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Abstract

The purpose of this study is to see the use of MSME digitalization to develop MSME:s as
a pillar of economic development. Digitalization is very necessary in the global era, where
human resources are required to be able to adapt to the development of digitalization.
However, in reality, this has not happened comprehensively in various aspects of
MSME:s. The reason behind this research is that many MSME:s still do not have adequate
capabilities in terms of digitalization. The research method used is the literature review
method and digitalization theory which explains the use of digitalization for the
development of MSMEs. The results of the study show that the use of digitalization is
very influential in increasing the competitiveness of MSMEs and their development.
MSME:s also contribute optimally to economic development. The suggestion from this
study is that training and development of digitalization capabilities are needed in an effort
to increase the development of MSMEs as a pillar of Indonesia's development.
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1. Introduction

MSMEs have an important role in economic development. MSMEs are a very vital
sector for the Indonesian economy. Based on data from the Ministry of Cooperatives and
SME:s in 2022, MSMEs contribute around 61.07% to national GDP and absorb 97% of
the workforce. MSME:s are the backbone of Indonesia's economy, contributing more than
60% to the Gross Domestic Product (GDP) and absorbing around 97% of the workforce
(Ministry of Cooperatives and SMEs, 2022).

However, MSME:s still face various obstacles, such as limited market access, capital,
and management capabilities. In the era of the industrial revolution 4.0, digitalization is
the key to overcoming challenges. Along with the increasingly digital world, the adoption
of digital technology and the use of digitalization have emerged as an important strategy
to be a solution to this problem by strengthening the MSME sector and encouraging
economic development in Indonesia. Digitalization not only makes it easier for MSMEs
to market their products, but also improves operational efficiency and opens access to
financing sources. Therefore, the development of Micro, Small, and Medium Enterprises
has become an important focus of the Indonesian government in achieving economic
growth and welfare.

Digitalization can open up opportunities in the development of MSMESs such as market
expansion, increased operational efficiency, and access to financing. The results of the
study show that the adoption of digital technology can increase the competitiveness of
MSMEs and contribute significantly to national economic growth. Digitalization has
become an integral part of business transformation in various sectors, including Micro,
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Small, and Medium Enterprises (MSMEs). Digitalization has become a key element in
business transformation, especially for Micro, Small, and Medium Enterprises (MSMEs).
The COVID-19 pandemic has prompted many MSMEs to turn to digital platforms as a
way to survive and thrive. This creates opportunities for innovation in business models
and marketing (Wilestari et al., 2023).

With digitalization, MSMEs can significantly expand their market reach. The use of
online platforms allows them to reach consumers in a variety of locations that were
previously unreachable (Pramesworo et al., 2024) . Digitalization supports increased
efficiency in business processes, such as financial recording and inventory management,
which were previously done manually. For example, businesses such as Sanfresh have
successfully implemented a digital-based financial recording system that facilitates sales
analysis (Harto et al., 2023).

However, the reality on the ground shows that only about 20% of MSMEs have
adopted digital technology, mostly due to a lack of knowledge and skills among MSME
actors. This indicates the need for training and competency improvement in the use of
digital technologies. Many MSMEs face challenges related to internet quality and
adequate technology accessibility. This can hinder their ability to operate effectively in
the digital environment. With more and more businesses turning to digital, competition
is becoming more intense. MSMEs need to continue to innovate and adapt to market
trends to stay competitive (Arnu et al., 2024) (Wilestari et al., 2023) (Pramesworo et al.,
2024).

Digitalization is an important step for MSMEs to survive and develop in this modern
era. Despite significant challenges, the opportunities offered by digital transformation can
help MSMEs improve their competitiveness and operational efficiency. Therefore,
related research is needed in developing digitalization so that digitalization activities can
develop optimally. This research was conducted with the aim of analyzing the use of
digitalization in the development of MSMEs as a pillar of economic development.

2. Theoretical Background
2.1 MSMEs

MSMEs are one of the effective ways to reduce poverty and unemployment in
Indonesia. MSMEs are recognized as a major contributor to national development,
besides that they can also be a considerable job opening for workers in Indonesia who are
in dire need of jobs in the midst of difficulties in getting jobs in the current era of
globalization. MSMEs need to receive more attention from the government so that they
can develop more in Indonesia.

2.2 Digitalization Theory
2.2.1 Technology readiness index (TRI)

The Technology Readiness Index (TRI) is a theory developed by Parasuraman in 2000.
TRI is a method to measure a person's readiness to accept and use new technology. TRI
uses four variables as a benchmark, namely: Optimism, Innovation, Discomfort,
Insecurity.

Optimism. Many MSMEs see digitalization as an opportunity to improve efficiency
and market access. For example, MSMEs in the fashion sector have leveraged e-
commerce platforms to reach international customers, demonstrating confidence in the
benefits of technology.
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Innovating. MSMEs that have an innovative tendency are faster in adopting digital
technology. For example, startups in the fintech sector such as OVO and DANA have
changed the way financial transactions are conducted in Indonesia, followed by MSMEs
that have begun to accept digital payments (Sutrisno & Widiastuti, 2022).

Discomfort. Discomfort is often felt by MSMEs related to the cost of implementation
and the complexity of technology. For example, many MSME:s in the agricultural sector
face challenges in adopting smart agricultural management systems that require initial
training and investment (Rizki & Setiawan, 2023).

Insecurity. Doubts regarding data security and privacy can hinder the adoption of the
technology. Many MSMEs in the health sector are still hesitant to use cloud-based
management systems due to concerns about patient data security (Handayani & Nugroho,
2021).

2.2.2 Technology Adoption Model

TAM (Technology Acceptance Model) is an information system theory that explains
how users accept and use new technologies. This model was developed by Fred Davis in
1989. The use of TAM-based digitalization is as follows:

Perception of ease of use. Technologies that are considered easy to use are adopted
faster. MSMEs that adopt cloud-based point-of-sale (POS) systems find that ease of use
and integration with other systems drives their adoption (Agus & Widodo, 2022).

Perception of benefits. Technologies that are perceived to provide tangible benefits are
more likely to be adopted. For example, e-commerce applications such as Tokopedia and
Bukalapak have helped MSMEs in the retail sector to increase sales and manage inventory
more effectively (Prasetyo & Rahardjo, 2023).

3. Methods

This research uses a literature rivew approach with a qualitative method. The method
used is a literature review by collecting data from various journals. Data analysis is carried
out quantitatively and qualitatively, by presenting graphs to visualize the findings. The
focus of the research is to analyze the impact of digitalization on the development of
MSMESs and its contribution to economic development. The data is analyzed qualitatively
to identify trends, benefits, and challenges in the adoption of digital technology by
MSME:s.

4. Results and Discussion
4.1 Study on the Utilization of Digitalization for MSME Development

Based on literature studies, studies such as Benchmarking the MSME ecosystem in
Indonesia found that the digital economy has a significant role in supporting the growth
and competitiveness of MSMEs. (Putra et al., 2019). This study highlights the importance
of encouraging digital transformation among MSMEs to improve their productivity,
performance, and financial inclusion (Muditomo & Setyawati, 2022). Another study also
investigated the interactive components of the digital MSME ecosystem for an inclusive
digital economy in Indonesia. The study identifies important factors that contribute to the
successful implementation of digitalization among MSMEs, such as policy support,
digital infrastructure, and capacity building. (Putra et al., 2019).

According to research by Sari et al. (2023), MSMEs that utilize digital platforms have
experienced an increase in sales of up to 40%. In addition, social media such as Instagram
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and Facebook are also effective marketing tools to increase brand visibility. Digitalization
allows MSMEs to reach a wider market through e-commerce platforms and social media.

Another study conducted by INDEF shows that in the past year, 50 of the total MSME
respondents used the Shopee e-commerce application in running their businesses online.
This indicates that half of the MSMEs in this survey are familiar with using e-commerce
platforms to sell. In addition to Shopee, online sales places that are also widely used by
MSMEs are Facebook Marketplace (33.46%), Instagram Shop (28.74%), and TikTok
Shop (20.87%). Furthermore, there are 17.32% of MSMEs that sell online on food
delivery service applications (Online Food Delivery).

Overall, the influence of digitalization for MSME actors who switch from offline
businesses to online businesses (MSMEs in the Offline-Online category) has a positive
influence. This positive influence is marked by an increase in the number of workers and
the average annual turnover generated by MSMEs in the Offline-Online category after
digitizing their business (INDEF, 2024).

" <25% 26%-50% = 51%-75% 76%-100%
= Tidak ada penambahan

7,14%

4,76%

41,07%

Figure 1. Increasing the Average Annual Turnover of MSME Groups through
Digitalization
Source: INDEF, 2024

The figure above shows that after starting to digitize their business, 24.42% of MSME
actors in the Offline-Online category admitted to experiencing an increase in the number
of workers. In this context, of the 24.42% who experienced an increase in the workforce,
71.43% of them increased the workforce by up to 2 people. In terms of turnover, after
using online platforms, 88.37% of MSME actors in the Offline-Online category stated
that they experienced an increase in annual average turnover. A total of 66.28% of them
experienced an increase in annual average turnover of up to 50% after using the online
platform for their business.

Based on the literature review, it can be concluded that Digitalization provides many
benefits for MSMEs, including increased market access through e-commerce, operational
efficiency through digital payment systems, and better business management through the
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use of applications. The increase in turnover value illustrates that digitalization has a
positive impact on the development of MSMEs.

However, technology adoption still faces considerable challenges, especially for
MSMEs located in remote areas with limited internet access and technological
infrastructure. In addition, a lack of understanding of technology, concerns about the
security of digital transactions, and limited capital to invest in technology are the main
obstacles that must be overcome. The three main challenges of selling online in the
results of this survey are in line with a study from Skare, et al (2022) which states that the
main challenges of selling online are the lack of skilled labor, lack of experienced
managers, and competitive abilities that must be qualified.

It is necessary to develop aspects to maximize the digitalization of MSMESs. The use
of digitalization in the development of MSMEs is a strategic step that can increase
business competitiveness and sustainability in the digital economy era. However, the
success of the implementation of digital technology by MSMEs does not only depend on
the availability of the technology itself, but also on factors that affect technology
adoption, such as the Technology Acceptance Model (TAM) and Technology Readiness
Index (TRI).

TAM explained that the success of technology adoption by MSMEs is greatly
influenced by Perceived Usefulness (PU) and Perceived Ease of Use (PEOU). If MSMEs
feel the real benefits of digital technology in improving business efficiency and expanding
the market, and feel that the technology is easy to use, then the adoption rate will be
higher. Therefore, it is important for stakeholders such as governments, financial
institutions, and technology companies to provide technology that is not only advanced
but also user-friendly for MSME:s.

On the other hand, TRI identified that the readiness of MSMEs in adopting technology
is influenced by four main dimensions, namely Optimism, Innovativeness, Discomfort,
and Insecurity. MSMEs with a high level of optimism and innovation tend to be faster in
adopting new technology, while inconvenience and insecurity factors towards technology
can hinder the digitalization process. Therefore, an approach that focuses on increasing
digital literacy, reducing psychological barriers, and increasing trust in technology
security is very crucial in accelerating digital adoption by MSMEs.

This is in line with research conducted by INDEF which shows that based on the results
of the overall survey, both in the Offline-Online MSME and Online MSME categories
from the beginning, MSME actors revealed their main reasons for implementing business
digitalization, including practicality in selling online (79.13%), wider exposure/traffic
(72.83%), and the potential for faster business growth (69.69%). The success of selling
online is inseparable from the role of digital platforms, including e-commerce. The
majority of business actors stated that digital platforms increase sales (100%), strengthen
customer relationships and loyalty (99.21%), and increase the number of customers
(98.82%). This states that digital platforms are able to increase sales both from
strengthening relationships and loyalty from existing customers and expanding the
increase in the number of new customers (INDEF, 2024).
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Praktis, bisa menjalankan bisnis dimana saja 79,13%
Lebih luas menjangkau pasar (exposure/traffic) 72.83%
Potensi pertumbuhan bisnis yang lebih cepat 69.69%

Kecepatan peluncuran produk atau promosi baru secara online 64,17%

Biaya operasional yang lebih rendah 63.78%

Dukungan layanan pelanggan yang lebih efisien dalam bisnis online 56.30%

Ad duk dari platform bagi usah
anya dukungan dari platform bagi usaha 5472%

20% 40% 60% 80%
Persentase UMKM (%)

Figure 2. Top Reasons for Implementing Business Digitalization
Source: INDEF, 2024
Things that can be done to develop MSMEs through digitalization based on TRI and
TAM are as follows:

Transformasi Digital UMKM: Teknologi, Keterampilan, dan Kolaborasi

0

X

Pelatihan Kemitraan
Edukasi Jaringan
Ramah Pengguna 28 | = E-commerce dan Pemasaran
|8 ama engguna = »ﬁ e masa
\ ) =R Digita
Pemerintah :

Pemasaran Online
Institusi Keuangan ) o
Penjualan Digital
Perusahaan Teknologi

[ Sistem Pembayaran Digital f:@j E?Q Aplikasi Manajemen Bisnis J

Efisiensi Transaksi Manajemen Operasional

Keamanan Pembayaran Analisis Data

Figure 3. Utilization of Digitalization for MSME Development
1) Digital Transformation through E-commerce and Digital Marketing

Digitalization can be used to expand the MSME market through e-commerce
platforms and social media. By utilizing the marketplace, MSMEs can reach a wider
range of consumers without having to own a physical store. Digital marketing through
social media, paid advertising, and SEO (Search Engine Optimization) strategies also
allows MSMEs to increase visibility and attract new customers at a more cost-
effective rate than conventional marketing methods.
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2) The Use of Digital Payment Systems to Improve Transaction Efficiency.

Digital payment systems such as e-wallets, QRIS, and mobile banking allow MSMEs

to receive payments faster, safely, and without having to rely on cash. This not only

increases convenience for customers but also helps MSMEs in better transaction
recording, which ultimately supports more professional business financial
management.

3) Utilization of Business Management Applications and Software.
MSME:s can improve operational efficiency by utilizing cloud-based applications and
software for stock management, financial records, and customer relationship
management (CRM — Customer Relationship Management). With digitalization in
business management, MSMEs can save time and costs and reduce the risk of errors
in business operations.

4) Digital Skills Improvement through Training and Education.
In order for MSME:s to truly experience the benefits of digitalization, business actors
need to be provided with training on digital literacy, cybersecurity, and digital
marketing strategies. With increasing digital skills, MSMEs will be better prepared to
adopt technology and be more confident in utilizing various digital platforms to grow
their businesses.

5) Collaboration with the Digital Ecosystem.

MSMEs can more quickly adapt to digitalization through collaboration with various

parties, such as marketplaces, digital banking, fintech companies, and the

government. Support from this digital ecosystem can help MSMEs in gaining access
to business capital, wider marketing, as well as legal protection and security of digital
transactions.

Overall, digitalization provides a great opportunity for MSMEs to grow, but it also
presents challenges that must be overcome through a systematic and collaborative
approach. By understanding the factors influencing technology adoption through TAM
and TRI, as well as by overcoming the key barriers identified in the literature study,
MSMEs can make optimal use of digital technologies to improve the competitiveness and
sustainability of their businesses in this digital era.

Digitalization provides a great opportunity for MSMEs to grow faster and more
efficiently. By utilizing digital technology, MSMEs can increase business scale, optimize
business operations, and expand market reach both at the national and international levels.
However, the successful use of digitalization requires technological readiness, user
readiness, and support from various stakeholders. Therefore, a holistic strategy through
digital education, infrastructure improvement, and collaboration with the digital
ecosystem is needed so that MSMEs can take full advantage of digitalization and
sustainability. With the right approach, digitalization is not only a tool for MSMEs, but
also a key factor in building a more inclusive, competitive, and highly competitive
business ecosystem in the digital economy era.
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4.2 The Role of MSME Development as a Pillar of Development through Digitalization
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Figure 4. The Role of MSME:s as a Pillar of Economic Development

Digitalization has a very significant impact on the development of MSMEs themselves
as well as economic development as a whole. Here are some of the impacts obtained if
the digitization of MSMEs runs optimally:

1) Increased Productivity and Operational Efficiency
With the adoption of digital technology, MSMEs can automate various business
processes such as inventory management, accounting, and marketing. The use of
information systems and e-commerce allows MSMEs to reduce operational costs
through efficiency in production and distribution, increase the speed of service to
customers, and facilitate access to more accurate business data for decision-making.
Research shows that the application of information technology, such as accounting
information systems and e-commerce, has a positive impact on the operational
efficiency of MSMEs, including in better inventory management, financial tracking,
and decision-making. Digital technologies such as inventory management systems
and accounting applications help MSMEs manage business operations more
efficiently. A study by Wijaya and Prasetyo (2022) shows that the use of information
technology can reduce operational costs by up to 25%. This allows MSME:s to allocate
resources more effectively. Digital technologies such as inventory management
systems and accounting applications help MSMEs manage business operations more
efficiently.
2) Greater Access to Global Markets

Digitalization allows MSMEs to reach consumers outside their geographical area,
both at the national and international levels. Studies show that digitalization has a
huge positive impact on the development of MSMEs, including wider market access
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and more effective marketing. Digitalization allows MSMEs to reach a wider market
through e-commerce platforms. MSMEs in the culinary sector such as cafes and
restaurants in Jakarta who use online delivery applications expand their market reach
and increase income (Rizki & Setiawan, 2022).
With a presence on e-commerce platforms and the use of digital marketing strategies,
MSMEs can:
a) Reach potential customers without the limitations of physical locations.
b) Increase product exports through global platforms.
¢) Optimize marketing strategies with digital data analytics.

3) Increasing Financial Inclusion and Ease of Access to Funding
Digital payment systems, such as e-wallets and fintech platforms, accelerate
transactions and increase financial inclusivity for MSMEs. In addition, digitalization
also opens access to more flexible financial services, such as fintech-based digital
loans that are more accessible than conventional banks, Crowdfunding and peer-to-
peer lending that accelerate business capital raising, and transaction-based digital
credit scores that allow MSMEs to get credit with lighter terms. With digitalization,
MSMESs can save time and costs that were previously used for manual processes, as
well as run more effective and scalable marketing campaigns.

4) Driving Innovation and Competitive Advantage.
Digitalized MSME:s tend to be more innovative in developing products and services.
The use of technology such as big data and the Internet of Things (IoT) allows
MSME:s to Develop products that are more in line with market needs based on data
analytics, improve customer experience through technology-based services, Adapt
faster to changes in industry trends. Digitalization allows MSMEs to grow and
compete in an increasingly competitive industry.

5) Contribution to Macroeconomic Growth
As MSMEs become increasingly digitalized, their positive impact on the national
economy becomes more significant. Some of the macro benefits that can occur
include
a) Increasing National GDP: The digitization of MSMEs can significantly increase

the contribution to national GDP.
b) Job Creation: Fast-growing MSMEs will absorb more labor in various sectors.
¢) Economic Equity: With digitalization, MSMEs in remote areas can also develop,
reducing economic disparities between regions.

The digitization of MSMEs will have a huge impact in increasing productivity,
expanding market access, increasing financial inclusion, encouraging innovation, and
accelerating national economic growth. However, to achieve this, it is necessary to
support a strong digital ecosystem, increase digital literacy, and government policies that
support the acceleration of MSME digital transformation. With optimal digitalization,
MSMEs can become the backbone of a more resilient and competitive economy in the
era of globalization.

5. Conclusion

Digitalization provides many benefits for MSMEs, namely increased turnover,
including increased market access through e-commerce, operational efficiency through
digital payment systems, and better business management through the use of applications.
Technology still faces considerable challenges, especially for MSMEs located in remote
areas with limited internet access and technological infrastructure. The success of the
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implementation of digital technology by MSMESs does not only depend on the availability

of technology itself, but also on factors that affect technology adoption, such as the

Technology Acceptance Model (TAM) and Technology Readiness Index (TRI). MSMEs'

efforts to adapt to digitalization are Digital Transformation through E-commerce and

Digital Marketing, the Use of Digital Payment Systems to Improve Transaction

Efficiency, the Utilization of Business Management Applications and Software, Digital

Skills Improvement through Training and Education, and Collaboration with the Digital

Ecosystem. The impact of economic development is due to the digitalization of MSMEs

running optimally, namely: 1). Increasing Productivity and Operational Efficiency, 2).

Greater Access to Global Markets. 3) Increasing Financial Inclusion and Ease of Access

to Funding, 4). Encouraging Innovation and Competitive Advantage, and 5) Contributing

to Macroeconomic Growth.
The suggestions from this study are as follows:

1) Training and development of digitalization skills in an effort to increase the
development of MSMEs as a pillar of Indonesia's development. Digital education and
mentoring programs for MSMEs must continue to be improved. Continuous training
on the use of digital technology in business can help MSMEs overcome the
psychological and technical obstacles they face.

2) Collaboration between the government, the private sector, and the community that
can optimize digitalization for the development of MSMEs.

3) The government's role in creating policies that support the digitalization of MSMEs,
such as providing tax incentives for technology adoption and expanding access to
digital infrastructure.

4) The involvement of education and training institutions in improving the digital
literacy of MSME actors so that they can understand and optimize the available
technology.

5) Digital platforms such as marketplaces and fintech can also play a role in making it
easier for MSMEs to transact and manage their businesses more efficiently.
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