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Abstract
The purpose of this study is to find the design of Micro, Small, and Medium Enterprises (MSMES)
development through profit-sharing schemes seen from the perspective of MSMEs actors in East Java -
Indonesia. This research was conducted in East Java, Indonesia, selecting research locations carried out
randomly and then determining the respondents proportionally. Respondents in this study were 220 MSMEs
actors using the proportional random sampling technique. The data analysis technique used is warped patrtial
least square to look for the design partially and through intervening. This study uses mudarabah financing
and musharakah financing as exogenous variables, principles of profit-sharing distribution as intervening
variables, and development of MSMEs as endogenous variables. The findings in this study are the
contribution of profit-sharing distribution as an intervening variable in the development of MSMEs through
the mudarabah financing scheme and the musharakah financing with the dominance of the musharakah
financing. The ideal design of the development of MSMEs is the use of mudarabah financing and
musharakah financing by applying the profit-sharing distribution principle following the principles of Islamic

Sharia.
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INTRODUCTION

Micro, small, and medium
enterprises (MSMEs) are currently
experiencing ups and downs with the
development of technology in the
industrial era 4.0 where currently many
are using online and transaction media
with the occur covid-19 pandemic. Micro
businesses are currently still a concern
in their development to become one of
the components that increase economic
growth (Pakpahan, 2020). Including in
the area of East Java which has
6.553.694 micro businesses, 261.827
small businesses, and 30.410 medium
enterprises that are dominant in the non-
agricultural sector. According to the
Central Statistics ~ Agency, the
contribution of MSMEs until 2020 was
57.25% to the East Java economy with
the most dominant distribution of added
value in the processing industry at
28.86%. It is different from MSMEs in
Central Java which have a contribution

to the economy of 50%. Meanwhile, the
contribution of MSMEs in West Java is
60%. The size of each contribution
shows that MSMEs are able to support
regional and national economies,
therefore it is necessary to develop
significant MSMEs so that they can
increase people's purchasing power, of
course with the role of government
institutions and financial institutions in
providing financing as stated in the
MSMEs development policy by Bank
Indonesia.

Development of MSMEs has
various points of view such as (Afkar, et
al., 2020) explaining that the
development of MSMEs can be seen
from an increase in income, business
scale, and business diversification. Of
course, it needs support from the ability
of MSMEs Factors in managing their
administration to find out the income
from their business (Afkar et al., 2018).
However, there are still many problems
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when these MSMEs will develop,
especially the lack of capital both in
number and source, lack of managerial
ability and skills to operate in organizing
and limited marketing. In addition, there
is also unfair competition and economic
pressure, which results in a narrow and
limited scope of business (Suci et al.,
2017). Coupled with the covid-19
pandemic  which  further reduces
business opportunities (Rohmah, 2020)
which is a challenge to jointly improve
the national economy (Kholidah &
Hakim, 2018) in difficult times at this time
because during the covid-19 pandemic
MSMEs were in a state of crisis
(Tambunan, 2020).

The role of Islamic financial
institutions in supporting Bank Indonesia
policies for the development of MSMEs
can be seen from the distribution of
funds to customers through investment
financing and working capital financing.
For Islamic banks, channeling funds to
customers uses a profit-sharing system
for the types of productive businesses in
the real sector. The profit-sharing
system in Islamic financial institutions is

usually carried out by providing
financing for business investment
schemes which can be done by means
of mudarabah contract and musharakah
contract. Mudarabah contract is a
business collaboration between the fund
owner (shahibul maal) and the fund
manager (mudarib) where the financing
is provided entirely by the owner of the
fund (shahibul maal) with the profit
sharing according to the agreement and
the financial loss is borne by the owner
of the fund (shahibul maal). Meanwhile,
musharakah is a business cooperation
contract in which each party contributes
to the paid-in capital provided that the
profit sharing is in accordance with the
agreement and the losses are divided
according to the portion of the paid-up
capital (Afkar, 2015). The problem is
when customers cannot repay their
loans, which causes the emergence of
Non-Performing Financing (NPF), which
can cause a decrease in the level of
profitability, as predicted in 2021, the last
quarter of Islamic banks suffered losses
(Afkar & Fauziyah, 2021).

Table 1. Islamic Banks Financing (Billion IDR)

Type of Financing 2016 2017 2018 2019 2020

1. Working Capital 68.420 72.188 72.425 79.986 80.965
MSMEs 28.458 28.973 27.392 32.326 35.579
NPF 1.751 1.826 1.429 1.339 1.707

2. Investment 45.768 47.427 48.773 53.207 56.203
MSMEs 15.589 16.004 17.427 19.524 21.739
NPF 1.541 900 744 821 879

3. Profit Sharing 61.629 67.049 74.122 89.995 96.376
Mudharabah 7.577 6.584 5.477 5.413 4.098
NPF 197 207 81 86 107
Musharakah 54.052 60.465 68.644 84.582 74.122
NPF 2.376 3.335 2.593 2.774 74.122

Sources: Bank Indonesia

The concept of profit sharing has
actually been proposed to overcome the
low cost of sharing by implementing new
rules and an incentive system (Ascarya
& Yumanita, 2007), but the concept has
not yet provided the expected results
because the profit sharing system has
consequences that must be considered.
For Islamic financial institutions, namely
the risk of uncertainty of results

(Ernawati, 2016), although in fact the
principle of profit sharing distribution has
been regulated in the National Sharia
Council-Indonesian Ulema Council at
fatwa No. 15 which explains revenue
sharing and profit sharing (Dewan
Syariah  Nasional- Majelis Ulama
Indonesia, 2000a) and of course there
are risk sharing in accordance with the
agreement of the parties involved in the

Jurnal llImu Sosial dan Humaniora | 464



Taudlikhul Afkar, Teguh Purwanto, Fauziyah, Ferry Hariawan, Siti Istikhoroh | Design of MSMEs

Development Through Profit Sharing Schemes

transaction. This risk sometimes has a
negative impact on the emergence of
problematic financing in Islamic financial
institutions, especially when the difficulty
of the Covid-19 pandemic adds to new
problems in the real sector and the
financial sector (Yunita, 2021).

The mixed theory point of view
provides a view of the problems that
occur between MSMEs actors and
Islamic financial institutions, in this case
the Islamic banks regarding profit-
sharing system transactions. Basically,
in every business investment
transaction with a profit-sharing scheme,
there is a mixture of assets and finance
carried out by the parties involved which
is accompanied by a certain agreement
as a form of compliance with sharia
principles so that fraud does not occur
(Najib & Rini, 2016). When there is a
party that does not carry out the
agreement in the contract properly, what
happens is a problem that can be
intentionally caused by the customer not
to pay his loans so that the bank
experiences losses. Actually this
problem has been regulated in (Dewan
Syariah  Nasional- Majelis Ulama
Indonesia, 2000b) regarding sanctions
for customers who delay payment, there
should be no more bad credit problems
if they comply with sharia principles, but
in reality this is not completely the case
(Biyantoro, 2019).

The problem experienced by
Islamic banks in profit-sharing financing
is the occurrence of non-performing
financing, while the problem faced by
MSMEs is the uncertainty in managing
the business from the income they earn,
which results in being unable to repay
the loan. In the concept of sharing the
risk of financial loss is borne by Islamic
banks, so it needs special attention
when bad credit occurs. Research
(Tubastuvi, 2018) explains that the
profit-sharing system has an effect on
easy access to finance, it should be easy
to access finance to develop MSMEs,
but it turns out that the use of financing
is not able to develop MSMEs (Sakur,
2011). The results of this study are also
supported by (Afkar, 2017) which

explains that profit-sharing financing
with the mudaraba scheme is not able to
have a positive impact on Islamic banks
because there are still financing
problems (Afkar, 2018).

Previous research still see from
the side of Islamic banks as providers of
Islamic financing products as explained
(Afkar, et al., 2020) that the role of
Islamic banks in developing MSMEs
through financing is simultaneously
there is a risk of loss caused by non-
performing financing other than That is
the condition of the Covid-19 pandemic
that has not ended, followed by smaller
business opportunities from MSME
actors (Tambunan, 2020). In addition, it
is also explained that capital adequacy
and profitability affect non-performing
financing (Priyadi et al., 2021) and also
the development of MSMESs from Islamic
banks can be seen from the mudarabah
and musharakah schemes (Huda, 2012)
it shows that it is still seen from the bank
sharia side only.

Meanwhile, the behavior of
delaying payment of obligations from
customers, as well as problems for the
development of other MSMEs such as
business continuity are things that must
be considered in order to contribute to
the national economy by using the triple
bottom up (people, profit, planet)
concept where this concept requires a
balance to obtain benefits while at the
same time prospering the community
and the surrounding environment
(Istikhoroh et al.,, 2018). Meanwhile,
using mudarabah and musharakah
contracts requires high morals and
ethics in payment performance,
according to MSMEs actors in Malaysia,
the experience of microfinance and
business operations has no significant
effect on mudarabah and musharakah
instruments (Islam & Ahmad, 2020). It is
a consideration in this research with the
aim of finding the design of MSMEs
development through a profit-sharing
scheme that is seen from the perception
of MSMEs actors.
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METHODS

Quantitative research approach is
used to determine the design of MSMEs
development using a profit-sharing
scheme from the perceptions of MSMEs
actors through the distribution principle
for the results. The total population of
MSMEs at the time this research was
conducted was 6,825,931 according to
data from the Department of
Cooperatives and SMEs. Random
sampling is used as a sampling
technique, then respondents are
determined proportionally according to
the number of MSMEs in East Java as
many as 220 respondents’ observations
(Ferdinand, 2006).

In this research, there are 2 (two)
exogenous variables, namely
Mudarabah Financing (X;) with the
indicator Mudarabah Mutlagah (X1.1)
which is the capital given to MSMEs with
fund management carried out absolutely
by the mudarib (manager of fund) while
the owner of the funds does not interfere
in business management. Mudarabah
Mugayyadah (Xi2) is the capital given
to MSMEs with the management of
funds for the business given control or
restrictions by the owner of the funds
(Shahibul maal), Mudarabah
Mustharakah (X1.3) is the capital given to
MSMEs with the initial funding being
fully Islamic Banks then after running,
the fund manager provides additional
capital, and Musharakah Financing (X2)
with the indicator Permanent
Musharakah (X21) is a business
collaboration where each partner
transfers capital to each other, profit
sharing is based on an agreement while
the risk of loss is based on the portion of

the capital that is paid, and Musharakah
Mutanagisah (Xz22) is a business
cooperation which at the end of the
contract period, ownership of the
business can be transferred to other
partners with a return on capital to other
partners. The Intervening variable,
namely the Principle of Profit-Sharing
Distribution (Z), is a profit sharing
system for the business carried out by
the business manager. Indicators The
principle of profit sharing uses on the
basis of revenue sharing (Zi), profit
sharing (Z2), risk sharing (Za).
Endogenous variable, namely the
Development of MSMEs (Y), is the
development of MSMEs in accordance
with the scheme and access to capital in
Islamic financial institutions. It Indicator
uses Increased Income (Y1), Business
Scale (Y2), Business Diversification (Y3).

The data analysis technique used
Warp PLS (Partial Least Square) with
intervening variable modeling. The outer
model feasibility test is to determine the
validity and reliability of research
instruments with discriminant validity
and convergent validity. Meanwhile, the
Inner Model Test is used to test the path
coefficient on exogenous to
endogenous variables, in addition to
testing the path coefficient of exogenous
to endogenous variables through
intervening variables, so that the ideal
MSMEs development design can be
found.

RESULTS AND DISCUSSION

Goodness of Fit Inner Model

Table 2. Direct Effect

Variable
No Exogenous Endogenous Path Coefficient p-value Significant
1 X1 z 0.17 p<0.01 Highly signifincant
2 Xz Z 0.91 p<0.01 Highly signifincant
3 X1 Y 0.31 p<0.01 Highly signifincant
4 Xz Y 0.55 p<0.01 Highly signifincant
5 Z Y -0.13 p=0.02 Highly signifincant

Table 2 shows the calculation of the
influence of the variable Mudarabah

Financing (X1) on the Principle of Profit-
Sharing Distribution (Z). In this
calculation, the path coefficient value is
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0.17 with a significance level of <0.005
or a p-value <0.01. It explains that the
Mudarabah Financing (X1) has a
significant effect on the Principle of
Profit-Sharing  Distribution (Z). The
calculation of the influence of the
variable Musharakah Financing (X2) on
the Principle of Profit-Sharing
Distribution (Z). In this calculation, the
path coefficient value is 0.91 with a
significance level of <0.001 or a p-value
<0.01. It explains that the Musharakah
Financing (Xz) has a significant effect on
the Principle of Profit-Sharing
Distribution (Z). Table 7 also shows the
calculation of the influence of the
variable Mudarabah Financing (Xi) on
the Development of MSMEs (Y). In this
calculation, the path coefficient value is
0.55 with a significance level of <0.001
or a p-value <0.01. It explains that

Musharakah Financing (X2) has a
significant effect on Development of
MSMEs (Y). It shows the calculation of
the influence of the variable Musharakah
Financing (X2) on the development of
MSMEs (Y2). In this calculation, the path
coefficient value is 0.31 with a
significance level of <0.001 or a p-value
<0.01. It explains that the Musharakah
Financing (X2) has a significant effect on
the development of MSMESs (). Also the
calculation of the influence of variable
Principle of Profit-Sharing Distribution
(Z2) on development of MSMEs (Y). In
this calculation, the path coefficient
value is -0.13 with a significance level of
<0.002 or p-value <0.001. This
calculation explains that the hypothesis
of the Principle of Profit-Sharing
Distribution (Z) has a significant effect on
the development of MSMEs (Y).

Table 3. Indirect Effect

Variable o
No Intervening Endogenous Path Coefficient p-value Significant
1 X1*Z Y -0.023 0.018 Highly signifincant
2 X2*Z Y -0.134 0.002 Highly signifincant

Table 3 shows the results of the
calculation of the indirect effect of the
variable mudarabah Financing (Xi1) on
the Development of MSMEs (Y) through
the Principle of Profit-Sharing
Distribution  (Z) shows the path
coefficient of -0.023 (table 8) with a
significance value of 0.018 so that it can
be said to have an indirect effect on the
level of significantly high. These results
indicate that there is an indirect effect of
mudarabah financing (Xi) on the
development of MSMES (Y) through the
Principle of Profit-Sharing Distribution
(2), so it can be said that the Principle of
Profit Sharing Distribution (Z) is a
mediation in the development of MSMEs

(Y). The results of the calculation of the
indirect effect of the Musharakah
Financing variable (Xz) on the
Development of MSMEs (YY) through the
Principle of Profit-Sharing Distribution
(2) shows a path coefficient of -0.134
(table 4) with a significance value of
0.002 so that it can be said to have an
indirect effect on the level of significantly
high. These results indicate that there is
an indirect effect of Musharakah
Financing (X2) on the development of
MSMEs (Y) through the Principle of
Profit-Sharing Distribution (Z), so it can
be said that the Principle of Profit
Sharing Distribution (Z) is a mediation in
the development of MSMEs (Y).

Table 4. Absolute Contributions

Absolute Contributions Total Effect Squared Contribution (%)
XitoZ 0,170 0,02820 2.80
Xato Z 0.910 0.82800 82,80
XitoY 0.292 0.08500 8.50
XatoY 0.412 0.17000 1.70
ZtoY -0.133 0.01800 1.80
Xi*ZtoY -0.023 0.00059 0.05
X3*ZtoY -0.134 0.01795 1.79
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Results of the calculation of the absolute
contribution of each variable show that
the variable of musharakah financing
(X2) has a total contribution to the
principle of profit-sharing distribution (Z)
which is greater than the other variables,

which is 82.80%, besides that the
contribution of musharaka financing (Xz)
is mediated by the principle of profit
sharing distribution (Z) is also dominant
at 1.79% in the development of MSMEs

).

Table 5. General Model Elements

No Model Fit and Quality Indices Fit Criteria Result Model
1 Average Path Coefficient (APC) p<0.05 0.435, p<0.001 Good
2 Average R-squared (ARS) p <0.05 0.837, p<0.001 Good
3 Average Adjusted R-squared p <0.05 0.835, p<0.001 Good
4 Average block VIF (AVIF) Acceptab'e?:fsf()5' ideally < 4.346 Accepted
5 Average full Colliniearity VIF (AFVIF) Acceptab|e3|f3505, ideally < 4.149 Accepted

Table 5 is the general model
elements that are used as indicators of
the feasibility or goodness of fit of the
inner model. The analysis results show
the Average Path Coefficient (APC) or
the average path coefficient of 0.435
with a significance level of p-value
<0.001, meaning that the coefficient on
each path has a contribution from
exogenous  variables  (Mudarabah
financing and Musharakah financing) to
endogenous variables (Development of
MSMESs) as well as the mediation model
(Principle of Profit-Sharing Distribution)
on endogenous variables (Development
of MSMES).

The Average R-squared (ARS)
0.837 with a value isp-value of p <0.001
and Average Adjusted R-squared of
0.688 p-value p <0.001, meaning that it
shows a significant 83.70% influence on
exogenous variables (Mudaraba

Financing and Musharakah Financing)
towards endogenous variables
(Development of MSMEs) through
mediation (Principle of Profit-Sharing
Distribution).  While the remaining
31.20% is influenced by other variables
not used in this study.

The average block VIF (AVIF)
value of 2,256 <4,346 <5,000 is included
in the accepted category and the
Average Full Colliniearity VIF (AFVIF)
value of 3,300 <4,149 <5,000 is included
in the accepted condition. This means
that the results of this analysis indicate
that each variable in this study is free
from multicollinearity. Freedom from
multicollinearity indicates that each
variable is not related to each other or
does not have a significant correlation so
that each variable used in this study is
independent or independent as shows in
Figure 1.

Y

(R)3i

R?=0.68

Figure 1. Design of Development of MSMEs in East Java
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Contribution of the Mudaraba
Financing, Musharaka Financing, and
the Principle of Profit-Sharing
Distribution in the Development of
MSMEs

Research results shows that the
mudarabah financing scheme has an
effect on the development of MSMEs, it
shows that the mudaraba contract
scheme carried out by means of
mudarabah  mutlagah, mudarabah
muqayyadah, and mudarabah
mustyarakah  contributes to  the
development of MSMEs as a whole. The
results of this study support the previous
research conducted (Afkar et al., 2019)
where the development of MSMEs
according to the perspective of MSMESs
actors can be carried out by designing a
mudarabah capital scheme with a
mudarabah mutlagah design, meaning
between MSMEs actors and business
capital providers (in this case Islamic
Bank) can develop MSMEs such as
increasing income, enlarging business
scale, and business diversification when
Islamic banks provide opportunities for
MSMEs actors to fully manage their
business while still adhering to sharia
principles. Adherence to Islamic sharia
principles is also supported by (Susilo &
Anam, 2018) which explains that
compliance  with  Islamic  sharia
principles is one of the requirements that
must be carried out for transactions
based on natural uncertainty contracts
because there is a risk of uncertainty in
business investment.

Further research conducted with
the mudarabah scheme (Afkar, et al.,
2020) the results remain consistent that
the mudaraba capital scheme indicates
that it can contribute to the development
of MSMEs. It means that using the
mudarabah capital scheme can provide
opportunities for MSMEs actors to
develop their business, such as support
from microfinance institutions in terms of
access to finance and the need to adjust
technological developments in
marketing their products (Kholidah &
Hakim, 2018). However, it is different
from (Sakur, 2011) which explains that
the use of financing as business capital

does not have a contribution to the
development of MSMEs but rather a
strategy in product marketing that needs
to be developed. In addition (Ariani &
Utomo, 2017) also revealed that the
development and competitiveness of
MSMEs in Tarakan was carried out by
maintaining the quality of raw materials,
legality or product permits that were
qualified, prices that remained
competitive and improving human
resources. Thus, as happened in
Malaysia and Pakistan that small and
medium enterprises need fundamental
steps to develop and grow as
businesses that contribute to the
national economy (Khan & Khalique,
2014).

Various development of MSMEs
strategies show the purpose of MSMEs
actors, the role of financial institutions,
and the government to pay attention to
the sustainabilty of MSMEs in
contributing to the national economy. As
stated (Istikhoroh et al., 2018) that to
build the sustainability of small and
medium enterprises can be done by
strengthening  triple  bottom line
management, namely people, planet,
profit. Profit cannot be separated from
every business sustainability, therefore
this study provides an overview of the
contribution  of the  musharakah
financing scheme where the parties
involved in the musharakah scheme are
entitted to benefit according to the
agreement in the contract and also
share the risk of loss in accordance with
the portion of paid-up capital. Even so,
this musharakah financing scheme
provides opportunities for MSMEs
actors to have a complete business from
the business that is being carried out
together with business partners by
conducting musharakah mutanagisah
contract, it is evident in this study that
musharakah financing provides the most
dominant contribution. The musharakah
mutanagisah contract scheme can be
carried out by mutual agreement until
the end of the contract period through
the return of the total capital portion to
the business partner (Nurhayati &
Wasilah, 2015).
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Principle of profit-sharing
distribution in this study can be an
intervening variable in the development
of MSMEs in East Java. Basically, the
application of the principle of profit-
sharing distribution takes into account
the indicators of revenue sharing, profit
sharing and risk sharing. It means that in
addition to the sharing of profits based
on an agreement, whether it is using the
calculation of net or gross profits, the
sharing of risks against business losses
is an indicator of fairness in doing
business. The loss in business with this
profit sharing design is one of the risks
faced in business competition for
MSMEs actors (Sener et al., 2014), on
the other hand it is also a risk for Islamic
banks which will result in the emergence
of Non Performing Financing). As long
as the risk of loss is not carried out
intentionally by the MSMEs actors, the
distribution of the risk of loss is still in
accordance with the mudarabah and
musharakah contract, but if the loss is
caused because the MSMEs actor as a
financing customer deliberately provides
reports on incorrect business activities
and negligence by the MSMEs actor,
then the agreement risk sharing does
not apply in the design of profit sharing
systems.

Design of MSMEs Development
Findings in this study are the
contribution of the principle of profit-
sharing distribution as an intervening
variable in the development of MSMEs
through the mudarabah and
musharakah contract schemes. The
findings of this study are seen from the
perspective of MSMEs Actors in looking
at the products of Islamic financial
institutions that provide sharia financing
products with a profit-sharing system.
the type of profit-sharing financing does
not dominate the various types of
financing available in Islamic financial
institutions  such as  murabahah
financing (Iskandar, 2016) but the profit-
sharing segment is for the productive
sector with the aim of helping
entrepreneurs who are classified as
MSMEs to develop their businesses.

The point of view of developing
MSMEs from sharia financial institutions
as providers of funds through financing
can be seen from their role in providing
financing to MSMEs with mudarabah
and musharakah financing schemes. Of
course, it role cannot be separated from
obtaining profits in the profit-sharing
scheme so that it becomes one of the
funds that can be used to support
national economic growth through the
development of MSMESs. This statement
is in line with (Permata et al., 2014)
which explains that mudarabah and
musharakah financing is able to
contribute to profits for Islamic banks.
Likewise (Wibowo & Sunarto, 2014) with
the same explanation, but different from
(Sari & Anshori, 2018) which states that
musharakah financing has an effect on
profits while mudarabah financing has
no effect, this is the same as research
(Afkar, 2017) where it is explained that
mudarabah financing has no effect on
profits. Even so, mudarabah and
musharakah financing have an effect on
profits, always followed by the presence
of Non Performing Financing which can
weaken the ability of Islamic banks to
earn profits (Afkar, et al., 2020).
However, there is a different view from
(Saputra, 2013) which explains that Non
Performing Financing has no effect on
the profitability of Islamic banks. Thus, in
principle, Islamic financial institutions as
owners of funds still have the right to
benefit even though there is a risk of loss
in the mudarabah and musharakah
financing schemes.

The development of MSMEs
from the perspective of MSMEs actors
can be seen from the dominant
contribution of musharakah financing in
developing MSMEs by mediating the
principle of profit sharing even though
previous research was more dominated
by mudarabah mutlagah financing
(Afkar et al., 2019), where MSMEs want
a sharia financing scheme with way of
partnership through co-financing with
different portions of the capital injection.
In addition, profit sharing is also in the
form of mutual agreement and risk loss
sharing according to the portion of paid-
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up capital, plus there is an opportunity
for MSMEs actors to own this business
through musharakah mutanagisah after
the contract period is over. As long as
the MSMEs actors do not violate the
provisions in the agreed musharakah
contract, there will be no problems such
as delaying payment of their loans. In
addition, this musharakah scheme
provides an opportunity for the parties
involved to participate in managing the
business being carried out so that the
opportunity not to comply with sharia
principles does not exist because there
is joint control in running a sharia-based
business which is a requirement for
sharia transactions (Susilo & Anam,
2018) as well as a form of compliance of
Islamic financial institutions with Islamic
sharia principles in  running their
business (Sepky, 2015).

The dominance of musharakah
financing in its contribution to developing
MSMEs illustrates that togetherness in
managing business assets is very
important, where each party involved
transfers capital to each other and
becomes a business manager. Judging
from the mixed theory, it can be seen
that MSMEs actors and Islamic financial
institutions mix their capital (money and
assets) which in the end will get
compensation in the form of profits
according to the agreement and sharing
the risk of loss according to the portion
of paid-up capital. On the other hand,
when viewed from the agency theory in
the profit-sharing scheme, there is a
desire to mutually maintain the
sustainability of each other's business
so that the role of MSMEs actors as
agents that manage business finances
is carried out in accordance with the
principles of distribution of profit sharing
with revenue sharing, profit sharing, and
fair risk sharing. Meanwhile, Islamic
financial institutions as the owner of
funds (Shahibul maal) expect fair profits
with honesty in reporting business
activities so that there is no information
asymmetry that allows fraud (Afkar, et
al., 2020). Fairness and honesty in the
principle of profit-sharing distribution will
have a positive impact on the

development of MSMEs with mudaraba
and musharaka financing as a form of
business investment.
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CONCLUSION AND
RECOMMENDATION

Ideal design for developing
MSMEs in East Java- Indonesia through
profit-sharing scheme is carried out by
means of MSMEs actors utilizing
mudarabah financing and musharakah
financing through the application
principles of profit-sharing distribution,
while Islamic financial institutions
provide sharia financing in accordance
with the wishes of MSMEs actors with
fair business cooperation in distribution
profit and risk sharing of business losses
in accordance with Islamic sharia
principles. The development of MSMEs
in the form of increasing income,
increasing business scale, and business
diversification will be achieved if the
implementation of the correct profit-
sharing distribution principle by paying
attention to revenue sharing, profit
sharing, and sharing of risk of loss
contained in mudarabah and
musharakah financing.

In East Java shows that
Musharakah financing is the most
dominant type of sharia financing in the
development of MSMEs which is
mediated by the principle of profit-
sharing distribution, thus the design of
MSMEs development that is more
attractive to MSMEs is by cooperating
business partnerships through capital
deposits and joint business
management. Its means that MSMEs
actors are not only users of funds from
musharakah financing but also as
business owners according to the
portion of capital owned in the business
being run, besides that there is an
opportunity to own the business after the
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musharakah contract period is over with
the agreement of the parties involved in
the contract, of course the business is
being carried out based on Islamic
sharia principles.
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