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Abstract:

This study investigates the role of Islamic microfinance institutions in fostering the growth of UMKM (Micro, Small,
and Medium Enterprises) in Indonesia by applying a SWOT (Strengths, Weaknesses, Opportunities, Threats) framework.
Motivated by the gap between the considerable potential of Islamic microfinance as an inclusive financial instrument
and persistent implementation challenges such as limited financial literacy, restricted outreach, and regulatory
fragmentation, the research aims to map internal and external strategic factors that affect institutional effectiveness.
Employing a qualitative descriptive-analytic approach, data were collected through in-depth interviews, field
observation, institutional documentation, and review of relevant policy and literature. Findings reveal that core strengths
include profit-and-loss sharing mechanisms and social commitment, while key weaknesses comprise low Islamic
financial literacy among UMKM actors and constrained service coverage. Identified opportunities center on
digitalization and supportive pro-Islamic finance regulations; principal threats include strong competition from
conventional finance providers and uneven regulatory implementation. The study concludes that realizing the strategic
potential of Islamic microfinance requires integrated actions of digital innovation, literacy enhancement, and
institutional coordination to advance inclusive and sustainable economic empowerment for UMKM in Indonesia.
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INTRODUCTION

The Micro, Small, and Medium Enterprises (MSMEs) sector plays a vital role in the
Indonesian economy, contributing more than 60% of GDP and more than 90% of employment. In the
context of Islamic economics, Islamic microfinance institutions (MFIs) are important instruments in
supporting the growth of MSMEs through fairness-based financing schemes and interest-free
partnerships (riba). However, their implementation still faces obstacles such as low Islamic financial
literacy, inequality in service quality, and limited regulations. Recent studies also show that digital
transformation in this sector still faces obstacles in terms of regulatory readiness, system security,
and technology adoption by MSME players. These conditions emphasize the importance of strategic
studies to understand the strengths, weaknesses, opportunities, and threats of Islamic micro
institutions in promoting economic growth based on financial inclusion.
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This research is based on the theory of Islamic economics and inclusive financial
empowerment using a SWOT (Strengths, Weaknesses, Opportunities, Threats) analysis approach.
Islamic finance principles such as murabahah, musyarakah, and qardh have been used as a basis to
explain the fair and socially-oriented character of financing. Microfinance empowerment theory
asserts that equitable access to capital is a key catalyst for MSME growth and structural poverty
reduction. Through the SWOT framework, this research seeks to systematically assess the internal
and external factors that influence the effectiveness of MFIs in supporting the MSME sector in
Indonesia.

The purpose of this study is to identify the strengths, weaknesses, opportunities, and threats
of Islamic micro-institutions in the development of MSMEs and answer four problem formulations
related to the strategic role of MFIs in the national economy. Using a qualitative approach and
descriptive-analytical method, this research explores the empirical experiences of MSME actors,
managers of Islamic micro-institutions, and policymakers to gain an in-depth understanding of the
dynamics of Islamic micro-institutions. This research also emphasizes scientific contributions
through the integration of SWOT analysis into the study of Islamic microfinance, which is still rarely
done in Indonesian literature.

Previous studies show the relevance of this topic. Al Arif (2024) asserts that Islamic
microfinance has a positive effect on the growth of MSMEs, while Sandy (2023) and Rohman
(2021) identify regulatory constraints and limitations to digital adoption. Research by Solikin,
Romdhoni, and Sumadi (2025) highlights the importance of Islamic financial literacy for access to
financing, while KNKS (2023) emphasizes digitalization as a key strategy for service expansion.
However, these studies have not comprehensively incorporated institutional strategic perspectives
through the SWOT framework, so this research is here to address the research gap.

This article contributes by offering a conceptual synthesis that positions Islamic microfinance
as an inclusive financial institution based on the principles of social justice and partnership,
operating amidst internal and external challenges. This research expands academic understanding of
strategies to strengthen Islamic microfinance institutions through a SWOT analysis that covers
institutional aspects, financial literacy, and digital innovation. Thus, this study not only enriches the
literature on Islamic finance and MSME empowerment in Indonesia but also provides a conceptual
foundation for empirical research and strategic policies in realizing inclusive finance based on
Islamic values.

METHOD

This research uses a qualitative research strategy with a descriptive-analytical approach to
explore in depth the role of Islamic microfinance institutions in promoting the growth of MSMEs
through a SWOT analysis framework. Data sources consist of primary and secondary data: primary
data is obtained through in-depth interviews with MSME players who have utilized Islamic micro
services, managers of Islamic microfinance institutions, and stakeholders (regulators and academics);
secondary data is obtained through policy documentation, industry reports, and literature studies
related to Islamic finance and MSMEs. Primary data collection techniques included field

ZIJIS: Zabags International Journal of Islamic Studies 77| Page



The Role of Islamic Microfinance Institutions in Promoting UMKM (Micro,
Small, and Medium Enterprises) Growth in Indonesia: A SWOT Analysis
Susiati, et al. Volume (2), Issue (1), (May 2025)

observations, semi-structured interviews, and internal document collection of Islamic microfinance
institutions, while for secondary data, documentation and literature studies relevant to the topic were
conducted. The literature and documentation screening process applied inclusion criteria: open
access publications within the last five years that discuss Islamic finance, microfinance, and financial
inclusion of MSMEs in Indonesia; and exclusion criteria: publications that are not open access, do
not focus on the Islamic micro segment, or are not relevant to the MSME context. The selection of
research subjects was conducted by purposive sampling to obtain informants who have direct
experience, with the unit of analysis consisting of three groups: (1) MSME actors receiving Islamic
microfinance, (2) managers of Islamic microfinance institutions, (3) regulators and academics of
Islamic finance.

Data were analyzed using thematic analysis techniques for interviews and observations, and
document analysis for secondary data, followed by data triangulation to increase the credibility of the
findings. Data triangulation in qualitative research is important to reduce bias and ensure the validity
of the study results (Donkoh & Mensah, 2023), especially through a combination of observation,
interview, and documentation methods according to the practice of triangulation that has been
recognized in the qualitative methodology literature (Vivek, Nanthagopan, & Piriyatharshan, 2023).
Furthermore, after identifying themes based on SWOT (Strengths, Weaknesses, Opportunities,
Threats) analysis, the researcher mapped and evaluated the internal and external factors that
influence the effectiveness of Islamic microfinance in supporting MSMEs. This approach enables the
development of strategic recommendations based on qualitative data that are contextual and relevant
to the ecosystem of Islamic financial institutions and MSME:s.

RESULTS AND DISCUSSION
Results

The research results based on descriptive-analytical qualitative analysis of in-depth
interviews, field observations, documentation of Islamic micro institutions, as well as secondary data
show four main themes related to the role of Islamic micro institutions in supporting the growth of
MSMEs in Indonesia: Access to financing based on sharia principles shows that many MSME
players receive financing from Islamic micro institutions with a profit-sharing mechanism instead of
interest, and this is accepted as a fairer alternative by most respondents. For example, an Islamic
microfinance institution in the study area stated that "interest-free and profit-sharing financing
facilitates access to capital for micro enterprises that previously had difficulty obtaining conventional
credit" (Institution documentation, 2024). This finding is consistent with studies that suggest that
Islamic microfinance can improve the productivity and financial independence of MSME players.

Limited Islamic financial literacy and service coverage reveal that although access to capital
is available, many MSME players admit that they do not fully understand the mechanisms, contracts,
and rights and obligations in Islamic financing. This is reinforced by the interview with the
institution's manager that "literacy training has not reached all Sharia micro-branches in remote
areas". This finding is in line with the literature that identifies Islamic financial literacy as a key
barrier to the adoption of Islamic microfinance.
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Digitalization opportunities and external regulatory support show that Islamic microfinance
institutions see Islamic fintech, digital financing platforms, and regulatory incentives as great
opportunities to expand MSME outreach. Most institutional informants mentioned that "the
integration of Islamic financing applications makes it easier to apply and monitor micro businesses".
This was also noted in the study which found that digitalization of Islamic microfinance provides
significant opportunities for Islamic financial inclusion.

The threat of competition from conventional institutions and non-uniform regulations
indicates that Islamic micro-institutions face pressure from conventional financial institutions that
have extensive networks and established products, as well as regulations that do not always support
the flexibility of Islamic micro-products. Some informants mentioned that "rigid regulations slow
down micro sharia product innovation", which is in line with previous studies that cited regulations
as a key challenge.

Further analysis based on the SWOT framework resulted in the following matrix: Strengths:
Profit-sharing financing mechanism that is considered fair by MSME players; social alignment of
Islamic micro institutions; government support for Islamic finance. Weaknesses: Low level of
Islamic financial literacy among MSMEs; service coverage of Islamic micro institutions is still
limited, especially in 3T areas; financing products are not flexible enough for micro entrepreneurs.
Opportunities: Increased public awareness of Islamic finance; digitalization of Islamic microfinance
services; pro-sharia regulations and halal economic development. Threats: Strong competition from
conventional financial institutions; regulations that are not uniform or fully implemented; risk of bad
debts in the micro portfolio; challenges of digital adoption by less tech-savvy MSMEs.

In terms of secondary quantitative data, one relevant study shows that Islamic microfinance
has a significant positive influence on improving the performance of MSMEs in the Gunung Kidul
region, with the regression model showing the contribution of financing variables to business
performance. Meanwhile, another study in an Islamic bank showed a coefficient of determination
(R?) of 0.844, which indicates that 84% of the variability in business development can be explained
by the microfinance variable. Comprehensively, the results of this study clearly map the internal and
external factors affecting Islamic micro-institutions in supporting the growth of MSMEs through the
SWOT framework, thus building a strong empirical basis for subsequent strategic analysis.

Discussion

The results show that the key strengths of Islamic micro-institutions, such as profit-sharing
financing mechanisms and social concern for MSME actors, directly support the research objective
of identifying internal and external factors that influence the role of Islamic micro-institutions in
MSME growth. For example, the interest-free mechanism implemented by Islamic micro-institutions
makes MSMEs feel more equitable in obtaining capital, thus strengthening the internal strengths
identified. This is in accordance with the formulation of the research problem regarding "how are the
strengths of micro-Sharia in supporting the economic growth of MSMEs". Therefore, the main
results of the research have directly answered the aspects of internal strengths and weaknesses as
well as external opportunities and threats set out in the problem formulation.
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Interpretation of the findings within the theoretical framework of Islamic economics and
financial inclusion shows that Islamic microfinance adheres to the principles of fairness, partnership,
and transparency, as suggested in the literature that risk-sharing Islamic financing instruments can
strengthen microenterprise sustainability and financial inclusion (Wahab & Mahdiya, 2025). Thus,
the internal strengths found can be seen as a tangible expression of the theory of Islamic finance that
encourages financial inclusion that access to Islamic capital is not just financing but also an
empowerment mechanism. Meanwhile, weaknesses such as low Islamic financial literacy and
limited-service coverage reflect conceptual barriers in the financial inclusion approach that
emphasizes financial capability as one of the conditions for effective access. This finding reinforces
the assumption that Islamic micro institutions need to pay attention not only to access, but also to
user readiness and service quality for the theory of financial inclusion to be truly realized.

When compared to previous studies, this research finds similar findings but also expands the
scope of the study. The study by Sugeng (2024) identified that micro-Sharia regulation is still not
optimal in Indonesia, especially regarding the role of the Sharia Supervisory Board and the
protection of public funds. Our findings of regulatory threats and competition from conventional
institutions are in line with this. However, our research also adds the dimensions of Islamic financial
literacy and digitalization as opportunities and weaknesses aspects that have not been so deeply
examined in previous studies, such as Sandy (2023), who only focused on sustainable financing
models for MSMEs. Furthermore, another study (Azwar, 2024) in the context of the halal industry
found opportunities for digitalization and halal regulations as strategic opportunities for Islamic
micro-institutions. Thus, this research strengthens and expands the empirical framework on the
strategic factors of Islamic microfinance and MSMEs.

The scientific contribution of this article to the development of theory and practice lies in the
integration of the SWOT analysis framework with the context of Islamic micro institutions and
MSMEs in Indonesia, which has not been systematically explored. Recent research trends show that
many micro-Islamic studies are still descriptive and focus on access to financing or financial
inclusion (Rahmawati, 2025). By presenting a holistic factor analysis of strengths, weaknesses,
opportunities, and threats, this article contributes a new strategic understanding: how Islamic micro
institutions can optimize their strengths, overcome their weaknesses, take advantage of digital and
regulatory opportunities, and face the threats of competition and non-uniform regulations. In
practice, these findings provide an empirical basis for Islamic micro-institutions to formulate more
adaptive development strategies.

This research has some limitations that are proportionate to be acknowledged. Firstly, as
analytical descriptive qualitative research, the results are interpretative and contextual to the specific
study location so generalizations to the whole of Indonesia need to be made with caution. Secondly,
primary data collection through interviews and observations may be affected by respondent bias or
the limited reach of the micro-Islamic institutions studied, as acknowledged by the literature on
qualitative methodology that emphasizes the reliability of data triangulation (Donkoh & Mensah,
2023). Thirdly, although secondary data was used to supplement, the availability of national statistics
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specific to micro-Islamic and MSMEs is limited, which limits further quantitative analysis, such as
causality tests.

Practical implications of this research emerge for various stakeholders. For Islamic
microfinance institutions, the findings suggest strengthening Islamic financial literacy for MSMEs as
a strategy to increase the adoption of Islamic financing, as well as expanding service outreach
through digitalization of Islamic financing platforms in line with the opportunities identified in this
study and previous findings (National Committee for Islamic Finance in the literature). For
regulators and policymakers, there is a need to strengthen regulations that support the flexibility of
Islamic micro products, harmonize between Islamic banking, BMT, and Islamic microfinance
institutions, so that competition does not become an obstacle, as revealed in the study of Islamic
micro regulation (Sugeng, 2024). For academics and further researchers, this research opens up room
for national or longitudinal comparative quantitative studies that quantitatively measure the effects of
Islamic micro-strategies on MSME growth, as well as the exploration of innovative models of
Islamic financing in the digital environment and halal economy.

From a theoretical perspective, the finding that Islamic microfinance institutions can leverage
their strengths based on the principles of fairness and profit sharing to support MSMEs corroborates
Islamic finance theory that emphasizes inclusion and social justice (Wahab & Mahdiya, 2025).
However, weaknesses such as low literacy and limited outreach confirm that the theory of financial
inclusion alone is not enough; it also needs to consider the capabilities of businesses and the
readiness of Islamic microfinance institutions to face digital and regulatory challenges. Thus, this
study enriches the conceptual framework of Islamic financial inclusion with the strategic dimensions
of institutional and external environment (opportunities & threats).

Finally, this study shows that the methodological trend in the study of Islamic micro and
MSMEs is now evolving towards a combination of strategic analysis such as SWOT (Rahmawati,
2025), and that the implementation of digitalization and halal regulation is a new concern in the
Islamic finance literature (Amelia et al., 2025). Therefore, future research could consider mixed-
methods or longitudinal methods to evaluate the effect of micro- Islamic strategies on MSME growth
over time, or use quantitative methods to test the causal relationship between the identified strategy-
variables and MSME performance.

CONCLUSION

This research comprehensively reveals that Islamic microfinance institutions have a strategic
role as drivers of MSME economic growth through the application of the principles of justice,
partnership, and transparency realized in profit-sharing-based financing mechanisms. SWOT
analysis shows that the main strength of Islamic microfinance lies in the principle of non-riba
financing and social alignment towards micro-entrepreneurs. However, the prominent weaknesses
are the low level of Islamic financial literacy among MSME players and the limited service coverage
of Islamic financial institutions, especially in remote areas. On the other hand, great opportunities are
presented through the digitalization of financial services, government regulatory support for the halal
industry and Islamic economy, and increasing public awareness of Islamic financial values. Threats

Z1JIS: Zabags International Journal of Islamic Studies 81| Page



The Role of Islamic Microfinance Institutions in Promoting UMKM (Micro,
Small, and Medium Enterprises) Growth in Indonesia: A SWOT Analysis
Susiati, et al. Volume (2), Issue (1), (May 2025)

include competition from conventional financial institutions, non-uniform regulations, and the risk of
bad debts in the microfinance segment. Overall, the results of this study indicate that the
effectiveness of Islamic microfinance institutions in promoting the growth of MSMEs is highly
dependent on the institution's ability to utilize its strengths and opportunities, while overcoming
internal weaknesses and facing external threats in an adaptive and innovative manner.

The scientific contribution of this research lies in strengthening the conceptual and empirical
understanding of the role of Islamic micro-institutions in the sharia-based inclusive financial system,
by offering a SWOT-based strategic analysis model that is relevant for the context of MSMEs in
Indonesia. Theoretically, this research expands the Islamic economic discourse by placing Islamic
microinstitutions not only as financing providers, but also as agents of economic empowerment that
play a role in creating social justice and welfare. Practically, the research findings provide strategic
direction for Islamic microinstitutions in developing product innovation, expanding the reach of
digital-based services, and increasing the capacity of Islamic financial literacy for MSME players.
The implications of this study indicate the importance of synergy between Islamic microfinance
institutions, regulators, and MSME players in building an inclusive, competitive, and sustainable
Islamic economic ecosystem. Further research can be directed at exploring the causal relationship
between Islamic microfinance strategies and MSME economic growth longitudinally or
comparatively across regions, as well as developing an integrative model that combines aspects of
digitalization, financial literacy, and social sustainability in Islamic financing practices.
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