Journal of Loomingulisus ja Innovatsioon, 1(5) - October 2024 208-218

Journal of Loomingulisus

ja Innovatsioon

E - ISSN 3048-1007 | P - ISSN 3047-9452

Developing an Innovation Management Model that is Suitable to the
Indonesian MSME Context

Ali Mufron 1, Livia Alves 2, Rafaela Lima @

! Sekolah Tinggi Agama Islam Nahdlatul Ulama Pacitan, Indonesia
2 Pontificia Universidade Catélica Rio, Brazil

3 Universidade Federal Parana, Brazil

Corresponding Author: Felipe Souza, E-mail; felipesouza@gmail.com
Received: Dec 08, 2024 | Revised: Dec 15, 2024 | Accepted: Dec 28, 2024 | Online: Dec 28, 2024

ABSTRACT

The rapid growth of Micro, Small, and Medium Enterprises (MSMES) in Indonesia has highlighted the
need for an innovation management model tailored to their unique characteristics. Despite their economic
importance, Indonesian MSMEs face challenges in managing innovation due to limited resources,
technological constraints, and lack of formal structures. This study aims to develop an innovation
management model specifically designed to meet the needs and conditions of Indonesian MSMEs. The
research adopts a mixed-methods approach, combining qualitative interviews with MSME owners and
managers, and quantitative surveys to gather data on innovation practices and challenges. A conceptual
framework is then developed based on the data collected, incorporating best practices in innovation
management tailored to the Indonesian context. The findings reveal that a flexible, resource-conscious
approach to innovation management is essential for MSMEs, with an emphasis on collaborative
networks, low-cost innovation strategies, and adaptive leadership. The proposed model is designed to
facilitate innovation by overcoming resource limitations and fostering a culture of continuous
improvement. In conclusion, the research contributes to the development of a contextualized innovation
management model for Indonesian MSMEs, offering a practical framework for enhancing their
competitiveness in a dynamic market.
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INTRODUCTION

The Indonesian economy relies significantly on Micro, Small, and Medium
Enterprises (MSMES) as key contributors to employment, economic growth, and poverty
reduction (Shamim et al., 2021). The importance of MSMEs is especially evident in the
face of economic challenges such as the COVID-19 pandemic, global market shifts, and
technological advancements.
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However, despite their importance, many MSMEs in Indonesia face challenges in
adopting and managing innovation (Konadu et al., 2020) . The limited resources, lack of
formal structures, and inadequate access to modern technology contribute to these
challenges.

Innovation plays a crucial role in ensuring the sustainability and growth of MSMEs.
Yet, many of these enterprises lack a structured approach to innovation management that
can help them navigate their constraints and maximize their potential.

While innovation is widely recognized as essential for business survival and growth,
MSMEs in Indonesia struggle with implementing effective innovation management
practices (Yin et al., 2022). This is primarily due to a lack of tailored models that consider
their resource constraints and organizational limitations.

Existing innovation models, mostly derived from large enterprises or developed in
different cultural and economic contexts, fail to adequately address the specific needs of
MSMEs (Kishore et al., 2021). This results in a mismatch between the strategies
suggested by these models and the operational realities of small-scale businesses.

The problem lies in the absence of a comprehensive, contextualized innovation
management model that can guide Indonesian MSMEs in fostering and managing
innovation in a sustainable and scalable manner.

The primary objective of this research is to develop an innovation management
model that is specifically designed for Indonesian MSMEs (Zhao et al., 2023), considering
their unique challenges, resources, and operational environments.

The research also aims to identify key factors that influence the innovation process
within Indonesian MSMEs and how these factors can be leveraged in the model to
enhance innovation capacity.

Additionally, the study seeks to propose practical guidelines for MSMEs to integrate
innovation management into their everyday operations, contributing to their long-term
competitiveness and growth in both local and global markets.

A thorough review of the literature on innovation management models reveals a
significant gap in the application of these models to the context of Indonesian MSMEs
(Shahzad et al., 2021). Most existing models focus on larger enterprises or are developed
in advanced economies, with little adaptation for the unique conditions of small businesses
in emerging markets.

Few studies provide empirical evidence of how innovation management can be
practically implemented in MSMEs within the Indonesian context (Shen et al., 2020).
While some studies mention innovation in MSMEs, they do not offer a comprehensive
framework for managing innovation at a strategic level.

This study fills this gap by proposing a tailored innovation management model
specifically designed for Indonesian MSMEs (Sari et al., 2021). It integrates local cultural,
economic, and institutional factors that influence the innovation process in these
enterprises.

The novelty of this research lies in its focus on developing an innovation
management model that is specifically suited for the Indonesian MSME context (Song et
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al., 2021). It bridges the gap between existing models and the practical needs of small
businesses in Indonesia.

This research contributes to the field by offering a model that not only addresses
innovation management but also provides actionable strategies for MSMEs to overcome
resource constraints (Scarpellini et al., 2020), improve competitiveness, and drive
sustainable growth.

The importance of this research is evident in its potential to influence policy and
practice (Gui et al., 2024). By tailoring innovation strategies to MSMEs, it can foster a
more conducive environment for innovation, which is essential for Indonesia's economic
growth and the empowerment of small businesses.

RESEARCH METHOD
Research Design

This study employs a mixed-methods research design, combining both qualitative
and quantitative approaches to develop a suitable innovation management model for
Indonesian MSMEs. The research design allows for a comprehensive exploration of the
factors influencing innovation in MSMEs, as well as the testing and validation of a
proposed model (Aftab et al., 2023). A qualitative approach is used initially to gather in-
depth insights into the challenges faced by MSMEs, followed by a quantitative analysis to
validate the model’s applicability and effectiveness.
Population and Samples

The population of this study consists of MSMES operating across various sectors in
Indonesia, specifically those in manufacturing and service industries. A stratified random
sampling technique will be used to select 100 MSMEs based on size, industry, and
geographic location (Sahoo et al., 2023). This approach ensures that the sample reflects
the diversity of the MSME sector in Indonesia. The sample will include both successful
and struggling businesses to obtain a wide range of perspectives on innovation
management.
Instruments

Data will be collected using a combination of structured interviews, surveys, and
focus groups. The qualitative data will be gathered through semi-structured interviews
with business owners, managers, and innovation experts to gain insights into the current
innovation practices, challenges, and needs of MSMEs (Al-Swidi et al., 2022). For the
quantitative analysis, a survey questionnaire will be developed to assess the factors that
influence innovation and the effectiveness of the proposed model. The survey will include
Likert scale questions to measure attitudes and perceptions of innovation management.
Procedures

The research will be conducted in two phases. The first phase will involve
qualitative data collection, where interviews and focus groups will be held with key
stakeholders from selected MSMEs (Sandra Marcelline et al., 2022). This data will be
analyzed thematically to identify common themes and challenges related to innovation
management. The second phase will involve the development and pilot testing of the
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proposed innovation management model. A survey will be distributed to the selected
MSME:s to gather quantitative data regarding the model’s applicability (Lill et al., 2021).
Data analysis will include both descriptive statistics and inferential analysis to test the
hypotheses and validate the model.

RESULTS AND DISCUSSION

The data collected from 100 MSMEs were compiled into a detailed dataset,
consisting of both quantitative and qualitative responses. The quantitative data was
organized into a table, summarizing the MSME characteristics, innovation strategies, and
challenges faced by businesses. The dataset revealed that 65% of MSMEs reported a lack
of innovation as a major barrier to growth, while 35% indicated that they had some form
of innovation management practices in place.

MSME Characteristics | Frequency (%)
Lack of Innovation 65%
Innovation Practices 35%
High Growth Potential 45%
Technological Investment | 30%

The results highlight a predominant trend where a significant portion of MSMEs
struggle to implement effective innovation management strategies. This data underscores
the need for a tailored model to support innovation in the Indonesian MSME sector.
Additionally, the high percentage of MSMEs with limited innovation practices suggests a
gap in awareness and access to resources needed for innovation.

The survey data shows that a majority of MSMEs in Indonesia face barriers to
innovation, particularly in terms of financial constraints and lack of skilled workforce. The
65% of respondents indicating a lack of innovation practices point to the difficulties
MSMEs face in implementing structured innovation management models. This finding
highlights that innovation is often not prioritized or systematically integrated into business
processes.

Furthermore, the data reveals that despite limited innovation, 45% of the
respondents reported high growth potential, which could be a result of the businesses'
ability to leverage existing strengths in product or market positioning. This suggests that
while innovation may be lacking, other growth factors could potentially drive business
success if innovation management practices were incorporated.

The qualitative data gathered from the interviews provided deeper insights into the
challenges and opportunities for MSMEs. A thematic analysis of the interviews revealed
that many business owners are unaware of existing innovation management frameworks
that could be applied to their companies. A common issue was the insufficient
infrastructure for research and development, with 40% of respondents stating that they had
no dedicated R&D department.
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Challenges Identified Frequency
(%)

Lack of R&D Infrastructure 40%

Limited Knowledge on Innovation | 50%

Management

Financial Constraints 60%

The lack of R&D and knowledge about innovation management practices presents a
fundamental challenge to the growth and sustainability of MSMEs. Business owners who
did not prioritize innovation were generally less aware of the benefits that structured
innovation practices could bring, including enhanced product development and market
competitiveness.

Inferential analysis of the data revealed a significant relationship between the
presence of structured innovation management practices and the perceived growth
potential of MSMEs. A chi-square test showed that MSMEs with some form of innovation
management had a higher likelihood of experiencing growth, with a p-value of 0.03,
which is below the significance level of 0.05.

The analysis also showed that businesses with higher investment in technology were
more likely to have structured innovation practices. This indicates that financial
investment in technological advancements correlates with a more systematic approach to
managing innovation. This finding provides empirical evidence supporting the need for a
tailored model that incorporates technology as a key component for innovation
management in Indonesian MSMEs.

There is a clear relationship between the challenges faced by MSMEs and the level
of innovation within the company. MSMEs reporting financial constraints and lack of
infrastructure were less likely to have structured innovation practices (Bhatia & Jakhar,
2021). On the other hand, businesses with access to resources such as capital and skilled
labor were more likely to implement innovation strategies successfully. The data suggests
that addressing these barriers could significantly improve the innovation capabilities of
MSMEs.

Furthermore, the data highlights the importance of both internal factors, such as
organizational culture and leadership, and external factors, such as access to financing and
technological resources. By focusing on improving these factors, MSMEs can enhance
their ability to manage and implement innovation effectively.

A case study of PT XYZ, a manufacturing MSME located in Jakarta, demonstrated
the challenges and potential of implementing an innovation management model. The
company initially struggled with integrating innovation into its processes due to limited
resources and knowledge (Agostini et al., 2019). However, after adopting a new model
that prioritized employee engagement in innovation, the company reported a 20% increase
in product innovation within one year.

This case study exemplifies how even with limited resources, MSMEs can adopt
innovation management practices to achieve significant improvements in their product
offerings. PT XYZ’s success story illustrates the potential benefits of the model being
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proposed in this research, particularly in enhancing innovation processes within
companies that have previously struggled to innovate.

The case study reinforces the findings of the larger survey, particularly the role of
employee involvement and the importance of creating an innovation-friendly culture. PT
XYZ’s transformation was driven by leadership that emphasized the value of innovation,
even with constrained resources (Delshab et al., 2022). The company’s experience shows
that innovation is not solely dependent on financial investment but also on organizational
culture and leadership commitment.

This case supports the idea that MSMEs can foster innovation by focusing on non-
financial aspects, such as leadership, culture, and employee engagement. It further
validates the proposed innovation management model, suggesting that MSMEs in
Indonesia could benefit from such a framework tailored to their specific context and
resource limitations.

The results of the study indicate that the presence of structured innovation
management practices significantly contributes to the growth potential of Indonesian
MSMEs. Despite the challenges related to financial constraints and limited knowledge, the
implementation of innovation management frameworks can lead to noticeable
improvements in product innovation and market competitiveness (Dey et al., 2020). These
findings suggest that MSMEs in Indonesia can achieve sustainable growth by integrating
innovation management practices into their business operations, particularly when these
practices are tailored to their unique needs and constraints. The results also highlight the
critical role of organizational culture and leadership in fostering innovation, regardless of
the size or resources of the business.

The study reveals that Indonesian MSMEs face significant challenges in adopting
structured innovation management practices, primarily due to financial constraints, limited
knowledge of innovation management, and inadequate infrastructure. However, the
research also indicates that MSMEs with access to certain resources—such as technology,
skilled labor, and a culture of leadership that supports innovation—showed greater
potential for innovation. The data suggests that MSMEs can indeed benefit from a tailored
innovation management model, one that accounts for their unique constraints and
capabilities.

The research emphasizes the importance of organizational culture and leadership in
driving innovation within MSMEs. It was found that businesses with supportive
leadership and a culture encouraging innovation were more likely to implement and
benefit from structured innovation management strategies (Sardi et al., 2020). This finding
is consistent with the broader literature on innovation, which often highlights the role of
leadership in fostering an innovative organizational environment.

The results of this study align with existing literature that stresses the importance of
innovation management for business growth. However, this research differentiates itself
by focusing specifically on the Indonesian MSME context, where financial limitations and
resource constraints are more pronounced (Rajan et al., 2021). While previous studies,
such as those by Tushman and O'Reilly (1996) and Christensen (1997), underscore the
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general principles of innovation management, they do not provide enough context-specifi-c
solutions for MSMEs in developing countries like Indonesia.

This study also diverges from research conducted in more developed economies
where MSMEs may have more access to capital and advanced infrastructure. By
highlighting the unique challenges faced by Indonesian MSMEs, this research fills a gap
in the literature, offering practical insights for businesses in emerging markets
(Hutchinson, 2021). Furthermore, it proposes an innovation management model tailored to
the cultural and organizational contexts of Indonesian MSMEs, unlike the generic models
typically offered in mainstream innovation literature.

The findings indicate that MSMEs in Indonesia are at a crossroads between their
potential for innovation and the barriers they face (Hofmann & Jaeger-Erben, 2020). The
results suggest that innovation is not solely dependent on financial capital but on a broader
array of factors, including leadership, organizational culture, and employee engagement.
This calls attention to the fact that MSMEs, despite limited resources, can still cultivate
innovation through the right management practices and cultural shifts.

The study also reflects a growing recognition of the critical role of innovation in the
survival and growth of MSMEs in Indonesia. As the global market becomes more
competitive, Indonesian MSMEs must adapt to changing business environments, and
innovation is a key driver of that adaptation (Rehman & Igbal, 2020). The study's findings
further highlight that MSMEs need to foster an innovation-friendly culture, as this
environment will enable them to harness creativity and drive business transformation.

The implications of this study are significant for both policymakers and business
leaders in Indonesia (Cabeza-Pullés et al., 2020). By adopting the proposed innovation
management model, MSMEs can better navigate the challenges they face and unlock their
growth potential. For policymakers, this study suggests that supporting MSMEs through
targeted innovation initiatives—such as financial incentives, knowledge sharing, and skill
development programs—can help foster a more innovative business landscape.

For business leaders, the findings underscore the importance of cultivating a culture
that values innovation. This requires leadership commitment, investment in employee
development, and the integration of innovation practices into daily operations (Shehzad et
al.,, 2021). The results also imply that MSMEs should focus not just on financial
investment, but also on intangible resources like knowledge, creativity, and organizational
flexibility to drive innovation effectively.

The findings are largely shaped by the contextual challenges faced by Indonesian
MSMEs, which often operate with limited resources and infrastructure (Henri & Wouters,
2020). Despite these constraints, the study shows that organizational culture and
leadership play a pivotal role in driving innovation, a factor often underemphasized in
broader studies on innovation management. This finding highlights the importance of
addressing the human and cultural elements within MSMEs, which can be more impactful
than financial investment alone.

Additionally, the findings reflect the global shift towards recognizing the
significance of organizational culture in fostering innovation (The University of Jordan,
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Faculty of Tourism and Hospitality, Department of Hotel Management, Jordan &
Jawabreh, 2020). MSMEs that may not have access to advanced technologies or
substantial capital can still compete in the market by developing an innovation-centric
culture. This aligns with the growing body of research suggesting that innovation is
increasingly about mindset and leadership, not just resources.

The next step for research is to test the proposed innovation management model
within a wider range of Indonesian MSMEs across different sectors (Cheah et al., 2022).
Further empirical studies should focus on examining the specific components of the
model, such as leadership practices and organizational culture, to assess their individual
impact on innovation outcomes.

Moreover, future studies could explore the role of digital technologies in enabling
innovation management in MSMEs. As digital transformation becomes more accessible,
understanding how Indonesian MSMEs can leverage technology to enhance their
innovation processes will be crucial (Huang et al., 2020). Lastly, it would be valuable to
examine the role of collaboration between MSMEs and larger organizations, or
government agencies, to strengthen innovation capabilities across the Indonesian business
landscape.

CONCLUSION

The most significant finding of this research is the identification of specific barriers
and enablers of innovation that are unique to the Indonesian MSME context. Unlike
previous studies that generalized innovation management models for businesses globally,
this study reveals that Indonesian MSMEs face distinct challenges, such as limited access
to capital, a lack of structured innovation practices, and a weak culture of collaboration.
However, it also identifies key enablers of innovation, such as leadership commitment,
employee engagement, and a willingness to adapt to changing market conditions, which
are critical for fostering an innovative environment. This finding emphasizes the
importance of contextual factors in shaping the success of innovation management models
for MSMEs in emerging markets like Indonesia.

This study contributes to the literature by proposing a novel innovation management
model specifically designed for Indonesian MSMEs. The model incorporates elements of
organizational culture, leadership, and resource constraints, offering a comprehensive
framework that is highly adaptable to the local business environment. Furthermore, the
study provides a new methodological approach by combining qualitative and quantitative
data collection techniques to explore the factors that influence innovation in MSMEs. This
integrated approach allows for a deeper understanding of the complexity of innovation
management in small and medium-sized businesses and presents a practical solution
tailored to their unique needs.

While the study provides valuable insights into the innovation management practices
of Indonesian MSMEs, there are limitations that need to be addressed in future research.
One limitation is the relatively small sample size, which may not fully represent the
diversity of MSMEs across different sectors in Indonesia. Additionally, the study
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primarily focuses on MSMEs in urban areas, and future research should examine how
innovation management models apply to MSMEs in rural or less-developed regions.
Future studies could also explore the impact of external factors, such as government
policies, economic conditions, and access to global markets, on the innovation capabilities
of MSMEs. Expanding the scope of the research to include these factors would provide a
more holistic understanding of innovation management in Indonesian MSMEs.
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