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Abstack 

The fishery sector has made important economic contributions to the island nation 
of Indonesia. In particular, small- and medium-sized enterprise (SME) fisheries, the 
owners of which are mostly Muslims with high school educations, have exhibited high 
self-confidence and effective development. However, the effects of other factors, such 
as self-efficacy, islamic human capital, and financial literacy, on SME performance 
have yet to be discussed in detail. Thus, this quantitative study examines the effects of 
self-efficacy, Islamic human capital and financial literacy on 31 SMEs in Lamongan, 
East Java. According to the results, self-efficacy had a significant effect on SME 
performance, whereas both Islamic human capital and financial literacy did not have an 
impact on such performance. 
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I. Introduction 

The fishery sector has made and 

continues to make important contributions 

to the Indonesian economy (BPS, 2016). For 

example, according to the Central Statistics 

Agency, the Fishermen Exchange Rate in 

East Java increased from 106 in 2015 to 

117.2 in 2017. Despite their economic 

contributions in the region, fishermen are 

still highly vulnerable to poverty. In this 

regard, Christyawaty (2001) found that the 

acquisition of fish has been uncertain, due to 

various aspects such as natural factors, price 

fluctuations, technology, and the limited 

education of the fishermen themselves. 

Moreover, Surjanti and Dian (2016) stated 
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that SME problems generally consist of 

natural constraints (raw materials), 

continuity of production, capital, marketing, 

and business transparency.  The 

characteristics of SMEs, the characteristics 

of managers, and the way they do business 

are factors that also influence the success of 

SMEs in fishing families. This study will 

focus on self-efficacy and religious values 

on performance in fishing families. Previous 

research with the theme of self-efficacy 

found that the self-efficacy of Malay owner 

managers influenced entrepreneurial 

orientation (Mohd et al., 2014). 

In regard to motivation and 

performance, Bandura and Locke (2003) 

found that self-efficacy and self-goals can 

increase such aspects, while Mohd et al. 

(2014) showed that self-efficacy can 

improve entrepreneurial orientation and 

decision-making. Both results are in line 

with Bandura (1997), who mentioned that 

self-efficacy affects an individual’s 

behavior, motivation, success, and failure. 

Conversely, Vancouver et al. (2001) found 

that self-efficacy has no impact on business 

performance. Based on these findings, there 

is a gap in the literature regarding the impact 

of self-efficacy on business performance. 

Lamongan in East Java is known for 

its high religious values, due to the large 

majority of Muslims in the region. In fact, 

based on 2015 data from the Indonesian 

Statistics Bureau, the total population of 

Lamongan was 1,338,441, with 1,342,266 

(99.7%) Muslims. Thus, it is most likely that 

Islamic religious values have a significant 

impact on business performance, especially 

that of SMEs. 

Several studies have proven the 

relationship between islamic human capital 

and organizational performance (Azmi, 

2015; Rafiki et al., 2014; Azmi, 2010; 

Stephenson et al., 2010; Khan & Sheikh, 

2012). In addition to these studies, there are 

also other studies that state that the practice 

of human capital affects organizational 

performance. This study discusses the gap 

between conventional human capital and 

islamic human capital. This gap is the focus 

of this study, because there are vast 

differences in the objectives of human 

capital and Islamic human capital. Human 

capital only focuses on intangible assets 

while Islamic human capital focuses on the 

world and the hereafter. In addition to this 

research conducted in a different country 

namely Indonesia, this study included two 

other variables in the relationship between 

Islamic human capital and SME 

performance, namely self-efficacy and 

financial literacy. Another novelty of this 
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research is to include two other variables in 

the relationship between Islamic human 

capital and SME performance, namely self-

efficacy and financial literacy. 

Muda et al. (2016) argued that human 

capital has a significant effect on business 

performance and the lifecycles of SMEs. As 

for Islamic human capital, which refers to 

achieving a balance between worldly and 

/afterlife affairs, several studies have shown 

that there is a relationship between such 

capital and organizational performance 

(Azmi, 2015; Rafiki et al., 2014). Hence, the 

present study fills the gap between 

conventional human capital and Islamic 

human capital, since both types include 

different goals. 

In addition to self-efficacy and islamic 

human capital, SMEs face certain 

difficulties, due to the limited financial 

literacy of their owners. According to 

Lusardi and Mitchell (2007), financial 

literacy refers to financial knowledge that is 

used to achieve prosperity, while Chen & 

Volpe (1998) defined this term as the 

knowledge used to manage finances for 

future prosperity. Moreover, Admoko et al. 

(2016), in their study on fish-based products 

and the performance of SMEs in Central 

Java, argued that financial literacy is 

important for improving business 

performance and increasing the 

sustainability of SMEs in the region. 

However, based on a 2013 survey by the 

Indonesia Financial Services Authority 

(OJK), only 21.84% of the Indonesian 

population had a sufficient level of financial 

literacy. In this regard, Coad and Tamvada 

(2012) indicated that the lack of knowledge 

and access to financial resources can hinder 

a company’s ability to achieve goals and 

increase its corporate value. 

Finally, Surjanti and Dian (2016), in 

her study on empowering fishermen 

communities in Lamongan, found that 

fishermen generally lacked knowledge in 

professional business management and that 

they poorly managed their day-to-day 

financial operations. Therefore, the present 

study examines the influence of self-

efficacy, Islamic human capital, and 

financial literacy on the performance of 

SME fisheries in Lamongan, for the purpose 

of improving their economic conditions. 

II. Discussion 

A. Literature Review 

According to Bandura (1997), self-

efficacy (SE) refers to an individual’s 

confidence in the ability to control his/her 

behavior and motivation, which, in turn, can 

improve their prosperity. Bandura (1997) 

also argued that, since this ability is 
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controlled by clues and consequences 

related to one’s social environment, various 

factors can be considered within each 

individual, while models outside each 

individual can be broadened into social 

learning theory. 

Based on the notion of SE, society 

generally considers that people have the 

ability to deal with problems, as long as they 

exert more effort in facing such obstacles. 

However, if there is any lingering doubt, 

then personal shortcomings will along with 

the problems (Litt, 1988; Schunk, 1989). 

Similarly, Pillis and Reardon (2007), in their 

study on Irish and American entrepreneurs, 

found that some owners lacked the ability to 

successfully start their businesses, due to 

their weak personalities. Moreover, 

according to Ferla et al. (2009), the SE 

indicators of entrepreneurs include the 

following factors: scheduling, considering 

economic business trends, calculating 

profits and losses, updating business 

information, formulating proper business 

formulas, and measuring business sources. 

Hashi and Bashiir (2009) defined 

Islamic human capital as the human capacity 

to carry out social and spiritual activities. In 

particular, the religion of Islam views 

human capital as an overall asset possessed 

by humans, which includes their nature, 

work skills, learning attitudes, and 

knowledge (e.g., training, education, and 

experience) that makes them more 

competitive and flexible. Moreover, Islamic 

human capital can only be formed through 

long-term education and training that 

focuses on productive talents, managerial 

skills, creative attitudes, and settlement 

techniques, all of which help improve the 

quality of the relationship between humans 

and God (Azmi, 2015).  Therefore, we 

propose our first hypothesis:   

H1. Self-Efficacy has a significant 

positive effect on SME Performance 

The development of Islamic human 

capital is extremely important for 

organizations in large Muslim populations 

(Azmi, 2015; Azmi, 2010), due to the 

Islamic value of being harmonious and 

closely connected to one’s community. 

Hashi and Bashiir (2009) found five 

concepts regarding Islamic human capital: 

1) tawaduk, as the foundation of human 

capital development; 2) job promotions; 3) 

intelligence protection; 4) managerial 

techniques; and 5) moral education. 

Moreover, Azmi (2015) stated that Islamic 

human capital can be measured according to 

five aspects: 1) Islamic recruitment and 

selection practices; 2) Islamic training and 

development practices; 3) Islamic career 

development; 4) Islamic performance 

management; and 5) the practice of giving 
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rewards in Islam. Finally, Rafiki et al. 

(2014) measured Islamic human capital 

based on four points: 1) business 

experience; 2) Islamic motivation; 3) 

Islamic business training; and 4) Islamic 

education. Therefore, we propose our 

second hypothesis:  

H2. Islamic Human Capital has a 

significant positive effect on SME 

Performance.  

As stated earlier, Lusardi and Mitchell 

(2007) defined financial literacy as the 

financial knowledge to achieve prosperity, 

while Chen & Volpe (1998) defined this 

term as the ability to manage finances for 

future prosperity. In their study on financial 

literacy, Admoko et al. (2016) found that 

there was an influence of such literacy on the 

performance and sustainability of SMEs in 

Central Java. More specifically, the SMEs 

introduced a cooperative approach, which 

not only helped them overcome certain 

limitations, but also helped them compete in 

the global environment. 

Although Fatoki (2014) found that most 

SME owners lack the ability to effectively 

make financial plans and create budgets, 

other studies indicated that there is a positive 

impact of financial literacy on control 

systems and business success. Based on 

Chen & Volpe (1998), financial literacy can 

be measured according to four indicators: 1) 

basic knowledge of financial management; 

2) credit management; 3) savings and 

investment management; and 4) risk 

management. In this case, basic knowledge 

of financial management refers to the 

process of managing business functions 

effectively and efficiently, while financial 

management can be divided into three 

phases: 1) financial planning; 2) 

implementation; and 3) evaluation. 

Venkatraman and Ramanujan (1986) 

stated that company performance is a 

construct that broadly explains the 

effectiveness of an organization, while 

Cameron (1986) defined company 

performance as organizational effectiveness 

based on errors and assertiveness in 

legitimate activities. Moreover, other 

researchers, such as Rhodes and John 

(2004), indicated that organizational 

performance refers to the financial 

performance of an organization. 

Company performance can also be 

differentiated according to the company’s 

size. In this regard, Garengo et al. (2005) 

argued that SME performance must be 

considered differently from large 

organizations, since certain indicators of 

financial and non-financial performance are 

incompatible (Marchini, 1995 in Biazzo and 
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Garengo, 2012). Moreover, previous 

research has shown that company 

performance is one of the most relevant 

constructs to examine in the business field 

(Rumelt et al., 1994), while other studies 

have shown that such performance is an 

important dependent variable (Richard et al., 

2009; Cho and Pucik, 2005; Sila and 

Ebrahimpuor, 2005; Wiklund and Shepherd, 

2003). 

In general, organizational performance 

is based on financial and non-financial 

performance (Rhodes and John, 2004). In 

this regard, financial performance consists 

of corporate profits, such as return on assets, 

return on investment (ROI), and total 

profits, while non-financial performance 

includes job satisfaction, customer 

satisfaction, quality of service, and quality 

of performance. Moreover, Santos and Brito 

(2012) stated that financial performance 

includes three indicators: 1) profitability; 2) 

growth; and 3) market value. Meanwhile, 

non-financial performance is based on four 

indicators: 1) customer satisfaction; 2) 

employee satisfaction; 3) environmental 

performance; and 4) social performance. 

Finally, previous studies have found that 

the best performance measurement for 

developing companies is annual sales 

growth (Davidson et al., 2006; Cowling, 

2004; Wong and Aspinwall, 2004). Thus, 

the present study measures SME 

performance based on this aspect.  Because 

of the varying purposes and SME 

performance, we also examine the 

effectiveness of financial literacy when 

influencing career success:  

H3. Financial Literacy  has a significant 

positive effect on SME Performance. 

B. Methods 

The research design in this study was 

explanatory research, because it was to 

analyze the effect of independent variable 

(self-efficacy, islamic human capital, 

financial literacy) on dependent variable 

(SME’s performance). Questionnaire 

surveys to analyze 31 SME fisheries in 

Lamongan, all of which were selected 

through the saturated sampling technique. 

The analysis was divided into two stages. In 

the first stage, the outer model was assessed 

according to the acceptable levels of 

reliability and validity. As for the second 

stage, the inner model was measured 

according to R-square for endogenous latent 

variables and path coefficient values. 

The instrument developed by Ferla et al. 

(2009) was used to measure self-efficacy, 

while the instrument developed by Rafiki et 

al. (2014) was used to measure Islamic 

human capital. Regarding the latter 

instrument, it consists of four indicators: 1) 
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business experience; 2) Islamic motivation; 

3) Islamic business training; and 4) Islamic 

education. Moreover, the instrument 

adapted from Chen & Volpe (1998) was 

used to measure financial literacy, while the 

instrument from Cowling (2004) and Wong 

and Aspinwall (2004) was used to measure 

SME performance. As for the latter 

instrument, it consists of five dimensions: 1) 

profitability; 2) growth; 3) employee 

satisfaction; 4) customer satisfaction; and 5) 

environmental performance. Measurement 

data is assessed with a four-point Likert 

scale starting from (1) "strongly agree (SS), 

agree (S), disagree (TS), strongly disagree 

(STS). Validity and reliability tests were 

conducted to test the research instrument 

with a correlation value that was greater than 

0.3, and the alphabet coefficient was greater 

than 0.6. The hypothesized structural 

equations model was tested using Structure 

Equation Modeling Partial Least Square 

(SEM PLS) with software of SmartPLS 

2.0.M3. 

C. Result 

The validity and reliability tests were 

conducted to measure the validity and 

reliability of the variables proposed by the 

researchers, namely: Islamic human capital, 

SE, financial literacy, and SME 

performance. In this case, each variable was 

measured according to various dimensions. 

First, Islamic human capital was measured 

according to four dimensions (i.e., business 

experience, Islamic motivation, Islamic 

business training, and Islamic education), 

after which each variable was measured by 

using three indicators. Then, SE was 

measured by eight indicators, while 

financial literacy was measured according to 

four dimensions (i.e., basic knowledge of 

financial management, literacy on savings 

and credit, insurance, and investments), 

after which each variable was measured by 

using five indicators. Finally, SME 

performance was measured according to 

five dimensions (i.e., profitability, growth, 

employee satisfaction, customer 

satisfaction, and environmental 

performance), after which each variable was 

measure by using various indicators. 

Overall, the validity test determined whether 

the outer loading of each indicator exceeded 

0.4 (the standard value), while the reliability 

test determined whether the values exceeded 

Cronbach’s alpha of 0.6, which indicates 

acceptable reliability.  

The outer model evaluation was 

performed by examining two elements, 

namely: convergent validity and 

discriminant validity. In general, convergent 

validity is determined by examining the 

factor loadings and the average variance 

extracted (AVE), while discriminant 
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validity is measured by examining the cross-

loading values. In the present study, all of 

the factor loadings met the standard value of 

0.4, while all of the AVE values exceeded 

0.5, thus indicating that convergent validity 

was achieved. Based on the examination of 

the cross-loading values, discriminant 

validity was also achied. 

The inner model was evaluated 

according to R-square for endogenous latent 

variables and path coefficient values, the 

results of which are shown in Tables 1 and 

2.  

Table 1. 
R-Square Results 

 R-Square 
Islamic Human Capital - 
Self-Efficacy  - 
Financial Literacy - 
SME Performance 0.224 

Source: Output partial least squares 
structural equation modeling (PLS-SEM) 
(2017) 

According to Table 1, the R-square for 

SME performance is 0.224, which indicates 

that it is influenced by Islamic human 

capital, SE, and financial literacy. The inner 

model was also measured through Q-square 

predictive relevance. Since the Q-square is 

greater than 0, the model has predictive 

relevance on the exogenous and endogenous 

variables. 

After evaluating the outer and inner 

models, bootstrapping was performed in 

order to determine the impact of each 

variable on SME performance. The effects 

of Islamic human capital (IHC), SE, and 

financial literacy (FL) on SME performance 

(SME P) are shown in Figure 1.  

Figure 1. 
Research Model after Bootstrapping 

Source: Output PLS-SEM (2017) 

Table 2. 
Results of the Path Coefficient Test 

(MEAN, STDEV, T-Values) 
 Path 

Coefficient P-Value 

Islamic 
Human 
Capital -> 
SME 
Performance 

−0.008 P = 
0.48 

Self-Efficacy -
> SME 
Performance 

0.297 P = 
0.03 

Financial 
Literacy    
-> SME 
Performance 

−0.377 P < 
0.01 

Source: Output PLS-SEM (2017) 
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According to Table 2, SE has a 

positive coefficient value of 0.297, which 

indicates that it has a significant effect on 

SME performance. Moreover, the higher the 

SE, the better the SME performance. Hence, 

SE has a significant impact on SME 

performance. As for the variables of IHC 

and FL, they have negative coefficient 

values of −0.008 and −0.377, respectively. 

Therefore, both IHC and FL do not have a 

significant effect on SME performance.  

Effect of Self-Efficacy on SME 

Performance 

Overall, the majority of the 

respondents indicated that SE improved 

their self-confidence in running their 

businesses. According to Surjanti et al. 

(2015), high SE has a significant effect on 

how SMEs deal with business-related issues 

(despite some reluctance in implementing 

economic theories). Similarly, Locke 

(1991) and Appelbaum and Hare (1996) 

found that goals, SE, and motivation are the 

three main pillars of SME performance, 

while Bandura (1997) stated that motivation 

is one of the important elements in cognitive 

social theory. 

In regard to Bandura’s cognitive 

social theory, Education (1996) found that 

there is a relationship between SE, 

motivation, and academic achievement, 

indicating that SMEs with high SE are 

generally motivated to improve their 

business performance. Based on these 

findings, SE has a positive impact on SME 

performance. 

Effect of Islamic Human Capital on SME 

Performance 

Among the respondents, one of the 

most important statements regarding IHC 

was by Syaiful Ustadi, a chicken ball seller: 

“ …. I have this business solely due to 

Allah, as He is the One who blesses me with 

life and fulfills my needs, and by working I 

am able to meet my needs.” Similarly, the 

husband of Lilik Chamidah, the owner of a 

chip factory, stated the following: “…. the 

one dealing with business and religion is my 

wife.” Although these respondents 

acknowledged their faith and blessings, such 

acknowledgments did not necessarily 

improve or influence their business 

performance. 

Theoretically, IHC is explainable by 

using the theory of work values, which has 

been defined as an individual’s faith in 

facing his/her work environment (Meglino 

and Ravlin, 1998). Meanwhile, other 

researchers have mentioned that work 

values include altruistic values, relationship-

status values, freedom-related values, and 

social values (Borg, 1990; Ros et al., 1999; 

and Lyons, 2004). 
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According to Elizur (1984), work 

values consist of intrinsic and extrinsic 

values that affect an individual’s work 

performance. Intrinsic values refer to the 

desire to develop and perform self-

actualization in the workplace, while 

extrinsic values refer to the tendency to 

focus on important external activities such 

as achieving financial success, obtaining 

social recognition from co-workers, and 

exercising control and power (Deci and 

Ryan, 2000; Ryan and Deci, 2000). 

Moreover, Kasser and Ryan (1993, 1996) 

and Vansteenkiste et al. (2007) defined 

intrinsic orientation as an employee’s 

natural desire to perform the following: to 

actualize, develop, and grow in the 

workplace (self-development); to build 

meaning and increase satisfaction in the 

relationships with colleagues (affiliation); 

and to help people in need (community 

contribution). Meanwhile, the focus on 

financial success and status reflects extrinsic 

orientation, since they are largely based on 

an individual’s anticipation of personal 

admiration and self-esteem, which can only 

be realized through external activities 

(Kasser and Ryan, 1993; Ryan and Deci, 

2000; Richins and Dawson, 1992). 

As for IHC, as a type of intrinsic 

value, an individual not only works for 

materialistic needs, but also for self-

development (i.e., being close to God). For 

example, Lilik Chamidah’s business was for 

Allah and not necessarily for herself. Since 

this statement implies that there are 

differences in individual beliefs, perhaps 

future research should focus on different 

belief systems in running businesses.  

Effect of Financial Lietracy on SME 

Performance 

Based on the partial least squares 

structural equation modeling (PLS-SEM) in 

this study, FL has a negative impact on SME 

performance. In addition, the descriptive 

statistics showed that SME performance was 

categorized as medium. However, this result 

is in contrast to previous studies on the 

relationship between finacial literacy and 

business performance (Admoko et al., 2016; 

Chen & Volpe, 1998; Patrick, 2015; 

Lusimbo & Muturi, 2016; Chepngetich, 

2016; and Ibrahim, 2017). 

In the present study, the SME owners 

in Lamongan had good FL, but they had 

little to no access to financial facilities (e.g., 

insurance and investments) that could help 

them improve their businesses over the long 

run. This finding indicates that having FL is 

not necessarily comparable to having 

financial inclusion. In addition, Fatoki 

(2014) found that most SME activities are 

unrelated to financial plans, budgeting, and 

financial control, while Susan (2012) and 
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Nkundabanyanga et al. (2014) mentioned 

that one of the major problems faced by 

SMEs is difficulty accessing credit or loans. 

However, some respondents in the present 

study preferred not to use such financial 

assistance. For example, one respondent 

stated the following: “…I prefer to work on 

my own, rather than accepting loans or 

capital from others, because profits or losses 

would be my own responsibility and no one 

else’s...” Moreover, some of the respondents 

preferred more traditional methods of 

running a business. For instance, one SME 

owner stated: “I received some financial 

training from Ms. Dian, but it was too 

complicated. So, I prefer to use traditional 

methods, since they are much easier.” 

Based on these responses, the SME 

owners had an adequate level of FL, but they 

had little to no intention of implementing 

such knowledge in their businesses, thus 

resulting in low performance. The 

implication of this finding is that 

implementing FL initiatives will not only 

boost SME owners’ self-confidence in 

running their businesses, but it will also 

improve the performance of their SMEs as a 

whole. 

III. Conclusion 

This quantitative study examined the 

effects of SE, IHC, and FL on the 

performance of 31 SMEs in Lamongan, 

Indonesia. Based on the questionnaire 

surveys and the related analyses, SE had a 

positive effect on SME performance, since it 

motivated the owners to evaluate their 

business-related activities. Meanwhile, both 

IHC and FL had a negative effect on SME 

performance. As for IHC, although the 

respondents acknowledged their religious 

faith and blessings, such acknowledgment 

did not necessarily improve or influence 

their business performance. Regarding FL, 

the SME owners had an adequate level of 

financial knowledge, but they had little to no 

intention of implementing it in their 

businesses. 

The implication of the findings is that 

SMEs should increase their SE as much as 

possible, while integrating their religious 

values into their business in order to 

improve overall performance. Moreover, 

SMEs should ideally implement FL 

initiatives, which will not only boost SME 

owners’ self-confidence in running their 

businesses, but it will also improve the 

performance of their SMEs over the long 

run. 

Further research could include 

refining islamic human capital and financial 

literacy data to determine which indicators 

of Islamic human capital and financial 

literacy determine the effect of SME 

performance. A deeper observation needs to 
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be made to explore the effects of Islamic 

human capital and financial literacy on SME 

performance. Limitations of the study 

include the diverse characteristics of 

respondents, the sample size is still limited. 

A different approach to data collection 

might enable interaction and responses from 

participants. 
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