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Abstract

MSMEs play critical role for Indonesian economy as they make up 99.99% of national
business. However, in the current digital era, their digital skills and financial literacy are
restricted. This paper's primary objective is to investigate the financial literacy and
digital competency of Indonesian MSMEs, specifically in the province of East Java,
through the application of a SWOT (strengths, weaknesses, opportunities, and challenges)
analysis. The province of East Java's 507 MSMEs that have embraced digitization and
are spread across 38 districts/cities (kabupaten/kota) provided survey data for this study.
The characteristics of MSMEs, as outlined in four SWOT spectrums, highlight the
benefits and drawbacks for MSMEs in East Java with regard to their digital competency
and financial literacy. Based on the results of the analysis, 15 strategies can be a
reference for stakeholders in improving the digital competence and financial literacy of
MSMEs.

Keywords: SWOT (strengths, weaknesses, opportunities, and challenges) analysis,
MSMEs.

INTRODUCTION

The number of MSME units that make up 99.99% of all businesses in Indonesia shows
that MSMEs are critical to the country's economy. MSMEs have also taken on a sizable
number of workers, accounting for 96.9% of all national employment. Additionally,
MSMEs make up a significant portion of the economy, contributing 60.5% to the GDP
(Kemenkop UKM, 2021). MSMEs have rescued the Indonesian economy from
catastrophe on multiple occasions. For instance, MSME enterprises were able to survive
through the 1997-1998 financial crisis, when the rupiah's value against the US dollar
dropped by up to 200% and served as the catalyst for the national banking crisis
(Maksum et al., 2020). During the 2008 financial crisis, MSMEs also showed resilience
and preserved Indonesia's economic growth (Tambunan, 2018).

On the other hand, in this digital era having qualified digital competence and financial
literacy is critical for MSMES to enhance their business performance as well as to remain
relevant and competitive. The adoption of digital technology will have a number of
advantages, such as the ability to lessen the impact of external crises and to significantly
alter business operations by offering SMEs a better business model (Khalil et al., 2022).
Furthermore, digital technologies can significantly and positively impact the economic
and social values of SMEs, which ultimately has an impact on SMEs' performance
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(Vrontis et al., 2022). Furthermore, Chege and Wang (2019) stated that utilizing digital
technology grants SMEs additional market access both locally and worldwide as well as
reduces transaction costs, expands the options available to consumers, and enhances price
transparency.

In addition to digital competence, financial literacy also plays a significant role in the
performance of SMEs. The success of an enterprise is largely dependent on how the
business draws, allocates, uses and manages the funds. According to Agyapong and
Attram (2019), owner-managers of SMEs who possess sufficient financial literacy are
known for their capacity to comprehend and evaluate their financial needs as well as their
capacity to make rational financial decisions. Besides, Kulathunga et al., (2020) stated
that financial literacy is one of the crucial knowledge resources since it will elevate an
individual’s and firm’s capacity, skills, and the ability to efficiently employ technology.
Furthermore, the research confirms that the convergence of financial literacy and digital
competence have direct and positive impact on SMEs performance.

Nonetheless, many MSMEs in Indonesia struggle with digital competency and financial
literacy. Indonesia is ranked lowest, coming in at number 51 out of 63 nations worldwide
or in the bottom 15 places, according to the IMD World Digital Competitiveness Ranking
2022. Furthermore, Rafiah et al., (2022) discovered that Indonesian SMEs have a low
degree of digital readiness. While most MSMEs are aware of the phenomenon of
digitalization, they are reluctant to adopt it and need a lot of help from multiple parties in
order to comprehend and integrate it into their operations. Besides, Nugroho (2023)
revealed that Indonesian MSMEs confront a number of obstacles and challenges. These
include limited financial literacy and knowledge, limited access to formal financial
services, high cost of financial services, and limited availability of appropriate financial
products.

The Amartha (2022) survey demonstrate that MSMEs have a reasonably high rate of
digital adoption, in terms of smartphone ownership, internet access, and access to social
media accounts. This highlights how accustomed Indonesian MSMEs are to the digital
sphere, particularly given how frequently they use messaging apps like WhatsApp and
social networking sites like Instagram and TikTok. However, the low score for digital
commerce utilization suggests that they have not yet used the internet for profitable
purposes. The survey also finds that the financial inclusion has the highest score which
represents that MSMEs in Indonesia own at least one financial product, such as savings,
loans, or other financial products from banks and non-bank financial services, even if
they are not actively using them. However, when we look more closely at the financial
product usage — which depicts how actively MSMEs use various conventional bank and
non-bank financial product and services to support their business — the score remains very
low.

Given these circumstances, it is imperative to take into account research problems related
to the development of MSMEs, especially in terms of their digital competence and
financial literacy. Thus, the main goal of this paper is to explore digital competence and
financial literacy of Indonesian MSMEs, particularly in the province of East Java by
using a SWOT (strengths, weaknesses, opportunities, and challenges) analysis. Then, key
insights from this study will provide recommendation of the relevant policy framework.
Policy makers and other stakeholders may find the paper's result useful in their efforts to
improve the digital capabilities and financial literacy of national MSMEs.

LITERATURE REVIEW
Policy and SME Development
Small enterprises have constrained resources and capacities, according to the resource-
based view (RBV) of a firm. As a result, they frequently find it difficult to compete with
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large firms utilizing just its own resources and competencies (Chen et al., 2021).
However, SMEs virtually always play a significant part in most economies, thus many
governments offer specific programs, funding, regulations, and advice in national
economic plans to boost SME growth and assist small enterprises in gaining a
competitive advantage (Chen et al., 2021; Eniola & Entebang, 2015). Concerning to
digitization, the government can create specific legislation, support and counseling
initiatives, tailored training programs, and collaboration ecosystems to boost policies and
programs that support SMEs' digital transformation agendas (Chen et al., 2021; Pelletier
& Cloutier, 2019).

On the other hand, numerous studies indicate that a multi-stakeholder partnership (MSP)
is very beneficial for promoting the development of SME to the fullest extent. The MSP
theory suggests that complex issues require collaborative work from a range of
stakeholders. MSP is a modern form of collaborative governance that enlists the
participation of a number of stakeholders, including civil society, governments,
international organizations, media, and academic or research institutions, in the sharing of
their perspectives, knowledge, technology, and financial resources in order to find a
shared solution (Momen, 2020). MSP proponents are of the opinion that stakeholder
cooperation will lead to a shared learning process that will result in the creation of new
knowledge. MSP will also lead to a variety of innovations and more intense teamwork
amongst the parties involved. The stakeholders' underlying motivation for cooperation
will ultimately result in more valuable output (Rosyadi et al., 2020; Dorado et al., 2009;
Huxham & Hibbert, 2004).

According to Ceglie and Dinni (1999), cooperative measures including businesses, input
suppliers, providers of business services, local and regional governments, and local policy
makers aid in enhancing the competitive position of SMEs. In terms of sustainability,
Pauw and Chan (2018) reveals a multi-stakeholder partnership (MSP) is crucial for
enabling SMEs to adapt to environmental change. MSPs give SMEs access to financial
and knowledge resources to raise their level of understanding of adaption. Furthermore,
stakeholder engagement enables SMEs to obtain information from their stakeholders
since it fosters the growth of teamwork and shared objectives (Gould, 2012). Thus,
operations and profitability are positively affected, and value generation may be enhanced
(Grama-Vigouroux et al., 2020; Noland & Phillips, 2010). If not in excess, stakeholder
collaboration offers SMEs a number of benefits, including the use of outside expertise,
enhanced innovation, and lowered failure rates. (Grama-Vigouroux et al., 2020; Klijn,
Eshuis, & Braun, 2012).

Due to the constrained resources and capacities, mentoring plays an important role in to
the SME development. Mentoring programs help businesses perform better and transmit
knowledge from the experienced entrepreneurs to boost management skills (Crompton,
2012). Furthermore, Rosyadi et al. (2020) reveals that multi-stakeholder engagement will
result in more effective mentorship. Current experience, knowledge, and entrepreneurial
spirit may flow into SMEs as a result of the coordinated role and capabilities of
stakeholders. As a result, the research recommends that development for SMEs should
combine the influence of the Penta Helix (academic, business, government, community,
and media) into a single ecosystem.

SMEs’ Digital Competence

Digital competence, according to Ferrari (2013), is the ability to confidently, critically,
and creatively use information and communication technologies (ICT) to fulfill goals
related to work, employability, learning, leisure, inclusion and/or participation in society.
As a transversal key competence, digital competency allows us to develop other key
competencies. It is associated with several 21st century skills that all citizens should
develop to enable their full involvement in society and the economy.
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Meanwhile, Vieru (2015) defines digital competence as the capacity to adopt and use new
or existing information technology to analyze, select, and critically evaluate digital
information in order to research and solve professional issues and build a collaborative
knowledge body while participating in organizational practices within a particular
organizational context. Hence, it is considered as a multidimensional concept that is
represented by a set of knowledge, abilities, and attitudes required to be effective in an
organizational digital environment.

Numerous research imply that digital competency plays a significant effect in SME
performance. According to Scuotto et al. (2021), individual digital capabilities positively
affect innovation performance, which in turn positively affects MSME growth.
Additionally, the research also suggests the significance of employees in business by
highlighting how difficult it will be for a firm to advance in the future if its staff lacks
digital skills. Likewise, business actors with sufficient digital competence might
potentially grow their business and have a significant impact on the competitiveness of
their companies (Vieru et al., 2015).

In order to improve their competitiveness, Vieru et al. (2015) also point out that MSMES
must develop new business strategies and procedures involving the use of information
and communication technology (ICT). This is highly significant because technology is
the driving force behind digitalization (Peillon, 2019) and has a big impact on a
company's marketing skills (Foroudi et al, 2017). Through the use of digital technology,
businesses will become more agile and adept at researching their consumers, rivals, and
the larger market.

SMEs’ Financial Literacy

According to Adomako et al. (2016), financial literacy refers to the level of information,
insight, and cognitive skills required to manage finances and make wise financial
decisions. Based on contemporary business realities, Eniola and Entebang (2017) define
financial literacy as the capacity to successfully manage financial resources and
constantly interact with financial products and services. Meanwhile, Remund (2010)
argues that financial literacy refers to a person's capacity to make decisions and maintain
sound long-term finances. It also refers to their understanding of key financial concepts
and their confidence in their ability to handle financial issues in a timely manner.

There has been a lot of research done on the impact of financial literacy on MSMES'
success. According to Akhtar and Liu (2018) financial literacy, which includes financial
knowledge, financial awareness, and a financial mindset, can aid MSMESs in enhancing
the performance of the firms they manage. Thabet et al. (2019) suggest that financial
literacy is impacted by financial knowledge, financial behavior, and financial attitude.
Financial behavior covers a variety of different elements, including saving behavior,
participating in the financial system, and money management techniques.

Adomako et al empirical findings (2016) show that financial literacy is positively
confirmed to facilitate/moderate the relationship between access to finance and business
growth. It means that more access to finance and higher levels of financial literacy go
hand in hand. Hence, this study demonstrates how improving the relationship between
financial access and business expansion can assist organizations in implementing solid
financial management. Financial knowledge is very important for every MSME to access,
understand, and make use of the most recent financial information. This will enable them
to run their business more efficiently and with high-end financial services to spur growth.

Furthermore, Hussain et al. (2018) support the idea that financial literacy can be a
medium that enables MSMEs to access external finance. In turn, this encourage
businesses to perform at their best in order to affect growth. Hussain et al. (2018) added
that financial literacy an interconnected resource that can lessen information asymmetry.
Increasing financial literacy will lower monitoring expenses, resulting in a significantly
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more efficient capital structure for the organization. This condition will also have a
positive impact on the growth of MSMEs. Financial management insights have been
demonstrated to be important tools that can help MSME owners make wise decisions.

METHODS

This study included survey data from 507 MSMEs with digital onboarding that were
dispersed over 38 districts/cities (kabupaten/kota) in the province of East Java. Purposive
sampling was used to conduct the sampling since it is unknown how many MSMEs in
East Java have embraced digitalization (Ratnawati & Soelton, 2022). The survey was
carried out from June 11th 2023 to July 7th 2023, with the following respondent criteria:

1. MSMEs have gone digital both in terms of financial management and other
digitalization.

2. MSMEs are located in East Java Province.

3. MSMEs have been established for 2 years (Skala, 2019; and Rahmawati & Soelton,
2022).

4. MSMEs have annual sales results criteria in accordance with PP No. 7 of 2021,
namely <Rp. 2 billion (micro), >Rp2 billion and max. Rp15 billion (small), >Rp15
billion and max. Rp50 billion (medium).

Survey
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Figure 1. Research Framework

The data obtained through the survey was then analyzed using descriptive analysis
method and wordcloud analysis. Descriptive analysis is defined as a method for
formulating conclusions based on data analysis, implementation, and evaluation
outcomes that are tailored to survey results. The purpose of this descriptive study is to
produce a methodical, factual, and precise depiction of the facts, characteristics, and
connections between the phenomena under investigation (Sugiyono, 2016). Specifically,
this will be accomplished by conducting direct observation of MSMEs in East Java that
have already embraced digitalization. Wordclouds, on the other hand, are systems that
visualize words by emphasizing how frequently related words appear in written discourse
(Qeis, 2015).

In order to strengthen the SWOT strategies, this paper incorporates lessons learned from
several ASEAN countries in enhancing MSMEs at the digital era. To gather information
on the lessons that ASEAN countries have learned, a review of the literature was done.
Furthermore, the information gathered through descriptive analysis, wordcloud analysis,
and lessons gained from the members of ASEAN was categorized into one of the
following four categories: Strengths, Weaknesses, Opportunities, or Threats. Based on
these categories, a strategy matrix will be formed consisting of SO (Strengths-
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Opportunities), WO (Weaknesses-Opportunities), ST (Strengths-Threaths), and WT
(Weakness-Threats).

RESULTS
Descriptive Analysis

The survey results shows that the MSMEs who were respondents in this research were
dominated by micro-level MSMEs (92.31%) and their main target market was final
consumers (B2C). Most respondents' businesses only have 1-2 employees. The majority
of MSMEs in this research operate in the food and beverage sector (62.52%), while
livestock is the smallest business sector (0.79%). In addition, the number of respondents
oriented towards the domestic market is much higher (93.48%) than the export market
(6.52%). The majority of respondents used their own capital to open their businesses. In
addition, respondents in this study tended to pay less attention to investment for business
development.

The use of technology among MSME respondents is quite good with the majority of them
having used technology (83.23%), and social media is the most widely used technology.
Respondents who have not utilized technology most often have a high school or
undergraduate educational background. Most respondents stated that technology adoption
had had an impact on their turnover, although some stated that the impact was not very
significant. The lack of digital skills is a factor in the less-than-optimal impact of the
technology on their turnover.

Financial literacy is the factor that most influences the performance of MSMEs.
However, in reality, the financial literacy conditions of MSME players are still far from
expectations. It is reflected by low financial knowledge, limited access to capital, and low
investment behavior. Many MSMEs cannot record financial transactions, calculate profit
and loss, set aside emergency funds, and so on. On the other hand, the majority of the
respondents said that capital was the main obstacle felt by MSME players. Limited
capital is an obstacle for micro MSMES to expand their business scale.

Wordcloud

Through open questions, respondents in this survey provided responses and input
regarding digital competence, financial literacy, and MSME performance. The answers to
these open questions were then analyzed using the wordcloud method which was
classified into 6 categories, namely: 1) respondents' views regarding the obstacles faced
when running a business using digital technology; 2) respondents' views regarding future
business development; 3) respondents’ views regarding business development online and
e-commerce in the future; 4) respondents’ views regarding strategies in increasing
business competitiveness; 5) respondents' views regarding the role of stakeholders in
increasing the digital competence of MSMEs; and 6) respondents' views regarding the
role of stakeholders in increasing MSMEs' financial literacy.

Based on the frequency of words that often appear from the survey, respondents’ views
regarding the obstacles faced when running a business using digital technology are very
diverse product competition, lack of capital for promotional costs which make them
inferior to large-scale sellers, limited technological capabilities in micro MSMEs, lack of
capital smartphones, and internet network obstacles. However, respondents have positive
confidence in the development of their business in the next 5 to 10 years. Most
respondents said that their business/enterprise will develop and progress and be able to
compete amidst developments in digital technology because online sales growth is faster
than offline and makes things easier for customers.
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Figure 2. Wordcloud of Survey Results

n addition, according to respondents, social media will develop more rapidly than
marketplaces and websites in the next five to ten years (this survey was carried out before
the Indonesian government restricted selling activities on social media). Social media
allows consumers to see reviews from influencers and also has live session features that
increase consumer confidence in products. Furthermore, to survive amidst business
competition, respondents considered product innovation, consistent promotion via social
media, and product development according to market trends as the solution.

In the end, respondents hope that stakeholders will help improve digital competence
through training, capital, mentoring, and socialization in terms of product innovation,
digital marketing, digital technology, and access for micro-businesses so that their
businesses can go digital and compete in the market. To increase the financial literacy of
micro MSMEs, apart from providing training, assistance, and capital, respondents hope
that stakeholders will also actively carry out outreach regarding financial management
and provide financial applications that are easy for MSMES to understand and use.

Lessons Learned from ASEAN Countries

Several countries in ASEAN are also focusing on digitalizing MSMEs. Highlights of
country policies in ASEAN based on comparative studies conducted by researchers and
which may be relevant for implementation in Indonesia are as follows: 1) policies that
focus on empowering MSMEs to empower themselves in reading the needs they need to
digitalize their business as done by Singapore; 2) forming special bodies to both
encourage MSMEs to go international and provide the necessary training, for example
Vietrade in Vietnam and Osmep in Thailand; 3) establishing an incubation center in
collaboration between stakeholders, such as associations, agencies, ministries and
universities such as in Singapore. These policy models will enable an effective
digitalization process through the involvement of various stakeholders including MSMEs
themselves, which will ultimately improve the performance and contribution of MSMEs
to the economy.
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Table 1. Grand Policy of MSME Digitalization in ASEAN Countries

Country Major Policy Outline
Indonesia UMKM Go Online; Targeting 30 million MSMEs to enter the
: digital ecosystem by 2024; stimulate
UMKM Naik Kelas MSMEs so they can move up from micro
to small and so on (Kominfo, 2020).

Malaysia MyDigital Initiatives Building agile and competent digital
talent which was issued in February 2021
with 13 strategies earmarked to be
implemented in the next 5 years
(MyDigital Corporation, 2023).

Singapore | SMEs Go Digital Initiatives | Help SMEs adopt advanced digital
solutions to go digital, use digital
technologies, and  build  stronger
capabilities to seize growth opportunities
in the digital economy (IMDA, 2022).

Thailand The Thailand 4.0 Policy To scale business practices and develop
digital skills so that Thai companies,
especially SMEs, are prepared to compete
successfully in the digital economy
(OSMEP, 2020).

Vietnam Small and Medium | Aim to help Vietnamese enterprises
Enterprises  in  Digital | improve their capacity to dominate the
Transformation (SMEdXx) markets in Vietham and abroad (Nhat,

2021).

Filipina Strengthening Private | Expanding SMESs' participation in the
Enterprise for the Digital | digital economy by helping them to
Economy (SPEED) innovate and adopt digital technology

solutions that are safe, reliable, and
affordable (Chenomics, 2022).
SWOT Analysis

The main goal of this paper is to explore Indonesian MSMEs, particularly in the province
of East Java. To achieve this goal, the assessment model of strengths, weaknesses,
opportunities, and threats of the MSMEs was carried out by using SWOT analysis. This
analysis is the final analysis stage in this research, where the composition to build it
comes from descriptive analysis, wordcloud analysis, and lessons learned from ASEAN
countries. The data used in the descriptive and wordcloud analysis is primary data from
the results of a survey of 507 MSMEs in East Java that have gone digital. Meanwhile,
lessons learned from ASEAN countries come from a literature review conducted by the
author. The SWOT analysis results are available in Table 2 below.

Table 2. SWOT Analysis

Internal External

Strengths Weaknesses Opportunities Threats

1.The majority of | 1.Most of the MSMEs | 1.The  respondent's | 1.Some
MSME  actors | in East Java are| business sector is| respondents

are of productive
age (the majority
27-57 years), and

micro-scale.

2.Constraints in terms
of capital both for

dominated by the
food and beverage
sector, SO

stated that they
experienced
difficulties
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are high school

and bachelor
graduates so they
have sufficient
educational
provisions.

2. Most MSME
players who use
digital
technology can
return on
investment
relatively
quickly.

3.Most  MSMEs
have used digital
technology,
especially social
media, simply.

4.High desire to
learn from
MSME players,
especially

regarding

investment and
finance, the
importance  of
having an
emergency

financial plan or
reserve fund, and
long-term
financial goals.

5.Most of the
MSMEs in East
Java  Province
are dominated by
women,
especially those
aged between
40-57 years.

developing the
business and digital
promotion costs as
well as for access to
a wider market.

3.Lack of access to
markets.

4.Limited
technological and
management  skills

or financial
management
(recording
transactions and
financial reports,
taxation, profit

calculations, etc.).
5.Availability of

human  resources
who have
knowledge and
skills for business
digitalization.
6.Expensive
technology  costs,

and limited network
connections in some
areas.

7.MSMEs are still
oriented towards the
domestic market.

opportunities  for
MSMEs in the
non-food and
beverage sector are
still  very  wide
open.

2.The export market
share still tends to
be low, this could
be an opportunity
that must be
exploited optimally
to increase added
value.

3.The application of
technology has an

impact on
increasing the
turnover of
MSMEs, although
some state that the
increase is  not
significant due to
the use of digital
technology.
4.Operating  basic
technology is quite
easy for most
respondents.
5.The majority of
MSMEs still use

their own capital to
open a business.

adapting to
technology. If
there are no steps
to mitigate this,
business
digitalization
will be difficult
to achieve.

2.Fields other than
food and
beverages are not
of much interest
to MSME
players.

3.Investment in
business
development has
not yet become a
priority.

4.Tight
competition with
goods sold in the
marketplace.

The key insights from the SWOT analysis above will then become a reference for
formulating policy strategies that can be adopted by stakeholders to increase the digital
competence and financial literacy of Indonesian MSMEs. The matrix below is a policy
strategy formed from the SWOT analysis above, which consists of SO (Strengths-
Opportunities), WO (Weaknesses-Opportunities), ST (Strengths-Threaths), and WT
(Weaknesses-Threats).
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SO Strategies

WO Strategies

ST Strategies

WT Strategies

- S1S403 Training
and education
related to digital
competency  for
business  people
who are beginners
using digital
technology  and
related to financial
management  to

provide adequate
cognitive
provision.

- S2S304  Digital
technology for
sales and
marketing needs to
be optimized

which can be used
by MSMEs to
expand access to
consumers to reach
the entire market.

- 5203 Digital
technology makes
communication,
payment
transactions, and
access to
customers  easier
so the wuse of
digital technology
is important for all
MSMEs to use.

- S10103 Human
resources in
MSMEs do not

have to come from
over 27 years of
age but those
under 26 years old

- W2W305 Limited
capital is an
obstacle for micro
MSMEs to expand
their business
scale. Capital
assistance,
especially
micro MSMEs,
will help them
improve  product
quality, promotion,
and access to
markets.

- W1W6  Develop
the East Java
MSME ecosystem
in an integrated
and sustainable
manner with the
support of the role
of government,
accelerators,
educational
institutions,
incubators, cellular
operators, and
financing
institutions.

- W702
Encouraging
exports of
Indonesian MSME
players to global
markets.

- W205
Development  of
alternative
financing through
fintech,
crowdfunding, and

for

- S1S5T1  Aspects
of  convenience,
knowledge, and
security are the
main factors in
increasing the
confidence of
MSME players in
using digital
technology o)
these things need
to be used by
developers to
develop
business/sales
applications.

- S4T2 Forming a
special agency to
both  encourage
MSMEs to go

international and
provide the
necessary
training,
especially in

sectors that have
the largest global
market and
sectors that have

not yet been
entered by many
local MSMEs.

- S1S5T3T4
Establishing
collaboration
between
universities  and
MSME  players
bridged by the

government to
accommodate the

- W2wW4T1
Increasing the
financial literacy
of MSMEs,
especially micro,
things that can be
done by
stakeholders
include providing
training,

mentoring,  and
socialization
related to
financial

management  as
well as assisting
with capital and
the availability of
applications that

are easy for
MSMEs to
understand  and
use.

- W5T4 Create an
assistance
program for
MSMEs related
to promotion and
publication  via
social media to
support local

MSME exports to
global markets.

- W2T3 The
government
provides
facilitation
MSMEs
regarding
investment
development and

for

have a lot of | funding !ack . of ways 10 obtgin
potential creative | subsidies/grants innovation, income from third
young talent who | from the number of human | parties _through
can be encouraged | government. resources, and cqllaboratlon
to open a business capital. with t the
with training. - S5T1T4 ?ﬁg’e;?\;"te” tor
Encourage private sector.
women,
especially
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mothers, to
become MSMEs
with digital and
financial skills.

DISCUSSION

The results of the analysis show that East Java MSMESs have relatively varied strengths,
weaknesses, opportunities, and threats. The conditions of MSMEs which have been
described in four SWOT spectrums show the strengths and weaknesses of East Java
MSMEs in their digital competence and financial literacy. Based on the results of the
analysis, 15 strategies can be a reference for stakeholders in improving the digital
competence and financial literacy of MSMEs. This research found that a significant
number of MSMEs in East Java have used technology, but limited digital skills mean
they are unable to optimize technology for their business. So, even though their turnover
increased after using digital technology, the low level of digital skills resulted in an
insignificant increase in turnover. This is in line with Vieru et al., (2015) who stated that
the success of MSMEs in business digitalization depends on MSMESs having expertise
and the appropriate competencies to maximize the technologies.

This research also found that the financial literacy level of MSME players in East Java is
still low. This is reflected in low financial knowledge, limited access to capital, and low
investment behavior. (Carraher and Van Auken, 2013) which states that MSMESs who
have good financial knowledge will be more proficient in using financial reports.
Financial knowledge plays an important role so that MSMEs can understand the financial
system (Akhtar and Liu, 2018). Capital is the main obstacle felt by MSMEs in East Java,
especially those on a micro-scale, which makes it difficult for them to expand advertising
and expand their business scale. This is in line with Addo and Asante (2023) who stated
that the level of financial literacy of MSMEs has a positive and significant relationship
with access to finance. Meanwhile, Baihaqqy et al., (2020) stated that the level of
financial literacy influences MSMESs' decisions to invest. MSME players with minimal
literacy levels tend to pay less attention to investment, even though investment with the
aim of business development is very important for the development of their business.

Even though the digital competence and financial literacy of East Java MSMEs is still
relatively lacking, they have a desire to learn and are optimistic that their businesses will
develop further in the future. Because they feel that the presence of technology is enough
to accelerate their business performance. Apart from that, they also realize the importance
of having adequate financial literacy so that they can record financial transactions,
calculate profit and loss, set aside emergency funds, and so on. It's just that because of
limited financial literacy, they don't have the financial competence.

Collaboration between universities and MSME actors bridged by the government needs
to be considered to accommodate the minimal number of human resources with qualified
digital and financial skills and to overcome capital problems. Developing alternative
financing through fintech, crowdfunding, and funding subsidies/grants from the
government can be an alternative for MSME capital in East Java Province. Apart from
that, the government can also provide facilitation for MSMEs regarding investment
development and ways to obtain income from third parties through collaboration with the
government or the private sector.

Most of the MSMEs in East Java Province are micro-scale and currently, the majority are
in food and beverages, so exports of food and beverages can be encouraged because they
have the potential to increase economic activity both domestically and globally. Because
the export market share still tends to be low, this could be an opportunity that must be
utilized optimally to increase added value. The formation of a special agency is good for
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encouraging MSMEs to go international and providing the necessary training, especially
in sectors that have the largest global market and sectors that have not yet been entered by
many local MSMEs. Developing the East Java MSME ecosystem in an integrated and
sustainable manner with the support of the government, accelerators, educational
institutions, incubators, cellular operators, and financing institutions is needed to optimize
MSMEs in East Java Province. Furthermore, the majority of MSME actors in East Java
Province are women, especially mothers. Women entrepreneurs can be supported to
become MSMEs with digital and financial skills. With the potential for a large number of
female MSME actors, training in digital promotion and financial management skills for
them will be very effective, especially with programs with approaches that are tailored to
the character and psychology of women. Innovation for product development, both food
and beverage and non-food, will be effective in increasing the potential for better
performance of MSMEs and overcoming intense competition in the business world
because they are more resistant to existing challenges.

CONCLUSIONS AND RECOMMENDATIONS

Through the SWOT analysis that has been carried out in this study, several conclusions
can be presented. The source of the strength of MSMEs in East Java is the abundance of
human resources of productive age and the majority of them have used digital technology
in their businesses. Meanwhile, the main weakness is the lack of skills in both technology
and financial management which results in the resulting business output not being
optimal even though they have used technology. Apart from that, opportunities that must
be maximized are taking advantage of opportunities in the non-FnB sector and entering
the export market because currently there are still relatively few MSME players there.
Meanwhile, many MSME players find it difficult to adapt to technology, very tight
competition, and low awareness of investing as a threat profile. Solid collaboration
between stakeholders ranging from government, accelerators, educational institutions,
incubators, cellular operators, and financing institutions is needed to optimize MSMES in
East Java Province.

This research was conducted by using respondents from various SMEs in East Java, along
with more generated variations in the study. Similar research can also be done in another
province in Java, Sumatra, Kalimantan, etc., which is not only in East Java in order to
provide more objective results and also to examine the generalization of the results.
Future work also can dig deeper into the strategies provided in this study to gain more
complex, comprehensive, and applicable policy strategies or frameworks.

References

Addo, S. D., & Asante, J. (2023). The impact of financial literacy on access to finance: Does risk
attitude matter?. International Journal of Business, Management, and Economics, 4(1), 32-55,
DOI: https://doi.org/10.47747/ijbme.v4i1.1101

Adomako, S., Danso, A., & Damoah, J. O. (2016). The moderating influence of financial literacy
on the relationship between access to finance and firm growth in Ghana. Venture Capital,
18(1), 43-61. DOI: https://doi.org/10.1080/13691066.2015.1079952

Aknhtar, S., & Liu, Y. (2018). SME managers and financial literacy; Does financial literacy really
matter?. Journal of Public Administration and Governance, 8(3), 353-373. DOI:
https://doi.org/10.5296/jpag.v8i3.13539

Agyapong, D., & Attram, A. B. (2019). Effect of owner-manager’s financial literacy on the
performance of SMEs in the Cape Coast Metropolis in Ghana. Journal of Global
Entrepreneurship Research, 9(67), DOI: https://doi.org/10.1186/s40497-019-0191-1

Amartha. (2022). Amartha prosperity index — volume 1 of grassroots entrepreneurs report. Jakarta.

Migration Letters



145 MSMES’ Digital Competence and Financial Literacy Analysis in East Java, Indonesia

Baihagqy, M. R. I., Disman., Nugraha., Sari, M., & lkhsan, S. (2020. The effect of financial
literacy on the investment decision. Budapest International Research and Critics Institute-
Journal (BIRCI-Journal), 3(4), 3073-3083.

Carraher, S. & Van Auken, H. (2013). The use of financial statements for decision making by small
firms. Journal of Small Business & Entrepreneurship, 26(3), 323-336, DOI:
10.1080/08276331.2013.803676

Ceglie, G., & Dini, M. (1999). SME cluster and network development in developing countries:
The experience of UNIDO. The PSD Technical Working Papers Series of UNIDO, Vienna.

Chege, S. M., & Wang, D. (2019). Information technology innovation and its impact on job
creation by SMEs in developing countries: An analysis of the literature review. Technology
Analysis & Strategic Management, 32(3), 256-271. DOl:
https://doi.org/10.1080/09537325.2019.1651263

Chen, C.-L., Lin, Y.-C., Chen,W.-H., Chao, C.-F., & Pandia, H. (2021) Role of government to
enhance digital transformation in small service business. Sustainability, 13(3), 1028. DOI:
https://doi.org/10.3390/su13031028

Chenomics. (2022). Digital Economy for the Philippines. https://chemonics.com/projects/building-
a-robust-and-resilient-digital-economy-for-the-philippines/

Crompton, B. (2012). The effect of business coaching and mentoring on small-to-medium
enterprise performance and growth. Doctoral thesis, RMIT University.

Dorado, S., Giles, D. E., & Welch, T. C. (2009). Delegation of coordination and outcomes in cross-
sector partnerships: The case of service learning partnerships. Nonprofit and Voluntary Sector
Quarterly, 38(3), 368—391. DOI: https://doi.org/10.1177/0899764008316055

Eniola, A. A., & Entebang, H. (2015). Government policy and performance of small and medium
business management. Int. Journal of Academic Research in Business and Social Sciences,
5(2), 237-248. DOI: http://dx.doi.org/10.6007/IJARBSS/V5-i2/1481

Eniola, A. A., & Entebang, H. (2017). SME managers and financial literacy. Global Business
Review, 18(3), 559-576. DOI: 10.1177/0972150917692063

Ferrari, A. (2013). DIGCOMP: A framework for developing and understanding digital competence
in Europe. In: Yves Punie and Barbara N. Brecko (Eds), JRC Scientific and Policy Reports,
European Commision.

Foroudi, P., Gupta, S., Nazarian, A., & Duda, M. (2017). Digital technology and marketing
management capability: Achieving growth in SMEs. Qualitative Market Research, 20(2), 230-
246. DOI: https://doi.org/10.1108/QMR-01-2017-0014

Gould, R. W. (2012). Open innovation and stakeholder engagement. Journal of Technology
Management & Innovation, 7(3), 1-11. DOI: http://dx.doi.org/10.4067/S0718-
27242012000300001

Grama-Vigouroux, S., Saidi, S., Berthinier-Poncet, A., Vanhaverbeke, W., & Madanamoothoo, A.
(2020). From closed to open: A comparative stakeholder approach for developing open
innovation activities in SMEs. Journal of Business Research, 119, 230-244. DOI:
https://doi.org/10.1016/j.jbusres.2019.08.016

Hussain, J., Salia, S., & Karim, A. (2018). Is knowledge that powerful? Financial literacy and
access to finance. Journal of Small Business and Enterprise Development, 25(6), 985-1003.
DOI: https://doi.org/10.1108/JSBED-01-2018-0021

Huxham, C., & Hibbert, P. (2004). Collaborating to know?: Interorganizational engagement and
learning. Advanced Institute of Management Research Paper No. 013, DOI:
https://doi.org/10.2139/ssrn.1306956

IMDA. (2022). Helping SMEs go digital - Factsheet. Singapore.https://www.imda.gov.sg/-
/media/Imda/Files/Programme/SMEs-Go-Digital/SMEsGD-Factsheet.pdf

IMD (International Institute for Management Development). 2022. World Digital Competitivenss
Ranking 2022 - An overview. Retrieved from https://www.imd.org/centers/world-
competitiveness-center/rankings/world-digital-competitiveness/



Sofwan Kurnia et al. 146

Kemenkop UKM. (2021). Gambaran UMKM Indonesia. Retrieved  from
https://kemenkopukm.go.id/kumkm-dalam-angka/?type=indikator-umkm&sub=0

Khalil, A., Abdelli, M. E. A., & Mogaji, E. (2022). Do digital technologies influence the
relationship between the COVID-19 crisis and SMEs’ resilience in developing countries?
Journal of Open Innovation; Technology, Market, and Complexity; 8(2). DOI:
https://doi.org/10.3390/joitmc8020100

Klijn, E.-H., Eshuis, J., & Braun, E. (2012). The influence of stakeholder involvement on the
effectiveness of place branding. Public Management Review, 14(4), 499-519. DOI:
https://doi.org/10.1080/14719037.2011.649972

Kominfo (Kementerian Komunikasi dan Informatika). (2020). Rencana Strategis 2020-2024
Kementerian Komunikasi dan Informatika - Lampiran Permen. Jakarta.

Kulathunga, K. M. M. C. B., Ye, J., Sharma, S., & Weerathunga, P. R. (2020). How Does
Technological and Financial Literacy Influence SME Performance: Mediating Role of ERM
Practices. Information, 11(6), 297. DOI: https://doi.org/10.3390/inf011060297

Maksum, R. I., Rahayu, A. Y. S., & Kusumawardhani, D. (2020). A social enterprise approach to
empowering micro, small and medium enterprises (SMEs) in Indonesia. Journal of Open
Innovation: Technology, Market, and Complexity, 6(3), 50. DOl
https://doi.org/10.3390/joitmc6030050

Momen, M. N. (2020). Multi-stakeholder partnerships in public policy. In: Leal Filho, W., Azul, A.
M., Brandli, L., Lange Salvia, A., Wall, T. (eds) Partnerships for the Goals. Encyclopedia of the
UN Sustainable Development Goals. Springer, Cham. https://doi.org/10.1007/978-3-319-
71067-9_50-1

Mydigital Corporation. (2023). Innovating Malaysia’s Digital Landscape Together.
https://mydigital.gov.my/

Nhat, P. (2021). Vietnam launches program to support SMEs in digital transformation. Hanoi
Times January 30, 2021. https://hanoitimes.vn/vietnam-launches-program-to-support-smes-in-
digital-transformation-316103.html

Noland, J., & Phillips, R. (2010). Stakeholder engagement, discourse ethics and strategic
management. International Journal of Management Reviews, 12(1), 39-49. DOI:
https://doi.org/10.1111/j.1468-2370.2009.00279.x

Nugroho, A. P. (2023). Qualitative investigation: Exploring the challenges faced by Indonesian
SMEs in accessing financial services in Sukabumi City. West Science Interdisciplinary Studies,
1(05), 41-50, DOI: 10.58812/wsis.v1i05.72

OSMEP. 2020. MSME Profile. Thailand. https://www.sme.go.th/en/page.php?modulekey=365

Pauw, P., & Chan, S. (2018). Multistakeholder partnerships for adaptation: The role of micro,
small and medium enterprises. In: C. Schaer & N. Kuruppu (Eds.), Private-sector action in
adaptation: Perspectives on the role of micro, small and medium size enterprises (pp. 98-109).
UNEP DTU.

Peillon, S., & Dubruc, N. (2019). Barriers to digital servitization in French manufacturing SMEs.
Procedia CIRP, 83, 146-150. DOI: https://doi.org/10.1016/j.procir.2019.04.008

Pelletier, C., & Cloutier, L. M. (2019). Conceptualising digital transformation in SMEs: An
ecosystemic perspective. Journal of Small Business and Enterprise Development, 26(6/7), 855-
876. DOI: https://doi.org/10.1108/JSBED-05-2019-0144

Qeis, M. 1. (2015). Aplikasi wordcloud sebagai alat bantu analisis wacana. International
Conference on Language, Culture, and Society (ICLCS) LIPI, November 2015.
Retrieved from

https://www.researchgate.net/publication/316736417_APLIKASI_WORDCLOUD_SEBAGAI
_ALAT_BANTU_ANALISIS_WACANA

Rafiah, K. K., Widianto, S., Kamal, I., Shofiana, A., Fajar, A. M., Rudini, A. A. (2022). Digital
readiness of SMEs: An insight from Indonesia. AFEBI Management and Business Review,
7(1), 12-26, DOI: https://doi.org/10.47312/ambr.v7i01.517

Migration Letters



147 MSMES’ Digital Competence and Financial Literacy Analysis in East Java, Indonesia

Ratnawati, K., & Soelton, M. (2022). The role of digital financial literacy on firm performance in
micro industry. International Conference on Community Dev, 4(1), 95-101, DOI:
https://doi.org/10.33068/iccd.v4il.447

Remund, D. L. (2010). Financial literacy explicated: The case for a clearer definition in an
increasingly complex economy. Journal of Consumer Affairs, 44(2), 276-295. DOI:
https://doi.org/10.1111/j.1745-6606.2010.01169.x

Rosyadi, S., Kusuma, A. S., Fitrah, E., Haryanto, A., & Adawiyah, W. (2020). The multi-
stakeholder’s role in an integrated mentoring model for SMEs in the creative economy sector.
SAGE Open, 10(4). DOI: https://doi.org/10.1177/2158244020963604

Scuotto, V., Nicotra, M., Del Giudice, M., Krueger, N., & Gregori, G. L. (2021). A
microfoundational perspective on SMEs’ growth in the digital transformation era. Journal of
Business Research, 129(C), 382-392. DOI: 10.1016/j.jbusres.2021.01.045

Skala, A. (2019). Digital startups in transition economies. DOI: https://doi.org/10.1007/978-3-030-
01500-8

Sugiyono. (2016). Metode Penelitian Kuantitatif, Kualitatif, Dan R&D. Bandung: Alfabeta.

Tambunan, T. T. H. (2018). The impact of the economic crisis on micro, small, and medium
enterprises and their crisis mitigation measures in Southeast Asia with reference to Indonesia.
Asia & the Pacific Policy Studies, 6(1), 19-39. DOI: https://doi.org/10.1002/app5.264

Thabet, O. B., Fazlin Ali, A. A. M., & Kantakji, M. (2019). Financial literacy among SMEs in
Malaysia. Humanities &  Social  Sciences Reviews, 7(2), 376-383. DOI:
https://doi.org/10.18510/hssr.2019.7244

Vieru, D. (2015). Towards a Multi-Dimensional Model of Digital Competence in Small- and
Medium-Sized Enterprises. In: M. Khosrow-Pour, D.B.A. (Ed.), Encyclopedia of Information
Science and  Technology, Third Edition (pp. 6715-6725). IGl  Global.
https://doi.org/10.4018/978-1-4666-5888-2.ch660

Vieru, D., Bourdeau, S., Bernier, A., Yapo, S. (2015). Digital competence: A multi-dimensional
conceptualization and a typology in an SME context. Proceeding in 48th Hawaii International
Conference on System Sciences, DOI: 10.1109/HICSS.2015.557

Vrontis, D., Chaudhuri, R., & Chatterjee, S. (2022). Adoption of digital technologies by SMEs for
sustainability and value creation: Moderating role of entrepreneurial orientation. Sustainability,
14(13). DOI: https://doi.org/10.3390/su14137949



