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ABSTRACT JUNE 2025

Micro, Small, and Medium Enterprises (MSMESs) play a central role in sustaining
regional and local economies, yet they face persistent challenges such as limited access to
finance, inadequate human capital, weak digital adoption, and fragmented market
networks. These problems are particularly acute at the micro-regional scale, where
infrastructure and institutional capacity are constrained. This study proposes a sectoral
development model of MSMEs at regional and micro-regional levels as a strategy for
sustainable economic empowerment. The model integrates four key elements:
identification of local sectoral potentials, clustering of MSMEs based on sectoral
strengths, integration of digital and green innovations, and multi-stakeholder
collaboration. Data were drawn from literature review, secondary data, and a limited
survey of 30 MSMEs in Java and Eastern Indonesia, complemented by a case study of
the Jepara furniture cluster. Findings indicate that sectoral clustering enhances
productivity, competitiveness, and resilience, while digital adoption and green practices
contribute to long-term sustainability. The model has implications for policy design,
financing schemes, and regional economic planning, and highlights the roles of
government, academia, financial institutions, private actors, and communities. This
research contributes a novel framework that bridges theory and practice, offering
actionable insights for strengthening MSME resilience and aligning local economic
development with the Sustainable Development Goals.
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INTRODUCTION

MSMEs are vital to economic development globally, representing about 90% of
businesses and contributing approximately 70% of global GDP. They serve as engines of
inclusive growth, innovation, and poverty reduction, directly linked to the Sustainable
Development Goals (SDGs). In Indonesia, MSMEs account for nearly 100% of
enterprises and contribute 58% of national GDP. Yet, they continue to struggle with

limited capital, market constraints, and supply chain disruptions, vulnerabilities that were JABKES
exacerbated during the COVID-19 pandemic. Post-pandemic, digital transformation has
emerged as a critical factor for resilience. Over 12 million MSMEs in Indonesia entered e

the digital ecosystem, with more than half reporting improved performance. However, Al B A
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barriers such as low digital literacy and inadequate infrastructure persist. In parallel, IBI Kesatuan
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sustainability and economic competitiveness. Despite growing attention to MSME
empowerment, research gaps remain. Prior studies emphasize clustering and
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entrepreneurship, but few integrate sectoral clustering, digital adoption, and green
innovation at the micro-regional scale. This study addresses this gap by proposing and
analyzing a sectoral development model tailored for MSMEs at both regional and micro-
regional levels. The objectives of this study are to identify local economic potentials as the
foundation for MSME sectoral development, develop a sectoral clustering framework to
enhance competitiveness, integrate digital and green innovations into MSME
development, and propose an actionable multi-stakeholder collaboration model for
sustainable empowerment.

Theoretical Basis and Thinking Framework

This study draws upon four interrelated theories. First, the Resource-Based View
(RBV) suggests that local resources such as natural, cultural, and human capital provide
competitive advantage when effectively mobilized. Second, Cluster Theory emphasizes
that geographical concentration enhances productivity, knowledge spillovers, and market
integration. Third, Sustainable Development Theory argues that economic progress must
integrate social inclusion and environmental responsibility. Fourth, the Technology
Acceptance Model (TAM) highlights how the adoption of digital tools can improve
productivity and market access, although structural challenges remain. Building on these
perspectives, the proposed MSME development model consists of four layers: inputs
(local resources, institutional support, financial access, technology), processes (sectoral
clustering, capacity building, adoption of digital and green innovations, multi-stakeholder
collaboration), outputs (higher productivity, improved product quality, expanded market
access), and outcomes (sustainable empowerment across economic, social, and
environmental dimensions).

Conceptual Framework for Sectoral MSME Development

Inputs
- Local resources
- Policy support
- Finance & technology access

1

Processes
- Sectoral clustering
- Capacity building

- Digital & green innovation
- Multi-stakeholder collaboration

1

Outputs
- Productivity increase
- Improved product quality
- Market expansion

1

Outcomes
- Sustainable empowerment
- Inclusive participation
- Environmental responsibility

METHOD

This study employs a mixed qualitative-conceptual approach. A literature review was
conducted to map global and national perspectives on MSMEs, clustering, and
sustainability. Secondary data from national MSME reports and international
organizations such as ILO, OECD, and UNDP were analyzed. A case study of the Jepara
furniture cluster was undertaken using secondary sources and stakeholder interviews with
12 participants. Additionally, a small survey of 30 MSMEs across two micro-regional
clusters (agro-products in Java and handicrafts in Eastern Indonesia) was conducted to
examine digital adoption, challenges, and outcomes.



RESULTS AND DISCUSSION

The findings indicate that MSMEs rely heavily on local resources, yet their utilization
is limited without adequate institutional and financial support. Consistent with RBV,
leveraging indigenous resources drives resilience and innovation. Sectoral clustering
emerged as a critical driver of synergy, as clusters facilitated shared infrastructure,
knowledge transfer, and market access. Digital adoption expanded market reach,
although challenges in literacy and infrastructure persist. Green innovations such as eco-
friendly production enhanced sustainability and consumer trust. MSMEs adopting
clustering and digital tools reported measurable improvements in productivity, quality,
and market access. Evidence from Jepara showed reduced costs by 12% on average and
expanded customer bases, with more than 60% reaching markets beyond the region. The
outcomes of this model are reflected in economic gains through higher incomes and job
creation, social improvements through greater inclusion of women and youth, and
environmental benefits through circular economy practices. Comparatively, the
individual entrepreneurship model focuses on personal capacity with limited collective
impact, while the cooperative model enhances formal structures but often faces
bureaucratic challenges. The sectoral clustering model balances independence and
synergy, making it more adaptive for diverse local economies. However, challenges
remain in the form of regulatory inconsistencies, digital divides in remote areas, and low
trust among MSMEs. Addressing these barriers is critical to ensuring successful
implementation.

Percentage of
Indicator Respondents
(n = 30)
Adopted at least one digital tool (e-commerce, digital 63%
payment, etc.) ’
‘Actively integrated digital marketing strategies H 27% ‘
‘Reported increase in monthly sales after digital adoption H 15% (average increase) ‘
‘Main Barriers H ‘
‘Low digital literacy H 45% ‘
‘Limited internet infrastructure H 38% ‘
‘Lack of trust in digital transactions H 22% ‘
‘Insufﬁcient financial resources for digital investment H 18% ‘

As shown in Table 1, while a majority of MSMEs (63%) have adopted at least one
digital tool such as e-commerce or digital payment systems, only a small proportion (27%)
have progressed toward more advanced practices such as digital marketing. The findings
also highlight significant barriers, with low digital literacy (45%) and limited internet
infrastructure (38%) emerging as the most critical challenges. These results suggest that
although digital adoption is increasing, the transformation process remains partial and
uneven, requiring targeted interventions to strengthen digital skills and infrastructure
support in micro-regional contexts.

CONCLUSION

This study concludes that sectoral development of MSMEs offers an effective strategy
for local economic resilience and sustainable empowerment. By leveraging resources,
organizing clusters, and integrating digital and green innovations, MSMEs can enhance
productivity, market access, and long-term sustainability. Theoretically, this study
provides an integrative model linking RBV, cluster theory, sustainability, and TAM, and
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contributes to the literature on MSME development at the micro-regional scale.
Practically, the study implies that regional governments should prioritize local resource
mapping and optimization, facilitate MSME clustering with incentives and institutional
support, promote digitalization and eco-friendly practices, and strengthen multi-
stakeholder collaboration involving governments, financial institutions, academia,
private sector, and communities. Inclusive participation of women, youth, and
marginalized groups should be prioritized, while integration into national and global
value chains requires support for product standardization, certification, and branding.
This study is limited by its small survey sample and partial reliance on secondary data.
Future research should empirically test the proposed model using quantitative approaches
such as SEM-PLS or conduct longitudinal case studies across sectors.

The proposed sectoral development model positions MSMEs as agents of sustainable
transformation at the regional and micro-regional levels. Future research could
empirically test this model through quantitative approaches such as Structural Equation
Modeling (SEM) or explore case studies of successful MSME clusters across diverse
sectors and regions. This would provide further insights into refining strategies and
ensuring that MSMEs continue to serve as the backbone of inclusive and sustainable
economic development.
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