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Abstract

The growth of micro, small, and medium enterprises (MSMEs) is crucial for
Indonesia’s economic and environmental sustainability. However, little is known
about how Islamic financial inclusion and sustainability mindsets work together to
enhance sustainable business performance in this sector. This study explores the
combined impact of Islamic financial inclusion and sustainability mindset on the
financial sustainability of East Java’s MSMEs, with green entrepreneurial orientation
as a mediating factor. Using a quantitative approach, data was gathered from 115
sharia-compliant MSMEs through structured surveys and analyzed using Structural
Equation Modeling (SEM). The results confirm that both Islamic financial inclusion
and a sustainability mindset positively influence sustainable financial performance,
with green entrepreneurial orientation playing a partial mediating role. Interestingly,
the strength of these relationships varies depending on business models. The study
bridges Islamic finance principles with sustainability theories, offering empirical
evidence for policymakers designing Islamic finance initiatives to support MSME
sustainability. It also emphasizes the need for MSMEs to integrate financial
accessibility with eco-conscious thinking. These findings contribute to the ongoing
discussion on aligning Islamic finance with sustainable development in emerging
markets, providing practical guidance for businesses and regulators alike.
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Introduction

The sustainability of micro, small, and medium enterprises (MSMESs) serves
as a fundamental pillar in fostering inclusive economic growth and advancing the
local-level implementation of the Sustainable Development Goals (SDGs)
(Miranda et al., 2024; Harnida et al., 2024; Vasquez et al., 2021). In East Java,
MSMEs contribute over 60% to the Gross Regional Domestic Product (GRDP) and
absorb approximately 97% of the labor force. However, structural challenges—
such as unequal access to finance and limited adaptive capacity toward
sustainability principles—continue to hinder the full optimization of their
potential contribution. Within the framework of the Islamic economy, MSMEs are
not merely business actors; they are also entities expected to internalize the values
of maqashid al-shariah —particularly in maintaining economic balance (tahdzib al-
fard), promoting social justice (al-‘adl), and ensuring environmental preservation
(hifzh al-bi’ah) (Alhammadi et al., 2022; Hasibuan et al., 2024).

Islamic financial inclusion emerges as a strategic solution that not only
facilitates access to financing but also promotes ethical and sustainable business
practices (Abdul Razak & Asutay, 2022; Abbas et al., 2023; Ozdemir et al., 2023).
Unlike conventional financial approaches, which tend to be profit-oriented,
Islamic finance offers risk-sharing models and linkage programs that are more
adaptive to the needs of MSMEs (Mahmoud et al., 2024; Lawhaishy & Othman,
2023; Disli et al., 2023). Nevertheless, its implementation in East Java remains
fragmented —with only 12% of MSMEs currently engaged with Islamic financial
institutions due to limited financial literacy and disparities in service
infrastructure. Moreover, a sustainability mindset has yet to become mainstream
in MSME business strategies (Gao et al., 2023; Zemlyak et al., 2022). Most

entrepreneurs continue to prioritize short-term survival without considering the
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long-term impact on the environment and society (Bongomin et al., 2020; Achi et
al., 2022). In fact, the Resource-Based View (RBV) theory posits that the ability to
integrate sustainability principles into business models can serve as a source of
competitive advantage in an era of disruption (Bhuiyan et al., 2023; Wang et al,,
2023; Kahupi et al., 2021).

The integration of Islamic financial inclusion and a sustainability mindset
holds the potential to generate a double impact: enhancing MSME performance
while simultaneously contributing to the achievement of the Sustainable
Development Goals (SDGs), particularly SDG 8 (Decent Work and Economic
Growth) and SDG 12 (Responsible Consumption and Production). However, there
remains a lack of comprehensive research that specifically examines, first, how
Islamic financial mechanisms can transform access to capital into sustainable
business performance, and second, the extent to which a sustainability mindset
functions as a catalyst within this relationship.

Based on the aforementioned background, this research is designed to
address several critical questions concerning the role of Sharia-based financial
inclusion in strengthening MSME performance in East Java. The primary focus of
this study is to examine the extent to which Islamic financial inclusion influences
MSME performance and how the sustainability mindset operates as a mediating
variable in this relationship. Additionally, the study seeks to explore the
integration of Islamic financial inclusion and the sustainability mindset in
supporting the achievement of the SDGs at the local level, particularly in the
context of community-based economic empowerment grounded in Sharia and
sustainability values.

Previous studies have made significant contributions to understanding the
dynamics of Islamic financial inclusion, sustainability mindset, and MSME
performance, although each has approached the topic from distinct angles. In the
context of Islamic financial inclusion and regulatory policies, research by Sofilda

et al., (2022) found that economic growth and the number of Islamic bank branches
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significantly influence Islamic financial inclusion, whereas the Human
Development Index does not show a statistically significant effect. This suggests
that financial infrastructure plays a more dominant role in driving inclusion than
the quality of human capital. Conversely, a study by Saifurrahman & Kassim,
(2024) highlights regulatory barriers that limit MSME access to Islamic financing —
particularly in the implementation of profit-and-loss sharing (PLS) schemes—and
emphasizes the urgency of regulatory reform to promote more equitable financial
inclusion.

In the discourse on the mediating role and integration of Islamic finance,
Qizam et al., (2025) found that the halal value chain (HVC) mediates the
relationship between Islamic financial inclusion and the socio-economic
transformation of communities. Another study by Mujiatun et al, (2023)
demonstrated that Islamic financial literacy significantly influences both Islamic
financial inclusion and MSME performance, whereas marketing communication
strategies showed no significant effect. This indicates that education and financial
understanding are more essential than promotional efforts.

Regarding the sustainability mindset and MSME performance, research by
Tjahjadi et al., (2024) confirmed that human capital and information readiness play
a pivotal role in supporting the sustainability of MSMEs, with market orientation
acting as the primary mediator. These findings are reinforced by Syamsari et al.,
(2022), who emphasized the importance of entrepreneurial orientation in
enhancing MSME resilience. However, neither study explicitly explored the role
of the sustainability mindset as a cognitive variable mediating the relationship
between financial access and business performance.

Furthermore, in the context of Islamic fintech and MSME sustainability,
studies by Anggara & Nuraeni, (2025) and Menne et al., (2022) revealed that
Islamic fintech holds substantial potential for supporting sustainable financing for
MSMEs. However, challenges such as low digital literacy and weak financial

management remain critical barriers. Similar findings were reported by Hasibuan
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et al., (2024), who argued that Islamic financial literacy exerts a stronger influence
than mere access to financial services, underscoring the need for an integrated
approach that combines education and financial accessibility.

Despite the growing body of literature addressing Islamic financial
inclusion, sustainability mindset, and MSME performance, several research gaps
remain unaddressed. First, theoretical integration in existing studies is still limited.
Most research, such as that by Sofilda et al., (2022) and Qizam et al., (2025), tends
to focus solely on financial access without systematically linking it to the
sustainability paradigm based on maqashid al-shariah. Conversely, studies on the
sustainability mindset, such as those by Tjahjadi et al., (2024) and Syamsari et al.,
(2022), have yet to examine this construct as a mediating factor in the relationship
between Islamic finance and MSME performance.

Second, the mediation approaches employed in previous studies remain
partial in nature. For instance, studies by Mujiatun et al., (2023) and Hasibuan et
al., (2024) primarily rely on financial literacy as a mediating variable, while the role
of psychological capital —such as the sustainability mindset—has received limited
attention as a critical factor in transforming financial access into sustainable
business performance.

Third, the majority of existing studies have yet to thoroughly consider the
specific context of East Java. Prior research, such as that conducted by Zunairoh &
Wijaya, (2024) and Menne et al., (2022), has generally adopted a national
perspective or focused on other regions outside East Java, such as Makassar and
Takalar. This is despite the fact that MSMEs in East Java make a significant
contribution to the region's Gross Regional Domestic Product (GRDP), while
simultaneously facing Islamic financial inclusion challenges that remain
underexplored in the academic literature.

Fourth, there is a lack of studies explicitly linking Islamic financial
inclusion and the sustainability mindset with the contribution of MSMEs to the

achievement of the Sustainable Development Goals (SDGs)—particularly SDG 8
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(decent work and economic growth) and SDG 12 (responsible consumption and
production) —at the regional level.

This study aims to address critical theoretical and practical gaps by
proposing a novel conceptual framework that integrates the Islamic economic
paradigm, cognitive sustainability psychology, and MSME performance within
the context of sustainable development. It pursues several interrelated objectives.
First, the study investigates the impact of Islamic financial inclusion on the
performance of micro, small, and medium enterprises (MSMEs) in East Java by
employing the maqashid al-shariah framework, which provides a more holistic
perspective by incorporating principles of justice (al-‘adl) and environmental
preservation (hifzh al-bi’ah) alongside profit-oriented goals. Second, it explores the
mediating role of the sustainability mindset in the relationship between access to
Islamic finance and sustainable business performance, drawing on Goal-Framing
Theory to explain how sustainability values are internalized and reflected in
entrepreneurial behavior. Third, the research seeks to generate empirical insights
that inform evidence-based policy recommendations aimed at enhancing the
synergy between Islamic financial systems and the transformation of
entrepreneurial mindsets. In doing so, this study contributes to the optimization
of local-level SDG implementation and supports the role of MSMEs as agents of a
transformative, inclusive, and sustainability-driven economy. The findings are
expected to serve as a benchmark for regulators in designing Sharia-compliant
financial inclusion policies and to enrich academic discourse on the integration of

Islamic finance and sustainable development strategies.

Literature review
The concept of Islamic financial inclusion has evolved beyond merely

expanding access to financial services; it also embodies the integration of Shariah
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principles with broader sustainable development objectives (Mujiatun et al., 2023;
Ismamudi et al., 2023; Khmous & Besim, 2020). According to the Financial Services
Authority (OJK, 2023), Islamic financial inclusion emphasizes not only the
accessibility of financial instruments but also the achievement of distributive
justice (al-“adl) and inclusive economic growth. However, the implementation of
Islamic financial inclusion in Indonesia still encounters several barriers,
particularly in infrastructure readiness and financial literacy, as highlighted by
Sofilda et al. (2022). These challenges suggest that Islamic financial services alone
may not suffice to drive MSME development unless complemented by enabling
psychological and behavioral factors.

One such factor is the sustainability mindset, a psychological construct that
captures the cognitive orientation of entrepreneurs toward sustainable business
practices (Suriyankietkaew et al., 2022; Araujo et al., 2022; Droup et al., 2024).
Within the MSME context, this mindset reflects the extent to which business
owners internalize and prioritize the integration of social, environmental, and
economic dimensions into their strategic decision-making. Tjahjadi et al. (2024)
identified three essential dimensions of sustainability mindset—long-term
orientation, social responsibility, and environmental awareness—that collectively
reflect the cognitive readiness of entrepreneurs to address sustainability
challenges. Further supporting this view, Syamsari et al. (2022) found that MSMEs
with a stronger sustainability mindset exhibit greater resilience when navigating
external shocks and dynamic business environments. These findings suggest that
sustainability mindset may serve as a crucial mediator that links financial access
with actual sustainability outcomes in business performance.

In this regard, Green Entrepreneurial Orientation (GEO) offers a strategic
extension of the sustainability mindset by translating internal values into proactive
business behaviors. GEO encompasses entrepreneurial tendencies to adopt
environmentally responsible innovation and to integrate ecological concerns into

core business practices (Khan et al., 2023; Oztiirk et al., 2024; Alshebami, 2023). For
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MSMEs, GEO includes key dimensions such as green product innovation,
proactive environmental strategy, and risk management related to ecological
issues (Anggara & Nuraeni, 2025). These practices not only signal environmental
awareness but also reflect strategic adaptation to evolving market demands and
stakeholder expectations. As observed by Menne et al. (2022), MSMEs that
embrace GEO often achieve superior environmental and financial performance,
indicating that such orientation may act as a conduit through which values and
resources are transformed into tangible sustainable outcomes.

Ultimately, the sustainable performance of MSMEs is best captured
through the triple bottom line framework, which integrates economic viability,
social impact, and environmental stewardship (Alshebami, 2023; Machado et al.,
2024). This multidimensional approach provides a comprehensive measure of
business sustainability. Qizam et al. (2025) have further contextualized this
framework for MSMEs by proposing performance indicators such as revenue
growth (economic), job creation (social), and environmental impact reduction
(ecological). Supporting this, Hasibuan et al. (2024) demonstrated that MSMEs
which embed sustainability principles into their operations are better equipped to
withstand and adapt to economic and environmental disruptions. These insights
reinforce the importance of integrating financial, psychological, and strategic
factors in assessing MSME sustainability.

Synthesizing these streams of literature, it becomes evident that Islamic
financial inclusion alone is insufficient to drive sustainable MSME performance
unless it is accompanied by a strong sustainability mindset and reinforced through
green-oriented entrepreneurial practices. The interrelationship among these
variables suggests a dynamic pathway wherein financial access grounded in
Sharia principles influences cognitive attitudes (sustainability mindset), which in
turn shape strategic entrepreneurial behaviors (GEO), ultimately leading to
improved sustainable business outcomes. This theoretical alignment provides the

foundation for the development of research hypotheses that explore both the direct
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and mediating effects of these constructs within the framework of sustainable

development and SDG localization in the MSME sector.

Research methodology

This study adopts a quantitative explanatory research design using a
survey-based approach to investigate the causal relationships among the key
variables: Islamic financial inclusion, sustainability mindset, green entrepreneurial
orientation, and sustainable performance of MSMEs. This methodological choice
is aligned with the objective of empirically examining both the direct and indirect
effects among these constructs and testing the mediating role of green
entrepreneurial orientation within the proposed framework.

The research population includes micro, small, and medium enterprises
(MSMESs) operating in East Java, Indonesia, that have experience in utilizing
Islamic financial services. A purposive sampling technique was applied to ensure
that the selected respondents met the following inclusion criteria: the enterprise
has been in operation for at least three years, actively uses Islamic financial
products or services—such as Islamic microfinance, Sharia-compliant loans, or
savings—and the owner or manager was willing to participate in the study. In
total, 115 complete and valid responses were obtained, satisfying the minimum
sample size requirement for Structural Equation Modeling (SEM), which is
particularly suitable for models involving latent variables.

Primary data were collected through structured questionnaires
administered both online via Google Forms and offline through face-to-face
surveys. The questionnaire consisted of closed-ended items rated on a five-point
Likert scale ranging from “strongly disagree” to “strongly agree.” Secondary data
were obtained from official publications, including financial reports of MSMEs
and Islamic financial inclusion data released by the Financial Services Authority

(OJK) and other credible government sources.
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The variables used in this study were operationalized based on established
constructs in the existing literature. Islamic financial inclusion was measured using
four indicators: access, usage, service quality, and Islamic financial literacy. The
sustainability mindset construct was assessed through three dimensions:
environmental concern, long-term orientation, and social responsibility. Green
entrepreneurial orientation was evaluated using five indicators, namely green
innovation, environmental proactiveness, strategic environmental orientation, risk
management capability, and eco-friendly product development. The sustainable
performance of MSMEs was measured through four indicators: sales growth,
profitability, resource efficiency, and social impact, reflecting the triple bottom line
perspective.

Prior to full-scale data collection, a pilot test was conducted with 15 MSME
respondents to refine the questionnaire items for clarity and relevance. Reliability
and validity of the measurement model were tested using Cronbach’s alpha,
Composite Reliability (CR), and Average Variance Extracted (AVE), with
acceptable thresholds above 0.70 and 0.50, respectively. Discriminant validity was
confirmed using the Fornell-Larcker criterion to ensure that each construct was
distinct from the others.

Data analysis was performed using SEM with the AMOS 26 software
package. The overall model fit was evaluated using multiple indices, including the
Comparative Fit Index (CFI), Tucker-Lewis Index (TLI), Root Mean Square Error
of Approximation (RMSEA), and the Chi-square to degrees of freedom ratio
(x?/df). Hypotheses were tested at a 95% confidence level, using a significance
threshold of 0.05. To examine the mediating role of green entrepreneurial
orientation, the Sobel test was applied to assess the significance of the indirect
effect paths in the model.

This comprehensive and transparent methodological approach was

designed to enhance the scientific credibility, replicability, and analytical rigor of



Supriadi et al., Islamic financial inclusion ... | 61

the study, thereby ensuring that the findings contribute meaningfully to both

academic literature and practical policymaking.

Results and discussion
Structural analysis

Based on the instrument testing results from 115 respondents, all constructs
employed in this study were found to meet the statistical criteria for measurement
validity. The construct reliability test indicated that each construct demonstrated
an adequate level of internal consistency. Furthermore, the results of the
convergent validity test confirmed that the indicators within each construct
exhibited strong correlations with their respective latent variables. Meanwhile, the
discriminant validity test showed that each construct possessed sufficient
distinctiveness and was able to be differentiated from the other constructs.
Therefore, the constructs of Islamic Financial Inclusion, Sustainability Mindset,
Green Entrepreneurial Orientation, and Sustainable MSME Financial Performance
have been proven to be both valid and reliable for further analysis.

Table 1. Construct reliability and convergent validity test

Construct Construct Reliability AVE
Financial Inclusion Syariah (FIS) 0.905 0.603
Sustainability Mindset (SM) 0.906 0.614
Green Entrepreneurial Orientation (GEO) 0.932 0.709
Sustainable MSME Performance (SP) 0.949 0.787

Table 2. Discriminant validity test

FIS SM GEO SP
FIS 0.776 0.385 0.722 0.308
SM 0.385 0.784 0.299 0.328
GEO 0.722 0.299 0.842 0.267
sp 0.308 0.328 0.267 0.887

Based on the Structural Equation Modeling (SEM) analysis conducted

using AMOS software on data from 115 MSME actors in East Java, several
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empirical findings revealed significant relationships among the studied variables.
Islamic Financial Inclusion (IFI) was found to have a significant direct effect on
Green Entrepreneurial Orientation (GEO) with a coefficient of = 0.394 and a
significance level of p < 0.05. Furthermore, IFI also demonstrated a significant
direct effect on Sustainable MSME Financial Performance with a coefficient of 3 =
0.275 (p < 0.05).

Sustainability Mindset (SM) showed a significant influence on GEO with a
coefficient of 3 = 0.293 (p < 0.05), as well as on Sustainable MSME Financial
Performance with a coefficient of $ = 0.228 (p < 0.05). Additionally, GEO was
proven to have a significant direct effect on Sustainable MSME Financial
Performance, with a coefficient of 3 = 0.286 (p < 0.05).

Table 3. Relationship between variables tests

Estimate S.E. C.R. P Value
GEO <--- FIS 0.394 0.123 3.199 0.001
GEO <--- SM 0.293 0.117 2.505 0.012
SP <--- FIS 0.275 0.091 3.016 0.003
SP <--- SM 0.228 0.085 2.697 0.007
SP <--- GEO 0.286 0.074 3.880 0.000

Regarding the indirect effects, the analysis results indicate that Green
Entrepreneurial Orientation (GEO) serves as a significant mediator in the
relationship between Islamic Financial Inclusion (IFI) and Sustainable MSME
Financial Performance, as evidenced by the Sobel test statistic of 2.466. However,
GEO was not found to mediate the relationship between the Regenerative Business
Model and MSME Financial Performance, since the Sobel test value of 1.83 did not
reach the required significance level. These findings reinforce the understanding
of the strategic role of green entrepreneurial orientation in bridging sharia

financial access and the achievement of sustainable financial performance.



Supriadi et al., Islamic financial inclusion ... | 63

Financial

[nclusion 0.275

Syariah

Sustainable
MSME
Performance

Green
Entrepreneurial
Orientation

Sustainabili
ty Mindset

Note: Chi-Square = 183.640, Probability = 0.072, CMIN/DF=1.170, RMSEA= 0.039, AGFI=
0.814, GFI=0.861, CFI=0.990, TLI= 0.988, NFI= 0.937
Figure 1. Research model

Discussion

The discussion of the research findings reveals a robust theoretical
integration between the Maqashid al-Shariah framework and the Resource-Based
View (RBV). Empirical evidence demonstrates that Islamic financial inclusion not
only plays a role in promoting equitable economic growth (tahdzib al-fard) but
also contributes to the internalization of sustainability values (hifzh al-bi’ah)
through the strengthening of Green Entrepreneurial Orientation (GEO). This
supports the RBV premise that green entrepreneurial capacity is a strategic
intangible resource in creating competitive advantage for MSMEs. Consequently,
this study addresses a gap in the literature that has previously focused primarily
on access aspects within Islamic financial inclusion without linking it to the
transformation of sustainable business orientation, as reflected in the studies by
Sofilda et al., (2022) and Qizam et al., (2025). Moreover, the theoretical contribution
is further evidenced by reinforcing the argument that psychological capital,
particularly in the form of a sustainability mindset, acts as a catalyst in the
relationship between financial inclusion and MSME performance, filling a gap left

unexplored by Mujiatun et al., (2023) and Hasibuan et al., (2024).
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Furthermore, the significant role of the sustainability mindset on GEO and
MSME financial performance strengthens the relevance of Goal-Framing Theory.
In this context, normative motivation grounded in sustainability values can
reframe business objectives towards more environmentally friendly practices. This
explanation provides insight into why MSMEs with a high level of sustainability
mindset tend to be more adaptive in implementing green practices despite
resource constraints. These findings complement previous literature that focused
more on structural human resource capacity (Tjahjadi et al., 2024; Syamsari et al.,
2022), yet had not considered cognitive aspects as determining variables in
sustainable business decision-making. Additionally, this study extends the work
of Anggara & Nuraeni, (2025), which emphasized the importance of Islamic fintech
but did not integrate the psychological aspects of business owners within the
sustainability framework..

The insignificance of the mediating role of Green Entrepreneurial
Orientation (GEO) in the relationship between the regenerative business model
and MSME performance indicates that regenerative business models, such as those
based on the circular economy, may require approaches beyond the scope of green
entrepreneurial capacity. In this regard, the roles of technology, business model
innovation, and collaboration within a broader ecosystem appear to be critical
factors. These findings provide new directions for future research, particularly in
developing multi-level mediation models that integrate entrepreneurial,
institutional, and technological dimensions within the context of enhancing the
competitiveness of sustainable MSMEs.

The practical implications of these findings involve various stakeholders
who play strategic roles in fostering a sustainable MSME ecosystem. For regulators
such as the Financial Services Authority (OJK) and Bank Indonesia, it is essential
to design Islamic financial inclusion schemes that not only focus on financing
aspects but also include mentoring and strengthening green entrepreneurial

capacity through Green Entrepreneurial Orientation (GEO) training. Moreover,
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campaigns to reinforce the sustainability mindset should be intensified through
cross-sectoral collaborations, including pesantrens and local communities, to
embed sustainability values into the entrepreneurial culture from an early stage.

For MSME actors, adopting a green entrepreneurial orientation can serve
as a competitive differentiation strategy, for example, through the implementation
of green halal certification, energy efficiency, or environmentally friendly product
innovation. Regarding financing, the utilization of Shariah-based financial
technology or Islamic fintech can offer solutions for accessing more inclusive and
sustainable financing, particularly in the form of Shariah green financing.

Meanwhile, for academics, these research results open opportunities to
advance further studies on regenerative business models using a mixed-methods
approach that combines quantitative and qualitative analyses to achieve a more
comprehensive understanding. The conceptual model employed can also be
expanded by incorporating contextual variables such as digital maturity and
government support to capture the more complex dynamics within the MSME
ecosystem amid ongoing sustainable transformation.

This study makes significant theoretical and empirical contributions to the
development of Islamic economics and sustainable entrepreneurship.
Theoretically, it introduces an integrative model linking Islamic finance,
sustainability mindset, and sustainable performance within the framework of the
Sustainable Development Goals (SDGs). This model not only broadens the
understanding of the relationship between financial access and sustainability but
also validates the role of Green Entrepreneurial Orientation (GEO) as a crucial
mediator in transforming sustainability values into competitive advantage.
Nevertheless, the study also reveals limitations of GEO in the context of
regenerative business, thereby opening avenues for exploring alternative
approaches.

Empirically, this research provides the first quantitative evidence of the

role of sustainability mindset in strengthening the impact of Islamic financial
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inclusion on MSME performance in East Java. These findings add a new dimension
to the literature, which has previously focused predominantly on regulatory
aspects and financial literacy. Thus, this study addresses gaps left by prior
research, such as those highlighted by Saifurrahman & Kassim, (2024) and
Zunairoh & Wijaya, (2024), which pointed out the limitations of regulation-based
and conventional financial education approaches in meeting the complex needs of

sustainable MSMEs.

Conclusion

This study successfully achieves its research objectives by demonstrating
that Islamic financial inclusion (IFI) and sustainability mindset (SM) have a
significant positive effect on the sustainable financial performance of MSMEs, both
directly and indirectly through the mediation of Green Entrepreneurial
Orientation (GEO). These findings confirm that IFI functions not only as an enabler
of financial access but also as a driver of green business orientation transformation
among MSMEs, aligning with the maqashid al-shariah principle of maintaining
economic and environmental balance (hifzh al-bi'ah). Meanwhile, SM is shown to
be a critical psychological factor that reinforces the adoption of sustainable
practices, supporting the goal-framing theory regarding the role of intrinsic values
in shaping business behavior. However, the study also reveals limitations of GEO
as a mediator in the relationship between regenerative business models and
performance, indicating the complexity of applying circular economy principles at
the MSME level, which requires a more holistic approach.

Based on these findings, key policy recommendations include: (1) the need
for the Financial Services Authority (OJK) and Bank Indonesia to design tiered
Islamic financing schemes integrated with GEO capacity-building programs, such
as green certification training and environmental management assistance; (2) local
governments should develop sustainability literacy campaigns rooted in

pesantren and community-based initiatives to strengthen MSMEs’ sustainability
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mindset, given its role as a catalyst for business transformation; and (3) the
necessity of triple helix collaboration (academia-business-government) to simplify
circular economy standards for MSMEs, acknowledging that regenerative
business models require approaches beyond GEO, including technology access
and fiscal incentives. The implementation of these recommendations is expected
to accelerate MSMEs" contributions toward achieving the Sustainable
Development Goals (SDGs), particularly Goal 8 (Decent Work and Economic
Growth) and Goal 12 (Responsible Consumption and Production), while fostering

an inclusive and resilient Islamic economic ecosystem.
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