto et al., 2021). Internationally, Kholidah et al. (2024) show that Islamic fintech lending increases the revenue and employment of microenterprises in East Java, while Buyondo (2024) finds that adherence to Islamic finance principles is positively associated with MSME performance in Uganda. Studies on financial literacy are similarly divided. Islamic financial literacy has been found to improve MSME performance (Putri, 2022; Wulandari, 2023), and financial literacy has been identified as the strongest driver of the sustainability of MSMEs served by Shariah banks (Rokhlinasari et al., 2025). Other studies, however, find no significant effect of financial literacy on MSME performance and sustainability (Kusuma et al., 2021).
These inconsistencies indicate that the relationship between financing, literacy, and performance may not be direct. Recent studies have begun to examine the mechanisms through which financial resources and capabilities are translated into business outcomes. Ratnawati et al. (2024) show that financial literacy improves the sustainability performance of Indonesian SMEs through access to finance and fintech adoption, and Yusfiarto et al. (2025) find that the support of Islamic financial institutions improves entrepreneurial performance through financial literacy, management control systems, and the alleviation of financial constraints. However, few studies have examined business productivity, that is, the efficiency with which an enterprise converts inputs such as capital, labour, and time into output, as the mechanism linking mudharabah financing and Islamic financial literacy to MSME performance.
This study addresses this gap by examining the effects of mudharabah financing and Islamic financial literacy on MSME performance through business productivity, using data from MSMEs in Semarang City, the capital of Central Java Province. Semarang offers a relevant setting because the number of registered MSMEs in the city grew from 17,892 units in 2020 to 30,421 units in 2024, although the growth rate slowed markedly after 2022 (Pemerintah Kota Semarang, 2025). The study contributes to the literature in two ways. First, it tests a mediation model that explains how financial capital and financial capability are translated into performance. Second, it provides evidence from MSMEs that actually use mudharabah financing, a group that is rarely studied directly.
LITERATURE REVIEW
Resource-Based View and Agency Theory
This study draws on the resource-based view (RBV), which holds that firms achieve superior performance when they possess and effectively deploy valuable resources and capabilities (Barney, 1991). For MSMEs, mudharabah financing represents a financial resource, while Islamic financial literacy represents a knowledge-based capability that determines how resources are used. Business productivity reflects the efficiency with which these resources are combined, and performance is the outcome of this process. The mudharabah contract also involves an agency relationship in which the financier delegates the management of funds to the entrepreneur (Jensen & Meckling, 1976). Whether the financing improves productivity therefore depends on how the entrepreneur manages the funds and on the effectiveness of monitoring (Abdeljawad, 2025).
Mudharabah Financing
Mudharabah is a profit-sharing partnership in which one party contributes capital and the other contributes managerial effort and expertise. The contract specifies the type of business, the amount of capital, the duration of the partnership, and the profit-sharing ratio, while the return to the financier is not fixed in advance but depends on the actual results of the business. For MSMEs, the operational aspects of mudharabah that matter most are the ease and speed of the financing process, the adequacy of the amount of financing for business continuity, the ability to meet the agreed payment schedule, and the fairness and clarity of the profit-sharing ratio (Fitria et al., 2022). These aspects determine whether financing is perceived as a genuine partnership or merely as an alternative form of credit. When the process is slow, the amount is insufficient, or the profit-sharing terms are not well understood, the potential of mudharabah to strengthen the business is reduced.
Islamic Financial Literacy
Islamic financial literacy combines general financial knowledge with an understanding of the prohibitions and principles of Islamic finance, such as the prohibition of riba, gharar, and maysir, and the use of contracts based on trade, partnership, and leasing. It encompasses four dimensions: knowledge of Islamic financial products and their differences from conventional ones, the ability to manage finances in accordance with Islamic principles, an attitude that favours Islamic financial products, and confidence that the Islamic financial system offers justice and transparency (Sari et al., 2024). In the context of MSMEs, these dimensions shape how entrepreneurs record and separate business finances, choose financing contracts, and use the funds they receive. Islamic financial literacy is therefore not only a matter of religious compliance but also a managerial capability that affects how efficiently resources are used.
Business Productivity and MSME Performance
Business productivity refers to the ratio between the output an enterprise produces and the inputs it uses, including capital, labour, raw materials, and time (Hidayat, 2024). Productive MSMEs use their capital efficiently, allocate working time optimally, and convert these inputs into higher sales and income. MSME performance, in turn, describes the results achieved by the business over a given period and is commonly reflected in growth in sales turnover, employment, and the number of customers (Kartawinata et al., 2020). Performance is therefore an outcome, whereas productivity describes the process through which resources are transformed into that outcome. This distinction provides the basis for treating productivity as a mediating variable between financial resources and capabilities on the one hand and performance on the other.
Hypothesis Development
Mudharabah financing provides capital that enables MSMEs to purchase raw materials, add equipment, and expand operations. When these funds are used productively, output per unit of input should increase. Hazazir and Rizki (2024) report that mudharabah financing increases the productivity of medium enterprises financed by an Islamic bank in Medan. Hence, the first hypothesis is formulated as follows.
H1: Mudharabah financing has a positive effect on business productivity.
Islamic financial literacy enables entrepreneurs to separate business and personal finances, record transactions, manage cash flow, and select financial products that are consistent with Islamic principles. These skills help entrepreneurs allocate capital, time, and labour more efficiently. Al Farisi et al. (2024) show that strengthening Islamic financial literacy increases the business capacity of MSMEs, and Burhanuddin et al. (2022) find that Islamic financial literacy increases the value added of halal food and beverage businesses.
H2: Islamic financial literacy has a positive effect on business productivity.
Additional capital from mudharabah financing can also improve performance directly by enabling MSMEs to increase sales, hire additional workers, and reach more customers. Fitria et al. (2022) and Ramadhan (2018) report that mudharabah financing contributes to the development of MSMEs, and Kholidah et al. (2024) show that Islamic lending increases the revenue and employment of microenterprises.
H3: Mudharabah financing has a positive effect on MSME performance.
Entrepreneurs with good Islamic financial literacy are expected to make better financial decisions, which should be reflected in higher sales, business growth, and a larger customer base. Putri (2022) and Wulandari (2023) report that Islamic financial literacy improves MSME performance, and Rokhlinasari et al. (2025) identify financial literacy as the strongest predictor of the sustainability of MSMEs served by Shariah banks.
H4: Islamic financial literacy has a positive effect on MSME performance.
Productivity is a fundamental determinant of business performance because efficient use of resources lowers costs and increases output and income. Wahidhani and Fitrianti (2022) show that productivity has a significant effect on the profitability of MSMEs in Bogor. Productive enterprises are therefore expected to achieve higher sales, employment, and customer growth.
H5: Business productivity has a positive effect on MSME performance.
Combining these arguments, mudharabah financing and Islamic financial literacy are expected to improve MSME performance indirectly by increasing business productivity. Capital is converted into performance when it raises the efficiency of business operations, and knowledge is converted into performance when it is applied to daily business management.
H6: Business productivity mediates the effect of mudharabah financing on MSME performance.
H7: Business productivity mediates the effect of Islamic financial literacy on MSME performance.
The research model is presented in Figure 1.
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Figure 1. Research Model
Source: Developed by the authors, 2025
RESEARCH METHODS
This study adopted a quantitative explanatory design to test the causal relationships among mudharabah financing (MF), Islamic financial literacy (IFL), business productivity (BP), and MSME performance (MP). Primary data were collected through a questionnaire, while secondary data on the number of registered MSMEs were obtained from the open data portal of the Semarang City Government (Pemerintah Kota Semarang, 2025).
The population consisted of MSMEs in Semarang City, which numbered 30,421 registered units in 2024. Respondents were selected by purposive sampling based on three criteria: (1) the business had received mudharabah financing at least once; (2) the owner lived and operated the business in Semarang City; and (3) the business was still active at the time of the survey. The sample size was determined using the Slovin formula with a 10% margin of error, which yielded 99.67 and was rounded to 100 respondents. The questionnaires were distributed with the assistance of Islamic banks in Semarang and of MSME communities, such as UMKM Rangkul.
All constructs were measured with items rated on a four-point Likert scale ranging from 1 (strongly disagree) to 4 (strongly agree). Mudharabah financing was measured by the financing process, the amount of financing, the instalment schedule, and the profit-sharing arrangement (Fitria et al., 2022). Islamic financial literacy was measured by knowledge, ability, attitude, and confidence in Islamic finance (Sari et al., 2024). Business productivity was measured by the efficient use of inputs and the resulting output (Hidayat, 2024), and MSME performance was measured by sales turnover, employment, and customer growth (Kartawinata et al., 2020). The operational definitions are summarised in Table 1.
The questionnaire consisted of two parts. The first part collected information on the respondents' gender, business sector, and business age. The second part contained the statements measuring the four constructs. Mudharabah financing was measured with statements on the ease and speed of the financing process, the adequacy of the financing amount for business continuity, the ability to meet the instalment schedule, and the agreement on the profit-sharing ratio at the beginning of the contract. Islamic financial literacy was measured with statements on the ability to distinguish Islamic and conventional finance, to manage business finances according to Islamic principles, to choose Islamic financial products, and on the belief that the Islamic financial system provides justice and transparency. Business productivity was measured with statements on the efficient use of capital and working time and on increases in sales and income after receiving mudharabah financing. MSME performance was measured with statements on increases in turnover and sales, the need for additional workers, and growth in the number of customers and loyal customers.
Table 1. Operational Definitions of Variables
	Variable
	Definition
	Indicators
	Source

	Mudharabah financing (MF)
	A partnership contract in which an Islamic financial institution provides capital and the MSME manages the business, with profits shared according to an agreed ratio
	Financing process; amount of financing; instalment schedule; profit sharing
	Fitria et al. (2022)

	Islamic financial literacy (IFL)
	The ability to manage, plan, and make financial decisions in accordance with Islamic principles
	Knowledge; ability; attitude; confidence
	Sari et al. (2024)

	Business productivity (BP)
	The ability of an MSME to obtain maximum output from the inputs it uses
	Inputs used; output produced
	Hidayat (2024)

	MSME performance (MP)
	The improvement of business capability reflected in business success
	Sales turnover; employment; customer growth
	Kartawinata et al. (2020)


Source: Processed primary data, 2025
The data were analysed using partial least squares structural equation modelling (PLS-SEM) with SmartPLS 4. PLS-SEM was chosen because the model contains a mediating variable and the sample size is relatively small (Hair et al., 2022). The analysis proceeded in two stages. The measurement model was assessed using outer loadings (> 0.70), average variance extracted (AVE > 0.50), Cronbach's alpha and composite reliability (> 0.70), and the heterotrait–monotrait ratio (HTMT < 0.90) (Henseler et al., 2015). The structural model was assessed using the coefficient of determination (R²), effect size (f²), and the significance of path coefficients and specific indirect effects obtained through bootstrapping, with t-statistics above 1.96 and p-values below 0.05 regarded as significant. The structural relationships are expressed as follows:
	BPᵢ = β₁MFᵢ + β₂IFLᵢ + ε₁ᵢ	(1)
	MPᵢ = β₃MFᵢ + β₄IFLᵢ + β₅BPᵢ + ε₂ᵢ	(2)
where BP is business productivity, MP is MSME performance, MF is mudharabah financing, IFL is Islamic financial literacy, β denotes the path coefficients, and ε is the error term.
RESULTS AND DISCUSSION
Research Results
Respondent Profile
Of the 100 respondents, 60 were women and 40 were men. Most businesses operated in trade (88 respondents), while the remaining 12 operated in services. In terms of business age, 39 respondents had run their businesses for more than six years, 36 for four to six years, 20 for one to three years, and five for less than one year. The sample is therefore dominated by established trading businesses that have operated long enough to receive and use Islamic financing. This profile is relevant for interpreting the results because established businesses typically have existing customer bases and operating routines, so changes in their performance are likely to depend on how efficiently they manage their resources rather than on the receipt of new capital alone.
Measurement Model
Table 2 presents the results of the measurement model. The final model comprised three items for mudharabah financing and four items each for Islamic financial literacy, business productivity, and MSME performance. All outer loadings ranged from 0.740 to 0.950, exceeding the threshold of 0.70. The highest loading was found for the third MSME performance item (0.950), and the lowest for the first Islamic financial literacy item (0.740). The AVE values ranged from 0.736 to 0.863, indicating that each construct explains more than half of the variance of its indicators. Cronbach's alpha (0.844–0.947) and composite reliability (0.905–0.962) also exceeded 0.70, confirming internal consistency reliability.
Table 2. Convergent Validity and Reliability
	Construct
	Outer loadings
	Cronbach's alpha
	Composite reliability
	AVE

	Mudharabah financing
	0.870–0.876
	0.844
	0.905
	0.761

	Islamic financial literacy
	0.740–0.916
	0.879
	0.917
	0.736

	Business productivity
	0.822–0.924
	0.882
	0.919
	0.739

	MSME performance
	0.920–0.950
	0.947
	0.962
	0.863


Source: Processed primary data, 2025
Discriminant validity was assessed using the HTMT ratio (Table 3). All values ranged from 0.155 to 0.836 and were below the threshold of 0.90 (Henseler et al., 2015). The highest value was observed between business productivity and MSME performance (0.836), which is consistent with the close conceptual relationship between efficiency and business outcomes, while the lowest was between mudharabah financing and MSME performance (0.155). These results confirm that each construct is empirically distinct from the others.
Table 3. Heterotrait–Monotrait Ratio (HTMT)
	Construct pair
	HTMT

	MSME performance – Islamic financial literacy
	0.264

	MSME performance – Mudharabah financing
	0.155

	MSME performance – Business productivity
	0.836

	Islamic financial literacy – Mudharabah financing
	0.542

	Islamic financial literacy – Business productivity
	0.529

	Mudharabah financing – Business productivity
	0.366


Source: Processed primary data, 2025
Structural Model
The R² value of business productivity was 0.227, indicating that mudharabah financing and Islamic financial literacy explain 22.7% of the variance in business productivity. The R² value of MSME performance was 0.621, indicating that the three predictors explain 62.1% of the variance in MSME performance. The effect size analysis shows that business productivity has a very large effect on MSME performance (f² = 1.477) and Islamic financial literacy has a medium effect on business productivity (f² = 0.167). The effects of Islamic financial literacy on MSME performance (f² = 0.025) and of mudharabah financing on business productivity (f² = 0.015) and MSME performance (f² = 0.009) are small or negligible.
Table 4 presents the results of hypothesis testing. Two direct hypotheses (H2 and H5) and one indirect hypothesis (H7) are supported, while H1, H3, H4, and H6 are not supported.
Table 4. Results of Hypothesis Testing
	Hypothesis
	Path
	Coefficient
	t-statistic
	p-value
	Decision

	H1
	MF → BP
	0.121
	1.284
	0.199
	Not supported

	H2
	IFL → BP
	0.407
	4.105
	0.000
	Supported

	H3
	MF → MP
	−0.067
	0.832
	0.406
	Not supported

	H4
	IFL → MP
	−0.120
	1.458
	0.145
	Not supported

	H5
	BP → MP
	0.851
	16.380
	0.000
	Supported

	H6
	MF → BP → MP
	0.103
	1.270
	0.204
	Not supported

	H7
	IFL → BP → MP
	0.346
	3.875
	0.000
	Supported


Note: MF = mudharabah financing; IFL = Islamic financial literacy; BP = business productivity; MP = MSME performance. Source: Processed primary data, 2025
Discussion
Mudharabah Financing and Business Productivity
The results show that mudharabah financing has a positive but insignificant effect on business productivity (β = 0.121, p = 0.199), so H1 is not supported. This finding differs from Hazazir and Rizki (2024) but is consistent with evidence that the contribution of mudharabah financing to client businesses is not yet optimal (Suharto et al., 2021). Additional capital does not automatically make a business more efficient. Without adequate planning and control, funds may be used for consumption or for activities that do not increase output. This interpretation is consistent with the agency perspective, in which the financier cannot fully observe how the entrepreneur uses the funds (Jensen & Meckling, 1976), and with the finding that weak client financial records and limited monitoring are among the main obstacles to mudharabah financing (Abdeljawad, 2025). The higher risk of profit-sharing contracts also leads Islamic banks to favour sale-based financing (Pratiwi et al., 2024), which may limit the size and flexibility of the mudharabah funds that MSMEs receive. Micro and small business owners themselves call for better financial literacy and simpler Islamic financing products (Putri, 2025).
Islamic Financial Literacy and Business Productivity
Islamic financial literacy has a positive and significant effect on business productivity (β = 0.407, p < 0.001), supporting H2. Entrepreneurs who understand Islamic financial principles are better able to separate business and personal finances, allocate capital efficiently, and use their time optimally. This result is in line with Burhanuddin et al. (2022) and Al Farisi et al. (2024), who show that Islamic financial literacy increases the value added and business capacity of MSMEs. From the RBV perspective, financial literacy is a knowledge-based capability that enables entrepreneurs to extract more value from the resources they possess (Barney, 1991).
Mudharabah Financing and MSME Performance
Mudharabah financing has no significant effect on MSME performance (β = −0.067, p = 0.406), so H3 is not supported. This finding contrasts with Ramadhan (2018), Fitria et al. (2022), and Kholidah et al. (2024), who report positive effects of Islamic financing on business development, revenue, and employment. One possible explanation is that the respondents were mostly established trading businesses, for which the amount of mudharabah financing may be small relative to their overall operations. Another explanation is that the benefits of financing depend on how the funds are used. Yusfiarto et al. (2025) show that the support of Islamic financial institutions improves entrepreneurial performance not directly but through financial literacy and management control systems. Capital is therefore a necessary but not sufficient condition for better performance.
Islamic Financial Literacy and MSME Performance
Islamic financial literacy has no significant direct effect on MSME performance (β = −0.120, p = 0.145), so H4 is not supported. This result is consistent with Kusuma et al. (2021), who find no significant effect of financial literacy on MSME performance and sustainability, and with Mawazi et al. (2026), who find that sharia financial literacy alone does not significantly affect the investment interest of young Muslims, but differs from Putri (2022), Wulandari (2023), and Rokhlinasari et al. (2025). The insignificant direct effect suggests that knowledge does not improve performance by itself. It must first be applied in daily business management, for example in recording transactions, managing cash flow, and planning the use of capital, before it produces visible changes in sales and customer growth.
Business Productivity and MSME Performance
Business productivity has a strong positive and significant effect on MSME performance (β = 0.851, p < 0.001), supporting H5. The large effect size (f² = 1.477) shows that productivity is the main driver of performance in the model. This finding is consistent with Wahidhani and Fitrianti (2022), who show that productivity increases the profitability of MSMEs. MSMEs that use capital, time, and labour efficiently are able to increase sales, expand their workforce, and attract more customers. Customer growth can be further strengthened by marketing practices relevant to Muslim consumers, as Islamic branding and online consumer reviews have been shown to influence purchase decisions (Nurudin, 2023).
The Mediating Role of Business Productivity
The specific indirect effect of mudharabah financing on MSME performance through business productivity is not significant (β = 0.103, p = 0.204), so H6 is not supported. Because mudharabah financing does not significantly affect business productivity, the mediating path cannot be established. In contrast, the indirect effect of Islamic financial literacy on MSME performance through business productivity is positive and significant (β = 0.346, p < 0.001), supporting H7. As the direct effect of Islamic financial literacy on MSME performance is not significant, business productivity fully mediates this relationship. This finding clarifies the mixed results of previous studies: Islamic financial literacy improves MSME performance, but only when it raises the productivity of the business. It also corresponds with Ratnawati et al. (2024) and Yusfiarto et al. (2025), who show that the effects of financial literacy and financial support on firm performance operate through intermediate mechanisms rather than directly. A similar pattern is reported by Wardani and Sukardi (2026), who find that the effect of financial literacy on the intention to use Islamic banking operates substantially through trust.
Taken together, the results suggest that the performance of financed MSMEs depends more on the entrepreneur's financial capability than on the availability of capital. This has important implications for Islamic financial institutions. Financing programmes that focus only on disbursement are unlikely to improve MSME performance unless they are accompanied by efforts to strengthen the financial literacy and management skills of clients. Islamic banks and non-bank Islamic financial institutions can integrate financial literacy education, bookkeeping assistance, and business mentoring into the mudharabah financing process, which would also reduce the information asymmetry and monitoring problems inherent in profit-sharing contracts (Abdeljawad, 2025). Strengthening Islamic financial literacy is also consistent with the efforts of Islamic financial institutions to increase public understanding of Islamic financial products (Nurudin et al., 2021).
Theoretical and Practical Implications
Theoretically, the findings extend the resource-based view by showing that, among financed MSMEs, a knowledge-based capability is a stronger source of performance than a financial resource. Islamic financial literacy affects performance not directly but by improving the efficiency with which resources are used, which supports the view that capabilities create value when they are embedded in operational processes (Barney, 1991). The insignificant effect of mudharabah financing also suggests that the agency problems associated with profit-sharing contracts (Jensen & Meckling, 1976) may limit the benefits of financing when monitoring and client capability are weak. The model thus integrates resource, capability, and agency perspectives to explain why the same type of financing produces different outcomes for different enterprises.
Practically, the findings provide guidance for several parties. For Islamic banks and non-bank Islamic financial institutions, the results suggest that the assessment of mudharabah applicants should consider not only the feasibility of the business but also the financial capability of the owner, and that post-disbursement assistance is needed to ensure that funds are used productively. Simple bookkeeping, regular reporting of business results, and periodic visits can improve the transparency of the partnership while helping clients manage their businesses. Such services also strengthen the long-term relationship between Islamic banks and their clients, since service quality and Islamic service have been found to build customer loyalty to Islamic banks (Nurudin et al., 2025). Secure and credible mobile banking services, which increase customer satisfaction (Nurudin et al., 2022), could also be used to simplify the reporting of business results under mudharabah contracts. Islamic banking literacy delivered through financial education, promotion, and outreach has also been shown to accelerate financial inclusion (Suib & Amelia, 2024). For MSME owners, the results show that improving their understanding of Islamic financial principles and applying it in daily financial management is a more reliable path to better performance than relying on additional capital. For local government and MSME communities, Islamic financial literacy programmes can be integrated with productivity training, so that the growth in the number of MSMEs is accompanied by improvements in their quality. Evidence that the free halal certification programme increased the revenue of MSMEs in Mataram (Wildan et al., 2024) shows that well-implemented public support programmes can directly improve MSME performance.
CONCLUSION
This study examined the effects of mudharabah financing and Islamic financial literacy on MSME performance through business productivity among MSMEs in Semarang City. The results show that Islamic financial literacy has a positive and significant effect on business productivity, and business productivity has a strong positive effect on MSME performance. Mudharabah financing has no significant effect on either business productivity or MSME performance, and Islamic financial literacy has no significant direct effect on MSME performance. Business productivity fully mediates the effect of Islamic financial literacy on MSME performance but does not mediate the effect of mudharabah financing.
These findings imply that Islamic financial institutions should not rely solely on financing to promote MSME development. Mudharabah financing should be accompanied by financial literacy programmes, bookkeeping training, and business mentoring so that the funds are used productively. Policymakers and MSME support organisations can also integrate Islamic financial literacy into MSME development programmes to strengthen the capability of entrepreneurs to manage their businesses efficiently.
This study has several limitations. The sample was limited to 100 MSMEs in Semarang City and was selected by purposive sampling, which limits the generalisability of the findings. The data were cross-sectional and self-reported, and performance was measured by respondents' perceptions rather than by financial records. In addition, the explanatory power of the model for business productivity was relatively low (R² = 0.227), indicating that other factors also affect productivity. Future research could expand the study to other regions, use objective performance data, compare different Islamic financing contracts, and include other variables such as business mentoring, digital adoption, and entrepreneurial orientation.
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