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ABSTRACT 
Introduction 

Micro, Small, and Medium Enterprises play a critical role in economic 
development, employment generation, and inclusive growth, 
particularly in developing countries. Despite their importance, many 
MSMEs face persistent barriers in accessing formal financial services, 
which limits their ability to sustain and scale their businesses. The 
emergence of Islamic financial technology offers an alternative 
pathway by providing digital, sharia-compliant financial services 
that can enhance financial inclusion and support sustainable 
business practices. 

Objectives 

This study aims to analyze the role of Islamic fintech in improving 
financial inclusion and its impact on MSME sustainability. It also 
examines the mediating role of financial inclusion in the relationship 
between Islamic fintech and sustainable MSME performance within a 
digital business environment. 

Method 

The study employs a mixed-method approach using a sequential 
exploratory design. Qualitative data were collected through in-depth 
interviews with MSME stakeholders in Region III Cirebon, Indonesia, 
while quantitative data were obtained from 96 MSMEs using 
structured questionnaires. The analysis combines qualitative 
thematic interpretation with quantitative modeling using Structural 
Equation Modeling with Partial Least Squares to test the proposed 
relationships among variables. 
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Results 

The findings indicate that Islamic fintech has a positive and significant 
effect on financial inclusion, while financial inclusion significantly 
enhances MSME sustainability. The results also confirm that financial 
inclusion mediates the relationship between Islamic fintech and MSME 
sustainability, suggesting that the impact of Islamic fintech operates 
indirectly through improved access to financial services. Qualitative 
findings further reveal that sustainable MSME models emphasize 
digital transformation, institutional support, and integration of 
economic and social practices. 

Implications 

The study highlights the importance of strengthening Islamic fintech 
ecosystems to improve financial access and support MSME 
sustainability. It also underscores the need for policies that promote 
financial literacy, digital readiness, and regulatory support to maximize 
the benefits of fintech adoption. 

Originality/Novelty 

This research contributes to the literature by providing empirical 
evidence on the mediating role of financial inclusion in the relationship 
between Islamic fintech and MSME sustainability. It offers a 
comprehensive perspective by integrating qualitative and 
quantitative approaches within the context of a developing economy. 

CITATION: Widagdo, R., Rokhlinasari, S., & Wartoyo. (2026). Islamic 
fintech, financial inclusion, and MSME sustainability: Evidence from a 
mixed-method study in Indonesia’s digital economy. Journal of Islamic 
Economics Lariba, 12(1), 313-336. 
https://doi.org/10.20885/jielariba.vol12.iss1.art11 

INTRODUCTION 

Micro, Small, and Medium Enterprises (MSMEs) are widely recognized as the backbone 
of economic development in both emerging and developing economies. Recent 
empirical studies consistently demonstrate that MSMEs account for the majority of 
firms, contribute substantially to national output, and play a critical role in employment 
generation and poverty reduction (Asian Development Bank, 2023; Dela Cruz et al., 2023; 
Mukherjee & Mukherjee, 2022). In Southeast Asia and similar regions, MSMEs support 
inclusive growth by facilitating entrepreneurship, strengthening local value chains, and 
promoting regional trade integration. However, the contribution of MSMEs is not uniform 
across contexts, as outcomes often depend on institutional quality, access to finance, 
and technological adoption (Asian Development Bank, 2022; Uddin et al., 2022). These 
findings highlight the structural importance of MSMEs while underscoring the need for 
enabling ecosystems that sustain their long-term development. 

In recent years, digital financial innovation—particularly financial technology 
(fintech)—has emerged as a transformative force reshaping MSME development 
pathways. Empirical literature suggests that fintech enhances access to credit, 
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facilitates digital payments, and improves financial management efficiency, thereby 
supporting MSME productivity and sustainability (Altman & Sabato, 2023; Mahesh et al., 
2023; Rahmadi et al., 2023). In Indonesia and other developing countries, fintech 
adoption has been linked to improved business performance, broader market 
participation, and enhanced resilience during economic disruptions (Mustafida et al., 
2021; Nursansiwi & Armiani, 2024). Nevertheless, these benefits are often contingent 
upon complementary factors such as digital literacy, regulatory frameworks, and 
infrastructure readiness, indicating that fintech alone does not automatically 
guarantee inclusive outcomes (Angeles, 2022; Dela Cruz et al., 2023). 

Despite the growing presence of fintech ecosystems, MSMEs continue to face 
persistent barriers in accessing formal financial services. Traditional financial 
institutions typically require collateral, formal credit histories, and structured financial 
records—conditions that many MSMEs fail to meet due to informality and limited 
accounting capacity (Bongomin & Ntayi, 2019; Chaora, 2024). Moreover, high 
transaction costs, complex administrative procedures, and regulatory uncertainty 
further constrain MSMEs’ ability to engage with formal financial systems (Gershenson 
et al., 2021; Pentury, 2023). These structural limitations are exacerbated by digital 
divides, particularly in rural and underserved regions where access to reliable internet 
and financial infrastructure remains limited (Mushani, 2024). Consequently, a 
significant portion of MSMEs remains financially excluded despite the expansion of 
digital financial services. 

Fintech is often proposed as a general solution to these challenges by reducing 
transaction costs, simplifying financial processes, and expanding access to financial 
products. Empirical evidence indicates that fintech adoption improves financial 
inclusion by enabling MSMEs to access digital payments, alternative lending platforms, 
and innovative financing mechanisms (Gupta et al., 2022; Johri et al., 2024). Within this 
landscape, Islamic fintech presents a distinctive approach by integrating technological 
innovation with sharia-compliant financial principles. Islamic fintech platforms, such as 
peer-to-peer lending and crowdfunding, provide alternative financing channels 
aligned with ethical and religious considerations, thereby attracting previously 
underserved segments of the population (Devi et al., 2023; Mustafida et al., 2021). 
However, the effectiveness of fintech, including Islamic fintech, remains uneven across 
regions due to variations in regulatory environments, financial literacy, and institutional 
capacity (Gershenson et al., 2021; Pellegrino & Abe, 2022). 

To address these limitations, prior literature identifies several specific strategies 
that enhance the effectiveness of fintech in supporting MSME development. One of the 
most critical factors is financial and digital literacy, which significantly influences the 
adoption and effective use of fintech services (Morgan, 2022; Nursansiwi & Armiani, 
2024). Improved literacy enables MSME owners to better understand financial products, 
manage risks, and utilize digital platforms efficiently, ultimately improving financial 
performance and sustainability. In addition, the development of integrated digital 
ecosystems—including payment systems, credit platforms, and financial advisory 
services—has been shown to strengthen MSME participation in formal financial systems 



316             Widagdo et al. 

(Buteau, 2021; Pellegrino & Abe, 2022). These ecosystems reduce operational 
inefficiencies and provide comprehensive financial solutions tailored to MSME needs. 

Another important strategy involves the use of data-driven credit assessment 
models and supportive regulatory frameworks. Advances in artificial intelligence and 
alternative data analytics allow fintech platforms to overcome information asymmetry 
by evaluating creditworthiness beyond traditional collateral-based methods (Chen, 
2024; Lee et al., 2021). At the same time, regulatory innovations such as sandbox 
environments, data protection policies, and public–private partnerships play a crucial 
role in fostering trust and ensuring the scalability of fintech solutions (Kim et al., 2021; 
Troilo et al., 2025). In the context of Islamic fintech, sharia-compliant financing models—
such as profit-sharing and asset-based contracts—offer additional advantages by 
promoting ethical financial practices and aligning with the values of Muslim 
entrepreneurs (Fidhayanti et al., 2024; Maharani et al., 2024; Yuniati et al., 2024). These 
strategies collectively demonstrate that fintech effectiveness depends on a 
combination of technological, institutional, and behavioral factors. 

Although the existing literature provides valuable insights into the relationship 
between fintech, financial inclusion, and MSME performance, several gaps remain. First, 
while many studies confirm the positive impact of fintech on financial inclusion and 
MSME outcomes, the mediating role of financial inclusion is rarely examined using 
rigorous empirical methods (Albab & Mawardi, 2025; A. Hamid et al., 2024; Yuneline, 
2022). Second, empirical findings are often inconsistent across different contexts, 
reflecting variations in infrastructure, regulatory environments, and levels of financial 
literacy (Fidhayanti et al., 2024; Hartanto et al., 2023). Third, there is limited consensus 
on how financial inclusion should be measured, which complicates cross-study 
comparisons and hinders theoretical development (Devi et al., 2023). Finally, research 
on Islamic fintech remains relatively fragmented, with limited integration of 
sustainability perspectives and insufficient focus on emerging markets beyond a few 
key regions (Azwar & Jamaluddin, 2024; E. S. Hamid & Artha, 2025; Timur et al., 2024). 

In light of these gaps, this study aims to examine the role of Islamic fintech in 
enhancing MSME sustainability through financial inclusion, with a particular focus on its 
mediating effect. By employing a mixed-method sequential exploratory approach, this 
research integrates qualitative insights and quantitative analysis to provide a 
comprehensive understanding of the relationships among Islamic fintech, financial 
inclusion, and MSME sustainability. The study contributes to the literature by offering 
empirical evidence on the mediating role of financial inclusion and by contextualizing 
Islamic fintech within sustainable business models. Furthermore, it provides a 
theoretical justification for the proposed hypotheses and highlights the importance of 
integrating technological innovation with inclusive financial systems to support 
sustainable MSME development. 
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LITERATURE REVIEW 

Islamic Fintech: Conceptual Foundations and Distinctive Characteristics 
Islamic fintech has emerged as a significant innovation within the broader financial 
technology ecosystem, combining digital financial services with the ethical and legal 
principles of Islamic finance. The literature defines Islamic fintech as the integration of 
financial technology with sharia-compliant financial practices aimed at delivering 
inclusive, transparent, and ethical financial solutions (Ajouz & Abuamria, 2023; Alshater 
et al., 2022; Kiliç, 2023). Unlike conventional fintech, which primarily focuses on efficiency 
and profitability, Islamic fintech embeds moral and religious considerations into its 
operational framework. This integration reflects a broader objective to align financial 
innovation with maqasid al-Shariah, ensuring that economic activities contribute to 
social justice and welfare. 

A key distinguishing feature of Islamic fintech lies in its adherence to fundamental 
sharia principles, including the prohibition of riba (interest), gharar (uncertainty), and 
maisir (speculation). Instead, Islamic fintech promotes risk-sharing mechanisms and 
asset-backed transactions through instruments such as mudarabah, musharakah, 
and ijarah (Mohd Haridan et al., 2023; Takidah & Kassim, 2022). These principles reshape 
the design of fintech products by emphasizing fairness, transparency, and ethical 
conduct. Furthermore, governance structures—such as sharia supervisory boards and 
regulatory frameworks—play a critical role in ensuring compliance, thereby enhancing 
trust among users and reinforcing the legitimacy of Islamic fintech systems. 

The institutional and regulatory environment significantly influences the 
development of Islamic fintech. In Indonesia, for example, the DSN-MUI fatwa framework 
provides guidance for sharia-compliant digital financial services, shaping product 
innovation and market expansion. However, challenges remain regarding regulatory 
harmonization, standardization, and enforcement across jurisdictions (Azwar & 
Jamaluddin, 2024; Syahputra et al., 2023). These dynamics suggest that while Islamic 
fintech offers a promising pathway for financial inclusion, its effectiveness depends on 
robust governance mechanisms and supportive institutional ecosystems. 

Financial Inclusion: Theoretical Perspectives and Measurement Approaches 
Financial inclusion is widely conceptualized as the ability of individuals and businesses 
to access and effectively use appropriate financial services. In the context of MSMEs, 
financial inclusion is critical for enabling business growth, improving financial 
management, and enhancing resilience. Theoretical frameworks used to analyze 
financial inclusion often draw from technology adoption models such as the 
Technology Acceptance Model (TAM), Theory of Planned Behavior (TPB), and Unified 
Theory of Acceptance and Use of Technology (UTAUT). These frameworks emphasize 
perceived usefulness, ease of use, and trust as key determinants of fintech adoption 
(Hasyim et al., 2022; Majid, 2021). 

In addition to technology-based theories, financial inclusion in Islamic contexts is 
also influenced by religio-cultural and governance factors. The integration of maqasid 
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al-Shariah principles into financial systems introduces ethical dimensions that shape 
user behavior and institutional design (Alshater et al., 2022). For MSMEs operating in 
predominantly Muslim markets, religious compliance and trust in sharia governance 
significantly influence the adoption of financial services. This perspective highlights the 
importance of contextual factors in understanding financial inclusion dynamics, 
particularly in emerging economies. 

Measurement of financial inclusion typically involves multidimensional indicators, 
including access, usage, and financial literacy. Empirical studies frequently employ 
survey-based instruments and structural equation modeling (SEM) to assess 
relationships among these variables (Dewi & Adinugraha, 2023; Maharani et al., 2024). 
Financial inclusion is also often modeled as a mediating variable linking fintech 
adoption to MSME performance outcomes. However, variations in measurement 
approaches across studies present challenges for comparability and generalization, 
indicating the need for standardized metrics. 

MSME Sustainability and Sustainable Business Models 
Sustainability in MSMEs is increasingly understood through multidimensional 
frameworks that integrate economic, social, and environmental considerations. The 
triple bottom line (TBL) approach is commonly used to conceptualize sustainable 
business models, emphasizing profit (economic viability), people (social responsibility), 
and planet (environmental stewardship). This framework aligns with broader 
sustainability and Sustainable Development Goals (SDGs) perspectives, which highlight 
the role of MSMEs in achieving inclusive and environmentally responsible growth 
(Badoc-Gonzales et al., 2022; Mondal et al., 2024). 

Institutional theory provides another important lens for understanding MSME 
sustainability, particularly in relation to financial inclusion. It emphasizes how regulatory 
structures, norms, and institutional pressures shape business behavior and access to 
resources. In Islamic finance contexts, institutional factors such as regulatory 
compliance and sharia governance significantly influence MSME sustainability 
outcomes (Saifurrahman & Kassim, 2023). These factors determine the extent to which 
MSMEs can access formal financial systems and adopt sustainable practices. 

Technology adoption frameworks also contribute to the analysis of MSME 
sustainability by explaining how digital tools, including fintech, influence business 
performance. Empirical studies show that fintech adoption enhances operational 
efficiency, financial management, and market access, thereby supporting long-term 
sustainability (Devi et al., 2023; Majid & Mawaddah, 2022). However, sustainability 
outcomes depend on complementary factors such as financial literacy, digital 
readiness, and institutional support, highlighting the complexity of MSME development 
pathways. 

Fintech, Financial Inclusion, and MSME Performance: Empirical Evidence 
Empirical research consistently demonstrates a positive relationship between fintech 
adoption and financial inclusion, particularly in developing regions such as Asia-Pacific. 
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Studies in Indonesia, Malaysia, and India show that fintech facilitates access to digital 
payments and credit, improves financial management, and enhances MSME 
performance (Azwar & Jamaluddin, 2024; Hasyim et al., 2022). Islamic fintech, in 
particular, plays a significant role in expanding inclusion by providing sharia-compliant 
financial solutions that cater to the needs of Muslim entrepreneurs. 

However, the effectiveness of fintech varies across regions. In Africa and Latin 
America, empirical findings indicate that fintech-driven inclusion is often constrained 
by regulatory challenges, infrastructure limitations, and low financial literacy 
(Gershenson et al., 2021). These disparities suggest that fintech alone is insufficient to 
achieve inclusive financial systems without supportive institutional frameworks. 
Moreover, the impact of fintech on long-term MSME sustainability remains context-
dependent, with some studies reporting limited or mixed effects. 

The mechanisms through which fintech influences MSME performance include 
improved access to credit, reduced transaction costs, and enhanced financial 
management. Digital payment systems and alternative financing platforms, such as 
peer-to-peer lending and crowdfunding, enable MSMEs to overcome traditional 
financial barriers. Nevertheless, the sustainability of these benefits depends on factors 
such as trust, governance, and user capabilities, emphasizing the need for a holistic 
approach to fintech implementation. 

Mechanisms and Mediating Factors in Fintech Impact 
The literature identifies financial inclusion as a central mediating variable linking fintech 
adoption to MSME performance and sustainability. By expanding access to financial 
services, fintech enables MSMEs to improve liquidity, invest in growth, and enhance 
resilience (Marini et al., 2024; Ristati et al., 2024). Empirical studies in Indonesia and other 
developing countries confirm that financial inclusion significantly mediates the 
relationship between fintech and MSME outcomes, highlighting its role as a critical 
transmission mechanism. 

Financial literacy and digital capability are also important mediating and 
moderating factors. Higher levels of financial literacy enable MSME owners to effectively 
utilize fintech services, make informed financial decisions, and manage risks (A. Hamid 
et al., 2024; Sari et al., 2023). Similarly, digital readiness enhances the adoption and 
effectiveness of fintech platforms, leading to improved business performance. These 
findings suggest that technological solutions must be complemented by capacity-
building initiatives to achieve meaningful impact. 

Other contextual factors, such as trust, regulatory support, and platform design, 
further influence fintech effectiveness. Trust in financial systems and data security is 
essential for encouraging adoption, while regulatory frameworks ensure stability and 
consumer protection (Aeni et al., 2024; Supriadi et al., 2023). Additionally, ecosystem 
collaboration among financial institutions, fintech providers, and policymakers 
enhances service delivery and scalability. These factors collectively demonstrate that 
fintech impact is multifaceted and contingent on both technological and institutional 
conditions. 
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Research Gap and the Significance of the Study 
Despite the extensive body of literature on fintech, financial inclusion, and MSME 
development, several critical gaps remain. First, while many studies establish direct 
relationships between fintech adoption and MSME performance, the mediating role of 
financial inclusion is often underexplored and insufficiently quantified. This limitation 
restricts a deeper understanding of the mechanisms through which fintech contributes 
to sustainability outcomes. Second, inconsistencies in empirical findings across regions 
indicate that contextual factors, such as regulatory environments and infrastructure, 
significantly influence outcomes, yet these factors are not always systematically 
analyzed. 

Furthermore, measurement challenges persist due to variations in how financial 
inclusion and MSME sustainability are operationalized across studies. This lack of 
standardization complicates comparative analysis and theoretical development. 
Additionally, research on Islamic fintech remains fragmented, with limited integration 
of sustainability perspectives and insufficient attention to mediation mechanisms. 
Therefore, this study is significant as it seeks to address these gaps by examining the 
mediating role of financial inclusion in the relationship between Islamic fintech and 
MSME sustainability, providing both theoretical and empirical contributions to the field. 

METHOD 

Research Design 
This study adopts a mixed-method approach using a sequential exploratory design, 
which integrates qualitative and quantitative methods in a structured and 
complementary manner. The exploratory sequential design begins with qualitative 
data collection and analysis to identify key phenomena and contextual insights, 
followed by quantitative analysis to test relationships among variables derived from 
the qualitative phase (Gogo & Musonda, 2022; González-Díaz & Bustamante-Cabrera, 
2021; Mason et al., 2010). This approach is particularly appropriate for examining 
complex socio-economic phenomena such as the interaction between Islamic fintech, 
financial inclusion, and MSME sustainability, where both contextual understanding and 
empirical validation are required. 

The qualitative phase provides an in-depth understanding of sustainable MSME 
practices and institutional dynamics, while the quantitative phase allows for hypothesis 
testing and generalization of findings. By combining these two approaches, the study 
enhances methodological rigor and ensures that both theoretical constructs and real-
world conditions are adequately captured. The integration of qualitative and 
quantitative findings strengthens the explanatory power of the research and provides 
a more comprehensive understanding of the research problem. 

Research Setting and Sample 
The study was conducted in Region III Cirebon, which includes Cirebon Regency, 
Cirebon City, Indramayu Regency, Kuningan Regency, and Majalengka Regency. These 
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areas were selected because they represent diverse MSME ecosystems with varying 
levels of digital adoption and financial inclusion. The regional focus allows for an in-
depth examination of MSME dynamics within a specific socio-economic context while 
maintaining relevance to broader national conditions. 

The quantitative sample consists of 96 MSMEs selected using an accidental 
sampling technique, which includes respondents who are readily accessible and willing 
to participate in the study. The sample size was determined using a standard statistical 
formula: 

n = Z² × P × Q / L² 

where Z = 1.96 (95% confidence level), P = 0.5, Q = 0.5, and L = 0.1. The calculation 
yields a minimum sample size of 96 respondents, ensuring adequate statistical power 
for analysis. Although accidental sampling may limit generalizability, it is appropriate 
for exploratory research where access to respondents is constrained. 

Data Collection Procedures 
Data collection was conducted in two stages, corresponding to the mixed-method 
design. The qualitative phase involved in-depth interviews with key informants, 
including MSME officials and representatives from local government agencies 
responsible for MSME development in the five administrative regions. These interviews 
focused on understanding sustainable business practices, institutional support 
mechanisms, and challenges faced by MSMEs in adopting digital financial services. The 
qualitative data were used to identify key variables and inform the development of the 
quantitative instrument. 

The quantitative phase utilized a structured questionnaire distributed to MSME 
owners and managers. The questionnaire was designed to measure three main 
constructs: Islamic fintech, financial inclusion, and MSME sustainability. Indicators for 
Islamic fintech included market aggregator usage, risk and investment management, 
and knowledge of fintech products. Financial inclusion was measured through access 
to banking services, insurance usage, and credit utilization. MSME sustainability was 
assessed based on financial capability, strategic capability, and organizational 
capability. The use of both qualitative and quantitative data enhances the reliability 
and validity of the findings. 

Measurement of Variables 
The study operationalizes three primary variables: Islamic fintech, financial inclusion, 
and MSME sustainability. Islamic fintech is measured through indicators reflecting the 
extent of respondents’ engagement with digital financial services, including their 
understanding of fintech products, usage of digital financial platforms, and 
involvement in risk and investment management activities. These indicators capture 
both the adoption and functional utilization of Islamic fintech services. 

Financial inclusion is conceptualized as access to and usage of formal financial 
services. It is measured through respondents’ use of banking products, participation in 
insurance schemes, and access to credit facilities. This multidimensional approach 
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reflects the broader concept of inclusion beyond mere access, encompassing actual 
utilization of financial services. MSME sustainability is measured through indicators 
related to financial performance, strategic planning, and organizational capability, 
which collectively represent the firm’s ability to maintain long-term viability. These 
measurements align with prior research emphasizing the multidimensional nature of 
sustainability. 

Data Analysis Techniques 
Qualitative data analysis was conducted using a systematic process involving data 
reduction, data display, and conclusion drawing. This approach allows for the 
identification of patterns, themes, and relationships within the data. The qualitative 
findings provide contextual insights into MSME practices and inform the interpretation 
of quantitative results. The validity of qualitative data was ensured through standard 
verification techniques, including triangulation and consistency checks. 

Quantitative data analysis was performed using Structural Equation Modeling with 
Partial Least Squares (SEM-PLS), implemented through SmartPLS software. SEM-PLS is 
particularly suitable for studies with relatively small sample sizes and complex models, 
as it allows for simultaneous analysis of multiple relationships among variables. The 
analysis included tests for validity, reliability, multicollinearity, and model fit. Instrument 
validity was assessed by comparing factor loadings with threshold values, while 
reliability was evaluated using Cronbach’s alpha, with a minimum acceptable value of 
0.60. Multicollinearity was tested using Variance Inflation Factor (VIF), with values below 
5 indicating no multicollinearity. 

Hypothesis testing was conducted using significance levels of 0.05. Path 
coefficients were examined to determine the strength and direction of relationships 
among variables. The model’s explanatory power was evaluated using the coefficient 
of determination (R²), which indicates the proportion of variance explained by the 
independent variables. This comprehensive analytical framework ensures that the 
study’s findings are robust, reliable, and grounded in rigorous statistical analysis. 

RESULTS 

Qualitative Findings: Sustainable MSME Business Model in the Digital Era 
The qualitative findings provide an in-depth understanding of how MSMEs 
conceptualize and implement sustainability within the digital economy. Interviews with 
regional MSME officials reveal that sustainable MSMEs are defined not only by their 
ability to generate continuous economic returns but also by their capacity to adapt, 
innovate, and deliver long-term social and environmental benefits. Sustainability is 
understood as a dynamic process requiring periodic renewal of business strategies and 
practices to maintain competitiveness. This perspective reflects an evolving orientation 
among MSMEs toward long-term resilience rather than short-term profitability. 

Government-led programs play a crucial role in shaping sustainable MSME 
practices. These initiatives include training in digital marketing, financial management, 
and business administration, as well as support for certification processes such as halal 
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certification, intellectual property rights (IPR), business identification numbers (NIB), 
and food production permits (PIRT). Such programs aim to enhance MSME 
competitiveness by improving product quality, expanding market access, and 
strengthening institutional legitimacy. Additionally, partnerships with digital platforms 
and private sector actors facilitate knowledge transfer and technological adoption, 
enabling MSMEs to operate more efficiently within modern markets. 

From a structural perspective, the sustainable MSME business model can be 
categorized into three dimensions: economic, social, and environmental. Economically, 
sustainability is supported by digitalization, e-commerce integration, and access to 
Islamic financial institutions. Socially, sustainability is reflected in capacity-building 
programs, inclusive market access, and community engagement initiatives such as 
MSME malls and collaborative platforms. However, environmental sustainability 
remains relatively underdeveloped, with limited evidence of systematic initiatives such 
as waste management or energy efficiency programs. This imbalance suggests that 
while MSMEs have made progress in economic and social dimensions, environmental 
considerations require further integration into business practices. 

Descriptive Statistics 
The descriptive analysis provides an overview of the distribution and characteristics of 
the main variables: Islamic fintech, financial inclusion, and MSME sustainability. The 
results indicate that respondents generally exhibit a relatively high level of engagement 
with Islamic fintech services, as reflected in the average score approaching the upper 
bound of the observed range. This suggests that MSME actors in the study area possess 
a moderate to high level of familiarity with digital financial services. 

Similarly, financial inclusion levels are relatively high, with respondents 
demonstrating substantial access to and usage of formal financial services. The mean 
value indicates that most respondents actively engage with banking, credit, and 
insurance products, reflecting a favorable financial inclusion environment. MSME 
sustainability also shows a relatively high average score, indicating that respondents 
perceive their businesses as financially viable and strategically capable of sustaining 
long-term operations. 

Table 1 

Descriptive Statistics of Research Variables 

Variable Theoretical 
Min 

Theoretical 
Max 

Actual 
Min 

Actual 
Max 

Mean Std. 
Deviation 

Islamic Fintech 6 42 30 42 33.45 4.492 
Financial 
Inclusion 

4 28 20 28 22.49 2.925 

MSME 
Sustainability 

6 42 30 40 32.88 3.573 

Source: Primary data. Authors’ estimation. 
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The relatively low standard deviations across all variables indicate limited 
dispersion, suggesting consistency in respondents’ perceptions. These findings imply 
that Islamic fintech adoption, financial inclusion, and sustainability are relatively well-
established among MSMEs in the study area. 

Measurement Model Evaluation 
The validity and reliability of the measurement model were assessed to ensure the 
robustness of the constructs used in the study. Convergent validity was evaluated using 
factor loadings, with most indicators exceeding the recommended threshold of 0.70. A 
few indicators within the financial inclusion construct exhibited loadings between 0.50 
and 0.60, which are still considered acceptable based on established criteria. 

Table 2 

Validity Test Results 

Variable Indicator Loading Factor Result 
Islamic Fintech FTH1 0.812 Valid  

FTH2 0.737 Valid  
FTH3 0.768 Valid  
FTH4 0.868 Valid  
FTH5 0.859 Valid 

Financial Inclusion IKL1 0.748 Valid  
IKL2 0.756 Valid  
IKL3 0.720 Valid  
IKL4 0.669 Valid  
IKL5 0.529 Valid  
IKL6 0.631 Valid 

MSME Sustainability UMKM1 0.770 Valid  
UMKM2 0.816 Valid  
UMKM3 0.888 Valid  
UMKM4 0.864 Valid  
UMKM5 0.901 Valid  
UMKM6 0.823 Valid 

Source: Primary data. Authors’ estimation. 

Reliability was assessed using Cronbach’s alpha, with all constructs exceeding the 
minimum threshold of 0.70, indicating strong internal consistency. 

Table 3 

Reliability Test Results 

Variable Cronbach’s Alpha Standard Result 
Islamic Fintech 0.868 >0.70 Reliable 
Financial Inclusion 0.778 >0.70 Reliable 
MSME Sustainability 0.920 >0.70 Reliable 

Source: Primary data. Authors’ estimation. 

Multicollinearity testing showed that all Variance Inflation Factor (VIF) values were 
below 5, indicating no significant multicollinearity issues. 
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Structural Model Evaluation 
The structural model was evaluated using the coefficient of determination (R²), which 
measures the explanatory power of the model. The results indicate that Islamic fintech 
explains 38.3% of the variance in financial inclusion, while Islamic fintech and financial 
inclusion together explain 15.3% of the variance in MSME sustainability. 

Table 4 

Structural Model Fit 

Dependent Variable R² 
Financial Inclusion 0.383 
MSME Sustainability 0.153 

Source: Primary data. Authors’ estimation. 

These values suggest that while the model provides moderate explanatory power 
for financial inclusion, its ability to explain MSME sustainability is relatively limited. This 
indicates that additional factors beyond those included in the model may influence 
sustainability outcomes. 

Hypothesis Testing Results 
Hypothesis testing was conducted to examine the relationships among Islamic fintech, 
financial inclusion, and MSME sustainability. The results indicate that all proposed 
hypotheses are supported, with statistically significant positive relationships observed 
across all paths. 

Table 5 

Hypothesis Testing Results 

Relationship Coefficient Significance Result 
Islamic Fintech → Financial Inclusion 0.619 0.000 Supported 
Financial Inclusion → MSME Sustainability 0.391 0.000 Supported 
Islamic Fintech → MSME Sustainability (Mediated) 0.242 0.000 Supported 

Source: Primary data. Authors’ estimation. 

The first hypothesis confirms that Islamic fintech has a strong positive effect on 
financial inclusion. This finding suggests that increased adoption of Islamic fintech 
services enhances MSMEs’ access to financial products and services. The second 
hypothesis demonstrates that financial inclusion positively influences MSME 
sustainability, indicating that improved access to financial services supports business 
continuity and growth. 

The third hypothesis reveals that financial inclusion mediates the relationship 
between Islamic fintech and MSME sustainability. This result highlights the indirect effect 
of Islamic fintech, suggesting that its impact on sustainability operates through 
enhanced financial inclusion. In other words, the effectiveness of Islamic fintech in 
improving MSME sustainability depends on its ability to expand financial access and 
usage. 
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Interpretation of Quantitative Findings 
The quantitative results reinforce the central role of financial inclusion as a key 
mechanism linking Islamic fintech to MSME sustainability. The strong relationship 
between Islamic fintech and financial inclusion indicates that digital financial services 
play a significant role in reducing barriers to financial access. This finding aligns with 
theoretical perspectives emphasizing the importance of technology in expanding 
financial inclusion. 

Furthermore, the positive relationship between financial inclusion and MSME 
sustainability suggests that access to financial services enables MSMEs to improve 
financial management, access capital, and enhance operational efficiency. However, 
the relatively low R² value for sustainability indicates that financial inclusion alone is 
insufficient to fully explain sustainability outcomes. Factors such as market conditions, 
managerial capabilities, and external support systems may also play significant roles. 

Overall, the results demonstrate that while Islamic fintech contributes to MSME 
sustainability, its impact is largely indirect and mediated by financial inclusion. This 
highlights the importance of integrating fintech adoption with broader financial 
inclusion strategies to achieve sustainable business outcomes. 

DISCUSSION 

Islamic Fintech and Financial Inclusion 
The findings of this study demonstrate that Islamic fintech has a significant and positive 
effect on financial inclusion among MSMEs. The empirical results indicate that 
increased understanding and utilization of Islamic fintech services are associated with 
improved access to financial products such as payments, financing, and investment 
instruments. This suggests that Islamic fintech plays a critical role in reducing 
traditional barriers to financial access by offering flexible, technology-driven, and 
sharia-compliant financial solutions. The relatively high coefficient value further 
indicates that fintech adoption is a strong predictor of financial inclusion in the study 
context, reinforcing its relevance in supporting MSME development within digital 
economies. 

These findings are consistent with prior empirical studies that highlight the role of 
fintech in expanding financial inclusion through digital platforms and alternative 
financing mechanisms (Devi et al., 2023; Latifah & Jati, 2023; Shobandiyah et al., 2023). 
The literature emphasizes that fintech enhances access to credit and payment systems 
while reducing transaction costs and information asymmetry. Moreover, Islamic fintech 
introduces additional mechanisms through sharia governance, which increases trust 
and adoption among Muslim entrepreneurs (Huda & Risman, 2024; Ibrahim, 2024). 
However, some studies also note that the impact of fintech on inclusion is context-
dependent, influenced by factors such as literacy, infrastructure, and regulatory 
support (Hasanudin & Panigfat, 2023). 

From a theoretical perspective, these results reinforce technology adoption and 
financial access theories by demonstrating how digital financial innovation can expand 
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inclusion through reduced transaction frictions and improved accessibility. Practically, 
the findings suggest that MSMEs should be encouraged to adopt Islamic fintech as a 
strategic tool for accessing financial services. From a policy standpoint, regulators 
should strengthen fintech ecosystems by ensuring regulatory clarity, enhancing 
consumer protection, and supporting digital infrastructure. These measures can 
amplify the positive effects of Islamic fintech on financial inclusion and contribute to 
broader economic development goals. 

Financial Inclusion and MSME Sustainability 
The study further reveals that financial inclusion has a positive and significant effect on 
MSME sustainability. MSMEs with greater access to financial services demonstrate 
stronger financial management capabilities, improved liquidity, and enhanced ability 
to sustain operations over time. This relationship indicates that financial inclusion 
serves as a critical foundation for business resilience, enabling MSMEs to access capital, 
manage risks, and adapt to changing market conditions. The findings highlight that 
financial inclusion is not merely about access but also about effective utilization of 
financial services to support long-term business sustainability. 

This result aligns with a substantial body of literature showing that financial 
inclusion contributes to MSME performance and sustainability by facilitating access to 
credit, savings, and insurance products (Aeni et al., 2024; Sari et al., 2023; Wibowo & 
Widayat, 2023). Financial inclusion is also associated with improved financial decision-
making and investment capacity, which are essential for business growth. However, 
some studies report mixed or insignificant effects, suggesting that inclusion alone may 
not guarantee improved outcomes without complementary factors such as financial 
literacy and supportive institutional environments (Pradini & Faozan, 2023; Ristati et al., 
2024). 

Theoretically, this finding supports the view that financial inclusion is a key 
determinant of MSME sustainability within development and financial intermediation 
frameworks. Practically, it underscores the importance of promoting inclusive financial 
systems that enable MSMEs to access diverse financial products. From a policy 
perspective, governments and financial institutions should design targeted inclusion 
programs that address the specific needs of MSMEs, including access to affordable 
credit and financial education. Strengthening these initiatives can enhance MSME 
resilience and contribute to sustainable economic growth. 

The Mediating Role of Financial Inclusion 
The results of this study confirm that financial inclusion mediates the relationship 
between Islamic fintech and MSME sustainability. This indicates that the impact of 
Islamic fintech on sustainability is not direct but operates through its ability to enhance 
financial inclusion. In other words, Islamic fintech contributes to MSME sustainability by 
expanding access to financial services, which in turn improves financial performance 
and long-term viability. The mediation effect highlights the importance of financial 
inclusion as a key mechanism in the fintech–MSME sustainability relationship. 
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This finding is consistent with previous studies that conceptualize financial inclusion 
as a central mediating variable linking fintech adoption to MSME performance 
(Cahyawati et al., 2023; Ristati et al., 2024; Shobandiyah et al., 2023). Empirical research 
using SEM-PLS models often demonstrates that fintech improves financial inclusion, 
which subsequently enhances business outcomes. However, the strength of this 
mediation effect varies across contexts, depending on factors such as financial literacy, 
regulatory frameworks, and digital readiness (Bongomin & Ntayi, 2019; Hasanudin & 
Panigfat, 2023). These variations highlight the complexity of the fintech–inclusion–
performance relationship. 

From a theoretical standpoint, the mediation result strengthens the argument that 
financial inclusion is a critical transmission channel within fintech ecosystems. 
Practically, it suggests that efforts to promote Islamic fintech should be accompanied 
by strategies to enhance financial inclusion, such as improving access to financial 
services and increasing user awareness. From a policy perspective, this finding 
emphasizes the need for integrated approaches that combine fintech development 
with inclusion initiatives, ensuring that technological advancements translate into 
tangible benefits for MSMEs. 

The Role of Contextual Factors in Fintech Effectiveness 
Although the study confirms the positive effects of Islamic fintech and financial 
inclusion, the findings also imply the importance of contextual factors in shaping these 
relationships. The effectiveness of fintech in improving MSME outcomes depends on 
factors such as financial literacy, digital readiness, trust, and regulatory support. 
Without adequate literacy and infrastructure, MSMEs may struggle to fully utilize fintech 
services, limiting the potential benefits of digital financial innovation. 

This observation is supported by existing literature, which identifies financial literacy 
and digital capability as key determinants of fintech adoption and effectiveness (Antoni 
et al., 2024; Hasanudin & Panigfat, 2023). Studies also highlight the role of trust and 
consumer protection in encouraging fintech usage, as well as the importance of 
regulatory frameworks in ensuring stability and scalability (Bongomin & Ntayi, 2019; 
Misrofingah et al., 2024). Additionally, regional differences in infrastructure and 
institutional capacity contribute to variations in fintech outcomes, with more developed 
ecosystems showing stronger positive effects (Bhattarai et al., 2023). 

Theoretically, these findings suggest that fintech effectiveness is contingent upon 
a broader socio-economic and institutional context, rather than being determined 
solely by technological factors. Practically, MSMEs need to invest in building digital and 
financial capabilities to maximize the benefits of fintech. From a policy perspective, 
governments should prioritize the development of supportive ecosystems, including 
digital infrastructure, financial education programs, and regulatory frameworks. Such 
measures can enhance the effectiveness of fintech and ensure that its benefits are 
widely distributed. 

Theoretical and Policy Implications 
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The findings of this study contribute to the growing body of literature on fintech-driven 
financial inclusion and MSME sustainability by providing empirical evidence from an 
Islamic finance context. The results highlight the unique role of Islamic fintech as a 
sharia-compliant financial innovation that integrates ethical principles with 
technological advancement. This perspective extends existing theories of financial 
inclusion by incorporating religious and cultural dimensions, thereby offering a more 
comprehensive understanding of financial behavior in Muslim-majority contexts. 

These findings are consistent with prior studies that emphasize the importance of 
sharia governance, regulatory frameworks, and ecosystem integration in shaping 
fintech outcomes (Dewi & Adinugraha, 2023; Fidhayanti et al., 2024; Mohd Haridan et al., 
2023; Syahputra et al., 2023). The literature also underscores the need for coordinated 
efforts among stakeholders, including regulators, financial institutions, and fintech 
providers, to create inclusive financial systems. At the same time, variations in empirical 
results highlight the importance of context-specific approaches to fintech 
development. 

From a theoretical perspective, the study reinforces the role of financial inclusion as 
a mediating mechanism and highlights the importance of integrating technological, 
institutional, and behavioral factors. Practically, it provides insights for MSMEs on 
leveraging Islamic fintech to enhance business sustainability. From a policy standpoint, 
the findings suggest that governments should strengthen regulatory frameworks, 
promote financial literacy, and support the development of Islamic fintech ecosystems. 
These efforts can enhance financial inclusion and contribute to sustainable MSME 
development. 

CONCLUSION 

This study demonstrates that Islamic fintech plays a significant role in enhancing MSME 
sustainability, primarily through its contribution to financial inclusion. The findings 
indicate that Islamic fintech adoption improves access to financial services, which in 
turn strengthens MSMEs’ financial management, operational capacity, and long-term 
viability. The empirical results confirm that financial inclusion serves as a key mediating 
mechanism, linking technological innovation with sustainable business outcomes. In 
addition, qualitative insights reveal that sustainable MSME development requires not 
only financial access but also institutional support, digital transformation, and 
integration of economic and social practices within business models. 

The discussion further highlights that while Islamic fintech directly influences 
financial inclusion, its impact on sustainability is largely indirect and context-
dependent. The effectiveness of this relationship is shaped by factors such as financial 
literacy, digital readiness, regulatory frameworks, and trust in financial systems. These 
findings align with broader theoretical perspectives that emphasize the interaction 
between technology, institutional environments, and human capabilities in determining 
development outcomes. Consequently, Islamic fintech should not be viewed as a 
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standalone solution but as part of a broader ecosystem that integrates financial 
access, education, and governance to support MSME sustainability. 

This study contributes to the existing body of knowledge by empirically validating 
the mediating role of financial inclusion in the relationship between Islamic fintech and 
MSME sustainability, particularly within a developing country context. It extends prior 
research by incorporating both quantitative and qualitative approaches, offering a 
more comprehensive understanding of how digital financial innovation supports 
sustainable business practices. The findings also provide practical and policy insights, 
suggesting that strengthening Islamic fintech ecosystems and promoting inclusive 
financial systems can enhance MSME resilience. Future research should further explore 
contextual variations and additional determinants of sustainability to deepen 
theoretical and empirical understanding. 

Limitation of the Study 
This study has several limitations that should be considered when interpreting the 
findings. First, the research is geographically limited to MSMEs in Region III Cirebon, 
which may restrict the generalizability of the results to other regions with different 
socio-economic and institutional characteristics. Variations in digital infrastructure, 
financial ecosystems, and regulatory environments across regions may lead to 
different outcomes. Second, the study employs an accidental sampling technique, 
which, although practical for exploratory research, may introduce selection bias and 
limit the representativeness of the sample. These factors should be taken into account 
when applying the findings to broader contexts. 

Additionally, the study relies on cross-sectional data, which limits the ability to 
capture dynamic changes over time and to establish causal relationships with greater 
certainty. While SEM-PLS provides robust statistical analysis, it cannot fully account for 
longitudinal effects or evolving interactions between fintech adoption, financial 
inclusion, and MSME sustainability. Furthermore, the measurement of key variables is 
based on self-reported data, which may be subject to response bias. Future studies 
could address these limitations by employing longitudinal designs, larger and more 
diverse samples, and alternative data sources to enhance validity and reliability. 

Recommendations for Future Research 
Future research should expand the scope of analysis by incorporating broader 
geographic coverage and more diverse MSME populations. Comparative studies 
across regions or countries would provide deeper insights into how different 
institutional, cultural, and regulatory contexts influence the relationship between 
Islamic fintech, financial inclusion, and MSME sustainability. In addition, future studies 
could explore sector-specific dynamics, as MSMEs in different industries may 
experience varying levels of fintech adoption and financial inclusion. Such research 
would contribute to a more nuanced understanding of the conditions under which 
Islamic fintech is most effective. 
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Moreover, future research should consider integrating additional variables that 
may influence MSME sustainability, such as financial literacy, digital capability, 
innovation capacity, and market competitiveness. Longitudinal studies would be 
particularly valuable in examining how fintech adoption and financial inclusion evolve 
over time and how these changes affect business sustainability. Researchers could also 
employ mixed-method approaches with deeper qualitative analysis to capture 
contextual factors more comprehensively. By addressing these areas, future studies 
can build on the current findings and provide more robust theoretical and practical 
contributions to the field. 
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