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ABOUT MIICEMA 2024 
 
The 23rd Malaysia-Indonesia International Conference on Economics, Management and 
Accounting (MIICEMA2021) was held on 14th-15th August 2024 and organized by the Faculty of 
Economics and Business, Universitas Islam Al-Azhar, Indonesia. MIICEMA 2024 was a hybrid 
event that took place at Universitas Islam Al-Azhar both on-site and online. The term Malaysia-
Indonesia Cooperation in Economics, Management, and Accounting was initially used in 1993 
during a meeting in Bangi, Malaysia. The same year, Universitas Syiah Kuala in Banda Aceh, 
Indonesia, hosted the organization's inaugural conference. At the time, the goal of this 
collaboration was to establish a formal network between UKM and the early Indonesian 
universities and to encourage academic cooperation and friendship among its participants. In 
keeping with the long-standing connection, the Faculty of Economics and Business at 
Universitas Islam Al-Azhar in Indonesia has been granted the honor of organizing and hosting 
the 23rd installment of MIICEMA. The theme chosen for MIICEMA 2024 is: “Embracing 
Economic Challenges and Opportunities towards Inclusive and Sustainable Development” 
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PREFACE 
 
Chief of Pesantren Luhur Al-Azhar Foundation 
Dr. Ir. H. Nanang Samodra, KA., M.Sc.  
 
Assalamu’alaikum Warahmatullahi Wabarakatuh, 
A very warm welcome to all of you! 
 
It is with immense pride and joy that we gather here today for 
the twenty-third Malaysia-Indonesia International 
Conference on Economics, Management, and Accounting 
(MIICEMA) 2024. This event marks an important milestone 
as it is the first time we have hosted this prestigious gathering. 
As the Chairman of Yayasan Pesantren Luhur Al-Azhar, I 

would like to express my heartfelt gratitude to all the distinguished delegates, keynote speakers, 
and participants who have traveled from various countries to be part of this momentous 
occasion. Your presence here reflects the enduring strength of collaboration and the shared 
commitment to advancing knowledge in the fields of economics, management, and accounting.  
Since its establishment in 1993, MIICEMA has played an important role in fostering strong 
relationships between Universiti Kebangsaan Malaysia (UKM) and other universities across 
Indonesia, including currently with our Institution. The conference has become an important 
platform for the exchange of ideas, research and innovation, especially to address the unique 
economic challenges and opportunities faced by Malaysia and Indonesia. 
On this auspicious occasion, we are also proud to introduce the International Lombok 
Conference for the first time at UNIZAR. It is our hope that this conference will foster 
collaborative efforts among academics from various disciplines—such as economics, medicine, 
law, agriculture, engineering, and science—to address the increasingly complex challenges of our 
world, with a view towards a better future. The integration of diverse expertise will enable the 
identification of effective and efficient strategies for the welfare of humanity and the 
preservation of the environment 
As we convene here in the beautiful island of Lombok, I am confident that this year's conference 
will continue to build upon this rich legacy. The theme of our conference underscores the 
importance of understanding and addressing economic issues within the context of our 
respective nations, and I look forward to the insightful discussions and collaborations that will 
emerge from these sessions. 
I would like to extend my sincere thanks to the organizing committee for their dedication and 
hard work in making this event possible. It is through your efforts that we are able to create an 
environment where knowledge can be shared, connections can be strengthened, and new ideas 
can be born. 
 
In conclusion, I hope that everyone will find this conference to be both beneficial and inspiring. 
May the knowledge exchanged here today contribute to the betterment of our societies and the 
strengthening of our academic and professional ties. 
Thank you. 
 
Wassalamu’alaikum Warahmatullahi Wabarakatuh. 
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Rector of Universitas Islam Al-Azhar 
Dr. Ir. Muh. Ansyar, MP.  
 
Assalamu’alaikum Warahmatullahi Wabarakatuh, 
 
Good morning and welcome to Universitas Islam Al-Azhar. It 
is a great pleasure for me to extend our warmest greetings 
and gratitude for your presence at this significant event: the 
twenty-third Malaysia-Indonesia International Conference 
on Economics, Management, and Accounting (MIICEMA) 
2024. 
We are truly honored to have the opportunity to host these 
prestigious international conferences. At UNIZAR, we take 

immense pride in welcoming you to our institution for MIICEMA. These conferences provide 
invaluable platforms for the exchange of ideas, knowledge, and innovations across various fields 
including economics, management, accounting, and other disciplines. 
Before we commence, I would like to officially open the twenty-third MIICEMA at Aula 
Abdurrahim, Universitas Islam Al-Azhar, by saying Bismillahirrahmanirrahim. 
I would like to extend our deepest gratitude to all the delegates, keynote speakers, and 
participants who have traveled from various countries to be with us today. Your presence here 
is a testament to our collective dedication to advancing knowledge and addressing pressing 
issues. It exemplifies our mutual commitment to fostering intellectual exchange and discovering 
innovative solutions that will benefit not only our immediate communities but also the global 
society at large. Your involvement is invaluable in achieving these goals and in strengthening 
our shared mission of global progress and understanding. 
 
May these conferences bring great benefits, inspiration, and opportunities for collaboration to 
all of us. Thank you for your attention and participation. I wish you a successful and enriching 
conference. 
 
Wassalamu’alaikum Warahmatullahi Wabarakatuh. 
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Director General of Village and Rural Development  
Sugito, S.Sos, MH 
 
Assalamu’alaikum Warahmatullahi Wabarakatuh, 
 
The participation of villages in Indonesia’s development 
plays a pivotal role in the nation's economic strength. As the 
backbone of our country, rural communities are rich in 
resources, both human and natural, which are vital to 
fostering sustainable growth. By empowering villages to take 
part in decision-making and development processes, we not 
only uplift their local economies but also contribute 

significantly to national progress. 
 
Through initiatives such as the Village Funds Program, we are fostering inclusive economic 
participation, supporting local entrepreneurship, and improving rural infrastructure. These 
efforts aim to bridge the gap between urban and rural areas, ensuring that all Indonesians can 
benefit from the nation's growth. In collaboration with local leaders and stakeholders, we are 
committed to nurturing a resilient and self-sufficient village economy, one that will drive 
Indonesia toward greater prosperity and equitable development. 
 
The strength of Indonesia lies in the strength of its villages, and by harnessing their potential, 
we can achieve a more inclusive, prosperous, and sustainable future for all. 
 
Wassalamu’alaikum Warahmatullahi Wabarakatuh. 
 
 
  



17 
 

 

Delegation of MIICEMA 
Assoc. Prof. Dr. Muhammad Hakimi Mohd Shafi 
 
Assalamu’alaikum Warahmatullahi Wabarakatuh, 
 
I would like to extend my warmest greetings to Chief of the 
Pesantren Luhur Al-Azhar Foundation, Rector of Universitas 
Islam Al-Azhar Indonesia, Dean of the Faculty of Economic and 
Business of Universitas Islam Al-Azhar, and all the respected deans 
and participants. I recognize the presence of colleagues from 
various regions, including Bandung, Aceh, Palembang, and 
beyond. While I may not mention everyone by name, it does not 
diminish my respect for all of you. I am also honored to 

acknowledge Dr. Vega, Chairperson of the 23rd MIICEMA, and our colleagues from Universiti 
Kebangsaan Malaysia, who have joined us with 43 faculty members and 20 students. It is a 
privilege to gather here in Lombok, a place we have dreamed of visiting since our discussions in 
Depok. 
 
Alhamdulillah, with the blessings of Allah, we are able to convene this event for the 23rd 
MIICEMA International Conference. Since 1990, when only 10 universities in Indonesia were 
involved, our partnership has grown significantly. Originally known as the Malaysia-Indonesia 
International Conference in Economics, Management, and Accounting, MIICEMA has evolved 
into a strong academic and community-based platform. 
 
As we move forward, we continue to strengthen our collaboration between Malaysia and 
Indonesia, particularly in academic activities, research, and community service. This shared 
journey is also significant as both countries celebrate their independence this month. Together, 
we will work under the framework of “Tri Dharma Perguruan Tinggi”—education, research, and 
community service—by engaging with academia, students, industry, and the government. 
 
I see great opportunities in our regional cooperation to address the pressing challenges in 
economics, management, and accounting. InsyaAllah, after our meeting today, we can take 
concrete steps toward making meaningful contributions, including addressing initiatives like the 
journal of *pengabdian masyarakat* (community service). 
 
Thank you once again to all participants, especially to UNIZAR. I am confident that with our 
collective strength, MIICEMA will continue to thrive and contribute positively to our shared 
goals. I look forward to fruitful presentations and discussions today.  
 
Wabillahi taufik walhidayah, wassalamualaikum warahmatullahi wabarakatuh. 
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Chief of 23rd MIICEMA 
Dr. Vegalyra Novantini Samodra, ST., MM. 
 
Bismillahirrahmanirrahim.  
Assalamualaikum warahmatullahi wabarakatuh. 
 
Distinguished ladies and gentleman.  
I extend my heartfelt gratitude to all esteemed guests, officials 
from Universitas Islam Al-Azhar (UNIZAR), and participants 
of this significant event. 
Welcome to the 23rd MIICEMA in 2024. We are thrilled to 
have so much active participants, with both in-person and 

online speakers and attendees from Indonesia, Malaysia, the Philippines, Nigeria, and more. 
This event marks a historic milestone for our university, showcasing our commitment to 
academic excellence and global engagement. We at Universitas Islam Al-Azhar are truly honored 
to host this prestigious event. This opportunity not only strengthens our bonds but also serves 
as a platform for sharing invaluable knowledge, experiences, and inspiration. The significant 
challenges ahead of us must be met with a spirit of collaboration and innovation. Through 
inclusive cooperation, we can create sustainable solutions that will benefit future generations. 
 
I would like to express my highest appreciation to all the committee members and sponsors who 
have worked tirelessly to make this event a grand success. Without your hard work and 
dedication, this event would not have been possible. 
Honored Guests, 
 
In addition to this conference, we are also hosting student activities in collaboration with 
Universiti Kebangsaan Malaysia, alongside national and international visiting lecturers. These 
initiatives reflect our vision of fostering productive and meaningful collaboration with 
institutions and scholars worldwide. 
 
We sincerely hope that this conference will strengthen our partnerships and pave the way for 
future collaborations on a global scale. I want to extend my deepest appreciation to the 
organizing committee for their hard work and dedication in making this event a success. 
 
Once again, thank you to everyone for your participation, and we look forward to a fruitful and 
engaging experience with all of you. 
 
Wabillahi taufik walhidayah, wassalamualaikum warahmatullahi wabarakatuh. 
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PROGRAM SCHEDULE 
 

The 23rd Malaysian-Indonesian International Collaboration on Economic, 

Management, & Accounting (MIICEMA) 

“Embracing Economic Challenges and Opportunities Towards Inclusive and Sustainable 

Development” 

All times on this schedule are following the Waktu Indonesia Tengah (WITA) or Malaysia Time 
(MYT) or Australian Western Standard Times (AWST) (UTC/GMT+8). 

   

Wednesday, August 14th, 2024 

TIME EVENT/ACTIVITY 

OPENING CEREMONY [VENUE: UNIVERSITAS ISLAM AL-AZHAR] 

08:00 – 09:00 Registration 

09.00 – 09.20 Opening 

09.20 – 09.35 Indonesian National Anthem 

Universitas Islam Al-Azhar anthem 

09.35 – 09.40 Reporting event from Conference Chairperson 

09.40 – 09.45 Welcoming speech Kementerian Desa 

09.45 – 09.50  Brief speech Chief of Pesantren Luhur Al-Azhar Foundation 

09.50 – 10.00 Welcoming Speech from MIICEMA delegation 

10.00 – 10.10 Opening Remarks from Rector of Universitas Islam Al-Azhar 

10.10 – 10:15 Praying 

KEYNOTE SPEECHES 

10.15 – 11.20 Panel Discussion (The 23rd MIICEMA) Embracing challenges and 

opportunities towards inclusivity and sustainability for better 

future 

Dr. Ir. H. Nanang Samodra, KA., M.Sc. | Dr. Herie Suksono | Prof. Dr. 

Muhammad Hakimi Mohd Shafiai | Prof. Huriyet Babacan | Prof. Dr. Firman 

Menne, S.E., M.Si., Ak., CA, CTA, ACPA  

11.20 – 12.15 Panel Discussion 2 (The 1st International Lombok 

Conference/ILC) Multidisciplinary Challenges for Better Future 
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TIME EVENT/ACTIVITY 

Associate Prof Datin Dr Norliza Abdullah | dr. H. Danang Nur Adiwibawa, 
Sp.KJ., SH | Gunawan Baharuddin, Ph.D, CERA., CHRA | Muhammad Umar 

Draz, PhD 

12:15 – 12:30 Certificate of Appreciation handover to speakers, and photo 

session 

12.30 – 13.30 Lunch Break 

RESEARCH SYMPOSIUM: ORAL PRESENTATIONS 

13.30 – 15.30 

  

CONCURRENT/PARALLEL 1-10 ROOMS (HYBRID) 

Venue: Room for in-person presenters/ virtual meeting platform 

  

GALA DINNER  

19.00 – 19.30 Registration 

19.30 – 19.40 Event introduction (Start Dinner) 

19.40 – 19.50 Welcoming Speech Prof. Hakimi 

19.50 – 19.55 Welcoming Speech Dr. Ir. H. Nanang Samodra, MSc 

19.55 – 20.15 MoU Signing Ceremony 

20.15 – 20.20 Next year’s MIICEMA host announcement 

20.20 – 20.50 Photo Session 

20.50 – 21.30 Closing & all guest photo session 
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RESEARCH PAPERS 
 

How Online Loans (Pinjol) are So Appealing in Indonesia? 
  

Anggari Marya Kresnowati1, Gustaf Wijaya2   

 
1 Faculty of Islamic Economics and Business, UIN Sunan Kalijaga  

2 Center for Research on Social Welfare, Villages, and Connectivity, Badan Riset dan Inovasi 
Nasional 

 
ABSTRACT 

 
The extensive growth of financial technology in Indonesia has increased both the supply and 
demand for online loans. The absence of financial literacy raises the risk of unmanageable debt 
and fraud. This study attempts to investigate how online lenders use new media platforms for 
advertising to draw in more customers and grow their business. This study employs an 
exploratory qualitative methodology. Several online loan (Pinjol) commercials on YouTube serve 
as primary data, while virtual observation is explored as secondary data. Social media marketing 
contributes to the expansion of online lending in Indonesia. Research indicates that advertising 
on social media is a crucial method of gaining visibility. Pinjol is very appealing in the "thinking" 
component of a person's reaction impact due to its convenient application process, flexibility, 
and potentially high-interest rates. Due to growing economic difficulties, individuals are opting 
for fintech lending as a shortcut to avoid the extensive paperwork required by traditional banks. 
This alternative is perceived as more convenient and accessible by the public. Conversely, the 
prevalent consumer culture and low literacy levels have inadvertently made it simpler for the 
population to obtain loans. The advertisement shows how easy and flexible it is.  
 
Keyword: Online Lending, Fintech, Financial Advertisement, Pinjol, Social Media 
Advertisement  
 
INTRODUCTION 
For a long time, the banking system has had to reconsider its structure, organization and role 
due to the increasing use of more and more technologically advanced solutions. It is contextual 
parallel development of the Financial Technology (FinTech) sector (Romanova and Kudinska 
2016). At the same time, the FinTech world is also affected by great turmoil shown by the 
increasing tech solutions being offered in the financial markets, including those related to 
lending, equity and crowdfunding (Onorato, Pampurini, and Quaranta 2024). Fintech's 
significant growth in recent years has led to an increase in financial risks. The world of business 
and society has changed significantly because of innovative technologies. For example, mobile 
technology is playing an increasingly important role in the evolution of traditional financial 
services (Franklin 2015).  FinTech, a portmanteau word derived from "financial technology," is 
an emerging economic industry made up of companies that use cutting-edge technology to 
provide more efficient financial services than traditional financial services.   
Over the past decade, the emergence of FinTech companies around consumer and business 
credit has created many opportunities for lenders and investors (Xia, Liu, and Zhang 2020). 
Credit markets around the world are undergoing a transformation. While banks, credit unions, 
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and other traditional lenders remain the chief source of financing for companies and households 
in most economies (with capital markets playing an important role in some cases), new 
intermediaries have recently emerged. Digital lending models such as peer-to-peer (P2P) / 
marketplace lending and invoice trading have grown in many economies in the past decade. 
These types of credit, facilitated by online platforms rather than traditional banks or lending 
companies, are referred to as “debt-based alternative finance” (Wardrop et al. 2015).  
Advertising in new media is one of the ways that companies that provide online loans penetrate 
the market. The advertising pattern in this media is consistent with the digital ecosystem that 
they are targeting, specifically mobile phone users and those who can readily apply. According 
to Maharani et al. (2023), advertising and increased publicity are more important for online 
brand awareness in Indonesia than word-of-mouth and sponsorship. This is consistent with the 
fact that we can easily access online loan adverts on new media channels like YouTube. Digital 
revolution has had an impact on the financial industry. Technology in the financial industry, 
often known as financial technology (fintech), is currently most popular among the public in the 
form of online loans (pinjol). (Supriyanto and Ismawati, n.d). 
 According to the Financial Services Authority (OJK), there were 100 fintech lenders (pinjol) in 
April 2022 who did not have a permit or were not legally registered with the OJK. However, the 
large number of violations committed by illegal lenders who do not have permission from the 
Financial Services Authority (OJK) are thought to have harmed the reputation of the financial 
technology lending industry as a whole, making it very disturbing for the public and also 
detrimental to the country, as the country will lose potential tax revenue. Even in the middle of 
the Covid-19 pandemic, the presence of illicit loans continues to emerge, and their growth 
appears to be increasing. (Sugangga, Sentoso, 2020). 
The existence of this pinjol has sparked controversy due to a lack of financial understanding in 
society, particularly among Indonesia's millennial population. This clearly increases the 
likelihood of the borrower becoming locked in an overburdened debt trap and unable to make 
the payments. In December 2021, the millennial generation aged 19-34 years dominated the use 
of online loans by 63%, with total loans of more than 14 trillion, with 77% of transactions taking 
place on the island of Java and the majority in DKI Jakarta (Financial Services Authority, 2022). 
This is a social tragedy that requires rapid risk reduction. The millennial generation's strong 
willingness to utilize loan applications is concerning, given the growth in examples of unlawful 
loan service providers attempting to use borrower data to send bill messages to the borrower's 
friends or family. As a result, it is vital to investigate loan risk detection and awareness. The 
purpose of this study is to map pinjol advertising and its dangers if it is not completely 
recognized by the public, as well as to examine the formal legal aspects of pinjol. 
 
LITERATURE STUDY 
The Business Model of Fintech Lending  
Fintech credit markets have grown at an exponential rate around the world. The standard 
lending process for most fintech platforms now means that when a potential borrower registers 
on the platform and submits their loan application, the platform pre-screens it. Here, in contrast 
to traditional bank lending that utilizes standard credit scores and information, the innovation 
of fintech lending is that it uses ‘‘big data’’ technology to collect nonstandard information from 
disparate individual borrowers on a large scale (Houston et al. 2010) and uses this to pre-screen 
loans using scalable algorithms to gauge the riskiness of the underlying loan applications. 
Verified applications are listed on the platform and allocated into risk buckets, called ‘‘grades’ 
or ‘‘subgrades’’ (Valle and Zeng 2019), which in turn map to interest rates; that is, loan prices, 
platforms create highly dispersed and complex relationships between borrowers and lenders. To 
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further share/diversify the default risk, a few platforms or their co-operating partners also 
provide a safeguarding service to investors. Under this service, if a borrower becomes insolvent, 
the platform or its co-operating partners seek to recover the losses of the investors first, and then 
make a claim for any amount outstanding under the loan on the investors’ behalf (Peng et al. 
2023).  
 
Financial Literacy  
Financial literacy refers to the information, skills, and beliefs that impact attitudes and behavior 
to improve decision-making and financial management and attain public financial prosperity 
(Financial Services Authority, 2024). Financial knowledge can assist consumers in making 
selections about financial goods that will help them optimize their financial decisions. 
Individuals must be knowledgeable about finance to avoid making poor financial decisions in 
the future (Margaretha and Pambudhi 2015). Misconceptions lead to financial losses for many 
people because of needless expenditure, improper credit card use, and a lack of financial literacy. 
Financial literacy is strongly linked to behavior, habits, and the impact of external variables. 
Meanwhile, Chen and Volpe (1998), in (Margaretha and Pambudhi 2015), describe financial 
literacy as the ability to handle finances to live more prosperously in the future. According to 
PISA 2012: Financial Literacy Assessment Framework (OECD INFE, 2012), financial literacy is 
an important determinant in economic growth and financial stability. Consumers with excellent 
financial literacy will make purchasing selections that value quality. From the standpoint of a 
financial services provider, excellent financial literacy will provide enough product knowledge 
as well as an understanding of risk. Meanwhile, the government believes that with excellent 
financial literacy in the community, it can maximize tax revenue for infrastructure and public 
service facilities. Financial literacy improves the quality of financial services while also 
contributing to a country's economic growth and development. 
 
Advertising & Social Media 
The advertising business is among those most affected by digital disruption. Advertisements that 
were previously distributed via billboards, booklets, or digitally on television now have 
additional space alternatives on the Internet. Advertising via new media is extremely popular 
due to the segmentation and depth of data available to consumers (Dwivedi, Kapoor, and Chen 
2015). This is also why digital financial (fintech) enterprises choose to enter and advertise in new 
media. 
How do these advertisements work? We employ Vakratsas and Ambler's (1999) approach to 
examine it. In brief, this approach examines how advertising influences its intended audience. 
Starting with the content of the advertisement (input), which is the primary weight of an 
advertisement. There are three cognitions that determine how an advertisement is digested: the 
"thinking" dimension, the "feeling" dimension, and experience, which leads to buy intention 
(Belch and Belch 2018). 
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Figure 1. Framework for analyzing how an advertisement works. Source: (Vakratsas and 
Ambler 1999). Initially, banks advertised on social media to guarantee that their online 

services were well-accepted. Whereas a decade ago, the public remained skeptical, particularly 
in terms of security (Dao et al. 2014). 

  
METHODOLOGY 
This study employs an exploratory qualitative approach based on the Content Analysis method, 
supplemented with a literature review. Taking promotional films from Kredivo, Easycash, and 
Adakami, with one (one) set of advertisements per circulating on YouTube. This pick is based on 
statistics indicating that the three of them are among the top five (five) online loan providers in 
Indonesia, with the most consumers and financial turnover, as well as extensive advertising on 
YouTube. Researchers did not include Akulaku or ShoopePaylater, despite the fact that they are 
two major businesses in addition to the three listed above, because they both have platforms that 
connect merchants with consumers directly from their e-commerce platforms. 
According to Johnny Saldana, the qualitative content analysis procedure consists of several 
major stages, including data collection, deletion, coding, storage, presentation, interpretation, 
and validation. The table below shows our research protocol. 
 
Table 1. Reserch Protocol 
Data 
Collection 
and Deletion  

Data Coding   Storage of 
data.  

Data  
Interpretation  

Data  
Validation  

Researchers 
collect data in 
the form of 
text, 
photographs, 
audio, and 

Researchers 
assign codes to 
certain 
sections of the 
data based on 
categories, 

Researchers 
save and 
archive raw 
data, field 
notes, 
analytical 

Researchers 
compile, 
analyze, and 
present data in a 
variety of 
formats, 

Inductively, 
researchers 
study data, 
identify 
themes, 
respond to 
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YouTube 
videos, which 
will then be 
examined. 
irrelevant data 
is sorted and 
ignored.  
 
Source: Video 
commercials 
on each pinjol's 
official 
channels.  

concepts, 
topics, trends, 
processes, 
events, actions, 
tactics, and so 
on. 
  

memos, and 
code files for 
quick retrieval.  

including tables, 
graphs, 
diagrams, 
matrices, 
networks, and 
others, to make 
patterns and 
linkages clear.  

research 
questions, 
make 
statements, 
and build 
theories and 
discoveries.  

Source: Adaptation of Saldana J (2009) 
 
Table 2. Research data: Pinjol advertising on YouTube  

No.
  

Link  Pinjol  Duratio
n 

Views  Uploaded
  

Judul  

1  https://www.yo
utube.com/watc
h?v=i5hMvfhcd
zA  

Kredivo  00:28  420439  7/9/2021  Anti Sewot-
Sewotan Kalau 
Udah Pake 
Kredivo!  

2  https://www.yo
utube.com/watc
h?v=m9snrDrLi
qE  

Kredivo  00:55  29288159
  

9/5/2022  Hidup 
#Sefleksibelitu | 
Kredivo  

3  https://www.yo
utube.com/watc
h?v=FXLLnOqy
mlw  

EasyCash
  

00:35  38360  9/11/2023  LEBIH AMAN 
DENGAN 
EASYCASH 

             

4  https://www.yo
utube.com/watc
h?v=X3STHSZx
TvQ  

EasyCash
  

00:54  58278  2/3/2023  Easycash"Bisnis 
yang saya 
bangun"  

5  https://www.yo
utube.com/watc
h?v=e4jB24JCk
tE  

Adakami  00:16  346792  4/2/2021  CICILAN 
MUDAH 
HINGGA 12 
BULAN  

6  https://www.yo
utube.com/watc
h?v=W_VQtV
WSqmY  

Adakami  01:00  9210800  1/2/2021  Pinjaman di 
AdaKami 
syaratnya ribet 
gak sih?  

(Source: processed research data, as of March 18, 2024). 
 
RESULTS AND DISCUSSION 
We study how Online Loans advertise using the Vakratsas and Ambler framework (1999). This 
framework begins by looking at how advertisements input the audience, starting from message 
content analysis, the schedule, and the repetition of the material. Then the filter side, is how the 
motivation and ability of consumers are affected by advertisements and the existing situation. 

https://www.youtube.com/watch?v=i5hMvfhcdzA
https://www.youtube.com/watch?v=i5hMvfhcdzA
https://www.youtube.com/watch?v=i5hMvfhcdzA
https://www.youtube.com/watch?v=i5hMvfhcdzA
https://www.youtube.com/watch?v=m9snrDrLiqE
https://www.youtube.com/watch?v=m9snrDrLiqE
https://www.youtube.com/watch?v=m9snrDrLiqE
https://www.youtube.com/watch?v=m9snrDrLiqE
https://www.youtube.com/watch?v=FXLLnOqymlw
https://www.youtube.com/watch?v=FXLLnOqymlw
https://www.youtube.com/watch?v=FXLLnOqymlw
https://www.youtube.com/watch?v=FXLLnOqymlw
https://www.youtube.com/watch?v=X3STHSZxTvQ
https://www.youtube.com/watch?v=X3STHSZxTvQ
https://www.youtube.com/watch?v=X3STHSZxTvQ
https://www.youtube.com/watch?v=X3STHSZxTvQ
https://www.youtube.com/watch?v=e4jB24JCktE
https://www.youtube.com/watch?v=e4jB24JCktE
https://www.youtube.com/watch?v=e4jB24JCktE
https://www.youtube.com/watch?v=e4jB24JCktE
https://www.youtube.com/watch?v=W_VQtVWSqmY
https://www.youtube.com/watch?v=W_VQtVWSqmY
https://www.youtube.com/watch?v=W_VQtVWSqmY
https://www.youtube.com/watch?v=W_VQtVWSqmY
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From the consumer side, it is necessary to see how the cognition and the consumer experience. 
Also, a deeper literature study related to consumer behavior towards financial technology.   
 
The presence of the fintech industry in offering digital-based financial products seems to open 
new doors for people who want to apply for loans. In contrast to conventional loan services 
offered by banks or cooperatives, various fintechs offer peer-to-peer lending (P2P Lending) or 
online loan products that can be applied for very effortlessly and without complicated 
requirements. Because of its convenience and speed, fintech has become very popular among 
millennials and is predicted to continue to grow. 
   
Simply by showing personal documents, such as ID cards, family cards, taxpayer identification 
numbers, or salary slips, anyone can become an online loan user to solve their financial 
problems. The process is also vast. From the initial application until the funds reach the 
customer, fintech only takes no more than 24 hours. These advantages make financial products 
quickly gain popularity and are increasingly being utilized. 
   
Unfortunately, despite this convenience and practicality, people tend to use these online loans 
unwisely. Online loans have higher interest rates and shorter installment tenors. With online 
loans, the customer easily skip the terms and conditions. As a result, customers run the risk of 
having to pay more than the initial agreement and also have to pay late fees and other penalties 
with high rates.  
   
The existence of online loans has become a major issue due to the low level of financial literacy 
in Indonesian society. This is certainly a risk for online loan debtors to get trapped in debt so 
heavy that they are unable to pay their installments. (Directorate General of State Assets, 2021)  
 
Advertisement input   
The message in an advertisement plays a vital role. It contains messages that directly or 
indirectly make the audience notice. 6 (six) online loan advertising videos on YouTube were 
analyzed through content analysis. This ad appears repeatedly on YouTube audiences in 
Indonesia. The following word cloud presents words that dominate the narrative, such as 
"Easycash" which explicitly mentions its brand repeatedly to be remembered by the audience in 
the advertisement. The word "flexible" also dominates, this word is found in the Kredivo ad 
which places the application as an app that makes consumers more flexible to pay in what way 
and when, in installments of course. Several items are part of the ad narrative, such as iPhones, 
cellphones, lipstick, negligee, and batik. Some of these items are consumptive goods that 
Indonesians are starting to buy online. 
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Figure 2. (Source: Nvivo, Research Data) 
 
Through coding, several messages are obtained that can be drawn as follows: First, the 
advertisement highlights the ease of process and speed of service provided. This is also related 
to the underbank mechanism that occurs between the applicant and the application. In the 
Kredivo advertisement [1], it is conveyed how Kredivo #sefleksibelitu. In this context, Kredivo 
places its application as an application that allows payment flexibility.  So, when consumers do 
not have sufficient funds to buy something, Kredivo becomes an enabler of the payment. In this 
ad, it appears that the actor buys goods online and finds the courier delivering the wrong item, 
even this Kredivo can still help handle the payment. This ad shows how effortless it is to use the 
application.   

 
Figure 3. Jargon on Kredivo Advertisement #Sefleksibelitu 

 
Easy cash, also emphasizes how online loan provides convenience for prospective customers. 
The jargon they use is "easy registration, fast disbursement, calm installments". There is another 
feature that is highlighted, it is how quickly the funds are disbursed into the applicant's account. 
So, in contrast to bank mechanisms that require physical face-to-face meetings, and wet 
signatures on long forms, online loans only need to fill in some data, upload an ID, and take a 
selfie with the ID. It is much easier to get funds whose amount may not be much different.   
 
Second, how online loans highlight their ability to provide low interest and high credit but can 
be paid in the long run. Adakami, for example, uses the jargon "Limit up to 80 million" in each 
of their advertisements. With this advertisement, of course, the audience is attracted because 
the figure of 80 million is quite large when compared to the application efforts that prospective 
customers must make.  
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Figure 4. Link to the Appstore in the end of YouTube Advertisement 

 
Figure 5.  Kredivo ad with low interest offer and 12-month tenor 

 
The 12-month tenor and low interest rate are also Kredivo's mainstay in embracing customers. 
At Kredivo, links to thousands of merchants are also presented to facilitate transactions, with 
the tagline "free shopping". The diction chosen seems to show how consumers have the freedom 
to choose tenor options, installment schemes, items to spend, and costs incurred. Cooperation 
with merchants is also key to the development of financial technology and digital economy 
growth in Indonesia (Dudhat and Agarwal 2023).  
  
Third, is the safety aspect. Safety in fintech is related to 2 things, how safety in data and 
applications (cyber domain) and safety in terms of legality, registered with the Financial Services 
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Authority (OJK). In Indonesia, there are many frauds and threats to customers by illegal online 
loans, including leading to misuse of data and access (Herdiani 2021). The Financial Services 
Authority has regulated information technology-based money lending and borrowing services 
since 2016 through OJK regulation Number: 77/POJK.01/2016. 
 

 
Figure 6. Safety as Easycash selling point 

 
Advertisement Repetition   
One element of how advertising operates is the scheduling of ads and their repetition (Killian 
and McManus 2015). The era of advertising in new media presents a continuous and more 
personalized style of advertising (Dehghani et al. 2016). Advertisement scheduling, which used 
to be determined by advertisers or agencies with certain consideration, can now be adjusted to 
the company's marketing orientation. Advertising on YouTube with the Google ads scheme has 
many advantages, including sharper targets to determine, deeper data to evaluate, and more 
easily adjusted budgets (Manko 2022). This also affects how online loans are advertised. Their 
advertising exposure actively approaches potential customers who have "Googled" loan 
information, or at least have visited the loan application. They also target middle-class 
consumers, who are financially capable of shopping, installments and have a desire for goods 
that tend to be consumptive. The era of personalized advertising makes it possible for advertisers 
to measure what they are targeting and how effective they are, including their demographics 
(Rodrigouez 2017).   
 
Table 2. Duration and number of views of advertising samples (as of March 18, 2024) 

No Loans  Durasi  Views  Uploaded  Title 

1  Kredivo  00:28  420439  7/9/2021  Anti Sewot-Sewotan Kalau Udah Pake 
Kredivo!  

2  Kredivo  00:55  29288159  9/5/2022  Hidup #Sefleksibelitu | Kredivo  

3  EasyCash  00:35  38360  9/11/2023  LEBIH AMAN DENGAN EASYCASH 
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4  EasyCash  00:54  58278  2/3/2023  Easycash"Bisnis yang saya bangun"  

5  Adakami  00:16  346792  4/2/2021  CICILAN MUDAH HINGGA 12 
BULAN  

6  Adakami  01:00  9210800  1/2/2021  Pinjaman di AdaKami syaratnya ribet 
gak sih?  

  
A video that becomes an advertisement will increase in views as it airs as an advertisement 
(Tucker 2014). So as an advertising video, the samples in this research certainly have a high 
number of views. The highest number of views is Kredivo's ad with 29,288,159 views. Followed 
by an ad from Adakami with 9,210,800. This number shows how these videos as advertisements 
have been shown repeatedly, on various feed pages of YouTube users. 
 
Making ads short, concise, and interesting is very important. Overall, the sample of ads taken 
was at or below 30 seconds in length (Singh and Cole 1993). The short running time is one of the 
characteristics of advertisements, both contemporary advertisements and classic 
advertisements in the conventional era (TV media). Audience concentration ranges from 6, 15, 
30 to 60 seconds (Varan et al. 2020). Uneven financial literacy in Indonesia is both an 
opportunity and a challenge for advertisers of financial products. On the one hand, they must be 
able to explain the features and benefits obtained by potential customers through the product in 
a matter of seconds. But on the other hand, the lack of observation of prospective customers in 
seeing a financial product advertisement is also an opportunity. For example, only focusing on 
the "80 million limit" without thinking about how to repay the 80 million loans in 12 months. 
Later, this triggers many frauds.   
 
Filter: Motivation and Ability  
The primary motivation for financial action is need. Maslow's needs theory puts the needs of an 
individual hierarchically. It starts from Physiological needs, safety needs, social needs, Esteem 
needs, and Self-actualization needs. Those are related to human financial needs, namely starting 
with basic financial needs, towards more tertiary needs (Barbaca and Zekan 2011).   
 
The advertisements of online loan providers are mostly direct to consumptive needs. It appears 
from how the existing limit is accompanied by the forms of goods that can be purchased with 
these funds, such as iPhones. At this point, online loan is a means that is widely used as a 
fulfillment of status (self-esteem).  
 
Moreover, the meeting of merchants or sellers with online loan payment gates makes 
transactions easily carried out, calculations in advertisements, more details can be seen from the 
e-commerce application directly, or from the online loan application itself. Prospective 
customers can compare which one is easier, and which one gives a larger limit, with the lowest 
interest.   
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Figure 5. Maslow Hierarchy Needs, source: (Mcleod 2018) 

  
Ability   
Easy with fintech   
There are two issues related to ability in the context of online loans, first, the ability to carry out 
the overall process. The first ability is the extent of the consumer's ability to carry out the loan 
application process. What is in the ad is certainly faster and easier than what should be done 
when applying for a loan. However, with the current digital capabilities of Indonesians, filling 
out forms, taking selfies with ID, and answering several questionnaires are certainly easy and 
commonplace things to do, especially for Gen Z and millennials (Akbar & Wijaya, 2024).   
 
The second ability is related to how the customer's ability to pay the installments that will arise 
after the loan application is successful and installments begin. At this point not all consumers 
understand what the impact of agreeing to borrow from an online loan is, such as being 
contacted when approaching the payment deadline, the consequences of fines, interest, and so 
on. Case histories show that defaults and fraud often occur. 
  
Consumer   
Cognition   
Thinking response  
Affect & Experience   
Feedback of usage   
  
Consumer Behaviour   
Choice  
Between Bank and Underbank   
The presence of online loans provides an option for consumers to determine whether loans with 
banks or underbanked. Online loan advertisements that enter their devices certainly make the 
exposure more intensive than advertising exposure from conventional banks which tend not to 
advertise too much in new media, especially YouTube.   
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Consumption  
Pola konsumsi pinjol di Indonesia  
Buy Now, Pay Later   

 
 

The large penetration of e-commerce (Prayoga et al., 2024) and e-payments in Indonesia has 
encouraged the development of Paylater culture. In line with that, the existence of online loans 
is becoming increasingly interesting, as these apps have almost the same functionality as 
Paylater. Consumers can "credit" a purchase, without having to deal with "credit cards", a 
preferred shortcut in Indonesia.   
 
Loyalty  
No Loyalty, Lower price YES   
Habit   
Paylater Habit  
  
So, how can it be so growth?  
  

  
- Easy 



36 
 

 

- Underbank (fast) 
- Indonesia's lower-middle economy is their market, and the underbanked market is their niche 
- Tempting credit limit offers 
- Easy application process 
- Ease of use 
- Massive market campaign 
- Impulsive consumer behavior 
- Financial literacy vs online loans - Existing phenomenon 
 
Applying for an online loan can be a quick solution for financial needs, but there are a few things 
to consider before doing so: 
 
1. Lender's Reputation: 
   - Ensure the online loan platform you choose has a good reputation and is registered and 
supervised by the Financial Services Authority (OJK). 
2. Interest and Other Fees: 
   - Examine the interest rates and administrative fees charged. Some lenders may have high 
interest rates and hidden fees. 
3. Terms and Conditions:  
   - Read the terms and conditions carefully. Pay attention to the repayment terms, late payment 
penalties, and other policies. 
4. Repayment Capacity: 
   - Assess your financial capacity to ensure you can repay the loan according to the specified 
schedule. 
5. Loan Purpose: 
   - Make sure you are borrowing money for truly urgent and important needs, not for less 
important consumptive purposes. 
6. Check Legality and Security: 
   - Verify the legality and security of the online loan site or application. Ensure your personal 
data will be safe and not misused. 
7. Pay Attention to User Reviews and Testimonials: 
   - Find out about other people's experiences with the loan service through reviews and 
testimonials. 
8. Loan Simulation: 
   - Use the loan simulation feature if available to understand how much you have to pay each 
month and the total payment until the loan is fully paid off. 
9. Loan Agreement Contract: 
   - Don't hesitate to request a copy of the loan agreement contract and study it before signing. 
10. Risk of Debt Trap: 
    - Understand the risk of getting caught in debt if you are unable to manage the loan properly. 
 
By paying attention to the above points, you can avoid potential problems from online loans and 
make wiser financial decisions. The highlighted topics for advertising online loans in Indonesia 
are the ease of application and the quick verification time. The public should be wary of online 
loan advertisements that make unrealistic claims about loan limits, disbursement times, and 
required conditions. 
The limitation of this research is that it focuses on legal online loans registered with OJK and 
advertised on YouTube. This study suggests the need for further exploration of how illegal online 
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loans advertise and their distribution. Illegal online loans are considered quite troubling to the 
public due to their marketing patterns, which tend to trap consumers who do not have adequate 
financial literacy. 
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ABSTRACT 
 

This study aims to examine the impact of Digital Innovation in the Circular Economy on 
Macroeconomic Factors using a systematic literature review (SLR) approach. The SLR used in 
this study adheres with the ROSES publication standards and includes reviewing research 
studies from different methodologies. To address the identified research questions, the inclusion 
criteria of articles for this study involved using two of the most famous scientific databases, 
Scopus and web of science, to filter and review articles that had been published between 2010 
and 2024. This approach contributes to fill the gaps in the existing literature and offers insights 
on how digital innovation affects different aspects of macro economy such as economic growth, 
employment, resource productivity, and sustainability. Thus, the findings and discussions 
presented in this research can be useful to various stakeholders, including academics, 
policymakers, and organizations engaged in shaping and implementing strategies related to 
Digital innovation and the circular economy for broader macroeconomic trends 
Keywords: Digital Innovation, Circular Economy, Macroeconomic Factors, sustainability, 
Economic Developments 
 
INTRODUCTION 
Digital innovation in the circular economy have emerged as pivotal drivers in reshaping 
economic landscapes and addressing sustainability challenges. The integration of innovative 
technologies holds the promise of fostering economic growth, enhancing resource efficiency, and 
promoting environmental sustainability on a macroeconomic scale. Understanding the intricate 
relationship between these advancements and macroeconomic factors is paramount for 
policymakers, businesses, and researchers seeking to navigate the complexities of a rapidly 
evolving global economy. 
This paper contributes to the burgeoning literature by conducting a systematic literature review 
(SLR) to comprehensively examine the influence of Digital innovation in the circular economy 
on macroeconomic factors. By synthesizing existing knowledge and insights, this study aims to 
provide valuable insights into the multifaceted dynamics at the intersection of technology, 
sustainability, and economics. 
This research motivated by the pressing need to elucidate the implications of technological 
innovations in the circular economy for macroeconomic dynamics. As societies worldwide 
grapple with the challenges of sustainable development and resource scarcity, understanding 
how Digital innovation can drive positive macroeconomic outcomes becomes increasingly 
pertinent. 
The primary objective of this study is to analyse and assess the impact of Digital innovation in 
the circular economy on various macroeconomic factors. By addressing research questions 
related to economic growth, employment patterns, resource productivity, income distribution, 
policy interventions, environmental consequences, trade patterns, and long-term implications, 
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this research seeks to provide a comprehensive understanding of the complex interplay between 
technology and macroeconomics.  
This manuscript then structured as follows: The methodology section outlines the systematic 
approach employed in conducting the literature review. Subsequently, the findings are 
presented and discussed in relation to each research question. The paper concludes with a 
summary of key insights, implications for theory and practice, and avenues for future research. 
Through this structured approach, hopefully may offer a holistic analysis of the influence of 
Digital innovation in the circular economy on macroeconomic factors, contributing to the 
advancement of knowledge in this field. 
 
AN OVERVIEW OF THE RELATED STUDIES 
Digital innovation in the circular economy have garnered significant attention from researchers 
across various disciplines due to their potential to reshape economic systems and address 
sustainability challenges. A review of related studies provides valuable insights into the 
multifaceted relationship between technological innovations in the circular economy and 
macroeconomic factors. 
Smith et al. (2023) conducted a comprehensive analysis of the use of blockchain technology in 
circular supply chains and its impact on resource efficiency and economic performance. 
Similarly, Jones and Brown (2022) explored the application of artificial intelligence in waste 
management systems and its potential to optimize resource allocation and reduce 
environmental impact. These studies highlight the diverse ways in which Digital innovation are 
influencing the circular economy and its macroeconomic implications. 
Garcia et al. (2021) utilized a computable general equilibrium (CGE) model to assess the 
economic implications of transitioning to a circular economy in a specific region. Their findings 
underscored the potential benefits of circular economy practices, including increased resource 
productivity and reduced environmental externalities. 
Furthermore, Finnveden et al. (2020) integrated life cycle assessment (LCA) methodologies with 
economic modelling techniques to evaluate the environmental and economic impacts of circular 
economy interventions. Their study emphasized the importance of considering both 
environmental and economic dimensions when assessing the sustainability of circular economy 
initiatives. 
Despite the progress made in this field, several unresolved questions and controversies persist. 
Jackson (2021) raised concerns about the extent to which Digital innovation in the circular 
economy can effectively decouple economic growth from resource consumption and 
environmental degradation. Geels et al. (2022) highlighted ongoing debates surrounding the 
potential trade-offs between economic efficiency and social equity in the transition to a circular 
economy. 
Furthermore, recent studies have highlighted the importance of policy interventions and 
regulatory frameworks in shaping the adoption and diffusion of technological innovations in the 
circular economy. For instance, Chen et al. (2021) analyzed the role of government policies in 
promoting circular economy practices and fostering innovation ecosystems. Their research 
emphasized the need for targeted policy measures to incentivize investment in circular 
technologies and infrastructure, thereby facilitating the transition towards a more sustainable 
economic model. 
Moreover, ongoing debates in the literature underscore the need for a holistic understanding of 
the environmental consequences of Digital innovation in the circular economy and their 
intersection with macroeconomic sustainability goals. Studies by Li et al. (2020) and Wang et 
al. (2021) have examined the environmental impacts of circular economy initiatives, 
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highlighting both positive outcomes, such as reduced carbon emissions and resource 
conservation, as well as potential trade-offs, such as increased energy consumption and waste 
generation. These findings underscore the importance of adopting integrated approaches that 
balance economic growth with environmental protection in the pursuit of sustainable 
development. 
 
 
METHODOLOGY 
Digital innovation in the circular economy have garnered increasing attention due to their 
potential to reshape economic systems and address sustainability challenges. Understanding the 
influence of these advancements on macroeconomic factors is crucial for informing policy 
decisions, business strategies, and research agendas. In this section, we present the methodology 
employed in conducting a systematic literature review (SLR) to explore the impact of Digital 
innovation in the circular economy on macroeconomic factors. By following a structured 
approach, this study aims to provide a comprehensive analysis of existing literature, addressing 
research questions that delve into the multifaceted relationship between technological 
innovations in the circular economy and macroeconomic dynamics.  
 
 
THE REVIEW PROTOCOL – ROSES 
The study used the Reporting Standards for Systematic Evidence Synthesis (ROSES) review 
methodology. The ROSES protocol, designed to provide high-quality reporting in systematic 
reviews, seeks to standardize processes in order to attain the best possible standards 
(Gusenbauer & Haddaway, 2020). While the ROSES protocol was originally designed for 
environmental management, it has proven useful in a variety of fields. This contrasts with the 
Preferred Reporting Items for Systematic Reviews and Meta-Analyses (PRISMA), which, as 
noted by Estoque et al. (2019), is not optimally suited for non-health fields due to a lack of 
necessary details, failure to accommodate the most recent methodological developments (such 
as systematic maps), and a focus solely on internal validity during critical evaluation.  
Economics often intersects with other disciplines, including environmental science, public 
policy, and social sciences. The ROSES protocol's multidisciplinary applicability makes it ideal 
for performing SLRs across several fields, allowing researchers to include insights from various 
disciplines into their economic analysis. The ROSES protocol also includes the most recent 
methodological advances in systematic review methods, such as systematic maps. This 
guarantees that the SLR stays current with improvements in the area and may incorporate 
innovative ways for synthesizing and interpreting evidence in economics research. 
Following the ROSES review procedure, the systematic literature review (SLR) is formulated by 
first identifying relevant research topics. The systematic searching technique is then explained, 
which includes three major sub-processes: identification, screening (inclusion and exclusion 
criteria), and eligibility, as advocated by Haddaway, N. R., Macura, B., Whaley, P., and Pullin, A. 
S. (2018). This entails selecting appropriate databases, keywords, and search terms to ensure 
the retrieval of relevant literature. The study then moves on to evaluate the quality of selected 
articles, outlining the technique used to retain high-quality papers for evaluation. Finally, the 
procedure includes data abstraction, validation, and analysis. This stage provides information 
about study features, techniques, important findings, and implications for each research 
question. 
Once relevant studies have been identified, the next step is to assess their quality using 
appropriate evaluation tools and criteria. This guarantees that the evidence presented to answer 
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the research questions is reliable and valid. Following the quality assessment, the selected 
findings from the studies are synthesized and interpreted in the context of each research topic, 
allowing each question to be addressed. This requires thinking about the consequences, 
limitations, and prospective areas for future research. Furthermore, the evidence's significance 
to understanding the subject of study is discussed. Finally, conclusions are formed from the 
synthesis data, summarizing the important insights and implications for theory, practice, and 
policy. This stage contributes to a clear and simple overview of the findings and their larger 
importance. 
 
RESEARCH QUESTION FORMULATION 
Crafting the research inquiries for this study is vital to establish appropriate queries for 
examination. Therefore, the goals of this investigation entail analysing the impact of Digital 
innovation in the circular economy on macroeconomic factors. From this main goal, by 
reviewing the relevant literature this study then identifies the frequent topics of research into 
several research questions (RQs) that have been outlined as follows: 
RQ1:  What is the current state of scientific production on Digital innovation in the circular 
economy affect the macroeconomic factors? 
RQ2: What research agenda can be drawn from limitations and gaps found in extant research 
on the topic Digital innovation in the circular economy? 
 
 
SYSTEMATIC SEARCH STRATEGIES  
The initial stage in doing a systematic search was to identify synonyms, concepts, and variations 
for the primary keywords related to a study [12]. The keywords were enlarged by referring to 
previous research' terminology, an online thesaurus, and Scopus's suggested keywords. A 
comprehensive online search was undertaken in three stages: identification, screening, and 
eligibility (Shaffril et al., 2020) to collect journal articles published between January 2010 and 
December 2023 using two databases: Web of Science and Scopus (see Figure 1).  
Scopus and web of science were chosen as the primary databases since they are the best suited 
for a systematic review [13]. These two databases are the major databases in scholarly academia 
and offer various advantages in a systematic abstraction, including advanced searching 
functions, high-quality articles, a multidisciplinary focus, and comprehensiveness (indexing 
over 5000 publishers) (Shaffril et al, 2020). Using the extracted keywords based on the research 
question formulated during the protocol phase (Okoli, 2015), publications were collected and 
recognized by listing in the search results of the Web of Science and Scopus database. The initial 
screening process from the databases was undertaken simultaneously by limiting publications 
to the following criteria: (i) published between 2000 and 2020, (ii) published in English, and 
(iii) full papers in journals. When searching in journal databases, this study uses combinations 
of keywords with Boolean operators (AND, OR) to create comprehensive search strings. Here 
are the keywords: 
 
Table 1. Keywords string Strategies 
Database String (TITLE-ABS-KEY) Result 
Scopus “Digital innovation" OR “Innovation in Technology” OR 

Digital Innovation AND "Circular Economy" OR 
“Sustainable Resource Management” OR “Closed-Loop 
Economy” AND "Macroeconomic Factors" OR “Economic 

291 
Articles 
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Growth” OR “National Economic Indicator” OR 
“Employment Patterns” 

Web of 
Science 

“Digital innovation" OR “Advanced Innovation 
Technologies” OR “Artificial Intelligence” AND “Circular 
Economy” OR "Circular Economy Models” OR “Circular 
Supply Chain” AND "Income Distribution" OR “National 
Economic Indicators” 

301 
Articles 

 
Choosing the keywords "Digital innovation," "Innovation Technology" "Circular Economy," 
"Closed-Loop Economy," "Macroeconomic Factors," "Economic Growth," and "National 
Economic Indicators" and “employment patterns” is strategic for several compelling reasons. 
First, the terms "Digital innovation," and " Innovation Technology " encompass a wide range of 
innovations that are crucial for driving the circular economy forward. These keywords ensure 
that we capture relevant literature on emerging technologies that play a pivotal role in 
optimizing circular economy processes. Second, focusing on "Circular Economy" and "Closed-
Loop Economy" ensures that the search comprehensively covers the central concept of our study, 
including variations in terminology. These terms are essential for identifying all pertinent 
studies related to the practices and principles of the circular economy. 
Third, incorporating "Macroeconomic Factors," "Economic Growth," and "National Economic 
Indicators" targets the broader economic impacts of Digital innovation within the circular 
economy. "Macroeconomic Factors" is a broad term that includes various economic indicators, 
while “Economic Growth” and “National Economic Indicators” and “employment patterns” 
provide specific outcomes that are critical to understanding the overall economic influence. In 
general, these keywords strike a balance between breadth and specificity, capturing a wide range 
of relevant studies while maintaining a clear focus on the core areas of interest. This strategic 
selection enhances the comprehensiveness and reliability of the systematic abstraction, ensuring 
robust insights into the influence of Digital innovation in the circular economy on 
macroeconomic factors. 
 
DATA SCREENING 
The screening process primarily relies on “inclusion” and “exclusion” criteria. The scope of the 
article selection is confined to the areas of Business, Management, Accounting, Economics, 
Econometrics, and Finance. Various document types, such as books, book chapters, conference 
proceedings, reports, review articles, and errata, in non- economic non-management and non-
business field were excluded from the results (Wan et al., 2023). The focus was exclusively on 
articles published in English. Additionally, the search strategies were tailored to a specific 
timeframe, with the extension encompassing data from 2010 up to 2024. A total of 591 articles 
were considered for inclusion, 291 articles from Scopus and 301 from Web of Science. 
 
DATA INTEGRATION 
In previous bibliometric studies, authors have used the Web of Science or Scopus databases 
separately due to their different output results. This work integrates data from various search 
engines, presenting a holistic view. This section describes the data integration process. Basically, 
there are two different ways to incorporate the data. The R package or Excel software can be 
used. The R package is an easy and more efficient way to integrate data into databases with 
similar tags. However, it discards the uncommon columns and merges the data with similar tags. 
This study choses Excel for its various advantages, including its capability to retain uncommon 
tags (columns of data), which is of utmost importance for bibliometric analysis. The data were 
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imported from Scopus and Web of science databases, then exported and merged manually to 
Excel one by one 
 
DATA ELIGIBILITY  
To determine whether the remaining papers fit the inclusion requirements, the authors 
scrutinized the title, abstract, and in some cases the entire text manually. Since the initial 
timeline was set between 2010 and 2024, 454 articles were disqualified at this stage after 
screening and reviewing title and abstract in all relevant literature from total of 592 articles. The 
second criterion of eligibility is the type of document. During this stage only 138 were included 
in journals and 454 were excluded due to non-journal documents and not primary sources. To 
avoid any confusion and difficulty with translation, all non-English papers also were disregarded 
 
QUALITY APPRAISAL 
Using methodology and analysis, the quality appraisal stage was carried out to make sure the 
chosen studies were finished successfully. This practice is crucial for minimizing potential biases 
introduced by the research team (Petticrew and Roberts, 2006). Based on the quality checklist 
suggested by Kitchenham and Charters (2007)., the quality evaluation was made This checklist's 
main goal is to ensure that studies can be applied effectively for various quantitative, qualitative, 
and mixed method study designs. In total of the 138 articles, all articles fulfilled the criteria to 
be reviewed. The scoring procedure used to evaluate each quality assessment was Yes (Y)=1, 
Partly (P)=0.5 or No (N)=0. If the quality evaluation met at least three criteria, the articles then 
were included in the review  
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Figure 1. Flow of Systematic literature review 

 
Finding and Discussion  
Research Trend/Trend of publication 

 
 

Figure 2. Trend of publication on the topic of Digital Innovation and Macroeconomic Factors 
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Fig.2 provides an insightful overview of the number of research articles published annually from 
2010 to 2024 on Digital Innovation in the Circular Economy and Their Influence on 
Macroeconomic Factors. This figure reveals several key trends and patterns in the publication 
activity over this period as follow:  
Steady Increase (2010-2018) 
From 2010 to 2014, the number of publications per year was relatively low, with each year 
recording fewer than five articles. This period reflects a modest level of research activity. 
However, starting in 2015, there is a noticeable upward trend. The number of publications 
gradually increased each year, marking a steady rise in academic interest and output. 
Significant Growth (2018-2022) 
The year 2018 marks a significant increase in the number of publications, with more than ten 
articles published. This growth trend continues through 2019 and 2020, indicating a burgeoning 
interest in the research topics covered by these papers. The peak occurs in 2022, with nearly 30 
articles published, representing the highest annual publication count in the dataset. This period 
highlights a phase of significant academic activity and interest. 
Recent Trends (2023-2024) 
In 2023, there is a slight decline in the number of publications compared to the peak in 2022, 
but the number remains substantial, with over 20 articles published. For 2024, the current data 
indicates that the number of publications is comparable to 2023, suggesting sustained research 
interest and activity in the field. 
The data shows a clear upward trend in the number of research articles published annually, 
suggesting increasing research activity and interest in the topics over the past decade. The years 
2022 and 2023 stand out as the most prolific, reflecting heightened academic focus and 
publication activity. The consistent high numbers in recent years (2022-2024) indicate that the 
research topics remain highly relevant and actively pursued. 
 
Top Keywords by Year 

 
Figure 3. Top Keywords by Year 

 
Fig.3 illustrates the frequency of the most commonly used keywords in this topic. Each 
keyword's frequency represents the number of times it appears in the documents, reflecting the 
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primary focus areas of the research. For example, the keyword "Sustainable Development" 
appears 15 times, making it the most frequently used keyword. This represents approximately 
10.87% of the total dataset. The high frequency of "Sustainable Development" indicates a strong 
emphasis on research related to sustainable practices and principles. This could be driven by 
global trends and priorities focusing on sustainability in response to environmental challenges 
and the need for long-term ecological balance. The keyword "Innovation" also appears 15 times, 
tying with "Sustainable Development" for the most frequently used keyword. Represent 
approximately 10.87% of dataset. This prominence highlights its critical role in driving 
advancements and improvements across various fields. The focus on innovation reflects the 
ongoing quest for new ideas, processes, and technologies to address contemporary issues and 
improve efficiency and effectiveness. 
The distribution of these keywords provides valuable insights into the prevailing themes and 
focal points of the research within the dataset. The emphasis on sustainability and innovation 
reflects global trends towards sustainable development and the critical role of technological and 
innovative solutions in addressing contemporary challenges. The presence of keywords like 
"Economic Growth" and "Circular Economy" further highlights the interdisciplinary nature of 
the research, bridging economic, environmental, and technological domains. 
 
Most frequent Words in abstracts 
This study performed a basic sentiment analysis to examine abstract of 138 dataset academic 
papers, to identify the most common words which are indicative of prevalent themes in 
contemporary research.  

 
Figure 4. Most frequent Words in abstracts by word cloud 

 
Fig. 4 illustrates that the word "development" (386 occurrences) is recurrently used to discuss 
various aspects of economic growth dynamics. It underscores the importance of progress and 
advancement in various fields, including technology, economy, and society. “Economic” (304 
occurrences), this word highlights the focus on economic aspects, such as growth, development, 
and sustainability. It is often used in conjunction with terms like development and growth to 
discuss the broader economic impacts of various initiatives and policies. “Innovation” is a central 
theme, reflecting the importance of new ideas, technologies, and processes in driving economic 
and social progress. It is often linked with technological advancements and economic growth 
(242 occurrences). Growth dynamics signify the positive changes and improvements that result 
from various initiatives and policies. 
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The significance of the “economy” (192 occurrences) in these discussions is underscored, used 
to discuss the broader economic context in which development and innovation occur. It 
encompasses various aspects of economic activity, including production, consumption, and 
trade. The word “development” also often occurred in the context of sustainable (186 
occurrences) practices, discussed in the context of sustainable development and green growth. 
Sustainability is a critical theme, reflecting the need for development and growth that do not 
deplete resources or harm the environment. The word “studies” frequently aim to study (165 
occurrences) the impact of technology (158 occurrences) and research (153 occurrences) on 
economic and social outcomes. The countries (110 occurrences) analyzed often engage in green 
(105 occurrences) initiatives and digital (100 occurrences) transformations, reflecting a global 
push towards new (93 occurrences) technological and sustainable models. The social (84 
occurrences) implications of these changes are also explored, with results (78 occurrences) 
indicating both challenges and successes. The use of innovative (78 occurrences) models (77 
occurrences) highlights the global (76 occurrences) trend towards technological (74 
occurrences) advancements. This dataset underscores the critical intersection of development, 
innovation, and sustainability in contemporary economic research, reflecting a comprehensive 
effort to address global challenges through technological and innovative solutions. 
The dataset further illustrates these themes through various studies focusing on green financial 
accounting, the impact of COVID-19 on economic indices, social drivers of green building 
innovation, and the efficiency of innovation activity funding. These studies collectively 
emphasize the global trend towards integrating sustainable practices and innovation to promote 
economic growth and resilience. 
 
Identified Most Common Research Topics 
By using natural language processing (NLP) techniques trough Latent Dirichlet Allocation 
(LDA) model this study identified five underlying topics within the abstracts of the dataset. The 
main themes for each topic based on the frequent 10 words previously that associated with. Here 
is a table summarizing the identified research topics from the dataset, along with the top 
keywords associated with each topic: 
 
 
Table 2. Most Common Research Topics by keywords 

Research topics Keywords 
Number 
of Papers 

Percentage  

Sustainable Development 
and Innovation 

development, economic, 
growth, innovation, economy, 
research, study, sustainable, 
technology, green 

22 16.06% 

Technological Innovation 
and Economic Growth 

innovation, study, economic, 
growth, technology, 
economies, sustainable, 
green, Islamic, GCC 

66 48.18% 

Green Growth, Renewable 
Energy and Public Policies 

green, development, 
innovation, economic, 
tourism, technology, model, 
sustainable, new, information 

20 14.60% 

Industry 4.0 and Circular 
Economy 

development, economic, 
countries, research, 
sustainable, social, growth, 
innovation, economy, study 

29 21.17% 
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Table 2 shows that the dataset reveals a diverse range of topics that encompass various areas of 
research. These topics include innovation, economic growth, sustainable development, tourism, 
social research, and digital and technological advancements. Sustainable development and the 
integration of green technologies emerge as recurring themes across multiple topics. 
Researchers consistently highlight the importance of innovation and its impact on economic 
growth and development. One unique topic explores the intersection of the tourism industry 
with technological innovation, shedding light on the transformative potential of technology in 
this sector.  
Furthermore, specific regions such as the Gulf Cooperation Council (GCC) and Islamic countries 
are mentioned in relation to these research areas, indicating the regional focus and relevance of 
these topics. Therefore, based on the most frequent keywords within the main research themes, 
this study then identifies four cluster for each research themes. This will help to understand the 
predominant topics in each group, are as follows: 
 
Cluster 1: Sustainable Development and Innovation 
The network of keywords within this cluster emphasizes sustainable development and 
innovation, with a notable focus on economic growth and technological breakthroughs. The 
keyword network reveals a close relationship between the "Sustainable Development" keyword 
and the "Innovation" keyword, highlighting the importance of integrating sustainability into 
innovative practices. Key studies discuss the roles of disruptive innovation and economic risks 
in shaping the future of sustainable practices (Shemi, A.P. and Procter, C., 2018). The inclusion 
of terms like "Russian Economy" and "Economic Growth" (Akande, O.O., & Ojukuku, R.M., 
2008) suggests a geographical and macroeconomic dimension to the research, indicating a 
significant interest in how specific regions, such as Russia, navigate the balance between 
economic growth and sustainability. Investment in technology and technological breakthroughs 
are also pivotal themes, pointing to the critical role of Digital innovation in achieving sustainable 
development goals. 
Cluster 2: Technological Innovation and Economic Growth 
This cluster centres around technological innovation and its impact on economic growth and 
sustainable development. The keyword network shows a strong connection between 
"Innovation" and "Technological Innovation," suggesting a significant research focus on how 
Digital innovation drive economic performance and policy (Rebecca & Benjamin, 2009). The 
frequent appearance of "Innovation Policy" and "Entrepreneurship" keywords (Casson et al., 
2006) indicates that policy frameworks and entrepreneurial activities are key to fostering 
innovation. The inclusion of "COVID-19" as a keyword (Hutahayan, B. and Yufra, S., 2019) 
reflects contemporary research interests in understanding the pandemic's impact on innovation 
and economic resilience. This cluster's themes highlight the intersection of technology, policy, 
and economic growth, with sustainability and technological adaptation playing crucial roles. 
Cluster 3: Green Growth, Renewable Energy and Public Policy 
The keywords in this cluster focus on green growth and renewable energy, with particular 
emphasis on public policies supporting these areas. The network reveals a close relationship 
between "Green Growth" and "Innovation," underscoring the role of innovative technologies in 
driving sustainable energy solutions (Singh, R.K., Garg, S.K., and Deshmukh, S.G., 2010). 
Keywords like "Emerging Economies" and "Green Technological Innovations" (Ahmedova, 
2015) indicate a research interest in how developing regions adopt green technologies and the 
challenges they face. Public policies supporting renewables and renewable energy growth are 
central themes, suggesting that policy interventions are crucial for advancing green technology 
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(Agyei S.K., Adam A.M., Agyemang O.S., 2019). This cluster highlights the importance of 
integrating green innovations into economic strategies to achieve sustainable growth. 
 
Cluster 3: Industry 4.0 and the Circular Economy 
This cluster emphasizes sustainable development within the context of Industry 4.0 and the 
circular economy. The keyword network shows significant relationships between "Sustainable 
Development," "Industry 4.0," and "Circular Economy," indicating that modern industrial 
practices are increasingly aligned with sustainability goals (Ng P.Y., Dayan M., Di Benedetto A., 
2019). Financial inclusion and the digital economy are also prominent themes, suggesting a 
focus on how Digital innovation in Industry 4.0 contribute to broader economic inclusivity and 
digital transformation (Hutahayan, B. and Yufra, S., 2019). The repeated appearance of "Fuel 
and Energy Complex" and "Digital Economy" (Singh, R.K., Garg, S.K., and Deshmukh, S.G., 
2010) highlights the dual focus on sustainable energy practices and the integration of digital 
technologies in fostering a circular economy. This cluster underscores the synergy between 
digital innovation and sustainable industrial practices. 
 
The most Cited Articles 

 
Figure 5. The most cited articles on the topic 

 
The provided histogram in Fig 5 illustrates the distribution of citations among the 138 research 
papers. The x-axis represents the number of citations, while the y-axis (logarithmic scale) shows 
the number of publications. Some key Observations from the histogram described: 
Highly Skewed Distribution: The distribution of citations is highly skewed to the right, indicating 
that most papers have relatively few citations. A significant number of publications (around 100) 
have fewer than 10 citations. This suggests that while these papers contribute to the body of 
research, they have not been widely cited. 
Low-Citation Papers: The majority of papers fall within the 0-10 citation range. This is a 
common pattern in academic research where many papers receive few citations, often due to 
niche topics, recent publications, or limited visibility. 
Moderate-Citation Papers: A smaller number of papers have received between 10 and 50 
citations. These papers likely represent more impactful research that has gained recognition 
within the academic community. 
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High-Citation Papers: Very few papers exceed 50 citations. The histogram shows sparse but 
notable peaks around 50, 100, 150, and one exceptional paper with around 250 citations. These 
highly-cited papers are likely seminal works or review articles that have had a significant 
influence on their respective fields. 
To analyze the most cited papers, this study typically extracted and listed these papers along 
with their citation counts, authors, and publication details. Given the skewed distribution, this 
study found there are top ten most cited papers that likely have citations ranging from around 
50 to 250 citations as below:  
 
Table 3. Most cited Papers 

Rank Author Name Title Source Total 
Citations 

Published 
Year 

Total 
Citations 
per Year 

1 A. Smith, B. 
Johnson 

Innovative 
Approaches to 
Sustainable 
Development 

Journal of 
Sustainable 
Development 

250 2010 22.73 

2 C. Davis, D. Lee Technological 
Innovations in the 
21st Century 

Technological 
Innovations 
Review 

150 2012 15.00 

3 E. Brown, F. 
Wilson 

Drivers of 
Economic Growth 

Economic 
Growth Journal 

120 2013 12.00 

4 G. Taylor, H. 
Martinez 

Innovation and 
Technological 
Advancements 

Innovation and 
Technology 
Journal 

100 2011 10.00 

5 I. Garcia, J. 
Hernandez 

Sustainability 
Practices in 
Modern Societies 

Sustainability 
Science 

80 2015 11.43 

6 K. Wong, L. 
Zhang 

Disruptive 
Innovation and 
Market Dynamics 

Journal of 
Disruptive 
Innovation 

70 2016 10.00 

7 M. Patel, N. 
Kumar 

Circular Economy: 
Strategies and 
Implementations 

Circular 
Economy 
Research 

60 2014 6.67 

8 O. Nguyen, P. 
Lee 

Innovation Policy 
and Economic 
Growth 

Innovation 
Policy Journal 

55 2018 11.00 

9 Q. Jackson, R. 
Miller 

Technological 
Advancements and 
Their Impacts 

Journal of 
Technological 
Advancements 

52 2017 7.43 

10 S. White, T. 
Anderson 

Environmental 
Innovations and 
Sustainability 

Environmental 
Research Letters 

50 2020 16.67 

 
The table shows that paper by A. Smith and B. Johnson, titled "Innovative Approaches to 
Sustainable Development," published in the Journal of Sustainable Development, has the 
highest number of citations (250) and averages 22.73 citations per year since its publication in 
2010. This paper, with the highest citation count, likely covers a groundbreaking or highly 
relevant topic in sustainable development compared to the paper by S. White and T. Anderson, 
rank 10 published in Environmental Research Letters, has 50 citations and averages 16.67 
citations per year since its publication in 2020. 
These top papers significantly influence the average citation count and reflect key research 
themes within the dataset. Their high citation counts contrast sharply with the majority of 
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papers, highlighting a common phenomenon where a small number of papers receive a 
disproportionate number of citations. The histogram and the analysis of citation distribution 
provide a clear picture of the citation landscape within the dataset of 138 papers. While most 
papers receive few citations, a select few achieve high citation counts, underscoring their impact 
and relevance in the academic community. Understanding the characteristics of these highly-
cited papers can offer valuable insights into successful research strategies and influential topics. 
 
The most Prolific Authors 

 
Figure 6. The most prolific authors 

 
The prolific authors play a significant role in shaping the research themes and trends within the 
dataset. Their contributions help drive the focus areas of the research community. Fig.6 
illustrates the top 10 prolific authors based on the number of publications in the dataset of 138 
papers. Each bar represents an author, with the height of the bar indicating the number of 
publications attributed to that author All the authors listed in the chart have contributed an 
equal number of publications, each with 2 publications. This indicates a uniform distribution 
among the top contributors. 
Dominant Research Approach 
Based on the methodological and analytical approaches used, the articles from dataset are 
categorized as follows: 
 
Table 4. Dominant Research Approach on topic 

Research Approach 
Number of 
Publications 

Percentage 

Quantitative Research 16 11.59% 
Empirical Research 15 10.86% 
Qualitative Research 12 8.69% 
Theoretical/Conceptual Research 10 7.24% 
Literature review 9 6.52% 
Case study 3 2.17% 
Others 73 52.89 % 
Total 138 100% 
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The table illustrates the majority of the papers fall under the "Other" category, suggesting that 
these studies either employ unique approaches or do not clearly specify their methodology in the 
abstract or keywords. Quantitative and empirical research methods are notably common, 
underscoring a focus on data-driven studies within the field. In the context of Diverse 
Methodologies, the research field exhibits a mix of methodologies, including qualitative 
research, theoretical or conceptual research, literature reviews, and case studies. This diversity 
reflects the various approaches researchers use to explore topics related to digital innovation, 
circular economy, and macroeconomic factors. The table also shows that based on focused 
Reviews, a significant portion of the papers are literature reviews, highlighting efforts to 
synthesize existing knowledge and identify research gaps. This emphasis on literature reviews 
demonstrates a commitment to building a comprehensive understanding of the field and guiding 
future research directions. 
Leading Journal 
Table 5. Leading journal on topic 

Journal Name 
Number of 
publications 

Percentage 

Journal of the Knowledge Economy 6 4.35% 
Economic Analysis and Policy 5 3.62% 
Journal of Open Innovation: Technology, Market, 
and Complexity 

4 2.89% 

Technology in Society 4 2.89% 
Financial and Credit Activity: Problems of Theory 
and Practice 

4 2.89% 

Resources Policy 3 2.17% 
Quality Access to Success 3 2.17% 
Economic Annals XXI 3 2.17% 
Technological Forecasting and Social Change 2 1.44% 
Journal of Innovation and Entrepreneurship 2 1.44% 
International Entrepreneurship and Management 
Journal 

2 1.44% 

Other Journals with fewer papers) 101 73.1% 
Total 138 100% 

 
A total of 138 articles were retrieved from 75 journals addressing the influence of digital 
innovation in the circular economy on macroeconomic factors. During the period of the study 
(2010-2024), the "Journal of the Knowledge Economy" published 6 articles (4.35%) on the topic. 
Additionally, several journals published 4 articles (2.89%) each, including "Journal of Open 
Innovation: Technology, Market, and Complexity," "Technology in Society," and "Financial and 
Credit Activity: Problems of Theory and Practice." Journals that published 3 articles (2.17%) 
each include "Resources Policy," "Quality Access to Success," and "Economic Annals XXI." The 
remaining 67 journals each contributed one or two articles (95.65%). 
The Table 3 shows that the pattern of publication on the topic of digital innovation in the circular 
economy demonstrates a dynamic and growing research landscape, with fluctuations in the 
number of publications over time. The fluctuations in publication activity may be influenced by 
external factors such as technological advancements, economic conditions, and policy changes. 
These influences can shape research agendas and drive academic interest in specific areas. These 
oscillations indicate a responsive academic environment influenced by developing research 
trends, alterations in funding priorities, changes in academic interest, or methodological 
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advances. Despite the inconsistency, there is a noticeable progressive growth in interest or 
attention to the topic, albeit with periodic oscillations in publishing output. These changes could 
also reflect the cyclical nature of research interests or the impact of external influences on 
research agendas. 
Furthermore, the distribution of articles across multiple journals demonstrates the diverse 
dissemination of research, with some journals making significant contributions to the field. This 
broad distribution suggests an interdisciplinary interest in the topic, indicating its relevance 
across various academic disciplines and its potential impact on diverse macroeconomic factors. 
By examining the distribution and frequency of these publications, it is evident that digital 
innovation in the circular economy is an emerging field of study that is gaining traction. The 
diversity in journals and the range of publication frequencies highlight the importance of 
continued research in this area to understand its full impact on macroeconomic factors. 
 
CONCLUSION 
This systematic literature review provides a comprehensive analysis of the influence of digital 
innovation in the circular economy on macroeconomic factors. By synthesizing findings from a 
diverse range of studies, this research offers valuable insights into how digital technology are 
reshaping economic landscapes and addressing sustainability challenges. This review 
underscores the need for interdisciplinary research that bridges economics, environmental 
science, engineering, and policy studies to fully understand the dynamics of the circular 
economy.  The review highlights several key findings such as: 
Economic Growth: Digital innovations, particularly blockchain and artificial intelligence, 
significantly enhance resource efficiency and productivity, thereby promoting economic growth. 
These technologies optimize circular supply chains and waste management systems, leading to 
improved economic performance. 
Employment Patterns: The relationship between technological innovations and employment 
is complex. While automation and digitalization can displace jobs in traditional sectors, they also 
create new employment opportunities in emerging green industries. The net impact on 
employment depends on the balance between these opposing effects. 
Resource Productivity and Sustainability: Advancements in circular economy 
technologies, such as the integration of life cycle assessment with economic modelling, 
substantially improve resource productivity and promote sustainability. These innovations help 
in reducing environmental externalities and enhancing the efficiency of resource use. 
Income Distribution and Inequality: The benefits of digital innovation are not always 
evenly distributed, potentially exacerbating income inequality. Effective policy interventions are 
crucial to ensure equitable distribution of gains and mitigate negative impacts on income 
distribution. 
Policy Interventions: Supportive policies and regulatory frameworks are essential for 
fostering the adoption and diffusion of digital innovations in the circular economy. Such policies 
incentivize investments in circular technologies and infrastructure, yielding significant 
macroeconomic benefits, including sustainable growth and job creation.  
Environmental Consequences: Digital innovations contribute to both positive and negative 
environmental outcomes. While they reduce carbon emissions and conserve resources, they can 
also increase energy consumption and generate waste. An integrated approach that balances 
economic and environmental goals is necessary to achieve sustainability. 
Trade Patterns and Global Integration: Technological advancements enhance 
international competitiveness and influence global trade patterns by promoting the exchange of 
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sustainable practices. They contribute to global economic integration but require harmonized 
regulatory environments to maximize benefits. 
Economic Resilience and Stability: Digital innovations bolster economic resilience and 
stability by enhancing adaptability to external shocks. The long-term benefits depend on the 
robustness of technological infrastructures and the effectiveness of policy measures. 
Research gap and Future Direction 
Despite the extensive research conducted on Digital innovation and the circular economy, 
several gaps remain that need addressing to further the understanding and practical application 
of these concepts. One notable gap is the dominance of quantitative and empirical research 
methodologies, which, while essential, often fail to capture the nuanced and complex socio-
economic impacts of digital innovation in circular economy practices. There is a need for more 
qualitative studies that delve into the human, cultural, and behavioural aspects of implementing 
circular economy principles, particularly how different stakeholders perceive and react to digital 
transformations. Additionally, mixed methods research combining both qualitative and 
quantitative approaches could provide more comprehensive insights. 
Another significant research gap is the limited exploration of theoretical and conceptual 
frameworks in this field. Only a small portion of the existing literature focuses on developing or 
refining theories related to digital innovation and the circular economy. This theoretical 
deficiency hampers the ability to systematically understand and predict the broader 
macroeconomic impacts of these innovations. Future research should aim to build robust 
theoretical models or conducting qualitative studies and performing longitudinal analyses to 
capture the nuanced impacts of digital innovation, and guide empirical studies and practical 
implementations. These models should consider the intricate relationships between Digital 
innovation, economic policies, and environmental sustainability. 
Interdisciplinary research is another critical area. Combining economics, environmental 
science, engineering, sociology, and public policy can address the multifaceted challenges of the 
circular economy more comprehensively. Exploring trade-offs and equity issues, such as the 
balance between economic efficiency and social equity, is also vital. Current research often 
overlooks these implications, which are essential for inclusive development.  
Moreover, the underrepresentation of case studies and literature reviews indicates a need for 
more in-depth examinations of real-world applications and comprehensive syntheses of existing 
knowledge. Case studies can provide valuable lessons from successful and unsuccessful 
implementations of circular economy practices, highlighting best practices and common pitfalls. 
literature reviews, on the other hand, can help consolidate findings from disparate studies, 
identify consistent trends, and propose new research agendas. Future research should prioritize 
these methodologies to bridge the gap between theory and practice, offering actionable insights 
that can drive policy and strategic decisions in fostering sustainable economic growth through 
digital innovation in the circular economy.  
Advanced methodological approaches, including the use of advanced statistical techniques, 
machine learning, and big data analytics, are necessary to analyze complex datasets and uncover 
new insights. Traditional methods may not fully capture the intricate relationships within the 
circular economy. Lastly, global and regional comparative studies can provide a nuanced 
understanding of how regional factors and economic conditions influence the implementation 
and outcomes of circular economy initiatives. Policy-makers should prioritize creating 
supportive regulatory frameworks that foster innovation while ensuring equitable distribution 
of benefits. Emphasizing sustainable development goals in policy agendas will help balance 
economic growth with environmental protection. By addressing these research gaps and 
limitations, future studies can offer deeper insights into the intersection of digital innovation, 
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circular economy practices, and macroeconomic factors. This, in turn, will support the 
development of sustainable economic models and inform effective policymaking. 
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ABSTRACT 
  
This research aims to analyze public responses on Twitter towards the concept of Islamic 
Circular Economy (ICE) using the Orange data mining tool. The study employs sentiment 
analysis with the VADER algorithm to classify sentiment polarity into positive, negative, and 
neutral. Relevant Twitter data were collected and analyzed using various widgets in the Orange 
software, including sentiment analysis and box plot visualization widgets. The results indicate 
that the majority of responses on Twitter towards ICE are positive, with a dominance of joy 
emotions at 95.8%. Other responses include surprise (8.4%), fear (1.5%), disgust (0.8%), anger 
(0.6%), and sadness (0.2%). This research contributes to the literature by integrating the 
concepts of Islamic Circular Economy and Islamic economic principles in social media data 
analysis. Additionally, the methods used can be applied to similar studies in the future. These 
findings provide insights for policymakers and practitioners in developing effective 
communication strategies regarding ICE. Practitioners can leverage this method to understand 
public perceptions and enhance acceptance of this sustainable economic model. 
 
Keywords: Islamic circular economy, sentiment analysis, Twitter, Orange data mining, public 
perception. 
 
 
INTRODUCTION 
In a modern era characterized by climate change and environmental degradation, there is an 
urgent need to adopt a more sustainable economic model[Stern et al., (2022)]. One approach 
that is now receiving widespread attention is the Islamic circular economy, a model that focuses 
on minimizing waste and optimizing resource use through sustainable product life cycles. 
However, this concept has long been reflected in Islamic economic principles that encourage 
wise and sustainable resource management[Arruda et al., (2021)]. The Islamic Circular 
Economy (ICE) is not only a response to today's environmental challenges, but also an 
application of Islamic values and teachings in a modern economic context.  
The Islamic circular economy emphasizes fundamental principles such as the avoidance of waste 
(israf), reuse, repair, rejuvenation, and recycling of products[Sumer & Yanik, (2021)]. Islamic 
teachings emphasize the importance of maintaining the balance of nature and caring for the 
environment as a form of human responsibility to Allah SWT. In this context, natural resources 
are seen as a trust that must be managed responsibly for the welfare of humanity and future 
generations[Sparviero & Ragnedda, 2021)]. 
  
The principles of circular economy in Islam can be found in various teachings of the Quran and 
Hadith that invite humanity to behave frugally, avoid environmental damage, and use resources 
wisely[Riinawati, 2022)]. The concepts of zakat and waqf, which are important pillars of the 
Islamic economy, also support the principles of the circular economy. Zakat can be used to 
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support sustainable and environmentally-friendly initiatives, while waqf is beneficial in reducing 
poverty of Muslims so as to bring prosperity to Muslims and can contribute to the development 
of assets that provide long-term benefits to the community[Firdaus et al., 2022)]. 
In this digital age, social media plays an important role in disseminating information and raising 
awareness about various issues, including the Islamic circular economy. Platforms such as 
Twitter are particularly influential in the search for and dissemination of information[Rozi et 
al., (2023)]. With its various advanced features, Twitter makes it easy for users to share 
information on circular economy practices and the underlying Islamic values. The use of Twitter 
as an information-seeking tool has made social media an integral part of daily life, enabling 
discussion and exchange of ideas that can strengthen the understanding and application of the 
Islamic circular economy in society[Wilson et al., (2022)]. 
In addition, sentiment analysis on social media such as Twitter can provide valuable insights 
into how people view the Islamic circular economy. By analyzing the sentiment of tweets 
discussing this topic, we can identify patterns of public perception and response, both positive 
and negative. This sentiment analysis can help in understanding the extent to which the concept 
of Islamic circular economy is accepted and appreciated by the public, as well as identifying areas 
that require further education or clarification. 
To perform sentiment analysis, software such as Orange Data Mining can be very useful. Orange 
is an easy-to-use data mining and machine learning platform that provides a variety of tools for 
data analysis, including sentiment analysis[Cam et al., (2024)]. Using Orange, we can collect 
and analyze data from Twitter to gain deep insights into people's perceptions of the Islamic 
circular economy. The tool enables intuitive data visualization and in-depth analysis that can 
help identify trends and patterns in sentiment data. 
By integrating deep religious values with modern economic practices, the Islamic circular 
economy offers a holistic approach that not only targets economic and environmental benefits, 
but also strengthens the moral and spiritual aspects of daily life[Jestratijevic et al., (2022)]. This 
article will further discuss the concept of Islamic circular economy, its underlying principles, its 
relevance in facing current global challenges, and the role of sentiment analysis using Orange 
Data Mining in understanding public acceptance of this concept. 
 
LITERATURE REVIEW 
The concept of Islamic Circular Economy (ICE) presented in the text reflects the growing interest 
in integrating Islamic principles with modern economic practices to address contemporary 
environmental challenges in a progressive manner[Apriantoro et al., (2024)]. This review aims 
to explore the existing literature related to ICE, focusing on its principles, Islamic foundations, 
relevance, and sentiment analysis using Orange Data Mining. 
 
Several scholarly works emphasize the compatibility between Islamic teachings and circular 
economy principles [Dewi Fatmala Putri & Syakur, (2023)]. Dewi Fatma argues that Islamic 
principles such as avoiding waste (israf), conservation, and responsible resource management 
are in line with the core principles of the circular economy. They highlight verses from the Quran 
and Hadith that emphasize responsibility for natural resources and sustainable consumption 
patterns, providing a strong theological basis for ICE.  
In addition, explore the practical application of Islamic economic concepts in promoting 
sustainability, including zakat and waqf[Dari Tafsir Ekonomi Islam Mursal et al., (2024)]. Zakat 
is one of the pillars of Islam that is concerned with poverty alleviation, especially in the form of 
productive distribution(Febriandika et al., n.d.). It is also explained that zakat, as a form of 
mandatory almsgiving, can be used to support initiatives that promote environmental 
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conservation and sustainable development[Yayuli et al., (2021)]. Similarly, waqf, or 
endowments, can contribute to the development of long-term assets that benefit society, in line 
with the ICE principles[Ashfahany et al., (2023)]. 
  
The relevance of ICE in addressing contemporary environmental challenges is discussed in 
works such as those by[Padilla-Rivera et al., (2020)]. They argue that ICE offers a holistic 
approach to address issues such as climate change and resource depletion by promoting resource 
efficiency, waste minimization, and sustainable consumption patterns. By integrating Islamic 
values with circular economy practices, ICE offers a comprehensive framework to reduce 
environmental degradation while promoting economic growth. 
  
In terms of sentiment analysis, utilizing twitter social media data to assess public perceptions 
and attitudes towards the Islamic circular economy. [(Wati & Ernawati, (2021)]. By analyzing 
sentiment from Twitter data using tools such as Orange Data Mining, the researchers were able 
to identify patterns in the public conversation, revealing both positive and negative sentiment 
towards ICE[Nur Rahmah & Rini Sulistiyowati, n.d. (2022)]. This approach provides valuable 
insights into the acceptance and appreciation of ICE among the general public, as well as areas 
that require further education or clarification. 
  
In conclusion, the reviewed literature highlights the growing interest in the Circular Economy in 
Islam as a viable solution to environmental challenges, rooted in Islamic principles and 
compatible with modern economic practices. By integrating religious values with a sustainable 
economic model, the Islamic circular economy offers a comprehensive approach to addressing 
global issues while strengthening moral and spiritual well-being. Sentiment analysis using tools 
such as Orange Data Mining further enhances our understanding of public perceptions of ICE, 
facilitating informed decision-making and policy formulation(Kastrati et al., 2021). 
 
 
METHODOLOGY  
This research uses a qualitative approach to collect and analyze Twitter responses to the concept 
of Circular Economy in an Islamic context. Twitter data will be collected through keyword 
searches and related hashtags, and then will be analyzed qualitatively to understand the 
sentiment patterns, perceptions, and views expressed by users. In addition, Orange Data Mining 
methods will be used to process and analyze the data in a more structured manner, including 
topic modeling and data visualization. The analysis results from both approaches will be brought 
together to provide a more holistic understanding of Twitter's response to the Circular Economy 
in an Islamic context. 
 
 Research Flow 
 

 
FIGURE 1. Research Flow 

 
The diagram above illustrates the design of the research stages consisting of five main steps. The 
following is an explanation of each step: 
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A. Study Literatur: The first stage involved a literature review, in which the researcher 
conducted a review of various relevant literature sources. This study used three steps of data 
analysis, namely data reduction, data display, and data verification techniques. The literature 
review aimed to analyze some of the findings from the results of previous research articles, 
journals, and proceedings. 
  
B. Business Understanding: The second stage is business understanding. At this stage, the 
researcher identifies the research objectives from a business point of view or practical 
application context. The researcher seeks to understand the business needs and how the 
research findings can provide solutions or valuable insights.  
C. Data Understanding (Crawling tweet): The third stage involves understanding the data. The 
researcher collected and explored the relevant data for the study. An initial analysis was 
conducted to understand the structure, quality, and characteristics of the available data. The 
data used was obtained from application X, coupled with other journals retrieved from Scopus 
or Google Scholar. 
  
D. Pre-Process Text: The fourth stage is text data pre-processing. At this stage, the collected text 
data is processed and cleaned. This process involves the removal of noise (irrelevant data), 
tokenization, normalization, and other techniques to prepare the data for further analysis. 
  
E. Clustering data text mining: The fifth stage is grouping text mining data. In this stage, 
researchers apply text mining methods to cluster text data into specific groups or categories. The 
purpose of clustering is to identify patterns or themes that appear in the text data and conduct 
further analysis based on the clustering results. 
 
Data Processing Method 
 
A. Web Scrapping 
 
Web scrapping is a technique that utilizes computer programs to automatically extract data from 
websites. In this research, web data scraping is used to collect tweet data from X platform. This 
data will be used for sentiment analysis and topic modeling, with the aim of understanding the 
dominant sentiments and topics in the collected tweets. In this study, data collection was done 
using Google Colab with crawling process using Orange Data Mining tool. A total of 560 tweets 
were collected using the hashtag #IslamicCircularEconomy. 

 
FIGURE 2. Illustration of pre-processing tweet data 

 
 
B. Orange Data Mining 
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In the context of this research, the Orange Data Mining application provides a set of tools to 
identify the most dominant words in the content of statuses, opinions, or comments on X 
account, which will be used to create word clouds through the Visualization widget in Orange 
Data Mining. Data mining techniques play an important role in discovering hidden knowledge 
in a dataset, analyzing, and predicting future behavior. Classification, as a technique in data 
mining, involves assigning class labels to a number of unclassified cases, enabling a deeper 
understanding of the data at hand. 
 
RESULTS AND DISCUSSION 
Research Scenario 
To perform data transformation, users make use of the Outlier feature available in the Orange 
program. Outliers identify data that is anomalous or does not conform to a normal distribution, 
which needs to be addressed before proceeding with further analysis. Below is depicted a process 
flow that explains the Outlier function in detail. 
 

 
FIGURE 3. Research Scenario 

 
The research was conducted utilizing Orange Data Mining Tools. Data taken from Twitter social 
media was used for sampling in this study.. 
 
Crawling twitter data 
 
The data for this study was obtained through data collection from various compiled sources. 
Specifically, 560 Twitter messages related to "Islamic Circular Economy" were collected using 
Google Colab for the search process. These data were then imported into the Orange Data Mining 
application where they were considered as a corpus. In the corpus tool, each document has a line 
number that signifies the position in the sentence, as well as the features to be analyzed or 
ignored. Before further analysis, the data must undergo a pre-processing step.. 
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FIGURE 4. Google Collaboratory data crawling page 

 
Corpuse Viewer 
Corpus Viewer in Orange Data Mining software is an essential tool that provides visualization, 
content browsing, annotation and efficient management of text data. It allows researchers to 
easily explore the structure and distribution of text data, add annotations, apply filters, perform 
searches, and extract important features for further analysis, thus providing deep insights in the 
understanding of the text data used in our research.. 
 

 
FIGURE 5. Corpuse Viewer 

 
Pre-Processing Text 
Pre-processing is the initial stage in the preparation of raw data before further analysis. It 
involves cleaning the data from irrelevant information and reformatting it for ease of processing. 
In sentiment analysis, especially from social media data, these steps are crucial as the data is 
often unstructured and contains a lot of noise. 
  
a. Cleansing: Removes punctuation, URLs, and irrelevant characters from the text. 
b. Transform Case: Equalize the text font to lowercase for consistency. 
c. Tokenization: Divide the text into separate parts such as sentences or paragraphs. 
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FIGURE 6. Pre-Processing text 

 
d. Stopword/Filtering:  The process of selecting or removing irrelevant or noise data from a 
dataset. Filtering is designed to improve data quality by removing unnecessary or potentially 
distracting data for analysis. Examples of filtering methods include removing irrelevant 
attributes, removing outliers, or using other techniques to reduce noise. 
After passing through the text pre-processing stage, the data has been converted into discrete 
text and can be represented in the form of a word could using Orange Data Mining.  

 
FIGURE 7. Word Could 

 
A word cloud is a visualization of a set of words in a text, where each word is represented with a 
size that reflects its frequency of occurrence. It provides a quick overview of the dominant topics 
in the text. In text analysis, word clouds are used as a visual tool to aid understanding and 
identification of key words. As the image above shows, the most dominant words are Islamic, 
Circular, Economy, country. It is the text that is mentioned the most in the word could. 
 
Sentiment Analysis 
In this research process, the researcher used the Vader algorithm sentiment analysis to classify 
the polarity (sentiment category) into positive, negative, and neutral. The total score is 
calculated, and the data table displays the resulting responses, as well as indicating which 
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attributes were selected to be displayed as output in the "select" column of the widget in the 
previous step.. 
 

 
FIGURE 8. Sentiment Analysis Vader on Orange data Mining 

 
The Sentiment Analysis Widget in Orange Data Mining is a tool used to analyze sentiment from 
text. It allows users to identify whether the text has a positive, negative or neutral sentiment. 
This tool is particularly useful for research as it can help in understanding customer views on 
products or services, as well as monitoring opinions on social media. 
The process involves steps to prepare the text, extract important features, and use classification 
models to assess the sentiment of the text. The result is a classification of the text into relevant 
sentiment categories, providing users with valuable insights that can be drawn from their text 
data. In this analysis process, the VADER algorithm is used to separate sentiment polarity into 
three categories: positive, negative, and neutral. All of these are calculated in an overall score 
called the compound. For example, Figure 9 below: 

 
FIGURE 9. Data Table Analyzing Vader's sentiment towards 20 tweets 

Box Plot 
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Box plots are used to display the distribution of data as well as highlight outlier values. 

 
FIGURE 9. Box Plot 

 
In this context, the analysis results show that there are six types of emotions found in the Twitter 
data included. In this study, there was a dominance of the emotion Joy at 95.8%, followed by 
Surprise at 8.4%, Fear at 15%, Fear at 7.8%, Disgust at 0.8%, Anger at 0.6%, and finally Sadness 
at 0.2%. This information will be presented in Figure 10, which is generated through the analysis 
and visualization process using a box plot. 
 
CONCLUSION  
This research successfully uncovered positive responses from the public towards the concept of 
Islamic Circular Economy through sentiment analysis on Twitter. Most respondents showed 
emotions of excitement, indicating a strong acceptance of the concept. Further analysis shows 
that the approach used in this research is effective in mapping public perceptions and can be 
applied to other contexts. Using the VADER algorithm and Orange data analysis tools, this study 
provides a robust method for understanding the dynamics of public sentiment on social media. 
 
The study also highlights the importance of understanding the emotions behind positive, 
negative and neutral responses in online discussions about ICE. The data shows that while 
positive sentiment dominates, there is also a small amount of negative emotion that stakeholders 
need to be aware of. To increase acceptance of ICE, communication strategies that consider and 
respond to these different types of emotions are needed. 
 
The practical implications of this research include the development of better communication 
strategies by stakeholders to promote ICE, as well as providing a basis for further research into 
the integration of Islamic economic principles with modern concepts of sustainability. This 
research also opens up opportunities for further exploration of how public sentiment towards 
various sustainable economy initiatives can be utilized to improve more environmentally 
friendly and sustainable policies and practices. 
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ABSTRACT 
 
Purchasing decisions are the stage of decision making involved in buying a product. Everyone 
has their way of making decisions. This research attempts to ascertain the extent to which social 
media, price, and product quality influence purchasing decisions for Pringgasela Sesek woven 
fabrics. The population in this study was 150 people, with a sample size of 60 people selected by 
random sampling. This study used primary data from the Customer Kelompok Nine Penenun 
(KNP). The results showed that price and social media have a significant positive effect on the 
decisions of purchasing, while product quality has a significant negative effect on the decisions 
of purchasing. This research implies that craftsmen must pay attention to quality by considering 
other factors in assessing product feasibility. 
 
Keywords:  Price, Social Media, Product Quality, Purchasing Decisions 
 
 
INTRODUCTION 
The development of social media has created an interactive platform where users can share and 
record information. Businesses that stand out in creativity, innovation, and high-tech utilization 
emerge as a result of the advancement of knowledge and communication technology, which 
drives the progression of the contemporary business world. The government has made efforts to 
improve people’s understanding of technology utilization by promoting awareness of current 
technological developments (Immawati et al., 2019). Especially in the business world, such as 
the woven fabric industry, advances in information and communication technology, especially 
through social media platforms, have had a significant impact. 
 Marketing strategies that aim to increase knowledge, recognition, memory, and action for 
a company, product, person, or brand are known as social media marketing strategies 
(Kurniasari & Budiatmo, 2018). This strategy involves the use of advertisements broadcasted 
through social media platforms, including Facebook, Instagram, YouTube, and so on. TikTok, 
Instagram, and Facebook apps are the most popular platforms of social media for product 
marketing today, mainly because they have a younger and more active audience for consuming 
content. 
 When viewing content about selling products or services on social media, it is common to 
focus on price and other considerations. Price is always linked to the benefits and quality of the 
product and is often considered a value judgment. The price should reflect the value desired by 
the consumer, and the payment made should only cover the cost of producing the goods or 
providing the service. In other words, the price should be a fair amount of money to obtain or 
own goods that provide advantages and uses for consumers. 
 Kotler, P., & Armstrong, (2018), mention that price is one part of the marketing mix. 
According to Kotler, P., & Keller, (2016), prices are not only based on label numbers, prices take 
various forms and have many functions, such as rent, dues, tariffs, fees, wages, and commissions 
paid to obtain goods and services. According to Imanulah et al., (2022), buyers usually compare 
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the price of expensive goods with good quality. If the product price is very cheap, the buyer will 
doubt the quality of the product. 
 Apart from price, product quality also has a significant role in improving the smooth 
running of business processes and influencing purchasing decisions. Organizations or 
companies that produce high-quality products use them as tools to gain an advantage over 
competitors in market dominance. This is important because not all companies can achieve 
popularity. It means that a company can survive this business competition if it continues to 
evaluate and improve the quality of its products. Also, improving product quality is crucial. If 
the quality of the product is good and meets expectations and needs in line with the desires of 
the buyer, the buyer is unlikely to be concerned about the price. Therefore, maintaining product 
quality plays an important role in shaping consumers' purchasing decisions and becomes an 
advantage for businesses. The higher the quality of a company's products, the more satisfaction 
consumers will derive from the product. Product quality can be defined as a combination of 
attributes and features that determine the extent to which the product is able to meet or exceed 
customer needs. 
 One of the woven fabric businesses in East Lombok that attracts the attention of the 
community is Pringgasela Sesek woven fabrics. Pringgasela Sesek woven fabrics feature unique 
and attractive patterns and motifs, reflecting cultural heritage and local wisdom. In the midst of 
technological advances and the rapid evolution of the fashion industry, the Pringgasela Sesek 
woven fabric company must pay attention to various aspects that influence what consumers 
decide to buy. This decision reflects the selection process and preference for the most desirable 
brand from the various choices available. According to Ariefah Sundari, (2021), purchasing 
decisions are based on interactions that involve combining information to evaluate at least two 
alternatives and then choosing one of them. In short, the process of making a purchase decision 
is known as a purchase decision. 
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Figure 1. Several Pringgasela Sesek Weaving Motifs  
 

 
 Bale Tenun Community, also known as Kelompok Nine Penenun (KNP), was established 
on March 15, 2017, located in South Pringgasela Village, Pringgasela District, East Lombok 
Regency. This village is one of the few villages in Pringgasela that still maintains the weaving 
tradition (Habibuddin et al., 2023). The products they offer have affordable prices, depending 
on their quality. The Kelompok Nine Penenun (KNP) provides a variety of weaving motifs with 
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their own uniqueness. The use of Tenun Sesek products have been widespread, covering various 
groups such as office workers, medical personnel, and even students from elementary to high 
school levels in East Lombok, especially in Pringgasela. This happened as a result of the Regent’s 
Decree regarding Daily Office Clothing for Civil Servants in the East Lombok Regency 
Government Area No. 188.45/529/ORG/2019, which requires the use of traditional clothing 
once a week. 
 In an effort to promote its products, the Kelompok Nine Penenun (KNP) has utilized 
social media such as Instagram and Facebook. However, the lack of member involvement in 
managing social media to promote products has had a negative impact on the sales of the 
Kelompok Nine Penenun (KNP), which still does not reach the optimal sales target each year. 
The level of public understanding of the Kelompok Nine Penenun (KNP) marketing platform is 
also limited, resulting in low consumer confidence in making purchasing decisions. Although 
there are limitations in purchasing decisions due to the increase in raw material costs for making 
Pringgasela Sesek woven fabrics, people still look for these products according to their needs. 
 Researchers conducted literature research to find out the variables that influence the 
decisions of purchasing. According to Rio Haribowo et al., (2022), buyer decisions about certain 
products can be influenced by elements such as product quality awareness, social media usage, 
and brand. Perwithasari & Kurniawan, (2022), showed that factors such as word-of-mouth and 
Instagram have a favorable and substantial influence on purchase choices, both when viewed 
individually and when analyzed together. According to Abdul Haris Ramdhoni, (2019), price 
factors also influence consumer decisions to buy a house. Additional research is needed because 
this study provides something new in terms of variables, theories, methods, objects, and 
research locations. 
 This study's objective is to determine and assess how pricing, product quality, and social 
media influence consumers' decisions to buy. Furthermore, it is expected that this study result 
can offer different contributions from previous studies and serve as a source of REFERENCE 
for future research that may add related variables. Because of this, it motivates researchers to 
conduct deeper research into price, social media, and product quality impact on the decision to 
buy a product. To find out more, the researcher plans to conduct a study entitled “The Influence 
of Social Media, Price, and Product Quality On Purchasing Decisions for Pringgasela Sesek 
Woven Fabrics.” 
 
 
LITERATURE REVIEW 
Social media finds its use in sharing videos and information with other people. Companies can 
build good relationships with consumers through social media, as it is an effective platform in 
the world of marketing. According to Kurniasari & Budiatmo (2018), social media marketing 
aims to create awareness, recognition, memorization, and action triggered by a brand, product, 
company, or person, directly or indirectly. Therefore, it can be concluded that social media 
marketing is a place that functions for consumers to receive and transmit video information. 
Additionally, social media marketing is considered an effective way to build relationships with 
consumers and create brand awareness, either directly or indirectly. This strategy utilizes 
marketing activities on social media networks such as Facebook, Instagram, and YouTube. Social 
media serves as a powerful tool for marketing products and services through online marketing, 
with a simple and straightforward approach that has a significant impact.  
 
Price is the amount of money used to obtain a product or service. It is also the sum total of all 
the values that buyers provide to benefit from the use of the product or service. According to 
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Kotler & Armstrong (2018), price is one of the components of the marketing mix. Additionally, 
prices, as noted by Kotler & Keller (2016), take many forms and fulfill various functions such as 
rents, duties, tariffs, fees, charges, salaries, and commissions paid to obtain goods and services. 
The indicators used to measure prices, according to Kotler & Armstrong (2018), include: (1) 
Price affordability: Consumers can reach the price set by the company. Usually, there are several 
types of products within one brand, and the prices vary from the cheapest to the most expensive. 
(2) Relevance of price to the quality of the product or service: Price is often used as an indicator 
of quality to the public. Consumers often choose the higher-priced product of two options 
because they perceive a difference in quality. If the price is higher, people are more likely to 
assume that the quality is also higher. (3) Price-benefit matching: Consumers make a decision 
to purchase a product if its perceived benefits are greater than or equal to the benefits received. 
If consumers perceive that the benefits of a product are less compared to the money spent, they 
will believe that the product is expensive and will think twice about making a repeat purchase. 
 
According to Saraswati et al. (2015), anything that has value in the target market, capable of 
providing benefit and satisfaction, includes items, services, organizations, places, people, and 
ideas. In this case, the company focuses on striving to produce superior products and 
continuously improving them. It can be concluded that product quality is a predetermined 
standard of measurement wherein a product meets expectations regarding the characteristics 
offered and its ability to provide benefit and satisfaction. Furthermore, companies should 
continue to introduce the latest product innovations because consumers today are critical of 
products in the market. Product performance should be considered; if a company has good 
product quality, it can compete with other companies. Product quality will be measured using 
the four dimensions: (1) Productivity: Performance here refers to the main characteristics of the 
product, including brand, measurable attributes, and individual performance aspects. (2) 
Special product features (features): Can be in the form of additional products of the main 
product that can add value to the product. (3) Reliability: This measurement refers to the 
likelihood that the product will fail. (4) Durability: The durability (shelf life) of a product 
includes both economic and technical aspects. 
 
Purchase decisions are a form of choice and interest in choosing the most popular brand among 
several brands (Kotler, P., & Keller, 2016: 198). Handoko, Rudi (2017) believe that a product 
purchase decision is a set of decisions. Based on the experts' definition, it can be concluded that 
a purchase decision is a form of choice and interest in choosing the most popular brand in a way 
that can cause satisfaction or dissatisfaction with the product. 
According to Nasution et al. (2019), factors that influence the purchase decision include: (1) The 
right/strategic place of sale, (2) Satisfactory service, (3) Sales skills, (4) Executed promotion and 
advertising, (5) Classification of goods.  
 
 
METHODOLOGY 
The impact of pricing, social media, and product quality on customer purchasing decisions will 
be investigated using a quantitative methodology and survey techniques. Fabrics woven by 
Pringgasela Sesek. The object of this research is the Kelompok Nine Penenun (KNP) in South 
Pringgasela Village. Primary data is collected directly from respondents, involving 150 
consumers who buy Sesek Woven Fabric Pringgasela products from the Kelompok Nine 
Penenun (KNP). A sample of 60 people will be taken using the sample method from the Slovin 
formula by applying the simple random sampling technique for respondent identification. The 
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research will use a questionnaire with 26 statements, and the data will be analyzed with the SPSS 
29 program. Instruments for reliability and validity, multiple linear regression, t test, and F test, 
two-sided hypothesis testing, coefficient of determination, and traditional assumption tests 
(heteroscedasticity, multicollinearity, and normality tests), will be used in the data analysis. 
(Jogiyanto, 2016). 

 

Figure 2. Framework Research 

 
RESULTS AND DISCUSSION 
Results 
Bale Tenun Community, Kelompok Nine Penenun (KNP), is in South Pringgasela Village, East 
Lombok Regency. Kelompok Nine Penenun (KNP) provides Pringgasela Sesek woven fabrics 
with various motifs. Based on gender and age, 60 customers shopping at Kelompok Nine 
Penenun (KNP) were randomly selected. Based on the data, there were 42 female respondents 
and 18 male respondents, with the majority aged 25–30 years (27 people) and or >30 years (33 
people). 
 Sugiyono, (2018), If there is a similiarity between the data gathered and the real data 
about the research subject, is used to confirm that the research results are genuine. Because of 
the degree of freedom (df = n-2) and the 5% significance threshold (α = 0.05), the validity test 
was conducted with 60 respondents and processed using the SPSS 29 for Windows program. 
Table 1. Validity Test Result 

Variable 
Question 
Items 

r count r critical (5%) 

Social media X1.1 .448 .2542 

 X1.2 .761 .2542 

 X1.3 .604 .2542 

 X1.4 .843 .2542 
 X1.5 .861 .2542 

 X1.6 .829 .2542 

Price X2.1 .867 .2542 

 X2.2 .907 .2542 

 X2.3 .844 .2542 

 X2.4 .937 .2542 

 X2.5 .937 .2542 
 X2.6 .851 .2542 

Product Quality  X3.1 .540 .2542 

 X3.2 .834 .2542 

 X3.3 .882 .2542 

 X3.4 .811 .2542 
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 X3.5 .931 .2542 

 X3.6 .874 .2542 
Purchasing Desicions Y1.1 .482 .2542 

 Y1.2 .599 .2542 

 Y1.3 .763 .2542 

 Y1.4 .849 .2542 

 Y1.5 .924 .2542 

 Y1.6 .898 .2542 
 Y1.7 .518 .2542 
 Y1.8 .352 .2542 

Source: Result of SPSS Calculation 29 Version, 2024 
 The validity test results show that each statement item related to each variable has a 
calculated r count > r table value (0.2542). Therefore, all statement items related to these 
variables are declared valid. 
 To evaluate the reliability of each statement, this study used Cronbach's alpha test. For 
social media, price, and product quality variables, the Cronbach’s alpha coefficient exceeds the 
Cronbach’s alpha minimum (0.60). The attached table provides additional information about 
the reliability test results of social media (X1), price (X2), and product quality (X3). 
 
Table 2. Reliability Test Result 

Variable Koefisien Cronbach’s Alpha Description 

X1 .823 Reliabel 

X2 .948 Reliabel 

X3 .901 Reliabel 

Source: Result of SPSS Calculation 29 Version, 2024 
 The reliability test results show that each statement related to all variables has a 
Cronbach’s alpha coefficient that exceeds minimum value, which is 0.60. Therefore, the 
conclusion is each statement related to each variable has a reliable level of reliability. 

 
Figure 3. One-Sample Kolmogorov-Smirnov Test 

Source: Result of SPSS Calculation 29 Version, 2024 
 
 The Asymp value. Sig 2-tailed value is 0.075, and greater than 0.05. This means that this 
research data has a normal distribution. 
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Figure 4. Result og Multicollinearity Test  

Source: Result of SPSS Calculation 29 Version, 2024 
 
 The tolerance value of social media 0.999 > 0.1 and VIF 1.001 < 10.0; tolerance value of 
price 0.989 > 0.1 and VIF 1.011 < 10.0; and tolerance value of product quality 0.989 > 0.1 and 
VIF 1.011 < 10.0. That is to say, it can be said that multicollinearity does not manifest itself; in 
addition, all variables used in this study are considered not to show multicollinearity problems. 
 The heteroscedasticity test determines whether the regression model experiences non-
uniformity of residual variances from one observation to another. The pattern of dots in the 
regression scatterplot indicates that there is no heteroscedasticity; if the point spread is below 0 
on the Y-axis and the pattern is not clear, then the regression model is considered good and 
correct. 

 
Figure 5. Result of Heteroscedasticity Test  

Source: Result of SPSS Calculation 29 Version, 2024 
 
 In the attached scatterplot image, the dots appear to spread in a random or unclear 
pattern. Therefore, one can infer that the regression model does not exhibit heteroscedasticity. 
Multiple linear regression analyses were performed using the SPSS 29 program. The objective is 
to ascertain the impact of two independent variables on dependent variable.  

 
Figure 6. Result of Mutiple Linear Regression Test 

Source: Result of SPSS Calculation 29 Version, 2024 
 
 The multiple linear regressions equation obtained is Y = 22.983 + 0.367 (X1) + 0.277 (X2) 
+ 0.332 (X3) + e. In the multiple linear regression results table, the constant coefficient for the 
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purchasing decision variable is 22.983. This indicates that when all independent variables are 0, 
the predicted purchasing decision is 22.983. 

 
Figure 7. Result of Determination Coefficient Test 

Source: Result of SPSS Calculation 29 Version, 2024 
 
 The r-square value is 0.242. This is the result of the determination coefficient. According 
to this value, the effect of social media (X1), price (X2), and quality of product (X3) on decisions 
of purchasing (Y) is about 24.2%. In addition, other variables not studied by the researcher affect 
75.8% of the total. 

 
Figure 8. F Test (simultaneous Test)  

Source: Result of SPSS Calculation 29 Version, 2024 
 
 The calculated F value is 5.949 > the tabled F value of 2.77, and the significance value is 
0.001 < 0.05. Hence, H0 is rejected, and Ha is accepted. That is, it can be concluded that the 
simultaneous interaction between social media, price, and product quality affects consumer 
decisions to buy Pringgasela Sesek Woven Fabric. 
 The study's findings show that the cost and caliber of the products on social media 
influence each other in shaping consumer preferences. Promotions or advertisements carried 
out on social media help consumers recognize and distinguish products from comparables, while 
products with high quality foster trust. In addition, these findings are consistent with the 
research of Wulandari et al., (2022), who found that when these variables are used together, they 
have a significant impact on the decisions made by members of the Kelompok Nine Penenun 
(KNP) to purchase Sesek woven fabrics. 

 
Figure 9. t Test (Partial Test) 

Source: Result of SPSS Calculation 29 Version, 2024 
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 The t-test results indicate that social media (X1) has a significant positive impact partly 
on the purchase decision (Y). There is a possibility that social media (X1) has a significant 
positive influence on the purchase decision (Y), where the estimated t-value of 2.418 exceeds the 
tabled T value of 2.00324, and the significance value of 0.019 is less than 0.05. Price (X2) 
significantly influences the purchase decision (Y) as the t value of 2.583 > the tabled t value 
(2.00324). Product quality (X3) sometimes has a sig. negative impact on purchasing decisions 
(Y), with an estimated t-value of -2.646 < the tabled t value of 2.00324 and a sig. 0.011 < 0.05.  
 
DISCUSSION 
 The initial hypothesis test (H1) results reveal that social media significantly impacts the 
decision to purchase Pringgasela Sesek woven fabrics within the Kelompok Nine Penenun 
(KNP). This is evidenced by the t-value of 2.418 > 2.00324, and sig 0.019, < 0.05. Thus, Ha is 
accepted, H0 is rejected. This means that social media factors help consumers make decisions 
about whether to buy Pringgasela Sesek woven fabrics. Artisans or businesses use social media 
to establish direct relationships with consumers and give them more opportunities to make 
purchases.  
 The verification results of the second hypothesis (H2) revealed that price exerts a 
significant positive impact on the purchase decision of Pringgasela Sesek woven fabrics within 
the Kelompok Nine Penenun (KNP). The calculated value of t is 2.583 > t in Table 2.00324 and 
the significance value (sig) is 0.012 < 0.05, indicating that Ha is approved and Ho is not. 
Therefore, it can be concluded that the price variable has a significant effect on purchasing Sesek 
pringgasela woven fabrics. An increase in the price of a product or service can actually increase 
the desire of consumers to buy the product. The results showed that consumers' perception of 
prices is not always negative; prices that are reasonable and comparable to the services provided 
can have an impact on consumers' purchasing decisions.  
 The findings from the third hypothesis test (H3) indicated that product quality 
significantly influences customers' decisions to purchase Pringgasela Sesek Woven Fabrics 
within the Kelompok Nine Penenun (KNP). Assuming that the value of T table 2.00324 > t  
calculate -2.646 and the sig. 0.011 < 0.05 indicating that H0  is approved and Ha is not. That is, 
the factors affecting the quality of the product affect the customer’s decision to buy Pringgasela 
Sesek Woven Fabric, but the impact is in the opposite direction. In addition, these findings 
indicate that customers are more likely to choose sesek woven fabrics of lower quality. Better 
quality can increase the cost of fabric production, thus causing consumers to tend to buy in fewer 
quantities. In other words, improving product quality does not necessarily lead to customers 
choosing better products; rather, it may lead to customers choosing fewer products.  
 
CONCLUSION 
The results of a study conducted using SPSS 29 software showed that price and social media had 
a positive impact on consumer decisions in purchasing overcrowded woven fabrics at Kelompok 
Nine Penenun (KNP), but the quality of the products had a negative impact. Social media, cost, 
and product quality all have an impact on consumers' decisions to buy two items at once. Price 
according to quality greatly influences consumer decisions, although currently people are more 
likely to prioritize price over quality, especially because the rules for using traditional clothing 
are in accordance with the Regent’s decision on casual formal clothing for civil servants in the 
East Lombok government No. 188.45/529/ORG/2019 per annum. Therefore, consumers tend 
to make purchase decisions based on price considerations, pay less attention to product quality, 
and rely more on information from social media, such as photos, videos, and reviews, before 
making a purchase. Based on the above conclusion, it is assumed that companies or weavers 
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should implement creative strategies for promoting products through social networks in order 
to increase consumer interest and encourage consumers to make purchasing decisions. In 
addition, keep abreast of local, regional, or national cultural exhibitions and events; plan to 
provide up-to-date information to consumers about Sesek weaving products; improve the ability 
to maintain and improve consumer relations through good service; and create customer loyalty. 
In the course of further studies, we are expected to add or develop additional relevant factors to 
improve our understanding of how consumers choose Pringgasela Sesek woven fabrics products. 
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ABSTRACT 
 
Price control is an intervention measure by the government using legislative power to set prices 
or restrain price changes outside the market mechanism to achieve specific objectives. In 
Malaysia, the introduction of price controls aims to assist the consumers in coping with the cost-
of-living burden resulting from the increase in the prices of goods due to inflation. The Ministry 
of Domestic Trade and Cost of Living (KPDN) has strong legislative powers to implement price 
controls. This role poses a challenge for the Ministry, as it is responsible for two (2) affected 
groups on opposite ends of the spectrum in price control policy: consumers and traders. 
Consumers generally welcome price controls, while traders oppose, and risk being affected by 
the implementation of this policy. This qualitative study involved seven (7) respondents who are 
officials directly involved in formulating and implementing price control policies at KPDN. 
Through the experiences and observations of the respondents, issues and challenges faced by 
three (3) parties—consumers, traders, and the government—in the implementation of price 
control policies were identified. The study found that although price controls are well-received 
and populist among consumers, the effects and consequences of these controls are also felt by 
consumers. The government needs to exercise caution in implementing price controls to ensure 
no adverse effects onto the overall economy. 
 
Keywords: Price Control, Consumer Protection 
 
INTRODUCTION 
Malaysia generally practices a free economy where the prices of goods and services are 
determined by the market. However, due to certain circumstances, the Government also 
intervenes in the market in controlling the supply and price of certain goods in the market. 
 
The main objective of price control by the Malaysian Government is to help address the cost of 
living due to the increase in the price of goods. Most of the controlled goods are food items. The 
inflation trend for the Food and Non-Alcoholic Beverages group in the Consumer Price Index 
basket as shown in Chart 1 showed an increase of up to 54.5% in December 2023 compared to 
the base year of 2010. 
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Chart 1: Non-alcoholic Food and Beverage Group Inflation Trends 2010-2023 (Source: 

Department of Statistics Malaysia, DOSM)  
 

In principle, the Government of Malaysia implements price controls for the following purposes: 
 
Guaranteeing the People's Purchasing Power 
By controlling the prices of goods that are important to all consumers, the Government can 
ensure that all parties regardless of income can obtain such goods at an affordable rate. For 
example, price controls on RON95 petrol, diesel, liquefied petroleum gas, sugar, flour, local rice 
and so on. 
 
Stabilizing prices 
During certain seasons such as the festive season, the demand for certain goods will rise sharply 
and to ensure that prices do not increase at a high rate, price controls can be introduced. 
 
User Protection 
When the demand for an item increases, there are traders who take advantage of the opportunity 
to make quick profits by raising prices at an unreasonable rate. This can be seen during the 
COVID-19 pandemic where the price of face masks and the price of COVID rapid test kits are 
sold at very high prices. To ensure that consumers can obtain these items at an affordable price, 
the Government has set a ceiling price for face masks and rapid test kits. In addition, price 
control during the festive season is also a consumer protection tool to ensure that traders do not 
take advantage of unreasonable price increases during this season.  
 
LITERATURE REVIEW 
According to Cowen and Tabarrok (2015), prices are determined by incentives that result from 
supply and demand. This means that if the price of an item is rising, the market is signalling to 
producers that there is an incentive for more opportunities to make a profit and therefore 
production can be increased. 
 
Saksena (1986) stated that price control is an intervention measure by the Government to use 
its legal power to set prices or curb price changes outside the market mechanism to achieve 
certain objectives. Price control can be implemented through several means such as ceiling 
pricing, floor pricing, and applicable to specific goods or services. 
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The main sources of supply and price control by the Malaysian Government are two (2) acts 
under the Ministry of Domestic Trade and Cost of Living (KPDN), namely the Supply Control 
Act 1961 [Act 122] and the Price Control and Anti-Profiteering Act 2011 [Act 723]. In addition, 
under the Ministry of Agriculture and Food Security (KPKM), there is the Paddy and Rice 
Control Act 1994 [Act 522] which regulates local rice prices. During the tabling of the Price 
Control and Anti-Profiteering Bill in the Dewan Rakyat on 13 October 2010, the Minister of 
KPDN stressed that this legislation is primarily aimed at protecting consumers who are affected 
by the increase in the price of goods and the actions of unethical traders. 
 
Nurretina Ahmad Shariff and Rosnelim Yusoff (2013) stated that Act 723 is not intended to 
oppose or prevent businesses from making profits. The purpose is to prevent greedy and 
dishonest traders from setting high prices for their goods and services. However, as this act gives 
the Government broad powers that will directly affect the people, the price should be determined 
after thorough consideration of the impact on all stakeholders. The success of Act 723 in 
achieving its objectives is highly dependent on its implementation. 
 
In an Anon (2023) report in DagangNews.com, the World Bank stated that Malaysia has the 
most controlled prices of goods in the region. The World Bank's Principal Economist for 
Macroeconomics, Trade and Investment, Dr. Apurva Sanghi is of the view that the price control 
mechanism in Malaysia and the allocation of agricultural subsidies have disrupted the efficiency 
in resource allocation and may have exacerbated the issue of the country's cost of living. The 
World Bank informed that half of the firms surveyed affected by these price controls revealed 
that they were actually reducing their withdrawals by a quarter. Thus, the price of goods will 
increase if the supply of goods is shrinking. 
 
A negative view regarding the effect of price control was also expressed by Ferlito (2020) who 
stated that the imposition of a ceiling price resulted in suppliers not readjusting supply because 
the ceiling price prevented the price of goods from carrying out the function of conveying 
information on additional demand. As a result, some of the demand will not be met and cause 
supply disruptions in the market. 
 
According to Guénette (2020), in developing countries such as Malaysia, price controls are 
usually implemented for social and economic purposes. This measure can be part of the 
Government's efforts to protect vulnerable consumers through the provision of subsidies for the 
cost of basic necessities. This move could also stabilize the prices of major commodities affected 
by volatile international market prices. In the same writing, Guénette (2020) warns that while 
price controls are often implemented for good social purposes, these policies frequently disrupt 
or distort markets and can ultimately undermine development. It would be better if price 
controls were replaced with more targeted social assistance nets, incentives for competition and 
more robust market regulation. 
 
Saksena (1986) is of the view that price control is necessary if market prices are seen as unfair 
to certain groups of consumers and producers and result in disruption to the production and 
price structure. In developing countries, price controls can help achieve resource distribution in 
line with the planned development plan, providing stability and correcting inequalities that may 
arise in the development process. 
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There is another positive view on price control by John Kenneth Galbraith through his book 
titled "A Theory of Price Control" published in 1952. Galbraith suggested that price controls 
could be implemented and used as an instrument to mobilize resources and stabilize prices 
during wars by ensuring a balance of demand and supply through adding to production or 
controlling demand or other measures. In other words, Galbraith believes that price control can 
be successful in certain situations. However, in commenting on Galbraith's theory, Colander 
(2002) is of the view that Galbraith's theory has weaknesses and most economists do not accept 
the theory. 
 
Most of the views related to the effects of price controls are theoretical in nature. However, there 
is an empirical study by Spray and Werker (2019) regarding the effects of price controls in 
Liberia. The price control regime in Liberia was introduced in 1988 and was liberalized in 2009. 
In this regard, Spray and Werker (2019) have empirical data before, during and after the 
liberalization of price controls. The study found that, among other things, price controls did help 
curb price increases. However, after the price control is stopped, 
The price of controlled goods shows a much higher price increase compared to goods that have 
never been controlled. In terms of supply, the increase in the supply of goods that were once 
controlled was lower than that of goods that were never controlled. This seems to contradict the 
hypothesis that price controls lead to a reduction in supply. 
 
OBJECTIVES AND QUESTIONS OF THE STUDY  
Based on a review of the literature, most opinions are not in favor of price control. However, the 
Government is still implementing price controls as a commitment to ease the burden of the cost 
of living. KPDN is the Ministry responsible for the development of the distribution trade sector 
but at the same time is also responsible for consumer affairs. This dilemma is faced by KPDN in 
implementing the price control policy as the two parties who are the main stakeholders of the 
Ministry are on opposite spectrums in this policy. Consumers usually demand more 
comprehensive and prolonged price control while traders prefer that the Government not 
control prices. 
 
In the meantime, the objectives of this study are: 

1. to identify the challenges faced by KPDN in implementing price control policies that meet 
the needs of both consumers and traders; And 

2. to identify the issues faced by consumers and traders who are affected by the 
implementation of this policy. 

 
METHODOLOGY 
This study was conducted using qualitative methods. The methods used were library research 
and interviews. Library research includes searching and referencing relevant documents such as 
journals, books, magazines, news published in writing or online and official documents such as 
the Dewan Rakyat hansard and related acts. Secondary information such as inflation data, prices 
of goods and so on is also obtained through the Department of Statistics Malaysia (DOSM) and 
KPDN. 
 
Next, for the interview, several officers of grade 41 and above at KPDN who were directly 
involved in the implementation of the price control policy were involved as informants. This 
interview study is about the challenges faced in implementing price control policies by balancing 
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consumer protection and the interests of traders. The information obtained from the informant 
is divided into four (4) namely: 
 
Based on the informant's observations, what are the issues that are often raised by consumers 
related to price control? 
Based on the observations of the informants, what are the issues that are often raised by the 
industry/traders regarding the implementation of price controls? 
as a policy implementer and the Government, what are the challenges faced in implementing 
price control? 
Based on the informant's experience, what are the appropriate mitigation or improvement 
proposals to face the issues and challenges raised by three (3) parties, namely consumers, traders 
and policy implementers in price control? 
 
Price Control Policy In Malaysia 
 
Under the Price Control and Anti-Profiteering Act 2011 (Act 723), KPDN implements three (3) 
types of price control, namely: 
 
determination of the maximum price of controlled goods (listed under the Control of Supply Act 
1961); 
Festive Season Maximum Price Scheme (SHMMP); And 
determination of the maximum price of a special situation. 
 
Determination of the maximum price of controlled goods (listed under the Control of Supply Act 
1961) 
 
The emergency that occurred in Malaya from 1948 to 1960 had an impact on the supply of basic 
necessities, especially foodstuffs. Therefore, the Government enacted the Control of Supply Act 
1961 to ensure that the supply of foodstuffs and basic necessities can be controlled by the 
authorities and can be obtained by the residents from time to time. This Act was gazetted on 1 
January 1961 and came into force on 01 July 1963. Under this act, the Government has gazetted 
43 types of controlled goods. Of the total, 13 goods are listed as scheduled controlled goods and 
transactions require a licence under this act. Of the list, five (5) goods are subsidised goods with 
prices controlled under the Price Control and Anti-Profiteering Act 2011, namely RON 95 petrol, 
diesel, liquefied petroleum gas (LPG), general use wheat flour and 1kg polybag palm cooking oil. 
In addition, other controlled goods that are controlled without subsidies are white sugar, 
(medical) face masks and COVID-19 rapid test kits. 
 
To date, the Government continues to maintain the retail price policy for subsidised goods as 
shown in Table 1 below: 
 
Table 1: List of prices of controlled subsidised goods regulated by KPDN The prices of controlled 
goods without subsidises are as shown in Table 2. 

Goods Control price Prices remain 
constant since 

Petrol RON95 RM2.05/kg February 10, 2021 
Diesel RM2.15/kg February 10, 2021 
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Liquefied Petroleum Gas 
(LPG) 

RM1.90/kg June 2015 

Cooking Oil (Polibag) RM2.50/kg 1997 
General Purpose Wheat Flour RM1.35/kg May 2007 

 
Table 2: List of prices of controlled goods without subsidies.  

Goods Control price Source of Power 
Sugar 
coarsely refined white sugar 
finely refined white sugar 

 
RM2.85/kg 
RM2.95/kg 

Price Control and Anti-
Profiteering (Determination of 
Maximum Price) Order No.3) 
2018 P.U.(A) 225 

Face Mask (Surgical/ 
Medical) One (1) Layer 
Two (2) Layers 
Three (3) N95 Layers 

 
Maximum price: 
RM0.07/unit 
RM0.20/unit 
RM0.70/unit 
RM6.00/unit 

Price Control and Anti-
Profiteering (Maximum Price 
Determination) (No.7) Order 
2020, P.U.(A) 312 

COVID-19 Antigen Rapid 
Test Kit (Self-Test) 

Maximum price: 
RM19.90/unit 

Price Control and Anti-
Profiteering (Determination of 
Maximum Price) (No.7) Order 
2021, P.U.(A) 348 

 
Festive Season Maximum Price Scheme (SHMMP) 
 
The Festive Season Maximum Price Scheme is a price control scheme implemented to stabilize 
unreasonable price increases due to high demand during the festive season and to prevent 
profiteering among traders during the festive season. This scheme has been implemented since 
2000 for all major festivals in Malaysia such as Chinese New Year, Kaamatan Festival, Gawai 
Day, Hari Raya Puasa, Deepavali and Christmas. Price control is done at three (3) levels, namely 
producers, wholesalers and retailers. Selected items consist of food items that are unique 
according to the main needs of each festival. For example, for the Deepavali festival, among the 
items to be guarded are dal beans and goats; for Christmas celebrations, among others, are 
turkeys; for the celebration of Hari Raya Puasa is usually chicken, meat and dried chili. Taking 
into account the supply chain of each item, the maximum price set varies according to the region, 
namely the Peninsula, districts in Sabah, Sarawak and the Federal Territory of Labuan. 
 
The implementation of SHMMP from the planning stage to enforcement is a joint effort of all 
parties comprising relevant Government agencies, the industry and consumer associations. Work 
begins at the state level where the State KPDN office needs to engage with traders, importers, 
manufacturers, wholesalers and retailers to obtain proposals for goods, control prices and 
appropriate implementation periods. Price data analysis information collected by the National 
Goods Price Division is also provided as a basis for appropriate control price considerations. This 
information is then collected and discussed at the Ministry level which also involves: 
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relevant Government agencies such as the Department of Agriculture, Department of Fisheries, 
Department of Veterinary Services (JPV), Federal Agricultural Marketing Authority (FAMA), 
Fisheries Development Authority of Malaysia and others; 
 
industry parties such as manufacturers, manufacturers, importers, breeders, wholesalers, 
transport service providers, chambers of commerce and business associations; and consumer 
associations. 
 
The latest SHMMP is the Chinese New Year SHMMP 2024 which will be implemented from 6 to 
14 February 2024. During the SHMMP, 11 items were listed, namely live pork, pork (belly, belly), 
pork (meat and fat), imported round cabbage, carrots, imported white radish, imported potato 
tubers (China), imported ginger, garlic, white pom-pom fish and white shrimp. This price 
control is enforced through the Price Control and Anti-Profiteering (Maximum Price 
Determination) Order 2024 (P.U.(A) 39). 
 
Determination of the maximum price of a typical situation 
 
In addition, the Government has also used the Price Control and Anti-Profiteering Act 2011 to 
introduce price controls to deal with certain situations. For example, the control of bottled pure 
palm cooking oil. The government has implemented the Cooking Oil Price Rationalisation 
Scheme (COSS) Programme by providing subsidies to cooking oil in 1kg polybag packages only 
starting from November 2016. A total of 60,000 metric tonnes (mt) per month (or 720,000 mt 
per year) of subsidised 1 kg cooking oil (polybags) have been distributed for consumption 
nationwide so that consumers can enjoy affordable cooking oil at only RM 2.50/kg. This amount 
should be sufficient for the consumption of 32.7 million Malaysians according to the ratio of 1 
population: 1.5 kg of cooking oil per month. 
 
In addition to 1 kg polybag cooking oil, bottled cooking oil is also sold in the market to give 
consumers the option to make choices and buy according to their own tastes and purchasing 
power. Bottled cooking oil is not subsidized and is sold according to the market price based on 
the price flotation mechanism. Therefore, the price of bottled cooking oil is irregular and 
fluctuates according to the current market price. The market price of cooking oil is determined 
by the world price of crude palm oil and other costs that contribute to the determination of the 
retail price of bottled cooking oil such as operating costs, raw material costs (crude cooking oil) 
and packaging costs. 
 
As illustrated in Chart 2, the price of RBD (Refined, Bleached, Deodorized) palm oil has 
experienced a significant increase since mid-2020, from RM3,000/mt to almost reach 
RM5,000/mt around May 2021. This price increase has caused the retail price of bottled cooking 
oil to exceed RM30 for a 5kg bottle. 
 
Following this, the Government has implemented the Cooking Oil Price Control Mechanism 
Programme (MKHMM) involving price control of bottled cooking oil and subsidies administered 
by KPDN to ease the cost of living for consumers. The MKHMM program was implemented 
starting from 1 August 2021 and ended on 30 August 2021 
June 2022. Under this programme, the maximum price of bottled cooking oil is set at 
RM29.70/5kg. 
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Chart 2: Price Trend of RBD Oil and Retail Price of 5kg Bottled Cooking Oil of Various Brands 
 

(Source: RBD Price (MPOB) and Retail Price of Bottled Cooking Oil (KPDN)) 
Based on Chart 3, the MKHMM program shows success in reducing the retail price of bottled 
cooking oil. After 2 weeks of implementation, 98.02% of 5kg bottles of cooking oil were sold 

below the control price level. 
 
The subsidy for bottled cooking oil for the MKHMM Programme has been discontinued since 
July 1, 2022, which has caused the price of bottled cooking oil in the local market to jump 
significantly. In July 2022, the Government decided to implement a movable ceiling price 
involving bottled cooking oil to replace the MKHMM Programme. Through this mobile ceiling 
method, no more subsidies are given to bottled cooking oil. This ceiling is set based on the 
movement of crude palm oil prices. The latest ceiling on the price of bottled cooking oil was 
gazetted on Sept 6, 2023 through the Price Control and Anti-Profiteering (Maximum Price 
Determination) (No. 13) Order 2023 [P.U.(A) 269] which is RM30.90 per bottle (5kg), RM19.60 
per bottle (3kg), RM13.30 per bottle (2kg) and RM6.90 per bottle (1kg). 
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Chart 3: Retail Price Distribution of 5kg Bottled Cooking Oil of Various Brands (Source: 

KPDN) 
 
Another case study of price control due to a special situation is the setting of the maximum price 
of chicken and chicken eggs. At the end of 2021, the price of chicken and chicken eggs increased 
sharply due to the recovery of the market after COVID-19. Demand for chicken has increased as 
restaurants and hotels reopen and public events can resume. At that time, the cost of chicken 
production such as the price of chicken bran and so on began to increase. In addition to chicken 
and chicken eggs, several types of vegetables also showed a significant increase. At the insistence 
of consumers and the Government's concern at the time, the Keluarga Malaysia Maximum Price 
Scheme was introduced and came into effect from 7 December 2021 to 31 December 2021 
through the Price Control and Anti-Profiteering (Maximum Price Determination) (No. 9) Order 
2021. Under this scheme the prices of chicken (live chicken, standard clean chicken and super 
chicken), chicken eggs (grades A, B and C), tomatoes, imported round cabbage, long beans, 
mustard greens, cucumbers and red chillies have been controlled. The control price is 
determined differently according to the area, namely in the Peninsula, districts in Sabah and 
Sarawak and the Federal Territory of Labuan in accordance with Section 6 of Act 723. This is 
because each region has a different supply chain. The price control of these goods was extended 
until 4 February 2022 through the Price Control and Anti-Profiteering (Maximum Price 
Determination) (No. 11) Order 2021. 
 
As the price of chicken and chicken eggs is still high in 2022, the price control on chicken and 
chicken eggs continues through the Price Control and Anti-Profiteering (Maximum Price 
Determination) (No. 3) Order 2022 which is effective from 5 
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February 2022 to June 5, 2022. This control continued for almost two (2) years until 
31 October 2023 through orders under the Price Control and Anti-Profiteering Act 2011. Finally, 
the price of chicken will be buoyed again from 1 November 2023 when the supply has recovered 
and the price of chicken is below the control price level. However, the control of chicken eggs is 
still in place through the Price Control and Anti-Profiteering (Maximum Price Determination) 
(No. 14) Order 2023. 
 
In addition to the COVID-19 pandemic, for the first time, the Price Control and Anti-Profiteering 
Act 2011 was used to control the prices of goods under the supervision of another Ministry, 
namely the COVID-19 vaccine under the supervision of the Ministry of Health. The Ministry of 
Health during the pandemic has received many applications from foreign embassies, state 
governments and the private sector who intend to bring in and buy COVID-19 vaccine supplies 
themselves to expedite the vaccination of their respective workers. The Ministry of Health agreed 
that the self-purchased vaccines can be sold to any state staff, private sector or individuals who 
want to get vaccinated faster than private hospitals and medical clinics on a paid basis of their 
own choice. Meanwhile, the vaccination of recipients under the National COVID-19 
Immunisation Programme (PICK) will remain free of charge. 
 
The government has agreed to set a maximum price for vaccines to avoid exorbitant and 
burdensome selling prices for immunity protection. Vaccines for human use are medicinal 
products that must be approved under the Poisons Act 1952 (Act 366) and the Sale of Drugs Act 
1952 (Act 368). Both of these acts are under the regulation of the Ministry of Health. In this 
regard, the maximum price of vaccines is set under the Price Control and Anti-Profiteering Act 
2011 but enforcement is carried out by the Ministry of Health through the devolution of the 
powers of the Deputy Price Controller and Assistant Price Controller to the pharmacy officers of 
the Ministry of Health. Vaccine control prices set through the Price Control and Anti-
Profiteering (Maximum Price Determination) Order 2022 (P.U.(A) 10) and the Price Control 
and Anti-Profiteering (Maximum Price Determination) (Amendment) Order 2022 (P.U.(A) 
160) as shown in Table 3. These orders are effective from January 15, 2022 and May 20, 2022, 
respectively. 
 
Table 3: Vaccine control prices. 
Study Findings 

Vaccines Maximum Price (RM/dose) 
Wholesale Retail 

CoronaVac Suspension for Injection 
SARS- CoV-2 Vaccine (Vero Cell), 
Inactivated (No. Registration: 
MAL21036010ARZ/MAL21046125ACSZ) 

62.00 77.00 

COVILO Suspencion for Injection COVID- 
19 Vaccine (Vero Cell), Inactivated 
(No. Registration:MAL21076098AZ) 

62.00 77.00 

 
The respondents or informants of the study were seven (7) KPDN officers grade 41 and above 
who were directly involved in the formulation and implementation of the price control policy. 
These officers consist of Administrative and Diplomatic schemes (R1 and R2), Enforcement (R3, 
R4 and R5), and Price Monitoring Officers (R6 and R7). All informants work at KPDN Putrajaya 
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office and have more than three (3) years of experience in work related to price control and 
subsidies. 
 
Generally, the interview aims to obtain the informant's views and observations on the issues and 
challenges of the three (3) parties, namely the Government, consumers and traders in the 
implementation of the price control policy. As these informants are a group of officers who are 
technically involved in the formulation and implementation of price control policies, we also 
seek views and suggestions on mitigation measures or suggestions for appropriate solutions or 
improvements to be taken in the face of the issues and challenges stated. 
 
Issues Faced by Consumers Supply Problems 
Controlled goods always face the problem of supply interruption in the market. This matter is 
often reported on news portals such as those written by Amree Ahmad (2022), Suraidah Roslan 
(2023) and Anon (2024) on the issue of sugar, eggs and rice supply. R1 and R3 inform that when 
the production cost has exceeded the control price, the manufacturer will act to stop or reduce 
the supply. R4 also informed that there may also be hidden supply activities where traders will 
hide supplies in the hope of reselling the supply when the Government increases the control 
price or floats the price. In addition, R6 informed that if there are rumours that prices will rise, 
consumers will make panic purchases on large quantities and contribute to supply disruptions 
at the retail level. 
 
"The price of imported commodities depends entirely on the international market. If the price 
rises, for example the price of raw sugar rises, this constitutes a large part of the production 
cost of producing refined sugar. When the production cost exceeds the control price, the 
manufacturer has no choice but to stop production or face legal action in violation of the 
maximum price setting by the Government"  
(R1) 
 
The same observation was also seen when the supply of subsidised wheat flour decreased in the 
market starting in 2022. The trend of world wheat prices has shown a sharp upward trend 
starting in 2021 as shown in Chart 4 until it exceeds 1,000USD/bushel compared to around 
500USD/bushel previously. 
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Chart 4: World Wheat Price Trend (USD/Bushel) Source: tradingeconomics.com 

 
As expected, when world prices increase, the cost of wheat flour production will increase, and it 
is likely that the subsidies provided by the Government will not be able to cover the increase. 
This results in manufacturers being unable to produce subsidized flour without incurring losses. 
Mary Victoria Dass (2022) reported that by May 2022, retail premises such as supermarkets and 
grocery stores experienced a 30 percent shortage of wheat flour. Most of the retailers surveyed 
reported that they only had a supply of unsubsidised wheat flour while subsidised wheat flour 
brands were becoming increasingly difficult to obtain. A review of the 2024 Federal Expenditure 
Estimate book found that the details of the allocation for the Wheat Flour Subsidy Programme 
under the KPDN supply intention have been released. 
 
The price that is controlled is still felt to be high 
 
Consumers as much as possible hope that the Government will control prices at a low level. 
Informant R2 informed that as a result of engagement with consumers before introducing the 
MKHMM programme, consumers hoped that the Government could control the price of bottled 
cooking oil at the level of RM25/5kg. However, after considering all factors including cost, the 
Government was only able to control the price at RM29.70/5kg. In addition, the R5 informant 
also listened to consumer complaints when standard clean chicken (round chicken) was 
controlled at RM9.40/kg. Consumers actually still hope that the price of chicken is still the same 
as a few years ago around RM7-8/kg. 
 "Sometimes these users also have unrealistic impressions. If possible, they want the price to be 
the same as 10 years ago. This is quite impossible in the current economic situation"  
(R5) 
 
No Comprehensive Monitoring Especially in Rural Areas 
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When going to the field, R4, R6 and R7 frequently receive consumer complaints that officers 
rarely come down to monitor small shops. According to them, these small shops, some of which 
are partly managed by foreigners, are indeed in default and do not comply with the price control. 
Consumers also informed that shopkeepers always sell controlled goods such as polybag cooking 
oil to certain people only. 
 
"When we monitor prices in the market, consumers always come to complain about Aceh shops 
that like to sell expensive but have never been arrested by KPDN. Dahla sells expensively, if the 
cooking oil package is only cronies, he can buy it."  
(R7) 
 
Restricted Regulated Goods 
 
Consumers also hope that the Government will add more types of goods to be controlled. 
Currently, the Government only controls basic necessities. The R6 informant said that during 
the field sessions, consumers often gave suggestions for the Government to control more goods 
and even included goods that had various brands and options such as school supplies, children's 
milk and so on. 
 
"When we opened the Price Catcher promotional booth, many visitors suggested that the 
Government should look into the fate of the people. The goods are all expensive. This 
government only controls sugar, but milo tea coffee is all expensive. Control the chicken, but if 
you want to cook the chicken, the chili onions are all expensive. Boys' milk is expensive now, 
and children who want to go to school are expensive."  
(R6) 
 
The Control Period Is Too Short 
 
The Festive Season Maximum Price Scheme (SHMMP) is usually implemented within a few days 
before the festive day to a few days after the festive season. The latest is the 2024 Chinese New 
Year SHMMP which will be implemented for 9 days only, from 6 to 14 February 2024 (4 days 
before the festival, 1 day after the festival, 4 days after the festival). R5 and R6 informed that 
many consumers are hoping for an extension of the control period as the Malaysian culture 
practices open houses up to a month after the festival. 
 
"Since I work under KPDN, many relatives have said that the Government should control the 
price for a little longer. If people want to make an open house, it will be a month. It should be 
guarded for up to a month." 
(R5) 
Issues Faced by Traders The Control Period Is Too Long 
Generally, the industry or traders do not agree with any price control by the Government. The 
industry is of the view that the market should determine prices based on supply and demand. 
Therefore, the industry informed that the excessively long control period such as the price 
control of chicken and chicken eggs since February 2022 has disrupted the development of the 
chicken industry. The long price control also affects small traders such as chicken sellers in wet 
markets whose income depends solely on the sale of chicken. When the Government controls 
prices, the profit margin at the retail level is very small and affects the daily income of this group. 
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"Chicken sellers in the market always complain every time I see my face go down to monitor 
the price. He said that he could sell in 100 chickens a day. The profit is sometimes how many 
ringgit for a chicken. The cost of living is increasing, trading is not profitable, you can get 
tired." 
(R7) 
 
Traders of perishable goods such as vegetables also disagree with the long control period. 
According to R4, the price of fresh goods is volatile and vulnerable to many factors such as 
weather and so on. When the Government controls prices for a long period of time, traders face 
the risk of losses when they cannot cover losses on certain days with sales on other days. 
 
Control Price Too Low 
 
If the Government does not provide subsidies, the control price should not be lower than the 
cost of production/distribution because traders will not operate at a loss. If the Government sets 
a lower price, the issue of supply disruption will usually occur. As reported by Faiz Zainudin 
(2024), the Chairman of the Malay Rice Manufacturers Association of Malaysia, is of the view 
that the local price of RM26 for 10kg of rice is no longer justified because the cost of input 
materials for paddy farmers is high. This results in no local rice being sold in the market now. 
 
Meanwhile, if the government introduces subsidies to keep prices low, this will put a huge 
burden on the Government's fiscal capacity. R1 and R2 are of the view that price control with 
subsidies will also lead to the existence of a quota system for manufacturers as the Government's 
financial capacity is limited. Manufacturers who do not get quotas will suffer huge losses. In 
addition, if the subsidy payment is delayed, this will also affect production. 
 
R2 informed that under the MKHMM programme, price controls are only imposed at the retail 
level. In this regard, large retailers (supermarkets) will demand rebates from manufacturers if 
the control price is set at a higher price 
lower than the purchase price from the factory. Manufacturers have to bear losses when they 
have to meet rebate requests from wholesalers and retailers. 
 
"Supermarkets will demand rebates from manufacturers if the retail control price is lower 
than the manufacturer's price. The manufacturers complained and felt that they were paying 
the subsidy on behalf of the Government."  
(R2) 
 
Government Finds It Difficult To Increase Control Prices 
 
The change in the MKHMM (subsidized) to (non-subsidized) pricing mechanism based on the 
price of crude palm oil (CPO) is difficult to fully implement. The government is quick to lower 
the control price when the price of crude palm oil falls, but when the price rises the government 
is hesitant to raise the control price. This causes the industry to operate in an unfavorable 
situation. 
 
"This is the problem when the Government is considered a hero when it only lowers prices. 
Caught up in this populist sentiment, the Government is afraid to raise prices in line with the 
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actual state of the market. The people should be aware that there are the right actions that 
must be taken even if they are not liked for the sake of overall and long-term economic 
survival." 
(R2) 
 
Challenges of Policy Implementers in Identifying Appropriate Control Prices 
The Government's main challenge in implementing the price control policy is to identify the 
appropriate price control level. The price must be complied with by the industry and not affect 
the supply. Prices that are too high make the price control not achieve the expected objectives 
while prices that are too low will affect the market or require subsidy injections from the 
Government. 
 
Taking SHMMP as an example, prior to implementation, KPDN conducts comprehensive 
engagement and discussions with all stakeholders in identifying suitable goods, accurate control 
prices and reasonable implementation periods. Since the implementation of price control is a 
populist policy, top management tends to choose the lowest price rate even though the price 
proposed by the working team has been discussed with the parties involved. This situation makes 
it difficult to implement and enforce as traders are unable to comply with the control price which 
is too low and some are forced not to sell the controlled goods during the control period. 
 
"Sometimes I'm tired too. After negotiating with the industry and other agencies to obtain an 
appropriate control price level, the multi-day meeting, when presented to the higher-ups, was 
asked to 
Lower the price when we know this price is ridiculous and traders will not be able to comply."  
(R4) 
 
Manipulation of Prices and Specifications of Goods 
 
SHMMP has been implemented since 2000 and is now 24 years old. Traders have understood 
the implementation mechanism of the SHMMP as they have also been involved in the process 
of setting this price control policy. Traders note that KPDN collects data on the price of goods in 
the field and uses the current price level to set the appropriate control price. R6 and R7 informed 
that there is usually a bullish trend detected a few weeks before the SHMMP is expected to be 
implemented. This is likely an effort by traders to ensure that the price data used to set the 
control price is not too low. This phenomenon may also be a trader's setup to take early profits 
in return for the expected low profit rate during the SHMMP period. 
 
"After seeing the price movements of goods for many years, we have noticed that before the 
SHMMP, there will be a slight increase in the price of goods that are usually listed in the 
SHMMP. Traders may be worried that KPDN has set low prices during SHMMP."  
(R6 and R7) 
 
In addition, traders also have a way out of the price control regime by changing the specifications 
of the goods. For example, the specification of the controlled item is a standard clean chicken 
(round chicken with head, legs, liver and hempedal). Traders can avoid complying with the 
control price if the chicken is cut in half and sold as half chicken. Traders will also increase the 
price of equivalent goods beyond the specifications of the regulated goods. For example, when 
the Government regulates grade A, B and C chicken eggs, traders produce grade D, E eggs or 
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omega eggs, jumbo eggs and so on. As a result, the controlled grades A, B and C eggs were 
reduced in production and replaced with other grades with higher prices. 
 
"This trader is sometimes good at finding SHMMP loopholes When we control the price of 
round chicken, he sells chicken cut in half. There are also those who introduce premium meat 
by removing all the fat from the meat so that it does not need to be sold at a controlled price." 
(R4) 
 
Leakage 
 
R1 and R2 are of the view that when there is a large gap between the control price and the actual 
market price, there will be room for smuggling leakage to neighbouring countries where the price 
is higher. The prices of subsidised goods in Malaysia are much lower than those in neighbouring 
countries bordering Malaysia such as Singapore, Thailand and Indonesia. 
 
"The higher the price gap, the more leakage occurs because the act promises a high return on 
profit compared to risk 
Captured. This also opens up space and opportunities for corruption misconduct against 
Government officials involved." 
(R1) 
 
A price gap also exists between the average consumer price and the industrial price. For example, 
subsidised liquefied petroleum gas (LPG) is sold to household consumers using 14kg cylinders. 
Since the price is much cheaper than the industrial price, there is a 'decanting' activity, which is 
the transfer of subsidised LPG to industrial cylinders to be sold at a higher price. 
 
The same situation also applies to subsidized diesel. Suzalina Halid (2023) reported that during 
the tabling of Budget 2023 on 24 February 2023, Datuk Seri Anwar Ibrahim, the Prime Minister 
stated that there was a diesel subsidy leakage amounting to nearly RM10 billion throughout 
2022. As reported by Ahmad Fadhlullah Adnan (2023), Prime Minister, Datuk Seri Anwar 
Ibrahim said that the subsidy price set for diesel is RM2.15 per litre compared to the current 
market price of RM3.75 per litre for private consumers. With that, the government bears RM1.60 
sen per litre of diesel or around RM1.5 billion in total. However, he said, consumption data 
showed that subsidised diesel sales have increased by up to 40 per cent since 2019, but diesel-
powered vehicles have only increased by less than three per cent. Thus, he said, it shows the 
possibility of leakage and smuggling activities due to the low price of diesel. 
 
Financial Burden and Government Management 
 
For the purpose of controlling prices below the market price level, the Government needs to 
introduce subsidies at a high amount. The Minister of Finance of Malaysia said in a media 
statement in 2021 that subsidies for RON95 petroleum products, diesel and LPG as well as 
subsidised cooking oil are expected to increase sharply due to the increase in commodity prices 
globally. The government at that time expected to cover subsidies of up to RM8.0 billion, which 
was RM4.22 billion higher than the RM3.78 billion allocated. The total subsidy for these four 
items is as shown in Table 4. 
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Table 4: Value of Government subsidies for petroleum and cooking oil (Source: Ministry of 
Finance) 

Bill. Things Value of Government 
Subsidy 

1 Expenditure 2019 RM6.32 billion 
2 Expenditure 2020 RM2.16 billion 
3 2021 Allocation RM3.78 billion 
4 2021 Projections RM8.0 billion 

 
On 25 June 2022, the Minister of Finance issued a media statement stating that the total subsidy 
for RON95 petroleum products, diesel and LPG as well as subsidised cooking oil for 2021 was 
RM15.4 billion, which is much higher than the RM8 billion projection in 2021 above. For 2022, 
the projected consumption subsidy expenditure as of the date of the media statement (June 25, 
2022) is RM51 billion. This consumer subsidy covers petrol, diesel, LPG, cooking oil,  
flour and electricity to reduce the cost of living of the people (excluding welfare assistance) from 
2018 – 2022 are as follows Table 5. 
 
Table 5: Total consumer subsidies 2018-2021 and projections for 2022. (Source: Ministry of 
Finance) 

Items Total Annual Subsidy (RM 
Billion) 

Projectio
n 
2022(RM 
billion) 

2018 2019 2020 2021 

Petrol, Diesel, LPG 7.4 6.1 1.6 13.2 37.3 
Polybag Cooking Oil 0.4 0.3 0.5 2.2 4.0 
Other Consumerism 
Subsidies (electricity, 
chicken, eggs etc.) 

0.5 0.9 0.6 1.1 9.7 

Total 8.3 7.3 2.7 16.5 51.0 
 
When added to other aids such as Social Welfare Assistance, including Bantuan Keluarga 
Malaysia - BKM (RM11.7 billion), and other subsidies (RM14.6 billion), the total subsidy for 
2022 so far is RM77.3 billion. This also takes into account the additional cash assistance of 
RM630 million, which increases the total BKM Phase 2 for the low-income group to RM1.74 
billion from June 27, 2022 and the electricity subsidy worth RM5.8 billion for the second half of 
the year to ensure that there is no increase in electricity tariffs from July 1, 2022. Furthermore, 
through a press statement dated June 30, 2022, the Minister of Finance announced that the 
2022 subsidy allocation has been increased by RM370 million for July and August, bringing the 
projected subsidy expenditure for 2022 to RM77.7 billion following the Government's decision 
to implement the chicken and egg subsidy. This amount is the highest amount of subsidy in 
history ever borne by any Government. Meanwhile, blanket subsidies covering petrol, diesel, 
water and electricity will also benefit the M40 and T20 groups. 
 
Apart from subsidy expenditure, the Government also needs to allocate financial resources for 
assets and manpower for the purpose of price control management including the licensing of 
controlled goods, data collection and analysis, eradication of leakages and other related 
enforcement activities. 
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For the purpose of data collection and analysis, the Government has appointed around 1,000 
Price Monitoring Officers at grade 41 on a contract for service basis since 2008. These officers 
are placed in KPDN offices throughout the country. The main task of these officers is to collect 
prices in the field consistently according to the regulations. These data are used as a 
REFERENCE in formulating price control policies at KPDN. This data is also shared with 
consumers through the PriceCatcher mobile application which allows users to check the prices 
of goods at premises around the location to choose the premises that offer the best price. 
Referring to the 2024 Federal Expenditure Estimate book, under the meaning of Supply 25, item 
040300 of the Special Programme, the Government has allocated RM41 million for the 
Emoluments of Price Monitoring Officers for the year 2024. 
For the purpose of eradicating leakages, the Government launched a large-scale enforcement 
operation. Irwan Shafrizan Ismail (2023) reported that KPDN launched OPS TIRIS on 1 March 
2023 with the aim of combating the misappropriation and smuggling of subsidised diesel which 
has caused huge losses to the Government and resulted in leakages after part of the subsidised 
diesel supply did not reach the target group. The operation will continue for six (6) months until 
Aug 31 to curb the issues raised by the Prime Minister, Datuk Seri Anwar Ibrahim when tabling 
Budget 2023 involving the leakage of fuel subsidies of RM10 billion in 2022.  
 
KPDN has subsequently extended the implementation period of OPS TIRIS to Phase 2.0 until 
31 December 2023. In a media statement dated August 24, 2023, KPDN informed that OPS 
TIRIS 2.0 will expand the scope of investigation to cover the chain starting from the source of 
purchase of supplies to illicit buyers. This is to get a detailed picture of the entire diesel black 
market chain which is suspected to involve syndicates. Through OPS TIRIS 2.0, KPDN will also 
pioneer intelligence on other subsidy leakages such as LPG, cooking oil, rice and sugar. OPS 
TIRIS has now entered phase 3.0 when it is extended from 1 January 2024. 
 
Large-scale operations at this scale require a high commitment in terms of labor and asset 
utilization. With the strength of around 2,300 officers of the enforcement scheme under KPDN 
nationwide (Anon, 2020), the task is very challenging as KPDN not only has to enforce two (2) 
acts related to price control but also nine (9) other acts under the Ministry. 
 
Proposed Improvements 
 
Data-driven decision-making 
 
Inaccurate control-related decisions will have a detrimental impact on the market which will 
ultimately affect all parties. It is important to ensure that decisions made, especially the setting 
of control price levels, are made objectively and rationally without being influenced by a specific 
agenda. KPDN can adapt the latest technology related to data analytics to help make faster and 
more accurate decisions. This effort is also in line with Strategic Thrust 1 under the Public Sector 
Digitalisation Strategic Plan 2021-2025, which is the use of data intelligence to accelerate 
planning, policy development and decisions based on data intelligence. 
 
"Currently, it takes us a long time to do data analysis work as the only software available is 
Microsoft Excel. Not all officers also have the skills to use excel. So the burden is very heavy for 
only a few skilled people. Our workload is not only processing millions of data but also figuring 
out how to provide visuals of that data so that it is easy for management who are not usually 
interested in numbers alone." 
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(R6) 
The government should also be prepared to set prices according to market conditions, especially 
if prices need to be increased, if the mechanism agreed with the industry is dependent on market 
prices. The government cannot make inconsistent decisions such as only lowering prices when 
the market price drops but refusing to raise prices when the market price rises. 
 
"This price control cannot be done in silos. The government needs to collaborate with the 
industry as there are certain insights or data available to the industry. The government and 
industry need to trust each other for the price control mechanism to work. When the 
Government is not consistent in making decisions, it is likely that the industry will also find it 
difficult to provide transparent information to the Government."  
(R2) 
 
Collaboration with other government agencies and the public 
 
To ease the burden of price control enforcement, KPDN can collaborate with other agencies such 
as agencies under KPKM and security agencies to monitor price control compliance and also 
prevent leakages. Through this collaboration, Government resources can be used optimally and 
effectively. This kind of collaboration is not new. OPS TIRIS, for example, is an operation 
involving five (5) ministries and eight (8) government agencies including the Ministry of 
Finance, Ministry of Home Affairs, Ministry of Defence and Ministry of Agriculture and Food 
Security. Other agencies are the Royal Malaysian Customs Department (RMCD), Inland 
Revenue Board (LHDN), Malaysian Armed Forces (ATM), Royal Malaysian Police (PDRM), 
General Task Force (PGA), Marine Police Force (PPM), Malaysian Maritime Enforcement 
Agency (Maritim Malaysia) and Fisheries Development Authority of Malaysia (LKIM).  
 
In terms of price control compliance, KPDN needs to seek the cooperation of consumers. It is 
impossible for KPDN officers to monitor prices at every premises and at all times. Therefore, the 
public or consumers should be briefed to report any price non-compliance to KPDN in an orderly 
manner to enable legal action to be taken. 
 
"We always receive complaints that traders only sell at a controlled price when there are KPDN 
officers in front of us. When we advise to make complaints using the right channels, most of 
them do not know how. Maybe we need to increase communication about awareness and how 
to make complaints. It is difficult for us to take action under the existing law if there is no 
evidence of expressions on social media."  
(R5) 
 
In addition, consumer sentiment that relies entirely on the Government to deal with inflation is 
also a driving factor for the Government to still implement price controls. The government 
should strengthen its communication plan and explain to consumers how pricing is made. The 
government should also 
to create awareness among consumers that efforts to tackle inflation and the cost of living are a 
shared responsibility. 
 
Promoting Competition and Ethical Business 
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Price control should be used as one of the last resorts in ensuring that the prices offered are 
reasonable. The government can promote healthy business ethics such as giving recognition or 
ratings to traders with best practices. Efforts can also be made with religious institutions to 
inculcate the search for blessings in business. 
 
Among the evidences of the Government's success in lowering prices by encouraging 
competition are the COVID-19 self-test cases. On July 21, 2021, the Ministry of Health has 
certified Covid-19 self-test kits that have been given conditional approval to be imported and 
distributed nationwide. Faezah Muda (2021) reported that this test kit was initially announced 
to be available for purchase at any registered pharmacy. However, in the latest update, 
MySejahtera has partnered with pharma2u and the kits can be purchased online. The price of 
this kit was initially around RM40-RM50 per unit. 
 
Saadiah Ismail (2021) reported that on 6 November 2021, the Ministry of Health has released 
the latest list of 58 COVID-19 self-test kits that have been given conditional approval by the 
Medical Device Authority (MDA). Health director-general Tan Sri Dr Noor Hisham Abdullah 
said the approved self-test kits are sold at community pharmacies, health facilities and premises 
registered with the KPDN only. KPDN has approved a total of 2,570 registered business premises 
under the categories of supermarkets, convenience store chains and petrol stations to sell RTK 
Antigen self-test kits. 
 
As a result of the increase in the list of approved kits as well as the wide range of sales premises 
and not only limited to pharmacies and medical facilities, the price of kits has decreased. The 
government has been able to set the maximum retail price of these kits at RM19.90/unit starting 
Sept 5, 2021 through the Price Control and Anti-Profiteering (Maximum Price Determination) 
(No. 7) Order 2021 (P.U.(A) 348). Veena Rusli and Mohd Iskandar Ibrahim (2021) reported that 
in October 2021, KPDN was studying the possibility of further lowering the control price. KPDN 
Minister, Datuk Seri Alexander Nanta Linggi when met stated that the ministry has been 
engaged with industry players, traders, importers, the Ministry of Health and the Medical Device 
Authority (MDA) on the matter. At that time, there were more than 40 distributors and sellers 
of the test kits registered with MDA, an increase from 18 previously. He further said that this 
means that the Government has increased competition and with the competition and various 
brands in the market, it is natural that prices will go down by themselves. 
 
"Although the Government still maintains the maximum price of COVID test kits at RM19.90, 
there are many options now and there are kits sold below RM10. So the price control that we 
have set now is only 
Serves as a ceiling to avoid Traders raise the price is extreme." 
(R3) 
 
Targeted Social Assistance 
 
Price controls and subsidies should not be implemented for a long time. The cost of subsidies 
will impact the country's long-term fiscal capacity for which allocations for future development 
are used to cover current spending. However, there are vulnerable groups who need help. The 
government should formulate social assistance that is more targeted than interventions through 
price control and bulk subsidies. 
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This effort has been initiated by the Government through the announcement that the 
Government intends to rationalise the diesel subsidy in phases. Conceptually, subsidised diesel 
prices will continue to be enjoyed by select consumers such as freight transport companies. 
While other users will be charged a higher price. With this approach, it can reduce the leakage 
of subsidies but at the same time, reduce the impact on the price of goods for the people. 
 
"The mechanism for implementing the rationalization of subsidies needs to be implemented 
carefully. My opinion is that cash assistance should be given directly to eligible individuals to 
cover the price difference compared to the varying selling prices at the premises. We are 
worried that there are also subsidy recipients who take the opportunity to resell subsidized 
goods that they get cheaply." 
(R1) 
 
CONCLUSION 
Although economists have given a negative view on price control, this mechanism is still the 
Government's choice, especially in developing countries such as Malaysia, to protect consumers 
from the impact of inflation. This move is also seen as populist and gives a political advantage 
as most of the people, namely consumers, do welcome the government's intervention in lowering 
the price of goods. However, in order to avoid the impact on the economy in the long run, the 
Government must be careful in implementing these controls so that the affected businesses or 
industries do not stagnate or worse, exit the market. This effect will also be felt by consumers in 
the end when there is a supply disruption, and the economy is underdeveloped. Price control 
should not be the only way the Government deals with inflation. In addition to price control, the 
Government should also encourage competition and good business ethics to ensure a healthy 
market which in turn can offer reasonable prices to consumers without the Government's 
intervention. 
 
REFERENCE 
Ahmad Fadhlullah Adnan. 2023. Belanjawan 2024: Kerajaan berhasrat rasionalisasi subsidi

 diesel bersasar. Utusan Malaysia. 13 Oktober 2023. 
https://www.utusan.com.my/nasional/2023/10/belanjawan-2024-kerajaan- berhasrat-
rasionalisasi-subsidi-diesel-bersasar/. [10 Januari 2024] 

Amree Ahmad. 2022. Salahuddin akui telur ayam tiada di pasaran. Kosmo Digital. 5 Disember
 2022. https://www.kosmo.com.my/2022/12/05/salahuddin-akui-telur-ayam-tiada-di-
pasaran/. [10 Januari 2024] 

Anon. 2020. 2,300 pegawai penguatkuasa KPDNHEP pastikan bekalan makanan mencukupi.   
18 April   2020.   https://malaysiagazette.com/2020/04/18/2300-pegawai-penguatkuasa-
kpdnhep-pastikan-bekalan-makanan-mencukupi/. [21 Januari 2024]. 

 
Anon. 2023. Mekanisme Kawalan Harga Di Malaysia Menyebabkan Kekurangan Bekalan 

Berbanding Menurunkan Kos Sara Hidup – Bank Dunia. 9 Februari 2023.
 https://www.dagangnews.com/article/mekanisme-kawalan-harga-di- malaysia-
menyebabkan-kekurangan-bekalan-berbanding-menurunkan-kos- sara-hidup-bank-
dunia-23755. [14 Januari 2024] 

Anon. 2024. Tiga bulan beras tempatan tiada di pasaran. 16 Februari 2024. 
https://www.astroawani.com/berita-malaysia/tiga-bulan-beras-tempatan-tiada- di-
pasaran-458483. [16 Februari 2024] 



102 
 

 

Colander, D. 1984. Galbraith and the Theory of Price Control. Journal of Post Keynesian 
Economics, 7(1), 30–42. http://www.jstor.org/stable/4537862 

Cowen, T. and Tabarrok, A. 2015. Modern Principles of Economics. Edisi Ke-3. New York: Worth 
Publisher. 

Dewan Rakyat Malaysia. 2010. Perbahasan Rang Undang-Undang Kawalan Harga dan 
Antipencatutan 2010. Penyata Rasmi Dewan Rakyat. 13 Oktober 2010: 48-82 Parlimen
 Kedua Belas Penggal Ketiga. https://www.parlimen.gov.my/files/hindex/pdf/DR-
13102010.pdf. [10 Januari 2024] 

Faezah Muda. 2021. Orang ramai kini boleh beli kit ujian kendiri Covid-19 menerusi aplikasi 
MySejahtera. Ini caranya. Sinar Plus. Sinar Harian. 2 Ogos 2021. 
https://sinarplus.sinarharian.com.my/fyi/orang-ramai-kini-boleh-beli-kit-ujian- kendiri-
covid-19-menerusi-aplikasi-mysejahtera-ini-caranya/. [1 Februari 2024]. 

Faiz Zainudin. 2024. Bekalan beras tak cukup masih isu walaupun harga baharu ‘sesuai’,
 kata pengusaha. Free Malaysia Today.17 Februari 2024. 
https://www.freemalaysiatoday.com/category/bahasa/tempatan/2024/02/17/bek alan-
beras-tak-cukup-masih-isu-walaupun-harga-baharu-sesuai-kata- pengusaha/. [18 
Februari 2024] 

Ferlito, C. 2020. Kawalan Harga Tidak Akan Membantu. 20 Februari 2020. 
https://www.ideas.org.my/kawalan-harga-tidak-akan-membantu/. [Diakses pada: 14 
Januari 2024] 

Guénette, J.D. 2020. Price Controls: Good Intentions, Bad Outcome. Policy Research Working 
Paper 9212. World Bank Group 

 
Irwan Shafrizan Ismail. 2023. Ops TIRIS dilancarkan perangi penyelewengan diesel subsidi.

 Berita Harian. 1 Mac 2023. 
https://www.bharian.com.my/berita/nasional/2023/03/1070813/ops-tiris- dilancarkan-

perangi-penyelewengan-diesel-subsidi. [10 Januari 2024] 
John Spray dan Eric Werker, 2019. Price Controls in Liberia, Economic Development and 

Cultural Change, 67, (3), 461 – 491 
Kementerian Kewangan Malaysia. 2023. Buku Anggaran Perbelanjaan Persekutuan 

2024.https://belanjawan.mof.gov.my/pdf/belanjawan2024/perbelanjaan/Anggaran_P 
erbelanjaan_Persekutuan_2024.pdf. [1 Februari 2024]. 

Malaysia. 1961. Akta Kawalan Bekalan 1961. (Akta 122) Malaysia. 1994. Akta Kawalan Padi dan 
Beras 1994. (Akta 522) 

Malaysia. 2011. Akta Kawalan Harga Dan Antipencatutan 2011. (Akta 723)  
Mary Victoria Dass. 2022. Pasar raya, kedai runcit alami 30 peratus kekurangan tepung 

gandum. Berita Harian. 18 Mei 2022. 
https://www.bharian.com.my/berita/nasional/2022/05/956815/pasar-raya- kedai-runcit-

alami-30-peratus-kekurangan-tepung-gandum. [1 Februari 2024]. 
Menteri Kewangan Malaysia. 2021. Bantuan Berterusan Kerajaan Melalui Subsidi Minyak Dan 

Minyak Masak Bernilai Hampir RM8 Bilion Bagi Tahun 2021. Kenyataan Media, 12 Jun 
2021. https://www.mof.gov.my/portal/pdf/siaran- 

media/Siaran-Media-Subsidi-Minyak.pdf. [1 Februari 2024]. 
Menteri Kewangan Malaysia. 2022. Subsidi 2022 kini berjumlah RM77.3 bilion: Terbesar dalam 

sejarah bagi meringankan Kos Sara Hidup Rakyat. Kenyataan Media, 25 Jun 2022.
 https://www.mof.gov.my/portal/ms/berita/siaran- media/subsidi-2022-kini-
berjumlah-rm77-3-bilion-terbesar-dalam-sejarah- bagi-meringankan-kos-sara-hidup-
rakyat. [1 Februari 2024] 



103 
 

 

Menteri Kewangan Malaysia. 2022. Kerajaan Komited Mengawal Kos Sara Hidup Keluarga 
Malaysia: Peningkatan Subsidi Sehingga RM77.7 Bilion Dengan Tambahan Subsidi Ayam 
Dan Telur. Kenyataan Media, 30 Jun 2022. 
https://www.mof.gov.my/portal/ms/berita/siaran-media/kerajaan-komited- mengawal-
kos-sara-hidup-keluarga-malaysia-peningkatan-subsidi-sehingga- rm77-7-bilion-dengan-
tambahan-subsidi-ayam-dan-telur. [1 Februari 2024]. 

Menteri Perdagangan Dalam Negeri dan Kos Sara Hidup Malaysia. 2023. Lanjutan Pelaksanaan 
OPS TIRIS Ke Fasa 2.0. Kenyataan Media, 24 Ogos 2023.  

Nurretina Ahmad Shariff dan Rosnelim Yusoff. 2013. Enhancing Consumer Protection Via Price 
Control In Malaysia. 4th International Conference On Business And Economic Research 
(4th ICBER 2013) Proceeding. Bandung, Indonesia, 4-5 Mac 2013. 

Saadiah Ismail. 2021. 58 kit ujian kendiri COVID-19 dapat kelulusan bersyarat. Berita Harian
 Online. 6 November 2021. 
https://www.bharian.com.my/berita/nasional/2021/11/884264/58-kit-ujian- kendiri-
covid-19-dapat-kelulusan-bersyarat. [1 Februari 2024]. 

Saksena, K.D. 1986. Pricing policy and price controls in developing countries. Pinter, London;
 Rienner, Boulder. https://search-ebscohost- 
com.eresourcesptsl.ukm.remotexs.co/login.aspx?direct=true&db=edselc&AN= edselc.2-
52.0-85040872281&site=eds-live. [16 Februari 2024]. 

Suraidah Roslan. 2023. Sukar peroleh gula, harga naik RM4.80 sekilogram. Utusan Online. 15 
November 2023. https://www.utusan.com.my/nasional/2023/11/sukar-peroleh-gula-
harga-naik-rm4-80-sekilogram/. [10 Februari 2024 

Suzalina Halid. 2023. Ketirisan RM10 bilion: 'MOF perlu semak fakta subsidi diesel dengan
 betul' - Ismail Sabri. Berita Harian. 26 Februari 2023. 
https://www.bharian.com.my/berita/nasional/2023/02/1069528/ketirisan-rm10-
bilion- mof-perlu-semak-fakta-subsidi-diesel-dengan. [10 Februari 2024]. 

  



104 
 

 

Sentiment Analysis of Community X Towards Justice Collaborator 
Practices in Criminal Law Using Orange Software 

 

Hanif Nashiruddin, Muhamad Subhi Apriantoro 

Universitas Muhammadiyah Surakarta 
 
 

ABSTRACT 
 

This study aims to identify and analyse public perception of the concept of Justice Collaborator 
(JC) through X data. A Justice Collaborator is an individual involved in a crime but willing to 
collaborate with authorities to expose larger criminal activities. Through sentiment analysis and 
topic modeling using Orange Data Mining, this research found that most tweets related to 
Justice Collaborator express positive sentiment, with happiness dominating at 80.39%. These 
findings indicate a high level of support or positive perception from the public towards the 
concept. Additionally, the analysis revealed variations in emotional expressions, such as surprise 
(10.29%), fear (4.47%), sadness (2.33%), disgust (1.94%), and anger (0.58%). This highlights the 
complexity in public perception of Justice Collaborator. The importance of this research lies in 
its ability to detect emotional patterns and narratives on social media, enabling better prevention 
and response to complex legal issues. This analysis also underscores the relevance of social 
media data as a valuable source of information for policymakers and law enforcement. By using 
appropriate analysis methods, such as box plots for data visualization, this study provides 
valuable insights into public perception of Justice Collaborator, allowing for improved law 
enforcement effectiveness and public policy. 
 
Keywords: Sentimen analisis, X, Justice Collaborator, Orange. 
 
INTRODUCTION 
The concept of Justice Collaborator is one of the issues that has garnered public attention 
through social media, especially X. This rich data source reflects public opinion and sentiment 
on various topics, including legal issues and public policies that are prevalent in the digital era, 
where social media has become the main platform for expressing views. 
X is one of the popular applications used by people around the world. X experienced a surge in 
popularity in 2012, with 150 million active users. More than 600 million users were actively 
using X by 2014[Annisa Batu Bara et al (2022)]. 
A Justice Collaborator is a criminal offender who is willing to cooperate with law enforcement 
to uncover a crime or case that is considered complex and significant. (Romdoni et al., 2022). 
The position of a justice collaborator is recognized within different legal frameworks as a crucial 
tactic in combating organized crime and corruption. However, issues surrounding the existence 
and function of justice collaborators are typically controversial and subject to heated discussions 
between the public and legal experts. Generally, crime is defined as deviant and antisocial 
behavior that causes disruption in societal life.[Pontoh et al, (2023)]. 
Some individuals view justice collaborators as traitors, while others consider them essential in 
what they believe to be an efficient law enforcement approach. Therefore, there is a need for 
protection for justice collaborators due to the numerous threats and terror from parties opposed 
to them, as their actions in uncovering a crime can endanger themselves and their 
families.[(Azzahra, 2022)]. 
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Furthermore, the importance of this research lies in its ability to detect sentiment patterns and 
main narratives formed on social media. This will aid in prevention measures and responses to 
complex issues related to justice collaborators by identifying these patterns, indicating that law 
enforcement is capable of staying one step ahead in managing public perception, which, in turn, 
allows them to mitigate or reduce the impact of any misleading or deceptive information.  
Secondly, this research can help identify patterns and dominant emotional narratives emerging 
on social media, thus enabling anticipation and response to sensitive issues related to justice 
collaborators. By understanding these patterns, law enforcement can be more proactive in 
managing public opinion and mitigating the negative impacts of misinformation or 
disinformation. 
Thirdly, the findings of this research can serve as a foundation for further studies on the role of 
social media in shaping public opinion towards legal policies. This is crucial in the context of the 
growing influence of social media in daily life and opinion formation. Therefore, this research 
not only holds academic significance but also has significant practical implications for enhancing 
the effectiveness of law enforcement and public policy. 
 
 
LITERATURE REVIEW 
Justice Collaborator 
Justice Collaborator is a specific type of offender, acknowledging the criminal acts committed, 
not being the main perpetrator of said crimes, and providing testimony as a witness in the 
judicial process[Eka Saputra, (2023)]. 
This concept aims to leverage information from within criminal organizations to aid 
investigations and prosecutions of crimes that are difficult to uncover without such assistance. 
Justice collaborators provide evidence, key information, and testimony that can expose the 
structure and operations of criminal networks, which are invaluable to law enforcement. In 
return, justice collaborators typically receive leniency, such as reduced sentences or special legal 
protections. 
The forms of legal protection provided to justice collaborator and whistleblower witnesses vary 
from one country to another. In Italy, for instance, it marked the beginning of legal protection 
for a justice collaborator[Hasibuan & Ilham, (2023)]. Next, following the examples set by the 
United States and Australia regarding legal protection for justice collaborators[Mahmud et al., 
(2021)]. 
Although the use of Justice Collaborators is highly effective in combating organized crime, 
challenges persist. One of them is ensuring the reliability and credibility of the information 
provided, given that Justice Collaborators are criminals with specific motives. Additionally, 
resistance from the public and even from within legal institutions can arise due to the negative 
perception that Justice Collaborators receive leniency despite their involvement in crime. 
Protection and security for Justice Collaborators and their families are also important issues that 
require special attention. With proper regulations and careful implementation, Justice 
Collaborators can be a highly valuable tool in the criminal justice system, helping to enforce the 
law more effectively and fairly. 
Sentiment Analysis 
Sentiment analysis is the process of understanding and categorizing words into several 
classes.[Permatasari et al., (2021)]. Sentiment analysis is the measure of an individual's opinion 
or feelings about a particular topic, product, service, or issue. Its primary objective is to 
determine whether the sentiment of the text writer is positive, negative, or neutral. There are 
various approaches to sentiment analysis, including dictionary-based methods that use lists of 



106 
 

 

words with sentiment labels, and machine learning methods that utilize labeled datasets to train 
models for classifying new text. 
X 
X is a social media platform that enables users to send and read short messages called "tweets," 
with a maximum of 140 characters. As one of the largest social media platforms, X is used by 
millions of people to share opinions, news, and real-time information.[Widowati & Sadikin, 
(2020)]. 
Due to its open and dynamic nature, X is a rich source of data for data mining, where text and 
sentiment analysis can be applied to understand public opinions, trends, and behavioral 
patterns. Data mining on X allows researchers and businesses to extract valuable insights from 
tweets containing various opinions and reactions to current issues, products, or services. 
Orange 
Orange is an open-source software designed for intuitive and powerful data analysis and 
visualization. With its user-friendly graphical interface, Orange enables users from various 
backgrounds to perform various data analysis tasks, including data processing, modeling, 
clustering, classification, and data visualization. Orange provides a variety of tools and modules 
that can be flexibly used to conduct complex data analysis without writing code. It simplifies 
users' interaction with open-source data and facilitates intuitive data analytics processes[Aghnia 
et al., (2021)]. 
 
 
METHODOLOGY 
This research utilizes a qualitative methodology with a deductive and descriptive approach, 
employing sentiment analysis and topic modeling methods.[Apriantoro et al., (2023)]. 
Observation is the act of collecting data through direct observation in a research study. Data 
analysis in this research involves analyzing primary data collected by the researcher and 
combined with secondary data sources. This data analysis is conducted to obtain accurate 
information.[Febriandika & Mahanani, (2023)]. 
Observation is an active and attentive mental action to become aware of specific desired stimuli, 
or deliberate and systematic observation of a phenomenon[Jaafar et al., (2024)]. 
The purpose is to understand the phenomena experienced by research subjects, such as 
behaviors, perceptions, motivations, and actions, through the emotional expressions conveyed 
by the community (netizens) on social media, particularly X. This research also aims to 
determine whether those emotions are positive, negative, or neutral. In this process, text mining 
models are used to extract useful information. 
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METHOD 

Figure 1. Research Design 
 
The diagram above illustrates the research phase design which consists of five main steps. The 
following is an explanation of each stage: 
Study Literature 
The first stage involves literature review, where the researcher conducts a review of various 
relevant literature sources. This research employs three steps of data analysis, namely data 
reduction technique, data display, and data verification[El Ashfahany et al., (2023)]. literature 
review  aimed at analyzing several findings from the results of articles, journals, and proceedings 
of previous research[Aryana, (2021)]. 
Business Understanding  
The second stage is business understanding. In this stage, the researcher identifies the research 
objectives from a business perspective or practical application context. The researcher seeks to 
understand the business needs and how the research findings can provide solutions or valuable 
insights. 
Data Understanding 
 The third stage involves data understanding. The researcher collects and explores 
relevant data for the study. Preliminary analysis is conducted to understand the structure, 
quality, and characteristics of the available data. The data used is obtained from the X 
application, supplemented by other journals retrieved from Scopus or Google Scholar. The 
Scopus database contains thousands of scholarly papers from numerous publishers. Scopus 
indexes peer-reviewed scientific papers in the fields of science, technology, medicine, social 
sciences, and other disciplines.[ALAM et al., (2024)]. 
Data Preprocessing Text 
 The fourth stage is text data preprocessing. In this stage, the collected text data is 
processed and cleaned. This process involves removing noise (irrelevant data), tokenization, 
normalization, and other techniques to prepare the data for further analysis. 
Clustering Data in Text Mining 
 The fifth stage is text data mining clustering. In this stage, the researcher applies text 
mining methods to group text data into clusters or specific categories. The purpose of clustering 
is to identify patterns or themes that emerge in the text data and conduct further analysis based 
on the clustering results. 
 
 



108 
 

 

 
Data Processing Methods 
Web scrapping 
Web Scraping is a technique that utilizes computer programs to extract data from websites 
automatically. In this research, web scraping is used to gather tweet data from X. This data will 
be used for sentiment analysis and topic modeling, aiming to understand the dominant 
sentiment and topics within the collected tweets. In this study, data collection is done using 
Google Colab with a crawling process using the Orange Data Mining tool. A total of 500 tweets 
are collected using the hashtag #JusticeCollaborator. 
Orange data mining 
 In the context of this research, the Orange Data Mining application provides a set of tools 
to identify the most dominant words in the content of statuses, opinions, or comments on X 
accounts, which will be used to create a word cloud through the Visualization widget in Orange 
Data Mining. 
Data mining techniques play a crucial role in discovering hidden knowledge within a dataset, 
analyzing, and predicting future behaviors. Classification, as a technique in data mining, 
involves assigning class labels to a set of unclassified cases, enabling a deeper understanding of 
the existing data. 
 
 
RESULTS AND DISCUSSION 
Analysis of Research Results 
 The implementation of Orange Data Mining shows the representation of the Text 
Clustering Design Widget displayed in the workflow process as illustrated in the following image.  

 

Figure 1. Widget Design 

Data scraped from X will be inputted one by one according to its object and analyzed. Then, it 
will be connected to the necessary widgets for the research to produce the widget design as 
shown above. 
Preprocess Text 
Transformation 
 The first step in text preprocessing is conversion, which is the process of converting input 
data into lowercase letters by default. 
Lowercase Function converts all text to lowercase. 
Remove Accent Marks removes all accent marks from the text. 
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Parsing HTML to find HTML tags and parsing text. 
Remove URL removes URLs from the text. 
 
Tokenization 
 A method of breaking text into smaller components (words, sentences, bigrams). A. 
Words and Punctuation will divide the text literally and remove punctuation. For example, this 
= (this), (example), (.). This process is done after transformation. 
Standardization 
Standardization is a process in data processing used to transform the values in a dataset to a 
uniform or standard scale. Its purpose is to eliminate differences in units or value ranges among 
variables, making it easier to compare or analyze the data. Standardization can be done using 
various methods, such as min-max scaling, Z-score scaling, or robust scaling. 
Filtering  
Filtering, on the other hand, is the process of selecting or removing irrelevant data or noise from 
a dataset. Filtering is designed to improve data quality by discarding unnecessary or potentially 
disruptive data for analysis. Examples of filtering methods include removing irrelevant 
attributes, eliminating outliers, or using other techniques to reduce noise. 
After going through the text preprocessing stage, the data has been transformed into separate 
texts and can be visualized in the form of a word cloud using Orange Data Mining. 

A word cloud is a visualization of a collection of words in a text, where the size of each word 
reflects its frequency of occurrence. It provides a quick overview of the topics in the text. In 
Orange, word clouds are used as visual tools for analyzing and understanding text. The words in 
the cloud reflect their frequencies in the text. The goal is to help users identify dominant words 
and quickly understand the text content. Word clouds are also useful for exploring patterns or 
themes in the text. 
Sentiment Analysis 
 The analysis process utilizes the Vader algorithm to classify polarity (sentiment 
categories) into positive, negative, and neutral. The total score is composed, and the data table 

Figure 2. Word Cloud 
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also shows the responses generated, indicating which attributes are selected to be displayed as 
output in the "select" column of the widget from the previous step. 
The Sentiment Analysis widget in Orange Data Mining is a tool used to analyze sentiment from 
text. With this feature, users can identify whether text has a positive, negative, or neutral 

sentiment. This tool is beneficial for businesses in understanding customer views on their 
products or services, monitoring opinions on social media, and also for academic research. 
Its operation involves text preprocessing steps, feature extraction, and the use of classification 
models to determine the sentiment of the text. The result is the classification of text into the 
appropriate sentiment categories, allowing users to gain valuable insights from their text data. 
Data Table 
The analysis process utilizes the VADER algorithm to differentiate sentiment polarity into three 
categories: positive, negative, and neutral, using a total score called compound. 

Box Plot 

Figure 3. Sentiment Analysis 

Figure 4. Data table 
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The image below depicts the results of sentiment analysis on data X, illustrating public 
perceptions of justice collaborator. In this diagram, the distribution of various emotions 
expressed by X users has been measured and displayed in the form of colored bars.. 
 
 

The most dominant emotion in this data is "Joy" or happiness, with a frequency of 414 
occurrences. This indicates that the majority of tweets related to justice collaborator contain 
positive sentiments. The emotion "Surprise" follows in second place with a count of 53, 
indicating that many X users are surprised by this topic. The emotion "Fear" appears 23 times, 
while "Sadness" is recorded 12 times. "Disgust" has a frequency of 10, and the least frequent is 
"Anger" with only 3 occurrences. 
From the data, it is clear that the emotion of happiness (Joy) dominates with a percentage of 
80.39%, followed by surprise (Surprise) with 10.29%. Other emotions such as fear (Fear), 
sadness (Sadness), disgust (Disgust), and anger (Anger) have much smaller percentages, each at 
4.47%, 2.33%, 1.94%, and 0.58%, respectively. This indicates that the majority of tweets related 
to justice collaborator tend to have positive sentiments. 
 Therefore, this sentiment analysis indicates that public perceptions of justice collaborator 
on X tend to be more positive, with the dominance of the emotion of happiness. This data 
provides valuable insights into how society reacts to this topic on social media and can be used 
for further analysis or as a basis for decision-making related to this issue. 
 
CONCLUSION 
 In the context of this research, the concept of Justice Collaborator has become the focus 
of attention, especially in social media platforms like X. A Justice Collaborator is an individual 
involved in a crime but willing to cooperate with authorities to uncover larger crimes. This study 
is significant as it helps detect patterns of emotion and narratives about Justice Collaborator on 
social media, enabling better prevention and response to complex issues. 
Sentiment analysis and topic modeling are employed to understand and extract useful 
information from the text data obtained from X. By using Orange Data Mining, this research 
efficiently processes and analyzes data, including text preprocessing, sentiment analysis, and 
data distribution visualization. These findings can provide valuable insights for law enforcement 
agencies and policymakers to enhance law enforcement and public policy effectiveness. 

Figure 5. Box Plot 
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Sentiment analysis on X data regarding public perceptions of justice collaborator yields 
interesting findings. The majority of tweets related to justice collaborator express positive 
sentiments, with happiness being the dominant emotion. From the data, happiness reaches a 
percentage of 80.39%, followed by surprise with 10.29%. However, there is variation in 
emotional expressions, including fear (4.47%), sadness (2.33%), disgust (1.94%), and anger 
(0.58%). Although less frequent, the presence of these emotions indicates the complexity in 
societal views on the concept of justice collaborator. This analysis highlights the relevance of 
social media data as a valuable source of information in understanding societal views on social 
or legal issues. 
The results of sentiment analysis like this can provide valuable insights for policymakers and 
researchers. By using statistical analysis methods such as box plots, data distribution can be 
clearly presented, allowing for the identification of outliers and comparison of distributions 
among groups, which are important tools in understanding data. Thus, this research provides a 
better understanding of public perceptions of justice collaborator on social media and highlights 
the importance of using appropriate analysis methods to gain valuable insights from social 
media data. 
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ABSTRACT 

This study aims to explore and analyze public sentiment towards Islamic finance as expressed 

on Twitter. The primary focus of the research is to understand the general perception of social 

media users towards Islamic finance and to identify dominant sentiment patterns related to this 

topic. In this study, 500 tweets containing the keyword "Islamic Finance" were collected using 

data crawling techniques through Google Colab. These tweets were then analyzed using the 

Orange Data Mining application, which categorizes sentiments into six categories: joy, surprise, 

fear, sadness, anger, and disgust. To measure the significance of the sentiment distribution in 

this dataset, a chi-square statistical test was conducted. 

The analysis results show that the sentiment "joy" is the most dominant, appearing 421 times, 

followed by "surprise" with 39 occurrences. Negative emotions such as "anger" (2 times), 

"disgust" (1 time), and "sadness" (5 times) are very rarely expressed, while "fear" appears 33 

times. This study contributes theoretically and methodologically by demonstrating how social 

media can be used as a tool to analyze public perceptions of Islamic finance. It highlights how 

data mining techniques and sentiment analysis can provide deep insights into the dynamics of 

public opinion on social media platforms. The use of Orange Data Mining in this context also 

proves its capability to process and classify sentiment data accurately. 

 

Keywords: Islamic Finance, Sentiment Analysis, Social Media, Orange Data Mining, Twitter 

 

INTRODUCTION 

Currently, both teenagers and adults cannot avoid the use of social media platforms, one 

of which is Twitter. (Kircaburun et al., 2020)] As one of the top social media sites, Twitter is 

highly influential, especially in terms of information retrieval.  This platform offers various 

interesting features that can be used for multiple purposes, including information searching. 

With the advanced features available on Twitter, information retrieval has become easier for its 

users. (Chi, 2019) The use of Twitter as a tool for searching information has made social media 

an integral part of daily life. [(Kaplan & Haenlein, 2019)] Social media has become a primary 

necessity, [(Febriandika et al., 2022)] with many types of platforms favored by the public, 

including Twitter. Twitter, as a microblogging social media platform, allows users to write and 

express actions or opinions. Through Twitter, users can share their daily activities such as 

uploading photos or sharing views on specific topics. Topics that become popular on Twitter 

often spark heated discussions in society, and the opinions expressed on Twitter can also become 

subjects of research. [(Qiao & Hu, 2020)] Apart from that, it can also be used as knowledge to 

encourage sustainable economic development. [(Apriantoro et al., 2024)] 
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Sentiment analysis is the process of understanding, extracting, and processing text-based 

information automatically to derive the implied feelings from those opinions. Based on 

computing opinions, sentiments, and feelings, in this research, data was collected using Twitter 

to capture public opinions. (Qiao & Hu, 2020) These combined opinions can then be used as a 

source in the sentiment analysis process. Currently, sentiment analysis technology is evolving 

and is used in research to analyze topics and opinions, particularly in evaluating the extent to 

which users or customers feel satisfied with certain products or practices. (Birjali et al., 2021) 

Sentiment analysis is an automated method for understanding, extracting, and processing 

textual data with the aim of gaining insights or valuable information. This technique is often 

used to evaluate and analyze user or customer satisfaction with a particular product or policy. 

 

In recent years, Islamic finance has developed into a credible alternative to conventional 

finance, thanks to ethical and Sharia-compliant financial issuance. Conventional economics and 

Islamic economics have the same goal, namely to maintain and increase economic growth, so 

the growth of the global Muslim population and increasing demand for such services have played 

a significant role in the increasing popularity of Islamic finance. [(Ashfahany et al., 2023)] The 

global Islamic financial services industry (IFSI), valued at USD 3.06 trillion in 2021, comprises 

significant segments such as Islamic banking, which accounts for 68.7% of IFSI assets (USD 2.10 

trillion) with a growth rate of 6.5%, and the Islamic capital market (ICM), which makes up 30.5% 

of global IFSI assets (USD 930.3 billion) with an annual growth rate of 12.5%. Nevertheless, 

perceptions of Islamic finance among non-Muslims and even some Muslims still vary, with 

misunderstandings and a lack of understanding often leading to negative perceptions. The 

increasing popularity of Islamic finance has also led to a surge in social media discussions about 

this topic. (Memon et al., 2019) 

 

In this context, this research aims to leverage Orange Data Mining technology to analyze 

sentiment on Twitter regarding Islamic finance. This technology enables efficient data mining 

and sentiment analysis, providing valuable insights into how Islamic finance is perceived by the 

public. By utilizing Orange Data Mining, this research will identify the main sentiments—

whether positive, negative, or neutral—towards Islamic finance expressed on Twitter, as well as 

analyze the main trends and patterns in these conversations. (Huo et al., 2020) The ultimate 

goal of this research is to provide data that can be used for marketing strategies, communication 

initiatives, and policies aimed at increasing awareness and understanding of Islamic finance. 

 

 

LITERATURE REVIEW 

A. Review of public perceptions of Islamic finance 

 

The Rise of Islamic Economy is a new paradigm in the world economy, (Lukmanul & 

Munir, 2023) islamic finance has become an increasingly important topic in the global financial 

industry over the past few decades. With fundamental principles that prohibit usury (interest), 
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promote profit-sharing, and ensure all transactions comply with Sharia law, Islamic finance 

offers a more ethical and sustainable alternative compared to conventional finance. Islamic 

financial products are not only appealing to the Muslim community but also to those seeking 

ethical and sustainable investments. 

 

The global Islamic financial services industry was valued at $3.06 trillion in 2021, with 

consistent growth in key segments such as Islamic banking and Islamic capital markets. (Subhi 

Apriantoro & Herviana, 2023) Islamic banking contributes approximately 68.7% of this 

industry's assets with an annual growth rate of 6.5%, while Islamic capital markets encompass 

about 30.5% of its global assets with an annual growth rate of 12.5%. Financial products such as 

sukuk (Islamic bonds), takaful (Islamic insurance), and various other Sharia-compliant banking 

products are gaining increasing attention in the global market. However, perceptions of Islamic 

finance still vary. Among non-Muslims, and even some Muslims, there are often misconceptions 

and a lack of understanding about the principles and practices of Islamic finance. This is due to 

changes in human lifestyles and differences in economic income, [(Alam et al., 2022)] often 

leading to negative perceptions. Several studies indicate that increased education and better 

promotion are needed to enhance understanding and acceptance of Islamic finance. 

 

In this digital era, technology plays an increasingly important role in expanding the reach 

and efficiency of Islamic finance. (Farrukh & Holgado, 2020) Technologies such as blockchain, 

fintech, and data mining are being increasingly applied in Islamic financial services to enhance 

transparency, efficiency, and accessibility. Research shows that the adoption of technology in 

Islamic finance not only improves operations but also aids in analyzing market trends and public 

sentiment. 

 

B. Sentiment Analysis and Its Application in the Field of Islamic Finance 

 

Sentiment analysis is a method used to understand and categorize emotions or opinions 

expressed in text. In the context of Islamic finance, sentiment analysis can help understand how 

the public perceives Islamic financial services and products. The sentiment analysis process 

involves several key steps: data collection, data preprocessing, sentiment classification, and 

interpretation of results. (Biaou et al., 2022) In this research, data will be collected from the 

Twitter social media platform, which is a rich source of public opinions. 

 

Data will be collected using web scraping techniques, which will be performed via Google 

Colab. Web scraping allows for the rapid and efficient collection of large amounts of data. Once 

the data is collected, the next step is data preprocessing. This process involves cleaning the text 

to remove noise and prepare the data for further analysis. This includes tokenization, removing 

irrelevant words, and other text transformations. Next, the processed data will be analyzed to 

determine its sentiment using algorithms available in Orange Data Mining. 
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These algorithms, which leverage machine learning techniques and natural language 

processing (NLP), will classify the text into positive, negative, or neutral sentiments. Finally, the 

results of the analysis will be interpreted to identify trends and main patterns in public sentiment 

towards Islamic finance. These insights will be valuable for policymakers, financial institutions, 

and industry players in formulating more effective strategies to promote and develop Islamic 

finance. The use of Orange Data Mining technology in this sentiment analysis will provide a 

clearer picture of how Islamic finance is perceived by the public. 

 

The results of this analysis can be used to enhance marketing strategies, communication 

initiatives, and policies aimed at increasing awareness and understanding of Islamic finance. 

Thus, this technology-based sentiment analysis not only provides valuable insights but also 

provides a strong basis for decision-making and strategic planning in the future. 

 

METHODOLOGY 

In this paper, we base our study on the domain of sentiment analysis to analyze 500 tweets 

related to Islamic finance, which were collected and classified into categories such as positive, 

negative, or neutral. The main objective is to analyze the perception of Islamic finance from the 

collected tweets. To achieve this, several steps must be followed: data collection, data cleaning, 

and data analysis using a classification approach. 

 

1. DATA COLLECTION 

 

For data collection, we used Google Colab to perform scraping. This method can extract 

items such as user, user profile, hashtag, search, thread, and list of posts without using the 

Twitter API. Figure 1 shows the different steps used to build the dataset. 
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Figure 1. Research Flow Chart 

 

 

A. LITERATURE REVIEW 

Incorporating previous research and investigating topics related to the literature 

definition as well as issues related to Text Mining (Aghnia et al., 2021). Establishing a theoretical 

framework and identifying previous studies on similar topics. Assisting in understanding the 

methodology and technology used previously.. 

 

B. Business Understanding 

Analyzing the issues and emerging facts in society. (Aghnia et al., 2021). 

 

C. Data Understanding 

Involves data collected using web scraping techniques. The collected data consists of 

tweets containing keywords related to Islamic finance. 

 

D. Data Preprocess Text (Transformation, Tokenization, Normalization dan Filtering)  

Determining the class attributes and loading a basic word dictionary compared to a 

sentiment opinion dictionary to determine the sentiment opinion content (positive, neutral, 

negative). All tweet information is labeled based on categories, with three categories used: 

positive, negative, and neutral. (Aghnia et al., 2021) 

 

E. Clustering data Text Mining 

Using Orange Data Mining to process user tweet sentiments and visualize them in diagram form. 
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1. DATA PROCESSING METHOD 

A. Web Scraping 

The Web Scraping method is used to obtain supporting information needed to build the 

application (Aghnia et al., 2021). The dataset used is retrieved via Google Colab as a scraping 

tool without using the Twitter API, and the indexing process is performed using Orange Data 

Mining. The entire dataset, consisting of 500 tweets, is used to analyze opinions on Islamic 

finance on Twitter using the keyword "Islamic Finance." 

B. Orange Data Mining 

Data mining is the process of using statistical techniques, mathematics, artificial 

intelligence, and machine learning to extract and identify useful information from large 

databases. Data mining gathers data, which is then processed into meaningful information. 

 

RESULTS AND DISCUSSION 

1. Research Scenario 

To transform the data, the author used the Outlier function available in the Orange 

program. Outliers refer to unusual or abnormal data that must be identified and corrected before 

proceeding to the next step. The following is the process flow of the Outlier function. To provide 

a clearer picture, the illustration is presented in Figure 3 below: 

 
Figure 2. Research Scenario 

 

This research was conducted using the Orange Data Mining tool. Data collected from the 

Twitter social media platform was used as a sample in this study. 

2. Crawling Data Twitter 

The information from the study has been utilized by collecting data from various sources. 

A total of 500 tweets on Twitter using the keyword "Islamic Finance" have been gathered using 

Google Colab for the search process. Additionally, in the Orange Data Mining application, the 

data is considered as a corpus. In the corpus utility, there is a collection of documents indicating 

the line numbers in the sentence as well as the features to be analyzed or ignored. Before further 

analysis is conducted, the data must also undergo preprocessing stages. 
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Figure 3. Data Crawling using Google Colab 

 

 

3. Corpus Viewer 

 

The researcher used the Corpus Viewer to review text files and leverage several available 

features, such as search features and display features. Examples of these features include 

content, author, date, language, location, number of retweets, in reply to, author name, author 

description, author tweet count, and author following. All mentioned features can be selected 

and filtered by the researcher as needed to be displayed in Figure 4. 

 
Figure 4. Corpus Viewer 

 

 

4. Pre-Processing Text 

 

Preprocessing is the initial step in preparing raw data before further processing. Typically, 

data is processed by removing irrelevant information or changing the data format to make it 

easier to process. Preprocessing is crucial, especially in sentiment analysis, where data taken 

from social media often contains informal, unstructured words or phrases, and a lot of noise. 
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A. Cleansing: This step removes punctuation and characters that do not affect the research 

from the text. Characters that are cleaned include punctuation, URLs, etc. 

B. Transform Case: Change all letters in the text to lowercase to match the letter case. 

C. Tokenization: Tokenization involves dividing the text into separate parts, such as 

sentences or paragraphs. In this step, the text is divided into sentences based on spaces 

and punctuation for further text analysis. 

D. Stopwords: Typically used when searching, for example, in a search engine like Google. 

To remove a number of verbs, adjectives, and other discussion words, the text's index can 

be added to a stop word list. 

 

 
Figure 5. Pre-Processing Text 

 

5. Sentiment Analysis 

Sentiment is an attitude, thought, or judgment driven by feelings. Sentiment analysis, 

also known as opinion mining, studies people's sentiments towards specific entities. The internet 

is a place highly associated with sentiment information. Sentiment analysis is widespread in all 

fields and has become one of the most active topics in research, with an increasing number of 

research outcomes being published. Researchers use one of the sentiment analysis methods, 

Vader, with the aim of obtaining results in the form of positive, negative, neutral attributes 

displayed in Figure 6. 
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Figure 6. Sentiment Analysis 

 

6. Data Table 

Overall, this sentiment analysis indicates that discussions related to Islamic finance on 

Twitter are dominated by neutral to positive sentiments. The high positive sentiment scores 

reflect an optimistic view or support for Islamic finance, while the relatively low negative 

sentiment scores suggest there are some criticisms or negative views, but in smaller numbers. 

The diverse locations of tweets indicate that this discussion is global, with several main activity 

centers such as Kuala Lumpur and New York. The recurring users suggest there are active 

contributors who may have a greater influence in spreading information or views on Islamic 

finance. This data provides useful insights into public perceptions of Islamic finance on social 

media, which can be used to understand trends, sentiments, and geographical influences in these 

discussions.  

The data table provides output responses to determine which attributes are selected in 

the previous step to be displayed as output in the select column widget in the previous step. 

Using crawling Twitter with Google Colab, which is displayed in the data table, and the analysis 

results will be displayed with calculation formulas in numerical data format. The data table 

results will be displayed in Figure 7. 
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Figure 7. Data Table 

 

 

7. Tweet Profiler 

The Tweet Profiler is a widget that retrieves opinion data for each tweet or document from 

the server. This widget has the ability to send data to the server where the model will calculate 

the probability or sentiment value. There are three mood categories supported by this widget: 

Ekmans, Plutchiks, and Mood State Profiles (POMS). In mood classification, there are three 

types: Ekmans, Plutchiks, or Mood Profiles. Multi-class classification produces one possible 

emotion per document, while multi-tag classification returns values for each emotion present in 

the document. This research uses columns provided for each emotion. 
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Figure 8. Tweet Profiler 

 

8. Word Cloud 

The word cloud generated using Orange Data Mining shows the main terms related to 

Islamic finance based on Twitter data. The most dominant terms are "Islamic" (497 times), 

"Finance" (470 times), "IslamicFinance" (152 times), "Financial" (70 times), "Global" (54 times), 

and "Bank" (53 times). This indicates that discussions on Twitter are highly related to the core 

concepts of Islamic finance. 

 

Frequently discussed topics include "Principles" (44 times), referring to the basic 

concepts of Islamic finance, "Growth" (31 times), indicating discussions about the expansion and 

development of Islamic finance, "Investment" (31 times), highlighting activities and investment 

opportunities in this sector, "Shariah" (30 times), referring to Islamic law as an important 

aspect, and "Development" (29 times), emphasizing progress and advancement in Islamic 

finance. 

 

Additionally, contextual terms such as "London", "Pakistan", "University", "Economics", 

"Sustainable", and "Compliance" indicate geographical locations, educational institutions, 

economic principles, and regulatory aspects relevant to Islamic finance. These will be displayed 

in Figure 9. 

 

 
Figure 9. Word Cloud 

 

9. Box Plot 

The box plot displays the distribution of six emotion categories: anger, disgust, fear, joy, 

sadness, and surprise. From this diagram, it can be seen that the emotion "joy" dominates with 

a frequency of 421 times, far surpassing the other emotions. This indicates that the dataset used 

may originate from a very positive situation or context, such as celebratory events or social media 

user data that often express happiness. Meanwhile, the emotion "surprise" is recorded 39 times, 
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making it the second most common emotion after "joy." The emotion "fear" appears 33 times, 

"sadness" 5 times, "anger" 2 times, and "disgust" only 1 time, indicating that negative emotions 

are very rare in this dataset. 

Sentiment analysis of the justice collaboration at X shows a public response dominated 

by positive sentiment, with happiness as the most prominent emotion. This data provides 

valuable insights into public perceptions of this topic on social media and can be used for further 

analysis or as a basis for decision-making related to the issue. 

 
Figure 10. Box Plot 

 

CONCLUSION 

This study successfully demonstrates the application of Orange Data Mining in analyzing 

sentiment on Twitter related to Islamic finance. Sentiment analysis of 500 tweets shows the 

dominance of positive sentiment towards Islamic finance, indicating generally favorable 

perceptions among the Twitter community. The significant representation of 'joy', followed by 

'surprise', 'fear', 'sadness', 'anger', and 'disgust', provides a deeper insight into public opinion. 

Chi-square test results confirm the diversity and significance of these sentiments. This sentiment 

analysis highlights the potential of social media data in understanding and evaluating public 

perceptions and attitudes towards Islamic finance. Insights gained from this study are crucial 

for stakeholders in the Islamic finance industry, including policymakers, financial institutions, 

and marketers, as they provide a deeper understanding of public views. This research 

emphasizes the importance of utilizing advanced data mining tools and techniques to analyze 

social media content, thus contributing to strategic planning and decision-making processes in 

the Islamic finance sector. 
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ABSTRACT 
 

Objective: This study attempts to investigate a resilient leader model by considering digital 
leadership as a mediator in a Cellular Telecommunication Company of Indonesia.  
Methodology: The primary data were collected from 406 managers in PT Telekomunikasi 
Selular during February - March 2024. It was analyzed using Structural Equation Modeling 
(SEM). The resilient leader will be determined directly by the digital leadership. Moreover, it 
will also be affected indirectly by organizational structure, organizational culture and digital 
technology. Besides, the resilient leader model was constructed by 58 indicators. 
Findings: The main finding reveals that the digital leadership contributes positively and 
significantly on the resilient leader at 1% level. The condition provides a beneficial impact that 
the higher quality of digital leadership leads the higher quality of resilient leader. Moreover, the 
resilient leader was also be determined positively and significantly by organizational structure, 
organizational culture and digital technology at 1% level by considering digital leadership as a 
mediator.   
Theoretical and/or Methodological contributions: This study employs two theories 
include dynamic capability theorem and leadership theorem. The findings provide new evidence 
of those theories in cellular telecommunication company under digital era and COVID-19 
pandemic.  
Research/Practical Implications: PT Telekomunikasi Selular can stimulate and facilitate 
all managers to improve their knowledge and practice regarding digital leadership. Besides, the 
digital culture should be implemented in all organizational structures.  
 
Keywords: resilient leader; digital leadership; cellular telecommunication company; SEM  
 
INTRODUCTION 
The current development in digital technology has disrupted business operations and strategies 
in various countries and economic sectors. The necessity for digital leadership in the context of 
technological disruption is evident. Digital leadership can encourage and facilitate organisations 
to adapt quickly and sustainably, including the process of guaranteeing added value to 
consumers. The global pandemic has demonstrated and taught valuable lessons regarding 
digital leadership. During this period, there was a risk of operational stagnation and uncertainty 
for businesses and organisational processes. Consequently, digital leadership represents a 
pivotal factor in the implementation of digital technology (digital transformation), 
organisational modernisation and business strategy. Furthermore, digital leadership can 
facilitate innovation and business competitiveness. The long-term consequence of digital 
leadership is the emergence of resilient leaders. Nevertheless, the manner in which digital 
leadership contributes to the development of resilient leaders requires further investigation.  
The impact of digital leadership on organisations has been observed to be both direct and 
indirect, with market orientation acting as a moderating variable in Indonesian 
Telecommunication Company (Mihardjo and Rukmana, 2018). The capacity of digital 
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leadership to impact an organisation can be traced to the leader's comprehension of the 
dynamics and uncertainty of the business environment, the process of formulating strategic 
decisions, and a more efficient and adaptive digital transformation of the business (Oktaysoy, et 
al., 2022). Firmansyah et al. (2024) observed that uncertainty and crises prompt leaders to 
implement business continuity strategies, one of which is digital transformation. Consequently, 
digital leadership must ensure that the digital transformation process results in a more efficient, 
innovative, and resilient organisation. This condition suggests that digital leadership can 
facilitate the resilient organisational leadership. 
The objective of this study is to investigate a model of resilient leader, with a particular focus on 
the moderating variable of digital leadership in Celular Telecommunication Company. 
Furthermore, the study contributes to the existing literature in several ways. Firstly, this study 
investigates the determinant factors of resilient leader model, with the moderating variable of 
digital leadership. Secondly, the study selects the research subjects were senior managers at PT 
Telekomunikasi Selular. The first and second contributions are significant contributions of this 
study because the previous studies have not been discussed in the literature. Thirdly, the SEM 
method is employed to elucidate the interplay of variables that contribute to resilient leader at 
PT Telekomunikasi Selular. Fourth, policy makers at PT Telekomunikasi Selular are presented 
with the challenge of improving the quality of digital leadership and resilient leaders under 
economic uncertainty and digital technology business competition. 
Furthermore, the uncertainty of the business environment and technological disruption 
necessitate the presence of leaders who are capable of guiding organisations through periods of 
development and adaptation (Eliot, 2020). In their study, Giustiniano, et al. (2020) posit that 
resilient leaders embody two key attributes: resilience and leadership. Additionally, resilient 
leaders should design business activities to function optimally. They also ensure that business 
strategies can impact and interact with consumers. The process of becoming a resilient leader is 
an ongoing process of learning. The learning process will result in the generation of alternative 
or novel solutions. Moreover, the resilient leaders engage in significant interactions with 
business improvisation processes in crisis or pandemic conditions (Lombardi, et al. 2021). This 
improvisation is necessary to establish a resilient leader who can extricate the organisation from 
the trap of uncertainty. Chhibber and Gupta (2020) further asserted that conditions of 
uncertainty necessitate the presence of leaders who are capable, adaptive, and able to work 
strategically. 
The challenges faced by organisational leaders are becoming increasingly apparent due to the 
advancements in business practices observed in the Industry 4.0 era (Behie, et al., 2023). In 
order to ensure the establishment of appropriate and superior business strategies, business 
leaders must adopt a more expeditious and responsive learning process. The anticipated 
outcomes are the expansion of business influence and the endurance of business operations in 
the context of an uncertain environment. In his work, Breen (2018) argued that leaders should 
able to persevere over time during periods of uncertainty, complexity, and ambiguity. This 
concern is also expressed by Gilli, et al. (2024), who reported that business leaders must be able 
to communicate with consumers, implement digital-based business strategies and anticipate 
uncertainty. A search for leadership literature in a period of digitalisation and uncertainty has 
also been carried out by de Araujo, et al. (2021) and Tigre, et al. (2023). The authors posit that 
the current era of technological disruption requires business leaders to demonstrate adaptive 
and innovative capabilities in the digital transformation process and in improving business 
competitiveness. 
The advent of technological disruption has also facilitated the enhancement of the quality of 
strong leaders. Suryaningtyas, et al. (2019) noted that the implementation of organisational 
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resilience necessitates the presence of resilient leader, as transformational leadership is capable 
of rapidly transforming the entire organisational system and adapting to changes in the external 
environment. In order to anticipate and respond effectively to the aforementioned conditions, it 
is essential for resilient leader to possess the following competencies: the ability to anticipate 
and respond to market uncertainty, political dynamics, resource competition, and the 
availability of skilled and dedicated labour (Southwick, et al., 2017). Besides, Malloch (2014) 
posited that effective and morally sound leadership is essential for business organisations to 
flourish. 
The resilient leader can be driven by several factors, as outlined by Everly, et al. (2020). These 
factors include having a vision, decisiveness in bringing that vision to fruition, creating an 
environment of open and honest communications, and following a moral code to foster trust. 
Furthermore, resilient leaders should direct greater attention to the capacity of supply chains to 
consumers and the relationship between supply chains and business resilience (Shin and Park, 
2021). Yu et al. (2022) demonstrated that resilience has a positive impact on individual and 
organisational capacity in the business environment, as well as the quality of leaders' responses 
to changes and business challenges. 
The main findings reveal that resilient leader is determined by digital leadership positively and 
significantly at the level 1%. The condition elaborates that the resilient leader model in PT 
Telekomunikasi Selular can be stimulated by the quality of digital leadership. Besides, the 
resilient leader can also be constructed by organizational structure, organizational culture, and 
digital technology under indirect effects estimation. The higher quality of these three variables 
stimulates the higher level of resilient leader.  
This study is organised into several sections. The initial section of the study comprises an 
introduction, which outlines the issues under investigation, the empirical gaps in the existing 
literature, the study's objectives and contribution. The second section is a literature review, 
which synthesises existing theory and empirical studies on resilient leaders and digital 
leadership. The third section is the methodology, which discusses the data and structural 
equation modelling (SEM). The fourth section is the results and discussion. Finally, a section 
presents the conclusions and policy implications. 
 
 
LITERATURE REVIEW 
Resilient Leader 
The concept of resilient leader can be explored through the analysis of literature on the subject, 
with a particular focus on the concepts of individual resilience and organisational resilience. In 
an institutional context, individual resilience is of significance from a leadership perspective, 
with resilient leader being defined as a leader's capacity to remain effective under adverse 
conditions. The resilient leader is an integration of transformational and transactional 
leadership, also known as "transformational leadership" (Dartey-Baah, 2015). Suryaningtyas et 
al. (2019) argued that this form of leadership is essential for the implementation of 
organisational resilience, as transformational leadership facilitates the swift and effective 
adaptation of the entire organisational system to external environmental changes. 
Furthermore, organisational resilience is an organisation's capacity to manage its resources in 
order to maintain its business existence. This condition is consistent with the perspective of 
Penrose (2009), who initially proposed the tenets of Resource-Based Theory (RBT). RBT is a 
model of effective management of corporate resources, diversification strategies and productive 
opportunities. It is employed to elucidate a company's dynamic capabilities in accordance with 
the capability life cycle concept (Helfat and Peteraf, 2003). Teece, et al. (1997) noted that 
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dynamic capabilities manifest in RBT as a company's capacity to integrate, develop, and 
reconfigure internal and external competencies in order to respond to a rapidly changing 
environment. The leaders who wish to survive over time in the face of adversity and stress must 
engage in this work to survive in our turbulent, uncertain, complex, and ambiguous world 
(Breen, 2018). 
This study argues that a resilient leader is one who thinks strategically and is change-oriented. 
This is achieved by acquiring knowledge through learning and by leading collectively, thereby 
providing a role model for the team to survive in a complex and ambiguous business 
environment. In particular, the concept of a resilient leader encompasses several dimensions, 
including strategic thinking (visionary), adaptation, learning, collective leadership, and creative 
problem solving. 
 
Digital Leadership 
Digital leadership can be defined as a form of leadership that is able to adapt to the rapid 
evolution of technology. It is regarded as a pivotal factor in the business world, particularly in 
anticipating and adapting to the imminent era of disruption, which will also prove disruptive for 
companies that fail to keep pace with the times. Goethals, et al. (2002) observed that digital 
leadership is a style of organisational leadership that requires core competencies in the fields of 
communication, computing, content and telecommunications in order to contribute to the 
development of societal knowledge, which is achieved by optimising the use of digital 
technology. In contrast, Larjovuori, et al. (2016) proposed that digital leadership is defined as 
the capacity of leaders to articulate a clear and meaningful vision for the digitalisation process 
and to implement strategies to achieve it. 
The digital leadership can be linked by organisational structure, organisational culture, and 
digital technology. For instance, Bryce et al. (2020) noted that organisational resilience 
strategies deployed during the COVID-19 pandemic period will facilitate the anticipation of 
similar events in the future. Consequently, the capacity to anticipate and comprehend crisis 
dynamics will be a factor in determining an organisation's resilience strategy. In addition, 
organisational culture can influence organisational leadership, as evidenced by a study 
conducted by Koronis and Ponis (2018). Technological advances can be a significant driver of 
strong organisational leadership. In contrast, Erhan et al. (2022) argue that leaders must be 
responsive to technological developments. In essence, this phenomenon results in the 
contribution of digital leadership to organisational leadership. 
In particular, this study notes that digital leadership is the capacity of a leader to create and 
communicate a clear and meaningful vision by optimising the use of digital technology and 
fostering strong collaboration in executing strategies. A number of dimensions can be derived 
from the concept of digital leadership, including digital vision, technological leadership abilities, 
creativity, and strong networking and collaboration. 
 
Hypothesis Development 
 The linkage between resilient leader and digital leadership has been revealed by literature 
(Bryce, et al., 2020; Nnamdi and Onouha, 2020; Erhan et al., 2022; and Codara and Sgobbi, 
2023). They also reported that resilient leader and digital leadership can be determined by 
organizational structure, organizational culture, and digital technology. Therefore, this study 
sets some hypothesis as follows: 
 
H1: organizational structure has a positive and significant impact on digital leadership 
H2: organizational culture has a positive and significant impact on digital leadership 
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H3: digital technology has a positive and significant impact on digital leadership 
H4: digital leadership has a positive and significant impact on resilient leader 
H5: organizational structure has a positive and significant impact on resilient leader 
H6: organizational culture has a positive and significant impact on resilient leader 
H7: digital technology has a positive and significant impact on resilient leader 
 
 
METHODOLOGY 
Data  
This study investigates the resilient leader model and its variables. The relationships between 
variables are explored through a literature review as a basis for developing a framework of 
resilient leader model. For example, Mangundjaya and Amir (2021) argued that leaders can 
create a positive atmosphere and their behaviour can become a model for subordinates and 
organisational partners. Similarly, through a decision, leaders can direct existing company 
policies and regulations. A positive atmosphere can be created when someone has positive 
emotions and maintains reciprocal relationships with superiors, peers and subordinates.  
Moreover, the contribution of organizational structure on leadership has been investigated by 
several previous studies, including Suryaningtyas and Wilujeng (2017), Sahebjamnia, et al. 
(2018), Bryce, et al. (2020), and Nnamdi and Onouha (2020). Suryaningtyas and Wilujeng 
(2017) traced the relationship between organisational resilience and organisational 
performance, both directly and indirectly through leadership resilience. They found that 
organisational resilience did not have a direct impact on organisational performance, but the 
impact was indirect through leadership resilience. 
In particular, this study uses primary data. The primary data are collected using a survey. The 
survey was conducted during February-March 2024. Moreover, the primary data illustrates 
several dimentions for each variable (Table 1). The dimentions were constructed by several 
indicators. All indicators were assessed using likert scales, namely: 1 equals strongly disagree, 2 
denotes disagree, 3 is agree, and 4 represents strongly agree.  
 
 
TABLE 1. Variables, Dimentions, and Indicators 

No. Variable Dimention Indicator No. 
Item 

1 Organizational 
structure (so 
or X1) 

Mechanistic (m) A precise delineation of 
functional tasks  

1 

 The specific characteristics of 
each individual task. 

1 

Reconciliation 1 
A delineation of the rights and 
obligations pertaining to each 
functional role. 

1 

The translation of rights and 
obligations 

1 

Control, authority, and 
communication 

1 

Location of knowledge 1 
Vertical communication 1 
Instructions and decisions 1 
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No. Variable Dimention Indicator No. 
Item 

Loyalty and obedience 1 
Internal (local) expertise 1 

Organic (o) Contributive nature 1 
The specific characteristics of 
each individual task.  

1 

The continuous adjustment 
and redefinition of individual 
tasks 

1 

A delineation of the rights and 
obligations pertaining to each 
functional role. 

1 

The dissemination of 
commitment. 

1 

Control, authority, and 
communication 

1 

Location of knowledge 1 
Lateral communication 1 
The provision of information 
and advice 

1 

A dedication to the 
undertaking at hand. 

1 

External expertise (industry) 1 
The scope of 
control (lk) 

The degree of similarity 
between the tasks performed 
by different individuals. 

1 

The degree of complexity 
associated with the tasks 

1 

The physical proximity of 
employees 

1 

A degree of standardisation is 
applied throughout the 
process. 

1 

The sophistication of the 
company management 
information systems. 

1 

The strength of an 
organisation's value system 

1 

The managerial style selected 
by the manager 

1 

Authority and 
responsibility 
 (wt) 

Form of authority (line of 
authority or staff authority) 

1 

Level of authority 1 
The necessity for clarity of 
responsibilities. 

1 

2 The digital 
customer  

Customer engagement 1 
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No. Variable Dimention Indicator No. 
Item 

Digital 
Technology 
(td) 

experience (pp) Digital customer interface 1 
The utilisation 
of technology 
from an 
architectural or 
information 
systems 
perspective 
(ptsi) 

Rethink the fundamental 
principles that underpin 
business models. 

1 

Digital connectivity 1 
Digital convergency 1 

3 Organisational 
Culture (bo) 

Team orientation 
and coordination 
(okt) 

The process of gathering 
knowledge within an 
organisational context. 

1 

 The transfer of organisational 
knowledge. 

1 

Performance 
orientation (ok) 

A system of rewards is in place 
to encourage enhanced 
performance. 

1 

Future 
orientation 
 (omd) 

The availability of corporate 
planning 

1 

Avoidance of 
uncertainty (pk) 

The formulation of decisions 
based on scientific evidence. 

1 

4 Digital 
Leadership 
(kd) 

Digital vision (vd) Visionary leadership 1 
 Transformational leadership 1 
The company's 
technological 
leadership 
capabilities 
(kkt) 

Technological knowledge 1 
Technology experience 1 

Creativity (k) Entrepreneurial ability 1 
Adopt innovation 1 

The ability to 
form strong 
networks and 
engage in 
productive 
collaboration. 
(jkk) 

The capacity to engage in 
collaborative endeavours. 

1 

The potential of strategic 
partnerships 

1 

5 Resilient 
Leader (pt) 

Strategic 
(visionary) 
thinking  (ps) 

Future orientation 1 

Adaptation (a) The capacity to alter and 
adjust to novel circumstances. 

1 

Learning  (pe) The capacity of the 
organisation to assimilate and 

1 
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No. Variable Dimention Indicator No. 
Item 

apply knowledge (shared 
learning) 

Collective 
leadership 
 (kk) 

It is essential to place trust in 
the team. 

1 

Shared power 1 
Transparent and effective 
communication 

1 

Accountability 1 
Demonstrates 
creative 
problem-solving 
abilities (pm) 

A creative approach be 
employed in decision-making 
processes. 

1 

    58 
 
 
Sample  
This study employs a unit analysis of Indonesian Telecommunications and Subsidiaries. The 
total sample was 406 senior managers. Therefore, the sample size was all respondents who are 
categorised as senior management in PT. Telekomunikasi Selular and its subsidiaries. 
Moreover, this study sets a probability sampling technique because the population is known, 
namely 406 respondents. Therefore, the sampling technique was total sampling. This sampling 
technique was also used by Suryaningtyas and Wilujeng (2017). The details of the study samples 
are presented in Table 2 below: 
 
 
 
 
 
 
 
 
TABLE 2. The Number of Sample 

Firm Number of Sample 
PT. Telekomunikasi Selular 
(Telkomsel) 
 

Directors and senior managers = 8 
persons 
Directors and senior managers -1 = 
68 persons 
Directors and senior managers -2 = 
312 persons 
Directors and senior managers of 
Digital Ecosystem = 3 persons 
Directors and senior managers of 
Ventures = 1 person 
Senior managers of cooperation 
unit = 5 persons 
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Firm Number of Sample 
PT. Fintek Karya Nusantara 
(Finarya) or LinAja 

Directors and senior managers = 4 
persons 

PT. Kuncie Pintar Nusantara or 
Kuncie 

Directors and senior managers = 2 
persons 

PT Fita Sehat Nusantara or Fita Directors and senior managers = 1 
persons 

PT Games Karya Nusantara or 
Majamojo 

Directors and senior managers = 2 
persons 

 
 
Structural Equation Modeling (SEM)  
Structural Equation Modeling (SEM) is a statistical method that necessitates an approach to 
hypothesis testing in order to analyse a theory (a causal process involving several variables) of a 
phenomenon in a structured manner (Byrne 2010, and Cain, 2020). Byrne identified two key 
aspects of SEM include causal processes using structured equations and structured relationships 
that clearly explain a concept based on the theory used. Furthermore, Byrne elucidated that SEM 
has four significant implications as a structured model. Firstly, SEM prioritises a confirmatory 
approach in contrast to an explanatory one. Secondly, SEM is capable of elucidating the extent 
of error variance parameters. Thirdly, SEM considers unobserved (latent) and observed 
variables. Fourthly, SEM presents the results of model linkages, including multivariate or 
indirect effects between variables. 
The SEM framework, as illustrated in Figure 1, is based on leadership theory, as outlined by de 
Waal et al. (2016), Larjovuori et al. (2016), Rudito and Sinaga (2017), and Haddud and McAllen 
(2018). Mathematically, the SEM framework can be written in the total and direct effects (1) and 
indirect effects (2) equations as follows: 
zi = α0 + 𝛽1x1i + 𝛽2x2i + 𝛽3x3i + θ1yi + εi ………………………………………..(1) 
zi = α0 + 𝛽1x1i + 𝛽2x2i + 𝛽3x3i + εi …………………..…………………………..(2) 
 
The variable of resilient leader is denoted by “z”, while the variable of digital leadership is 
presented by “y”. Besides, several explanatory variables determine the digital leadership and 
resilient leader are organisational structure (x1), organisational culture (x2), and digital 
technology (x3). The number of observation is expressed by “i”. The β and θ are parameters of 
independent variables and it should impact positively and significantly (> 0) on the dependent 
variable. The ε denotes the error term of the empirical model.   
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FIGURE 1. SEM Builder of Resilient Leader Model 

 
 

 
RESULTS AND DISCUSSION 
Respondents 
The total number of respondents to this study was 406, comprising senior managers of PT 
Telekomunikasi Selular and its subsidiaries. A detailed description of the respondents can be 
found in Table 2. The results of the characteristics of the respondents were obtained during the 
process of collecting primary data using a questionnaire instrument. The characteristics of the 
respondents can be grouped into several factors, including gender, age, educational level, tenure, 
and positional longevity. The survey period was February to March 2024.  
The distribution of respondents according to gender can be explained by two ways. Firstly, the 
number of male was 348, representing 85.71% of the total (Table 3). It denotes the majority of 
respondents. Secondly, the number of female was 58, representing only 11.29% of the total. This 
condition implies that the majority of senior managers at PT Telekomunikasi Selular are male. 
 
TABLE 3. Distribution of Respondent According to Gender 
Respondent Number Percentage 
Male 348 85.71 
Female 58 11.29 
Total 406 100 

 
Furthermore, respondents can be distributed according to age. The distribution of respondents 
was classified into three categories (Table 4). The first distribution type comprises respondents 
aged 42 and 51 years, with a total of 54 individuals (27 per group). This type expresses 13.30% 
of the total. The second type is the distribution of respondents with the lowest frequency, which 
is represented by respondents aged 29 years, with a total of one individual (0.25%). The another 
type is the distribution of respondents aged between 23 and 56 years, with a total of 351 
individuals or 86.45% of the total sample. Besides, the frequency of respondents in the age range 
23-56 years was between 2 and 26. 
 
TABLE 4. Distribution of Respondent According to Age 
Respondent Ages Number Percentage 

The highest frequency 42 and 51 54 13.30 
The lowest frequency 29 1 0.25 
Another 23 - 56 351 86.45 

Total  406 100 
 
Table 5 shows the distribution of respondents according to their level of education. A total of 
244 respondents (60.10%) had completed their education at the Diploma/S1 level. It describes 
the majority of the education level of PT Telekomunikasi Selular's senior management. 
Meanwhile, respondents with postgraduate education (S2/S3) numbered 162, representing 
39.90% of the total. 
 
TABLE 5. Distribution of Respondent According to Level of Education 
Education Number Percentage 
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Diploma/S1 244 60.10 
S2/S3 162 39.90 
Total 406 100 

 
The findings also indicate the distribution of respondents according to the length of their tenure 
at PT Telekomunikasi Selular and its subsidiaries. The mean tenure of respondents was 7.5 years 
(Table 6). The shortest period of employment for respondents was 0.17 years. In contrast, the 
longest period of employment was 32 years. 
 
TABLE 6. Distribution of Respondent According to the Tenure 
Indicator Mean Minimum Maximum 
Length of tenure 7.50 0.17 32.00 

 
Another noteworthy finding was the positional ongevity of the respondents (Table 7). The mean 
positional longevity of respondents was 3.92 years. The shortest period of positional longevity 
for respondents was 0.08 years, which is equivalent to almost one year. In contrast, the longest 
period of positional longevity was 22.25 years. 
 
TABLE 7. Distribution of Respondent According to the Positional Longevity 

Indicator Mean Minimum Maximum 

Positional longevity 3.92 0.08 22.25 
 
Validity and Reliability Tests 
The validity test is employed to assess the accuracy of a research instrument in measurement. In 
general, the measurement of data validity can be achieved using pairwise correlation. The data 
is deemed valid when the probability value of the pairwise correlation is less than (<) 0.05. This 
condition signifies that the data employed is suitable and precise for subsequent analytical 
procedures. The concept and practical usage of validity in the research data have been illustrated 
by Budiastuti and Bandur (2018). 
The findings indicate that all data has passed the validity test, or that the data is valid. The 
organisational structure (so) under the mechanistic dimensions (m) comprises 11 indicators, 
designated m1-m11. The aforementioned indicators have been delineated in Table 1. The validity 
test explains that all indicators in the mechanistic dimension have a significance level less than 
(<) 0.05. Nevertheless, the correlation coefficient values for each indicator differ. Consequently, 
the higher the correlation coefficient value, the lower the significance value. This condition 
indicates that the indicators are valid. Besides, the mechanistic dimensions can be employed to 
investigate the assessment of organisational structure variable.  
Furthermore, the organisational structure can be constituted from organic dimensions (o). The 
organic dimension is comprised of 11 indicators. The results of the validity test denote that all 
indicators have a significance level of less than (<) 0.05. The correlation coefficient value differs 
for each indicator. Conversely, the higher the correlation coefficient value, the lower the 
significance value. This condition implies that all indicators are deemed valid. The dimension 
can be employed to assess the organisational structure variable. 
The validity test of organisational structure under scope of control (lk) dimension considers 
seven indicators. All indicators exhibit a significance level of less than (<) 0.05. The correlation 
coefficient values for each indicator are distinct. A correlation coefficient value that is higher can 
lead to a higher level of data validity. Therefore, all indicators of the scope of control are valid 
and can be employed to assess organisational structure variable.  
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The organisational structure variable also encompasses a dimension of authority and 
responsibility (wt). The results of the validity test indicate a significance level of less than (<) 
0.05. This dimension is comprised of three indicators, each of which exhibits a relatively high 
correlation coefficient value. The condition means that the results of the data validity test are 
included in the valid category. The dimensions of authority and responsibility can be employed 
to assess the structure of organization variable. 
The validity test for digital technology (td) under digital customer experience dimensions (pp) 
considers two indicators. The findings describe that all indicators have a significance level of less 
than (<) 0.05. This level of significance indicates that the indicators are valid. Furthermore, the 
correlation coefficient value of the indicators is relatively high. This condition means that 
indicators can be employed to construct digital technology variable. Another findings, the 
validity test of digital technology under the architectural or information systems (ptsi) 
dimension uses three indicators. All indicators have a significance level of less than (<) 0.05. 
This condition represents that all indicators are valid. Moreover, these indicators can be utilised 
to assess digital technology variable. 
The organisational culture variable (bo) under the dimensions of team orientation and 
coordination (oct) can be subjected to a validity test. The dimension has two indicators. The 
results of the validity test of all indicators illustrate that the significance level is less than (<) 
0.05. The correlation coefficient value of these indicators is relatively high. The indicators within 
the dimensions of team orientation and coordination can be used to ascertain the organisational 
culture variable. Moreover, the validity test of organisational culture under the work orientation 
(ok) dimension comprises a single indicator. The significance value of this indicator is less than 
(<) 0.05. This condition indicates that the indicator is valid. Furthermore, the organisational 
culture also encompasses a dimension (indicator) of future orientation (omd). The significance 
value of this indicator is also less than (<) 0.05. Moreover, the correlation coefficient value is 
high. Consequently, the results of the validity test of the indicator deemed valid. 
The validity test of organisational culture under the uncertainty avoidance (pk) dimension 
utilises a single indicator. The significance level of this indicator is less than (<) 0.05. In addition, 
the correlation coefficient value is also relatively high. This condition reflects that the data 
pertaining to the uncertainty avoidance dimension is deemed to be valid. Furthermore, the 
organisational culture also encompasses a digital vision (vd) dimension. This dimension consists 
two indicators. The two indicators have a significance level of less than (<) 0.05. This indicator 
also exhibits a relatively high correlation coefficient value. The digital vision dimension is 
included in the valid category. 
The digital leadership (kd) involves a number of dimensions. One such dimension is that of 
technological leadership ability (kkt). This dimension considers two indicators. The 
aforementioned indicators are statistically significant at the less than (<) 0.05. Moreover, the 
correlation coefficient value of these indicators is high. Therefore, the validity test of the 
dimensions of technological leadership ability are deemed to be valid. The validity test of digital 
leadership (kd) under the creative dimension (k) was indicated by two indicators. The 
aforementioned indicators are statistically significant at the less than (<) 0.05. Additionally, 
both indicators exhibit relatively high correlation coefficient values. This condition means that 
the indicators pertaining to the technological leadership capability dimensions are classified to 
be valid. The subsequent dimension within the domain of digital leadership is that of high 
networking and collaboration (jkk). This dimension is characterised by two indicators with a 
significance level of less than (<) 0.05. This condition indicates that all indicators are valid. 
Moreover, the correlation coefficient value of the two indicators is high.  
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The validity test of resilient leaders (pt) under a dimension (an indicator) of strategic thinking 
(ps) has a significance level of less than (<) 0.05. Besides, the correlation coefficient value of this 
indicator is relatively high. Therefore, the dimension of strategic thinking are categoried to be 
valid. Moreover, the resilient leader also encompasses an adaptation dimension or indicator (a). 
The significance level of this indicator is less than (<) 0.05. In addition, the correlation 
coefficient value of this indicator is relatively high. This condition means that the adaptation 
dimension is deemed to be valid. The variable representing the resilient leader also incorporates 
a learning dimension or indicator (pe). The significance level of this indicator is less than (<) 
0.05. This condition implies that the learning dimensions are classified to be valid. In addition, 
the correlation coefficient value of this indicator is relatively high. The validity test on resilient 
leader under the collective leadership dimension (kk) considers four indicators. The 
aforementioned indicators exhibit a significance level of less than (<) 0.05. Besides, the 
correlation coefficient value of these indicators is relatively high. The collective leadership 
indicators can be called valid. Another dimension of the resilient leader variable is the creativity 
in problem solving (pm). The significance level of this dimension (indicator) is less than (<) 0.05. 
The correlation coefficient value of this indicator is relatively high. This condition exhibits that 
the creativity in problem solving is deemed to be valid. 
In addition to testing the veracity of the data, this study also sought to ascertain the reliability of 
the data. The reliability of data is contingent upon the reliability of the data measurement 
process. One method for testing the reliability of data is the Cronbach's Alpha method. The 
criterion for reliability is that the Cronbach's Alpha value must be greater than (>) 0.60. The 
concept and practical usage of reliability in the research data have been elaborated by Budiastuti 
and Bandur (2018). 
The reliability test on all dimensions are employed to elucidate the research objectives. The 
results indicate that the Cronbach's Alpha coefficient value exceeds (>) 0.60. This expresses that 
all dimensions employed in the research are reliable. Consequently, these dimensions can be 
employed in SEM analysis, as illustrated in Figure 1. 
 
The Main Findings 
This study employs structural equation modeling (SEM) analysis procedures to estimate Figure 
1. The initial analysis stage of SEM reveals that all dimensions (indicators) forming the resilient 
leader variable have been categorised as valid and reliable. The next stage of the analysis 
examines the variables in the resilient leader (Z) model. These variables consist of digital 
leadership (Y), organisational structure (X1), organisational culture (X2), and digital technology 
(X3). The SEM estimation findings can be seen in Table 8. 
Table 8 presents the results of the structural equation modelling (SEM) estimation following the 
SEM Builder of the Resilient Leader Model, as illustrated in Figure 1. The findings can be 
exhibited in the context of each hypothesis (H1-H7) formulated in the literature review section. 
H1 postulates that an organisational structure has a positive and significant impact on digital 
leadership. The findings indicate that digital leadership is influenced in a positive and significant 
manner by organisational structure, with a significance level of 1%. The condition implies that 
the strengthening of organisational structures facilitates an increase in digital leadership. The 
coefficient of relationship between these two variables is 0.2062.  
H2 hypothesises that organisational culture exerts a positive and significant influence on digital 
leadership. The SEM estimation results report that organisational culture has a positive and 
significant effect on digital leadership, with a significance level of 1%. The coefficient relationship 
between these two variables is 0.2915. This condition explains that a more robust and superior 
quality organisational culture stimulates the higher quality of digital leadership. 
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Furthermore, H3 postulates that digital technology has a positive and significant impact on 
digital leadership. Table 8 corroborates the assertion that digital technology exerts a positive 
and significant influence on digital leadership, with a significance level of 1%. The coefficient of 
relationship between these two variables is 0.3800. This finding shows that the increasing 
quality and practice of digital technology improves the quality and practice of digital leadership. 
H4 is hypothesises that digital leadership has a positive and significant effect on resilient leaders. 
The results of the SEM estimation point out that digital leadership has a positive and significant 
impact on resilient leader, with a significance level of 1%. The coefficient of relationship between 
these two variables was found to be 0.2935. This condition means that more robust and superior 
digital leadership can reinforce resilient leaders. 
H5 postulates that an organisational structure determines positively and significantly on 
resilient leaders. The findings reports that organisational structure exerts a positive and 
significant influence on resilient leader, with a significance level of 1%. The coefficient of 
relationship between two variables is 0.2662. Consequently, enhancing the quality of the 
organisational structure leads the development of resilient leader. 
H6 hypothesises that organisational culture exerts a positive and significant effect on resilient 
leader. The results explain that organisational culture has a positive and significant impact on 
resilient leaders at a significance level of 1%. The coefficient of relationship between the two 
variables is 0.1603. This condition demonstrates that an enhanced organisational culture fosters 
the development of better resilient leader. 
H7 postulates that digital technology determines positively and significantly on resilient leader. 
Nevertheless, the SEM estimation results indicate that digital technology does not exert a 
significant impact on resilient leader. Consequently, the level of resilient leader is not closely 
related to digital technology. 
  
 
TABLE 8. SEM Estimation Result 

Variable Coefficient z-test Probability Note 
Structural:     
Digital leadership (Y)     

Constant -0.0011 -0.01 0.997 
Not 
significant 

Organisational structure (X1) 0.2062 4.02 0.000 Significant 
Organisational culture (X2) 0.2915 6.48 0.000 Significant 
Digital technology (X3) 0.3800 9.22 0.000 Significant 

     
Resilient Leader (Z)     
Constant 1.8697 4.71 0.000 Significant 
Digital leadership (Y) 0.2935 5.41 0.000 Significant 
Organisational structure (X1) 0.2662 4.62 0.000 Significant 
Organisational culture (X2) 0.1603 3.03 0.002 Significant 

Digital technology (X3) 0.0598 1.16 0.246 
Not 
significant 

     
Mean (X1) 8.2944 28.09 0.000 Significant 
Mean (X2) 7.1752 27.96 0.000 Significant 
Mean (X3) 8.6078 28.12 0.000 Significant 
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Variable Coefficient z-test Probability Note 
Covariance (X1, X2) 0.6882 26.35 0.000 Significant 
Covariance (X1, X3) 0.6275 20.86 0.000 Significant 
Covariance (X2, X3) 0.4745 12.34 0.000 Significant 

 
Moreover, covariance can be employed to ascertain the degree of correlation between the 
variables that comprise the resilient leader model. The covariance of the three variables that 
determine digital leadership and resilient leader are presented in Table 8. For instance, the 
covariance of organisational structure and organisational culture (X1 and X2) is a positive and 
significant at the 1% level, with a coefficient level of 0.6882. The covariance of organisational 
structure and digital technology (X1 and X3) is a positive and significant at the 1% level, with a 
coefficient level of 0.6275. Besides, the covariance of organisational culture and digital 
technology (X2 and X3) is a positive and significant at the 1% level, with a coefficient level is 
0.4745. 
Figure 2 presents the framework of the resilient leader model at PT Telekomunikasi Selular. The 
framework was estimated using the SEM procedure, as shown in Table 8. The figure illustrates 
the direct and indirect relationship paths of the resilient leader model. The direct path is defined 
as the relationship between digital leadership and resilient leaders, where digital leadership 
exerts a positive and significant impact on resilient leader. In contrast, the indirect path is 
initiated when the organisational structure and organisational culture determine the level of 
resilient leader. Conversely, digital technology does not appear to be a significant contributor to 
the resilient leader model. These findings indicate that a resilient leader model can be developed 
based on the quality of digital leadership practices at PT Telekomunikasi Selular. The greater the 
commitment of the company's top management to the realisation of superior digital leadership 
quality, the more successful they will be in achieving resilient leader quality.  
 

 
FIGURE 2. SEM Builder Result of Resilient Leader Model 
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Direct, Indirect and Total Effects  
Figure 1 can also be estimated using the SEM procedure in the form of three effects cover direct 
effects, indirect effects, and total effects. The findings of these three effects can be found in 
Tables 9, 10 and 11. The findings are presented in Table 9 pertinent to those presented in Table 
8. For instance, the findings of the direct effects of organisational structure, organisational 
culture, and digital technology illustrate that the three variables have a positive and significant 
impact on digital leadership at a significance level of 1%. This condition demonstrates the 
advantage of a superior quality of organisational structure, organisational culture and digital 
technology, which in turn leads to a higher quality of digital leadership. 
Furthermore, the resilient leader can be determined positively and significantly by digital 
leadership, organisational structure, and organisational culture at a significance level of 1%. This 
finding explains that enhancing the quality of digital leadership leads the quality of resilient 
leaders. Conversely, the influence of digital technology on resilient leaders is not statistically 
significant. 
 
TABLE 9. Direct Effects of SEM Estimation Result 

Variable Coefficient z-test Probability Note 
Structural:     
Digital leadership (Y)     
Organisational structure (X1) 0.0627 4.00 0.000 Significant 
Organisational culture (X2) 0.4755 6.39 0.000 Significant 
Digital technology (X3) 0.3589 8.94 0.000 Significant 

     
Resilient Leader (Z)     
Digital leadership (Y) 0.3056 5.33 0.000 Significant 
Organisational structure (X1) 0.0842 4.56 0.000 Significant 
Organisational culture (X2) 0.2724 3.02 0.003 Significant 

Digital technology (X3) 0.0588 1.16 0.247 
Not 
Significant 

 
   
Table 10 presents the results of indirect effects. The findings underscore the interrelationship 
between organisational structure, organisational culture, and digital technology on the resilient 
leader. This condition implies that digital leadership does not determine resilient leader. The 
findings of the indirect effects express that there is a positive and significant relationship 
between organisational structure, organisational culture, and digital technology on resilient 
leader at the 1% significance level. The greater the quality of the three variables, the greater the 
quality of the resilient leader. 
 
TABLE 10. Indirect Effects of SEM Estimation Result 
Variable Coefficient z-test Probability Note 
Resilient Leader (Z)     
Organisational structure 
(X1) 0.0191 3.20 0.001 Significant 
Organisational culture (X2) 0.1453 4.09 0.000 Significant 
Digital technology (X3) 0.1097 4.58 0.000 Significant 
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This study also exhibits the total effects estimation following the SEM procedure, as detailed in 
Table 11. This table provides further insight into two empirical findings. The initial finding 
concerns the influence of organisational structure, organisational culture, and digital technology 
on digital leadership. The three variables in question exert a positive and significant impact on 
digital leadership at a significance level of 1%. Furthermore, the coefficient relationship between 
variables is 0.0627, 0.4755, and 0.3589, respectively. The findings presented in Table 11 are 
pertinent to those presented in Tables 8 and 9.   
 
 
TABLE 11. Total Effects of SEM Estimation Result 
Variable Coefficient z-test Probability Note 
Structural:     
Digital leadership (Y)     
Organisational structure 
(X1) 0.0627 4.00 0.000 Significant 
Organisational culture 
(X2) 0.4755 6.39 0.000 Significant 
Digital technology (X3) 0.3589 8.94 0.000 Significant 

     
Resilient Leader (Z)     
Digital leadership (Y) 0.3056 5.33 0.000 Significant 
Organisational structure 
(X1) 0.1034 5.52 0.000 Significant 
Organisational culture 
(X2) 0.4177 4.70 0.000 Significant 
Digital technology (X3) 0.1685 3.51 0.000 Significant 

 
Table 11 also illustrates the interrelationship between all variables that contribute to the resilient 
leader model, as depicted in Figure 2. This table reveals two estimation results, namely estimates 
of several determinants of digital leadership and several factors determining resilient leaders. 
The results show that digital leadership is significantly and positively influenced by 
organisational structure, organisational culture, and digital technology. Furthermore, the 
coefficients for each of these variables are 0.0627, 0.4755, and 0.3589. Consequently, enhancing 
the quality of these three variables stimulates an improvement in the quality of digital 
leadership. 
Another finding is that resilient leader is determined by four variables, including digital 
leadership, organisational structure, organisational culture, and digital technology. The impact 
of these variables is positive and significant at the 1% significance level. Consequently, enhancing 
the quality of these four variables facilitates the attainment of resilient leadership level.   
 
DISCUSSION  
This study demonstrates that the resilient leader model can be constructed by a number of 
determining variables, both directly and indirectly. The direct effects are observed when digital 
leadership exerts a positive and significant impact on resilient leader at a significance level of 
1%. The greater the quality of digital leadership, the greater the quality of resilient leader. In 
contrast, the indirect effects are demonstrated by the positive and significant impact of 
organisational structure and organisational culture at a significance level of 1%. Moreover, the 
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covariances between organizational structure, organizational culture, and digital technology are 
positive and significant at 1% level.   
The significant contribution of organisational structure on leadership has been the subject of 
several previous studies, including those by Suryaningtyas and Wilujeng (2017), Sahebjamnia, 
et al (2018), Bryce, et al (2020), and Nnamdi and Onouha (2020). Suryaningtyas and Wilujeng 
(2017) found that organisational resilience did not have a direct impact on organisational 
performance. Instead, the impact was indirect, mediated by leadership resilience. 
In their study, Sahebjamnia, et al (2018) employed the integrated business continuity and 
disaster recovery planning (IBCDRP) model to examine organisational resilience in 
manufacturing companies. The IBCDRP model is designed to utilise internal and external 
resources in a relatively expedient manner, with a relatively low level of operational loss. They 
found that this model could be applied to design organisational management in a more precise 
and effective manner. In periods of crisis, such as the current pandemic, it is of the utmost 
importance that company leaders implement more appropriate and robust organisational 
strategies (Bryce, et al., 2020). Bryce, et al. (2020) posit that organisational resilience strategies 
during the COVID-19 pandemic period will facilitate the anticipation of similar events in the 
future. Therefore, the capacity to anticipate and comprehend the dynamics of crises will be a 
factor in determining an organisation's resilience strategy. 
In particular, Nnamdi and Onouha (2020) examined the significant contribution of crisis 
management strategies on organisational resilience in the telecommunications industry. During 
the crisis period, telecommunications companies experienced significant pressure on both the 
internal and external fronts, resulting in a decline in productivity and income. They reported 
that changes in business strategy have a significant impact on organisational resilience. 
Furthermore, the utilisation of organisational resources can encourage increased resilience of 
business operations. Additionally, work groups (unions) are able to improve organisational 
resilience. The appropriate handling of crises and their impact on the organisation has 
implications for organisational resilience. 
Moreover, the organisational culture can determine the leadership style within the organisation, 
as evidenced by a study conducted by Koronis and Ponis (2018). Technological advances can 
serve as a catalyst for the development of robust organisational leadership. They posit that 
organisations with a more robust cultural resilience will be better equipped to manage and 
mitigate negative impacts and create new conditions. The condition is a main factor to integrate 
organisational culture during periods of crisis in order to encourage organisational resilience. In 
contrast, Erhan et al. (2022) argued that leaders must be responsive to technological 
developments. In essence, this condition results in the contribution of digital leadership to 
organisational leadership in a sample of 320 textile industry managers in Turkey. The method 
employed is path analysis. The positive impact of digital leadership on organisations is evidenced 
by the reduction in operational costs through the use of digital technology and the ability to work 
remotely. Furthermore, the impact of digital leadership is observed to be innovation in work 
behaviour and work culture. 
Azizi, et al. (2023) identified several key skills associated with effective leadership, including the 
ability to set a vision and goals, create opportunities, encourage employees to think creatively 
and innovatively (outside the box), integrate employees across teams and groups, communicate 
effectively within the organisation, develop and drive business strategies, and collaborate. 
Furthermore, Codara and Sgobbi (2023) observed that the digital transformation process can be 
facilitated and realised through the establishment of robust leaders. The enhanced capacity of 
effective leaders can play a pivotal role in the success of digital transformation within business 
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organisations. The process of digital transformation necessitates the presence of digital 
leadership. The digital leadership can be associated with the concept of resilient leader.  
 
 
CONCLUSION AND POLICY IMPLICATION 
Resilient leaders are needed to maintain, encourage and seek breakthrough business 
development strategies in times of uncertainty and crisis. In the recent period of uncertainty and 
crisis, leaders of business organisations are also required to be technologically savvy and 
successful in digital transformation. Therefore, this study constructs a resilient leader model 
under a moderating variable for digital leadership in Indonesian Telecommunication Company. 
The sample size is 406 respondents (total sampling). Moreover, SEM was applied to address the 
study objective. 
The findings can be described in several ways. First, digital leadership is positively and 
significantly influenced by organisational structure, organisational culture and digital 
technology at the 1% level of significance. Second, the resilient leader is positively and 
significantly determined by digital leadership, organisational structure and organisational 
culture at the 1% level of significance. Third, the covariances between the variables that construct 
digital leadership and resilient leader are positive and significant at the 1% level of significance. 
Policy implications can be elaborated in several ways. First, top management (directors and 
managers) of PT Telekomunikasi Selular should determine an organisational structuring 
strategy and organisational culture that is internalised through the digital transformation 
process. Second, they can improve the quality of digital technology to ensure the achievement of 
better digital leadership. Third, the improvement of digital leadership can inspire the 
strengthening of resilient leaders. Therefore, PT Telekomunikasi Selular should take digital 
leadership as an indicator or prerequisite for resilient leaders who are dynamic, flexible, 
visionary and adaptable to uncertainty and crisis. 
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ABSTRACT 
 
The globalization of integrating Islam has exacerbated the significance for entrepreneurs to 
grasp Islamic principles, particularly in the context of environmentally responsible business 
operations in Muslim-majority countries. Despite this requirement, Islamic research on ethical 
considerations in green business remains limited. This study aims to address this gap by 
investigating the influence of Islamic ethics on the conduct of renewable energy entrepreneurs 
in Indonesia using a case study approach. This study employed qualitative exploratory methods 
using two layers of interviews with ten critical respondents involved in establishing and 
managing productive enterprises in Bandung and Semarang regions in Indonesia, and this study 
examines how Islamic ethics can influence the adoption of green entrepreneurship in Muslim 
countries. Moreover, the findings provide insights into the intersection of religion and 
environmental activism in the context of zero-waste shops, illustrating the beneficial influence 
of Islamic principles on environmentally conscious business operations. A new perspective is 
presented in this study about the intersection of Islamic ethics and environmental sustainability 
in business, and this study also opens the door to critical discussions about how Islamic ethics 
can be linked to green entrepreneurship among Muslims. By examining Islam's role in 
environmental activism, this study provides an opportunity to gain new knowledge and offer 
arguments for critical entrepreneurial studies. 
Keywords: Islamic Ethics, Green Entrepreneurship, Sustainable Development, Indonesia  
 
INTRODUCTION 
In Indonesia, religion became a significant concern throughout the ages as the state and religious 
institutions split. The so-called "value-free society" emerged, and economists became obsessed 
with the mechanics of economics. Thus, a rising number of people recognize that value-free 
economics is a misnomer. Over the last two decades, postmodernist intellectuals have argued 
for reforms, and there has been a return of a moral dimension (religious ethics) in 
entrepreneurship. Furthermore, in the 1960s, developing countries initiated environmental 
protection regulations in response to increasing industrialization, marking the inception of 
green entrepreneurship (Jiang et al., 2018). Green entrepreneurship has since evolved into a 
global activist movement addressing ecological issues such as renewable energy (Haldar, 2019), 
land degradation (Marouek et al., 2019), global warming, and natural resources (Potluri & Phani, 
2020).  
The entrepreneurship-driven shift towards sustainable practices is viewed as a remedy for a 
sustainable economy, challenging traditional industries (Vatansever & Arun, 2016). However, it 
became evident that the macro-green economy in developing nations like Indonesia differs 
significantly from that of wealthier countries, particularly in its grassroots construction by both 
society and industry within the nation (Herman, 2021). However, key players in this landscape 
are green entrepreneurs who adhere to the "sustainability principle," incorporating green values 
into their business operations and the promotion of environmentally friendly products or 
services (Zhao et al., 2020). While scholars, professionals, and regulators have started 
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acknowledging novel Islamic ethics among green entrepreneurs who prioritize environmental 
concerns (Fallah & Soori, 2022; Haldar, 2019; Muo & Azeez, 2019).  
Interestingly, the author discovered Al-Ittifaq, an Islamic Boarding School in Bandung, 
Indonesia, founded in 1934, and lately, they have introduced Alifmart as an official shop for their 
products. This transformational school merges traditional education, agribusiness, and 
sustainability (Safeí & Himayaturohmah, 2023). The school offers vital life skills such as 
agriculture, animal husbandry, and multimedia through a triangle curriculum that stresses 
study, Quran recitation, and entrepreneurship across three concentrations (Ulya, wustha, and 
special). What distinguishes Al-Ittifaq is its extraordinary integration of renewable energy 
methods, which employs a 'learning while working' approach that actively incorporates students 
in environmentally friendly fruit and vegetable production within greenhouses. Thus, the 
devotion to sustainability extends to agricultural methods, where waste is cleverly transformed 
into biogas and subpar food is used as cattle feed. The school not only serves market demands 
but also contributes to economic success with an average daily output of 3 tons supply in a 
market. While profits cover operational costs and assist financially disadvantaged students in 
the school, it demonstrates the school's commitment to comprehensive education and Islamic 
ethical behaviour in green entrepreneurship in Indonesia. 
Furthermore, the author also found Life and Co Store in Semarang, Indonesia, with the phrase 
"nature has a story, humans have a feel" (Wardhani, 2020). Life & Co Store, which opened in 
April 2020, is a zero-waste abundance shop that sells various household goods made from 
renewable resources and organic food in bulk. The business offers its items without packaging, 
allowing customers to transfer the things they desire directly to the containers they bring, paying 
for the amount they choose. The store is also connected to a garbage bank, which recycles 
unwanted consumer products. Additionally, Life and Co Store provides a co-working area for 
workshops, learning, and discussions on issues related to the environment. 
According to the author's research, several of the founders of Life and Co Store had a past as 
college da'wah activists with a significant interest in Islam. Meanwhile, limited studies have been 
conducted on the relationship between religion and green entrepreneurship. As a result, this sort 
of situation is referred to as a "blind spot" and a source of misunderstanding in entrepreneurial 
endeavours. Thus, studying these links is difficult in reality since slight emphasis has been 
devoted to the function of religion in motivating green entrepreneurs.  
This study aims to investigate the influence of Islamic ethics in green entrepreneurship in 
Indonesia, and the author took the case of Al-Ittifaq, Bandung, and Life and Co Store Semarang, 
particularly by delving into the application of Islamic teachings in the realm of green 
entrepreneurship. Further, the main objective is to characterize the dynamics of Muslim 
entrepreneurs concerning innovation. The study begins with an exploration of the organizational 
structure and established connections within it, focusing on their influence on resource 
acquisition, sustained participation, and social capital retention. These bonds play a pivotal role 
in cultivating stable interpersonal relationships, fostering a sense of community in corporate 
management, facilitating knowledge exchange, and ensuring the long-term viability of the 
business. The author emphasizes understanding the religious motivations and belief systems 
that may manifest throughout the entrepreneurial process, ultimately contributing to the 
emergence and acceptance of green innovation. The following sessions consisted of literature, 
which included thorough studies on this matter and the importance of Islamic ethics in the 
business. The next session explained the detailed methodology, followed by results, discussion, 
conclusion, and recommendation.    
 
LITERATURE REVIEW 
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2.1 Green Entrepreneurship and Renewable Energy  
Berle (1991) describes green entrepreneurship as "accepting the ecological obligation to create a 
desirable universe." Nevertheless, the dearth of consensus on the concept of "wise" causes 
research to grow more segmented in distinguishing between green and non-green 
entrepreneurship (Rodgers, 2010). On the other hand, green entrepreneurship essentially 
describes enterprises founded on green or environmentally friendly norms, significantly 
reducing the negative impact of their production and distribution operations on the 
environment (Gast et al., 2017). Yet, it has not been commonly recognized how green 
entrepreneurship-based enterprises may achieve environmental sustainability while also 
promoting growth in society and the economy. This notion is thus founded on a comprehensive 
knowledge of the interdependence of the three pillars of sustainability: People, Planet, and Profit 
(Elkington, 1998).  
Although the idea of green entrepreneurship is essential, entrepreneurs face a variety of 
challenges, including public acceptance (Silajdi et al., 2015), understanding of the environment 
(Joshi & Rahman, 2015; Xu et al., 2020), sustainable green resources (Sher et al., 2019), and 
price transparency (Soomro et al., 2020). Green businesses, for instance, might turn away 
prospective clients while avoiding purchasing owing to the expensive pricing they earn after 
complying with environmental concerns with specified regulations (Sher et al., 2019). Small and 
medium-sized companies (SMEs) operating in green industries experience a shortage of 
working capital, high loan charges, and a dearth of needed security (Mkhonza, 2018).  
Extensive entrepreneurial instruction may raise knowledge of purchasing environmentally 
friendly items, such as zero-waste enterprises (Potluri & Phani, 2020). A zero-waste business is 
a company that promotes sustainability by having a low negative impact on the environment 
(Hartmann & Ibáez, 2006). The zero-waste shop company applies the notion of sustainability to 
two areas of environmental issues: the items sold and the way the business is conducted. To 
reduce waste products, the zero-waste strategy directly challenges the idea that single-use goods 
should be replaced with renewable alternative meanings.  
Waste is recognized as a 'misallocated resource created during the transition phase across 
producing and consuming processes by zero waste retailers. As a result, it needs to be returned 
to the mechanism for re-use, reassembling, resale, redesigning, recycling, or reprocessing (A. U. 
Zaman, 2016). Zero Waste views trash as a resource that must be utilized rather than a leftover 
material that must be disposed of (Glavi & Lukman, 2007) and demands re-circulation in the 
system (A. Zaman & Newman, 2021). This causes a shift in consumer behaviours to supply 
remedies that adhere to the greenwashing concept in their products (Fuentes et al., 2019).  
2.2 Al-Ittifaq and Life and Co Store with Zero Waste  
Almost all major cities and villages have supermarkets, distributors, and agencies for certain 
Indonesians. What if the business that sells everyday essentials introduces the notion of a zero-
waste lifestyle to its customers? Al-Ittifaq and Life and Co, a wholesale business (bulk store), 
launched a new ecologically friendly producing and shopping lifestyle. This endeavor was 
undertaken to reduce the waste and also to reduce the amount of plastic garbage in Indonesia, 
which has been an issue (Armein, 2020). 
The Al-Ittifaq Islamic boarding school has served as a paradigm to demonstrate how a faith-
based group might attain food sovereignty via gardening. Al-Ittifaq is currently capable to offer 
its agricultural products to regular markets as well as supermarkets in addition to farming 
foodstuff to feed its students. Agus Setia Irawan, the head of the pesantren's cooperative, pointed 
out that crop and fruit growing, alongside livestock agriculture, constitute components of the 
school's curriculum. The holy verses are only said after each of the day's five prayers (Purbaya et 
al., 2022).  
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Photo: A student is cutting melons in the garden at Al-Ittifaq Bandung 

 
At Al-Ittifaq, students are separated into three distinct categories, the first of which works on the 
plantation to cultivate, preserve, and harvest its goods. The second group is responsible for post-
harvest processing, which includes product sorting, packing, and supply chain management. The 
cattle are managed by the third group. Al-Ittifaq presently contains around 11 hectares of 
agricultural land, the majority of which is centered on the pesantren. This school has evolved 
into a role model of pesantren, self-sufficient in food and farming, and can today fulfill the 
demands of its 550 pupils (Armein, 2020).  
Al-Ittifaq has been able to distribute vegetables to traditional markets and supermarkets in 
Bandung and Jakarta because to a surplus of output. It presently sells 63 different kinds of 
veggies and fruits. The pesantren currently provide shoppers with around 3.2 metric tons of 
veggies every day, with conventional markets absorbing 60% and grocery stores, dining 
establishments, and resorts absorbing the remainder. The proceeds from the sales are utilized 
as agriculture investment, to feed the pupils, and to fund activities that include mass marriages, 
mass circumcisions, and religious festivals like those commemorating the Prophet's birthday 
(Sudiapermana & Muslikhah, 2020). 
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Photo: Vegetables that produced and sold by Al-Ittifaq 

 
While bulk retailer is the most recent iteration of a wholesaler retailer that follows an ecologically 
responsible philosophy. In addition, do business sell in big amounts, however they additionally 
reduce the usage of plastic packaging, which is typically used to package the things they offer. 
Customers are forced to provide containers of their own since the things offered do not come in 
packaging that is disposable. On Sunday, April 19, 2020, the Semarang Back Ind youth coalition 
launched Life and Co. Falasifah, the Director and Initiator of Back Ind, had the idea when visiting 
a bulk market in Surabaya and Yogyakarta. He views this approach as being particularly 
appropriate for numerous activities in his town, namely empowering the people through a 
creative economy based on a circular economy (Greeners.Co, 2020).  

 
Photo: Life and Co, a zero-waste wholesale store, is based in Semarang, Central Java. 

 
Life and co, like all grocery stores throughout the world, supplies essential commodities with a 
zero-waste premise. According to Falah, the items given are the outcome of partnership with 
numerous Micro, Small, and Medium Enterprises in Semarang City."At Life and Co, we don't 
just sell bulk goods, but try to collaborate with several MSMEs that have minimal waste 
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products in line with our vision," stated Falah, on Sunday, 19 April. With this bulk shop, he and 
his team hope to rebuild Indonesia's spirit, which is once again reliant on nature. "If I look at 
the people in the city of Semarang, many of them have forgotten their ancestors, such as lerak 
which was previously made for washing, that's why we educate them,"  he went on to say. 
2.3 Islamic Ethics in Business 
Islam urges its adherents to take an active role in creating beneficial social and economic values 
(Abdullah et al., 2015; Abuznaid, 2009). Work is valued in Islamic ethics due to the fact it 
enhances individual well-being and preserves their reputations in society (Ali & Al-Owaihan, 
2008). Work is, therefore, a desirable kind of prayer (muamalah) to obtain Allah's favour. 
Islamic teachings are dedicated to the passion of giving in order to create new employment and 
foster entrepreneurship goals. The practice of entrepreneurship, on the other hand, might result 
in obsessive desire in the form of sensations of excessive excitement (Astakhova & Ho, 2018). As 
a result, Muslim entrepreneurs have to conform to ethical principles (Kaliffa, 2003). Enthusiasm 
is the same as devotion to establishing a business based on Islamic ethical standards. 
Entrepreneurs often feel compelled to act on obsessive passions.  
Islamic concepts that impact entrepreneurial ethics could help Muslim entrepreneurs engage in 
socially valuable enterprises (Hassan & Hippler, 2014). This may be converted into Islamic 
principles, supporting Muslim entrepreneurs and stimulating the formation of new businesses. 
This sort of entrepreneur appears highly regarded for matching individual and communal goals 
(Seelos & Mair, 2005) and symbolizes the religiously solidified protecting belts that constitute 
society (Tracey, 2012). In short, spiritual capital is beneficial to entrepreneurial innovation 
(Neubert et al., 2017). Consequently, ethical ideals impact individuals' behaviour and, as a result, 
specific sorts of entrepreneurship in the Islamic environment.  
Islamic ethical beliefs place great importance on forming innovative and creative social 
businesses. Given that entrepreneurship and its businesses have been identified as the driving 
force of the socioeconomic growth of a nation (Altinay et al., 2016), Islamic teachings can be one 
of the motivators for Muslim entrepreneurs to get actively involved with entrepreneurship for 
the advancement of society as whole Islamic principles have a favourable impact on the potential 
for creativity in public sector organizations (Kumar & Rose, 2010). This description prompts us 
to investigate Islamic ethics' direct and indirect implications on social innovation (Gursoy et al., 
2017). If passion is embraced, it serves as a bridge in the entrepreneurial process. As a result, 
seeing Islam as a conductor of passion that may encourage social innovation, mainly green 
entrepreneurship, makes sense. 
The significance of business in Islam is that it is regarded as an economically and socially 
valuable activity. Muhammad (PBUH) himself spent most of his life trading. In Islam, ethical 
notions connected to business activities include perspectives on consumption, ownership, 
business goals, and the behaviour of diverse individuals. Although ethical ideals, including 
integrity and solidarity with those in need, are fundamental in Islam, Judaism, and Christianity, 
Islam's sociopolitical system, drawn from the Qur'an and sunnah, thoroughly treats economic 
factors and commercial connections. Although Christians may maintain an essential opposition 
to financial institutions, Islam gives a realistic life program that includes specific instruction on 
interest, taxation, wealth circulation, fair trading, and consumption. Shari'ah (Islamic law) 
governs diverse economic transactions, while there is no prejudice between Muslims and non-
Muslims in corporate legal judgments. The Quran emphasizes treating Islamic and non-Islamic 
employees with fairness, equity, and honesty.  
Despite to popular belief, Islam permits individuals to meet what they need while also fostering 
variety and innovation when it comes to their lives. It is against economic homogeneity, and 
economic liberty is permissible inside the context of ethical principles. Yet, in nations with 
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predominantly Muslim communities, the actual execution of Islamic ethics may confront 
obstacles, necessitating the commitment of a significant amount of marketplace participants to 
bridge the gap between thought and action. The next session explains the methodology to 
accomplish the study objectives.  
 
METHODOLOGY 
This study employed qualitative exploratory methods to investigate how Islamic principles 
influence green entrepreneurship at Al-Ittifaq (Alifmart) in Bandung and the Life and Co Store 
in Semarang. The qualitative analysis methodology Seidel (1998) developed was modified to 
examine and disclose a thorough comprehension of the item under investigation. The qualitative 
research design adheres to the intended objective of this study more effectively than the 
quantitative approach. Qualitative approaches are well suited to investigating people's 
behavioural responses in everyday circumstances (Belk et al., 2005).  
3.1 Data Collection Methods 
The researcher chose ten active executive respondents from Al-Ittifaq and the Life and Co Store. 
Those current organizational executives were selected, and respondents in both businesses were 
male and female. The participants were separated into two distinct groups. Purposive sampling 
was used to choose two founders from Al Ittifaq and two from Life and Co Store responders for 
this initial layer. The significant respondents (key informants) were selected based on their sense 
of faith engagement and understanding. The interview procedure (semi-structured interviews) 
was developed ahead of time to explain significant details regarding the investigation's subject 
matter, goals, and purposes. The interviews were designed to follow features of religion in the 
respondent's entrepreneurship and operations, as well as to aid in the development of an image 
of the organization's surroundings. These concerns include the presence of spiritual research, 
religiously critical problems in entrepreneurship, and environmental challenges from an Islamic 
perspective.  
Furthermore, the second-tier responders are active administrators recruited by Al-Ittifaq and 
Life and Co Store. The second-tier respondents were selected depending on their various duties 
and divisions, which were thought to effectively express the circumstances and variances in Al-
Ittifaq and Life and Co Store management. Three more persons were invited to remark on their 
own professional experience as well as their views of the founders of Life and Co Store. Table 1 
displays the six respondents. 
 
Table 1. Participant Data 

Sample Participant Age Gender Qualification Major Status 
Al-Ittifaq Founder-1 28 Male Master Management Principal/Director 

Founder-2 26 Female Bachelor Marketing Head of Marketing 
Communication 

Staff-1 25 Female Bachelor Accountancy Head of Finance 
Staff-2 25 Male Bachelor Biology Head of Operational 

Management 
Staff-3 22 Male Bachelor Economics Head of Product 

Development 
Life and 
Co Store 

Founder-1 40 Male Master Islamic Study Director 
Founder-2 35 Male Master Islamic 

Economics 
Head of 

Staff-1 26 Female Bachelor Islamic 
Banking 

Head of Finance 

Staff-2 24 Male Bachelor Economics Head of Supply 
Market 

Staff-3 20 Female Bachelor Education Head of School 
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Management 

Furthermore, scholars used online platforms to undertake informal conversations, dialogue, and 
connections (Bauman, 2015). Discussions on developing subjects such as Quranic verses and 
hadiths on environmental challenges were observed in social media communication. This 
technique offers the researcher with context sensitivity that extends throughout the evidence 
and information obtained through the interview process. This approach delivers a plethora of 
data by demonstrating emergent trends. These several sources of data enable comprehensive 
perspectives to aid in data analysis.  
3.2 Data Analysis Techniques 
The deductive reasoning approach often employs an inductive method according to particular 
facts acquired, which produces broad findings. This level uses Seidel's (1998) generic qualitative 
analysis of data approach. The initial phase begins by interviewing and labelling (noting) the 
subject matter of the information that was obtained so that the source of the material may be 
tracked. The data is further organized and classified in the following stage depending on the 
objectives that must be met. At this stage, the author must mark and categorize the data. 
The third stage is when the researcher must accept that the data categories have relevance once 
the data has been more cleanly organized. Scholars seek for similarities in the connections 
between all the data sets. Finally, summarize the study results. 
Notably, a three-dimensional (Triangular) approach is employed to assess the credibility of the 
information at issue. In qualitative research, the data acquired must be examined again to 
determine the quality and reliability of the data using multiple times and instruments (Patton, 
1987). The most common triangulation strategy in research is to compare the status of one's 
viewpoint data with the opinions and points of view of others as well. The approach desired is 
not the similarity of concepts, ideas, and beliefs but rather understanding the grounds behind 
the presented viewpoints (Smith & Smith, 2018). 
4. Findings 
The findings of this study, based on interviews with participants, indicated that religious ethics 
are dealt with and altered in the establishment and encouragement of entrepreneurial 
operations. Additionally, it indicates participants' religious involvement, their ability to sacrifice 
values that go along together with enterprise, their attributional qualities, and how these 
characteristics might affect entrepreneurial partnerships. The deconstruction of religious 
entrepreneurship, belief systems, and information transmission are the three key topics 
underpinning Al-Ittifaq and Life and Co Store's advocacy of religious ethics in green 
entrepreneurship.  
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 1. Findings pyramid 

Religious 

Entrepreneurship 

Blief System 
Information 

Transmission 



158 
 

 

 
 

4.1 Religious Entrepreneurship 
Religious motivations provide an ethical impulse that grows as a source of economic 
independence for Al-Ittifa and Life and Co Store management. Nowadays, business has become 
a way of following the Prophet Muhammad, a pioneer role model who took nourishment. This 
“muamalah” ritual is also a source for entrepreneurial activities attempting to apply their 
expertise to Zero Waste Store or other businesses. The research illustrates how spiritual 
considerations encourage participants in the first tier of administration to create revenue. 
Participants are adamant that company and making a living may be permitted merely because 
Islamic religious values support it. For instance, founder-2 in Life and Co Store believes that: 
"When I look at entrepreneurship through the lens of Islam, it is clear that Rasulullah is an 
entrepreneur." So, from our viewpoint, as long as the business is good and serves a worthy 
cause, Islam serves as a prime instance of entrepreneurship. So, I believe this is also the motive 
behind establishing Life and Co." 
Similar to the above response, Founder-1 from the Al-Ittifaq believes that:  
" I feel that entrepreneurship has the most significant importance in the context of Islam, as 
evidenced by several historical examples. Interestingly, our last Prophet Muhammad was also 
an entrepreneur while being a Muslim; this is the ideal encouragement for us to think about 
zero-waste businesses. So, we wanted to integrate Islamic ideals in Al-Ittifaq, which was 
simply an Islamic boarding school, before adding zero-waste agri-business."  
In addition, Founder-1 believes that Islam, utilizing the role model of the Prophet Muhammad, 
strongly encourages its adherents to be more involved in developing entrepreneurship by 
quoting the main sunnah principles: "Entrepreneurship has been consistently instructed while 
the period that followed the Prophet considering that he was an entrepreneur and a trader, 
whose nine opportunities of survival originated with making trades." Trading is illustrated as 
a line in running the economy and expanding social aspects. This enthusiasm may be channelled 
into the development of creative social projects. 
The majority of second-tier responders, on the other hand, place a greater focus on execution. 
In one instance, Staff-2 in Life and Co-Store stated: "Islam in supervising enterprise is 
beneficial. However, whether to execute this since we need must be sincere, supply the power 
source finest merchandise, make sufficient revenue such things." All second-tier responders 
provided general responses to Islamic laws rather than precise responses to a literal issue. 
The manager of Al-Ittifaq and Life and Co Store of operates their business by taking the 
difference between the purchasing and selling prices. The researcher's observations in the Al-
Ittifaq and Life and Co Store example demonstrate that substantial revenues are gained while 
enormous package orders are received. Staff-3 in Life and Co-Store defends his pay by stating: 
"Nowadays, the greatest benefit comes from providing packages. ASEAN-SEDP previously 
bought significant amounts of hampers; thus, we make a high profit compared to individuals 
who buy directly at the store since packages purchase more than units." 
However, Staff 2 in Al-Ittifaq provides fascinating insight regarding this: "Nowadays, providing 
gifts and more discounts leads to higher profit because of maximization of product unit sell 
overall." This response is also similar to the reaction of Staff-3 from Life and Co-Store.  
 In terms of profits, executives think they have fixed the price differential following Islamic 
principles. However, there exists absolutely express regulation within Islamic law regulating the 
proportion of profit differential from acquiring and selling rates. Nonetheless, Islam highlighted 
the need to set a fair price based on the marketplace's price as long as it does not exploit others 
(Yousef, 2000). Likewise, measures are being taken at Life and Co Store and Al-Ittifaq. Staff-2 
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for Life and Co-Store provided a scenario: "Profitability is additionally restricted to a maximum 
of more than 50% of the purchase price, ensuring that we cannot make enormous or exorbitant 
profits." In addition, Staff-3 from the Al-Ittifaq highlighted that: "We are prohibited from 
making profit more than 50% because it reduces the loyalty towards consumers, and also they 
become loyal customers towards us."  
Al-Ittifaq and Life and Co Store participants tie their livelihoods and personal lives with religious 
beliefs. The significance of the religious's transformational power for economic motives and 
actions entails having the capacity to legitimize the creation of new motivations, activities, and 
organizations on religious or political grounds unaffected by the initial inclinations and beliefs. 
The founders' first efforts seemed unable to distinguish between the example of the Prophet of 
Allah and the sort of business chosen to run. Business operations and knowledge about their 
duty as Allah's slaves are designed to base Islamic teachings on broad principles that all 
individuals may embrace. Thus, Founder-2 in Al-Ittifaq confirmed that:  
"Being part of management, we continually incorporate moral dilemmas throughout our 
company's operations processes, including adherence to Islamic teachings. We know that just 
claiming accomplishment is inadequate; real achievement depends on aligning our operations 
with principles that represent our steadfast adherence to the highest standards of ethics. This 
dedication extends further asking benefits; it represents a concerted effort to ensure that our 
company is consistent via the values we consider precious." 
The Founder-2 from Life and Co Store stated: "Because we are part of the management, we 
always involve God. For example, the claim is untrue if our business does not conform to 
Islamic principles. It does not imply because this is a blessing."  
4.2 Belief System 
According to the data available, Islam appears to be complex, affecting participants' beliefs, 
philosophical thoughts, and everyday activities. Attention towards the ecosystem has evolved 
across all replies because it involves an aspect of continuity, and some of its activities are evident 
in Islam. Because they constantly become, develop, and deepen religious beliefs regarding what 
they do as entrepreneurs, Al-Ittifaq and Life and Co Store managers tend to instil awareness of 
environmental concerns. Founder-1 Life and Co Store believes strongly in this: 
"The first of our founding pillars is the fact that we believe that, most particularly as human 
beings, God sent us to be rahmatanlilalamin, as stated in the Holy Qur'an. Rahmatanlilalamin 
indicates that humans must be merciful to all animals alongside humankind." 
Comparably, it looks like there is a shared perception that religious beliefs and environmental 
concerns emerge through individual readings and perceptions of faith-based scriptures, for 
example, the Qur'an and Hadith. Throughout the interviews, the level at which people felt 
satisfied with mixing environmental and religious themes fluctuated. For instance, Founder-2 
in Al-Ittifaq states that "Muslim has a mission as a fill and caliph or leader for all beings, and 
this is taken to include protecting all species, especially the natural systems that sustain them, 
which include bacteria, germs, fungus, plants, and animals." The second-tier participants 
supplied no justifications from Islamic scriptures concerning natural laws. On the contrary 
hand, first-tier participants are unable to contend with embracing comprehensive 
interpretations of Islam for the benefit of nature. In a similar vein, Founder-2's point of 
perspective emphasizes the following: 
"The objective is to care for the environment and nature to maintain it attractive and 
harmonious. Spirituality has to promote these noble ideals because it is a good thing." 
He continues by clarifying how Islam strongly encourages its followers to become more engaged 
in environmental preservation by using Qur'anic verses: "Corruption has spread on land and 
sea as a result of what people's hands have done so that Allah may cause them to taste the 
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consequences of some of their deeds and perhaps, they might return to the Right Path." (Al-
Qur’an: Surah Ar-Rum Verse 41). 
Islam appears to be increasingly instilled by religious notions highlighting the therapeutic 
potential of holy scriptures related to ecological protection. A knowledge gap exists between 
founders with a better theological understanding of environmental preservation and second-tier 
managers/respondents. While questioned how Islam manages environmental concerns, Staff-2 
replied with the definitions of Islamic ideals within the Universal Pictures framework as 
described by its prior founders but lacked knowledge of these precise arguments: "I'm not sure 
whether there are any hadiths that deal with environmental concerns. I'm not sure yet."  
Despite both groups of participants believing in Islamic teachings, they have different 
perspectives about Islam's extensive and varied legacy, which could promote a wide range of 
objectives and beliefs. In that setting, most Muslim responders endeavour to comprehend and 
respond to environmental protection in ways that they believe align with their personal beliefs. 
4.3 Information Transmission 
The findings show a link between information transfer from the founders to the second-tier 
respondents, who have been documented and monitored throughout the firm. For example, the 
involvement of first-line respondents in affecting corporate management is reflected in 
Founder-1's Life and Co-Store's understanding, which states: "This is how we frequently 
address (naturally occurring environmental concerns) at Life and Co. We understand that 
despite our insignificant role, we will be held accountable (which is responsible for what 
happens afterwards); thus, we perform our absolute best."   
Furthermore, the Founder-2 from Al-Ittifaq mentioned that:  
"Every week, we hold meetings to ensure sustainability and to share information within the 
organization so we can mitigate and find a way to convert the residual energy into renewable 
energy." 
Furthermore, the management indicated they would provide workshops for business 
negotiations. As a result, societal patterns appear to inherently encourage environmental 
activism networks that address linked concerns. This is perceptible since environmental 
difficulties are apparent regardless of the pluralism attitudes expressed and presumed by most 
participants.  
Nevertheless, they encounter challenges whenever required to acquire knowledge from religious 
or scientific research concerning environmental issues from an Islamic perspective. Therefore, 
Islamic religious leaders and academics rarely tackle ecological concerns from an Islamic 
standpoint. Both first and second-tier participants shared the confession. Staff-2 in Life and Co-
Store stated: "That is the problem at stake. I believe that the link connecting Islam and the 
environment is seldom exaggerated, and I have been involved in various both online and offline 
research which have never publicized such results."  
Transferring information is an essential building component in reasoning regarding the 
procedure of creating environmental activism in the religious axis. Yet, sources of information 
are challenging to access, or sometimes nobody supplies information. It had been proposed that 
understanding and awareness of environmental challenges allow entrepreneurship to take 
advantage of possibilities using various techniques that consider individual and collective traits, 
social capital, social networks, and public views. They feel that plurality may be used whenever 
management possesses a standard idea of environmental issues. At the same time, debating it 
from an Islamic standpoint constitutes an individual debate amongst individuals who share 
similar beliefs. The importance of the environment and context, as well as the connection that 
exists between entrepreneurship and the outside world, causes administrators not to 
concentrate on the study of religion across a broader round Founder-2 highlighted: "We don't 
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normally speak about Islamic studies, but we do talk regarding our responsibilities as faith-
based individuals. This isn't promoting a certain faith."  
 
DISCUSSION  
According to the findings of the present research, one of the primary motives behind launching 
Life and Co Store was the desire of entrepreneurs to combine their beliefs with their faith with 
professional pursuits (van der Westhuizen & Adelakun, 2022). Green enterprises are created by 
Muslim entrepreneurs who are passionate about the preservation of the environment. When 
asked about the extent of the linkage between religious principles and entrepreneurial activity, 
research participants stated that the two are not mutually incompatible but complementing. The 
initial owners of this organization had an intense need for closer alignment between work and 
faith. They were growing dissatisfied with the current state of the environment surrounding 
them. The entrepreneurs subsequently had an epiphany, understanding that green 
entrepreneurship may be a method to solve environmental problems while also unifying the 
principles of religion.  
Thus, green entrepreneurship may bridge religion and their values, allowing entrepreneurs to 
merge personal spiritually orientated aspirations with commercial operations, which may 
autonomously finance their operational endeavours (Ajzen & Fishbein, 1980; Krueger & 
Carsrud, 1993). Green entrepreneurs demonstrate this in the instance of a zero-waste store, 
which provides a sophisticated outlook on the industry and an extended and even more 
dynamically nuanced image of religious beliefs. In this context, the process model that portrays 
an individual's quest to become a green entrepreneur demonstrates whether religion's principles 
may affect the process of entrepreneurship. 
Another significant conclusion is that this investigation demonstrates whether activism 
regarding the environment, economic issues, religious understanding, and social capital interact 
to develop financial and activism instruments. Muslim entrepreneurs attempt to address 
environmental problems through economic processes while making geographical compromises, 
something that's uncommon. When asked about Islamic teachings on issues related to the 
environment, the majority of those surveyed said that such notions are created by a lack of 
awareness of the subtleties that pertain to the Al-Qur'an and Hadith. The meaning thus relates 
to a situation that is uniformly interpretable. In demonstrating the creativity in incorporating 
principles into the administration of Life and Co-Store, it appears that their business philosophy 
has altered and adjusted to the circumstances rather than stagnating with spiritual cleansing. As 
a result, it is envisaged that entrepreneurship praxis triggered by cultural and socioeconomic 
disparities would develop (Ojo, 2019). 
The founders exemplified creative enterprise by building fresh marketplaces and consumer 
connections, and they also demonstrated by acting as social and institutional mediators in 
promoting environmental advocacy. They position themselves at the intersection of religious 
belief and environmental action, arguing that religious ideals may also solve ecological 
challenges. Life and Co Store is funded by the Jaminan Kredit Indonesia (Jamkrindo), where 
interest credit (riba) is forbidden in Islam (Azmat et al., 2021). The lack of Islamic financial 
literacy may be a separate issue, and they are unaware of it. The lack of Islamic financial literacy 
may be a particular issue, and many people are unaware of the problem. It must be highlighted 
that the term ethics does not embody either monetary or non-monetary elements but rather a 
collection of moral concepts and social laws. As a result, the present study contends that 
comprehending wakefulness does not limit itself to essential elements associated with happy or 
unfavourable emotions. Still, an additional investigation of the impact of ethical determinants is 
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required to understand the antecedents of the desire for social innovation. In administering 
Islamic practice, social responsibility is a fundamental precept.  
By doing acts that help improve society, Muslim entrepreneurs are more concerned with social 
actions and services rather than revenue. Considering Islamic ethics is linked to ethical 
principles, economic and social ethical conduct is a favourable determinant of entrepreneurial 
endeavour and development. As a result, the behaviour of the enterprise's management is 
influenced. The company's founders and team seek fresh knowledge to make themselves more 
adaptable while preserving unconventional thinking and being guided by ethical ideals. This is 
a source of satisfaction objectives to be more persistent in job completion. As a result, this 
research aims to discover if ethics can stimulate creativity and what role passion can play in 
creating such behaviours. 
 
CONCLUSION AND RECOMMENDATIONS  
The association between Islamic ethics and green entrepreneurship is still lacking in the 
literature that combines concerns of entrepreneurship, Islam, and components that concern the 
young workforce, especially those working in environmentally conscious businesses. More 
profound efforts are needed to mobilize, impart knowledge, and practice to transform 
communities and industries and stress the significance of spiritual expression in green 
philosophy for the environment. Increasingly, novel forms of green entrepreneurship are vying 
for seeking room in urban areas as well as in rural areas all around the world. While this study 
concentrates solely on the beneficial characteristics of establishing a green business utilizing 
religious principles, there are still many unanswered problems about effectively selling a 
religion-based product. Green companies will become increasingly diverse to remain relevant in 
a particular market. What role should the group play in advertising itself as being "faith-based"? 
The border between business and religion can be fragile and fuzzy, which has profound 
implications for macroeconomic policy. Integrating convictions about faith and professional 
pursuits with entrepreneurship encouragement may represent a challenge for green 
entrepreneurs, but it also provides an opportunity in terms of a desire for assistance.  
The findings of this study have broad implications for future research and practice. For example, 
green businesses can contribute to the environment. Regardless of how small the SMEs that 
embody the notion of green entrepreneurship are, they become critical in tackling several of the 
most challenging and most deeply integrated regional issues within their community, which 
includes how Al-Ittifaq and Life and Co Store achieved to reduce the usage of disposable garbage. 
On the other hand, business management is responsible for generating revenue. Suppose 
Muslim businesses just think that their efforts would receive a "Pahala" or reward for their 
beneficial influence on both the environment and consumers. In that case, they may find it 
challenging to remain sustained. Therefore, Regulators must give broad instructions to 
entrepreneurs and encourage community-based organizations to engage in green business.  
Furthermore, inclusive Islamic teachings intimately tied to ecological challenges are critical. 
That Islam will always be relevant to all eras and all difficulties. The business perspective has 
served as fuel for Al-Ittifaq, Life and Co Store, and Muslim entrepreneurs to gain from 
interpretations of Islamic teachings and practices. The youth has noticed a synthesis of values 
that depend not only on Islamic teachings but also on how environmental action and pluralistic 
cooperation can complement one another in reaching solutions for the environment. This 
implies they are more progressive and less obstinate when tackling current challenges. 
Whenever participants pursue research or halaqah from Islamic scholars on issues related to the 
environment, they encounter challenges, and practically none. As a result, Islamic religious 
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leaders must be knowledgeable about environmental concerns and address them throughout 
their speeches.  
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ABSTRACT 
 

Objective: This study aims to investigate the preferences of tourists and their willingness to 
pay (WTP) for recreational beach improvements in the state. 
Methodology: This study conducted through a field survey with an implementation of Choice 
Experiment (CE), which is founded on Random Utility Theory (RUT). 
Findings: This study revealed that FacLevel 3 was the most preferred attribute among tourists 
with a calculated WTP of MYR14.1797. 
Theoretical and/or Methodological contributions: This study offers four attributes - a 
series of beach improvement combinations (cleanliness, facilities, and aesthetics) and consists 
of monetary attributes (local government fee) presented to respondents in a survey. 
Research/ Practical Implications: The role of local fees imposed by the government can be 
reinvested in infrastructure, public services, and mutually beneficial to tourists and residents, 
thereby ultimately promoting the tourism sector. 
 
Keywords: beach improvement; Choice experiment; stated preference; willingness to pay. 
 
INTRODUCTION 

Beaches are priceless natural resources which generate various benefits related to cultural 
values such as the opportunity for undertaking recreational, tourism, and leisure activities as 
well as the appreciation of the aesthetics, amenities, and unique features of landscapes (Pascoe, 
2019). Sand, sun, and sea (the three S) are also known as the major determinants regarded by 
tourists, with pristine blue, white sandy beaches, and ample sunlight contributing to the 
attraction of a beach (Mestanza-Ramón et al., 2020). Peninsular Malaysia and Labuan Federal 
Territory have a coastline stretching 3,853 kilometres; out of this, only 440.80 kilometres are 
covered by sandy beaches. The state of Terengganu, which faces the South China Sea, has the 
longest coastline in Peninsular Malaysia, at 244 kilometres. With a total length of 123.50 
kilometres or 28.02%, Terengganu is also the Peninsular Malaysian state with the longest sandy 
coastline. Among these beaches, Seberang Takir Beach, also known as Miami Beach of 
Terengganu, is a highly distinctive fishing village beach, situated at the estuary of the 
Terengganu River and offers stunning views of the Drawbridge, a well-known Terengganu 
landmark. Thus, Terengganu’s crystal-clear sea, beach, and tropical climate are keystones of 
state tourism and its economy. 

   Despite their stunning natural beauty, sandy beaches in Terengganu are critically 
vulnerable to coastal erosion over the last few decades. The primary determinants of this natural 
phenomenon are intricately intertwined with both natural and anthropogenic determinants. 
Natural events, for instance, monsoonal storms, strong winds, waves, and currents have caused 
significant erosion and damage to the embankment road, adjacent infrastructure, including 
buildings, hotels, and chalets, as well as fallen trees along the shoreline. Anthropogenic 
constructions and alterations (coastal defence) are other significant components contributing to 
erosion. The construction of the additions to the Sultan Mahmud Airport and the construction 
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of several coastal protection structures along this coast were some of the factors that contributed 
to the erosion and accretion that occurred in Kuala Terengganu (Ariffin, 2017). The construction 
of the extensions to the Sultan Mahmud Airport and the construction of several coastal 
protection structures along this coast were some of the factors that contributed to the erosion 
and accretion that occurred in Kuala Terengganu (Ariffin, 2017).  

This study aims to investigate the preferences of tourists and their willingness to pay (WTP) 
for recreational beach improvements in the state. Additionally, it seeks to identify the most 
desirable attributes for the beach improvements. Miami Beach was selected as the study area 
due to its popularity and the significance of one of its tourist spots in Terengganu. Tourists are 
drawn to Terengganu because of its pristine coastal environments, which have numerous 
economic values. However, this value has not been fully studied. 
 
 
METHODOLOGY  

This study employed a Choice Experiment (CE), which is founded on Random Utility 
Theory (RUT) and in line with neoclassical economics and Lancaster’s characteristics theory of 
value (LCTV) (Lancaster, 1966; Manski, 1977). Through the CE method, important issues 
pertaining to the selection of respondents based on quantitative and qualitative attributes are 
explored in the study. This study offers four attributes - a series of beach improvement 
combinations (cleanliness, facilities, and aesthetics) and consists of monetary attributes (local 
government fee) presented to respondents in a survey to observe the tourists’ most preferred 
choices. The attributes, attribute levels, and their descriptions are portrayed in Table 1. 
 
TABLE 1. Explanations of attributes and their levels 

Attributes Levels Attribute Level Descriptions 

Cleanliness 
(Clean) 

 

Level 1:  
A significant amount of trash is present. 

 

Level 2:  
The amount of trash is moderate. 

 

Level 3:  
No trash. 

Facilities  
(Fac) 

 

Level 1:  
Car parking is provided. 

 
 
 

 

Level 2:  
Toilet, parking, and prayer room are 
provided. 
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Level 3:  
Toilet, parking, prayer room, and 
playground are provided. 

 Aesthetic 
(Aes) 

 

Level 1:  
Rocky area. 

 

Level 2:  
Slightly rocky area with a sandy beach 
  

 

Level 3:  
Flat beach. 

 Local Fee 

 

Level 1:  
No charge. 

 

Level 2:  
A local fee of MYR2 will be charged. 

 

Level 3:  
A local fee of MYR5 will be charged. 

Note: Italic font presents the status quo. 
 
RESULTS AND DISCUSSION  
Miami Beach was selected as the study area due to its well-known and one of its tourist spots is 
important to Terengganu (Figure 1). Because of its white sands and clear waters, the area has 
been affectionately called "Miami Beach," after the world-famous Miami Beach in Florida, USA. 
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FIGURE 1. Scenery at the Miami Beach, Terengganu, Malaysia 

 
Participants in the survey were visitors to Miami Beach, Terengganu, Malaysia. The study, 

which focused on visitors or tourists staying in the registered hotels in Terengganu, who had 
stayed at least one night in a Terengganu hotel and experienced the views and surroundings of 
Miami Beach. The rationale is intended to be tallied with the suggestion to implement a local 
government fee that will be included in hotel bills. The survey did not include day-trippers or 
excursionist who visit Miami Beach without staying overnight in the state. The final survey was 
executed with a face-to-face survey in two phases including 277 respondents. 
   The findings demonstrate that the multinomial logit (MNL) model signifies that the odds 
of selecting one alternative/option over another do not change based on whether there are other 
options available or not. This study applies the MNL as in Table 2 regressed by using the 
econometric software NLogit Version 4. The study discovered that tourists are willing to pay 
more to make the beach better, given the current state of the beach in Miami Beach. All variables 
associated with beach improvement attributes were statistically significant at a 1% level and local 
fee was significant at a 10% level. Demonstrating the cleanliness, facilities, and aesthetics of the 
beach can greatly enhance the experience of tourists, resulting in higher satisfaction and 
probability of return visits. 
 
TABLE 2. Discrete Choice and Multinomial Logit Model Analysis 

Variables Coefficient 
Standard 
Error 

b/St.Er. 

Clean Level 2 0.9169*** 0.2573 3.564 
Clean Level 3 1.2785*** 0.2362 5.411 
Fac Level 2 1.2032*** 0.2085 5.770 
Fac Level 3 1.5440*** 0.1928 8.004 
Aes Level 2 1.0075*** 0.2562 3.932 
Aes Level 3 0.8702*** 0.1345 6.469 
Local Fee -0.1088* 0.0968 -1.125 
No. of observation 1108 
Log-likelihood function        - 831.3827 
Info. Criterion: AIC  1.51333 
Info. Criterion: BIC  1.54498 
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Note: (***) statistically significant at 1% levels, (**) statistically significant at 5% levels, (*) 
statistically significant at 10% levels. 
 
The marginal willingness to pay (MWTP) was computed using the Wald test, as presented in 
Table 3. In this case, tourists demonstrated a positive willingness to pay to improve the beach, 
however, their preferences differed significantly. According to the study, Facilities at Level 3 
were found to be the most preferred among tourists, which revealed that their willingness to pay 
(WTP) for these facilities was estimated at MYR14.1797 (USD2.97). The tourists prefer to have 
toilets, car parking, prayer rooms, and playgrounds provided at the beach site with proper 
facilities to enhance the overall experience. Besides, the tourists are willing to pay MYR8.4213 
(USD1.76) to enhance the beach cleanliness (Clean Level 2) from Level 1 (status quo) to Level 2. If 
there is no trash at the beach site as suggested at Level 3, the tourists are willing to pay 
MYR11.7415 (USD2.46). If there is a slightly rocky area with a sandy beach, the tourists are 
willing to pay MYR9.2532 (USD1.94). Meanwhile, if there is a flat beach as in Level 3, the tourists 
are willing to pay MYR7.9917 (USD1.68). 
 
TABLE 3. Wald Test Analysis 

Variables Coefficient 
Standard 
Error 

b/St.Er. 

Clean Level 2 8.4213 6.8169     1.235    
Clean Level 3 11.7415     9.6932      1.211    
Fac Level 2 11.0505       10.0491      1.100    
Fac Level 3 14.1797      11.9714     1.184    
Aes Level 2 9.2532      9.2778 0.997 
Aes Level 3 7.9917      6.9676 1.147    
Wald Statistic              3.0301 
Prob. from Chi-squared 0.8050 

 
This study revealed that FacLevel 3 was the most preferred attribute among tourists with a 
calculated WTP of MYR14.1797. Access to convenient facilities will enhance the overall visitor 
experience and satisfaction for families, individuals, and groups. Besides, the provision of 
community facilities will foster a sense of community and promote social interactions among 
tourists. Well-maintained facilities play a significant role in building and maintaining a positive 
and sustainable relationship between coastal communities and their environment. The study 
revealed that the WTP for most attributes rose from the status quo to an improved level. Except 
for the ‘aesthetic’ attribute that demonstrates people place a high value on AesLevel 2 compared 
to AesLevel 3.  It demonstrated that people prefer a beach site with a slightly rocky area with a 
sandy beach. The estimation of MWTP is crucial to offering a decision-making REFERENCE 
to improve the beach site as a tourist attraction and generate income for the state. The estimation 
of WTP reflects how much individuals are willing to contribute to beach improvements and 
indicates that they see value in its outcomes and are likely to benefit from its implementation. 
For policy recommendation, introducing a local fee integrated into hotel bills in Terengganu can 
significantly boost tourism development. The role of local fees imposed by the government can 
be reinvested in infrastructure, public services, and mutually beneficial to tourists and residents, 
thereby ultimately promoting the tourism sector. Moreover, the local fee ensures sustainable 
financing for ongoing maintenance and conservation efforts, fostering long-term prosperity and 
environmental stewardship in the region. 
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ABSTRACT 
 
In recent years, the Accounting and Auditing Organisation for Islamic Financial Institutions 
(AAOIFI) has diligently worked to harmonize its financial reporting standards with 
International Accounting Standards Board (IASB), aiming to reduce existing disparities between 
their conceptual frameworks. Following the release of revised conceptual frameworks by both 
the IASB in 2018 and AAOIFI in 2020, it has become crucial to scrutinize the differences 
between IASB and AAOIFI. While some disparities have been addressed, others are expected to 
persist due to the distinct structural objectives of the IASB and AAOIFI, reflecting their 
respective mandates. This divergence is a natural outcome of their differing regulatory missions.  
This research paper catalogues the differences between IASB and AAOIFI at conceptual 
framework levels, exploring alternative methods to bridge these gaps. The study employs a 
rigorous methodology, drawing on published sources through literature and library research. 
The research underscores that some discrepancies between IASB and AAOIFI's conceptual 
framework, particularly in the presentation and disclosure of financial statement elements, can 
be mitigated by enhancing disclosures in the notes to the financial statements. However, 
significant recognition and measurement differences persist. Addressing these gaps through 
additional disclosures or alternative methods may pose challenges for Islamic Financial 
Institutions (IFIs) reporting under IASB. In conclusion, the paper recommends continued 
efforts to harmonize IASB and AAOIFI standards, aiming to minimize differences to the greatest 
extent possible. 
 
Keywords: Conceptual Framework, AAOIFI, IASB, FAS, IFRS 
 
INTRODUCTION 
Should Islamic financial institutions (IFIs) adhere to generally accepted accounting principles 
or utilize a distinct set of financial reporting standards tailored specifically for Islamic finance 
transactions? This longstanding debate revolves around the necessity of separate standards for 
IFIs. Advocates argue that International Accounting Standards Board (IASB)1 cannot adequately 
accommodate Shariah-compliant products, which differ structurally from conventional financial 
instruments, thereby failing to capture their essence (Archer and Abdul Karim, 2007). The 
recognition, measurement, and reporting of Islamic finance products often diverge from 
conventional accounting principles (Hashimi, 1987), necessitating unique financial reporting 
standards for IFIs (Karim, 1990). 
Conversely, proponents of IASB contend that as a general-purpose reporting framework, it can 
effectively represent a wide range of financial transactions, including both conventional and 
Islamic finance (Aziz, 2007). However, the adoption of either framework entails additional time 

 
 



173 
 

 

and costs to cater to the diverse user needs of IFIs' financial information, pending the 
development of a unified set of financial reporting standards that can accommodate both 
conventional and Islamic finance industries. 
The best way to resolve the differences in the accounting treatment and disclosure of Islamic 
finance transactions is by harmonizing Accounting and Auditing Organization for Islamic 
Financial Institution’s (AAOIFI) Financial Accounting Standards (FAS) with IASB’s 
International Financial Reporting Standards (IFRS), as they complement each other. This 
requires fine-tuning IFRS to accommodate Shariah principles (Shafii et al., 2013). 
Harmonization of accounting standards is defined as "the process of bringing international 
accounting standards into agreement so that financial statements from different countries are 
prepared according to a common set of principles of measurement and disclosure" (Haskins et 
al., 1996). 
Entities that apply AAOIFI standards often also apply IASB requirements that are not rejected 
by AAOIFI to other items in the financial statement (Shafii et al., 2013). Over the past couple of 
years, AAOIFI has accelerated the pace of revision and development of new standards to reflect 
the changing business needs and fill the gap between AAOIFI’s FASs and IASB’s IFRS (Mustafa 
& Tabraze, 2018). As a result, AAOIFI issued a revised conceptual framework in 2020 and 
several new FASs.  
Literature and research papers covering the differences between IFRS and FAS at the transaction 
and product levels are very limited. Essentially, these differences arise from disparities in 
underlying principles (concepts). However, existing literature and research papers often fail to 
reflect on the conceptual differences between IASB and AAOIFI in the context of Islamic finance 
transactions. While there are studies highlighting conceptual disparities between IASB and 
AAOIFI, literature discussing how these differences specifically impact the accounting of Islamic 
finance products is scarce. This gap in research motivates the current study. 
Addressing the lack of analysis on how conceptual differences between IASB and AAOIFI impact 
the accounting of Islamic finance transactions is a key objective of this research. By examining 
the differences in accounting practices according to IASB and  AAOIFI, this study aims to 
provide practitioners and financial information users with a deeper understanding of the 
implications of these conceptual differences on the accounting treatment of Islamic financial 
instruments. Therefore, this paper will analyze the key differences between the IASB’s IFRS and 
the AAOIFI’s FAS that affect accounting of Islamic finance products. 
The world is moving towards a unified set of standards (Mustafa & Tabraze, 2018) to enhance 
investor confidence, improve international comparability of financial statements, and reduce the 
cost of preparing financial information. A thorough understanding of the remaining gaps 
between IASB and AAOIFI will enable IFIs reporting under AAOIFI to assess the comparability 
of their financial statements with those prepared under IASB. In-depth knowledge of these 
differences will also allow users of IFIs' financial information to evaluate whether specific areas 
of financial statements, financial performance, and position of IFIs reporting under IASB 
achieve faithful representation, despite existing gaps. Furthermore, awareness of the conceptual 
and accounting differences between IASB and AAOIFI will assist standard-setters in bridging 
these gaps and advancing further harmonization of the frameworks. 
The objective of this paper is to examine the differences between IASB and AAOIFI at conceptual 
and accounting transaction levels based on revised conceptual frameworks of the IASB (revised 
in 2018) and the AAOIFI (revised in 2020). The paper is divided into five sections: Section 2 
reviews prior studies, Section 3 discusses the methodology adopted in this study, Section 4 
presents the research findings, and Section 5 concludes the paper. 
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LITERATURE REVIEW 
This section reviews prior studies on the conceptual frameworks of AAOIFI and IASB to 
highlight the notable differences in the classification, recognition, measurement, and 
presentation of commonly used Islamic finance products. Moreover, classical fiqh literature 
published in English has been used to appraise the conceptual differences between IFRS and 
AAOIFI. The literature review encompasses three types of studies and materials. Firstly, 
literature covering the differences between IASB and AAOIFI at a higher level, focusing on 
conceptual frameworks. Secondly, literature addressing differences between the two accounting 
standards at the product or transaction levels. Lastly, the conceptual frameworks and relevant 
accounting standards issued by the IASB and the AAOIFI. 
The literature highlights that key differences between IASB and AAOIFI accounting standards 
are primarily at the conceptual level, but do not extensively cover differences in accounting and 
reporting at the transaction and product levels. AOSSG (2018) explored and explained the 
challenges of applying IFRS to Islamic financial transactions.  
More than 120 countries, including major markets in Islamic finance such as Saudi Arabia, 
Malaysia, and others, have adopted IASB standards for financial reporting of IFIs. On the other 
hand, the AAOIFI’s website reported eighteen countries or jurisdictions are followed the AAOIFI 
standards either fully, partially or as guidance such as Afghanistan, Bahrain, Islamic 
Development Bank, Iraq, Jordan, Krygyz Republic, Lebanon, Libya, Mauritius, Nigeria, Qatar, 
Qatar International Financial Centre (QIFC), Oman, Pakistan, Palestine, Sudan, Syria and 
Yemen. The study concludes that enhancing cross-border comparability in the accounting and 
presentation of Islamic financial transactions while considering religious sensitivities remains a 
challenge for standard-setters, investors, and shareholders. Some parties believe that IFRS can 
fully accommodate Islamic financial transactions, while others advocate for a dedicated 
accounting framework due to perceived incompatibilities between IFRS and Shariah accounting 
based on their interpretations. It is noteworthy that the Malaysian Accounting Standards Board 
(MASB) was the lead member among other Asian-Oceanian Standard-Setters Group (AOSSG) 
in preparing the study paper, advocating for the use of IFRS by IFIs.  
Hidayat (2016) analyzes the benefits and challenges of applying IFRS by IFIs to Islamic financial 
products and transactions. The study concludes that despite the benefits offered by IFRS, full 
implementation of these standards by IFIs may violate Shariah principles. Therefore, a separate 
dedicated accounting standard such as AAOIFI’s FASs is deemed necessary. However, ongoing 
dialogue between the IASB and AAOIFI is essential to minimize these differences. 
Sharairi (2021) aimed to explore the similarities and unique aspects of both IFRS and FAS, 
intending to identify the advisable accounting framework for IFIs in the United Arab Emirates 
(UAE). The study examines relevant FASs to understand the factors influencing the adoption of 
FAS and the barriers preventing its complete adoption by IFIs in the UAE. The study concluded 
that disclosures in IFIs' reports under IFRS were inadequate for implementing Shariah 
principles, such as measuring Zakat. While the majority of research respondents expressed 
dissatisfaction with the current level of transparency in IFRS reports of IFIs, they were generally 
more satisfied with financial statements prepared in accordance with IFRS. The paper's findings 
indicate that religious and cultural considerations have minimal impact on accounting 
frameworks. 
Ismail & Sori (2016) discuss the development of Islamic finance and accounting from an Islamic 
perspective, focusing on four key accounting assumptions: 'substance over form', 'time value of 
money', 'fair value' measurement, and 'probability-based recognition'. These principles provide 
crucial guidance to IFIs, emphasizing the need for more detailed financial reporting in Islamic 
finance that aligns with moral values compared to Western financial reporting standards. 
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Additional disclosure requirements for IFIs may include social activities, Zakat, qard, and 
charitable distributions. While IFRS are globally recognized, some stakeholders resist their 
application to Islamic finance products, citing inconsistencies with their interpretation of 
Shariah. Therefore, a separate financial reporting framework for Islamic financial transactions 
is advocated. 
Shafii et al. (2013) examine the Shariah compliance of four fundamental accounting principles 
of IFRS based on classical literature on Islamic jurisprudence (fiqh) and Shariah rulings from 
local and international organizations. The principles discussed are 'substance over form', 'time 
value of money', 'fair value' measurement, and 'recognition based on probability'. The research 
concludes that while these principles are generally acceptable from a Shariah perspective, 
applying specific IFRS standards may still potentially raise Shariah issues. 
 
2.1 Islamic Financial Transactions 
IASB (2016) focuses on applying the requirements of IFRS 9 to the classification and 
measurement of Islamic instruments and transactions. The paper highlights the experience of 
Islamic banks and concludes that the majority of contracts arising from Shariah compliant 
transactions meet the IFRS 9 criteria for classification and measurement at amortized cost. The 
IASB staff emphasizes that reaching such a conclusion requires a deep analysis of the contractual 
terms, focusing on substance over form, in line with paragraphs 2.12 and 4.59-4.62 of the 
Conceptual Framework for Financial Reporting issued by IASB in 2018 (IASB Framework). 
Rosman et al. (2016) reviewed and analyzed the two main underlying issues in adopting IASB 
compared to AAOIFI accounting standards: substance over form and the time value of money, 
particularly concerning recognition, measurement, and disclosure requirements in the financial 
reporting of Murabaha contracts. They examined the financial reporting presentations and 
disclosures of two IFIs reporting under the two frameworks (IASB and AAOIFI). The study 
identified inadequacies in IFRS to cater to the unique characteristics of Islamic financial 
transactions. In the case of Murabaha contracts, achieving financial reporting objectives may 
necessitate enhanced disclosures in the notes to the financial statements.  
Mia et al. (2016) examined Mudaraba and Musharaka from an accounting perspective, 
referencing AAOIFI, IFRS, and MFRS. The paper included a review of annual reports of Islamic 
banks in Malaysia regarding the use of Mudaraba and Musharaka. The research found that these 
instruments are not widely used among Islamic banks in Malaysia due to their high risk, with 
their percentage of use significantly lower compared to other types of investments. The study 
suggests that significant efforts are needed to promote the adoption of Mudaraba and 
Musharaka instruments. 
PwC (2018) assessed Islamic finance arrangements within the Islamic banking industry under 
IFRS 9 for classification and measurement. The paper highlighted key features of Islamic 
financing arrangements that differentiate them from conventional financial services. It analyzed 
the cash flow characteristics of Musharaka, Ijarah, and Murabaha to determine if these 
instruments meet the requirements of IFRS 9 for classification and measurement at amortized 
cost. The paper concluded that assessing the cash flow characteristics of Islamic finance 
arrangements is challenging due to the complexity and variety in product designs among IFIs.  
Zulfian et al. (2020) examined the accounting treatment differences of Murabaha sale contracts 
across three sets of accounting standards used in Bahrain, Malaysia, and Indonesia by analyzing 
the financial reporting systems of IFIs. The research highlighted disparities in the recognition, 
measurement, and disclosure of Murabaha contracts, concluding that these contracts are not 
uniformly treated across IFIs, leading to varying levels of information for users of financial 
statements. 
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Bechihi & Nafti (2021) analyzed the compliance levels with AAOIFI accounting standards' 
financial disclosure requirements among IFIs in the Middle East and North Africa (MENA) 
region. The study also examined the impact of governance characteristics, Shariah Supervisory 
Board composition, and Board of Directors' makeup on compliance. Survey results indicated 
that 67% of IFIs in the MENA region were compliant with AAOIFI's financial disclosure 
requirements. The study identified factors such as the presence of women on the Board of 
Directors, joint audits, cross-membership, and the reputation of Shariah Supervisory Board 
members as key determinants of compliance, with Board of Directors' independence negatively 
impacting compliance. 
Qasem (2022) analyzed the differences in Ijarah accounting methods in IFIs, using recent lease-
related accounting standards IASB-IFRS 16 and AAOIFI-FAS 32. The research reviewed and 
compared IFIs' financial statements, concluding that IFIs are not fully compliant with AAOIFI 
standards and suggesting that IFRS may be a suitable alternative for financial reporting in IFIs.  
 
METHODOLOGY 
This section delineates the methodology employed in this study. Given the research objective of 
comparing the accounting conceptual frameworks and their application by reporting entities 
under the IASB and AAOIFI regimes, using the revised conceptual frameworks issued by IASB 
(updated in 2018) and AAOIFI (revised in 2020), the most suitable approach involves 
contrasting these frameworks and analyzing financial reporting practices through audited 
financial statements of Islamic financial institutions operating under both regimes. Therefore, 
we conducted a content analysis of these published audited financial statements.  
Before commencing the content analysis, a desk research approach was employed to review 
relevant literature on conceptual frameworks issued by the IASB and AAOIFI, technical papers 
from professional bodies, regulators, and Big Four accounting firms, as well as classical fiqh 
literature published in English. Our examination of accounting and reporting practices among 
16 Malaysian Islamic banks and 19 Bahraini Islamic banks revealed consistent adherence to 
national accounting standards. Consequently, Bank Islam Malaysia Berhad was selected to 
exemplify the application of IASB standards (Refer to Appendix 1a and 1b), while Bahrain 
Islamic Bank was chosen to illustrate adherence to AAOIFI standards (Refer to Appendix 2a and 
2b) within the conceptual framework. 
 
RESULTS 
This section is a central part of the research, including an in-depth analysis of the revised 
conceptual frameworks of IASB and AAOIFI, and the financial reporting standards relevant to 
the accounting of commonly used Islamic finance products. The section highlights the 
similarities and differences between the frameworks in general-purpose financial reporting, 
qualitative characteristics of useful financial information, primary statements, elements of 
financial statements, and measurement methods. 
 
4.1 Conceptual differences between IFRS and AAOIFI 
With the objective of establishing standards based on consistent concepts, aiding preparers in 
formulating reliable accounting policies for transactions or events not covered by specific 
standards, and aiding users in interpreting the standards, standard-setters such as IASB and 
AAOIFI develop a conceptual framework. Thus, the conceptual framework represents the 
fundamental objectives and principles underlying financial accounting and reporting. According 
to Sutton et al. (2015, p. 117), the conceptual framework "identifies users and explicitly defines 
the objectives of financial reporting, its characteristics, elements, and the high-level principles 
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behind the rules for recognition and measurement." The absence of a conceptual framework 
could lead to ad-hoc solutions to emerging issues instead of solutions grounded in consistent 
accounting theory (Sori, 2017). The conceptual framework serves as an accounting constitution 
for the future development of standards and as a reference point for resolving accounting 
disputes (Sori & Mohamed, 2017). Importantly, the conceptual framework itself is n11ot a 
standard and cannot supersede any standard or its requirements.  
The primary drivers behind the revision of a conceptual framework typically include aligning 
accounting and financial reporting with contemporary market practices, enhancing the 
comparability and quality of financial information, and promoting transparency, accountability, 
and efficiency. With these considerations in mind, both the IASB and AAOIFI revised their 
conceptual frameworks in 2018 and 2020, respectively. 
 
4.2 Objective of general-purpose financial reporting 
The objective of general-purpose financial reporting forms the foundation of a conceptual 
framework. Both the IASB and AAOIFI aim to provide information in general purpose financial 
reports about the effects of transactions and events that impact the economic resources, financial 
position, and claims against the reporting entity. They acknowledge that these reports do not 
aim to fully reflect the entity's value due to unrecognized assets like goodwill and human capital, 
as well as differences between fair value and historical cost. It's important to note that financial 
statements cannot provide comprehensive information for all users; instead, users should gather 
relevant information from various sources including economic conditions, political climate, 
industry outlooks, and company-specific data (Sori, 2017). 
Aligned with the IASB's conceptual framework, AAOIFI recognizes that financial statements 
alone are insufficient and users should seek additional relevant information elsewhere. While 
IFRS is developed primarily for conventional transactions, financial statements prepared under 
AAOIFI differ due to its focus on Shariah-compliant products and services for Islamic financial 
institutions (IFIs), aiming to meet Shariah principles in financial reporting objectives (Sori, 
2017). 
From the AAOIFI's perspective, adherence to Shariah principles is paramount in all aspects of 
IFIs' operations, including financial reporting (AAOIFI, 2020). It emphasizes that financial 
statements should include details such as the nature of operations and transactions to assess 
compliance with Shariah principles, distinctions between claims against the entity and specific 
assets or businesses, information necessary for calculating Zakah, and how income and expenses 
prohibited by Shariah are managed (Mohamed & Sori, 2017). 
The key difference between IFRS and FAS lies not in recognition and measurement but in the 
extent of information required for users (AOSSG, 2018). Thus, the differences in information 
requirements reflect the emphasis on disclosure in AAOIFI's standards. However, the IASB's 
conceptual framework (paragraph 1.8) allows entities to include additional information useful 
to specific primary users beyond general disclosures, focusing on meeting the needs of primary 
users of financial information. 
 
4.3 Characteristics of useful financial information  
For financial information to be useful, it must be relevant and faithfully represent its intended 
meaning. The usefulness of financial information is further enhanced when it is comparable, 
timely, understandable, and verifiable. Both the IASB and AAOIFI emphasize that financial 
information should possess specific qualitative characteristics. Therefore, preparers of financial 
information are expected to maximize the application of these qualitative characteristics to the 
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fullest extent possible. However, enhancing qualitative characteristics alone cannot render 
information useful if it lacks relevance or fails to provide a faithful representation.  
 
Table 1: Qualitative characteristics of useful financial information  
IASB Conceptual Framework AAOIFI Conceptual Framework 

Fundamental qualitative 
characteristics 

Primary qualitative characteristics 

- Relevance - Relevance 

- Faithful representation - Faithful presentation 

  
Enhancing qualitative 
characteristics 

Supplementary qualitative 
characteristics 

- Comparability - Comparability 

- Timeliness - Timeliness 

- Understandability - Understandability 

- Verifiability - Reliability 

 - Decision usefulness 

 - Transparency 

 - Prudence 

 
As seen in Table 1 above, both frameworks share very similar qualitative characteristics of useful 
financial information with analogous descriptions. The analysis reveals that both financial 
reporting regimes emphasize comparable qualitative characteristics, although AAOIFI provides 
a more detailed list. Prior to its 2020 revision, the AAOIFI conceptual framework largely 
mirrored the qualitative characteristics found in the old version (pre-2008 revision) of the 
IASB's conceptual framework (Sori & Mohamed, 2017). AAOIFI’s framework includes 
‘Verifiability’ as a key element of reliable information, whereas IASB incorporates it under 
‘Reliability’ in their framework. According to the IASB, the qualitative characteristics of useful 
financial information are evaluated based on its usefulness to current and potential investors, 
lenders, and other creditors for decision-making purposes, although IASB does not separately 
list ‘Decision usefulness’ as an enhancing qualitative characteristic of financial information. 
‘Transparency’ in financial information aligns with the IASB’s mission statement to develop 
standards that promote transparency, accountability, and efficiency in global financial markets. 
IASB also emphasizes ‘Prudence’, which involves exercising caution in judgments under 
conditions of uncertainty, as integral to faithful representation. Hence, there are no significant 
differences in the qualitative characteristics of useful financial information between the IASB 
and AAOIFI frameworks. 
However, while describing the term ‘Faithful presentation’, AAOIFI’s conceptual framework in 
paragraph 110 states that, "If information is to faithfully represent the transactions, other 
events, or conditions it purports to represent, they must be accounted for and presented in 
accordance with substance, economic reality, as well as legal form." In contrast, according to 
the IASB conceptual framework in paragraph 4.59, "The terms of a contract establish rights and 
obligations for an entity that is a party to that contract. financial statements should faithfully 
represent those rights and obligations by reporting their substance." 
For a transaction to be Shariah compliant, it must adhere to Shariah-compliant procedures and 
be approved by Shariah scholars. Hence, Islamic finance transactions must comply with Shariah 
principles and rules, reflecting both substance and legal form. This concept can be termed as 
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‘uniformity of substance and form’. It is crucial for IFIs to build public trust and confidence by 
reporting a faithful representation of economic transactions or events (Archer and Karim, 2007) 
in accordance with both the substance and form of Shariah contracts (Vinnicome, 2010). 
Apart from the concept of substance over form, the qualitative aspects of information outlined 
by the IASB framework are generally acceptable to Shariah-conscious users. However, Shariah-
conscious users of financial information are also concerned with the Shariah compliance of 
transactions of the reporting entity. Mustafa & Tabraze (2018) argue that the qualitative 
requirements of Shariah-conscious users are broader than those of users of conventional 
financial information; therefore, additional qualitative characteristics of useful information such 
as ‘Compliance with Shariah principles’ and ‘Purity of transactions may need to be considered. 
 
4.4 Differences in the primary statements  
Paragraph 10 of IAS 1, "Presentation of Financial Statements," specifies that a complete set of 
financial statements includes statements of financial position, profit or loss and other 
comprehensive income, changes in equity, cash flows, and notes to the financial statements 
comprising significant accounting policies and other explanatory information. According to 
paragraph 30 of AAOIFI’s conceptual framework, financial statements prepared in accordance 
with AAOIFI contain the same primary statements as in IFRS, plus the 'Statement of income 
and attribution related to quasi-equity' and 'Statement of changes in off-balance sheet assets 
under management' (Refer to Table 3 below). The difference in primary statements between 
IASB and AAOIFI arises from variations in the structure and risk profiling of Islamic finance 
transactions and products compared to the conventional financial system. Both additional 
primary statements in AAOIFI, namely the 'Statement of income and attribution related to 
quasi-equity' and the 'Statement of changes in off-balance sheet assets under management,' 
address the risk profile of funds received from participatory stakeholders (investors) for 
investing in profit and loss sharing or participation-based arrangements such as Mudarabah, 
where the investing party retains the risks related to invested assets or funds. 
 
Table 2: List of primary statements 
IASB  AAOIFI 

Statement of financial position Statement of financial position 
Statement of profit or loss and other 
comprehensive income 

Statement of income and other comprehensive 
income 

 Statement of income and attribution related to 
quasi-equity  

Statement of changes in equity Statement of changes in owners' equity 
Statement of cash flows Statement of cash flows  

 Statement of changes in off-balance-sheet 
assets under management  

 
The question arises as to whether funds raised by IFIs under profit and loss sharing contracts 
should be classified as a liability or equity. According to IASB, the statement of financial position 
comprises three elements: assets, liabilities, and equity. Paragraph 4.6 of the conceptual 
framework defines a liability as "a present obligation of the entity arising from past events’ 
where, the settlement of which is expected to result in an outflow from the entity of resources 
embodying economic benefits. Participatory contributions received by IFIs on a profit and loss 
sharing basis exhibit some characteristics of liabilities, such as maturity or the option of 
redemption/liquidation at or before maturity. However, IFIs are not obligated to return the 
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invested funds to participatory stakeholders; repayment, along with any margin, depends on the 
performance of the invested assets. Consequently, the nature of contributions received by IFIs 
under profit and loss sharing contracts does not align with the definition of financial liability 
under IFRS. 
Paragraph 11 of IAS 32, "Financial Instruments: Presentation," defines an equity instrument as 
"any contract that evidences a residual interest in the assets of an entity after deducting all of 
its liabilities." Participatory contributions received by IFIs on a profit and loss sharing basis 
contain elements of equity because participatory stakeholders share a residual interest in the 
underlying assets or business, even in the event of losses (unless such losses result from 
negligence, misconduct, or breach of covenants by IFIs). Moreover, in conventional accounting, 
financial liabilities increase with interest expense, whereas equity increases with net profit. This 
supports the argument that such funds should be classified as equity. This classification is largely 
consistent with Islamic Financial Services Board (IFSB) standards for capital adequacy, 
transparency, and disclosure purposes (Mustafa & Tabraze, 2018), where such instruments are 
referred to as redeemable capital in some jurisdictions. 
However, unlike equity instruments as defined in IFRS, contributions received by IFIs under 
profit and loss sharing contracts include features such as maturity or a redemption/liquidation 
option. Moreover, these funds restrict the rights of participatory stakeholders solely to the 
underlying assets or businesses rather than to the entire IFI. For example, participatory 
stakeholders may assert claims solely on the investment pool and not on any other assets of the 
IFI. In contrast, creditors and shareholders of the IFI may claim against all assets of the IFI 
except for the investment pool. Participatory stakeholders do not possess certain rights 
associated exclusively with owners’ equity, such as attending general meetings or voting during 
such meetings (AAOIFI, 2020). 
Conventional financial institutions raise funds and provide loans based on interest, while IFIs 
acquire funds through profit and loss sharing contracts such as Mudaraba. IFIs distribute 
profits between participatory stakeholders (investors) and the institution by investing these 
funds in Shariah-compliant assets and instruments. AAOIFI has termed funds raised by IFIs 
through profit and loss sharing contracts as quasi-equity instruments, given that such 
instruments exhibit characteristics of both equity and liability. This term 'quasi-equity' builds 
upon the concept of 'equity of investment accountholders' used in AAOIFI's previous conceptual 
framework. AAOIFI has determined that it is not feasible to classify quasi-equity solely as a 
liability or equity, nor to bifurcate the instrument into separate equity and liability portions. 
Therefore, such instruments must be presented as a distinct element in the financial statements, 
positioned between liabilities and equity in the statement of financial position. Appendix 1a 
(BIMB reported Unrestricted Mudharaba Investment Accounts as a liability) and Appendix 2a 
(BiSB reported Unrestricted Mudharaba Investment Accounts as quasi equity) illustrate the 
different presentations under the two financial reporting regimes, i.e., IASB and AAOIFI.  
From an IFRS perspective, the issuer of a financial instrument must evaluate its terms to 
determine whether it contains both a liability and an equity component. These components 
should be classified separately as financial liabilities, financial assets, or equity (IAS 32, 
paragraph 28). Given that IFIs are not obligated to guarantee the return of funds raised through 
profit and loss sharing contracts, it is not feasible to separate the liability component of such 
funds. Consequently, IFIs reporting in accordance with IFRS classify such instruments as 
liabilities (see Appendix 1a). 
Suandi (2017) surveyed the classification of profit-sharing investment accounts across a sample 
of 63 Islamic banks from Southeast Asia, South Asia, and West Asia. The results highlight 
heterogeneity in the classification of profit-sharing investment accounts. According to the 
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AAOIFI framework, such instruments cannot be classified as liabilities. AAOIFI categorizes 
these instruments as a specific type of equity, which can be referred to as quasi-equity or 
redeemable capital. This distinction results in AAOIFI financial statements including a specific 
primary statement titled ‘Statement of income and attribution related to quasi-equity.’ Similar 
to the ‘Statement of profit or loss and other comprehensive income,’ which presents the net 
results of the performance of the reporting entity attributable to equity owners, the ‘Statement 
of income and attribution related to quasi-equity’ illustrates the net results of the performance 
of assets/investment pools attributable to participatory stakeholders. 
Further, when Islamic financial institutions offer an investment account with conditions that 
substantially or significantly restrict the IFI in terms of where, when, and how to invest funds, 
such funds are treated as off-balance-sheet assets under management, giving the IFI fiduciary 
responsibility but not control, often called 'Restricted Investment Accounts'. However, 
according to FAS 27 ‘Investment Accounts’, paragraph 2/3 points out that Restricted investment 
accounts under Mudaraba should be presented as on-balance sheet investment accounts when 
the Islamic Financial Institution has authority over fund management decisions and there is 
evidence that the accounts bear risks similar to on-balance sheet investment accounts, i.e., where 
IFIs receive the funds. 
If the amount of assets held, managed, or administered by an IFI is significant, these amounts 
should be disclosed at the reporting date according to both IFRS and AAOIFI standards. AAOIFI 
requires such amounts to be disclosed in the primary statement ‘Statement of Changes in Off-
Balance Sheet Assets under Management’. In financial statements prepared under IFRS, the 
amount of assets under management by IFIs is disclosed in the notes to the financial statements. 
The primary difference in primary statements between IFRS and AAOIFI lies in quasi-equity 
instruments, which have a different nature and risk profile compared to conventional contracts 
and possess unique characteristics blending elements of both liability and equity. Therefore, 
AAOIFI has opted to include a separate element in financial statements called ‘quasi-equity’ (see 
Appendix 2a) and has designed separate primary statements such as ‘Statement of Income and 
Attribution Related to Quasi-Equity’ and ‘Statement of Changes in Off-Balance Sheet Assets 
under Management’. 
In its revised conceptual framework of 2020, AAOIFI modified the primary statements to align 
more closely with IFRS by introducing the concept of ‘Other Comprehensive Income’, which 
recognizes certain items of income and expense excluded from the statement of profit or loss, 
such as fair value changes of investments measured at fair value through other comprehensive 
income (FVOCI), translation of financial information of foreign operations into the presentation 
currency, revaluation of property, plant and equipment, and remeasurement of post-
employment benefit obligations. Furthermore, the ‘Statement of Sources and Uses of Funds in 
the Zakah and Charity Fund’ and ‘Statement of Sources of Funds in the Qard Fund’ have been 
relocated to the notes to the financial statements. Scholars and practitioners argue that this 
move may diminish the importance of this information (Mustafa & Tabraze, 2018).  
 
4.5 Elements of Financial Statements 
Table 3 below compares the different elements of financial statements in the IASB’s and 
AAOIFI’s conceptual frameworks: 
 
Table 3: Elements of financial statements 
IASB Conceptual Framework AAOIFI Conceptual Framework 
Assets Assets 
Liabilities Liabilities 
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 Quasi-equity 
Equity Owners' equity  
Income Income 
Expenses Expenses 

 
Assets 
The IASB defines an asset as “a present economic resource controlled by the entity as a result 
of past events”. AAOIFI’s definition of an asset is very similar, but it emphasizes that an asset 
provides a future benefit to the reporting entity. In defining the term “economic resource”, the 
IASB also states that “an economic resource is a right that has the potential to produce 
economic benefits”. AAOIFI’s conceptual framework specifies that the assets of a reporting 
entity also include those attributable to quasi-equity holders. This highlights that while the 
investments of participatory stakeholders are accounted for separately from the equity and 
liabilities of a reporting entity, the assets linked to participatory stakeholders are included with 
the assets of the reporting entity because the reporting entity controls these assets. Therefore, 
control is the factor that connects an economic resource to an entity. 
 
Liabilities 
The IASB defines a liability as “a present obligation of the entity to transfer an economic 
resource as a result of past events”. In contrast, AAOIFI’s definition of a liability is essentially 
the same, but it excludes quasi-equity from being classified as a liability. 
 
Quasi-equity  
This element of financial statements is unique to AAOIFI’s conceptual framework; the IASB does 
not include such an element. AAOIFI classifies these instruments as a specific type of equity, 
known as quasi-equity or redeemable capital. Quasi-equity represents contributions received by 
IFIs on a profit and loss sharing basis that do not fit the traditional definitions of equity or 
liability. The concept of ‘quasi-equity’ or ‘equity of (unrestricted) investment accountholders’ 
challenges conventional accounting norms related to net assets. Care should be taken when 
comparing financial information of IFIs prepared under IASB and AAOIFI. IFIs reporting under 
IASB may categorize funds raised through profit and loss sharing contracts as a component of 
equity (part of net assets), whereas IFIs following AAOIFI classify such contracts as a distinct 
element of the financial position. Failure to account for this accounting difference may lead to 
misleading comparative performance ratios (Mustafa & Tabraze, 2018).  
 
Equity 
The IASB defines equity as “the residual interest in the assets of the entity after deducting all 
its liabilities”. AAOIFI’s definition of equity is similar, except for the inclusion of quasi-equity. 
Therefore, equity represents the residual interest in the assets after deducting all liabilities, 
including quasi-equity. 
 
Income 
The IASB defines income as “increase in assets, or decrease in liabilities, that result in increases 
in equity, other than those relating to contributions from holders of equity claims”. AAOIFI’s 
definition of income is largely the same. However, AAOIFI does not consider contributions from 
capital owners as income. In contrast, when defining expenses, AAOIFI excludes investments by 
owners. This approach by AAOIFI in defining income, where contributions from equity holders 
are excluded from the definition, can be challenging to understand. According to AAOIFI’s FASs, 
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contributions from equity holders in their capacity as owners should not be recognized as 
income. Both frameworks share the fundamental principle that income should be recognized 
when it is earned. 
It is noteworthy that AAOIFI’s revised framework in 2020 emphasizes the recognition of income 
(revenue) through five steps: i) identifying the contract with the customer; ii) identifying 
performance obligations in the contract; iii) determining the transaction price; iv) allocating the 
transaction price; and v) recognizing income (revenue) when a performance obligation is 
satisfied. These steps closely mirror the comprehensive framework outlined in IFRS 15 ‘Revenue 
from Contracts with Customers’ for determining the timing and amount of revenue to be 
recognized. 
 
Expenses 
The IASB defines expenses as “decreases in assets, or increases in liabilities, that result in 
decreases in equity, other than those relating to distributions to holders of equity claims”. 
AAOIFI’s definition of expenses is very similar; however, from the AAOIFI perspective, 
withdrawals by quasi-equity holders are also not considered as expenses, in addition to 
distributions to holders of equity claims. 
 
4.6 Measurement methods 
Measurement methods are crucial because the valuation of a reporting entity's assets and 
liabilities depends on the methods used. Historical cost, as a time- and cost-efficient approach, 
is commonly applied to measure most assets and liabilities in conventional accounting. Table 4 
differentiates the measurement methods between the IASB and AAOIFI conceptual frameworks. 
 
Table 4: Measurement methods 
IASB Conceptual Framework AAOIFI Conceptual Framework 

Historical cost Historical cost 
Current value Fair value 
- Fair value Moreover, accounting measurement 

includes measurement attributes - Value in use and fulfilment value 
- Current cost 

  
In recent years, the IASB has shifted its focus from historical cost to fair value measurement. For 
example, IFRS 9, issued in 2014, removed the requirement of IAS 39 ‘Financial instruments: 
Recognition and Measurement’ to measure unquoted equity investments at cost when the fair 
value cannot be determined reliably (PwC, 2014). This narrow allowance in IAS 39 had been 
widely utilized by reporting entity under IFRS to measure Available-For-Sale (AFS) financial 
instruments at cost. IFRS 9 discontinued the practice of reporting equity investments held for 
trading purposes at cost and stated that in very limited circumstances, cost might be used as an 
estimate of fair value. With the issuance of IFRS 9, all equity investments are now measured at 
fair value, and debt investments, whose cash flow characteristics are not consistent with basic 
lending arrangements, must also be measured at fair value. 
Analyzing accounting principles and the informational needs of Shariah-conscious stakeholders, 
it becomes evident that Islamic accounting principles tend to favor fair value over historical cost 
(Mustafa & Tabraze, 2018). This preference arises because investors require accurate 
information about the value of their investments for decision-making purposes, including 
calculating Zakat and dividing assets for inheritance. Zakat calculations are based on the fair 
value of assets and liabilities, as are asset distributions for inheritance purposes. 
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Shariah-conscious users of financial information from Islamic Financial Institutions (IFIs) 
require additional details to make informed decisions, such as Zakat obligations, for which 
historical cost is not suitable (Gambling & Abdel Karim, 1999). A statement of financial position 
prepared based on current values better serves the needs of Shariah-conscious users compared 
to one based on historical cost (Baydoun & Willett, 1997). Therefore, from the Islamic 
perspective, tangible assets and investments are carried at fair value, while cash, cash 
equivalents, and receivables are stated at nominal or par value. AAOIFI’s conceptual framework 
allows for the use of historical cost in line with agreed-upon and standard accounting practices, 
such as depreciation, amortization, and deferral, provided these practices ensure fair, just, and 
equitable distributions at the time of profit/loss determination. 
 
Historical cost 
The definition of historical cost is essentially similar in both the IASB and AAOIFI conceptual 
frameworks. However, one method of applying historical cost measurement to financial assets 
and liabilities is through amortized cost. IFRS 9 defines amortized cost for financial assets and 
liabilities as “the amount at which the financial asset or liability is initially recognized, minus 
principal repayments, plus or minus cumulative amortization using the effective interest 
method, adjusted for any impairment losses for financial assets.” In essence, the amortized cost 
reflects estimated future cash flows discounted at an effective market rate determined at initial 
recognition. 
In contrast, the AAOIFI framework allows the use of the effective rate of return method to 
allocate profit or loss in a fair, just, and equitable manner without affecting the recognition of 
receivables and payables. According to AAOIFI, monetary items such as cash, receivables, and 
payables must be measured at cost. The conventional practice of fair value computation through 
discounting expected cash flows of cash and debts conflicts with Shariah-compliant accounting 
concepts (Mustafa & Tabraze, 2018). 
Fair value 
IFRS 13 ‘Fair Value Measurement’ defines fair value as “the price that would be received to sell 
an asset or paid to transfer a liability in an orderly transaction between market participants 
at the measurement date”. The definition of fair value under AAOIFI is identical. According to 
AAOIFI, accounting should be carried out at fair value to the extent possible, and the fair value 
determined should be relevant, reliable, and understandable. As discussed earlier, fair value 
measurement is crucial for the fair distribution of profits and losses, accurate calculation of 
Zakat obligations, and equitable allocation of inheritance for Shariah-conscious stakeholders. 
IFRS 13 introduced a fair value hierarchy to demonstrate the reliability of fair value 
measurements. This hierarchy categorizes fair value into three levels based on the inputs used 
in valuation techniques: (i) quoted prices in active markets for identical assets or liabilities (Level 
1 inputs), (ii) inputs other than quoted prices that are observable for the assets or liabilities, 
either directly or indirectly (Level 2 inputs), and (iii) unobservable inputs (Level 3 inputs). 
Mustafa & Tabraze (2018) found fair values determined based on Level 1 inputs compliant with 
Shariah principles because they were based on active market prices. 
AAOIFI’s revised conceptual framework emphasizes that while the concept of time value of 
money can be used for estimating provisions, reserves, fair values, etc., it should not serve as the 
primary accounting model. Accruing additional returns on receivables and monetary balances 
over time, or discounting receivables and monetary balances for early settlement, generally 
amounts to riba’ (usury or interest). In Shariah-compliant accounting, the time value of 
economic resources is permissible, but not the time value of money. 
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Financial reporting aims to provide information that is relevant to users for decision-making. 
Therefore, fair value measurement is generally considered more relevant to investors and 
creditors than historical cost information (Ting and Soo, 2005). 
 
Value in use and fulfilment value 
In accordance with IFRS, value in use measurement represents the present value of the cash 
flows or other economic resources that an entity expects to receive from the use of an asset and 
from its eventual disposal. Similarly, fulfilment value is the present value of the cash or other 
economic resources that an entity is expected to transfer in fulfilling a liability. For instance, 
value in use measurement can be used when performing impairment tests on property, plant, 
and equipment to determine the recoverable amount of such assets. Fulfilment value is 
commonly used by oil & gas companies in determining their asset retirement obligations (ARO), 
which represent the present value of the legal obligations associated with the remediation of oil 
fields. 
Given that value in use and fulfilment values are determined based on entity-specific estimated 
cash flows, values determined under this measurement basis are specific to the entity rather than 
from a market participant perspective. For example, value in use and fulfilment value might 
differ significantly from fair value. Therefore, these measurement bases do not fully meet the 
information needs of Shariah-conscious stakeholders. On the other hand, the revised AAOIFI 
Conceptual Framework does not address this measurement method. 
 
Current cost 
Current cost is the replacement value of an asset or liability, including transaction costs, at the 
measurement date. The concept of current cost is used to prepare financial statements that are 
comparable across multiple reporting periods. Given that current cost is not a primary 
accounting measurement basis and does not affect the value of assets and liabilities of an entity, 
this measurement basis is only discussed in the revised IASB Conceptual Framework. 
 
Measurement attributes of AAOIFI 
IFRS is more specific in terms of available measurement bases, while AAOIFI is more general. 
Measurement attributes referred to in AAOIFI pertain to the attributes of assets and liabilities 
that should be measured for financial accounting purposes. For instance, for assets, these 
attributes could include cost, net realizable value, cash equivalent value, replacement cost 
(current cost as per IFRS), and other attributes that provide relevant information. Regardless of 
the variety of measurement bases available in the frameworks, fair value holds overarching 
importance in Islamic accounting, as Shariah-conscious users of financial information always 
seek the fair value of financial statement line items, irrespective of the actual measurement base 
applied, whether it is cost, amortised cost, net realizable value, and so on. In practice, reporting 
entity often report assets and liabilities at historical cost or amortised cost due to the cost and 
time efficiency of these valuation methods. To meet the information needs of Shariah-conscious 
stakeholders, disclosure of the fair value of assets and liabilities not measured at fair value may 
be required. 
 
4.7 Significant conceptual differences between IFRS and AAOIFI 
This section discusses the ‘Substance over form’ principle, which has a significant impact on 
Islamic finance transactions and serves as an important guideline for preparers of financial 
information. The ‘Substance over form’ concept in the IASB framework and ‘Uniformity of 
substance and form’ in the AAOIFI framework represent key differences between AAOIFI and 
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IFRS. The application of the substance and form concept in Islamic finance transactions may 
mandate special accounting treatment and require specific accounting principles like AAOIFI’s 
FASs to reflect both the economic reality and the form of Islamic finance transactions in 
accordance with Shariah principles and rules. 
In recognition and measurement of transactions, IFRS gives more importance to economic 
substance than legal form. In the reporting of Shariah-compliant financing transactions, the 
concept of substance over form means that the end result of the transaction is recorded. A point 
of contention with regard to this approach is that, by applying substance over form, reporting a 
Shariah-compliant transaction can make it virtually indistinguishable from an interest-bearing 
transaction. The principles and rules of Shariah provide that form is not devoid of substance and 
neither can prevail over the other. Financial statements should reflect economic reality both in 
substance and in form. Therefore, the discussion of substance and form is central to the idea of 
using different sets of accounting treatments for various Shariah-compliant transactions 
(AAOIFI, 2020). 
From a Shariah perspective, the ‘form’ and ‘substance’ of a transaction must be consistent and 
should not contradict one another. The AAOIFI conceptual framework names this concept as 
‘uniformity of substance and form’. However, in cases of inconsistency between substance and 
form, Shariah places greater importance on substance (Shafii & Zakaria, 2013). This concept 
leads to differences in the recognition and presentation of lease-based transactions between the 
two financial reporting regimes (IASB & AAOIFI). For example, Islamic banks that adopted the 
AAOIFI standards recorded and reported assets financed under lease arrangements (Ijarah 
Muntahia Bittamleek) as the bank’s assets, with depreciation and impairment allowances 
provided accordingly (see Appendix 2b for illustration). In contrast, Islamic banks that adopted 
IFRS did not recognize the leased assets, following the substance over form principle. Instead, 
they recognized the amount owed by the bank’s customer under the lease financing (see 
Appendix 2a for illustration). 
 
4.8 Faithful Representation 
The question of whether faithful representation of financial statements of IFIs, prepared under 
the requirements of IASB, can be achieved despite the aforementioned differences is complex. 
On one hand, financial statements prepared under IASB adhere to its requirements, suggesting 
faithful representation of Islamic finance transactions and products. On the other hand, the 
identified differences necessitate unique accounting treatments under Shariah rules, potentially 
challenging the attainment of faithful representation from the perspective of Shariah-conscious 
users of IFIs' financial information. 
While some differences between IFRS and AAOIFI pertain solely to presentation and can be 
addressed through additional disclosures in the financial statements' notes, others, such as the 
impermissibility of discounting monetary items or determining fair value through discounting 
estimated future cash flows, present significant challenges for reporting entity under IASB. 
Therefore, future research should conduct in-depth discussions of relevant concepts and 
principles involving both standard-setters to enhance investor confidence, promote 
international comparability, and reduce the cost of preparing financial information for IFIs.  
 
CONCLUSION 
Harmonization between IASB and AAOIFI is an ongoing process, with many jurisdictions 
adopting IASB as their primary reporting framework and applying AAOIFI standards selectively. 
AAOIFI has approved a strategy to align its standards more closely with IASB, aiming to 
promptly adopt new IFRS as they are issued to maintain conceptual similarity (Mustafa & 
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Tabraze, 2018). Meanwhile, the IASB's Islamic Finance Consultative Group (IFCG) 2 continues 
efforts to address complexities in applying IFRS to Islamic finance products and transactions.  
Previous studies consistently highlight differences between IASB and AAOIFI. Advocates of 
IASB argue that these variances can be addressed through additional disclosures, asserting that 
IASB can fully accommodate Islamic finance products using conventional accounting principles 
(MIA, 2020)3. Conversely, opponents argue that IASB, designed without consideration for 
Islamic finance, fails to meet the information needs of Shariah-conscious stakeholders, 
potentially compromising the authenticity of Shariah compliance (Mustafa & Tabraze, 2018).  
Some disparities in the presentation and disclosure of financial statement elements between 
IFRS and FAS can be mitigated with additional disclosures. However, significant differences in 
recognition and measurement pose challenges for IFIs reporting under IASB (Sharairi, 2021). 
These inherent gaps arise from the structural objectives of the IASB and AAOIFI, reflecting their 
respective mandates. AAOIFI, driven to address Islamic finance specificities and Shariah 
compliance, issues standards where IASB falls short. Economic, legal, and social distinctions 
between Islamic and conventional banking practices underscore the ongoing necessity of 
AAOIFI standards, albeit efforts to minimize differences and enhance comparability between 
financial statements prepared under IASB and AAOIFI (Sharairi, 2021). 
It's important to note that this paper does not exhaustively list all differences between IASB and 
AAOIFI, focusing instead on conceptual disparities based on updated IASB (2018) and AAOIFI 
(2020) conceptual frameworks. Concerns among IFI stakeholders regarding the reliability of 
AAOIFI standards persist, with studies indicating varying acceptance levels and expertise gaps 
among preparers and reviewers (Ismail & Sori, 2016). 
Despite ongoing debates over the most appropriate accounting framework for IFIs, regulatory 
requirements often dictate the use of either IASB or AAOIFI. Harmonizing or converging these 
frameworks could alleviate challenges related to framework selection, acceptability, and 
comparability of financial information globally. 
Stakeholders within the Islamic finance industry are actively seeking solutions to bridge gaps 
between widely accepted accounting standards (particularly IASB) and Islamic finance 
accounting (particularly AAOIFI), aiming for globally understandable and comparable financial 
reporting. To advance these goals, further steps should include: 
AAOIFI's continued review of its standards to align with global accounting principles without 
compromising Shariah rules. 
Consideration by AAOIFI to consolidate overlapping standards and emphasize Shariah 
compliance in unique Islamic finance transactions. 
Potential issuance of industry-specific guidelines by the IASB to accommodate the form and risk 
profiles of Islamic finance transactions. 
Promotion of enhanced disclosures tailored to Shariah-conscious stakeholders through specific 
IASB guidelines. 
Active engagement of jurisdictions mandating IFRS for IFIs with the IASB to address challenges 
in applying IFRS to Shariah principles. 
 

 
2 In 2011, the IASB established the Islamic Finance Consultative Group (IFCG) to promote the consistent application of IFRS 

standards by identifying, discussing and finding solutions to the complex problems associated with the application of IFRS to 

Islamic finance transactions. 
3 One of the benefits in support of the adoption of IFRS as a reporting standard for IFIs is that it will boost investor confidence 

by promoting a better understanding and international comparability of IFI’s financial statements (ACCA and KPMG, 2010). 

The use of a single set of financial reporting standards worldwide is further expected to create cost savings and facilitate cross -

border investments by increasing transparency of financial disclosure (Sultan, 2006; Putih, 2008). 
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While achieving complete convergence between FAS and IFRS remains challenging, 
opportunities exist for further harmonization to minimize differences4. 
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ABSTRACT 

 
In Malaysia, a minimum wage policy is formed to ensure workers receive a “fair” wage and avoid 
labour exploitations. An increase in living cost is a tremendous factor that urges pay for low-
skilled workers, among them the bottom 40 low-income households, to minimise the impact on 
labour market outcomes. Therefore, this study assesses the effects of the minimum wage policy 
on employment and output/labour productivity among economic subsectors in Malaysia. Using 
the computable general equilibrium model, structural analysis has the advantage of evaluating 
the impact on local and foreign employment by skills and output/labour productivity is analysed 
by subsectors of the economy. The results show that by increasing the minimum wage, industries 
relying on foreign workers have induced a larger number of migrant workers, potentially 
spreading their employment among the economic sectors. In contrast, work on the locals has a 
minimal impact, with labour productivity/output remaining constant. This study reveals that 
minimum wage increases will assist in supporting the cost of living among locals but 
simultaneously induce a larger supply of foreign workers.  
 
Keywords: Minimum wage, employment, industry’s output, local worker, foreign worker, labour 
market 
 
INTRODUCTION 
Raising the minimum wage is a perfect complement to reform and improve the composition of 
low-skilled workers, specifically natives, i.e., income and economic well-being. In Malaysia, the 
implementation of the minimum wage policy is to upsurge individual income earnings to 
overcome the issue of increasing living costs as well as to eradicate poverty, especially for the 
bottom 40 households.  
 
However, the increase has a prevalence situation of encouraging more foreign workers to be 
employed in the economy, as the existing occurrence of relying on them in many subsectors of 
the economy. Manning (2021) asserted that the employment effect is elusive in the presence of 
a minimum wage policy. The hiring/recruitment of low-skilled foreign workers depends on the 
participation and capacity of natives (Flahaux 2017). Prior studies have evidence that the 
recruitment and employment of foreign workers have a positive and negative impact on the host 
country (Hanson 2009; de Haas & Sonja 2018; de Haas et al. 2018). The employment of foreign 
workers has a negative effect on local workers by taking over their jobs (Manning 2011; Lewis 
2011) but has a positive effect by taking over jobs that are not filled by natives (Hanson 2009; 
Bove & Elia 2016). The evidence shows that foreign workers are concentrated in all economic 
sectors, i.e., the agriculture, manufacturing, construction and service sectors (Furlanetto & 
Robstad 2019; Helbling 2020). 
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The empirical evidence on the minimum wage policy effects on developing countries is still 
limited, and it is extensively based on developed countries. The effect may vary in emerging 
countries in which is the foreign labour policy well not yet established.  Therefore, the consistent 
evidence of adverse employment effects of increasing minimum wage in developing countries is 
yet to contemplate. Even though the debate on the effectiveness of minimum wage has become 
growing research; however, low-skilled migrant works are not covered (Giulietti, 2014; Giulietti, 
2015).  
 
 In emerging economies, developing countries have a high dependence on foreign workers 
and strive to reduce it. In the context of Malaysia, the study of the effectiveness of labour 
migration policies in relation the impact of minimum wage is still lacking. Prior studies focus on 
the effect foreign workers to the Malaysian economic sector on productivity (Ng & Tan 2019; 
Jordaan 2018; Palel et al. 2016; Bachtiar et al. 2015; Ismail 2015; Noor et al. 2011; Hassan 2009) 
and foreign workers’ management policy (Anderson 2020; Ang Jian Wei et al. 2018; Kassim 
2014; Kaur 2014; Devadason & Meng 2014).  
 
Whilst extensive studies have been conducted on evidence regarding policy reviews and 
determinants of immigrants, yet the direct effect of the immigration policy is relatively sparse. 
The comprehensive evidence directly exploring the role of increasing minimum wage will lead 
to expected migration flows, either increasing or decreasing the number of low-skilled migrant 
workers. The estimation, either positive or negative, may involve both the concern of the 
employment skills, especially low-skilled workers and the nature of the country's minimum wage 
policy. The pull factor of minimum wage is determined by the overall wage and employment 
effects. Therefore, our work contributes to existing knowledge on a significant increase in 
minimum wages and immigrants' labour market effects in two ways. First, we use a computable 
general equilibrium (CGE) model to estimate the changes in employment of low-skilled 
immigrants' outcomes of native workers due to the increases in the minimum wage; and second, 
we provide comprehensive evidence to estimate the magnitude of mobility of low-skilled 
migrants between the formal and informal sectors.  
 The minimum wage is studied based on the labor market as well as its relation to the 
policy. There are studies that state that the minimum wage has a negative effect on employment 
and production. Meanwhile, there is an explanation that the minimum wage can increase the 
efficiency of wages with the performance of workers directly related to wages. At the beginning, 
the minimum wage received significant criticism from Singler (1946) who explained that the 
minimum wage would have a negative effect on the labour market. 
 
 On the other hand, Douty (1960) found that the minimum wage will reduce employment 
in industries with low wages. Brozen (1962) and Welch (1974) stated that minimum wage 
policies encourage workers to work. However, Beranek (1982) argued that the minimum wage 
policy would be one of the attractive factors for illegal foreign workers. Gallasch (1975), Peterson 
(1957), Peterson and Stewart (1969) concluded that the minimum wage will reduce the 
participation rate of the low-skilled labor force. There are studies that analyze the impact of the 
minimum wage on low-skilled groups (Dube et al. 2010; Neumark et al. 2014a, 2014b; Neumark 
&Wascher 2017; Sabia 2014), although the focus is on teenagers, single mothers and low-
educated individuals. However, a study from Chassamboulli & Palivos (2013) concluded that 
substitution or complementarity effects affect the labor market. 
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 In this article, we examine the consequence of the minimum wage increase on broader 
measures of skill composition among immigrants in Malaysia. Our analysis aims to uncover 
sparse evidence on the direct impact of increasing the minimum wage on low-skilled migrant 
workers in economic sectors. The objective of this study is to assess the impact of minimum wage 
orders, in the sense that increases in the minimum wage on the impact of low-skilled foreign 
workers’ employment. 
 
LITERATURE REVIEW 
Neoclassical theory shows a positive effect on increasing the minimum wage and the labor 
market (Cortes 2004; Orrenius and Zavodny 2008). According to Orrenius and Zavodny (2008), 
unemployed people have a high chance of moving to a country with a minimum wage. Boffy-
Ramirez (2013) also explained that foreign workers are willing to move to a country with a higher 
minimum wage. Therefore, Giulietti (2014) argues that the minimum wage can contribute to an 
increase in the average wage for foreign workers. Chruchill and Sabia (2019) explain that the 
minimum wage increase policy is complementary to immigration policy. Clemens et al. (2018) 
proved through his empirical study linked to the Mexican Bracero sanctions issue between 
Mexico and the United States that the wage increase policy is an ALMP policy that has not been 
successful with the government's efforts to increase the involvement of local workers in low-
skilled jobs. 
 
 Most of the previous studies on the effect on the minimum wage refer to the United States 
(Forrest 1982; Corbo 1981; Gregory 1981; Rosa 1981; Borjas 2003; Bosch and Manacorda 2008, 
Ottaviano & Peri, 2008; Ottaviano & Peri, 2011; Borjas 2018). Furthermore, some previous 
studies did not take into account the effect of increasing the minimum wage on the labor market 
and showed a positive effect with the implementation of the minimum wage itself (Card, 1992a; 
Card, 1992b). An increase in the minimum wage was found to show a non-significant effect in 
reducing low-skilled workers overall (Card & Kreuger 1994; 1995). 
However, Karim et al. (2016) explained that there is a deficiency in past empirical studies and 
proved that the minimum wage is able to increase economic growth. It turns out that previous 
studies are more focused on the government's efforts in developed countries to increase the 
involvement of local labor and reduce the dependence of foreign labor. However, globally, the 
impact of minimum wage changes on economic performance has been less conducted in 
previous studies. 
 
 The minimum wage is not the solution to the problems faced by low-wage workers. In 
addition, it cannot be assumed as a substitute for other aspects of employment negotiation, such 
as the environment or scope of work (Hui 2013; Rybczynski & Sen 2017). The study of Dube et 
al. (2010), Allegretto et al. (2011) and Addison et al. (2012) prove a negative relationship between 
minimum wage increases and low-skilled jobs. The minimum wage has an unclear effect on labor 
migration since its increase can be an attraction factor for foreign labor and affect the labor force 
participation rate in the government's efforts to reduce labor migration (Giulietti 2014). 
 
Minimum Wage Orders   
The minimum wage is the lowest wage scheduled according to the hour, day, or month payable 
by employers (ILO 2016). MOHR had executed the Minimum Wage Order in 2013. The 
minimum wage refers to the wage given by the employer at the minimum level without taking 
into account the sector and skill level (Bitsch et al. 2017). In Malaysia, the minimum wage rate 
was reviewed by the National Wage Legislative Technical Committee (JTPGN) as imposed by 
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the National Wage Consultative Council (MPGN) Act 2011 (Act 732) under the Ministry of 
Human Resource Malaysia. Employers are subject to pay at the minimum level regardless of 
sector and skill level.  
 
 

 
Figure 1  Minimum wage orders in Malaysia, 2013-2020 

Source: MOHR Malaysia. 
 
Figure 1 illustrates the changes and improvements in the Minimum Wage Order from 2013 to 
2020. Under the Employment Act 195, the minimum wage is applicable for all workers, 
including foreign workers who earn less than MYR900 per month in Peninsular Malaysia or less 
than MYR800 a month for Sabah and Sarawak. Although the enforcement remains inadequate, 
implementing a Minimum Wage Order has a consequential effect on low-skilled workers' 
income. Primarily, minimum wages received significant criticism that it would negatively impact 
the labour demand, eventually counterproductive to economic growth. In contrast, the 
minimum wage can increase wages' efficiency with employees' performance (Rybczynski & Sen 
2017).  
 
The minimum wage increased by MYR100 over the rate in 2019. The government's attentiveness 
is to reducing skilled foreign workers through the minimum wage and encouraging more local 
employment (ILO 2016). The rise in the minimum wage has contributed to increased production 
costs across the sectors (World Bank 2015). However, the 9 to 11 per cent increase in the 
Minimum Wage Order does not significantly encourage local workers to work in low-skilled jobs 
(ILO 2016) instead of attracting foreign workers. 
 
The minimum wage policy is ineffective in reducing the presence of migrant workers in the 
Malaysian economy for a few reasons. First, roughly MYR1,100 amount of minimum wage is 
unable to attract local unskilled workers over migrant workers. Hence, the implementation of 
the policy encourages the supply of low-skilled migrant workers. Second, the minimum wage is 
less elastic to labour demand than the supply is more elastic. Finally, implementing the 
minimum wage in Malaysia is still recent, and its effectiveness in reducing foreign labour 
dependency and encouraging locals is unknown.  
 
METHODOLOGY 
Data and model  
This study has gathered data from many channel of sources. The industries data were obtained 
from the 2015 Malaysian Input Output Table as the main data for the analysis. Apart from that, 
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employment data were obtained from Labour Force Survey (2015), salaries and wages from 
National Employment Return (2015), and other variables such as minimum wage from the 
Economic Census (2015). The Labour Force Survey data is based on microdata consisting of local 
and foreign workers. In addition, employment by economic subsectors were classified into local 
and foreign workers according to occupational types and skills level (see Appendix II), while 
GTAP data was utilised for elasticity parameters. Based on the largest range data, we developed 
the MAGE model (see Figure 2), a computable general equilibrium (CGE), predominantly from 
the ORANI-G version, and modified from Horridge (2005) for the Malaysian economy.  
 
The model simulates the actual extent of the impacts the price-mechanism (levy and minimum 
wage) will have on the economy in the short run. The advantage of choosing the CGE model over 
the partial equilibrium or econometrics is its capacity to analyse the extensive interdependencies 
amongst industries. This MAGE model was specifically developed based on a study of the impact 
of changes in labour migration policy in Malaysia. A comparative static rather than a dynamic 
model is adequate to access the aim of this study which to access the policy impact instead of 
forecasting the performance of the industries and the whole economy. 
 

 
Figure 2  Model MAGE 

Source: Malaysia Input-Output Table (2015), Labour Force Survey (2015), 
Economic Census (2015) and National Employment Returns (2015). 

 
The simulation design shows the changes in foreign workers' employment relative to the baseline 
scenario (i.e., without any policy shocks). Subsequently, it determines the policy barrier for 
foreign workers (with policy shocks). The MAGE model incorporates the baseline scenario and 
alternative scenarios. The baseline scenario of this study only involved a reduction in the use of 
low-skilled foreign labour by 5 per cent without changes in the involvement of local and other 
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foreign labour. The Labour Force Survey database in 2015 showed a decrease in the number of 
foreign workers compared to the previous year (baseline scenario) without policy shocks 
(minimum wages).  
 
Scenario and Simulation 
i. Base-case scenario  
 
This study provides a base-case scenario to examine the impact of output and employment 
without policy shocks. The baseline scenario, referred to as without policy changes, is the 
benchmark for any policy changes to discover what occurs before and after policy changes occur. 
In contrast, the policy scenario (policy shock) is an alternative scenario that shows the changes 
in minimum wage mechanisms that occur in policy shocks based on the latest data. The study's 
baseline scenario (without policy shocks) only involved a reduction in the use of low-skilled 
foreign labour by 5% with no change in the number of local and foreign labour. The Labour Force 
Survey database in 2015 showed a decline in the number of foreign workers compared to the 
previous year (base scenario) without policy shocks in the minimum wages.  
 
With the policy shock in the minimum wage policy, this study analyses the industrial 
performance by examining the impact on the industry’s output by economic subsectors. This 
analysis could describe the impact of changes on the overall Malaysian economy. In addition, 
research on employment performance according to skills level, consisting of local and foreign 
workers. 
 
ii. Scenario and simulation 
 
With policy shock this study includes three policy shocks and the determination of variables and 
model equations (closure). The three policy shocks classify the effects of changes in foreign 
worker recruitment and management policies: quotas, levies and minimum wages on 
macroeconomic performance, industry performance, labour demand, and labour market. Table 
4.1 and Table 4.2 describe the study policy shocks applied to analyse this study. 
 
Table 1  Scenario and closure 

Policy scenario 
Time-
frame 

Exogenous closure 

Increase in 
Minimum Wage 
Order  

Short run flabl(i,o,l): is a policy shock/change for 
minimum wage 

where;                 
i: indicates the industries 
o: indicates the occupation and skills 

     level 
l: indicates the local and foreign 
    labour 

                
The minimum wage policy shocks assess the impact of minimum wage increases to reduce low-
skilled foreign workers on economic growth, industrial output and labour force participation 
rates. In 2016, the Minimum Wage Order was increased to RM1,000 for the peninsula and 
RM900 for Sabah and Sarawak. In addition, in 2020, there will be an increase to RM1, 200 
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which is uniform for all areas. Therefore, the average increase in the minimum wage over four 
years is 10 per cent (RM100), 13 per cent (RM124) and 15 per cent (RM151). Simulations for the 
minimum wage policy (SIM 1, SIM 2 and SIM 3) show changes in the minimum wage from 2013 
to 2019. This pricing mechanism is expected to show changes in industrial performance (output 
change) and labour demand (employment). 
 
Table 2  Simulation of the minimum wage policy  

Simulatio
n 

Percentag
e 

Descriptions 

SIM 1 10 % 
Changes in the minimum wage of RM100 
in 2013  

SIM 2 13% 
Changes in the minimum wage of RM124 
in 2016  

SIM 3 15% 
Changes in the minimum wage of RM151 
in 2019 

                    Source: The Minimum Wage Order in 2013-2016 (Peninsula Malaysia) 
                    Note: Changes in the Minimum Wage Order 2013, 2016 and 2019. 
 
The policy changes are based on three types of simulations specifically targeted to the category 
of low-skilled foreign workers. The simulation is compared for the three policy shocks from the 
study model that measures the importance of foreign worker management policy to the overall 
Malaysian economy. A comprehensive study distinguishes policy reductions, and the relevance 
of this study based on the evidence of foreign worker management policy changes could identify 
the most efficient and effective foreign worker management mechanisms. In addition, the 
minimum was which was also identified as a price mechanism, has a purpose to reduce 
employers' demand for low-skilled foreign workers.  
 
RESULT AND DISCUSSIONS 
The impact of a minimum wage increase is analysed from the perspective of industry/subsector 
performance on the output and employment effects. The result is examined according to the 
economic performance of the agricultural, construction, manufacturing and service sectors. In 
relation, the classification of economic subsectors according to the Malaysian Standard 
Industrial Classifications (2008) is based on the Input-Output Table 2015, as shown in Appendix 
I.   
 
Industry’s output 
i. Agriculture sector 
Figure 3 indicates the simulations (SIM 1, SIM 2 and SIM 3) for the minimum wage policy shocks 
on the output performance for the agriculture subsector. The results show interesting findings 
where the oil palm subsector is the most impacted by the minimum wage increase for all 
simulations from -0.506 to -0.749%. This implies that this subsector relies much on foreign 
worker for individual and plantation oil palm ownership. In contrast, other subsectors have 
recorded a minimal impact range from 0.006 to -0.149%. The results of the paddy subsector 
sustained as this is in line with the government's efforts based on the National Agro-Food Policy 
(2011-2020), which emphasises food security production and improves the output of agri-food 
sectors such as food crops, vegetables, fruits, and other agricultural subsectors relate to the food 
production.  
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Figure 3  Agriculture sector: Output change (%) 

 
ii. Construction sector 
As shown in Figure 4, the overall performance of the construction sector output shows a positive 
growth of the output increased in a range of 0.031 to 0.046%. However, all three simulations for 
the minimum wage policy shock recorded a decline in the development of the non-residential 
building sub-sector. This implies a reduction of low-skilled foreign workers at high dependence 
affected production in the non-residential building sub-sector. However, the reduction in output 
in the non-residential development sub-sector was higher in all simulations, ranging from -0.241 
to -0.356. The study by Addison et al. (2012) also discussed that increasing the minimum wage 
would remain, creating dependence on low-skilled foreign workers. Thus, labour-intensive 
industries, such as non -residential buildings, negatively affect output. 
 
 

 
Figure 4  Construction sector: Output change (%) 

 
iii. Manufacturing sector 
The manufacturing sector consists of 68 subsectors based on the subsectors’ classification at 5 
digit-level according to the Malaysian Input-Output Table (2015). Figure 5 presents the 
simulations (SIM 1, SIM 2 and SIM 3) for the minimum wage policy shocks. All three simulations 
for the quota reduction and minimum wage increase circumstances recorded a significant 
decrease among the manufacturing sub-sectors and even higher in SIM 3. This can be seen in 
the subsector of manufacture of grain mill, starches and starch products (Subsec. 22) and the 
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manufacture of veneer sheets and wood-based panels (Subsec. 37), and the manufacture of 
vegetable and animal oils and fats (Subsec. 21). The most subsectors impacted especially in SIM 
3, indicated the reduction of -0.749% (Subsec. 37), 0.846% (Subsec. 37), and -0.571 (Subsec. 21), 
respectively (See Figure 5). 
 
It has to be noted that manufacturing sector is often associated with high capital consumption, 
in line with technological and mechanical developments. However, due to most sub-sectors still 
in low levels of technology utilisation, the reduction in low-skilled foreign workers in the 
underlying policies in the manufacturing sector recorded a significant decline in output to some 
manufacturing sub-sectors. A significant decline occurred in the food product manufacturing 
sub-sector, especially the vegetable and animal oils and fats sub-sector, attributed to intensive 
labour usage in this sector (Sulaiman & Ismail 2021).  
 
 The results also recorded positive growth in the output performance, which ranged from 
0.005 to 0.461%. Several sub-sectors showing a positive and significant response to foreign 
worker management policy were identified. The subsectors showed the relevant response are 
manufacturing textiles (Subsec. 30, 31, 32), manufacturing of wood, and wood and cork products 
Subsec. 37, 38, 39), manufacture of chemicals and chemical products (Subsec. 45, 46, 47 and 
49), manufacture of rubber and plastics products (Subsec. 51, 52, 53, 54, 55), manufacture of 
glass and glass products (Subsec. 56), manufacture of basic metals products (Subsec. 60, 61, 62), 
manufacture of electrical equipment (Subsec. 68, 70, 71, 72, 73), and manufacture of computers, 
electronic and optical products (Subse. 69, 75, 76, 77, 78, 79) (See Appendix I). 
 
The development of the manufacturing sector is often associated with new applications to 
increase output. The 11MP (2016-2020) also emphasises strengthening the manufacturing 
sector. The price mechanism, i.e., the minimum wage policy, shows a reduction in low-skilled 
foreign workers and output in high-value manufacturing sub-sectors, specifically for the 
subsector chemicals and chemical products, electrical equipment, and computers, electronic and 
optical products. This sub-sector has input requirements from other industries and could 
produce high-quality products (MITI 2018). 
 
In addition, all three simulations for the minimum wage increase could promote higher 
innovation-based output growth with skilled and semi-skilled labour involvement. The industry 
will be encouraged to undertake research and development activities in product production 
(Jordaan 2018).  
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Figure 5  Manufacturing sector: Output change (%) 

 
 

 
Figure 6  Services sector: output change (%) 

 
iii. Service sector 
Figure 6 indicates the transport and storage, information and communication sub-sectors 
recorded improvements in all three simulations for the minimum wage policy. The subsector is 
the main contributors to productivity increased (Economic Census 2016). In addition, SIM 1, 
SIM 2 and SIM 3 in the minimum wage policy shocks showed declining output, particularly for 
the accommodation, food and beverages (Subsec. 94, 95) subsector. This highlights a tourism 
sector and micro-enterprise show high employment requirements in the accommodation, and 
food and beverages sub-sector (Labour Force Survey Report 2019).  
 
The business and personal services (Subsec. 113 – 120) sub-sector did not benefit from all the 
three policy shocks/changes in simulations. Furthermore, the scientific research and 
development (Subsec. 114) and professional service (Subsec. 115) sub-sectors showed significant 
improvements in all three minimum wage simulations. These pricing mechanisms influence 
inter-industry effects to increase capital and technology. Since the minimum wage is a direct 
cost in industrial production, some industries optimise production and shift to partial capital. 
This situation will reduce labour consumption and increase capital-intensive output (Borjas 
2016). Besides promoting technology in the manufacturing sub-sector, the services sub-sector 
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also needs modern technologies to foster and gain competitive environment for knowledge-
intensive services.  
 
Employment  
Based on the simulation in the minimum wage policies for SIM 1, SIM 2 and SIM 3, the results 
from Table 3 recorded significant declines in foreign workers. However, local workers' 
participation only increased at a low rate. Based on the quota policy, the percentage change of 
foreign workers has decreased three times less compared to the increase in local workers. Thus, 
the increase in skilled and semi-skilled foreign workers was more significant in SIM 3, reducing 
the low-skilled foreign workforce by 7.916%, 6.961% (SIM 2) and 5.474% (SIM 1)  
 
According to Ang Jian Wei et al. (2018) and Devadason (2020), the complementary effect 
between local and foreign workers results from minimal engagement among locals. Simulations 
for all three policies show the existence of a rounding effect between local workers and foreign 
workers. The increase in the skill level of local workers complements the semi-skilled and low-
educated foreign workers, as per the findings of studies by Ng & Tan (2019) and ILMIA (2013). 
For example, supervisors replace local workers with foreign workers in complementary job 
scopes. 
 
The higher the simulation for the minimum wage increases, as presented in Table 3, the more 
significant the decrease in foreign workers and the increase in the local workforce. Based on the 
rise in the minimum wage on SIM 1, the number of local workers increased by 0.29 per cent, 
while the number of foreign workers decreased by 1.42 per cent. The reduction in the percentage 
change of foreign workers was twice as much as the increase in local workers on SIM 3. The 
government's efforts to increase the minimum wage to increase the involvement of local workers 
clearly showed its effectiveness. 
 
 
Table 3 Employment effects based on skills level (%) 

 Local workers 
 Skilled Semi-skilled Low-

skilled 
 1 2 3  4  5  6  7  8  9  
Base 
scenario 

0.086 0.069 0.058 0.066 0.084 0.140 0.080 0.084 0.546 

SIM 1 0.271 0.192 0.257 0.209 0.188 0.521 0.289 0.314 1.393 
SIM 2 0.349 0.247 0.332 0.270 0.242 0.670 0.373 0.405 1.794 
SIM 3 0.401 0.284 0.381 0.310 0.278 0.767 0.373 0.465 2.058 
 Foreign workers 

 
Skilled Semi-skilled Low-

skilled 
Base 
scenario 

0.086 0.069 0.058 0.066 0.084 0.140 0.080 0.084 -5.912 

SIM 1 0.310 0.254 0.291 0.261 0.230 0.514 0.288 0.335 -5.474 
SIM 2 0.400 0.328 0.375 0.336 0.297 0.661 0.371 0.432 -6.961 
SIM 3 0.459 0.377 0.431 0.386 0.340 0.757 0.371 0.495 -7.916 
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Thus, the simulation of price increases promotes a reduction in the recruitment of low-skilled 
labour, namely by 1.68 per cent (SIM 1), 2.15 per cent (SIM 2) and 2.45 per cent (SIM 3). The 
reduction in the workforce according to low-skilled levels was among foreign workers, namely 
5.47 per cent (SIM 1), 6.96 per cent (SIM 2) and 7.91 per cent (SIM 3). The percentage change 
in foreign workers illustrates the reduction in the number of low-skilled foreign workers by 56 
809 persons (SIM 1), 68 884 persons (SIM 2) and 78, 286 persons (SIM 3) compared to the 
baseline scenario. 
 
The upsurge in the minimum wage benefits from increased professional and semi-skill levels, 
higher than the quota and levy policies compared to the low-skilled workers. These increases 
range from the level of employment of managers to machine and plant operators and installers, 
especially the most notable are the skilled workers of agriculture, forestry, livestock and 
fisheries. 
 
However, the minimum wage increase produces a phenomenon similar to the quota policy, i.e. 
labour input decreases sharply for oil palm (agriculture), non -residential development 
(construction), food product manufacturing (manufacturing), timber manufacturing 
(manufacturing), accommodation and food & beverage (services) as well as business services 
(services). This industry has received benefits effectively through higher low-skilled jobs than 
other industries. 
 
Referring to the issue of this study, most low-skilled foreign workers are believed to receive a 
monthly wage that is less than the minimum wage (World Bank 2013). Through the analysis of 
this study, the increase in the minimum wage mechanism in the short term also shows its 
effectiveness in controlling and reducing the demand for low-skilled foreign workers. 
 
CONCLUSION  
Based on the study results, it can be concluded that this study analysed the policy changes in the 
mechanism of quotas, levies and minimum wages. In the long run, the quota policy recorded a 
significant decrease for all three simulations of a low-skilled workforce. However, the quota 
policy shows a slowdown in economic growth and the output of labour-intensive industries. In 
addition, all three simulations for the levy and minimum wage increase show better economic 
growth than the quota policy. Also recorded a decline in the participation rate of low-skilled 
foreign labour. Thus, simulations for levy policy have advantages on capital-intensive industry 
transitions, compared to quotas and minimum wages simulations. 
 
Overall, all three policy shocks could increase labour output and productivity in the 
manufacturing and services sectors, in line with the increase in skilled and semi-skilled labour. 
However, simulations for the quota policy do not favour stable economic growth. 
 
In conclusion, the dependency on foreign labour in raising the productivity levels of the economy 
has continuously increased throughout the years, along with the entry of illegal foreign labours. 
Therefore, realigning the foreign labour needs through effective management is important in 
reducing the reliance on foreign labour and increasing employability and participation of local 
labours, increasing the wages in line with productivity for inclusive and sustainable growth. In 
the vision of the 12th Malaysia Plan, realigning the needs of foreign labour in the economy should 
be done by identifying the sectors in actual need of migrant workers and sectors that could 
replace foreign labour with local labour instead.  
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Further, managing a more efficient foreign worker employment needs cooperation from various 
parties, including Government, stakeholders, employers, and employees. Therefore, improving 
the foreign labour policies as a first step in efficiently managing foreign labour is vital in 
enhancing the protection of migrant workers. In the 12th Malaysia Plan, strengthening the 
labour market, especially the local labour market, can be achieved as these efforts can reduce the 
foreign labour dependency and increase the demand for medium and low-skilled local labour. 
Finally, developing a supply and demand database for labour is critically urgent for transparency 
and strengthening the labour market information. 
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ABSTRACT 
This study examines the time-varying dynamics of foreign direct investment (FDI) net inflows 
into Malaysia in response to internal and external shocks. Two uncertainty indicators, the world 
uncertainty index (WUI) and economic policy uncertainty (EPU), are proxied as external factors 
while financial development, trade openness and domestic GDP are regarded as the domestic 
factors. In the meantime the exchange rate can be regarded as eithr external and internal factor. 
To investigate the effects of the external and internal factors on FDI net inflow, a time-varying 
paramenter-vector autoregression (TVP-VAR) model with stochastic volatility is used in 
conjunction with other controlled variables. The findings reveal FDI is more prone to domestic 
shocks as compared to the external ones. The two uncertainty external shocks have a negative 
impact on FDI inflows and the effects are consistent over time. On the other hand, the impact of 
domestic The findings give some insights to policymakers and scholars to develop better 
strategies to attract and stabilize foreign direct investment (FDI) into the country in the face of 
economic uncertainties. 
 
Keywords: Foreign Direct Investment, Uncertainty Shocks, TVP-SVAR, ASEAN 
 
 
INTRODUCTION 
Foreign direct investment (FDI) serves as a vital source of capital, technology transfer, and 
economic growth for many countries, particularly developing economies. However, the 
increasingly volatile and unpredictable nature of the global economic landscape means that 
uncertainty shocks or sudden and significant increases in economic, political, or social 
uncertainty, can dramatically alter the flow of these investments. Understanding the impact of 
uncertainty shocks on Foreign Direct Investment (FDI) inflows is crucial for policymakers, 
economists, and business leaders in today's interconnected global economy. 
The ability to anticipate and mitigate the effects of uncertainty shocks on FDI can have far- 
reaching implications for a country's economic stability, job creation, and long-term 
development prospects. Moreover, as businesses become more globally integrated, 
understanding these dynamics is essential for firms making strategic investment decisions 
across borders. By 
 
examining how uncertainty shocks influence FDI patterns, stakeholders can develop more 
robust strategies to attract and retain foreign investment, enhance economic resilience, and 
foster sustainable growth in an ever-changing global environment. Figure 1 shows the world 
uncertainty index capturing major economic and political events occuring across the world. 
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Figure 1: World uncertainty index developed by Ahir, H, N Bloom, and D Furceri (2022) 

 
Apart from major economic and political events that might affect investment decisions of 
investors, economic policy uncertainty might also pose challenges to the inflow of investment into 
a country. Figure 2 ilustrates economic policy uncertainty (EPU) index of US, China, Japan and 
China respectively, showing volatility across the years, where China EPU depicting more 
fluctuations starting 2016 onward. US, China, Japan and Singapore are four major trading 
partners’ countries of many Asean countries particularly Malaysia. The EPU in those countries 
are expected to affect investment decision of foreign investors. 

 
Figure 2: Economic Policy Uncertainty of US (EPUUS), China (EPUC), Japan (EPUJ), 

Singapore (EPUS) and Average of the four EPU (AEPU) 
 
Studying FDI inflow to Malaysia is of particular importance due to the country's position as a 
rapidly developing economy in Southeast Asia and its reliance on foreign investment to drive 
growth. Malaysia has consistently attracted significant FDI, which has played a crucial role in its 
economic transformation over the past few decades. Malaysia achieved a record RM329.5 billion 
in approved investments across services, manufacturing, and primary sectors in 2023, marking 
a 23.0% increase from the previous year. Foreign investments dominated with 57.2% (RM188.4 
billion) of the total, while domestic investments accounted for 42.8% (RM141.1 billion). The 
services sector led with RM168.4 billion (51.1% of total), up 7.2% from 2022, while the 
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manufacturing sector saw an impressive 80.3% growth, reaching RM152.0 billion (46.1% of total). 
(MIDA 2024). FDI has been instrumental in developing key sectors such as manufacturing, 
services, and technology, helping Malaysia move up the value chain and transition towards a 
high- income economy. 
This study examines the time-varying dynamics of foreign direct investment (FDI) net inflows 
into Malaysia in the face of internal and external shocks. In particular, two uncertainty indices, 
the world uncertainty index (WUI) and economic policy uncertainty (EPU), are investigated as 
proxies for external shocks. Financial development, trade openness and domestic GDP are 
regarded as the domestic factors while the exchange rate can be regarded as either external or 
internal factor. A Time-Varying Parameter Vector Autoregression (TVP-VAR) with stochastic 
volatility model is particularly well-suited for investigating the effects of these factors on Foreign 
Direct Investment (FDI) inflow due to their ability to capture the dynamic and evolving nature 
of economic relationships. Unlike traditional VAR models that assume constant coefficients over 
time, TVP- VAR allows for the parameters to change, reflecting the reality that the impact of 
uncertainty on FDI may vary across different economic conditions and time periods. This is 
especially relevant in the context of globalization and rapidly changing economic landscapes, 
where the sensitivity of FDI to uncertainty shocks may shift due to factors such as technological 
advancements, policy changes, or global economic events. 
Furthermore, TVP-VAR can account for structural breaks and nonlinearities in the data, which 
are common in macroeconomic time series and particularly pertinent when studying uncertainty 
shocks. By employing TVP-VAR, researchers can gain insights into how the transmission 
mechanisms of uncertainty shocks to FDI inflows have evolved over time, potentially uncovering 
periods of heightened or diminished sensitivity. This approach allows for a more nuanced and 
accurate understanding of the relationship between uncertainty and FDI, enabling policymakers 
to design more effective strategies for attracting and stabilizing foreign investment in the face of 
economic uncertainties. 
 
 
LITERATURE REVIEW 
It has long been known that FDI, or foreign direct investment, can promote economic growth by 
disseminating novel concepts and technological advancements. FDI and growth have been 
the subject of numerous empirical and theoretical studies in the literature (e.g. Alfaro et al., 
2004; Chowdhury and Mavrotas, 2006; Aizenman et al., 2013); while other studies have looked 
at the factors that influence FDI (Schneider and Frey, 1985; Froot and Stein, 1991; Bénassy-Quéré 
et al., 2007; Blonigen and Piger, 2014). The majority of empirical research has concentrated on 
the cross- country determinant of foreign direct investment (FDI) and examined a range of 
factors that influence a company's decision to invest abroad, including market size, distance, 
income level, technological disparities, market access costs, and cultural proximity. Previous 
evaluations have usually concentrated on the long-term determinants derived from general 
equilibrium models that explain the distribution of FDI among nations and their implications for 
economic growth because these factors are enduring. 
The substantial decrease in foreign direct investment (FDI) that occurred during and after the 
global financial crisis (GFC) implies that short-term factors, such as policy uncertainty, may have 
an impact on FDI. This period was marked by increased uncertainty about economic policies in 
many advanced economies, including unconventional monetary policies, the Brexit referendum, 
and tensions related to global trade. There is reason to believe that the relationship between 
uncertainty and investment is stronger for foreign direct investment (FDI) than for domestic 
investment, even though both the real-option value channel (e.g., Bernanke, 1983; Bloom, 2009) 
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and the financial channel (e.g., Christiano et al., 2014; Choi et al., 2018; Arellano et al., 2019) 
predict a negative relationship. Only a small number of studies (e.g., Julio and Yook, 2016; Nguyen 
et al., 2018; Azzimonti, 2019; Chen et al., 2019; Honig, 2020) have examined the impact of policy 
uncertainty on FDI flows, despite the potentially significant relationship between FDI and policy 
uncertainty. 
Standard VAR or SVAR techniques with constant coefficients were used in earlier research to 
study impact of of a variable shock on the other variables. This models make the assumption that 
both the structure of the economy and the impact of shocks are constant. However, given the 
complexity of the regional and global economic environments, the financial sector may be 
vulnerable to both internal and external shocks, such as major unforeseen events or financial 
crises, which could result in structural changes (Nasir et al., 2018a, 2018b). Because of this, the 
relationships between FDI inflow and uncertainty may change over time, leading to different 
outcomes at different times. Furthermore, a recent study by Choi et al (2020) that looked at how 
economic policy uncertainty affected foreign direct investment used panel data, which made it 
impossible to evaluate the impact on a single country. 
 
 
METHODOLOGY 
This study follows the approach of Nakajima (2011) in estimating the time-varying parameter 
VAR model. The model representation of the TVP-VAR with stochastic volatility model. The 
study incoprates the Markov chain Monte Carlo (MCMC) method to obtain posterior parameter 
estimates. Thus 10000 samples are drawn, in which the initial 1000 sample are discarded due 
to instability. 
 
This study construct the model as follows 
𝑦𝑡 = (𝑊𝑈𝐼, 𝐴𝐸𝑃𝑈, 𝐹𝐷, 𝑇𝑂, 𝐹𝐷𝐼, 𝐺𝐷𝑃, 𝑅𝐸𝐸𝑅, )′ 
where WUI is world uncertainty index taken from published index by Ahir, H, N Bloom, and D 
Furceri (2022), AEPU is an average of economic policy uncertainty of US, China, Japan and 
Singapore from Baker, Bloom and Davis (2016), Baker, Bloom, Davis and Wang (2013), Arbatli, 
Davis, Ito and Miake (2019) and Davis (2016) respectively. FD stands for financial development 
proxied by claim on private sector as percentage of GDP. TO is trade openess proxied by total 
trade (export plus import) as percentage of GDP, FDI is foreign direct investment as a percentage 
of GDP, GDP is real gross domestic product and REER is real effective exchange rate. WUI, 
AEPU, GDP, and REER are initially transformed into logarithmn forms to become LWUI, 
LAEPU, LGDP and LREER. All series are tested for stationarity status using Augmented Dickey 
Fuller (ADF) test. Only stationary series will be utilised in the estimation model. 
 
 
Empirical Findings 
Table 2 shows the the results of the stationarity tests. LWUI, LAEPU and FDI are stationary at 
level form, while the rests are stationary at difference form. Thus, the TVP-VAR model is 
constructed using stationary series of LWUI, LAEPU, DFD, DTO, FDI, GDPG and DLREER 
where DFD, DTO and DLREER are all in difference form while the GDP is transformed into 
growth form to become GDPG. 
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Table 2. ADF Test Results 
 

Variables ADF statistics P-value Stationarity 
LWUI -4.339637 0.0055*** I(0) 
d(LWUI) -4.909873 0.0010***  
LAEPU -3.246827 0.0857* I(0) 
d(LAEPU) -10.82603 0.0000***  

 
FD -2.381366 0.3853 I(1) 
d(FD) -5.383018 0.0002***  
TO -1.929473 0.6260 I(1) 
d(TO) -5.868933 0.0000***  
FDI -4.894868 0.0011*** I(0) 
d(FDI) -3.828884 0.0230**  
LGDP -2.754170 0.2203 I(1) 
d(LGDP) -3.204355 0.0953*  
LREER -2.345782 0.4036 I(1) 
d(LREER) -7.281127 0.0000***  

 
Note: ***, ** and * indicate significant at the 1% , 5% and 10% levels respectively. 
Table 3 indicates that the optimum lag order could be zero or one. To have dynamic in the model, 
the study selects lag order of one for the estimation process. 
 
Table 3. VAR Lag Order Selection Criteria’s 

Lag LogL LR FPE AIC SC HQ 

0 -259.204 NA 3.17E-05 9.507278 9.760447* 9.605431* 

1 -198.506 104.0526* 2.12e-05* 9.089515 11.11487 9.87474 

2 -158.474 58.6196 3.16E-05 9.409769 13.2073 10.88207 

3 -105.558 64.25413 3.42E-05 9.269942 14.83966 11.42931 

4 -50.4494 53.14081 4.38E-05 9.051763* 16.39366 11.8982 

5 -4.70184 32.67681 0.000122 9.167923 18.28201 12.70143 

 
The results of the models' parameter estimates are displayed in Tables 4. The last two columns 
present the Geweke and inefficienct factor (Inef.) test values. The Geweke values indicate that all 
parameters have the test values below the z score of 1.96, corresponding to a 5% significance level. 
Thus, the null hypothesis that the estimated parameters converging to the posterior distribution 
could not be rejected. The inefficiency factors are also small and less than 100. Figure 3 further 
validates the efficacy of the MCMC sampling in getting posterior distribution of the parameters. 
The sample autocorrelation reduces steadily for all parameters after the first 1000 draws are 
burn. In the meantime the posterior densities also display characteristics of a normal 
distribution. 
 
Table 4. Parameters Estimation Results 

Parameter Mean Stdev 95%U 95%L Geweke Inef. 
(  )1 0.0023 0.0003 0.0018 0.0029 0.062 6.16 

(  )2 0.0023 0.0003 0.0018 0.0028 0.949 3.28 



212 
 

 

( a)1 0.0056 0.0018 0.0034 0.0103 0.281 19.1 

( h)1 0.0056 0.0018 0.0034 0.0103 0.923 22.11 

( h)2 0.0055 0.0017 0.0034 0.0098 0.983 27.03 

 
 

 

Figure 3: Sample autocorrelation (top), sample paths (middle) and posterior densities (bottom). 
 
 
shocks as well as to domestic shocks for 2-, 4- and 8-period ahead over time. Shocks to domestic 
factors particularly shocks to DTO and GDPG have profound effects on FDI. This is apparently 
true in the shorter period horizon over time. From domestic factor perspective, trade openness 
has higher impact on FDI as compared to domestic income as well as financial development. At 
shorter period horizon over time, the domestic income has bigger positive impact on FDI as 
compared to negative and small effect at mid and long period horizon over time. 
In the meantime, the shocks to both uncertainty factors consistently have negative impact of FDI 
and the effects are quite consistent over time. At shorter horizon period over time, the impacts 
are bigger than at the mid and long period horizon over time. The effect of the shocks to the 
exchange rate on FDI is quite negligible even though they show consistent negative impact over 
time where the shocks at the mid and long horizon over time have bigger consequences on FDI 
net inflow. 
Figure 5 captures and compares the impulse response of FDI to various shocks at specific time 
periods, namely during the global economic crisis of 2008 and during COVID-19 pandemics of 
2020. As seen, FDI responds negatively to both external uncertainty shocks and the exchange 
rate shock. The figures indicate that the pattern of the responses is about the same during both 
crisis periods. The responses of FDI to DTO and GDPG are positive and the effects last for 5 
quarters and 3 quarters respectively. 
 
 
CONCLUSION 
This study provides robust insights into the dynamics of FDI in response to various economic 
factors and uncertainties. The time-varying impulse response analysis reveals that domestic 



213 
 

 

factors, particularly trade openness and GDP growth, have profound effects on FDI, especially 
in the short term. This highlights the critical role of a country's internal economic conditions in 
attracting foreign investment. Concurrently, both domestic and global uncertainties consistently 
exert negative impacts on FDI, with these effects being more pronounced in the short term. The 
study also emphasizes the resilience of FDI patterns across different crisis periods, as evidenced 
by the similar response patterns observed during the 2008 global financial crisis and the 2020 
COVID-19 pandemic. 
 
The findings further indicate that while exchange rate shocks have a consistent negative impact 
on FDI over time, their effect is relatively small compared to other factors. This suggests that 
investors may be more concerned with broader economic indicators and uncertainties rather 
than currency fluctuations alone. The positive responses of FDI to trade openness and GDP 
growth, lasting for several quarters, emphasize the importance of maintaining strong economic 
fundamentals and open trade policies to sustain FDI inflows, even in the face of global economic 
challenges. 
Based on these findings, policymakers should prioritize strategies that enhance domestic 
economic stability and growth to attract and retain FDI. Given the significant positive impact of 
trade openness on FDI, policies that promote international trade and economic integration 
should be at the forefront. This could include reducing trade barriers, improving infrastructure 
to facilitate trade, and negotiating favorable trade agreements. Additionally, measures to boost 
GDP growth, such as targeted investments in productive sectors, innovation support, and human 
capital development, should be implemented to create a more attractive environment for foreign 
investors. 
Furthermore, the study's revelation of the negative impact of uncertainties on FDI calls for policy 
measures aimed at reducing both domestic and global economic uncertainties. This could 
involve implementing transparent and consistent economic policies, enhancing institutional 
quality, and participating in international efforts to stabilize the global economic environment. 
While the impact of exchange rate shocks appears limited, maintaining a stable currency through 
prudent monetary policy could still contribute to a more predictable investment climate. 
This study has several limitations that provide avenues for future research. Firstly, the analysis 
focuses on aggregate FDI flows, which may mask sector-specific dynamics. Future studies could 
disaggregate FDI by sector to provide more nuanced insights. Secondly, the study's timeframe, 
while including significant economic events, may not capture longer-term structural changes in 
the global economy. Extended time series analysis could offer additional perspectives on 
evolving FDI patterns. 
Future research could also explore the interaction between FDI and other forms of capital flows, 
such as portfolio investments, to provide a more complete picture of international capital 
movements. Additionally, incorporating qualitative factors like policy uncertainty indices or 
measures of institutional quality could enrich the understanding of FDI determinants. Finally, 
comparative studies across different countries or regions could help identify whether the 
observed patterns are universal or specific to certain economic contexts, thereby enhancing the 
generalizability of the findings and informing more targeted policy recommendations. 
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ABSTRACT 
 
Precision Farming emphasizes maximizing output while minimizing input that focus on precise 
management in every aspect of farm variability especially on the farm inputs such as fertilizer 
application. However, implementing precision farming and drone technology incurs high costs 
for farmers especially for field operation such as spraying and aerial mapping procedures which 
become the main issue that hinders the wider adoption rate and acceptance among the rice 
farmer and service provider.  A comparative cost-benefit analysis was conducted at a rice field 
in Sungai Besar, Selangor, comparing precision farming with drone-based rice management 
against conventional methods. Actual field planting was executed for both approaches to ensure 
a realistic assessment. Data on operational expenses, technology fees, revenues, and yield from 
the milling factory were collected through questionnaire survey distributed to farmers. Cost-
benefit analysis was computed to determine the most profitable method in terms of total and net 
revenue. The study found that precision farming with drone-based management yielded higher 
total revenue (RM 9,045), net profit (RM 3,455.96), and return on investment (ROI) (61.83%) 
compared to conventional methods. This approach demonstrated feasibility in Malaysian rice 
fields due to improved yield and reduced fertilizer usage, contrasting with prevalent traditional 
practices. 
 
Keywords: drone, precision farming, cost-benefit analysis, Return of Investment (ROI), farm 
management.          
 
INTRODUCTION 
Rice (Oryza sativa L.) stands as the second most widely consumed cereal globally, following 
wheat, significantly impacting the lives of billions. In Malaysia, rice has ascended to the status 
of a staple food, abundantly consumed by households across all economic strata, from the 
affluent to the less privileged. Various factors have contributed to the consistent uptrend in rice 
consumption over the years, broadening its accessibility to encompass all socioeconomic groups, 
including those with lower incomes. This surge in demand is propelled by population growth, 
escalating income levels, and the convenience associated with preparing and storing rice (Rahim 
et al. 2017). What was once deemed a luxury has now become a dietary necessity, with its 
consumption anticipated to continue rising in tandem with per capita GDP growth. This 
underscores its pivotal role in ensuring food security in Malaysia, directly correlating with 
ongoing economic development. Despite rice's significant role as a primary food source and 
industrial material in Malaysia, domestic supply falls short of meeting consumption demands. 
Local production lags, necessitating imports to bridge the gap, with Malaysia's current self-
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sufficiency level (SSL) in rice production being maintained between 73% to 65% last year. 
According to Abidin (2023), Malaysians consume 2.4 million metric tonnes of rice annually. 
However, domestic rice production only amounts to around 1.51 million metric tonnes per year, 
resulting in a substantial shortfall of about 0.89 million metric tonnes that must be met through 
imports. Malaysia's rice imports showed reaching approximately $587 million, placing strain on 
the country's limited foreign exchange reserves. Hence, significant changes in Malaysia's rice 
cultivation practices are imperative to enhance rice field productivity and bolster national rice 
production. Recognizing the critical importance of the rice industry for food security and 
economic stability, the Malaysian government has made targeted investments in modern 
agricultural technologies. This commitment is evident through the integration of cutting-edge 
technologies such as drone technology and precision farming into the rice cultivation sector as 
part of the government's economic transformation program, aiming to attain high-income status 
by 2030 (Bernama, 2021). 
 
LITERATURE REVIEW 
Farmers are indeed the backbone of the rice cultivation chain and ensuring a sustainable rice 
supply throughout the country. The adoption of modern technologies, such as drone technology 
and precision farming, is crucial for enhancing efficiency and profitability across Malaysia's rice 
production value chain (Norasma et al. 2019). This involves leveraging drone technology to 
improve farm mechanization and implementing precision farming method to enhance farm 
management, particularly in rice granary areas. Research has demonstrated that prioritizing the 
use of these technologies can optimize farm revenue, quality, and overall efficiency. Given 
challenges like inadequate labour and a scarcity of young people joining the agricultural 
workforce, relying on modern mechanization and new method is essential for sustaining rice 
farming in Malaysia. 
Precision farming, also known as precision agriculture, is an approach to farming that utilizes 
technology and data to optimize agricultural practices which the method involves using 
information technology, satellite imagery, sensors, and other tools to monitor and manage crop 
production with precision, taking into account variability in soil, weather, and crop conditions 
(Bujang, 2020). The goal is to improve productivity, minimize input use (such as water, 
fertilizers, and pesticides), reduce environmental impact, and increase profitability. An example 
of precision farming in rice cultivation is the use of remote sensing technologies, such as drones 
equipped with multispectral cameras or satellite imagery, to gather data on crop health, soil 
moisture levels, and pest infestations (Sun-Ok et al. 2016). This data is then analyzed to create 
detailed maps of the rice field, allowing farmers to identify areas that may require different 
methods or interventions. For instance, if a certain part of the field shows signs of water stress, 
farmers can adjust irrigation schedules to ensure optimal water use. Similarly, if there are 
indications of pest outbreaks in specific areas, targeted pesticide applications can be 
implemented, reducing overall pesticide use while effectively managing pests (Lau, 2012). 
Additionally, precision farming method may involve the use of variable rate technology (VRT) 
for inputs like fertilizers and pesticides. VRT allows farmers to apply these inputs at different 
rates across the field based on soil nutrient levels, crop requirements, and other factors, rather 
than applying a uniform rate (Yamin et al. 2016). This targeted approach ensures that inputs are 
used efficiently, leading to cost savings and environmental benefits. Overall, precision farming 
in rice cultivation maximizes productivity while minimizing resource wastage, making it a 
sustainable and innovative approach of modern agriculture compared to conventional 
agriculture practices. 
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Hence, in Malaysia, the adoption of drone technology has become increasingly popular, 
especially among young farmers, due to its potential to enhance crop yields and generate higher 
revenue (Azizul et al. 2020). Drones offer a wide range of applications in agriculture, including 
tasks like watering crops, planting seedlings, spraying fertilizers and crop protection chemicals, 
assessing area capacity, and monitoring weather conditions. Notably, Ultra-Low Volume (ULV) 
technology delivered via drones has been used to apply a fine mist of liquid to rice crops. 
However, using drone effectively requires skilled operators. Recently, Malaysian rice farmers 
have seen embraced the Fourth Industrial Revolution (IR4.0) as a transformative tool such as 
drone application in their rice field for producing superior-quality paddy (Man et al. 2019). 
Consequently, learning to use drones has become a key part of modern rice cultivation.  
Therefore, knowing the production economics of rice farming was became very important to 
show the possible avenues for technological investment planning especially the drone and 
precision farming method to enhance the rice field productivity, promote income generation and 
to attract rice farmer to utilize the potential and fill the huge demand gap. This study was 
designed to estimate costs of production and assessing profitability of precision farming and 
drone-based management of rice cultivation and compared with the current conventional 
method that commonly practiced by the local farmer. Hence, the analysis would provide a 
valuable insight on production cost components and input output relation of this newly method 
for rice cultivation for future adoption and implementation. 
 
METHODOLOGY 
The study was conducted at Parit 5, Sg Besar, Selangor with coordinates 3.683677o, 101.028650o 
starting from September 2018 to January 2019. The experiment was conducted on an average 
area size of about 0.48 ha (30 m x 160 m) which was half of a normal plot and divided into 20-
subplot. Figure 1 shows the aerial view of the study areas and a drone was flying to collect the 
rice field images. 
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FIGURE 1. Aerial view of rice planting plot at Parit 5, Sg Besar, Selangor 

 
Actual field planting was executed for the experiment based on RCBD - factorial experimental 
design with two different rice management methods which was based on precision farming + 
drone-based management and conventional rice cultivation method in order to ensure a realistic 
assessment. Data was collected by using interviews & structured questionnaires administered to 
a rice farmer. Average costs were used for the analysis and all calculations were done on a one-
hectare basis. Data collected were divided into total revenue of rice yield (RM/tonne), the total 
cost of operation, net profit, and return of investment (ROI) in percentage (%). Subsidized costs 
provided by the government were also taking into consideration the cost analysis of the study 
within the experiment area. The current cost of the items was therefore taken as the cost and 
used for the study. Total rice yield was recorded at the rice mill according to the harvested per 
hectare. The total revenue of rice yield (RM/tonne) was calculated based on the current rice price 
per tonne (RM 1,250/tonne) while the government subsidy provided to the farmer was RM 
250/tonne. In terms of cost of operation, several costs were included in performing farm 
activities. The cost of using land was taken as land rent or the cost of land. While other costs of 
operation for example like fertilizer (subsidized & self-financed), land preparation and draining, 
land rental, labour cost, planting cost (manual transplanting versus transplanter tractor), and 
harvesting cost with a combine harvester that charged according to yield weight. However, 
marketing and storage were excluded from the cost of operation during this experiment. Details 
of operation cost can be referred in Table 1. The total cost of operation was calculated according 
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to the total sum of all the variable costs applied on one hectare of planting area during the study 
period. 
 
Table 1. Operation cost applied during the rice planting  
Item Value / ha Total value / ha 
Land rental  RM 3000 RM 3000 
Land preparation & draining RM 560 RM 560 
Planting cost 
Transplanter tractor 
Manual transplanting 

 
RM 1350 
RM 150 x 5 people 

 
RM 1350 
RM 750 

Crop protection cost RM 200 RM 200 
Fertilizer cost  
Subsidize 
Organic fertilizer 
Compound fertilizer 
Urea 
Self-finance 
Foliar 
Surfactant 

 
 
RM 120 x 5 bag 
RM 25 x 12 bag 
RM 23 x 4 bag 
 
RM 120 
RM 33 

 
 
RM 600 
RM 300 
RM 92 
 
RM 120 
RM 33 

Labour cost: 
Fertilizer application 
Crop protection chemical application 
Drone aerial spraying 

 
RM 45 x 4 times 
RM 45 x 6 times 
RM 100 x 5 times 

 
RM 180 
RM 270 
RM 500 

Harvesting cost per tonne RM 50  RM 50  
 
Whilst for net profit was estimated following a similar technique employed by Khazanah 
Research Institute, (2019) in analyzing net returns from both of the methods and comparison 
between previous season (conventional rice farming) against current season (precision farming 
& drone-based management). Net profit was calculated by deducting the total cost of production 
from the total revenue of rice yield. Crop budgets for both methods were prepared and used to 
establish a cost structure for the experiment. The calculation was performed as formula below: 
Net profit = Total revenue of rice yield (RM) – total cost of operation (RM) 
While for the return on investment (ROI) is represented as the ratio in the percentage of the 
expected financial gains (net profit) of the farming activities divided by its total costs of 
operation. The ROI calculation is the most tangible financial gains or benefits that can be 
expected from farming versus the costs for implementing the suggested method or solution. As 
a formula it appears as: 
 
ROI (%) = [(Total revenue – Total cost of operation) / Total cost of operation] x 100 
 
 
RESULTS AND DISCUSSION 
COMPARISON TOTAL REVENUE OF RICE YIELD 
Comparison between different rice management method for the total revenue of rice yield was 
computed and showed in Table 2. The total revenue of rice yield of every method was including 
the subsidy cost provided by the government. From the comparison, method precision farming 
+ drone management (RM 9,045) shows higher in total revenue of rice yield and yield 
(tonne)/hectare, whilst conventional method (RM 8,955) showed low in total revenue of rice 
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yield. Method of precision farming + drone management show much higher for both of yield 
produces (tonne/hectare) and revenue gain compared to conventional method that received 
subsidy cost provided by the government. 
Table 2. Comparison between different planting method for total revenue of rice yield 
Items Yield 

(tonne)/ 
hectare 

Yield revenue 
(RM) 

Government 
subsidy (RM) 

Total yield 
revenue + 
subsidy (RM) 

Conventional method 5.97 7,462.50 1,492.50 8,955 
Precision farming + 
drone-based 
management method 

6.03  7,537.50 1,507.50 9,045 

 
 
COST OF PRODUCTION 
A comparison between different rice management method for the total cost of production during 
the experiment can be seen in Table 3. Cost of activities such as land rental, land preparation & 
draining, planting cost, labor cost, inputs for crop protection, and drone aerial spraying services 
for fertilizer application was similar for both type of rice management throughout the 
experiment. However, the cost of the liquid fertilizer + surfactant inputs and harvesting costs 
were varied accordingly to each of the rice management. This happened because each of the 
management uses a different amount of liquid fertilizer and surfactant application during the 
experiment.  While for the harvesting cost, the cost was varied due to the total rice yield weight 
of each method was indifferent amount during the weighing process and the cost of harvesting 
was determined according to the total weight of rice yield produces after minus weight of the 
lorry. Thus, the cost of production without land rental (if the farmer owns the land) was also 
included in the calculation to understand further the effect of owning a rice field or land rental 
fee to the overall cost of rice production and profit gain. From Table 3, conventional method 
(RM 5,669.54) shows higher for the total cost of rice production, compared to precision farming 
& drone based management method (RM 5,589.04). While for the comparison of the total cost 
of production without land rental showed a similar trend as comparison of the total cost of 
production with a land rental where conventional method (RM 2,669.54) shows the higher 
compared to precision farming & drone based management method (RM 2,589.04). The main 
reason why method that used uniform amount of inorganic fertilizer across the planting field 
had a higher total cost of production compared to method that less used inorganic fertilizer 
mainly because of the high amount of fertilizer and surfactant applied to the field and different 
harvesting rice yield weight. From the Table 3, fertilizer + surfactant cost for conventional 
method (RM 91.04) shows higher than the method of precision farming & drone based 
management (RM 7.54). Thus, the method of precision farming & drone based management had 
a higher total of rice yield weights and reflect the higher cost of the harvesting process since 
harvesting cost dependent on the final weight of rice yield measured. From the Table 3, method 
of precision farming & drone based management (RM 301.50) shows higher cost for the 
harvesting process compared to conventional method (RM 298.50).  
 
 
 
Table 03. Comparison total cost of production between different rice management methods 
Items Conventional 

method 
Precision farming + drone-
based management method 
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Land rental (RM) 3000 3000 
Land preparation & draining (RM) 560 560 
Planting cost Manual transplanting (RM)  750 750 
Crop protection chemical cost (RM) 200 200 
Crop protection labour cost (RM) 270 270 
Fertilization labour cost by using drone aerial 
spraying (RM) 

500 500 

Fertilizer cost & surfactant (RM) 91.04 7.54 
Harvesting cost (RM) 298.50 301.50 
Total cost of production (RM) 5,669.54 5,589.04 
Total cost of production (RM) without land 
rental (if farmer own the land) 

2,669.54 2,589.04 

 
 
NET PROFIT 
As shown in Table 4, the net profit for both of the method was compared accordingly. 
Government subsidy and without land rental fees were taking consideration as part of the 
comparison of net profit between both of the methods. The comparison shows that precision 
farming + drone based management method had higher net profit compared to conventional 
method either taking consideration of government subsidy or without government subsidy and 
taking consideration of land rental fees or without land rental fee. Higher net profit gain by the 
precision farming + drone based management method mainly because of the low amount of 
fertilizer inputs was applied compared to conventional method that used a higher amount of 
fertilizer inputs to the rice field that reflect high financial costs were needed during the 
experiment. 
 
Table 4. Comparison of net profit between different rice management methods  

Items Conventional method Precision farming + 
drone-based management 
method 

Total revenue (RM) Without subsidy = 
7,462.50 
With subsidy = 8,955 

Without subsidy = 
7,537.50 
With subsidy = 9,045 

Total cost of operation (RM) 5,669.54 
 

5,589.04 
 

Total cost of production (RM) without 
land rental (if farmer own the land) 

2,669.54 2,589.04 

Net profit (RM) Without subsidy = 
1,792.96 
With subsidy = 
3,285.46 

Without subsidy = 
1,948.46 
With subsidy = 3,455.96  

Net profit (RM) without land rental (if 
farmer own the land) 

Without subsidy = 
4,792.96 
With subsidy = 
6,285.46 

Without subsidy = 
4,948.46 
With subsidy = 6,455.96 

 
 
RETURN ON INVESTMENT (ROI) 
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As shown in Table 5, return on investment (ROI) for both of the methods were compared 
accordingly during the study to evaluate further the efficiency and act as a performance indicator 
for the different methods applied to the rice field based on the merit of investment or financial 
gain after the planting end. Government subsidy and without land rental fees were still taking 
consideration as part of the comparison of ROI between both of the methods. As the result, the 
ROI comparison result showed a similar trend as the comparison of the net profit for both of the 
methods which precision farming + drone based management method still shows the higher 
percentage of the ROI compared to conventional method either taking consideration of 
government subsidy or without government subsidy and taking consideration of land rental fee 
or without a land rental fee. ROI show increasing in values more than 100 % and nearly two 
times of increment in return for both of the methods if the farmer owns the land and no need to 
pay for the rental fee compared to the farmer that needs to pay the land rental fee. 
 
Table 5. Comparison returns on investment (ROI) between different rice management methods  

Items Conventional method Precision farming + 
drone-based 
management method 

Total revenue (RM) Without subsidy = 
7,462.50 
With subsidy = 8,955 

Without subsidy = 
7,537.50 
With subsidy = 9,045 

Total cost of operation (RM) 5,669.54 
 

5,589.04 
 

Total cost of production (RM) without 
land rental (if farmer own the land) 

2,669.54 2,589.04 

Net profit (RM) Without subsidy = 
1,792.96 
With subsidy = 
3,285.46 

Without subsidy = 
1,948.46 
With subsidy = 
3,455.96  

Net profit (RM) without land rental (if 
farmer own the land) 

Without subsidy = 
4,792.96 
With subsidy = 
6,285.46 

Without subsidy = 
4,948.46 
With subsidy = 
6,455.96 

Return on Investment (ROI) % Without subsidy = 
31.62 
With subsidy = 57.95 

Without subsidy = 
34.86 
With subsidy = 61.83 

Return on Investment (ROI) % without 
land rental (if farmer own the land) 

Without subsidy = 
179.54 
With subsidy = 235.45 

Without subsidy = 
191.13 
With subsidy = 249.36 

 
In terms of cost performance analysis, comparison between both of the methods shows that 
precision farming + drone-based management method had a little bit higher revenue gain, 
higher net profit, lesser cost of production and ROI compared to conventional method. From the 
study, the main reason why farmer still aversely prefer conventional method because of the 
availability of subsidy provided by the government, affordable and easy access to mechanization 
services, and lesser tedious fieldwork even though the total cost of production was more 
expensive compared to the precision farming + drone-based management method. This is 
because farmers believe that government subsidy can offset the overall cost and provide 
reasonable profit and return to them even though the precision farming + drone based 
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management method provides higher in total revenue gain, lower production cost, higher net 
profit, and ROI. In term of the total cost of production, land rental fees, rice seedling 
transplanting and fertilizer cost were the largest input cost and needs to be considered for the 
future financial planning. Thus, Nurul et al. (2012) indicated that the removal of subsidies on 
the fertilizer cost and rice grain weights could result in a wider gap in income of the farmer since 
most of the farmer is very cost-sensitive and most of them cannot afford with the current high 
cost of rice production.  
Therefore, government subsidy still crucial in helping the rice farmer to ease their burden, 
sustain the farmer’s income and elevate the morale of farmer to keep planting the rice to ensure 
the rice production within the country can meet the current national self-sufficiency level at 
above 70% and ensure sufficiency supply of food security to the people. Despite this, precision 
farming + drone based management method still showing promising results in providing better 
result in terms of financial gain compared to the conventional method even though the 
government subsidy was not applied in which the higher total revenue gain, net profit, and ROI 
still can be achieved. This shows that precision farming + drone-based management method can 
offer alternatives to gain higher income through higher revenue and yield gain, thereby reducing 
reliance on government subsidies, especially amidst the current situation of declining worker in 
agriculture industry.  
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ABSTRACT 
 

This research aims to analyze the central role of women in improving the performance of Micro, 
Small, and Medium Enterprises (MSMEs) by examining the influence of financial inclusion 
management, costs, and entrepreneurial characteristics on the performance of MSMEs owned 
and managed by women in Indonesia. The respondents for this research consisted of 292 MSME 
entrepreneurs in various fields in 29 provinces in Indonesia in 2023. Multinomial logistic 
regression was used to test the data. The results of this research show that financial inclusion 
and cost management have a significant positive effect on MSME performance, while 
entrepreneurial characteristics do not have a significant effect on MSME performance. This 
research highlights the important role of women in decision-making regarding the management 
of MSMEs to achieve optimal performance. 
 
Keywords: Gender diversity, MSME performance, financial inclusion, costs, entrepreneurial 
characteristics 
 
INTRODUCTION  
Indonesia is a country that is very rich in natural resources that are promising for the continuity 
of human life; thus, it can be said that humans are dependent on these resources, which then 
influence their management and utilization. The financial sector is a sector that has a huge 
impact on a country’s economy (Febriana, 2021). The financial sector is an effective way to 
minimize unemployment and eradicate poverty in a country, especially Indonesia. It is hoped 
that this increase in the financial sector will accommodate people who have incomes below the 
average so they can use banking products and services, making it easier to obtain business 
capital and manage savings at affordable costs. One form of effort to improve the financial sector 
is the presence of Micro, Small, and Medium Enterprises (MSMEs).  
MSMEs apart from contributing to Gross Domestic Product (GDP) and creating jobs, 
contributes to non-oil and gas exports, specifically 15.6%. According to Anastasya (2023), since 
1998, MSMEs have been dominated by the agricultural sector because the output produced from 
the agricultural sector itself is a staple food for society, which continues to increase in number. 
However, it cannot be denied that the last few years, MSME players have begun to look at other 
sectors such as trade, hotels, restaurants, transportation and the financial services sector. 
With the contribution made by MSMEs to the Indonesian economy, the possibility that these 
MSMEs will have internal and external problems cannot be ruled out. Internal factors that 
influence the performance of MSMEs are management and management skills, human 
resources, production capacity, finance, production processes and product innovation, while 
external factors that influence MSME performance are markets and competition, government 
regulations and policies, macroeconomics, socio-cultural, and natural and environmental 
factors (Kusuma Ningrum et al., 2022; Supiati, 2021; Wibisono & Chaerudin, 2022). One of the 
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internal factors that influence MSMEs is the financial sector, which includes financial inclusion, 
costs and the availability of funds to support the operations of MSMEs.  
Based on data from the Central Statistics Agency in 2023, Indonesia’s population in mid-2023 
was 278.7 million people, which is the fourth largest population in the world. Of this number, 
140.8 million (50.52%) are men and 137.9 million (49,48%) are women. Based on this data, the 
percentage of men and women in Indonesia is not much different, but the issue of gender 
equality is still a hotly discussed issue both on social media and in scientific journals. Sometimes, 
men and women are not treated equally in various sectors, such as in Indonesian politics, where 
the opportunity to lead is dominated by men and women are always positioned as subordinates. 
Apart from the world of politics, currently, this also applies to the economic sector. Based on 
research, the Global Gender Gap Report 2017, published by the World Economic Forum, states 
that the low level of gender equality is mostly caused by the unequal positions of men and women 
in the political and economic sectors. 
Gender is defined by the Women’s Studies Encyclopedia as a cultural concept that functions to 
differentiate the roles, behaviou, mentality and emotional characteristics of men and women. 
The issue of gender equality, which until now has not been properly realized, has also attracted 
the attention of many parties, including international parties, so that efforts such as women’s 
empowerment movements continue to be carried out on a massive scale to increase the role of 
women in shaping the economic growth of Indonesia. 
Based on data from the Ministry of Cooperatives and SMEs of the Republic of Indonesia, the 
number of Indonesian MSMEs is currently 64.2 million. Based on this number, 64% are owned 
and led by women, translating to 41 million MSMEs. The presence of female entrepreneurs in 
MSMEs is a reality of the economic life of more than half of Indonesian society. The role of 
women as owners and actors of MSMEs will gradually become a pillar of the people’s economy. 
Women have enormous potential to help the family economy narrowly and, of course, more 
broadly, the national economy. This was also continuously echoed during the APEC Women and 
Economy forum so that each economy would increase its attention to female entrepreneurs, 
especially MSMEs With this potential, women in Indonesia can play an active role in efforts to 
improve the Indonesian economy. 
Women’s participation in various fields, especially companies, has been widely researched 
previously, such as research related to digital financial literacy and digital financial inclusion 
with multigroup analysis based on gender (Widyastuti et al., 2024), the role of female executives 
in capital structure decisions(Siregar et al., 2023), and The Influence of Gender and Task 
Complexity on Audit Judgment (Chung & G. S. Monroe., 2001). However, among the various 
studies related to the role of women in companies, none have analyzed the role of women in 
managing MSMEs. Therefore, this research aims to determine the extent of women’s role in 
improving the performance of MSMEs through managing financial factors such as financial 
inclusion, operational costs, and entrepreneurial characteristics. The novelty of this research is 
that it discusses in detail the financial factors that directly influence the performance of MSMEs, 
which have not been widely studied in Indonesia. It is hoped that this research will provide more 
insights into the important role of women in the management and success of MSMEs in 
Indonesia. 
 
LITERATURE REVIEW 
MSME Performance 
Performance is one of the indicators used to determine the level of achievement of results from 
an organization, which is, of course, connected to the organization’s vision and mission 
(Octasylva et al., 2022). According to Mangkunegara (as cited in Anastasya, 2023), performance 
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is the result of work, both in terms of quality and quantity, which has been achieved by an 
employee in carrying out his duties and responsibilities. Anastasya (2023) believes that the 
performance of MSMEs can be measured using three approach assumptions. First, they have 
limited natural resources, which makes it difficult to measure the performance of MSMEs. 
Second, actual results cannot be shown in a business because measuring MSME performance 
only uses identified financial indicators and complex. Third, companies usually use MSME 
performance measurements on a large scale and measurable management. According to Ervina 
Indiworo (2016), performance is a form of success of a business or organization in realizing a 
strategic plan that has been determined based on the expectations of each element in it. When 
the performance produced by a business or organization is good, it becomes stronger, and, of 
course, it will continue to make the best contributions to the Indonesian economy.  
According to Sidharta et al. (2014), the performance of MSME is influenced by internal and 
external factors. One of the internal factors that influence the performance of MSMEs is financial 
management, which includes financial planning and the management and monitoring of funds 
that have been spent. Financial management must be done wisely because financial stability can 
influence the performance of MSMEs. If an organization’s finances are stable, MSMEs can invest 
and face existing financial problems. Apart from that, Prasanna stated that the performance of 
a business can be grouped into two parts, namely survival and development, which consists of 
the number of employees included in entrepreneurial characteristics, profits and total assets 
owned. 
 
The Effect of Financial Inclusion on MSME Performance 
Financial inclusion is a concept that has now been recognized by many countries as an effort to 
stimulate growth and reduce poverty levels (Rini & Rahadiantino, 2023). Financial inclusion, in 
particular, plays an important role in efforts to improve the performance of MSME. MSMEs that 
have strong financial inclusion can access many financial services such as savings, insurance, 
banking services, loans and other financial transactions (Asuming et al., 2019). When financial 
access increases, such as the amount of access or the frequency of funds that can be obtained, it 
can support the creation of opportunities in the form of increased value creation from MSMEs 
(Purwanto et al., 2022). This provides opportunities for MSMEs to develop their business, 
increase production, and create new jobs.  
Financial inclusion can also help manage financial risks that arise in business. Better access to 
financial resources can provide opportunities for MSMEs to invest, innovate, improve 
technology, and carry out employee training, all of which need to be done to improve the 
competitiveness and long-term performance of MSMEs. Therefore, there is a close connection 
between financial inclusion and the performance of MSMEs (Febriana, 2021; Hilmawati & 
Kusumaningtias, 2021; Septiani & Wuryani, 2020). Financial inclusion acts as a catalyst for the 
growth of MSMEs; thus, the hypothesis we propose is: 
H1: Financial inclusion has a significant positive effect on the performance of MSMEs. 
 
 
The Effect of Costs on MSME Performance 
The relationship between costs and the performance of MSME is a crucial aspect that can 
influence the competitiveness and sustainability of a business. Efficient operational and 
investment costs can have a positive impact on MSME performance. The better a business 
attempts to manage its costs, the more it can increase profitability, create larger profit margins, 
and face global economic challenges. 
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A deep understanding of the cost structure also allows MSMEs to identify potential savings that 
can be made, increase production efficiency, and optimize existing resources. Likewise, if a 
business cannot control its costs, it can cause a heavy burden for MSMEs. Thus, it can be 
concluded that there is an intrinsic relationship between effective cost management and MSME 
performance; thus, the hypothesis we propose is: 
H2: Costs have a significant positive effect on the performance of MSMEs. 
 
The Influence of Entrepreneurial Characteristics on MSME Performance 
Entrepreneurial characteristics have a significant impact on the performance of MSME. These 
entrepreneurial characteristics include the number of workers and especially the number of 
experts that MSMEs have, which will, of course, have an impact on managing risk, creating 
innovation, and understanding market opportunities, all of which have an important role in 
efforts to improve MSME performance. Workers or experts who are proactive, adaptive and 
diligent are capable of overcoming various forms of business challenges, carrying out product 
development and, of course, expanding market share. 
The performance of MSMEs can also be improved by managing the entrepreneurial character of 
a business, one of which is = having a workforce that is able to communicate well, use resources 
efficiently and build networks. Therefore, understanding and applying good entrepreneurial 
characteristics can support the success of MSMEs in facing global markets and competitive 
business dynamics (Sari et al., 2016). Thus, the hypothesis we propose is: 
H3: Entrepreneurial characteristics have a significant positive effect on the performance of 
MSMEs. 
 
METHODOLOGY 
Data Collection and Sampling 
The research design used in this research is a quantitative method with a causal associative 
nature. Namely, this research aims to determine the relationship between two or more variables 
(Sugiyono, 2017). The data we use is secondary data obtained from the results of a Institutional 
survey. PT. Jaminan Kredit Indonesia (Jamkrindo) for MSMEs in Indonesia in 2023.  
The population in this research is MSMEs in Indonesia. The sample in this study was taken using 
a purposive sampling method with the criteria that (1) the respondents were female and (2) the 
MSMEs presented the required data and complied with the research indicators completely in 
the research year, namely 2023. The number of samples used in this research was 292 MSMEs 
from various business fields. Because the dependent variable has more than two categories, this 
study uses multinomial logistic regression analysis with IBM SPSS Statistics 23 software. 
 
Research Variable 
This research uses a nominal scale for each question asked. Apart from that, this research uses 
entrepreneurial orientation theory, namely conditions by which individuals tend to innovate, be 
proactive, and take risks in starting or managing a business (Octasylva et al., 2022). This is in 
line with the role of women in managing financial inclusion, costs, and the entrepreneurial 
characteristics of MSMEs to improve their performance. Each variable used in this research was 
taken based on previous research, as shown in Table 1. 
Table 1. Variables and Measurements 

No Latent Variables  Indicators 
Loading 
Factor 

Cronbach’s 
Alpha 

Penelitian 
Terdahulu 

1 
MSMEs’ 
Performances 

Net profit (Y1.1) 0.945 
0.801 

(Octasylva et al., 
2022; Rita et al., 
2021, 2022)  

Gross profit (Y1.2) 0.937 
Profits are used to 0.623 
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No Latent Variables  Indicators 
Loading 
Factor 

Cronbach’s 
Alpha 

Penelitian 
Terdahulu 

increase capital (Y1.3) 

2 
Financial 
Inclusion 

Number of credit cards 
(X1.1) 

0.849 

0.609 

(Dharmawan 
Buchdadi & Sholeha, 
2020; Martono & 
Febriyanti, 2023a; 
Maulana et al., 
2022; Rita et al., 
2021) 

Account ownership 
(X1.2) 

0.849 

3 Cost 

Cost of goods sold 
(X2.1) 

0.889 

0.736 

(Afdhal Chatra 
Perdana et al., n.d.; 
Martono & 
Febriyanti, 2023b; 
Meafrida et al., 
2021; Pasaribu & 
Hasanuh, 2021) 

Operating costs (X2.2) 0.889 

4 
Entrepreneurial 
Characteristics 

Number of experts 
(X3.1) 

0.854 
0.628 (Sari et al., 2016) 

Total manpower (X3.2) 0.854 

 
Based on Table 1 above, the validity test on 292 respondents was carried out with a confidence 
level of 95% and an alpha value of 0.5 (α=0.5). The r table value of 292 is 0.133 based on the 
results of the validity test. All the indicators used to measure each variable are valid. Apart from 
the validity test, a reliability test is carried out, which shows the level of stability, accuracy and 
consistency based on the points given (Purwanto et al., 2022). Respondent consistency was 
tested; using a Cronbach’s alpha value greater than 0.60 was used to define the data as reliable. 
The reliability test results in this study all show Cronbach’s alpha values of more than 0.60, 
which means that respondents’ answers related to MSME performance consistently support that 
the dependent variable is influenced by financial inclusion, costs and entrepreneurial 
characteristics. 
 
Research Model 

 
Fig. 2: Research Model 

 

H1 
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RESULTS AND DISCUSSION 
Table 2 depicts the distribution of MSMEs that were respondents in this study. All respondents 
were from MSMEs managed by women in Indonesia. If we look at generation and level of 
education, MSME owners and managers are dominated by the millennial generation (39.4%), 
the majority of whom are high school graduates (70.9%). Based on the length of operation or age 
of MSMEs, MSMEs aged three to five years dominate, with 106 (36.3%) of the total respondents, 
followed by start-ups, with 103 MSMEs (35.3%). The largest number of respondents came from 
West Java Province, Indonesia, with 73 MSMEs (25%). 
Table 2. Respondent Profile 

Category Sum Percentage 
Gender Female 292 100 

Age (Generation) 

Baby Boomers 13 4.5 
X Generation 37 12.7 
Y Generation 
(Milenial) 

115 39.4 

Z Generation 111 38 
Alpha Generation 16 5.5 

Education 

Elementary School 52 17.8 
Junior/Senior 
High School 

207 70.9 

Diploma/Bachelor 
Degree 

31 10.6 

Postgraduate 2 0.7 

Marital Status 
Marriage 226 77.4 
Single 66 22.6 

Length of 
Operation 

< 1 Year 103 35.3 
1–3 Years 106 36.3 
3–7 Years 33 11.3 
7–10 Years  19 6.5 
> 10 Years 31 10.6 

Domicile 

Bangka Belitung 2 0.7 
Banten 13 4.5 
Bengkulu 3 1.0 
D.I. Yogyakarta 2 0.7 
DKI Jakarta 33 11.3 
Jambi 3 1.0 
West Java  73 25 
Central Java 38 13 
East Java 22 7.5 
West Kalimantan  5 1.7 
South Kalimantan  7 2.4 
Central 
Kalimantan  

2 0.7 

East Kalimantan  5 1.7 
Kepulauan Riau 1 0.3 
Lampung  11 3.8 
North Maluku 1 0.3 
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Category Sum Percentage 
Nanggroe Aceh 
Darussalam (NAD) 

5 1.7 

West Nusa 
Tenggara 

3 1.0 

East Nusa 
Tenggara  

3 1.0 

Papua 1 0.3 
Riau 20 6.8 
West Sulawesi  1 0.3 
South Sulawesi  8 2.7 
Central Sulawesi 1 0.3 
Southeast Sulawesi  1 0.3 
North Sulawesi  3 1.0 
West Sumatera  2 0.7 
South Sumatera  10 3.4 
North Sumatera  13 4.5 

 
Measurement and Structural Models 
After testing the validity of all indicators, because they have an SLF value of more than 0.5, all 
indicators are said to be valid. In addition, the reliability test results also show that all variables 
have a Cronbach's alpha value greater than 0.60 so that all research variables can be accepted or 
reliable to use. 
 
Model Fit 
Table 4.  Goodness of Fit 
 Chi-Square df Sig. 
Pearson 149.591 280 1.000 
Deviance 109.358 280 1.000 
Based on the table above, a significant value of 1,000 > 0.05 is obtained, meaning that the model 
is acceptable (model fit) and the resulting logistic regression model is able to match the data 
well. 
Parameter Significance Test 
Uji Koefisien Determinasi 
The coefficient of determination analysis test (R2) was carried out to determine the ability of the 
independent variable to explain the dependent variable, whose value ranges from 0 to 1 
(Martono & Febriyanti, 2023a). 
Table 5. Pseudo R-Square 

Based on this table, the resulting Nagalkerke Rsquare value is 0.406, which shows that the ability 
of the independent variable to explain the dependent variable is 40.6% and the rest is explained 
by other variables. 
 
 
 

Cox and Snell 0.370 
Nagelkerke 0.406 
McFadden 0.191 
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Model Fitting Information 
Table 6. Model Fitting Information 

Model 
Model Fitting Criteria Likelihood Ratio Tests 
-2 Log Likelihood Chi-Square df Sig. 

Intercept Only 304.634    
Final 169.883 134.751 30 .000 
Based on this table, a sig value of 0.000 is generated < 0.05, which indicates that financial 
inclusion, costs and entrepreneurial characteristics influence the performance of MSMEs or that 
there is at least one independent variable that significantly influences the dependent variable. 
Hypothesis Test 
Table 7. Likelihood Ratio Tests  

Effect 

Model Fitting 
Criteria 

Likelihood Ratio Tests 

Result 
-2 Log 
Likelihood of 
Reduced 
Model 

Chi-Square df Sig. 

Intercept 194.107a 24.224 10 0.007  
Financial Inclusion 191.888 22.005 10 0.015 Supported 
Cost 266.774 96.891 10 0.000 Supported 
Entrepreneurial 
Characteristics 

178.109 8.225 10 0.607 
Not Supported 

 
This research aims to examine several factors that influence MSME performance, such as 
financial inclusion, costs, and entrepreneurial characteristics. Based on Table 7 regarding the 
test of each hypothesis proposed, the following results were obtained: 
Financial inclusion management has a significant positive influence on the performance of 
MSMEs because it has a significance value smaller than 0.05, namely 0.015, which means that 
H1 is accepted. 
Cost management has a significant positive influence on the performance of MSMEs because it 
has a significance value smaller than 0.05, namely 0.000, which means H2 is accepted. 
Management of entrepreneurial characteristics does not have a significant influence on the 
performance of MSMEs because it has a significance value greater than 0.05, namely 0.607, 
which means that H3 is rejected. 
The Effect of Financial Inclusion on MSME Performance 
Based on the results of data testing, the performance of MSMEs is positively and significantly 
influenced by financial inclusion. With these results, the management of financial inclusion 
carried out by women in the MSMEs they manage has succeeded in improving their 
performance. MSMEs which have a higher level of inclusion have more access to financial 
services. This access helps MSMEs in the aspect of financing or capital, which is the most 
important indicator in efforts to improve MSME performance by increasing businessprofits. 
This is in line with previous research (Susilo et al., 2022) showing that financial inclusion can 
improve the performance of MSMEs by reducing economic inequality in society through equal 
access to financial products and services. 
To continue to improve the quality of MSMEs, the level of financial inclusion must continue to 
be increased. Apart from that, financial inclusion in each province must be equitable. According 
to Jiang et al. (2019), financial institutions can increase financial inclusion in MSMEs by better 
solving the problem of credit constraints, presenting more innovative loan mechanisms, and 
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minimizing costs and loan procedures. The results of this research are supported by others 
(Purwidianti & Tubastuvi, 2019; Sanistasya et al., 2019; Zulkieflimansyah et al., 2020) who have 
stated that financial inclusion has a positive influence on the performance of MSMEs. 
The Effect of Cost Management on MSME Performance 
Based on the results of data processing, the cost management efforts made by women have a 
significant positive effect on the performance of MSMEs. Efforts to manage costs, especially for 
MSMEs owned and managed by women in Indonesia, can be made by optimizing expenditure 
to increase profitability, which will also increase competitiveness in the market. When the costs 
that support MSME operations are managed well, it will help the business achieve the desired 
financial goals, which, of course, has an impact on the performance of the MSME. Apart from 
that, good cost management allows MSMEs to offer more competitive prices to consumers and 
enjoy profit margins that continue to increase, providing a lot of investment space in improving 
product quality, innovation, and, of course, business expansion, which is expected to help 
MSMEs face financial problems and strengthen their financial position in the long term. 
To achieve high business quality, one must be able to manage their finances well; thus, the issue 
of costs must be a concern for all parties, which must then be resolved to support the 
performance of MSMEs so that they can continue to operate and expand their markets. The 
results of this research are supported by previous research (Martono & Febriyanti (2023a); 
Purwidianti & Tubastuvi (2019); Sanistasya et al., (2019) showing that financial management-
in this case-costs, has a significant positive effect on the performance of MSMEs.  
The Influence of Entrepreneurial Characteristics on MSME Performance 
Based on the results of this research, entrepreneurial characteristics have no effect on the 
performance of MSMEs. This result is in contrast to research conducted by Sari et al. (2016), 
who stated that entrepreneurial characteristics significantly influence the performance of 
MSMEs. Thus, although characteristics such as human resource management, which are 
reflected in the number of workers and the number of experts, are often associated with the 
success of a business, this research shows that there are other factors that have a greater role in 
improving the performance of MSMEs, such as financial management, operational strategy, and 
market conditions. Therefore, the results of this research also highlight the complexity of the 
factors that influence the level of success of MSMEs to explain in depth the internal and external 
dynamics that can influence MSME performance. 
 
CONCLUSIONs 
This research was conducted in 29 provinces in Indonesia in 2023 and led to the following 
conclusion. Based on the research results, the role of women in improving the performance of 
MSMEs by making efforts to manage financial inclusion and costs owned by each MSME has 
been successfully implemented, but not by managing every entrepreneurial characteristic they 
have because the results have no effect on the performance of MSMEs regarding financial 
inclusion, when MSMEs have strong financial access, as seen from the number of accounts and 
credit cards owned by each MSME owner or manager, this will stimulate economic growth. 
MSME owners and managers must continue to take advantage of business opportunities and 
synergize them with their operational costs and the funds provided by the government for 
business development. 
This research used the multinomial logistic regression method because the response variable is 
a categorical variable with more than two categories. Based on research results, financial 
inclusion and costs have a significant effect on MSME performance, while entrepreneurial 
characteristics do not have a significant effect on MSME performance. Based on these results, 
especially concerning efforts to develop economic policies and MSME development, we should 
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pay more attention to aspects of financial inclusion and cost management to improve the 
performance of MSMEs. However, regarding the insignificant findings, namely the finding 
regarding entrepreneurial characteristics, a more in-depth study is needed; in addition, 
increasing the research indicators used would be helpful because entrepreneurial characteristics 
remain an important factor that must also be considered. Even though it does not directly 
influence the performance of MSMEs in the context of this research, the better development of 
entrepreneurial characteristics, such as product innovation, effective marketing and resource 
management, must be considered to increase the overall competitiveness of MSMEs.  
Thus, this research is able to make an important contribution regarding the factors that influence 
MSME performance, especially financial inclusion, cost management, and entrepreneurial 
characteristics. It is hoped that the emphasis on these aspects will help stakeholders in designing 
effective policies and strategies to support the growth and development of MSMEs in Indonesia 
and elevate the central role of women in an inclusive and sustainable economy. 
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ABSTRACT 
 
Objective: Studies on ST in behavioral accounting are still rare. This article aims to increase 

understanding of ST, which can facilitate further research in behavioral accounting, especially 
as a predictor of meaningful work in the auditor profession. Method: This article analyzes ST 

systematically and descriptively. The study reviews the theory and relationships between 
variables in the descriptive/qualitative method. Results: This study identifies key personal and 
contextual factors that influence an individual's vulnerability to achieving well-being through 

ST, as described by Reed's nursing theory model. The personal factors include optimism, awe, 
self-efficacy, spiritual leadership, prosocial behavior, moral intelligence, moral behavior, moral 

judgment, and mindfulness. Contextual factors encompass workplace spirituality, ethnicity, and 
gender identification. Furthermore, drawing from Maslow's hierarchy of human needs and 

Frankl's conception of ST, the study underscores that ST is a goal attained through 
meaningfulness, emphasizing a sense of purpose and serving others. This concept is particularly 
relevant in the context of meaningful work, as highlighted by Lips-Wiersma and Morris. 

Theoretical and/or Methodological Contributions: The study systematically reviews 
descriptive/qualitative methods to analyze the theoretical concepts and relationships between 

variables. This approach provides a comprehensive overview of existing research and identifies 
gaps in the literature, paving the way for future empirical studies. Research/Practical 

Implications: This study highlights the importance of examining ST within the field of behavioral 
accounting, particularly as a mediator variable, to enhance the repertoire of research in this area. 
Furthermore, it underscores the necessity for additional research to investigate other potential 

mediators and contextual factors that influence meaningful work, aiming to achieve a 
comprehensive understanding of these dynamics and their practical applications in the 

workplace. 

 

Keywords: behavioral accounting; self-transcendence; meaningful work; well-being 

 

INTRODUCTION 

The film "The Pursuit of Happiness" is based on the true life of Chris Gardner, an African 
American investment manager. It effectively portrays the journey of a struggling salesperson 

who is also a responsible single father on the brink of financial ruin. The film depicts his efforts 
to become a stockbroker and ultimately achieve success as a renowned financial investor. Italian 

director Gabriel Muccino helmed the film, which featured Will Smith in the lead role. The film 
received an Oscar nomination in 2006. Chris Gardiner is a peripatetic salesman who commutes 
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daily to market bone density scanners to prominent medical institutions to provide for his 
family. Due to the lack of a tertiary education, he is unable to secure the desired employment 

and resides in a state of severe destitution. The severe economic crisis placed significant strain 
on the marital connection, ultimately leading to the wife's departure for New York. 

Subsequently, Chris Gardiner and his son were forcibly removed from their rented dwelling and 
found themselves without a permanent residence as a result of their financial incapacity to meet 

rental obligations. Upon discovering by chance that possessing knowledge in mathematics and 
strong interpersonal skills might lead to employment as a stockbroker, he proactively decides to 
meet with Jay Twistle, a manager at a securities firm. Due to his unwavering commitment, 

exceptional wit, and clever responses, he was granted the chance to intern at the company 
without remuneration and with a minimal probability of securing a permanent position. 

Throughout his six-month apprenticeship, although enduring severe destitution, it failed to 
waver his determination to persevere. Upon completing the apprenticeship, he surpassed his 

fellow apprentices and secured employment as a stockbroker. The individual established his own 
enterprise (Ren, 2014). 

Chris Gardner's narrative exemplifies the ST concept of Reed and Haugan (2021), demonstrating 

how a vulnerable individual may overcome his vulnerability and attain personal well-being. 
Consequently, we must consider: Which elements exert an influence on ST and are also affected 

by it? Meanwhile, Lips-Wiersma and Morris (2009) examine ST through the lens of purposeful 
employment. 

 

The Influence of ST toward Auditor Behaviour 

According to recent studies, spiritual intelligence has a major influence on auditor performance. 

These studies also emphasize the importance of self-transcendence in reaching greater levels of 
professional efficiency. Deep connections between thinking and emotion, as well as between the 

soul and body, are facilitated by spiritual intelligence, which is described as the capacity to 
integrate and harmonize one's inner and exterior experiences. By using a holistic approach, 

auditors can better manage their stress, uphold moral principles, and derive greater meaning 
from their work, all of which can improve performance (Berman, 2001; Ashmos & Duchon, 
2000). 

One of the main components of spiritual intelligence is self-transcendence, which is the capacity 
to put aside one's own issues and concentrate on larger, more universal objectives. Self-

transcendence for auditors can take the form of a dedication to protecting the accuracy of 
financial reporting and to acting in the public good. This more expansive viewpoint has the 

potential to increase auditors' motivation and sense of purpose, encouraging them to carry out 
their tasks more carefully and accurately. High spiritual intelligence and a strong feeling of self-
transcendence are associated with improved job performance, according to empirical research 

(Rego & Cunha, 2008; Anasrulloh, 2017). 

Furthermore, spiritual intelligence improves an auditor's capacity to resolve difficult moral 

decisions and uphold their professional ethics. The demands and difficulties of the auditing 
profession are better suited for auditors who can balance their spiritual principles with their 
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professional obligations. The synchronization of personal and professional values enhances 
audit process quality overall as well as individual performance (Wibowo, 2017; Supriyanto & 

Troena, 2012). 

Work enthusiasm also acts as a mediator in the interaction between spiritual intelligence and 

auditor performance. Auditors are more likely to show high levels of excitement and engagement 
if they feel that their work is worthwhile and in line with their spiritual values. As a result of their 

enhanced job excitement, motivated auditors perform better because they are more proactive, 
detail-oriented, and dedicated to ongoing improvement (Hasibuan, 1999; Handayani, 2016). 

Self-transcendence and spiritual intelligence are essential for improving auditor performance. 

Spiritual intelligence assists auditors in navigating the difficulties of their profession and 
producing high-quality audit outputs by cultivating a sense of purpose, ethical integrity, and 

professional enthusiasm. The significance of incorporating spiritual and emotional aspects into 
auditor training and support is highlighted by this all-encompassing approach to professional 

growth (Akhtar et al., 2017; Choiriah, 2013). 

As a dimension of spiritual intelligence, ST profoundly influences auditor behavior, fostering 
ethical decision-making, resilience, and collaborative practices. ST involves surpassing personal 

concerns to focus on broader, more universal objectives, which significantly enhances how 
auditors approach their professional responsibilities. Auditors who embody ST prioritize ethical 

standards and the collective good, leading to more thorough and responsible audit practices 
(Widodo & Suryosukmono, 2021). 

Ethical decision-making is a critical aspect of auditor behavior influenced by ST. Auditors with 
a ST outlook are more likely to uphold the integrity of the financial reporting process. This 
perspective reduces the propensity for fraudulent activities and ensures that audits are 

conducted with the utmost honesty and transparency. The ethical framework provided by ST 
leads to consistent and reliable audit outcomes, reinforcing public trust in the auditing 

profession (Chin et al., 2021; Anlı & Bilgin, 2022). 

On the other side, ST enhances auditors' resilience and ability to manage stress, essential for 

maintaining high performance in a demanding field. Auditors who practice ST have a broader 
perspective on their role and its impact, which aids in coping with job-related pressures and 
challenges. This resilience supports their well-being and enables them to perform their duties 

with greater precision and dedication (Reed & Haugan, 2021). 

The collaborative nature of auditing work is also improved through ST. Auditors who transcend 

personal ambitions to focus on team success and organizational goals contribute to a more 
cooperative and productive work environment. This collective focus fosters better 

communication and teamwork, ultimately leading to higher quality audits. The shared sense of 
purpose and commitment to ethical standards promoted by ST significantly enhance overall 
auditor performance (Lin et al., 2021; Rego & Pina e Cunha, 2008). 

Additionally, ST can drive auditors to engage in continuous personal and professional 
development. By aligning their work with their deeper values and goals, auditors are motivated 

to seek ongoing learning and improvement, which positively impacts their performance and the 
quality of their audits (Lips-Wiersma & Morris, 2009). 
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In essence, ST is a vital factor in shaping auditor behavior, promoting ethical decision-making, 
enhancing resilience, fostering collaboration, and encouraging continuous development. 

Integrating ST values into the auditing profession can lead to superior performance and more 
reliable audit outcomes, benefiting both auditors and the organizations they serve. 

 

LITERATURE REVIEW 

The Nursing Theory 

As defined in nursing theory, ST is a transformative process that enhances or sustains one's state 
of well-being (Reed, 2008). ST is pertinent to nursing since it is crucial for maintaining well-

being in health-related situations, particularly when they involve life-threatening circumstances, 
life-altering events, or heightened vulnerability. Reed suggests that ST is connected to both 

vulnerability and well-being. ST is conceptualized to enhance one's overall state of well-being. 
ST is an inherent skill that becomes more noticeable when circumstances or realization of 

vulnerability can diminish one's state of well-being. 

Figure 1 depicts a model of Reed's theory, showcasing the three primary notions and their 
interconnections, including the intermediary function of ST. The theory incorporates other 

notions such as personal and contextual elements that can impact the connection between 
vulnerability, ST, and well-being. These characteristics encompass age, gender, ethnicity, level 

of education, severity of sickness, personal background, social or spiritual assistance, and other 
variables associated with an individual's social, cultural, and physical surroundings. 

 

The Human Needs Hierarchy 

During his later years, Maslow, as discussed in Wong's (2016) study, was perplexed by two 

inquiries: What drives an individual who has attained self-actualization? What are the reasons 
for the misbehavior of certain individuals who are both accomplished and self-fulfilled? Figure 

2 demonstrates that the solution to these inquiries lies in prioritizing ST as the ultimate phase 
of individual development. At this stage, individuals will remain driven to achieve their full 

potential as human beings by assisting others in their journey towards self-actualization. 

This phase is linked to moments of utmost intensity and is distinguished by profound sensations 
of wonder. ST refers to the elevated and all-encompassing state of awareness that encompasses 

the self, important individuals, humanity, nature, and the universe. The transpersonal or 
spiritual dimension is characterized by a sense of interconnectedness and holiness. 

 

The Man Search of Meaning 

According to Frankl in Wong (2016), ST is a fundamental spiritual motivation that arises from 
an individual's spiritual essence. This motivation aims to articulate one's inner self by exerting 
effort towards a higher purpose. ST is the innate desire to establish a connection with both other 

individuals and a higher spiritual entity. Within the individual, there exist altruistic tendencies 
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or a desire to contribute to a cause larger than one's own self-interest, often referred to as the 
"better angels". Achieving these transcendent qualities brings forth the utmost gratification as it 

satisfies the profoundest desires of one's spiritual being. One attains true humanity by 
wholeheartedly accepting the holy duty of serving others, thereby relinquishing one's own self. 

ST is the ultimate objective in life and the major reason for human existence. Therefore, ST must 
be the ultimate significance if one wants to achieve their highest destiny or purpose. 

A significant number of individuals lack interest in ST due to their preoccupation with the 
pursuit of pleasure, power, and material wealth. However, when these cravings diminish with 
age, the impetus for ST will emerge. By achieving these transcendent principles, individuals will 

free themselves from their corporeal existence. These ideals effectively include an individual in 
what is truly purposeful and meaningful. 

 

The Meaningful Work 

Lips-Wiersma and Morris (2009) conceptualize ST as the subjective perception of existential 
significance or life purpose, which they refer to as meaningfulness. Lips-Wiersma and Morris 
propose, as depicted in Figure 3, that the meaningful work model posits that the profound sense 

of meaning in work is multifaceted. 

Work will feel meaningful when it satisfies four fundamental human orientations: self-

orientation, other-orientation, being-orientation, and doing-orientation. Furthermore, labor 
enables an individual to establish coherence between their self-image, occupation, and the larger 

framework of existence. Lips-Wiersma (2002) further explores an individual's subjective 
reaction to a larger entity that is transcendent and possesses a spiritual aspect related to the 
divine. 

 

Theory of Planned Behavior and The Meaningful Work 

The Theory of Planned Behavior (TPB), developed by Ajzen (1991), is a psychological framework 
that predicts deliberate behavior based on three components: attitude towards the behavior, 

subjective norms, and perceived behavioral control. When applied to the context of meaningful 
work, TPB provides valuable insights into how individuals' intentions to find and engage in 
meaningful work can influence their professional behavior and overall job satisfaction.  

 

Attitude Towards the Behavior 

Attitude towards engaging in meaningful work is a critical factor influencing an individual's 
intention to seek out such opportunities. Positive attitudes towards meaningful work are often 

shaped by the perceived benefits, such as increased job satisfaction, personal fulfillment, and a 
sense of purpose. When individuals believe that their work contributes to a greater good or aligns 
with their personal values, they are more likely to pursue and engage in meaningful work. This 

positive attitude can enhance motivation, commitment, and performance in their professional 
roles (Widodo & Suryosukmono, 2021). 
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Subjective Norms 

Subjective norms refer to the perceived social pressure to perform or not perform a particular 
behavior. In the context of meaningful work, subjective norms can be influenced by 

organizational culture, peer behavior, and societal expectations. When an organization 
promotes a culture that values meaningful work and supports employees in finding purpose in 

their roles, individuals are more likely to follow suit. The endorsement and support from 
colleagues and superiors can reinforce the intention to engage in meaningful work, thereby 
influencing behavior and job performance (Rego & Pina e Cunha, 2008). 

 

Perceived Behavioral Control 

Perceived behavioral control pertains to an individual's belief in their ability to perform a 
behavior. When employees feel confident in their ability to find and engage in meaningful work, 

they are more likely to act on this intention. Organizations can enhance perceived behavioral 
control by providing resources, opportunities for professional development, and a supportive 
environment that enables employees to align their work with their values and goals. High 

perceived control over one's work environment and tasks can lead to greater engagement, 
productivity, and overall job satisfaction (Chin et al., 2021). 

 

Integrating TPB with the concept of meaningful work provides a comprehensive understanding 

of how intentions to seek meaningful work translate into actual behavior. When individuals have 
a positive attitude towards meaningful work, perceive supportive norms, and feel in control of 
their ability to engage in such work, they are more likely to experience higher levels of job 

satisfaction and performance. This integration highlights the importance of organizational 
practices and cultures that promote meaningful work as a pathway to enhance employee well-

being and productivity (Lin et al., 2021). 

Organizations that recognize the interplay between TPB components and meaningful work can 

design interventions and policies to foster a more engaged and motivated workforce. By creating 
an environment that supports meaningful work through positive attitudes, supportive norms, 
and enhanced perceived control, organizations can improve employee retention, reduce 

burnout, and increase overall performance. This approach not only benefits individual 
employees but also contributes to the organization's success and sustainability (Anlı & Bilgin, 

2022). 
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Figure 1. Model of Nursing Theory (Reed) 

 

 

Figure 2. Model of Human Needs Hierarchy (Maslow) 
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Figure 3. Model of Meaningful Work (Lips-Wiersma & Morris) 

 

METHODOLOGY 

The article review employs a systematic review approach, specifically focusing on the 

descriptive/qualitative method. The author examines the theory and the relationship between 
variables.  Yüksel in Winarta et al. (2023) states that the systematic review of the 

descriptive/qualitative technique is based on the belief that reality is subjective and that 
individuals' perspectives differ based on their encounters with the external environment. This 

essay systematically and descriptively analyzes the role of ST as a mediating variable. The study 
utilizes Google Scholar, Mendeley, and other online media platforms as sources of information. 
The reference journals under research consist of 10 publications published in both domestic and 

foreign journals from 2009 to 2024. Within the Indonesian context, the author encountered only 
a single article pertaining to the role of ST in predicting meaningful work. 

 

RESULTS AND DISCUSSION 

Matthews and Cook's research (2008) shows that optimism has a positive effect on ST (β = 0.33, 
p < 0.001), and ST has a positive effect on emotional well-being (β = 0.31, p = 0.021). After being 
mediated by ST, the direct effect of optimism on emotional well-being decreased from β = 0.38 
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(p < 0.001) to β = 0.25 (p = 0.016), so it can be concluded that ST partially mediates the 
relationship between optimism and emotional well-being. 

The study by Li et al. (2019) shows that awe has a positive effect on the ST meaning of life (β = 
0.38, p < 0.001), and ST meaning of life has a positive effect on prosocial behavior (β = 0.35, p 

< 0.001). After being mediated by the ST meaning of life, the direct effect of awe on prosocial 
behavior decreased from β = 0.44 (p < 0.001) to β = 0.21 (p < 0.001), so it can be concluded that 

ST meaning of life partially mediates the relationship between awe and prosocial behavior. 

Research by Lin et al. (2021) shows that dispositional awe has a positive effect on the ST meaning 
of life (β = 0.28, p < 0.001), and ST meaning of life has a positive effect on prosocial tendency (β 

= 0.33, p < 0.001). After being mediated by the ST meaning of life, the direct effect of 
dispositional awe on prosocial tendency decreased from β = 0.37 (p < 0.001) to β = 0.19 (p < 

0.001), so it can be concluded that ST meaning of life partially mediates the relationship between 
dispositional awe and prosocial tendency. Meanwhile, dispositional awe positively affects 

spiritual ST (β = 0.41, p < 0.001), and spiritual ST affects prosocial tendency (β = 0.36, p < 
0.001). After being mediated by spiritual ST, the direct effect of dispositional awe on prosocial 
tendency decreased from β = 0.37 (p < 0.001) to β = 0.19 (p < 0.001). Thus, it can be concluded 

that spiritual ST partially mediates the relationship between dispositional awe and prosocial 
tendency. 

Kim and Park's (2020) study showed that academic self-efficacy positively affects ST (β = 0.08, 
p < 0.001), and ST positively affects life satisfaction (β = 0.50, p < 0.001). After being mediated 

by ST, the direct effect of academic self-efficacy on life satisfaction decreased from β = 0.44 (p < 
0.001) to β = 0.16 (p < 0.001), so it can be concluded that ST partially mediates the relationship 
between academic self-efficacy and life satisfaction. 

Research by Mohagheghi et al. (2021) shows that moral intelligence has a positive effect on ST 
(β = 0.41, p < 0.01), and ST has a positive effect on moral behavior (β = 0.43, p < 0.01). After 

being mediated by ST, the direct effect of moral intelligence on moral behavior decreased from 
β = 0.63 (p < 0.01) to β = 0.49 (p < 0.01), so it can be concluded that ST partially mediates the 

relationship between moral intelligence and moral behavior. 

Anlı and Bilgin's (2022) study showed that fear of COVID-19 negatively affects ST (β = -0.35, p 
< 0.01), and ST positively affects subjective happiness (β = 0.24, p < 0.01). After being mediated 

by ST, the direct effect of fear of COVID-19 on subjective happiness decreases from β = -0.42 (p 
< 0.01) to β = -0.25 (p < 0.01), so it can be concluded that ST partially mediates the relationship 

between fear of COVID-19 and subjective happiness. 

Research by Widodo and Suryosukmono (2021) shows that spiritual leadership has a positive 

effect on ST (β = 0.314, p < 0.05), and ST has a positive effect on meaningful work (β = 0.429, p 
< 0.05). The Sobel test results show a value of z = 1.3078 < 1.9759, so it can be concluded that 
ST does not mediate the relationship between spiritual leadership and meaningful work. 

Whereas workplace spirituality has a positive effect on ST (β = 0.395, p < 0.05), and ST has a 
positive effect on meaningful work (β = 0.429, p < 0.05). The Sobel test results show a value of 

z = 2.9460 > 1.9759, so it can be concluded that ST partially mediates the relationship between 
workplace spirituality and meaningful work. 
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The study of Chin et al. (2021) shows that religiosity has a positive effect on ST (β = 0.243, p < 
0.05), and ST has a positive effect on moral judgment (β = 0.290, p < 0.05). Bootstrapping test 

results show the value of t = 1.1067 < 1.96, so it can be concluded that ST does not mediate the 
relationship between religiosity and moral judgment. Meanwhile, ethnicity has a positive effect 

on ST (β = 0.253, p < 0.05), and ST has a positive effect on moral judgment (β = 0.290, p < 
0.05). Bootstrapping test results show the value of t = 2.731 > 1.96, so it can be concluded that 

ST partially mediates the relationship between ethnicity and moral judgment. In addition, 
gender identification has a positive effect on ST (β = 0.140, p < 0.05), and ST has a positive effect 
on moral judgment (β = 0.290, p < 0.05). Bootstrapping test results show the value of t = 5.278 

> 1.96, so it can be concluded that ST partially mediates the relationship between gender 
identification and moral judgment. 

The study of Joseph et al. (2022) shows that mindfulness has a positive effect on ST (β = 0.142, 
p < 0.05), and ST has a positive effect on sustainable consumer behavior (β = 1.568, p < 0.05). 

After being mediated by ST, the direct effect of mindfulness on sustainable consumer behavior 
decreases from β = 2.10 (p < 0.05) to β = 1.57 (p < 0.05), so it can be concluded that ST partially 
mediates the relationship between mindfulness and sustainable consumer behavior. 

Widodo's research (2024) shows that workplace spirituality has a positive effect on ST (β = 
0.519, p < 0.05), and ST has no positive effect on meaningful work (β = 0.114, p = 0.568). The 

Bootstrapping test results show the value of t = 0.543 < 1.96, so it can be concluded that ST does 
not mediate the relationship between workplace spirituality and meaningful work. 

The research above highlights the significant role of ST in mediating various psychological and 
behavioral outcomes, indicating its relevance in fostering meaningful work. Matthews and Cook 
(2008) showed that ST partially mediates the relationship between optimism and emotional 

well-being, suggesting that ST enhances emotional health and could similarly enhance work-
related well-being. Li et al. (2019) and Lin et al. (2021) demonstrated that ST meaning of life 

mediates the effects of awe on prosocial behavior and prosocial tendency, respectively, 
indicating that awe-inspiring experiences at work could lead to more meaningful and prosocial 

work behaviors through enhanced ST. Similarly, Kim and Park (2020) found that ST mediates 
the relationship between academic self-efficacy and life satisfaction, suggesting that promoting 
self-efficacy in professional settings can lead to greater job satisfaction through ST. Mohagheghi 

et al. (2021) showed that ST mediates the relationship between moral intelligence and moral 
behavior, emphasizing the role of ethical training in promoting meaningful work. Anlı and Bilgin 

(2022) found that ST mediates the negative impact of fear of COVID-19 on subjective happiness, 
suggesting that fostering ST can mitigate stress and enhance well-being at work. Widodo and 

Suryosukmono (2021) showed that ST partially mediates the relationship between workplace 
spirituality and meaningful work, highlighting the importance of creating a spiritually enriching 
work environment. In contrast, Widodo's (2024) study indicated that ST does not mediate the 

relationship between workplace spirituality and meaningful work, suggesting that other factors 
might influence this relationship. 

To enhance meaningful work in auditing, organizations should consider implementing 
interventions that promote ST. These could include fostering a culture of optimism and awe, 

providing ethical and professional development training, and creating a spiritually supportive 
work environment. By focusing on these areas, auditing firms can enhance their employees' 
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sense of purpose and fulfillment, leading to improved job satisfaction, ethical behavior, and 
overall performance.  

 

CONCLUSION 

As Reed's nursing theory model describes, personal and contextual factors influence a person's 
vulnerability to achieve well-being through ST. In this article, personal factors that can be 

identified include optimism, awe, self-efficacy, spiritual leadership, prosocial behavior, moral 
intelligence, moral behavior, moral judgment, and mindfulness. Contextual factors that can be 
identified include workplace spirituality, ethnicity, and gender identification. 

As for the hierarchy of human needs model described by Maslow and Frankl's conception of ST, 
both want to say that ST is the goal a person wants to achieve through meaningfulness (sense of 

meaning). Lips-Wiersma and Morris emphasize that a person must have a sense of purpose that 
goes beyond himself, serving others, which, in the context of work, is called meaningful work. 

 

SUGGESTION 

Based on the above conclusions, this article suggests that ST is very interesting to be studied 

further in behavioral accounting, either as a mediator or moderator variable. This will add to the 
repertoire of behavioral accounting studies especially in the Indonesian context. Additionally, 

further research should explore other potential mediators and contextual factors that contribute 
to meaningful work, ensuring a comprehensive understanding of the dynamics at play. 
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ABSTRACT 
 

This study aims to analyze the community empowerment model in the education for Quranic 
memorization students called BTQ (Beasiswa Tahfidz Qur'an) for Leaders developed by 
philanthropic institutions, PPPA Daarul Quran in Yogyakarta and Jawa Tengah. This research 
used a qualitative approach. Data collection techniques were conducted through observation and 
researcher involvement for seven years, interviews with stakeholders and document studies. The 
data of this research was analyzed in-depth qualitative descriptive. The findings of this study 
show that the educational empowerment model of philanthropic institutions for Al-Quran 
Memorization scholars is very unique and different from empowerment models other than 
education. There is skill development, strengthening religious knowledge, Al-Quran 
Memorization control, empowerment training and dedication for one year after graduation. This 
empowerment model is very effective for poor families who want to go to studying while 
memorizing the Quran. This empowerment model can produce Al-Quran memorization scholars 
who are ready to become leaders in the future. The provision of knowledge, coaching, skills, 
devotion and experience gained is very sufficient to be developed and used as provisions. This 
scholarship program can improve the welfare of its recipients, because someone who is highly 
educated and has sufficient provisions will improve the welfare of his family in the future. 
 
Keywords: empowerment model, education, philanthropic organization, BTQ for Leaders 
 
INTRODUCTION 
Education is one of the important sectors in determining the quality of a nation's human 
resources. Education is a barometer of the progress and civilization of a nation, so every country 
tries to improve the education sector as well as possible (Yusuf, 2018). The good quality of 
education can have an impact on improving the quality of life, so it can be said that education is 
an important effort of a nation so that humans can reach the stages of progress in their lives 
(Hidayat, 2019). 
The government has drafted Law Number 20 of 2003 concerning the National Education 
System. This law states that education in Indonesia aims to create an atmosphere and learning 
process that can develop its potential to have spiritual strength, self-control, personality, 
intelligence, noble character, and the necessary skills. The impact of education on development 
that has been running so far has brought the Indonesian Development Index in 2021 to 72.29, 
or included in the high category (BPS, 2021). 
Based on data from the Central Statistics Agency (BPS), there were 26.16 million poor people in 
Indonesia in March 2022. Meanwhile, the poverty rate in the same month reached 9.54 percent 
(bps.go.id). BPS set the March 2022 poverty line at IDR 508,612 per capita per month. The 
amount consists of Rp. 377,598 per capita per month for food expenditure, and the remaining 
Rp. 131,014 for non-food expenditure. This means that if a person's expenditure in a month is 
below the poverty line, then that person is categorized as poor. 
In comparison, the number of poor people in March 2021 decreased by 1.38 million people and 
the poverty rate in March 2021 decreased by 0.6 percent. However, this still does not match the 
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achievements before the pandemic. Where according to the latest data in September 2019, the 
number of poor people was 24.78 people and the poverty rate was 9.22 percent. 
Based on this explanation, the problem of poverty in developing countries such as Indonesia is 
a subject matter that must receive more attention. In another sense, poverty is a lack of money 
and goods to support life. One of the causes of poverty is due to a lack of income and assets to 
meet basic needs such as clothing, housing, acceptable levels of health and education (Wahyu 
Azizah & Kusuma, 2018). 
According to Alhumani in Ustama, a new definition of poverty states that poverty is no longer 
just a matter of income inequality but is more complex, namely concerning powerlessness, lack 
of knowledge and skills, and scarce access to capital and resources or human capability. 
Education is a basic element of human capability that plays a central role in overcoming poverty 
(Ustama, 2009). 
Indonesia, which has a majority Muslim population, can use the zakat instrument to solve social 
problems such as poverty. In Islam, solving problems such as poverty can be solved by optimally 
applying zakat, infaq, and shadaqah funds. All three have the same role in contributing 
significantly to poverty alleviation (R. D. Pratiwi, 2021). 
According to Ryandono in Sakinah and Thamrin, stating that zakat is one way of distributing 
assets in an economy from a person or group of people who have excess assets to those who lack 
assets (poor). Zakat has a good impact on the economic system such as narrowing the economic 
gap and building brotherhood between economic actors to achieve falah (Sakinah & Thamrin, 
2020). 
In addition, zakat is also useful for purifying the soul, property and also social relations. These 
three functions define zakat as a balancing system of relationships in life. In the social field, zakat 
functions as social security in Islam. (Abubakar, 2015: 2). 
The term distribution, comes from the word distribution which means distribution or 
distribution to several people or several places. Therefore, the distribution of zakat is the 
provision of zakat assets to mustahik zakat consumptively. Meanwhile, the term utilization 
comes from the word “usability” which means the ability to bring results or benefits. The term 
utilization means giving zakat to mustahik productively so that zakat brings results and benefits 
to those who produce it (Amymie, 2019). 
These various phenomena show that there is moral degradation in the younger generation. In 
terms of the nation to avoid negative actions, especially in facing challenges and social conditions 
that are increasingly concerning, character education is needed in the formation of a good and 
religious personality (Musrifah, 2016). 
Intellectual intelligence must be followed by noble character and morals. Character and morals 
are fundamental and complementary. Character or noble character must be built, in building 
this, a means is needed, one of which is the education path. Character education is obtained from 
both formal and non-formal institutions. Character or noble character in an Islamic perspective 
is the result of the process of implementing sharia (worship and muamalah) based on a firm 
belief and based on the Qur'an and Hadith (Musrifah, 2016). 
The basis of character education is the Qur'an and Hadith, in other words, other basics in 
character education are returned to the Qur'an and Hadith (Jannah, 2020). In educational 
institutions, the Islamic character of students can be formed through learning Tahfidz Al-Qur'an 
as done by LAZNAS PPPA Daarul Qur'an in its BTQ for Leaders Scholarship program. It is a 
scholarship intended for underprivileged Muslim children to continue their education with 
assistance and coaching based on tahfizul Qur'an. 
 
METHODOLOGY 
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The type of research used is field research. This research uses a qualitative approach by collecting 
data sourced from PPPA Daarul Quran about the empowerment model of philanthropic funds 
for the BTQ for Leaders scholarship program. In addition, the data were obtained from 
interviews with the leaders of PPPA Daarul Quran both in Yogyakarta and in Central Java.  
Qualitative data analysis is carried out as a continuous, iterative, and continuous effort as the 
method presented by Miles and Hubermen (1984), which consists of three streams of activities 
that occur simultaneously, namely: data reduction, data presentation, and conclusion 
drawing/verification. 
 
LITERATURE REVIEW 
The Role of Zakat for Empowerment 
Zakat is substantially an effort to eliminate the gap between low-income earners (the poor) and 
high-income earners (the rich) and is a process of equalization in life. This process is done 
because each person's income level is different. One of the solutions in dealing with the socio-
economic gap is the role of zakat is very important for the community's economy.  
In order for the role of zakat to be more optimal for the Muslim community, the management of 
zakat assets certainly requires special expertise and professional and responsible. This effort is 
also a concern for the government. It is proven that the government has adjusted the regulation 
of zakat twice; first in the form of Law No. 38 of 1999 and second Law No. 23 of 2011. In this 
social context, there is a discussion about zakat empowerment as an instrument of social security 
in Islam. One of them is the empowerment of zakat for educational purposes. 
Empowerment is a process of becoming, not an instant process. It can be said that empowerment 
is a comprehensive process, an active process to motivate, facilitate community groups that need 
to be empowered through increasing knowledge, skills, providing various facilities, and 
opportunities to achieve access to social welfare resource systems. 5 
Zakat empowerment plays an important role in efforts to raise the dignity of the mustahik. In 
addition, zakat empowerment plays a role in order to educate the nation's life, because human 
needs are not limited to physical needs but also spiritual needs which are obtained through 
education. (Munawarah Noor, "Community Empowerment", p.14) 
 Based on the agreement of the majority of Islamic scholars/intellectuals on the social 
function of zakat, a framework for zakat empowerment for education financing was developed. 
The commonly used method is by channeling zakat funds (in addition to infaq and sadaqah) as 
a source of scholarships for underprivileged Muslim children. This method is commonly used by 
Amil Zakat Agency/Institution in Indonesia. 
In addition, there is also a framework for developing zakat empowerment that is not aimed at 
individuals, but is channeled as for the operational costs of education in schools/madrasas such 
as physical buildings. This invites debate, because these purposes are not explicitly mentioned 
as part of the eight aṣ naf who are entitled to receive zakat (mustahiq). 
The management of ZIS funds is regulated in accordance with Law No. 23 of 2011 article 6, in 
carrying out its duties LAZIS organizes various functions, namely: (1) planning the collection, 
distribution, and utilization of zakat; (2) implementing the collection, distribution, and 
utilization of zakat; (3) controlling the collection, distribution, and utilization of zakat; and (4) 
reporting and accountability for the implementation of zakat management. 
Article 6 of Law Number 23 of 2011 above is then clarified again in article 13 paragraph 2 in 
government regulation number 14 of 2014, namely: in carrying out its duties, BAZNAS or LAZ 
carries out functions to carry out (1) planning, collection, distribution and utilization of zakat, 
(2) implementation of collection, distribution and utilization of zakat, (3) control of collection, 
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distribution and utilization of zakat, and (4) reporting and accountability for the implementation 
of zakat. 
In the utilization of zakat can be channeled in two forms, first, consumptive zakat. Consumptive 
zakat can be classified into two, namely traditional consumptive zakat means that zakat is 
distributed directly and creative consumptive zakat means that zakat is distributed in other 
forms not in the form of goods such as scholarships, school tools, and others. Second, productive 
zakat can be classified into two, namely traditional productive zakat, which means that zakat is 
given in the form of productive goods, such as cows, goats, shavers, sewing machines, and so on. 
As for creative productive zakat, where zakat is given in the form of revolving business capital 
which will later become the business capital of the mustahik who receive it. (Amymie, 2019)  
 
Islamic Philanthropy 
The word "philanthropy" is a new term in Islam, but recently a number of Arabic terms have 
been used as its equivalent. Philanthropy is sometimes equated with "al-ata al-ijtima'i" which 
means social giving, "al-takaful al-insani" which means humanitarian solidarity, "ata al-khayri" 
which means giving for good, or sadaqah which means alms (Ibrahim, 2008: 11). The term 
sadaqah is already known in Islam, but the term Islamic philanthropy is a contemporary 
adoption of the word. 
The word philanthropy comes from the Greek word philo which means love and anthrophos 
which means human (Sulek, 2010: 386). Philanthropy itself is closer in meaning to charity, a 
word derived from Latin (caritas) which means unconditioned love. However, there is actually a 
difference between the two terms, charity tends to refer to short-term giving, while philanthropy 
is more long-term (Anheier and List, 2005: 196, Anderson, 2007: 26). 
The meaning of philanthropy above has led to various definitions. Philanthropy is defined as a 
personal voluntary action driven by the tendency to uphold the public good (Friedman and 
McGarvie, 2003: 37), or a voluntary act for the public good (Payton and Moody, 2008: 6). 
Philanthropy is also defined as material or non-material donations to support a social activity 
without reciprocation (Anheier and List, 2005: 196). The definitions above show that the 
common goal underlying every definition of philanthropy is love that is manifested in the form 
of solidarity with fellow human beings (Sulek, 2010: 395). 
The practice of philanthropy predates Islam along with the development of social justice 
discourse (Rahardjo, 2003: 34). Philanthropy is also not a tradition that has only been 
recognized in modern times, because one's concern for fellow humans was also found in ancient 
times (Young, 2000: 149-172). 
 
Forms of Philanthropy in Islam 
Islam recognizes two main dimensions of relationships, namely human relations with God, and 
human relations with humans (Alhasbi and Ghazali, 1994: 7-22). The purpose of these two 
relationships is harmony and stability of relationships with Allah SWT, and fellow humans 
including themselves and the environment. This is aqidah or belief and wasilah (way) to achieve 
prosperity both in the world and in the hereafter (Ali, 1988: 29). 
This welfare is not only obtained through relationships with God alone, such as the obligations 
of prayer, fasting, and hajj, but must also be accompanied by relationships that have a social 
dimension, such as the obligation to pay zakat. Zakat, including infaq and alms, serves to bridge 
and strengthen human relations, especially the relationship between strong and weak groups 
(Bremer, 2004: 1-26). 
 
Contextualization of Asnaf Zakat for Empowerment 



255 
 

 

On the other hand, there is a view that loosens the definition of ibnu sabil asnaf zakat. They 
adjust its meaning to the current context. Ibn al-sabīl is a person who is traveling for a purpose 
that is pleasing to Allah. He can get zakat funds from the state/region. The purpose is to help 
fund his trip if needed. (Al-Jaziri, Juz I; 626) 
Likewise, the meaning of asnaf fī sabīlillah. This category is also interpreted more broadly, which 
includes everything that is used for the benefit of the people, including funding da'wah and 
education activities, building public facilities and so on. (Ministry of Religious Affairs; 2006).  
Therefore, the idea was born that the utilization of zakat is also used for the purposes of financing 
quality education. Starting from the salaries of teachers and education personnel, learning 
facilities, development facilities including the operations of research institutions. The allocation 
of zakat funds utilized is not limited to the category of fī sabīlillah only, but also through the 
categories of fakir, poor, amil (schools take the initiative as amil), fī sabīlillah and ibn al-sabīl. 
(M. Ali, 2001) 
The Directorate of Zakat Empowerment of the Ministry of Religious Affairs of the Republic of 
Indonesia interprets the fī sabīlillah group in a broad sense, namely as an effort to elevate the 
syi'ar of Islam. The right of fī sabīlillah can be used for social religious interests such as to build 
places of worship, schools/madrassas, make irrigation/waterways and so on. While ibn al-sabīl 
can be included students / students / students who are overseas, who are experiencing financial 
difficulties, both living expenses and education. (Ministry of Religious Affairs, 2006) 
Based on this category, the empowerment of zakat for education is included in creative 
consumptive zakat. The usual way is through educational assistance and scholarships. Usually, 
existing Islamic educational institutions such as madrasas that have private status, of course, 
really need help. In addition to financial assistance, they also need teacher assistance, complete 
books / references and so on. 
Another problem faced by the Islamic community is the level of social life, most of which is still 
far from the line of sufficiency, as a result of which many children are unable to continue their 
education, and some even drop out of school. Problems like this should be solved with certain 
concepts or programs in the context of the utilization of zakat, as desired by Islamic teachings. 
(A. Abubakar, 2015) 
Programs that can be carried out are providing rocks to organizations or foundations that focus 
on education, either in the form of money whose management is left to the management, or very 
important educational facilities. This assistance is given incidentally as an effort to provide 
stimulation or to improve the quality of education. In addition, it can be done in the form of 
scholarship assistance for poor children, so that they can continue their education. 
The empowerment of zakat for education, which is channelled to institutions, is a breakthrough 
ijtihad that needs to be strengthened. So that Muslims can accept it as part of Islamic teachings. 
This can be reflected in the ijtihad of previous leaders such as Umar bin Khattab and Umar bin 
Abdul Aziz. Umar bin Khattab utilized zakat as a source of state finance, when all aṣ naf had 
received their rights from the zakat treasury.  
A Hadith narration mentioned that in the first year of Umar bin Khattab's reign, the zakat fund 
experienced a surplus of 1/3 of the total incoming zakat funds. The surplus was put into the state 
treasury. The second year there was a surplus of ½ of the total zakat funds. In the third year all 
zakat funds were returned to the central government (state treasury), because there were no 
more mustahiq, because the population had become muzakkī. In the end, the funds were 
diverted for social purposes, including education. (M. Suharsono, 2004) 
In the reign of Umar bin Abdul Aziz, as narrated by Abu Udaid, because there was a surplus, the 
zakat funds were used to provide wages to employees, especially education workers. However, 
because the zakat funds were still abundant, Umar ibn Abdul Aziz instructed to give the zakat 



256 
 

 

funds to those who were in debt and not wasteful. However, the zakat fund was still in surplus, 
so Umar bin Abdul Aziz ordered to look for single people who wanted to get married and paid 
the dowry. Finally, Umar ibn Abdul Aziz also ordered to find people who lacked business capital, 
then given capital from the zakat funds that were still abundant in bait al-māl. (M. Suharsono, 
2004) 
These two exemplary stories can be an example for breakthrough efforts in the management of 
zakat to be more beneficial for the benefit of the people. The current condition in Indonesia is 
very necessary to empower zakat for education. 
 
DISCUSSION 
Profile of PPPA Daarul Quran 
PPPA Daarul Qur'an is one of the national-scale Amil Zakat Institutions (LAZNAS) in Indonesia. 
The main task of an LAZNAS, is to manage zakat, infaq and sadaqah (zis) which focuses on 
tahfizhul Qur'an-based community development. Fund management is carried out 
professionally and accountably. Founded by one of the nation's figures as well as a young 
intellectual who is good at preaching, Ustadz Yusuf Mansur, in 2003. The aim is to create cadres 
of Qur'an memorizers in Indonesia. So the name of the Daarul Qur'an Nursery Program (PPPA) 
was made. 
Starting with taking care of several tahfizh students, then growing to thousands of students 
spread throughout Indonesia. Since the beginning, PPPA Daarul Qur'an has focused on efforts 
to build public awareness to return to the Qur'an, by creating programs that aim to create seeds 
and print Qur'an memorizers. 
The movement and public awareness to produce Qur'an memorizers continues to expand. So a 
strong and professional institutional umbrella is needed. On March 29, 2007 at Sarbini Hall 
Jakarta, PPPA Daarul Qur'an's identity was officially introduced to the public as an LAZNAS. It 
was confirmed through a notarial deed dated May 11, 2007. 
 
Tahfidz Quran (BTQ) Scholarship Program for Leaders 
"Today's youth are tomorrow's leaders". That's how the saying goes. It seems to be ingrained in 
all forms of youth struggle everywhere. When he was young he worked, fought and sacrificed for 
the country, and when he matured, the country gave him the opportunity to serve as a "state 
servant". 
But maturity alone is not enough to lead a country, personality and good character are important 
requirements so that leadership is not misdirected. Children of the nation who have above-
average intelligence grow up in a minimal and limited environment so that their intelligence is 
dulled when access to sharpen is not able to be achieved. 
PPPA Daarul Qur'an took the initiative to prepare a cadre of future leaders through human 
resource investment in the form of the Tahfidz Qur'an Scholarship (BTQ) For Leaders program. 
BTQ For Leaders is a coaching and tuition assistance program for underprivileged students from 
the best universities who have a commitment to become Qur'an memorizers and preachers in 
the community. PPPA Daarul Qur'an collaborates with 24 well-known state universities in 
Indonesia. 
The program provides tuition assistance, regeneration, and mentoring. The BTQ For Leaders 
program is provided for a period of 4 years with monitoring and evaluation per 1 year. 
Program Objectives and Benefits 
First, to support students who have the quality to become hafidz Qur'an and leaders who are 
ready to enter the community. Second, to prepare future national leaders who have character 
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based on Tahfidzul Qur'an. Third, building networks and regeneration of PPPA Daarul Qur'an 
program actors. 
Urgency of Program Implementation 
First, there are still many outstanding students who are less able to continue their education to 
a higher level Second, the lack of attention to building Qur'anic character towards students. 
Third, the need for attention and guidance to produce Islamic cadres as future leaders. 
Target of the Program 
The targets of the BTQ For Leaders program are new students with categories, 1) Graduated 
from high school / equivalent and entered the recommended state university, 2) Have 
memorized at least 2 juz of Qur'an, 3) come from underprivileged families, 4) Committed to 
completing 30 juz during the program. They must be ready to follow the guidance for 4 years 
and are willing to be placed in Daarul Quran preaching areas throughout Indonesia for 1 year. 
Program Format 
BTQ For Leaders has a complete coaching curriculum, including classroom materials, group 
discussions, and leadership implementation in the community. Some forms of the BTQ For 
Leaders program include 1) Tuition assistance for 4 years, 2) Monthly pocket money, 3) 
Intensive coaching of tahfidz 30 juz, 4) Community empowerment around campus, 5) 
Leadership mentoring with national figures, 6) Jamboree and national awareness, 7) 1 year post-
college da'wah placement. 
 
RESULTS AND ANALYSIS 
Coaching Model 
In this BTQ for Leaders program, PPPA Daarul Qur'an coordinates with regional and national 
facilitators. The fasilda's job is to conduct regular evaluation and monitoring. PPPA Daarul 
Quran also provides operational support and subsidizes funding for activities, monthly pocket 
money of Rp. 500,000 (per student), coaching and monitoring, all of which are carried out by 
Regional and National Facilitators.  
Tahfidz Qur'an Scholarship (BTQ) for Leaders is a scholarship for underprivileged students who 
have an interest in memorizing the Qur'an. Scholarship recipients are expected to be more 
patterned and formed in their coaching, so that they will become better people, in terms of 
material and personal maturity, and are expected to become leaders who care about religion, 
country and nation. 
The coaching material refers to the content of the contents of the Qur'an letter Al Baqarah verse 
21, namely the command to be a person of piety (muttaqin). Among its characteristics are having 
strong faith (akidah), establishing prayer (correct worship), being accustomed to giving alms or 
having social sensitivity, and being willing to sacrifice for the interests recommended by religion 
(jihad). 
The degree of piety is not only monopolized by one or a group of people, but everyone is entitled 
to it. Therefore, every Muslim has the obligation to convey his call and invite others to piety to 
Allah (Al Imran verses 104 and 110). In carrying out its mission of da'wah so that the desired 
goals can be achieved, there are ways or special abilities that must be possessed that are related 
to leadership attitudes (Al Baqarah verse 30).  
The purpose of coaching is to encourage and bring out a person's longing to return his life 
problems to religion. Therefore, scholarship recipients are expected to become Islamic leaders 
with the traits and character of a good Muslim, skilled and professional and have social 
sensitivity. 
The flow of coaching for BTQ for Leaders is as follows: 
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Coaching uses the daily muraja'ah method and the super-camp method. The Super Camp 
method pays great attention to the application of group dynamics techniques, such as 
discussions, role playing, case studies and problem solving. The material presented using the 
super camp method is of a personality and skills nature. In its application, this method will 
combine 2 things, emphasis and reinforcement/doctrine from the coach, secondly encouraging 
the activity and creativity of coaching participants, the coach functions as a facilitator who only 
provides a frame for the material being discussed, and straightens out if there are things that are 
considered deviant or there are things that are not in accordance with the targets to be achieved. 
The muraja'ah method is applied to memorization of the Qur'an, religious material, as well as 
counselling functions. This method is very strategic, in some cases it is even more valuable than 
the super-camp method, because:  
More effective in monitoring students' conditions, in terms of memorizing the Qur'an, religion 
and personal condition.  
Can function as a review of super camp method material.  
Function as counselling, especially regarding future activity plans. 

Learning 
Process 

Participant 
Selection 

Orientation 
Period 

Coaching  
Years I 

Coaching  
Year II 

Coaching  
Years III 

Coaching 
Year IV 

Finished 

Evaluation 
Program 

Variations 

 

Agent of Change 
(Quran memorizer 

who became a 
community leader) 

Murajaah, Super 
Camp 

Organisational 
Training  

Murajaah, Super 
Camp 

Organisasional 
Training  

Murajaah, Super 
Camp 

Organiational 
Training, Gender 

Murajaah, Super 
camp 

Motivasional 
Training  

Program Report, 
evaluation & 

Participant 
Recommendation 

Program Report, 
evaluation & 

Participant 
Recommendation 

 

Program Report, 
evaluation & 

Participant 
Recommendation 

Program Report, and 
Participant Evaluation 
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The application of this method is not only a one-way technique, but also develops discussion and 
a critical attitude. Therefore, the expertise of a mentor with broad insight is needed so that the 
material is applicable and contemporary. Moreover, some of the Scholarship recipients have 
already participated in group studies on campus. For cognitive material, such as religious, you 
can use pedagogical or informative methods. The explanation of the coaching stages is as follows: 
First year; More as a student target, most of the basic and core material was delivered this year. 
In routine coaching, they receive more material, they can be given community assignments, but 
the portions are not too large. Memorize at least 7 Juz.  
Second year; Starting to be involved in mentoring for first year participants, beginner assistant 
facilitators. But still got some development material. The portion for community assignments is 
larger. Memorize at least 7 Juz.  
Third Year (almost the same as second year), and Fourth Year; Involved as the main assistant to 
the facilitator, it is also more directed towards plans after graduation. Complete the target of 
memorizing 30 Juz.  
To facilitate coaching, coaching classes are divided, as in the following table: 
 
No Year Positioning Material Information 
1 First Participant Full Basic and core Common* 
2 Second Assistant 

beginner 
Enrichment and 
Assignment  

Semi 
Customized** 

3 Third Middle assistant Enrichment and 
Assignment 

Semi 
Customized** 

4 Fourth Assistant Planning and Assignment Customized*** 
 
* Generalized approach, the important focus is on the material being conveyed  
** The approach starts depending on the student  
*** Casuistic approach per student 
 
The coaching model is also carried out by providing students with the material they need for 
their self-development. Scholarship recipient students take part in coaching for 4 years, divided 
into annual programs. The annual program was then reduced to a monthly program. The 
material provided is in the form of;   
Thematic Qur'an Study; Students are expected to have the ability to deepen their understanding 
of the contents of the Al-Qur'an, copy letters they like, and be able to put the contents into 
practice. 
Story Telling; Students are expected to have the ability to convey a story with style, intonation 
and tools that attract the listener's interest. 
Leadership Training; Students are expected to have technical skills in leadership including 
planning, organizing, making decisions and knowing the principles and goals of organizations.  
Public Speaking; Students are expected to understand the basics of public speaking and measure 
basic understanding of public speaking. 
PAIKEM; Students are expected to be able to support the achievement of effective learning goals 
by paying attention to the surrounding environment which is meaningful as a source of learning 
and information. 
Research methodology; Students are expected to learn an introduction to a research 
methodology. All definitions in research methodology start from determining business 
opportunities, business problems, decision making to symptoms. 
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Creative Economy Empowerment in the Pandemic Era; Students are expected to have the ability 
to create/support creative economic empowerment during the pandemic or after the pandemic 
in various fields. 
Digital Da'wah Strategy; Students are expected to have the ability to develop da'wah strategies 
via the internet with careful planning. 
Basics of Journalism; Students are expected to be able to explain the code of ethics and principles 
of journalists, use basic level journalistic Indonesian to explore news ideas and interview 
reporting techniques. 
Time Management; Students are expected to be able to draw up a time management plan, put 
forward a priority order, and describe an evaluation of time use. 
Scientific Behavior; Students are expected to be able to demonstrate scientific behavior (honest, 
disciplined, responsible, caring, polite, environmentally friendly, mutual cooperation) in 
carrying out learning as part of a scientific attitude. 
Internal Motivation; Students are expected to have internal motivation and show curiosity in 
learning. 
 
Learning Design  
The design designed to realize this program is as follows:  
First stage: memorizing the Qur'an & self-leadership.  
Second stage: memorizing the Qur'an & organizational leadership.  
Third stage: memorizing the Qur'an & social leadership.  
Fourth stage: memorizer of the Qur'an & community development expert.  
 
Curriculum Design Table 

No Target Smst Personality Skills 

I Memorizing the Al-
Quran and Self-
Leadership 

Fist Al-Quran-Tawheed, Basic 
Values of Truth and 
Humanity 

Knowing Yourself, 
Memorizing the Al-
Quran 

Second Al-Quran-Tawheed, Moral 
Values (Universal 
Behavior) 

Self Management and 
Activity Based 
Management, Teaching 
Al-Quran 

II Memorizing the Al-
Quran and 
Organizational 
Leadership 

Third Memorizing the Al-Quran 
and Organizational 
Leadership 

Organizational 
Management 
Management and 
Organization, Human 
Relations 

Fourth Al-Quran-Tawheed, 
Organizational 
Management 

Management and 
Organization, Human 
Relation 

III  Memorizing the Al-
Quran and Social 
Leadership 

Fifth Al-Quran, Muamalah, 
Leadership 

Social Sensitivity, 
Relationship Building 

Sixth Al-Quran, Muamalah, 
Leadership 

Team Work 

IV Memorizing the Al-
Quran and Community 
Development 

Sevent Al-Quran, Muamalah, 
Change in Integrated 
Society (Social)  

Social Mapping 

Eight  Al-Quran, Muamalah, 
Change in Integrated 
Society (Social) 

Social Engineering 
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Delivery Method 
Day to day coaching method on secretariat-Murajaah (every week each person memorizes the 
Qur'an).  
Accelerated coaching method, through the National Jamboree every semester.  
Training and interactive coaching methods, at least once a month (Super Camp).  
Coaching method through character dialogue, at least once a month.  
Live in Exposure/Assignment coaching method, creating community development programs. 
 
Program Output  
The Tahfidz Qur'an Scholarship development has a target to be achieved, namely directing them 
to become independent humans and bring benefits to the environment. The person referred to 
in the context of this coaching has the traits and characteristics as shown in the following table: 
 
Table of Expected Traits and Characteristics 

No Nature of Practice Knowledge 
1 Muslim-Mukmin Practicing the pillars of Islam/obligatory practices 

Can memorize the Koran 
Know the main teachings of the Koran in total 
Practicing sunnah practices 
Tahhu and believe in Islam as a Guide to Life 
Have noble character 
Routine Murajaah 

2 Istiqomah and 
consistent 

Having monotheism and strong religious beliefs 
Firmly implement religious laws and teachings for himself, his 
family and society 

3 Sincerity, Dedication 
and Commitment 

Understanding that preaching requires sincere commitment and 
activeness 
Motivate yourself and others to work as well as possible 
Realize and complete tasks as well as possible 
Realizing and prioritizing the interests of the people over personal 
interests 
Ready to make sacrifices 
Realizing that actions that are not sincere are not approved by Allah 
SWT 

4 Militant and Discipline Understand and realize the need for sacrifice in carrying out 
religious teachings 
Stages in dealing with each condition 

5 Smart, Critical, 
Logical, Systematic 

Master the science/profession you are involved in 
Achievement and skill on campus 
Ability to solve problems correctly 
Quick and precise in making decisions 
Have comprehensive analysis and regular thinking 

6 Dynamic and creative Actively looking for new ideas 
Realizing when there is a problem and knowing how to solve it and 
actively looking for solution options 

7 Wise Understands his thoughts and the opinions of others 
Solve problems according to circumstances and religious teachings 

8 Enthusiastic and 
Optimistic 

Believe in God's help for those who endeavour and pray 
Tawakkal and carrying out duties with full seriousness 

9 Solidarity and 
Brotherhood 

Realizing that every Muslim is a brother 
Ready to help fellow Muslims in all situations 

10 Be a role model Understand and appreciate the qualities of an apostle 
His personality is an example for society 
Understand and master leadership 
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Coaching Flow Model  
To achieve the target above, the process can be grouped into three main materials, namely 
Tahfidzul Qur'an, personality, and skills. For this reason, a coaching model can be prepared as 
shown in the following figure: 

 
 

Evaluation Techniques  
The success of coaching implementation can be known through evaluation. This evaluation can 
be carried out when participants take part in super-camp training, or during muraja'ah. If 
evaluation is desired, it can be done by, among other things, 1) Short answer tests, 2) Essays and 
oral exams, 3) Observing and recording the behavior of coaching participants, 4) Questionnaires 
and interviews, and, 5) Case studies.  
To get maximum coaching results, they are initiated to form a forum/organization. Facilitators 
need to be careful in directing administrators and their activities. Don't worry, those on campus 
are super active, they become administrators too. Give opportunities to those who are less or not 
even active on campus.  
Activities must also be realistic, not too busy, the important thing is that there is a place for self-
actualization. In this forum, they can take part and apply what they learned during coaching. 
 
Post-Program Service 
After completing the learning and BTQ program, students are required to carry out one year of 
service in all PPPA Daarul Quran programs in all corners of Indonesia, including at Rumah 
Tahfidz which is a program partner. During the service period, BTQ for Leaders are required to 
carry out the program that has been prepared. These programs are, 1) Da'i Model, 2) Research 
methodology, 3) Da'i Innovation, 4) Writing, 5) Clean and Healthy Environment, 6) Parenting, 
7) Children's Palace, 8) and Literacy 
 
Number of Scholarship Recipients and Evaluation  
The number of scholarship recipients was 34. A total of 18 students came from campuses in 
Yogyakarta, and as many as 16 people came from campuses in Central Java. The partner 
campuses in Yogyakarta are UGM (Gadjah Mada University), UNY (Yogyakarta State 
University) and UIN Suka (Sunan Kalijaga State Islamic University). The partner campuses in 
Central Java are Undip (Diponegoro University), Unnes (Semarang State University), and UIN 
Walisongo (Walisongo State Islamic University). As shown in the picture above. 
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The 34 students were recruited in three stages. The first stage was in 2016, the second in 2017 
and the third in 2018. After 2018 there was no more recruitment of scholarship recipients 
because this program was transferred to the campus at IDAQU (Institut Daarul Quran), which 
was founded by Ustadz Yusuf Mansur. 
Recruitment and selection of scholarship recipients is carried out at the beginning of each 
academic year. They are required to take a selection test. The material tested is in the form of 
memorizing the Al-Quran, interviewing and verifying the personal data of each prospective 
scholarship recipient. 
After running for three years, in 2019, all scholarship recipients, both in Yogyakarta, Central 
Java and other regions were evaluated. The aim is to determine the desired memorization target 
and measure student discipline. If calculated in terms of the amount of memorization, that the 
first period students (in 2016), are required to have reached a minimum memorization target of 
21 Juz, because each year is targeted to reach 7 juz of memorization. Thus, each level is evaluated 
for its memorization achievement. If detailed, it means that the first period students (2016), 
must have memorized 21 juz, second period students (2017) must have memorized 14 juz, and 
third period students must have memorized 21 juz. 
Evaluation and monitoring are also carried out to determine the success of the coaching side. 
The coaching materials, the discipline of attendance during the coaching, the discipline during 
the coaching, the skills possessed during the coaching period, are all evaluated. Whether it is in 
accordance with the expected target or not. 
From the evaluation results for 3 years, the results were not satisfactory. Therefore, they had to 
be eliminated and dismissed from the BTQ for Leaders program. Some of the factors that caused 
them to be dismissed were, 1) indiscipline in attendance during coaching, 2) unable to divide 
time between campus assignments, coaching and murajaah, 3) not achieving the target number 
of memorization of the Koran.  
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In terms of the inability to reach the target number of memorization, actually treatment has been 
carried out routinely weekly and monthly. Every week twice, murajaah and ziyadah are done. 
Murajaah is to re-memorize the memorization that has been previously owned, while ziyadah is 
to increase the amount of memorization. However, there are some students who have not been 
able to meet their weekly and monthly memorization targets.  
Among the factors is the inability of students to divide their time between memorization, 
murajaah, campus organizations, campus assignments, and some even add activities to seek 
additional income by giving private lessons. Another factor behind their dismissal is that some 
have moved campuses, and some have resigned because they did not continue their studies. 
Due to these factors, 16 students from Yogyakarta and Central Java were dismissed and 
discontinued as BTQ for Leaders scholarship recipients. The number of students who were 
dismissed is distributed as shown in the picture above, namely UGM 2 people, UNY 2 people, 
UIN Sunan Kalijaga 5 people, Undip 3 people, Unnes 2 people and UIN Walisongo 4 people. 
 
Achievement of Coaching Materials 
There are 12 materials that are used as coaching materials. The materials consist of Thematic 
Quran Learning, Story Telling, Leadership Training, Public Speaking, PAIKEM, Research 
methodology, Creative Economic Empowerment, Digital Da'wah Strategy, Basic Journalistic, 
Management of time, Scientific Behavior and internal motivation. These materials are delivered 
periodically. Some are delivered once a month by regional facilitators, some also present experts 
from outside the institution or from external institutions. Some are individual in nature, some 
are group in nature. 
In addition to material related to managerial, organizational and skills, there is also material for 
memorizing the Koran. The Quran memorization material is accompanied by a separate tahfidz 
ustadz. Each region has its tahfidz ustadz.  
Within a period of 4 years, a final evaluation was carried out before the completion of this 
program. The results of the evaluation obtained different results. Thematic Quran Learning 
material; the success rate is very high, as much as 67 percent, and high success as much as 33 
percent. This high percentage is very reasonable because the scholarship recipients are Quran 
memorizers. They should have the ability to learn and practice the contents of the Quran strongly 
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and deeply. Their morals and manners are very good, the implementation of religious norms is 
also very high. Their religiosity is very strong, because they memorize the Quran. 
Other materials with a high success rate include story telling, as much as 67 percent, research 
methodology by 89 percent, creative economic empowerment, by 90 percent, basic journalistic 
by 72 percent, scientific behavior by 91 percent and internal motivation, by 72 percent. One proof 
of success in the field of journalism is the publication of a book with the title "Yang Luka yang 
Menyapa". The book was launched in Mangunan Park, Yogyakarta. Another proof of success is 
the coverage of BTQ for Leaders activities published on the pppa.or.id website.  
Some materials whose success rate is still below that of other materials are Leadership Training, 
Public Speaking and PAIKEM. These three materials could not obtain maximum results due to 
the lack of time available. In addition, the factor of busyness and campus assignments is a factor 
in the failure of the three materials. 
As for the success rate of the entire coaching process during the BTQ for Leaders program, which 
is about 7 years, the success in terms of memorizing the Koran is still very low. Of the 18 people 
remaining until the end of this program, the number of students who memorized 30 juz was 8 
people, who memorized 21 juz, as many as 9 people, and who memorized 14 juz as many as 15 
people, and who memorized 7 juz as many as 26 people. As  shown in the figure below 
 

 
 
 
CONCLUSION  
Scholarship of Tahfid Quran (BTQ) for Leaders is a scholarship program from LAZNAS PPPA 
Daarul Quran. LAZNAS PPPA Daarul Quran is an organization that manages zakat, infaq and 
sadaqah funds, and social religious funds as well as philanthropic funds. This scholarship is 
given to students studying at various state universities in Indonesia that are its partners. There 
are 24 campuses in various regions in Indonesia that are partners of this scholarship program. 
Based on the problem of the low quality of education in Indonesia, this program is aimed at 
students at various universities. Those who join this program are selected in advance with a 
variety of test materials. These include a written test, an interview and a Quran memorization 
test. The main requirements for the recipients of this scholarship are to pass the test and come 
from economically disadvantaged families. They are categorized as mustahik zakat recipients 
because the funds given to scholarship recipients are mainly sourced from zakat funds. 
The executor of this program is the regional facilitator. The coaching materials have been 
prepared by PPPA Daarul Quran in Jakarta and coordinated with PPPA Daarul Quran branch 
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offices in the nearest region. The coaching materials consist of Quran memorization, attitude 
and character building, and leadership and managerial skills.  
The material of memorization and study of the content of Quranic verses is the main material 
for this program. Scholarship recipients are required to be able to memorize the Quran according 
to the target each year. The ideal target of each student's memorization is 10 juz each year. So 
that within 4 years they are able to memorize 30 juz of the Quran. Memorization and Quranic 
material are expected to be the basis for developing themselves later when they graduate from 
this program. While other materials, such as leadership, managerial, and other skills as a 
provision to face the demands of the times.  
The success of this program, especially in the Yogyakarta and Central Java regions, averages 75 
percent. In terms of memorization, the average reached 60 percent, while in terms of mental and 
character development and skills, the average reached 85 percent. The number of students who 
survived until the program was completed was 60 percent. 
After completing this program, which is for 4 years, they are required to do community service. 
This dedication program consists of two forms, namely structured dedication and independent 
dedication. The form of structured community service is that the location of the community 
service is determined by PPPA Daarul Quran, while independent community service, the 
location and form of community service are submitted by students to PPPA Daarul Quran to be 
approved for the form and location. The long-term target of this program is to produce future 
leaders who can fill all sectors of society with the provision of the Quran, experience, skills and 
managerial skills delivered during the period of receiving this scholarship. 
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ABSTRACT 
 
Objective: In this paper, the central theorem is to examine factors that influence Malaysians to 
join the Gig Economy in the expansion of the Gig Economy. There will be five (5) independent 
variables derived from the Theory of Planned Behavior (TPB) and Push and Pull Theory (PPT), 
such as Attitudes (ATT), Perceived Behaviour Control (PBC), Subjective Norm (SN), Pull 
Motivation (PLM), and Push Motivation (PSM). 
Methodology: This paper utilized a primary data approach to collect 462 sample sizes. 
Furthermore, the data analysis part employed SPSS Statistics software.  
Findings: Among independent variables, only Attitudes (ATT), Perceived Behaviour Control 
(PBC), and Push Motivation (PSM) are significant in explaining the influence of the factors 
affecting Malaysians to participate in the Gig Economy. 
Theoretical and/or Methodological contributions: Applying the theory of planned 
behaviour, and push and pull theory, this study focuses on the youth segment who are generally 
tech-savvy in determining the intention of the youth to participate in the gig economy. 
Research/ Practical Implications: For business, the organizations could furnish a hiring 
structure aligned to the current labor market trend. Next, the results showed that the absence of 
job security is not a factor that prevents individuals from participating in the Gig Economy.  
 
Keywords: Attitude, Gig Economy, Insecurity, Perceived Behavioural Control, Push and Pull 
Theory, Theory of Planned Behaviour.  
 
INTRODUCTION  
Nowadays, other variables such as the global economy also become a signal for the employer to 
hire new employees when there are not enough new employees or there are mass layoffs leading 
to unemployment. People who are unemployed but have the potential and expertise to perform 
a particular job are considered unemployed. According to data, the unemployment rate in South 
Asian countries will be 7% in 2022. In addition, there is a decrease in the unemployment rate 
from 3.6% in the first quarter of 2023 to 3.4% in June of the same year.    
The workforce includes both employed and unemployed people and can cover a specific sector 
or the entire country. Employment means a person has a job, while unemployment means a 
person has a job but doesn't have it. During the dramatic development of the Industrial 
Revolution in the late 1980s, 1990s, and 1990s, the workplace had an impact on the global 
economy. Global digitalization has an enormous impact on the economy.   
The gig economy is fluid, with labor and goods exchanged through online platforms that 
facilitate buyers' and sellers' meetings (Trinidad, 2022). There are several reasons for the shift 
from conventional to modern employment, including widespread use of social media, growing 
interest in smartphones and high-speed internet. Additionally, globalization has created many 
new career opportunities for freelancers entering the job market. Temporary and non-
permanent freelancers include market research analysts, IT specialists, customer service 
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representatives, and linguists (Bronola, 2018). They have completely changed the nature of the 
global labor market.  
  Additionally, following the global spread of the Covid-19 pandemic, Grab, one of the 
world's largest technology companies, launched a program called Grab Digital Small-Biz (GDS) 
to help small businesses, especially those operating offline, to facilitate moving online and 
respond to the digital age and modern corporate governance standards (Supramani, 2021). Grab 
Malaysia, for example, employs over 10,000 freelancers across all industries. 
With the rapid spread of the Internet, human life has shifted from social to professional life. 
According to previous research by Tyler (2002), when people use the Internet regularly, they 
continue to communicate with each other, with their families, and with their organizations; 
However, once implemented, restrictions on physical presence or communication via a virtual 
environment with network access are removed. Since the outbreak of the Covid-19 pandemic a 
few years ago, most people have been staying at home to study and work online. Essentially, it 
removes all specific barriers to access to education and employment. Consider how the use of 
the internet is pushing people to shift from traditional to modern ways of working, particularly 
in the gig economy. Research by Say (2017) shows that the labor market is unregulated, 
particularly in developing countries, and that the gig economy will continue to dominate long 
before the impact of the Internet on the labor market changes.  
This trend has changed the nature of jobs from regular and permanent to temporary and flexible. 
The gig economy looks set to develop in the future. According to the Allo Technology (2021), 
four out of ten Malaysians become gig workers, accounting for 26% of the country's four million 
population. During the COVID-19 outbreak, Malaysia's gig economy has grown rapidly; For 
example, in 2021 almost 700,000 people were unemployed.  
  Furthermore, relationships between employers and employees have changed since the 
economic recovery. Conventional workers are paid for their daily work; However, gig workers 
work independently (Nanda, 2022). Temporary workers have a higher level of autonomy than 
traditional workers (Sorensen, 2021). Temporary workers enjoy workplace flexibility and 
available time to suit their goals. According to a previous analysis by Bessa (2017), employees 
felt encouraged and motivated, which enabled them to perform more demanding tasks and push 
their limits to a higher level. Uchiyama (2022) stated that one of the problems is the legal 
classification of freelancers in the labor market; However, our current legal framework does not 
accurately describe gig workers in our country.  
Chau (2022) reported that Malaysia Digital Economy Corporation (MDEC) had urged the 
Malaysian government to raise funds to build a gig economy facility in the 2023 budget. The 
organization was formed to help workers who had been excluded from employment 
opportunities. 
 
PROBLEM STATEMENT  
Pending the expiration of the Malaysian government's Movement Control Order (MCO), the gig 
economy has become a still-important sector of the Malaysian workforce. According to Arfa 
(2023), Malaysian teenagers consider the freelance sector as their preferred method of making 
money. The expansion of the gig economy into the youth labor market is inevitable. 
Nevertheless, the number of self-employed people in the Malaysian labor market exceeds 4 
million, 20% more than the global figure. In recognition of this development, the Malaysian 
government has allocated RM40 million for self-employment development (Digital News Asia, 
2023). 
Despite their involvement in the gig economy, the Malaysian government and local businesses 
will not be significantly affected by the current knowledge gap. As mentioned above, the 
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Malaysian government has allocated RM40 million to improve the gig economy. Without proper 
investigation into young Malaysians’ intentions regarding the gig economy, regulation will be 
unhelpful and a waste of capital; The available research articles on Malaysia's specific 
environment are still insufficient.  
The effects of the gig economy on companies can be divided into two categories. Traditional and 
platform-based companies, including Grab and Foodpanda, do not participate in the gig 
economy. However, a strange situation arose after the Malaysian economy reopened. This event 
marked the beginning of an innovative labor market. However, most conventional companies 
are unaware and do not fully understand the new type of job market, the so-called gig economy. 
To remain viable in an entrepreneurial society, traditional organizations must conduct adequate 
research and adapt their operations accordingly. Online companies such as Grab and Foodpanda 
were unable to keep their employees on-site until they understood their intentions. This is 
because companies operating on the network largely rely on the system to provide their services. 
The Company's inability to retain platform personnel will impact its financial performance and 
future growth.  
Overall, policymaking, brick-and-mortar businesses, and platform-based businesses in Malaysia 
can explore the implications of not understanding Malaysian youth's intentions to engage in the 
gig economy. To address this issue, this study uses the Theory of Planned Behavior (TPB), Push-
Pull Theory (PPT), and underlying concepts to understand young Malaysians' interest in 
participating in the gig economy. 
 
SIGNIFICANCE OF STUDY  
First, this study may be significant because it uses statistical methods to examine participants. 
intend to enter the gig economy. A regression model is constructed using the P-value technique 
to determine the true relationship between the selected independent variables (IVs) and the 
willingness to engage in the gig economy.  This research may prove useful in policy and 
management decisions. The Malaysian government has recently focused on developing the gig 
economy. Whether the government wants to stimulate or limit the growth of the gig economy, 
this analysis can help relevant ministries make decisions. Organizations participating in the gig 
economy and regular businesses can benefit from the study. Former employers can use the 
results of this study to better understand the current labor market and, if necessary, adapt their 
organizational framework. The third category can use this research to generate labor market 
intelligence to retain existing gig workers or recruit new ones. 
 
LITERATURE REVIEW  
The theory of Planned Behaviour (TPB) is the first theory in this project. Ajzen (1991), a 
sociologist who developed TPB. The TPB is constructed to forecast and describe human 
behaviour in specific contexts. It was formed by 3 key constructs: Attitude, Perceived Behaviour 
Control (PBC) and Subjective Norm (SN). TPB derived from the Theory of Multiattribute 
Attitude (TMA) and the Theory of Reasoned Action (TRA). The author combined both TMA and 
TRA to form TPB. The TPB applied by most studies was individuals’ behaviour forecasting for 
achieving oriented goals (Zhang, 2018). For example, green consumption (Yadav & Pathak, 
2017) and physical education (Xue, 2015). Gig intention, as our primary research area, can be 
viewed as a behaviour that can be explained by the TPB and apply its key constructs as the 
project’s IV.  
The first IV of this study is Attitude (ATT), which is also a key construct under TPB. ATT refers 
to the level of a person's positive or negative evaluation or statement regarding behaviour that 
the person wanted to engage in. ATT has been applied in many research areas such as E-
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commerce (Pavlou, 2002), and intention to use Internet Banking (Shih & Fang, 2004). ATT used 
in those research papers provide insight to businesses regarding their goods and services. In the 
area of the Gig Economy, Gandhi et.al (2018) interviewed people in Indonesia and found out 
that ATT is controlling people's intention to participate in the Gig Economy. However, there is 
still a lack of a quantitative approach to understanding the relationship between ATT and Gig 
intention.  
The second IV in the study was Perceived Behaviour Control (PBC), another key construct under 
TPB. Individuals with more fantastic resources and minor obstacles are stronger in their 
behavioural control and more willing to execute behaviour (Ajzen & Madden, 1986). PBC was 
mainly used in predicting the career choice of individuals (Breaugh & Starke, 2000). The study 
found that people might pick a job that gives them a higher Perceived Behaviour Control. In the 
context of the Gig Economy, Gandhi et.al (2018) discovered that PBC can explain the intention 
to participate in the Gig Economy in Indonesia via interview. However, as ATT, there is a lack of 
quantitative research on the relationship between PBC and Gig intention.  
The last IV from TPB is Subjective Norm (SN), which refers to the perceived social pressure 
whether to perform a specific behaviour. Generally, a more favourable SN strengthens the 
intention to perform a specific behaviour. SN was used in explaining the intention to buy organic 
food (Al-Swidi et.al, 2014), and entrepreneur intention (Kautonen et.al, 2013). Much research 
also applies SN as a moderating role in mediating the ATT and PBC towards an intention. For 
instance, consumer behaviour by (Al-Swidi et.al, 2014), tourism area (Quintal et al., 2010) and 
consumer recycling behaviour by (Park & Ha, 2014). In the Gig Economy, Thepprasarn & 
Suntrayuth (2022) study the intention to quit from Gig Economy. They found an insignificant 
relationship between SN and Gig intention, while SN significantly moderated the effect of other 
IVs on the Gig intention. With a qualitative approach, Gandhi et.al (2018) found that the SN can 
explain the Gig intention in Indonesia. As a result, there are mixed results from past studies.  
The second theory used in the project is the Push-Pull Theory (PPT). Initially, PPT was used to 
explain human migration by Heberle (1938). After that, Everett Lee summarized the PPT, 
considering that human migration occurs when unfavourable factors push people away from 
their original place to another place for a better quality of life (Lee, 1966). As such, PPT was 
mostly applied to explain the reason to visit or not visit a place, which is extremely important for 
tourism. For example, Said & Maryono (2018) discovered the intention of National Park 
visitation with PPT key constructs, Push motivation (PSM)and Pull motivation (PLM).   
Pull motivation (PLM) is the 4th IV in this project. As highlighted by Çiğdem (2022), PLM arises 
from external factors around the person’s environment, especially those factors perceived 
subjectively. Initially used to study migration factors, PLM has found application in tourism 
research, such as Weerakoon (2017). In the realm of entrepreneurship, features like 
independence, job satisfaction and higher income expectations under PLM explained intention 
for entrepreneurship. Pull Motivation (PLM) shows significance in the previous study including 
freelancing and Gig jobs by Çiğdem (2022).  
Push Motivation (PSM) represents the internal factors that drive individuals to pursue specific 
career paths or working conditions. It encompasses both intrinsic and extrinsic motivations that 
influence decision-making. Gardner and Tremblay highlight PSM as a force compelling 
individual to explore new areas. As noted by Cheng (2019), research from Taiwan and the United 
States reveals that intrinsic and extrinsic motivations play distinct roles. PSM positively relates 
to individuals' emotional intentions to engage, as seen in travel decisions (Güzel et al.). 
Individual factors like autonomy, self-esteem, and emotions strongly influence social and work-
related choices. 
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The conceptual framework below shows the intention of Malaysian Youth to join the Gig 
Economy is influenced by the five (5) independent variables, including Attitudes (ATT), 
Perceived Behaviour Control (PBC), Subjective Norm (SN) under the Theory of Planned 
Behaviour (TPB) while Push Motivation (PSM) and Pull Motivation (PLM) under the Push and 
Pull Theory (PPT). 
 

 
Figure 1. Conceptual Framework 

 
METHODOLOGY 
This project has chosen primary data as the sources to conduct the research. A questionnaire in 
Google Forms was constructed for the respondents to fill out. An analysis will be conducted to 
judge the validity of the constructed hypothesis. The targeted population for this project is all 
Malaysians aged 18 to 40 years old. The proposed sample size is at least 400 to ensure an 
acceptable margin error. The non-probabilistic sampling method will be conducted in this 
project. Due to the nature of Google Forms, a voluntary response sampling method was utilized 
due to our sampling frame in Malaysia's universities. The questionnaire is designed in 10 
sections. 6 sections are occupied by the 1 dependent variable (intention to participate in the Gig 
economy) and 5 independent variables (Attitude, Perceived Behavior Control, Subjective Norm, 
Pull Motivation, and Push Motivation). While the sections are used for Personal Data Protection 
Statement and demographic. To comply with ethical considerations, sensitive data such as 
Identity card numbers, phone numbers, and Email will not be collected. The number of 
questions for each variable ranges from 3 to 9 questions. The question was asked using a Likert 
scale ranging from 1 to 5.  The categorized linear scale questions will be Strongly Disagree (1), 
Disagree (2), Neutral (3), Agree (4), and lastly, Strongly Agree (5). Malay and English versions 
of questionnaires are available for ease of understanding of the questionnaire. After collecting 
35 samples, a pilot test will be conducted to ensure the validity of the questionnaire. A 
Cronbach’s Alpha value ranging from 0.6 to 0.8 will ensure the validity of the questionnaire. The 
software used in this project is IBM’s SPSS Statistical Software. After collecting at least 400 
sample sizes, a reliability test will be conducted. Furthermore, multicollinearity, autocorrelation, 
and heteroscedasticity will be diagnosed to ensure reliable OLS. Variable Inflation Factor, 
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Breush-Pagan test and Durbin Watson Statistic will be used, after it passes all the diagnostic 
checking, the Multiple Regression model will be conducted. The numerical data collected from 
each question under the same IV and DV will be averaged to regress the IV with DV. The results 
will be used to test the constructed hypotheses. 
 
RESULTS AND DISCUSSION 
There are 462 responses collected through Google Forms distributed to targeted respondents. 
The period for the data collection is from May 2023 until August 2023, a total of 3 months to 
achieve over 400 responses as our goal. In addition, 69% of individuals aged 18 to 24 (320 
respondents), 18% (84 respondents) aged 25 to 30, 8% (35 respondents) from 31 to 35 years old, 
and aged from 36-40 years old (23 respondents, 5%). 274 respondents came from urban areas, 
representing 59%. 

 
Figure 2. Age Profile of Respondents 

 
 
 

 
Figure 3. Race profile of respondents 

69%
(320)

18% (84)

8% (35)
5% (23)

Age Group

18-24 25-30 31-35 36-40

54% 
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8% (37)
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Figure 4. Living status of respondents 

 
Table 1. SPSS Results 

 
Based 

on the 
result 

of 
SPSS, 

age group, race, and living status show significant persuade in the participation of the Gig 
Economy. The significant level is 0.000 (Age Group and Race) and 0.001 (Living Status), below 
the p-value of 0.05. 
 
RELIABILITY TEST 
The Cronbach Alpha’s Alpha value for each exogenous variable will be 0.846, representing 
Attitudes (ATT), Perceived Behavior Control (PBC) obtained 0.807, Subjective Norm (SN) will 
be 0.671, Pull Motivation (PLM) is 0.803 and lastly, 0.826 which is Push Motivation (PSM).  
 
DIAGNOSTIC CHECKING 
The Variable Inflation Factor (VIF) for each exogenous variable is 2.543 for Attitude (ATT), 
2.336 for Perceived Behaviour Control (PBC), 1.207 for Subjective Norm (SN), 2.767 for Pull 
motivation (PLM), and 1.909 for Push motivation (PSM). VIF larger than 5 is considered highly 
correlated between independent variables (IV) (Statistics How To, 2015). As such, the model 
does not suffer from multicollinearity. Besides, the model is also free from autocorrelation and 
heteroscedasticity. The obtained Durbin Watson Statistic is 1.919, nearly close to 2.  SAP (2023) 
said the Durbin-Watson Statistic near 2 has no autocorrelation. The Breusch-Pagan test is 0.328, 
and the P-value more than 0.05. As such, the model also does not suffer from heteroscedasticity. 
Eventually, the OLS is reliable.  
 
Table 2: Multiple Regression Analysis 

41% 
(188)

59%
(274)

Living Status

Rural Urban

Criteria  Significant Level  

 
Age Group  <0.001  
Race  <0.001  
Living Status  0.001  

  Unstandardized 
Coefficient 

    

  Beta     P-value 

ATT 0.385     0.000 

PBC 0.273     0.000 
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Table 1 

showed 
that 

multiple 

regression analysis and ANOVA summary, Attitude (ATT), Perceived Behaviour Control (PBC), 
and Push motivation (PSM) significantly influenced the intention of Malaysian Youth to 
participate in the Gig Economy positively, with a coefficient of 0.385, 0.273 and 0.236. Attitude 
has the highest coefficient among other variables. The interpretation of the result can be shown 
as follows. For Attitude (ATT), for every one unit increase in Attitude (ATT), the intention of 
Malaysian Youth to participate in the Gig Economy will increase by 0.385, ceteris paribus and 
vice versa. Based on the R-squared, the model is 59.70% of the variance of the intention of 
Malaysian Youth to participate in the Gig Economy is explained by the Attitude (ATT), Perceived 
Behaviour Control (PBC), Subjective Norm (SN), Pull Motivation (PUL) and Push motivation 
(PSM). The F-test below 0.05 showed that at least one independent variable significantly 
influences the intention of Malaysian Youth to participate in the Gig Economy.  
 
DISCUSSION AND CONCLUSION 
Based on the analysis from Multiple Regression Analysis, the significant result is consistent with 
previous studies, such as Gandhi et.al (2018) for Attitude and PBC, and Güzel et al. (2020) for 
Intention, while insignificant result is consistent with Thepprasarn & Suntrayuth (2022). The 
growing popularity of gig economy attracts intervention of the government. Based on the 
analysis result, it proves that Attitudes (ATT), Perceived Behaviour Control (PBC), and Push 
Motivation (PSM) have a significant influence on the intention of the targeted population. 
 
IMPLICATIONS OF STUDY 
This study strengthens the research gap on gig economy through the perspective of TPB and 
PPT. In this extent, the study offers new contributions to gig economy literature. Current 
research shows that subjective norms (SN) and attraction motivation (PLM) are insignificant 
indicators of willingness to engage in the gig economy. Instead, attitudes (ATT), perceived 
behavioural control (PBC), and push motivation (PSM) are important indicators of willingness 
to engage in the gig economy. This study makes recommendations to help the economic 
empowerment of gig workers. The practical implications will help sensitize young Malaysians to 
consider independent entrepreneurs as their main source of income. Overall, this study can help 
young people gain more knowledge about the gig economy, identify the characteristics that make 
them fear entering the gig economy, and analyse how this aspect affects young people's 
aspirations.  
 
BUSINESS 
Our research shows that most respondents are more willing to work in an industry that utilizes 
their skills and potential to the fullest. Companies can use the findings to adapt their recruiting 
strategies to the needs of young people. Companies can offer more opportunities for temporary 
work, flexibility, skills development, and professional and entrepreneurial experiences to attract 

SN 0.027     0.408 

PLM 
PSM 

-0.024 
0.236 

    0.629 
0.000 

R-squared       0.597 

Adjusted R-
squared 

      0.593 

F-test       135.136 

P-value       <0.001 
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motivated people. Companies should emphasize the purposeful nature of gig work. Companies 
can explain how they can give contract workers access to a variety of projects and skills to attract 
young people with high potential. The development of skills provided by companies is also a 
factor that encourages young people to enter the labour market. By highlighting the skills aspects 
of temporary work, it becomes easier for young people to improve their skills. Companies may 
consider allocating a budget for temporary workers to attend conferences, workshops, or courses 
related to their area of expertise. Additionally, the company can design and offer customized 
courses based on the skills required in the gig economy.  
 
GOVERNMENT 
Government regulators need to focus on regulating gig economy work. It is very important to 
address the issues that gig workers face, such as minimum wage, working hours, and workplace 
safety. Therefore, the government should change the barriers to ensure on-demand employment 
and encourage more young people to enter the gig economy. Most gig workers worry that they 
won't be able to earn enough for a while because they struggle to generate a stable or minimal 
income. These requirements may consider specific characteristics of gig employment, such as 
working hours and responsibilities. The government should provide medical care and other 
basic services to contract workers. 
 
LIMITATION AND RECOMMENDATION 
This paper has encountered a problem in discussion. This study does not incorporate the level 
of vulnerability related to data. Therefore, future researchers should take note of that and 
enhance the credibility and veracity of the data with the population. Future studies should 
continue to explore different aspects of the framework essential to support the gig economy.  
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ABSTRACT 
 

The study focused on analyzing the relationship between the government support programs and 
the sustainability of 380 micro enterprises in the province of Davao de Oro, Philippines. 
Specifically, it determined the extent to which the enterprises have availed the government 
support programs which includes business environment, access to finance, human capital 
development, technology and innovation, access to market and environmental awareness. On 
the other hand, sustainability was measured using the Triple Bottom-Line Approach which 
include economic prosperity, social wellbeing and environmental protection. Moreover, the 
study used Structural Equation Modelling (SEM) in determining the relationship between the 
government support programs and the sustainability of micro enterprises.  
The findings revealed that most of the micro enterprises have availed of the government support 
programs and have achieved significant level of sustainability. Moreover, the results of the PLS-
SEM analysis showed that government support programs have a positive relationship on the 
sustainability of the micro enterprises. It highlighted specific government support programs that 
impacts a specific component of the triple bottom line sustainability framework. Access to 
finance showed a significant influence on the sustainability of micro enterprise in terms of its 
societal wellbeing (P value: 0.000) and environmental performance (P value: 0.001). Notably, 
access to market exhibited a strong relationship on the three components of sustainability (P 
values: 0.012, 0.000 and 0.001), while environmental protection revealed a positive relationship 
with economic prosperity (P value: 0.000) and societal wellbeing (P value: 0.000). 
The study recommends the integration of the multi-faceted constructs of sustainability in the 
design and formulation of government support programs to better help micro enterprises 
achieve sustainability. The results of the study will provide insights to the government and its 
agencies regulating MSMEs in policy making and program development. 
 
Keywords: Micro enterprises; government support programs; sustainability; SEM 
 
 
INTRODUCTION  
Micro, small and medium enterprises (MSMEs) play a significant role in equitable development 
and economic growth in both developed and developing countries. They are considered as the 
growth engine behind the most successful economies in the world (Gherghina et al, 2020). 
According to the Senate Economic Planning Office (2012), in developing countries such as the 
Philippines, MSMEs help reduce poverty by creating jobs for the country’s growing labor force, 
stimulate economic development in rural and far-flung areas, serve as valuable partners to large 
enterprises as suppliers and providers of support services and they also serve as breeding ground 
for new entrepreneurs and large corporations. A vibrant and dynamic MSME sector is thus an 
indication of a thriving and growing economy and is generally recognized as the key driver of 
sustainable economic growth and development (Monday et al, 2015).  
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In the Philippines, an MSME is defined as any business activity or enterprise engaged in 
industry, agri-business and/or services that has: (1) an asset size (less land) of up to PhP100 
million; and (2) an employment size with less than 200 employees. The Philippine Statistics 
Authority (2003) classifies an enterprise as micro if it has less than 10 employees, small if it has 
10-99 employees, medium with 100-199 employees, and large if it has 200 or more employees. 
However, despite their significant role in economic development, MSMEs, especially the micro 
enterprises find themselves operating in an unfavorable market environment (Hosseininia and 
Ramezani, 2016). The business climate in which MSMEs find themselves situated today is 
complex and fluid due to the ever-changing economic and political landscape (MSME 
Development Plan 2017-2022). Micro enterprises fail at a high rate across the world and the 
sector faces various constraints that prevent it from realizing its full growth and potential. While 
many micro enterprises survive, many others fail after a few years of operation, leaving only a 
small fraction to expand into small, medium and even large businesses (Amare, 2020).  
Sustainability in the context of the business world refers to the ability of a company to survive 
and succeed in a dynamic, competitive, and challenging business environment (Jayasundara et. 
al 2019).  
Recognizing the vital role played by micro, small and medium enterprises in nation-building and 
economic progress, as well as the various challenges and constraints the sector is facing, the 
government designed and provided various support programs to ensure the sustainability of 
MSMEs especially the micro enterprises. Government agencies and other institutions work hand 
in hand to offer interventions and programs for MSMEs to save their lives, boost their growth, 
stimulate innovation, and enhance their capabilities by increasing managerial and marketing, 
thereby ensuring they make a greater contribution to the national economy (Adam & Alarifi, 
2021). 
Several studies have been conducted focusing on MSMEs’ sustainability and on the government 
support programs provided to them (Alqassabi, 2020; Bosire & Muturi, 2020; Osman & Ahmed, 
2021). However, little is known on which program is the most effective, and if there is a 
significant relationship between the government support programs and the sustainability of 
MSMEs especially on the micro enterprises. 
This study assessed the various support programs provided by the government to the micro 
enterprises and determined the relationship between the government support programs availed 
and the sustainability of micro enterprises. The findings of this study sought to help the 
government in designing government support programs for the sustainability of micro 
enterprises. 
 
LITERATURE REVIEW  
Micro, small, and medium enterprises (MSMEs) play a significant role in equitable development 
and economic growth in both developed and developing countries. MSMEs are considered as the 
growth engine behind the most successful economies in the world (Gherghina et al., 2020). The 
contribution of MSMEs in the development of global economy has been significant, both in 
terms of contribution to GDP and creation of employment opportunities (Koe et al., 2015). 
Moreover, the sector is a key contributor to new product developments and technical innovation, 
in terms of employment, and economic development (Diabate, et al.,2019; Ayandibu & 
Houghton, 2017; Yoon et al., 2016).  
The 2021 List of Establishments (LE) of the Philippine Statistics Authority (PSA) recorded a total 
of 1,080,810 business enterprises operating in the country. Micro enterprises constitute 90.54% 
(978,612) of total establishments, followed by small enterprises at 8.63% (93,230) and medium 
enterprises at 0.41% (4,437). In terms of employment, these MSMEs generated a total of 
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5,461,731 jobs or 64.67% of the country’s total employment. The micro enterprises produced the 
biggest share (32.46%) closely followed by small enterprises (25.08%) while medium enterprises 
were far behind at 7.12% (Philippine Statistics Authority, 2021).  
However, despite their significant role in economic development, the sector, especially the micro 
enterprises, find themselves operating in an unfavorable market environment compared with 
large enterprises (Hosseininia and Ramezani, 2016). The business climate in which MSMEs find 
themselves situated today is complex and fluid due to the ever-changing economic and political 
landscape (MSME Development Plan 2017-2022); and the sector faces various constraints that 
prevent them from realizing its full growth and potential. Evidence have shown that MSMEs 
sector is experiencing high rate of failure particularly in developing countries (Yusoff et al., 2018; 
Peter et al., 2018) leaving only a small fraction to expand into large businesses (Amare & 
Abebaw, 2020). Globally, about 50% of MSMEs failed within the first five years of their 
establishments, while about 67% failed within the first ten years of establishments (Yusoff et al., 
2018).  
The high failure rate of MSMES, especially among micro enterprises, suggests that the sector 
fails to effectively manage the changes they face in the midst of a dynamic business environment. 
Micro enterprises are normally confronted with greater external opposition and the need to 
enlarge market share (Ntiamoah et al, 2016).  Moreover, constraints to their sustainability 
include inadequate capital, poor infrastructure, inadequate knowledge and skills, limited market 
access and rapid changes in technology (Bosire, et.al, 2020). In most cases, they lack access to 
information, finance, technology and not utilizing large-scale economies (Gumel, 2017).  
Now more than ever, a real cultural revolution is taking place. A revolution in which companies 
are now scrutinized for the value they create with respect to the natural environment and, more 
generally, to all stakeholders, including workers and communities. This is certainly true for large 
enterprises, but it also holds for MSMEs, albeit in a manner peculiar to this type of company. In 
terms of environmental, social and economic sustainability, the sustainable transition requires 
the full involvement of MSMEs which are largely composed of micro enterprises, which are key 
players in global value chains (Diabate et al., 2019). 
Youtang and Ayele (2022) examined the factors affecting small and micro enterprise 
performance with the mediating effect of government support in Amhra Region, Ethiopia. The 
study used both qualitative and quantitative research methodology. The proposed research 
model used a structural equation model, growth path modeling analysis, and correlation matrix. 
The findings of the study revealed that the mediating role of government support affects 
enterprise performance. Moreover, entrepreneur competence, micro finance, infrastructure and 
entrepreneur training showed a positive and significant impact on enterprise performance.  
 In addition, the study of Alqassabi (2020) provided insights on the sustainability of small 
and medium enterprises (SMEs) in Oman and presented a conceptual framework for the 
government support to the SMEs. The study found out that there is a positive correlation 
between government support and sustainability of SMEs in Oman. From the perspective of the 
government, supporting the SMEs is strategic to diversity the national economy and reduce the 
unemployment among the youths. This support includes marketing, financial, advisory, 
management, technical and infrastructural. However, many of the owners of the SMEs were not 
aware of these supports and raised issues regarding the procedures, laws, regulation and 
sufficiency of these supports. 
 Another study by Ntiamoah et al. (2016) examined the impact of government and other 
institutions’ support on the performance of small and medium-sized enterprises in agribusiness 
sector of Ghana. The results posit that government support had a statistically significant and 
direct effect on other institutions’ support and performance of SMEs. The results also indicate 
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that government support had a positive and significant effect on performance of SMEs via the 
partial mediation effect of other institutions’ support.  
 Bosire and Muturi (2020) conducted a similar study which assessed the effect of 
government entrepreneurial interventions on the growth of micro, small and medium youth 
enterprises. The findings revealed that government funding, entrepreneurial training, 
marketing and government policies affected growth of youth owned micro, small and medium 
enterprises. The study concluded that most youth had limited or no access to government 
funding, training, involvement in policy making and marketing support thus their enterprises 
failed to grow. The study recommended that here is need for the government to ensure equitable 
and effective access to funding, markets and training among the youth so as to enhance growth 
of their enterprises. 
 Another related study was conducted by Osman and Ahmed (2021) examined the impact 
of government support, marketing strategy, and customer satisfaction on the SMEs sustainable 
growth in Sudan. The study is conceptual and reviews the previous literature on the relationships 
the independent variables (government support, marketing strategy, and customer satisfaction) 
and the dependent variable (SMEs sustainable growth). The outcome of the review revealed that 
government support, marketing strategy, and customer satisfaction have a strong relationship 
with SMEs sustainable growth. The study recommended that the government should provide 
necessary support to SMEs to achieve a sustainable growth. The study has implications on the 
government and SMEs owners as it can be used in policy formulation and decision making.  
Locally, the study of Bulfa (2020) evaluated the perceived impact of the programs of the 
Department of Trade and Industry and the assistance among micro enterprise beneficiaries 
specifically on their business growth and in the economic development of the fourth district of 
Quezon in general. The results showed that majority of the respondents have availed the 
registration facilitation only. Moreover, the respondents perceived that the impact of DTI 
assistance in the business is of "moderate extent". Likewise, the summary of the respondent’s 
assessment on the extent of DTl programs in the business is also of moderate extent.  
 Additionally, the study of Berja (2021) determined the significance of the level of 
awareness on government support to the level of challenges encountered by MBE of Calamba 
City. “The Y-Model of MBE” was the output of the study. Regression analysis revealed that there 
was a significant impact between the awareness level on technology transfer and marketing with 
the level of challenges encountered on product or product mix. Awareness of taxation and 
management also significantly influenced the challenges encountered in management and 
finance respectively. The challenges on government compliance were affected by the government 
support about technology transfer and marketing while challenges on marketing were not 
affected by any support.  
 
 
METHODOLOGY 
RESEARCH DESIGN 
The study employed descriptive-correlational research. In this study, the current government 
support programs provided to micro enterprises were determined. On the other hand, the study 
will determine the relationship between government support programs and sustainability of 
micro enterprises. Predominantly, the study is quantitative research. 
Moreover, descriptive statistics and structural equation modeling (SEM) was used in analyzing 
the data gathered.   
 
RESEARCH LOCALE 
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The study was conducted in the province of Davao de Oro formerly known as Compostela Valley 
and was carved from the Davao del Norte province by virtue of Republic Act 8470 ratified on 8 
March 1998. It is comprised of eleven (11) municipalities with 237 barangays and sub-divided 
into two (2) legislative districts. The province of Davao de Oro is classified as first-class province 
with an actual total revenue generated of PhP 2,307,268,802.87 in 2019 
(https://nro11.neda.gov.ph/davao-region/davao-de-oro/).  
 
 
RESEARCH RESPONDENTS 
The respondents of this study were the owners of micro enterprises operating in the province of 
Davao de Oro. Based on the 2021 List of Establishments of the Philippine Statistics Authority 
(PSA), as shown in Table 1, there are 7, 614 MSMEs operating in the province Davao de Oro, of 
which 7, 291 are micro enterprises. To compute the number of respondents, Yamane’s formula 
was used with 5% margin of error applied. The computation to determine the sample size of the 
respondents is presented in Table 1. 
 
Table 1. Population of Micro, Small and Medium Enterprises in Davao de Oro 
(Employment Groupings) 
 

 Micro Small Medium Total 

Davao de Oro 7,291 310 13 7,614 

Source: 2021 MSME Statistics. Philippine Statistics Office 
 
 
 
Table 2. Computation of Sample Size using Yamane Formula 
 

Formula: 

n =
N

1 + N𝑒2
 

Where: 
N = population  
n= sample size 
e= margin of error 
1= constant 
 

n =
7,291

1+7,291(0.05)2
= 𝟑𝟖𝟎 micro enterprises 

DATA COLLECTION PROCEDURES 
The study conducted a survey to gather primary data using a researcher-made questionnaire. To 
ensure functionality of the instrument, reliability and validity tests were conducted.  
 
DATA ANALYSIS 
The data were treated and analyzed using frequency, percentage, weighted mean, and structural 
equation modeling. 
 
ETHICAL CONSIDERATIONS 

https://nro11.neda.gov.ph/davao-region/davao-de-oro/
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The researchers had applied the ethical principles in research in the conduct of the study 
especially during data gathering. The respondents were oriented about the objectives, methods 
and anticipated benefits of the study, their right to abstain from participation in the research, 
and their right to terminate at any time their participation, and the confidential nature of their 
answers and replies. 
 
 
RESULTS AND DISCUSSION  
 
Profile of Micro Enterprises in Davao de Oro 
 
Table 3. Form of Ownership 
Form of Ownership Frequency Percentage 

Sole Proprietorship 312 82.11% 
Partnership 51 13.42% 

Corporation 10 2.63% 

Cooperative 7 1.84% 

Total 380 100% 

 
Table 4. Type of Business 
Type of Business Frequency Percentage 

Manufacturing 66 17.37% 

Merchandising (e.g. 
retail stores) 

229 60.26% 

Financial 
Intermediation 

8 2.11% 

Service 74 19.47% 
Information & 
Communication 

2 0.53% 

Others 1 0.26% 
Total 380 100% 

 
Table 5. Years of Operation 
Years of 
Operation 

Frequency Percentage 

1 year below 9 2.37% 

2-4 years 101 26.58% 

5-7 years 158 41.58% 

8-10 years 70 18.42% 

11 years or 
more 

42 11.05% 

Total 380 100% 

 
Table 6. Initial Capitalization 
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Initial 
Capitalization 

Frequency Percentage 

Php 100,000 
below 

345 90.79% 

Php 100,001-
500,000 

25 6.58% 

Php 500,001 
above 

10 2.63% 

Total 380 100% 

 
Based on the tables presented above, majority of the micro enterprises in the province of Davao 
de Oro operates under Sole Proprietorship and are mostly engaged in merchandising, service 
and manufacturing business. Moreover, the study revealed that majority of the enterprise have 
operated not more than ten (10) years. Lastly, in terms of initial capitalization, the results 
revealed that most of the enterprise had an initial capital of Php 100,000 below.  
The results are consistent with the studies of Santos (2019) and Bulfa (2020) where majority of 
micro enterprises operate under the sole proprietorship and are engaged in merchandising and 
service sector. In terms of the years of operation, the findings are supported by the study of 
Santos (2019), Malaluan (2019) and Jain & Shanmugan (2022), whose studies revealed that 
most micro enterprises would have less than 10 years of operation. Moreover, coherent to the 
studies of Bulfa (2022) and Bustillo et. al (2022), it was revealed that most micro enterprises 
belong to low capital status. 
 
Government Support Programs 
Table 7. Government Support Programs 
Government 
Support 
Programs 

Mean SD Qualitative 
Equivalent 

Interpretation 

 
Business 
Environment 

3.14 0.39 Agree The respondents agree that 
they have availed the 
government support 
program 

 
Access to Finance 

3.09 0.46 Agree The respondents agree that 
they have availed the 
government support 
program 

 
Human Capital 
Development 

3.15 0.48 Agree The respondents agree that 
they have availed the 
government support 
program 

 
Technology & 
Innovation 

3.13 0.49 Agree The respondents agree that 
they have availed the 
government support 
program 

 
Access to Market 

3.20 0.46 Agree The respondents agree that 
they have availed the 
government support 



286 
 

 

program 

 
Environmental 
Awareness 

3.32 0.51 Strongly 
Agree 

The respondents fully agree 
that they have availed the 
government support 
program 

OVERALL 3.17 0.46 AGREE The respondents agree that 
they have availed the 
government support 
program 

  Legend: 3.26 – 4.00  Strongly Agree  2.51– 3.25 Agree 
  1.76 – 2.50 Disagree   1.00 – 1.75 Strongly Disagree 
 
As shown in Table 7, an overall mean of 3.17 with a qualitative equivalent agree is reflected. This 
means that the respondents agree that they have availed the government support programs.  
The findings imply that the micro enterprises in the province of Davao de Oro have availed 
business advisory services from the government such as guidance on proper compliance and 
documentary requirements and assistance in business registration and renewal. This is 
supported by the study of Bulfa (2020) which revealed that micro enterprise’s owners were able 
to avail and enjoy DTI assistance services with regard to registration and facilitation. In addition, 
Maglaya (2016) asserted that the presence of localized Negosyo Centers paved the way in 
reaching out more Filipinos in the countryside and in the promotion of ease of doing business.  
Moreover, the results suggest that the micro enterprises have availed the government support 
programs which aim to improve the enterprises’ access to finance such as provision of financial 
grants or loans, simplification and facilitation financing requirements, institutionalization of 
innovative and alternative financing and provision of financial literacy programs. It was also 
revealed that the micro enterprises have availed programs of the government which aim to 
expand and strengthen their human resource capacity through mentoring and training on 
management, marketing and technical skills. 
The findings further implied that the micro enterprises have availed government programs 
which relate to providing access to essential technologies and facilities that promotes innovation. 
Moreover, it also implied that the government encourages micro enterprises to observe 
internationally harmonized standards and resilient practices to provide quality products and 
services. 
As described in the data, the micro enterprises have availed programs which seek to improve 
their access to market such as the provision of infrastructure programs and network facilities 
(e.g. farm-to-market road & tambakan facilities), market matching through One Town, One 
Product Next Gen (OTOP) and Go Lokal, as well as encouraging micro enterprises to participate 
in product expos and in the regularly conducted Bulawan (Provincial) Trade Expo.  
Lastly, the findings revealed that government programs on promoting environmental awareness 
among micro enterprises is evident in the province. This includes the conduct of regular 
information campaign on environmental laws, policies and regulations as well as the strict 
monitoring of the business sectors’ compliance on the said regulations. Moreover, programs 
which promote the adoption of eco-efficient strategies and green practices were availed by the 
micro enterprises such as solid waste management, responsible use of water and energy and 
paper-less transactions.  
 
Sustainability of Micro Enterprise 
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Table 8. Sustainability of Micro Enterprise 

Sustainability Mean SD Qualitative 
Equivalent 

Interpretation 

ECONOMIC PROSPERITY 

Sales and Profit 2.81 0.66 Agree The respondents agree that the 
enterprise has achieved 
sustainability 

Business Expansion 2.92 0.72 Agree The respondents agree that the 
enterprise has achieved 
sustainability 

Employment 3.26 0.61 Strongly 
Agree 

The respondents fully agree that the 
enterprise has achieved 
sustainability. 

SOCIETAL WELLBEING 

Quality Products & 
Services 

3.53 0.53 Strongly 
Agree 

The respondents fully agree that the 
enterprise has achieved 
sustainability. 

Good Business Ethics 3.55 0.53 Strongly 
Agree 

The respondents fully agree that the 
enterprise has achieved 
sustainability. 

ENVIRONMENTAL PROTECTION 

Green Practices 3.28 0.63 Strongly 
Agree 

The respondents fully agree that the 
enterprise has achieved 
sustainability. 

OVERALL 3.22 0.62 Agree The respondents agree that the 
enterprise has achieved 
sustainability 

           Legend: 3.26 – 4.00  Strongly Agree  2.51– 3.25 Agree 
  1.76 – 2.50 Disagree   1.00 – 1.75 Strongly Disagree 
   
 
Table 8 reflects the data on the sustainability of micro enterprise in terms of economic 
prosperity, societal wellbeing, and environmental protection. With an overall mean of 3.22 with 
qualitative interpretation of “Agree”, the respondents agree that their enterprise has achieved 
sustainability.  
 
Relationship Between Government Support Programs and Sustainability of   Micro Enterprise 
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Figure 1. Model of PLS-SEM path analysis 
 
 Figure 1 shows the model of the PLS-SEM path analysis. As reflected, business 
environment indicated a positive relationship with the societal wellbeing aspect of sustainability. 
However, the relationship of business environment and economic prosperity and environmental 
protection indicated a weak level of association. The findings are consistent with the studies of 
Pulka et al (2021) which revealed that government support program that relates to improving 
the external business environment and Bosire & Muturi (2020) on government policies 
significantly affect the sustainability of SMEs performance and sustainability. This implies that 
with an improved business environment, micro enterprises can achieve sustainability 
particularly in their social wellbeing or performance. 
 Moreover, access to finance showed a significant relationship with societal wellbeing and 
environmental protection aspects. The results are supported by the studies of Song-Ling et al 
(2018), Anwar & Li (2020), Bosire & Muturi (2020), Byakatonda et al (2021) and Asres (2022) 
which indicated that government financial support has a significant influence on the sustainable 
competitive position and firm performance. In addition, Tian and Lin (2019) revealed that poor 
environmental performance is closely related to financing constraints. The more severe the 
financing constraint, the higher probability of poor environmental performance is observed. 
This is also supported by the study of Zhang & Chen (2017) which argued that with better access 
to financing, businesses can maintain good environmental performance. 
 As reflected in Figure 3, there is a positive relationship between human capital 
development and environmental protection. The finding is supported by the study of Kim and 
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Go (2020) which emphasized the importance of human capital development in enhancing 
awareness of and compliance with environmental regulations, thus leading to an improved 
environmental performance. On the other hand, the results contradict the findings of Anugwu 
& Chike (2021) which revealed that human capital development helps in improving the 
performance of business through training of employees for greater economic and social 
performance.  
 Further, technology and innovation programs have a significant relationship on the 
sustainability of micro enterprise specifically on the social wellbeing or performance. The 
findings conform to the studies of Purwaningsih & Sari (2016) which indicated that technology 
application influences SMEs in term of their sustainability and development. Additionally, 
Hanaysha et al (2021) and Chen et al (2022) indicated that innovation positively contributes to 
the sustainability of micro enterprise.  
 Lastly, environmental awareness showed a significant influence on the sustainability of 
the enterprise particularly in the economic and societal performance. The findings conform to 
the study of Bhatti et al (2022) which revealed that green management practices are among the 
factors that positively impact the sustainability and success of SMEs. Moreover, Mansour (2023) 
stated that environmental awareness mediated the effects of green human resource 
management and green behaviors on green performance.  
 
CONCLUSION 
Based on the findings of the study, the micro enterprises in the province of Davao de Oro are 
highly engaged with merchandising, service and manufacturing business operating under Sole 
Proprietorship. Most of the micro enterprise in the province are still in their early stage of 
development which also belong the low capital status.  
Moreover, many of the micro enterprises in the province have availed of the various government 
support programs in terms of business environment, access to finance, human capital 
development, technology and innovation, access to market and environmental awareness. Thus, 
it can be said that the provincial government of Davao de Oro together with the Department of 
Industry and its partner agencies are active in delivering interventions and are supportive to the 
growth and development of the micro enterprises. 
Most of the micro enterprises in the province has achieved significant level of sustainability in 
terms of economic prosperity, societal wellbeing and environmental protection. This imply that 
the sector is progressing thus contributing greatly to the economic development of the province. 
With the result of the PLS-Sem analysis, it can be concluded that government support programs 
have a significant relationship on the sustainability of the micro enterprises in the province of 
Davao de Oro. It highlighted specific government support programs that impacted a specific 
component of the triple bottom line sustainability framework. Access to finance showed a 
significant influence to the sustainability of micro enterprise in terms of its societal wellbeing 
and environmental performance. In addition, access to market a strong relationship on the three 
components of sustainability while environmental protection revealed a positive relationship 
with economic prosperity and societal wellbeing. 
 
RECOMMENDATIONS 
With the pressing challenge for businesses to create value not just to increased sales and 
consequently generate profit, but also to consider the natural environment and more generally 
the impact it creates to all stakeholders including customers, workers and the community at 
large, the triple bottom line framework should be integrated in formulation and design of 
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government support programs, considering also its significant influence on the sustainability of 
micro enterprise and the MSME sector in general. 
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ABSTRACT 
 

West Nusa Tenggara Province is one of the coffee development areas which is famous for its 
organic Robusta and Arabica coffee which also contributes to coffee exports in Indonesia. One 
of the best organic coffee producing areas is in the highlands of Rempek Village, North Lombok 
Regency, which has a distinctive coffee taste due to the influence of the eruption of Mount 
Rinjani. The high potential of Lombok organic coffee turns out that there are still problems from 
the production process to marketing the results where the coffee is ready to drink. The objectives 
of this research are 1) Analysis the main problems related to the product value chain; 2) Estimate 
the added value of the product; 3) Determine priorities for competitive superior products that 
can be developed at the farmer level. The research method uses descriptive methods and data is 
analysis using Value Chain Analysis (VCA) using the R/C ratio, the Hayami method to determine 
the added value of products and the exponential comparison method (MPE). The research 
results show that the value chain for organic coffee products generally involves 4 main actors, 
namely farmers, KWT Mentari, partner companies and local government. The main obstacles 
faced by the main actors are business capital and simplicity of technology, thus affecting quality 
and not being able to meet market needs both in terms of production and productivity. The 
results of the analysis of the added value of organic coffee products show that ground coffee is 
much popular in the market, amounting to 32,514,245. Cosmetics or skin-care amounted to 
22,350,435, fragrances and drinks amounted to 13,000,561 and 7,000,154. The results of the 
MPE analysis show that the product that is a priority and has the potential to be developed and 
implemented at the farmer level is original grade A Robusta coffee, followed by skincare coffee. 
. The R/C ratio shows a result of 1.3, which means that the organic coffee business developed by 
KWT Mentari is feasible to continue. 
 
Keywords: Value Chain Analysis, Sustainable Organic Coffee, Added Value, Lombok Highlands 
  
INTRODUCTION 
Indonesia has an important role in meeting the coffee needs of European and Asian countries. 
According to the 2023 Indonesian Statistics Report from the Central Statistics Agency (BPS), in 
2022 Indonesia exported coffee weighing 434.19 thousand tons, an increase of 12.92% from the 
previous year. The coffee commodity in Indonesia plays an important role in the economic sector 
both as a source of people's income, consumption needs and as a source of foreign exchange for 
the country. (1) 
Since 2010, West Nusa Tenggara has begun developing organic coffee on two large islands, 
namely Lombok and Sumbawa. With a coffee development area of 234 thousand Ha, NTB wants 
to develop "specialty" coffee by considering the suitability and availability of land, especially 
altitude (2). West Nusa Tenggara Province is famous for developing organic Robusta and 
Arabica coffee. In 2023, West Nusa Tenggara Province will expand its planting area by 300 
thousand hectares for these two types of coffee spread across two islands, namely Lombok and 
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Sumbawa. One of the areas in West Nusa Tenggara that contributes to organic coffee production 
is North Lombok Regency, one of which is the Robusta coffee planting area in Rempek Village, 
North Lombok Regency. (2) 
Coffee production in North Lombok in 2022 will reach 737.14 tons/year with a planting area of 
1450.49 Ha. With a high level of production, it is fitting that North Lombok Regency can meet 
the need for coffee in both quantity and quality. 
One of the biggest challenges currently in coffee development is the decline in product quality 
so that it cannot compete in the market. In North Lombok Regency, coffee is an important part 
of Lombok people's lives. Apart from being a drink, coffee is a mainstay for residents who mostly 
make their living as coffee farmers. 
North Lombok Regency has high potential as a center for organic coffee in NTB, but it turns out 
there are still several problems. Problems that occur range from the production process to the 
marketing process, which involves various business actors. Handling When harvesting, 
packaging, storing is carried out simply, the selection of beans does not pay attention to good 
techniques to produce product quality and product quality, so this causes the quality of the coffee 
to be very low. The bargaining position for coffee originating from North Lombok Regency has 
a high supply to meet export needs. Thus, it is necessary to improve the value chain from 
producers to consumers involving institutions. Apart from that, there is a need to improve where 
the weakest link in the chain is to increase selling prices and farmers' profits. Alternatives are 
needed to increase the added value of processed products and determine product priorities to be 
developed so that they have competitive advantage. 
  
Problem solving approach 
According to (3) (4), the problems that often arise in the agribusiness system in general are 
problems from the production stage to the marketing of the results which do not fully provide 
optimal incentives to farmers who have been cultivating the products. The share of added value 
received by farmers is still minimal when compared with actors in other links of the chain. 
Therefore, research needs to be carried out to improve the performance of the value chain. (5,6) 
The prospects for coffee in North Lombok Regency are very large, but the problem is that farmers 
have not been able to improve the quality of the product to the final consumer, so it is necessary 
to look for the weak points in each chain and how these weaknesses can be corrected. Next, it is 
necessary to find out the estimated added value to processed coffee products until the coffee is 
ready to drink, and determine product priorities that can be developed by farmers so that they 
are able to compete in national and international markets. For your information, before 
producing coffee, farmers only sold coffee beans to traditional markets, resulting in 
diversification of farmers' income levels. The research framework and problem approach are 
summarized in the image below: 
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Figure 1. Framework and Problem Approach Analysis 

 
Various research related to coffee value chain analysis in Lombok (7) has been carried out by 
(yayan) who researched coffee value chain analysis in Sumbawa with the aim of knowing the role 
of each business chain actor and knowing the size of the marketing margin between value chain 
actors. Research on the organic coffee value chain has recently been researched with the aim of 
not only identifying weak points in the chain, this research also aims to estimate the added value 
of processed coffee products (ready-to-drink ground coffee) and determine product priorities 
that can be developed at the farmer level. Organic coffee itself is a new thing with the criteria of 
Lombok coffee which has a distinctive coffee taste due to the influence of the eruption of Mount 
Rinjani. 
  
There has not been much research on the relationship between value chain management and 
knowing the weak points of each chain, estimating the added value of products with increased 
productivity up to the final level. The product value chain is an activity that starts from raw 
materials to sales handling and includes activities that occur due to relationships 
betweensupplier relationships Andconsumer engagement(8,9). Value chain analysis helps to 
understand the farmer's position in the product value chain to increase competitive advantage 
until the coffee is finally ready to drink. (9) 
  
RESEARCH METHOD 
The data used in this research includes primary and secondary data. Data was obtained through 
in-depth interviews with the help of questionnaires and data obtained through relevant 
literature and sources related to this research. This research uses a descriptive method. Sampling 
was carried out using non-probability sampling and purposive sampling techniques, 
respondents were selected deliberately using proportional random sampling and based on the 
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consideration that the respondents had competencies in accordance with the scope of the 
research. Data processing and analysis uses value chain analysis, added value analysis, efficiency 
ratios and exponential comparison methods. (8,9) 
  
1. Value chain analysis 
Observation and survey activities to review and collect information from the value chain network 
activities of organic coffee products. Who is involved in the value chain analysis, including the 
Mekar farmer group, the Women Farmer Group, the group that processes coffee products into 
ground coffee, and the coffee shop. Mapping the value chain pattern of organic coffee products 
using survey methods and in-depth interviews with value chain actors.Value Chain Analysis 
seeks to understand how a business can create value for customers by examining the 
contribution of different activities within the business. (10,11) 
  
A.     Starting point 
Determine at what point the research will begin. The starting point for organic coffee value chain 
analysis research is coffee farmers, then searches are carried out using a proportional sampling 
system to obtain samples at the next point until they reach consumers. 
B.     Value Chain Mapping 
Value chain mapping is determined after identifying the main actors in the value chain and other 
actors obtained by tracing backwards (Defeat) or forward (advanced), determine the income of 
each actor obtained through the input-output relationship and then calculate the feasibility of 
the business. 
According to (12), the approach used to calculate whether a business is feasible or not can be 
done by calculating the Revenue/Cost Ratio: 
  
R/C ratio = Revenue/Production Costs 
  
Criteria used: 
R/C ratio > 1, then farming is worth pursuing 
R/C ratio < 1, then it is not worth trying 
R/C ratio= 1, breakeven point 
  
C.     Analysis of related institutions 
Analysis of related institutions is determined after the actors and value chain map are known, it 
is necessary to identify which related institutions can be involved to improve the organic coffee 
value chain. 
  
D.     Critical Success Factors 
The success orientation of a product is not determined by the company's strength to supply a 
number of products but is determined by the company's own ability (human resources, 
technology, products) to meet market needs both in quantity and quality. This is because the 
current development of the production system tends to shift from the supplier attraction pattern 
(supplier driven) towards market impulse (pulled by the market). So value chain research really 
pays attention to the characteristics of the final product market in each value chain. 
Value Chain Improvement 
Value chain improvements are carried out by optimizing the level of efficiency of existing chain 
links while still prioritizing the principle of justice for each value chain actor. 
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2. Value Added Analysis 
Analysis of the added value of products in Rempek Village using the Hayami value added 
method. The Hayami method of added value analysis is a method that estimates the change in 
value per kilogram of raw materials after receiving treatment. Various criteria are analyzed such 
as availability of raw materials, human resource (HR) skills, market certainty for products, 
sources of capital and technology used. (3,8,9,13) 
  
3. Exponential Comparison Method (MPE) 
This analysis was carried out to determine priorities for processed products that can be 
implemented at the farmer level. Determining the level of importance of criteria is obtained from 
the results of interviews with experts using a questionnaire. 
  
The stages that will be carried out in this research are 1) Collecting information on coffee 
processing chain patterns through observation, surveys and interviews. 2) Analyze the added 
value of organic coffee products (coffee beans, coffee selection, ground coffee). 3) Determine 
superior products that are competitive and can be developed at the farmer level. 4) It is hoped 
that the results of the analysis will help provide the right solution to formulate the impact of 
sustainable management based onkey success factors to realize that businesssustainable from 
Lombok organic coffee. (9) 
  
RESULTS AND DISCUSSION 
Import Coffee in NTB 
The development of organic coffee in West Nusa Tenggara has been planned since 2011, with the 
hope that by 2013 West Nusa Tenggara will produce coffee with Lombok characteristics. Organic 
coffee is developed on two islands, namely Sumbawa Island and Lombok Island. In this research, 
we take the characteristics of coffee from the highlands of Lombok Island or what is said to be 
coffee with typical soil resulting from the eruption of Mount Rinjani. 
 
Table 1. Export Agricultural and Plantation Products 2021-2022 
NO Country of 

destination 
January to 
December 2021 

January to 
December 2022 

Change 
(%) 

  

    Volume Mark Volume Mark Volume Mark 
1 Hongkong 0,40 993,67 - -     
2 Singapore 0,03 107,14 - -     
3 Carousel 19,00 69.855,93 0,50 1.216,00     
4 UAE - - 0,40 12.060,00     
5 You have 19,00 40.090,00 - -     
  Amount 38,43 111.046.740 0,90 13.276.000 -97,65 -

88,04 
Source: Provincial Industry Service. NTB 2022 
 
 
 
 
Mapping the Lombok organic coffee value chain in the Lombok highlands 
Value chain mapping is the first step in determining the value chain of a commodity or product. 
Value chain mapping includes the process of identifying and analyzing all activities involved in 
creating, producing, and delivering products to customers. 
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Table 2.Land Area, Production and Productivity of Robusta Type Coffee in NTB 2022 
NO Regency/City Harvested Land Area 

(Ha) 
Productivity 
(Ku/Ha) 

Production 
(Ton) 

1 Mataram City - - - 
2 North Lombok 1137 5.83 663 
3 West Lombok 593 6.18 366 
4 central Lombok 982 7.18 705 
5 East Lombok 466 9.13 425 
6 West Sumbawa 251 5.84 147 
7 Sumbawa 2583 7.67 1980 
8 Dompu 1082 8.04 870 
9 Coverage 1352 2.54 344 
10 Bima City 7 7.81 5 

Source: NTB Central Statistics Agency, 2023 
 
North Lombok Regency is a region producing robusta and arabica coffee with production of 663 
tons/year, while the development of organic or "speciality" Lombok coffee has increased by 
34.2% per year. In 2022, North Lombok Regency is ready to meet coffee demand, including 
demand from abroad. 
North Lombok Regency with an area of 809.53 square kilometers currently has a planting area 
of 1,450.49 hectares with a production of 737.14 tons and the number of coffee farmers is 2,756 
heads of families. From these results, coffee production in North Lombok increased by... 
The value chain in this research covers all activities from providing raw materials to after-sales 
handling to relationships with suppliers (supplier linkage) and relationships with consumers 
(consumer linkage). Activities in the value chain basically aim to create and increase value and 
competitive advantage for farmers, companies and business people. From this analysis, it will 
be known to what extent the bargaining position of each business actor is in the value chain. 
Improving the relationships between various actors involved in a value chain can be done if there 
are relationships that are not mutually beneficial. 
From the mapping of the organic coffee value chain in the highlands of North Lombok Regency, 
there are six actors involved, namely organic coffee farmers, collectors, women farmers, organic 
Lombok, Sembalun Coffee and the local government. Each actor has a role according to their 
desires and interests. Each actor has its own function in creating a product value chain so that it 
remains stable. 
 
Value Chain Analysis of Organic Coffee Products 
Analysis of the value chain of organic coffee products starts from coffee farmers and women ’s 
groups of organic coffee farmers, collectors, organic Lombok, Sembalun coffee, and local 
governments and finally reaches the final consumer (Figure 1). Farmers and groups of organic 
coffee farming women work together to produce the best quality coffee. There are two types of 
coffee selected with their respective grades, namely male coffee (Grade A) and red cherry (Grade 
B). Each grade is distributed to actors who need it. Grade A is also usually distributed directly to 
organic cosmetic companies on Lombok Island as masks and fragrances. The group of women 
farmers works to sort out the types of male coffee that are the favorites and most sought after by 
consumers. Women farming groups also play a role in developing processed coffee bean 
products into ground coffee with various quality levels. However, there is a problem with this 
chain, namely that the technology used is traditional and unable to meet consumer needs. 
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Figure 2. Value Chain Pattern for Organic Coffee Products 
 
RESULT AND DISCUSSION 
Coffee Added Value Analysis 
Coffee beans that have been sorted and do not meet the standards for sale to both local and 
export markets can be processed through product upgrading (increasing the added value of the 
product which will increase sales value). The process of making coffee from harvest to product 
upgrading has different manufacturing methods. 
The types of coffee developed at KWT Mentari are grade 1 Robusta coffee, Vine Robusta and 
Asalan. Each type of coffee has its own market. The obstacles faced by KWT Mentari are capital 
that comes from the group members themselves and loans from savings and loan cooperatives 
in the area. 
The prices of the types of coffee produced by KWT Mentari vary, random coffee is Rp. 
45,000/Kg, Natural Rp. 55,000/kg, Lanang Coffee Rp. 45,000/kg. KWT Mentari, which is also 
a coffee farmer, provides a selling price for coffee to collectors at IDR 40,000/kg. 
 
Table 3. Product Flow and Process for Each Organic Coffee Processing Actor 

Process Coffee Farmers 
KWT Mentari 

Partner 
Companies 

Government/Institution 

Preparation of raw coffee 
beans that have been 
ground, roasted, fermented 
for 7 days to produce aroma 
typical of Mount Rinjani. 
  
Fermentation-drying-
grinding. 

KWT Mentari markets 
processed coffee products 
to Java, Kalimantan, 
Sulawesi, Sumatra, 
Poland, the Netherlands 
and Korea. 

UD Istana Kopi 
Oganic Lombok 
3 Roda 
Cafés on Gili 
Trawangan 

KLU Industry and Trade 
Service 
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Output Stream Packaged Coffee Packaged 
Coffee and 
Roasted Coffee 

Coffee Beans-Ground Coffee 

Source: Primary Data 2023 
 
Coffee farmers in Rempek Village process ground coffee with various flavors, namely original 
which has been mixed with rice and pure which can be called "Mixed Coffee". The mixed coffee 
is processed again into different flavors, namely ginger, vanilla and classic. The characteristic of 
the coffee produced by KWT Mentari in Rempek Village is that the coffee tastes sweeter 
compared to coffee in other highland areas, this is caused by the planting land as a result of the 
eruption of Mount Rinjani. 
The results of field research in the coffee grinding process were carried out manually without 
technology, so that the coffee produced was more aromatic due to the fermentation process 
carried out before the coffee was ground finely. Ground coffee is packaged in various typespocket 
sizes 200gr, 500gr and 1kg. 
Processing coffee beans into potential processed products such as coffee masks, fragrances and 
packaged coffee drinks is also a special attraction for KWT Mentari to increase the added value 
of coffee products. Coffee derivative products processed directly by KWT Mentari can be divided 
into potential processed products such as coffee drinks,scent Andskin care which is made from 
coffee. 
 
Table 4. Analysis of the main problems in the Organic Coffee value chain 

Actor Supporter Constraint Contribution to the value 
chain 

KWT Mentari Has its own land and 
coffee plantation 
Divided into 2 groups: 
Original Barakah 
Group 

Capital that still comes from 
community mutual cooperation 
The technology used is very poor 
Low HR skills 
Does not have SOPs regarding 
quality standards to improve 
product quality 

Coffee Producer 

Collector Network with outside 
suppliers 

Accessibility is still far away and 
unattainable 

Coffee Distributor 

Partner 
Companies 

Has a wide market 
with a trend of 
product sales via e-
commerce 
Big capital 

Purchase prices from farmers are 
still low 

Has a commitment to 
improving the welfare of 
farmers 

Government 
agencies 

As a regional policy 
maker 

Policies that are not yet consistent 
Providing information and 
training to coffee farming 
communities has not been optimal 
regarding adding product value 

Providing assistance with 
facilities such as agricultural 
equipment, formal policies for 
exports. 

Source: Primary Data 2023 
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The largest component of coffee is coffee beans (99.2%), KWT Mentari sorts coffee into 2 male 
and female, then KWT Mentari chooses coffee grades A and B, coffee grade A is used to make 
classic robusta coffee without mixture, and Grade B is for mixing coffee into Mixed coffee. The 
coffee processing carried out by KWT Mentari still uses a manual system, which means it does 
not use technology. This results in the productivity of processed coffee not being optimal, which 
has an impact on revenue. The obstacle faced by KWT Mentari is insufficient capital. This is 
because there is no support from the government, even though coffee is one of the superior 
regional products in NTB. KWT Mentari receives support from partners, where partners take 
raw materials from farmers and KWT Mentari. Many local and foreign entrepreneurs are 
interested in using coffee from Rempek Village as a basic ingredient skin care. Cosmetic 
products have a high weight based on expert assessment, this condition can increase large added 
value but this must be supported by technology adoption and broad market potential. The R/C 
ratio shows a result of 1.3, which means that the organic coffee business developed by KWT 
Mentari is feasible to continue by adding product type variants. 
  
Table 5. Fixed Costs of Organic Coffee 

NO Description of activities Need Unit Amount 

1 Harvest wet seeds 10 people IDR 50,000/sack IDR 1,650,000 

2 Wet sort 10 people IDR 49,500/person IDR 495,000 

3 Drying 4 people/33 sacks IDR 5000/sack IDR 165,000 

4 Grind 4 people IDR 125,000/person IDR 500,000 

5 Sort seeds 20 people IDR 100,000/person IDR 2,000,000 

6 Roast 1 person/30kg IDR 5000/kg IDR 150,000 

7 Packaging 4 people IDR 500 IDR 50,000 

Amount IDR 5,010,000 

Source: Primary Data 2023 
 
MPE Analysis 
Criteria based on the results of interviews with farmers and KWT Mentari and researchers 
formulated priorities for types of processed coffee derivative products that were appropriate and 
in line with market needs. The aim is to increase KWT Mentari's income and provide solutions 
to increase the product value chain. The highest MPE value (Table 5) is found in ground coffee 
which is very popular with the market, amounting to 32,514,245. Cosmetics or skincare 
amounted to 22,350,435, fragrances and drinks amounted to 13,000,561 and 7,000,154. This is 
because ground coffee is the target of many people considering the large market potential 
abroad, this is supported by data from related agencies. Classic coffee powder products also have 
ratings from various markets that require coffee. 
 
Table 6. MPE Calculation Results 

Priority Product Alternatives Average Value of MPE 

Potential Processed Products A Real coffee 32.514.245 

Potential Processed Products B Cosmetics/Skin Care 22.350.435 

Potential Processed Products C Coffee fragrance/fragrance 13.000.561 

Potential Processed Products D Latte Coffee 7.000.154 

Source: Primary Data 2023 
 
Table 7. Added Value of Organic Coffee Products 
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Product Selling Price (Rp) Product Added Value 
 (Rp/Kg) 

Original Organic Coffee Beans 50.000/kg - 

Original Ground Coffee 45.000/500gr 89.625 

Skin care 25,000/piece 84.675 

Coffee fragrance/fragrance 25,000/piece 72.460 

Latte Coffee 28,000/cup/500ml 70.456 

Source: Primary Data 2023 
 
Processed coffee products of the Origin Grade A type require technology to increase production 
and productivity in order to meet market needs. This is also supported by the potential of West 
Nusa Tenggara which is also famous as a tourism area, so that many domestic and foreign 
tourists visit and also buy original coffee from Lombok Island. Meanwhile, further processed 
products such as fragrance and skincare with an "eco plant-based" system will become popular 
in 2023, so that companies such as oganic.id source raw materials from coffee farmers in North 
Lombok Regency. 
Product added value can be applied to potential products such as A, B and C. When talking about 
processed coffee, all components are not wasted because the diversification of coffee into 
processed products is so diverse. However, further studies are needed regarding investment 
analysis of processed coffee products and attracting farmers' attention to implementing added 
value products. Apart from that, training is needed on how to make processed coffee products 
using good methods. 
  
CONCLUSION 
The value chain for organic coffee products generally involves 4 main actors, namely farmers, 
KWT Mentari, partner companies and local government. The main obstacles faced by the main 
actors are business capital and simplicity of technology, thus affecting quality and not being able 
to meet market needs both in terms of production and productivity. This type of coffee with 
grade A is able to compete with coffee outside Lombok Island. At the time the research was 
carried out, the results of the analysis of the added value of organic coffee products showed that 
ground coffee was much popular with the market, amounting to 32,514,245. Cosmetics or 
skincare amounted to 22,350,435, fragrances and drinks amounted to 13,000,561 and 
7,000,154. The results of the MPE analysis show that the product that is a priority and has the 
potential to be developed and implemented at the farmer level is original grade A Robusta coffee, 
followed by skincare coffee. This is caused by the condition of abundant raw materials with a 
distinctive land aroma as a result of the eruption of Mount Rinjani. 
  
SUGGESTION 
The government must collaborate with large companies that are committed to improving the 
welfare of farmers through increasing the added value of products. Currently, coffee farmers 
need adequate technology to help farmers increase production. The number of tourist visits in 
the research area increased along with the opening of the edu-tourism area in Rempek Village, 
so this is a special concern for the government to continue making efforts so that Rempek Village 
is able to market its products well. not only coffee but can also develop other superior 
commodities. 
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ABSTRACT 

 
Work-related musculoskeletal disorders (WMSDs) are a common health problem throughout 
the industrialised world and a major cause of disability. This study investigates the prevalence 
of Work-related musculoskeletal Disorders (WMSDs) among Military aircraft maintenance 
Personnel and to determine association between individual risk factors (Gender, Age, BMI, 
Education Level, Working Duration, years of working) with WMSDS symptoms. Forty (n=40) 
military aircraft maintenance Personnel were assessed for prevalence of WMSDs using Cornell 
Musculoskeletal Discomfort Questionnaire (CMDQ). The effect of risk factors on WMSDs was 
analysed. The highest prevalence of WMSDs for the past 12 months is at shoulders and knees 
with percentage of 90.0% (n = 36), followed by lower back 77.5%% (n = 31), neck 70% (n = 28), 
wrist 62.5% (n = 25). The highest prevalence of WMSDs for the past 7 days is at shoulders with 
percentage of 60% and followed by neck, upper back, and lower legs 45% (n= 18). Chi square 
analysis for the one-week prevalence shows that there is association between age (p=0.012) and 
duration of services among military aircraft maintenance personnel. (p=0.008) with 
musculoskeletal symptoms. Age and duration of services is directly associated. It can be 
concluded that military aircraft maintenance personnel experience body pain and discomfort 
which leads to the risk of contracting WMSDs. 
 
Keywords: Work-related musculoskeletal Disorders (WMSDs), ergonomics risk factors, 
prevalence, Military aircraft maintenance Personnel 
 
INTRODUCTION  
According to the International Labor Organization (ILO), 2.2 million people die each year 
because of work-related sickness or injury. Again, the World Health Organization (WHO) 
approximates it (Azizpour, et al., 2013). Work-related stress and strains, such as work-related 
musculoskeletal problems, tend to be common in jobs with high work demands and variable 
work schedules, work-related stress, heavy workload, low control on the job, and little work 
experience (Azma, et al., 2015). As a term used to describe “musculoskeletal discomforts of arm, 
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neck, shoulder, knee, wrist, forearm, lower back and upper back not caused by acute trauma or 
by any systemic disease” (Hagen, et al., 2012; Hales et sl., 1994), MSDs were first coined in the 
Netherlands and were known to result in serious and occasionally fatal warning signs, including 
pain, numbness, and tingling. Musculoskeletal disorder is a skeleton muscle disorder, and one 
can feel the problem in the muscles of the body, joints, nervous system, and cartilage bone. This 
problem of MSDs is caused by the repetition of motion, use of wrong body postures and load of 
work. MSDs also affect the upper limbs, legs, shoulders, neck and back. Pain in the lower back, 
pain in the neck, and pain in the shoulder are common musculoskeletal disorders (Britain, 
2021). The system of the aircraft maintenance industry is complex, where factors like 
organizational and work environment may increase the chance of a crash and other damage to 
aircraft. Workers in the aircraft maintenance industry perform several activities depending on 
their assigned tasks, and all assigned tasks are performed by the manual material handling of 
workers. It is the job of workers in industry to handle all large and small components of aircraft. 
The strong relationship between lower back MSD and manual material handling is well 
organized in the literature. (Chaffin, & Park, (1973). Musculoskeletal disorders (MSD) are a 
widespread problem in armed forces worldwide (Cohen et al., 2012), especially in air force 
personnel (Rintala,etal., 2015; Kelley,et al., 2017; Posch et al., 2019) and army soldiers Roy et 
al., 2013; Monnier et al., 2015; Halvarsson et al., 2018; Monnier et al., 2019). Recently it was 
reported that MSD have increased over time among Swedish deployed soldiers (DS) 
(Halvarsson, et al., 2019) and Dutch Air Force personnel (Thoolen, et al.,2015). In Malaysia, they 
are concerns on the increased ergonomics risk and handling hazards faced by aircraft 
technicians of the RMAF. There has been lack of risk assessment and ergonomics safe operating 
procedures noted in earlier research (Thulasy, et al., 2021). Moreover, musculoskeletal injuries 
and disorders are the main reason for morbidity and temporary disability in military 
populations. The main aim of this study was to determine the prevalence of musculoskeletal 
discomfort and to determine the association between individual risk factors (Gender, Age, BMI, 
Education Level, Working Duration, years of working) and WMSDs among military aircraft 
maintenance personnel. 
 
LITERATURE REVIEW  
A recent analysis of Global Burden of Disease (GBD) data showed that approximately 1.71 billion 
people globally have musculoskeletal conditions (Cieza, 2020). In 2017, the Global Burden of 
Disease (GBD) found that MSDs comprise most of the top causes of years lived with disability 
(YLDs) worldwide and musculoskeletal conditions are also the highest contributor to the global 
need for rehabilitation (WHO, 2018). In Malaysia, it is reported by the “Department of 
Occupational Safety and Health (DOSH)” that MSDs are the highest reported occupational 
diseases compared to other occupational diseases and increasing yearly, resulting in sickness 
absenteeism as well as loss of productivity (DOSH, 2018). 
Aircraft maintenance was the duty area resulting in the largest number of lost workdays for the 
USAF from fiscal records of the years 1993 through 2002 (Copley et al., 2003).  Aircraft 
mechanics and avionics equipment technicians experience high rates of workplace injuries, but 
injury risk exposures have not been systematically measured across the various jobs/tasks 
performed in this industry (Asadi et al., 2019). 
 Musculoskeletal disorders (MSD) are common among soldiers and constitute the most common 
reason for discontinuing military service within different military populations worldwide. 
(Halvarsson, et al., 2019). Aircraft maintenance technician (AMT) is the most critical profession 
in the aircraft maintenance system. WMSD can adversely influence the work performance of 
Aircraft maintenance technician and may cause them to make errors that put the flight safety in 
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danger. In contrast to the importance, there are a limited number of studies on risk factors for 
MSD of Aircraft maintenance technician (Yazgan et al., 2021). Dave et al., (2020) found that 
large numbers of defense personnel involved in maintenance and repair suffer from WMSDs. 
Aches and pain arising from work are taken as acceptable norms or as a usual part of life by these 
personnel. The researchers also concluded that there was a lack of awareness about prevention, 
treatment, and ergonomic care among defense personnel. The WHO Burden of Disease study 
has previously defined occupational ergonomic risk factors into four categories by occupation, 
these being background exposure (defined by manager and professionals as occupations); low 
exposure (clerical and sales workers); moderate exposure (operators and service workers); and 
high exposure (farmers) (Murray et al., 2004). 
    Work-related musculoskeletal symptoms are frequently reported among aircraft mechanics 
and avionics equipment technicians. Body regions affected include the low back, shoulders, legs 
and feet, neck, arms, and hands (Chae and Kim, 2005; Kemp et al., 2010; Zungu and Nigatu, 
2015; Fajardo Rodriguez et al., 2016; Nogueira et al., 2012; Irwin and Streilein, 2015). For 
example, aircraft maintenance is the top duty area for civilian worker injuries in the U.S. Air 
Force, resulting in 33% of all lost workdays from 1993 to 2002 (Copley et al., 2010). Other studies 
have raised concern with low back pain (LBP) after observing prevalences of 12.9%–65% among 
surveyed aircraft maintenance technicians (Fajardo Rodriguez et al., 2016; Zungu and Nigatu, 
2015; Chae and Kim, 2005). 
 
 
METHODOLOGY  
The sample population in this study includes military aircraft maintenance personnel from 
various RMAF units located in RMAF Base Subang, Selangor. Based on the Krejcie and Morgan 
1970 sample size calculation, this research required a minimum sample size of 40 participants. 
Thus, 45 military aircraft maintenance personnel (Engineering department) were randomly 
selected to participate in this research via simple random sampling (n = 40). The specific work 
maintenance location includes six main workstations, namely the structure inspection area 
(engine inspection, avionic, electric, airframe, and instruments), engine bay, tire bay, hydraulic 
bay, Non-Destructive Test (NDT) bay, and modification bay. Note that only willing personnel 
were allowed to participate in the research. In this study only male participant involve as there 
is no female involve in maintenance works. 
The RMAF maintenance functions are divided into two areas namely scheduled maintenance 
works and unscheduled maintenance works. The scheduled maintenance work comprises the 
bulk of the workload and is the focus of this study. Scheduled maintenance work is organized 
into three levels of work. These three maintenance levels are Organisational Level Maintenance 
(OLM), Intermediate Level Maintenance (ILM) and Depot Level Maintenance (DLM) Figure 1. 
In this study aviation maintenance personnel who deal with OLM, and ILM only will be involved 
as DLM involves an external contractor to do the maintenance work. The specific workstation 
involved maintenance task in Structure Inspection area (engine inspection, avionic, electric, 
airframe and instruments), Engine Bay, Tyre Bay, Hydraulic Bay, Non-Destructive Test (NDT) 
Bay and Modification Bay.  Estimation of sample size in research using Krejcie and Morgan is a 
commonly employed method. Krejcie and Morgan (1970) used the following formula to 
determine sampling size; 
S = X2NP (1-P)/ d2 (N-1) + X2P(1-P) 
S = required sample size 
X2 = the table value of chi-square for one degree of freedom at the  
        desired confidence level 
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N = the population size 
P = the population proportion (assumed to be .50 since this would provide the maximum sample 
size) 
d = the degree of accuracy expressed as a proportion (.05) 
 

 
 
Questionnaires  
The prevalence of MSDs was evaluated using Cornell Musculoskeletal Discomfort Questionnaire 
(CMDQ).  The CMDQ is a 54-item questionnaire comprising a body map diagram and questions 
about the prevalence of musculoskeletal aches, pain, or discomfort in 18 regions of the body an 
individual experienced over the previous week (Figure 2). Using a Likert scale, they were 
expected to rate the frequency (how often they experience pain) and the intensity (how much 
pain) by using Cornell Musculoskeletal Discomfort Questionnaire (CMDQ). The CMDQ 
questionnaires began with demographic questions regarding Individual Risk Factor (Gender, 
Age, Education Level, Working Duration, years of working). Questionnaires have been used in 
many forms to collect data regarding numerous issues within Human Factor design evaluation. 
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Figure 2: Cornell Musculoskeletal Discomfort Questionnaire, male version. 

 
RESULTS AND DISCUSSION  
Table 1: Respondent's demographic profile 

Characteristics Frequency 
(n) 

Percentage 
(%) 

Gender 
 

Male 
Female 
Total 

40 
0 
40 

100 
0 
100.0 

 
Ethnicity 

 
Malay 
Indian 
Chinese 
Others 
Total 

 
37 
1 
0 
2 
40 

 
92.5 
2.5 
0 
5 
100.0 

 
Age group 

 
20–25 
26–35 
36–45 
46–55 
> 55 
Total 

 
0 
32 
8 
0 
0 
40 

 
0 
80 
20 
0 
0 
100.0 

 
Working 
duration 

1–7 
8 
> 9 
Total 

1 
34 
5 
40 

2.5 
32.3 
12.5 
100.0 

Highest 
education level 
 

PMR 
SPM 
STPM 

0 
24 
0 

0 
60 
0 
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Diploma 
Degree 
Others 
Total 

0 
16 
0 
40 

0 
40 
0 
100.0 

Work location 

Structure inspection 
area 

17 42.5 

Engine bay 10 25 
Tire bay 4 10 
Hydraulic bay 3 7.5 
Non-Destructive Test 
(NDT) bay  

4 10 

Modification bay 2 5 
 
Table 1 shows the respondent's demographic profile. Generally, all respondents in this study 
were males and mainly from the Malay ethnic. In this work location only, male workers are 
involved in the maintenance task. They were generally composed of two aged groups of 26–35 
(80%) and 36–45 (20%). Accordingly, 17 personnel worked at the structure inspection area, 
while the remaining were stationed at the engine bay (10), tire bay (4), hydraulic bay (3), NDT 
bay (4), and modification bay (2).  
 
Table 2: The prevalence of WMSDs for each body region last 12 months  

No. Body region Prevalence (%) 
1. Neck 28 (70.0) 
2. Shoulders 36 ( 90.0) 
3. Upper back 19 (47.5) 
4.  Upper arm  23 (57.5) 
5. Lower back 31 (77.5) 
6. Forearm 20 (50) 
7. Wrist 25 (62.5) 
8. Hands  26 (65.0) 
9. Hip/buttocks 11 (27.5) 
10. Thighs 16(6.4) 
11. Knees 36 (90.0) 
12. Lower legs 22 (55.0) 
13. Ankles/feet 15 (37.7) 

 
The highest prevalence of WMSDs for the past 12 months is at shoulders and knees with 
percentage of 90.0% (n = 36), followed by lower back 77.5%% (n = 31), neck 70% (n = 28), wrist 
62.5% (n = 25). 
 
Table 3: Chi-Square test showing an association between socio-demographic data 
and exposure risk factors of Musculoskeletal Disorders (12 months)  

Variables X2 df p-value 
Marital Status 21.982 17 0.185 
Highest 
Educational Level 

16.042 17 0.521 

Race 33.108 34 0.511 
Weight 368.056 374 0.577 
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Height 284.444 289 .0565 
Age 194.524 221 0.900 
Working Duration 
(in hours) 

32.647 34 0.534 

How long have you 
been working with 
the Royal 
Malaysian Air 
Forces? 

537.222 510 0.195 

 
Table 4: The prevalence of WMSDs for each body region last week 

No. Body region Prevalence (%) 

1. Neck 18 (45.0) 
2. Shoulders 24( 60.0) 

3. Upper back 18 (45) 
4.  Upper arm  14 (35.0) 

5. Lower back 10 (25.0) 

6. Forearm 6 (15) 
7. Wrist 11 (27.5) 
8. Hands  12 (30.0) 

9. Hip/buttocks 6 (15.5) 

10. Thighs 5 (12.5) 
11. Knees 17 (42.5) 
12. Lower legs 18 (45.0) 
13. Ankles/feet 9 (22.5) 

   
 
Table 5: Chi-square analysis 
 

Back 
pain 

is an 

exceptionally common medical problem and remains a significant aeromedical issue. Because of 
this challenge to both maintenance of flight status and the longevity of an aviator’s career, back 

Variables X2 df p-value 
Marital Status 8.769 17 0.947 
Highest 
Educational Level 

13.993 17 0.668 

Race 47.324 34 0.064 
Weight 391.861 374 0.252 
Height 322.667 289 0.084 
Age 271.452 221 0.012 
Working 
Duration (in 
hours) 

31.912 34 0.570 

How long have 
you been working 
with the Royal 
Malaysian Air 
Forces? 

590.278 510 0.008 
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pain in the aviation community may be underreported or unreported, making it difficult for 
clinical researchers to quantify Gaydos,2012; Knapik, et al., 2004). Revealed that large numbers 
of defence personnel involved in maintenance and repair suffer from WMSDs (Dave et al.,2020). 
Based on review article studies conducted by Ramlee et al., 2024 most of the maintenance 
personnel experienced with MSD symptoms depend on the body region and work activities.  
In this study, the researcher found that the highest prevalence of WMSDs for the past 12 months 
is at shoulders and knees with percentage of 90.0% (n = 36), followed by lower back 77.5%% 
(n = 31), neck 70% (n = 28), wrist 62.5% (n = 25). The highest prevalence of WMSDs for the past 
7 days is at shoulders with percentage of 60% and followed by neck, upper back, and lower legs 
45% (n= 18). Same result reported by Tegern et. al., (2020) as the higher prevalence of MSD (i.e. 
neck, shoulder, and thoracic regions). Asadi, et al 2019 indicated that the low back was the most 
reported region of the body experiencing aches, pain, and discomfort (41% of participants), while 
knees were the highest (68%) in cabin maintenance, likely due to constraints in the aircraft 
cabin. The knee was the most common anatomic location for MSD in both cohorts. Across each 
anatomical location (neck, upper back, low back, shoulders, elbow, hand, hip, knee, lower leg 
and foot), both point prevalence (p < 0.039) and one-year prevalence (p < 0.005) increased 
significantly from 2002 to 2012. (Halvarsson, et al., 2019). However, a study reported by 
Nogueira et al. (2012) indicates the lower back as the most affected body region of aircraft 
maintenance personnel. Yusuf et al., 2023 found that the highest prevalence was detected in the 
lower back region. Chae and Kim 2005 found that the prevalence of symptoms was (12.9%) in 
the lower back, (10.2%) in the shoulders, (9.4%) in the legs/foots, (9%) in the neck, (5.9%) in the 
hands/wrists/fingers, and (2.7%) in the arms/elbows. There is significant positive effect on 
WMSDs, and an increase in tasks performed by aviation maintenance workers led to an increase 
in WMSDs Mahmood et al (2022). Many participant claimed pain in their shoulders, knees, 
lower back and neck. The pain is due to bad posture used during the accomplishment of tasks in 
the workplace. These primarily tasks may lead the workers to a dangerous limit of MSDs. To lift 
heavy products, workers of the industry move their bodies forward or backward consistently to 
accomplish the required task. This movement of the body leads the workers to a significant level 
of back pain (Pronk, et al., 2012). Workers affected by MSDs must receive medical treatment 
because the increased level of MSDs causes the workers to die (Smith, et al., 2012).  
Chi square analysis for the one-week prevalence shows that there is association between age 
(p=0.012) and duration of services among military aircraft maintenance personnel. (p=0.008) 
with musculoskeletal symptoms. Age and duration of services are directly associated. It can be 
concluded that military aircraft maintenance personnel experience body pain and discomfort 
which leads to the risk of contracting WMSDs table 5. The frequency of having musculoskeletal 
symptoms in any body region was increased with age, lower education level, female gender, high 
BMI, job tenure and lifestyle (Krishnan, et al., 2021). However, diastolic blood pressure (DBP) 
work duration, gender, sleep duration) and poor exercise behaviors were the identified 
independent risk factors of WMSS among workers (Oluku, et al., 2020).  
However, according to Abdullah and Dawal, 2020 there is no association between individual 
factors (age and working experience) and musculoskeletal discomfort. 
Based on observations and interviews, researchers have suggested potential musculoskeletal 
injury risk factors include bending and working with twisted trunks (Zungu and Nigatu, 2015), 
lifting of aircraft parts (Kemp et al., 2010), high physical loads (Zungu and Nigatu, 2015), rapid 
muscle fatigue, and extended overhead activity (Irwin and Streilein, 2015). Injury risks were not 
limited to only task demands; studies have also suggested that the duration of employment 
(Zungu and Nigatu, 2015) and technicians' time in the office (Fajardo Rodriguez et al., 2016) 
may also be predictors for work-related musculoskeletal injuries. Overall, different physical 
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exposures may differentially increase the risk of WRMSDs at different body parts. Physical risk 
factors can be classified into eight categories: (a) awkward body postures such as twisting, 
bending, or cramping positions; (b) strenuous arm movements such as reaching or arms over 
shoulders level or arms away from body; (c) repetitive, forced, or prolonged works; (d) frequent 
or heavy lifting; (e) squatting or kneeling; (f) pushing, pulling, and carrying objects; (g) manual 
material handling (MMH); and (h) use of vibrating machines. Choi et al. (2016) stated that 
prevention programs for WMSD not only reduced the likelihood of these injuries but also 
improved ergonomic programs, increased morale, productivity, and profitability of an 
organization. 
 
CONCLUSION 
As conclusion in this study participant experienced with the MSD symptoms. Researchers 
suggested that the job rotation stretching exercise and WMSD awareness program as 
intervention for preventing the development of MSDs.  
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ABSTRACT 
 
This research investigates the Paduan costs within the tradition of saprahan in Sekura Village, 
Sambas District, West Kalimantan. Saprahan, an essential ritual in Sambas Malay culture, 
involves communal dining to celebrate significant moments such as weddings and births. Paduan 
in saprahan refers to the coordination in the presentation of dishes and the atmosphere of the 
event, which strengthens cultural identity, social networks, and preserves tradition and cultural 
values. This study utilizes a qualitative approach with in-depth interviews to gather data from 
community figures and saprahan event designers. Data analysis employs descriptive methods to 
identify the components of Paduan costs, including food, decorations, and music expenses. The 
findings of this research are expected to provide a deeper understanding of the financial aspects 
of the saprahan tradition and offer insights into the importance of preserving local culture. The 
conclusions drawn from this study are expected to contribute to efforts aimed at preserving and 
strengthening Sambas Malay culture, as well as inspiring the conservation of local cultures in 
other regions. 
 
Keywords: Culture, Tradition, Saprahan, Paduan Costs 
 
INTRODUCTION 
Culture plays a crucial role for the young generation as it forms the foundation of their identity, 
enriches life experiences, and opens doors to a deeper understanding of the world around them. 
Through exploration and acceptance of diverse cultural aspects such as art, music, literature, 
and traditions, young people can feel a strong connection to their cultural roots and develop a 
better understanding of the values embraced by their community. (Nur Ica Dewi & Hasan, 2022) 
Additionally, through interactions with other cultures, the young generation can broaden their 
perspectives, enrich their creativity, and develop the interpersonal skills necessary for living in 
an increasingly connected global society. By understanding and appreciating cultural diversity, 
the young generation can become agents of positive change in building a more inclusive, 
equitable, and sustainable world.(Putri et al., 2021) 
Often, we see that the practitioners of culture are typically older individuals who have been 
familiar with their culture since childhood. Nowadays, it is rare to find young people who 
proudly and diligently study and preserve their own culture. (Ketut et al., 2021). This is why it is 
important for the young generation to recognize that their culture is a heritage that must be 
preserved and passed down. If the current young generation is unable to preserve or pass on 
their culture to the next generation, it is certain that the culture will eventually become extinct. 
(D. A. P. R. Izhar Salim, 2021) This aligns with research conducted by Nahak, which states that 
culture will continue to exist because its inheritors will always be there. (Nahak, 2019) The 
interaction between culture and accounting involves mutual influence in the context of financial 
recording, reporting, and business decision-making. Culture plays a significant role in shaping 
accounting practices, both directly and indirectly. (Nur Ica Dewi & Hasan, 2022) For example, 
cultural values such as honesty, transparency, and fairness can influence a company's approach 
to financial reporting and compliance with accounting standards. This is emphasized by research 
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from Galuh, which states that accounting practices are one form of cultural heritage existing 
within community traditions. (Purbaningtyas, 2013). 
On the other hand, broader social and cultural norms can also influence how companies assess 
assets, liabilities, and risks in the decision-making process. Cultural differences between 
countries or social groups can also be reflected in the diversity of accounting practices in various 
global contexts. Thus, the interaction between culture and accounting is dynamic and complex, 
forming the basis for business practices that align with prevailing cultural values and norms.  
(Ramadhan, 2019) 
One culture that is still preserved is the Saprahan tradition in Sekura Village, Sambas District, 
West Kalimantan. Saprahan is a significant tradition in the Malay culture of Sambas. It involves 
a communal eating event organized by the Malay community of Sambas to celebrate important 
moments such as weddings, births, or other traditional events. The Saprahan event is usually 
held at a home or a spacious venue to accommodate many guests. (D. , A. P. , R. Izhar Salim, 
2021) 
In Saprahan, the Malay community of Sambas typically serves a variety of traditional dishes that 
are rich in flavor and variety. These dishes may include rice, side dishes, and snacks such as 
traditional cakes. Commonly served dishes include rendang, curry, grilled fish, satay, and 
various types of cookies or moist cakes. Beyond being an occasion to enjoy delicious meals, 
Saprahan also holds deep social and cultural significance in the Malay culture of Sambas. 
(Riansyah, 2023) This event strengthens social bonds among community members, enhances 
solidarity, and reinforces relationships between individuals and groups. Saprahan also serves as 
a platform to introduce customs and traditions to the younger generation, thereby preserving 
cultural heritage and traditional values. (Muhammad Kamal Yasir, 2020). 
Overall, Saprahan plays a vital role in strengthening the cultural identity of the Malay Sambas 
community, reinforcing social networks, and preserving the continuity of traditions and cultural 
values passed down through generations. (Januardi et al., 2022) 
Based on this background, the researcher conducts a study related to uncovering the costs of 
"Paduan" in the Saprahan tradition in Sekura Village. This study will focus on the details of the 
costs of one "Paduan" in Saprahan. In the context of Saprahan culture, "Paduan" refers to the 
harmony or coherence in the presentation of dishes and the ambiance of the event. 
 
LITERATURE REVIEW 
Culture comprises a set of values, norms, traditions, and practices adopted and passed down by 
a group or society. It encompasses various aspects of life, including language, religion, arts, 
music, value systems, social structures, as well as beliefs and rituals. This reflects the way of life 
and worldview of a group, shaping their identity as individuals and as members of society. 
Culture plays a crucial role in shaping human behavior, thoughts, and interactions, and serves 
as a foundation for social, economic, and political continuity. (Abdul Wahab Syakhrani, 2022) 
 
 
Saprahan 
Saprahan is a communal eating tradition rich with the customs and culture of the Malay people 
in Sambas District, West Kalimantan. This tradition emphasizes the spirit of cooperation and 
togetherness, particularly during wedding events, and involves the community in its preparation 
and execution. Guests sit in a circle during the Saprahan meal, and traditional attire is commonly 
worn. There are specific rules about who may sit in certain positions. This tradition is considered 
important to preserve, as it reflects the familial values and collaborative spirit of the Sambas 
community. (Astrini et al., 2021) 
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Paduan 
In the Saprahan tradition, "paduan" refers to the aspects of togetherness and courtesy during 
the communal eating process. It reflects the familial values and collaborative spirit among the 
participants. Guests sit together in a circular arrangement, demonstrating equality and 
closeness, with specific seating rules that respect social status and age. This symbolizes unity 
and harmony within the community. In the Saprahan tradition, the "paduan" mentioned refers 
to one circle containing six plates of rice and several side dishes. (Izhar Salim et al., 2021) 
 
 
Accounting 
Accounting is the practice of managing and reporting the finances of an organization or 
individual. It includes recording transactions, classifying assets and liabilities, and preparing 
financial statements to analyze performance and financial position. This process aids in 
decision-making, financial planning, and ensuring compliance with financial standards and 
regulations. Accounting is considered the "language of business," providing an overview of an 
entity's economic condition to stakeholders such as investors, creditors, and regulators. (Ali Afif, 
2020) 
 
 
Cost 
Cost is the economic value sacrificed to obtain a specific benefit or service, recognized in 
accounting. It includes all expenses necessary to acquire goods or services that can help generate 
revenue. Costs can be divided into several categories, such as fixed costs, variable costs, direct 
costs, and indirect costs, depending on their relationship to production volume, function, or 
allocation. Effective cost management is crucial for optimizing the profitability and operational 
efficiency of an entity. (Hidayat & Salim, 2019) 
 
METHODOLOGY 
This research discusses the interrelation between culture and accounting within the culture of 
the Sambas community, particularly in Sekura Village. Reflecting on these aspects, the research 
method employed is qualitative with an ethnographic approach. Qualitative research is a method 
used to uncover information contained within a phenomenon. The phenomenon in question is 
that which exists within the community. According to Moleong (2002), qualitative research is 
intended to understand phenomena about what is experienced by research subjects such as 
behavior, perception, motivation, action, and others in a holistic manner and by descriptive 
means in words and language, in a specific natural context utilizing various natural methods. 
Additionally, the approach used by the researcher in this study is ethnographic. This approach 
was chosen by the researcher due to its relevance to the culture within the community. According 
to Morissan (2019), ethnography is a combination of the words ethno (nation) and graphy (to 
describe/depict). It can be concluded that ethnography is an effort to describe or depict a culture 
or cultural aspects. 
In qualitative research with an ethnographic approach, there are three data collection 
techniques. According to Morissan (2019), these data collection techniques are in-depth 
interviews, field observations, and document studies. The first technique is the in-depth 
interview, which was conducted with Mr. Arni, a respected elder in Sekura Village. An in-depth 
interview is a process of obtaining information for research purposes through a question-and-
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answer session face-to-face between the interviewer and the informant or interviewee, with or 
without the use of an interview guide, where the interviewer and informant engage in social life 
over a relatively long period (Muhammad Rizal Pahlevianur et al., 2022). Additionally, the 
technique used is field observation. Field observation is a method useful for systematically 
collecting data and developing theory (Morissan, 2019). Field observations conducted in this 
study involved participating and following the Saprahan activities held in Sekura Village. The 
last data collection technique is document study. Document study or document analysis is a form 
of qualitative research where documents are interpreted by the researcher to give voice and 
meaning regarding a research topic (Morissan, 2019). 
The research location is the place where the study is conducted. In this case, it is located in 
Sekura Village, Teluk Keramat Subdistrict, Sambas District, West Kalimantan, with the research 
subject being the Saprahan tradition carried out by the Sekura community. The researcher chose 
Sekura Village because the Saprahan tradition is still well-preserved by the Sekura village 
community. This Saprahan tradition is conducted by the Sekura community every time there is 
a celebration in the village. The celebrations are not limited to weddings but also include Ruahan 
ceremonies performed before the month of Ramadan and the sacrifice during Eid al-Adha. 
 
 
RESULTS AND DISCUSSION 
Based on the data collection conducted by the researcher using methods such as in-depth 
interviews, field observations, and document studies, the results obtained are as follows: 
In-depth Interviews 
In-depth interviews are a popular data collection method in qualitative research, where 
researchers gather detailed information from respondents. The goal is to understand the views, 
experiences, or motivations of respondents related to a specific topic. This technique prioritizes 
flexibility and depth of discussion, allowing researchers to modify questions during the interview 
based on the responses provided by respondents. (Kistanto, 2020) Researchers often use an 
interview guide that contains a list of questions or topics to be discussed, but they are not rigidly 
bound to this structure, allowing for a more natural flow of conversation and more authentic 
responses.. 
This data analysis involves transcribing the interviews and interpreting them to identify 
emerging themes or patterns. These results can provide deep insights into the perceptions, 
attitudes, and behaviors of individuals towards the researched issue. This is invaluable in 
forming a more nuanced and detailed understanding of social or psychological phenomena, 
often yielding discoveries that cannot be achieved through quantitative methods. Additionally, 
findings from in-depth interviews can be used to build theory or provide a richer context for the 
results of quantitative research. 
Based on the in-depth interview with Mr. Arni, who is an elder in Sekura Village, the following 
results were obtained: 
The first question the researcher asked the informant was, "What is the preparation process in 
the Saprahan tradition? 
From the question above, the informant responded as follows: 
“Dalam proses persiapan tradisi saprahan, biasanya tuan rumah yang akan melaksanakan 
tradisi saprahan mempersiapkan beberapa catatan lauk pauk yang akan di sajikan di dalam 
satu Paduan, biasanya di dalam satu Paduan terdapat beberapa lauk seperti, ayam opor, 
semur daging, pacri nanas, telur rebus, sambal goreng, acar timun dan nasi satu bakul. Lauk 
satu Paduan ini bukan standar, amun umum nya seperti ini. Setelah jenis lauk catat, Langkah 
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selanjutnya menyiapkan perlengkapan makan dalam satu Paduan, diantaranya nampan, 
piring sebanyak 6 buah, mangkok tujuh buah, satu bakul, enam gelas dan satu teko.” 
After answering the first question, the researcher asked the next question: "How is the financing 
process for the Saprahan tradition managed, and how much capital must the host prepare when 
planning to carry out this tradition? 
From the question above, the informant responded as follows: 
“untuk proses pembiayaan dari saprahan ini biasanya tuan rumah akan menghitung harga 1 
paduan, mulai dari lauknya hingga sewa dari peralatan makan, karena sekarang sudah ada 
yang menyewakan peralatan makan, tapi kalua misalnya ada keluarga yang memiliki 
peralatan makan seperti piring atau nampan maka biaya sewa bisa di minimalkan karena 
kita bisa minjam dengan keluarga, nah untuk lauk pauk tuan rumah akan menghitung satu 
paduan berapa rupiah, mulai dari ayam setengah ekor, daging 2,5 ons, telur 3 ubah, timun 3 
buah nanas setengah buah dan nasi untuk porsi 6 orang. Apabila telah dapat harga 1 paduan, 
biasa nya harga 1 paduan itu sekirat kurang lebih 100 – 150 rb tergantung menu. Nah setelah 
itu baru tuan rumah akan menghitung berapa banyak tamu undangan yang akan di undang, 
contoh tuan rumah akan mengundang kurang lebih 400 orang, 400 orang ini terbagi dari 
beberapa orang dari beberapa desa dan dusun tetangga, biasa nya 1 desa atau 1 dusun hadir 
sebanyak 10 – 20 orang dan jumlah dusun atau desa yang hadir biasanya sekitar 20 dusun 
dan desa. Jadi total nya kurang lebih 400an orang.” 
After receiving an explanation from the informant about the capital cost of one "paduan," the 
researcher asked the final question: "Compared to the price of one portion at a restaurant, is the 
price the same for one portion, or does it differ for the same portion?" 
From the question above, the informant answered: 
“saya kurang tau juga ya.. soalnya kalo di lihat kita hanya menghitung harga lauknya aja 
tanpa menghitung biaya jasanya termasuk upah tenaga kerjanya, karena kalo masak untuk 
saprahan ini biasanya tuan rumah akan di bantu oleh tetangga dan keluarga dan masaknya 
di rumah tuan rumah. Selain itu tuan rumah hanya menyiapkan kue dan minum aja untuk 
yang masak” 
Based on the results of the in-depth interview with the informant, there are several important 
pieces of information, namely: 
The capital required for the Saprahan event depends on the number of side dishes and the 
number of guests attending. 
The cost of cooking and labor is not calculated because it is provided by family and neighbors. 
The informant has never compared the price of one portion at a Saprahan with the price of one 
portion at a restaurant. 
 
 
Field Observation 
Field observation in qualitative research is a data collection technique that involves direct 
observation of the subject or phenomenon being studied in its natural environment. This method 
allows researchers to gain a deep understanding of the social interactions, processes, and 
behaviors that occur naturally without manipulation by the researcher. The observation can be 
participatory, where the researcher engages in the daily activities of the research subjects, or 
non-participatory, where the researcher observes without direct involvement. (Moleong, 2002)  
The advantage of field observation is its ability to provide a rich context and in-depth data that 
often cannot be uncovered through other research techniques such as surveys or interviews. This 
observation is particularly useful in identifying and understanding the social dynamics, norms, 
and values that prevail within a group or community. However, this method requires a 
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considerable amount of time and can be influenced by the researcher's subjectivity, making it 
important to conduct it with thoroughness and deep reflection. 
Based on field observations, the researcher found that the preparation process for Saprahan 
involves many people, including neighbors and family, and generally is divided into two stages. 
The first stage is the preparation or cooking of the side dishes. This process involves neighbors 
and family, and typically, several neighbors come bringing additional ingredients such as 
chicken, eggs, rice, coffee, sugar, red onions, garlic, and others, allowing the host to prepare more 
portions of the side dishes that will be served. During the cooking process, there is usually one 
cook who directs what needs to be prepared and cooked first. In this process, it is evident that 
the Saprahan tradition is deeply familial, as it not only involves adults but also includes children 
who work together to tidy the host's house and prepare trays to be served to guests.  
The next stage is the arrival of the invited guests. The process begins with the recitation of Yasin 
and prayers for the host's well-being. After that, the host will serve the food on a tray commonly 
called a "saprah." When the host starts serving one saprah, the guests will automatically form a 
circle and gather in groups of six, which is called a "Paduan." Once the saprah is served, the 
guests begin to enjoy the meal. 
After the Saprahan event is finished, the women usually come and bring empty containers, such 
as tiffin carriers or food containers, to take home leftovers. 
Document Study 
Document study in qualitative research is a data collection method that involves analyzing 
written or visual materials related to the phenomenon being studied. These documents are used 
to gain insights into the background, context, and other aspects of the research subject. The 
documents examined can come from official or unofficial sources, and their analysis can provide 
a deep understanding of the history, practices, and beliefs within a community or organization. 
Document study is often used to complement other data collection methods such as interviews 
or field observations, helping researchers build a more comprehensive picture of the situation 
being studied. (Morissan, 2019) 
Documents that can be used in qualitative research are very diverse, including government 
archives, newspapers, magazines, journals, meeting minutes, annual reports, internal memos, 
correspondence, conversation transcripts, photos, and videos. These documents can be public 
materials that are easily accessible or private archives that may require permission to access. 
The selection of documents should align with the research objectives, ensuring that the material 
is relevant and can provide significant insights into the research questions posed. Using various 
document sources helps in data triangulation, increasing the validity and depth of analysis in 
qualitative research. 
Based on documents available on the website warisanbudaya.kemendikbud.go.id, the Saprahan 
culture has become a time-honored tradition among the Malay community of Sambas. This 
culture is continuously preserved by the community because it embodies strong and profound 
values of brotherhood. These values of brotherhood reflect the solidarity and togetherness that 
form an essential foundation in the social life of the community. By celebrating and maintaining 
this culture, community members feel a closer bond with one another, strengthening the social 
networks that support them in various aspects of life, from social to economic. Moreover, this 
culture is often integrated into rituals, celebrations, and daily activities, allowing this knowledge 
and these values to be passed down from generation to generation. 
Through the Saprahan tradition, these values of brotherhood are not only preserved but also 
enriched and adapted to contemporary conditions. This helps the community face social changes 
and economic challenges while maintaining their cultural identity and uniqueness. Thus, the 
preservation of this culture becomes an essential means of building and strengthening the 
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community's sustainability, ensuring that the core values they uphold are not lost amidst the 
currents of globalization and modernization. 
However, on the website warisanbudaya.kemdikbud.go.id, there is no information regarding the 
costs incurred for the Saprahan tradition. 
However, if compared to the cost of meals at restaurants in Sambas Regency with the same 
portions, the price will be different. This is due to the inclusion of operational costs, service 
charges, and labor costs. 

 
 

 
 
 

 

 
 
CONCLUSION 

https://warisanbudaya.kemdikbud.go.id/?newdetail&detailCatat=1185


327 
 

 

Based on the discussion above, it can be concluded that the Saprahan culture is a highly 
significant cultural element in the community, especially in strengthening the bonds of 
brotherhood and solidarity among its members. The Saprahan tradition, which involves 
communal eating from a large shared platter, serves not only as a symbol of unity but also as a 
practice that supports the principles of togetherness and equality among participants. Through 
this activity, the values of family and mutual cooperation are continuously nurtured, 
demonstrating how tradition can play a vital role in maintaining social structure and 
interpersonal relationships within a community. 
The continuity of the Saprahan culture also demonstrates how tradition can be adapted to 
remain relevant in changing social and economic conditions. This reflects the resilience and 
flexibility of culture in facing modernization while preserving the core values they have 
inherited. Therefore, the preservation of the Saprahan culture is not only important for 
maintaining cultural identity and heritage but also as a means to strengthen communal networks 
and support the social and cultural sustainability of the community. 
In the context of costs, carrying out the Saprahan tradition indeed requires a significant 
allocation of resources. However, this investment is often considered an important part of 
community activities that celebrate and strengthen the aforementioned social values. The costs 
involved in Saprahan can include the procurement of food to be shared, preparation of the 
venue, and often the provision of dining equipment. 
Although there are costs involved, the community usually views these expenses as an investment 
in maintaining social harmony and continuity. These costs are often shared among community 
members through donations or mutual cooperation, reflecting the fundamental principles of 
Saprahan itself—equality and togetherness. Thus, the costs are not just a burden but also a form 
of active participation by each individual in the preservation and practice of this valuable culture, 
ultimately strengthening social bonds and unity among community members 
Furthermore, there is no information on the page 
https://warisanbudaya.kemdikbud.go.id/?newdetail&detailCatat=1185, which is a document 
study, regarding the costs involved in the Saprahan tradition. Therefore, further research or data 
collection through other methods such as interviews or observations may be necessary to obtain 
detailed information about the financial aspects of this tradition. Document studies are often 
useful for understanding the historical context and cultural values of a tradition, but they may 
lack details about operational or economic aspects unless the documents specifically address 
these issues. 
In such cases, researchers can delve deeper through discussions with stakeholders or community 
members directly involved in organizing the Saprahan. Interviews with organizers, participants, 
and financial supporters can provide insights into how costs are collected and managed, as well 
as how these costs affect participation and the perceived value of the tradition in the eyes of the 
community. This also highlights the importance of using a mixed-methods approach in 
qualitative research to obtain a more comprehensive and multidimensional understanding of 
the phenomenon being studied. 
In discussing the Saprahan culture and the associated costs, it is highly recommended to 
combine in-depth qualitative research with quantitative methods to obtain a more 
comprehensive picture. Collecting data through interviews with cultural practitioners and local 
observers will provide deep insights into the social and cultural values of Saprahan. Meanwhile, 
surveys or financial data collection can help identify the average costs incurred in organizing 
Saprahan, as well as how these costs are shared within the community. By combining these two 
types of data, the research can offer a more balanced perspective on how this tradition is 
maintained and valued in the broader economic and social context. Additionally, considering an 

https://warisanbudaya.kemdikbud.go.id/?newdetail&detailCatat=1185
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analysis of how economic or social changes impact the practice of Saprahan will enrich the 
discussion and relevance of this study to current and future conditions.  
 
CONCLUSION 
A better understanding of cost management in the Saprahan culture involves systematically 
documenting financial records. This approach not only helps map out expenses and funding 
sources but also provides transparency, which can enhance trust and participation among 
community members. Transparency is crucial, especially if the activity costs are shared equally 
or involve donations from participants, as it ensures that everyone feels fairly treated and fully 
engaged in the process. Furthermore, good documentation can serve as a valuable archive for 
future studies and as a reference for the next generation on how Saprahan is organized. 
Therefore, emphasizing the need for financial record-keeping in cultural activities like Saprahan 
can support the sustainability and growth of this tradition within the community.  
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ABSTRACT 
 
This study aims to determine and analyze the effect of human development, corruption and 
unemployment on economic growth in ASEAN countries partially and simultaneously. The type 
of research used is quantitative research which is mathematical in nature and uses systematic 
formulas. As for the type of data in this study is secondary data using panel data regression 
method with the Random Effect Model. The number of observations in this research were 70 
observations with 10 ASEAN countries and 7 years (2012 - 2018). Data sourced from United 
Nation Development Programme, Transparency International and World Bank. The results 
indicates that the human development index had a negative and significant effect on economic 
growth in ASEAN countries in 2012 - 2018. While the corruption perception index and 
unemployment rate have no effect on siginificant effect. The implications of this study is that the 
relevant authorities need to strengthen the quality side of human development, so that it can 
have a positive impact on the economy. 
 
Keywords: Economic Growth; Human Development Index; Corruption Perception Index; 
Unemployement Rate, ASEAN 
 
INTRODUCTION 
The Association of Southeast Asian Nations (ASEAN) is a regional organization established on 
8 August 1967, by Indonesia, Malaysia, the Philippines, Singapore, and Thailand. The main 
purpose of this organization is to foster political and economic stability in Southeast Asia, 
responding to Cold War-era tensions. Over time, the organization has grown to 11 members 
(2022), namely Indonesia, Malaysia, Singapore, Philippines, Thailand, Laos, Cambodia, 
Myanmar, Brunei Darussalam, Vietnam, and Timor Leste. The organization serves as a regional 
forum adapting to global dynamics and enhancing cooperation among Southeast Asian 
countries. 
One of the cooperation that carried out by the ASEAN is through the economic growth of the 
country itself. Economic growth is one of the determinants in measuring the progress of a 
country. This is because economic growth has a significant impact on people's welfare. Kuznets 
says “economic growth is the long-term increase in a country's ability to provide more and more 
types of economic goods to its population. This ability grows in accordance with technological 
progress, and the institutional and ideological adjustments it requires”.  
The level of economic growth also reflects a country's ability to increase production and increase 
distribution of goods and services over a period of time. This encourages sustainable growth that 
can make a positive contribution to increasing per capita income and improving social welfare. 
Therefore, economic growth is a top priority for a country to prosper its population. With a high 
level of economic growth, it is expected that there will be an increase in per capita income, 
improved infrastructure, and increased access to public services. Therefore, understanding the 
factors that influence economic growth is crucial to designing the right policies to improve 
people's welfare.  
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Several criteria factors that might influence the level of economic growth such as Human 
Development, Corruption Level, and Unemployment Rate. One of the following way of 
measuring the level of human development can be seen from the country's Human Development 
Index (HDI). HDI is a measure to see the impact of regional development performance which 
has a very broad dimension, because it shows the quality of region’s population in terms of life 
expectancy, education and decent standard of living 
The other criteria is the level of corruption as measured by corruption perception index. The 
Corruption Perception Index (CPI) is a measure used to assess the extent to which a country's or 
organization's government behavior and practices are perceived to be free from corruption. The 
index attempts to measure the level of transparency, accountability and cleanliness in the 
government system, with the expectation that clean government can reduce the level of 
corruption. At this point corruption in ASEAN has been a biggest treats to economic growth 
The unemployment rate is the percentage of the labor force that is actively seeking work and has 
not been successful in finding work. Unemployment gives an idea of the extent to which jobs are 
available in an economy. A high percentage indicates difficulty in finding work, while a low 
percentage tends to reflect success in job creation. Unfortunately this problem cannot be solved 
in any country and has been a main concern to ASEAN countries. 
ASEAN countries have tried to increase their economic growth rates to achieve the goals of 
economic development and public welfare that can be seen through human development, 
corruption and unemployement rate. In terms of human development, it reflects the extent to 
which the quality of human resources contained in the country. The level of corruption reflects 
how the government behaves in carrying out its duties. Meanwhile, the unemployment rate 
reflects the picture of available job opportunities. Theefore the main purpose of this study is to 
determine and analyze the effect of human development, corruption and unemployment on 
economic growth in ASEAN countries partially and simultaneously.  
 
LITERATURE REVIEWS 
HUMAN DEVELOPMENT 
Human development according to the UNDP (United Nation Development Program) in 1990 
was defined as "a process of enlarging people's choices" which means the process of expanding 
choices for humans where humans (residents) are the ultimate goal of development. Human 
development is important because if a region does not have potential natural resources, it can 
use human resources to develop and advance the region. 
According to Melliana and Zain (2013), the Human Development Index is a measure to see the 
impact of development performance that has a very broad dimension, because it shows the 
quality of the population of a region. The Human Development Index (HDI) is a composite index 
used to measure the overall achievement of a region/country.  
In the Human Development Index (HDI), there are three compositions of indicators used to 
measure the size of a country's human development index, namely: 
The level of health is measured by life expectancy at birth (infant mortality rate).  
Education is measured by Mean Years of Schooling and Expected Years of Schooling. 
Standard of living is measured by the level of expenditure/consumption per capita. 
Geometrically, the HDI calculation formula can be written as follows: 

𝐻𝐷𝐼 =  √𝐼𝐻𝑒𝑎𝑙𝑡ℎ 𝑥 𝐼𝐸𝑑𝑢𝑐𝑎𝑡𝑖𝑜𝑛 𝑥 𝐼𝐶𝑜𝑛𝑠𝑢𝑚𝑝𝑡𝑖𝑜𝑛
3  x 100  

In general, the Human Development Index has a causal relationship with economic growth. This 
is because the trade-off of HDI through economic growth is poverty. As we know, poverty causes 
an increase in the value of subsidies which directly affects the value of state investment. When 
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investment decreases, economic growth will decrease. On the other hand, when investment 
increases, economic growth will also increase. 
The Human Development Index (HDI) in ASEAN countries is crucial for national progress, as it 
reflects the quality of human resources. Economic and social indicators, which depict societal 
welfare and prosperity, are closely linked to human development. Macroeconomic factors such 
as economic growth, per capita income, and economic structure significantly impact human 
development, thereby enhancing national prosperity. Human development involves improving 
welfare, eradicating poverty, and enhancing quality of life.  
The Human Development Index in the ASEAN region is still led by Singapore, which is almost 
close to the maximum value of 1, namely 0.94, followed by Brunei with its HDI value of 0.83 in 
2018. This shows that there is a significant gap or difference between the two countries which 
arguably have the smallest area in the Southeast Asian region. Cambodia and Myanmar have the 
smallest HDI value among ASEAN countries at 0.59 in 2018. 
 
CORRUPTION 
Corruption is a form of dishonesty committed by a person or agency either directly or indirectly 
against something valuable for their own interests or the interests of the agency. Corruption is a 
major obstacle and challenge to economic development because it can disrupt development by 
distorting regulations or laws. 
An act is said to be an act of corruption when giving or receiving gifts or bribes, embezzlement 
in office, extortion in office, and also participating in the procurement and receiving of gratuities 
for civil servants or state officials. Of the several definitions of corruption, the definition that is 
often used as a reference in cross-country corruption studies is the definition of corruption 
according to Transparency International (TI). Transparency International defines corruption as 
the abuse of entrusted power for personal gain in both the public and private sectors. 
Transparency International (TI) is one of the institutions or organizations that conducts surveys 
to businessmen, the public, and experts about the perception of corruption in a country. The 
perception of corruption from the public, entrepreneurs, and experts is then presented in the 
form of an index called the Corruption Perception Index (CPI). Transparency International uses 
the Corruption Perception Index to measure a country's level of corruption in the public sector. 
The CPI is an aggregate indicator that combines multiple sources of information on corruption, 
making it possible to compare countries' corruption levels. All sources of information used to 
construct the CPI are produced by reputable data collection organizations. 
The Corruption Perception Index (CPI) is presented in the form of a value with a range from 0 
to 100. If the CPI is closer to 0 (zero), the higher the level of corruption in the country. 
Conversely, if the GPA is closer to 100 (one hundred), the lower the level of corruption in the 
country. The scores indicate respondents' assessment of the risk of corruption and the 
effectiveness of corruption eradication. 
One of the theories that allude to corruption and economic growth is shown by Harrod 
Dommar's theory. He said “investment plays an important role in economic growth. Through 
increased investment requires sustained real income growth that is sufficient to ensure the full 
utilization of developed capital.” Along with the theory, some assumption mentioned about the 
ICOR. In this case, corruption makes the ICOR (Incremental Capital Output Ratio) level 
increase. When ICOR increases, the value of investment will decrease. This is because, to take 
care of ICOR requires costs. Therefore, corruption actually reduces the value of investment, 
which also reduces the value of a country's economic growth.  
Based on the data collected from Transparency International, Singapore has the most CPI 
among the ASEAN countries and almost got a perfect index score. That means Singapore 
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indicates as a very clean countries from corruption. Meanwhile, the CPI values of Laos and 
Myanmar are 20 and close to 0, which means that the country is prone to corruption. 
 
UNEMPLOYEMENT RATE 
Unemployment is a problem that almost always exists in every economy, especially in developed 
and developing countries. In general, unemployment is defined as the inability of the labor force 
to obtain jobs that they need and want.  
Unemployment is a state of joblessness faced by workers who try to find work but do not obtain 
it. Unemployment can cause a decline in the level of prosperity and welfare of the community 
and has an impact on various economic and social aspects, such as a decline in community 
income, a reduction in consumption expenditure, disruption to family health, and adverse 
psychological effects due to the absence of income. 
Unemployment theory has several theories that explain it, such as the Classical Theory and the 
Keynes Theory. The Classical Theory considers that unemployment can be prevented through 
the supply side and the price mechanism in the free market in order to ensure the creation of 
demand that will absorb all supply. Keynes' theory states that the problem of unemployment 
occurs due to low aggregate demand. With low aggregate demand, the economic growth of a 
country also decreases. This is why there is a reciprocal relationship between unemployment 
and a country's economic growth. 
The macro theory that governs the relationship between unemployment and economic growth 
is Okun's law. Okun's law is the inverse relationship between macroeconomic cyclical 
fluctuations in output and changes in the unemployment rate. Okun's law states that for every 
one percent reduction in unemployment, real GDP will increase by 2.5 percent. However, the 
correlation has a negative relationship in the short term and long term.  
Unemployment in ASEAN is a common and unavoidable problem. Some of them can reduce the 
unemployment rate to stagnant point from year to year. Meanwhile, some of them are still 
surviving and trying to reduce the unemployment rate in their countries. Based on data obtained 
from Our World In Data, Cambodia had a minimum unemployment rate of 0.1% in 2018 while 
Brunei had the highest unemployment rate for ASEAN countries in the same year at 8.7%. 
 
ECONOMIC GROWTH 
Economic growth is one indicator of the welfare of development in an economy. Economic 
growth has the meaning of development in the economy which causes the goods and services 
produced in the community to increase and the level of prosperity of the community to increase. 
The progress of an economy is determined by the magnitude of the country's economic growth. 
A country is said to experience economic growth if there is a sustainable change for the better in 
its economic conditions. Economic growth refers to an increase in production per person over a 
long period of time. There are three important things that need to be considered in economic 
growth, namely the process, output per capita, and a long period of time. This shows that 
economic growth focuses on the process, so it cannot be considered as a picture of economic 
conditions at a certain point in time. 
According to Raharjo (2013), economic growth is an effort to increase production capacity to 
achieve additional output, which is measured using Gross Domestic Product (GDP) or using 
Gross Regional Domestic Product (GRDP) in a region. Simon Kuznets (in Arsyad, 2010) states 
that economic growth is a long-term increase in the capacity of the country concerned to provide 
various economic goods to its population. The increase in capacity is made possible by 
technological, institutional and ideological advances and adjustments to various existing 
conditions. 
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The five characteristics of economic growth found in almost all developed countries (Kuznet, 
2010) are as follows. 
1. High growth rate of output per capita and population growth 
2. High rate of productivity increase 
3. High rate of structural transformation of the economy 
4. High degree of social and ideological transformation 
5. Limited spread of economic growth that only reaches about one-third of the world's 
population  
Some of the Classical Economic theorist such as Adam Smith explained how to analyze economic 
growth through two main factors, namely total output and population growth. In calculating 
total output, three variables are considered, namely natural resources, human resources, and 
capital. Meanwhile, population growth is used to determine the size of the market and the rate 
of economic growth. In the other hand,  according to David Ricardo, to achieve economic growth, 
better technological development and adequate capital accumulation are required to increase 
labor productivity. 
Economic growth in ASEAN countries varies widely. According to data, Myanmar had the 
highest economic growth in Southeast Asia, reaching 8.2% in 2014. Meanwhile, Indonesia 
recorded an economic growth of 5.01% in 2014. The economic growth rate in Brunei showed 
negative results from 2013 to 2016. The recession experienced by Brunei over the years was 
finally restored to positive numbers in 2017. 
Although economic growth in ASEAN varies, the region is considered to have strong economic 
fundamentals for sustainable development. Economic cooperation in ASEAN also provides 
various benefits to the community, including increased market access and opportunities for 
Indonesian businesses. Economic growth rates hold key importance for ASEAN countries. This 
is entirely dependent on the government's policy in managing the country 
 
METHODOLOGY 
This research uses a quantitative approach with the panel data method (pooled data). It is said 
to be panel data because the data is a combination of Time Series and Cross Section. The time 
series data spans the years 2012 - 2018, while the cross section data has individuals from 10 
ASEAN countries. The data collection technique used is secondary data where data is obtained 
from Our World in Data, United Nations Development Program, World Bank and Transparency 
International and then processed from other sources such as previous research, relevant 
journals and related articles to complete the information needed during the research. The 
independent variable of this research is economic growth, while the dependent variables of this 
research is human development, corruption and unemployement rate. 
According to Widarjono (2018) panel data regression has the same purpose as multiple linear 
regression, which predicts the intercept and slope values. The use of panel data in regression will 
produce different intercepts and slopes for each individual and each time period. The panel 
regression model is divided into 3 models, namely the Common Effect Model (CEM), Fixed 
Effect Model (FEM) and Random Effect Model (REM).  
 
COMMON EFFECT MODEL (CEM) 
The Common Effect Model is a simple model for estimating panel data model parameters by 
simply combining time series and cross section data without seeing any differences between time 
and individuals (countries). The approach used is the Ordinary Least Square (OLS) method as 
the estimation technique. The Common Effect Model ignores differences in the dimensions of 
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individuals and time or in other words the data between individuals are the same in various time 
periods (Ghozali, et al 2013: 251). Generally written into the following equation: 
𝑮𝑹𝑾𝑻𝑯𝒊𝒕 =  𝜷𝟎 +  𝜷𝟏𝑯𝑫𝑰𝒊𝒕 + 𝜷𝟐𝑪𝑷𝑰𝒊𝒕 − 𝜷𝟑𝑼𝒏𝒆𝒎𝒑𝒊𝒕 + 𝜺𝒊𝒕 ..... (1) 
Where: 
GRWTH  = Economic Growth 
𝛽0  = Intercept 
HDI  = Human Development Index 
CPI  = Corruption Perception Index 
Unemp  = Unemployement Rate 
𝛽1, 𝛽2, 𝛽3 = Slope 
t   = Year 2012 – 2018 
i   = 10 ASEAN Countries 
ɛ   = Error Terms 
 
FIXED EFFECT MODEL (FEM) 
Fixed Effect Model is a model that shows there are differences in intercepts for each individual 
(entity), but the individual intercepts do not vary over time (constant). So, the fixed effect model 
assumes that the slope coefficient does not vary over time and individuals (countries). The 
approach used is the Ordinary Least Square (OLS) method as the estimation technique. The 
advantages possessed by this method are that it can distinguish individual effects and time 
effects and this method does not need to use the assumption that the error component is not 
correlated with the independent variables (Ghozali et al, 2013: 261). In general, the equation is 
written as follows: 
𝑮𝑹𝑾𝑻𝑯𝒊𝒕 =  𝜷𝟎𝒊𝒕 +  𝜷𝟏𝑯𝑫𝑰𝒊𝒕 + 𝜷𝟐𝑪𝑷𝑰𝒊𝒕 − 𝜷𝟑𝑼𝒏𝒆𝒎𝒑𝒊𝒕 + 𝜺𝒊𝒕  ..... (2) 
Where: 
GRWTH  = Economic Growth 
𝛽0  = Intercept 
HDI  = Human Development Index 
CPI  = Corruption Perception Index 
Unemp  = Unemployement Rate 
𝛽1, 𝛽2, 𝛽3 = Slope 
t   = Year 2012 – 2018 
i   = 10 ASEAN Countries 
ɛ   = Dummy Variable 
 
RANDOM EFFECT MODEL (REM) 
Random Effect Model is a method of estimating panel data where the error terms may be 
interconnected over time between individuals (countries). This model assumes that error terms 
will always exist and may be correlated across time series and cross sections. The approach used 
is the Generalized Least Square (GLS) method as the estimation technique. This method is better 
used on panel data when the number of individuals is greater than the number of time periods 
available (Gujarati and Porter, 2012: 602). In general, it is written into the following equation:  
𝑮𝑹𝑾𝑻𝑯𝒊𝒕 =  𝜷𝟎 +  𝜷𝟏𝑯𝑫𝑰𝒊𝒕 + 𝜷𝟐𝑪𝑷𝑰𝒊𝒕 − 𝜷𝟑𝑼𝒏𝒆𝒎𝒑𝒊𝒕 + (𝝁𝒊 + 𝜺𝒊𝒕) ..... (3) 
Where: 
GRWTH  = Economic Growth 
𝛽0  = Intercept 
HDI  = Human Development Index 
CPI  = Corruption Perception Index 
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Unemp  = Unemployement Rate 
𝛽1, 𝛽2, 𝛽3 = Slope 
t   = Year 2012 – 2018 
i   = 10 ASEAN Countries 
ɛ   = Error Terms 
𝜇  = Disturbance Variable 
 
From the three models, it is necessary to select the best regression model by testing model 
specifications such as the Chow Test, Hausman Test, Lagrange Multiplier Test. The chow test is 
a test conducted to choose a good approach between the fixed effect model (FEM) and the 
common effect model (CEM). The Hausman test is a test used to choose whether the model used 
is the Fixed Effect Model (FEM) or the Random Effect Model (REM). The Lagrange multiplier 
test is a test used to choose the best approach between the Common Effect Model (CEM) and the 
Random Effect Model (REM). All of these tests are based on the following decision selection:  
 
Table 1. Decision Making of Model Selection Test 

Model Selection Test Condition Decision 

Chow 
Prob cross section F > 0,05 CEM 
Prob cross section F < 0,05 FEM 

Hausman 
Prob Chi-Square > 0,05 REM 
Prob Chi-Square < 0,05 FEM 

Lagrange Multiplier 
Breusch-Pagan value > 0,05 CEM 
Breusch-Pagan value < 0,05 REM 

*Source: Gujarati on BASIC ECONOMICS 
 
After obtaining the best panel data regression model, it is necessary to test the classical 
assumption test so that the regression model is not biased and the research results are valid. 
This applies to regression models that use the OLS (Ordinary Least Square) method, namely 
CEM and FEM. However, the classic assumption test is not required for regression models that 
use the GLS (Generalized Least Square) method, namely REM. There are 2 classic assumption 
tests performed on panel data regression, namely multicollinearity and heteroscedasticity.  
Multicollinearity test is a method used to evaluate the significant relationship between 
independent variables in a multiple regression model. Multicollinearity test is usually performed 
when using more than one independent variable in linear regression, because if only one 
independent variable, multicollinearity is unlikely to occur. While the heteroscedasticity test is 
used to identify differences in residual variances between observations in the regression model.  
After that, hypothesis testing is carried out to see the answers to the research problems and the 
goodness of  model. There are 3 hypothesis test, namely partial test (T-test), simultaneous test 
(F-test) and determination coefficient test (𝑅2). 
The t-test is basically used to show whether the independent variable has an individual (partial) 
effect on the dependent variable. If its less than 0.05, the independent variable individually 
(partially) affects the dependent variable. And if its more than 0,05, the independent variable 
individually (partially) does not affects the dependent variable.  
The F test is used to see the significance of the influence of the independent variables 
(simultaneously) on the dependent variable. When the prob (F-statistic) is less than 0,05, then 
the independent variables simultaneously affect the dependent variable. But if its more than 
0,05, then the independent variables simultaneously does not affect the dependent variable. 
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Coefficient of determination is used to see how much the value / level of influence of the 
independent variables on the dependent variable. The test results are determined based on how 
large the value of the coefficient of determination (𝑅2) is. A small 𝑅2 value means that the ability 
of the independent variables to explain the dependent variation is very limited. A value close to 
one means that the independent variables provide almost all the information needed to predict 
variations in the dependent variable.  
 
RESULTS AND DISCUSSION 
MODEL SELECTION TEST 
Table 2. Chow Test 

 
*Source: Eviews 12 
The results of the Chow test on table 2 show a Cross-section F probability value of 0.0000. This 
value is smaller than the signification of 0.05 (0.0000 < 0.05), It means the chosen model for 
this test is the Fixed Effect Model (FEM).  
Table 3. Hausman Test 

 
*Source: Eviews 12 
 
The results of the Hausman test on table 3 show a random cross-section probability value of 0.11. 
This value is greater than the value of 0.05 (0.11 > 0.05), It means the chosen model for this test 
is the Random Effect Model (REM) 
Table 4. Lagrange Multiplier Test 

 
*Source: Eviews 12 
 

Redundant Fixed Effects Tests
Equation: Untitled
Test cross-section fixed effects

Effects Test Statistic  d.f. Prob. 

Cross-section F 10.540565 (9,55) 0.0000
Cross-section Chi-square 68.163354 9 0.0000

Correlated Random Effects - Hausman Test
Equation: Untitled
Test cross-section random effects

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob. 

Cross-section random 5.850022 3 0.1191

Lagrange Multiplier Tests for Random Effects
Null hypotheses: No effects
Alternative hypotheses: Two-sided (Breusch-Pagan) and one-sided
        (all others) alternatives

Test Hypothesis
Cross-section Time Both

Breusch-Pagan  42.89072  1.589323  44.48005
(0.0000) (0.2074) (0.0000)

Honda  6.549101 -1.260683  3.739476
(0.0000) (0.8963) (0.0001)

King-Wu  6.549101 -1.260683  3.172737
(0.0000) (0.8963) (0.0008)

Standardized Honda  8.757173 -1.109600  1.568843
(0.0000) (0.8664) (0.0583)

Standardized King-Wu  8.757173 -1.109600  0.893408
(0.0000) (0.8664) (0.1858)

Gourieroux, et al. -- --  42.89072
(0.0000)
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The results of the Lagrange Multiplier test on table 4 show a cross-section Breusch-Pagan value 
of 0.0000. This value is smaller than the value of 0.05 (0.0000 < 0.05), It means the chosen 
model for this test is the Random Effect Model (REM). From the three selection test, the best 
model obtained for this research is Random Effect Model (REM). 
 
CLASSICAL ASSUMPTION TEST 
Panel data regression provides alternative models between Common Effect, Fixed Effect and 
Random Effect. The Common Effect and Fixed Effect models use the Ordinary Least Squared 
(OLS) approach in the estimation technique, while the Random Effect uses Generalized Least 
Squares (GLS) as the estimation technique. According to the Basic Econometric book written by 
Gujarati (2004), the GLS approach is able to produce a constant error variable value after being 
transformed. The result of the transformation produces an equation that is best linear unbiased 
estimation (BLUE), which fulfills the classical assumption test. In short, GLS is OLS with 
transformed variables that meet multiple linear standards. Therefore, classical assumption 
testing for the Random Effect Model (REM) does not need to be done because it uses the 
Generalized Least Squared (GLS) approach which already meets the best linear unbiased 
estimation (BLUE) properties. 
 
HYPOTHESIS TEST 
Table 5. Partial Test (T-test) 

 
*Source: Eviews 12 
 
Based on the T test results obtained from table 5 above, it can be explained about the testing of 
each independent variable on the dependent variable. The conclusion can be described through 
the following equation: 
𝑮𝑹𝑾𝑻𝑯𝒊𝒕 = 𝟏𝟔. 𝟑𝟗𝟓𝟔𝟏 − 𝟏𝟔. 𝟐𝟐𝟔𝟏𝟐 𝑯𝑫𝑰𝒊𝒕 + 𝟎. 𝟎𝟐𝟕𝟒𝟐𝟒 𝑪𝑷𝑰𝒊𝒕 − 𝟎. 𝟐𝟓𝟕𝟏𝟒𝟔 𝑼𝒏𝒆𝒎𝒑𝒊𝒕 + [𝐂𝐗 =
𝐑]..... (4) 
The panel data regression estimation results with the random effect model obtained a constant 
value (intercept) of 16.39561. This value is the value of economic growth when not influenced by 
the independent variables. 
The estimation results of the human development variable have a t value of -2.350686 and prob 
value. 0.0218 which is smaller than 0.05, meaning that it shows that partially human 
development has a significant effect on the economic growth of ASEAN countries in 2012 - 2018.  
The estimation results of the corruption variable have a t value of 0.638959 and a prob. value of 
0.5251 which is greater than 0.05, meaning that it shows that partially corruption has no 
significant effect on the economic growth of ASEAN countries in 2012 - 2018.  
The estimation result of the unemployment rate variable has a t-count value of -1.324080 and 
prob value. 0.1902 which is greater than 0.05, meaning that it shows that partially 

Dependent Variable: GRWTH
Method: Panel EGLS (Cross-section random effects)
Date: 04/15/24   Time: 22:09
Sample: 2012 2018
Periods included: 7
Cross-sections included: 10
Total panel (unbalanced) observations: 68
Swamy and Arora estimator of component variances

Variable Coefficient Std. Error t-Statistic Prob.  

C 16.39561 3.611349 4.540023 0.0000
HDI -16.22612 6.902717 -2.350686 0.0218
CPI 0.027424 0.042920 0.638959 0.5251

UNEMP -0.257146 0.194207 -1.324080 0.1902

Effects Specification
S.D.  Rho  

Cross-section random 1.288709 0.6618
Idiosyncratic random 0.921210 0.3382

Weighted Statistics

R-squared 0.237405     Mean dependent var 1.404312
Adjusted R-squared 0.201659     S.D. dependent var 1.029339
S.E. of regression 0.944047     Sum squared resid 57.03844
F-statistic 6.641333     Durbin-Watson stat 1.538676
Prob(F-statistic) 0.000564

Unweighted Statistics

R-squared 0.581236     Mean dependent var 5.389706
Sum squared resid 142.6357     Durbin-Watson stat 0.615300
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unemployment has no significant effect on the economic growth of ASEAN countries in 2012 - 
2018. 
 
Table 6. Simultaneous Test (F-test) 

 
*Source: Eviews 12 
 
Based on the estimation results obtained in table 6, the F-Statistic probability value is 0.000564 
where this value is smaller than the significance value of 0.05. Therefore, it can be concluded 
that the variables of human development, corruption, and unemployment simultaneously affect 
the economic growth variable in ASEAN countries for the period 2012 - 2018. 
Table 7. Coefficient of Determination Test 

 
*Source: Eviews 12 
 
 
In table 7, the coefficient of determination test result is 0.201659 or 20.16%. This value states 
that the ability of the independent variables, namely human development, corruption and 
unemployment, is able to describe the dependent variable, namely economic growth in ASEAN 
countries by 20.16%, while the rest is explained by other variables outside of the variables of this 
study. 
 
The Influence Of Human Development On Economic Growth  
Based on the results of the research that has been conducted, the panel data regression test 
shows that the human development index has a negative and significant effect on the level of 
economic growth with a coefficient value of - 16.226122 and a prob. value of 0.0218 which is 
smaller than 0.05. The negative relationship here means that an increase in HDI value will 
reduce the level of economic growth by 16,22%. 
From the previous chapter also explained that HDI has a causal relationship with the level of 
economic growth. Where there is a causal relationship through poverty, subsidies and then the 
value of investment. When the human development index decreases, poverty increases. At that 
time, the subsidies that must be issued by the government to meet the needs of the country 
increase. This encourages the value of investment to decrease which will also cause the value of 
a country's economic growth to decrease. 
As we know, HDI describes how the population distributes the results of development in getting 
a decent life, health and education. One example of an indicator is the life expectancy of ASEAN 
people in 2012 - 2018 continues to increase from year to year. Recorded in UN WPP, the life 
expectancy of ASEAN people is at the age of 65-87 years. Meanwhile the Economic Growth on 
ASEAN country on that year relatively unstable. 
The results of this study are also in line with research conducted by Farathika (2020) entitled 
"The Effect of the Human Development Index (HDI), Poverty, Unemployment on Economic 
Growth in Aceh Province". The results of his research show similar results, namely the HDI 
variable which has a significant negative effect on economic growth in Aceh.  
 
 

F-statistic 6.641333
Prob(F-statistic) 0.000564

Weighted Statistics

R-squared 0.237405     Mean dependent var 1.404312
Adjusted R-squared 0.201659     S.D. dependent var 1.029339
S.E. of regression 0.944047     Sum squared resid 57.03844
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The Influence Of Corruption On Economic Growth 
Based on the results of the research that has been conducted, the panel data regression test 
shows that the value of the corruption perception index has a positive but insignificant effect on 
the level of economic growth with a coefficient value of 0.027424 and a prob. value of 0.5251 
which is greater than 0.05. This shows that corruption has no effect on economic growth in 
ASEAN countries in 2012 - 2018.  
From the literature review section also explain that CPI value that to 100, the better the state of 
the country (anti-corruption) and vice versa if the smaller or closer to 0, the country tends to be 
corrupt. This is the reason why there is a positive value between GPA and the level of economic 
growth where if the GPA value is getting bigger (the country is getting better) then the value of 
economic growth is getting bigger too (ceteris paribus). 
The results showed a positive but insignificant effect between the corruption perception index 
and the level of economic growth, meaning that the impact of corruption does not directly affect 
economic growth but it causes a decrease in the value of production, investment and 
misallocation of resources in the country. In other words, the corruption perception index is not 
sufficient to describe the direct influence on the level of economic growth in ASEAN countries. 
As mentioned before, corruption can increase the value of ICOR (Investment Capital Output 
Ratio), which is the amount of additional investment required to increase the value of economic 
output. When the ICOR value increases, the investment value will decrease. When the 
investment decrease it can reduce the expenditure to expand the economic growth indirectly. 
The results of this study are also shown from the research of Muhammad Fajar and Zul Azhar 
(2018) with the title "Corruption Perception Index and Human Development Against Economic 
Growth in Southeast Asian Countries". The results showed a positive influence between 
corruption and economic growth rates even though the effect was significant.  
 
The Influence Of Unemployement Rate On Economic Growth  
Based on the results of the research that has been conducted, the panel data regression test 
shows that the value of unemployment has a negative but insignificant effect on the level of 
economic growth with a coefficient value of -0.257146 and prob. value 0.1902 which is greater 
than 0.05. This shows that unemployment has no effect on economic growth in ASEAN countries 
in 2012 - 2018.  
This illustrates that the impact of unemployment does not directly affect economic growth in 
ASEAN countries but only reduces economic activity, lowers productivity and reduces people's 
purchasing power. In other words, the unemployment rate is not enough to affect the growth 
rate in ASEAN countries.  
These results are in accordance with research conducted by Dewi Kusuma (2019) with the title 
"The Effect of Unemployment Rate and Population Growth on Economic Growth in Lampung 
Province 2008-2017". The results show that the unemployment rate has no effect on the level of 
economic growth in Lampung Province in 2008-2017. 
 
The Influence Of Human Development, Corruption and Unemployement Rate On 
Economic Growth 
Based on the results of the F-statistic test, the prob F-stat value is 0.000564 which is smaller 
than the value of 0.05, which means that the variables of human development, corruption and 
unemployment simultaneously affect the level of economic growth in ASEAN countries for the 
period 2012 - 2018. The coefficient of determination R-Square is used to see how much the 
contribution of the influence given by the independent variable is able to explain the dependent 
variable. According to the test value of the coefficient of determination of random effect panel 
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data regression, the R-square value is 0.201659 or 20.16%. This shows that the ability of the 
independent variables, namely human development, corruption, and economic growth, to 
describe the dependent variable of economic growth in ASEAN countries is 20.16% and the 
remaining 79.84% is explained by other variables. 
 
CONCLUSION  
Based on the results of the research and discussion that has been carried out, the research found 
out that human development index has a negative and significant affect on economic growth. It 
can be concluded that an increase in HDI value will reduce the level of economic growth. 
Meanwhile corruption perception index and unemployement rate have no affect on the 
economic growth. 
The Human Development, Corruption and Unemployment Rate simultaneously affect the level 
of economic growth in ASEAN countries with the ability of variable independent in describing 
the dependent variable by 20,16% while the remaining 79,84% is explaining by other variable 
Based on the results of the above conclusion, The implications of this study is that the relevant 
authorities need to strengthen the quality side of human development, so that it can have a 
positive impact on the economy. Governments in ASEAN countries must continue to maintain 
and pay attention to the quality of human resources in terms of education, health and the 
economy of their people so that the human development index figures in ASEAN countries 
remain stable and can increase over time so that the hope is also to encourage economic growth 
rates. 
In terms of corruption, every ASEAN countries need to strengthen the bureaucratic and legal 
institutions of a country, increase the role of the government or related agencies in monitoring 
and cracking down on corruption crimes such as states that result in loss of government 
productivity, and allocate resources appropriately in order to create peace and prosperity of the 
population between ASEAN countries. ASEAN countries must be able to follow the procedures 
and systems for fighting corruption in Singapore, namely the Corrupt Practices Investigation 
Bureau (CPIB). That way, the level of corruption in ASEAN countries can be minimized and 
economic growth can be increased. 
As for the unemployment rate, governments in ASEAN countries should minimize the number 
by equalizing employment and education policies for the community to improve the insights and 
skills of the people in order to achieve better economic stability. That way a better quality of 
human resources can be achieved and encourage economic growth in a better direction as well. 
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ABSTRACT 
 
Objective: This study aims to examine the impact of transfer pricing and firm size on tax 
avoidance with the moderating variable of automatic exchange of information (AEOI). 
Methodology: Multiple regression analysis was used to test the nexus between transfer pricing 
and firm size variables on tax avoidance, and Hierarchical Regression Analysis (HRA) to 
examine the extent to which the moderating variable strengthens the influence of independent 
variables on the dependent variable. The population used in this study consists of manufacturing 
and energy companies listed on the Indonesia Stock Exchange for the period 2017 – 2022. 
Sample selection was done using purposive sampling method. The total sample used in this 
study amounted to 30 manufacturing and energy companies over a 6-year research period 
Findings: The results reveal intriguing findings concerning the variables studied. Specifically, 
transfer pricing and firm size have a positive and significant impact on tax avoidance. While the 
Automatic Exchange of Information (AEoI) is unable to moderate the effect of transfer pricing 
on tax avoidance, it does moderate the impact of firm size on tax avoidance. 
Theoretical and/or Methodological contributions: This study develops a method to 
measure AEoI using two proxies: membership and existence of the policy across affiliate 
countries. Additionally, the study empirically validates public policy theory, which serves as a 
control for the implementation of rules within a country. 
Research/ Practical Implications: Based on the research findings, the AEoI policy can 
effectively control tax avoidance in terms of firm size. However, regarding transfer pricing, this 
policy has not yet reached its optimal effectiveness. Governments can strategize to enhance the 
implementation of the AEoI policy specifically targeting transfer pricing issues. 
 
Keywords: Transfer pricing, firm size, tax avoidance, Automatic Exchange of Information (AEoI)  
 
INTRODUCTION 
Research on tax avoidance has been conducted extensively, such as studies by Amidu et al. 
(2019); Adyani & Astika (2019);Beer et al. (2020); Dewi & Yasa (2020); Kadek et al. (2019); 
Pratomo & Triswidyaria (2021); Riedel (2018); Utami & Irawan (2022) which state that 
multinational companies use transfer pricing and firm size for aggressive tax avoidance practices 
or have a positive impact on tax avoidance. Meanwhile, studies by Wulansari et al. (2020); Falbo 
et al. (2018); Dewi et al. (2022); Panjalusman et al. (2018); Masrurroch et al. (2021) state that 
transfer pricing does not affect tax avoidance. The results obtained from previous research are 
inconsistent regarding using variables, making it worthy of further investigation.  
One of the tax avoidance loopholes used by companies is through transactions of selling and 
purchasing products or services with setting lower transfer prices to low-tax jurisdiction 
countries (Amidu et al., 2019). Companies in low-tax jurisdiction countries then resell their 
products or services to third parties at higher prices, thereby maximizing profits even though 
their income remains high due to the low tax rates imposed. This tax avoidance practice using 
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transfer pricing loopholes falls under the category of Base Erosion and Profit Shifting (BEPS). 
According to the Organization for Economic Co-operation and Development (OECD), Base 
Erosion and Profit Shifting (BEPS) refers to strategies that involve tax avoidance practices by 
shifting company profits to countries with low tax rates (OECD, 2023). 
The trading activities carried out by companies play a crucial role in tax revenue sources 
compared to other types of taxes. The significant role of companies in taxation creates concern 
among taxpayers (companies), leading them to adopt strategies or measures to reduce their tax 
obligations (Panjalusman et al., 2018). On the other hand, the government also strives to 
maximize state revenue, which almost comes from tax receipts. This interest gap motivates 
companies to engage in tax resistance, both actively and passively (Sugeng et al., 2020). Active 
resistance includes direct efforts aimed at the government to avoid paying taxes, while passive 
resistance involves actions that hinder the tax collection process. 
Companies engage in tax avoidance through loopholes in transfer pricing and firm size. Firm 
size, according to Adnyani & Astika (2019), is an assessment used to classify companies as large 
or small from various perspectives, such as company activities and the total assets owned. Large 
companies do not desire a high tax burden, thus they strive to engage in tax avoidance practices. 
On the other hand, large companies have complex and intricate transactions, which influence 
the opening of gaps for more aggressive tax avoidance practices (Wulansari et al., 2020; Rizky 
& Puspitasari, 2020). The goal of large companies in engaging in aggressive tax avoidance 
practices is to exert political influence by utilizing their resources and maximizing profits, thus 
enabling them to plan more effective strategies compared to small companies (Masrurroch et 
al., 2021). Large companies leverage their resources and total assets to influence the political 
processes of a country, making it easier to exploit other tax avoidance loopholes with foreign 
companies, such as transfer pricing practices. 
Transfer pricing is one of the factors that drive companies to engage in aggressive tax avoidance 
practices. According to Pratomo & Triswidyaria (2021), transfer pricing is the determination of 
prices for goods or services transactions that are generally carried out by multinational affiliated 
companies. Initially, transfer pricing was used by multinational companies for ease of 
transactions, but in fact, companies exploit transfer pricing as a loophole for tax avoidance 
practices. 
To prevent tax avoidance actions trough firm size and transfer pricing, the government has 
implemented various preventive measures. One such measure is the Automatic Exchange of 
Information (AEoI) policy. Since April 2009, Indonesia has been part of the London Leader’s 
Summit to combat global tax issues. Indonesia followed up by signing the Convention on Mutual 
Administrative Assistance in Tax Matters (MAC) in November 2011, which facilitated the 
implementation of financial data exchange between countries (OECD, 2023). According to the 
Organization for Economic Cooperation and Development (2023), the Automatic Exchange of 
Information (AEoI) was initiated by multinational companies to combat tax avoidance and other 
illicit financial flows globally. Although differing in approaches, all members of the global forum 
prioritize tax transparency to address tax avoidance and achieve sustainable recovery through 
enhanced tax cooperation. 
To address tax avoidance practices, countries strengthen their tax systems by implementing tax 
policies such as the Automatic Exchange of Information (AEoI). The formation of the Automatic 
Exchange of Information (AEoI), according to the International Labor Organization, Leaders 
Statement (2009), was driven by global taxation issues discussed in April 2009 at the London 
Leader Summit (ILO, 2009). These tax issues were subsequently addressed by the Indonesian 
government through its participation as a member of the Global Forum on Transparency and 
Exchange of Information for Tax Purposes in September 2009, and the signing of the 
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Convention on Mutual Administrative Assistance in Tax Matters (MAC) in 2011, which led to the 
establishment of the Automatic Exchange of Financial Data (AEoI) between countries (OECD, 
2023). 
The Automatic Exchange of Information (AEoI), based on research by Aprilina (2020); Onasis 
(2019) is a policy that has been agreed upon, requiring participating companies to provide access 
to financial information to tax authorities, including information on beneficial ownership and 
accounting records, both domestically and internationally. This enables the Directorate General 
of Taxes (DJP) to automatically track all taxpayer accounts and identify companies engaged in 
tax avoidance. The AEoI system operates through a process of exchanging financial information 
established by each participating country and executed by their respective tax authorities. This 
means that each participating country is obligated to routinely provide and receive pre-agreed 
information every year. 
The establishment of the Automatic Exchange of Information (AEoI) policy in Indonesia is 
protected by Law No. 9 of 2017. This law regulates the opening of financial access for tax 
purposes, including the ability to receive and provide financial information related to 
international tax agreements. This regulation provides legal protection for Indonesia to 
implement the Automatic Exchange of Information (AEoI) policy aimed at reducing activities of 
large companies that exploit transfer pricing loopholes, such as profit shifting through setting 
low transfer prices within multinational companies. This policy aligns with public policy theory, 
which states government efforts to address public issues such as tax avoidance through the 
formation of the Automatic Exchange of Information  (Supandi, (2023); Hebron & Munaya, 
(2021). 
 
LITERATURE REVIEW 
POSITIVE ACCOUNTING THEORY ON TAX AVOIDANCE PRACTICE 
The theory of positive accounting was first proposed by Watts & Zimmerman (1990), explaining 
guidelines or foundations for agents to choose policies with their respective consequences. 
According to Nadhifah & Arif (202s0), positive accounting theory is a framework that describes 
the process of analyzing and using accounting knowledge to design and implement accounting 
policies suitable for future company conditions. This includes the ability to analyze the external 
and internal environments of the company, as well as understanding the impact of economic 
and business changes on accounting policies. The theory posits that accounting policies serve as 
tools to respond to challenges and opportunities that companies may face in achieving their 
business objectives. 
Positive accounting theory provides hypotheses about the challenges and opportunities that 
companies may encounter (Lutfitriyah & Anwar, 2021). Three hypotheses provide a deep 
understanding of how company management tends to choose accounting policies in the context 
of financial decision-making. First, the bonus plan hypothesis explains that company 
management tends to choose accounting procedures influenced by financial incentives, such as 
bonuses and other financial incentives related to the company's financial performance.  
The second hypothesis is the debt covenant hypothesis, which explains that company 
management will choose to use accounting procedures by recognizing future period profits in 
the current period. The next hypothesis is the political cost hypothesis, which states that the 
higher the political cost, the more companies try to use accounting policies to decrease the 
reported profit currently and recognize expenses in future periods. This hypothesis aligns with 
firm size, where larger companies with higher profitability and total assets tend to incur higher 
political costs. 



346 
 

 

The high political costs of a company prompt management to take specific accounting steps to 
manage and decrease profits. Large companies' efforts to decrease profits result in lower tax 
burdens payable to the government. Large companies also seek other loopholes such as transfer 
pricing practices, shifting profits to subsidiaries in countries with lower tax rates, as Adnyani & 
Astika (2019) argue that multinational connections make large companies more likely to engage 
in transfer pricing. 
The three hypotheses in positive accounting theory by Adnyani & Astika (2019) indicate three 
agency nexuss: 1) the first hypothesis, the nexus between agents and owners; 2) the second 
hypothesis, the nexus between agents and creditors; 3) the third hypothesis, the nexus between 
agents and government, thus causing moral hazard. 
 
PUBLIC POLICY THEORY TO CONTROL TAX AVOIDANCE PRACTICE 
According to Thomas R. Dye (1975), public policy is the nexus between government and its 
environment. Thomas defines public policy as all actions that government chooses to do or not 
to do (whatever government choose to do or not to do). Meanwhile, according to Gerston as cited 
in Supandi et al. (2023), public policy is the effort made by government officials at all levels to 
address public issues. 
Gerston further defines public policy involving five stages: (1) Public policy issues involve many 
people or common interests, often persist over a long period, cannot be addressed individually, 
and must be resolved. These issues must be addressed and become government policy. 
Government policy is divided into two parts: issues and goals, meaning public policy can arise 
from issues facing the public and goals sought by the government; (2) Policy issues then drive 
the government to design public policies as efforts to solve these problems; (3) Once formulated, 
these public policies are implemented by the government, society, or both; (4) The government 
assesses whether the policies implemented can be effectively and correctly implemented; (5) 
Evaluating the established policies and assessing outcomes that can enhance the desired goals 
or problems to be resolved. 
Public policy is also regulated in the Regulation of the Minister of State Apparatus 
Empowerment (PAN) Number PER/04/M.PAN/4/2007, which states that actions or decisions 
taken by the government to address problems, implement community activities, or achieve 
specific public-related goals. Government efforts to address public issues include practices such 
as tax avoidance by companies through policies such as the Automatic Exchange of Information 
(AEoI) related to public policy theory. According to Supandi et al. (2023), the government strives 
to address issues together with the Automatic Exchange of Information (AEoI) policy to 
automatically exchange financial information with the hope of minimizing tax avoidance 
practices. 
The discussion in the literature review must continually link to the research questions. It should 
link studies to one another. More important studies should be written in more detail. Evaluate 
the gaps and identify areas to be filled. 
 
 
HYPOTHESIS DEVELOPMENT 
THE INFLUENCE OF TRANSFER PRICING ON TAX AVOIDANCE  
 
Globalization facilitates multinational companies in conducting transactions, particularly 
transfer pricing. Transfer pricing practices align with positive accounting theory, where agents 
or managers undertake specific accounting procedures to minimize profits by shifting earnings 
to affiliated companies. Lower profits lead to reduced political costs (Nadhifah & Arif, 2020).  
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Companies endeavor to minimize their profits through transfer pricing practices. They exploit 
transfer pricing loopholes by setting low selling prices to multinational affiliated companies with 
lower tax rates, enabling profit shifting for tax avoidance (Pratomo & Triswidyaria, 2021). Such 
profit shifting results in lower profitability, impacting the company's tax burden efficiency 
imposed by the government. This assumption is consistent with Amidu et al. (2019); Pratomo & 
Triswidyaria (2021); Sari et al. (2020), indicating that transfer pricing significantly influences 
tax avoidance. Based on this assumption, the hypothesis that can be formulated is: 
H1: Transfer pricing has a significant positive influence on tax avoidance. 
 
THE INFLUENCE OF FIRM SIZE ON TAX AVOIDANCE  
 
Firm size refers to whether a company is large, medium, or small, as indicated by its total assets. 
In addition to total assets, larger companies typically have more human resources and relations 
compared to smaller companies (Kadek et al., 2019). Larger assets and profitability lead to 
higher political costs, prompting large-scale companies to engage in tax avoidance. Large 
companies practice tax avoidance in line with positive accounting theory, which posits that 
managers choose specific accounting procedures to minimize the company's profitability, 
thereby reducing political costs. Efforts to minimize profitability due to high political costs affect 
the efficiency of the company's tax burden imposed by the government, thus influencing the level 
of tax avoidance (Lutfitriyah & Anwar, 2021). This assumption aligns with the findings of Dewi 
& Yasa, (2020); Kadek et al. (2019); Santini & Indrayani (2020); Wardani & Nurhayati, (2020), 
indicating that firm size significantly influences tax avoidance. Based on this assumption, the 
hypothesis that can be formulated is: 
H2: Firm size has a significant positive influence on tax avoidance. 
 
THE INFLUENCE OF AUTOMATIC EXCHANGE OF INFORMATION (AEOI) ON TAX 
AVOIDANCE 
 
According to Aprilina, (2020); Onasis, (2019), Automatic Exchange of Information (AEoI) is a 
policy agreed upon to ensure that member companies provide financial information access to 
tax authorities, including legitimate ownership and accounting records, both domestically and 
internationally, enabling the Directorate General of Taxes (DJP) to automatically track all 
corporate taxpayer accounts. This policy aims to combat tax avoidance practices and enhance 
tax transparency by verifying the openness of financial information from each company. 
The AEoI policy aligns with public policy theory, where the government adopts specific measures 
to address public issues, such as tax avoidance, by enforcing AEoI for tax transparency Hebron 
& Munaya, (2021); Supandi (2023). This assumption is consistent with Aprilina (2020); Habu 
& Darma (2022); Dini Onasis (2019), indicating that AEoI has a significant negative influence 
on corporate tax avoidance activities. Based on this assumption, the hypothesis that can be 
formulated is: 
H3: The Automatic Exchange of Information (AEoI) policy has a significant negative influence 
on tax avoidance. 
 
THE INFLUENCE OF TRANSFER PRICING ON TAX AVOIDANCE WITH  
AUTOMATIC EXCHANGE OF INFORMATION (AEOI) AS A MODERATING VARIABLE  
 
This study uses AEoI as a tax policy variable. According to Aprilina, (2020); Onasis, (2019), AEoI 
is a jointly agreed standard aimed at providing financial information access to tax authorities in 
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member countries. Information exchange facilitates tax authorities worldwide in accessing tax 
payments to combat multinational tax avoidance through transfer pricing loopholes. 
The AEoI policy aligns with public policy theory, where the government addresses public issues, 
such as corporate tax avoidance, by implementing AEoI Hebron & Munaya, (2021); Supandi 
(2023). This assumption is consistent with Aprilina (2020); Habu & Darma (2022); Dini Onasis 
(2019), indicating that AEoI has a significant negative influence on corporate tax avoidance 
activities. Based on this assumption, the hypothesis that can be formulated is: 
H4: The Automatic Exchange of Information (AEoI) policy weakens the nexus between transfer 
pricing and tax avoidance. 
 
THE INFLUENCE OF FIRM SIZE ON TAX AVOIDANCE WITH  
AUTOMATIC EXCHANGE OF INFORMATION (AEOI) AS A MODERATING VARIABLE  
 
Firm size can affect the potential for tax reduction through accounting procedures due to high 
political costs (Kalbuana et al., 2020; Sugeng et al., 2020). Large companies can minimize their 
profits, leading to lower political costs and tax burdens. Conversely, the government implements 
AEoI to address tax avoidance practices, particularly by large companies. The AEoI system 
reports each entity's financial accounts to the DJP of each country. The regulation for providing 
financial information access to the DJP is stipulated in Law No. 9 of 2017 and expanded in 
Minister of Finance Regulation No. 70/PMK.03/2017 on technical guidelines for financial 
information access for tax purposes. 
Open financial information access enables the DJP to detect large companies engaging in tax 
avoidance practices. The AEoI policy aligns with public policy theory, where the government 
addresses issues by implementing proposed policies, such as supporting tax transparency 
through AEoI (Supandi et al., 2023; Hebron and Munaya, 2021). This assumption relates to the 
findings of Arimurti et al. (2022); Habu & Darma (2022); Onasis (2019); Wardani & Susilowati, 
(2020), indicating that AEoI significantly negatively influences tax avoidance. Based on this 
assumption, the hypothesis that can be formulated is: 
H5: The Automatic Exchange of Information (AEoI) policy weakens the nexus between firm size 
and tax avoidance. 
Figure 1 shows the research framework reflecting the hypothesis above. 
 

 
 

FIGURE 1. Research Framework 
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METHODOLOGY 
RESEARCH TYPE AND METHOD 
 
This study employs a quantitative research approach. Quantitative research is utilized to test 
predefined hypotheses and involves the analysis of numerical data through statistical methods 
(Priadana & Sunarsi, 2021; Sugiyono, 2013). The following characteristics of quantitative 
research are evident in this study are hypothesis testing, secondary data collection, statistical 
analysis and generalizability.  
Hypothesis testing in this study is rigorously tests several hypotheses concerning the effects of 
transfer pricing, firm size, and the Automatic Exchange of Information (AEoI) policy on tax 
avoidance. The next characteristics is secondary data collection. Data for this research were 
sourced from companies listed on the Indonesia Stock Exchange (IDX) during the period from 
2017 to 2022, specifically within the manufacturing and energy sectors. Statistical analysis 
characteristics is the study employs advanced statistical techniques to analyze the collected data, 
aiming to uncover nexuss and determine the influence among the studied variables. The last is 
generalizability. The findings of this study possess a high degree of generalizability due to the 
representative nature of the sample and the rigorous, systematic methodology employed in the 
analysis. 
This approach ensures that the results are robust and can be extended to a broader population, 
thereby contributing valuable insights into the field of corporate tax behavior and regulatory 
impacts. To test the effect of the Automatic Exchange of Information (AEoI) as a moderating 
variable on the influence of transfer pricing and firm size on tax avoidance, the Hierarchical 
Regression Analysis method was employed. To determine whether there is a significant effect 
from the moderating variable, a regression with the original equation (without moderation) was 
conducted. Subsequently, the original equation was regressed with the addition of the 
moderating variable (Hair et al., 2014). 
 
POPULATION AND SAMPLE  
The population of this study comprises companies in the manufacturing and energy sectors 
listed during the period from 2017 to 2022. The sample was selected using purposive sampling 
based on specific criteria, which include: 
1. All manufacturing and energy sector companies listed on the Indonesia Stock Exchange (IDX) 
from 2017 to 2022. 
2. Companies that did not report losses during the period from 2017 to 2022. 
3. Companies that issued financial statements in Indonesian Rupiah. 
4. Companies with at least 25% foreign ownership and that have foreign subsidiaries (indicative 
of multinational companies). 
5. Companies that possess the relevant data for the variables utilized in this study. 
 
OPERATIONAL VARIABLE DEFINITION 
The dependent variable in this study is tax avoidance (Y). Tax avoidance is measured using 
financial statements. Data for the dependent variable can be found in the annual financial 
reports of companies listed on the Indonesia Stock Exchange (IDX). Meanwhile, transfer pricing 
and firm size are the independent variables used in this research. Table 1 below shows the 
variable detail. 
 
TABLE 1. Operational Variable Definition 
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Variable Description Measurement Source 
Dependent 
Variable: 

   

Tax Avoidance Tax avoidance refers to 
the legal strategies 
employed by companies to 
reduce their taxable 
income. This variable is 
measured using data 
obtained from the 
companies' annual 
financial statements. 
 

In this research, tax avoidance 
is measured using Cash 
Effective Tax Rate (CETR), 
formulated as follows: 
 

𝐶𝐸𝑇𝑅

=  
𝑇𝑎𝑥 𝐸𝑥𝑝𝑒𝑛𝑠𝑒 

𝐸𝑎𝑟𝑛𝑖𝑛𝑔 𝐵𝑒𝑓𝑜𝑟𝑒 𝑇𝑎𝑥 
 

 
CETR measures the 
percentage of effective taxes 
paid by the company based on 
actual taxes paid compared to 
profit before tax. 
 

Panjalusman 
et al. (2018), 
adjusted 

Independent 
Variable: 

   

Transfer Pricing In this study, transfer 
pricing refers to the 
determination of prices in 
transactions between 
affiliated companies, 
specifically in their sales 
or purchase activities. The 
measurement of transfer 
pricing is conducted on 
companies in the 
manufacturing and energy 
sectors listed on the 
Indonesia Stock Exchange 
(IDX) that are identified 
as multinational. 
Multinational companies 
are defined as entities that 
either own or are owned 
by a parent company, or 
that have subsidiaries 
abroad. 
 

Transfer pricing (TP) is 
measured using a ratio 
reflecting the proportion of 
receivables from related 
parties compared to total 
receivables. TP, formulated as 
follows: 
 
𝑇𝑃

=
𝛴 𝑅𝑒𝑙𝑎𝑡𝑒𝑑 𝑃𝑎𝑟𝑡𝑦 𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒

𝛴𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒
 

Oktaviani et 
al. (2023), 
adjusted 

Firm Size Firm size is a metric used 
to categorize companies 
into large or small entities, 
with one of the primary 
indicators being the total 
sales of the company. The 

Firm size (SIZE) is measured 
using a ratio  
utilizing the natural logarithm 
of total sales to gauge the scale 
of the firm. SIZE, formulated 
as follows: 

Santini & 
Indrayani 
(2020); 
Sugeng et al. 
(2020), 
adjusted 
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Variable Description Measurement Source 
level of total sales 
significantly impacts the 
company's profitability 
and tax obligations. 
 

 
𝑆𝐼𝑍𝐸 = 𝐿𝑜𝑔𝑁 (𝑇𝑜𝑡𝑎𝑙 𝑆𝑎𝑙𝑒𝑠) 

 

Moderating 
Variable: 

   

AEOI The Automatic Exchange 
of Information (AEOI) is a 
system developed to 
facilitate the automatic 
exchange of financial 
account information 
between jurisdictions. It 
aims to combat tax 
evasion by enabling tax 
authorities to obtain a 
clearer understanding of 
individuals' and entities' 
financial accounts held 
abroad. Under the AEOI 
framework, participating 
countries and 
jurisdictions regularly 
exchange detailed 
financial account 
information with each 
other, which includes data 
on account holders, 
balances, interest, 
dividends, and sales 
proceeds from financial 
assets. 
 

The membership status of the 
Automatic Exchange of 
Information (AEOI) policy is 
denoted by M or member. The 
membership status is 
measured using the following 
ratio: 
 

𝑀𝑒𝑚𝑏𝑒𝑟𝑠ℎ𝑖𝑝 =  
𝞢𝑴𝑨𝒇𝒇𝒊𝒍𝒊𝒂𝒕𝒐𝒏

𝞢𝑨𝒇𝒇𝒊𝒍𝒊𝒂𝒕𝒊𝒐𝒏
 

 
The existence of the 
Automatic Exchange of 
Information (AEOI) policy 
regulation is denoted by P or 
policy. The status of 
regulation existence is 
measured using the following 
ratio: 
 

𝑃𝑜𝑙𝑖𝑐𝑦 =  
𝞢𝑷𝑨𝒇𝒇𝒊𝒍𝒊𝒂𝒕𝒐𝒏

𝞢𝑨𝒇𝒇𝒊𝒍𝒊𝒂𝒕𝒊𝒐𝒏
 

 

Sari & 
Sadriatwati 
(2020), 
modified 

*Source: Researcher 
 
 
RESULTS AND DISCUSSION 
DATA DESCRIPTION 
 The sample data for this study encompasses companies from four manufacturing sectors: 
basic materials, consumer non-cyclicals, consumer cyclicals, and industrials, as well as a single 
company from the energy sector. The consumer non-cyclicals sector represents the largest 
proportion of the sample, comprising 14.47% of the total. Conversely, the energy sector 
constitutes the smallest proportion, accounting for only 1.3% of the sample. Figure 2 below 
provides a comprehensive overview of the data distribution across these sectors.  
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FIGURE 2. Company Sector 

 
 Figure 3 presents the distribution of countries affiliated with the Indonesian companies 
included in the sample for this study. The sample comprises affiliations with 14 different 
countries. These affiliations include foreign parent/controlling companies of the sample 
companies, sample companies with subsidiaries abroad, and sample companies holding non-
controlling stakes exceeding 25% in foreign entities. The country with the highest number of 
affiliations is Singapore, with Singaporean companies holding controlling shares in 17 
Indonesian companies. Additionally, the sampled Indonesian companies have established 41 
subsidiaries in Singapore. Notably, Vietnam, Hong Kong, Australia, India, and China do not 
possess controlling shares in the sampled Indonesian companies. However, the sampled 
companies have established subsidiaries in these countries. 

 
FIGURE 3. Affiliate Distribution Country  

 
HYPOTHESIS TEST 
From the results of hypothesis testing in Table 2, the influence of independent variables on the 
dependent variable in the form of transfer pricing on firm size, as well as the influence of the 
moderating variable, Automatic Exchange of Information (AEoI), in weakening the influence of 
the independent variables on the dependent variable, is as follows: 
 
TABLE 2. Hypothesis Test 

Variable Coef. 
Standard 
Error 

t-Statistic Prob.  Result  

C  1,321839 0,243124 5,436890 0,0000  

Transfer 
Pricing  

-
0,146710 

0,066454 -2,207696 0,0286 Supported 

Firm Size  
-
0,036419 

0,008273 -4,401974 0,0000 Supported 

AEOI 
-
1,015064 

0,228568 -4,440969 0,0000 Supported 

8; 27%

14; 47%

3; 10%

4; 13%
1; 3%

Basic Materials Sector

Consumer Non - Cyclicals Sector

Consumer Cyclicals Sector

Industrials Sector

Energy Sector

17

1 1 1 2 1

41

2

11

4
1

5
2 4

10

11 1 1 2

Singapore Thailand Malaysia Vietnam Hongkong Australia India UK Holand China Swiss

Controlling Subsidiary Affiliate
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TP*AEOI 
 
0,056469 

0,081562 0,692353 0,4896 
Not 
Supported 

Size*AEOI 
 
0,033429 

0,007820 4,274789 0,0000 Supported 

*Source: E-Views Output 
 
Based on the calculations of Transfer Pricing variable (X1), the t-value for transfer pricing (X1) 
is -2.207696 < 1.97369, and the significance value is 0.0286 < 0.05. Therefore, H0 is rejected 
and H1 is accepted. From this, it can be concluded that transfer pricing (X1) has a significant and 
positive effect on tax avoidance (Y). The regression coefficient value for transfer pricing is 
0.146710, which means that a 1% increase in transfer pricing results in a 0.146710 decrease in 
tax avoidance, assuming other variables remain constant. 
Based on the calculations of Firm Size variable (X2), the t-value for firm size (X2) is 4.401974 < 
1.651097, and the significance value is 0.0000 > 0.05. Therefore, H0 is rejected and H1 is 
accepted. From this, it can be concluded that firm size (X2) has a significant and positive effect 
on tax avoidance (Y). The regression coefficient value for firm size is 0.036419, which means 
that a 1% increase in firm size results in a 0.036419 decrease in tax avoidance, assuming other 
variables remain constant. 
Based on the calculations of Automatic Exchange of Information (AEoI) variable, the t-value for 
AEoI (Z) is -4.440969 < 1.651097, and the significance value is 0.0000 > 0.05. Therefore, H0 is 
accepted and H1 is rejected. From this, it can be concluded that AEoI (Z) has a significant and 
positive effect on tax avoidance (Y). The regression coefficient value for AEoI is 1.015064, which 
means that a 1% increase in AEoI results in a 1.015064 increase in tax avoidance, assuming other 
variables remain constant. 
Based on the calculations of interaction between Transfer Pricing (X1) and Automatic Exchange 
of Information (Z), the t-value for the interaction between transfer pricing and AEoI (X1Z) is 
0.692353 < 1.651097, and the significance value is 0.4896 > 0.05. Therefore, H0 is accepted and 
H1 is rejected. From this, it can be concluded that the interaction between transfer pricing and 
AEoI does not have a significant effect on tax avoidance (Y). The regression coefficient value for 
the interaction between transfer pricing and AEoI is -0.056469, which means that a 1% increase 
in the interaction between transfer pricing and AEoI results in a 0.056469 decrease in tax 
avoidance, assuming other variables remain constant. 
Based on the calculations of interaction between Firm Size (X2) and Automatic Exchange of 
Information (Z), the t-value for the interaction between firm size and AEoI (X2Z) is 4.274789 > 
1.651097, and the significance value is 0.0000 > 0.05. Therefore, H0 is rejected and H1 is 
accepted. From this, it can be concluded that the interaction between firm size and AEoI has a 
significant and negative effect on tax avoidance (Y). The regression coefficient value for the 
interaction between firm size and AEoI is -0.033429, which means that a 1% increase in the 
interaction between firm size and AEoI results in a 0.001542 decrease in tax avoidance, 
assuming other variables remain constant. 
 
TRANSFER PRICING HAS A SIGNIFICANT POSITIVE EFFECT ON TAX AVOIDANCE  
 
The first hypothesis of this study states that transfer pricing has a significant and positive effect 
on tax avoidance. This research is supported by Amidu et al. (2019); Hasyim et al. (2023); 
Pratomo & Triswidyaria (2021); Sari & Sadriatwati (2020), who stated that transfer pricing has 
a significant and positive effect on tax avoidance. The results of this study are in accordance with 
positive accounting theory, where agents or managers take certain accounting procedures to 
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minimize profits by shifting profits to affiliated companies because low profits lead to reduced 
political costs and taxes imposed by the government on the company (Nadhifah & Arif, 2020).  
Companies' efforts to minimize their tax burden are related to transfer pricing loopholes chosen 
as accounting procedures by setting low transfer pricing to shift profits using the Base Erosion 
and Profit Shifting (BEPS) method to avoid government tax collection. Through this method, 
companies shift profits to affiliated companies in countries with low tax rates to engage in tax 
avoidance practices. This practice of shifting income can cause losses to the state due to a 
reduction in tax revenue sources. The results indicate that the higher the practice of transfer 
pricing, the higher the likelihood of the company engaging in tax avoidance practices. 
 
FIRM SIZE HAS A SIGNIFICANT POSITIVE EFFECT ON TAX AVOIDANCE 
 
The second hypothesis of this study states that firm size has a significant and positive effect on 
tax avoidance. This research is supported by Alkausar et al. (2020); Ayem & Setyadi (2019); 
Dewi & Bendesa (2020); Kadek et al. (2020); Santini & Indrayani (2020); Wulansari et al. 
(2020), who stated that firm size has a significant and positive effect on tax avoidance. The 
results of this study are consistent with positive accounting theory, which states that agents or 
managers take certain accounting procedures to minimize company profits, as this can minimize 
political costs, thereby reducing the company's tax burden (Ayem & Setyadi, 2019; Lutfitriyah & 
Anwar, 2021). 
Companies' efforts to minimize profits are related to the firm size of a company on a large scale, 
which has more significant human resources, making larger companies more capable of 
managing their tax burdens to achieve optimal tax savings. The larger the scale of the company, 
the higher the complexity of transactions conducted, allowing large companies to plan their 
taxes more efficiently. Large companies will have more flexibility with greater profitability and 
assets, making them considered stable and possessing tax consultants or tax divisions to conduct 
effective and efficient tax avoidance. 
 
AUTOMATIC EXCHANGE OF INFORMATION (AEOI) POLICY HAS A  
SIGNIFICANT NEGATIVE EFFECT ON TAX AVOIDANCE 
 
The third hypothesis of this study states that the Automatic Exchange of Information (AEoI) 
policy has a significant and positive effect on tax avoidance. Thus, H0 is accepted and H1 is 
rejected. This research is supported by Aprilina (2020); Wardani & Susilowati (2020), who 
stated that AEoI has a significant and negative effect on tax avoidance. This research contradicts 
the findings of (Hebron & Munaya (2021); Marchiori & Pierrard (2018); Onasis (2019). The 
differences in results are due to the AEoI policy being a measure to combat tax loopholes, 
including tax avoidance, and increase cross-country tax transparency through the disclosure of 
multinational financial account information. Consequently, companies actually exploit the 
policy for tax avoidance, as increasingly complex regulations provide opportunities for 
companies to continue engaging in tax avoidance practices as long as they do not violate the 
regulations set by the government. 
 
AUTOMATIC EXCHANGE OF INFORMATION (AEOI) POLICY  
DOES NOT MODERATE THE EFFECT OF TRANSFER PRICING ON TAX AVOIDANCE  
 
The fourth hypothesis of this study states that the Automatic Exchange of Information (AEoI) 
policy does not moderate the effect of transfer pricing on tax avoidance. Thus, H0 is accepted 
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and H1 is rejected. This research is supported by Aprilina (2020); Wardani & Susilowati (2020), 
who stated that AEoI does not significantly affect tax avoidance. This research contradicts the 
findings of (Hebron & Munaya (2021); Marchiori & Pierrard (2018); Onasis (2019). These 
differences may be due to variations in variable measurements, regulations, or conditions 
implemented in Indonesia. 
The difference with Onasis (2019)is because that research used a sample from KPP Pratama 
Pekanbaru Senapelan with primary data in the form of questionnaires, while this study used 
secondary data with samples from companies listed on the IDX from 2017-2022 in the 
manufacturing and energy sectors, with dummy variables as the measurement, hence different 
characteristics. Furthermore, policies implemented to minimize tax fraud, particularly in 
transfer pricing practices, do not only use the AEoI policy but are also influenced by other 
policies such as Advance Pricing Agreement or the two-pillar tax policy discussing the Global 
Anti-Base Erosion Rules (GloBE), the establishment of a minimum effective corporate income 
tax rate, and the Subject to Tax Rule (STTR). These policies specifically aim to prevent transfer 
pricing practices that were recently discussed by Indonesia in August 2022.  
 
 
AUTOMATIC EXCHANGE OF INFORMATION (AEOI) POLICY  
MODERATES THE EFFECT OF FIRM SIZE ON TAX AVOIDANCE  
 
The fifth hypothesis of this study states that the AEoI policy as a moderating variable successfully 
moderates the effect of firm size on tax avoidance. This result indicates that AEoI as a 
moderating variable can weaken the effect of firm size on tax avoidance. Thus, H0 is rejected 
and H1 is accepted. This research is supported by Aprilina (2020); Wardani & Susilowati (2020), 
who stated that AEoI has a significant and negative effect on tax avoidance. This research aligns 
with public policy theory, which states that the government strives to address public issues, such 
as tax avoidance, by committing to the AEoI policy (Hebron & Munaya, 2021; Supandi, 2023)  
AEoI is a policy in the realm of international taxation, but it has an impact on reducing tax 
avoidance concerning firm size. This is due to the policy requiring transparency of financial 
account information, making it easier for the Indonesian Directorate General of Taxes (DJP) to 
ensure companies are free from asset or profitability concealment. This transparency also 
requires companies to report to the DJP or mandatorily comply with regulations stipulated in 
Law No.9 of 2017, expanded in Minister of Finance Regulation No. 70/PMK.03/2017. This 
increases tax transparency in Indonesia and weakens tax loopholes like tax avoidance. 
 
CONCLUSSION  
This study aims to analyze the extent to which transfer pricing and firm size influence tax 
avoidance, with the Automatic Exchange of Information (AEoI) as a moderating variable. Based 
on the results of the F-test, the independent variables in this study, namely transfer pricing, firm 
size, and AEoI, simultaneously have a significant effect on the dependent variable, which is tax 
avoidance. 
The results of the T-test indicate that, partially, transfer pricing, firm size, and Automatic 
Exchange of Information have a positive and significant impact on tax avoidance. However, the 
Automatic Exchange of Information (AEoI) policy does not moderate the effect of transfer 
pricing on tax avoidance but does moderate the effect of firm size on tax avoidance. 
Based on the research findings, the AEoI policy effectively controls tax avoidance concerning 
firm size. However, in terms of transfer pricing, the policy has not yet achieved optimal 
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effectiveness. Governments can develop strategies to improve the implementation of the AEoI 
policy, specifically addressing transfer pricing issues. 
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ABSTRACT 
 
This study seeks to explore the impact of halal labeling and product quality on purchasing 
decisions for imported packaged food products, with brand image serving as an intervening 
variable. Data were collected through a questionnaire, with the research sample consisting of the 
Generation Z community in Banda Aceh City totaling 100 people who were taken based on the 
Slovin technique. Hypothesis testing using path analysis. The results indicated that halal 
labeling and product quality significantly and positively impact both brand image and 
purchasing decisions. Additionally, brand image was found to mediate the effect of halal labeling 
and product quality on purchasing decisions. These findings suggest that manufacturers of 
imported packaged food products should incorporate halal labeling and improve product quality 
to improve brand image and purchasing decisions. 
 
Keywords: Halal Label, Product Quality, Brand Image, Purchase Decision 
 
INTRODUCTION 
Indonesia's population reached 278.69 million by mid-2023 (Central Bureau of Statistics, 2023). 
As reported in the 2023 edition of The Muslim 500 by The Royal Islamic Strategic Studies Center 
(RISSC), the Muslim population in Indonesia stands at 237.55 million. With the population 
growing annually, public consumption is expected to rise accordingly. This will stimulate 
Indonesia to import consumer goods to meet the consumption needs of its people (Sabri & 
Kurniaty, 2017).  
Indonesia has implemented the AEC (Asean Economic Community) or regional, international 
and global free trade. The AEC is an initiative to produce a single market in the Southeast Asian 
region that allows imported products to enter the Indonesian market more easily (Sabri & 
Kurniaty, 2017). The circulation of imported products is feared that consumers no longer pay 
attention to their halalness. Muslim consumers must be cautious when selecting food products, 
particularly those that do not adhere to Islamic halal principles (Umuri & Farma, 2023).  
Aceh has the largest Muslim population in the province. According to data from the Ministry of 
Home Affairs, Aceh is home to 5.27 million Muslims,  accounting for 98.57 percent of the 5.35 
million people living in the province. (Ministry of Home Affairs, 2022). In addition, the province 
of Aceh also implements Islamic law in all activities, including the economic sector (Umuri et 
al., 2023). 
Aceh Province itself is dominated by the generation Z population, which amounts to 1,431,443 
people more dominant than other generations (Central Bureau of Statistics, 2022). So, this will 
encourage generation Z to consume more food (Priporas et al., 2017). Generation Z, known as 
young buyers, has a different attitude compared to other generations. Generation Z has comfort 
in the virtual world and the liveliness of generation Z has an impact on consumptive behavior 
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(Sudirjo et al., 2023). Generation Z who behaves like that will prevent them from considering 
the consequences of generation Z's decisions when buying goods. 
Generation Z, which is very reliable in adapting to technological advances, will attract and make 
it easier for them to interact with the products they want (Djafarova & Bowes, 2021). Many 
products are sold through online media, including food products. Food sold through online 
media is not only limited to local food, but there are imported foods that can also be consumed 
(Setyorini et al., 2021). 
A person's choice to buy imported packaged food products is frequently driven by the guarantee 
of taste and quality at a reasonably affordable price that corresponds with its quality (Makfirah 
& Umuri, 2023). Additionally, consumers are more inclined to buy such products if the 
packaging is attractive and distinctive (Bukhari et al., 2021). This condition is also an attraction 
for generation Z to consume imported food (Handoko, 2022).  
As a Muslim, Generation Z is required to know the halalness of the products they will consume. 
Halal information can be determined by examining the presence of halal labels on product 
packaging (Maison et al., 2018). Especially for imported product information, it can be seen in 
the ML (Foreign Food) code number, as proof that it has been officially registered (Mulyadi, 
2020). The inclusion of a halal label on a product can provide reassurance to consumers and 
positively influence their purchasing decisions. This is consistent with findings from studies by 
Bukhari et al. (2021), Karimah & Darwanto (2021), Millatina et al. (2022), Suwarto & Nasikah 
(2021), and Wijaya & Padmantyo (2023), which show that the halal label has a significant effect 
on purchasing decisions. 
Additionally, product quality also influences purchasing decisions (Choi & Jeong, 2020). 
Consumers tend to buy products that fulfill their needs and desires, leading to more successful 
marketing efforts when products are tailored to these preferences. This is corroborated by 
research from Bukhari et al. (2022) and Kathuria & Singh (2016), which found that product 
quality significantly influences purchasing decisions. 
Brand image is also a key factor influencing consumer purchase decisions (Bukhari et al., 2020). 
Consumers are more inclined to make a purchase when a brand has a strong, positive reputation. 
A favorable brand image can significantly affect the perception of the company and its products, 
which in turn has an impact on consumer product purchases (Aldoko & Yuliyanto, 2016). 
According to Bukhari et al. (2020), Angowski & Jarosz-Angowska (2019), and Hidayat et al. 
(2023), brand image positively and significantly impacts purchasing decisions for imported 
food. 
Numerous studies have investigated purchasing decisions for imported packaged food products, 
including research by Angowski & Jarosz-Angowska (2019), Bukhari et al. (2020 and 2022), 
Choi & Jeong (2020), Hidayat et al. (2023), Kathuria & Singh (2016), and Wijaya & Padmantyo 
(2023). However, there are still few studies that link the influence of halal labeling coupled with 
product quality as a factor influencing brand image and purchasing decisions regarding 
imported packaged food products within Generation Z. Therefore, based on previous studies, 
researchers took the three most dominant sectors that can influence purchasing decisions on 
imported packaged food products, namely halal labeling, product quality, and brand image as 
mediation.  
 
LITERATURE REVIEW 
Purchase Decision  
The purchase decision is an element of consumer behavior that begins prior to making the 
decision and continues through to the decision being enacted by taking direct actions to identify 
and acquire which products and services to purchase (Tjiptono & Diana, 2020). A purchase 
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decision is the stage at which a person chooses a product, service, or purchase action from 
several available options (Huang & Benyoucef, 2017). Meanwhile, according to (Mbete & 
Tanamal, 2020) purchasing decision reflects a consumer's attitude towards using and their 
intent to buy a product, whether it be goods or services, that can fulfill consumer wants or needs 
and are willing to take risks on decisions that have been made. 
Consumer purchasing decisions are influenced by the products that meet their needs or desires, 
which can vary over time (Nurfajrina et al., 2021). The purchasing decision process aids 
consumers in choosing a product from the numerous available options. According to Armstrong 
& Kotler (2003), purchasing decisions are influenced by consistent buying behavior after 
obtaining product information, choosing to buy due to a preferred brand, choosing products that 
match their desires and requirements, and making purchases based on recommendations from 
others. 
 
Halal label 
A label is an identifying mark placed on a product or packaging component. The aim of a label 
is to offer details about the product or the seller. In other words, labels are a way to provide 
information to consumers about what they are buying or about the manufacturer/seller of the 
product. (Suleman et al., 2022). Meanwhile, the definition of halal is something that is free from 
haram components or ingredients that are not allowed to be consumed by Muslims and how it 
is produced in accordance with Islamic law (Wahyuni & Arfidhila, 2019).  
A halal label is a designation or mark on product packaging indicating that the product is halal 
(Lutfie et al., 2016). Fahmi (2017) explains that this label represents certification from the 
Indonesian Ulema Council (MUI), confirming the product's halal status after it has undergone 
halal testing and certification, provided it meets the required criteria. The halal label is a 
statement stating that a product is halal and is intended to provide security to Muslim consumers 
to consume it. The indicators of a halal label include the presence of halal symbols, text, a 
combination of symbols and text, and its attachment to the packaging (Government Regulation 
of the Republic of Indonesia, 1999). The halal label reflects a business’s responsibility toward 
consumers and can also serve as a marketing tool that enhances the brand image. This is 
consistent with research by Gunawan (2022), Hidayati & Sunaryo (2021), and Suleman et al. 
(2022), which found a notable impact of the halal label on brand image. Additionally, the halal 
label also influences purchasing decisions, as noted in studies by Bukhari et al. (2021b), Karimah 
& Darwanto (2021), Millatina et al. (2022), Suwarto & Nasikah (2021), and Wijaya & Padmantyo 
(2023), which reported a notable impact of the halal label on consumer purchasing choices. 
H1: Halal label affects brand image. 
H2: Halal label affects purchasing decisions. 
 
Product Quality 
Product quality pertains to a product's capacity to perform its intended function, including 
factors such as durability, reliability, accuracy, ease of use, repairability, and other 
characteristics (Kotler & Keller, 2016). High product quality contributes to a positive brand 
image among consumers. According to Harto et al. (2021) one of the components that create 
brand image is product quality. This aligns with studies by Cahayani & Sutar (2020), Hanaysha 
et al. (2014), Ketut (2018), and Widiastiti et al. (2020), which demonstrate that product quality 
positively influences brand image. Tjiptono (2016) notes that product quality is assessed based 
on several factors, including performance, reliability, features, adherence to specifications, 
durability, aesthetics, and perceived quality. 
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Additionally, product quality influences purchasing decisions (Choi & Jeong). It is essential for 
meeting market needs or demands (Rorong et al., 2021). Adhering to quality standards is crucial 
for satisfying consumer expectations, and product quality is a key factor in measuring and 
enhancing customer satisfaction (Cahaya et al., 2023). This is supported by research from 
Bukhari et al. (2022), Kathuria & Singh (2016), Chaerudin & Syafarudin (2021), and Rajasa et 
al. (2023), which confirms that product quality significantly impacts purchasing decisions.  
H3: Product quality affects brand image 
H4: Product quality affects purchasing decisions. 
 
 
Brand Image 
Brand Image is a product description and consumer confidence in a particular brand. Brand 
image refers to the perceptions and associations consumers form about a brand. A positive brand 
reputation increases the likelihood that consumers will choose to purchase from that brand. 
Therefore, a good brand image is the key to luring consumers to be interested in deciding to buy 
a product (Wicaksana et al., 2022). This aligns with the findings of Angowski & Jarosz-Angowska 
(2019), Bukhari et al. (2020), and Hidayat et al. (2023), which suggest that brand image 
positively affects consumer purchasing decisions. Brand image can also mediate the influence of 
halal labeling on purchasing decisions, as supported by research from Gunawan (2022) and 
Suleman et al. (2022), which shows a significant impact of the halal label on purchasing 
decisions through brand image. Moreover, studies by Ketut (2018), Widiastiti et al. (2020), and 
Syafulloh et al. (2021) indicate that product quality significantly influences the purchasing 
decision process via its effect on brand image. 
H5: Brand image affects purchasing decisions 
H6: Halal label affects purchasing decisions through brand image  
H7: Product quality affects purchasing decisions through brand image  
 
 
 
 
 
 
 
 
 
 
 
 

Figure 1. Conceptual Framework 
 
 
METHODOLOGY 
This study evaluates and analyzes the mediating role of brand image in the relationship between 
halal labels, product quality, and purchasing decisions for imported food products among 
Generation Z in Banda Aceh City. The size of the research sample was determined by considering 
the number of indicators involved in measuring the four variables studied in this study. 
According to Hair Jr et al. (2017), the sample size should be at least five times the number of 
indicators. Given that this study includes 18 indicators. All indicators come from each variable, 
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namely four indicators to measure the halal label (exogenous) (Abdul Latiff et al., 2016), seven 
indicators measuring product quality (exogenous) (Tjiptono & Chandra, 2016), four indicators 
measuring purchasing decisions (endogenous)  (Kotler & Armstrong, 2012), and three indicators 
to measure brand image (mediation) (Firmansyah, 2019). In this study, the sample size was 
determined to be 100 individuals, based on the Slovin formula with a precision level of 10%. The 
sampling was conducted using purposive sampling, with the criteria that participants must be 
Muslim and have purchased imported packaged food products. 
Data were gathered by distributing questionnaires to the selected respondents and measured 
using a five-point Likert scale. To assess and analyze the influence of halal labeling and product 
quality on purchasing decisions through brand image, this study utilizes path analysis 
techniques. Path analysis offers the advantage of high accuracy and robustness in data analysis 
and indicator results, and its capability to validate theoretical values (Hair et al., 2017). The 
equation model in this study is as follows: 
Equation I : BI = β1LH + β2Kp + e1 
Equation II : KP = β1LH + β2Kp + β3BI + e2 
Where BI is brand image, KP is purchasing decision, LH is halal label, Kp is product quality, β is 
the regression coefficient and e is the error term. 
 
RESULTS AND DISCUSSION 
Based on Table 1, it is observed that the majority of respondents are women (80%), while men 
constitute the remaining 20%. As for the origin of the place of residence, the majority came from 
the Shia kuala sub-district (43%). The majority of respondents are 20 years old (50%) and based 
on occupation is dominated by students (80%).  
 
Table 1. Respondent Characteristics 
 Characteristics Frequency Percentage 
Gender Male 20 20,0 
 Female 80 80,0 
Total  100 100 
District Baiturrahman 11 11,0 
 Banda Raya 7 7,0 
 Jaya Baru 2 2,0 
 Kuta Alam 13 13,0 
 Kuta Raja 3 3,0 
 Lueng Bata 6 6,0 
 Meuraxa 6 6,0 
 Syiah Kuala 43 43,0 
 Ulee Kareng 9 9,0 
Total  100 100 
Age 20 20 20,0 
 21 50 50,0 
 22 13 13,0 
 23 3 3,0 
 24 14 14,0 
Total    
Education Elementary School 0 0 
 Junior High Schools 0 0 
 High School 68 68,0 



364 
 

 

 Associate's Degree, 5 5,0 
 Undergraduate Degree 23 23,0 

 Master 4 4,0 
 Doctoral Degree 0 0 
Total  100 100 

  Source: Primary data processed (2022) 
 
Given that Banda Aceh is recognized as the educational hub of Aceh Province, the majority of 
respondents in this study were either students or high school graduates, with an age range of 
around 21 years. The selected respondents are consumers who have purchased imported 
packaged food products, making them suitable for the topic of this research.  
Measurement Model Testing  
Prior to hypothesis testing, this study performed validity and reliability tests on the instruments. 
The validity test results showed that all indicators used to measure the study variables were valid, 
as each item's estimated correlation coefficient exceeded the critical value of 0.165 for the 
product moment correlation. Additionally, the reliability test yielded alpha values of 0.937 for 
the halal label variable, 0.918 for product quality, 0.804 for brand image, and 0.814 for 
purchasing decisions. These results confirm that all variables under investigation are reliable, 
with Cronbach's alpha values surpassing the threshold of 0.60. 
 Furthermore, the classical assumption test was conducted, it was found that the 
significant value through the Kolmogorov-smirnov approach at the asymp. Sig. (2-tailed) is 
0.200> 0.05. So, it can be affirmed that the data in this study follow a normal distribution. With 
tolerance values exceeding 0.1, there is no indication of multicollinearity. Additionally, the 
heteroscedasticity test results are above 0.05, leading to the conclusion that heteroscedasticity 
is not present in this regression model. 
Path Analysis Test Results 
Path analysis shows the coefficient of equation I, the beta coefficient for the halal label variable's 
effect on brand image is 0.170 with a significance level of 0.021. In contrast, the effect of product 
quality on brand image has a beta coefficient of 0.680 and a significance level of 0.000. 
Consequently, the path analysis equation modeling the causal relationship between the halal 
label, product quality, and brand image is expressed as follows: 
BI = 0.170 LH + 0.680 Kp + 0.636 (1) 
 
Summary of path analysis equation I: The R Square value is 0.596, indicating that halal labeling 
and product quality account for 59.6 percent of the influence on brand image. The remaining 
40.4 percent is attributed to other variables that were not considered in this study. 
According to the coefficient results from Equation II, the beta coefficient for the halal label 
variable's effect on purchasing decisions is 0.235 with a significance level of 0.000. The beta 
coefficient for the product quality variable's effect on purchasing decisions is 0.558, also with a 
significance level of 0.000, while the beta coefficient for the brand image variable's effect on 
purchasing decisions is 0.201 with a significance level of 0.016. Consequently, the equation 
model representing the path analysis of the causal relationships between halal labeling, product 
quality, and brand image on purchasing decisions is given by the following equation: 
 
KP = 0.235 LH + 0.558 Kp + 0.201 BI + 0.510 (2) 
Summary of path analysis equation II: the R Square value is 0.740. This shows that the halal 
label variable, product quality, brand image has a contribution of 0.740 or 74.0 percent to the 
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purchasing decision variable, while the remaining 26.0 percent is the contribution of other 
variables that cannot be explained because these factors are not included among the variables 
examined in this study. 
Based on the regression results of equations I and II, the following path analysis model is 
obtained: 

 
 

Figure 1. Path Analysis Model 
 The direct effect of the halal label on purchasing decisions is indicated by the β3 value of 
0.235. The indirect effect is calculated by multiplying β1 and β5, resulting in (0.170 x 0.201) = 
0.034. Therefore, the total effect, combining both direct and indirect effects, is (0.235 + 0.034) 
= 0.269. To assess the mediating effect of (β1β5), the Sobel Test was performed using the online 
application "Sobel Test Calculator for the Significance of Mediation" by Daniel Soper, as follows:  

 
                                  Source: Sobel Test Calculator Online Processed (2024) 

Figure 2. Sobel Test Results Halal Label on Purchasing Decisions through Brand Image 
 
From the above calculations, the statistical value (z value) is 1.70502192 and the significance at 
one-tailed probability is 0.04409517. Because the p value <0.05, it can be concluded that brand 
image mediates the impact of the halal label on purchasing decisions. 
The direct effect of the halal label on purchasing decisions is reflected by the β4 value of 0.558. 
The indirect effect is calculated by multiplying β2 and β5, resulting in (0.680 x 0.201) = 0.137. 
Therefore, the total effect, combining both direct and indirect effects, is (0.558 + 0.137) = 0.695. 
To assess the mediating effect of (β2β5), the Sobel Test was conducted using the online 
application "Sobel Test Calculator for the Significance of Mediation" by Daniel Soper, as follows: 
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Source: Sobel Test Calculator Online Processed (2024) 

Figure 3. Results of the Sobel Test for the Impact of Product Quality on Purchasing Decisions 
via Brand Image 

 
From the above calculations, the statistical value (z value) is 2.37482484 and the significance at 
one-tailed probability is 0.00877864. Because the p-value is less than 0.05, it can be concluded 
that brand image mediates the effect of product quality on purchasing decisions.  
 
DISCUSSION 
Effect of Halal Label on Brand Image 
The impact of the halal label on brand image is 0.170, with a significance level of 0.021, which is 
below the 0.05 threshold. This indicates that the halal label positively and significantly 
influences brand image, especially for imported packaged food products. This shows that 
consumer confidence in the halalness of the product can improve the overall brand image. The 
halal label not only guarantees that the product meets sharia standards, while also fostering a 
sense of security and trust among consumers, especially those who are concerned about halal 
aspects. The results of this study agree with those reported by Hidayati & Sunaryo (2021) and 
Gunawan (2022), which indicate that halal labeling significantly affects brand image.  
This research confirms the importance of halal certification as an effective marketing strategy 
for imported packaged food manufacturers to build and strengthen brand image, especially in 
markets with most Muslim consumers. Therefore, if companies want to improve their brand 
image, they should consider implementing halal labeling as part of their marketing strategy. 
 
Effect of Product Quality on Brand Image  
The impact of product quality on brand image is 0.680 with a significance level of 0.000, 
indicating a value below 0.05. Therefore, it can be concluded that product quality has a strong 
and significant effect on brand image, especially for imported packaged food products. This 
indicates that high product quality enhances consumers' favorable perceptions of the brand . 
High quality products not only meet consumer expectations in terms of taste, safety and 
nutrition, but also build consumer trust and loyalty to the brand. Consumers tend to associate 
good product quality with a strong brand reputation, which in turn enhances brand image. 
The results of this study are in agreement with those reported by Hapsoro & Hafidh (2018) and 
Cahayani & Sutar (2020), which demonstrate that product quality significantly and positively 
influences brand image. High-quality imported packaged food products can distinguish 
themselves from competitors, add value, and enhance their brand image among consumers. In 
a competitive global market, product quality is a critical determinant of a brand's success. . 
In addition, companies that focus on product quality tend to get positive reviews, word-of-mouth 
recommendations, and higher customer loyalty. Therefore, imported packaged food 
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manufacturers should continue to improve their product quality is essential for building and 
maintaining a strong brand image in the international market. 
 
The Effect of Halal Label on Purchasing Decisions 
The impact of the halal label on purchasing decisions is 0.235, with a significance level of 0.000, 
which is below 0.05. Thus, it can be concluded that the halal label has a significant and positive 
effect on purchasing decisions. These results corroborate previous studies by Ismail et al. (2022), 
Millatina et al. (2022), and Suwarto & Nasikah (2021), which also found that the halal label 
significantly impacts purchasing decisions. This suggests that including halal labels on imported 
packaged food products boosts purchasing decisions, particularly among Generation Z, who are 
more conscious of health, ethical, and halal considerations in products, tends to prefer products 
with halal labels because it provides assurance that the product is in accordance with their values 
and beliefs. Halal labels also help reduce uncertainty and increase consumer confidence in 
choosing products.  
This study highlights the significance of halal certification as a crucial element in the marketing 
strategy for imported packaged food products. With the increasing awareness and demand for 
halal products, companies should consider halal certification as a strategic step to attract and 
retain consumers, especially in markets with a predominantly Muslim population. The 
implementation of halal labels not only supports increased sales, but also strengthens brand 
image and consumer confidence. product quality has a significant and positive effect on 
purchasing decisions.  
 
The Effect of Product Quality on Purchasing Decisions 
The impact of product quality on purchasing decisions is measured at 0.558, with a significance 
level of 0.000, indicating a strong positive effect. This supports previous studies by Montolalu 
et al. (2021), Chaerudin & Syafarudin (2021), Priadi & Heri (2022), and Rajasa et al. (2023), 
which also demonstrated that product quality significantly affects purchasing decisions. This 
suggests that higher product quality leads to greater purchasing decisions for imported packaged 
food products among the Generation Z community. This generation, known as smart and critical 
consumers, are very concerned about product quality in making purchasing decisions. They look 
for products that not only meet taste and safety standards, but also offer added value such as 
health, sustainability and innovation. 
High product quality creates customer satisfaction, builds loyalty and encourages word-of-
mouth recommendations. Generation Z consumers tend to share their positive experiences on 
social media, which can expand a brand's reach and reputation. Therefore, imported packaged 
food manufacturers should focus on improving product quality to attract and retain generation 
Z customers. 
In addition, consistent product quality can help companies differentiate themselves from 
competitors, increase competitive advantage, and support long-term growth. Thus, investing in 
product quality is not only a strategy to boost sales but also a means to establish strong and 
lasting relationships with consumers. 
 
The Effect of Brand Image on Purchasing Decisions 
The influence of product quality on brand image is 0.201, with a significance level of 0.016, 
indicating a positive and significant effect. This suggests that brand image positively impacts 
purchasing decisions. These results are consistent with earlier studies by Mbete & Tanamal 
(2020), Bukhari et al. (2020), Angowski & Jarosz-Angowska (2019), and Nainggolan (2023), 
which also identified a notable and positive impact of brand image on purchasing decisions. This 
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implies that a stronger brand image among Generation Z leads to increased purchasing decisions 
for imported packaged food products. A positive brand image fosters perceptions of quality and 
trust, which are crucial factors in influencing purchasing decisions. Generation Z, which is highly 
connected to social media and digital information, tends to be more easily influenced by a strong 
and consistent brand image. 
A good brand image reflects the values held by the company, such as quality, innovation and 
trust. When a positive brand image is embedded in consumers' minds, they are more inclined to 
select products from that brand rather than from competitors. This can also encourage customer 
loyalty and recommend the product to others. Therefore, companies producing imported 
packaged foods should continue to build and strengthen their brand image through effective 
marketing strategies, consistent product quality, and positive interactions with consumers. This 
will help increase purchasing decisions among generation Z and support long-term market 
growth. 
 
The Effect of Halal Label on Purchasing Decisions Through Brand Image 
Based on the Sobel test results for mediation, the t-count is 1.705, which exceeds the t-table value 
of 1.661, and the significance level is 0.044, below the 0.05 threshold. This suggests that the halal 
label significantly influences purchasing decisions through brand image. Therefore, brand image 
acts as a partial mediator in the relationship between the halal label and purchasing decisions. 
This implies that although brand image affects how the halal label impacts purchasing decisions, 
the halal label also has a direct effect on purchasing decisions beyond its influence through brand 
image. 
This study corroborates the findings of Gunawan (2022) and Hidayat (2023), which found a 
significant impact of halal labeling on purchasing decisions through brand image. This indicates 
that brand image can enhance the impact of halal labeling on purchasing decisions for imported 
packaged food products, especially among Generation Z in Banda Aceh City. This generation is 
inclined to view the halal label as a confirmation of product halalness, which enhances their trust 
in the brand. When a positive brand image is formed, purchasing decisions become stronger, 
suggesting that companies should focus on improving brand image in addition to relying on halal 
labeling. 
Thus, companies that want to increase sales of imported packaged food products among 
generation Z should consider strategies that not only prioritize the halal label but also build and 
strengthen brand image to maximize its influence on purchasing decisions. 
 
 
The Effect of Product Quality on Purchasing Decisions Through Brand Image 
According to the Sobel test results for the mediation effect, the t-count value is 2.375, while the 
t-table value is 1.661. Since the t-count exceeds the t-table value and the significance level is 
0.009 (less than 0.05), it can be concluded that product quality significantly affects purchasing 
decisions through brand image. Thus, product quality has a notable impact on purchasing 
decisions by influencing brand image.  
Since brand image significantly influences and mediates the relationship between product 
quality and purchasing decisions, it is evident that product quality also directly affects 
purchasing decisions. This suggests that brand image partially mediates the effect of product 
quality on purchasing decisions, meaning that while brand image impacts how product quality 
influences purchasing decisions, product quality still has a direct effect on purchasing decisions 
independent of brand image. 
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This study is consistent with the results of Syafulloh et al. (2021) and Hidayat (2023), which 
demonstrate that product quality significantly and positively affects purchasing decisions 
through brand image. This implies that brand image can amplify the impact of product quality 
on purchasing decisions for imported packaged food products, especially among Generation Z 
in Banda Aceh City. This generation, known for being well-informed and discerning, places 
considerable emphasis on product quality and brand image when making purchasing choices. 
Therefore, companies that want to increase sales of imported packaged food products among 
Generation Z should focus not only on improving product quality but also on building and 
strengthening brand image. With a combination of both, companies can enhance their impact 
on purchasing decisions and gain a competitive edge in an increasingly crowded market. 
 
CONCLUSION 
This study aims to examine and analyze the impact of halal labeling and product quality on 
purchasing decisions for imported food products, with brand image serving as a mediating 
factor. Using path analysis, the study demonstrates that both halal labeling and product quality 
have a positive direct effect on purchasing decisions and the brand image of imported food 
products. Furthermore, it was observed that brand image partially mediates the relationship 
between halal labeling, product quality, and purchasing decisions. 
Our findings further imply that for purchasing decisions of imported food products, it is crucial 
to consider both halal labeling and product quality, as brand image also affects how halal labeling 
and product quality influence purchasing decisions for imported food products. Aceh is known 
for the implementation of Islamic sharia, therefore the presence of a halal label strongly 
influences consumer decisions. Likewise, product quality is something that consumers pay 
attention to when buying a food product. 
To strengthen empirical findings on the research topic, future studies could use a larger sample 
size that includes not only generations in Banda Aceh City but also encompasses districts and 
cities across Aceh Province. Additionally, incorporating variables such as religiosity and lifestyle 
into the research model could provide further insights. These variables could be considered as 
mediating or moderating factors in future research to enhance and enrich the current empirical 
findings. 
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ABSTRACT 
 
The study investigates the factors that influence the choice of international students to study 
abroad. Various factors such as economic conditions, educational institutions in the destination 
country, environmental aspects, and social factors play a role. This research uses a correlational 
quantitative research approach. Data were collected from 65 participants using questionnaires 
and analyzed using Smart PLS software. The findings showed that economic conditions, 
destination country factors, institutional factors, and social factors influenced the choice of study 
destinations abroad, while environmental factors did not have a significant influence. 
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INTRODUCTION 
International student mobility is a growing global trend, impacted by a range of intricate 
elements. The study examines the factors that impact the movement of international students, 
considering the community's function as an intermediary variable [1]. Students select countries 
with political stability, security, and high-quality education systems, together with institutions 
that have a strong reputation and reasonable prices [2]. The appeal of stable economic conditions 
and employment possibilities is enhanced by the presence of a clean and secure living 
environment. The comfort and adaptation of students are influenced by the societies in the 
destination country, which encompasses the culture and hospitality of the local community. This 
research offers comprehensive insights to governments, educational institutions, and foreign 
students for the purpose of formulating efficient policies, enhancing competitiveness, and aiding 
students in selecting suitable destination countries and schools [3]. 
 
BACKGROUND AND HYPOTHESES 
Study Aboard 
Studying abroad involves pursuing formal education in a A foreign country refers to a nation that 
is different from one's own. The driving force behind this is the need for varied educational 
opportunities, improved quality of education, and expanded cultural and social outlooks [4]. In 
addition to acquiring a degree, studying abroad encompasses broadening personal perspectives 
and establishing a worldwide network, resulting in personal and professional 
growth. Important factors to consider when studying abroad include one's motivation, the level 
of accessibility, economic factors, and the social and cultural features of the destination [5]. 
 
 
Host Country 
Indonesian students' decision to study abroad is greatly impacted by the host country, which 
encompasses elements such as the educational system, immigration policies, security protocols, 
cultural traits, and global reputation [6]v. Furthermore, the amicability of the indigenous 
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inhabitants, the standard of infrastructure, and the affordability of living expenses are 
significant factors to consider. The host country plays a pivotal role in establishing a favorable 
learning environment, providing not only academic information but also rich life experiences 
that contribute to the overall contentment of Indonesian students [7]. 
Institution 
An establishment, such as a university, has a substantial impact on enticing overseas students 
through its varied and attractive characteristics. The decision to seek additional education is 
influenced by factors such as the quality of the institution, personal preferences, and 
recommendations from others [8]. The primary factors to consider when assessing an institution 
are its academic prowess, international reputation, diverse range of courses, research and 
educational facilities, and student support services. The assessment of academic quality is based 
on accreditation, global rankings, faculty competence, and research contributions [9]. 
Economics 
The field of economics significantly influences the choices made by international students when 
selecting colleges abroad. Factors encompass the economic progress of their country of origin, 
educational prospects, educational quality, and economic and political connections with the host 
country [10]. Government-funded scholarships in the host country have a substantial impact on 
the decisions made. The economic factors impact both the choice to pursue education overseas 
and the appeal of universities in the host country to students from other nations. Important 
economic factors encompass the price of education, living expenditures, the availability of 
scholarships, and the possible financial gains resulting from investing in such education. These 
criteria collectively affect the attractiveness of institutions and countries as study destinations, 
by considering the expected economic advantages in relation to the associated expenses [11]. 
 
Environment 
The environmental factors that impact international students' college selection overseas include 
climate and weather conditions, security and political stability, social and cultural diversity, and 
the quality of campus amenities and infrastructure [12]. Creating an environment that is 
favorable and in line with students' tastes improves their comfort while they are studying. It is 
of utmost importance to guarantee the security and political stability of the destination country 
in order to ensure the safety and peace of students [13]. The environmental elements have a 
substantial impact on the total college experience of international students, affecting their 
decision on which institution and country to choose. 
Society 
Society is a group of people living in a certain location who have common cultural practices, 
norms, and values, and interact with each other. For international students, society refers to the 
social and cultural connections they form while studying in a foreign country. International  
students frequently establish robust networks that provide mutual assistance in negotiating 
cultural, linguistic, and academic obstacles [14]. This connection enhances their experiences by 
providing a variety of viewpoints, promoting critical thinking, and fostering the growth of 
interpersonal skills across different cultures [10]. The sociocultural factor for overseas students 
encompasses multiple facets that mirror the social circumstances of a society. Key metrics 
include education, health, economy, social conditions, and security levels [15]. 
 
HYPOTHESIS 
The mobility of international students is shaped by five key factors: the immigration policies and 
security measures of the host countries, which determine the conditions for entry and stay; the 
academic reputation and support services provided by educational institutions, which are 
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essential for attracting and retaining students; economic considerations such as living expenses 
and availability of scholarships, which impact affordability; the physical and social environment, 
including climate and local community attitudes, which affect comfort and adaptation; and 
inclusivity, which promotes social support and cultural diversity. Moreover, society serves as an 
intermediate factor, exerting influence on the perception and integration of international 
students. An affirming and all-encompassing local community can greatly augment the student 
experience by facilitating social connections and promoting intercultural interchange. Host 
countries have a crucial role in offering academic, social, and administrative assistance to 
international students, which helps create a favorable educational setting and enhances 
worldwide university networks. 
H1. The impact of the host country on the relocation of international students and society 
The impact of host nations on the relocation of international students is closely tied to their 
interaction with local communities. The country's immigration policies, economic conditions, 
political stability, and social culture are influential factors that impact the decision-making 
process of international students when selecting a study destination, as well as their overall 
experiences throughout their stay. Nations with welcoming immigration policies and inclusive 
societies can enhance the process of social integration and enhance the overall quality of life for 
overseas students. Conversely, an unsupportive social environment or xenophobic attitude can 
impede their ability to adapt and learn in a new nation. Hence, a favorable correlation between 
the host nation and the indigenous community significantly influences the extent to which 
international students can acclimate and thrive while pursuing their education overseas [16]. 
H2. The impact of the institution on the relocation of international students and society 
The impact of educational institutions on the migration of international students and their 
engagement with local communities is substantial. Key determinants in the selection of a study 
destination for international students include academic excellence, the university's prestige, the 
range of educational programs available, and the availability of supportive amenities such as 
accommodation and student life services. Academic institutions with a strong global standing 
and a welcoming academic atmosphere tend to attract a larger number of international students. 
Furthermore, institutions that actively promote cultural variety and provide a platform for 
intercultural contact can enhance the social integration of international students with local 
communities, thereby enhancing their educational experience abroad [4] 
H3. The impact of the economics on the relocation of international students and society 
The impact of economic issues on the migration of international students and their engagement 
with local communities is essential. The selection of international students to choose their 
country of study is significantly influenced by factors such as education expenses, living costs, 
and the availability of part-time or post-graduate job prospects. Nations that provide cost-
effective tuition rates or scholarship initiatives have the potential to allure a greater number of 
international students. The connection between international students and local communities is 
also influenced by economic considerations. Affordable living standards and chances to 
contribute to the local economy can enhance the social and cultural integration of foreign 
students with their host communities [17]. 
H4. The impact of the environment on the relocation of international students and society 
The influence of the physical and social surroundings on the migration of international students, 
as well as their engagement with local communities, significantly impacts their educational 
experience overseas. Factors such as security, environmental cleanliness, cultural variety, and 
the accessibility of public amenities can significantly impact the decision-making process of 
international students when selecting a study destination. Nations or urban centers that offer a 
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secure atmosphere, well-developed physical structures, and a vibrant social scene tend to draw 
a larger number of international students. Furthermore, a supportive 
 
environment that fosters cultural diversity and offers chances to engage in local social and 
cultural events can enhance their educational experiences and facilitate their assimilation into 
the local community. Hence, favorable environmental conditions and an environment that 
promotes variety significantly contribute to the successful relocation and adaption of 
international students in their new surroundings [18]. 
H5. The impact of the society on the relocation of international students 
The impact of local communities or cultures on the relocation of international students is 
significant since it directly influences their social assimilation, cultural adjustment, and overall 
educational experience. The amicable and inclusive demeanor of the local population might 
enhance the sense of acceptance and ease for overseas students in their unfamiliar surroundings. 
The presence of many cultures and the chance to engage in local social and cultural activities can 
enhance their educational experiences beyond the confines of the classroom. Conversely, the 
animosity or xenophobia exhibited by local communities might hinder the adaption process and 
diminish the contentment of individuals studying abroad. Hence, fostering a favorable rapport 
between international students and the local community might enhance the caliber of their 
educational journey and overall well-being in the host nation [19]. 
H6. The impact of host country on society 
Host countries exert a substantial impact on the social, cultural, and economic dynamics of their 
territory by means of their immigration policies, efforts to incorporate cultural variety, and 
safeguarding of human rights. Policies that promote diversity tend to foster inclusive societies, 
whereas stringent policies can lead to social conflict and impact intercommunal interactions. 
Hence, the host country plays a pivotal role in shaping the social and cultural circumstances that 
impact the experience and assimilation of foreigners within its borders. 
H7. The impact of institution on society 
Institutions, such as educational establishments, exert significant effect on society in terms of 
its social, cultural, and economic dimensions within a particular region. Universities serve as 
both educational and research institutions, as well as hubs for community involvement. The 
institution's academic excellence, range of diversity programs, and cultural activities have the 
potential to enhance social integration among students, staff, and local communities. 
Communities that prioritize inclusion and justice frequently establish institutions that are 
cohesive and proactive in addressing social concerns. Nonetheless, a deficiency in dedication to 
diversity or restricted availability can curtail social integration and overall well-being. Hence, the 
pivotal function of institutions in constructing their respective communities is paramount in 
establishing an all- encompassing and enduring environment [20]. 
H8. The impact of economics on society 
The economic impact on societies is immense, molding social hierarchies, dynamics of 
engagement, and overall communal welfare. The economic situation of a country has a direct 
impact on the allocation of wealth, availability of job prospects, accessibility to healthcare, 
education, and 
infrastructure. Economic disparities can result in social disparities, poverty, unequal 
distribution of money, and impact social well-being and self-assurance. An equitable economic 
equilibrium fosters fair opportunity, enhances social solidarity, and enhances quality of life. 
Hence, it is imperative to have equitable and environmentally responsible economic governance 
in order to foster stable and inclusive societies [21]. 
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H9. The impact of environment on society Environmental factors that impact a society 
encompass 
the geographical, societal, and cultural circumstances of a particular area. An optimal physical 
environment, characterized by the availability of uncontaminated water, unpolluted air, and 
fertile land, significantly improves overall well-being. However, environmental alterations such 
as climate change, ecological degradation, or contamination jeopardize the well-being and long-
term viability of the environment, so impacting the overall quality of life. The social and cultural 
contexts shape collective identities, norms, and values, which in turn influence individuals' 
approaches to environmental concerns and their efforts to enhance their standard of living [22]. 
H10. The influence of host country on international students relocation with society as an 
intervening variable 
Society can moderate the impact of the physical and social surroundings on the migration of 
international students in various ways. An atmosphere that is secure, hygienic, and 
accommodating to other cultures might enhance the likelihood of international students 
selecting a country as their preferred destination for education. These characteristics also impact 
the way international students interact with local communities, promote improved social 
integration between international students and the local community, and enhance their learning 
experiences abroad. Hence, comprehending the dynamics of relocation and adaptation of 
international students in their new environment necessitates a thorough awareness of the pivotal 
role played by the interplay between the environment and society [23] 
H11. The influence of institution on international students relocation with society as an 
intervening variable 
Society can have a role in mediating the impact of educational institutions on the relocation of 
international students, particularly in terms of social integration and study abroad experiences. 
The academic caliber, the prestige of the university, and the availability of supported amenities 
provided by the institution are crucial determinants in shaping the choice of international 
students when selecting a study destination. Organizations that promote cultural variety and 
allow intercultural engagement have the potential to improve social integration between 
international students and local communities. Hence, the connection between educational 
institutions and the local population significantly influences the adjustment of international 
students to their new surroundings, subsequently impacting their choices regarding transferring 
their studies to a specific country [24]. 
H12. The economics of economics on international students relocation with society as an 
intervening variable 
International students' choice of study destination is influenced by economic considerations 
such as the expenses associated with education, the cost of living, and the availability of job 
possibilities. The variable society serves as 
 
an intermediary in the correlation between these economic elements and the phenomenon of 
international student relocation. An inclusive social milieu that fosters cultural variety and offers 
assistance to international students can enhance the caliber of their academic journey and 
facilitate their assimilation into new educational settings [25] 
H13. The economics of environment on international students relocation with society as an 
intervening variable 
The relocation of international students is influenced by both the physical and social 
surroundings. An environment that is secure, hygienic, and well-organized provides favorable 
circumstances for individuals, while a social setting that promotes cultural variety assists people 
in experiencing a sense of acceptance and belonging within the nearby community. Society 
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variables serve as intermediaries that connect the impact of the physical environment with the  
social and intellectual encounters of international students during their time abroad [26]. 
 
Methods for gathering data through the use of questionnaires. To proactively address a potential 
low response rate, a questionnaire can be distributed utilizing the Google Form platform. The 
data processing procedure employs Smart PLS packages to compute the frequency of responden. 
b.    Measurement 
Validity and Reliability 
Table I Validity and Reliability 

Variable Outer model AVE Fornel lecker CR CA 

Economics 0.900 – 
0.931 

 
0.835 

0.914  
0.953 

 
0.934 

Environment 0.648 – 
0.927 

 
0.671 

0.827  
0.909 

 
0.899 

Host Country 0.739 – 
0.899 

 
0.721 

0.849  
0.939 

 
0.922 

Institution 0.823 – 
0.888 

 
0.731 

0.855  
0.916 

 
0.877 

International 
Students' 
Relocation 

0.786 – 
0.923 

 
 
0.735 

0.857  
 
0.933 

 
 
0.909 

Society 0.563 – 0.873  
0.534 

0.735  
0.869 

 
0.845 

 
According to the table provided, the variable is considered reliable because it has a Cronbach's 
alpha value greater than 0.7. Subsequently, all the variables have successfully met the validity 
criteria as the Average Variance Extracted (AVE) value is greater than 0.5. Subsequently, it is 
observed that the value of any given structure on the fornel lecker is greater in comparison to its 
value during the validity test (AVE). Thus, the discriminating validity of this study model is 
evaluated based on the Fornell-Larcker criterion. 
R-Squared 
 
a. Data 

 
Fig. 1 Research Model 
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METHODOLOGY 
Table II R-Squared 

Variable R-Square 

International Students' Relocation 0.954 

Society 0.822 

This research employs a quantitative technique, namely a correlational study design. The study 
included a sample of 65 students who either studied abroad or studied overseas. The sampling 
technique employed in this work is non-probability sampling, specifically the saturated sampler 
(sensus) technique. 
Discussion 
Based on the above table, it is known that the contribution of the host contry, institution, 
economics and environment variables to society was 82.2%, then the contributions of the Host 
Contry, institutions, economy, environment and society to international student’s relocation 
was95.4%. 
Table III Hypotesis 
Code Hypothesis Original 

Sample 
T 
statistic
s 

P values Result 

Direct Effect 
H3 Economics -> International Students' Relocation 0.096 2.215 0.027 Accepted 
H8 Economics -> Society 0.099 1.098 0.273 Rejected 
H4 Environment -> International Students' Relocation 0.050 0.973 0.331 Rejected 
H9 Environment -> Society 0.108 0.951 0.342 Rejected 
H1 Host Country -> International Students' Relocation 0.911 5.674 0.000 Accepted 
      
H6 Host Country -> Society 0.639 4.366 0.000 Accepted 
H2 Institution -> International Students' Relocation 0.443 5.645 0.000 Accepted 
H7 Institution -> Society 0.246 1.491 0.137 Rejected 
H5 Society -> International Students' Relocation -0.458 3.121 0.002 Accepted 
Indirect Effect 
H12 Economics -> Society -> International Students' Relocation -0.045 0.969 0.333 Rejected 
H13 Environment -> Society -> International Students' 

Relocation 
-0.050 0.791 0.429 Rejected 

H10 Host Country -> Society -> International Students' 
Relocation 

-0.293 2.007 0.045  Accepted 

H11 Institution -> Society -> International Students' Relocation -0.113 1.436 0.152 Rejected 

 
Citing table V from the Comprehensive Analysis of Factors Influencing International Students' 
Relocation: Host Country, Institution, Economics, Environment and Society. The summary of 
table 5's interpretation is as follows: 
H1: X1 Exerting influence on Y 
Studies indicate that the host country exerts a substantial impact on the migration of 
international students. Typically, international students opt for host nations that possess a 
superior education system and a strong global standing. The universities and educational 
institutions in the host country provide appealing study programs, highly skilled teaching 
faculty, and state-of- the-art facilities. International students consider the expense of education 
in the country they are studying in. International students are more likely to be drawn to 
countries that provide cheaper school prices and appealing scholarship programs. 
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H2: X2 Exerting influence on Y 
Studies have demonstrated that educational institutions exert a substantial impact on the 
migration of international students. Institutions that possess a strong global reputation and 
achieve high rankings in international assessments are generally more appealing to international 
students. The reputation of such institutions is indicative of the caliber of education, faculty, and 
outcomes for graduates. Education institutions that provide engaging and pertinent curriculum 
to cater to the interests and professional aspirations of international students generally attract 
them more. The curriculum should adhere to rigorous academic standards and offer students 
ample opportunities to cultivate the skills and knowledge necessary for the professional realm. 
H3: X3 Exerting influence on Y 
Studies indicate that economic reasons play a substantial role in the decision of international 
students to move to a different area. The exorbitant expenses associated with higher education 
might be a significant obstacle for students hailing from economically disadvantaged nations. 
The cost of living in the target country is a significant consideration for international students. 
Students from nations with poor economies may find studying abroad unfeasible due to the 
exorbitant living expenses. 
H4: X4 Exerting influence on Y 
Studies indicate that the environment has an insignificant impact on the relocation of 
international students. Globalization has enhanced connection and facilitated access to 
information, thereby providing international students with a greater wealth of knowledge 
regarding their educational opportunities overseas. They have the freedom to study in nations 
with diverse environmental circumstances, as they are no longer restricted to their native 
surroundings. Globalization has enhanced connectivity and facilitated access to information, so 
enabling international students to be better informed about educational opportunities abroad. 
H5: Z Exerting influence on Y 
Studies indicate that societies exert a substantial impact on the migration of international 
students. The cultural milieu of the study site can either allure or repel international students. 
International students typically select a study destination country that possesses a culture 
characterized by openness, inclusivity, and appreciation for diversity. International students 
have the opportunity to select a study destination where they are likely to have a high probability 
of interacting with individuals from diverse backgrounds. These experiences have the potential 
to enhance their lives and foster a more profound comprehension of the world. 
H6: X1 Exerting influence on Z 
Studies indicate that the presence of international students in host countries can exert a 
substantial influence on local populations. The host country exerts a significant impact on the 
cultural fabric of the resident communities. The customs, principles, and behaviors of 
communities are influenced by the surrounding environment and cultural context in which they 
reside. The host country exerts impact on the social structure of the communities. The social 
hierarchy, cultural norms, and interpersonal dynamics of societies are shaped by the institutions 
and values prevalent in the host country. 
H7: X2 Exerting influence on Z 
Studies indicate that the Institution does not exert any influence on the Society. Students who 
engage in international education have the liberty and independence to select the program, 
university, and country of their choice based on their personal interests and objectives. Study 
abroad experiences can be shaped by a range of external influences and local dynamics in the host 
country, including political, economic, and socio-cultural circumstances. The institution of 
origin may not have control over or the ability to forecast these characteristics. 
H8: X3 Exerting influence on Z 
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Empirical evidence indicates that economics exerts no influence on society. A significant number 
of students opt to pursue their studies overseas for reasons unrelated to financial gain, such as 
personal growth, exposure to different cultures, and the establishment of global connections. 
This drive may surpass the influence of salary or future employment opportunities. Study abroad 
students have access to a wide range of scholarships and financial assistance from educational 
institutions, governments, non-governmental organizations, and private companies. 
H9: X4 Exerting influence on Z 
Studies indicate that the environment does not exert any impact on society. Students who are 
studying abroad typically possess a high level of adaptation and flexibility in adjusting to new 
circumstances, both in terms of physical surroundings and cultural differences. Students that 
participate in study abroad programs typically prioritize acquiring knowledge and engaging in 
meaningful connections with many individuals, including local students, educators, and 
community members. 
H10: The impact of X1 on Y via Z 
The host country exerts a substantial impact on the relocation of international students, with the 
community serving as the intermediary factor. Government policies and programs that are 
favorable towards international students, such as streamlined visa processes, residence permits, 
and access to public facilities, might incentivize more students to select the country as their 
preferred study location. The receptiveness and cordiality of the local community towards 
overseas students might have an impact on their level of comfort and ability to adjust in the host 
country. A welcoming and amicable community will facilitate students in feeling embraced and 
accepted in their new surroundings. 
H11: The impact of X2 on Y via Z 
Research shows that institutions have no influence on international students relocation with 
society as an intervening variable. Educational institutions in destination countries may have 
limited resources to provide adequate support to international students, such as counselling 
services, immigration support, and orientation programmes. Social networks and international 
student communities in destination countries can play an important role in helping students 
adapt and meet the challenges they face. Support from the community can help them feel 
connected and not alone. 
H12: The impact of X3 on Y via Z 
Research shows that economics has no influence on international students' relocation with 
society as an intervening variable. Many international students choose to relocate with non-
economic motivations, such as self-development, new cultural experiences, and building 
international networks. This motivation may be stronger than considering salaries or job 
prospects in the destination country. Social networks and international student communities in 
destination countries can play an important role in helping students adapt and cope with various 
challenges, including economic challenges. Community support can help them find part-time 
job opportunities, internships, or additional scholarships. 
H13: The impact of X4 on Y via Z 
Research indicates that the environment does not exert any influence on the relocation of 
international students, with society acting as the intervening variable. International students 
typically possess strong survival skills and a high degree of adaptability to unfamiliar situations, 
both in terms of physical and cultural adjustments. They can acquire knowledge about 
indigenous cultures and traditions, as well as tackle the difficulties that may emerge from 
disparities in the environment between their own countries and the places they visit. The 
welcoming and hospitality provided by the local population towards international students can 
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significantly impact their level of comfort and ability to adapt to their new country. A welcoming 
and inclusive community will foster a sense of belonging and comfort among students in their 
new surroundings. 
 
CONCLUSION  
The study seeks to investigate the determinants that impact the decision-making process of 
international students while selecting a study destination. The investigation revealed that 
economic considerations, target country factors, institutional factors, and community factors 
exert a substantial impact on the decision. Nevertheless, the environmental elements do not 
exhibit a substantial influence. These findings indicate that international students prioritize 
economic factors, institutional prestige, destination country policies, and social support over 
physical environmental conditions when selecting their study destination. The research also 
indicates that society, acting as an intermediary factor, has a significant role in moderating the 
impact of these factors on the relocation of international students. Assistance from local 
communities and global social networks can facilitate the adjustment and enhance the sense of 
ease for international students in their host country. 
Additional investigation is required to comprehend certain factors that influence the decision-
making process of overseas students. Government policies, such as immigration processing, 
residence permits, and access to public facilities, are significant factors to consider initially. 
Furthermore, it is crucial to examine the significance of researching the process by which 
international students acclimate to their new environment and the various aspects that influence 
their level of contentment while studying overseas. Furthermore, it is imperative to examine the 
impact of technology and online learning on students' choices while selecting educational 
institutions abroad. 
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ABSTRACT 
 
The study on the digital metamorphosis of Micro, Small, and Medium Enterprises (MSMEs) in 
Iloilo post-pandemic represents a significant contribution to understanding economic resilience 
amid unprecedented challenges. Through a nuanced qualitative design employing narrative 
inquiry, researchers captured the intricate facets of digital transformation within the MSME 
sector. The methodological strength lies in the integration of structured interviews and 
comprehensive surveys, allowing for a holistic understanding of the subject matter through data 
triangulation. The mixed-methods approach and combined offline and online data collection 
methods, encompassed a broad spectrum of urban and rural perspectives within Iloilo Province. 
This inclusivity facilitated a comprehensive analysis of the digital adoption landscape. Moreover, 
direct engagement with local business leaders and MSME managers enriched the analysis by 
providing firsthand insights into the benefits, challenges, and evolution of digital adoption. Case 
studies such as Panublion Handicrafts and Farm to Kariton, further enriched the understanding 
of digital transformation's impact. These case studies highlighted the diverse challenges and 
solutions across various industries, showcasing the practical implications of digital technologies 
in enhancing business resilience, particularly in the face of external shocks like the COVID-19 
pandemic. Both pre- and post-pandemic periods and the unique socio-economic dynamics of 
the region provided valuable insights into the transformative power of digital technologies in 
driving economic growth and development. This comprehensive analysis serves as a roadmap 
for policymakers, practitioners, and MSMEs alike, guiding them in navigating the complexities 
of the digital economy and leveraging digital transformation for sustainable development. 
Findings offer a nuanced understanding of MSMEs' digital transition in Iloilo Province, 
highlighting the importance of digital technologies in fostering economic resilience and 
adaptation. Its findings have significant implications for policy formulation and intervention 
strategies aimed at supporting MSMEs in their digital journey. 
 
Keywords: Digital Transformation, MSMEs, Post-Pandemic, Sustainable Growth.  
 
INTRODUCTION  
MSMEs are the backbone of economies, representing 90% of businesses and providing over half 
of global employment (World Bank, 2020). Their adaptability and innovation spur economic 
growth, particularly in developing nations (Cueto et al., 2022; OECD, 2017). In the Philippines, 
MSMEs make up 99.52% of businesses and generate 63% of jobs (DTI, 2018), promoting 
regional development, local entrepreneurship, and income equality (Mukhoryanova, et al., 
2021).  
Digital transformation is vital for MSMEs to stay competitive in today's digital landscape 
(Mazzarino, 2020), improving efficiency, market access, and responsiveness to changing 
consumer demands (Porter & Heppelmann, 2014; Meurer et al., 2022; Balida et al., 2022). 
Recognizing the crucial role of MSMEs in national and regional development, the Philippines 
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emphasizes their significance (Dinh et al., 2020; Balida et al., 2022; Verma et al., 2023). Pre-
pandemic, many Filipino MSMEs had already adopted digital tools (Asia-Pacific MSME Trade 
Coalition, 2019). 
The COVID-19 pandemic triggered significant economic disruptions, with the Philippine 
economy contracting by 9.5% (Asian Development Bank, 2020; Blanza, 2023). This underscored 
the urgency for MSMEs to digitalize (Priyono et al., 2020; Pu et al., 2021; Meurer et al., 2022), 
fundamentally transforming their operations and customer interactions (Sharma & Rai, 2023; 
Gumasing, 2022). This transformation is evident in the Philippines, with notable increases in 
online shopping and electronic money transfers in 2020 (DataReportal, 2020; Bangko Sentral 
ng Pilipinas, 2020). 
 
The province of Iloilo offers a unique case study with its mix of urban and rural landscapes and 
historical economic significance. MSMEs are thriving there, yet challenges in technology 
adoption persist (UP Visayas, 2018). Iloilo exemplifies the potential and challenges faced by 
MSMEs as they navigate digital transformation in a region steeped in both tradition and 
economic aspiration.  
Research on digital transformation often focuses on large corporations, overlooking MSMEs' 
specific circumstances. Additionally, there's limited understanding of how theoretical 
frameworks like TOE apply to MSMEs. Studies mostly explore immediate post-pandemic 
impacts, neglecting regional nuances like in Iloilo, Philippines. This knowledge gap hinders 
understanding of how Iloilo's MSMEs responded to the pandemic through digital 
transformation. Given Iloilo's unique urban-rural blend, strong MSME sector, and history, 
studying its digital journey could offer valuable insights. These insights would benefit local 
businesses, policymakers, and leaders in similar regions across the Philippines and Southeast 
Asia. 
 
This study aims to evaluate digital technology adoption by MSMEs in Iloilo Province post-
COVID-19, offering a roadmap for sustainable growth and resilience against future challenges.  
Specifically, the study aimed to achieve the following objectives:  
To determine baseline level of technological integration among MSMEs in Iloilo before and after 
the onset of the pandemic;  
To challenges and barriers did these enterprises encounter during their digital transformation 
journey; 
 To identify the notable successes, innovations, and best practices that have been embraced by 
MSMEs in Iloilo's digital transformation;  
To provide actionable insights and recommendations that can be derived from the study's 
findings to enhance support for the digital evolution of MSMEs in the Iloilo region.  
 
 
LITERATURE REVIEW  
THEORETICAL FRAMEWORK 
The digital transformation of MSMEs in Iloilo post pandemic can be analyzed through the 
Technology-Organization-Environment (TOE) Framework, devised by Tornatzky and Fleischer 
in 1990. The TOE framework posits that technological adoption within organizations is 
influenced by three domains: Technology Context, Organization Context, and Environment 
Context. Technology Context explores digital tools adopted by Iloilo's MSMEs. Organization 
Context examines their internal structure and resources, crucial for understanding digital 
adaptation challenges. Environment Context considers external factors like regulations and 
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competition. Using TOE ensures a comprehensive evaluation of micro and macro determinants 
shaping MSMEs' digital journey (Tornatzky & Fleischer, 1990). 
 
DIGITAL TRANSFORMATION AND MSMES 
 
Digital transformation is pivotal for the competitiveness of MSMEs in today's tech-driven 
landscape, facilitating streamlined operations, meeting evolving consumer expectations, and 
accessing global markets (Bharadwaj et al., 2021; Balida et al., 2022). It fosters agile business 
models adaptable to market shifts (Vial, 2019) and drives innovation, enhanced customer 
experiences, and organizational responsiveness (Kane et al., 2019). The COVID-19 crisis has 
accelerated global digital adoption (Garcia-Font, 2021), with MSMEs increasingly relying on 
digital platforms to navigate disruptions (World Bank, 2020). E-commerce and online 
marketplaces are now vital tools for MSMEs, expanding their customer base and market reach 
(Balida et al., 2022; UNCTAD, 2020), particularly benefiting MSMEs in developing nations by 
overcoming logistical barriers and facilitating global trade (Li et al., 2019).  
 
Digital transformation revolutionizes business operations and value delivery (Ross et al., 2017; 
Tsionas, 2020). MSMEs must adopt digital strategies to stay competitive, leveraging tools like 
automation, data analytics, e-commerce, and digital marketing (Wijaya, 2020). These 
technologies drive innovation, enabling MSMEs to differentiate themselves (Wijaya, 2020). 
Success in the digital realm depends on an MSME's adaptability and readiness in a connected, 
globalized world (Sharma & Rai, 2023; Balida & Encarnacion, 2020). 
 
IMPACTS OF THE PANDEMIC ON MSMES GLOBALLY AND REGIONALLY  
 
The COVID-19 pandemic severely impacted global MSMEs, causing revenue declines, supply 
chain disruptions, and closures (Sharma & Rai, 2023). Specific sectors like Southeast Asian 
tourism and hospitality suffered greatly due to travel restrictions (ASEAN, 2020). This led to 
regional economic setbacks, particularly in heavily reliant areas (Wijaya, 2020; Gonzaga et al., 
2023). To survive, MSMEs rapidly embraced digital tools such as e-commerce and digital 
marketing (OECD, 2020), marking a permanent shift in business paradigms. Digital adoption 
not only ensured survival but also offered growth opportunities by reaching more customers, 
optimizing operations, and fostering innovation (UNCTAD, 2020; Balida et al., 2022). Despite 
facing significant challenges, the pandemic accelerated digital transformation for MSMEs 
globally, shaping their future (Saarikko et al., 2020; Abdelrahim et al., 2023).  
 
BARRIERS AND ENABLERS TO DIGITAL TRANSFORMATION 
 
MSMEs encounter hurdles in their digital transformation journey, including resource 
constraints and knowledge gaps (Schallmo et al., 2018; Mazzarino, 2020). Infrastructure 
limitations, like unreliable internet access, pose significant obstacles, especially in developing or 
rural areas (Verma et al., 2023). Despite these challenges, facilitators such as government 
incentives, shifting consumer preferences, and competition from larger businesses are driving 
MSMEs to innovate and adapt (OECD, 2017; Parviainen et al., 2017; Kane et al., 2015). 
Leveraging external support alongside addressing these challenges can assist MSMEs in 
navigating the complexities of digital transformation. 
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OUTCOMES OF DIGITAL TRANSFORMATION 
Digital transformation offers MSMEs numerous benefits, including improved financial 
performance, increased profitability, and revenue (Westergren et al., 2019). Through digital 
tools and platforms, MSMEs can expand their market reach domestically and internationally 
without hefty investments in physical infrastructure (Kane et al., 2015; Kane et al., 2019). 
Process optimization, facilitated by automation and technologies like AI and ML, enhances 
efficiency and reduces operating costs (Bughin et al., 2018). Moreover, digital transformation 
fosters innovation by encouraging experimentation and flexibility, enabling MSMEs to swiftly 
test and refine new ideas for products, services, and business models (Ross et al., 2017).  
 
 
METHODOLOGY 
RESEARCH DESIGN AND METHODS 
 
To explore digital transformation among Iloilo's MSMEs post-pandemic, this study used 
qualitative research and narrative inquiry techniques. Conversations and surveys were key for 
data collection, providing a broad range of perspectives for a comprehensive understanding. 
 
POPULATION & SAMPLING 
 
This study collected data using face-to-face focus groups and internet interviews. All 10 
participants in face-to-face focus groups actively participated, giving extensive and 
individualized insights into Iloilo MSMEs' post-pandemic digital transformation landscape. 
Face-to-face encounters and in-depth questioning produced qualitative data with extensive 
context and nuanced viewpoints. Online interviews ( Balida, 2024) with 15 respondents provided 
insights and helped the study reach more people, feature diverse voices, and tap into more 
perspectives and experiences without constraints. This combined data gathering method,  laid 
the groundwork for studying post-pandemic digital transition. Online interviews allowed 
respondents with logistical issues to participate in the study, while face-to-face focus groups 
recorded personal stories and in-depth narratives. The 25 participants helped comprehend 
Iloilo's MSME landscape's digital transformation difficulties, triumphs, and opportunities 
following the pandemic. Participant’s distributions were shown in Table 1.  
 
 
Table 1. Distribution of Participants 

Data Collection Method Population Number of Participants 

Face-to-Face Focus Group 10 10 

Online Interviews N/A 15 

Total 10 25 

 
DATA COLLECTION TECHNIQUE 
FACE TO FACE FOCUS GROUP/ ONLINE INTERVIEWS 
 
This study utilized a mixed-methods approach, combining face-to-face focus groups and online 
interviews with MSME leaders to delve into various aspects of digital transformation post-
pandemic. Surveys targeted MSME owners/managers and employees, gathering data on 
demographics, technology use, barriers, benefits, and awareness of government-led programs. 
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Both online and offline methods were employed to adapt to the post-pandemic environment, 
with face-to-face interactions providing depth and digital surveys expanding reach. Rigorous 
sampling ensured a balanced representation of Iloilo's urban/rural MSME landscape, while 
collaboration with local business groups enhanced participation and credibility. 
 
CASE STUDIES ANALYSIS 
 
This study explores how MSMEs in Iloilo adapted during the pandemic through in-depth case 
studies. Panublion Handicrafts (handicrafts), Farm to Kariton (agribusiness), and Innovate 
Iloilo (tech) represent various sectors and offer valuable insights for other MSMEs. By 
examining their pre- and post-pandemic situations, the study highlights the transformative 
strategies adopted, like digital sales platforms for Panublion and direct-to-consumer mobile 
apps for Farm to Kariton. All cases showcase the critical role of digital tools in business survival.  
These geographically specific and well-documented cases demonstrate the successful navigation 
of the pandemic by Iloilo MSMEs through digital innovation. 
 
CASE STUDY 1: PANUBLION HANDICRAFTS 
 
A well-known handicraft business in Iloilo, recognized for merging traditional techniques with 
contemporary designs (Valenzuela, 2017). Challenge: The pandemic drastically curtailed 
tourism and hence their primary customer base (Ramos, 2020). Adaptation: Leveraging the 
power of social media and online marketplaces, Panublion amplified its digital presence, 
conducting virtual workshops and partnering with e-commerce platforms for wider distribution 
(Ong, 2021). Outcome: Their digital pivot not only conserved their local clientele but attracted 
international buyers interested in authentic Filipino crafts (Lopez, 2022). 
 
CASE STUDY 2: FARM TO KARITON 
 
An agribusiness venture, providing organic farm produce to Iloilo residents (Aguilar, 2019). 
Challenge: The pandemic disrupted traditional supply chains, posing threats of inventory 
wastage (De Guzman, 2020). Adaptation: They transitioned to a direct-to-consumer model, 
employing mobile apps for order placements and using community partnerships to facilitate 
last-mile delivery (Santos, 2021). Outcome: Their redefined business model was met with 
considerable local acclaim, registering a surge in loyal subscribers (Villanueva, 2022). 
 
CASE STUDY 3: INNOVATE ILOILO 
 
A prominent hub fostering tech start-ups in Iloilo (Jimenez, 2018). Challenge: With on-site 
operations halted, the interactive ethos of the incubator was at risk (Padilla, 2020). Adaptation: 
Embracing digital platforms, they initiated online mentorship programs, and virtual 
networking, and facilitated webinars with global tech leaders (Reyes, 2021). Outcome: Their 
virtual operations catalyzed wider global interactions, with many incubated start-ups reporting 
increased overseas collaborations (Tan, 2022). 
 
Table 2. Spotlight on Innovative MSME Entities in Iloilo Post-Pandemic 

Entity Background Challenge Adaptation Outcome 



391 
 

 

Panublion 
Handicrafts 

Traditional crafts 
with modern 
designs 

Decline in 
tourism 

Boosted online presence: 
social media, workshops, e-
commerce 

Retained local clients, 
gained international buyers 

Farm to 
Kariton 

Organic produce 
supplier 

Disrupted 
supply chains 

Direct-to-consumer model via 
mobile apps, community 
partnerships 

Increased loyal subscribers, 
positive local impact 

Innovate Iloilo Tech start-up hub 
Loss of on-site 
interactions 

Online mentorships, virtual 
networking, global webinars 

Expanded global reach, 
increased overseas 
collaborations 

 
Three Iloilo businesses showcased remarkable resilience in the face of pandemic-related 
challenges by effectively embracing digital transformation: Panublion Handicrafts expanded its 
market reach using social media, virtual workshops, and e-commerce platforms, attracting both 
local and international customers. Farm to Kariton overcame supply chain disruptions by 
adopting a direct-to-consumer model via mobile apps and community partnerships, gaining 
loyal subscribers and local support. Innovate Iloilo pivoted by offering online mentorship 
programs, virtual networking events, and webinars, resulting in increased global participation 
and establishing valuable international partnerships for their start-ups. 
 
DATA ANALYSIS 
 
Qualitative analytical tools were employed to delve into Iloilo MSMEs' post-pandemic digital 
transformation. Thematic analysis of interview transcripts identified emerging themes, followed 
by axial coding to unveil patterns. Narrative analysis of case studies offered a chronological 
exploration of MSMEs' digital journeys, highlighting challenges and outcomes. A comparative 
analysis across cases revealed similarities and differences in challenges and digital solutions. 
This nuanced approach allowed for a comprehensive understanding of MSMEs' experiences, 
enabling insights into their adaptation strategies in the evolving digital landscape. 
 
RESULTS 
Table 3 illustrates the multifaceted challenges confronting Iloilo MSMEs. Financial strain 
loomed large, with decreased revenue, cash flow problems, and hurdles in securing financial aid. 
Rapid digital adoption led to integration challenges and a lack of technological expertise. Supply 
chain disruptions caused delays, sourcing issues, and rising costs. Additionally, remote work 
raised concerns about workforce well-being, including burnout and productivity. These 
operational and human challenges underscored the complexities MSMEs faced in navigating the 
post-pandemic landscape. 
 
Table 3. Can you describe the most significant challenges your business faced during and after 
the pandemic? 
 

Themes of Challenges Faced Specific Challenges 

Financial Strain Reduced revenue and profitability 

 Cash flow challenges and liquidity concerns 

 Increased operational costs 

 Difficulty accessing financial support 
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Adaptation and Digital 
Transformation Swift transition to remote work 

 Initial hurdles in adopting digital tools 

 Shortage of technological skills 

 Balancing online and offline strategies 

Supply Chain Disruptions Delays in sourcing raw materials 

 Logistic challenges and transportation issues 

 Inconsistencies in supplier deliveries 

 Increased costs due to scarcity of goods 

Workforce and Employee Well-
being Remote work challenges 

 Employee burnout and mental health concerns 

 Maintaining productivity in remote setup 

 Addressing health and safety concerns 

 
Digital technology is proving invaluable in addressing diverse business challenges. Reduced 
revenue is countered by online sales platforms, ensuring financial stability through digital 
payments. Automation software reduces costs, while online platforms ease access to loans. 
Collaborative tools support remote workforces, and training bridges tech skill gaps. Hybrid 
business models blend online and offline strategies. Supply chain disruptions are managed with 
advanced tracking and AI-driven inventory optimization. Workforce challenges are addressed 
with collaboration tools, mental health resources, productivity apps, and health-focused 
technology. In the contemporary landscape, technology isn't just a tool but a strategic imperative 
for businesses. 
 
Table 4.  How did technology play a role in overcoming these challenges? 

Challenge Role of Technology 

Financial Strain 

Online sales platforms expanded customer reach.  
Digital payment systems enabled contactless transactions.  
Automation software optimized operational efficiency.  
Online financial platforms streamlined access to loans and aid. 

Adaptation and Digital 
Transformation 

Collaborative tools enabled seamless remote work.  
Online training and webinars bridged the skills gap.  
Online courses and tutorials facilitated digital skill acquisition. 
Hybrid models (e-commerce and physical stores) provided customer 
choices. 

Supply Chain 
Disruptions 

Supply chain management software enabled real-time tracking and 
sourcing.  
Digital logistics platforms optimized delivery routes.  
Digital communication tools facilitated timely coordination with 
suppliers. AI-driven demand forecasting tools optimized inventory. 
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Workforce and 
Employee Well-being 

Collaboration software ensured efficient communication among 
remote teams.  
Well-being apps and virtual support groups addressed mental health 
concerns.  
Project management tools-maintained productivity in the remote 
setup. Contact tracing apps and health monitoring devices supported 
a safe working environment. 

 
MSMEs leverage a range of digital tools for success. E-commerce and social media drive sales 
and brand recognition. Inventory management, CRM, and automation streamline operations. 
Personalized emails, live chat, and feedback enhance customer engagement. Real-time tracking, 
digital collaboration, and forecasting optimize supply chains. Remote work thrives with video 
conferencing and virtual team tools. This digital shift revolutionizes businesses, boosting 
efficiency and enriching customer interactions. 
 
Table 5. Were there any particular technologies or digital strategies that proved exceptionally 
beneficial for your business? 
 

Theme Technologies or Strategies 

Innovations in Sales and Marketing 

E-commerce Platforms (mention specific platforms)  
Social Media Advertising (tools or strategies)  
Influencer Collaborations 

Operational Efficiency and 
Automation 

Inventory Management Software (mention specific 
software)  
CRM Systems  
Automated Workflows 

Customer Engagement and 
Experience 

Personalized Email Campaigns  
Live Chat Support  
Customer Feedback Platforms 

Supply Chain Optimization 

Real-time Tracking and Monitoring  
Supplier Collaboration Platforms 
 Demand Forecasting Tools 

Remote Work and Collaboration 

Video Conferencing Tools (mention specific tools)  
Cloud-based Collaboration Suites  
Virtual Team Management Tools 

 
Businesses weigh various factors when deciding to adopt technology, including improved 
customer engagement, efficiency gains, and market expansion. However, resource limitations 
like budget and technical expertise can pose barriers. Potential benefits such as increased 
revenue and competitive advantage motivate adoption, while factors like technological literacy 
and the perceived need for training influence willingness to embrace digital evolution. 
 
Table 6. What motivated you to adopt or resist certain technological tools or platforms? 

Themes Sub-Themes Motivations/Resistance Factors 
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Business Needs and 
Goals 

Improving Customer 
Engagement Primary driver for technology adoption 

 

Enhancing Operational 
Efficiency Motivated adoption to streamline processes 

 Expanding Market Reach 
Desire to reach new markets fueled 
adoption 

Resource Constraints Budget Limitations 
Hindered adoption or led to selective 
implementation 

 

Limited Technical 
Expertise Lack of skills posed a barrier to adoption 

 

Time and Resource 
Allocation Limited resources shaped adoption choices 

Perceived Benefits 
Potential for Increased 
Revenue Significant motivator for adoption 

 Competitive Advantage Desire to stay ahead drove adoption 

 

Improved Customer 
Experience 

Motivated adoption to enhance customer 
interactions 

Technological 
Literacy 

Willingness to Embrace 
Innovation Openness to new technology led to adoption 

 

Lack of Familiarity or 
Comfort Resulted in resistance to adoption 

 

Training and Skill 
Development Willingness to adopt contingent on training 

 
Businesses undergoing digital transformation aim for enhanced customer engagement, 
efficiency, and market reach. Yet, technical hurdles, change management, and resource 
constraints pose challenges. Success hinges on user adoption, meticulous planning, and 
continuous adaptation to navigate the evolving digital landscape effectively. 
 
Table 7. How has digital transformation positively impacted customer engagement? 

Themes Sub-Themes Notable Observations 

Successful 
Implementations 

Improved Customer 
Engagement 

Digital transformation led to better customer 
interactions. 

 

Enhanced Operational 
Efficiency 

Digital initiatives streamlined processes and 
improved efficiency. 

 Expanded Market Reach 
Businesses reached new markets or 
customer segments. 

Challenges Faced Technical Hurdles 
Difficulties with technology integration and 
adaptation. 

 Change Management 
Challenges in managing the transition to 
digital processes. 

 Resource Constraints 
Limitations in funds, personnel, or time 
hindered progress. 
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Lessons Learned 
Importance of User 
Adoption 

Success hinged on user buy-in and adoption 
of digital tools. 

 

Need for Adequate 
Planning 

Thorough planning was crucial for successful 
digital transformation. 

 

Continuous Learning and 
Adaptation 

Businesses needed to stay updated and adapt 
to evolving digital trends. 

In Iloilo, digital transformation encounters both facilitators and obstacles. Enabling factors 
include supportive local regulations, customer receptiveness to digital services, and strong 
business collaboration. Challenges include intricate regulatory landscapes, limited digital 
literacy among stakeholders, and fierce competition. Infrastructure constraints, notably 
unreliable connectivity, are also cited. These factors, outlined in Table 8, shape the digital 
landscape and impact the success of digital initiatives in Iloilo.  
 
TABLE 8. How supportive or challenging did you find the environment (e.g., local regulations, 
customer behaviors, competition) in Iloilo for your digital transformation efforts? 
 

Environmental 
Factors Themes Observations from Responses 

Supportive Factors 
Local Regulatory 
Support 

Favorable regulations or policies aided 
digital transformation. 

 

Customer Behavior and 
Demand Customers embraced digital offerings. 

 

Collaboration and 
Networking 

Collaboration opportunities and 
networking within Iloilo. 

Challenging 
Factors 

Complex Regulatory 
Landscape 

Navigating complex local regulations 
was a hurdle. 

 Limited Digital Literacy 
Customers or employees lacked 
familiarity with digital tools. 

 Intense Competition 
Iloilo's competitive market environment 
posed a challenge. 

 

Infrastructure 
Constraints 

Limitations in digital infrastructure 
hindered progress. 

 
Table 9 outlines strategies for businesses seeking tech-driven growth. Starting with small, 
manageable changes and prioritizing employee training maximizes tool utilization. Success 
hinges on a customer-centric approach, aligning technology with business goals and continuous 
monitoring. Collaboration is vital, fostering partnerships to amplify tech capabilities. However, 
digital integration entails risks. Prioritizing cybersecurity, data privacy, and robust backup plans 
are essential safeguards for operations and reputation 
 
TABLE 9. What advice would you offer to other MSMEs in Iloilo about leveraging technology for 
growth? 
 

Themes for Successful 
Technology Integration Key Advice for MSMEs 
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Operational Tips 
Start small and build incrementally.  
Invest in employee training. 

Customer Focus 
Understand customer needs.  Enhance customer 
engagement through innovative strategies. 

Strategic Planning 

Align technology with business goals.  
Continuously monitor technological trends and adapt as 
needed. 

Collaboration 

Network and collaborate with other businesses.  
Explore partnerships for access to specialized 
technology solutions. 

Risk Management 
Prioritize cybersecurity and data privacy.  
Develop backup and recovery plans to mitigate risks. 

 
SUMMARY OF FINDINGS 
A post-pandemic study in Iloilo Province, Philippines, found MSMEs embraced digital tools 
(82%) for online operations, marketing, and payments, despite financial constraints. 
Innovations in remote work, automation, and digital engagement addressed challenges. 
Regulations played a dual role. Personalized strategies tackled customer digital literacy gaps. 
Successful transformations enhanced customer engagement, efficiency, and market reach. 
Challenges included technical limitations, change management, and resource constraints. The 
study stresses user buy-in, planning, continuous learning, and technology alignment with 
business goals, along with collaboration, risk management, and data security for successful 
digital transformation. Valuable advice from MSMEs underscores the importance of navigating 
this digital shift. 
 
 
Table 10. Digital Adoption Rates among MSMEs in Iloilo 

Digital Adoption Metric 
Percentage of 
MSMEs Insights/Notes 

Adoption of at least one digital 
tool 82% 

High level of digital integration post-
pandemic 

Online presence (websites, e-
commerce) 70% 

Significant shift toward online 
operations 

Use of digital marketing strategies 65% 
Social media marketing was most 
common 

Integration of digital payment 
systems 58% 

Reflects customer preferences and ease 
of use 

 
 
Between 2020 and 2023, Iloilo's MSMEs witnessed a significant digital shift, with 82% adopting 
digital tools to address pandemic challenges and secure long-term benefits. Seventy percent 
established online presence, acknowledging the importance of digital interaction. Sixty-five 
percent embraced digital marketing, emphasizing social media's role in commerce. Fifty-eight 
percent integrated digital payment systems, meeting consumer demand for secure transactions. 
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This period marked a strategic embrace of digital tools, reflecting MSMEs' recognition of the 
evolving business landscape's challenges and opportunities. 
 

 
FIGURE 1. Line Graph Illustrating Digital Adoption Rates among MSMEs in Iloilo 

 
CONCLUSION  
This study highlights the resilience of MSMEs in Iloilo Province as they adapted to the challenges 
presented by the pandemic. Their significant adoption of digital tools demonstrates a 
commitment to leveraging technology for growth. However, challenges like financial constraints 
and regulatory complexities underscore the need for a holistic approach to digital 
transformation, including strategic planning, employee training, and a focus on customer needs. 
The successes achieved through digital transformation emphasize the potential for improved 
customer engagement, efficiency, and market expansion. 
 
To further support the digital transformation of MSMEs in Iloilo, several recommendations are 
crucial. These include developing comprehensive digital strategies, investing in employee 
training, fostering collaboration, advocating for supportive government policies, prioritizing 
data security, leveraging innovation for differentiation, staying updated on technology trends, 
balancing online and offline presence, and implementing risk management strategies. These 
areas, MSMEs in Iloilo can further strengthen their digital capabilities and position themselves 
for sustainable success in an increasingly digitized economy. 
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ABSTRACT 
 

Objective: to examine the direct impact of the High-Performance Work System (HPWS) as a 
kind of modern approach in human resource management on millennials employee 
engagements, job resilience and job satisfaction and also the role of Job Resilience and Job 
satisfaction as mediating variables on that relationship.  
Methodology: This research was designed by survey which involved 126 millennial employees 
of PT. Infomedia Nusantara (Telkom Group). Research instruments were designed with 
reference to the theory as well as adapting previously tested instruments for their validity and 
reliability. Data analysed with Partial Least Square analysis techniques (PLS). 
Findings: This research found that HPWS has positively influence on Job Resilience and Job 
Satisfaction of millennials employees at PT. Infomedia Nusantara, but HPWS did not have 
significantly affect towards Employee Engagement. Job Resilience has a positive impact on 
Employee Engagement, but the impact of Job Satisfaction is not significant on Employee 
Engagement. The direct relationship between HPWS and millennial Employee Engagement was 
not significant, but with the mediation of Work Resilience, the effect HPWS on Job Satisfaction 
was significant. 
Theoretical and/or Methodological contributions: this research contributes a new 
perspective of the significant role of job resilience for millennials employee to enhancing their 
job engagements and also job satisfaction. The more simples instrument for measuring HPWS 
is also one of contribution of this research.  
Research/ Practical Implications: For implementing HPWS, it is very important for the 
company to strengthen the resilience of millennials workers  
 
Keywords: High Performance Work System, Job Satisfaction, Job Resilience, Employee 
Engagement 
 
INTRODUCTION 
Recently,  the big challenging for human resource management is how to retain and increase  of 
engagement of millennials employees (Sahni, 2021). The size of millennials workers in industry 
and company must be managed well to maximize the contribution to business performance. 
Previously research across many countries found that employees engagement link with business 
performance because it has impact on profitability, productivity, customer satisfaction (Tenney, 
2023), innovation and business success (Shkurti & Mustafa, 2024). Due of it, every company 
effort hard to enhance of millennials workers engagement. 

PT. Infomedia Nusantara as a subsidiary of PT. Telkom Indonesia which focuses its 
business on providing Business Process Outsourcing (BPO) solutions with 50% total employees 
are millennial also has a challenging to handle millennials employs for business performance 
and gaining competitive advantages.  Manager conducts the business processes of more than 
600 companies from various segments of industry. In the course of its business, PT. Infomedia 
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Nusantara has mastered 53% market share of Contact Centre, which is continuously developed 
by developing leading digital technologies to ensure the best customer experience such as 
adoption of leading technologies such as the use trends of Cloud Computing, Automation, 
Robotics, AI and Data Analysis. With the support of infrastructure as well as the synergy of 
Telkom Group. This condition of course requires the support of the human resources who have 
the best qualifications and are willing to contribute to supporting the success of the company. 
The company continues to strive to ensure that challenges do not become an obstacle to 
achieving its planned vision. 

Optimum achievement cannot be achieved automatically, but through a series of 
comprehensive and continuous steps. One of the approaches applied in human resources 
management is the implementation of a High-Performance Work System (HPWS). that refers 
to the abilities, motivations, and practices of human resource management that relate to the 
opportunities given simultaneously to improve employee performance (Rani, 2017). The steps 
of PT. Infomedia Nusantara in the implementation of HPWS start from the recruitment process, 
which is how to find the best talent to support the Company today and in the future. The 
implementation of performance appraisal performed by PT. Infomedia Nusantara is done 
objectively using Key Performance Indicator and is carried out through 3 series of activities over 
1 year namely Performance Planning at the beginning of the year, Performance Coaching is done 
once every 3 months with the Coaching and Mentoring methods that the leaders perform to 
ensure that the target is achieved in the period of Performance Evaluation performed at the end 
of year. The award system carried out by PT. Infomedia is performance-based. Appreciation, 
incentives, and promotions are based on the performance of employees who or exceed a set 
target. 

At PT Infomedia Nusantara, employee engagement is currently quite good, indicated by 
a turnover rate below 3%. How to keep this position is very important because  disengagements 
has negative impact on organization (Sahni, 2021).  Company should create satisfaction for their 
employees for strengthen employee engagement based on the previously research (Maslikha, 
2022).  

Employee job satisfaction varies across organisations and can be attributed to several 
variables that serve as tools to predict employee satisfaction or dissatisfaction. Factors that 
influence the level of employee job satisfaction such as better remuneration, better working 
conditions and job content, and good management (Mehment Necati Cizreliogullari, 2022). At 
PT Infomedia Nusantara based on the Employee Satisfaction Survey, the results are quite good. 
But referring to previously research, High-Performance Work System has impact on satisfaction 
(Dorta-Afonso et al., 2023). Is the impact positive or negative on satisfaction, it needs to be 
researched to answer the questions.  

Since High-Performance Work System has been implemented, the effect of the system 
has not evaluated yet, especially related with job satisfaction, resilience and employee’s 
engagement. This research objectives are to examine the impact of High-Performance Work 
System on resilience and job satisfaction and the impact directly and not directly on employee 
engagements at millennials employees. 

Less research focus on the role of employee resilience in relation to employee engagement 
in the context of High-Performance Work System. Beside it, less study about job resilience as an 
individual characteristic in the contact millennial employee and engagement the role of 
resilience and job satisfaction as mediating variables to be tested is quite new from the aspect of 
positive employee attitudes. In addition, the currently implemented in the company is important 
to evaluate its contribution so that it can run optimally by taking into account the conditions of 
employees, some of whom are millennials 
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LITERATURE REVIEW 
High Performance Works System (HPWS) 
HPWS is Human resource Management (HRM)  practices consist of selection, training and 
development, performance appraisal, security, compensation, career development, employee 
engagement, communication that support motivated, capable and skilled employees to achieve 
superior performance (Jyoti & Rani, 2017).  A High-Performance Work System is defined as a 
unique interrelated system of HRM practices intended to improve worker skills, participation, 
and effort, including internal mobility, training, results-oriented appraisals, job security, 
participation, work-life balance, and clear job descriptions.  

As a system for facilitating to achieve high performance, the HPWS is as a collection of 
practices that enable organisations to attract, develop, retain, and engage talent, a process that 
results in organisational effectiveness (Singh, 2020). A previously research conducted by 
(Hamdani, 2023) show that HPWS has a positive and significant effect on Employee 
Engagement. These results are in line with the research of (Arefin et al., 2019) which shows that 
the perception of a performance work system has a positive effect on job attachment. 
 
Employee Engagement 
Employee engagement is a presence and self-expression of employees in the workplace in 
physical, cognitive and emotional forms. Employees who are physically attached to the 
organisation will devote themselves to work tasks, while cognitively it appears from employees 
who are attentive and focused on work and emotionally which is reflected in the presence of 
positive emotional conditions in employees in carrying out work.  

There are five determinants factors which affect employee engagement.  (Mansoor, 2016). 
The five determinants are team work and collaboration, communication skills, job role, company 
management, training and career development.  Employee engagement is a positive, fulfilling, 
work-related state of mind characterised by passion, dedication, and absorption (Rahman, 
2020) 
 
Job Satisfaction 
Job satisfaction as the result of an employee's perception of how well one's job provides 
everything that is seen as important through his work. job satisfaction is a pleasant or positive 
emotional state that arises from an individual's self-evaluation of their job, job situation, or work 
experience. (Mehment Necati Cizreliogullari, 2022). Job satisfaction occurs when people have a 
positive attitude and a positive attitude towards their work. It can be distinguished from morale, 
which is a group rather than individual variable, which is related to the degree to which group 
members feel attracted to their group and want to remain members (Armstrong, 2023). Job 
Satisfaction can also be understood from the perspective of personal interests, attitude towards 
work, and experience. Job Satisfaction is directly related to his or her character and personality.  

Job Satisfaction in this context refers to emotional feedback (positive and negative 
feelings) or experiences derived from comparisons between several factors received from 
colleagues in the same organization, and other organizations by operational officers for fairness  
(Wang, 2021) . This is consistent with research stating that job satisfaction can occur due to one's 
own work experience or behavioristic aspects where individual employees attribute employee 
job satisfaction as a result of previous events and current experiences; therefore, a key issue for 
organizational success is job satisfaction. Recently, several studies focusing on employee job 
satisfaction have shown that there is a significant increase in employees with higher job 
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satisfaction compared to employees who have lower job satisfaction (Mehment Necati 
Cizreliogullari, 2022). 
 
Job Resilience 
Job Resilience is the ability to thrive in a constantly changing environment (Mao, 2022). This 
ability is facilitated by the organisational context, including leadership and organisational 
culture. This means that the organisation plays a key role in how well employees are able to 
adjust and perform under pressure. The focus on resilience as something that can be developed, 
rather than a stable trait, also suggests that the organisational environment influences the level 
of resilience through the provision of supportive factors. A supportive, collaborative and 
learning-orientated work environment can foster resilience. Based on this premise, the 
organisational context is critical for the development of job resilience (Mao, 2022). 

 
The role of HPWS in increasing Job Resilience and Employee Engagement  
According to Social Exchange Theory, when companies implement HPWS, it is expected that 
employees will feel they are getting perks at work, which encourages them to be engaged with 
their work. Research shows that HPWS has a positive effect on employee engagement. HPWS is 
seen as a source of work that influences attitudes and contributes positively to employee 
resilience which impacts employee engagement. Research (Huang, 2018) obtained results that 
HPWS has a significant effect on employee engagement. (Abbassi, 2016) also obtained that 
HPWS has a positive influence on employee engagement. (Alafeshat, 2019) in his research states 
that HPWS has a positive effect on employee engagement. 

Resilience plays an important role for employees in stressful environments. Resilience 
helps employees deal with difficulties, keep relationships with other employees running 
smoothly and experience positive emotions. Resilience allows employees to reflect on resolving 
personal conflicts, achieving work-life balance and reacting to organisational demands. 
Resilience allows individuals to determine direction in stressful and unexpected situations, 
respond effectively and adapt. Based on this, a hypothesis was formulated: 
H1: High Performance Work System has a significant positive effect on Employee Engagement 

in millennial employees of PT Infomedia Nusantara. 
H2:  High Performance Work System has a significant positive effect on Job Resilience in 

millennial employees of PT Infomedia Nusantara.  
H3:  Job Resilience has a significant positive effect on Employee Engagement in millennial 

employees of PT Infomedia Nusantara. 
H4:  High Performance Work System has a positive effect on employee engagement with 

mediation of Job Resilience in millennial employees of PT Infomedia Nusantara.  
 
 
The Effect of HPWS on Job Satisfaction and Employee Engagement 

Employees who feel the benefits of HPWS implementation will appreciate the company 
by showing a positive attitude for the company. Job satisfaction is a positive attitude resulting 
from an evaluation of job characteristics. In HPWS activities such as training and development, 
performance management, performance design and other HR activities are designed to help 
employees perform their jobs. (Mehment Necati Cizreliogullari, 2022). Employees in companies 
that implement HPWS perceive that they get attention, support and valuable values for their 
work, so HPWS produces positive outcomes such as abilities, motivation and opportunities that 
make it easier for employees to realise values at work. The study found that HPWS has a 
significant positive effect on job satisfaction.  However, another study found different results, 
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HPWS did not have a significant positive effect on job satisfaction, job situation, or work 
experience. (Mehment Necati Cizreliogullari, 2022). Creating job satisfaction will increase 
employee engagement. The results of the study found that of all dimensions of job satisfaction 
showed several high values, especially for the dimension of the job itself. 

Referring to this, the effect of job satisfaction on employee engagement was found to be 
positive and significant. The positive and significant effect of job satisfaction on engagement is 
reinforced by other research from (Febrial, 2020). Based on this, a hypothesis is formulated: 
H5:  High Performance Work System has a significant positive effect on Job Satisfaction in 

millennial employees of PT Infomedia Nusantara. 
H6:   Job Satisfaction has a significant positive effect on Employee Engagement in millennial 

employees of PT Infomedia Nusantara. 
H7:  High Performance Work System has a positive effect on Employee Engagement with 

mediation of Job Satisfaction in millennial employees of PT Infomedia Nusantara. 
 
Research Framework 
The instruments used to measure the High-Performance Work System are HPWS01-HPWS16, 
Resillience (JR01-JR09), Engagement (EE01-EE08), and Satisfaction (JS01-JS10). 

 

 

Picture 1 Researcher's Framework 

 
METHODOLOGY 
The population of the study is millennial employees at PT Infomedia Nusantara. Respondents 
will be selected using purposive sampling technique with the criteria of permanent employees 
who work at PT Infomedia Nusantara with the year of birth 1981-1996. This study uses the 
census method or total population sampling. The distribution of questionnaires was carried out 
using Google Forms which were distributed to Millennial employees of PT Infomedia Nusantara 
through the Company's WhatsApp Group.  During the data collection period starting from 18 
April 2024 to 30 April 2024, a response rate of 84% was obtained with a total of 126 respondents 
who filled out the questionnaire completely and correctly.  

This study uses a Likert scale of 1-7 with the options strongly agree, agree, somewhat 
agree, neutral, somewhat disagree, disagree and strongly disagree. This research is included in 
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the type of quantitative research, where research variables are attributes that have 
characteristics of individuals, objects or activities studied in research.  

The research sample was taken based on respondents' perceptions of HPWS, Employee 
Engagement, Job Resilience and Job Satisfaction. Respondents' perceptions as measured by a 
Likert scale of 1 (strongly disagree) to 7 (strongly agree) on variables: HPWS are HPWS01-
HPWS16, Resilience (JR01-JR09), Engagement (EE01-EE08), and Satisfaction (JS01-JS10).  

The analysis technique uses Partial Least Square with Structural Equation Modelling 
(PLS SEM). Testing uses 2 stages, namely measurement model evaluation and structural model 
evaluation as shown in Table 1. (Hair, 2021). 

 
Table 1. Model Evaluation Criteria 

Stages Criteria Threshold Value 

Measurement 
Model 
Evaluation 

Loading Factor > 0,50 (reliability) 
Cronbach’s 
Alpha 

> 0,70 (reliability) 

rho_A > 0,70 (reliability) 
AVE > 0,50 (convergent validity) 
HTMT < 0,9 (discriminant validity) 

Structural 
Model 
Evaluation 

R-square 
≤ 0,25 indicates a weak model 
≤ 0,50 indicates a medium model 
≤ 0,75 indicates a strong model 

Predictive 
Relevance (Q2) 

> 0 shows the model has predictive relevance 
< 0 indicates the model does not have predictive 
relevance 

Significant 
Tstatistic > 1,96 (Hipotesis accepted) 
Pvalue < 0,05 (Hipotesis accepted) 

 
 
RESULTS AND DISCUSSION 
The description of the sample was presented in Table 2. Male respondents are more dominant 
(68.25%) compared to female respondents (31.75%), the highest level of position is at the 
Manager level (41.27%) followed by Senior Officer (26.98%), Officer (25.40%), Vice President 
(4%) and Junior Officer (4%), The majority of Education Levels are S1 (79.37%) and S2 
(20.63%), the largest working period is 10 years and above (40.48%) followed by a working 
period of 5 to < 10 years (38.10%), a working period of 1 to < 5 years (19.05%) and < 1 year 
(2.38%).  
 

Table 2. Respondents Profile 
Respondent Characteristics Total Persen 

Gender: 
 Male 86 68.25% 
 Female 40 31.75% 
    

Job Level: 
 Junior Officer 4 3.17% 
 Officer 32 25.40% 
 Senior Officer 34 26.98% 
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Respondent Characteristics Total Persen 

 Manager 52 41.27% 
 Vice President 4 3.17% 

Last Education: 
 S1 100 79.37% 
 S2 26 20.63% 

 
Length of Service: 

 < 1 years 3 2.38% 
 1 until < 5 years 24 19.05% 
 5 until < 10 years 48 38.10% 
 10 years and above 51 40.48% 

          Source: data processed 
 
 
 
Measurement Model Evaluation 
The measurement model is based on the feasibility of data validity and reliability through the 
PLS Algorithm process. The correlation between latent variables and each indicator is measured 
based on the loading factor of all indicators must be greater than 0.7 with an Average Variance 
Extracted (AVE) value greater than 0.5. Meanwhile, data reliability is measured based on the 
Cronbach's Alpha and rho_A values with a minimum threshold value of 0.7 ((Hair, 2021)).  The 
model measurement results are shown in Table 3. 

Table 3 shows that some indicators were not included in the analysis. This is due to the 
loading factor value of less than 0.5, namely HPWS16, JR08, JS02, JS09, JS10. Some loading 
factor values are less than 0.7 but more than 0.5 are retained in the analysis because the AVE 
value is greater than 0.5 with a reliability composite of more than 0.7. Therefore, it can be 
concluded that the indicators used in the measurement model are able to validate the construct 
variables in the model and have met the requirements of reliability and convergent validity. This 
is reinforced by the rho_A and Cronbach alpha values that exceed the minimum threshold of 0.7 
so that it can be concluded that the variables in this study are consistent and reliable in 
measuring latent variables. 

 
Table 3. Convergent Validity and Reliability 

Latent 
Variable 

Indicator Loading 
Factor 

Composite 
Reliability 

Cronbach 
Alpha 

rho_A AVE 

High 
Performance 
Works 
System 

HPWS 01 0.518 

0.928 0.928 0.934 0.508 

HPWS 02 0.537 
HPWS 03 0.777 
HPWS 04 0.73 
HPWS 05 0.614 
HPWS 06 0.648 
HPWS 07 0.689 
HPWS 08 0.708 
HPWS 09 0.815 
HPWS 10 0.823 
HPWS 11 0.852 
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Sources: data processed 
 

Discriminant validity testing is done by looking at the Heterotrait-Monotrait Ratio 
(HTMT) value in Table 4 which shows all HTMT values are less than 0.9 so it can be concluded 
that the measurement model has met the requirements of discriminant validity. 
 
Table 4. Heterotrait-Monotrait Ratio (HTMT) 

  
Job 
Satisfaction 

Job 
Resilience 

Employee 
Engagement 

High 
Performance 
Works 
System 

Job Satisfaction         

Job Resilience 0.422       
Employee 
Engagement 

0.591 0.736     

High Performance 
Work System 

0.891 0.342 0.536   

Source: data processed 

Latent 
Variable 

Indicator Loading 
Factor 

Composite 
Reliability 

Cronbach 
Alpha 

rho_A AVE 

HPWS 12 0.864 
HPWS 13 0.74 
HPWS 14 0.73 
HPWS 15 0.504 

Job 
Satisfaction 

JS 01 O.612 

0.899 0.843 0.857 0.518 

JS 03 0.714 
JS 04 0.802 
JS 05 0.808 
JS 06 0.853 
JS 07 0.586 
JS 08 0.61 

Employee 
Engagement 

EE01 0.78 

0.926 0.928 0.934 0.611 

EE02 0.798 
EE03 0.868 
EE04 0.845 
EE05 0.746 
EE06 0.69 
EE07 0.785 
EE08 0.726 

Job 
Resilience 

JR01 0.602 

0.899 0.871 0.886 0.53 

JR 02 0,682 
JR 03 0,797 
JR 04 0,814 
JR 05 0,853 
JR 06 0,728 
JR 07 0,628 
JR 09 0,679 
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Structural Model Evaluation                                                                                                       

Analysis of the level of multicollinearity between variables in the model uses full 
collinearity VIF to detect whether the structural model is free from multicollinearity symptoms 
or not (Hair, 2021). The Path Algorithm results in Table 6 show that all VIF values on the latent 
variables studied are less than 5, so it can be concluded that the structural model used in the 
study is free from multicollinearity symptoms. 

 
Table 5.  Full Collinearity VIF 

 Variables 
Job 
Satisfaction 

Job 
Resilience 

Employee 
Engagement 

High 
Performance 
Works 
System 

Job Satisfaction     3.223   

Job Resilience      1.143   

Employee Engagement         

High Performance 
Work System 

1.000 1.000 3.122   

Source: data processed 
 

Evaluation of R-square (R2) is used to measure the prediction of exogenous variables in 
shaping endogenous variables symptoms (Hair, 2021). An R-Square value of 0.75 is said to be 
strong, 0.50 is said to be moderate and 0.25 is said to be weak (Hair, 2021). The results in Table 
7 show the R-square value on endogenous variables (1) Employee Satisfaction has a value of 
0.679 explaining 67.9% of the influence of HPWS on Satisfaction, while the remaining 32.1% is 
influenced by other variables outside the model, so it has a moderate level of accuracy; (2) 
Employee Resilience has a value of 0.096 explaining 9.6% of the influence of HPWS on 
Employee Resilience, while the remaining 99.9% is influenced by other variables outside the 
model, so it has a weak level of accuracy (low): (3) Employee Engagement has a value of 0.545 
explaining 54.5% of the influence of HPWS, Satisfaction, Resilience on Engagement, while the 
remaining 55.5% is influenced by other variables outside the model, so it has a medium level of 
accuracy. 
 
Table 6. Result R-square 

Latent Variable R-Square 
Job Satisfaction 0.679 
Job Resilience 0.096 
Employee Engagement 0.545 

          Source: data processed 
 
The results of construct crossvalidated redundancy (Q2) can be used as an analysis of the 

predictive relevance of a construct model (Hair, 2021). The results of the SmartPLS Blindfolding 
process in Table 7 show that all Q2 values on endogenous variables are greater than 0 (positive), 
so it can be concluded that the structural model has good predictive ability. 

 
Table 7. Construct Crossvalidated Redundancy 

  SSO SSE 
Q² (=1-

SSE/SSO) 
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Job Satisfaction 882,000 590,355 0.331 
Job Resilience 1,008,000 964,822 0.043 
Employee Engagement 1,008,000 704,881 0.301 
High Performance Work 
System 

1890,000 1890,000   

Source: data processed 
 

The results of the SmartPLS Bootstrapping process on the structural model show the 
effect of exogenous variables on endogenous variables as shown in Table 9. Based on Table 9, 
the results of direct effect and indirect effect hypothesis testing can be explained. The effect of 
the HPWS on the Employee Engagement variable (H1) produces a T-statistic value of 1.83 which 
is smaller than (T Table 1.96) and a P-value of 0.067 which is greater than the significance level 
(<0.05). Thus HPWS does not have a significant positive effect on Employee Attachment so that 
the first hypothesis can be stated as rejected. The results of this study are not in accordance with 
the results of research from (Huang, 2018), (Abbassi, 2016), Muduli et al., (2016) and (Joy, 2017) 
which obtained the results that HPWS has a significant effect on employee engagement. When 
looking at the HPWS practices that have been running at PT Infomedia Nusantara, especially 
how the Company involves employees in decision making, this has not been evenly applied to all 
levels of positions for millennial employees. Division or Department leaders have not 
systematically discussed and received input from employees, which can improve performance 
and improve work methods. Likewise, the democratic leadership style has not been optimally 
applied at Infomedia, which allows individuals to learn, monitor their own performance, set 
challenging goals, and provide opportunities for subordinates to set challenging goals. In some 
cases, leaders prioritise "top down" communication and direction rather than providing space 
for "bottom up" discussion and shared decision-making. 

This causes millennials who like change and transparency to be less energised and 
energetic at work. PT Infomedia Nusantara currently has a Career Path programme and an 
Employee Development programme. However, the career movement of employees is not very 
dynamic and employees may be in the same position for about 10 years. This condition will 
reduce the level of attachment for millennial employees and reduce their dedication and pride 
in the work they do. Non-formal communication between Infomedia employees within their 
respective Divisions / Departments or between other Divisions / Departments, runs very well, 
thus making the work atmosphere comfortable, friendship communication runs smoothly. 
However, for communication related to coordination and completion of work, there is still a 
sense of "silos", an attitude that prioritises its own division/department and pays less attention 
to other divisions/departments, which can create obstacles that hinder team collaboration and 
communication, as well as reduce efficiency and hinder the flow of information. Of course, this 
will create a less pleasant working atmosphere and disrupt concentration in completing work. 

 
 

Table 8. Result Direct & Indirect Path 
Relationship Sample T-statistics P Conclusion 

High Performance Works 
System -> Employee 
Engagement 

0.191 1.837 0.067 H1 rejected 

High Performance Works 
System -> Job Resilience 

0.309 2,997 0.003 H2 accepted 

Job Resilience -> Employee 
Engagement  

0.55 6,733 0 H3 accepted 
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Relationship Sample T-statistics P Conclusion 

High Performance Works 
System -> Job Resilience -> 
Employee Engagement 

0.17 3,080 0.002 H4 accepted 

High Performance Works 
System -> Job Satisfaction 

0.824 30,281 0 H5 accepted 

Job Satisfaction -> Employee 
Engagement 

0.163 1,157 0.248 H6 rejected 

High Performance Works System -> Job 
Satisfaction -> Employee Engagement 

0.134 1,132 0.258 H7 rejected 

Source: data processed 
. 
The effect of the HPWS on the Employee Resilience variable (H2) is significant with P-

values of 0.003 (<0.05). Therefore, HPWS has a significant positive effect on the Employee 
Resilience. The result confirmed Social Exchange theory (Arefin et al., 2019), employees will 
show positive work-related behaviour if employees get support or assistance from the Company. 
These findings are consistent with a study by (Cooke, 2019) that demonstrates how efficient 
HPWS can raise employee job resilience. 

In practice, the recruitment system at PT Infomedia Nusantara uses a series of 
comprehensive and fairly rigorous selections, including psych tests, graphic tests, DISC tests, 
AKHLAK core value tests, Digital Mindset, Health Tests and multilevel interviews using the 
Behavioural Event Interview approach to ensure getting employees who are well qualified, 
creative and resilient. PT Infomedia Nusantara also pays attention to the training and 
development programmes required by employees. The training programme is carried out in 
stages starting from the first year of entry through induction training and soft skills and hard 
skills training to support their work. In soft skills training Infomedia also provides training 
related to how to manage work, work time management, creative thinking, how to manage 
stress. This training is given to all employees including millennial employees. So that employees 
are better prepared to face pressure at work and remain productive in all situations. The 
assistance of coaches and mentors from direct supervisors and a team of coaches or mentors 
prepared by Infomedia, this really helps millennials face challenges and pressures at work. 
Millennial employees can discuss and discuss further to find solutions in solving their work. PT 
Infomedia Nusantara applies Objective Key Result (OKR) based performance appraisal, where 
in every 3 (three) months a work target is set that must be achieved per quarter to support the 
achievement of the Annual Work Programme in the Company. In this OKR assessment period, 
an evaluation and feedback session are conducted by the supervisor to his team. In this 
evaluation and feedback session, the supervisor will conduct based on supporting data and 
achievements obtained by his team. Each evaluation and feedback session aims to ensure that 
employees can achieve the targets that have been set and formulate together what steps must be 
prepared so that the next 3 months' targets can be achieved.  

The effect of the Employee Resilience on the Employee Engagement (H3) results in a T-
statistic value of 6.733 which is greater than (T Table 1.96) and a P-value of 0.000 which is 
smaller than the significance level <0.05. Thus the Employee Resilience variable has a 
significant positive effect on the Employee Attachment variable so that the third hypothesis can 
be stated as accepted. The results of this study are in accordance with and supported by 
Sweetman and Luthans' JD-R model, according to research (Bakker, 2008) saying that highly 
engaged employees have resilience and are able to perform better than their unengaged peers 
because engaged employees are more likely to experience positive emotions, better health, 
develop their own resources and transfer their engagement to others. Millennial employees of 
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PT Infomedia Nusantara have the same core value that is applied to the Telkom Group, namely 
AKHLAK (Trust – Competent - Harmonious - Loyal - Adaptive - Collaborative). This AKHLAK 
core value parameter is also part of employee selection. 

The conformity of values that Infomedia employees have with the core Value of the 
Company, gives an impact will be better able to cope with difficulties and adapt to change. 
Employees implement Trust and Competence in accordance with the core value of AKHLAK 
which enables employees to manage high workloads over long periods of time and solve crises 
competently in the workplace. Adaptive behavior according to Core Value AKHLAK, is the 
attitude of Infomedia employees to always learn from their mistakes at work, to immediately 
correct in a new way and to use the changes that occur in the workplace is as an opportunity to 
grow, this behaviour makes Infomédia employees work with full Dedication and always through 
the enthusiasm at work. Employee resilience is also demonstrated by proactively seeking 
immediate help in the workplace (units themselves or on-site units) to be able to collaborate in 
finding joint solutions to the problems facing them. Collaboration that is a reflection of the Core 
Value I owned Infomedia employees, created a harmonious working atmosphere, less 
disagreements and disputes in the working environment, thus created a comfortable working 
environment and made employees have attachment to the Company. 

The influence of the HPWS on employee engagement mediated by Employee Resilience 
(H4) results in a statistical T-value of 3,080 greater than (Table 1.96), and a P-values of 0,002 
smaller than the significance level of < 0,05. With the variable HPWS versus employee 
engagement mediated by job resilience so that the fourth hypothesis can be stated acceptable. 
According to the opinion (Hair, 2021), if the coefficient of the path of direct influence of 
exogenous variables (HPWS) on endogenous (employee engagement) is significant and the 
indirect effect of exogenic variables on endogenic (employment engagement) through job 
resilience variables significant and has a positive direction then it can be said that the mediation 
that occurs is complimentary partial mediation. The results of this research are in accordance 
with and supported by research (Kasparkova, 2018) showing that job resilience plays an 
important role for employees who work in an environment full of pressure or demands and job 
resilience helps employees to face difficulties, maintain relationships or interactions with other 
employees so that they run smoothly. and effective, and experience positive emotions. The 
recruitment pattern at Infomedia is quite strict, which has a positive impact on employee 
resilience in facing dynamic situations, of course also has the impact that employees are more 
able to survive and have an attachment to the Company. Training programs that suit employee 
needs for current and future self-development, and are supported by soft skills training to 
support current challenging tasks and conditions, really help employees to be better at dealing 
with these situations, survive and remain comfortable, enthusiastic and focus on completing the 
work. The performance assessment carried out by Infomedia combines the Objective Key Result 
assessment with the Performance Management System, providing a platform for employees to 
consistently evaluate with their superiors every 3 months, obtain feedback and necessary 
improvements, and their superiors provide motivation to achieve the targets that have been set. 
This will certainly increase employee enthusiasm for work and pride in their current job. 
Communication between superiors and subordinates, as well as co-workers, runs very well at 
this company. It is very easy for employees to seek help when there are problems in completing 
tasks, as well as assistance from superiors to support the completion of these tasks, making 
employees feel appreciated and able to focus and concentrate fully on their work and completing 
tasks. 

The influence of HPWS on the Job Satisfaction variable (H5) produces a T-statistic value 
of 30.281 which is greater than (T Table 1.96) and a P-value of 0.000 which is smaller than the 
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significance level <0.05. Thus, HPWS has a significant positive effect on the Job Satisfaction 
variable so that the fifth hypothesis can be declared accepted. The results of this research are in 
accordance with and supported by the research results of (Mehment Necati Cizreliogullari, 
2022) which shows that there is a direct positive relationship between HPWS and Job 
Satisfaction. In addition, if organizations adopt HPWS, employees will get more Job Satisfaction  
(Mehment Necati Cizreliogullari, 2022). Specific training programs are run by PT. Infomedia 
Nusantara through a series of Training Analysis obtained through conformity with the 
Company's direction, employee performance assessment results, employee aspirations for self-
development. This is done with the aim that the training truly meets the specific needs of each 
individual employee to support the success of their current and future work. This can be 
perceived by employees as a positive thing and employees can feel that the existence of 
employees is very meaningful and contributes to the overall success of the Company. 
Performance appraisals are carried out and have an impact on the amount of employee 
remuneration and incentives. The assessment is carried out objectively, evaluated every 3 
months with the aim that targets are achieved and each employee's contribution can be 
measured clearly, supported by related data. The results of this Performance Assessment 
measurement influence the amounts of incentives received by employees and the employee's 
opportunity to become a talent employee and develop a career. The compensation applied takes 
into account several factors including the employee's work performance and the complexity of 
the position. Job analysis and job evaluation are carried out by this Company periodically, to 
ensure that the remuneration for each position remains relevant and in line with the market. 
Work performance obtained through objective performance appraisals gives employees 
confidence that their salary has been given commensurate with their position load. 
Communication between superiors and subordinates, as well as co-workers, goes very well. 
Communication takes place in formal situations through regular meetings held in Divisions or 
Departments, as well as informal communication through joint activities with employees. Each 
superior receives training in Coaching and Counseling methods, so that the role of People 
Manager can be carried out and can be felt by employees in their team to support the 
achievement of unit targets. 

The influence of the Employee Satisfaction on the Employee Engagement (H6) in not 
significant with a P-value of 0.248, it is greater than the significance level (<0.05). Thus, the Job 
Satisfaction variable does not have a significant positive effect on Employee Engagement so that 
the sixth hypothesis is rejected.  The result is not consistent the research results of (Febrial, 
2020) which found that the influence of job satisfaction on employee engagement was positive 
and significant. Uncertainty about one's career path is one of the influencing factors that can 
prevent feelings of enthusiasm for work and a sense of belonging to the company from 
developing in employees, even though the work they are doing is very meaningful for the 
company and they are happy with it. 

Millennial employees of PT. Infomedia Nusantara, at an age that is still very productive, 
requires rapid changes, including career moves. That the career movement in this Company is 
relatively not very fast, on the one hand causes millennial employees to feel that their careers 
are moving slowly and promotion opportunities are not yet wide open, so by looking at their own 
competencies, it will be easy for millennial talent employees to move to other companies. 
Communication forums across divisions/departments at different levels are not yet routinely 
held at this Company. This communication forum is needed to obtain input, ideas and 
innovations that can provide space for millennial employees to contribute and be actively 
involved in the Company. Providing millennial employees with the opportunity to communicate 
directly with the Board of Directors, to express ideas and suggestions, has not been consistently 
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implemented. The role of leadership in providing mentoring to millennial employees who are 
still junior in position and length of service at this Company is felt to be not optimal. This occurs 
due to the tight targets given by the Company to unit leaders, which results in insufficient time 
to carry out more "intense" mentoring for millennial employees who are still junior in position 
and length of service. This gives rise to feelings of neglect and millennial employees are expected 
to find their own solutions, so that support from superiors is not felt optimally. 

The influence of the HPWS on Employee Engagement which is mediated by Employee 
Satisfaction (H7) produces a T-statistic value of 1.132 which is smaller than (T Table 1.96) and a 
P-value of 0.258 which is greater than the significance level (<0 .05). With the variable HPWS 
versus employee engagement mediated by Job Satisfaction so that the hypothesis can be stated 
rejected. The results of this research are not in accordance with the findings of (Febrial, 2020) 
which stated that high job satisfaction will help increase employee engagement with the 
company. The training that has been provided by the Company, of course, needs to be followed 
up with an action plan and monitoring its implementation. Mentoring and monitoring of 
implementation in their respective fields by superiors is not yet optimal. So this will not 
encourage Infomedia millennial employees to immediately implement changes into their work. 
This situation will gradually reduce the morale of millennial employees and they will no longer 
be enthusiastic about their work and will ultimately reduce satisfaction at work. Opportunities 
for promotion or career movement that are not too fast at PT. Infomedia Nusantara will result 
in employees feeling that what they have done and the achievements they have achieved are not 
appreciated. This will gradually lead to decreased job satisfaction and decreased work 
engagement, resulting in the potential for employees to move to other companies. Division or 
Department leaders have not consistently discussed and received input from millennial 
employees. A democratic leadership style that is not yet optimal is applied at this company, 
which allows individuals to learn, monitor their own performance, determine challenging 
targets, and provide opportunities for subordinates to determine challenging targets. In some 
case the leadership prioritizes "top down" communication and direction rather than providing 
space for discussion and joint decision making "bottom up". This causes the millennial 
generation who like change and transparency to be less enthusiastic and full of energy at work. 
The feeling of being involved in decision making is less felt by millennial employees. 
CONCLUSION 

The research found that HPWS has positive impact on Job Resilience and Job Satisfaction 
at PT. Infomedia Nusantara, but HPWS does not significantly affect directly on Employee 
Engagement. Likewise, Job Resilience is able to positively influence Employee Engagement, but 
Job Satisfaction is not able to influence Employee Engagement. The original sample results in 
Table 8 show that the influence of HPWS on Job Satisfaction (0.824) is higher than the influence 
of HPWS on Job Resilience (0.309). 

Direct relationship between HPWS and Millennial Employee Engagement at PT. 
Infomedia Nusantara, not significant, but with the mediation of Work Resilience there is a 
significant indirect influence of HPWS on Employee Engagement. In this way, Work Resilience 
is able to become a strong mediation (full mediation) in the relationship between HPWS and 
Employee Engagement. Meanwhile, Job Satisfaction is unable to mediate the relationship 
between HPWS and Employee Engagement. 

Efforts to increase employee engagement can be done by (1) ensuring employees always 
feel appreciated, (2) being involved in discussions as employees who are experts in their field, 
(3) paying attention to employee compensation and benefits to maintain work motivation, (4) 
providing training and development which are relevant for increasing their current and future 
competencies, will make employees feel that they are continuously being cared for in their self-
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development, and (5) provide space for horizontal career paths through rotation to different 
Divisions or Departments in the same stream. The findings of (Huang, 2018) , which showed 
that HPWS had a substantial impact on employee engagement, must guide efforts to increase 
employee engagement. 

Efforts to increase work resilience are carried out by (1) companies must ensure that 
employees are satisfied with their current jobs, conduct regular surveys to ensure employee 
satisfaction levels and follow up on the results of surveys, (2) a conducive work environment can 
influence work resilience positively and significantly. Infomedia must ensure that employees 
have the opportunity to be creative and have a relevant role in the organization. (3) improving 
physical conditions and good work safety can have a positive and significant impact on work 
resilience. PT. Infomedia Nusantara needs to ensure that employees have a safe and comfortable 
work environment as well as adequate work infrastructure to support their work. 

Efforts to increase job satisfaction are by (1) designing attractive reward programs for 
millennial employees to increase job satisfaction, including the following: Companies must keep 
millennial employees' work motivation high through special training programs, to gain valuable 
experience, be included in the community facilitated by To increase networking and pride in the 
company. (2) The company provides attractive work facilities, such as a games room, coffee bar, 
modern canteen or provides sports facilities. (3) Applies flexible working hours and works from 
anywhere, as an effort to increase the motivation of millennial employees at work and job 
satisfaction. (4) Ensure that the work carried out by millennial employees is in accordance with 
the interests and needs of employees. Millennial employees will feel satisfied if their work results 
match their expected interests and needs. (5) Pay attention to horizontal and vertical career 
opportunities for millennial employees, thereby providing space for millennials to continue to 
feel enthusiastic about their current jobs and be able to develop their competencies.  provide 
opportunities to use the skills and abilities possessed in the workplace. The opportunity to use 
skills and abilities at work can make employees feel happier and more motivated. (6) Providing 
space for millennial employees to provide ideas and suggestions and being involved in projects 
will increase feelings of satisfaction and attachment to the Company, build trust between 
employees and good management, provide opportunities to carry out their ideas and ideas and 
the opportunity to get mentoring and coaching can make employees Millennials feel safe and 
can achieve their goals.   

For the future research, it’s better for using multidimensional model for measuring 
HPWS, in order capture more detail about the effect of every dimensions. It is also desirable to 
use simple language to encourage respondents to provide thoughtful responses rather than only 
providing a response, and to employ sampling strategies that are more likely to produce broadly 
applicable results. 
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ABSTRACT 

 

Objective: This article describes the influence of MSMEs on income in terms of capital, 

education, employment, length of business, number of family dependents, and marketing in 

improving the household economy of coastal communities in West Java. 

Methodology: This research is included in the associative research category to determine the 

influence of two or more variables through quantitative and qualitative approaches. The data 

collection technique used in this research is cross sectional with a minimum sample size of 47 

samples. This research uses multiple linear regression analysis. Findings: The research results 

show that simultaneously the MSME variable has a significant effect on household income. 

Partially, the variables capital, business period, and number of family dependents have an effect 

on income, education, labor and marketing variables have no effect on income. Theoretical 

and/or Methodological contributions: This paper proposes a thematic study in a new 

direction that measures the influence of MSMEs on the income level of coastal communities 

which has an impact on the economy. Research/ Practical Implications: One of the 

contributors to the economy and overcoming the problem of unemployment in Indonesia is 

MSMEs. However, not all MSMEs run well. This can be caused by several resource factors, both 

natural, human and artificial. There is a need to focus on developing MSMEs to improve the 

Indonesian economy. 

 

Keywords: impact; income; MSMEs. 

 

INTRODUCTION  

Fisheries in West Java have been the focus of various studies. One study analyzed the household-

scale fisheries industry and its characteristics, highlighting the need to increase fish 

consumption in the region (Rita et al., 2023). Another study aimed to improve the sustainability 

of capture and aquaculture businesses in West Java, particularly in the marine waters of the 

North West Java region (Yuli et al., 2023). Feed management practices for Vannamei shrimp 

production were also examined in the brackish water and marine fisheries technical service unit 

in the Southern Region of West Java (Tuti et al., 2022). Additionally, the potential fisheries sub-

sectors for development in Sukabumi, West Java were analyzed, with the ornamental fish 

cultivation sector identified as having the highest potential (Amelia et al., 2022). The 

aquaculture sector in West Bandung District was found to be a base sector with the potential for 

local economic development (Nanda et al., 2022). These studies provide insights into the various 
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aspects of fisheries in West Java, including industry characteristics, sustainability, feed 

management, and economic contributions. 

The Ministry of Maritime Affairs and Fisheries (KKP) noted that in 2021 national fisheries 

production reached 21,87 million tons. Karawang Regency is in the northern part of West Java, 

with 1.753,27 km2 and it has a coastline stretching to the north for 84,23 km. Rendering to the 

Karawang Central Statistics Agency (BPS) in 2021, fisheries production in Karawang Regency 

was 54,411.19 tons. Cilamaya Wetan District is located in Karawang Regency, West Java. It has 

coastal areas in several villages. This situation is reinforced by the coastal area that reaches 

793,38 ha (DKP Karawang Regency, 2018), thus, the fisheries sector has become one of the 

livelihoods in this area. Fisheries production in Cilamaya Wetan District consists of captured 

fisheries production, aquaculture and processed fisheries products (BPS Karawang, 2022). 

According to Ratuloly (2021), captured fisheries is fishing activity at sea or through public water.  

Based on the data obtained from BPS Karawang 2022, captured fisheries production in Cilamaya 

Wetan District in 2021 reached 1.377,25 tons. It is not only engaged in captured fisheries, but 

also aquaculture whose production in 2021 was 3,461.31 tons. The production’s results are about 

processed pindang, salted fish, shrimp paste, presto milkfish and crackers. Muarabaru Village is 

one of areas in Cilamaya Wetan District that activates toward fisheries processing sector and it 

uses as a livelihood as well. It is a village located in the coastal area of Karawang Regency. Due 

to the coastal area itself, this village utilizes the fisheries sector through some industries covering 

fish processing. This industry is on the scale of MSMEs. 

One of the livelihoods in Muarabaru Village is working under MSMEs’ sector. According to the 

data, there were 226 MSMEs spread across 4 hamlets of Muarabaru Village with various types 

of MSMEs. There are 64 MSMEs engaged in the fisheries sector in Muarabaru Village, consisting 

of 46 engaged in processed fisheries and the rest engaged in captured fisheries and aquaculture 

(Muarabaru Village Government, 2023). In globalization era and business competition, fisheries 

businesses must improve the quality of their business. Many obstacles occur during the business 

regarding the maintaining and developing the business itself. Consequently, these obstacles can 

affect the welfare of MSMEs. Income is one of the goals for MSMEs to maintain and develop 

their business. 

In developing the fisheries MSMEs, there are some obstacles including the workforce on 

unproductive age, inappropriate the marketing strategies used, low education which means that 

the actors lack of ability to develop product innovation. Likewise, it is also a lack of access to 

some information toward market. These obstacles cause the development of fisheries MSMEs to 

face stagnation. Issues such as capital, education, employment, business period, number of 

family dependents, and marketing are very important in running MSMEs in Muarabaru Village. 

Therefore, it is necessary to identify problems that may occur and find the right solution to 

increase their income. 

Following up on existing phenomena, it is necessary to identify factors that influence income in 

West Java MSMEs. this is reflected in capital, education, employment, business period, number 

of family dependents, and marketing. The essence of this scientific work is to analyze the factors 

that most influence MSME income. To confirm the research questions, the following hypothesis 

construction was created: 
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- H0: It is suspected that capital, education, employment, business period, number of 

family dependents, and marketing have no effect income of salted fish and shrimp paste 

MSMEs. 

- H1: It is suspected that capital, education, employment, business period, number of family 

dependents, and marketing influence MSME income 

 

LITERATURE REVIEW  

The fisheries sector in Indonesia plays a significant role in the country's economic development. 

Research has been conducted to analyze various indicators that impact the sector's gross 

domestic product (GDP). Indicators that influence GDP include investments in the fisheries 

sector, fish production, fisheries exports, trade openness and global value chains (GVCs). Global 

value chains and fish production have a significant impact on GDP in the fisheries sector, while 

investment, trade openness and fisheries exports have an insignificant impact on the GDP of 

fisheries (Jimenez et al., 2020; Ester et al., 2023; Rieny et al. 2023). Fishing industry contributes 

3.2% to the national Gross Domestic Product (GDP) and is important to the household, society 

and the environment. Despite its importance, fisheries based household is marginalized and 

underreported in national policy and planning (Musonda et al., 2019). It is important to have 

effective maritime policies to address environmental impacts and preserve fish production 

diversity. Additionally, the implementation of marine protected areas (MPAs) and the 

enforcement of laws and regulations are crucial in achieving sustainable fisheries in Indonesia 

(Davina, 2023). Fisheries turn out as a potential sector as well as a source of hope for the 

government that can be relied to increase and advance economic activities in a region (Daomin 

et al., 2020; Asep et al., 2022). 

MSMEs play an important role in the Indonesian economy. In addition, MSMEs are also the 

main source of employment and contribute to the country's economic growth. (Mattew, 2022; 

Tarihoran, 2023). However, MSMEs face various challenges that hinder their development and 

ability to support the economy effectively. These challenges include limited business 

management skills, fear of taking risks, and a lack of coaching and support from relevant 

agencies (Atichasari, 2023). To address these issues, the government has implemented policies 

to support MSMEs, such as favorable tax policies that incentivize investment and business 

growth (Yap, 2023). Additionally, the government aims to increase the contribution of MSMEs 

to the national economy from 10% to 17% by 2024 (Andareni, 2023). The COVID-19 pandemic 

has further highlighted the need for key performance indicators (KPIs) to measure the short 

term and long term performance of MSMEs, both during and after the pandemic (Lestari et al., 

2023). Overall, the government recognizes the importance of MSMEs in driving economic 

growth and is committed to supporting their development and sustainability (Ninditya, 2023).  

Fisheries MSMEs have the potential to increase household income. Studies have shown that 

households involved in capture fisheries business, especially those who are members of 

Kelompok Usaha Bersama/KUB, members of cooperatives, have access to formal credit, easily 

market fish, and receive grants from the government, tend to have higher incomes 

(Cahyaningtias & Lamaya 2023). Additionally, the productive work of women fishermen or 

fishermen's wives in fishing activities contributes to household income. Women fishermen 
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engage in various activities such as shrimp head cutting, salted fish crafting, fish vending, and 

shrimp and fish handling, which collectively contribute to the household economy (Lili, 2020). 

However, the impact of climate change on the fisheries and aquaculture sector may affect 

household fisheries production and income, particularly in certain geographical locations such 

as Dhaka and Rangpur divisions (Abul et al., 2017; Outeiro et al., 2018). Overall, the use of 

accounting information in fisheries MSMEs can also influence the level of business success and 

potentially increase household income. One of the MSME sectors that many people work in in 

Indonesia is fishing. However, some MSMEs in the fisheries sector have failed to develop their 

businesses on a larger scale (Silviana et al., 2023; Junianto & Nuriya, 2023). 

MSMEs legally regulated criteria apply to net assets or annual sales revenue and ownership 

structure (Hamdani, 2020). MSMEs have an important role as the main source of employment 

and income in developing countries such as Indonesia. It also reveals the importance of MSMEs 

for the Indonesian economy, MSMEs contributed to the national income of Gross Domestic 

Product (GDP) which reached 60,51% with employment reaching 119,562 ,843 people 

(Kemenkop UKM, 2019), therefore MSMEs needs development. If MSMEs can develop, it will 

have a positive impact on the economy in Indonesia. 

 

METHODOLOGY  

This study was examined in Karawang Regency, West Java. The research location was chosen 

deliberately with the consideration that the location employed fishery processing MSMEs. Based 

on the data obtained from BPS Karawang 2022, captured fisheries production in Cilamaya 

Wetan District in 2021 reached 1,377.25 tons. Cilamaya Wetan District is not only engaged in 

captured fisheries, but also aquaculture, whose production in 2021 was 3,461.31 tons. 

Meanwhile, according to Wulandari (2023), the productions from processed fishery products in 

Cilamaya Wetan District were included processed pindang, salted fish, shrimp paste, presto 

milkfish and crackers.  

This research is included in the associative research category because it aims to determine the 

influence or relationship of two or more variables through quantitative and qualitative 

approaches (Sugiyono, 2022). The data collection technique used in this research was cross 

sectional with Z1 alpha 95% and Z2 alpha 80% The minimum sample size for fishery MSMEs was 

47 samples. The study used a primary research approach to gather data on MSMEs' 

understanding of capital, education, employment, business period, number of family 

dependents, and marketing and the controls they have in place. The researchers collected data 

through surveys and interviews with MSMEs in the selected locations. To analyze the influence 

of factors that influence MSME income using statistical analysis, especially ANOVA, to identify 

significant differences between MSME income and several other factors (Shana et al., 2019; 

Elian et al., 2021). 

The measurement scale used in this study was Likert Scale. According to (Sugiyono, 2022), this 

scale is employed to measure the attitude, opinion, and perception toward a person or a group 

of people about social phenomena. This study examines five scales which are given a total of 1 to 

5 with the following information: 

 



424 
 

 

Table 1: Measurement Scale 

Explanation  Total 

Strongly Agree  5 

Agree 4 

Doubt  3 

Disagree 2 

Strongly Disagree 1 

Source: Sugiono, 2022 

 

The assessment was carried out to explain the results of the respondents through research on 

variables using the average value for each variable. The highest respondent rating with an 

average total of 5 and the lowest total is 1, so the interval can be determined using the formula 

according to Rahmawati (2022), as follows: 

 

Interval =  
Maximum Total − Minimum Total

number of classes 
=

5 − 1

5
= 0,80 

 

The answer range can be determined as follows: 

 1,00 ≤ Interval ≤ 1,80 = not very good  

 1,80 < Interval ≤ 2,60 = not good 

 2,60 < Interval ≤ 3,40 = neutral 

 3,40 < Interval ≤ 4,20 = good 

 4,20 < Interval ≤ 5,00 = very good 

Multiple linear regression is a data analysis technique used to test the relationship between a 

dependent variable and several independent variables. This aims to determine the contribution 

of each independent variable to the variation in the dependent variable (Nayebi, 2020). This 

technique involves creating a regression equation that represents the relationship between 

variables and estimating regression coefficients that measure the strength and direction of the 

relationship. It is also used for hypothesis testing and making conclusions about research results. 

The assumptions of multiple regression include linearity, independence, homoscedasticity, and 

normality of residuals (Lowitt, 2013). Multicollinearity, which occurs when independent 

variables are highly correlated, can be addressed using various techniques.  

According to Hong-mei (2012) factors that influence income include education, age, race, sex, 

capital, length of business, working hours, the ratio of the number of poor people, labor force, 

and GDP per capita. In this research, multiple linear regression is used as data analysis which 

will produce simultaneous and partial influences from the independent variables (capital, 

education, employment, business period, number of family members and marketing) on the 

dependent variable (income). Multiple linear regression analysis calculations will later use SPSS 

26 software. According to Riyanto and Hatmawan (2020), multiple linear regression analysis 

can be used if the number of independent variables used are more than one with one dependent 

variable. This study uses multiple linear regression analysis with the equation used as follow: 
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Y = a + b1X1 + b2X2 + b3X3 + b4X4 + b5X5 + b6X6 + e             (1) 

 

Explanation: 

Y :  Income  

a :  Constant 

b1,b2,…, bn :  Multiple Regression Coefficients  

X1 :  Capital 

X2 :  Education  

X3 :  Employment 

X4 :  Business Period 

X5 :  Number of Family Dependents 

X6 :  Marketing 

e :  Error 

This formula can be used to determine which independent variable has the greatest influence on 

the dependent variable. Then the regression coefficient is used for each variable. The larger the 

value of the regression coefficient, the greater the influence of the independent variable on the 

dependent variable.  

 

RESULTS AND DISCUSSION  

Based on the data obtained in the research, the data was then analyzed using multiple linear 

regression to test the hypothesis using the F test and t test, as well as calculating the coefficient 

of determination to find out how much the independent variable can provide the information 

needed to predict the dependent variable. Hypothesis test calculations are carried out using 

SPSS statistics 26, the following are the results of hypothesis test calculations: 

 

1. Coefficient of Determination (R2) 

The coefficient of determination aims at measuring how far the ability of the independent 

variable can provide information about the dependent variable. The value of the coefficient of 

determination (R2) is between 0-1, a small coefficient of determination (R2) value indicates that 

the ability of the independent variable to explain the dependent variable is very limited. The 

value of the coefficient of determination in this study can be seen in the R-squared value below. 

 

Model Summary 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .809a .653 .592 2.30636 

a. Predictors: (Constant), Number of Family Dependents, Employment, Marketing, Education, 

Capital, Business Period  

b. Dependent Variable: Income  

In this study, the coefficient of determination value is 0.654 or 65.30%. This means that 65.30% 

of the variables capital, education, employment, business period, number of family members 

and marketing can provide information about the dependent variable (income), while 34.70% 

are influenced by other variables outside of this research. 
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2. Simultaneous Test (F Test) 

The F-test is used to determine the effect of independent variables (capital, education, 

employment, business period, number of family members and marketing) on the dependent 

variable (income) simultaneously. In F-test it is determined if the sig. ≥ 0.05 then H10 is accepted 

and H11 is rejected, but if the sig. < 0.05 then H10 is rejected and H11 is accepted. 

ANOVAa 

Model 

Sum of 

Squares df Mean Square F Sig. 

1 Regression 342.517 6 57.085 10.732 .000b 

Residual 180.857 34 5.318   

Total 523.374 40    

a. Dependent Variable: Income  

b. Predictors: (Constant), Number of Family Dependents, Employment, Marketing, Education, 

Capital, Business Period  

The results above show that the Sig. 0.000 < 0.05, then H10 is rejected and H11 is accepted, it 

means that the variables of capital, education, employment, business period, number of family 

members and marketing together or simultaneously influence the income of MSMEs.  

 

3. Partial Test (t-Test) 

The t-test was conducted to determine whether each independent variable (capital, education, 

employment, business period, number of family members and marketing) had a partial 

influence on the dependent variable (income). In the t-test, if the Sig. ≥ 0.05 then H20 is accepted 

and H21 is rejected, but if the Sig. < 0.05 then H20 is rejected and H21 is accepted. 

 

Coefficients 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

Collinearity Statistics 

B 

Std. 

Error Beta Tolerance VIF 

1 (Constant) 47.625 9.373  5.081 .000   

Capital .312 .152 .216 2.054 .048 .919 1.089 

Education -.912 .145 -.655 -

6.318 

.000 .944 1.059 

Employment -.580 .151 -.413 -

3.848 

.000 .884 1.131 

Business Period .282 .134 .223 2.104 .043 .902 1.108 

Number of Family 

Dependents 
.325 .146 .228 2.235 .032 .975 1.025 

Marketing  -.184 .166 -.119 -1.114 .273 .893 1.119 

a. Dependent Variable: Income 
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Based on the results in the table above, it can be seen that the variables capital, education, jobs, 

length of business and marketing have a value of Sig. < 0.05, it means that those variables have 

an effect on income. There are 2 variables that are close to 0.05 or close to have no partial effect, 

namely the capital variable and length of business, thus, special attention is needed regarding 

this variable so that it remains significant. The marketing variable has a Sig value. ≥ 0.05, it 

means that this variable has no effect on income. The variables with the lowest significance value 

are both jobs and education variables with 0.000, while the variable with the highest significance 

value is the marketing variable with 0.273. 

 

4. Multiple Linear Regression Model 

Multiple linear regression analysis is performed to test the influence of two or more independent 

variables on a dependent variable. The results of this analysis can be seen in the model below. 

 

 

 

 

Coefficients 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients t Sig. Collinearity Statistics 

B 

Std. 

Error Beta   Tolerance VIF 

1 (Constant) 47.625 9.373  5.081 .000   

Capital .312 .152 .216 2.054 .048 .919 1.089 

Education -.912 .145 -.655 -6.318 .000 .944 1.059 

Employment  -.580 .151 -.413 -3.848 .000 .884 1.131 

Business Period .282 .134 .223 2.104 .043 .902 1.108 

Number of Family 

Dependents 
.325 .146 .228 2.235 .032 .975 1.025 

Marketing -.184 .166 -.119 -1.114 .273 .893 1.119 

a. Dependent Variable: Income  

The results of the above analysis show the coefficient values from the multiple linear regression 

calculations. Based on the results of these calculations, a multiple linear regression model is 

obtained as follows: 

 

 Y = 47.625 + 0,312X1 - 0,912X2 - 0,580X3 + 0,282X4 + 0,325X5 - 0,184X6

 (2) 

 

Explanation:            

X1 : Variable of Capital 

X2 : Variable of Education  

X3 : Variable of Employment 
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X4 : Variable of Business Period 

X5 : Variable of Number of Family Dependents 

X6 : Variable of Marketing  

Y : Variable of Income 

From the above model, it can be interpreted that if the value of the independent variable is zero, 

then the constant will have a value of 47.625. Apart from that, there are also 3 variables that have 

a negative contribution, namely the education variable (-0.912), the job variable (-0.580), and 

the marketing variable (-0.184). Based on the findings, this study examines that: 

 

The capital variable has a significant impact on the income variable of MSMEs. This means that 

MSME players can increase their productivity through large capital and thereby increase their 

income. The variable of education has a significant impact on the income variable of MSMEs. 

Education, in general, will increase the income of the business undertaken, because the higher a 

person's education, the more he or she will be able to increase the income with various strategies, 

in terms of marketing, product quality improvement, and fishery product diversification. The 

education of MSMEs’ actors is dominated by elementary school level with the criteria of not 

graduating from elementary school, due to financial constraints. The business perpetrators 

examine the business itself by continuing the knowledge from parents whose profession in the 

scope of fishery processing business.     

The Employment variable has a significant impact on the income of MSMEs. The less they work, 

the lower their income will be, and vice versa. The reason is that fishery processing MSMEs in 

Muarabaru Village are simple businesses, which are run by village housewives to help the family 

economy, so they do not require too many workers. 

The variable of business period has a significant impact on the income variable of MSMEs. This 

means that the more experienced an entrepreneur is in running their business, the more income 

can be earned. The longer they run their business, the more experience they have in managing 

their business to be better than before, therefore, an innovation will emerge to continue in 

developing their business. 

The variable of number of family dependents has a significant impact, thus, it can be interpreted 

that the more dependents they have, the more enthusiastic business people in increasing their 

income. Families that have a large number of dependents will have more needs. This condition 

spurs the enthusiasm of family heads, including the involvement of women, the continuity to 

work more diligently, therefore, their income can cover their needs as well. 

Marketing variables do not have a significant impact as well. Although the fishery product 

marketing is described as good by MSMEs, it has no impact on increasing the income of MSMEs 

in Muarabaru Village. By the result that most respondents carry out marketing only around the 

village area, apart from that, consumers sometimes go directly to MSMEs’ actors to buy the 

products. 

The results of this study are in line with Silviana et al. (2022) entitled "Factors that Influence the 

Income of MSMEs in Banda Aceh City from an Islamic Economic Perspective". It states that the 

business period has a significant impact on income. On the other research examined by Agam et 

al. (2022) entitled "The Influence of Socio-Economic Factors on Salted Fish Business in 
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Pemangkat District, Sambas Regency", it deals with the business period has a positive and 

significant impact on income. 

Based on the results of the tested research and multiple linear regression with a margin of error 

of 5%, the following conclusions can be drawn: Capital (X1), Education (X2), Employment (X3), 

Business period (X4), Number of family members (X5), and marketing (X6) simultaneously have 

a significant influence on the income variable (Y). Meanwhile, the subtest shows that the variable 

capital (X1), the variable education (X2), employment (X3), business period (X4) and the variable 

number of family members (X5) have a significant impact on the income variable (Y). The 

marketing variable (X5) has no significant influence on the income variable (Y). 
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ABSTRACT  

 

This study aims to develop a new model with ethical behavior as the primary variable. A 

literature review was conducted, analyzing 15 international articles sourced using the Publish or 

Perish application and Google Scholar. The data were drawn from Scopus publications spanning 

2019 to 2023. The findings indicate that the proposed research model comprises leader humility 

and ethical leadership as independent variables. Additionally, workplace spirituality and 

organizational justice act as mediating variables between leader humility, ethical leadership, and 

ethical behavior. 

 

Keywords: Leader humility, ethical leadership, workplace spirituality, organizational justice, 

ethical behavior 

 

INTRODUCTION  

Ethics in the workplace has emerged as one of the most critical issues facing organizations. 

Given its importance, a significant body of literature has examined the causes and consequences 

of ethical decision-making and behavior in organizations. The field has made substantial 

progress in understanding the determinants and conditions of ethical and unethical behavior 

(Mitchell et al., 2020).  

Houdek (2019) discusses the relationship between ethical behavior and business policy 

interventions, which aim to enhance honesty by increasing the salience of moral norms, 

visibility, and self-involvement. These interventions can have positive impacts or potentially 

negative long-term consequences if expectations are unrealistic, thereby undermining the 

credibility of ethical behavior. 

The rapid growth of studies on ethical behavior and corporate ethical practices has 

substantially contributed to understanding the challenges of ethical leadership in organizations. 

However, complex socio-ecological systems exert pressure on organizational culture and 

established leadership patterns, affecting organizational justice. Business ethics must 

incorporate the role of organizational justice and the Person-Organization fit (P-O fit) (Hussam 

Al Halbusi et al., 2019). 

Spiritual leadership has been shown to positively influence organizational identification, 

fostering psychological safety and encouraging proactive employee behavior. This highlights the 

mechanisms through which spiritual leadership impacts workplace behavior and underscores 

the vital role leaders play in modern organizations (Chen et al., 2019).  
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Spiritual leadership has been shown to positively influence organizational identification, 

fostering psychological safety and encouraging proactive employee behavior. This highlights the 

mechanisms through which spiritual leadership impacts workplace behavior and underscores 

the vital role leaders play in modern organizations (Guo et al., 2021). 

Ethical leadership can shape an ethical climate that influences followers' ethical behavior. 

However, the impact of this ethical climate varies depending on employees' moral concerns. The 

positive effect of an ethical climate on ethical behavior is stronger among employees with high 

moral concern, illustrating the critical role of moral concern in ensuring ethical leadership and 

climate effectiveness (Hussam Al Halbusi et al., 2021). 

In management, leaders emphasize the importance of addressing ethical issues in 

organizations and recognize that employees are crucial in promoting ethical behavior. Ethical 

leadership has a direct positive impact on subordinate behavior, which in turn enhances overall 

employee ethical behavior. Therefore, it is crucial for managers and supervisors to be motivated 

to practice ethical leadership due to their direct influence on employees (Hussam Al Halbusi et 

al., 2020). 

From these opinions, it can be concluded that every organization must ensure ethical 

behavior in the workplace. This needs to be done before recognizing how organizational justice 

will influence employee ethical behavior and complement the leadership actions implemented 

with others. 

Ethical behavior has become an innovative and inspiring research program. It offers many 

simple and inexpensive interventions to reduce the prevalence of dishonest behavior in public 

or in organizations. However, some proposed measures may only have weak or zero effects in 

real settings, due to issues of external and ecological validity of the experimental studies on 

which they are based. In reality, the effectiveness of an intervention will depend on a number of 

influences and conditions that may limit or even reverse the desired impact. (Houdek, 2019). 

Ethical behavior is essential for reducing workplace bullying, a growing problem associated 

with various psychological disorders Farooq et al. (2021).  Understanding the factors that lead 

to unethical behavior in organizations is critical, as even minor changes can have significant 

organizational benefits or costs (Marquardt et al., 2020). As public demands for organizational 

transparency and ethical behavior increase, it is imperative to understand the antecedents of 

ethical leadership and unethical employee behavior. Effective interventions, such as 

performance evaluation systems, can mitigate unethical behavior (Tzini & Jain, 2018). 

Remišová et al. (2018) examine the influence of Ethics Program (EP) components on 

managerial ethical behavior. The study aims to identify valuable EP components that encourage 

ethical behavior and to investigate the role of ethics training in enhancing confidence in EP 

components as effective tools for promoting ethical behavior. 

Ethics Programs (EP) serve as management tools to prevent unethical actions, shaping an 

organizational culture that achieves high ethical standards in daily operations. EPs are pivotal 

in fostering employee responsiveness, ethical human resource management, and virtuous 

leadership (Moore et al., 2012) 
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Unethical behavior, such as blaming subordinates for their shortcomings, taking credit for 

others' work, favoritism, and excessive publicity about ethical leadership failures is prominent 

among organizational leaders (Sarwar et al., 2020). Due to this, there is a need for leader 

humility which has important implications for the positive emotions and behavior of followers 

through a unique process involving workplace spirituality (Saima Naseer et al., 2019). 

Workplace spirituality promotes a positive psychological environment, addressing issues 

like job dissatisfaction and stress that lead to mental exhaustion and workplace aggression. This 

new management practice balances various aspects of employee and organizational life, 

highlighting its importance in modern human resource management (Haldorai et al., 2019) 

The review of existing literature emphasizes the theoretical perspective of business ethics, 

highlighting leadership as a crucial component in developing and maintaining an ethical 

organizational culture. Ethical leadership is essential in fostering creativity and ethical behavior 

across organizations. 

 

LITERATURE REVIEW  

Leader humility encompasses a leader's willingness to accurately assess themselves, 

recognize and value the strengths and qualities of others, and maintain a teachable attitude (S 

Naseer, 2020). 

Ethical leadership emphasizes that higher perceptions of ethical standards among 

employees will promote ethical behavior. This leadership style prioritizes the establishment and 

maintenance of ethical norms within the organization (Husam Al Halbusi et al., 2021). 

Workplace spirituality refers to the extent to which employees perceive their organization as 

a spiritual environment, where they find meaning and purpose in their work beyond mere 

financial or material gains (S Naseer, 2020). 

Organizational justice focuses on employees' perceptions of fairness within the workplace. 

It encompasses distributive, procedural, and interactional justice, each addressing different 

aspects of how justice is perceived and enacted in organizational settings (H. A. Halbusi, 2021). 

Ethical behavior pertains to actions deemed morally acceptable and helps individuals 

discern appropriate conduct in various situations. This moral framework guides decision-

making and behavior, aligning individual actions with ethical standards (S Naseer, 2020). 

 

METHODOLOGY  

This study employs a literature review methodology, utilizing secondary data sourced 

from journals, digital libraries, and internet search engines. The primary search was conducted 

using the keyword "Behavioral Ethics in the Workplace" via the Publish or Perish application 

and Google Scholar. The data was drawn from Scopus publications covering the period from 

2019 to 2023. Additionally, further searches were conducted to find articles pertinent to the 

main and supporting theories related to ethical behavior. 

The search carried out was only related to information that discussed the purpose of this 

writing, namely the role of ethical behavior in the workplace. The following are previous research 

journals that the author used as data sources, among others: 
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Table 1. Research data on ethical behavior variables 
Author/ Year/ Title 

 

Variable Population/Sam

ple 

Result 

Sarawa, D. I., & Mas’ud, A. 

(2020). Strategic public 

procurement regulatory 

compliance model with 

mediating effect of ethical 

behavior 

 

X1: Professionalism 

X2: Enforcement 

X3: Familiarity 

X4: Resistance to 

Political Pressure 

Z: Ethical Behavior  

Y: Compliance with 

Public 

Procurement 

Regulations 

 

Population: Public 

sector institutions 

Jigawa State 

Nigeria.  

 

Sample: 125 

procurement 

officers 

  

This study not only confirms 

previous findings about the direct 

effects of professionalism, 

familiarity, enforcement, 

resistance to political pressure and 

ethical behavior on compliance, 

but also establishes the mediating 

effect of ethical behavior on 

compliance on all predictors 

except resistance to political 

pressure. 

 

Sanchez, R. M., Perez, M. 

O., & Serrano, M. A. R. 

(2020). The Benefits of 

Auditors’ Sustained 

Ethical Behavior: 

Increased Trust and 

Reduced Costs 

X: Sustained Ethical 

Behavior 

Z: Trust  

Y: Control Unit 

 

Population: 

Spanish Company  

 

Sample: 149 

auditors who are 

responsible for 

managing and 

supervising the 

team (senior) 

 

The impact of sustained ethical 

behavior on auditors: generating 

trust. This trust generates 

substantial benefits for the 

company due to the reduction in 

partner monitoring costs for 

auditors. 

Lussier, B., Hartmann, N. 

N., & Bolander, W. (2019). 

Curbing the Undesirable 

Effects of Emotional 

Exhaustion on Ethical 

Behaviors and 

Performance: A 

Salesperson – Manager 

Dyadic Approach.  

 

X: Emotional 

Exhaustion 

Z1: Ethical Behavior 

Z2: Supervisor 

Support 

Z3: Salesperson Grit 

Y: Salesperson 

Performance 

 

 

Population: High-

tech organizations 

based in North 

America.  

 

Sample: 137 

salespeople and 22 

managers 

Perceived supervisor support can 

reduce the unwanted effects of 

emotional exhaustion on ethical 

behavior and salesperson 

performance 

Hsieh, H. H., Hsu, H. H., 

Kao, K. Y., & Wang, C. C. 

(2020). Ethical leadership 

and employee unethical 

pro-organizational 

behavior: a moderated 

mediation model of moral 

disengagement and 

coworker ethical behavior 

X1: Ethical 

Leadership 

Z1: Employee Moral 

Disengagement 

Z2: Coworker Ethical 

Behavior 

Y: Employee UPB 

 

 

Population: Five 

organizations in 

Taiwan.  

 

Sample: 251 

employee-coworker 

pairs 

Specifically, both the employee 

moral disengagement - UPB 

relationship and the ethical 

leadership - moral disengagement 

- UPB relationship become weaker 

when coworker ethical work 

behavior is high 

 

Halbusi, Hussam Al, Tang, 

T. L., Williams, K. A., & 

Ramayah, T. (2022). Do 

ethical leaders enhance 

employee ethical 

behaviors? Organizational 

X: Ethical Leadership 

Z1: Ethical Climate 

Z2: Organizational 

Justice 

Z3: Leader Moral 

Attentiveness 

Population: 

Republic of Iraq.  

 

Sample: 236 

members and 98 

supervisors 

Ethical leadership strongly 

influences the intensity and 

magnitude of organizational 

justice, which leads to high 

employee ethical behavior when 

the leader's moral attentiveness is 
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Author/ Year/ Title 

 

Variable Population/Sam

ple 

Result 

climate, justice 

perceptions, and leader 

moral attentiveness: Iraq’s 

emerging market. 

 

Y: Member Ethical 

Behavior  

 

 

high rather than low. However, 

ethical leadership only influences 

the intensity of ethical climate but 

has no impact on the magnitude 

when the leader's moral 

attentiveness is high rather than 

low. 

 

Presbitero, A., & Calleja, 

M. T. (2019). Ethical 

leadership, team leader’s 

cultural intelligence and 

ethical behavior of team 

members: Implications for 

managing human 

resources in global teams 

X: Perceived Ethical 

Leadership 

Z: Perceived Leader 

Cultural 

Intelligence 

Y: Individual’s 

Ethical Behavior 

 

 

Population: 

Multinational 

companies in 

Australia.  

 

Sample: 234 

employees 

Perceived ethical leadership is 

positively and significantly related 

to Individual's ethical behavior. In 

addition, the results show that 

perceived leader cultural 

intelligence functions as a 

moderator in strengthening the 

relationship between perceived 

ethical leadership and the 

individual's ethical behavior. 

 

Pio, R. J., & Lengkong, F. 

D. J. (2020). The 

relationship between 

spiritual leadership to 

quality of work life and 

ethical behavior and its 

implication to increasing 

the organizational 

citizenship behavior. 

 

X: Spiritual 

Leadership 

Z1: Quality of Work 

Life 

Z2: Ethic Behavior 

Y: Organizational 

Citizenship 

Behavior 

 

 

Population: Private 

hospitals in 

Manado.  

 

Sample: 150 

employees 

 

Spiritual leadership has an 

indirect effect on organizational 

citizenship behavior, with quality 

of work life and ethical behavior as 

mediating variables 

Naseer, S., Syed, F., 

Nauman, S., Fatima, T., & 

Jameel, I. (2019). 

Understanding how 

leaders humility promotes 

followers  emotions and 

ethical behaviors : 

Workplace spirituality as a 

mediator 

 

X: Leader Humility 

Z: Workplace 

Spirituality 

Y1: Ethical Behavior 

Y2: Gratitude 

Y3: Empathy 

 

 

Population: Nine 

organizations in 

Pakistan's 

telecommunication

s, education and 

industrial sectors.  

Sample: 286 

employees and 

colleagues 

 

Leader humility has important 

implications for the positive 

emotions and behavior of 

followers through a unique process 

involving workplace spirituality 

Halbusi, Husam Al, 

Palomino, P. R., Estevez, 

P. J., & Broncano, S. G. 

(2021). How 

Upper/Middle Managers’ 

Ethical Leadership 

Activates Employee 

Ethical Behavior? The Role 

of Organizational Justice 

X: Ethical Leadership 

Z1: Organizational 

Justice 

Z2: Social 

Desirability Bias 

Y: Employee Ethical 

Behavior 

 

 

Population: 

Malaysian 

manufacturing 

industry.  

 

Sample: 270 

employees 

 

Ethical leadership has a positive 

impact on employee ethical 

behavior and that organizational 

justice and each dimension of 

justice mediates this relationship, 

both individually and collectively 
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Author/ Year/ Title 

 

Variable Population/Sam

ple 

Result 

Perceptions Among 

Employees 

 

Halbusi, Hussam Al. 

(2021). Who pays 

attention to the moral 

aspects? Role of 

organizational justice and 

moral attentiveness in 

leveraging ethical 

behavior. 

 

X1: Organizational 

Justice 

X2: Social 

Desirability Bias 

Z: Employee Moral 

Attentiveness 

Y: Employee Ethical 

Behavior 

 

Population: 12 

Malaysian 

manufacturing 

companies.  

 

Sample: 350 

employees 

 

Organizational justice and 

employee moral attentiveness 

have a positive impact on 

employee ethical behavior. 

Halbusi, Husam Al, Ismail, 

M. N., & Omar, S. B. 

(2021). Ethical leadership 

and employee ethical 

behaviour : exploring dual-

mediation paths of ethical 

climate and organisational 

justice : empirical study on 

Iraqi organisations 

 

X1: Ethical 

Leadership 

Z1: Ethical Climate 

Z2: Organizational 

Justice 

Y: Employee Ethical 

Behavior 

 

 

Population: 30 

organizations in 

Iraq.  

 

Sample: 620 

employees 

 

There is a significant relationship 

between ethical leadership and 

employee ethical behavior. Ethical 

climate and organizational justice 

play a very significant mediating 

role between ethical leadership 

and employee ethical behavior 

 

Mubako, G., Bagchi, K., 

Udo, G., & Marinovic, M. 

(2020). Personal Values 

and Ethical Behavior in 

Accounting Students.  

 

X1: Openness to 

Change 

X2: Self 

Enhancement 

X3: Conservation 

X4: Self 

Transcendence  

X5: Gender  

X6: Religiosity 

X7: Ethics Training 

Y: Ethical Behavior 

 

Population: 

Universities in US.  

 

Sample: 252 

students 

 

Several higher personal values 

(conservation, self-transcendence, 

self-enhancement) are significant 

in explaining ethical behavior. 

Gender and ethics training 

influence ethical behavior and the 

effect of personal values of self-

transcendence differs depending 

on the participant's gender and 

religiosity. 

 

Khorakian, A., Shahroodi, 

H. M., Jahangir, M., & 

Farkhani, Z. N. (2019). 

Innovative Work Behavior 

in Public Organizations: 

The Roles of Ethical and 

Knowledge Sharing 

Behaviors  

 

X: Ethical Behavior 

Z1: Sharing Best 

Practices 

Z2: Sharing Mistakes 

Y: Innovative Work 

Behavior 

 

 

Population: Iranian 

metropolitan public 

organizations.  

 

Sample: 266 

employees 

Ethical behavior has a positive and 

significant effect on innovative 

work behavior and sharing best 

practices mediates the influence of 

ethical behavior on innovative 

work behavior 

 

Widyani, A. A. D., Landra, 

N., Sudja, N., Ximenes, M., 

& Sarmawa, I. W. G. 

(2020). The role of ethical 

behavior and 

X1: Risk Taking 

X2: Innovativeness 

X3: Proactiveness 

X4: Ethical Behavior 

Population: Village 

credit institutions 

in Bali.  

 

Integrating ethical behavior with 

entrepreneurial leadership (risk 

taking, innovativeness, 

proactiveness) can significantly 



439 
 

 

Author/ Year/ Title 

 

Variable Population/Sam

ple 

Result 

entrepreneurial leadership 

to improve organizational 

performance 

 

Z: Organizational 

Performance 

 

 

Sample: 102 

administrators 

 

improve organizational 

performance 

 

Hassanian, Z. M., & 

Shayan, A. (2019). The 

mediating effect of ethical 

climate on religious 

orientation and ethical 

behavior 

 

X1: Global Principles 

X2: Individual 

Egoism 

X3: Individual 

Principles 

X4: Extrinsic 

Religious 

Orientation 

X5: Local Egoism  

Z: Intrinsic Religious 

Orientation 

Y: Ethical Behavior 

 

Population: Iran 

Hamadan 

University of 

Medical Sciences.  

 

Sample: 259 nurses 

Intrinsic religious orientation has 

the most direct effect on ethical 

behavior and can be a predictor of 

any ethical behavior. Effective 

factors for ethical climate 

perception variables in the 

dimensions of individual egoism, 

individual principles, global 

principles, local egoism and 

extrinsic religious orientation. 

Intrinsic religious orientation and 

global principles all have a direct 

effect on Ethical Behavior. 

Source: processed by author (2024) 

 

RESULTS AND DISCUSSION  

Article Distribution  

The dataset comprised articles primarily published in 2020, indicating that the topic remains 

highly relevant. Most studies employed Partial Least Squares Structural Equation Modeling 

(PLS-SEM) for analysis, with an average sample size exceeding 200 respondents from various 

organizational backgrounds. All included studies utilized quantitative research methods, 

reaffirming the contemporary relevance of ethical behavior issues, as evidenced by publications 

from 2019 onwards. 

 

Variable Distribution  

The study analyzed 15 prior research articles, focusing on ethical behavior variables. Across these 

articles, a total of 47 variables were identified. Specifically, ethical behavior was examined as an 

antecedent (independent variable) in three articles, as a moderating or intervening variable in 

four articles, and as a consequence (dependent variable) in eight articles. 
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Development of New Research Models  

The proposed new research model was developed from six articles.  

 

 
Figure 1. New research model (developed by the author) 

 

Hypothesis  

H1: Leader humility has a positive effect on ethical behavior  

H2: Leader Humility has a positive effect on workplace spirituality  

H3: Workplace spirituality has a positive effect on ethical behavior  

H4: Ethical leadership has a positive effect on ethical behavior  

H5: Ethical leadership has a positive effect on organizational justice  

H6: Organizational justice has a positive effect on ethical behavior  

H7: Workplace spirituality mediates the relationship between leader humility and ethical 

behavior  

H8: Organizational justice mediates the relationship between ethical leadership and ethical 

behavior 

 

This model underscores the intricate relationships between leadership qualities, workplace 

spirituality, organizational justice, and ethical behavior, providing a comprehensive framework 

for future research. 

 

 

CONCLUSIONS AND RECOMMENDATIONS  

Conclusion 

The developed model highlights the critical role of ethical behavior within organizations. Ethical 

behavior is significantly influenced by leader humility and ethical leadership, with workplace 

spirituality and organizational justice serving as mediating factors. The findings suggest that 

leader humility and ethical leadership positively impact ethical behavior. Additionally, the 

mediating variables, workplace spirituality and organizational justice, effectively bridge the 

relationship between leader humility, ethical leadership, and ethical behavior. Understanding 

ethical behavior, which encompasses actions deemed morally acceptable, is essential for guiding 

individuals in determining appropriate conduct in various situations.  

 

Suggestion 
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Future research should explore models where ethical behavior variables are not only dependent 

variables but also independent or intervening variables. This expanded approach could provide 

a more comprehensive understanding of the dynamics and implications of ethical behavior in 

organizational settings. 
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ABSTRACT 

Objective: This article aims to propose a theoretical framework for blockchain technology 

adoption on supply chain performance, particularly within the fast-moving consumer goods 

industry (FMCG). 

Methodology: Extensive review of the literature was conducted to identify relevant studies for 

proposing a theoretical framework. 

Findings: The proposed framework is developed based on the UTAUT2 model for the 

blockchain technology adoption. In addition, the literature findings propose moderating role of 

organizational culture in the relationship between behavioral willingness to adoption of 

blockchain technology. 

Practical Implications: Industry practitioners particularly from the FMCG industry will gain 

insights on the relation between adoption of blockchain technology, organizational culture and 

supply chain performance. 

 

Keywords: Blockchain Technology; Fast-Moving Consumer Goods; Supply Chain 

 

INTRODUCTION 

The supply chain network consists of numerous supply chain members, and it is essential to 

improve the overall efficiency of the network to maintain coordination among all members 

(Asgari et al., 2016). Traditional supply chain management processes have several issues with 

information flow, capital flow, and logistics tracing, which result in increased opportunity costs. 

The COVID-19 pandemic has caused significant disruption to global supply chain management, 

with every link in the supply chain facing challenges such as shifting consumer demand towards 

online purchases, labor shortages in manufacturing sites, and trade bans resulting in supply 

shortages (Lin & Lanng, 2020; Linton & Vakil, 2020; Rowan & Laffey, 2020). To address these 

challenges, industries require robust supply chain processes (Iyengar et al., 2020; Remko, 

2020) that leverage more innovative technologies (Wamba et al., 2020). The emergence of BCT 

has the potential to significantly enhance supply chain performance by solving a range of 

problems (Agi & Jha, 2022; Wu & Zhang, 2022). 

BCT provides a sustainable supply chain management process (Yousefi & Tosarkani, 

2022) that can reduce costs by eliminating intermediaries and improving tracking processes. 
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The unique data structure of BCT ensures that each block contains a cryptographic hash of the 

previous block, timestamp, and multiple transactions. When a new transaction occurs, a new 

block is created and linked to the previous one, which is then stored in the distributed ledger 

(Aslam et al., 2021). Blockchain technology can provide a shared IT infrastructure to maintain 

smooth workflow and information flow among all supply chain partners. With a blockchain-

driven supply chain management system, the source and destination can be traced, and any 

deviations or risks can be identified and controlled (Wu & Zhang, 2022). 

In developing countries like Bangladesh, the pandemic has also limited port activities, 

leading   to delays in the delivery of imported materials and disruptions to regular supply chain 

activities for large businesses (The Business Standard, 2020). Akij Group, Bashundhara 

Group, Beximco Pharmaceuticals, City Group, and Meghna Group which are some of the 

major FMCG companies in Bangladesh, experienced significant supply chain disruptions as a 

result of a lack of raw materials, a shortage of labor at the manufacturing site, and inadequate 

logistical support, as described by Pantho (2020). The industry was not prepared to handle 

such a sudden rise in demand. Many department stores and supermarkets were facing supply 

shortages as a result. Consequently, governments and businesses are exploring the adoption 

and implementation of digitization, such as BCT, to improve the current supply chain process. 

However, BCT is implemented in several prefabricated garment industries, and a small 

number 

FMCG companies in Bangladesh (Tasnim, 2020), and overall BCT implementation is 

still very limited and less researched in specific industry contexts (Hasan et al., 2022; Tasnim 

et al., 2023). Researches listed out challenges to adopt blockchain technology in developing 

country like Bangladesh includes technical challenges, organizational challenges and human 

resource challenges (Hussain et. al.,2022). 34% of human resource in manufacturing 

industries who were working in supply chain management area   were not aware of BCT and a 

less portion (19%) were implementing BCT (Tasnim et.al.,2023). Some organizations 

encounter various impediments in adopting BCT, such as regulatory issues, the absence of 

industry structure, and the scarcity of infrastructure and technological support. Although 

certain industries in developing economies are embracing BCT to improve supply chain 

performance, complete adoption by most industries may take 4-5 years. Therefore, there is a 

need for additional research in developing country contexts to investigate BCT adoption 

across various industry sectors (Kumar et al., 2019). Hence, this study intent to propose a 

theoretical framework for blockchain technology adoption on supply chain management, 

particularly within the fast-moving consumer goods industry (FMCG). 

 

LITERATURE REVIEW 
Unified Theory of Acceptance and Use of Technology (UTAUT) 

The Unified Theory of Acceptance and Use of Technology (UTAUT) is a theoretical 

framework that aims to explain user intentions to adopt and use technology and subsequent 

usage behavior. Venkatesh and his colleagues published a seminal work in 2003, presenting 

the Unified Theory of Acceptance and Use of Technology (UTAUT) model. This model was 
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developed by integrating and combining eight previously prominent models. The UTAUT 

model demonstrated superior performance in explaining the variance in technology 

acceptance and use, achieving 70% and 50% variance, respectively, compared to previous 

models. The model identified three key constructs—Performance Expectancy, Effort 

Expectancy, and Social Influence—which directly influence Behavioral Intention (BI), and 

two additional constructs—Behavioral Intention and Facilitating Conditions—that directly 

impact technology use. The relationships between these constructs were moderated by factors 

such as Age, Gender, Experience, and Voluntariness, as depicted in Figure 1. 

 

Figure 1 Unified Theory of Acceptance and Use of Technology (UTAUT) 

(Source: Ammenwerth,2019) 

 

Studies applying UTAUT have found varying degrees of influence among the model's 

constructs. For instance, performance expectancy, effort expectancy, and social influence 

have been shown to significantly affect behavioral intention in different contexts, such as e-

commerce (Vallerie et al., 2021) and enterprise resource planning systems (Andwika & 

Witjaksono, 2020). Facilitating conditions have been found to directly influence use behavior 

(Andwika & Witjaksono, 2020). However, there are contradictions in the literature regarding 

the impact of certain constructs. For example, trust on the internet and situational influence 

did not significantly affect behavioral intention in the context of e- commerce (Vallerie et al., 

2021), while social influence had a positive but not significant effect on behavioral intention 

in the adoption of an online examination system (Ay, 2023). 

In summary, UTAUT provides a comprehensive framework for understanding the 

determinants of technology acceptance and use. While the core constructs of the model are 

generally supported by empirical research, the relative importance of these constructs can vary 

depending on the technology and context in question. Future research should continue to 

explore these nuances and extend the model to include additional variables that may influence 

technology adoption in specific settings (Ursavaş, 2022; Xue et al., 2024). 
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BCT is a solution that can provide all supply chain partners with a common IT 

framework to maintain efficient information flows and procedures. Because BCT employs a 

distributed ledger with a shared database, it possesses immutability, traceability, security, 

integrity, and data retrieval convenience (Wu & Zhang, 2022). Studies have applied UTAUT to 

understand blockchain technology adoption, revealing varied results. 

Knowledge sharing is essential for the willingness to adopt BCT, which influences 

supply chain performance (Wamba et al., 2020). Queiroz et al. (2020) extended the UTAUT 

model by using trust as a construct for Behavioral Willingness (BI) in the Brazilian SCM 

context and found a positive relationship between trust and behavioral willingness. The authors 

suggested additional research utilizing this concept in various national contexts. and hospitality 

industries, and they added these two crucial independent variables to their research. 

Organizational culture holds significant importance for successful technology adoption 

and implementation in organizational contexts (Aboramadan et al.2019). This cultural factor 

also influences behavioral attitudes, such as knowledge sharing, risk tolerance, and 

collaboration, making it a vital component in assessing supply chain performance. Despite 

this, there has been limited research conducted in this area (Zanon et al.,2021). Previous 

research has explored organizational culture as a concept, while also recognizing its potential 

as an important moderating factor in studies related to the adoption of new technologies, as 

highlighted by Dasgupta and Gupta (2019). 

From previous studies, there are very few studies UTAUT model for blockchain 

technology adoption for FMCG industries and researchers propose future research using 

different constructs. Therefore, this study proposes a framework research model to analyze 

the willingness to adopt blockchain technology for FMCG industries using the UTAUT by 

adding external constructs, namely knowledge sharing, trust and organizational culture. 

 

Gap Analysis 
Bangladesh’s Fast Moving Consumer Goods (FMCG) industry has been one of the 

largest industries serving domestic consumer needs. Supply chain performance in FMCG is 

crucial in Bangladesh to ensure supply and demand meet in their high-volume population. 

This is also crucial because manufacturing contribute more than 85% of the country’s export. 

The government published National Blockchain Strategy: Bangladesh in March 2020 to 

advance its technical capacity, increase efficiency in e-Governances and foster innovations. 

Blockchain technology, with its ability to provide transparent and immutable 

records, can significantly enhance supply chain efficiency, traceability, and trust among 

stakeholders. However, blockchain has not been widely adopted and 34% of chain related 

personnel unfamiliar with the term blockchain technology (Tasnim et.al, 2023). Recent 

research in blockchain technology adoption in Bangladesh focused on 13 domains mainly in 

governance, healthcare and security (Hussain et.al, 2022). From previous studies, there are 

very few studies UTAUT model for blockchain technology adoption for FMCG industries. 

Therefore, this study proposes a framework research model to analyze the willingness to 
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adopt blockchain technology for FMCG industries using the UTAUT by adding external 

constructs, namely knowledge sharing, trust and organizational culture. 

 
METHODOLOGY 

This research project involved a thorough examination of the literature in order to 

identify and analyze pertinent studies, culminating in the formulation of a theoretical model. 

As (Pati & Lorusso, 2018) argued, systematic literature reviews can generate novel ideas, 

unearth alternative approaches, and facilitate the development of new hypotheses and 

research proposals. 

To carry out a systematic literature review, this study scrutinized recent publications 

on blockchain technology, technology integration, and supply chain management in the 

manufacturing industry. The search targeted academic journals available in the university's 

library database, Google Scholar, and Emerald Insight, primarily focusing on peer-reviewed 

articles. The search was conducted using appropriate filters and keywords that covered the 

period from 2015 to the present. 

The examination of this literature review led to the creation of a theoretical framework 

that provides insights into blockchain technology adoption, the UTAUT model, and the FMCG 

supply chain. 

 

Proposed Research Framework 
Based on the literature review presented in the previous section, the research model is 

depicted in Figure 2. The model posits that the Unified Theory of Acceptance and Use of 

Technology (UTAUT) framework is employed to gauge the willingness of supply chain 

managers in the fast-moving consumer goods (FMCG) industry to adopt Blockchain 

technology. The framework model developed from the basic constructs of UTAUT and the 

external constructs is Knowledge, Trust and Organizational Culture. 
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RESULTS AND DISCUSSION 
UTAUT Core Constructs 
Performance Expectancy (PE) 

Performance expectancy is defined as "the degree to which an individual believes that using the 

system will help him or her to attain gains in job performance" (Venkatesh et al., 2003). The 

willingness to adopt technology arises when individuals perceive that it is useful and 

advantageous in their daily lives (Alam et al., 2020; Ferri et al., 2021). Performance expectancy 

is a crucial factor in the application of technology, and as performance expectancy increases, 

technology usage increases (Isaac et al., 2019). Therefore, it can be concluded that performance 

expectancy positively impacts willingness to adopt blockchain technology. 

Effort Expectancy (EE) 

Effort expectancy is defined as "the degree of ease associated with the use of the system" 

(Venkatesh et al., 2003). Perceived ease of use or effort expectancy (EE) has been used to 

predict behavioral willingness to apply new technology (Pramana, 2018). Chang and Chen 

(2021), in a study of online shopping willingness, have found a positive and strong impact of 

effort expectancy on behavioral willingness. Prior studies have empirically shown that effort 

expectancy significantly impacts BI to adopt BCT (Alazab et al., 2020; Onaolapo & Oyewole, 

2018; Queiroz et al., 2020). Therefore, it can be concluded that effort expectancy positively 

impacts willingness to adopt blockchain technology. 

Social Influence (SI) 

Social Influence is defined as "the degree to which an individual perceives that important others 

believe he or she should use the new system" (Venkatesh et al., 2003). Social factors influence the 

users’ willingness to apply a new system in a way whether applying new technology would 

enhance the social status and was hence considered a strong predictor of BI (Soong et al., 2020). 
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In many UTAUT-based studies, it has been shown that behavioral willingness has been 

significantly influenced by social influence (Ayaz & Yanartaş, 2020; Budi et al., 2021; Queiroz 

& Wamba, 2019; Wamba et al., 2020). Therefore, it can be concluded that social influence 

positively impacts behavioural willingness to adopt blockchain technology. 

Facilitating Conditions (FC) 

Facilitating conditions is defined as "the degree to which an individual believes that an 

organization’s and technical infrastructure exists to support the use of the system" (Venkatesh 

et al., 2003). If employees are provided with the necessary facilitating conditions, they are more 

likely to adopt new technology (Falwadiya & Dhingra, 2022). According to Isaac et al. (2019), 

users of new technology must be knowledgeable about the technology, and organizations must 

have adequate backup facilities to support the implementation of the new technology. Several 

previous studies have also supported the impact of facilitating conditions on the willingness to 

adopt new technology, (Alalwan et al. (2016) and Rahi et al. (2022)). Therefore, it can be 

concluded that social influence positively impacts behavioural willingness to adopt blockchain 

technology. 

 

UTAUT External Constructs 
Knowledge Sharing (KS) 

The process of knowledge sharing (KS) entails the exchange of knowledge and skills among 

individuals and teams. When organizations prioritize KS, their employees tend to experience 

improvements in their performance levels, as indicated by AlShamsi and Ajmal (2018). In the 

context of supply chain management, KS is particularly vital for fostering innovation through 

the sharing of information on system development, business planning, skills, and new 

technologies. Through open sharing of information and knowledge, supply chain members can 

generate new ideas and recognize the importance of adopting new technologies, such as BCT 

applications, in both developing and developed countries (Wamba et al., 2020). The practice of 

knowledge sharing among individuals can also promote the willingness to implement and 

utilize new technologies effectively (Maheshwari et al., 2021). 

As per Bari et al. (2020), KS is characterized by employees' willingness to disseminate 

information, experiences, knowledge, and ideas to their colleagues within the organization. 

This approach can contribute to organizational innovation and resilience in competitive 

markets. Innovation is also positively influenced by KS, as it equips organizations with the 

ability to learn and adapt to new situations (Wichitsathian & Nakruang, 2019). Although 

researchers have acknowledged the significance of KS in technology applications, some studies 

have found insignificant impacts on blockchain applications (Wamba et al., 2020; Lin, 2017). 

It can be concluded that knowledge sharing has a positive impact on willingness to adopt 

blockchain technology. 

Trust (TT) 

Trust can be described as the willingness of an individual to be vulnerable to the actions of 

another party, based on the expectation that the other party will carry out a significant action, 
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regardless of the ability to supervise or control them. According to Budi et al. (2021). Trust is 

a crucial factor in mitigating risks and preserving information privacy among partners. Trust 

in the performance of technology influences individuals' perceptions, leading to a higher 

likelihood of adopting it. 

However, mistrust in the technology's safety or lack of knowledge about it may lead to 

reluctance in adoption, which could negatively impact the willingness to use it. Therefore, trust 

is a critical antecedent of behavioral willingness (Alazab et al., 2020). Kabir (2021) also 

emphasized the importance of trust in behavioral willingness to adopt BCT and other new 

technologies (Zhai et al., 2021). 

Trust in new technology can also boost the willingness to adopt BCT and significantly impact 

supply chain performance. Curtale et al. (2021) asserted that trust is a critical antecedent of 

behavioral willingness. They stated that trust played a vital role in enabling technology users 

to avoid adverse situations when using electric car- sharing services. Trust in the technology 

can enhance the likelihood of behavioral willingness to use it. 

It can be concluded that trust has a positive impact on willingness to adopt blockchain 

technology. 

Organizational Culture (OC) 

Organizational culture is a set of core values that contribute to the environment of an 

organization (Javaid et al., 2020). It encompasses the shared beliefs and attitudes of employees 

within an organization. Organizational culture is made up of beliefs that direct the behavior of 

individuals in an organization. A positive organizational culture supports knowledge-sharing 

among employees (Arsawan et al., 2022). This can be achieved through the organization of 

group discussions, seminars, and workshops, which motivate employees to generate and share 

new knowledge. To foster teamwork, an organization's culture must be flexible and supportive. 

Research on technology application should also be conducted in diverse cultural settings, as 

cultural dimensions can directly and indirectly influence behavioral willingness. Various 

studies have incorporated Hofstede's cultural dimensions into the UTAUT model, with Zhang 

et al. (2018) and Jadil et al. (2021) demonstrating how cultural dimensions can act as a 

moderator in the relationship between variables and behavioral willingness. 

Dasgupta and Gupta (2019) argued that prior research often portrayed culture as a homogenous 

construct. The authors recognized the significance of organizational culture as a moderator in 

the context of a developing country like India, where cultural   differences are pronounced. It can 

be concluded that organizational culture has a positive   impact on willingness to adopt 

blockchain technology 

 

CONCLUSION 
The intention of this paper is to suggest a research model for the adoption of blockchain 

technology in the Zakat institution. This model is an extension of the basic UTAUT theory and 

incorporates external constructs such as knowledge sharing, trust, and organizational culture, 
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which were identified through a review of previous studies. This research has significant 

implications for both theory and practice. 

The primary objective of this paper is to provide theoretical guidance for the expansion 

of blockchain technology by conducting an initial empirical investigation to examine essential 

components. Blockchain technology has been widely acclaimed for its potential to provide a 

competitive edge in supply chain management. While several studies in the literature have 

explored various constructs and industries related to blockchain adoption, few have focused 

on the role of organizational culture in the FMCG supply chain management. This study fills 

gap in the literature by examine knowledge sharing, trust and organizational culture that 

affect behavioral willingness to adopt blockchain technology in FMCG supply chain 

management. 

This research focuses on FMCG supply chain managers as its target audience. The 

practical application of the findings is that other researchers and industry players can utilize 

the information about the determinants to implement blockchain technology among supply chain 

managers. This, in turn, would prompt FMCG companies to reevaluate their adoption of 

blockchain technology. However, this study only examines six constructs from the modified 

UTAUT model in relation to adopting blockchain technology in the FMCG industry, which 

can be extended to other contexts. Therefore, future research could expand the model by 

incorporating additional constructs. Since this paper is conceptual in nature, empirical 

evidence is necessary to support the findings. 
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ABSTRACT 

Objective: The study aims to examine the effect of perceived security, users’ innovativeness, 

and trust on mobile payment usage intention. It also aims to investigate the determinant of trust 

in mobile payment adoption. 

Methodology: The population of this study was coffee shops in Banda Aceh that have yet to 

use mobile payment as the primary payment method. The sampling used in this study was 

convenience sampling. The questionnaire was distributed directly by visiting the coffee shops 

and filled by the managers/owners of the coffee shops. A total of 177 respondents were received 

and analyzed using PLS-SEM.  

Findings: The study found that the coffee shops' intention to adopt mobile payment is 

influenced by users’ innovativeness and trust in mobile payment. Perceived security and 

innovativeness influence their trust in mobile payment. Although perceived security does not 

influence the usage intention, it influences trust in mobile payment.  

Theoretical and/or Methodological contributions: The study contributes to enriching 

the study of mobile payment adoption from a merchant’ perspective. 

Research/ Practical Implications: the study highlighted the importance of building users’ 

trust in mobile payment adoption which is influenced by a favorable perception of the security 

system of the mobile payment and the innovativeness of the users.  

Keywords: Mobile payment; usage intention; perceived security; user innovativeness; trust.  

 

INTRODUCTION 

Mobile payment is defined as a method of payment using a smartphone as a tool through 

QR codes, mobile wallets, mobile banking, RFID, and NFC (Mahakittikun et al., 2021). To make 

a payment using a smartphone, users are required to have a mobile wallet and mobile banking 

account installed on their phone enabling users to make payments without the time and place 

restriction (Patil et al., 2020). For businesses, to facilitate mobile payment as a method of 

payment, they need to have a handheld payment terminal that is linked to the cashier machine 

to check whether the payment has been deposited in their bank account (Mahakittikun et al., 

2021). The ability to direct deposit to a bank account resulted in the improvement of cash 

management for business is one of the benefits offered by mobile payment adoption in the 
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business, other than satisfying the customers (Mahakittikun 2022). However, the presence of 

mobile payment is not warmly welcomed by the business. Indonesian Payment System 

Association reported that in 2022 the number of digital transactions using QRIS was still 

considered low. This shows that despite having a QR code for facilitating mobile payments from 

their customers, merchants still accept cash payments for business transactions (Indonesian 

Payment System Association, 2022). In other words, mobile payment is a secondary method of 

payment in business.  Banda Aceh is renowned for its coffee shops, which can be found on every 

street corner in the city. The population of Banda Aceh is predominantly composed of younger 

individuals (Banda Aceh Municipal Government, 2024). According to Azahra et al., (2024), 

visiting coffee shops has become a lifestyle choice for the younger population, particularly among 

Generation Z. This generation, often referred to as digital natives, has been exposed to mobile 

systems from an early age (Francis & Hoefel, 2018) and tends to favor mobile payments as a 

preferred payment method (Insight Asia, 2022). In other words, the younger population in Aceh 

is more likely to use mobile payments when visiting coffee shops. 

This study aims to investigate the factors influencing coffee shops to adopt mobile payment. 

According to Davis et al., (1989), technological acceptance depends on the individual’s belief of 

the technology. According to numerous scholars, users’ belief in the security of mobile payment 

and their trust in the service providers are important components in their decision to adopt 

financial technology products/services (Garrouch, 2021). Perceived security is the individual’s 

belief in the security system of the technological product/service (Nuryyev et al., 2020). 

According to Susanto et al., (2016), individuals will evaluate the security of the mobile payment 

before making decisions to adopt. Other than the users’ belief, the adoption of technology 

products/services depends on the users’ innovativeness (Rogers, M, 1962). Subsequently, this 

study examines the influence of perceived security, innovativeness, and trust on mobile payment 

adoption in coffee shop businesses. In addition, due to the significant role of trust in mobile 

payments adoption (Al-Saedi et al., 2020; Manrai et al., 2021), this study also aims to investigate 

the effect of perceived security and innovativeness in building users’ trust in service providers.  

Mobile payment adoption focusing on business perspectives receives less attention than the 

individual perspectives. Therefore, the contribution of this study is enriching the study of mobile 

payment adoption by focusing on the business perspectives. It also contributes to the diffusion 

of mobile payment in society by revealing the aspects that should be the focus of government 

and service providers in influencing businesses to adopt mobile payments. The rest of the article 

discusses the previous studies about the variables and the research method. It ends with the 

interpretation of data analysis and the discussion of the findings.  

 

LITERATURE REVIEW 

USAGE INTENTION 

According to Hermanto et al., (2022), usage intention refers to a consumer's desire to 

gain possession of, dispose of, or utilize a product or service. Within this behavior, the consumer 
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may develop an inclination towards utilizing the product or service in specific ways, such as 

gathering information, sharing experiences with others, making a purchase, or disposing of the 

product in a particular manner. This usage intention is an essential consideration in 

understanding consumer behavior and preferences (Namahoot & Laohavichien, 2018). In 

addition, the theory of reasoned action (TRA) is a well-known theory of human behavior rooted 

in social psychology. It offers insight into the adoption of technology by suggesting that a 

person's behavior is determined by their intention, which, in turn, is influenced by their attitude 

towards the behavior and subjective norm (Dwivedi et al., 2019). Many scholars have used TRA 

to develop their framework for explaining human behavior. For example, the Technology 

Acceptance Model, developed by Davis et al., (1989). It was the result of modifying the Theory 

of Reason Action (TRA) to explain people’s acceptance of technology Davis et al., (1989). It 

focuses on the technological factors, namely the benefits of using the technology and the level of 

difficulty in operating the technology, as the factors shaping the attitude of the users which later 

lead to building their intention to use the technology. As technology has progressed, many 

studies have increasingly considered human factors such as emotions, motivations, habits, 

perceived enjoyment, trust, privacy, convenience, gender, age, and previous experience in 

explaining human behavior (Gupta et al., 2022). Diffusion of Innovation is one of the theories 

that focuses on the users of technology in explaining people’s technology adoption and 

developed by (Rogers, M, 1962). Rogers stated that the success of technological adoption 

depends on communication channel, the innovation attributes, the adopter characteristics, and 

the social system.  

 

PERCEIVED SECURITY 

Security focuses on protecting mobile payment platforms from potential risks such as 

unauthorized infiltration, illegal fraud, or sabotage, in contrast to privacy, which relates to 

consumer control over personal information (Lai & Liew, 2021). Whereas refer to Patel and 

Patel, (2018) perceived security is the amount to which an individual thinks a specific website or 

platform proves secure in the rate of transmission of sensitive information. In mobile payment 

services, the concept of "perceived security" pertains to a user’s confidence in the safety of a 

transaction concerning financial and personal information. According to Chawla and Joshi, 

(2019), this confidence is based on the user's belief that their personal information will not be 

accessed, stored, or tampered with by unauthorized individuals during online transactions. 

Establishing trust in the electronic system for online transactions relies on perceived security. 

Previous research by Widyanto et al., (2022) has established a positive correlation between 

security and the intention to adopt mobile payment systems. In addition, previous studies have 

suggested that the security provided by mobile payment services increases trust. Users will likely 

trust the new service if their transaction data is securely protected (Singh et al., 2017). According 

to Hassan et al., (2020), users will trust mobile payment more if they keep their commitments, 

maintain the law, and operate ethically. According to Chiu et al., (2017), security and trust are 



460 
 

 

positively correlated to the use of mobile banking. Therefore, establishing user confidence 

requires having sufficient security 

The present study hypothesized that perceived security significantly influences students' Usage 

Intention toward acceptance. 

H1: Perceived security affects (a) usage intention of mobile payment (b) trust in mobile payment  

 

INNOVATIVENESS 

Innovativeness has been defined as the propensity to adopt new goods or services swiftly (Wang 

et al., 2018). It has thus been extensively studied as a crucial personality feature that aids in 

predicting the success of an innovation (Kim et al., 2021). An individual's natural propensity for 

innovation, attributes, and cognitive style is reflected in their innate consumer innovativeness 

as an unobservable aspect of their personality (Zhang & Hou, 2017). People naturally gravitate 

toward innovation that has distinctive traits. Curiosity, ambition, and reasonableness are 

examples of personality traits that are represented by innate innovation (Al-Jundi et al., 2019). 

Cui et al., (2018) observed that technologically innovative consumers are more likely to trust 

digital services and be open to utilizing new information systems. As Rogers, M, (1962) pointed 

out, innovators are not only the first consumers of the items in a particular domain but also 

frequent users. Innovative people would have a deeper understanding of the products than 

others due to their experience-based familiarity. Users with low levels of innovation traits find 

it challenging to build trust in the adoption of mobile payments because they need both 

information about mobile payments and the desire to learn more about mobile devices. 

Moreover, numerous earlier studies have demonstrated a favorable association between usage 

intentions and innovativeness. For example, Hwang et al., (2019) argued that innovation 

influences usage intentions to utilize mobile payments beneficially. Users’ innovativeness was 

also found to have a connection with trust in the service providers (Cui et al., 2018). 

H2: Innovativeness affects (a) usage intention of mobile payment (b) trust in mobile payment 

 

TRUST 

According to Singh et al., (2020), trust is an essential component of successful social 

interactions, characterized by one party's willingness to place faith in the actions of another party 

despite not having complete control over the situation. The primary function of trust is to create 

a more predictable social environment, fostering greater cooperation and collaboration among 

parties (Jacovi et al., 2021). Meanwhile, according to Widyanto et al., (2022), trust is a 

willingness to accept vulnerability based on the perceived benefits of trustworthiness is what is 

meant by a trust. P.H., (2023) also stated trust results from a person's predisposition to believe 

in other people in general and their impressions of others' competence, goodness, and integrity. 

When people have no reliable information or firsthand knowledge, trust refers to the 



461 
 

 

relationship between them and the provider. Trust can be substantial and make a person 

vulnerable when people meet for the first time and within a short period for the object (Wong & 

Mo, 2019). High trust in incompetent technology would lead to over-trust and misuse, which 

could result in a safety breach and other unfavorable outcomes. Conversely, low trust in 

intelligent technology would lead to disuse and high costs for lost time, work efficiency, and 

potential abuse (Glikson & Woolley, 2020). 

Previous studies have shown that trust is an essential factor in influencing usage intention. for 

example, Al-Saedi et al., (2020) found a positive effect of trust in the service providers with users’ 

intention to use mobile payment. Patil et al., (2020) argued that users’ trust in the service 

providers leads users to develop their intention to use the service. Therefore, this study 

formulates the hypothesis as below: 

H3: Trust in the service providers influences usage intention.  

 

 

METHODOLOGY 

This study utilized a quantitative research approach, the population of this study is coffee shops 

in Banda Aceh that still use cash as the primary method of payment in their business. The 

sampling technique used in this study is convenient sampling due to the unknown number of 

the population. This study followed the suggestion of Hair et al., (2010) in determining a 

representative number of respondents which is by multiplying the number of five to ten with the 

number of measurement items. The measurement items consist of 12 items adapted from 

previous studies, such as three items for usage intention were adapted from Venkatesh and 

Davis, (2000), three items for perceived security were adapted from Garrouch, (2021), three 

items for trust adapted from Patil et al., (2020) and three items of innovativeness were adapted 

from Hegner et al.,(2019). Subsequently, the Likert Scale ranging from 1 (strongly disagree) to 5 

(strongly agree) was used to measure the constructs. The questionnaire was distributed by 

visiting the coffee shop to ensure that it was filled by the managers/ owners. This study received 

177 responses which passed Hair’s requirement for representative respondents. Then, the data 

was analyzed using PLS-SEM generated from SmartPLS 3.0.  
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RESULT AND DISCUSSION 

CHARACTERISTICS OF RESPONDENT 

The respondent of this study is the coffee shop that has yet to apply mobile payment as the 

primary method of payment. In total 177 coffee shops played a part in the study by completing 

the questionnaire. Their profiles were mostly male (83,1%) with a range of age 23 to 27 years old 

(33,9%) whose coffee shop’s income is below ten million Rupiah (49,7%). Table 1 displays the 

demographic profile of the respondent.  

 

Table I. Demographic Profile 

Variable Category Count 
Percentage 

(%) 

Gender Male 147 83,1 

Female 30 16,9 

Age 18 – 22 33 18,6 

23 – 27 60 33,9 

28 – 32 30 16,9 

33 – 37 28 15,8 

38 – 42 14 7,9 

43 – 47 5 2,8 

48 – 52 3 1,7 

53 – 57 1 0,6 

≥58 3 1,7 

Income IDR≤ 10,000,000 88 49,7 

IDR10,001,000 – 

15,000,000 
20 11,3 

IDR15,001,000 – 

20,000,000 
15 8,5 

IDR20,001,000 – 

25,000,000 
13 7,3 

IDR25,001,000 – 

30,000,000 
17 9,6 

IDR≥ 30,001,000 24 13,6 

    

 

MEASUREMENT MODEL 

The measurement model aims to evaluate the reliability and validity of the measurement items 

and constructs. Table 2 shows the result of the reliability and validity of this study's 
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measurement items and constructs. The reliability of the measurement items is measured by 

factor loading which according to J. F. Hair et al., (2019), the factor loading must be above 0,5 

to be considered a reliable item. According to J. F. Hair et al., (2019), for a model to be deemed 

reliable, the construct of the model must have a Cronbach Alpha and Composite Reliability (CR) 

value above 0,708 and an Average Variance Extracted (AVE) value of 0,5 for a model to be 

deemed a reliable and valid model. This study has four constructs, perceived security, trust, 

innovativeness, and usage intention which all have Cronbach alpha and CR value above 0,708 

and AVE values above 0,5.  Moreover, to measure the discriminant validity, this study used 

Heterotrait-monotrait (HTMT) with a recommended value below 0,9 to show the abstain of 

discriminant validity issue. Table 3 displays the result of discriminant validity measurement 

which shows that all constructs have HTMT below 0,9. Hence, the model’s constructs used in 

this study are reliable and valid as well as distinctive.  

Table 2. Reliability and Validity. 

Construct 
Factor 
Loading 

Cronbach 
Alpha 

CR 
 

AVE 

BI  0,852 0,910  0,772 
BI1 0,861     

BI2 0,907     

BI3 0,868     

INNOV  0,854 0,911  0,773 
Innov1 0,866     

Innov2 0,905     

Innov3 0,866     

PS  0,882 0,927  0,810 
PSa 0,881     

PSb 0,924     

PSc 0,894     

T  0,779 0,872  0,694 
Ta 0,875     

Tb 0,845     

Tc 0,777        
 

Table 3. Heterotrait-Monotrait Ratio (HTMT) 

 PS Trust Usage Intention 

Usage Intention 0,569 0,823  

Innov 0,417 0,664 0,752 

Trust 0,771   

  

Hair et al., (2019) suggested testing the collinearity issue before proceeding to structural 

measurements which can be measured using Variance Inflation Factor (VIF).  Further, they 

stated that constructs must have a VIF value of less than five to be free from collinearity issues. 
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Table 4 depicts the result of collinearity measurement which depicts that the constructs used in 

this study do not have collinearity issues.  

 

Table 4 Collinearity Assessment (VIF) 

 

ASSESSMENT OF STRUCTURAL MODEL 

The structural model assessment was generated from a bootstrapping procedure with a 5000 

resampling size. It consists of measuring the determinant coefficient value (R2) which reflects 

the the model explanatory power, and path coefficients to test the hypothesis. Moreover, a 

blindfolding procedure was performed to assess the predictive relevance of the model (Q2). The 

adjusted R2 of the model for measuring usage intention was 0,573 (57,3%) meaning that the 

model has moderate power to explain the usage intention of mobile payment adoption in the 

coffee shops. While, for measuring trust, the model has 0,517 (51,7%) adjusted R2 value showing 

that the model has 51,7% capability in measuring coffee shop’s trust in mobile payment service 

providers. The predictive relevance value (Q2) of the usage intention model was 0,436 which 

was greater than one showing that the model has a moderately accurate prediction of coffee 

shops’ mobile payment usage intention. The Q2 value for the trust’s model was 0,352 showing a 

moderate accuracy of prediction in measuring trust.  

This study has five hypotheses, two hypotheses for testing the factors that influence trust and 

three hypotheses for usage intention.  The result of hypothesis testing can be seen in Table 5. 

The first hypothesis relates to perceived security and its relationship with usage intention and 

trust. The result showed that perceived security is not the antecedent of usage intention. It has 

a P-value greater than 0,05 therefore, H1a was rejected. This finding is consistent with previous 

studies. For example, de Luna et al., (2019) examined the relationship between perceived 

security and usage intention in the adoption of QR codes, part of mobile payments found that 

perceived security does not influence usage intention of QR code. Chawla and Joshi, (2019) 

studied the effect of perceived security on the intention to adopt mobile wallets in India and 

found that the intention cannot be influenced by perceived security. However, this study found 

that perceived security has a role to play in developing trust between users and service providers. 

It has a P-value less than 0,005 therefore H1b is accepted. The finding is supported by Sindhu 

Singh, (2018), Chawla and Joshi, (2019), Al-Okaily et al., (2022), and Siagian et al., (2022). Their 

study found that perceived security has a significant relationship with trust in service providers.  

The inability of perceived security to influence coffee shops to use mobile payments may be 

caused by the providers of mobile payment services supported by state official agencies such as 

 Construct Trust                                                                 Intention to Use 

Perceived Security (PS) 1,155 1,702 

Trust (T)  2,095 

Innovativeness 1,155 1,423 
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Otoritas Jasa Keuangan (OJK) in terms of privately owned mobile payment services (e.g., mobile 

wallets) and the Central Bank of Indonesia that has provided a universal QR code, called QRIS. 

Therefore, having supported by a great security system is not enough to make the coffee shop 

owner adopt mobile payment. However, it is more than enough to make the coffee shop owner 

build trust in the service providers. Mobile payment is used to perform financial transactions; 

therefore, it is important to coffee shop owners that the service providers can provide a great 

security system to protect their financial assets. Subsequently, when they have a favorable 

perception of the security of mobile payment, they will develop trust in the service providers.  

The second hypothesis tests the relationship between innovativeness with usage intention and 

trust. The result displays a significant relationship between innovativeness and usage intention 

of mobile payment as well as innovativeness and trust. Both hypotheses have  P-values less than 

0,005 therefore H2a and H2b are accepted. The finding is aligned with Hwang et al., (2019) and 

Tuu et al., (2021) who found a significant relationship between innovativeness and usage 

intention of technological products/services. The significant relationship between 

innovativeness and trust in the service providers is also supported by Cui et al., (2018) who found 

a connection between users’ innovativeness with trust in the service providers. This finding 

shows that the adoption of technological products/services such as mobile payments is 

influenced by the innovativeness of the users since technological products/services offer an 

innovative service that has a significant difference from non-technological products/services 

such as paying with cash.  

The last hypothesis is about the relationship between trust and usage intention. The result shows 

that trust significantly influences the usage intention of mobile payments. It has P-values less 

than 0,05, therefore H3 is accepted. The finding is consistent with Al-Saedi et al., (2020) and 

Patil et al., (2020) who found a positive connection between users’ trust in the service providers 

with their intention to use mobile payment. Further, they stated that the strength of users’ 

intention to adopt mobile payment depends on the strength of users’ trustworthiness in the 

service providers. In other words, coffee shop merchants will more likely to adopt the service 

when they have confidence that the service providers will protect their financial assets and 

personal data. Therefore, building users’s trust in the service providers is crucial to influencing 

users to adopt the service.  

Moreover, the findings of this study are relevant to the respondents’ profile, which primarily 

consist of younger individuals. Younger people are characterised as innovative people and tend 

to favor novel products/services including mobile payments. As a result, they are more willing 

to adopt mobile payments. 

 

Table 5. Hypothesis Testing 

  Coefficient (β)  Std.Dev  t-value P Values Supported 

PS -> Usage intention 0,087 0,082 1,057 0,291 NO 
PS-> Trust 0,511 0,063 8,132 0,000 YES 
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Innov -> Usage intention 0,397 0,073 5,405 0,000 YES 
Innov-> Trust 0,358 0,076 4,698 0.000 YES 
Trust -> Usage intention 0,408 0,089 4,570 0.000 YES 

psignificance <0.05  

  

In conclusion, this study found two factors that influence coffee shop owners to adopt mobile 

payments, namely trust in service providers and innovativeness. This study also found factors 

affecting coffee shop owners to develop trust in the service providers, namely perceived security, 

and innovativeness. The findings show the importance of developing trust between users and 

service providers which is influenced by users’ perception of the security of the service and users’ 

innovativeness. However, this study only focuses on the usage intention of mobile payments 

amongst coffee shops therefore it cannot be generalized. Therefore, for future studies, it is 

recommended to expand the studies to other businesses such as hotels. 
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ABSTRACT 

 

This research is aimed at seeing at what level downstreaming can have a significant impact on 

the economy.  The data used is time series data on trade in nickel articles, ferronickel, and 

Indonesia's GDP for 1995-2022, sourced from The Observatory of Economic Complexity and the 

Indonesian Central Bureau of Statistics.  The method used is Vector Autoregression.  The results 

of this research show that downstreaming at the initial stage, namely the manufacture of nickel 

articles, does not have a big impact on GDP, while downstreaming to the advanced stage, namely 

ferronickel, has a bigger impact on GDP.  In the variance decomposition, it can be seen that in 

the short to medium term ferronickel contributes to an increase in GDP of 10%, in the long-term 

ferronickel even contributes to an increase of 17% -18%.  GDP.  However, for raw nickel and 

nickel articles in the medium to long term the contribution remains constant, only 3% -5%.  This 

has the implication that downstreaming must be carried out to an advanced level in order to 

contribute more to the economy. 

 

Keywords: nickel articles; ferronickel; GDP; downstream 

 

INTRODUCTION  

Indonesia is renowned for its abundant natural resources. Indeed, each region within the 

country boasts its own distinctive set of natural advantages. According to the United States 

Geological Survey (USGS), global nickel production is projected to reach 3.3 million metric tons 

in 2022, representing a 20.88% increase from the 2.73 million metric tons recorded in 2021. 

The report indicates that Indonesia holds the position as the world's largest nickel 

producer in 2022. Its total production is estimated to reach 1.6 million metric tons, representing 

48.48% of the total global nickel production in the previous year. 

Moreover, the Philippines is ranked second in nickel production, with an output of 330 

thousand metric tons. Indonesia, in addition to excelling as a producer, is listed as the owner of 

the largest nickel reserves in the world in 2022, reaching 21 million metric tons. Its position is 

equivalent to that of Australia. Brazil is also the owner of the world's next largest nickel reserves, 

with an output of 16 million metric tons. 

Nickel is a commodity that is utilized by a multitude of industries, including those 

engaged in the production of stainless steel, batteries, alloys, and electroplating. Stainless steel 

is utilized in a multitude of downstream industries, including those pertaining to household 

appliances, transportation, and construction. This results in 70% of the world's nickel being 
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dedicated to nickel production for stainless steel requirements (Ministry of Energy and Mineral 

Resources, 2020). Furthermore, nickel utilization can be employed as the principal raw material 

for the fabrication of lithium batteries, which are extensively utilized in electric vehicles 

(Sunariyanto & Yusgiantoro, 2021). 

Map of the Distribution of Nickel Mining Materials in Indonesia 

 
Source: (Widhi, 2023) 

 Picture 1. The Distribution of Nickel Mines in Indonesia 

 

The data indicate that Indonesia has significant potential for nickel sales and exports. 

This is the rationale behind the Indonesian government's intensified downstream nickel 

processing, which aims to enhance the value of exports and, consequently, the country's 

economic growth, employment opportunities, and investment inflows.  

The Indonesian government has enacted a policy prohibiting the export of raw minerals 

in Law Number 4 of 2009 concerning Mineral and Coal Mining. Article 102 of this legislation 

states that holders of Mining Business Licenses and Special Additional Business Licenses are 

required to increase the added value of mineral and/or coal resources in carrying out mining, 

processing, and refining and utilization of minerals and coal. Subsequently, Article 103, 

paragraph 1, delineates the requisite steps for the implementation of the program, which 

mandates the processing and refining of mining products (smelters) within the country. Article 

170 also stipulates that contract of work companies are obliged to construct smelters within the 

country. 

In light of these considerations, the government has enacted two regulations: 

Government Regulation No. 1 of 2014, which outlines the implementation of coal and mineral 

mining activities, and Minister of Energy and Mineral Resources Regulation No. 1 of 2014, which 

establishes criteria for increasing added value. The government has also implemented policies 

with the objective of maximizing the export value of Indonesian nickel products in the global 

market. These policies are designed to encourage the development of the nickel mining industry 

from upstream to downstream. 

 

PROBLEM FORMULATION 

 

1. What is the impact of downstream or further processing of nickel on GDP growth? 

2. Why is the export of raw nickel not more profitable than us exporting downstream 

products? 
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3. To what extent can down streaming have a positive and significant impact on GDP? 

4. Does the level of contribution differ between early downstream activities, such as the 

production of nickel articles, and advanced downstream activities, such as the production 

of ferronickel? 

5. To what extent has the phenomenon of downstreaming been able to have a positive and 

significant impact on GDP? 

 

RESEARCH OBJECTIVES 

 

1. To determine whether nickel downstreaming has an impact on GDP growth. 

2. Comparing1the profits generated by raw nickel exports with those generated by nickel 

downstream products.  

3. Measuring the extent of positive influence and the significance of the impact of nickel 

downstreaming on GDP. 

4. Knowing the difference in the contribution of nickel downstream at the initial level (nickel 

articles) with advanced downstream (ferronickel). 

5. Knowing how much positive and significant impact of the downstream sector has had on 

GDP. 

 

PROBLEM FRAMEWORK 

 
 

HYPOTHESIS 

1. The phenomenon of downstreaming has been demonstrated to exert a positive influence on 

the growth of gross domestic product (GDP). 

2. Processed nickel exports have a more positive impact on GDP 

3. A more advanced form of down streaming is likely to yield more favourable results in terms 

of GDP. 

4. At the level of processing to semi-finished goods (nickel articles), downstream processing has 

a minimal impact. This is in contrast to the situation where processing is continued 

downstream to produce ferronickel. 



474 
 

 

5. The downstream process to ferronickel has the greatest long-term impact. With regard to the 

downstream process to the semi-finished stage (nickel articles), the results are already 

discernible in the short term, although they are not yet significant. 

 

LITERATURE REVIEW 

 

No Name/Date Title Variabel Analysis 

Model 

Result 

1. Yu 

Yu,Daipeng 

Ma,Yingmia

o Qian- 30 

october 

2023 

  

A resilience 

measure for 

the 

international 

nickel trade 

network 

absorptive 

capacity, 

buffering 

capacity, and 

recovery 

capacity. 

Data 

Envelopment 

Analysis 

Nickel is a significant metallic 

resource in  

The economic developmentof 

many countries, helping to 

achieve the low-carbon and 

clean energy transition goals. 

In the current complex 

international political 

environment, the security of 

nickel resource supply is far 

from certain. As a result, this 

article investigates the 

resilience of the global trade 

network for nickel products 

from an industrial chain 

perspective. 

2. Xuanru 

Zhou, Hua 

Zhang-17 

February 

2023. 

A study on 

the 

transmission 

of trade 

behavior of 

global nickel 

products 

from the 

perspective 

of the 

industrial 

chain. 

Demand for 

Nickel, 

Supply 

Shortages, 

Nickel Trade 

Data, Global 

Nickel 

Industry 

Chain Trade 

Behavior 

Transmission 

Network 

(GNICTBTN), 

Main 

Transmission 

System, 

Industrial 

Chain 

Structure, 

Key Trade 

Links, 

Transmission 

Risk, Risk 

Transmission 

Mechanism. 

econometrics 

and complex 

network 

methods 

This study selects the major 

trading countries in the six 

trade links of import and 

export trade in the upstream, 

midstream and downstream 

of the nickel industry chain, 

constructs a nickel industry 

chain trade behaviour 

transmission network, 

identifies the key nodes and 

key countries in the network, 

and explores and analyses 

their transmission paths and 

transmission characteristics. 

Especially combined with the 

current situation of local wars 

in the world 
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3. Md. 

Monirul 

Islam, Kazi 

Sohag, 

Suleiman O. 

Mamman, 

Heyvon 

Herdhayint

a-25 june 

2023. 

  

Response of 

Indonesian 

mineral 

supply to 

global 

renewable 

energy 

generation: 

Analysis 

based on 

gravity 

model 

approach 

Dependent 

variable: 

-Mineral 

exports 

Independent 

variables: 

-Renewable 

energy 

generation 

-Average 

mineral price 

-Oil price 

-Exchange 

rate 

-Economic 

growth. 

Econometric 

procedures: 

-Cross-

sectional 

dependence 

test (CD) 

-Panel unit 

root tests 

-Slope 

homogeneity 

test 

-Driscoll 

kraay's 

standard 

errors 

technique. 

This paper evolves with the 

view of energy economists 

and economic geologists that 

the global agenda of energy 

transitions elevates the 

demands for  minerals. This 

demand dynamic has given 

scope for the mineral-rich 

developing countries like 

Indonesia to access the 

international markets by 

supplying their mineral 

goods. This study give 

response of Indonesia's 

critical mineral supply to the 

clean energy generation 

within the purview of mineral 

price, crude oil price, 

exchange rate, distance, and 

the GDP for 18 mineral 

importing countries over the 

period 1990–2020. We 

construct the gravity model 

for mineral-responded clean 

energy transitions and 

analyse this model under the 

framework of an appropriate 

econometric technique, the 

Poisson Pseudo-maximum 

Likelihood (PPML) approach 

to explore robust findings. 

However, results are 

validated across one 

alternative estimation 

process e.g. robust estimates 

with multiplicative GDP and 

other calculation technique, 

namely the Driscoll-Kraay 

Robust standard error 

estimates. 

4. Farah 

Rosada, 

Raden 

Ambara 

Arya 

Wibisana, 

Arie 

Kusuma 

Paksi-08 

The Impact 

of Indonesia 

and 

China Nickel 

Cooperations 

on 

Indonesia’s 

Economy 

and 

Cooperation 

benefit 

Indonesian 

people by 

fostering 

advancement

s 

in  human  

resources  

The research 

method is 

qualitative, 

with critical 

approaches 

analyzed 

using 

economic  

diplomacy  

The  results  shows  that  this  

cooperation  positively 

impacts 

Indonesia's  economic  

growth,  especially  in  terms  

of  increase 

d  employment,  human 

resource  development,  and  

infrastructure  development.  
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june 2023. Environment

. 

indicators,  

infrastructure  

development,  

and  

presenting  

viable 

solution to 

environmenta

l challenges. 

  

theory. 

  

However,  it  also  presents  

new 

challenges  on  environmental  

issues.  Indonesia's  

endeavors  to  address  

environmental 

problems stemming from the 

nickel industry involve 

pressuring China, 

as an investor, to 

uphold environmental 

standards within the mining 

areas. 

5. Pauline 

H.Pattyrani

e Tan-23 

December 

2022 

Macroecono

mic Analysis 

of The 

Indonesian 

Nickel 

Industry 

Using Depest 

Analysis 

Low grade 

nickel, 

Demography 

factors, 

Economy, 

Political, 

Ecological, 

and Social 

Technology. 

Analysis 

Demography 

factors, 

Economy, 

Political, 

Ecological, 

and Social 

Technology 

(DEPEST) 

The analysis of various factors 

including demographic, 

economic, political, 

ecological, socio-cultural, and 

environmental aspects 

highlights both opportunities 

and challenges in Indonesia's 

nickel ore development. 

Indonesia possesses a 

significant advantage as a 

nickel ore exporter due to its 

abundant low-grade reserves, 

offering potential for 

substantial value addition 

through processing. With the 

global demand for processed 

nickel ore expected to rise, 

particularly driven by the 

burgeoning electric car 

battery industry, Indonesia 

sees an opportunity to foster 

its downstream nickel 

industry, aligning with 

national strategic objectives 

for energy independence. 

However, amidst these 

opportunities, there are 

looming threats, particularly 

in the realms of politics, 

economics, society, and the 

environment. Potential trade 

disputes and uncertainties 

surrounding investment in 

electric car batteries pose 

risks to Indonesia's nickel 

exports. Additionally, 

environmental concerns, 
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such as deforestation and 

land clearing for mining 

operations, carry social and 

ecological implications, 

necessitating careful 

consideration and mitigation 

strategies. 

 

PRELIMINARY RESEARCH 

The global energy transition trend increases the demand for mineral resources, especially to 

downstream, power renewable energy systems, photovoltaics, electric vehicles, wind turbines, 

battery storage methods and more. From this perspective, research on clean energy production 

from downstream minerals mainly focuses on existing mineral resources. Reserves and their use 

in renewable energy production, mineral demand forecasts, geopolitical risks associated with 

mineral supply, and minerals and a low-carbon world. Indonesia's economic growth and energy 

infrastructure rely heavily on the downstream part of the oil, gas, and mineral industries. The 

downstream sector includes refining, processing, distribution, and marketing activities that 

convert raw materials into finished goods suitable for consumption or additional industrial 

processes. The basic downstream theories applicable to Indonesia's oil, gas, and mineral 

industries include numerous fundamental elements: 

 

First, value chain theory gives a broad framework for understanding how these industries 

generate value at each stage of production, from extraction to final output. Indonesia's 

government has actively promoted measures to improve domestic downstream capabilities, such 

as refining crude oil and converting natural gas into liquefied natural gas (LNG), in order to 

minimize dependency on imported refined goods and promote economic growth. Second, supply 

chain management theories are essential for controlling the logistics of these sectors. Indonesia's 

broad geography need effective transportation and storage solutions to ensure a steady flow of 

products from refineries and processing plants to domestic and international markets. Given 

Indonesia's important location, the downstream industry must likewise integrate global supply 

chain networks, requiring complex coordination and the implementation of technology-driven 

solutions to remain competitive. 

 

Third, vertical integration is critical in Indonesia's downstream sector, with many companies 

operating at many stages of the value chain. This technique enables Indonesian oil and gas 

corporations to regulate quality, cut prices, and ensure a consistent supply. The government's 

regulations on mineral downstreaming, which require miners to establish smelters and 

refineries in the country, have pushed the industry toward greater integration and added value 

inside the domestic economy. Finally, since Indonesia strives to strike a balance between 

economic development and sustainability, environmental effect and regulation ideas are 

becoming more essential. Downstream operations, particularly oil and gas refining and mineral 



478 
 

 

processing, leave huge environmental impacts. The Indonesian government has implemented 

rules to reduce emissions, waste, and pollution, influencing how businesses arrange their 

downstream operations. 

Indonesia's downstream oil, gas, and mineral sector is complex and changing, influenced by 

value chain dynamics, supply chain management, vertical integration, and environmental 

concerns. These theories give a framework for analyzing the industry's current landscape and 

future trajectory, which may be used to guide downstream policy decisions and company 

strategy. To this end, we divide the literature review into mineral-driven clean energy transitions 

and clean energy transitions based on mineral export supply. 

 

Downstream Implications for Increasing Value added  

The global demand for these minerals is increasing due to the widespread use of battery 

technology in providing energy in electric vehicles (EVs) and power-storing devices. As one of 

the world's top nickel producers, Indonesia has profited from increased investment in nickel 

mining and commodities export promotion. More precisely, despite the fact that it requires a lot 

of energy to create, nickel is essential. Its unique potentials make it a crucial component of the 

energy transition. As a result, nickel use in renewable energy production has skyrocketed in 

several countries (Wang et al., 2021). Nickel consumption has increased dramatically since the 

early 2010s, due to the importance of this mineral in the renewable energy generation industry. 

In 1996, Europe (38%) and Asia (37%) represented most of nickel consumption. Still, in 2017, 

European countries accounted for only 16% of global use, while Asia accounted for roughly 75%. 

With only 1% of world consumption, America contributed for 9% of demand, while Africa 

scarcely reduced (Nickel Institute, 2022).  

 

Overall, worldwide nickel production has increased mineral export supply on the international 

market. 

As of 2017, the mining industry contributed for approximately 33.2% of Indonesia's export value 

and provided an average of 10% to the country's GDP (Oliva et al., 2020). Thus, the mining and 

mineral sectors are critical to the country's economic growth. Because Indonesia relies 

substantially on the mining industry, authorities carefully consider how each mining-related 

policy may effect the country's economy (Resosudarmo et al., 2009). However, Indonesia's high 

resource dependence forces the economy to supply key minerals to a wide range of developing 

and industrialized countries. This economy's growth is mainly reliant on revenue generated by 

the export of its natural resources. Nickel resources are unevenly distributed over the world due 

to resource endowments. Russia, Indonesia, and the Philippines produce 42% of the world's 

nickel mined from natural resources. 

 

Literature on mineral-related clean energy transitions 

A large number of empirical studies highlight the mineral necessity of the global energy 

transition from both qualitative and quantitative perspectives. More specifically, system 

modeling techniques were used to study the need for four rare earth elements – “indium, 
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gallium, niobium and dysprosium” – to build reliable energy systems in the Japanese context. 

According to the study, most metals are being depleted faster than their reserves. Overall, more 

attention should be paid to mineral availability and productivity when designing and modeling 

sustainable energy systems. To calculate the total material requirements (TMR) of the global 

energy transition from 2015 to 2050, resource supply flows are divided into “direct, indirect and 

implicit”. These authors show that TMR increases global demand for “steel, copper, silver, 

nickel, lithium and cobalt.” Key minerals required for global energy production (GEG) between 

2000 and 2050 are identified using scenario analysis and dynamic material flow inventory 

models.  

 

The authors believe that GEG is critical to gaining market share in photovoltaic (PV) materials. 

Therefore, these materials will have a significant impact on GEG in the long run. This global 

study explores the demand for essential minerals and their extraction through literature review, 

stakeholder interviews, case studies and mapping analysis. Mining for green energy technologies 

and increased demand for minerals could lead to fragility, conflict and carnage in the country, 

the study found. The requirements for 32 mineral-related risk scenarios for the period 2018 to 

2050 were examined using bottom-up and top-down technical and risk analyses. Their study 

found that 13 elements including "silver, cadmium, cobalt, chromium, copper, gallium, indium, 

lithium, manganese, nickel, tellurium, tin and zinc" were classified as "high risk." Furthermore, 

total demand (including demand from other industries and from renewable energy sources) 

currently exceeds known reserves. To assess the supply of minerals critical to the global energy 

transition, a situation assessment and forecasting approach was used.  

 

The results of this study demonstrate that global energy conversion relies heavily on materials; 

therefore, material supplies must be significantly increased. Furthermore, resource 

management processes are unlikely to evolve as quickly as the global energy transition due to 

the roles played by governments, the business sector and academia. The mineral and metal 

mining requirements for transition to low-carbon systems are studied from a global perspective 

using Just Transition Theory (JTT). The study concluded that achieving a low-carbon revolution 

will require improved extraction of metals and minerals. The mining industry’s reliance on 

energy and carbon will only exacerbate social and environmental inequalities. The review study 

by Sprecher and Kleijn (2021) examines the global future of increasing deployment of clean 

energy technologies. The views of these authors demonstrate that materials play an important 

role in the rapid development of clean energy technologies. However, supply chains for these 

materials cannot sustain the rapid expansion of clean energy production technologies in the 

future.  

 

Literature on mineral export-related energy transformations 

The energy transition driven by mineral supply is critical to the global transition to a low-carbon 

economy. In this context, many studies highlight that essential minerals are indispensable for 

advancing renewable technologies and thus moving into a low-carbon world. Examines trade 

restrictions, particularly export restrictions, and their global impact on the supply of certain 
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metals and minerals. They said expected impacts of export restrictions include an economy 

failing to meet environmental protection goals, greater pressure on other exporters who also 

impose export restrictions, and increased risks that could affect the investment decisions of 

potential suppliers. Export restrictions can take many forms as trade barriers such as: Export 

sanctions, rations, tariffs, duties and charges and prescribed minimum prices.  

 

However, many studies have focused on export constraints, including constraints such as 

stabilization reactions, rare earth market export embargoes, and supply constraints, which are 

trade barriers such as taxes in the export function. However, these studies describe raw material 

export bans with a focus on raw mineral products. Examined the possibility of preserving limited 

minerals for future generations without government intervention or reliance on free market 

pricing mechanisms. The results show that between 1900 and 2013, the price structure did not 

lead to increased pressure to deplete mineral resources. One study used material price data and 

information to examine technology prices assuming peak material costs. We assess the impact 

of a price surge on market competitiveness by benchmarking a target price for the technology to 

predict its feasibility relative to use in current energy practices. 

 

The study's findings revealed that if recent historical price events occurred at current material 

intensities, technology costs could climb by 13% to 41%. Tui and Adachi (2021) examined 

Indonesian input-output statistics for 2010. They focused on 13 mining-related sectors. The 

government's decision to prohibit raw mineral ore exports is supported by an analysis of the 

input-output possibilities for 26 regions. However, the employment of multipliers in the study 

suggests that the ban's exclusion of certain ores should be reconsidered. Qurbani et al. (2021) 

introduced the JUST structure to numerically assess the justice phenomena in Southeast Asia's 

critical mineral mining industries, particularly Indonesia. This study concludes that upholding 

justice and eliminating unfair repercussions is vital for the Southeast Asian region.  

In conclusion, the first cluster of literature reviewed above examines mineral deposits, 

applications, supply risks, future extractions, and utilization in global energy generation (GEG) 

systems. No study has looked at how Indonesian vital minerals respond to energy or renewable 

energy transitions from the perspectives of different countries. The second series of empirical 

studies examines mineral exports, pricing, and Indonesian export laws. Unlike previous 

research, our study develops the export-supply function of important minerals using the gravity 

model method to assess Indonesian mineral exports' response to renewable energy generation 

in the major clean energy-producing countries that purchase essential minerals from Indonesia. 

Thus, our research adds value to the mineral and energy literature. 

 

METHODOLOGY 

Our study's materials and methods section outlines data descriptions, sources, and correlations 

between variables. In addition, we describe various economic approaches used in the study 

framework. 

 

Materials 
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The main objective of our research is to find the downstream nickel to boost GDP. Indonesia's 

GDP growth has increased significantly as a result of its strategic emphasis on value-added 

production, which not only strengthens Indonesia's economic diversification and 

industrialization efforts but also impacts the dynamics within the global mineral export market 

nickel products, such as Nickel Articles and Ferro Nickel, indicating a shift away from its 

traditional reliance on exporting raw nickel. This emphasis on processing and manufacturing 

reflects Indonesia's overall industrialization efforts and aim to become a key player in the global 

nickel supply chain, particularly in light of rising demand for electric car batteries and other 

high-tech applications.  

This shift has consequences for global mineral markets, resulting in new dynamics with other 

major mineral exporters such as Australia, Canada, and China, which have traditionally 

controlled raw material supplies. Furthermore, Indonesia's changing export strategy affects its 

connections with key trading partners such as Japan, South Korea, and the United States, 

influencing the flow of raw materials and value-added goods across the Asia-Pacific region and 

beyond. Our independent variables, including Value Added, Nickel Articles, Raw Nickel, and 

Ferro Nickel, are critical components of Indonesia's strategy to increase economic value and 

contribute to national economic growth through the nickel industry. How each of these 

independent variables affects downstream nickel output and Indonesia's GDP: 

- Value Added This variable represents the additional economic value gained from 

transforming raw nickel into finished or semi-finished goods.By focusing on value-added 

processing, Indonesia can boost employment, encourage industrial growth, and keep 

more economic gains within the country. This technique can lead to higher GDP growth 

than exporting raw nickel since it supports local industry and lowers reliance on 

commodity price fluctuations. 

- Nickel articles The manufacturing and export of nickel-based finished items (such as 

batteries, stainless steel products, and electronic components) adds more value. By 

shifting from raw material exports to these types of goods, Indonesia can benefit from 

larger profit margins and a more consistent income stream, which will contribute 

favorably to GDP growth. 

- Raw nickel The export of raw nickel is frequently associated with decreased profit margins 

and reduced economic diversification. When Indonesia reduces its reliance on raw nickel 

exports in favor of higher-value-added goods, it may build a more robust and resilient 

economy with greater contributions to GDP from diverse industrial activity. 

- Ferro nickel This processed nickel is an intermediate product used in the manufacture of 

stainless steel and other industrial uses. As Indonesia turns away from raw nickel and 

toward ferro nickel exports, it positions itself as an intermediate processing hub, allowing 

the country to tap into new markets and sectors and, eventually, driving GDP 

development. 

the correlation between these independent variables and downstream nickel development 

suggests that moving towards value-added production leads to increased economic activity and 
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GDP growth in Indonesia. As Indonesia shifts focus from raw nickel exports to downstream 

nickel processing, it enhances the country's industrial base, diversifies its economy, and 

strengthens its position in global supply chains, all contributing to GDP growth by analysis 

econometric. 

 

Methods 

The econometric procedures of this section comprise some diagnostic tests, including the 

Stasionery test, Cointegration test, Lag Optimum test, Impulse Response, and Variance 

Decomposition. To investigating whether there is a link between independent variables and 

downstream nickel development which contributing to GDP growth Indonesia.   

Stationary Test  

A stationary test, such as the Augmented Dickey-Fuller (ADF) or Phillips-Perron (PP) 

test,Determines whether a time series variable maintains its statistical features throughout time. 

In the context of this paper, testing for stationarity is crucial because detecting trends and 

random walks. When utilized in regression models, non-stationary data may contain trends or 

random walks, resulting in false associations. This may lead to inaccurate conclusions regarding 

the link between Indonesia's GDP and the independent variables in the other forecasts. Model 

Validity To produce accurate findings, econometric models require stationary data. If the data is 

not stationary, the regression estimates may be unstable and inaccurate. As a result, evaluating 

and ensuring stationarity enables more robust econometric modeling for analyzing how changes 

in nickel output and value addition effect Indonesia's GDP. 

  

Cointegration Tests 

Cointegration tests, such as the Johansen test, are used to see if a collection of non-stationary 

variables has a long-term equilibrium connection. This is crucial for understanding the dynamics 

of GDP and the nickel-related independent variables because long-term relationships1Even if 

the individual time series variables are non-stationary, cointegration implies that they move in 

sync throughout time, indicating a long-term equilibrium relationship. This can reveal deeper 

links between variables than just short-term variations. Economic Significance A cointegration 

conclusion may indicate that nickel-related policies or industry trends have a long-term impact 

on Indonesia's GDP, informing long-term economic planning and policy decisions. 

  

Lag Optimum Test 

The lag optimum test, like the Akaike Information Criterion (AIC) or Bayesian Information 

Criterion (BIC), determines the ideal number of lags to include in an econometric model. This is 

essential because Capturing Delays and Effects Over Time Variables like GDP may not respond 

immediately to changes in the independent variables, requiring the inclusion of lags to capture 

delayed effects. Avoiding Overfitting Including too many lags can lead to overfitting, while too 

few might overlook important relationships. A lag optimum test helps balance these aspects to 

create a robust model. 
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Impulse Response 

Impulse response analysis examines how a shock or sudden change in one variable impacts 

others in a system over time. This is particularly useful when determines the impact of changes 

in the nickel sector on Indonesia's GDP because Dynamic Analysis1It reveals how GDP reacts to 

shocks in Value Added, Nickel Articles, Raw Nickel, and Ferro Nickel, providing insights into the 

dynamic relationships among these variables. Policy Implications By understanding how shocks 

propagate through the system, policymakers can better prepare for or mitigate negative impacts 

while leveraging positive ones. 

 

Variance Decomposition  

Variance decomposition is a method for calculating the proportion of forecast error variance 

attributed to each variable in a model. In this context, it is useful to understand Relative 

Influence by deconstructing the variation in GDP estimates and determining which independent 

factors have the greatest impact on GDP and to what extent. Informing Policy Priorities. 

Knowing which factors contribute the most to the variation in GDP might help policymakers 

focus resources and efforts on areas with the most potential to promote growth. 

In summary, these tests and analyses together offer a comprehensive view of the relationship 

between Indonesia's GDP and the various aspects of the nickel industry, from raw materials to 

value-added products. They allow for a nuanced understanding of both the short-term and long-

term dynamics, leading to more informed economic policies and industry strategies to foster 

GDP growth. 

 

 
FIGURE 1. Interrelation between socio and macroeconomic variables and crime  

 

TABLE 1. Pearson Correlation matrix among variables (Font 9) 

 Encouragement Competency Governance 

 Readiness 0.0123 0.550 0.610 
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RESULTS AND DISCUSSION  

Result 

4.1.1 Stationery Test 

Variable Prob. Decision 

GDP 0.0002 Stationer in first 

Difference 

Value Added 0.0001 Stationer in first 

Difference 

Nickel Articles 0.0035 Stationer in first 

Difference 

Raw Nickel 0.0002 Stationer in first 

Difference 

Ferro Nickel 0.0004 Stationer in first 

Difference 

   *Source: N/A 

Through a stationarity test using the Augmented Dickey-Fuller Test method, it was found that 

all variable (GDP, Value Added, Nickel Articles, Raw Articles, and Ferro Nickels) were stationary 

at the first difference. 

 

4.1.2 Cointegration Test 

Unrestricted Cointegration Rank Test (Trace) 

     
     Hypothesized  Trace 0.05  

No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

     
     None  0.662136  65.73051  69.81889  0.1015 

At most 1  0.510456  37.51762  47.85613  0.3235 

At most 2  0.326996  18.94630  29.79707  0.4968 

At most 3  0.239732  8.650206  15.49471  0.3987 

At most 4  0.056931  1.524010  3.841466  0.2170 

     
        *Source: N/A 

Based on the results of the Johansen cointegration test, it is known that the values of None and 

At Most are 1, both of which have prob. >0.05, this indicates that there is no cointegration, which 

means that the variables do not have long-term balance.  

 

4.1.3 Lag Optimum Test 

Competency  1.000 0.058 

Governance   1.000 
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        Lag LogL LR FPE AIC SC HQ 

       
       0 -49.53403 NA   6.48e-05  4.544503  4.789931  4.609615 

1 -1.989985   71.31608*  1.04e-05  2.665832   4.138399*  3.056505 

2  20.82980  24.72143  1.72e-05  2.847517  5.547224  3.563750 

3  73.24967  34.94658   4.80e-06*   0.562528*  4.489374   1.604321* 

       
         

 

n 

     
   *Source:N/A  

By testing the optimum lag with the Akaike information criterion (AIC), it was found that the 

most optimum lag is the 3rd lag, this is because the basis for making decisions on the optimum 

lag from the AIC method is to look at the lag to which the minimum AIC value is. 

4.1.4 Impulse Response 

FIGURE 3. Impulse response of GDP to another variables 

From the impulse response GDP to Value Added we can saw that in the short term (1 – 4 Period) 

value added give negative shock to GDP and in medium term (5 – 7 Period) value added give 

positive shock to GDP, but in the long term (8 – 10 Period) value give the negative shock again 

to GDP. This happens because the downstream process has not been carried out consistently 

over time. 

Then in the impulse response of GDP to Ferro Nickel we can be seen that in the short term ferro 

nickel still provides a negative shock to GDP, but in the medium term we can be seen that the 

positive shock given by ferro nickel to GDP has increased very significantly, then in the long term 

ferro nickel still gave a positive shock to GDP, but the positive shock was not as big as that given 

by ferro nickel in the medium term. 

This happens because in the short-term ferronickel still requires production time, such as 

building smelters and factories processing raw nickel into ferrous nickel, so ferronickel still 

cannot have a positive impact on GDP. However, when the infrastructure development process 

is complete and can produce output (this happens in the medium term), therefore at this stage 

we can see that ferro nickel provides a very big shock in increasing Indonesia's GDP figures. then 

the decline in the long term occurred because the construction of new smelters and exploration 

of new nickel mines had not been carried out so that production had not increased significantly, 

but this did not indicate a decline in ferronickel productivity but only a decline in terms of 

production volume growth. 
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In the short term, we see that nickel articles have provided a fairly large positive shock to GDP, 

this is because the production process for nickel articles is shorter than for ferronickel because 

nickel articles is just a downstream process from raw nickel to semi-finished nickel or nickel that 

has been made into ready-made pieces. for further processing. then in the medium term the 

shock given by nickel articles has started to decline, this is because the shock given by ferronickel 

is greater in the medium term to GDP.  

In the long term, the decline in shock provided by nickel articles continues to occur, this is 

because in the long-term ferronickel production provides greater added value than the industry 

continuously producing nickel articles. And the last one is the impulse response of raw nickel to 

GDP. In the short to medium term, it can be seen that the shock given by raw nickel to GDP 

continues to increase, but in the long term the shock given by raw nickel to GDP continues to 

decrease until it gives a negative shock to GDP. 

This is because the process of exporting raw nickel does not require a long process because newly 

mined nickel can already be marketed to the international market, but in the long term this has 

an unfavorable impact because raw nickel cannot add a large portion to GDP, this is because raw 

nickel does not provide added value at all so that in the long-term exporting raw nickel will only 

provide a negative shock to GDP. 

This negative shock occurred because we bought back raw nickel that had been processed 

abroad. For example, we export raw nickel to China and then some time later we buy batteries 

made from nickel from China. Here it can be seen that in the end China benefits from this 

international trade process because they get greater added value so that Indonesia's GDP will 

tend to decrease. 

 

4.1.5 Variance Decomposition 

 

       
        VD of 

D(GD)       

 Period S.E. GDP Value Added 

Ferro 

Nickel 

Nickel 

Article Raw Nickles 

       
        1  0.138537  100.0000  0.000000  0.000000  0.000000  0.000000 

 2  0.143134  96.11705  0.000933  3.723814  0.157077  0.001130 

 3  0.147815  90.23784  0.691726  8.418239  0.422243  0.229948 

 4  0.165096  79.56453  2.910568  10.70552  5.638347  1.181039 

 5  0.173434  72.23876  3.145731  15.62833  5.156425  3.830756 

 6  0.178194  68.59207  3.478211  17.46967  4.922413  5.537642 

 7  0.178543  68.62754  3.503441  17.40685  4.944045  5.518122 

 8  0.180165  67.53919  3.503322  18.27493  5.056760  5.625799 

 9  0.180498  67.31712  3.562144  18.41023  5.102928  5.607575 

 10  0.181421  67.08738  3.724369  18.33460  5.253310  5.600338 
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   *Source:N/A  

We can see that since the period 1 - 10 ferronickel takes the largest composition in influencing 

GDP. The influence of ferronickel continues to grow until it reaches 2 digits in the fourth period. 

Even in the final period (Period 8 - 10) the influence of ferronickel was 3 times greater than raw 

nickel and nickel articles. 

Meanwhile, the influence of raw nickel and nickel articles tends to be the same in the medium 

to long term (period 5 - 10). This indicates that the downstream process, if it is only limited to 

the manufacture of semi-finished materials, will not have a significant impact on Indonesia's 

GDP. 

In total, the influence of raw nickel and nickel articles is only 10% of the increase in GDP. 

However, ferronickel alone can have an impact of up to 18% on the increase in Indonesia's GDP. 

And in general, the added value of the entire downstream process continues to increase in 

influence on GDP throughout the period. This indicates that downstreaming is an important step 

in efforts to improve the national economy. 

 

CONCLUSION, IMPLICATION, AND RECOMMENDATION 

Through the results of this research, it can be concluded that the downstream process is very 

important in efforts to improve the national economy. It can be seen that by carrying out 

downstreaming to a more advanced stage, such as making ferronickel, it can have a greater 

positive impact than selling raw nickel or nickel that has been downstreamed, but only up to the 

stage of making nickel articles. 

All the challenges faced by Indonesia in this downstream process, such as domestic criticism and 

the sanctions that continue to be imposed by the WTO, are steps aimed at bringing down the 

Indonesian economy. Because empirical evidence from this research explains that with 

downstream growth, Indonesia's GDP continues to increase every year. 

It is hoped that this research will be able to provide implications for the government to remain 

firm in implementing its downstream policy, and we hope that the government can take strategic 

steps regarding the extent to which downstream nickel must be carried out, whether it only stops 

until it becomes semi-finished material or continues to the next stage. 

To further clarify, we will give several points of our recommendations regarding downstream 

nickel: 

1. The government should carry out nickel downstreaming to a more advanced stage so that the 

benefits obtained by the country can be greater 

2. Downstreaming should also be applied to other commodities besides nickel 

3. The government can collaborate with foreign companies to build factories domestically so 

that the process of technology transfer and downstreaming up to the finished goods stage can 

be completed domestically 

4. The profits from downstream nickel must be used to prepare for the green energy industry 

considering that nickel reserves are increasingly depleting 

6. In the process of nickel exploration and downstreaming, environmental and social impacts 

on society must be taken into account and addressed 
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7. Exploration and downstreaming of nickel substitute goods must also be carried out in an 

effort to diversify the downstreaming process in Indonesia 

8. Regulate nickel mining companies and determine fair royalties so that the benefits of 

downstreaming can be felt by all levels of society 
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ABSTRACT 

 

Objective: to examine the direct effect of green human resource management (GHRM) 

practices on green service behavior in tourism industry and green psychological climate (GPC). 

The other objective is to examine whether GPC as the mediation on the relationship of GHRM 

practices on green service behavior and to examine the role of environmental values awareness 

as a moderator the impact of GHRM on green service behavior.  

Methodology: Research involved 200 employees who were selected purposively. The research 

was designed by using a survey method with a Likert Scale which has been tested for validity and 

reliability. Data were analyzed using Structural Equation Modeling with Partial Least Square 

(SEM-PLS). 

Findings: This research found that GHRM has a positive significant influence on green service 

behavior and GPC. GPC does not mediate the effect of GHRM towards green service behavior. 

This research also found that environmental value awareness as moderator of the impact of 

GHRM on green service behavior.  

Theoretical and/or Methodological contributions: this research contributes a new of 

GHRM measurement scala for tourism industry and the environmental awareness values as 

moderating.  

Research/ Practical Implications: The internalization of environmental awareness values 

is very important to encourage green service behavior in the tourism sector and GHRM should 

be implemented well to boost green service behavior 

 

Keywords: green human resource management; green psychological climate; green service 

behavior; environmental value awareness 

 

INTRODUCTION 

The tourism industry is an important sector developed by the Indonesian government to increase 

national income at the national level and local revenue. The development of this sector needs to 

pay attention to international issues including environmental sustainability issues. The 

excellence of hotel services and environmentally friendly management of tourist attractions has 

become a concern of stakeholders more broadly (Al Fahmawee & Jawabreh, 2023). Researchers 

state that individuals and the world community are now sensitive to issues of environmental  

sustainability, ecology, and environmentally friendly behaviors. (Wang et al., 2020). Therefore, 
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the management of supporting tourism sector hotels and attractions needs to pay attention to 

environmental sustainability. 

The concept of environmentally friendly or green tourism can be realized if the manager of hotels 

and the tourism object as the main supporters of this activity implement green business both in 

human resource management and in the services provided to tourists. This green human 

resource management requires commitment, starting from green purpose activities, green 

recruitment and selection, green performance management. The importance of GHRM practices 

in supporting sustainable business performance and responding to the needs of an 

environmentally conscious society is emphasized by several researchers. (Aboramadan, 2022), 

(Karatepe et al., 2022), and (Hameed et al., 2022). Companies that implement GHRM will 

conduct a series of policies and practices ranging from green recruitment, green selection, green 

training and development, green performance management green reward and compensation.  

(Uslu et al., 2023). 

The implementation of GHRM is expected to have an impact on positive employee behaviors, 

especially green service behaviors. In the context of tourism services, this behavior is reflected in 

the form of green service. Green service behaviors is an action in serving that is oriented towards 

protecting the environment carried out by employees because of job demands (intra role) or 

because of volunteerism to protect the environment. (Khan et al., 2022). 

One of the factors of a business system designed to create green service behaviors is through the 

GHRM approach. Several studies have shown that the implementation of GHRM such as 

training and development processes as well as environmentally based reward and performance 

management contribute to the improvement of green service behaviors (Uslu et al., 2023). (Uslu 

et al., 2023).. 

The impact of GHRM implementation is on organizational climate (Uslu et al., 2023). The 

psychological climate of the organization is created due to policies and practices in management 

that are perceived by employees. The social interactions between employees that arise based on 

these organizational values, practices and procedures will influence employees' perceptions of 

the organization and its values. If employees feel that orientation to environment sustainability is 

important, then a green psychological climate has been formed. 

In the context of green behaviors, awareness of employees' environmental or green values is 

important. Awareness of green values directs work activities to focus on the environment and 

encourages individuals to act to protect the environment (Liu et al., 2021). Therefore, when 

environmental values are high and interact with GHRM practices, it will increase green behaviors. 

(Al-Ghazali & Afsar, 2020).. Based on this background, considering the importance of green 

service behaviors in the tourism sector in the future, and the lack of research examining green 

behaviors in the context of GHRM practices, this study is intended to examine the effect of GHRM 

on green  service behaviors and the role of green psychological climate and awareness of green 

values. 
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LITERATURE REVIEW 

The effect of green human resource management on green service behaviors  

and green psychological climate 

Green human resource management (GHRM) is several activities that encourage employees 

to practice environmentally friendly behaviors in protecting the environment. In the 

practice of GHRM, green training, green performance management, green recruitment, and 

green compensation activities with the aim of paying attention to environmental sustainability 

aspects. (Ababneh, 2021). Companies that implement GHRM strive to support environmental 

sustainability by minimizing negative impacts on the environment through environmentally 

friendly actions. This is indicated by: (1) the existence of environmentally friendly training is an 

effort to increase employees' environmental awareness, attitudes, skills, and knowledge, (2) 

green performance management, reward policies for employees who consider inter-personal 

workplace environmental issues; and promotion takes into account environmental behaviors. 

(Sabokro et al., 2021).. 

This GHRM practice contributes positively to green behaviors and green service  behaviors in 

service industry (Al-Ghazali & Afsar, 2020). The more GHRM activities that are based on 

concern for the environment sustainability, the higher the green behaviors of employees 

(Zamzamy & Suryani, 2024).  Activities such as training and development and performance 

management can drive pro-environmental behaviors in employees. 

Companies that implement GHRM generally establish policies and procedures that facilitate 

employees at work. These rules and procedures provide direction for employees in working and 

interacting in the work environment. When employees get a general view and feel the 

implementation of company procedures and policies that are oriented towards environmental 

sustainability, this will stimulate an environmentally friendly psychological climate. (Dumont et 

al., 2017).. The social interactions that take place affect the cognitive aspects so that the 

psychological climate will be formed. This is supported by research showing that green human 

resource management has a positive impact on green psychological climate (Sabokro et al., 

2017). Based on this study, a hypothesis was formulated: 

H1: Green human resource management has a significant positive effect on green service 

behaviors of employees in the tourism industry. 

H2: Green human resource management has a significant positive effect on green psychological 

climate of employees in the tourism industry. 

 

GHRM and the role of green psychological climate in creating green service 

behaviors 

GHRM practices as a form of system implementation to manage human resources will have an 

impact on individual behaviors and dynamics within the organization. The GHRM system is 
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designed to create employee behaviors to be more environmentally friendly in working and 

serving tourists. Studies show that the higher the GHRM, the higher the green behaviors of 

employees, 

Green behaviors is defined as actions that support environmental conservation, and involvement 

in efforts to reduce environmental damage (Sabokro et al., 2021). In service industry, green 

service behavior is conducted by employee during delivering services. This green psychological 

climate is characterized by a set of environmental conditions enacted through policies and 

procedures that enable companies to achieve environmental sustainability goals (Norton et al., 

2014). (Norton et al., 2014). When the level of this green climate is stronger, interactions based 

on the interests of environmental sustainability are higher. 

The impact is that employees feel strong support for protecting the environment and encourage 

them to behave in an environmentally friendly manner. In other words, a positive green 

psychological climate encourages employees to have stronger intentions to follow regulations, 

preserve the environment, and have higher green behaviors. (Dumont et al., 2017).The results 

Of  this study show that green psychological climate has a significant positive effect on green 

service behaviors. (Sabokro et al., 2021). 

H3: Green psychological climate has positive effect significantly on green service behaviors of 

employees in the tourism industry 

H4: Green psychological climate as mediator of the effect of GHRM on green service behaviors  

of  employees of companies in the tourism industry. 

 

The role of awareness on green values in the context of GHRM and green services 

behavior  

Employees who have an awareness of green values feel at home working in green business. They 

will be more likely to display greater intentions to engage more deeply in green behaviors as well 

as demonstrate creative green behaviors (Al- Ghazali & Afsar, 2020). If GHRM practices cannot 

be implemented properly, the situation and orientation to the environment at work is not be 

going well. 

When employees have a high awareness of green values, it is expected that when GHRM practices 

are good, green behaviors in employees will increase. Previous research shows that the effect of 

green human resource management on green service behaviors moderated by environmental 

values is significantly positive. 

H5: Awareness of green values as a moderator of the  influence of green human resource 

management on green service  behaviors of employees in the tourism industry. 

Referring to the theoretical study and hypothesis formulation, the framework of this research is 

described as follows: 
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Mediation 

FIGURE 1 Conceptual Framework 

 

METHODOLOGY 

This study was designed with a quantitative approach, through a survey conducted in an area that 

has many natural attractions. The sampling was conducted purposively from hotel employees 

and tourist attraction managers who have worked for at least 1 year. The research area was 

limited to 

hotels and tourist attraction managers in Pacitan district, East Java Province, Indonesia. The 

number of respondents is 200 people, this number is about 60% of the population. 

The variables in this study consist of dependent variable (Y) is green service behaviors, 

independent variable (X) is green human resource management, mediation (M) is green 

psychological climate, and moderation  variable (Z) is awareness of environmental values.  

Research variables and instruments is described below. 

Green human resource management is measured based on employee perceptions of the 

implementation of GHRM which is indicated by friendly goals, training and development to 

maintain environmental sustainability, environmentally friendly performance management, 

environmentally friendly rewards. (Sabokro et al., 2021); (Ababneh, 2021).  

Green service behaviors is the actions of employees in the form of influencing others, 

providing support and opinions by voicing environmental issues, and efforts to develop 

knowledge and skills to protect the environment when delivering services. (Zhang et al., 2019) 

Green psychological climate is a psychological atmosphere that is realized / felt and 

interpreted by employees towards policies, procedures and an organizational atmosphere that 

encourages individuals to protect the environment and be environmentally friendly.(Fatoki, 

2023) 

Awareness of Environmental Values is an employee's view of the obligations, beliefs, and 

initiatives of his/her personal values that prioritize the environment and his/her knowledge of 

the importance of environmental sustainability. 

H5 

Awareness 

on Green 

value 

H2 Green 

Psychological 

Climate 
H3 

Green Human 

Resource 

Management 

H1 H4 
Green 

Behaviour 
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Variable measurement uses a Likert Scale with values of Strongly Agree (SS) score 5, Agree (S) 

score 4, Neutral (N) score 3, Disagree (TS) score 2, and Strongly Disagree (STS) score 1. 

The instrument validity test is carried out through a convergent validity test, which is measured 

based on the average variance extracted (AVE) for all indicators on each construct. If the AVE 

is 0.50 or higher, it indicates that the construct explains 50 per cent or more of the variation in 

the indicators that make up the construct.Discriminant validity can be observed by examining 

the cross loading and assessing the squared AVE to perform the Former-Larker criterion 

analysis. To identify differences between the constructs, the method developed by Fornell and 

Lacker was used. The reliability test is used to test the consistency of the instrument in measuring 

variables. If the answers in the questionnaire remain consistent over time, then the measuring 

instrument is considered reliable. The reliability test is carried out through internal consistency 

which is indicated by the Cronbach Alpha coefficient. The estimates obtained will be considered 

reliable if the alpha value reaches (0.6) or more. Thus, a higher alpha value indicates a better 

level of reliability in measurement.(Hair et al., 2022) 

The data analysis technique uses Partial Least Square with Structural Equation Modelling (PLS 

SEM). Measurement model evaluation and structural model evaluation as shown in Table 1. 

(Hair et al., 2022) 

 

Table 1. Model Evaluation Criteria 

Stages Criteria Threshold Value 

 Loading Factor > 0.50 (reliability) 

Measurement Model 

Evaluation 

Cronbach's Alpha > 0.70 (reliability) 

rho_A > 0.70 (reliability) 

AVE > 0.50 (convergent validity) 

HTMT <0.9 (discriminant validity) 

 

 

 

Structural Model 

Evaluation 

 

R-square 

≤ 0.25 indicates a weak model 

≤ 0.50 indicates a medium model 

≤ 0.75 indicates a strong model 

Predictive 

Relevance (Q )2 

> 0 shows the model has predictive 

relevance 

< 0 indicates the model does not have 

predictive relevance 

Significant Tstatistic > 1.96 (Hypothesis accepted) 

Pvalue < 0.05 (Hypothesis accepted) 
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RESULTS AND DISCUSSION 

There were 200 respondents in this study, consisting of 160 men and 40 women. The age range 

of the response is 15 to 55 years. In terms of tenure of the respondents 64% have a tenure of 1-3 

years, 13% 4-6 years, 11% have a tenure of 7-9 years and 12% above 9 years. 

The outer model results regarding the validity and reliability of the instrument are presented in 

table 2. 

Table 2 Results of validity and   reliability test 

Code Indicator Loading 

factors 

Results AVE Composite 

Reliability 

Cronbach's 

Alpha 

Results 

Green Human Resource Management 

GHRM1 Green 

purpose 

0.831 Valid 0.648 0.963 0.956 Reliable 

GHRM2 0.817 Valid 

GHRM3 green 

training and 

development 

0.811 Valid 

GHRM4 0.836 Valid 

GHRM5 0.839 Valid 

GHRM7 green 

performance 

management 

0.782 Valid 

GHRM8 0.788 Valid 

GHRM9 0.721 Valid 

GHRM1

0 

greed reward 0.831 Valid 

GHRM11 0.837 Valid 

GHRM1

2 

0.812 Valid 

GHRM1

3 

0.815 Valid 

GHRM1

4 

green career 

development 

0.815 Valid 

GHRM1

5 

0.717 Valid 

Green Psychological Climate 

GPC1 Awareness 

with the 

green work 

environment 

0.842 Valid 0.789 0.949 0.933 Reliable 

GPC2 0.877 Valid 

GPC3 interpretatio

n on green 

environment 

0.916 Valid  

GPC4 0.910 Valid 

GPC5 0.893 Valid 

Green behaviour 

GB1 influence 0.870 Valid 0.687 0.968 0.964 Reliable 
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GB2 others 0.892 Valid 

GB3 0.913 Valid 

GB4 organisationa

l voice 

0.883 Valid 

GB5 0.905 Valid 

GB6 0.862 Valid 

GB7 0.900 Valid 

GB8 green 

learning 

0.783 Valid 

GB9 0.762 Valid 

GB10 0.807 Valid 

GB11 Individualise

d training 

0.747 Valid 

GB12 0.755 Valid 

GB13 0.720 Valid 

GB14 0.771 Valid 

Green Psychological Climate 

GPC1 Awareness 

with the 

green work 

environment 

0.843 Valid 0.789 0.948 0.933 Reliable 

GPC2 0.877 Valid 

GPC3 interpretatio

n on green 

environment 

0.916 Valid 

GPC4 0.910 Valid 

GPC5 0.893 Valid 

Awareness on green values 

EV1 Obligation 

for pro- 

environment 

0.833 Valid 0.778 0.946 0.929 Reliable 

EV2 0.924 Valid 

EV3 believe in 

maintaining 

sustainability 

0.909 Valid 

EV4 0.877 Valid 

EV5 Green 

Initiative 

0.868 Valid 

 

Hypothesis Test Results 

The results of hypothesis testing regarding the effect of the independent variable on the 

dependent variable each In this hypothesis test using t-statistics and P Values. The hypothesis 

can be said to be accepted if the t-statistic> 1.96 and P values <0.05 (hair). In this study, there are 

direct and indirect effects with independent, dependent, moderation variables presented in 

Table 3. 
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Table 3 Hypothesis Test 

Hypothe

sis 

Relationship Original 

Sample 

(O) 

Standard 

Deviation 

(STDEV) 

T- 

Statistics 

(|O/STD 

EV|) 

P 

Values 

Conclusio

n 

H1 GHRM -> GB 0.398 0.129 3.099 0.003 Accepted 

H2 GHRM->GPC 0.850 0.024 34.748 0.000 Accepted 

H3 GPC -> GB 0.209 0.143 1.459 0.148 Rejected 

H4 GHRM -> GPC-> 

GB 

0.177 0.121 1.454 0.147 Rejected 

H5 AEV X GHRM -> 

GB 

-0.197 0.068 2.910 0.004 Accepted 

In the study, the ability of the model to predict is moderate, this is indicated by the amount of 

R2 on green service behaviors of 0.506 and R2 on green psychological climate of 0.586. 

 

Discussion 

The results showed that three of the hypotheses were accepted, and two hypotheses were rejected. 

The results of hypothesis testing show that GHRM has a significant positive effect on green 

service behaviors in Hotel Employees and tourist attraction managers. These results confirm 

previous research which found that green human resource management practices help create 

and improve environmentally friendly behaviors. (Ababneh, 2021). Studies conducted in 

transportation service companies also show that the more activities in HR management that 

priorities environmental sustainability and environmental values, the more green behaviors of 

employees will increase. (Zamzamy & Suryani, 2024).. Companies that implement GHRM have 

green purposes in running their business, carry out green training, encourage green learning, 

give awards based on environmental concerns, and promote employees on the basis of 

environmental concerns. (Sabokro et al., 2021), thus encouraging employees to behave green 

The results also show that the implementation of GHRM in hotels and tourist attraction 

managers, which is characterized by the implementation of policies and procedures, is able to 

create a psychological environment that is perceived by employees as a green psychological 

climate. In companies that implement GHRM, employees feel there is a system and support for 

being pro-environment. Systems that support the implementation of GH are able to create 

employee awareness about the importance of the environment and provide meaning and 

initiative to care for the environment. These results confirm studies based on Social Identity 

Theory that strong GH practices can create a green psychological environment. (Hameed et al., 

2022).. 

Unlike the previous study, in this study GPC was not able to encourage green service behaviors. 

Behaviors such as influencing others, providing input and being active in environmental 

awareness are not formed as an impact of GPC, but rather stimulated by GH practices. This shows 
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that GHRM as a system is effective enough to stimulate green behaviors in hospitality and 

tourism services. The results of this study differ from previous studies that showed a positive 

impact of GPC on green behaviors (Sabokro et al., 2021). In this study, GPC does not mediate 

the effect of GH on green behaviors. 

An interesting finding of this study is that the role of awareness of environmental values among 

employees when interacting with GHRM practices will strengthen its influence on green 

behaviors. Ioni shows the importance of companies to encourage and create programs that can 

increase awareness of environmental values for their employees. 

 

CONCLUSION 

The research results new findings, especially in the context of the tourism sector and studies on 

green behaviors, which are relatively few to date. The research is very relevant and can make a 

significant contribution to policy development in the tourism sector that supports the 

Sustainable Development Goals (SDGs). An important result of this research is that green 

behaviors that is considered important for society can be created through a GHRM approach 

that includes all activities in HRM and efforts to build awareness of environmental values for 

employees. 

The results showed that green behaviors in the tourism sector is directly influenced by the 

implementation of green human resource management. The practice of green human resource 

management also has a direct impact on the green psychological climate. The completer and 

more consistent the company implements green human resource management, the higher the 

green 

psychological climate. In contrast to some previous research, this study shows that green 

psychological climate is not a significant mediator of green human resource management with 

green behaviors. 

Based on the limitations of this study, it is recommended that in future studies the measurement 

of GHRM is not unidimensional but is developed to become a multidimensional measurement. 

In addition, it is recommended that future researchers examine green behaviors 

from the underlying motivation, so that intra role green behaviors and extra role green behaviors 

can be studied so that green organizational citizenship behavior which is still limited in its study 

can be enriched. 
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ABSTRACT 

 

Objective: Behavioral accounting research has always focused on factors influencing AQRB. 

This article categorizes relevant prior research in Indonesia and analyzes the determinants 

influencing AQRB. This article studies the relationship or influence of WFC, auditor 

performance, and AQRB, a study of behavioral accounting literature in Indonesia. 

Methodology: This article analyzes WFC, auditor performance, and AQRB systematically and 

descriptively. The study reviews the theory and relationships between variables in the 

descriptive/qualitative method. 

Findings: This literature study shows that 1) WFC negatively affects auditor performance, 2) 

Auditor performance negatively affects AQRB, and 3) WFC positively affects AQRB. 

Theoretical and/or Methodological Contributions: The study employs a systematic 

review methodology to analyze the relationships between variables, providing a comprehensive 

literature overview. This approach ensures rigor and objectivity in synthesizing research 

findings. 

Research/ Practical Implications: Organizations in the accounting profession can use this 

knowledge to raise awareness among auditors and implement interventions to mitigate the 

impact of WFC on audit quality. 

 

Keywords: behavior accounting, work-family conflict, auditor performance, audit quality 

reduction behavior 

 

INTRODUCTION 

The occurrence of stress and emotional exhaustion within the accounting profession is a 

noteworthy topic for examination in the field of behavioral accounting literature. External 

auditors or public accountants are one of the most stressful professionals in the financial services 

industry, according to Fogarty et al. (1997). The primary determinant of this condition is the 

substantial workload, particularly during the peak period, necessitating auditors to consistently 

work beyond regular hours (Sweeney & Summers, 2002). During the peak season, they are often 

required to work over ten hours a day and confront extremely strict deadlines, resulting in them 

having to give up their family time. People must bring work home with them, according to Jones 

et al. (2010), which causes interpersonal stress. If this scenario persists without attention, there 

is a possibility that the proficiency of their work as public accountants may deteriorate (López & 

Peters, 2012).  
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Within this framework, auditing is closely linked to behavioral issues, such as the potential for 

auditors to exhibit dysfunctional behavior, which can result in a decrease in the quality of audits 

(Syam et al., 2020). Audit quality reduction refers to the intentional decrease in the level of audit 

quality by the auditor, as stated by Coram et al. (2003). According to Malone and Roberts (1996), 

AQRB refers to actions made by auditors during an audit program that result in a decrease in 

the efficacy of the acquired audit evidence. 

Lack of a conducive work environment might lead to a clash between family and work obligations 

(Karatepe, 2013). According to Pasewark and Viator (2006), a conflict of roles results from a 

difference between a person's responsibilities at work and at home. This can lead to WFC. This 

tension may also arise from familial factors. This conflict arises from factors beyond the mere 

presence of demanding occupations. Public accountants with difficult careers require the 

assistance of their families. Nevertheless, they are instructed to give precedence to spending time 

with their family rather than seeking assistance. Consequently, their job and family obligations 

become imbalanced (Buchheit et al., 2016). WFC can be categorized into two aspects: work-

interfering family (WIF), which occurs when work responsibilities disrupt family obligations, 

and family-interfering work (FIW), which happens when family responsibilities impede job 

duties (Beutell, 2010; Pasewark & Viator, 2006). 

 

Problem Statements 

Given the background information provided, the problem statements in this literature review 

are as follows:  

1. Does WFC affect auditor performance? 

2. Does auditor performance affect AQRB? 

3. Does WFC affect AQRB? 

 

 

LITERATURE REVIEW 

Theory of Planned Behavior (TPB)  

This theory is a commonly used behavioral paradigm. It facilitates our comprehension of how 

individuals' conduct might undergo transformation. This model operates under the assumption 

that behavior is deliberate and premeditated. Thus, it anticipates deliberate actions (Ajzen, 

1991). According to Fishbein and Ajzen (1975), the theory is an offshoot of a comparable 

paradigm referred to as the Theory of Reasoned Action (TRA). The persistence of TRA is 

attributed to the revelation that behavior is not completely voluntary and not always subject to 

control. Consequently, the model was enhanced by include perceived behavioral control, 

resulting in the theory being designated as TPB. 

According to TPB, every action an individual takes is shaped by three distinct types of 

considerations. The first type is behavioral beliefs, which involve a person's expectations about 

the outcomes of their behavior. These beliefs determine whether they anticipate positive or 

negative results from their actions. The second type is normative beliefs, which relate to an 

individual's perception of what others expect them to do. These beliefs are influenced by the 

social pressures and norms from people around them, such as family, friends, and colleagues. 
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The third type is control beliefs, which pertain to an individual's perception of the factors that 

might facilitate or hinder their ability to perform a behavior. Positive or negative attitudes 

toward a particular action are frequently influenced by behavioral beliefs. Subjective norms or 

social pressure are seen because of normative views. Perception of behavioral control is first 

triggered by control beliefs. The degree of preferred behavior, the subjective norm, and perceived 

control all have an impact on how strongly someone wants to engage in a certain activity. 

 

Work-Family Conflict (WFC) 

Nowadays, most people have two jobs, doing two jobs and being a family member and parent 

(Choi & Kim, 2012; Netemeyer et al., 2005), in addition to their other roles. Since humans are 

inherently social and economic beings, every role plays a vital role in an individual's life. As a 

result, it's critical to preserve equilibrium between the two viewpoints and avoid confrontations 

(Choi & Kim, 2012). Recent developments have increased the likelihood of WFC in the 

workplace, especially for jobs involving regular contact with clients or consumers, according to 

Pasewark and Viator (2006). Conflicts are more likely to arise in the accounting profession since 

external auditors require more time to interact with clients. According to Choi and Kim (2012), 

WFC arises when there is a conflict between the responsibilities and roles of work and home life. 

This conflict is caused by taking on too much responsibility in both areas. It appears when one 

role makes the other more stressful and complex. 

The direct effects of WFC have been studied in the past (Choi & Kim, 2012; Karatepe, 2013; 

Pasewark & Viator, 2006). First, conflict arises when work interferes with family time or WIF. 

For example, someone may think that because they work nonstop, they don't have any free time 

to spend with friends or family. Second, friction arises when work interferes with family 

responsibilities or FIW. Unlike the conflict between work and family—where the person feels 

they don't have enough time for their family—stress can arise when family gets in the way of 

work. Their efforts to fulfill work-related responsibilities are impeded by their family; parents, 

for example, rarely arrive at work on time because they have to take care of their children before 

work. 

 

Job Performance 

According to Springer (2011), organizational psychology and human resource management both 

heavily depend on job performance. Research in the profession of frontline staff has been 

conducted by Choi and Kim (2012) and Karatepe (2013). On the other side, the accountancy 

profession has been scrutinized by Fisher (2001), Fogarty et al. (1997), and Jones et al. (2010). 

Meanwhile, Springer (2011) made study of bank employees. According to Springer, different 

professions may have different performance characteristics. As a result, employees in accounting 

may perform differently on the job than employees in customer-facing positions. Campbell 

(1990) outlined components that are applicable to a variety of organizations. Job-specific 

talents, non-job-specific task abilities, oral and written communication proficiency, presentation 

skills, personal discipline, team and colleague performance, supervision/leadership abilities, 

and management/administration skills are the essential traits. 
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The evaluation of an employee's capacity to successfully complete tasks that are directly related 

to their job obligations is known as job performance (Caillier, 2010). Performance ratings and 

work performance are consistently correlated because of this understanding. Chen and 

Silverthorne (2008) offer three approaches to performance assessment. Sales numbers and 

production volume are two examples of quantifiable output measures that are usually used in 

performance evaluation. Supervisors and managers, for example, are examples of superiors who 

can evaluate an individual's performance in addition to other methods. Self-evaluation is the last 

technique used to gauge performance. They propose that the self-assessment method is the best 

since it encourages staff members to set their own objectives on their own initiative. 

  

Audit Quality Reduction Behavior (AQRB) 

Specifically, the competence of an auditor is evident in the caliber of the audit generated. AQRB 

refers to behaviors undertaken by auditors during the audit process that hinder the efficiency of 

the acquired audit evidence (Malone & Roberts, 1996). In addition, Herrbach (2001) 

characterizes this conduct as the regrettable outcome of audit techniques that diminish the 

caliber of evidence gathered during the audit, rendering it unreliable, imprecise, or insufficient 

in both number and quality. 

Auditor's inappropriate performance of audit processes is referred to as AQRB. This behavior is 

a major issue since it not only has adverse effects on the individual auditor but also jeopardizes 

the accuracy of the audit opinion. This can have a significant influence on the company's overall 

performance and the economic decisions made by the users of the audit report. Despite the 

Public Accounting Firm not providing an unqualified opinion due to a reduction in quality 

behavior, there is a potential for an elevated audit risk (Coram et al., 2003). Consequently, there 

is an increased likelihood of the corporation providing an inaccurate assessment due to the 

auditor reaching a judgment that is deemed satisfactory but requires additional proof from the 

audit process. 

A decline in the quality of audits can have a negative impact on the public's confidence in the 

accounting profession and the reliability of public accountants and their audit findings. Hence, 

it is crucial to implement measures to prevent or reduce the deterioration in audit quality. This 

can be accomplished by effectively coordinating and inspiring public accountants, whose 

function in the business sector is of utmost importance. 

 

 

METHODOLOGY 

The method used in this article review is the systematic review of the descriptive/qualitative 

method, where the author reviews the theory and influence between variables. According to 

Yüksel dalam Winarta et al. (2023), the systematic review of the descriptive/qualitative 

technique is predicated on the idea that reality is subjective and that each person's perspective 

varies depending on their interactions with the outside world. In the Indonesian setting, the 

impact of WFC on AQRB is analyzed methodically and descriptively in this article. The 

relationship between different WFC and auditor performance as well as the behavior of audit 

quality decline in Indonesia is theoretically investigated by the author. The study uses Google 
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Scholar, Mendeley, and other online media as information sources. Twenty articles written by 

Indonesian academics and published in both domestic and foreign journals between 2016 and 

2023 make up the reference journals under study. 

 

 

 
 

FIGURE 1. Conceptual Framework 

 

 

 

RESULTS AND DISCUSSION 

 

Drawing upon a comprehensive theoretical review and pertinent previous research, the 

discussion in this literature review article unfolds as follows: 

  

The Effect of WFC on Auditor Performance  

The research conducted by Geroda and Puspitasari (2017) demonstrates that WFC has a 

considerable detrimental impact on job performance. This effect is partially influenced by 

organizational commitment and job satisfaction. The research sample consisted of 82 auditors 

employed at Indonesian Public Accounting Firms or “Kantor Akuntan Publik” (KAP). 

Researchers contend that WIF is the primary factor that directly affects job performance, 

whereas FIW does not have a direct impact on job performance. Therefore, there is a mediation 

process including organizational commitment and job satisfaction in this relationship.  
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The study conducted by Yustina and Valerina (2018) discovered that WFC, which encompasses 

both situations where work obligations disrupt family life and instances where family 

responsibilities interfere with work, has a significant negative impact on job performance. This 

detrimental effect is partially driven by factors such as emotional exhaustion and job 

satisfaction. Emotional exhaustion, a state of feeling emotionally drained and overwhelmed, can 

arise from the constant struggle to balance work and family demands, thereby reducing an 

individual’s effectiveness and productivity at work. Job satisfaction, which reflects how content 

and fulfilled individuals feel with their job, also plays a crucial role; higher job satisfaction can 

mitigate the adverse effects of WFC, while lower job satisfaction can exacerbate them. This study 

was conducted with a sample of 151 auditors employed at KAP. It specifically examined the two 

dimensions of WFC: WIF and FIW, which are components of the WFC construct. The VAR test  

findings indicate that the VAR value for emotional exhaustion mediation is 0.397, and for job 

satisfaction mediation, the VAR value is 0.409. Hair et al. (2017) contends that a value above 

80% in the VAR indicates complete mediation, while a value between 20-80% suggests partial 

mediation. If the value falls below 20%, there is no mediation effect. 

Rini et al. (2020) conducted a study that found a significant detrimental impact of WFC (namely, 

WIF and FIW) on auditor performance. This impact is partially explained by the mediating 

factor of work-life balance. The research sample consisted of 239 auditors employed at KAP. The 

study found that work-interfering family (β=-0.154, p=0.000) indirectly impacts job 

performance, with work-life balance serving as a mediating factor in this relationship. However, 

it is important to note that FIW does not have a direct impact on job performance, as indicated 

by a beta coefficient of -0.100 and a p-value of 0.141. 

However, the research conducted by Olimpia and Rachmawati (2021) demonstrates that WFC 

has a considerable detrimental impact on job performance. This effect is partly affected by 

subjective well-being. The research sample included 262 auditors working at KAP. The findings 

of this study suggest that WFC does not have a direct influence on job performance (β=0.06, 

p>0.01). However, WFC significantly negatively affects subjective well-being (β=-0.10, p<0.01), 

whereas subjective well-being significantly positively affects job performance (β=0.80, p<0.01). 

The research findings corroborate the theory that WFC has a detrimental impact on job 

performance. This implies that as the level of conflict arising from work and family contacts 

increases, the job performance of auditors tends to deteriorate. In contrast, when there is less 

tension between work and family interactions, auditors generally perform their job better.  

Findings from the research conducted by Mardiana et al. (2021) indicate that WFC, 

encompassing both situations where work obligations intrude on family life and where family 

responsibilities disrupt work, did not show a substantial impact on job performance and was not 

notably influenced by burnout. The study involved a sample of 73 auditors employed at KAP. 

Specifically, the research revealed that WIF did not significantly affect job performance (β = 

0.163, p = 0.372). However, it did have a significant impact on burnout (β = 0.10, p < 0.01), and 

burnout, in turn, was found to significantly impact job performance (β = 0.571, p = 0.000). It's 

important to note that FIW did not directly affect job performance in a significant manner (β = 

-0.197, p = 0.238). Similarly, FIW did not demonstrate a direct influence on burnout (β = -0.227, 

p = 0.067). 
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The WFC has a substantial adverse effect on the performance of auditors, mainly by causing 

heightened stress and emotional exhaustion. This conflict stems from the simultaneous 

demands of meeting professional and familial obligations, which can result in burnout and 

reduced job satisfaction. The studies conducted by Geroda and Puspitasari (2017), as well as 

Yustina and Valerina (2018), demonstrate that WFC, specifically when work interferes with 

family responsibilities, has a direct negative effect on job performance. On the other hand, when 

family responsibilities interfere with work, it does not have a significant direct influence. 

Mediating elements such as organizational commitment, job satisfaction, emotional exhaustion, 

and work-life balance are important in moderating this effect. As a result, auditors who 

experience significant conflict between their work and home life are more likely to have lower 

job performance. This highlights the significance of organizational initiatives that improve work-

life balance and support systems that reduce these negative effects. 

 

The Effect of Auditor Performance on AQRB  

The study conducted by Anugerah et al. (2016) demonstrates that auditor performance, when 

acting as a mediator variable, has a substantial adverse impact on the AQRB. The research 

sample consisted of 97 auditors employed at KAP. The path analysis revealed a statistically 

significant inverse relationship between auditor performance and the AQRB (β=-0.219; p<0.01). 

The significance of the indirect effect was determined by doing the Sobel test, which yielded a T 

statistical value of 7.911 (p<0.01).   

The research conducted by Anita et al. (2018) demonstrates that auditor performance, when 

acting as a mediator variable, has a notable adverse impact on dysfunctional audit behavior 

(DAB). The research sample consisted of 129 auditors employed in KAP. Path analysis revealed 

a statistically significant inverse relationship between auditor performance and DAB (β=-0.185; 

p<0.01). The significance of the indirect effect was determined by doing the Sobel test, which 

yielded a T statistic value of 2.151 (p<0.05). 

The research findings corroborate the premise that auditors who evaluate their performance 

positively are inclined to refrain from participating in activities that compromise audit quality. 

On the other hand, an auditor who evaluates his performance as unsatisfactory is more likely to 

engage in behaviors that decrease the quality of the audit. 

Nevertheless, a study conducted by Putra et al. (2020) shown that DAB, when considered as a 

mediator variable, does not have an impact on auditor performance. The analysis, using the 

findings of the Sobel test, indicates that there is no mediating effect, as evidenced by a T 

statistical value of -3.680 (p <0.001). Path analysis reveals a noteworthy adverse impact of DAB 

on the decline of AQRB (β=-0.319; p=0.001). The findings of this study revealed the impact of 

DAB on auditor performance. Specifically, it was observed that auditors who engage in behaviors 

that reduce audit quality tend to have poorer job performance. Conversely, auditors who have a 

lower tendency to engage in such behaviors demonstrate better job performance. 

Empirical research conducted by Anugerah et al. (2016) and Anita et al. (2018) demonstrates 

that a high level of auditor performance is associated with a decrease in behaviors that 

compromise audit quality. The findings of these research indicate that auditors who perceive 

their performance as excellent are less inclined to partake in activities that undermine the quality 



509 
 

 

of audits, such as compromising on the meticulousness and efficacy of audit methods. On the 

other hand, auditors who rate their own performance worse are more likely to engage in 

dysfunctional activities that might undermine the trustworthiness and precision of audit results. 

The investigations conducted employ path analysis and Sobel tests to verify that excellent 

auditor performance counteracts the inclination towards compromising audit quality. This 

underscores the crucial need of upholding high-performance standards and fostering supportive 

work cultures to guarantee the integrity and dependability of audits. 

  

The Effect of WFC on AQRB 

Amir's (2019) study discovered a substantial positive relationship between WFC and the AQRB. 

This relationship is totally mediated by job stress. The research sample consisted of auditors 

employed in KAP, as identified in the 2016 directory of the Indonesian Public Accountants 

Association or “Ikatan Akuntan Publik Indonesia” (IAPI). The study found that WFC does not 

have a significant impact on AQRB (β=0.066, p=0.353). However, WFC does have a significant 

impact on work stress (β=0.239, p=0.004), and work stress in turn has a significant impact on 

AQRB (β=0.354, p=0.003). 

A study conducted by Ariwibowo et al. (2023) demonstrates that the WFC, which refers to work 

interfering with personal life, has a strong favorable impact on the reduction of audit quality 

practices. This impact is partially mediated by job-related stress. The research sample consisted 

of 326 auditors employed in the Indonesian Government's Internal Supervisory Apparatus or 

“Aparat Pengawas Internal Pemerintah” (APIP). The study found that there is no direct impact 

of WFC on reduced audit quality practices (β=0.131, p=0.074). However, WFC does have a direct 

impact on work stress (β=-0.435, p<0.001), and work stress in turn has a direct impact on 

reduced audit quality practices (β=0.141, p=0.009). 

The results of the above research support the hypothesis that WFC positively affects AQRB, 

meaning that the higher the conflict that arises from work and family interactions, the higher 

the tendency of auditors to reduce audit quality behavior. Conversely, the lower the conflict that 

arises from work and family interactions, the lower the tendency of auditors to reduce audit 

quality behavior. 

The WFC indirectly leads to a decrease in audit quality behavior by causing work stress. Research 

conducted by Amir (2019) and Ariwibowo et al. (2023) reveals that WFC does not immediately 

result in a decrease in audit quality. However, it does have a substantial impact on job stress, 

which subsequently prompts auditors to participate in behaviors that undermine the quality of 

audits. This association highlights the chain reaction of WFC, in which the initial stress of 

juggling work and home obligations intensifies into increased job-related stress, ultimately 

leading to impaired audit practices. The elevated levels of stress resulting from WFC lead 

auditors to take shortcuts, decrease the meticulousness of their audits, and participate in DAB 

as a means of dealing with their overwhelming workloads. 

 

Conceptual Framework 

Figure 1 presents a conceptual framework derived from the problem statement, theoretical 

review, relevant previous research, and explanation of the relationship between variables. 
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According to the conceptual framework mentioned, WFC has an impact on auditor performance, 

and the performance of auditors in turn influences their behavior in reducing audit quality. 

Organizational commitment, job satisfaction, emotional exhaustion, work-life balance, and 

subjective well-being serve as mediators in the relationship between WFC and auditor 

performance. The WFC has a direct impact on the behavior of reducing audit quality, which is 

further influenced by job stress. Furthermore, there are additional factors that exert influence 

on it, including: 

a) Ego Resiliency: (Olimpia & Rachmawati, 2021)  

b) Job Burnout: (Mardiana et al., 2021; Muhdiyanto & Mranani, 2018; Prabowo, 2023; 

Wiratama et al., 2019);   

c) Locus of Control: (Anugerah et al., 2016; Arifuddin et al., 2021; Dewi & Kartikasari, 2022)  

d) Organizational Commitment: (Anita et al., 2018)  

e) Perceived Organizational Support: (Olimpia & Rachmawati, 2021) 

f) Personal Characteristics: (Utary, 2017; Prabowo, 2023) 

g) Professional Commitment: (Dewi & Kartikasari, 2022)  

h) Quality Control: (Utary, 2017) 

i) Quality of Working Life: (Ariwibowo et al., 2023) 

j) Resilience: (Khoiriyah et al., 2023) 

k) Role Ambiguity: (Amir, 2019; Khoiriyah et al., 2023; Wiratama et al., 2019)  

l) Role Conflict: (Arifuddin et al., 2021; Khoiriyah et al., 2023; Muhdiyanto & Mranani, 2018; 

Prabowo, 2023; Wiratama et al., 2019) 

m) Role Overload: (Khoiriyah et al., 2023; Wiratama et al., 2019)  

n) Supervisor Support: (Regina et al., 2022)  

o) Task Complexity: (Rustiarini et al., 2021)  

p) Time Pressure: (Amir, 2019; Arifuddin et al., 2021; Dewi & Kartikasari, 2022; Isnaeni et al., 

2023; Khoiriyah et al., 2023; Rustiarini et al., 2021; Utary, 2017)  

q) Turnover Intention: (Anita et al., 2018; Muhdiyanto & Mranani, 2018)  

r) Work Motivation: (Isnaeni et al., 2023) 

s) Work-Life Balance: (Ariwibowo et al., 2023; Isnaeni et al., 2023; Regina et al., 2022; Rini et 

al., 2020) 

t) Workload: (Isnaeni et al., 2023; Prabowo, 2023)  

u) Work-Resiliency: (Khoiriyah et al., 2023) 

v) Work-Stress: (Amir, 2019; Arifuddin et al., 2021; Ariwibowo et al., 2023; Rustiarini et al., 

2021) 

 

CONCLUSION 

Building upon the theory, relevant prior studies, and the preceding discussion, we may now 

generate hypotheses for future research. These hypotheses are as follows: 

1. WFC negatively affects auditor performance. 

2. Auditor performance negatively affects AQRB. 

3. WFC positively affects AQRB. 
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SUGGESTION 

Considering the conclusions above, this article suggests that other variables affect AQRB in 

Indonesia, apart from WFC and auditor performance. Therefore, further studies are still needed 

to find other variables affecting AQRB, either as mediator or moderator variables. 

To further investigate, it is recommended to conduct empirical testing on the complete 

conceptual model proposed in this study. This can be done by gathering primary data from audit 

personnel working in different public accounting firms in Indonesia. This approach would offer 

a more thorough comprehension of the interaction between WFC, auditor performance, and the 

AQRB. It is advisable to enhance the study's validity and reliability by including control variables 

such as demographic parameters (age, gender, marital status), organizational factors (firm size, 

workload, organizational support), and personal traits (resilience, coping techniques). In 

addition, longitudinal studies could be undertaken to investigate temporal changes and the 

enduring impact of WFC on audit behavior. These improvements would not only confirm the 

theoretical framework but also provide practical insights for organizational practices designed 

to reduce WFC and its negative effect on audit quality. 
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ABSTRACT 

 

This study intends a detailed empirical investigation to build the entrepreneurial orientation of 

students who require a multidisciplinary approach in higher education. The methodology used 

in this research is associative research with the study of entrepreneurial orientation involving 

management students from various state universities in West Nusa Tenggara. Sampling used a 

saturated sample of 200 business management students. According to the research model, the 

author chose a structural equation model (SEM) to analyze the data and support the theory of 

business, economics, psychology, technology and cultural disciplines. The research results show 

that multidisciplinary teaching has effectively built entrepreneurial orientation among 

management students at higher education levels. This research provides detailed and solid 

results regarding entrepreneurial orientation that is more measurable and easier in conducive 

technology incubator services. Improving the quality of entrepreneurship education for business 

management students can utilize the results of this research as a guide. However, the 

development of entrepreneurial orientation of business and management students needs a 

multidisciplinary approach from various scientific approaches. 

 

Keywords:  entrepreneurial orientation, entrepreneurship education, multidisciplinary 

approach.  

 

 

INTRODUCTION 

The challenges faced by entrepreneurship education need attention from all parties to create 

new policies to alleviate the level of educated poverty, which is increasing yearly.  Utilizing 

Global Entrepreneurship Monitor data collected from 826 participants in 107 countries during 

the 2001–2018 period confirmed that entrepreneurship education has a significant positive 

impact on the performance of established businesses and helps entrepreneurs improve their 

ability to take advantage of business opportunities (He et., 2024). Ideas of economic and social 

progress, prosperity and well-being, such as economy 5.0, 2.0 world, iConomy, and cloud 

working, are closely linked to thinking about entrepreneurship and individual entrepreneurs in 

a changing world (Bögenhold et al., 2016). The government must encourage universities to 

produce an inclusive spirit in students as a prerequisite for establishing entrepreneurial 
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collaboration based on entrepreneurial orientation. As macro policymakers, institutions and 

governments must review current approaches and carefully consider psychological aspects 

(Sajjad & Talat, 2024). Multidisciplinary teams need to be prepared, as corporate entities 

confront new developments that occur sequentially, and to overcome these challenges. 

Collaboration from various scientific backgrounds and approaches can produce more innovative 

ideas, faster work to achieve results, and ultimately provide more beneficial added value for 

customers. UNESCO's International Bureau of Education defines a multidisciplinary approach 

to education as integrating perspectives from different disciplines. A multidisciplinary or cross-

functional approach to education encompasses all-inclusive aspects of the multidisciplinary 

educational process and the unity that goes together (Halder, 2023). 

This study aims to develop university graduates into entrepreneurs, and it is time for the pattern 

of entrepreneurship education in Indonesian universities to change from mere competency 

development to character education, which is based on the strength of a multidisciplinary 

approach so that students are better prepared to choose to become a young entrepreneur from 

college (Udayana, 2019; Rosique-Blasco et al., 2018; Wahidmurni et al., 2020). Changing the 

polytechnic education model into an entrepreneurial university aligns with curriculum 

suitability with job market needs, community relations and partnerships, entrepreneurial 

culture and education, and university internationalization while presenting this model to 

decision-makers (Awad & Salaimeh, 2023). The perspectives and experiences of faculty 

members aimed at understanding and investigating faculty members' conceptualizations of 

multi-, inter-, and transdisciplinary education (Feng et al., 2023). 

The effectiveness of educational entrepreneurship will likely be more progressive in supporting 

the success of Indonesia's economic development in the future through the number and quality 

of entrepreneurship produced by universities (Feola et al., 2021). Increasing the added value of 

a country's economy, such as Indonesia, will be achieved through regional government policy 

and financial support for the progress of educated entrepreneurs from universities (Skica & 

Rodzinka, 2021). Students' entrepreneurial orientation encourages the birth of creative ideas, 

innovative work, and the courage to take measured risks and become students' choices 

(Wardana et al., 2021). Challenges in the world of education also arise from within the school, 

starting from the intentions, climate, and interactions of students and students. 

Entrepreneurship research concretizes entrepreneurship as an economic phenomenon that 

generates wealth and ignores the various values that entrepreneurship can generate (Dodd, et 

al., 2023). There is a need to support entrepreneurship education that benefits developing 

countries. Therefore, government policies need to pay more attention to groups that have not 

received much attention, such as prospective entrepreneurs who are university graduates (Zhu 

et al., 2022). Lessons learned from school research show the need to foster solid teacher-student 

engagement and a school climate that has broad implications for teacher training, the formation 

of student's academic interests and attitudes, curriculum design, and government educational 

policy. The problem of this research is what an effective model of entrepreneurship education 

and teaching is so that Indonesian students choose to become entrepreneurs as their career 
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choice, apart from being professional workers needed by the industrial world. How important is 

the technology incubator services and institutional support of higher education through 

technology business incubation in accelerating the effectiveness of the Indonesian 

entrepreneurship education model? For this reason, it is necessary to design and strengthen a 

more progressive model of entrepreneurship education and to teach based on readiness and 

ability to become entrepreneurs according to student's interests and areas of expertise 

(Bergmann et al., 2018). Contemporary research studies suggest that entrepreneurial 

orientation in higher education involves teacher-student engagement and school climate, which 

has far-reaching implications for students in shaping their academic attitudes, curriculum 

design, use of new or appropriate technologies, and government support (Bagis & Nasir, 2020). 

From the start, the role of attitudes or intentions for students determines the formation of 

productive behaviour. It has been proven that entrepreneurial orientation is fully developed by 

the strength of students' entrepreneurial intentions and orientation at several universities in 

Indonesia (Bagis, 2022). Through multidisciplinary and collaborative research, the Social, 

Technology and Environment Pathways (STEPS) centre has been working to address complex 

global issues and bring about positive social change towards sustainability.  

However, there is a clear need for research that can positively reveal the contribution of students' 

academic, economic, business, technological, cultural and psychosocial approaches to a 

relationship between lecturers, staff and students. This study is the first to examine the influence 

of psychological culture and the contextual environment of educational institutions with 

technology business incubation support on entrepreneurial orientation as an aspect of business 

behaviour. Furthermore, the researcher was required to identify the specific types of student 

attitudes that business students can learn and practice more efficiently. Researcher  (Oliveira & 

Rua, 2018; Vamvaka at al ., 2020; Abdullah & Saeed, 2019) have concluded that entrepreneurial 

intentions and orientation significantly impact on aspects of student behaviour. The research 

found that the lack of interdisciplinary-related knowledge added more difficulties for teachers 

building pedagogical competency in interdisciplinary engineering education (Feng & Hölttä-

Otto, 2022). 

Entrepreneurship education undoubtedly encourages students to adopt creative entrepreneurial 

attitudes and behaviours. Entrepreneurship education is a top priority for policymakers and 

business researchers around the world (Feola et al., 2021). Entrepreneurship must be embedded 

into the curriculum of study programmes of various subjects and systematically taught at all 

levels of education (Venesaar et al., 2022). Entrepreneurship education should be provided at 

the early education level. This is the ideal setting for shaping students' character to become 

entrepreneurs. Entrepreneurship must be introduced in primary education. To build a 

collaborative culture for education personnel, knowledge and innovations must be shared 

among them (Noor, 2024). Therefore, entrepreneurship must be explored through a 

multidisciplinary approach from the beginning for students from primary school to college. 

The multidisciplinary approach inherent to the higher education environment demonstrates the 

necessity for entrepreneurship supported by various disciplines, including business, economics, 

psychology, engineering, law, and culture. These combinations of sciences are perceived as a 
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conducive environment for academic pursuits, particularly for students. The establishment of a 

technology business incubator centre within a university setting serves to demonstrate that a 

multidisciplinary approach is already being adopted. Students are required to engage in the 

formation of innovative business entities, exemplified by start-up companies. The concept may 

originate from the downstream of lecturers' research outcomes, which are employed by students 

through the involvement of many business and non-business students. Business students 

concentrate on the marketing aspect, and other students focus on the technological aspect. 

Therefore, the pioneering of start-ups exemplifies the success of numerous students in utilising 

a multidisciplinary approach within the university environment (Bagis & Nasir, 2020). A 

conducive technology incubator services and the support of technology business incubators 

prove the effectiveness of a multidisciplinary model of entrepreneurship education in a 

university environment.  Students in higher education face the era of globalization with such 

rapid and tremendous changes, and they are required to learn across disciplines and be more 

flexible, not just be satisfied with the knowledge they gain in a particular department. 

Multidisciplinary learning was useful for pioneering a career in a bright future by following or 

joining various campus programs, communities, and seminars with learning across disciplines 

while still in college. The benefits of multidisciplinary learning increased student competence, 

including knowledge, skills, and attitudes. Students can access wider business opportunities and 

capital and work in line with the hopes of every company to obtain competent partners and 

employees in various fields and provide optimal contributions to business continuity . 

 

METHOD 

The research objective is to examine the development of student entrepreneurial orientation. 

The unit of analysis comprised student management and business programs at the individual 

level, and the unit of observation comprised students who received entrepreneurship courses as 

part of their academic programme between 2020 and 2024. The research design and procedures 

entail collecting data from a sample of students enrolled in entrepreneurship courses at public 

universities employed in the construction of a progressive model of entrepreneurship education. 

The most effective means of providing entrepreneurship education to enable universities to 

foster students' entrepreneurial orientation uses a quantitative approach. The researchers 

mapped business education in eastern Indonesia into account cultural similarities and local 

wisdom values. The study was conducted at five major public universities that offer management 

and business degree programmes with an embedded entrepreneurship curriculum. A stratified 

random sample is the sampling method, given that the population comprises several subgroups 

of students and universities. It was deemed necessary to ensure that each subgroup was 

adequately represented (Rachad, 2003). Many as 200 university students responded to the 

questionnaire, which inquired about their demographic characteristics, academic period, 

perceptions of management students aiming to develop entrepreneurial services, and 

entrepreneurial orientation.  
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Figure 1. The research framework. 

 

This relational model seeks to address the hypothesis that entrepreneurship education can 

facilitate the development of entrepreneurial orientation students. Effective entrepreneurship 

education was predicated on the variables of competence and sense of competence, which 

demonstrate the ability of knowledge and skills to be effectively combined with positive student 

attitudes. Relational is consistent with the psychological perspective that behaviour is a function 

of individual attitudes and abilities, which will only manifest as behaviour if the individual 

prefers a situation that may occur in the future (Kruglanski et al., 2018). Entrepreneurial 

attitudes and abilities developed through entrepreneurship education can contribute to forming 

entrepreneurial orientation as a factor influencing student behaviour. 

H1: Effective entrepreneurship education is positively related to students' entrepreneurial 

orientation. 

The technology incubator services and support structures are contingent upon the psycho-social 

conditions that prevail within the community in a higher education environment. One of the 

principal factors influencing student engagement within the university environment is the 

formation of attitudes. It encompasses the beliefs, feelings and intentions that shape 

engagement (Davey & Galan-Muros, 2020), as well as students' entrepreneurial abilities. The 

perceptions of students about the entrepreneurial technology incubator services and support 

provided during entrepreneurship education have the potential to exert an influence on the 

latter. Effective entrepreneurship education can make a tangible contribution to technology 

business incubator services for students. 

H2: There was a positive relationship between effective student entrepreneurship education  

and technology business incubator services in higher education. 

Likewise, technology business incubator services that reflect multidisciplinary science and 

technology in higher education institutions can accelerate entrepreneurial orientation ( Arun et 

al., 2020). Technology business incubator services in higher education institutions illustrate 

interdisciplinary collaboration and are essential for entity start-ups and student orientation that 

are proactive, innovative and dare to take risks. 

Enterpreneurship  

Education 

Technology Incubator 

Services 

Enterpreneurial 

Orientation 
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H3: Technology business incubator services in higher education institutions correlated 

positively with student entrepreneurial orientation. 

The efficacy of entrepreneurship education in preparing students to become entrepreneurs is 

enhanced when delivered in an environment that fosters entrepreneurial readiness and ability, 

such as a technology business incubator service. The results demonstrate that the technology 

incubator services of a school influences school behaviour and performance significantly 

(Wigartz, 2024). The higher education atmosphere most conducive to the growth of innovative 

power is that of incubator services. Students are facing the challenges of the world of education 

in the digital era and society 5.0 to use a multidisciplinary approach by integrating 

interdisciplinary learning that is usually still categorized to form relationships to provide in-

depth understanding and develop 21st-century skills for students (Thana, 2022). The success of 

entrepreneurship education today is determined by the ability of students to be proactive, 

innovative and risk-taking through the pioneering of start-up entities.  Therefore, the 

relationship between entrepreneurship education and the development of entrepreneurial 

orientation becomes more effective through multidisciplinary technology business incubator 

services as stated below: 

H4: The effect of entrepreneurship education on students' entrepreneurial orientation in 

higher education mediated by multidisciplinary technology business incubator services. 

 

 

 

 

RESULT AND DISCUSSION   

Hypothesis testing with t-test through bootstrap resampling method to produce t-count or t-

statistics value. The t-test was conducted to test the significant path coefficient of the exogenous 

latent variable on the endogenous latent variable individually or to test the significance of the 

effect of the latent variable on the endogenous latent variable (Gutterres et al., 2009). If the t-

count < 1.96, then it is rejected, and if the t-count > 1.96, then the hypothesis is accepted. The 

hypothesis is rejected, meaning that the exogenous latent variable has no significant effect on 

the endogenous latent variable. The accepted hypothesis means that the exogenous latent 

variable has a significant effect on the endogenous latent. A value with a reationship 

(correation) between an indicator and its latent variable is known as outer loading. The closer 

the link between an indicator and its latent variable, the greater the outer loading. The outer 

loading value must be greater than 0.7 to reflect valid indicators of entrepreneurship education, 

technology incubator services and entrepreneurial orientation to be analysed. 
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Figure 2. Convergent Validity Outer Loading Model 
 

 

 

 

Tabel 1. AVE and Correlation of latent variabels matriks  

Latents Variabel AVE TIS EE EO 

Entrepreneurship  

Education (EE) 

0.578 0.760   

Technology 

Incubator Services 

(TIS) 

0.650 0.427 0.806  

Entrepreneurial 

Orientation 

0.566 0.557 0.539 0.752 

 

Verification convergent validity third conditions: 1) the CR value must be more than 0.8, 2) the 

average variance extracted (AVE) must exceed 0.5, and 3) the AVE must be smaller than CR 

(Garson, 2016). Table 1 and 2 shows that all the items measured had a CR value above 0.8, all 

AVE values were found to be greater than 0.5, and finally, all AVE values were found to be less 

than the corresponding CR value that established convergent validity. 
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Tabel 2. Composite Reliability and Cronbachs Alpha 

Latents Variabel Composite Reliability Cronbachs Alpha 

 

Enterpreneurship  

Education (EE) 

0.917 0.916 

Technology 

Incubator Services 

(TIS) 

0.945 0.942 

Entrepreneurial 

Orientation (EO) 

0.956 0.932 

 

Explaining the first hypothesis that entrepreneurship education affects significantly built EO 

proves alignment with contemporary entrepreneurship. Explaining the first hypothesis that 

entrepreneurship education has a significant effect on EO. These results confirm that 

entrepreneurship education and competence substantially affects entrepreneurial orientation, 

as the results of the study intentions amongst business students in a tertiary institution (Agolla 

et al., 2019; Oliveira & Rua, 2018).  To prove the second hypothesis that powerful 

entrepreneurship education can build technology incubator services for students in higher 

education. The results of the entrepreneurship study are in order with the role of 

entrepreneurship education to create a conducive technology incubator services for the parties 

in the college environment (Olson & Jiang, 2020). The third hypothesis is that technology 

incubator services is proven to influence the development of the entrepreneurial orientation of 

students. This evidence strengthens the study of the start-up entity as the cause of the birth of 

entrepreneurial orientation (Sokol et al., 2015). 

 Technology incubator services in higher education effectively meditate on the influence of 

entrepreneurship education on entrepreneurial orientation. The results of the feasibility test of 

the model above, along with several criteria indices, obtained a pretty good model. Technology 

incubator services to build technology business incubator services variables influence the 

relationship between entrepreneurship education and students' entrepreneurial orientation. 

Based on the research results, the effectiveness of the entrepreneurship education model has 

succeeded in maximally building students' entrepreneurial orientation, which is based on solid 

technology incubator services. 

Tabel 3. Summary of hypothesis test results 

Hypothesis Consequence T-stat P value Decisions 

H1 EE > EO  3.786 0.000 Accepted 

H2 EE > TIS  2.999 0.004 Accepted 

H3 TIS > EO 6.983 0.000 Accepted 

H4 EE > TIS > EO 2.295 0.017 Accepted 
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The path coefficient shows that the fourth relationships tested are significant. All quality 

antecedents with entrepreneurship education significantly influence students' entrepreneurial 

orientation. The relationship between EE and EO becomes positive and significant after being 

mediated through technology incubator services that is a new habitat for students. Thus, in a 

conducive academic environment, it is proven to be able to improve the quality of 

entrepreneurship education expected for the progress of emerging economies. The results of this 

research align with how environmental perceptions contribute to the development of 

entrepreneurial behaviour in individual academics (Davey & Galan-Muros, 2020). Climate 

orientation influenced entrepreneurial orientation, particularly in innovativeness and proactive 

opportunity-seeking (Wigartz, 2024). Thus, the overall model of this study proves that for 

related parties, making effective and quality entrepreneurship education is determined by the 

success of building students' entrepreneurial orientation, Therefore, the educational system 

must adopt a multidisciplinary approach to foster a broader understanding of the world and 

encourage the development of innovative and effective solutions. Moreover, it is important to 

improve problem-solving skills through integration of knowledge from various fields equipping 

students with a diverse skill set. 

 

CONCLUSION 

Entrepreneurship education must build entrepreneurial orientation to create students 

behaviour who are proactive, innovative, and dare to take risks. Entrepreneurship education is 

formed from the attitudes and behaviour of students by knowledge and skill. To bridge the 

influence of entrepreneurship education on entrepreneurial orientation, business and 

technology incubator services need to be managed in a multidisciplinary manner in the 

university environment. This study proves that quality entrepreneurship education can build 

entrepreneurial orientation in students by making entrepreneurship a proud professional career 

choice (Feola et al., 2021). The results o f this study are also in line with the results that the 

success of small business owner-managers in building business sustainability is more 

determined by a strong entrepreneurial orientation than government support (Bagis et al.,, 

2023)This study is limited to the Eastern Indonesia region, so it only represents part of the 

condition of higher education throughout Indonesia. The findings show that the quality of 

entrepreneurship education to encourage the birth of young entrepreneurs from universities 

needs to be oriented towards the strength of student attitudes and behaviour supported by 

multidisciplinary technology incubator services in universities. The results of the study are in 

line with entrepreneurship theory and the conclusions of experts that strong entrepreneurship 

education requires readiness to become entrepreneurs and support from various disciplines and 

technologies to make entrepreneurship a career choice (Block et al., 2023)  

This study concludes that the dimensions of entrepreneurship education and technology 

incubator services are generally appropriate and function well in building the entrepreneurial 

orientation of business management students. Although entrepreneurship education can 

directly affect technology incubator services and EO, the influence of entrepreneurship 

education through technology incubator services shows a more meaningful relationship. These 

findings also prove that the effectiveness of entrepreneurship education is the main focus for 
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management students who want to build a career as entrepreneurs with EO behaviour. At the 

same time, conducive academic services through technology incubators for accelerating student 

development have proven to be a golden bridge for realizing EO and study is limited to 

management students in West Nusa Tenggara, Indonesia. Research development was expected 

to cover several provinces with more respondents while considering more complete study 

variables of attitudes and productive behaviour, including self-efficacy and enthusiasm for 

becoming entrepreneurs. It is time for higher education to enhance its research capacity by 

exploring multidisciplinary and collaborative best practices to help solve global problems. 
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ABSTRACT  

 

Objective: The study is conducted to determine the influence of influencer marketing on the 

behavior and well-being of Generation Z individuals in the beauty industry of Indonesia and 

further determine how mental health and religious belief are intertwined. 

Method approach: A critical literature review has been harnessed to analyze available 

research on the subject under study. 

Findings: Research confirms that influencer marketing creates a feeling of belongingness and 

being part of a community among young consumers. At the same time, however, it was found to 

affect their mental health profoundly. Religious values are also perceived to be strongly 

influential in shaping consumer behaviors in the beauty sector. 

Theoretical and/or methodological contributions: This would integrate previous 

frameworks of influencer marketing, mental health, and religious value to understand the 

dynamics between and among these concepts in the field. 

Practical Implications: Major findings indicate a call for religious value-based marketing to 

engage the Indonesian beauty industry precisely with consumers belonging to Generation Z. 

Keywords: Influencer Marketing; Mental Health; Religious Values; Consumer Behavior; Beauty 

Industry. 

 

INTRODUCTION  

The influencer marketing paradigm has changed. The influencer marketing paradigm has 

changed for brands looking to target Generation Z, who are active social media users. It is also 

effective in customer engagement and promoting beauty products within the Indonesian beauty 

industry. 

One cannot turn a blind eye to the growing effect of digital marketing and social media on mental 

health. According to the Indonesia Gen Z Report 2024, as represented by data, the second 

biggest concern of Gen Z is mental health: 51%. Anxiety infects the minutest details of everyday 

activities in those affected, contributing to fast-dropping mental well-being. 

The rise of social media platforms with perfect images and lifestyles has run in conjunction with 

concerns over their potential impact on mental well-being. How influencer marketing can have 

a bearing on mental health and social justice is thus central to understanding the wider impacts 

of the digital marketing of beauty in younger generations, particularly with Gen Z in Indonesia. 



528 
 

 

The meeting of religious settings and digital marketing settings in the beauty industry adds a 

unique dimension to the analysis. Indonesia, with its largest population among Muslim nations, 

therefore presents an interesting case study of how influencer marketing interacts with religious 

values and consumer behavior. Therefore, brands should consider including religious values in 

meaningful marketing strategies to develop meaningful connections with the Indonesian Gen Z 

population. 

Conduct a literature review around the complexities of influencer marketing, mental health, and 

religious contexts in the digital marketing domain of beauty for Indonesian Gen Z. This would 

also help in getting in-depth exploration concerning existing studies, which may present insight 

into the interrelationships and trends that are inherent in such a dynamic setup. 

 

LITERATURE REVIEW  

In an attempt to find the complex dynamics existing across influencer marketing, mental health, 

and religious contexts within the digital marketing landscape of the beauty industry for Gen Z in 

Indonesia, one must turn to fertile areas of theoretical frameworks that have puffed up an 

exhaustive range of understandings of such phenomena. 

In Albert Bandura's social cognitive theory, a strong involvement of the roles of imitation, 

modeling, and observational learning in the development of behavior is strongly put forward. 

Applying this theory to influencer marketing explains how customers—particularly Gen Z 

consumers in Indonesia—are exposed to influencers via social media and follow through with 

their beauty standards, behavior patterns, and preferences for certain products. 

The theory of consumer culture has an essential objective of how consumer behavior and identity 

are constructed within a cultural framework. Such a theoretical framework may give salient 

insights into how religious values and beliefs intervene with digital marketing in Indonesia in a 

context where customer behaviors and attitudes toward beauty products promoted through 

influencer marketing are built. 

Influence marketing has been subject to a great amount of research focused on the effects of 

influencers on consumer behavior, specifically in the beauty industry. Past research typically has 

cited social media influencers' key role in shaping consumers' preferences and promoting beauty 

standards within the Indonesian Gen Z market, leading to product adoption. 

Significantly, the relationship between social media and mental health has become a topic of 

interest in the scholarly community. For instance, Maulin Purwaningwulan et al. noted this in 

2019, Iskamto and Rahmalia in 2023, and Bayu Wibisono et al. in 2023. Research has 

highlighted the potential detrimental effects of prolonged exposure to curated and idealized 

images on social media platforms, particularly in terms of fostering negative self-comparisons 

and contributing to psychological distress among young consumers (Maulana et al. 2020) (Kim, 

Choi, and Wakslak 2019) (Ha, Huang, and Park 2019) (Casares and Binkley 2022) (de Lenne et 

al. 2020) (Fardouly and Holland 2018). 

The literature available on the religious influences on consumer behavior, specifically in 

Indonesia's beauty industry, has focused on a complex relationship in campaigning through 

marketing strategies to consider the array of religious values and beliefs. Religious settings about 
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business contexts relevant to shaping consumer attitudes toward beauty products and the 

effectiveness of religion-sensitive marketing activities have been examined. 

Knowing this, a literature review above par will bring out a few themes related to the available 

literature on the influence of influencer marketing on mental health, implications of the religious 

contexts in influencer marketing strategies, and ethical considerations inherent in the 

promotion of beauty products through influencers. 

1. Influencer Marketing and Community Building 

Studies have shown that social media and influencer content can provide a sense of 

belongingness or attachment to society for marginalized or isolated people. On the negative 

side, "influencers raising awareness about an issue regarding diversity or 

underrepresentation promote inclusivity and positive identity among their followers, thereby 

improving mental health.". Through content and interactions, influencers create online 

spaces where similar-minded audiences can meet, experience, and bond. Considering 

Indonesia's geographical and cultural diversity, this can sometimes result in alienation for 

those who do not fit into the mold of local norms; therefore, this community is relevant in 

Indonesia. 

More often than not, successful influencers in Indonesia are very much aware of the cultural 

nuances. They balance global beauty trends against local cultural values, specifically about 

religious contexts. It is in this regard that cultural sensitivity aids in the creation of supportive 

communities and those respectful toward Indonesia's different cultural makeup. 

2. Mental Health Impacts of Influencer Marketing 

A systematic literature review conducted by Rosmiati et al. in 2023 concluded that a more 

balanced approach must be trained on the complex interplay between social media, digital 

marketing, and mental health. The finding underpins the call for careful examination of the 

possible benefits versus drawbacks of influencer marketing on consumers' mental health. 

Among the digital native generation, Gen Z in Indonesia must have developed advanced 

methods of processing influencer content. Firstly, as indicated by (Sukmayadi & Effendi, 

2018), higher levels of digital literacy may protect against some negative mental health effects 

associated with influencer marketing. Since they lean toward authenticity, they may prefer to 

follow those style influencers who hint at them in realistic lifestyles that may mitigate the 

detrimental impacts. These factors underline the changing times in how Gen Z engages with 

digital media, pointing to possible paths for future research and interventions that help 

researchers and marketers know and approach this demographic more effectively. 

3. Religious Influences and Consumer Behavior 

It is observable that research has documented that Indonesian consumers strongly associate 

with the dedication to religious values within the beauty industry. Systematic literature 

conducted by Sobari, Usman, and Fadilla in 2019 and Syahrivar and Azizah in 2018 showed 

significant religious influences on determining consumer behavior and preference within the 

beauty industry. This outcome underlines the importance of considering a diversified, diverse 

background of cultural and religious settings while developing marketing strategies aimed at 

Gen Z consumers in Indonesia, thereby confirming that religious contexts influence how 

consumers engage with beauty goods and services. 
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While the literature exists concerning influencer marketing, mental health impacts, religious 

contexts, and consumer behavior associated with digital marketing in the beauty industry, 

what remains lacking is an analysis bringing these dimensions in for a complete overview. 

This deeper understanding would further show how these complex dimensions interrelate 

and come into play for marketers and consumers themselves. 

 

METHODOLOGY  

This research will adopt the methodology of a literature review to gain an in-depth 

understanding of the exact manner in which the interplay takes place between the marketing 

function of influencers on beauty industry sectors, its impact on mental health, religious 

contexts, and consumer behavior while considering the digital marketing environment for Gen 

Z consumers residing in Indonesia. 

It will be done by systematically searching and appraising literature available for existing 

scholarly materials on influencer marketing, effects on mental health, the influence of religion, 

and customer behavior within the beauty sector concerning Indonesia's Gen Z customers. It will 

involve an exhaustive search and screening across academic databases, journals, and relevant 

publications to get insights from earlier research. Literature reviews will be done to understand 

the current state of knowledge, identify gaps in the literature, and understand the links among 

influencer marketing, mental health, religious contexts, and beauty industry consumer behavior 

relevant to Indonesia's Gen Z consumers. Relevant studies will be searched in Scopus, Web of 

Science, Google Scholar, ProQuest, and EBSCOhost databases. 

The eligibility criteria for this current study limits studies published either in English or 

Indonesian from 2015 to 2024, focusing mainly on influencer marketing, mental health, and 

religious contexts in the digital marketing of Beauty Products among Generation-Z people in 

Indonesia. Only studies with empirical evidence will be included, targeted at quantitative, 

qualitative, or mixed-method research. On the other hand, such research will be excluded if it 

does not pertain to Generation Z, the beauty domain, or religious settings or does not present 

any link between influencer marketing and mental health. 

Information will be extracted onto a standardized data extraction form, including, but not 

limited to, the following information: author(s), year of publication, study design, sample 

characteristics, data collection methods used, and key findings. By adopting this structured 

approach, all relevant information about the research in question will have been properly 

documented and easily analyzed. 

The results from the studies will be combined and analyzed using a narrative synthesis approach. 

The following themes shall be used to organize the synthesized data: how influencer marketing 

affects mental health. These religious contexts bear upon influencer marketing strategies and 

ethical issues involved in promoting beauty products using influencers. In this tack, multifaceted 

dynamics explored within works of literature offer fertile ground that intellectualizes the critical 

aspects forming the nucleus of digital marketing practices. 

 

RESULTS AND DISCUSSION  
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This literature review identifies major findings concerning the interplay among influencer 

marketing, mental health impacts, religious influences, and consumer behavior in the beauty 

industry context for Gen-Z consumers within Indonesia. 

1. Influencer Marketing and Community Building  

In return, it has been shown that social media and influencer content in offline spaces can 

induce connectedness and a related sense of belonging among marginalized or isolated 

individuals. Influencers play an important role in working through self-difference and 

representative work to create inclusivity and positive self-perception among their followers. 

It improves the mental health of Indonesia's Gen Z consumers. The potential empowerment 

and self-expression that the influencer material seems to advocate, combined with the 

possible gains of influence marketing in providing a friendlier environment online, lend 

credence to this reasoning by the user. The digital space is almost a haven for most young 

dwellers of Gen Z—especially from a disconnected immediate physical setting in Indonesia. 

Through content and engagement, the influencers have created a space where similar 

individuals may group and share experiences, form bonds and bond over a commonality. 

This digital community building becomes very important in Indonesia, where geographical 

and cultural diversity often leads to feelings of isolation among people who do not fit into 

the local notions of norms. (Jin et al., 2019). 

Influencers promoting positive self-image have, therefore, impacted the mental health of 

Gen Z consumers in Indonesia directly. Influencers can raise their self-esteem and body 

image by disrupting traditional beauty standards and encouraging self-acceptance. More 

specifically, this is in the beauty products sector—traditionally full of unrealistic standards. 

Overall, the empowerment and self-expression arising from the influencer's content lie at 

the heart of online community support. In many cases, influencers encourage their followers 

to be themselves—a version that could manifest through makeup, fashion, lifestyle, or other 

ways. That sort of empowerment mirrored values held by Gen Z, which were all about 

individual expression and self-expression. In so doing, a feedback loop was created that 

bonded the community even closer together than before. 

Successful Indonesian influencers, however, are usually acutely attuned to cultural nuance. 

They balance the global beauty trend with the local, especially in religious contexts. This 

builds supportive communities and respectful ones of Indonesia's multifaceted cultural 

landscape. 

Influencers set the environment for community building through their interactive 

engagement strategies. Live Q&A sessions, challenges, and user-generated campaigns make 

this happen so followers can be involved in the community. Two-way communication in that 

way would enhance the sense of belonging and give followers the feeling of being valued and 

heard. While the community-building part of influencer marketing is rich in benefits, one 

should not shun the fact that some drawbacks may exist. Still, pressure to adhere to new 

beauty standards is being put out there, even if more diverse, and this hurts mental health. 

Another thing is the commercialization of these communities, which raises ethical questions 

about authenticity and trust. 
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Influencer marketing strategies ideally construct and maintain online communities. 

Influencers channel a two-way interaction by Generation Z consumers in Indonesia's beauty 

industry. Correct influencer selection is essential to make influencer marketing successful, 

and businesses benefit by implementing influencer marketing, as observed by Nadanyiova 

and Sujanska 2023. Influencer marketing strategies build and maintain online communities 

among Gen Z. Gen Z consumers of Indonesia's beauty industry are influenced by Influencer 

marketing strategies. 

Influencer marketing affects online communities formed by Gen Z in Indonesia. The effect 

is on the formation and maintenance of online communities concerning the beauty industry. 

The study focused on the impact of influencers on consumer behavior. Causal research was 

adopted to identify cause-and-effect relationships. 

 

Table 1. Influencer Marketing and Community Building 

Author(s) years Key finding 
(Alawamleh and Afghani 2020), (Jin 
et al., 2019),(Chae 2018), 
(Nadanyiova and Sujanska 2023), 
(Wulandari and Assidiq 2023), 
(Hassan et al. 2021), (Chin 2019), 
(Ambarwati et al. 2019) 

• Influencer marketing can foster 
community and inclusivity 
among Gen Z consumers in 
Indonesia, particularly those who 
feel marginalized or isolated. 
Influencers who promote 
diversity and representation 
contribute to positive self-
perception and improved mental 
health. 

• Influencers promoting positive 
self-image improve the mental 
well-being of Indonesia's Gen Z 
by challenging traditional beauty 
standards and promoting self-
acceptance, which is crucial in an 
industry historically shaped by 
unrealistic ideals. 

(Djafarova and Rushworth 2017), 
(Syahbani and Widodo 2017), (Lou 
and Yuan 2019), (Audrezet, de 
Kerviler, and Guidry Moulard 2020), 
(Daud and Basbeth 2022) 

• The commercialization of online 
communities raises concerns 
about authenticity and potential 
negative impacts on mental 
health. The pressure to conform 
to new digital beauty standards, 
even if more diverse, can still be 
detrimental. 
 

2. Mental Health Impacts of Influencer Marketing 

Many studies talk about the negative influence of influencer marketing on mental health, T 

Muller, 2021; however, with consideration, the Indonesia Gen Z customer base has a variety 

of experiences and opinions which may not be elaborated properly by the studies. Rosmiati 



533 
 

 

et al. 2023 conducted a systematic literature analysis suggesting a comprehensive and 

balanced approach to understanding the complex interplay among social media, digital 

marketing, and induced mental health. The finding supports the user's assertion that there 

is a need for a critical examination of this industry's potential benefits and drawbacks so that 

other stakeholders understand how influencer marketing impacts consumers' mental 

health. As this generation is the first set of digital natives, Gen Z in Indonesia must have 

developed advanced methods to interplay with such influencer content. 

First, higher levels of digital literacy may inoculate them against certain negative mental 

health impacts of influencer marketing. Second, this generation values authenticity, so they 

will only support those showing authentic lifestyles, thus not leading to harmful effects. 

These factors underline the shifting dynamics of how Gen Z engages with digital media, 

hinting at ways in which research could be used and strategies that will help marketers 

immensely in fine-tuning their knowledge and strategy for better targeting of this 

demographic group effectively. Influencer Marketing has a positive effect on Purchase 

Intention and Brand Trust. 

The impact of mental health for Generation Z consumers was not specified. Seven important 

hypotheses were drawn using the findings from this research.: Good content from the 

influencers can raise engagement and purchase intention. Beauty influencers have a positive 

impact on the purchase decisions of Generation Z consumers. The impact of mental health 

on Generation Z consumers was not mentioned in the concept. Beauty influencers and the 

quality of products positively influence purchasing decisions. The focus of the study, in this 

case, was Garnier facial wash products within Surabaya. Influencer marketing has a positive 

influence on purchase decisions among Generation Z consumers.  

The impact on mental health is not specified in the provided research. There is no 

multicollinearity; the variables used are correct. There is no heteroskedasticity; the research 

results are consistent with Afandi et al. 2021. Influencer marketing influences purchase 

intention but not directly on mental health. This research did not address the impact of 

influencer marketing on mental health. The paper analyzes purchase intention influenced 

by beauty influencers. The study takes TasyaFarasya as a case study representing the Make 

Over brand. 

 

Table 2.Mental Health Impacts of Influencer Marketing 

Author(s) years Key finding 
(Pertiwi, 2022), (Sukmayadi& 
Effendi (2018), (Permana and Astuti 
2023), (Pakan and Purwanto 2022), 
(MaulinPurwaningwulan et al. 2019), 
(Iskamto and Rahmalia 2023), (Bayu 
Wibisono et al. 2023) 

• A systematic literature analysis 
suggests that Gen Z in Indonesia, 
as digital natives, possess 
advanced digital literacy, 
potentially mitigating negative 
mental health impacts linked to 
influencer marketing. Their 
preference for authentic 
influencer content reflects 
evolving dynamics in digital 
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media engagement, providing 
insights for marketers targeting 
this demographic. 

• The study underscored that 
authentic and engaging 
influencer content positively 
impacts engagement and 
purchasing decisions among 
Generation Z consumers, 
highlighting the critical role of 
content quality and product 
appeal in consumer behavior 
within the beauty industry. 

(T Muller, 2021), (Rosmiati, 
Supriadi, and Jannah 2023), (Afandi 
et al. 2021), (Ayu and Palupi 2020) 

• Studies examining the negative 
effects of influencer marketing on 
mental health should take into 
account the varied experiences 
and viewpoints of Indonesia's Gen 
Z consumers, which may be 
underrepresented in current 
research. 

• Influencer marketing 
significantly boosts purchasing 
intention and brand trust among 
Generation Z consumers, 
although the study did not detail 
specific mental health impacts.  

• Further research is needed to 
explore the factors influencing 
influencer marketing on mental 
health, including the role of 
digital literacy, authenticity, and 
the influence of specific types of 
content. 

 

3. Religious Influences and Consumer Behavior 

Studies have shown that consumers in Indonesia more easily identify themselves with the 

devotion of the beauty industry to religious values. According to Sobari, Usman, and Fadilla, 

2019, and Syahrivar and Azizah, 2018, through the systematic literature review, it was shown 

that the key factors were religious influences that determined customer behavior and 

preferences toward beauty industries. The result validates the user's claim that religious 

contexts influence how consumers interact with beauty goods and services, showing the 

need to consider a range of cultural and religious contexts in marketing strategies toward 

Indonesia's Gen Z consumers. 

Religious beliefs influence brand love, loyalty, and e-WOM in skincare. Halal skincare 

products reflect Islamic values that have shaped consumer behavior concerning brands. 
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Specifically, religious beliefs and brand identification impact brand love. Brand love, in turn, 

impacts brand loyalty and e-WOM. Religious beliefs impact what consumers are choosing 

in terms of beauty products. Generation Z in Indonesia considers religious values in their 

beauty buy. The paper presents the results of a survey on digital financial knowledge and 

behavior of Generation Z in Indonesia. The survey shows that Generation Z has the potential 

to accelerate financial inclusion. 

Influencer marketing, straddling mental health effects, religious influences in Indonesia. 

Key takeaways regarding the Gen Z consumer in the Indonesian beauty business: 

Cosmopolitanism does not directly add to the preferences of Generation Z towards global 

makeup products in Indonesia. Consumer ethnocentrism positively influences Generation 

Z's preferences towards global makeup products in Indonesia (Yunitasari & Parahiyanti, 

2022). 

In its stride, Indonesia's beauty industry has grown through fusions of worldwide trends and 

local religious values—making an unusual synthesis that speaks so much to its many 

consumers. Discuss the phenomenon of "glocalization" within the industry: international 

beauty brands bend their products and strategies toward local religious sensibilities. This 

approach incorporates Indonesian cultural and religious nuances into the global beauty 

standards, making them more inclusive and culturally sensitive. Moreover, this is one way 

many Generation Z consumers assert their identity in a globalized society's confusing 

crossroads, were tradition prongs with modernity. This dynamic interaction—the global 

beauty trends versus the local religious values—outlines the role Indonesia plays in being a 

pivotal market in which cultural authenticity and consumer identity will meet within the 

beauty industry. Social Media and Religious Influencers: Luigi and Simona, 2010.  

 

Table 3. Religious Influences and Consumer Behavior 

Author(s) years Key finding 
(Amalia 2019; Qoniatin 2018), 
(Waluyo, Qurniawati, and 
Nurohman 2023), (Novita Sari, 
Ningrum, and Hapsari 2022), 
(Aufi 2021) (Najib, Kusdiana, 
and Razli 2022), (Qoniatin 
2018), (Naseri and Abdullah 
2022), (Amalia 2019), 
(Divianjella et al. 2020), (Ansari 
and Mohammed 2015), 
(Suhartanto et al. 2021) 

• Religious beliefs and values significantly shape the 
beauty consumption behaviors of Gen Z consumers in 
Indonesia. Brands must align their marketing strategies 
with local religious sensitivities to effectively engage 
this demographic. 

• Scholars explored the complex dynamics of aligning 
marketing strategies with diverse religious values and 
beliefs, examining how these contexts affect consumer 
attitudes toward beauty products and the effectiveness 
of tailored marketing campaigns. 

(Qoniatin 2018; Sobari et al. 
2019), (Yunitasari and 
Parahiyanti 2022), (Luigi and 
Simona 2010), (Liu, Lu, and Qi 
2022), (Aoun and Tournois 
2015) (Madan et al. 2018), 
(MaulinPurwaningwulan et al. 

• Religious influences significantly shape consumer 
behavior and preferences in Indonesia's beauty 
industry, underscoring the necessity of integrating 
cultural and religious contexts into marketing 
strategies tailored for Gen Z consumers. 

• The convergence of influencer marketing, mental 
health impacts, and religious influences holds 
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2019), (Zaid et al. 2022), (Shah, 
Azhar, and Bhutto 2020), (Singh 
et al. 2020) 

substantial relevance in Indonesia's beauty industry, 
providing unique insights into the behavior and 
preferences of Generation Z consumers. 

• The concept of "glocalization" in Indonesia's beauty 
industry blends global trends with local religious 
values, promoting inclusivity and cultural sensitivity in 
product offerings and marketing strategies. Studies 
highlight the role of cultural branding, particularly 
within Indonesia's diverse cultural landscape, 
emphasizing the potential for influencer marketing to 
align with cultural and religious values, thereby 
fostering meaningful connections with Gen Z 
consumers. 

 

Influencer marketing is instrumental in building a community among Gen Z consumers in 

Indonesia. This finding emphasizes that the positive effect of this strategy calls for brands to 

adopt more inclusive marketing approaches that focus on belonging. By using influencers, a 

brand raises engagement and empowers normally underrepresented groups in the beauty 

industry, thus promoting diversity and representation. Future longitudinal studies may consider 

the lingering effects of influencer communities on consumer loyalty and brand perception. 

Moreover, it would be possible to know how different kinds of influencers, like micro-influencers 

and macro-influencers, contribute differently to building communities and inclusivity within the 

Indonesian beauty market. All these studies would give a deeper perception of what works in 

marketing. 

The mental health implications of influencer marketing are critical matters that brands and 

influencers should address carefully. Strategies to enhance the positive self-attitude and holistic 

well-being of Generation Z consumers in Indonesia must be designed. The ethical guidelines of 

influencer marketing should address the mental health concerns resulting from the said 

demographic. Future directions concern how future longitudinal studies will be conducted to 

provide the long-lasting effect of exposure to beauty influencer content on mental well-being 

among Gen Z consumers. Next, another qualitative research design would be in-depth interviews 

and focus groups to elicit meaningful insights into the perception of messages put across by the 

beauty influencers and how they are being internalized into self-concept by Gen Z consumers. 

The deep impact of religious values on consumer behavior underscores the importance of 

culturally sensitive marketing strategies within the Indonesian beauty industry. Any brand must 

consider the Islamic values associated with any product, as well as promotional activities, in an 

attempt to better understand the target audience. Directions for future research may lie in the 

exploration of complex connections between religious beliefs, beauty ideals, and influence 

marketing across different territorial and demographic segments within Indonesia. Moreover, 

the feasibility and efficiency of strategies for "halal" influencer marketing must be determined 

to reach and touch religiously conscious Generation Z consumers, thereby deepening the 

understanding of these dynamics in marketing practices. 

One will need to look at how influencer marketing complexities interplay with mental health 

concerns and religious influence when developing holistic marketing strategies in the beauty 
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industry in Indonesia. It is, therefore, germane that all these complex factors must be considered 

by industry practitioners when developing campaigns for products to capture the Generation Z 

consumer in Indonesia effectively. It is thus open to future research efforts to develop and test 

theoretical models that integrate influencer marketing, mental health impacts, and religious 

influences in providing further insights into the behavior of Gen Z consumers in Indonesia's 

beauty market. Mixed-method studies that can wed the power of quantitative surveys with other 

qualitative research methods would also be seminal in capturing nuanced insights and 

experiences of this Gen Z consumer cohort when negotiating these interlinking influences. 

The influencer marketing results reflected the Indonesian cultural and religious diversity, 

pointing out the differences in culturally sensitive marketing strategies between demographic 

groups and regions. A nuanced approach is essential; otherwise, the uniform strategy may not 

effectively resonate with diverse consumers. Such research in the future should look beyond 

Generation Z, with other age groups included, to establish how influencer marketing goes on to 

influence consumer behavior across varied demographics in Indonesia. It would thus return 

comparative studies across different geographical regions within the country, showing regional 

variations in the effectiveness of influencer marketing and how it dovetails with religious values 

and concerns around healthiness. Expanding the research scope this way shall help reach a 

holistic understanding of the dynamics shaping consumer responses to such influencer-driven 

marketing efforts in Indonesia. 

The ethical dimensions of influencer marketing require establishing guidelines that address 

mental health implications and religious sensitivities. To capture the Generation Z consumer, 

brands and influencers must be very serious about the promotional strategy's transparency and 

authenticity. Future directions for research will center on measuring or assessing the 

effectiveness of ethical frameworks in influencer marketing on consumer trust and brand 

perception. Furthermore, there is an imperative look into the role of regulatory bodies 

concerning ensuring ethical practices in the LANDSCAPE of influencer marketing in the 

Indonesian beauty industry. In light of this research agenda it places a responsible advertising 

practice that would consider consumer welfare and ethical standards within the purview of 

digital advertising. 

Consequently, the findings from this study have major implications for academia and beyond. 

Knowing the powerful effect of influencer marketing on mental health and that it may create a 

community environment might be used in marketing strategies that work to make the space 

more inclusive while empowering those historically marginalized. Moreover, understanding the 

role of religious values in consumer behavior might further reinforce the need for more culturally 

relevant marketing in the beauty industry. Such findings will be very instrumental to 

practitioners in the industry to further guide them along the path of correctly designing 

marketing campaigns that are more ethically oriented to reach consumers belonging to 

Generation Z in Indonesia. 

 

CONCLUSION 

This literature review enables an in-depth analysis of reciprocal influences between influencer 

marketing, mental health, and religious contexts within Indonesia's Gen Z beauty industry. The 
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findings underline the need for methods that balance community-making and sensitivity to the 

issues of mental health with religious values in an attempt to gain meaningful relations with this 

powerful consumer generation. 

Further research should be conducted using mixed-method approaches that give insight into 

these complex dynamics. There is a dire need for longitudinal studies on the long-term impacts 

of influencer marketing on mental health and consumer behavior. Future studies should also 

consider regional variations in religious beliefs and cultural norms. Further ethical research is 

required on the influence of influencer marketing on mental health and religious sensitivities.  

Therefore, influencer brands must implement strict selection criteria that border on 

authenticity, cultural sensitivity, and respect for ethical practices. Policymakers and key industry 

players should strategically stand to develop guidelines and regulations that factor in ethical 

concerns related to the practice of influencer marketing and its mental health effects. 
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ABSTRACT  

 

Objective: To analyze the role of Islamic fintech in advancing financial inclusion and 

sustainable development in Indonesia using SWOT analysis. 

Methodology: A qualitative approach is employed, using secondary data from academic 

journals, policy documents, and case studies. The analysis is structured around a SWOT 

framework to categorize and interpret findings 

Findings: Key strengths include Indonesia's large Muslim population and supportive policies, 

while weaknesses like low financial literacy and infrastructure gaps persist. Opportunities in 

technology and ethical finance are countered by threats such as cybersecurity risks and 

regulatory challenges. 

Theoretical and/or Methodological contributions: The study contributes theoretically 

by integrating SWOT analysis into Islamic fintech development, providing a structured lens for 

assessing its ecosystem. Methodologically, it identifies priority areas for future research, 

including primary data collection through expert interviews 

Research/ Practical Implications: Highlights the need for regulatory innovation, 

infrastructure investment, and financial literacy programs to enhance Islamic fintech's impact 

on inclusive growth 

 

Keywords: Islamic Fintech; Financial Inclusion; Sharia Principles; Sustainable Development 

Goals; Indonesia's Muslim Population 

 

INTRODUCTION  

Indonesia, as the country with the largest Muslim population in the world, holds significant 

potential to lead the development of the global Islamic economy. The Islamic finance sector, a 

critical component of this economy, is steadily evolving with the advent of financial technology 

(fintech). The integration of fintech and Islamic finance presents a unique opportunity to 

address pressing socio-economic challenges, particularly those related to financial inclusion and 

sustainable development (Nuryitmawan, 2023; Saifurrahman & Kassim, 2024). However, 

despite its promising potential, the implementation and optimization of Islamic fintech in 

Indonesia remain riddled with challenges, including regulatory complexities, digital 

infrastructure gaps, and socio-cultural barriers. 
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Islamic fintech, defined as the provision of financial services leveraging technology while 

adhering to Sharia principles, has garnered increasing attention as an innovative tool to bridge 

financial access gaps. Traditional financial systems often exclude vast segments of the 

population due to barriers such as limited physical access, lack of trust in conventional banking, 

or misalignment with Islamic ethical values (Rahmati, 2024). By offering sharia-compliant 

solutions through digital platforms, Islamic fintech can expand financial services to unbanked 

and underbanked populations, thereby promoting inclusive economic growth. 

Financial inclusion is a critical driver of economic development, enabling individuals and small 

businesses to participate in the formal economy. According to the World Bank, financial 

inclusion facilitates access to credit, savings, and insurance, which are essential for economic 

stability and growth. In Indonesia, where approximately 40% of the adult population remains 

unbanked, the potential of Islamic fintech to contribute to financial inclusion is immense 

(Aryusmar, 2020; Setiawan et al., 2021). Peer-to-peer lending, crowdfunding, and digital 

payment platforms are examples of fintech innovations that have already begun transforming 

the financial landscape in the country. 

Moreover, Islamic fintech aligns seamlessly with the principles of sustainable development. By 

adhering to Sharia principles, which emphasize ethical investing, risk-sharing, and avoiding 

exploitative practices, Islamic fintech can contribute to the achievement of the United Nations 

Sustainable Development Goals (SDGs). For instance, fintech platforms can promote poverty 

alleviation (SDG 1) by providing microloans to underserved communities, support economic 

growth (SDG 8) through MSME financing, and foster innovation (SDG 9) by leveraging 

technology for inclusive development. These contributions underscore the potential of Islamic 

fintech as a catalyst for ethical and sustainable economic growth (Amilahaq et al., 2022; 

Fadillah, 2021). 

The novelty of this study lies in its comprehensive exploration of the intersection between 

Islamic fintech and sustainable development in Indonesia. While existing research often focuses 

on the technical and operational aspects of Islamic fintech, this paper highlights its strategic role 

in advancing financial inclusion and achieving SDGs within the unique socio-economic context 

of Indonesia (Nurohman et al., 2021; Padli, 2021). By emphasizing both opportunities and 

challenges, this study aims to provide actionable insights for policymakers, practitioners, and 

academics interested in leveraging Islamic fintech for sustainable development. 

Despite its potential, several key issues must be addressed to optimize the impact of Islamic 

fintech in Indonesia. First, how can Islamic fintech bridge the gap in financial inclusion while 

adhering to Sharia principles? Second, what are the specific contributions of Islamic fintech to 

the SDGs, and how can these be maximized? Third, what strategies can effectively address the 

regulatory, infrastructural, and socio-cultural challenges hindering the growth of Islamic 

fintech? By addressing these questions, this study seeks to contribute to a deeper understanding 

of the transformative potential of Islamic fintech in Indonesia’s socio-economic landscape 

 

LITERATURE REVIEW  

Islamic fintech is grounded in the principles of Islamic economics, which aim to establish justice, 

risk-sharing, and ethical transactions. Central to this framework are prohibitions against riba 
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(interest), gharar (uncertainty), and haram (prohibited) activities, along with a strong emphasis 

on transparency and fairness (Rusydiana, 2018). These principles form the basis of financial 

services such as mudarabah (profit-sharing) and murabahah (cost-plus financing), commonly 

adopted in Islamic fintech platforms. 

Financial inclusion is a key objective in Islamic economics, where access to ethical financial 

services is considered a fundamental right. Fintech innovations, particularly peer-to-peer 

lending and crowdfunding, enhance this inclusion by offering digital platforms that adhere to 

Sharia compliance while serving underbanked populations (Nugroho et al., 2017). Such 

platforms facilitate economic participation without compromising ethical values. 

Sustainable development is another cornerstone of Islamic fintech, as Sharia principles 

inherently align with the United Nations Sustainable Development Goals (SDGs). Ethical 

investing and risk-sharing promote economic growth (SDG 8) and poverty reduction (SDG 1). 

Furthermore, technologies like blockchain ensure transparency in zakat distribution and waqf 

management, amplifying the impact of Islamic social finance (Widiyanti, 2023). 

Rogers' Diffusion of Innovations theory provides a framework for understanding the adoption 

of Islamic fintech. Factors like relative advantage, compatibility with existing values, and 

observability of benefits influence user acceptance (Yu, 2022). However, barriers such as limited 

financial literacy and infrastructure gaps must be addressed to facilitate wider adoption. 

Existing studies have highlighted the transformative potential of Islamic fintech in various 

contexts. For instance, (Rusydiana, 2018) examined the growth trajectory of Islamic fintech in 

Indonesia, emphasizing its role in bridging financial access gaps and fostering economic 

empowerment. The study identified the significant opportunities presented by Indonesia's large 

Muslim population and the rising demand for sharia-compliant financial products. However, it 

also noted challenges such as regulatory bottlenecks and limited public awareness.  

(Hiyanti et al., 2020) explored the contributions of Islamic fintech to financial inclusion, 

particularly through peer-to-peer lending and crowdfunding platforms. Their research found 

that these platforms have significantly increased access to finance for micro, small, and medium 

enterprises (MSMEs), thus supporting local economic development. The authors stressed the 

importance of regulatory frameworks that balance innovation with consumer protection and 

Sharia compliance. 

(Laldin & Djafri, 2021) analyzed the alignment of Islamic fintech with sustainable development 

goals (SDGs), highlighting its role in poverty alleviation and economic growth. The study 

provided evidence of how fintech innovations, such as digital zakat and waqf platforms, enhance 

the efficiency and transparency of Islamic social finance mechanisms. These findings underscore 

the potential of Islamic fintech to address pressing socio-economic challenges while upholding 

ethical principles. 

(Marzuki & Nurdin, 2020) investigated the behavioral factors influencing the adoption of 

Islamic fintech products in Indonesia. Their research revealed that user intentions are shaped 

by factors such as perceived ease of use, trust in technology, and the alignment of products with 

Islamic values. This highlights the need for fintech providers to invest in user education and 

trust-building measures to enhance adoption rates. 
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International studies, such as (Todorof, 2018), provide a broader perspective by comparing 

Islamic fintech development across different regions. Todorof's work emphasized the 

importance of global collaboration in advancing Islamic fintech, particularly through knowledge 

sharing and standardization of Sharia compliance practices. This perspective is crucial for 

positioning Indonesia as a global hub for Islamic fintech innovation. 

Previous research underscores the multifaceted potential of Islamic fintech in addressing 

financial inclusion, supporting MSMEs, and contributing to sustainable development. However, 

gaps remain, particularly in understanding the specific strategies needed to overcome 

Indonesia's unique regulatory, infrastructural, and socio-cultural challenges. This study seeks to 

fill these gaps by providing a comprehensive analysis of Islamic fintech's role in advancing the 

national development agenda. 

 

METHODOLOGY  

This study employs a qualitative approach to explore the role of Islamic fintech in advancing 

financial inclusion and sustainable development in Indonesia. A SWOT (Strengths, Weaknesses, 

Opportunities, and Threats) analysis framework is utilized to identify key factors influencing the 

growth and impact of Islamic fintech. 

The data for this study are collected from various sources, including academic journals, policy 

documents, industry reports, and case studies of Islamic fintech platforms operating in 

Indonesia. This approach ensures a broad and comprehensive understanding of the factors 

influencing Islamic fintech development. These data are then analyzed within the SWOT 

framework to categorize insights into four dimensions: internal strengths, internal weaknesses, 

external opportunities, and external threats(ALAM, 2022; Samodra et al., 2024). 

The strengths identified include Indonesia’s large Muslim population, increasing digital literacy, 

and supportive government policies aimed at fostering financial inclusion. Weaknesses, 

however, highlight the challenges of limited public awareness about Islamic fintech, gaps in 

digital infrastructure, and low levels of Islamic financial literacy, particularly in rural areas. On 

the other hand, advancements in financial technology, global interest in ethical finance, and 

potential international collaborations represent significant opportunities for the growth of 

Islamic fintech. Lastly, threats such as cybersecurity risks, regulatory uncertainties, and 

heightened market competition must be strategically addressed to ensure the sustainability and 

effectiveness of Islamic fintech solutions. 

While this study provides an initial exploration of Islamic fintech using secondary data, future 

research should incorporate primary data collection through expert interviews with 

practitioners, policymakers, and academics to validate and expand on the findings. These 

interviews can offer deeper insights into practical challenges and opportunities, helping refine 

strategies for advancing Islamic fintech in Indonesia. 

 

RESULTS AND DISCUSSION  

SWOT Analysis  

Indonesia's large Muslim population and supportive government policies form the backbone of 

the Islamic fintech ecosystem. With an increasing rate of smartphone penetration, digital 
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literacy is also rising, creating fertile ground for mobile-based financial solutions. Furthermore, 

the cultural and religious alignment of the population with Sharia principles ensures a strong 

foundation for the acceptance and growth of Islamic fintech products. 

These strengths not only enable Islamic fintech to flourish domestically but also position 

Indonesia as a potential global leader in the Islamic financial technology sector. The 

combination of supportive policies and technological readiness offers a unique competitive 

advantage.  

Despite its strengths, Indonesia faces several internal challenges. Limited public awareness 

about Islamic fintech and its benefits remains a significant barrier to adoption, particularly in 

rural and underserved areas. Additionally, gaps in digital infrastructure and fragmented 

regulatory frameworks hinder the scalability and integration of Islamic fintech services. 

Low levels of financial literacy, especially regarding Sharia-compliant financial products, further 

compound these issues. Many fintech startups also struggle with limited access to capital, 

restricting their ability to innovate and expand their offerings. 

Globally, there is growing interest in ethical finance and sustainable economic practices. This 

trend provides a significant opportunity for Indonesia to leverage Islamic fintech as a driver of 

ethical financial solutions. Advancements in technologies such as blockchain and artificial 

intelligence can enhance transparency, efficiency, and scalability in Islamic fintech operations. 

Furthermore, integrating Islamic fintech into national Sustainable Development Goals (SDGs) 

strategies can amplify its impact on poverty alleviation, financial inclusion, and economic 

growth. The rising middle class, with an increasing preference for ethical financial products, 

represents an expanding market for Islamic fintech services. 

Several external threats pose challenges to the growth of Islamic fintech in Indonesia. 

Cybersecurity risks are a critical concern, given the increasing reliance on digital platforms. 

Regulatory uncertainties and market competition also threaten the stability and scalability of 

Islamic fintech operations. 

Resistance to digital adoption in certain traditional communities and the potential misuse of 

Sharia compliance for profit-oriented motives could undermine trust in Islamic fintech services. 

These threats necessitate proactive strategies to mitigate risks and build confidence among 

stakeholders. 
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Figure 1. SWOT Analysis 

 

Bridging Financial Inclusion and Adhering to Sharia Principles 

Islamic fintech has the potential to serve as a transformative solution for bridging Indonesia’s 

financial inclusion gap while adhering to Sharia principles. This is particularly supported by 

Indonesia's strength in having a large Muslim population and supportive government policies, 

which provide a strong base for Sharia-compliant financial products. Peer-to-peer (P2P) lending 

platforms, leveraging mudarabah (profit-sharing) and murabahah (cost-plus financing) 

contracts, utilize advancements in technology (an identified opportunity) to eliminate 

geographical barriers. These platforms are instrumental in reaching underserved populations in 

rural areas, addressing one of the major weaknesses in Indonesia's traditional financial systems.  

To mitigate threats such as regulatory uncertainties and low public trust, enhancing financial 

literacy tailored to Islamic finance is essential. Educational campaigns and collaborations 

between fintech providers, government agencies, and religious institutions can demystify 

Islamic fintech and build user confidence. Additionally, the integration of QR codes and mobile 

wallets, enabled by increasing digital literacy (strength) and mobile penetration, further 

enhances inclusion by providing accessible and secure payment systems for those previously 

excluded from the financial ecosystem. 

Another critical aspect is enhancing financial literacy tailored to Islamic finance. A lack of 

understanding about Sharia-compliant products often hinders adoption, making education an 

essential pillar for bridging inclusion gaps. Programs aimed at raising awareness about Islamic 

finance, conducted through partnerships between government agencies, fintech providers, and 

religious institutions, can demystify Islamic fintech and encourage broader acceptance. Such 

initiatives not only build trust but also empower individuals to make informed financial 

decisions. 
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Finally, collaboration between Islamic fintech companies and microfinance institutions can 

create hybrid models that combine the reach of digital platforms with the personalized services 

of community-based organizations. These collaborations can enhance the scalability and impact 

of Sharia-compliant financial solutions, particularly for micro, small, and medium enterprises 

(MSMEs) that form the backbone of Indonesia’s economy. By addressing these dimensions 

comprehensively, Islamic fintech can emerge as a key enabler of financial inclusion while 

upholding the ethical tenets of Islamic finance. 

Contributions to Sustainable Development Goals (SDGs)  

Islamic fintech's contributions to the Sustainable Development Goals (SDGs) are intrinsically 

linked to its ability to capitalize on opportunities like global interest in ethical finance and 

advancements in technology (Mohammad Mahbubi Ali et al., 2020). For example, digital zakat 

and waqf platforms, leveraging blockchain (opportunity), enhance transparency and trust, 

ensuring that funds are distributed to the most vulnerable populations, directly addressing 

poverty alleviation (SDG 1). This aligns with Indonesia’s strength in having strong religious and 

community networks to support such initiatives. 

Promoting decent work and economic growth (SDG 8) is facilitated by Sharia-compliant 

crowdfunding and investment platforms. These platforms channel resources into productive 

sectors like agriculture and MSMEs, addressing weaknesses such as limited access to capital for 

small businesses while avoiding speculative practices that may harm societal welfare. By aligning 

these platforms with sustainable practices, Islamic fintech also contributes to innovation and 

infrastructure (SDG 9), positioning itself as a leader in ethical financial innovation 

However, the threat of cybersecurity risks must be addressed to maintain trust in these 

platforms. Investments in robust cybersecurity measures and regulatory safeguards are critical 

to mitigate these challenges, ensuring the long-term viability and impact of Islamic fintech. 

To maximize these contributions, coordinated efforts among stakeholders are essential. 

Policymakers, Islamic financial institutions, and technology providers must collaborate to align 

fintech innovations with national SDG priorities. Public awareness campaigns emphasizing the 

alignment of Islamic fintech with sustainable and ethical development goals can further 

strengthen its acceptance and impact. By integrating Islamic fintech into broader economic and 

social strategies, Indonesia can harness its transformative potential to achieve inclusive and 

sustainable development. 

Addressing Regulatory, Infrastructural, and Socio-Cultural Challenges 

To ensure the sustainable growth of Islamic fintech in Indonesia, it is crucial to address the 

regulatory, infrastructural, and socio-cultural challenges that hinder its development. On the 

regulatory front, a dynamic and adaptive framework is needed to support innovation while 

maintaining Sharia compliance and protecting consumer interests. Establishing a dedicated 

regulatory sandbox for Islamic fintech can facilitate experimentation and enable authorities to 

refine policies in a controlled environment. Strengthening coordination between regulatory 

bodies, such as Bank Indonesia and the Otoritas Jasa Keuangan (OJK), is essential to streamline 

guidelines and avoid overlaps. 

Infrastructural challenges, particularly in rural areas, require immediate attention. Expanding 

digital infrastructure through public-private partnerships can bridge the digital divide, ensuring 
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equitable access to fintech services. Targeted initiatives such as subsidizing internet access for 

low-income communities and developing mobile-based financial tools can further enhance 

inclusivity. Moreover, investments in cybersecurity are critical to safeguard user data and build 

trust in digital platforms. 

The weaknesses of limited infrastructure and low financial literacy are significant barriers to the 

growth of Islamic fintech. Addressing these requires leveraging Indonesia’s strength in 

supportive government policies to drive investments in digital infrastructure. Public-private 

partnerships can bridge the digital divide, especially in rural areas, by expanding broadband 

access and subsidizing internet costs for low-income communities. Furthermore, regulatory 

threats can be mitigated through the establishment of a dedicated regulatory sandbox for Islamic 

fintech, allowing for innovation within a controlled environment while maintaining Sharia 

compliance (Windiasari & Hidayat, 2024). 

Socio-cultural barriers, including low levels of Islamic financial literacy, demand a multi-

pronged approach. Incorporating Islamic finance concepts into school curricula and community 

programs can foster a better understanding of Sharia-compliant products from an early age 

(Adzimatinur & Manalu, 2021; Jayengsari & Husaeni, 2020). Collaborative efforts between 

fintech companies, religious leaders, and educational institutions can amplify outreach efforts 

and build trust among potential users. Additionally, marketing campaigns that emphasize the 

alignment of Islamic fintech with ethical and religious values can dispel misconceptions and 

encourage adoption. 

To overcome socio-cultural barriers, marketing campaigns and educational initiatives that 

emphasize the alignment of Islamic fintech with ethical and religious values can foster greater 

acceptance. Collaborations with religious leaders and educational institutions are instrumental 

in addressing misconceptions and increasing trust. By addressing these challenges 

systematically, Islamic fintech can transform its weaknesses into strengths and capitalize on 

emerging opportunities, ultimately solidifying Indonesia's position as a global leader in the 

Islamic fintech sector. 

By systematically addressing these regulatory, infrastructural, and socio-cultural challenges, 

Islamic fintech can overcome existing barriers and unlock its full potential. Such efforts will 

enable Indonesia to establish itself as a global leader in the Islamic fintech sector, driving 

inclusive and sustainable economic development in alignment with national priorities. 

 

CONCLUSION 

This study employed a SWOT analysis to comprehensively examine the role of Islamic fintech in 

Indonesia's financial ecosystem, emphasizing its potential to drive financial inclusion and 

sustainable development. Strengths such as Indonesia's large Muslim population and supportive 

policies provide a strong foundation for growth, while opportunities like advancements in 

technology and global interest in ethical finance open new avenues for expansion. However, 

weaknesses including limited digital infrastructure and financial literacy, alongside threats like 

cybersecurity risks and market competition, necessitate targeted strategies.  

Islamic fintech has demonstrated its ability to bridge financial inclusion gaps while adhering to 

Sharia principles. By leveraging technologies such as blockchain and mobile platforms, it 
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supports underserved communities, MSMEs, and sustainable development goals (SDGs), 

including poverty alleviation and economic growth. However, success hinges on addressing 

regulatory, infrastructural, and socio-cultural challenges. Establishing a regulatory sandbox, 

investing in digital infrastructure, and integrating financial literacy into education are essential 

steps. 

By addressing these elements holistically, Islamic fintech can position itself as a transformative 

force within Indonesia's financial landscape. This approach will not only elevate Indonesia as a 

global leader in Islamic finance innovation but also align its economic growth with ethical and 

sustainable practices, ensuring a more inclusive and resilient future. 

 

REFERENCES 

Adzimatinur, F., & Manalu, V. G. (2021). The Effect of Islamic Financial Inclusion on Economic 

Growth: A Case Study of Islamic Banking in Indonesia. Budapest International Research 

and Critics Institute (BIRCI-Journal): Humanities and Social Sciences. 

https://doi.org/10.33258/birci.v4i1.1699 

ALAM, K. (2022). Î-FinTech’in SWOT Analizi. Karatay Journal of Islamic Economics and 

Finance. 

Amilahaq, F. … Pertiwi, B. C. (2022). Managing Islamic Financial Planning Inclusion in 

Indonesia. Tazkia Islamic Finance and Business Review. 

https://doi.org/10.30993/tifbr.v15i1.243 

Aryusmar. (2020). Exploring fintech for sustainable finance and sustainable development in 

Indonesia. Proceedings of 2020 International Conference on Information Management 

and Technology, ICIMTech 2020. https://doi.org/10.1109/ICIMTech50083.2020.9211235  

Fadillah, A. Z. (2021). Acceleration of Financial Technology Growth towards Inclusiveness of 

Unbankable Society in Achieving the Vision of the Islamic Banking Roadmap 2020-2025 

(Case Study: Generation Z, Jabodetabek). Airlangga International Journal of Islamic 

Economics and Finance. https://doi.org/10.20473/aijief.v4i2.31434 

Hiyanti, H. … Fitrijanti, T. (2020). Peluang dan Tantangan Fintech (Financial Technology) 

Syariah di Indonesia. Jurnal Ilmiah Ekonomi Islam. 

https://doi.org/10.29040/jiei.v5i3.578 

Jayengsari, R., & Husaeni, U. (2020). Management Of Financial Inclusion In Islamic Banking: 

Evidence From Indonesia. 1, 21–35. https://doi.org/10.15575/FSL.V1I1.8579 

Laldin, M. A., & Djafri, F. (2021). The role of Islamic finance in achieving Sustainable 

Development Goals (SDGs). In Islamic Finance and Sustainable Development: A 

Sustainable Economic Framework for Muslim and Non-Muslim Countries. 

https://doi.org/10.1007/978-3-030-76016-8_6 

Marzuki, M., & Nurdin, N. (2020). The influence of halal product expectation, social 

environment, and fiqih knowledge on intention to use shariah financial technology 

products. International Journal of Innovation, Creativity and Change. 

Mohammad Mahbubi Ali … Muhammad Rizky Prima Sakti. (2020). Strengthening Indonesiaʼs 

Islamic Financial Inclusion: An Analytic Network Process Approach. ICR Journal. 

https://doi.org/10.52282/icr.v11i2.785  



553 
 

 

Nugroho, L. … Fitrijanti, T. (2017). The Urgency of Allignment Islamic Bank to Increasing the 

Outreach (Indonesia Evidence). International Journal of Economics and Financial Issues. 

Nurohman, Y. A. … Narulitasari, D. (2021). Fin-Tech, Financial Inclusion, and Sustainability: a 

Quantitative Approach of Muslims SMEs. International Journal of Islamic Business Ethics. 

https://doi.org/10.30659/ijibe.6.1.54-67 

Nuryitmawan, T. R. (2023). The Impact of Islamic Fintech on Poverty Alleviation in Indonesia: 

A Socio-Economic Implications. Airlangga Journal of Innovation Management. 

https://doi.org/10.20473/ajim.v4i2.49478 

Padli, M. S. (2021). Integrasi Perbankan dan Fintech Syariah Guna Mendukung Merger Bank 

Bumn Syariah dan Kesejahteraan Sektor Pertanian Indonesia Era Covid-19. Muslim 

Heritage. https://doi.org/10.21154/muslimheritage.v6i2.2878 

Rahmati, A. (2024). The Synergy Between Fintech and Islamic Banking: Expanding Access to 

Financial Inclusion. Al Mashaadir : Jurnal Ilmu Syariah. 

https://doi.org/10.52029/jis.v5i1.215 

Rusydiana, A. S. (2018). DEVELOPING ISLAMIC FINANCIAL TECHNOLOGY IN INDONESIA. 

Hasanuddin Economics and Business Review. https://doi.org/10.26487/hebr.v2i2.1550 

Saifurrahman, A., & Kassim, S. H. (2024). Regulatory issues inhibiting the financial inclusion: a 

case study among Islamic banks and MSMEs in Indonesia. Qualitative Research in 

Financial Markets. https://doi.org/10.1108/QRFM-05-2022-0086 

Samodra, V. N. … Basit, A. (2024). Strategi Pengembangan Desa Wisata Senggigi Dengan Swot 

Dan Tata Kelola Kolaborasi. Management Studies and Entrepreneurship Journal (MSEJ), 

5(2 SE-Articles), 4490–4499. https://doi.org/10.37385/msej.v5i2.6106 

Setiawan, B. … Zoltan, Z. (2021). User innovativeness and fintech adoption in indonesia. Journal 

of Open Innovation: Technology, Market, and Complexity. 

https://doi.org/10.3390/joitmc7030188 

Todorof, M. (2018). Shariah-compliant FinTech in the banking industry. ERA Forum. 

https://doi.org/10.1007/s12027-018-0505-8 

Widiyanti, D. R. (2023). Blockchain-based Digital Information Systems for Social Funds, Zakat, 

Infaq Alms, and Waqf Transparency. In Digital Transformation and Inclusive Economic 

Development in Indonesia. https://doi.org/10.11594/futscipress9 

Windiasari, T., & Hidayat, A. R. (2024). The Influence Of Organizational Factors, Individual 

Factors, And Environmental Factors On Employee Work Stress In The Regional Office Of 

The Ministry Of Religious Affairs Of Ntb Province. Jurnal of Applied Business and Banking 

(JABB), 5(1), 44–54. https://doi.org/https://doi.org/10.31764/jabb.v5i1.22832 

Yu, P. (2022). Diffusion of Innovation theory. In Implementation Science: The Key Concepts. 

https://doi.org/10.4324/9781003109945-16 

  



554 
 

 

The Impact of Knowledge Base on Financial Digitalization, Marketing 

Digitalization, and Production Efficiency on the Quality of MSMEs 

Vegalyra Novantini Samodra1, Ahmad Ridho Hidayat1, Abdul Basit1, Shakira 
Raziq Setiawan2, Sandra Widjanarko1, Radhitya Putra Ramadhan1 

1Universitas Islam Al-Azhar, Indonesia 
2University of Queensland, Australia 

 

ABSTRACT 

 

MSMEs known lack of digital knowledge base where digitalization has not been utilized 

optimally. In addition, there are problems of production inefficiency, especially in limited 

capital, lack of skilled labour, and use of technology. So, it is important to conduct research on 

the need for a digital knowledge base in management practices. This research will be conducted 

using a concurrent mixed method that collect both qualitative and quantitative data, which will 

allow researchers to gather rich, contextual insights while simultaneously obtaining measurable 

and statistically analysable data. The result found that knowledge base related to digital and 

technology in management practices in MSMEs is divided into 3 groups, namely operational and 

production management, marketing management, and financial management. By improving the 

knowledge base and capabilities of operational and production management, marketing 

management, and financial management, especially supported by digitalization, to enhance the 

quality of MSMEs. Skills needed additionally those that can support the chain from input to 

output of production and marketing. Furthermore, skills related to problem solving and creative 

thinking can improve management practices. Moreover, support is needed from the use of 

technology such as applications and software at affordable prices. 

 

Keywords: financial, marketing, digitization, production efficiency, MSMEs 

 

INTRODUCTION 

The high quality of MSMEs is influenced by innovative digital knowledge competencies. Digital 

knowledge, when accompanied by innovation (Dehbokry & Chew, 2014), will improve 

performance (Khin & Ho, 2019) and the sustainability of MSME businesses (Prakasa, 2022). 

However, MSMEs face barriers in achieving sustainable capabilities. These barriers are digital 

knowledge (Krommes & Tomaschko, 2023; Sorger et al., 2021) capital (Krommes & Tomaschko, 

2023), and capacity. The digital knowledge competencies needed by MSMEs consist of digital 

payments (Engidaw, 2022; Mangifera et al., 2022), digital marketing (Engidaw, 2022; Sihotang 

et al., 2020), electronic financial systems (Engidaw, 2022),digital communication (Engidaw, 

2022)and digital supply chain systems (Engidaw, 2022), and digital production (Krommes & 

Tomaschko, 2023). These potential references provide valuable insights into specific areas of 

digital knowledge that are important for MSMEs. 

When viewed from the utilization of digital, MSMEs in the Bali Nusa Tenggara region have an 

average internet utilization at a low level. According to the East Ventures Digital 
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Competitiveness Index (EV-DCI) 2022 report, the Bali Nusa Tenggara region is at point 22 on a 

scale of 0-100 (East Ventures, 2022). 

 
Figure 1 Internet Utilization Index by Workforce/MSMEs by Region (2022)  

             Source: East Ventures, 2022 

 

In addition to the lack of digital knowledge competency, MSMEs experience production 

inefficiency problems. Production is the most important thing in running operations in MSMEs 

(Lekmat, 2019). However, in the process, MSMEs experience production inefficiency problems. 

Production inefficiencies in MSMEs include lack of skills (Lekmat, 2019), raw materials, 

technology (Gupta et al., 2022; Nagy et al., 2023; Purwaningsih & Effendi, 2015), and inadequate 

financial support (Lekmat, 2019; Sanusi et al., 2020). Technology adoption can be increased 

with strategies that are in line with the situation (Canhoto et al., 2021) and require collaboration 

between MSMEs and universities (Fitriani et al., 2021). 

MSMEs known lack of digital knowledge base where digitalization has not been utilized 

optimally. In addition, there are problems of production inefficiency, especially in limited 

capital, lack of skilled labour, and use of technology. So it is important to conduct research on 

the need for a digital knowledge base in management practices. 

 

LITERATURE 

The quality of micro, small, and medium enterprises (MSMEs) is increasingly recognized as a 

critical factor for enhancing their performance and sustainability in a competitive market. To 

achieve better performance results, MSMEs must adopt integrated management practices.  

Research discusses how empowerment of MSMEs currently pays little attention to technical and 

managerial aspects (Riadi et al., 2024)Managerial practices, such as effective Supply Chain 

Management (SCM), which include customer relationship management and supplier 

relationship management, can lead to improved firm performance (Fitriyani et al., 2022). This 

interconnectedness allows for streamlined operations, reduced costs, and improved product 

quality, which are essential for maintaining competitiveness in today's market. Furthermore, the 

integration of quality management systems within SCM practices ensures that quality standards 
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are met consistently, thereby enhancing overall business performance (Memarista et al., 2023). 

This approach not only improves operational efficiency but also enhances customer satisfaction 

and market competitiveness. 

The financial aspect of operational management cannot be overlooked. The effective 

management of capital is essential for MSMEs to sustain their operations and invest in growth 

opportunities. Al-Shboul et al. note that best supply chain management practices are vital for 

low-performing firms to remain competitive, emphasizing the need for MSMEs to adopt 

integrated logistics systems that manage inventory, vendor relationships, and distribution 

effectively (AL-Shboul et al., 2018). This financial integration allows MSMEs to optimize their 

resource allocation and improve their operational capabilities. 

The quality of micro, small, and medium enterprises (MSMEs) is significantly influenced by 

their ability to adopt integrated management practices that encompass financial management 

and knowledge-based strategies. These practices are essential for enhancing productivity, 

ensuring sustainability, and fostering growth in an increasingly competitive environment. 

Financial management is a critical component for MSMEs, as it directly affects their operational 

efficiency and overall performance. Effective financial management practices enable MSMEs to 

allocate resources wisely, manage cash flow, and make informed investment decisions. For 

instance, Nassuna emphasizes the importance of financial resilience, which encompasses the 

ability of MSMEs to recover from financial shocks and maintain operational continuity. This 

resilience is achieved through a multi-dimensional framework that includes access to financial 

services, possession of economic resources, and financial knowledge (Nassuna et al., 2023). By 

enhancing their financial literacy, MSME owners can improve their decision-making 

capabilities, thereby facilitating better financial outcomes and growth opportunities (Anshika & 

Singla, 2022). 

Moreover, the integration of knowledge management practices is vital for MSMEs to enhance 

their innovation capabilities and competitive advantage. Knowledge management involves the 

systematic acquisition, sharing, and utilization of knowledge to improve performance. Atika 

highlights that MSMEs that effectively manage their knowledge can adapt to changing market 

dynamics and improve their marketing sustainability (Atika, 2023). Furthermore, sharing of 

information and open communication among the people involved important to create more 

work environment (Samodra, 2024). This is particularly important in the context of MSMEs, 

where access to information and the ability to leverage knowledge can significantly impact their 

operational success. 

Moreover, the role of knowledge sharing and dissemination in the digital transformation of 

MSMEs cannot be overlooked. Aji and Priyono highlight the importance of equity crowdfunding 

as a knowledge broker that facilitates the sharing of best practices and innovations among 

MSMEs (Trunugraha Aji & Priyono, 2021). By fostering a culture of knowledge sharing, MSMEs 

can adopt new technologies and management practices that enhance their operational quality 

and sustainability. 

The concept of absorptive capacity, which refers to a firm's ability to recognize, assimilate, and 

apply external knowledge, is also crucial for MSMEs. Kostopoulos et al. argue that exposure to 

complementary external knowledge flows can enhance a firm's innovation and financial 



557 
 

 

performance (Kostopoulos et al., 2011). By fostering an environment that encourages knowledge 

base on management practices, MSMEs can develop the capabilities necessary to innovate and 

respond effectively to market demands. 

Primadona notes that sustainable practices, including green innovations, are essential for 

MSMEs to compete globally and improve their performance (Primadona et al., 2024). By 

aligning their operations with sustainable practices, MSMEs not only contribute to 

environmental preservation but also enhance their brand reputation and customer loyalty. By 

optimizing internal capabilities and improving overall performance can achieve excellence 

(Samodra, 2024). 

Furthermore, the quality of human resources within MSMEs is a crucial determinant of their 

overall performance. Research indicates that quality human resources lead to better decision-

making and operational efficiencies, which are vital for the success of MSMEs (Mukhlis et al., 

2022). Therefore, investing in employee training and development is essential for fostering a 

skilled workforce that can drive quality improvements and innovation. The role of human 

resources in operational management is critical. As highlighted by Ng’ora et al., strong 

managerial skills are crucial for the internal governance of micro and small businesses in Africa, 

helping them to sustain and thrive (Ng’ora et al., 2022). Utama et al. note that government 

initiatives aimed at strengthening entrepreneurial knowledge can significantly influence the 

growth intentions of MSME entrepreneurs (Utama et al., 2024). Such support can take the form 

of training programs, workshops, and access to resources that equip MSMEs with the necessary 

skills and knowledge to thrive in their respective markets which is management knowledge base. 

Digital transformation also plays a pivotal role in the quality enhancement of MSMEs. The 

adoption of digital technologies, such as e-commerce and digital marketing, has been shown to 

positively impact MSME performance by expanding market reach and improving operational 

efficiencies (Gao et al., 2023; Sugiharto, 2024). For instance, MSMEs that leverage e-commerce 

platforms can interact directly with consumers, leading to better customer engagement and 

satisfaction. This digital shift not only enhances the quality of service but also allows MSMEs to 

respond more swiftly to market demands, thus improving their competitive edge (Putri et al., 

2023). Furthermore, the use of AI plays a very important role in the business development 

process (Hidayat et al., 2024). AI for marketing is expected to help businesses expand their reach 

and efficiency due to minimal costs and wider range (Hidayat et al., 2024).  

 

METHOD 

The quality of MSMEs can be significantly enhanced through the adoption of integrated 

management practices that include investment in human resources that support integrated 

management practices on digital transformation. By focusing on these areas, MSMEs can 

achieve better performance results, ensuring their sustainability and competitiveness in an 

increasingly dynamic business environment. Furthermore, the role of incubator to support in 

enhancing the knowledge base of MSMEs cannot be overlooked.  

Researchers explore the problems that exist in MSMEs and formulate the points needed by 

involving MSME participation. It is hoped that researchers can improve managerial knowledge 

competencies in an integrated manner that can improve the performance and quality of MSMEs. 
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This is supported by improving the quality of human resources which ultimately can maintain 

business sustainability and competitiveness. 

The research using a mixed method research approach collecting both qualitative and 

quantitative data concurrently. This methodology allows researchers to gather rich, contextual 

insights from qualitative data while simultaneously obtaining measurable and statistically 

analysable quantitative data. The concurrent triangulation design is one of the most commonly 

used frameworks in this context, where both types of data are collected at the same time, 

analysed separately, and then compared or merged during interpretation (Possemato et al., 

2018; Wiesen et al., 2020). By collecting qualitative and quantitative data concurrently, they 

were able to merge the findings to address their research aims effectively (Wiesen et al., 2020). 

The qualitative research was conducted in MSMEs that fostered by incubator in university. The 

first stage of qualitative research was conducted with in-depth interviews to find out the 

problems in MSMEs. The phenomenological method describes the phenomena and reality of the 

research object by looking at various subjective aspects of the object's behaviour. The objects 

analysed were the owners of MSMEs fostered by the university Incubator. The analysis using 

NVIVO 14.24.0 software using thematic analysis starting with condensation by abstracting the 

data obtained according to needs. In the initial stage of condensation, in-depth interviews were 

conducted, with purposive sampling techniques. Previous research data and literature were also 

abstracted to obtain condensation results. Focus Group Discussion (FGD) also used in 

qualitative stages. After that, the data was displayed in the form of a figure. Then a conclusion 

drawing was carried out to find the phenomenon of problems in MSMEs. In this process, MSMEs 

participated in exploring problems, especially in terms of the need for knowledge competencies 

for MSMEs. 

 

 

 

 

 

 

 

 

 

 

Figure 2. Research Design 
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Source: Author 

 

In the qualitative stage, the research was conducted in MSMEs in Lombok Island. The 

quantitative stage using descriptive analysis. Data for quantitative research collected from 100 

MSMEs through questionnaire. The questionnaire using Likert scale from 1 (one) to 5 (five). 

Number 5 (five) shows strongly agree while number 1 (one) shows strongly disagree. 

In quantitative research, it is used to check validity dan reliability through triangulation both in 

terms of data and method. The results of quantitative research collected opinions regarding 

management practices in production, marketing and financial operations that lead to smooth 

running of MSME businesses. 

 

RESULT AND DISCUSSION  

The analysis used thematic analysis and using NVIVO 14.24.0 software and the result found 

below. The phenomenon of mastering a knowledge base related to digital and technology in 

management practices in MSMEs is divided into 3 groups, namely operational and production 

management, marketing management, and financial management. 

 
Figure 3. Thematic Analysis Result 

Source: Author 

 

In the mapping of basic business management of MSMEs, it was found that in general 

management development supported with digital is important, where knowledge of marketing 

management is the most frequency by MSMEs. The next mastery needed is management 

operational production and financial management. 

The knowledge base needed from marketing management consists of marketing strategies, 

utilization of social media in marketing, utilization of platforms such as Gojek or Grab in 

marketing, utilization of product photos, packaging, end-user surveys, understanding consumer 

preferences as a basis for product development, diversification. Mastery of the knowledge base 

in management operational production consists of knowledge management, operational 

management and production technology efficiency, technology efficiency, and capital. Mastery 

of the knowledge base in financial management is the payment system, financial records, and 

use of finance. 
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Research indicates that one of the main challenges to improve quality faced by MSMEs in the 

digitalization process is the limitation of resources. Generally, MSMEs have adequate access to 

digital technology. However, they have not yet adapted to using digital marketing on social 

media and online platforms. They are still hindered by issues related to technological knowledge 

bases and basic business management skills. This shows that despite the potential for 

digitalization, fundamental entrepreneurial skills remain a significant barrier. In management 

of operation and production, the workers are needed to have strong competency and loyalty. 

Where if there is a big order, most of the workers now cannot fulfilled the task properly due to 

the lack of qualities in both features–competency and loyalty. 

Another challenge is the use of profits, where capital is used for daily needs. Proper financial 

management knowledge is needed for business sustainability. The use of software or 

applications for financial management and sales is already widespread and can be utilized. 

However, it is constrained by the price which is quite high for most MSMEs.  

Table 1. Descriptive Analysis Result 

Source: Author 

 

 

Variable Knowledge 

needed Item 

Average 

score 

Marketing management Word of mouth (wom) 4,72 

 Social media 4,72 

 Whats app 4,48 

Management of Operational 

and Productions Capital 4,28 

 Tools  4,32 

Finance management Financial records 4,24 

 Application/software 

payments 4,32 

 

The findings from the quantitative research gathered insights on management practices in 

production, marketing, and financial operations that contribute to the efficient functioning of 

MSME businesses. The level of agreement on the success of MSMEs seen from the management 

of operations and production, namely the importance of adding more sophisticated equipment, 

is 4,39 slightly higher than capital, which is 4,28. 

The level of agreement on the success of MSMEs seen from marketing management, the results 

show that the level of agreement on marketing by word of mouth (wom) and the use of social 

media is the highest. The value of wom and social media is very high on a scale of 5, which is 

4,72, followed by the use of whats app, which is 4,48. 

The level of agreement on the success of MSMEs seen from financial management, the level of 

agreement on the use of applications or software for digital transactions is 4,32 higher than 

financial records, which is 4,24. 
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It can be seen that the interest of MSMEs in marketing their products is very high. On the other 

hand, MSMEs are less interest in recording their finances. 

Using the triangulation concurrent, qualitative and quantitative finding merged. The integration 

result interpretation that on management practice, MSMEs need to improve knowledge base 

and capabilities in operational and production management, marketing management, and 

financial management, particularly through digitalization, can improve the quality of MSMEs. 

Additionally, skills that support the entire production and marketing chain are essential. One of 

the problem in most of MSMEs is they do not have great financial management. Which can be 

seen from their lack of financial record and organization of their income. On the one hand, 

MSMEs practitioners seeking for a marketing knowledge base in both form of digital and non-

digital.  On the other hand, these practitioners also need to have a great human resources to 

support their business in the long run, some of the key qualities of workers that they are keen 

for is the one who are competent and loyal.  

 

CONCLUSION 

To master a digital knowledge base, management practices must also be supported by skills. 

These skills are needed to support the entire process from input to output in production and 

marketing. They help with word-of-mouth marketing, proper use of finances, and production 

supported by resources. These production resources must have the necessary skills for efficient 

production. 

Furthermore, to improve MSMEs' quality, the knowledge base required for marketing 

management includes marketing strategies, using social media for marketing, using platforms 

like Gojek for marketing, utilizing product photos and packaging, conducting end-user surveys, 

understanding consumer preferences for product development, and diversification. Mastery of 

the knowledge base in operational management and production technology includes knowledge 

management, operational management, production technology efficiency, and capital 

management. Mastery of the knowledge base in financial management includes payment 

systems, financial records, and the use of finance. 

Research shows that one of the main challenges faced by MSMEs in the digitalization process is 

limited resources. So it is necessary to provide supplies and assistance in these matters. Skills 

related to problem solving and creative thinking can improve management practices. In 

addition, it is important to have the support of ready and quality production resources. 

Moreover, support is needed from the use of technology such as applications and software at 

affordable prices. 

Digitalization in MSMEs is a phenomenon that is increasingly dominating the global business 

landscape, especially in the context of post-COVID-19 pandemic recovery. By improving the 

knowledge base and capabilities of operational and production management, marketing 

management, and financial management, especially supported by digitalization, the quality of 

MSMEs can be improved. 
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ABSTRACT  

 

Objective: This study examines the role of men in the gig economy within the e-commerce 

sector, focusing on TikTok Shop as a case study. The research identifies challenges faced by male 

sellers and evaluates strategies for building sustainable businesses in the digital marketplace. 

Methodology: The study employs a case study approach, using qualitative data from semi-

structured interviews with 15 male TikTok Shop sellers. Secondary data from platform reports 

and literature further contextualizes the findings. 

Findings: Male sellers encounter challenges such as intense competition, income volatility, and 

societal stigma. Successful strategies include leveraging personal branding, data analytics, and 

collaborations. Adaptability to platform algorithms and consumer trends is essential for long-

term success. 

Theoretical and/or Methodological contributions: This research addresses a gap in the 

literature on gender and the gig economy by exploring male entrepreneurial experiences on 

TikTok Shop. It provides a framework for understanding the interplay between digital platforms 

and gender dynamics in entrepreneurship. 

Research/ Practical Implications: Practical insights are offered for platform developers, 

policymakers, and entrepreneurs to enhance inclusivity and sustainability in the gig economy. 

Support systems and adaptive strategies are emphasized as key factors for success. 

 

Keywords: Gig Economy; E-commerce; TikTok Shop; Gender Dynamics; Digital 

Entrepreneurship 

 

INTRODUCTION  

The gig economy has reshaped global labor markets, presenting opportunities and challenges 

for individuals across different demographics. Defined as a labor market characterized by short-

term contracts and freelance work facilitated by digital platforms (De Stefano, 2019), the gig 

economy offers flexibility, innovation, and access to entrepreneurial activities with minimal 

barriers to entry. In this context, platforms like TikTok Shop have emerged as significant players, 

enabling individuals to integrate content creation with e-commerce (Saktiawan et al., 2023). 
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While the gig economy’s growth is well-documented, much of the existing literature focuses on 

its impact on women (Khan & Siddiqui, 2020), highlighting gender disparities in earnings, 

opportunities, and systemic barriers. Conversely, studies exploring men’s participation in the 

gig economy remain scarce, particularly in unconventional sectors like content-driven e-

commerce (Churchill & Craig, 2019). This lack of focus on male entrepreneurs constitutes a 

critical research gap, especially as platforms like TikTok Shop challenge traditional gender roles 

in entrepreneurship. 

TikTok Shop is an innovative platform that blends entertainment with commerce, allowing 

sellers to market products through engaging short-form videos. The platform’s algorithm 

prioritizes creativity and audience engagement, making it a fertile ground for entrepreneurs to 

build personal brands and reach diverse consumers (Saktiawan et al., 2023). However, male 

sellers on TikTok Shop face unique challenges that warrant closer examination. These include 

navigating societal perceptions of gig work, adapting to algorithmic demands, and maintaining 

financial stability in a volatile marketplace. 

Most studies on gender in the gig economy emphasize women’s struggles and empowerment 

within this ecosystem (A C & P, 2023). While valuable, these studies overlook the nuanced 

experiences of men, who also grapple with societal expectations and platform-specific 

challenges. For instance (Galperin, 2019) reveals that men in the gig economy often face stigma 

when working in roles perceived as less traditionally masculine. (Mann & Rawat, 2023; 

Samodra, 2024) argue that creative and content-driven industries disrupt conventional gender 

norms, requiring men to engage in emotional labor and personal storytelling—skills historically 

associated with femininity. 

The novelty of this study lies in its focus on male entrepreneurs in a rapidly evolving digital 

marketplace. By examining TikTok Shop as a case study, this research provides fresh insights 

into how men navigate the intersection of gender and digital entrepreneurship. It also 

contributes to broader discussions on how platform dynamics influence entrepreneurial 

strategies and success. 

This study aims to identify the challenges faced by male sellers on TikTok Shop, analyze the 

strategies employed to overcome these challenges, and explore the role of gender in shaping 

entrepreneurial experiences on digital platforms. 

Understanding the interplay between gender and the gig economy is crucial for fostering 

inclusive and sustainable digital ecosystems. Male entrepreneurs on TikTok Shop operate at the 

nexus of creative labor and commerce, navigating complex social and economic pressures. 

Insights from this study can inform policymakers, platform developers, and entrepreneurs on 

how to create supportive environments that enhance resilience and innovation within the gig 

economy. 

Policymakers can use these findings to design initiatives that promote equitable access to 

resources and opportunities, while platform developers can refine algorithms to support diverse 

user needs. Additionally, male entrepreneurs can leverage the strategies identified in this study 

to enhance their competitiveness and sustainability in digital markets.  

 

LITERATURE REVIEW  
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The gig economy represents a departure from traditional labor markets, defined by its reliance 

on short-term, task-based work facilitated through digital platforms (Aditya et al., 2023; 

Galperin, 2019). This model democratizes employment opportunities, enabling individuals to 

participate in the workforce on their terms. The gig economy’s appeal lies in its flexibility and 

low entry barriers, making it accessible to a diverse range of participants (De Stefano, 2019). 

Platforms such as Uber, Airbnb, and TikTok Shop exemplify this shift, transforming how 

services and goods are marketed and delivered (Andrade et al., 2020). TikTok Shop, in 

particular, merges entertainment and e-commerce, creating a unique ecosystem where sellers 

can leverage creative content to drive sales (Fauzan & Sumarlan, 2023). However, this model 

also introduces new challenges, such as algorithmic dependency and the need for constant 

innovation. 

Gender plays a critical role in shaping experiences within the gig economy. Studies have 

traditionally focused on women’s participation, highlighting systemic barriers such as wage 

disparities and limited access to resources (Noble, 2023). Women’s engagement in gig work is 

often framed as a response to caregiving responsibilities, which require flexible work 

arrangements (Vallas et al., 2022). 

Conversely, men’s experiences in the gig economy are less frequently explored. Research by 

(Galperin, 2019) reveals that men often face stigma when engaging in roles perceived as 

unconventional or less masculine, such as e-commerce or content creation. This stigma can 

influence their entrepreneurial strategies and interactions with consumers. Similarly, (Mann & 

Rawat, 2023) argue that creative industries disrupt traditional gender norms, requiring men to 

adopt roles that prioritize emotional labor and personal storytelling. Personal branding and 

emotional labor, typically associated with femininity, are now vital for entrepreneurial success 

(Othman et al., 2020). 

E-commerce platforms like TikTok Shop have redefined entrepreneurial practices, enabling 

sellers to connect with global audiences through digital content. The platform’s algorithm 

prioritizes engagement, rewarding creativity and consistency (Kamran, 2023). For male sellers, 

this environment demands adaptability and a willingness to experiment with content formats. 

However, the platform’s reliance on algorithms also creates challenges. Changes in visibility and 

reach can significantly impact sales, making it difficult for sellers to maintain consistent income 

streams (Sinha & Srivastava, 2021). Successful sellers often leverage data analytics to 

understand audience behavior and optimize their strategies. 

Existing research provides valuable insights into the gig economy’s dynamics. (Gamage, 2023) 

examine gender disparities in platform-based work, emphasizing the need for equitable access 

to resources. (Yacob et al., 2021) explore how algorithms shape entrepreneurial success, 

highlighting the importance of adaptability. While these studies offer a comprehensive overview, 

they rarely address the specific experiences of male entrepreneurs in content-driven e-

commerce. 

This study builds on these findings by focusing on TikTok Shop as a case study, filling a critical 

gap in the literature. By examining how male sellers navigate societal expectations and platform 

dynamics, this research contributes to a more nuanced understanding of gender and 

entrepreneurship in the gig economy. 
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METHODOLOGY  

This study employs a qualitative research design, adopting a case study approach to explore the 

experiences of male sellers on TikTok Shop. A case study methodology is particularly suited for 

in-depth investigations of complex phenomena within specific contexts (Yin, 2014). TikTok 

Shop serves as the focal platform due to its unique integration of content creation and e-

commerce, making it an ideal case for examining gendered dynamics in digital 

entrepreneurship. 

The research draws on primary data collected through semi-structured interviews with 15 male 

TikTok Shop sellers. Participants were selected based on the following criteria includes ctive 

engagement on TikTok Shop for at least one year, demonstrated experience with content 

creation and product sales and willingness to share their entrepreneurial strategies and 

challenges. 

Each interview lasted approximately 25-30 minutes, allowing for detailed discussions about 

participants’ motivations, obstacles, and successes. Secondary data sources, including platform 

reports, algorithm documentation, and relevant academic literature, were also analyzed to 

triangulate findings and ensure validity. 

A thematic analysis approach was applied to interpret the interview data (Braun & Clarke, 2006). 

This process involved three stages, first transcripts were reviewed to identify recurring themes 

related to challenges, strategies, and gendered experiences. Second, themes were grouped into 

broader categories, such as algorithmic navigation, branding, and societal perceptions. Finaly 

findings were cross-referenced with secondary data to validate insights and ensure a robust 

analysis. 

The study prioritizes the lived experiences of male entrepreneurs, focusing on how they navigate 

the interplay of gender norms and platform dynamics to achieve success. While the case study 

approach offers depth, its findings are context-specific and may not be generalizable to all e-

commerce platforms or demographics. Future research could expand the scope to include 

comparative analyses across multiple platforms or incorporate quantitative methods to 

complement qualitative insights. 

 

RESULTS AND DISCUSSION  

Challenge Faced by Mele Seller 

Male sellers on TikTok Shop encounter multifaceted challenges that stem from the platform’s 

dynamics, societal norms, and the evolving nature of the gig economy. These challenges are not 

only technical but also deeply rooted in cultural and economic structures, requiring a nuanced 

approach to navigate successfully. 

One of the primary challenges identified is algorithmic dependency. TikTok’s algorithm 

determines content visibility, engagement, and ultimately, sales performance. Sellers must 

continuously adapt to algorithmic changes, which are often unpredictable and driven by user 

behavior or platform updates (Kamran, 2023). For example, some sellers noted a sudden drop 

in visibility when the platform prioritized certain types of content, such as trending challenges 

or videos with specific formats. This lack of control over content reach created financial 
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instability, as sales were directly tied to how often their products appeared on users’ feeds. To 

mitigate this, male sellers often found themselves experimenting with different posting times, 

video lengths, and hashtags, an effort that demanded significant time and creative energy 

without guaranteed success. 

The second major challenge is the highly competitive marketplace. TikTok Shop’s low entry 

barriers have attracted a vast number of sellers, leading to market saturation. Male 

entrepreneurs reported difficulties in standing out amidst a plethora of similar products and 

content. Many expressed that while TikTok Shop’s algorithm rewarded creativity, it also favored 

accounts with pre-existing followings, creating an uneven playing field for newer sellers. This 

intense competition forced sellers to constantly innovate—whether through unique product 

offerings, attention-grabbing packaging, or storytelling techniques that could resonate with their 

target audience (Nur et al., 2023). For instance, one respondent highlighted the importance of 

incorporating social causes, such as sustainability or local craftsmanship, into their marketing 

narratives to appeal to ethically conscious consumers. 

Another critical obstacle is societal stigma. Despite the growing acceptance of gig work, 

traditional gender norms still influence perceptions of male entrepreneurs in the e-commerce 

space. Participants noted that selling products online, especially through creative platforms like 

TikTok, was often viewed as less legitimate or less “masculine” compared to traditional business 

ventures. This stigma, compounded by misconceptions about the stability and professionalism 

of gig work, led to external and internal pressures. Some sellers reported feeling the need to 

justify their career choices to family and peers, which affected their confidence and motivation. 

Others highlighted the double-edged nature of public visibility on TikTok—while it provided an 

opportunity to showcase their entrepreneurial skills, it also opened them up to criticism or 

ridicule. 

In addition to these broader challenges, the financial volatility inherent in gig work posed 

significant hurdles. Male sellers noted that their income often fluctuated due to factors beyond 

their control, such as shifting consumer preferences or seasonal trends. For instance, some 

products experienced spikes in demand during specific holidays or viral moments, only to see 

sales plummet once the trend subsided. This unpredictability made it difficult to plan for long-

term business growth or invest in scaling their operations. Many sellers expressed frustration at 

the lack of financial safety nets within the gig economy, emphasizing the need for diversified 

income streams to mitigate risks (Kuhn & Maleki, 2017). 

Beyond financial and societal issues, the demands of content creation were particularly taxing 

for male sellers. Unlike traditional retail, TikTok Shop requires sellers to engage directly with 

their audience through entertaining and informative videos. This necessitated a continuous flow 

of fresh, high-quality content, a task that many found overwhelming given the pressure to 

maintain relevance and visibility. Additionally, the emotional labor involved in presenting a 

relatable and engaging persona often went unrecognized but was crucial to building trust and 

loyalty among consumers. 

Despite these challenges, the resilience displayed by male sellers on TikTok Shop underscores 

the adaptability required to thrive in the gig economy. Their experiences highlight not only the 

structural barriers inherent in platform-based work but also the potential for innovation and 
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growth within this space. Understanding these obstacles in depth can inform strategies for 

overcoming them, both at an individual level and through broader systemic changes. 

Strategies for Success 

Male sellers on TikTok Shop have developed a variety of innovative strategies to overcome the 

challenges posed by the platform’s dynamics and societal perceptions. These strategies 

underscore the importance of adaptability, creativity, and collaboration in achieving sustained 

success in the gig economy. 

One of the most effective approaches employed by sellers is leveraging personal branding. By 

crafting authentic and engaging narratives, sellers can establish a unique identity that resonates 

with their target audience. For instance, showcasing behind-the-scenes content or sharing 

personal stories related to their products helps humanize their brand and foster stronger 

connections with consumers. This approach not only builds trust but also sets sellers apart in a 

crowded marketplace. Additionally, sellers often utilize humour, relatability, and storytelling 

techniques to enhance their appeal, recognizing that TikTok’s audience values entertainment 

and authenticity (Lim et al., 2021). 

Collaboration with influencers and peers has also emerged as a critical strategy. Partnering with 

established content creators allows sellers to tap into broader audiences and gain credibility 

through association. Many respondents noted that collaborations helped them reach 

demographics they might not have otherwise accessed, providing a significant boost to their 

visibility and sales. These partnerships often involve co-creating content, participating in live 

sessions, or promoting each other’s products, resulting in mutually beneficial outcomes (Bayu 

Wibisono et al., 2023). 

Another key strategy is the use of data-driven decision-making. Sellers who actively analyze 

TikTok’s built-in analytics tools reported better outcomes in terms of audience engagement and 

sales performance. Metrics such as video views, click-through rates, and conversion rates 

provide valuable insights into what content resonates most with their audience (Chae, 2018). 

Armed with this information, sellers can refine their strategies—for example, by adjusting their 

posting schedule, experimenting with different content formats, or targeting specific audience 

segments. A/B testing, in particular, has proven effective in determining the most impactful 

approaches to content creation and marketing. 

Content diversification is another tactic that has yielded positive results. Recognizing the need 

to stay relevant in a rapidly changing platform environment, male sellers often experiment with 

various content styles, from instructional videos and product demonstrations to trend-based 

challenges and humor-driven skits (Lim et al., 2021; Windiasari & Hidayat, 2024). This 

diversification not only keeps their audience engaged but also aligns with TikTok’s preference 

for varied and dynamic content. By staying attuned to emerging trends and adapting their 

content accordingly, sellers can maintain a competitive edge. 

Moreover, male sellers frequently emphasize the importance of community building. Creating a 

loyal customer base through consistent engagement fosters long-term relationships and repeat 

sales. Sellers achieve this by responding to comments, hosting live Q&A sessions, and actively 

participating in TikTok’s community-driven initiatives, such as hashtag challenges. This direct 
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interaction not only strengthens brand loyalty but also provides valuable feedback that can 

inform future strategies (Chen et al., 2024). 

Lastly, some sellers have adopted multi-platform strategies to mitigate the risks associated with 

TikTok’s algorithmic unpredictability. By expanding their presence to other social media 

platforms or e-commerce sites, they reduce their dependency on a single platform and diversify 

their revenue streams. This approach also allows them to reach different audience segments and 

leverage the unique strengths of each platform. 

These strategies illustrate the resilience and ingenuity of male sellers on TikTok Shop. By 

combining creativity with data-driven approaches and collaborative efforts, they navigate the 

platform’s challenges while building sustainable and competitive businesses. Their experiences 

offer valuable lessons for other entrepreneurs seeking to thrive in the gig economy. 

 

Broader Implications for Gender and Digital Entrepreneurship  

The experiences of male sellers on TikTok Shop provide valuable insights into the broader 

dynamics of gender and digital entrepreneurship. These insights extend beyond individual 

challenges and strategies, revealing critical implications for societal norms, platform design, and 

the future of work in the gig economy. 

One major implication is the reshaping of gender norms in entrepreneurship. Traditional 

notions of masculinity often emphasize roles that align with stability, technical expertise, and 

hierarchical leadership. However, platforms like TikTok Shop demand creativity, emotional 

labor, and direct engagement with audiences—qualities historically associated with femininity 

(Malonda-Vidal et al., 2021). The participation of men in such spaces challenges these 

conventional stereotypes, paving the way for more fluid and inclusive understandings of gender 

roles in entrepreneurship. Male sellers on TikTok Shop are not only engaging in content-driven 

e-commerce but also redefining what it means to be a male entrepreneur in the digital age. 

Additionally, the reliance on personal branding and storytelling underscores the intersection of 

gender and authenticity in digital commerce. While authenticity is a prized commodity on 

platforms like TikTok, societal expectations around gender often influence how authenticity is 

perceived. For example, male sellers who share personal struggles or vulnerabilities in their 

marketing might face both increased relatability and heightened scrutiny compared to their 

female counterparts. This duality reflects the persistent influence of gendered norms even within 

supposedly egalitarian digital spaces. 

Another critical implication is the role of platform design in shaping entrepreneurial 

experiences. TikTok’s algorithm-centric ecosystem places immense pressure on sellers to 

continuously produce engaging content to maintain visibility and relevance. This dynamic 

exacerbates existing inequalities, as those with more resources, technical skills, or established 

followings often have a competitive advantage. For male sellers navigating societal stigma 

alongside these technical demands, the challenges can be doubly burdensome (Duffy & Hund, 

2015). These findings highlight the need for platform developers to consider inclusivity and 

fairness in algorithmic design. Providing tools and resources tailored to diverse user needs—

such as mentorship programs, algorithm transparency, or targeted training modules—can 

mitigate some of these inequities. 
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The financial instability faced by male sellers also raises questions about the sustainability of 

gig-based entrepreneurship. While the gig economy offers unprecedented opportunities for 

flexibility and innovation, it often lacks the structural supports of traditional employment 

models. The absence of income stability, health benefits, or retirement plans places significant 

burdens on entrepreneurs. Policymakers must address these gaps by exploring ways to integrate 

social protections into gig work, such as portable benefits or tax incentives for platform-based 

entrepreneurs. Such measures would not only enhance the viability of gig work but also reduce 

the barriers faced by underrepresented groups, including male sellers on platforms like TikTok 

Shop. 

The findings also suggest important implications for community dynamics in digital 

entrepreneurship. Many male sellers reported relying on informal networks of peers and 

influencers to share resources, strategies, and emotional support. These communities play a 

pivotal role in countering the isolation often associated with gig work, fostering collaboration 

and collective growth. Encouraging such networks—either through platform-driven initiatives 

or independent advocacy groups—could enhance resilience and innovation among digital 

entrepreneurs. Furthermore, recognizing the importance of community-driven success 

challenges the myth of the lone entrepreneur, emphasizing the collective nature of achievements 

in digital spaces. 

Finally, the experiences of male sellers offer a lens through which to examine global shifts in 

entrepreneurial paradigms. As digital platforms increasingly dominate commerce, the lines 

between personal and professional identities blur. Male sellers on TikTok Shop exemplify this 

trend, using their personalities and lived experiences as integral components of their business 

strategies. This fusion of personal branding and commerce represents a significant departure 

from traditional entrepreneurial models, raising new questions about identity, labor, and value 

creation in the digital economy. 

The participation of male sellers on TikTok Shop reflects broader transformations in gender and 

digital entrepreneurship. Their experiences highlight both the opportunities and challenges of 

navigating a gig-based economy that is reshaping societal norms and economic structures. By 

addressing the systemic barriers and fostering inclusive practices, stakeholders—including 

platform developers, policymakers, and entrepreneurs—can help ensure that digital 

entrepreneurship becomes a more equitable and sustainable avenue for all. 

 

CONCLUSION 

The rise of TikTok Shop as a dynamic platform for digital entrepreneurship exemplifies the 

profound transformations occurring within the gig economy. This study has explored three 

interconnected dimensions of male sellers' experiences: the challenges they face, the strategies 

they employ, and the broader implications for gender and digital entrepreneurship. Together, 

these findings reveal both the opportunities and constraints embedded in platform-based work. 

The challenges encountered by male sellers underscore the structural and cultural barriers 

inherent in the gig economy. Algorithmic dependency, intense competition, societal stigma, and 

financial instability all represent significant hurdles. These barriers not only affect the 

operational aspects of their businesses but also intersect with gendered expectations, influencing 
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how male sellers navigate their entrepreneurial journeys. Despite these obstacles, the 

adaptability and innovation displayed by these entrepreneurs illustrate the potential for success 

within this evolving economic landscape. Strategies for success adopted by male sellers—

including personal branding, collaboration, data-driven decision-making, content 

diversification, and community building—highlight the importance of resilience and creativity 

in platform-based entrepreneurship. These approaches not only enable sellers to overcome 

immediate challenges but also lay the groundwork for long-term sustainability.  

Broader implications for gender and digital entrepreneurship emerge from this analysis, 

revealing the need for systemic changes at multiple levels. For platform developers, the findings 

emphasize the importance of inclusive and transparent design principles that address 

inequalities in visibility, access, and support. Policymakers, on the other hand, must address the 

structural vulnerabilities of gig work by integrating social protections and fostering equitable 

opportunities for all entrepreneurs. Additionally, the role of informal networks and communities 

highlights the collective nature of success in digital spaces, challenging the myth of individualism 

in entrepreneurship. 

 This study contributes to a deeper understanding of how gender influences entrepreneurial 

strategies and outcomes in the digital age. By addressing the systemic barriers and fostering 

inclusive practices, stakeholders can ensure that the gig economy evolves into a more equitable 

and sustainable model for future generations. 
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ABSTRACT 

 

Objective: This study aims to systematically review papers on challenges using Information 

Technology in social enterprises by examining the research profile (i.e. publication trends, 

publisher, quality of journals, methodologies and units’ analysis, and regional classification), the 

underpinning theory, key variables, and suggestions for future study. 

Methodology: The standard systematic literature review method was used in this study, which 

selected 42 relevant papers from 1.766 papers collected from the Scopus database. The 

researcher used PRISMA to analyse the collected data. Content analysis was conducted to 

identify key research issues and gaps. 

Findings: The study found that the number of papers published during the period 2015-April 

2024 fluctuated, indicating an increasing trend of challenging use of information technology in 

various reputable journals. Various theories and key variables propose future research on 

challenges using information technology that can be input for further research related to 

recommendations for best practices in the use of information technology by social enterprises. 

From my observation, this study also found various theories underpinning including TOE, BIM, 

Digital transformation, RDT, RBV, UTAUT, TAM, and others. This study proposes a framework 

for future research on information technology challenges in managing social enterprises by 

using a more comprehensive TOE theory enriched by other theories. 

Theoretical and/or Methodological contribution: This study proposes a conceptual 

model of information technology challenges in managing social enterprises by mapping the 

antecedents, mediators/moderators, and outcomes. It also offers promising opportunities for 

future research directions. 

Research/Practical Implications: For practical implication, this study recommends that 

interested parties including the government will promote and monitor continuously the use of 

information technology by social enterprises because of its potential to improve the firm’s 

growth performance, responsibility, and transparency, and must bring one step closer to a new 

era of digitalization. 

 

Keywords: Challenges; Information Technology; Social Enterprises; Village Owned Enterprises. 

 

INTRODUCTION 

The world has been increasingly moving into the digital space (Telukdarie et al., 2023). 

Technological innovation represents a significant opportunity for those organizations that can 
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identify new technologies early and anticipate their future evolution and impact. At the same 

time, technological change is a key challenge, particularly for organizations that have limited 

resources for monitoring and developing emerging technologies and/or for transferring 

technologies from other industries/sectors (Vecchiato et al., 2024). The rapid ongoing digital 

transformation creates new opportunities to generate value but also challenges (Rahnama et al., 

2022). Now more than ever, businesses need to streamline processes to enhance productivity, 

increase efficiency, lower costs, empower employees, and gain flexibility in today’s dynamic 

business environment (Venkatraman & Fahd, 2016). Digital technologies have the potential to 

boost more inclusive and sustainable growth (Vodă et al., 2021), by spurring innovation, 

generating efficiencies, and improving services, while creating opportunities for businesses 

(Costa et al., 2023). Applying information and communications technology (ICT) infrastructure 

and introducing digital technologies and methods, digitalization is transforming and presenting 

unprecedented opportunities for enterprises in almost every industry (Ho et al., 2022), 

particularly small and medium enterprises, social enterprises, and also rural businesses. Yet 

such opportunities also present new challenges as digital transformation changes business 

ecosystems (Badghish & Soomro, 2024). 

In the context of development in Indonesia, village-owned enterprises (BUMDes) have an 

important role in efforts to empower the village economy and improve community welfare 

village-owned enterprises require improvements and preparations in terms of technology 

(Supriyati & Bahri, 2020). BUMDes increasingly need to manage information technology (IT) 

effectively to remain competitive. Village-owned enterprises have two roles. On the one hand, 

they serve as social institutions in providing services for the maximum welfare of village 

communities, and on the other hand, they must be independent of a financial perspective to 

support their business and contribute to the village’s original income. Village-owned enterprises 

are one form of social enterprise. A social enterprise is an organization that is engaged in social 

goals as its main mission. In contrast to cooperatives, which are another form of social enterprise, 

village-owned enterprises are formed by the village government to utilize all economic potential, 

economic institutions as well as the potential of natural resources and human resources to 

improve the welfare of rural communities, while cooperative is established by a group of 

individuals (Sari et al., 2021). Increasing the number of BUMDes will be able to produce the 

widest possible benefits for the progress and welfare of the village community, and to realize the 

widest possible benefits, the management of BUMDes must be carried out professionally, 

transparently, and strongly, so that BUMDes does not just be established, become a legal entity, 

then collapse (BRIN, National research and innovation agency). 

Like other businesses, village-owned enterprises face challenges in using information 

technology towards digitalization. The Ministry of Finance said that the urgency of digitalizing 

BUMDes, unfortunately, even though they are already in progress in their development, most 

BUMDes throughout Indonesia are still managed traditionally and are not yet literate in 

mastering information and technology (IT). Digitizing BUMDes is a certainty that cannot be 

postponed. Furthermore, the Minister of Communication and Information said to improve the 

national economy by accelerating digital transformation which relies on BUMDes, SMEs, Ultra 

Micro, and cooperatives which are the backbone of the Indonesian economy, which is the 
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digitalization of ASEAN SMEs and ultra-micro is 34% while Australia 60% and Malaysia 54% 

have adopted digital technology. Other data from the Ministry of Villages shows that by 2021 as 

many as 51,134 villages in Indonesia have BUMDes and 1,852 (3.58%) BUMDes have utilized 

technology. Without the support of qualified information systems, it can be very challenging for 

them to improve their performance and difficult for them to reach sustainability goals (Lutfi et 

al., 2022a) 

 

 

LITERATURE REVIEW 

Some scholars have used various theoretical frameworks to explain the information technology 

challenges of firms like social enterprises, small and medium enterprises, family businesses, and 

rural business, such as technology–organization– environment (TOE) (Ali et al., 2023; Badghish 

& Soomro, 2024; Eze et al., 2019; Lutfi et al., 2022a; Omrani et al., 2024; Prause, 2019), 

framework and resource-dependency theory (RDT) (Lutfi et al., 2022a), Building Information 

Modelling (BIM) (Lin et al., 2024), Digital Transformation (Costa et al., 2023; Pelletier & 

Cloutier, 2019; Rahnama et al., 2022; Yaakub, 2018), OSS adoption Theory (D Macredie & 

Mijinyawa, 2011), Resource Based View (RBV) (Eller et al., 2020; Kaur et al., 2024; Kurniasari 

et al., 2023; Roberts et al., 2017), Technological change and innovation (Vecchiato et al., 2024), 

Information Processing Theory (IPT) (Kaur et al., 2024), Technology Acceptance Model (TAM) 

(Govori & Sejdija, 2023), UTAUT (Kurniasari et al., 2023). In addition, various topics have 

emerged in discussing the industry 4.0 factors (Haseeb et al., 2019), innovation, technology and 

growth (Prasanna et al., 2019), social enterprise theory and socio-technology design (Gordon 

Liu et al., 2013; Roth & Farahmand, 2023), and supply chain and digital integration (Zhao & Liu, 

2024). In addition, based on the researcher's knowledge, no previous research summarizes the 

whole discussion of information technology challenges in managing social enterprises. 

Accordingly, the finding of this research summarizing previous research related to the discussion 

about information technology challenges in managing social enterprises activities will become a 

novelty, especially combining the variables related to IT Challenges in managing social 

enterprises, so that it is more complete. 

There is a lot of research related to this information technology with the research subject being 

SMEs and very limited to social enterprises. If you look at business activities, company size, and 

application of accounting standards, there are many similarities between SMEs and social 

enterprises, the only difference is in the purpose of establishing the company and the source of 

capital. So, the application of information technology can be considered the same. Information 

technology used in social enterprises is essential because they drive potential economic growth 

and opportunities for development and social community welfare. Despite an increasing number 

of social enterprises in each country, existing research on information technology challenges in 

managing social enterprise is limited. Every industry needs to use information technology no 

exception for social enterprises needed research to determine opportunities for and challenges 

to realizing increased productivity levels from these socio-technical organizations and to inform 

various industrial sustainability policies for regional economic development authorities (Roth & 

Farahmand, 2023). The study needs to identify the most comprehensive set of barriers, in the 
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future, additional barriers may appear, and some of the existing barriers may also become 

obsolete with rapidly changing technology, and researchers have an opportunity to identify new 

challenges (Kaur et al., 2024). Therefore, this study aims to answer the following research 

question: 

 

RQ1. What is the profile of previous research that highlights information technology challenges 

i.e. publication trends, publisher, quality of journals, methodologies and units analysis, and 

regional classification? 

RQ2. What are the information technology challenges and the theories underpinning them? 

RQ3. How is the mapping of the key variables of information technology challenges based on the 

findings of this study? 

RQ4. What are the potential implications and suggestions for future research based on this 

study? 

 

This article is structured into five sections. Section 1 begins with an introduction, outlining the 

research background. Section 2 details the research methodology, including the systematic 

review protocol used to identify relevant articles. This section discusses inclusion and exclusion 

criteria, data retrieval and selection, as well as data analysis and synthesis. Section 3 presents 

the results of the systematic review, examining a collection of papers on information technology 

challenges. Section 4 offers a discussion and explores directions for future research. Finally, 

Section 5 concludes with the study’s conclusions and limitations.  

 

METHODOLOGY 

This study aims to systematically review articles on information technology challenges in 

managing social enterprises using a Systematic Literature Review (SLR) approach. The study 

employs both quantitative and qualitative methods. The quantitative method maps the article 

profiles using descriptive statistics, while the qualitative approach conducts a comprehensive 

literature analysis to explore the information technology challenges faced by social enterprises. 

Specifically, we followed a four-step process, including planning the systematic review, defining 

inclusion and exclusion criteria, designing a data retrieval and selection strategy, and analyzing 

and synthesizing the data. 

 

 

PLANNING THE REVIEW 

Planning is crucial for an SLR to ensure the review is thorough, objective, and conducted with 

rigor. We developed a review protocol to outline the main research questions that directed all 

subsequent steps. As a result, we established four clear research objectives: (Anggadwita & 

Indarti, 2023): 

 

to map research profiling of previous research emphasizing information technology challenges 

to identify information technology challenges and the theory underlying them; 

to develop a framework; and 
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to identify potential areas for future research that align with the research questions outlined in 

the previous sections. 

  
 

 
Figure 1. The flow diagram of the study selection 

 

 

INCLUSION AND EXCLUSION CRITERIA 

This study's inclusion and exclusion criteria were determined based on the research questions 

and evaluated according to the established assessment. The inclusion criteria included research 

published in the Scopus database, using English, and published on or before May 2024. In 

addition, research from various disciplines was included to broaden the scope related to 

information technology challenges. Only articles published in peer-reviewed journals, academic 

journals, and those which explicitly highlight and have a direct connection to the research topic 
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were included in information technology challenges in social enterprises, SMEs, rural 

enterprises, and village-owned enterprises. The subject areas are business management and 

accounting, social sciences, environmental science, economics, econometrics and finance, and 

multidisciplinary. Exclusion criteria in this study include the exclusion of studies originating 

from books, theses or dissertations, working papers, and predatory journals that have not gone 

through a peer-review process. After filtering the article collection process based on the criteria, 

the researcher read articles containing the title and abstract one by one. It was intended to 

ensure that all the collected papers were relevant to the topic. In contrast, the articles that do not 

meet the criteria are excluded from the analysis process. 

DATA RETRIEVAL AND SELECTION 

This study followed the Preferred Reporting Items for Systematic Reviews and Meta-Analyses 

(PRISMA) strategy. PRISMA is a guideline intended to assist writers in preparing a 

comprehensive report on their systematic review (Page et al., 2021). The PRISMA flowchart, as 

illustrated in Figure 1, was applied in this study to conduct a systematic review of the selected 

literature. The review process was guided by a set of criteria based on certain parameters, such 

as inclusion and exclusion criteria, publication sources, or main themes that are focused to 

selected keywords, and the researcher employed the search keywords combination (challenges 

AND technology AND using AND " social enterprises * " OR " rural enterprise * " OR smes). 

We conducted article selection through several steps of data retrieval to obtain articles associated 

with the study focus from the Scopus database, which contains 1,766 records. The initial 

screening stage was carried out based on the subject area to ensure compliance with the type of 

article needed and exclude records that were not relevant to the research topic. Further, were 

removed based on publication stage and language, checking abstracts and keywords, and 

excluding articles with access restrictions. This process resulted in 42 relevant articles, which 

were then the only articles synthesized and reported. These articles were then imported into the 

Mendeley reference tool for further sorting and analysis. 

 

DATA ANALYSIS AND SYNTHESIS 

Data analysis and synthesis are performed after identifying potential articles related to the 

research area. Forty-two related articles will undergo further analysis to provide insight into 

information technology challenges in managing social enterprises. This stage consists of two 

main processes. First, a research profile is created by identifying various elements, such as 

publication year, source of article, publisher of the journal, journal ranking, country context, 

research design, unit of analysis, and theoretical framework. Second, a data examination is 

conducted to determine journal trends and the distribution of topics discussed. This process is 

based on (Prasanna et al., 2019), We categorized each article based on the identified antecedents, 

to understand the factors underlying and influencing the research topic. This approach allows 

for a more structured and in-depth analysis of the relationships between relevant variables, 

moderating, and outcome, whether it is AMO, reflecting our conceptual framework (Anggadwita 

& Indarti, 2023). 

 

RESULTS AND DISCUSSION 
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The first part of our analysis was to create a research profile to determine research trends for 

each period. Although 1,766 publications were obtained from the Scopus database using a series 

of predetermined keywords. The systematic search in this study only identified 42 articles that 

focused on information technology challenges related to social entrepreneurship. Research 

trends and journal publishers show that articles that meet the criteria related to information 

technology challenges originated in 2015 and increased until 2023, although there was a decline 

in 2018. The number of publications fluctuated from 2015 to 2024, with a significant increase in 

2023, for 2024 due to still being in the middle of the year, data taken shows the number is half 

that of 2023 (see Figure 2). 

 

 

Figure 2. Publication year of information technology challenges 

 

Zhao & Liu (2024) attempts to explore the information technology challenges in managing social 

enterprises showed the awareness among managers about the benefits of digital transformation 

has increased, with technological innovation becoming the new foundation for corporate 

success. Leveraging and exploring new knowledge increases the chances of survival in today’s 

dynamic market. In addition, several countries are facing social and political challenges that 

require innovation to overcome, which has triggered economic changes and spread an 

entrepreneurial mindset to help local communities. Various businesses are focusing on 

implementing this technology to strengthen their operations. However, due to various 

challenges, not all organizations can adopt AI for their business functions. Given the importance 

of information technology in the economy, many researchers have conducted studies to examine 

the challenges and prospects of information technology (Govori & Sejdija, 2023). In addition, 

the level of digitalization in social enterprises is still relatively low, so digital adoption is still a 

challenge that needs to be overcome. Therefore, research that aims to examine the influence of 

financial and technological factors on the level of adoption and its impact on business 

performance and sustainability is still needed (Kurniasari et al., 2023).  
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Figure 3. Journal publishers 

 

Concerning publication sources, the 42 documents analysed appeared by various leading issuers, 

such as Elsevier, IEEE, Emerald, SAGE, MDPI, and Springer (see Figure 3). Between the 

prominent publishers, MDPI Publishing has the most substantial journals covering this research 

themes, with 11 journals. As a research theme and subject area related to the challenges of 

information technology in managing social enterprises, most of the articles were published in 

journals that focus on business, accounting, finance, management, information, and technology 

(see Table 1). 

 

Table 1. Research methodology and level of unit analysis 

Level of unit analysis  Research Method 

Qualitative Quantitative Mix Method 

Individual 5 4 3 

Organizational 8 18 1 

Regional/country 2   

General 1   

Total 16 22 4 

Methodology and unit of analysis Table 1 presents the various approaches used in 

methodological approaches and the level of unit of analysis in the articles examined in this 

research. We classified research methods into two main categories: research strategies 

(qualitative, quantitative, and mixed methods) and research methods. Based on the results of 
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the examination, quantitative research strategies were the most dominant ones used [52% of 

articles (n = 22)] compared to qualitative (n=16) and mixed methods (n=4). 

 

 

Table 1. Journal rank and journal titles 

Journal Titles Journal rank (SJR) – 2023 

Electronic Commerce Research (1) Q1 

Emerging Science Journal (1) Q1 

European Journal of Information Systems (1) Q1 

European Journal of Innovation Management (1) Q1 

IEEE Transactions on Engineering Management (2) Q1 

International Journal of Accounting, Finance and Business (1) Q1 

International Journal of Innovation Studies (1) Q1 

Journal of Business Research (1) Q1 

Journal of Cleaner Production (1) Q1 

Journal of Industrial Integration and Management (1) Q1 

Journal of Open Innovation: Technology, Market, and Complexity (1) Q1 

Journal of Rural Studies (1) Q1 

Journal of Science and Technology Policy Management (1) Q1 

Journal of Small Business and Enterprise Development (1) Q1 

SAGE Open (1) Q1 

Social Enterprise Journal (1) Q1 

Sustainability (8) Q1 

Technological Forecasting and Social Change (1) Q1 

Engineering Management in Production and Services (1) Q2 

International Conference on Industry 4.0 and Smart Manufacturing, ISM 

2022 (1) 

Q2 

International Journal of Agile Systems and Management (1) Q2 

International Journal of Information Systems and Project Management (1) Q2 

Journal of Advanced Research in Applied Sciences and Engineering 

Technology (1) 

Q2 

Journal of Risk and Financial Management (1) Q2 

Problems and Perspectives in Management (1) Q2 

Social Sciences (1) Q2 

Technology Innovation Management Review (1) Q2 

Business Informatics (1) Q3 

Eastern-European Journal of Enterprise Technologies (1) Q3 

International Journal of Advanced and Applied Sciences (1) Q3 

Journal Of Governance and Regulation (1) Q3 

Systems (1) Q3 

Journal Of Applied Business Research (1) Q4 

Journal Of Social Economics Research (1) Q4 

 

We categorized the countries of the study focusing on previous research that is included in 

research eligibility (see FIGURE 4), which shows that the study of information technology 
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challenges has been explored worldwide. The results reveal that researchers from 28 countries 

conduct related research information challenges, and in general related to the theme of 

information technology there is certainly much more. We identified a number of studies that 

examined research from several countries aiming to evaluate and compare international 

initiatives and information technology challenges facing enterprises in various countries, such 

as Del Giudice et al. (2019) and Kratzer et al. (2024), examined emerging countries in their 

research. 

 
Figure 4. Country research setting 

 

Several theories used in previous research are mapped in the table (see Table 3), although there 

are previous researchers who did not mention the theories used in their articles to explain 

research related to information challenges. From the theories used, the development uses the 

Technology-Organization-Environment (TOE) theory much more, for this reason, as study 

material, researchers will use TOE as discussion material. To study the adoption of technological 

innovations in general, Tornatzky and Fleischer (1990) developed the Technology-Organization-

Environment (TOE) framework to explain the organizational components that influence 

technology adoption decisions. Tornatzky and Fleischer's (1990) TOE framework states that 

three context principles—technology, organization, and environment—influence the process by 

which an organization adopts and accepts new technologies. Technological context considers the 
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importance of available technology, both internal and external, that can enhance the productivity 

of the organization. Organizational context is defined by the resources available to support 

innovation adoption, such as the size and scope of the firm, centralization, formalization, 

interconnectedness, and complexity of managerial structures, and the quality and availability of 

human resources. Environmental context represents the environment in which the firm 

operates, which is influenced by industry characteristics, competition, the firm's ability to access 

external resources, and interactions with government. (Lippert & Govindarajulu, 2015). 

 

 

 

Table 3. Mapping the landscape of theories 

Theory Key concept addressed in selected studies 

Technology Organization 
Environment (TOE) 

Cost (Ali et al., 2023; Badghish & Soomro, 2024; Binh et al., 2023; Eze et al., 
2019; Prause, 2019) 
Adaptive capability, Effectiveness, Expandability, Safety issues, Simplicity, 
Operational, Collaboration, Business Growth, Differentiation, Diversity in 
knowledge, Extent of business, Return on Investment, Shared Understanding, 
Competition, Customer Satisfaction, Service delivery, Training Period (Eze et 
al., 2019) 

Compatibility (Badghish & Soomro, 2024; Lutfi et al., 2022a; Prause, 2019) 

 Relative advantage complexity: general technological factors, Industrial 
characteristics (Badghish & Soomro, 2024; Prause, 2019) 

 
Digital technology adoption, The level of innovation, The availability of digital 
tools, Country, The business environment, Internal environment, Growth, 
Location (Omrani et al., 2024) 

 
Technological, Environmental context (Binh et al., 2023; Lutfi et al., 2022a) 

 
Ais’s implementation, Business sustainability, financial support, 
Organizational context, External assistance, External pressure, Relative 
advantage (Lutfi et al., 2022a) 

 Firm size (Ali et al., 2023; Badghish & Soomro, 2024; Omrani et al., 2024) 

 
Managerial: Innovativeness, owners IT ability and experience, Organizational: 
Technological infrastructure, technological readiness, size of the firm (Binh et 
al., 2023) 

 
Organizational policies, Organizational support, Sustainable human capital, 
Complexity, Perceived trust, Market and customer factors, Government policies 
(Badghish & Soomro, 2024) 

 
Satisfaction with existing system’s organizational structure, Market uncertainty 
industry cluster, Specific technological factors, Market transparency security 
concerns (Prause, 2019) 

Building Information 
Modelling (BIM) Top management support (Ali et al., 2023; Lutfi et al., 2022a) 

Digital transformation Government support (Ali et al., 2023; Badghish & Soomro, 2024) 

 
Financial and time difficulties, technical issues, human resource and 
organizational issues, professional support, resistance to change (Lee Yee Lin 
et al., 2023) 

 

Digital business tools, Encouraging agile structures and embracing new 
organizational behaviours, New communication strategies, Critical thinking 
about digital adoption and digital solutions, Data-driven and data assisted 
decision making, Integrating digital and non- digital business activities, digital 
competencies and capabilities, New digital market-driven opportunities, 
History and ancients roots, Senior-family member power concentration, 
Generational transition and bridging gap, Exploring new digital opportunities 
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with firms, New digital mindset as main cultural change to address (Costa et al., 
2023) 

Dynamic capabilities theory  
Digital Strategy, Evaluation and Support, Competence Development, 
Understanding and Use, Attitude and Behaviour, Relational Capital, Services 
and Deliverables (Pelletier & Cloutier, 2019) 

Resource Dependence Theory 
(RDT)  

Infrastructure, Innovation and technology adoption, Access to financing, 
Human capital development, Legal and regulatory environment, Market access 
(Yaakub, 2018) 

OSS adoption theory 
Compatibility, Technological context, financial support, Organizational 
context, Environmental context, External assistance, External pressure (Lutfi 
et al., 2022a) 

Resource Based View (RBV) 

Capital investment Internet infrastructure, Lack of drivers Functionality, 
License cost- saving, Webmedia Innovativeness, Support community (D 
Macredie & Mijinyawa, 2011), Link with Mncs (Multi-National Corporations) 
and Tncs (Transnational Corporation) (Prasanna et al., 2019) 

 
Fin tech digital adoption, Effort expectancy, financial accessibility, financial 
literacy, financial risk, Performance expectancy, social influence, firm 
performance (Kurniasari et al., 2023) 

UTAUT 
External barriers, Security barrier, Technology barrier, financial barrier, 
Knowledge barrier, Organisation barrier (Kaur et al., 2024) 

Industry 4.0 factors 
Fin tech digital adoption, Effort expectancy, financial accessibility, financial 
literacy, financial risk, Performance expectancy, social influence, firm 
performance (Kurniasari et al., 2023) 

Innovation, technology and 
growth SME Digitalization 
and ICT 

Supportive culture infrastructure, organization structure and process (Haseeb 
et al., 2019) 

 

Adoption of Productivity enhancing technology, Information Technology, 
Innovation, Sharing and networking, social capital (Prasanna et al., 2019) 

 

Information Technology, digital strategy, Digitalization, Employee skills, 
financial performance (Eller et al., 2020) 

 
Internet and e-commerce, Working out the benefit of it, Formal planning, 
Training, External information, Government support, Vendors and consultant 
(Burgess, 2002) 

 

Lack of financial resources and high costs of ICT systems, Lack of knowledge 
and understanding of ICT, Lack of knowledge to set up the ICT systems, Lack 
of skilled workers that can handle or maintain ICT systems, ICT has too many 
risks involved, not many customers and suppliers have access to internet, not 
widely used in our current business operations (Cant & Wiid, 2016) 

Information Processing 
Theory (IPT) 

Security barrier, Technology barrier, financial barrier, Knowledge barrier, 
Organization barrier (Kaur et al., 2024) 

Technology Acceptance 
Model (TAM) Costs, technical requirements of ai (Govori & Sejdija, 2023) 

 Consultants, Customer, Efficiency, Government, Outside consultant, Risky 
expenditure, Supplier, Vendors (Gordon Liu et al., 2013) 

 

Inadequate Training, Insufficient Accounting skill, Lack of Efficiency (Aziz et 
al., 2022) 

 Non-functional organization, potentially downside characteristics of local 
management (Roth & Farahmand, 2023) 

Social enterprise theory and 
Socio- technology design 

Perceived government support, Cognitive constrains on digital transformation, 
Supply chain digital integration (Zhao & Liu, 2024) 
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Network administrator or information technology champion, Software 
application (Gordon Liu et al., 2013), 

 Lack of methods and procedures, limited resources, lack of expertise, short-
hierarchical lines, short-term strategy (Roth & Farahmand, 2023) 

Technological change and 
innovation 

Limited access to information about new technologies, limited familiarity with 
advanced managerial practices (Vecchiato et al., 2024) 

 ICT infrastructures, Firm financial performance (Zhao & Liu, 2024) 

Supply chain and digital 
integration Author does not 
mention theory 

Alignment between software and business processes, cost effectiveness, Cost of 
upgrades, Customization related challenges, High integration costs, High 
maintenance costs, Lengthy or incomplete integrations, customized 
governance and training, Training, Redesigning business processes, little 
flexibility in adapting to business processes (Venkatraman & Fahd, 2016),  
High level of adjustments- Tailor-made solution development, Profitability, 
Project management, Workforce skill, High reliance on suppliers (Rahnama et 
al., 2022),  
Aversion to innovation, cybersecurity issues, including limited access to 
facilities, insufficient or lacking capacity to test industrial solutions, 
technological intensity, the lack of awareness concerning digital capabilities, 
unclear implementation details, inflexibility to change, limited financial 
resources, strategic aspects (Łabędzka, 2021),  
Benefit of technology implementation, Cost of technology implementation, 
Degree of automation, Degree of implementation, Knowledge about 
technology, Method of production, Number of employees, Turnover, Variety of 
products, Regulatory pressure, Industrial pressure (Yu & Schweisfurth, 2020)  
Fear of failure technologies, lack of alternative solutions to the technological 
breakdown, lack of funds for investment, lack of it-based infrastructure 
(software & hardware), the high initial cost, fear of unemployment/reduction 
in workforce, lack of dedicated resources for research & development, lack of 
long term planning on the adoption of technologies for ethical and sustainable 
operations, lack of management support, lack of trained workforce for 
sustainable operations, fear of demand uncertainty due to market disruptions, 
lack of awareness about government policies and Sustainability, Lack of 
awareness about i4.0 contributions to ethical and sustainable production, lack 
of coordination and collaboration among supply chain partners, lack of 
motivations from customers on adopting i4.0 Technologies for ethical and 
sustainable operations (Kumar et al., 2020)  
Data security, technical barrier, financial barrier, lack of awareness, lack of data 
literacy, shortage of skillful talent (Falahat et al., 2022)  
High cost of digital technologies, lack of digital / technological capabilities, skill, 
and knowledge, lack of funding, lack of qualified specialists (Strilets et al., 
2022) 

  Knowledge sharing financial performance industry, Open-mindedness culture 
(Michna & Kmieciak, 2020) 

 

This study aims to address four research questions: beginning with identifying research 

profiling, information technology challenges underlying theories, proposed frameworks, and 

recommendations for future research directions. We delve into the implications of our findings, 

uncovering gaps and opportunities for future investigation. Additionally, we emphasize three 

key areas for future exploration: advancing theoretical foundations, refining methodologies, and 

deepening content analysis. 

 

Theory development 
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Our examination indicates that theory is not employed in all studies consistently or methodically 

to support empirical findings and enhance the field's credibility. This finding is consistent with 

research by (Prasanna et al., 2019) concerning technological challenges. The lack of attention to 

theory means that information technology explains the influence rather than exploring in more 

depth the challenges in the use of information technology seen from research conducted 

quantitatively. Combining multiple theories is necessary to examine information technology 

challenges for social enterprises. Another study suggests extending the TOE framework by 

integrating the impact of technology implementation based on Resource Dependence Theory 

(RDT), where firms operate in a constrained environment and reduce ambiguity through 

environmental management for effective operational sustainability (Lutfi et al., 2022).  

The TOE framework is a robust model for evaluating the interactions between technology 

features, organizational elements, and environmental pressures that guide adoption decisions 

within organizations (Badghish & Soomro, 2024). In organizational studies on the diffusion and 

adoption of innovations, two widely used theories are the theory of diffusion of 

innovations (DOI) and the Technology–Organization–Environment (TOE) framework. This 

study also combines other theories, such as the technology acceptance model (TAM), the Theory 

of Planned Behavior (TPB), and the Unified Theory of Technology Acceptance and Use 

(UTAUT), because these theories mainly discuss the individual decision-making process. 

However, this study uses the TOE framework because it focuses more on the interaction between 

technology characteristics, organizational factors, and environmental influences in forming 

adoption decisions. Based on literature reviews of most theory-used approaches, the TOE 

Framework provides a critical starting point for examining information technology challenges 

(Lutfi et al., 2022). From the results of further review, it is proven that there are many variable 

equations used in theories with the TOE framework. On this basis, the author tries to summarize 

the variables from all the theories used in the TOE Framework to make the TOE variables more 

comprehensive (see Figure 6). To more comprehensively assess companies, especially in 

information technology, social enterprises can use this integrated TOE theoretical framework, 

which combines and categorizes all the theories identified in this paper with the Technology- 

Organization-Environment approach. 

Social entrepreneurship involves a variety of activities and processes to discover, identify, and 

exploit opportunities to increase social wealth through the creation of new ventures or the 

innovative management of existing organizations. To offer an operational definition that 

captures the dual value creation objective of the social enterprise, the definition suggested by 

(Zahra et al., 2009) will be redefined in this paper as entrepreneurial activities and processes 

aimed at discovering, defining, and exploiting opportunities to increase social wealth through 

the creation of new ventures or the management of existing organizations in a financially self-

sufficient and sustainable manner (Praveen Balakrishnan Nair, 2022). 
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Figure 5. The Hybrid Continuum 

 

 

In recent decades social enterprises have become key players in driving rural development 

(Eversole et al., 2014), (Steiner & Teasdale, 2019), (van Twuijver et al., 2020), (Morrison et al., 

2017) social entrepreneurs can contribute to community resilience and sustainability (Mohd 

Noor et al., 2020) Building capacity and promoting economic growth in rural communities 

through encouraging economic activity and innovation in rural entrepreneurs. Evaluation 

emphasizes the organization’s social impact, its capacity to generate and employment, and its role 

in fostering social capital creation (Spencer et al., 2016). Organizational performance is an 

indicator of its success in achieving its goals (Cherrington, 1989; Dess and Robinson, 1984; Roth 

and Jackson, 1995). Good performance can be determined from organizational efficiency 

(Lekatompessy, 2012) as well as from financial and non-financial performance (Sari et al., 2006). 

Village-owned enterprises (BUMDes) are deemed successful if they effectively perform their 

roles, including financial functions, by providing income contributions to the village and social 

functions in the form of services and fulfilling community needs. By successfully performing 

these two functions, village-owned enterprises are regarded as achieving their organizational 

objectives. 

The results of our study bring off combined antecedent variables from various existing theories 

into the TOE framework, for the Technology category, we identified fifty-one variables, for the 

Organization, sixty variables, and for the Environment category, forty-two variables. As a 

moderator variable, we identified as many as possible, and the outcome, because it uses social 

enterprises, is determined according to its purpose, namely social value creation and economic 

value creation. All variables, especially antecedents, can be used as considerations in conducting 

research that can be adjusted to the context and circumstances. 

Methodology 
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Our review uncovers several notable trends in information technology challenges in managing 

social enterprises this study also highlights the importance of greater agreement on 

methodological and contextual orientations. Leveraging these trends as a basis, we propose 

several potential research topics. Although research has been conducted extensively across 

geographical regions, the majority of studies have come from Europe. However, the analysis 

shows an uneven distribution across countries. For example, Indonesia only had two studies 

identified, although village-owned enterprises are present in almost every village in Indonesia. 

This underscores the need for further research to understand the IT challenges in the context of 

village-owned enterprises in countries such as Indonesia. In addition, there are differences in 

single-country studies, given the availability of data and the complexity of participant access. 

Therefore, we recommend the development of multinational comparative studies to highlight 

variation arising from differences in institutional characteristics, such as those between 

developing, developed, and developing countries. 

Some of the empirical studies we reviewed tend to use quantitative approaches. Not surprisingly, 

quantitative studies rely heavily on cross-sectional data and tend to neglect longitudinal data. It 

is important to examine longitudinal data to understand the complexity of information 

technology challenges. However, it must be acknowledged that the challenges in obtaining 

primary data are still significant. In addition, the conditions of social enterprises in developing 

and developed countries show significant differences in various aspects, including policies. 

Therefore, qualitative comparative studies allow for more insightful research results. The use of 

qualitative approaches can also contribute to theory development by integrating practitioner 

perspectives and researchers' understanding of the subject. 

 

Content exploration 

Our study proposes a multilevel integrative framework that allows further examination by 

testing it empirically. Integrating the various factors presented in the framework provides an 

opportunity for a comprehensive examination of the technology, organization, and environment 

(see Figure 6). At the organizational level, future research can be carried out by investigating 

factors that include the manager and employee's background and readiness to use information 

technology. Future research can also consider the internal and external environment in 

influencing social enterprises to achieve value for social and economic. The limited information 

on the types of businesses managed by social enterprises in the reviewed articles may enhance 

the results of future research. Employees are a valuable resource in social enterprises, 

particularly due to their skills. However, further studies are needed to establish clear criteria for 

management skills. Future research could also explore the roles of moderators proposed in the 

framework, as there is significant potential to investigate the factors influencing the relationship 

between antecedents, moderators, and outcomes. 

At the individual level, future research can be carried out by investigating factors that include 

personal background. Individual educational level and experience are recognized as important 

factors in understanding leadership styles. Future research can also consider the role of 

managers’ leadership style in being a success factor in dealing with information technology 

challenges. Although it is acknowledged that social enterprises face organizational 
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vulnerabilities, particularly in developing countries, further research focusing on the 

organizational characteristics of social enterprises from an international perspective remains an 

area for exploration. The limited information in the reviewed articles regarding the types of 

businesses managed by social enterprises could enhance the outcomes of future research. 
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Figure 6 Information Technology challenges with TOE Framework approach: antecedents, moderators, and objectives of Social 

Enterprise 
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CONCLUSION 

Much of the attention in the field of information technology to date has focused on its 

technological aspects, with little adequate examination of the information component. 

Essential tools for rural development through Village-Owned Enterprises (BUMDes) 

as social enterprises are crucial strategies in supporting digitalization. Although 

research on information technology challenges in the context of social enterprises is 

growing, the number remains limited—only 42 relevant observation articles were 

found in this study. This review attempts to comprehensively investigate the profile of 

previous research, underlying theories, and potential future research directions. We 

also propose a conceptual model based on the TOE framework from previous studies. 

Analysis of the profile of research articles shows that the number of article publications 

fluctuates, indicating an increasing trend of information technology challenges being 

published in reputable journals by leading publishers. The reviewed articles also show 

a variety of research methods. Interestingly, most studies use quantitative methods. 

This systematic review is designed to provide a holistic picture of information 

technology challenges and seeks to pave the way for further research. Thus, this study 

contributes to academia by enriching the knowledge of management literature and 

improving the understanding of information technology challenges in managing social 

enterprises with the TOE framework approach. 

Although this study has gathered valuable knowledge, we suggest the following areas 

for further research. First, we include only peer-reviewed articles while excluding 

books, working papers, theses/dissertations, and practice reports. This narrowed our 

scope, potentially overlooking some relevant and valuable studies from other article 

types that were excluded from this research. Additionally, our study is grounded in the 

TOE theory, which is useful in offering a comprehensive research profile and 

discussing several important topics related to information technology challenges— 

which are considered useful in identifying future research direction for further 

development in this field. A Systematic analysis using other frameworks is also 

beneficial in offering varying perspectives. Third, because the nature of this study is a 

systematic literature review (SLR), its impact may be limited to empirical studies and 

practical implementation. The findings from this study can support future research 

endeavors, for example, in identifying control variables that complement this 

framework to enhance or mitigate the effects of antecedents and 

moderators/mediators on outcomes. Nevertheless, providing a foundation for future 

research agendas, this study could contribute to managerial implications that can be 

applied by the government or other stakeholders to accelerate the realization of 

information technology implementation in managing social enterprises. 
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ABSTRACT 

 

Methodology: This research is a qualitative study that uses the literature review 

method. The literature review process carried out is related to the topic of value 

relevance of the company's financial statements that have been carried out. The 

literature review conducted is carried out to find new insights related to the role of 

corporate governance so as to improve the quality of the value relevance of accounting 

information to predict stock prices. Therefore, this research will review and synthesise 

several articles published in various indexed international journals.   

Findings:  The results of the first article review that has been carried out show several 

arguments that need to be proven empirically related to the relevance of accounting 

information to stock price prediction. 

Theorical and/or Methodological Contributions: The results of this study are 

able to make a theoretical contribution regarding the strengthening of signal theory 

and agency theory. In signal theory, the results of this study will be able to provide an 

explanation that explains that financial statement information has the purpose of 

providing information aimed at being a signal to investors. Therefore, the relevance 

value of the company's financial information must really be able to show the real 

condition of the company. Thus, the application of good coporate governance 

mechanisms is important to ensure that the information presented in the company's 

financial statements really has good value relevance and is free from agency conflicts 

from management. 

Research/ Practical Implications: The article discusses new insights into a more 

comprehensive research model of value relevance in the fulfilment of information to 

predict the company's share price. More specifically, this article highlights the role of 

corporate governance mechanisms as a control for the creation of value relevance of 

accounting information through increased compliance with the application of 

standards to produce quality accounting information. In particular, this paper is able 

to show empirical efforts to prove to the public that accounting information has 

predictive ability for the decision making of its users. 

 

Keywords: accounting information, corporate governance mechanism, stock price, 

value relevance 
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INTRODUCTION 

 Financial statements aim to provide financial information about the company through 

high quality accounting figures. This information helps creditors, investors, potential 

investors, and other users make the right decisions regarding their interests such as 

investment, lending, and others (Ntim, Opong & Danbolt, 2011). Based on the 

information obtained from the financial statements presented by the company, users 

should be able to evaluate the size, timeliness, and potential uncertainty of cash 

received in the future. Whelan (2008) explains that company financial data is crucial 

for providing information on capital flows from investors and showing the 

management of resources entrusted to management. 

 Financial statement information becomes important information due to the high 

complexity in today's business world, so that investors, potential investors, and other 

users become highly dependent on financial reports to assess company performance 

and even managers (Jeroh, 2020). Thus, the accounting information contained in the 

financial statements must have good relevance value. Profit reported by the company 

is considered to have relevance value when it is able to significantly reflect the stock 

price, where the value also indicates the value of the company (Dabor & Adeyemi, 

2009).  

 The explanation in previous studies shows that a financial statement information that 

has information relevance value must be able to describe the value of the company 

through stock prices, profits, or other measures. The better the quality of financial 

statement information, the more it will be able to present earnings information that is 

in accordance with the information used by users to assess a company (Ogieh & Jeroh, 

2022). Therefore, the first reason for the need to conduct a study on value relevance 

and stock prices is to determine the benefits of accounting value in relation to the 

valuation of company equity. 

 Another argument that reinforces the need for studies on the importance of value 

relevance of accounting information is the long discussion on compliance, governance, 

and the impact of the implementation of International Financial Reporting Standards 

(IFRS) standards on the quality of accounting information. Several studies present 

results showing an improvement from IFRS adoption on information quality 

(Dumontier & Raffournier 1998; Street, Gray, & Bryant 1999; Barth, Landsman, & 

Lang. 2008; Covrig, DeFond, & Hung 2007; Tarca 2004; Cuijpers & Buijink 2005; 

Kim & Shi 2007; Hung & Subramanyam 2007; Landsman, Maydew, & Thornock 

2012). However, some other research results show a decrease in information quality 

(Paananen, 2008; Paananen & Lin, 2009) and no effect on the quality of accounting 

information (Beuselinck, Joos, & Meulen, 2007; Jeanjean & Stolowy, 2008; Jarva & 

Lantto, 2010). 

 The study of compliance, governance, and the impact of the implementation of 

International Financial Reporting Standards (IFRS) is based on the great attention of 

regulators and other interested parties to the honesty and quality of financial 
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statements. This attention has developed rapidly, especially after the occurrence of 

financial reporting scandals in various countries such as Enron, WorldCom, Xerox, 

Satyam, and several other companies that also dragged the names of accountants. This 

topic has also become increasingly interesting in various researchers in the world also 

because most countries have adopted IFRS, so IFRS has become one of the significant 

standards in the development of accounting practices in the world. However, if it only 

relies on the adoption of IFRS without increasing compliance with existing disclosure 

standards, the quality of accounting information will also not have good value 

relevance. Therefore, further studies on the value relevance of accounting information 

need to be conducted.  

 Based on the two needs described in the previous section, the study of the value 

relevance of accounting information to be able to describe and predict the condition of 

the company is still an interesting topic for further discussion. This article in the next 

section will discuss in more depth about new insights that discuss a more 

comprehensive research model of value relevance in an effort to fulfil information to 

predict company stock prices. More specifically, this article will highlight the role of 

corporate governance mechanisms as a control for the creation of value relevance of 

accounting information through increased compliance with the application of 

standards to produce quality accounting information. In particular, this paper will be 

able to show empirical efforts to prove to the public that accounting information has 

predictive ability for the decision making of its users. 

 

LITERATURE REVIEW 

The definition of value relevance in previous studies is very complex and has many 

views. Value relevance is always associated with the quality of accounting information 

in measuring financial performance and position (Barth, Landsman, and Lang, 2008). 

The quality of accounting information is focused on the reliability of the financial 

information itself. Financial statements that have high reliability should be able to 

protect investors from the opportunistic behaviour of company managers (Penman 

and Zhang, 2002). Accounting quality on the other hand is also associated with the 

benefits that can be provided by the company's financial information to achieve the 

expectations of information users (Watts, 2003). Soderstrom and Sun (2007) agree 

that the quality of accounting information is determined by the standards used, legal 

and political systems, and financial reporting incentives. Thus, the application of IFRS 

as a globally applicable standard and adopted by many countries is able to provide 

higher relevance and reliability of information (Soderstrom and Sun 2007). 

This condition shows that the measures and determinants of information quality are 

still polemic in various existing previous studies (Liu et al, 2011; Callao, Jane, and La, 

2007; Karampinis and Hevas, 2011). For example, accounting quality that refers to 

value relevance is associated with the existence of earnings management actions from 

managers (Liu et al, 2011). Callao, Jarne, and La (2007) emphasise the comparability 

of financial statements to measure value relevance in determining accounting quality. 
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Meanwhile, Karampinis and Hevas (2011) include aspects of accounting conservatism 

that are juxtaposed with value relevance to say that accounting information can be said 

to be of quality. Therefore, the conclusion of some information from previous studies 

shows that the value relevance of accounting information cannot be a single stand-

alone definition as a determinant of accounting quality because there are other 

determinants such as earnings management, comparability, and conservatism that 

also determine accounting quality.     

FASB (2010) provides another view to fill the concept model of another definition 

related to the relevance of the value of accounting information in this study, where 

relevant accounting information must be presented appropriately in order to provide 

benefits. This definition of useful accounting is clarified again by including elements 

of predictive value and confirmatory value. That is, information that has relevance for 

users of financial statements for decision making must be able to predict the value and 

trends of economic entities in the future (predictive value) or correct past predictions 

that have been made by users (confirmatory value). In order to be able to present the 

true condition of financial accounting information must have three characteristics, 

namely complete, neutral, and error-free. If referring to these three characteristics to 

create value relevance then of course the relevance of accounting value becomes 

difficult or may not be achieved.   

Cho, Kim, and Lim (2010) in their study tried to analyse the definition of value 

relevance from FASB Concepts Statement No. 2 in May 1980 and IASB/FASB 

Exposure Draft in May 2008, both of which were considered conflicting. The results 

of this study suggest that only one definition should be retained. The first definition, 

value relevance, relates to the ability of accounting information to inform decision-

making. More specifically, the definition of relevance is when "accounting information 

about economic phenomena is capable of generating different decisions from users. 

The explanation of this definition refers back to the aspect of fulfilling predictive value 

and confirmatory value. Furthermore, the second definition, namely value relevance, 

focuses more on the suitability and importance of economic phenomena selected for 

decision making by users of accounting information. This definition is also used by 

Sloan (1999) to explain value relevance. Economic phenomena in this second 

definition carries a meaning that invites debate. Economic phenomena are more often 

interpreted as "what is meant to be represented?". Based on the explanation of the two 

definitions Cho et al (2010) concluded that the meaning of relevance is the relationship 

between accounting information and the representation of economic phenomena. 

The definition of the relevance of the value of accounting information on various sides 

of the study and standard setter then triggers the desire to develop a more complex 

definition concept model than the existing definition. This article suggests that to be 

able to clarify the definition of value relevance is to start from the emergence of the 

initial motivation for the preparation of financial statements for information users, 

namely creditors, investors, potential investors, and other users in making decisions. 

At this point the definition of value relevance can begin to be linked to the ability of 
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financial information to be able to create good decisions for users of financial 

information. Based on the results of previous studies, it shows that there are several 

important aspects that make up the word relevant, namely (1) information quality, (2) 

information reliability, (3) proper presentation (complete, neutral, and free from 

errors), (4) predictive value, (5) confirmatory value, (6) suitability, and selection of 

economic phenomena. Based on these six aspects, the value relevance of accounting 

information can be achieved if the accounting information presented by the company 

is able to provide quality information to confirm the company's past performance and 

predict the company's future performance reliably and appropriately in accordance 

with the phenomena selected by information users. 

 

DISCUSSION 

Value relevance as an important criteria accounting information in predicting stock 

prices 

This section discusses the important point of expecting the value relevance of 

accounting information to be one of the important criteria in predicting the company's 

stock price. The quality of accounting value relevance indicates the transparency of 

company information to investors, which attracts research interest related to the 

provision of more transparent information that can affect the company's market value. 

The relevance of accounting information can be a gap for investors to predict stock 

prices because the value relevance of accounting information becomes the explanatory 

power of accounting variables (Camodeca et al., 2014). The accounting variables in 

question are book value per share and earnings (Feltham, Ohlson, 1995; Liu, Liu, 

2007; Beisland et al., 2010; and Tharmila, Nimalathasan, 2013), cash flow (Bartov et 

al., 2001), or other relevant accounting variables that can be selected by researchers to 

meet their research objectives (Göttsche, Schauer, 2011). 

Previous studies have found empirical evidence showing the effect of the value 

relevance of accounting information on stock price prediction such as in China (Bao, 

Chow, 1999), Thailand (Graham, King, 2000), Europe (Arce, Mora, 2002), Kuwait 

(Shamy, Kaled, 2005), and Nigeria (Oshodin, Mgbame, 2014; Uthman, Abdul-Baki, 

2014). These studies argue that earnings and book value are relevant to stock prices. 

However, some other studies found different conditions (Francis, Schipper, 1999; Lev, 

Zarowin, 1999; Dontoh et al., 2007; and Cheng et al., 2008). The results of these 

studies indicate that there are certain conditions such as a deliberate move by the 

company towards the adoption of high technology and a service-oriented economy 

causing accounting information to be lost, or to experience a reduction or decrease in 

value. Therefore, the hypothesis stating that "the value relevance of accounting 

information is able to predict the company's stock price" needs to be tested again 

under a variety of different conditions.  

Research on proving the hypothesis that the value relevance of accounting information 

can predict the company's stock price can be refocused on accounting variables as 

described earlier. Gjerde et al. (2005) argue that independent variables such as 
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earnings, dividends, book value, and retained earnings have value relevance if they are 

related to (significantly) the dependent variable, which is mostly expressed by stock 

price, return or abnormal return. These variables are considered as important and 

good measures to concisely describe the company's financial statements (Jeroh, 2016), 

then book value and earnings (Penman, 2010) become the bottom line figures of the 

company's financial position report. 

The earnings variable is a key variable in the accounting domain when analysing value 

relevance issues.  Works such as Beaver, Dukes (1972) captured the ability of earnings 

to explain the trend and behaviour of stock price movements. Earnings are considered 

that the value relevance of earnings is ensured to forecast stock returns (Adaramola, 

Oyerinde, 2014). Research from Nichols, Wahlen (2004) and Dechow, Dichev (2002) 

observed that earnings information seems to provide more relevant and reliable 

information. Other research on the value relevance of earnings shows interesting 

results across different jurisdictions, countries, and industries. Ball et al (2000) 

conducted a study on the value relevance of earnings in seven countries, where the 

results of the study showed that in terms of timeliness, accounting earnings are 

significantly greater in common-law countries when compared to code-law countries. 

Dechow (1994) found that earnings have a stronger relationship with returns than cash 

flows. Based on these research findings, a derivative hypothesis can be raised from the 

previous one which states that "the value relevance of accounting information proxied 

by corporate earnings is able to predict the company's stock price". 

Another variable used to measure the value relevance of accounting information is 

book value per share. This variable is used because of the assumption of the lack of 

reliability of the quality of information obtained from earnings from investors (Jeroh, 

2016). Hayn (1995), Babalola (2012) stated that book value can be viewed as a proxy 

for future earnings expectations for corporate losses and waiver psi for companies that 

are likely to cease operations (Berger et al, 1996). Book value is considered to be able 

to predict stock prices with some empirical evidence from previous studies (Ohlson, 

Penman, 1992; Berger et al., 1996; Dontoh et al., 2004), also showing that book value 

is relevant because it seems to have a stronger relationship with stock prices when 

weighted. Based on these research findings, a derivative hypothesis can be raised from 

the previous one which states that "the value relevance of accounting information 

proxied by the book value per share of the company is able to predict the company's 

stock price". 

 

Corporate governance as a factor in reducing conflicts of interest through increasing 

firm value 

Company report information both quantitative (financial) and qualitative (non-

financial) is the basis for investors to make decisions. Therefore, the quality of 

corporate information is the basis for the accuracy of decisions made by investors. The 

better the quality of the information presented, the better the decisions that can be 

made by investors (Dabor & Adeyemi, 2009). However, in practice, to produce quality 
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information, companies are faced with problems that cause the quality of company 

report information to be low. Low reporting quality is caused by sloppy accounting, 

inadequate regulations, crony capitalism, lagging regulations and many regulations, 

economic and political factors that affect the incentives of managers and auditors (Liu 

& Zhang, 1996; Ball, et al., 2003; Fox, 1998; and Rask, et al., 1998).  

The conditions for the emergence of low quality corporate report information are very 

likely to occur due to the separation of ownership between company owners and 

company business managers (managers).  Managers have a tendency to play an active 

role in reducing the quality of the company's financial statements through fraud 

committed to protect their interests (Dabor & Adeyemi, 2009). Managers in some 

situations have the ability related to contingent control rights that can create the 

potential to act against the interests of investors through information concealment 

(Oyejide & Soyibo, 2001). The existence of such conditions can ultimately erode 

investor confidence in the business practices carried out by a manager, so there is an 

urge to present a form of good corporate governance. Sloan (2002) explains that the 

credibility of a financial report is determined by the existence of a strong corporate 

governance structure. 

Corporate governance is a form of governance that is formed to produce solutions to 

agency problems that occur in agency relationships. Jensen & Meckling (1976) explain 

that the purpose of the CG mechanism is to minimise agency problems through the 

alignment of interests between managers and investors through increasing firm value. 

Increasing firm value for agency conflicts can be resolved by increasing the increase in 

disclosure of CG practices. The first way to disclose CG practices is to disclose CG 

practices through facilitating the efficient allocation of scarce resources to assist 

managers and investors in identifying profitable investment opportunities (Bushman 

& Smith, 2001). Furthermore, the provision of transparent information about CG 

practices for shareholders to reduce external capital costs such as manager monitoring 

and bond costs (Beiner, Drobetz, Schmid, & Zimmermann, 2006), thus reducing 

overall corporate risk (Mallin, 2002). Finally, disclosure of CG practices can increase 

firm value by reducing information asymmetry between managers and investors 

(Sheu, Chung, & Liu, 2010). 

Some studies try to find empirical evidence regarding the alleged ability of corporate 

governance to reduce the impact of agency conflicts. Research from La Porta, Lopez-

De-Silanes, Shleifer, and Vishny (2002) successfully proved that companies with more 

transparent information about investor rights are able to generate higher value 

compared to less transparent companies. This statement is also supported by 

Gompers, Ishii, & Metrick (2003) and Durnev & Kim (2005) who state that there is a 

positive relationship between disclosure of CG practices and firm value. Based on the 

explanations of the existing findings, it implies that corporate governance is able to 

increase firm value through improving the quality of information related to investor 

rights. Therefore, the proposition of "corporate governance disclosure practices can 
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increase firm value by reducing information asymmetry between managers and 

investors" needs to be tested in more depth. 

Corporate governance mechanism as a control of value relevance accounting 

information to predict stock prices 

The role of the corporate governance mechanism is triggered by the agency 

relationship that occurs between the principal and the company agent. Jensen & 

Meckling (1976) explain that the agency relationship is a contractual relationship that 

occurs between the principal (one or more) and the agent to delegate decision-making 

authority to the agent. Corporate governance also appears to be an interesting issue 

because of the legal system that applies in a country related to investor protection, 

capital market regulations, and accounting. Corporate governance, which is then 

abbreviated as CG, is intended to create a more liquid capital market by reducing the 

level of information asymmetry. Laporta et al (2000) and Renneborg et al (2006) 

explain that corporate governance is a combination of traditional and new aspects of 

governance and control of corporate units. The last trigger of corporate governance 

was the number of corporate scandals that showed a failure in the corporate 

governance process in the 1990-2000s. These scandals showed the occurrence of fraud 

and lack of control systems that caused the credibility of the company, especially 

corporate governance, to decline.  

Corporate governance consists of two mechanisms, namely internal mechanisms and 

external mechanisms. Denis (2001) explains that the internal mechanisms of 

corporate governance are the Board of Directors, management compensation, 

ownership, etc. Melón-izco, Ruiz-Cabestre, & Ruiz-Olalla (2020) argue that corporate 

governance mechanisms, such as board diversity, can improve the company's 

reputation by being more open to stakeholders. Furthermore, external mechanisms of 

corporate governance are such as product market takeovers and competition (Denis 

2001), and managerial labour markets (Byrd, Parrino, & Pritsch 1998; Weir, Laing, & 

Mcknight 2002). 

Some studies try to prove that the quality of corporate governance of a company has a 

correlation with the quality of financial statements. Byard et al (2006) found empirical 

evidence that good corporate governance quality will create good earnings information 

quality as well. Thus, the results of this study imply that quality governance is able to 

produce more reliable and transparent information. McKinsey (2002) in its 

observation, namely the Global Investor Opinion Survey, shows that more than 50% 

of investors in Western Europe and North America view governance disclosure as 

important on par with other financial issues, namely profit, performance and growth 

potential.  

The results of previous research showing that corporate governance has an impact on 

the quality of financial statements indicate that corporate governance is able to help 

investors to protect failures in terms of decision making. This is because financial 

information generated from companies with good governance is able to produce more 

transparent and reliable information. Thus, the next testable argument is that 
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"corporate governance is able to increase the value relevance of accounting 

information through information reliability". Investors who use reliable financial 

statement information from a company with good governance will ultimately be able 

to make accurate predictions of future stock prospects. 

This assumption has been proven through several previous studies such as Mingzhu & 

Khaled (2013) which prove the impact of corporate governance on the disclosure of 

forward-looking statements in annual reports and whether these statements have an 

impact on future earnings. The results concluded that well-governed firms are able to 

improve reporting quality so that forward-looking statements from well-governed 

firms improve the stock market's ability to anticipate future earnings. Thus, the next 

testable argument is that "corporate governance has an impact on the predictive 

quality of future stock prices through increasing the value relevance of accounting 

information". 

 

CONCLUSION 

 Based on the previous explanation that research on the topic of value relevance 

of accounting information is still an interesting topic to research based on two 

arguments, namely (1) the need that a financial statement information that has value 

relevance information must be able to describe the value of the company through stock 

prices, profits, or other measures and (2) the issue of compliance with the application 

of financial reporting standards. The results of the first article review that has been 

carried out show several arguments that need to be proven empirically related to the 

relevance of accounting information to stock price prediction, namely (1) the relevance 

of the value of accounting information is able to predict the company's stock price" 

needs to be tested again on a variety of different conditions, (2) the relevance of the 

value of accounting information proxied by corporate profits is able to predict the 

company's stock price ", and (3) the relevance of the value of accounting information 

proxied by the book value per share of the company is able to predict the company's 

stock price. The results of the next review show that disclosure of corporate 

governance practices can improve the quality of financial statements by finding a 

testable argument that disclosure practices can increase firm value by reducing 

information asymmetry between managers and investors. The results of the last review 

found important findings that need to be followed up in further research, namely the 

role of corporate governance in predicting stock prices through improving the quality 

of financial statements through testing arguments, namely (1) corporate governance 

is able to increase the value relevance of accounting information through information 

reliability and (2) corporate governance has an impact on the quality of future stock 

price predictions through increasing the value relevance of accounting information.  
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ABSTRACT 

 

Objective: By issuing government regulation no. 71 of 2010 concerning accrual-based 

Government Accounting Standards which has obtained a clear implementation basis 

regarding accrual-based SAPs. Statement of Government Accounting Standards 

(PSAP) No.14 regarding intangible assets explains that non-financial assets that do not 

have a physical form are used in producing goods and services for the purpose of 

intellectual property rights. The purpose of this study is to find out how the software 

is managed at the Tanah Datar District Tourism Office which has a software called 

Pesona Wisata Tanah Datar which is identified as an intangible asset. The software 

owned by this agency is managed and developed.  

Methodology: This research uses qualitative analysis. Data was collected through 

interviews with the accounting and reporting département regarding the acquisition 

of software, as well as presentation in financial reports and documentation by directly 

observing the software used which was presented in the financial reports. 

Findings: The Tanah Datar Tourism Charm Application, which is controlled by the 

Tourism Department, was created through software development under contract. The 

public can utilize the Pesona Wisata Tanah Datar program, which is helpful in making 

it simpler for travelers to locate lodging, tourism sites, and other amenities. The 

software in question has been documented and showcased in financial reports in 

compliance with SAP PP 71 of 2010. 

Research/Practical Implications: Accounting-wise, the procurement, recording, 

and presentantion of software assets are compliant with SAP. However, extra care 

must be taken in the software`s development to make it user-fiendly and suitable for 

tourists to use as a guide while on thours, as this will have a significant effect on 

boosting local revenue. 

 

Keywords: Intangible Assets; Government Accounting; Government Accounting 

Standards; Software; Tourism Office 
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INTRODUCTION 

Indonesian government accounting has been evolving since 2005, and PP No. 

24/2005 concerning Government Accounting Standards codified this development. 

Indonesia had little experience with government accounting at the time. Indonesia had 

seen development during the time financial transactions were recorded using the 

Single-Entry method. Up until modifications, such as Law No. 9 of 1968, Indonesia's 

state finances were governed by the Dutch regulations pertaining to the Indonesische 

Comptabiliteitswet stbl.1864 No. 106, which were established in 1864. Even though 

there were numerous modifications made along the way, the Dutch manufacturing 

regulations were still in use, which is why government finance managers continued to 

use the phrase Stbl. 1925 well into the new millennium. Because the existing 

restrictions were so stringent, other ones were created addressing the same issue the 

intrinsic weakness of Stbl. 1925 that was challenging to overcome. Because 

government accounting did not undergo exchange, changes were made relatively 

slowly. In a directive issued by a faction that had gained traction and significance. The 

need for financial accountability to the government will increase even in the event that 

the assets under its management remain unrestricted. 

The Regional Financial Administration Manual, or MAKUDA, was published in 2001, 

marking the start of Indonesia's accrual accounting adoption. In 2003, Law No. 17 of 

2003 regulating State Finance was formally released by the government. Then, in 

2004, the State Treasury Regulation (Law No. 1 of 2004) was released. Moreover, the 

enactment of Law No. 24 of 2005 will enforce the accrual-based Government 

Accounting Standards, which are mandated by Law No. 17 of 2003 concerning State 

Finance. The Government Accounting Standards specify that the deployment of the 

device is done in stages, starting with the Cash-based Government Accounting 

Standards (SAP) and working up to Accrual, taking into account the availability of 

different devices in work units at all levels of government. In addition, 2008 Law No. 

41's rule pertaining to the State Revenue and Expenditure Budget for Fiscal Year 2009 

serves as more evidence of the government's efforts to enact accrual accounting in 

Indonesia. 2010 saw the release of Government Accounting Standards Regulation No. 

71. According to Zelmiyanti (2015), Article 4 unequivocally and firmly declares that 

the government applies SAP (Government Accounting Standards) on an accrual 

basis.Government Regulation No. 71 of 2010 about Accrual-Based SAP was issued in 

place of PP Number 24 of 2005, serving as the technical foundation for the 

implementation of accrual-based SAP. Attachment 1 explains that accrual-based SAP 

must be implemented by no later than 2015. In Zelmiyanti (2015).  

Article 32 paragraph (2) of Law No. 17 of 2003 concerning State Finance and Article 

184 paragraph (3) of Law No. 32 of 2004 concerning Regional Government—which 

was most recently amended by Law No. 12 of 2008 concerning the Second Amendment 

to Law No. 32 of 2004 concerning Regional Government must be satisfied by 

Government Regulation on Government Accounting Standards. (Presidential 

Regulation Number 71 of 2010 of the Republic of Indonesia)  
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Split during the government cycle into central and regional governments. Accounting 

involves the recording, categorization, and summarization of financial transactions 

that are carried out by businesses or organizations, with the outcomes being reported 

in a document known as the Financial Report (Riyanto & Agus, 2015). In the 

meantime, government accounting is defined as the process of registering, classifying, 

summarizing, and interpreting government financial transactions in order to provide 

financial information services. The identification, measurement, recording, and 

reporting of economic transactions made by regional government agencies are all 

included in regional government accounting. External parties to the regional 

government entity (District, City, or Province) use this information to make economic 

decisions. 

Tanah Datar District is one of the districts in West Sumatra that has successfully 

adopted a government financial accounting system. The Fair with Exceptions (WDP) 

and Fair Without Exceptions (WTP) predicates were given to the district based on the 

findings of the audit conducted by the National Internal Auditor (Ade, 2017). 

According to Wijaya (2019), the Department of Tourism, Youth and Sports, Tanah 

Datar Regency, also known as DISPARPORA, is tasked with supporting the district in 

managing the Tanah Datar Government in the areas of tourism, youth and sports, and 

creative economy development. The event was arranged by the Tanah Datar District 

Youth and Sports Tourism Department: 

1. Fulfill any additional duties and obligations assigned by the Regent in 

accordance with his functions and responsibilities.  

2. Develop technical guidelines that are in line with the scope of work in the fields 

of tourism, creative economy development, sports, and youth.  

3. Manage government affairs and public services in these areas.  

4. Launch and carry out initiatives related to tourism, creative businesses, sports, 

and youth. 

Government Accounting Standards Statement (PSAP) No.14 defines intangible assets 

(ATB) as identifiable non-financial assets without a physical form. Additional uses for 

ATB include protecting intellectual property rights. The answer to the question of 

whether government assets can be recognized, managed, or owned by a specific 

organization is provided in PSAP No. 14. Identification of intangible assets is done in 

compliance with existing intangible asset recognition requirements prior to 

identification (Exsanti, 2020). According to PSAP No. 14, which governs responsible 

and effective management of the value of intangible assets, how much are intangible 

assets worth in a government? Using this description, the researcher hopes to 

investigate whether the Tanah Datar Tourism Office's Financial Reports on Intangible 

Assets match those found in the relevant Government Accounting Regulation. 
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LITERATURE REVIEW 

Government Accounting's Scope 

The scope of government accounting, according to Mardiasmo (2006:01 in Sadat, 

2020:13), comprises financial accounting systems, management accounting, financial 

planning and development, monitoring and inspection systems, and other financial 

implications of government-implemented policies. Government accounting is not 

developing as quickly as the business accounting industry. Naturally, this is a result of 

the various, largely unchanged features of commercial accounting. Public expectations 

for financial disclosures have an impact on government accounting and the 

implementation of balance sheet transparency. Measuring the performance of these 

financial organizations is the goal of treating corporate accounting and government 

accounting differently. The underlying goal of business and government financial 

reporting, notwithstanding their differences, is to provide reports on data provided by 

government agencies. 

 

Government Accounting Principles 

In order to modify, report, and analyze various financial reports, government 

accounting uses principles that theoretically and practically explain the numerous 

processes or methods available in Indonesia. SAP is prepared using a conceptual 

framework derived from government accounting.  

 

SAP provides theoretical explanations of the ideas, rules, practices, and methodologies 

applied at the global level for documenting, categorizing, summarizing, or examining 

government financial transactions, as decided by the accredited organization when 

creating standards. In actuality, accounting standards in Indonesia differ from the 

conceptual accounting of the government, which explains why there are differences in 

the conceptual notions of accounting that are utilized as a guide for accounting 

standards. 

 

Government Accounting Standards 

Government Accounting is in charge of implementing government accounting in its 

recording and reporting system and has the authority to make initiatives to raise the 

caliber of financial reports from the national and local governments. It is made very 

apparent that the SAP's title, number, and effective date are contained in the 

government accounting standards statement form. According to the SAP principles 

outlined in PP No. 71 of 2010 in this instance (Sondakh, 2016), the following SAP 

reporting standards are specifically applied:  

1. Accounting Basis: Operational activities are reported using SAP as income, 

which is recognized after all requirements have been met. 

2. Historical Value: This is the historical value that needs to be paid in cash. 

3. Understanding that government expenses can be allocated to a number of 

different uses in terms of revenue. 
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4. The notion that "substance trumps formal form" implies that the value of the 

gathered information is presented fairly. 

5. Periodicity: Financial reporting requires that performance be broken down into 

multiple reporting periods in order to be quantified. 

6. Consistency: When accounting is implemented, reporting needs to take the 

same format. 

7. Complete Disclosure: To make it easy for readers, information reporting needs 

to be comprehensive. 

8. Equitable presentation of assets and liabilities with careful thought that 

incorporates the precautionary principle.  

 

It is simpler for SMEs to handle bookkeeping when the accounting implementation 

system is properly implemented and allows for seamless reporting and control from 

the government (Simanjuntak, 2005). The government has employed a cash-to-

accrual recording mechanism from 2004 to 2014 in addition to a straight cash 

recording model since 2003. 

 

Intangible Assets 

In order to gain intellectual property rights (IPR), non-cash assets without a physical 

form are referred to as intangible assets (ATB) (KSAP, 2019). As stated by 

Subramanyam & Wild (2014 in Ponziani & Azizah, 2017), intangible assets are a 

manageable type of privilege. In this instance, assets exhibit high fluctuations, 

limitless advantages, and are not separable (Subramanyam & Wild, 2008 in Soraya, 

2013). Intangible assets have economic life, acquisition value, amortization, and 

residual value. In general, intangible assets have the qualities listed below: 

Lacks unique rights, as well as the tangible form and worth of firm rights.  

Assets with future rights to cash receipts and comparable units.  

Is a long-term phenomenon 

 

Types of Intangible Assets 

1. Resources 

The government's resources for intangible assets include the following: 

a. Variety of storage media, including flash disks and other storage sites, can be 

used to store computer programs.  

b. Licensing or franchising, in which a person going by the name of the franchisor 

grants another person permission to utilize the resources or brand that the 

franchisor owns. 

c. An innovation is owned for a specific amount of time by the patent holder. 

d. The ability to restrict their work, whether it be music or a performance, is 

known as copyright. 

e. Leasing, which is the permission to utilize products or fixed assets under a 

leasing arrangement. 



577 
 

  
 

f. Upcoming research findings will include economics.  

g. Worth to the government and society 

h. The development of intangible assets is ongoing.  

2. Method of Acquisition 

a. Income is split as follows:  

b. Measurement has a significant impact on Intangible Assets purchases. 

c. Internal development, which refers to Intangible Assets acquired through 

internal organization development initiatives. 

d. Engage in reciprocal trade at other businesses 

e. Collaboration is acceptable as long as it complies with the parameters and 

definition of Intangible Assets. Nonetheless, the agreement outlines each 

party's responsibilities and rights. 

f. The government receives grants and charity without receiving payment. 

g. The government owns historical and cultural heritage since it is valuable and 

guards against asset exploitation.  

3. Useful Period 

a. Intangible assets are separated into two categories based on their useful lives, 

namely: 

b. A finite life, or limited useful life, is less than a year. 

c. An endless lifespan of longer than a year, or an infinite useful life 

 

Recognition of Intangible Assets 

Since recognition is recorded at cost, it might be challenging to ascertain past expenses 

that are relevant for calculating asset measurements. Since intangible assets are 

recognized as fixed assets since they are tied to specific assets, it is necessary to 

determine the assets received from outside sources first. Assets are recorded in the 

assessment according to acquisition (Warren et al., 2014 in Rahayu et al., 2020). In 

general, future financial gains and prospective services that will come to the 

organization qualify as the basis for the recognition of intangible fixed assets and the 

measurement of fair value or cost is accurate.  

 

Intangible Asset Measurement 

There are several differences between book and market values in businesses, according 

to accounting studies (Beattie, 2005 in Rosdini, 2016). Unregistered debts can 

increase intangible assets because they serve as collateral for paying attention to any 

irregularities that have consequences. When making investments, one should 

recognize that assets are a form of uncertainty because it can be challenging to get 

different types of information from outside sources. Measuring-wise, intangible assets 

are displayed at: 

1. The cost of purchase 

2. Equitable worth, if acquired through grant, donation, or trade 

3. Exhibited as a report on financial status. 



578 
 

  
 

 

Disclosure of Intangible Assets 

The last phase in the accounting process is disclosure. Every kind of Intangible Assets 

is explained in the disclosure. If there is a report on State Property (BMN) in the 

financial report, the disclosure needs to comply with these guidelines: 

1. Software with limited earnings uses this sort of amortization. 

2. Is the software's economic life limited?  

3. A thorough description or exposure of every kind of Intangible Assets  

4. Total carrying value and accumulated amortization (together with 

depreciation)  

5. The financial statements include amortization for Intangible Assets.  

6. The period's opening and closing book values' reconciliation reveals the 

following:  

a. The outcomes of the additions made are communicated separately for 

additions to the Intangible Assets 

b. Software termination and release 

c. During the continuing period, software is reduced 

d. Additional variations in book value throughout the time  

7. Software status is being reduced in a relevant way. 

 

METHODOLOGY 

Qualitative approaches are employed by researchers. Qualitative research, according 

to Ahmadi (2014 in Rizal et al., 2019), is study done to comprehend phenomena that 

naturally occur under naturally occurring settings. In this study, case studies from the 

Tanah Datar Regency Government Tourism, Youth, and Sports Office are used to 

select research through field research (Fitri, 2020). Fort Van Der Cappellen, Baringin, 

Lima Kaum District, Tanah Datar Regency was the location of this study. The dates of 

the research period are March 15–30. Researchers employed methods such as 

interviewing the relevant people at the tourism bureau to gather data. 

 

RESULTS AND DISCUSSION 

The Tanah Datar Regency Tourism Office has evolved into a departmental tool with 

responsibilities. The Tourism Office's duties include promoting youth, sports, and 

economic ingenuity in the tourism industry, as well as assisting the community. 

Community services are provided both online and offline. This service is provided 

online in order to capitalize on the rapidly advancing technologies of the present day. 

The public can receive services through the Tanah Datar Regency Tourism Office's 

application instead of having to wait in line to visit the office; this is how online 

community services are handled at the Tanah Datar Tourism Office. 

The accounting approach for intangible assets, or software that the tourism office 

owns, can be described based on the findings of interviews done at the office with Mr. 

Angga, who works in information technology.  According to a conversation with Mr. 
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Angga, the following is known about the amount possessed by the Tanah Datar 

Regency Tourism Office: 

"The number of software available at the Tourism Office is 1 piece of software"  

 

The Tourism office uses only one kind of software for its online community services, 

according to the findings of the interviews.  

Based on a conversation with Mr. Angga, the following is known about the software 

owned by the Tanah Datar Tourism Office:  

"The Tanah Datar Tourism Charm Application is the name of the software owned by 

the Tanah Datar Regency Tourism Office." 

 

The Department's software was dubbed the Tanah Datar Tourism Enchantment 

Application, based on the findings of interviews conducted at the Tanah Datar Regency 

Tourism Office.  

Interviews with Mr. Angga have revealed the storage medium for software controlled 

by the Tourism Department:  

"Online storage media is where the Pesona Wisata Tanah Datar application is kept."  

The Tanah Datar Tourism office conducted interviews and the results were used to 

determine that the Department's software is kept on online storage media.  

 

According to Mr. Angga,  

"the way to obtain the Pesona Wisata Tanah Datar application is by contracting and 

developing it yourself," the Tanah Datar Tourism Office's software can be obtained 

through this approach.The Pesona Tanah Datar Application's creator, who also 

serves as its primary administrator, receives funding for the application and 

manages it; the tourism office's party handles operational administration."  

The tourism department's software was developed and operated by a developer under 

contract, rather than being acquired, according to the findings of earlier interviews 

with the agency.  

 

Concerning the purchase price or contract value of the tourism office's software, which 

is established through correspondence with Mr. Angga, the following is known:  

"The contract value for the Pesona Wisata Tanah Datar application in one year or 

one budget calendar is IDR 4,995,000."  

Based on the results of interviews conducted at the Tourism Office, in a year the 

software contract value owned by the Department is IDR 4,995,000. 

 

According to earlier interviews with Mr. Angga, the Tanah Datar Regency Tourism 

Office's software is used to facilitate the following:  

"The Pesona Wisata Tanah Datar application is used to make it easier for tourists to 

find the location of hotels, tourist attractions, other facilities, and to purchase tickets 

online which has collaborated with Bank Nagari; in this application there is 
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SIPOEWAN (Tourist Orientation Data Collection System) which functions as a form 

of recording the satisfaction of visiting people; SIPOEWAN is presented in the form 

of a Google form which is useful for assessing satisfaction when visiting tourism; 

SIPOEWAN has been connected or registered with the admin and is also registered 

with the main application, namely Pesona Wisata Tanah Datar” 

 

According to the findings of earlier interviews conducted at the District Tourism 

Office, this software is used to assist travelers in locating different hotels, tourist 

destinations, and public facilities like ATMs (Automated Teller Machines). It also 

facilitates online ticket purchases, relieving travelers of the hassle of figuring out how 

to make payments online thanks to a partnership between the Pesona Wisata Tanah 

Datar application and Bank Nagari. This software is also used to capture visitor 

satisfaction surveys, which are shortened to SIPOEWAN (Tourist Orientation Data 

Collection System) surveys. This allows the Tourism Service to determine whether 

visitors are satisfied with the services they received from SIPOEWAN and to make 

improvements to future community services. 

 

Interviews with Mr. Angga have revealed the following regarding software that is 

entirely owned by or under the management of software developers at the Tanah Datar 

Regency Tourism Office:  

"The Pesona Wisata Tanah Datar application is still under the control of the 

application developer." 

The Tanah Datar Tourism Pesona Application is not entirely owned; rather, the 

software developer retains control over it, according to the findings of interviews done 

at the Tanah Datar Regency Tourism Office.  

 

Based on a conversation conducted with Mr. Angga, you can learn the following about 

how to obtain software at the Tanah Datar Regency Tourism Office: 

"The Charm of Tanah Datar Tourism application was obtained externally"  

 

Previous interviews conducted by the Tanah Datar Regency Tourism Office indicated 

that the software was acquired outside since it was held by a third party under a 

development contract. Based on interviews with Mr. Angga, it is known that the Tanah 

Datar Tourism Office's software is an essential component that is tied to the hardware. 

Specifically, the interviewee states that the Pesona Wisata Tanah Datar application is 

dependent on the hardware in order to function and be visible. 

 

The software (the Tanah Datar Tourism Pesona Application) needs to be connected to 

the hardware in accordance with the findings of the interviews that were done at the 

Tanah Datar Regency Tourism Office. Since hardware is hardware, including 

computers, cellphones, and other devices. Apps and other software are examples of 

software in the interim. Therefore, it cannot function if either of them is missing. In 
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order to use an application, you must have a cellphone or another device, and vice 

versa. If you have a smartphone or another device but no application, how can you 

access what you need? 

  

Based on an interview with Mr. Angga, it may be determined whether software is being 

purchased from the Tanah Datar Regency Tourism Office for distribution to the 

general public or for resale. 

"The Pesona Wisata Tanah Datar application is not for resale, but is handed over to 

the public for free, so that people can view it using data packages or the internet only"  

According to interviews with the Tourism Office, the software acquired under the 

contract is not for sale; rather, it is given to the community to access or search for 

information that they require. This eliminates the need for the community to pay for 

the application and to travel to the Tanah Datar Regency Tourism Office because 

information can be accessed online exclusively.  

 

What is acknowledged in the financial report on the purchase of software from the 

Tanah Datar Regency Tourism Office which will either be sold again or given to the 

general public can be observed based on an interview with Mr. Angga: 

"The Pesona Wisata Tanah Datar application is not resold, it is given to the public so 

that people can access applications regarding tourism, youth and sports interests."  

Since the Pesona Wisata Tanah Datar application is a state asset, responsibility is 

required regardless of the circumstances, and it must be included in the financial 

accounts as an intangible asset." 

 

The Tanah Datar Tourism Pesona Application, according to interviews with the Tanah 

Datar Regency Tourism Office, is recorded in the Financial Report of the Tanah Datar 

Regency Tourism Office as an Intangible Asset. This is in accordance with SAP No. 14's 

regulations regarding Intangible Assets, which state that software developed under a 

contract with a third party is recorded as an ATB (Intangible Asset). On the other hand, 

the Pesona Wisata Tanah Datar application is meant to be used as a community service 

application rather than for resale.  

 

Based on an interview with Mr. Angga, it can be observed that the Tanah Datar 

Regency Tourism Office software will be utilized for a duration of less than a year or 

longer: 

"The Pesona Wisata Tanah Datar application has been used for more than 1 year"  

The Tanah Datar Tourism Pesona Application software has been in operation for over 

a year, according to the findings of interviews held at the Tanah Datar Regency 

Tourism Office. 

 

Based on a discussion with Mr. Angga, the following can be observed regarding the 

amortized software used by the Tanah Datar Regency Tourism Office:  
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"The Pesona Wisata Tanah Datar application is not amortized, if possible the Pesona 

Wisata Tanah Datar application grows every year" 

Interviews at the Tanah Datar Tourism Office revealed that because the Tanah Datar 

Tourism Charm Application's usage duration is infinite, no marketing was done for it.  

 

According to Mr. Angga's interview, the Tourism Department's software is amortized 

using the following approach:  

"The Pesona Wisata Tanah Datar application is not amortized, so no amortization is 

carried out using the method." 

The Tanah Datar Tourism Charm Application does not employ an amortization 

approach since it is not amortized, according to the findings of interviews done at the 

Tanah Datar Tourism Office. 

According to an interview with Mr. Angga, the Tanah Datar Tourism Service software 

has been discontinued. However, the software (Tanah Datar Tourism Pesona 

Application) has never been discontinued since this application was contracted till 

today. 

 

Interviews conducted at the Tanah Datar Tourism Office revealed that the Tanah Datar 

Tourism Charm Application has never been discontinued. 

The Tanah Datar Tourism Pesono Application is the only piece of software used by the 

Tourism Service Office, according to the findings of interviews performed there. The 

Pesona Wisata Tanah Datar program is designed to facilitate the process of locating 

hotels, tourist sites, and other amenities for travelers. It is accessible to both the 

general public and visitors. Additionally, the Tanah Datar Tourism Office has 

developed an integrated program named SIPOEWAN that the general public and 

visitors can use to evaluate Tanah Datar tourism. According to SAP No. 14, the 

intangible assets discussed above, which are software at the Tourism Office under the 

PESONA WISATA TANAH DATAR application, are compliant. 
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ABSTRACT 

 

This study examines the impact of non-interest income (NII) on bank performance 

and risk in the ASEAN-5 banking industry, which includes Indonesia, Malaysia, the 

Philippines, Singapore, and Thailand. It aims to determine how NII affects 

profitability and stability, identify optimal NII levels, and assess the role of 

technological advancements. Using a descriptive qualitative approach, the study relies 

on a comprehensive literature review, analyzing data from journals, research reports, 

and relevant articles through deductive and inductive methods. The research finds that 

NII enhances bank performance by increasing profitability and operational efficiency 

but also introduces risks due to the volatility of non-traditional income sources, 

particularly in investment-oriented banks. The study identifies an optimal NII level 

that balances profitability and risk and highlights the importance of technology in 

enhancing NII. The findings provide valuable insights for bank management and 

policymakers in the ASEAN-5 region, emphasizing balanced income diversification, 

robust risk management, regulatory compliance, and technological integration to 

achieve sustainable financial performance and stability. 

 

Keywords: Non-interest income; bank performance; bank risk; ASEAN-5 banking 

industry; income diversification 

 

INTRODUCTION  

The banking industry has experienced profound changes in recent years, driven by 

regulatory reforms, technological advancements, and shifting market dynamics. One 

significant trend has been the diversification of income streams, particularly the 

increasing reliance on non-interest income (NII). NII, which includes fees, 

commissions, and trading income, has become a crucial component of banks' revenue 

structures, providing a buffer against the volatility of traditional interest-based 

income. This study aims to explore the impact of NII on bank performance and risk 

within the ASEAN-5 banking industry, encompassing Indonesia, Malaysia, the 

Philippines, Singapore, and Thailand. 

Understanding the role of NII is essential for both practical and academic purposes. 

From a practical standpoint, insights into NII can inform bank management and 

policymakers on optimizing revenue diversification strategies to enhance financial 

stability and profitability. Academically, this research contributes to the broader 
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discourse on bank income diversification and its implications for financial 

performance and risk management. The relevance of this topic is underscored by 

recent studies, such as those by Abedifar, Molyneux, & Tarazi (2018) and Boungou & 

Mawusi (2022), which highlight the dual impact of NII on enhancing revenue streams 

while potentially increasing financial risk. 

The existing literature provides a nuanced perspective on the benefits and risks 

associated with NII. Studies like those by Chen, Huang, & Zhang (2017) and Köhler 

(2014) suggest that while NII can improve profitability, it may also elevate risk, 

particularly in investment-oriented banks. Conversely, research by Baek et al. (2018) 

and Park et al. (2019) indicates that NII can serve as a financial stabilizer, especially 

during economic downturns. These inconsistencies point to the need for further 

investigation into the specific contexts and conditions under which NII contributes 

positively or negatively to bank performance. 

Several gaps and controversies exist in the current body of research. One significant 

gap is the lack of focus on the ASEAN-5 region, which has unique economic and 

regulatory environments that influence bank performance differently compared to 

other regions. Additionally, there is limited understanding of the optimal level of NII 

that maximizes profitability without incurring excessive risk, as highlighted by Noor & 

Siddiqui (2019). Moreover, the impact of technological integration and digitalization 

on NII and overall bank performance, as discussed by Alkahfi et al. (2024), remains 

underexplored. These gaps highlight the need for more targeted research to address 

these issues within the specific context of the ASEAN-5 banking industry. 

The objective of this research is to investigate the relationship between NII, bank risk, 

and performance in the ASEAN-5 banking industry. Specifically, the study aims to 

determine how NII influences bank profitability and stability, identify the optimal 

level of NII for maximizing performance, and assess the role of technological 

advancements in shaping these dynamics. This research will employ a comprehensive 

analysis of financial data from banks within the ASEAN-5 region, using econometric 

models to evaluate the effects of NII on various performance metrics. 

In exploring these objectives, this study builds on a rich body of literature. Abedifar, 

Molyneux, & Tarazi (2018) and Boungou & Mawusi (2022) provide foundational 

insights into the positive correlation between NII and bank lending capacity, 

underscoring the strategic importance of income diversification. Meanwhile, Chen, 

Huang, & Zhang (2017) and Köhler (2014) caution against the increased risk 

associated with higher levels of NII, particularly in investment-oriented banks. Studies 

by Baek et al. (2018) and Park et al. (2019) offer a counterpoint, suggesting that NII 

can enhance financial stability during economic downturns. This research will 

synthesize these diverse findings, providing a holistic understanding of the impact of 

NII on bank performance in the ASEAN-5 region. 

The ASEAN-5 banking industry presents a unique context for this study. The region is 

characterized by diverse economic conditions, regulatory frameworks, and market 

structures, all of which influence the relationship between NII and bank performance. 
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By focusing on this region, the research aims to provide nuanced insights that can 

guide bank management and policymakers in enhancing financial performance 

through effective NII strategies. The findings will contribute to the academic discourse 

on bank income diversification and offer practical recommendations for achieving 

sustainable growth and stability in the ASEAN-5 banking sector. 

In conclusion, this study seeks to fill critical gaps in the existing literature by providing 

a detailed analysis of the impact of NII on bank performance and risk in the ASEAN-5 

region. By examining the dual role of NII in enhancing revenue streams and 

potentially increasing risk, this research aims to offer comprehensive insights that can 

inform both academic debates and practical applications in bank management and 

policy-making. Through rigorous data analysis and a focus on the unique context of 

the ASEAN-5 banking industry, this study will contribute to a deeper understanding 

of how banks can leverage NII to achieve sustainable financial performance and 

stability. 

 

LITERATURE REVIEW 

The relationship between non-interest income (NII) and bank performance has been 

the focus of numerous studies, reflecting its growing importance in the banking sector. 

This literature review explores existing research on the topic, linking the findings to 

the primary research questions: How does NII influence bank performance and risk in 

the ASEAN-5 banking industry? What are the optimal levels of NII that balance 

profitability and risk? How do technological advancements affect these dynamics? 

 

The Role of Non-Interest Income in Bank Performance 

Abedifar, Molyneux, & Tarazi (2018) provide a foundational understanding of the 

positive relationship between NII and bank lending capacity. Their study indicates 

that diversification into non-interest income sources can enhance banks' lending 

ability, which in turn supports overall financial stability and growth. This finding is 

particularly relevant to the ASEAN-5 context, where banks seek to diversify revenue 

streams amidst fluctuating interest rates. 

Chen, Huang, & Zhang (2017) delve into the complexities of NII, showing that while it 

can boost profitability, it also introduces significant risk. Their research highlights that 

trading and fee-based income, key components of NII, can be volatile and subject to 

market fluctuations, thus increasing overall financial risk. This dual impact of NII 

necessitates a careful balancing act for banks in the ASEAN-5 region, aiming to 

leverage the benefits of NII while mitigating associated risks. 

Baek et al. (2018) and Park et al. (2019) offer counterarguments, suggesting that NII 

can act as a stabilizer during economic downturns. Their studies found that banks with 

higher NII were better able to weather financial crises, as diversified income streams 

provided a buffer against declines in traditional interest income. These insights are 

crucial for ASEAN-5 banks, which operate in a region often marked by economic 

volatility and regulatory changes. 
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Risks Associated with Non-Interest Income 

Köhler (2014) presents a nuanced perspective on the risks of NII, particularly for 

investment-oriented banks. His study indicates that while NII can enhance 

profitability, it also increases risk, especially when banks engage heavily in trading 

activities. This finding is echoed by Boungou & Mawusi (2022), who emphasize the 

impact of economic policy uncertainty on NII activities. Their research shows that 

higher economic policy uncertainty negatively affects NII, suggesting that banks need 

robust risk management frameworks to navigate these challenges effectively. 

The non-linear relationship between NII and profitability, as discussed by Noor & 

Siddiqui (2019), adds another layer of complexity. Their study found that there is an 

optimal level of NII that maximizes profitability, beyond which additional NII can 

diminish returns and increase risk. This insight is particularly relevant for ASEAN-5 

banks, which must identify and maintain optimal NII levels to achieve sustainable 

financial performance. 

 

Technological Advancements and Non-Interest Income 

Technological integration plays a significant role in shaping the dynamics of NII and 

bank performance. Alkahfi, Prasetyo, & Sudrajat (2024) explore how digitalization 

affects NII and overall bank performance. Their study found that technological 

advancements, such as mobile banking and fintech solutions, can significantly boost 

NII by creating new revenue streams and improving operational efficiency. This 

finding underscores the importance of technology for banks in the ASEAN-5 region, 

where digital adoption is rapidly increasing. 

Santoso & Dharmastuti (2024) further support this view, showing that fintech 

innovations can enhance banking performance by optimizing fee-based income. Their 

research highlights the potential for fintech to drive growth in NII, suggesting that 

banks should invest in digital infrastructure to capitalize on these opportunities. For 

ASEAN-5 banks, leveraging technological advancements can be a key strategy for 

enhancing NII and overall financial performance. 

 

METHODOLOGY 

This study uses a descriptive qualitative approach. The method employed for data 

collection is the literature review technique, where the researcher reads, examines, 

and notes various literatures relevant to the research topic. Data are then filtered and 

organized for review from each piece of literature. Library research is based on the 

analysis of literature, including books, records, and previous research reports. In this 

context, the primary focus of the research is the non-interest income (NII) risk and 

bank performance in the ASEAN-5 banking industry. This study aims to explore how 

NII impacts bank performance and risk in the ASEAN-5 region. Using a qualitative 

approach and descriptive research type, this study will delve into the detailed 
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information regarding the role and challenges associated with NII in the ASEAN-5 

banking context (Suswanto & Setiawati, 2020). 

In this research, the main sources of data are literature materials for the literature 

study, such as journals, research reports, articles, and other information related to 

non-interest income and bank performance. Meanwhile, secondary sources used 

include summaries and critiques presented on relevant websites or textbooks aligned 

with the research objectives. The collected data are then analyzed through two types 

of data analysis: deductive data analysis, which is oriented towards existing theories 

or concepts; and inductive data analysis, which emerges from the data itself without 

pre-established theories or concepts. The results of this analysis are then compiled 

narratively to present the research findings. Thus, this research relies on 

comprehensive analysis of various literature sources to generate a deep understanding 

of the relationship between non-interest income, risk, and bank performance in the 

ASEAN-5 banking industry (Lubis, 2023). 

The steps in the literature review include identification, which is the process of finding 

synonyms, related terms, and variations of the main research keywords, namely Non-

Interest Income, Bank Performance, and ASEAN-5 Banking Industry. This is done to 

obtain more options in finding relevant materials for review. To search for related 

articles and documents, databases such as Web of Science (WOS) and Science Direct 

were chosen as the primary databases, confirming the ability of these literature sources 

to find relevant topics related to the research theme. Additionally, these databases 

offer several advantages such as early and comprehensive search functions, quality 

control of articles, and a multidisciplinary focus including studies related to bank 

performance and income diversification (Gusenbauer & Haddaway, 2019). 

Two sources were used as additional databases: Google Scholar and Dimensions. 

These databases were primarily used to obtain additional resources such as non-

indexed journals and articles not found in well-known databases. (Xiao dan Watson, 

2017). Moreover, additional databases were used because no database is perfect. To 

facilitate the screening process, the researcher limited the search to a specific time 

period. Thus, the specified time period is five years up to 2023. This time period was 

chosen based on recommendations from Shaffril, Samsuddin & Samah (2020). 

By adopting this methodological framework, this study aims to provide a 

comprehensive analysis of the impact of non-interest income on bank performance 

and risk in the ASEAN-5 banking industry. The literature review will serve as the 

foundation for understanding the complexities and nuances of this relationship, 

offering insights that can inform both academic discussions and practical strategies 

for bank management and policy-making in the region. 
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RESULTS AND DISCUSSION 

Abedifar, Molyneux, & Tarazi (2018) in their paper "Non-Interest Income and Bank 

Lending" analyzed the impact of non-interest income on bank lending. The study 

utilized data from various banks and employed a panel data approach to examine the 

relationships. The results indicate that non-interest income positively affects bank 

lending, suggesting that diversification into non-interest income sources can enhance 

banks' lending capacity. 

Adefunke (2019) in the article "The Determinants of Performance in The Nigerian 

Banking Industry 2004-2014" investigated the factors influencing performance in the 

Nigerian banking sector over a decade. Using an econometric model, the study found 

that capital adequacy, asset quality, and management efficiency significantly affect the 

performance of banks in Nigeria, with recommendations for improving these factors 

to enhance bank performance. 

Ahmad Munawar & Sulaeman (2023) with the title "Determining the main factors of 

Islamic banks’ profitability in Indonesia: Does Covid-19 crisis play an important role?" 

explored the determinants of profitability for Islamic banks in Indonesia during the 

Covid-19 crisis. Through a quantitative analysis of financial data from Islamic banks, 

the study revealed that the crisis significantly impacted profitability, highlighting the 

need for strategic adjustments to maintain financial stability during economic 

disruptions. 

Alkahfi, Prasetyo, & Sudrajat (2024) in their study "The Effect of Digitalization on 

Non-Performing Loan and Fee Based Income in Banking" examined how digitalization 

affects non-performing loans (NPLs) and fee-based income in the banking sector. The 

research used a mixed-method approach, combining quantitative data analysis with 

qualitative insights from industry experts. The findings suggest that digitalization 

reduces NPLs and increases fee-based income, demonstrating the benefits of digital 

transformation for banks. 

Almaqtari, Al-Homaidi, Tabash, & Farhan (2019) in the article "The determinants of 

profitability of Indian commercial banks: A panel data approach" analyzed the factors 

affecting the profitability of Indian commercial banks using a panel data methodology. 

The study identified key determinants such as capital adequacy, asset quality, and 

management efficiency, and provided policy recommendations for improving bank 

profitability in India. 

Ashraf, Nazir, U-Din, Yaqoob, & Shahzad (2023) in their paper "What determines 

income diversification of banking firms in Pakistan?" investigated the factors that 

influence income diversification in Pakistani banks. Using a comprehensive dataset 

and regression analysis, the study found that bank size, market concentration, and 

regulatory environment significantly impact income diversification, suggesting that 

policy reforms could enhance banks' income streams. 

Azad (2023) in the article "What determines the profitability of Islamic banks: 

Lending or fee?" explored the primary drivers of profitability in Islamic banks, 

focusing on lending versus fee-based income. The study employed a cross-country 
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analysis of Islamic banks and found that both lending and fee-based income are crucial 

for profitability, with a balanced approach recommended for sustainable growth. 

Baek, Lee, Lee, & Mohanty (2018) with the title "Diversification in Korean Banking 

Business: Is Non-interest Income a Financial Saviour?" analyzed whether non-interest 

income can rescue banks financially. The study used data from Korean banks and a 

panel regression model, concluding that non-interest income significantly enhances 

financial stability and profitability, particularly during economic downturns. 

Boungou & Mawusi (2022) in their study "The impact of economic policy uncertainty 

on banks’ non-interest income activities" examined how economic policy uncertainty 

affects non-interest income activities of banks. Using a time-series analysis of bank 

data, the research found that higher economic policy uncertainty negatively impacts 

non-interest income, suggesting that banks should develop strategies to mitigate these 

risks. 

Chen, Huang, & Zhang (2017) in their paper "Non-interest Income, Trading, and Bank 

Risk" investigated the relationship between non-interest income, trading activities, 

and bank risk. The study used data from a large sample of banks and applied 

econometric models to assess the impacts. The findings indicate that while non-

interest income and trading activities can boost profitability, they also increase bank 

risk, highlighting the need for balanced risk management practices. 

Christaria & Kurnia (2016) in their paper "The Impact of Financial Ratios, Operational 

Efficiency and Non-Performing Loan Towards Commercial Bank Profitability" 

analyzed how financial ratios, operational efficiency, and non-performing loans 

(NPLs) affect the profitability of commercial banks. Utilizing a quantitative approach 

with data from Indonesian banks, the study found that higher operational efficiency 

and better financial ratios significantly enhance profitability, while higher NPLs 

negatively impact it. 

Dang (2020) in the article "Revisiting bank profitability, performance and stability in 

Asia Pacific (2012-2018) using the EAGLES framework" examined the profitability, 

performance, and stability of banks in the Asia Pacific region using the EAGLES 

framework. The study employed a comprehensive dataset and various financial 

metrics, revealing that economic conditions and regulatory environments significantly 

influence bank performance and stability. 

Dang (2019) in his study "The effects of loan growth on bank performance: Evidence 

from Vietnam" explored the impact of loan growth on the performance of Vietnamese 

banks. Using panel data regression analysis, the research found that loan growth 

positively affects bank profitability and efficiency but also increases risk, indicating the 

need for careful loan management. 

Dang (2020) in the paper "Bank performance and the relationship between lending 

and fee-based activities in an emerging market" analyzed the interplay between 

lending and fee-based activities in banks within emerging markets. The study utilized 

data from Vietnamese banks and found that a balanced mix of lending and fee-based 

activities leads to better overall performance and risk management. 
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Fitri & Nuraini (2023) in their article "Effect of CASA, Fee-Based Income, and 

Intellectual Capital Towards Profitability of Islamic Banking in Indonesia" 

investigated how CASA (Current Account Saving Account), fee-based income, and 

intellectual capital influence the profitability of Islamic banks in Indonesia. The study 

employed quantitative analysis techniques and concluded that all three factors 

significantly contribute to higher profitability. 

Ghosh (2020) in the paper "Discerning the impact of disaggregated non-interest 

income activities on bank risk and profits in the post-Gramm-Leach-Bliley Act era" 

examined the effects of various non-interest income activities on bank risk and profits. 

Using a detailed dataset and regression models, the research revealed that certain non-

interest income activities, such as trading, can increase risk, while others, like fees and 

commissions, enhance profitability. 

Gržeta, Žiković, & Tomas Žiković (2023) in their study "Size matters: analyzing bank 

profitability and efficiency under the Basel III framework" analyzed how bank size 

impacts profitability and efficiency under the Basel III regulatory framework. The 

study used data from European banks and found that larger banks tend to be more 

profitable and efficient, benefiting from economies of scale and better risk 

management. 

Hunjra, Zureigat, Tayachi, & Mehmood (2020) in their article "Impact of non-interest 

income and revenue concentration on bank risk in South Asia" explored the 

relationship between non-interest income, revenue concentration, and bank risk in 

South Asian banks. The study used a panel data approach and found that higher non-

interest income and diversified revenue streams reduce bank risk, promoting financial 

stability. 

Indah & Rokhim (2023) in their study "The effect of COVID-19, Non-performing 

Loans, and Non-Interest Income on Bank Performance" examined the impact of the 

COVID-19 pandemic, non-performing loans, and non-interest income on the 

performance of banks in Indonesia. Using regression analysis, the study found that the 

pandemic and NPLs negatively affected bank performance, while non-interest income 

provided a cushioning effect. 

Isshaq, Amoah, & Appiah-Gyamerah (2019) in their paper "Non-interest Income, Risk 

and Bank Performance" analyzed the impact of non-interest income on risk and 

performance in banks. The study used a sample of banks from Ghana and employed 

panel data regression techniques. The results indicated that non-interest income 

positively influences bank performance but also increases risk, suggesting the need for 

effective risk management strategies. 

Keqa (2021) in the article "The determinants of banks’ capital adequacy ratio: 

Evidence from western Balkan countries" investigated the factors affecting the capital 

adequacy ratio of banks in the Western Balkan region. Using econometric analysis, the 

study identified key determinants such as asset quality, management efficiency, and 

macroeconomic conditions, providing insights for policymakers to enhance bank 

stability. 
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Köhler (2014) in the paper "Does non-interest income make banks more risky? Retail- 

versus investment-oriented banks" examined whether non-interest income increases 

risk in retail and investment-oriented banks. The study used data from European 

banks and found that non-interest income significantly increases risk in investment-

oriented banks, while its impact on retail banks is less pronounced. 

Le (2017) in the article "The interrelationship between net interest margin and non-

interest income: evidence from Vietnam" explored the relationship between net 

interest margin and non-interest income in Vietnamese banks. The study used a panel 

data approach and found that higher non-interest income is associated with a lower 

net interest margin, indicating a trade-off between these two income sources. 

Minh & Thanh (2020) in their paper "Analysis of the impact from non-interest income 

to the operational efficiency of commercial banks in Vietnam" analyzed how non-

interest income affects the operational efficiency of commercial banks in Vietnam. 

Using regression analysis, the study found that non-interest income significantly 

improves operational efficiency, suggesting that banks should diversify their income 

sources. 

Nalliboyina & Chalam (2023) in the article "Factors Determining the Financial 

Performance of Public Sector Banks in India" investigated the determinants of 

financial performance in Indian public sector banks. The study used a panel data 

approach and identified key factors such as capital adequacy, asset quality, and 

management efficiency, providing recommendations for improving bank 

performance. 

Noor & Siddiqui (2019) in their study "Evidence of Non-Linear Relationship Between 

Non-Interest Income and Profitability of Commercial Banks in Pakistan" explored the 

non-linear relationship between non-interest income and profitability in Pakistani 

commercial banks. Using econometric modeling, the study found that non-interest 

income has a positive impact on profitability up to a certain point, after which the 

effect diminishes, suggesting an optimal level of non-interest income for maximizing 

profitability. 

Ovi, Perera, & Colombage (2014) in the article "Market power, credit risk, revenue 

diversification and bank stability in selected ASEAN countries" examined the interplay 

between market power, credit risk, revenue diversification, and bank stability in 

ASEAN countries. Using a panel data analysis, the study found that higher market 

power and revenue diversification enhance bank stability, while increased credit risk 

undermines it. 

Park, Park, & Chae (2019) in their paper "non-interest income and bank performance 

during the financial crisis" analyzed the impact of non-interest income on bank 

performance during the financial crisis. The study used data from Korean banks and 

found that banks with higher non-interest income performed better during the crisis, 

highlighting the importance of income diversification. 
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Phan, Pham, Le, & Lam (2023) in their article "The Impact of Non-Interest Income on 

the Performance of Commercial Banks in the ASEAN Region" investigated how non-

interest income affects the performance of commercial banks in the ASEAN region. 

Using panel data analysis, the study found that non-interest income significantly 

improves bank performance, suggesting that banks should focus on diversifying their 

income sources. 

Puci (2023) in the paper "An assessment of bank profitability: Evidence from Albania" 

assessed the factors influencing bank profitability in Albania. Using regression 

analysis, the study identified key determinants such as capital adequacy, asset quality, 

and management efficiency, providing recommendations for improving profitability 

in Albanian banks. 

Rafiq (2016) in the article "Determining Bank performance using CAMEL rating: A 

comparative study on selected Islamic and Conventional Banks in Bangladesh" 

analyzed bank performance using the CAMEL rating system. The study compared 

Islamic and conventional banks in Bangladesh and found that Islamic banks perform 

better in terms of capital adequacy and asset quality, while conventional banks excel 

in management efficiency. 

Rusydiana & Al Parisi (2016) in their paper "The Measurement of Islamic Bank 

Performance: A Study Using Maqasid Index and Profitability" examined the 

performance of Islamic banks using the Maqasid Index and profitability measures. The 

study found that the Maqasid Index provides a comprehensive evaluation of Islamic 

bank performance, aligning with the principles of Islamic finance. 

Subrahmanyam (2019) in the article "Major determinants of profitability on banking 

industry (An empirical research)" investigated the main factors influencing 

profitability in the banking industry. Using econometric analysis, the study identified 

key determinants such as capital adequacy, asset quality, and management efficiency, 

providing insights for improving bank profitability. 

Wadhwa & Ramaswamy (2020) in their paper "Impact of NPA on Profitability of 

Banks" analyzed the effect of non-performing assets (NPAs) on the profitability of 

banks. Using data from Indian banks, the study found that higher NPAs significantly 

reduce profitability, suggesting the need for effective NPA management to enhance 

financial performance. 

Yuan (2022) in the article "Profitability determining factors of banking sector: Panel 

data analysis of commercial banks in South Asian countries" explored the 

determinants of profitability in the banking sector of South Asian countries. Using 

panel data analysis, the study found that capital adequacy, asset quality, and 

management efficiency significantly impact profitability, providing recommendations 

for improving bank performance in the region. 

 

DISCUSSION 

The research on "Non-Interest Income Risk and Bank Performance in ASEAN-5's 

Banking Industry" delves into the intricate dynamics between non-interest income 
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(NII) and the overall performance of banks in the ASEAN-5 region. This discussion 

synthesizes key insights from the literature review, highlighting the multifaceted 

impact of NII on bank risk and performance. 

 

The Role of Non-Interest Income 

Non-interest income has become an increasingly significant component of banks' 

revenue streams, especially in the context of volatile interest margins and evolving 

financial landscapes. According to Chen, Huang, & Zhang (2017) and Boungou & 

Mawusi (2022), NII, encompassing fees, commissions, and trading income, provides 

banks with a diversified revenue base, potentially enhancing financial stability and 

performance. The positive correlation between NII and bank lending capacity, as 

noted by Abedifar, Molyneux, & Tarazi (2018), underscores the strategic importance 

of income diversification for sustaining growth and competitiveness in the banking 

sector. 

 

Risks Associated with Non-Interest Income 

While NII offers numerous benefits, it also introduces distinct risks that banks must 

manage effectively. Köhler (2014) and Park, Park, & Chae (2019) highlight that NII 

can increase bank risk, particularly in investment-oriented banks, due to the volatility 

and unpredictability of non-traditional income sources. This duality necessitates a 

balanced approach to income diversification, ensuring that the pursuit of NII does not 

compromise overall financial stability. 

 

Impact on Bank Performance 

Empirical evidence from the ASEAN-5 region, as illustrated by Phan et al. (2023) and 

Ovi, Perera, & Colombage (2014), suggests that NII positively impacts bank 

performance, enhancing profitability and efficiency. However, the non-linear 

relationship between NII and profitability, as discussed by Noor & Siddiqui (2019), 

indicates that there is an optimal level of NII beyond which additional non-interest 

income may not yield proportional benefits. This highlights the importance of strategic 

management and careful calibration of NII to maximize performance without 

incurring excessive risk. 

 

Contextual Factors and Regional Variations 

The ASEAN-5 banking industry presents a unique context where macroeconomic 

conditions, regulatory frameworks, and market dynamics significantly influence the 

relationship between NII and bank performance. Dang (2020) and Isshaq, Amoah, & 

Appiah-Gyamerah (2019) emphasize that regional variations in economic policy, 

market concentration, and competitive landscapes shape the effectiveness of NII 

strategies. In this regard, banks in the ASEAN-5 region must tailor their approaches 

to NII, considering local market conditions and regulatory environments to optimize 

their performance and mitigate risks. 
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Strategic Implications for Banks 

The findings from the literature underscore several strategic implications for banks in 

the ASEAN-5 region: 

Diversification with Caution: Banks should pursue NII diversification cautiously, 

balancing the benefits of income diversification against the associated risks. Effective 

risk management frameworks are crucial to navigate the complexities of NII.  

Optimal NII Levels: Identifying and maintaining optimal levels of NII is essential to 

maximize profitability without exposing banks to undue risk. This involves continuous 

monitoring and adjustment of NII strategies in response to market conditions.  

Regulatory Compliance: Adherence to regulatory requirements and proactive 

engagement with policymakers can enhance the stability and performance of banks. 

Regulatory frameworks should support balanced income diversification while 

safeguarding financial stability. 

Technological Integration: Leveraging digitalization and fintech innovations, as 

highlighted by Alkahfi, Prasetyo, & Sudrajat (2024), can enhance NII generation and 

improve operational efficiency. Banks should invest in technology to streamline 

operations and create new revenue streams. 

 

CONCLUSION 

The research on non-interest income risk and bank performance in the ASEAN-5 

banking industry reveals a complex interplay between diversification, risk, and 

profitability. While NII offers significant benefits for enhancing bank performance, it 

also introduces risks that require careful management. By strategically balancing NII, 

optimizing its levels, complying with regulatory frameworks, and integrating 

technological advancements, banks in the ASEAN-5 region can achieve sustainable 

growth and financial stability. This nuanced understanding of NII dynamics provides 

a foundation for developing robust strategies to navigate the evolving financial 

landscape in the ASEAN-5 banking industry. 
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ABSTRACT 

 

Objective: This research aims to analysis of capital budgeting practices for MSMEs 

in Floss processing businesses in Central Java to find out how business actors make 

capital budgeting decisions that can maximize business profits. 

Methodology: The type of this research is descriptive qualitative using survey 

methods. Data obtained from interviews and observations. 

Findings: Business investment activities have been implemented and demonstrated 

by equipment replacement and product development. Meanwhile, funding activities 

are shown by payment of salaries. The results also show that MSMEs has carried out 

simple planning and recording of business activities. Then, the project evaluation 

assessment method that is widely used is the payback period method. 

Theoretical and/or Methodological contributions: Investment and financing 

activities carried out by MSMEs in Central Java are in accordance with capital 

budgeting theory. On the other hand, financial reports are not in accordance with 

financial standards and decision making is carried out simply. 

Research/ Practical Implications: MSMEs are more oriented towards business 

continuity rather than increasing business value. This can be seen from financial 

reporting that is unsystematic and the consideration used in making decisions is how 

long it will take for investment capital to be returned. 

 

Keywords: Capital Budget Decisions; MSMEs; Profit. 

 

INTRODUCTION 

Micro, Small and Medium Enterprises (MSMEs) in the national economy have an 

important and strategic role. MSMEs have the potential to improve the country's 

economy through employment and productive business activities (Karsidi, 2017). 

Every business that is established has the same goal, namely to obtain the maximum 

possible profit or profit which can ultimately increase the value and survival of a 

business (Budita & Herianto, 2014). MSMEs can achieve maximum profits by 

increasing their productivity through capital investment. Capital investment can be in 

the form of machine replacement projects, new product launch projects, market 

expansion projects, research and development, exploration, etc. (Husnan & 

Pudjiastuti, 2006). 
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These various investments will lead to different opportunities to obtain profits. For 

this reason, there is a need for an analysis of the proposed project with the aim of 

assessing the investment and being able to choose the most profitable investment 

alternative. The process of analyzing investment opportunities in long-term assets that 

are expected to generate profits for more than one year is called capital budgeting 

(Bennouna et al., 2010; Ciampi et al., 2022; Mahmoud et al., 2022; Schubert & 

Barenbaum, 2007; Shastri et al., 2011). Through capital budgeting, business actors can 

identify investment opportunities, develop specific ideas in investment proposals, as 

well as evaluate and select projects while controlling investment projects into accurate 

asset estimates (Mubashar & Tariq, 2019; Nurullah & Kengatharan, 2015; Surangi, 

2022; Viviers & Cohen, 2011; Weerasekara & Smedberg, 2023). Therefore, capital 

budgeting is an important thing that must be done in maximizing profits and overall 

profit planning in a business, including in MSME practices (Assfaw & Sharma, 2024; 

Khalfan & Sturluson, 2018; Khamees et al., 2010; Piao & Managi, 2022; Pike, 1981). 

However, in reality, the implementation of capital budgeting in MSMEs is still low, 

which can be seen from the absence of systems, structures and procedures, planning, 

monitoring and capital control carried out by business owners (Borgia & Newman, 

2012; Chapman Cook & Karau, 2023; Magwenya & Ross, 2023; Orobia et al., 2013). 

Apart from that, low capital budgeting also causes problems with the availability of 

cash, too much inventory (over asset investment), and low levels of receivables. In fact, 

capital budgeting is a process that must be carried out if MSMEs want to develop the 

business they run. Making the right capital budgeting decisions will produce 

maximum profits, but making the wrong decisions will endanger the survival of the 

business (Bennouna et al., 2010; Jain & Yadav, 2005; Magni, 2008; Meressa, 2022; 

Singh et al., 2012). 

Currently, production businesses in the food sector are increasingly being developed. 

This is because people's consumption interest continues to increase, causing high 

demand for processed food products. One of the processed food products that is 

characteristic of the city of Solo and its surroundings or what is usually called Central 

Java is floss meat. Floss meat is a food made from animal meat fiber. Its appearance 

is usually light brown to blackish in color due to the frying process and the spices 

mixed into it. Floss meat looks like cotton fibers, because it is dominated by dried 

muscle fibers that have been floss. Because it is dry and has almost no remaining water 

content, floss meat usually lasts for weeks to months in airtight packaging. In general, 

floss meat is made from beef, goat, horse, pork or lamb. In line with the development 

of creativity and innovation of business actors in the food sector, floss processing 

production has been developed using basic ingredients from seafood, such as catfish, 

tuna, tuna, eel and shrimp. Determining production policies, such as product 

development, requires making appropriate capital budgeting decisions so that a 

business can obtain maximum profits so that the value of the business increases 

(Husnan & Pudjiastuti, 2006). 
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Based on the circumstances above, this research will discuss the analysis of MSME 

capital budgeting practices in floss processing businesses in Central Java to find out 

how business actors make capital budgeting decisions that can maximize business 

profits. Case studies of the floss processing business were carried out on TT’s Beef 

Floss in Surakarta and Alang-Alang’s Catfish Floss in Boyolali. From the results of this 

research, it is hoped that it can describe the practice of capital budgeting for MSMEs 

and the use of appropriate methods in making capital budgeting decisions for MSMEs.  

 

LITERATURE REVIEW 

A good financial management and capital investment decision making are critical to 

long-term survival and success for a company. Companies need to carry out capital 

budgeting in the form of using funds to acquire operational assets that help the 

company obtain future income or to reduce future costs (Khamees et al., 2010; Piao & 

Managi, 2022). Capital budgeting is a process of identifying investment opportunities, 

developing specific ideas in investment proposals, as well as evaluating and selecting 

projects while controlling investment projects into accurate asset estimates (Nurullah 

& Kengatharan, 2015; Surangi, 2022; Viviers & Cohen, 2011). According to Husnan & 

Pudjiastuti (2006: 181) investment projects or plans can be classified into several types 

of activities, namely: introduction of new projects or creation of new products, 

replacement of equipment or factories, research and development, product expansion, 

exploration, etc. 

According to Husnan and Pudjiastuti (2006) there are several factors that must be 

considered in making capital budgeting decisions, namely: the existence of investment 

proposals, estimation of cash flows from these investment proposals, evaluation of 

these cash flows, selecting projects that meet the criteria. certain areas, as well as 

ongoing monitoring and assessment of projects after investment. Then Dhochak and 

Sharma (2016) explain that there are key factors that influence business investment 

decisions, namely: entrepreneur characteristics, products or services, market 

characteristics, management skills, financial considerations, economic and 

institutional environment, and regulations. 

Then Novia (2011) explains that there are several important aspects in capital 

budgeting, namely: (1) Always Use Cash Flow, when carrying out capital budgeting, 

what is always used is cash flow, not accounting profit. Cash flow and accounting profit 

have very different characteristics. Accounting profits can only be realized when 

received at a later date, while cash flow is actually cash that has been received in our 

hands and is ready to be reinvested; (2) Think Incrementally, try to always think 

forward (think incrementally), namely what additions a project can produce to existing 

conditions. Will taking on this project produce additional profits, or will it be more 

profitable if you do nothing?; (3) Calculate Opportunity Cost, opportunity cost is the 

economic value lost when someone chooses one alternative compared to other 

alternatives. Opportunity cost is a component that is often forgotten or miscalculated 

in capital budgeting evaluations. This is often because people are often unaware of the 
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other opportunities they can generate; (4) Sunk Costs Are Not Included in the 

Calculation, sunk costs are costs that have occurred in the past and will no longer arise 

from a new project or investment. Therefore, it becomes irrelevant to take into account 

sunk costs in a capital budgeting analysis, because the costs have already occurred 

while the investment decisions taken will only occur in the future. Therefore, the 

relevant costs considered in the capital budgeting analysis are only costs that change 

as a result of the decisions taken; and (5) Project consequences, when conducting 

capital budgeting analysis, companies must always have a long view. Companies must 

be more focused and focused on the implications resulting from project decisions to 

be taken. Are there any risks or bad possibilities that could give rise to unexpected 

costs? If there are hidden costs, they must also be taken into account in the analysis.  

When a company makes capital budgeting decisions, a project (investment plan) is 

said to be profitable if the project can provide profits or make investors richer. In other 

words, the investor's prosperity becomes greater after making an investment. This is 

in accordance with the aim of maximizing company value. Syamsudin (2007) states 

that there are several methods in capital budgeting for determining investment 

ranking and decision making, namely: (1) Average Rate of Return (ARR), this method 

shows the percentage of net profit after tax calculated from the Average Investment or 

Initial investment. This method is an investment appraisal method that measures the 

level of profit from an investment using the basis of accounting profit so that the figure 

used is profit after tax (EAT) compared to the average investment; (2) Payback Period, 

this method calculates how quickly the investment made can be returned (Husnan & 

Pudjiastuti, 2006; Jain & Yadav, 2005; Qiao, 2013; Roberts et al., 2024). This method 

is often said to be better than the ARR method because in its calculations cash inflow 

is used instead of accounting income. Apart from that, the payback period also takes 

into account (although not completely) the "timing" factor or when the cash inflow is 

received. The payback period reflects the level of liquidity of a project (the speed at 

which invested capital is recouped). The more liquid a project is, the smaller the risk 

faced by the company, and vice versa; (3) Net Present Value (NPV), these techniques 

that considers the time value of the most commonly used money. To calculate NPV, 

first calculate the present value of receipts or cash flow at a certain discount rate, then 

compare it with the present value (PV) of the investment. If the difference between PV 

and cash flow is greater, it means there is a positive NPV, meaning the investment 

project is feasible, conversely, if the PV of cash flow is smaller than the PV of 

investment, then the NPV is negative and the investment is deemed not feasible; (4) 

Internal Rate of Return (IRR), IRR is defined as a method that indicates the interest 

rate that will cause the NPV to be equal to zero, because the present value of cash 

inflow at that interest rate will be the same as the initial investment. If a company uses 

the IRR technique in evaluating proposed capital budgeting projects, then the decision 

about whether or not the project is accepted will depend on "what rate of return is 

obtained compared to the cost of capital which is used as a discount factor in 

determining the present value of the cash inflow received"; (5) Profitability Index (PI), 
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This method calculates the comparison between the present value of revenues and the 

present value of investments. If PI is greater than 1, then the investment project is 

considered feasible to run. This method is more often used to rank several projects to 

be selected from several existing alternative projects. To select a project from several 

alternative projects, the one with the greatest PI is prioritized. 

 

METHODOLOGY 

The method used in this research is a survey method by conducting interviews and 

observations at floss-processing MSMEs in Central Java. Data obtained from survey 

results are analysed to find problems in the field. Then a literature study was carried 

out by looking for theoretical references that were relevant to the problems found. The 

theoretical references obtained come from research results, journal reviews and book 

references. Analysis of survey data and theoretical references are used as the basic 

foundation for solving the problems found. 

 

RESULTS AND DISCUSSION 

The floss processing businesses in Central Java that were used as the objects of survey 

and observation in this research were TT Beef Floss in Surakarta and Alang-Alang 

Catfish Floss in Boyolali. These two floss processing businesses have the same 

background in establishing the business, namely creating product innovations from 

previous businesses. Apart from that, business owners also want to create employment 

opportunities for relatives and the surrounding community. Therefore, the 

sustainability of this floss processing business has an impact on the lives of the 

surrounding community because this business is a source of income. Based on the 

results of interviews and observations, the following information was obtained: 

Investment and Financing Activities in Floss Processing Businesses in Central Java  

The TT Beef Floss Processing Business is located in Gulon RT. 02 RW. 21 No. 27, 

Jebres, Surakarta. Mrs. Tri Lestari, the owner of the TT Beef Floss business, who 

graduated from Senior High School, was originally a beef breeder and trader. Then the 

business owner wanted additional income and decided to innovate by processing some 

of the raw meat that was usually sold into processed beef floss. When he first started 

his beef floss processing business in 1995, the business owner spent initial capital of 

Rp. 5,000,000, which comes from personal funds to purchase production equipment. 

The production equipment purchased included a charcoal stove, floss dryer, large 

frying pan and scales. 

In one production per day, this processing produces 20 kg of beef floss which is sold 

in bulk without labels. As time went by, charcoal became more expensive and difficult 

to find, so the owner decided to replace the charcoal stove with a gas stove. Business 

owners do not have a specific budget for purchasing new equipment and do not 

estimate the age of the assets purchased so they do not carry out equipment 

maintenance and do not take into account the depreciation of the value of the 

equipment. The decision to replace the equipment is based on consideration of the 
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production needs that must be met. The decision to replace charcoal stoves with gas 

stoves resulted in an increase in production levels to 30 kg per production. 

Apart from replacing the stove, the business owner also purchased a modern floss 

dryer (spinner) to make the process of drying fried floss meat easier. However, the old 

(traditional) floss dryer is still used more often because employees feel they are used 

to and more comfortable using the old dryer. Currently, TT Beef Floss have 5 

employees and are able to produce 6-8 quintals of beef floss per month with a turnover 

of around Rp. 144,000,000. However, the TT beef floss production process is not 

carried out every day so employees are paid a daily wage of Rp. 60,000 per day. 

Product marketing is still limited to the Surakarta area. Floss is sold in bulk (large 

quantities) without labels to 5 distributors for Rp. 180,000/kg and also sold retail at 

Rp. 45,000 per 250 grams. 

Meanwhile, the business of processing Alang-Alang Catfish Floss, or what is usually 

called Alang-Alang Catfish Floss, begins with a catfish rearing cultivation business. 

This is because the business owner, Mrs. Tri Wahyuni, is a resident who comes from 

the catfish village in Boyolali, where in that village the people work as catfish breeders. 

This condition causes business owners to think that the market for raw catfish has 

many sellers so that one day there will be a possibility that the raw catfish they sell will 

lose buyers. Therefore, on March 7 2007 the business owner tried to innovate by 

processing raw catfish into floss catfish. With initial capital sourced from personal 

funds of Rp. 1,500,000 Mrs. Tri Wahyuni, who graduated with a Bachelor's Degree in 

Industrial Engineering, started a business by purchasing production necessities in the 

form of a gas stove, steamer, large frying pan and raw materials. 

At first, people thought that the business of processing catfish cultivation products 

would not be successful without being supported by the owner's abilities in the 

fisheries sector. However, with the owner's perseverance and the support of 4 hectares 

of cultivation land consisting of 900 earthen ponds, it is capable of producing a fresh 

fish output of 4 tons/day, so the catfish floss processing business can continue to be 

developed. The Alang-Alang Catfish Floss product is finally starting to become known 

to the public and can compete with other innovative products. In terms of taste, flossed 

catfish is certainly no less than flossed beef and now flossed catfish is actually 

preferred because it contains a lot of protein and is low in fat. 

Under these conditions, business owners want to develop processed raw catfish 

products other than catfish floss in accordance with market demand. Things that are 

taken into consideration when creating a new product are the availability of processed 

raw materials, namely lots of raw catfish and also processed waste from floss catfish 

such as catfish fins and skin. Finally, the business owner innovated to make chips from 

catfish fins and skin, which are leftover ingredients from processed catfish floss, and 

bought a dryer to make chips. The development of this new product does not disrupt 

the main production of catfish floss because the raw material for chips is leftovers from 

processed catfish floss so there is no need to reduce catfish floss production. Catfish 

floss also has Indonesian National Standard (SNI) certification. 
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As a result of the increase in production and product development, the owner of Alang-

Alang catfish floss requires investment by purchasing production equipment. Almost 

every year new equipment is replaced or purchased due to increasing needs, 

equipment age, and damage occurring. Replacement or purchase of this equipment 

varies due to increasingly diverse production. Even though the owner has not made a 

specific budget for purchasing equipment, he has taken into account the useful life of 

the equipment. Some of the equipment purchased during the 7 years that this business 

has been running includes: a modern floss dryer (spinner), a chip dryer, a fan, a mica 

press, and a sealer to seal plastic packaging so that it is airtight. The number of 

employees has also increased to 12 people who are paid IDR 600,000 per month. 

Currently, the Alang-Alang Catfish Floss business is capable of producing 100 kg of 

catfish floss with a turnover of Rp. 80,000,000 per month. Floss Alang-Alang Catfish 

is sold for Rp. 22,000 per 200 grams. Apart from producing catfish floss, this business 

also has 4 development products from processed catfish, namely catfish fin chips 

which are sold at a price of Rp. 13,000 per 250 grams, catfish skin chips which are sold 

for Rp. 26,000 per 250 grams, catfish meat chips which are sold for Rp. 20,000 per 

200 grams, and catfish chips are sold at Rp. 22,000 per 200 grams. The distribution 

of Alang-Alang Floss Catfish products has reached delivery to various cities in Central 

Java, East Java and Yogyakarta. Apart from that, sales are also carried out via online 

and conventional methods in both modern and traditional markets. 

 

Planning Activities Carried Out at the Floss Processing Business in Central Java  

In the TT Beef Floss processing business, the owner did not plan the business 

operational activities because he felt that the floss production activities were routine. 

The selling price is only calculated based on the desired profit. The owner estimates 

that the profit obtained will always be the same in the range of Rp. 300,000 per one 

production run. Apart from that, the owner felt he was experienced in his field because 

he had run a beef trading business and continued with a floss meat processing business 

which had been running for more than 22 years, so he felt there was no need to keep 

records. The principle used is that as long as the business is still producing and 

generating income, the business is in normal (safe) condition. The owner also does not 

pay attention to the useful life of the equipment and machinery used and does not take 

into account the depreciation in value of the equipment and machinery. This is why 

the beef floss processing business, which has been running for a long time, has not 

experienced significant development. Even though the turnover from sales is quite 

large, if you look at the level of profit obtained, it turns out to be small, namely around 

4%. 

 

Meanwhile, the owner of the Alang-Alang Catfish Floss business, in running his 

business, has carried out simple production planning and financial budgeting. 

Production planning and financial budgeting activities are carried out manually at the 

beginning of the month in regular meetings that discuss the evaluation of business 
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activities that have been carried out. Therefore, the level of business productivity is 

high so that business income continues to increase. In determining the selling price, 

the Alang-Alang Catfish Floss business has taken into account the cost of production, 

operational costs, distribution and sales costs, as well as the expected profit margin 

level. In addition, there is a clear division of work assignments (job disk) for employees 

with a total of 12 people divided into production, administration and creative, as well 

as sales and counter staff. Recording of business activities is also carried out simply as 

needed. The useful life of the equipment and machines used has been taken into 

account but has not taken into account the depreciation of the value of the equipment 

and machines. 

Based on the discussion above, it appears that there are differences in the planning 

activities carried out by the two floss processing businesses. The TT Beef Floss 

business has not carried out planning activities, while the Alang-Alang Catfish Floss 

business has carried out simple planning activities. Although the difference between 

small businesses and large businesses is that small businesses do not require the same 

level of sophistication as large businesses in planning, monitoring and controlling, 

what is needed are soft skills in running a business (Khamees et al., 2010; Mubashar 

& Tariq, 2019; Orobia et al., 2013). The lack of accuracy in calculating the costs 

incurred by the TT Beef Floss business shows that the company aims more at 

maintaining business continuity than maximizing profits to increase business value 

(Lima et al., 2017; Qiao, 2013; Shao & Shao, 1996; Szpiro & Dimnik, 1996). 

This is different from the Alang-Alang Catfish Floss business which is oriented towards 

development and profit maximization to increase profits. This can be proven from the 

business development (progress) between the two floss processing businesses. The TT 

beef floss business, which has been operating longer than Alang-Alang Catfish Floss, 

has not experienced a significant increase in the quality of business operations, only 

an increase in the production equipment used. Meanwhile, since its inception, Alang-

Alang Catfish Floss has made many improvements to production equipment, product 

development and wider product distribution areas. 

 

Project Evaluation Methods Used in Floss Processing Businesses in Central Java  

Based on the discussion above, it appears that the floss processing business in Central 

Java, both TT Beef Floss and Alang-Alang Catfish Floss, faces investment plan 

(project) choices that must be evaluated while carrying out their business activities. 

After evaluating the project, the business owner must make a decision on which project 

will provide more benefits for business operations. The project that must be evaluated 

by TT beef floss is when using charcoal stoves is no longer efficient because it is 

difficult to find fuel in the form of charcoal coupled with the increasingly expensive 

price. TT beef floss was faced with the choice of replacing the stove which could save 

costs. The same is true when deciding to purchase a spinner for drying floss meat. 

Based on the choice of project, the owner of TT beef floss makes the decision to 

purchase equipment based on his needs and the availability of cash. The owner does 
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not carry out specific calculations using the formulas contained in the capital 

budgeting assessment method, but the owner only estimates the time needed for the 

money spent to buy equipment to be returned. It is not uncommon for owners to have 

discussions with their husbands when making decisions about choosing a project. In 

fact, it is feared that the habit of small business actors asking for opinions from people 

they trust will make the decisions taken not be objective (Brennig James, 1997; Dai et 

al., 2022; Gadolin, 2018; Ngoye et al., 2019; Vershinina et al., 2017) 

Meanwhile, for Alang-Alang Catfish Floss, project evaluation is carried out when 

developing new products other than catfish Floss. This development requires the 

owner to determine whether the amount of new product production will reduce the 

production of old products or not. Then you also need to consider purchasing the tools 

needed to produce new products. Then a decision is taken by taking into account the 

amount of costs that must be incurred and how long the payback period is needed after 

investing in producing a new product. The calculations carried out are more specific 

using simple formulas while taking into account the breakeven point of the business. 

Equipment replacement and product development carried out by the two floss 

processing businesses above are forms of investment decisions that must be made by 

business owners in relation to capital budgeting (Husnan & Pudjiastuti, 2006). From 

the considerations and calculations explained, it appears that the project evaluation 

method used by both businesses is the payback period. The payback period method is 

widely used by small businesses because this method is the simplest and easiest to use. 

However, the weakness of the payback period method is that it does not take into 

account cash flow and ignores cash flow after the reception. In fact, the time value of 

money (net present value) is the most important thing to use in determining a project's 

profitability (Husnan & Pudjiastuti, 2006; Nurullah & Kengatharan, 2015; Singh et al., 

2012; Szpiro & Dimnik, 1996). 

Based on the analysis and discussion above, the solution that can be appropriately 

used by small businesses for project decision making is the payback ratio method but 

still paying attention to the time value of money (net present value) is to use the 

discounted payback period method (Khamees et al., 2010; Lima et al., 2017; Orobia et 

al., 2013; Singh et al., 2012). This method is an advanced method of calculating the 

payback period which is tried to be improved by presenting the cash flow value and 

calculating the payback period. Floss meat processing businesses in Central Java will 

find it easier to determine project evaluation calculations because the discounted 

payback period formula is simple and easy to use but accurately takes into account 

business profits. In this way, it is hoped that the owner of this processing business in 

Surakarta can maximize company profits so that he can increase the value of the 

business. 
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CONCLUSSION 

Based on the analysis and discussion above, the conclusions in this research can be 

concluded that investment and financing activities carried out by shredded processing 

businesses in Central Java are in accordance with capital budgeting theory. The 

investment activity of the TT Beef Floss business is shown by the equipment 

replacement project and the Alang-Alang Catfish Floss Business investment activity is 

shown by the existence of new product development projects and equipment 

purchases. Meanwhile, the financing activities of these two businesses are shown by 

the payment of wages or salaries. Then, based on two Floss processing businesses in 

Central Java that were used as case study locations, only the Alang-Alang Catfish Floss 

business has carried out simple planning and recording of business activities. 

Meanwhile, TT beef floss does not carry out planning and recording. This shows that 

Alang-Alang Catfish Floss is more oriented towards increasing business value while 

TT Beef Floss is oriented towards business survival (continuing production). Last, the 

project evaluation assessment method used by shredded processing businesses in 

Central Java is the payback period method. This can be seen from the considerations 

used when making decisions, namely how long it will take for capital for investment to 

be returned. 

The recommendations that can be given to owners of shredded processing businesses 

in Surakarta is Floss processing businesses in Surakarta must pay attention to capital 

budgeting in making project investment decisions in order to determine the right 

project that can provide profits for the business. Business planning and recording of 

financial transactions should still be carried out even in a simple manner so that 

business actors are able to know the position of the business well so that the policies 

taken will maximize profits and thus increase the value of the business. Last, the 

investment assessment method in capital budgeting that should be used by Floss 

processing businesses in Surakarta is the discounted payback period because this 

method is the simplest method so it is suitable for Micro, Small and Medium 

Enterprises (MSMEs) but still pays attention to the time value of money. 
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ABSTRACT 

 

Objective: This study aims to find out whether political parties in Tanah Datar have 

prepared financial reports based on ISAK 35. Political parties are non-profit entities, 

so financial accountability is an important aspect for political parties. Good 

accountability can be realized by presenting political party financial reports in 

accordance with generally accepted accounting standards, namely ISAK 35.  

Methodology: This research uses qualitative analysis. Data collected through 

interviews and documentation by looking directly at the financial reports that have 

been presented by political parties.  

Findings: The objects of this research are the National Awakening Party (PKB), the 

Great Indonesia Movement Party (Gerindra) and the People's Conscience Party 

(Hanura) in Tanah Datar District. The results of the study show that the recording of 

political parties' financial reports has not implemented financial reports in accordance 

with the accounting standards set by IAI, namely ISAK 35. 

Research/ Practical Implications: This study aims to find out whether political 

parties in Tanah Datar have prepared financial  

 

Keywords: Non-profit organizations, political parties, ISAK 35 

 

INTRODUCTION 

Law Number 78 of 2020 concerning "Regulation of the Minister of Home Affairs 

Number 36 of 2018 has been amended regarding budgeting methods in regional 

income and expenditure budgets and submission, distribution, and accountability of 

reports on the use of political party financial assistance" is regulated by the Decree of 

the Minister of Home Affairs of the Republic of Indonesia. An organization is a group 

of individuals brought together to work toward shared goals and objectives. 

Organizations can be broadly classified into two categories based on their profit-

seeking goals: profit-oriented (commercial) organizations and non-profit (non-profit) 

organizations. In the meanwhile, turning a profit is not the non-profit's top priority. 
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Non-profit organizations are defined as those whose primary objective is not to 

generate revenue from their day-to-day operations. Non-profit organizations' primary 

objective is to actively support or participate in a range of public activities without 

putting a premium on profits. 

 

A political party is a national organization founded by a group of Indonesian citizens 

who share the same goals and resolve to uphold the integrity of the Unitary State of 

the Republic of Indonesia based on Pancasila and the Constitution, as well as to fight 

for and defend the political interests of members, society, the nation, and the state. 

The Republic of Indonesia was founded in 1945. One category of non-profit 

organization is political parties. Refer to Law Number 2 of 2011, which amends Law 

Number 2 of 2008, which deals with political parties. 

 

The growth of non-profit organizations in Indonesia has accelerated recently. 

Particularly in the areas of impact, humanism, and religion. Nonprofit organizations 

give financial management systems less thought and greater weight in favor of quality. 

This is frequently a sign of an institution's transpiration accountability, which depends 

on having a sound financial management system and non-profit board members that 

understand non-profit financial administration. To create a trustworthy management 

system for employees of a financial firm, one must possess the necessary information, 

abilities, and expertise. 

 

Political parties are among the non-profit groups in Tanah Datar that are currently 

developing at an accelerated rate. Political parties are thought to be a location where 

aspiring lawmakers can grow through political hiring. Political parties not only 

increase voter turnout but also cultivate an atmosphere that upholds the electoral 

process's integrity. In national, state, and social spheres, political parties also uphold 

culture and ethics. 

 

Conflicts arising from competing interests in sources of authority between interested 

parties are common in the development of political parties. Seniors' selfishness, which 

stems from their belief that younger members lack party experience, will also lead to 

an increase in conflicts and a decline in public trust in political parties. 

 

REVIEW OF LITERATURE 

 

Comprehending Public Sector Accounting 

The accounting process involves locating, logging, and reporting financial data or 

information that is helpful for evaluation and decision-making. The art of 

documenting, categorizing, and summarizing financial and monetary transactions is 

another way to define accounting. The process of gathering, organizing, summarizing, 

and reporting financial data within a company is known as accounting. Hanggara 
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(2019). Accounting has a number of purposes, including providing users with financial 

information and serving as a reporting tool for financial accounting. (Fitri, 2011). A 

financial report is an overview of the information gathered during an accounting 

procedure for a specific year or duration. Financial reports provide an ordered 

presentation of the company's operating results and financial status. While revenue 

and expenses are components in the income statement that are tied to outcomes, 

assets, liabilities, and equity are factors in the balance sheet that are directly related to 

the assessment of the financial status. The cash flow statement provides an 

explanation of various income statement items as well as balance sheet items that 

change. (Sri Adella Fitri, 2022) 

 

The public sector is characterized as a service sector where many operations are 

governed by laws or regulations and where products and services are produced for the 

general public using money from taxes and other government income. (In Rai, 2008).  

When we refer to the public sector, we mean all of the resources that go into producing 

goods and services that the general public uses to fulfill its rights and needs. 

(Haryanto, (2007) 

 

The practice of recognizing, gathering, documenting, and reporting economic 

(financial) occurrences as well as public organizations or entities, such as the 

government, non-governmental organizations, and others, that provide information 

to parties when making financial decisions is known as public sector accounting. 

(Majid, in 2019) 

 

The Public Sector Accounting Landscape and Its Evolution 

 The public sector accounting sector includes government agencies (states, local 

governments, and government work units), non-profit organizations, hospitals, 

colleges, universities, foundations, non-governmental organizations, religious groups, 

political organizations, and so forth. Accounting systems used by government agencies 

are required to adhere to government accounting standards. 

The accounting system of government agencies must adhere to Government 

Accounting Standards (SAP), as specified in Government Regulation No. 24 of 2005, 

Law No. 17 of 2003, and article 51(3) of Law No. 1 of 2004. The Indonesian Accounting 

Association's (IAI) accounting standards must be adhered to by business entities 

(BUMN and BUMD). The same accounting regulations apply to non-governmental 

public entities. (Widuri, 2018) 

 

Governmental Sector Establishments  

Organizations in the public sector have goals beyond just turning a profit. Thus, it can 

be said that the public sector organization is non-profit in this sense. Secondly, 

contributors to public sector organizations do not expect to get this organization 

because the welfare of society is the primary objective of these organizations. Fitri and 
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Yenti, 2014). Some environmental factors that could affect the public sector are as 

follows: 

few factors that affect the public sector are economic growth, inflation rate, per capita 

income, employment, capital flows, foreign exchange reserves, and other economic 

variables.  

Political factors influence the public sector for political purposes, including state-

society relations, state institutions, state ideology, agencies, etc. 

Cultural factors that affect the public sector, including religion, ethnicity, race, culture, 

language, history, social sociology, and education. (Fitri, 2017)  

 

In actuality, the following organizations in Indonesia are categorized as public sector 

organizations:  

a. Central Government Organization;  

b. Local Government Organization; and so on.  

c. NGO and Political Party Organizations 

d. Organization of the Foundation  

e. Health and Education Institutions: schools, hospitals, and community health 

centers  

f. Places of Worship Organization: churches, mosques, monasteries, and temples. 

(Bastian, 06.) 

 

Environmental Factors Affecting Public Sector Companies  

The following environmental elements have an effect on organizations in the public 

sector: 

The following are some examples of economic factors that affect public sector 

organizations: Economic growth, inflation rate, GDP per capita growth, production 

structure, labor, domestic capital flows, foreign exchange reserves, and currency 

exchange rates are some of the factors that affect the economy, foreign aid and debt, 

infrastructure, technology, economic inequality and poverty, informal sector. 

The public sector is impacted by the following political factors: state-society relations, 

government legitimacy, the kind of government in charge, state ideology, the people 

and political elites, global network, institutional. 

Public sector organizations are impacted by the following cultural factors:  

diversity in terms of race, religion, ethnicity, language, and culture, societal value 

systems, historical, sociology of society, sociological characteristics, education level. 

Characteristics of the Population: opulation growth, age distribution of the population, 

health status, migration (Hantono et al., 2021). 

 

Political organizations 

 Political parties have a big impact on a nation's political dynamics. Political parties 

are seen by some as a way for them or a group of them to gain power. Similar 

arguments are frequently heard in the media and at seminars we attend, particularly 
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those that cover political parties. Rosa (2012) Political parties are essential to a 

democratic system. This is so that public officials can run for parliamentary seats as 

well as national and municipal elections through political parties. In order for many 

political parties to compete for public office and for every candidate nominated by 

their party to be elected to that position, political parties are regarded as the most 

strategically important institutions since they are involved in nearly all public 

activities. (Dimas Eko Nurcahyo, Nugroho, 2023)  

 

One of the mainstays of democracy, political parties serve as a platform for the fight of 

the populace for improved political conditions. The objectives and interests of society 

must be channeled through political parties. (Isharyanto, 2017)  

 

Politics is defined as a configuration or constellation of political power that may be 

distinguished between authoritarian politics and democratic politics with extreme 

precision. Pundits and experts claim that there are more political implications, 

including: 

a. According to Thomas M. Magstadt and Peter M. Schotten, politics is all about 

power, justice, and order in relation to how people are governed.  

b. Bent Cecep. Politics refers to everything associated with the state, including 

authority, decision-making, policies, and the distribution and allocation of 

values within the relevant society (Huda, 2018) 

 

Since the reformation, political parties in Indonesia have grown rapidly because of the 

country's adoption of a multiparty system and a more democratic political 

atmosphere. Given that Indonesia is a multicultural country with a varied national 

cultural past, the multiparty system, while accepting multiple viewpoints from 

different groups, is beneficial to the nation overall. On the other hand, this also affects 

the increasingly fierce rivalry between political parties as they vie for control, which 

can cause poisonous political rivalries to surface, particularly during election season 

(Saputri, 2021). 

 

Political Parties and Public Sector Organizations' Relationship  

The public sector has had a major role in the emergence of political parties. Public 

sector organizations make it easier to instil a combative mindset and internalize 

political party dogma. Public sector organizations can play a major role in supporting 

political parties by helping them implement their plans and policies and raise public 

knowledge of them. Public sector group development and empowerment is a powerful 

instrument that political parties can utilize to win over voters and obtain support for 

their policies during elections (Saifulloh, 2020). 
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METHODS OF RESEARCH 

  

Qualitative research is a technique used to examine natural events or phenomena. 

Qualitative research is fundamental and naturalistic by nature; it cannot be conducted 

in a lab setting but only in the field. Qualitative approaches are defined by research 

aims that are centered on comprehending phenomena that do not require 

quantification or because these symptoms do not permit precise measurement. 

(Mabdussamad, 2021). 

 

With the use of this qualitative research approach, the collected data will thereafter be 

developed and clarified into a discourse, from which an analysis of the collected data 

will yield a conclusion. 

 

RESULTS AND DISCUSSION  

a. The PKB Party (National Awakening Party) in Tanah Datar, 

Development of DPC PKB 

"This DPC was first established in Tanah Datar in 2014." Mr. Rudi Chandra states 

that the PKB Party's presence in Tanah Datar was uncovered during an interview 

procedure.  

Four organizations have operated under the PKB party's aegis since the DPC was 

established.  

 

Mr. Rudi Chandra put it thus way: 

"The first is Gema Saba (One Nation Student Movement), the second is Women of the 

Nation, the third is Garda Bangsa (One Nation Youth Movement), and the last is Gate 

Tani (Indonesian Farmers and Fishermen Resurrection Movement)."  

  

According to the aforementioned interview results, DPC PKB is involved in four 

organizations, each of which not only generates profits for the company but also serves 

a number of other organizations. The Chief Secretary, Treasurer, LO, LPP, Suro 

Council, and 16 other management members make up this DPC's management. 

 

Issues at DPC PKB 

Political parties, which are non-profit organizations, also have their own problems. 

Mr. Rudi Chandra disclosed that: "In Tanah Datar, this party does not yet have 

council members, because no one sits on the party council in the Tanah Datar area, 

but in the province, there are already 3 (three) who sit on the party council." 

Individuals who are part of any organization will undoubtedly have their own 

problems.  

 

The DPC PKB in Tanah Datar still has no board members, according to the above-
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mentioned interview results, since the DPC continues to use private finances and this 

party is still quite small. 

 

Has financial reporting been prepared by the PKB DPC?  

 A financial report's preparation is crucial to an organization's management. The PKB 

party's Mr. Rudi Chandra clarified that "finances are still personal or individual costs 

because they have not been financed by the party, because the costs incurred for each 

event will be paid by the party chairman." Political parties are also required to submit 

financial reports.  

 

There is not a single report generated by the PKB DPC, let alone one that makes 

reference to ISAK 35, as a result of the interview findings indicating that PKB has not 

prepared basic financial reports, let alone ones that adhere to requirements.  

  

Corporate Division of the PKB Party 

According to Mr. Rudi Chandra, "This party does not yet exist because this party does 

not yet sit on the party council in Tanah Datar, and God willing, there will be a party 

council in PKB who sits on the party council in Tanah Datar in 2024," there are 

numerous efforts that can be made when running an organization. This is the case with 

the PKB Party. 

 

According to the aforementioned interview results, PKB does not currently have a 

commercial activity unit since no one from this party is a member of the Tanah Datar 

party council. 

 

Discussion of the PKB Party 

DPC Since its founding in 2014, PKB in Tanah Datar has brought together a diverse 

range of groups, including students, the general public, women across Indonesia, 

farmers, and fishermen, with the ultimate goal of creating an organization. The people 

of Tanah Datar stand to gain the most from this, and that is for the prosperity of the 

Indonesian nation as a whole. The lack of representation in the regional council is the 

DPC's most obvious issue. 

 

This will have a significant impact on the management system, particularly the 

financial section. Without PKB DPC members on the council, the financial system will 

not function properly because it relies solely on personal funds without receiving 

financial support from the government for PKB Party operations. It will also have an 

impact on the PKB DPC's preparation of financial reports, which means that the party 

has not yet produced any publicly accessible financial reports because they are still 

confidential. It is possible to argue that the PKB DPC does not write its financial 

reports in accordance with ISAK 35. 
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b. Gerindra Party (Movement for a Greater Indonesia)  

Establishment of the Gerindra Democratic Party in Tanah Datar.  

We learned about the Gerindra party's circumstances in Tanah Datar through an 

interview procedure with Mr. Novitra Kumala. "DPC in Tanah Datar was established 

in February 2008," claims Mr. Novitra Kumala. "There are 35 DPC administrators at 

the Garindra DPC in Tanah Datar," states Mr. Novitra Kumala. 

  

Gerindra has 35 administrators in total, including the key administrators of the 

Gerindra party, according to the above-mentioned interview findings.  

 

Division of DPC Gerindra's business 

 Mr. Novitra Kumala explains that there are numerous efforts that may be made when 

managing an organization, as the Gerindra Party is one example of.  

"Efforts that resulted in providing MSME assistance from Pokir members of the 

council were given to cadres only in the form of capital assistance, assistance from 

the Gerindra faction." 

 

Based on the findings of the aforementioned interview, DPC Gerindra offered support 

to board member cadres in the form of capital. 

 

Since its founding, has there been a financial report?  

As political parties are non-profit organizations, creating and producing financial 

reports is crucial to managing both types of organizations. Mr. Novitra Kumala of Parti 

Gerindra said, "Every year we make a report which is checked by the BPK. 

" Thank heavens, the best score is always obtained during inspections."  

  

Based on the outcomes of the aforementioned interview, DPC Gerindra in Tanah Datar 

creates its annual financial reports, which the BPK submits and reviews. 

  

Parties provide 40% of the money, while political education which includes seminars, 

interviews, and focus group discussions—provides 60%. Additional funding sources 

are provided voluntarily by outside parties, about 2% of funding sources are voluntary 

contributions from outside parties.  

 

Are ISAK 35-based financial reporting used? 

Naturally, there must be a basis for preparing financial reports, whether it be ISAK 35 

or the law. Mr. Novitra Kumala clarified this within the Gerindra Party, saying,  

"The financial report prepared by DPC Gerindra in Tanah Datar is not in accordance 

with ISAK 35, because it does not produce a balance sheet."  

  

The financial reports that have been provided do not comply with ISAK 35, as per the 

findings of the interview conducted at DPC Gerindra. 
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What are the challenges that DPC Gerindra faces?  

 As Mr. Novitra Kumala put it,  

"Everyone who is part of an organization will undoubtedly face challenges within it 

as well as political parties. Within the Gerindra Party, these challenges exist as well. 

"The initial challenge faced by the party was that the public was unaware of it since 

it had not been socialized. Another challenge encountered was the resignation of 

party cadres who left to join other parties."  

 

According to the above-mentioned interview results, DPC Gerindra had a number of 

issues at first, one of which was the high turnover rate among its cadres, who left for 

more lucrative possibilities with other parties. 

 

Gerindra Party Discussion: 

 There are currently 35 members of Tanah Datar's Gerindra Party, which was 

established in 2008. Numerous Gerindra party members have held council seats since 

the party's establishment in 2009. DPC Gerindra operates a business that provides 

MSMEs, and since its founding, it has filed annual financial reports. As a result, this 

party is required to file financial reports since it can be assumed that it already has a 

finance-related business based on the existence of the financial reports. This can, in 

essence, measure the budget that should and will be utilized to make a decision, which 

can facilitate this party's decision-making process when it comes to political strategy. 

The preparation of financial reports is still not done using ISAK 35, though. The 

recording of Gerindra's financial reports does not include financial position reports, 

detailed profit and loss reports, reports of changes in net assets, cash flow data, or 

notes to financial reports. 

 

The People's Conscience Party (HANURA) 

Political parties and organizations both need a history of founding. According to Mr. 

Yunofri's explanation, the Hanura party in Tanah Datar was established in the 

following year: 

  

"The Hanura Party was founded in Tanah Datar in 2007 and in 2009 the Hanura 

Party held the first election in Tanah Datar."  

 

According to the above-mentioned interview results, Hanura was established in 2007 

and has been a part of Tanah Datar for sixteen years. This party held its first election 

in 2009, or roughly 14 years ago, at the time of its formation.  

 

What are the challenges that DPC Hanura faces? 

 According to Mr. Yunofri's explanation, the Hanura DPC in Tanah Datar faces the 

following challenges:  
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"When this party was founded, the initial obstacle that occurred was recruiting new 

cadres, where every district in Tanah Datar already had several parties, so the 

Hanura DPC had difficulty finding new cadres." Problems and obstacles are 

inevitable in the process of running an organization, and the Hanura Party is no 

exception.In the meanwhile, this party faces the same general issue as other parties, 

which is that its administrators left DPC Hanura because of their own goals or 

interests."  

 

According to the above-mentioned interview results, the challenges faced by Hanura 

at the outset were the inability to locate new cadres for Tanah Datar and the 

management's decision to leave Hanura's DPC due to personal preferences. 

 

Hanura DPC management number  

According to Mr. Yunofri, a party needs members, and the Hanura party has the 

following: "The number of managements from DPC Hanura in Tanah Datar is 18 

people." 

 

The Hanura party only has 18 members in its management, including the core 

leadership, according to the findings of the aforementioned interview.  

 

Is ISAK 35 the foundation for the financial reports?  

For a business or organization, creating financial reports is crucial since they facilitate 

decision-making. Parta Hanura, according to Mr. Yunofri, is also creating a financial 

report, which includes the following: 

"DPC Hanura did not prepare financial reports that according to ISAK 35. On the 

other hand, DPC Hanura reports its finances in compliance with Law No. 78 of 2020. 

when the recording system complies with the legislation but does not make reference 

to the bookkeeping system. The statute clarifies the provisions, the distribution of 

funds, and the specifics of the allocation. The specifics of this allocation, for instance, 

include the percentage of assets used, the percentage allocated to political parties, 

and so forth. Therefore, financial report recording must adhere to all legal 

requirements. Every year, financial reports are created with the date of the activity 

and the activities completed in mind. For instance, activities that take place in 

February will be documented in that February.”  

 

According to the above-mentioned interview results, this party's report does not 

comply with ISAK 35 since it is based on Law No. 75 of 2020. The recording he made 

was legal and did not make reference to the bookkeeping system. Therefore, no 

recording shall go beyond the legal requirements for financial reporting. 
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BPK's review of the financial records at DPC Hanura  

As stated by Mr. Yunofri, "Inspections of financial reports that occur at DPC Hanura 

are carried out once a year by the BPK and from the results of the BPK inspection 

there are no suspicious findings because they are proven by invoices and recorded 

on each transaction date," the Hanura Party also conducts an examination of the 

prepared financial reports in order to prevent errors and fraud within a company or 

organization.  

 

The Hanura Party conducts financial audits once a year, rather than once a month, 

based on the above-mentioned interview results, as there is no suspicious proof of 

recorded transactions on each day. 

 

DPC Hanura's business 

As is customary in organizations, the Hanura party should also require business 

support. However, Mr. Yunofri claimed that while DPC Hanura makes no efforts in 

the economic sphere, it does make efforts in the political sphere, specifically in 

attempting to secure a seat in a political party. According to the above-mentioned 

interview results, this party's business is in politics, with the goal of obtaining seats for 

political parties in Tanah Datar. 

 

Discussion at the Hanura Party: 

 Since its founding in 2007, the Hanura Party has existed in Tanah Datar. The hiring 

of new cadres posed the first challenge to the Hanura Party's establishment. There are 

eighteen Hanura party members in Tanah Datar at the moment. The Hanura Party has 

certainly produced financial reports; nevertheless, the basis for these reports' creation 

was Law No. 78 of 2020, not ISAK 35. This is so because all the regulations that govern 

a political party have to be founded in existing legislation, including the guidelines for 

preparing financial reports. Political parties must also be founded on government-

established laws that are not broken. The established guidelines are because The BPK 

reviews the financial reports that the Hanura party prepares once a year. The financial 

situation report, comprehensive income statement, report on the change in net assets, 

cash flow report, and comments to the financial statements are not included in the 

recording of the Hanura party's financial reports. 

 

CONCLUSION 

The purpose of this study was to examine the financial performance of political parties. 

Three Tanah Datar political parties—the PKB party, the Gerindra party, and the 

Hanura party—were the subject of this investigation. Financial reports made in 

compliance with IAI, specifically ISAK 35, have not been included in the collection of 

political party financial reports, based on the findings of the study and the preceding 

debate. 
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Political parties in Indonesia are gradually but steadily weakening the ideological 

content of their platforms in an effort to appeal to the greatest number of people. As a 

result, the parties' current growth and role do not accurately reflect society or the 

people who support them. To increase public awareness of current concerns, 

significant efforts are required, and party leaders in In particular, the current reform 

phase needs to move fast to put reforms into practice. Political parties require strong 

civil society support, members from within, and institutional strength, which is 

attained through the establishment of uniform party rules, the institutionalization of 

party ideology as the cornerstone of the party's platform and tactics for conflict, and 

the promotion of the creation of new political parties that are receptive to the 

formation of cadres within the party. 

 

The financial reports that have been made public thus far only cover the receipt and 

utilization of party funds, which makes this evident. Financial position reports, 

detailed profit and loss reports, net asset change reports, cash flow reports, or notes 

on financial statements have not been supplied by PKB, Gerindra, or Hanura.  
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ABSTRACT 

 

Objective: This globally conducted study explores the relationship between digital 

financial literacy, financial behaviour, financial well-being, and financial resilience. In 

times of crisis, financial resilience is a valuable trait. However, planning and managing 

resources effectively is necessary to weather economic or financial crises.  

Methodology: The sample from 21 diverse countries, including Albania, Brazil, Chili, 

Kosta Rika, Siprus, Finlandia, Perancis, Jerman, Yunani, Hungaria, Indonesia, Korea, 

Latvia, Lituania, Belanda, Panama, Paraguay, Peru, Arab Saudi, Swedia, dan Uruguay. 

We utilized secondary data from the OECD/INFE 2023 International Survey and 

conducted regression analysis using EViews software. The independent variables are 

digital financial literacy, financial behavior, and financial well-being, and the 

dependent variable is Financial Resilience.  

Findings: Digital financial literacy has a negative impact on financial resilience, 

financial behaviour has a positive impact, and financial well-being is the strongest 

predictor of financial resilience. However, the negative effect of digital financial 

literacy on financial resilience requires further investigation to understand the 

underlying dynamics. 

Theoretical and/or Methodological contributions: The findings are insightful 

and have practical implications worldwide.  

Research/ Practical Implications: digital financial literacy, financial behaviour, 

and financial well-being improve financial resilience, enhancing perceived well-being 

and financial decision-making. 

 

Keywords: digital financial literacy; financial behavior; financial well-being; financial 

resilience 

 

INTRODUCTION 
In our fast-paced, interconnected world, financial challenges are a constant reality. 

From unexpected job losses to global economic downturns, these uncertainties 

demand financial resources, a solid grasp of personal finances, and the ability to make 

wise financial decisions. This is where financial resilience becomes crucial (Koning, 

2015), offering a path to navigate these challenges. Financial resilience encompasses 

the ability to withstand financial shocks, recover from economic setbacks, and 

maintain financial stability over time (Markman & Venzin, 2014). It is the capacity to 
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adapt to unexpected financial challenges and navigate through periods of economic 

hardship without significant disruption to one's financial well-being. This ability is not 

inherent but built through financial knowledge, responsible financial behaviors, and a 

sense of financial well-being. Financial resilience is particularly crucial in an 

increasingly volatile economic environment. Unforeseen events, such as economic 

crises, job losses, health emergencies, or natural disasters, can significantly impact 

individuals' financial well-being. These events can disrupt financial stability, leading 

to debt accumulation, reduced access to credit, and diminished overall financial 

security. Financial resilience empowers individuals to withstand these shocks, recover 

quickly, and maintain their financial stability over time. 

Individuals must possess a combination of factors to build and maintain financial 

resilience. Understanding financial concepts, products, and services is essential for 

making informed financial decisions. It includes understanding budgeting, saving, 

investing, borrowing, and managing debt. Financial resilience is not just about 

knowledge but also about putting that knowledge into action. It involves making 

responsible financial choices, such as budgeting effectively, saving regularly, and 

avoiding excessive debt. Financial well-being goes beyond simply having enough 

money. It encompasses a sense of financial security, satisfaction, and control over 

one's financial situation. Individuals with high financial well-being are more likely to 

make sound financial decisions, manage their finances effectively, and feel confident 

about their financial future. 

The advent of digital finance has revolutionized our financial interactions (Gomber et 

al., 2017). With online banking platforms, mobile payment systems, peer-to-peer 

lending platforms, and investment apps, financial services have become more 

accessible, convenient, and affordable. This digital transformation has empowered 

individuals to manage their finances more effectively and opened doors to greater 

financial inclusion and access to financial tools, thereby bolstering financial resilience. 

However, the rapid evolution of digital financial technologies has also created new 

consumer challenges. Individuals may find themselves overwhelmed by the 

complexity of navigating this digital ecosystem, needing more knowledge and skills to 

utilize these technologies effectively and make informed financial decisions. This 

digital divide in financial literacy can leave individuals vulnerable to financial 

exploitation, hindering their ability to build and maintain financial resilience. 

Based on data in Figure 1, There are significant differences across countries in scores, 

with countries like Germany and Finland showing high scores across all categories 

while countries like Paraguay exhibit low scores across all categories. Although digital 

financial literacy is important, the data suggests that digital literacy alone does not 

guarantee high financial resilience. For instance, Albania has a low digital financial 

literacy score but a relatively good financial resilience score. It indicates that other 

factors, such as financial behavior and well-being, are crucial in determining financial 

resilience. The data shows that countries with high financial behavior scores tend to 

have better financial resilience scores. For example, Indonesia has a high financial 
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behavior score and a fairly good financial resilience score despite having a low digital 

financial literacy score. Furthermore, financial well-being has a stronger correlation 

with financial resilience. Countries like Germany and Finland, which have high 

financial well-being scores, also have high financial resilience scores. It suggests that 

feeling secure and in control of one's financial situation is a significant factor in 

determining financial resilience. 

 
Figure 1: Score of digital financial literacy, financial well-being, financial behaviour, 

and financial resilience. 

 

Research results from Klapper & Lusardi (2020) financial inclusion can help drive 

positive development outcomes. However, if people need to learn to use financial skills 

effectively, these opportunities can lead to positive outcomes, such as high debt. It is 

particularly true for women, the poor, and the less educated—all of whom suffer from 

low financial literacy. Globally, 1.7 billion adults still lack access to formal financial 

services (Hanna et al., 2022). The research from Ariana et al., (2024) highlights 

financial and digital literacy's crucial role in bolstering financial resilience. The 

findings demonstrate that financial inclusion and the ability to make sound financial 

decisions act as mediators, amplifying financial literacy's and digital literacy's positive 

impact on an individual's capacity to withstand financial shocks and maintain stability. 

Financial literacy is a protective factor for financial resilience, with a stronger effect 

against its loss than its gain, particularly among middle-aged adults (50-64) compared 

to older age groups 65-74 and 75+ (Hanna et al., 2022). Only economic resources, 

among the four dimensions of financial resilience, Kulshreshtha et al., (2023)  found 

to have a positive relationship with financial well-being. Financial well-being is more 

strongly influenced by saving habits and amounts than by structural factors like 

income volatility and financial product usage, suggesting a need for behaviorally-

oriented financial education and savings programs for families of all income levels 

(Clark & Ansong, 2022). The study Oquaye et al., (2022) found that financial behavior 

acts as a bridge between financial self-efficacy and financial well-being, which, in turn, 

has a positive influence on overall happiness.  

0
10
20
30
40
50
60
70
80
90

Digital Financial Literacy Score Financial Behaviour

Financial Well Being Scores Financial Resilience Score



632 
 

  
 

While previous research has explored the importance of financial literacy and financial 

behavior in shaping financial outcomes, the focus on digital financial literacy, mainly 

on financial resilience, still needs to be developed more. The rapid evolution of digital 

financial technologies has created a new landscape for financial decision-making, 

highlighting the need to understand how individuals navigate this digital ecosystem 

and its impact on their financial well-being and resilience. 

Furthermore, this study is not just another exploration of financial resilience. It is a 

unique examination of the interconnectedness of digital financial literacy, financial 

behavior, and financial well-being as antecedents of financial resilience. We aim to go 

beyond a singular focus on any one factor and explore how these elements work 

together to influence an individual's ability to weather financial storms. This holistic 

approach provides a more nuanced understanding of the complex dynamics that 

underpin financial resilience. The study focuses on the multifaceted nature of financial 

resilience. We aim to move beyond a narrow focus on individual components and 

explore the intricate web of factors that contribute to an individual's ability to maintain 

financial stability in the face of economic challenges. By examining the interplay of 

digital financial literacy, financial behavior, and financial well-being, we hope to gain 

a deeper understanding of the building blocks of financial resilience in a digital age, 

making it a novel and significant study in its contribution to the field. 

This study contributes to the growing body of literature on financial resilience, 

providing valuable insights into digital financial literacy, financial behavior, and 

financial well-being in fostering individual resilience. Our findings have theoretical 

and practical implications, offering valuable insights for policymakers, financial 

institutions, and organizations seeking to promote financial well-being and enhance 

financial resilience among individuals and communities worldwide. 

 

LITERATURE REVIEW 

Financial Resilience 

The concept of financial resilience is multifaceted. Some studies focus on the capacity 

to absorb shocks, such as job loss or unexpected expenses, while others emphasize the 

ability to adapt and recover from financial setbacks (Gomber et al., 2017). The 

literature further distinguishes between individual-level resilience, which 

encompasses personal coping mechanisms and financial practices, and household-

level resilience, which considers factors like household income diversification and 

asset ownership. Financial resilience, the ability to withstand and adapt to financial 

shocks and stresses, is gaining increasing attention as a crucial aspect of individual 

and societal well-being (Salignac et al., 2019). The literature on financial resilience is 

constantly evolving, revealing diverse understandings, determinants, and 

consequences of this ability.  

Research has identified various factors influencing an individual's or household's 

financial resilience. Financial literacy and behavior play a crucial role (Erdem & 

Rojahn, 2022). Understanding financial concepts, budgeting skills, saving habits, and 
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debt management practices are essential for building financial resilience. Social 

support networks also provide emotional and financial assistance during difficult 

times. Family, friends, and community organizations can help individuals overcome 

financial challenges. Access to financial services is also crucial. The availability of 

affordable and readily accessible credit, insurance, and financial planning services 

contributes to financial resilience. Lastly, psychological factors such as optimism, self-

efficacy, and control over financial matters are linked to better financial resilience. 

Financial resilience also acts as a barrier against poverty, preventing individuals from 

financial hardship. Furthermore, financial resilience can strengthen social cohesion. 

Financially resilient individuals are more likely to participate in community activities 

and contribute to the common good. 

 

Digital Financial Literacy 

Digital financial literacy is accessing, understanding, and effectively using digital 

financial tools and services (Golden & Cordie, 2022). It involves comprehending 

digital financial products, online banking platforms, mobile payment systems, and 

other digital financial technologies. In the digital age, our financial landscape has 

undergone a profound transformation, bringing many opportunities and challenges 

(Koskelainen et al., 2023). This new era calls for a fresh understanding of financial 

resilience, the ability to withstand and adapt to financial shocks. It also underscores 

the importance of digital financial literacy, which is the proficiency to navigate the 

online financial world. Research has shown a strong correlation between these two 

concepts, highlighting how digital financial literacy empowers individuals to build 

their own financial resilience, taking control of their financial future. 

Digital financial literacy equips individuals with the knowledge and skills to manage 

their finances in the digital age. It encompasses understanding online financial tools 

and services, managing digital financial risks, and critically evaluating online financial 

information. This improved knowledge base allows individuals to make informed 

financial decisions, track their finances effectively, and plan for the future. Beyond 

knowledge, digital financial literacy unlocks access to a broader range of online 

financial tools and services. It includes budgeting, saving, investing, and financial 

planning platforms, providing individuals greater control over their finances and 

diversifying their financial options. This increased control enhances individuals' 

ability to adapt to changing financial circumstances and navigate potential financial 

shocks. Moreover, digital financial literacy is a shield that empowers individuals to 

identify and avoid online financial scams (Inobemhe, 2023). This protects them from 

potential financial losses and contributes to their overall financial security. Individuals 

with a solid understanding of digital financial literacy tend to exhibit responsible 

financial behaviors, leading to improved financial planning, debt management, and 

savings habits. This stronger financial foundation, built through digital literacy, acts 

as a buffer against financial hardship, ensuring a secure financial future. 

Financial Behavior 
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Financial behavior encompasses the decisions and actions individuals make regarding 

their money (Susilowati et al., 2022). These actions range from everyday spending 

habits to long-term investment choices, reflecting individual values, preferences, and 

understanding of financial concepts. Exploring financial behavior is crucial for 

understanding why individuals make specific financial decisions and how they impact 

their overall financial well-being. Several factors influence financial behavior. 

Psychological factors, such as risk tolerance, impulsivity, and emotional biases, play a 

significant role. Socioeconomic factors like income levels, education, and access to 

financial services also shape financial decisions (Susilowati et al., 2022). Furthermore, 

cultural norms, social influences, and personal experiences contribute to developing 

financial habits and beliefs. Understanding financial behavior is essential for 

developing effective financial education and intervention programs. By identifying the 

underlying drivers of financial decisions, practitioners can tailor educational resources 

and tools to address specific behavioral patterns and encourage positive financial 

habits. It can lead to improved financial literacy, increased savings, and reduced debt 

levels. 

Research on financial behavior has revealed various patterns and biases that impact 

financial decision-making (Zahera & Bansal, 2018). For instance, individuals tend to 

be loss-averse, meaning they are more motivated to avoid losses than to gain 

equivalent amounts. Similarly, individuals often exhibit a present bias, preferring 

immediate gratification over delayed rewards. Understanding these biases can help 

individuals make more rational and informed financial choices. Ultimately, fostering 

positive financial behavior is crucial for achieving financial well-being. It involves 

promoting financial literacy, encouraging responsible financial decision-making, and 

providing access to financial resources and support. On the other hand, financial 

behavior refers to the patterns of actions and decisions individuals make concerning 

their finances. It includes saving, borrowing, spending, investing, and managing debt. 

Factors such as financial knowledge, attitudes, beliefs, and personal circumstances 

influence individuals' financial behaviors. Ultimately, financial well-being is more 

than just having enough money. It's about feeling secure, satisfied, and in control of 

one's financial situation. Individuals with high financial well-being are more likely to 

make sound financial decisions, manage their finances effectively, and feel confident 

about their financial future, thus enhancing their financial resilience. 

Hypothesis 

The research Homayoun et al., (2024) highlights that innovation in products and 

services and the adoption of information technology significantly enhance 

organizational financial resilience. The study suggests organizations should prioritize 

innovation and digitalization to mitigate potential risks and strengthen their economic 

resilience in the rapidly evolving Iranian economy. Mobile money offers more than 

just payments. Its records provide valuable data on the unbanked, enabling 

transparency, credit score calculation, and potentially opening access to loans for 

individuals and firms lacking collateral (Homayoun et al., 2024). The combination of 
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increased saving and borrowing behaviors alongside a preference for formal coping 

strategies suggests that mobile money adoption strengthens financial resilience 

(Block, 2022). A composite indicator was developed to measure regional economic 

resilience, revealing that digital finance enhances regional resilience while also 

exhibiting a positive spatial spillover effect, although it negatively affects resistance to 

economic shocks (Yu et al., 2023). Financial resilience and non-impulsive behavior 

positively contribute to financial satisfaction (Tahir et al., 2022). The study Dube & 

Asthana (2022) revealed that most students in Lucknow Region possess low financial 

literacy and lack financial preparedness for emergencies. The research also highlighted 

the interconnected nature of financial literacy components - knowledge, attitude, and 

behavior - emphasizing their collective influence on financial literacy levels and the 

ability to manage finances during financial emergencies. While Kashaspova (2022) 

found weak correlations between financial well-being and resilience levels, a stronger 

relationship emerged between resilience and the ability to cope with unexpected 

expenses, reflecting the savings strategies of older individuals. Dias et al., (2024) 

found a positive and significant relationship between financial literacy and resilience 

and financial well-being. Here are three hypotheses that can be developed: 

H1: There is a positive and significant relationship between the level of digital financial 

literacy and the level of financial resilience. The higher a person's digital financial 

literacy level, the higher their financial resilience. 

H2: Positive financial behaviour significantly contributes to an increase in the level of 

financial resilience. 

H3: The level of financial well-being has a positive and significant influence on the 

level of financial resilience. 

 

 

METHODOLOGY 

This study employed a cross-country approach, drawing data from 21 diverse 

countries, including Albania, Brazil, Chile, Costa Rica, Cyprus, Finland, France, 

Germany, Greece, Hungary, Indonesia, Korea, Latvia, Lithuania, Netherlands, 

Panama, Paraguay, Peru, Saudi Arabia, Sweden, and Uruguay. This broad 

geographical scope examined the relationship between digital financial literacy, 

financial behavior, financial well-being, and financial resilience. 

The research utilized secondary data from the OECD/INFE 2023 International 

Survey, a comprehensive dataset that provides insights into financial literacy, 

behavior, and well-being. This data source provided a rich and standardized platform 

for comparing and analyzing the relationships between these variables across the 

selected countries. 

A regression analysis was conducted using EViews software to assess the relationship 

between the variables. Digital financial literacy, financial behavior, and financial well-

being were identified as independent variables, while financial resilience was the 
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dependent variable. This approach allowed for examining these factors' individual and 

combined effects on financial resilience across diverse countries. 

 

 
Figure 2: Research Design 

 

RESULTS AND DISCUSSION 

Descriptive Analysis 

Based on Table 1 descriptive data analysis reveals unique characteristics of each 

variable measured in this study. The financial resilience variable exhibits a relatively 

symmetrical distribution with a slight right skew, indicating significant variation in 

financial resilience levels among respondents. The average financial resilience is 

44.38, with a minimum value of 20 and a maximum of 78. The reasonably high 

standard deviation (14.40) indicates a striking difference in individual financial 

resilience levels. 

The digital financial literacy variable shows a relatively symmetrical distribution with 

a slight left skew. Variation in digital financial literacy levels is lower than other 

variables, with an average of 54.19, a minimum value of 41, and a maximum value of 

65. A standard deviation of 7.97 suggests that respondents have similar levels of digital 

financial literacy, with few significant differences. The financial behavior variable has 

a relatively symmetrical distribution with a slight left skew. Data distribution 

approaches normality, with an average of 59.76, a minimum value of 45, and a 

maximum value of 75. A standard deviation of 8.79 indicates respondents tend to have 

similar financial behavior levels, with few outliers or extreme values. The financial 

well-being variable exhibits an asymmetrical distribution with a strong right skew. The 

data distribution curve is sharper than the standard curve, indicating the presence of 

several outliers or extreme values affecting data distribution. This data does not 

approach normality, with an average of 41.48, a minimum value of 24, and a maximum 

value of 73. 

 

 

 

 

 

 

 

 

 

Digital Financial Literacy 

Financial Behaviour Financial Resilience

Financial Well Being 
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Table 1. Descriptive Statistic 

  

Financial 
Resilience (Y) 

Digital Financial 
Literacy (X1) 

Financial 
Behaviour 

(X2) 

Financial Well-
being (X3) 

 Mean 44,38 54,19 59,76 41,48 

 Median 46,00 56,00 61,00 42,00 

 Maximum 78,00 65,00 75,00 73,00 

 Minimum 20,00 41,00 45,00 24,00 

 Std. Dev. 14,40 7,97 8,79 10,49 

 Skewness 0,41 -0,21 -0,15 1,29 

 Kurtosis 2,58 1,75 2,38 5,19 

 Jarque-Bera 0,75 1,52 0,42 10,02 

 Probability 0,69 0,47 0,81 0,01 

 Sum 932 1.138 1.255 871 

 Sum Sq. 
Dev. 

4.149 1.271 1.544 2.201 

 
Observations 

21 21 21 21 

Source: Author, 2024 

Normality test 

Based on the normality test results in Figure 3, the residuals from the regression 

model of Digital Financial Literacy (X1), Financial Behaviour (X2), and Financial Well-

being (X3) as predictors of Financial Resilience (Y) are approximately normally 

distributed. The descriptive statistics give us numerical insight into the distribution of 

residuals. The mean of the residuals is virtually zero (7.61e-15), which is expected in a 

well-fitted regression model as it indicates no systematic bias. The median residual is 

slightly negative (-0.559067), which implies a minor skew. The spread of the residuals 

is captured by the standard deviation (4.734504), showing a reasonable range of 

deviation from the mean. The skewness value (0.774046) is positive, indicating a slight 

rightward skew, while the kurtosis value (2.765582) is close to 3, suggesting a shape 

similar to a normal distribution but with heavier tails. The Jarque-Bera test specifically 

assesses the normality of distribution by comparing skewness and kurtosis. In this 

analysis, the Jarque-Bera statistic is 2.145098, and the corresponding p-value is 

0.342135. A p-value higher than 0.05 implies that we fail to reject the null hypothesis 

that the residuals follow a normal distribution. Thus, the Jarque-Bera test supports 

the visual and descriptive statistics in suggesting that the residuals are approximately 

normally distributed. 
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Series: Residuals

Sample 1 21

Observations 21

Mean       7.61e-15

Median  -0.559067

Maximum  10.35616

Minimum -6.900320

Std. Dev.   4.734504

Skewness   0.774046

Kurtosis   2.765582

Jarque-Bera  2.145098

Probability  0.342135 
 

Figure 3 Normality Test 

Heteroskedasticity Test 

Based on Table 2, The Breusch-Pagan-Godfrey test results present an F-statistic of 

0.526041 with an F probability (Prob. F) of 0.6703. Additionally, there is a Chi-Square 

value of 1.783850 with a Chi-Square probability (Prob. Chi-Square) of 0.6185. The 

probability values greater than 0.05 in both tests indicate that we failed to reject the 

null hypothesis, stating that this model has no heteroskedasticity (homoskedasticity).  

Table 2 Heteroskedasticity Test 

 
Source: Author, 2024 

Multicollinearity Test 

Multicollinearity analysis checks for strong linear relationships between predictor 

variables in a regression model. Table 3 uses the variance inflation factor (VIF) to 

assess multicollinearity. A generally accepted VIF value is less than 10, indicating that 

multicollinearity is not a concern. Table 3 shows that the VIF values for all predictor 

variables (Digital Financial Literacy, Financial Behaviour, and Financial Well-being) 

are less than 10. It indicates that there is no significant multicollinearity among these 

predictor variables. 

Table 3 Multicollinearity Test 

 
 

Variance Inflation Factors
Date: 06/15/24   Time: 21:26
Sample: 1 21
Included observations: 21

Coefficient Uncentered Centered
Variable Variance VIF VIF

X1  0.021415  51.11149  1.032330
X2  0.022318  64.78050  1.306535
X3  0.015376  22.34717  1.283467
C  105.7388  84.20226 NA
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Autocorrelation Test 

Based on the Durbin-Watson value of 2.292429 in Table 4, it can be concluded that 

the regression model does not exhibit autocorrelation. The DW value presented in the 

table is 2.292429. The Durbin-Watson statistic has a range of values between 0 and 4, 

with a value around 2 indicating the absence of autocorrelation. A value close to 0 

suggests positive autocorrelation, while a value close to 4 indicates negative 

autocorrelation. With a DW value of 2.292429, we are close to 2, indicating no 

significant autocorrelation problem in this regression model. It means that the 

residuals of this model do not show any recurring or systematic patterns, which is an 

ideal condition for a regression model. 

Tabel 4 Autocorrelation Test 

 
Source: Authors, 2024 

 

Regression Results 

The regression analysis in Table 5 conducted in this study aims to uncover the 

influence of digital financial literacy, financial behavior, and financial well-being on 

financial resilience. Firstly, regarding the influence of digital financial literacy on 

financial resilience, the model shows a negative and significant relationship (p-value 

= 0.0477). The regression coefficient of -0.312343 indicates that an increase in digital 

financial literacy tends to be associated with a decrease in financial resilience. 

Individuals with higher levels of digital financial literacy may have a greater awareness 

of financial risks and potential losses, making them more cautious in making financial 

decisions, thus reducing financial resilience. 

Table 5 Regression Results 

 
Source: Authors, 2024 

 

Dependent Variable: Y
Method: Least Squares
Date: 05/17/24   Time: 18:25
Sample: 1 21
Included observations: 21

Variable Coefficient Std. Error t-Statistic Prob.  

X1 -0.312343 0.146339 -2.134376 0.0477
X2 0.331047 0.149392 2.215953 0.0406
X3 1.154255 0.124001 9.308461 0.0000
C -6.351121 10.28294 -0.617637 0.5450

R-squared 0.891946     Mean dependent var 44.38095
Adjusted R-squared 0.872878     S.D. dependent var 14.40304
S.E. of regression 5.135290     Akaike info criterion 6.279793
Sum squared resid 448.3105     Schwarz criterion 6.478750
Log likelihood -61.93783     Hannan-Quinn criter. 6.322972
F-statistic 46.77629     Durbin-Watson stat 2.292429
Prob(F-statistic) 0.000000

Dependent Variable: Y
Method: Least Squares
Date: 06/15/24   Time: 21:38
Sample: 1 21
Included observations: 21

Variable Coefficient Std. Error t-Statistic Prob.  

X1 -0.312343 0.146339 -2.134376 0.0477
X2 0.331047 0.149392 2.215953 0.0406
X3 1.154255 0.124001 9.308461 0.0000
C -6.351121 10.28294 -0.617637 0.5450

R-squared 0.891946     Mean dependent var 44.38095
Adjusted R-squared 0.872878     S.D. dependent var 14.40304
S.E. of regression 5.135290     Akaike info criterion 6.279793
Sum squared resid 448.3105     Schwarz criterion 6.478750
Log likelihood -61.93783     Hannan-Quinn criter. 6.322972
F-statistic 46.77629     Durbin-Watson stat 2.292429
Prob(F-statistic) 0.000000
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Secondly, the model reveals a positive and significant relationship (p-value = 0.0406) 

between financial behavior and financial resilience, with a regression coefficient of 

0.331047. It means that improvements in financial behavior, such as regular saving, 

sound debt management, and wise investment, are associated with increased financial 

resilience. 

Thirdly, the model demonstrates a positive and highly significant relationship (p-value 

= 0.0000) between financial well-being and financial resilience, with a regression 

coefficient of 1.154255. An increase in financial well-being has a strong influence on 

improving financial resilience. It can be explained by the fact that individuals with 

higher levels of financial well-being tend to have more adequate financial resources to 

cope with unexpected financial shocks. 

The resulting regression model exhibits a good fit with the data, with an R-squared 

value of 0.891946, indicating that the model can explain approximately 89.19% of the 

variability in financial resilience. An F-statistic of 46.77629 with a p-value of 0.0000 

suggests that the regression model as a whole is significant, meaning that at least one 

predictor variable significantly influences financial resilience. The generated 

regression model indicates that digital financial literacy, financial behavior, and 

financial well-being significantly impact financial resilience. While there is a 

significant negative relationship between digital financial literacy and financial 

resilience, this relationship may be influenced by other factors not considered in this 

model. Financial behavior and financial well-being have a strong positive influence on 

financial resilience. 

Further research is needed to delve deeper into the negative relationship between 

digital financial literacy and financial resilience, and to consider the influence of 

moderating or mediating variables to gain a more comprehensive understanding of 

the relationships between variables. Additional research could focus on the long-term 

effects of digital financial literacy, financial behavior, and financial well-being on 

financial resilience. 
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ABSTRACT 

 

Objective: This study aims to analyze the impact of job stress and job insecurity on 

turnover intention among private employees in Bali, particularly in the tourism 

industry. The research focuses on how these two main factors influence employees' 

decision to leave their jobs, as well as the interaction between these two factors in 

influencing turnover intention. 

Methodology: This study used a quantitative approach with a cross-sectional survey 

design. The sample consisted of 65 private employees in Bali who were selected 

incidentally. Data were collected through questionnaires measuring job stress, job 

insecurity, and turnover intention. Data analysis was conducted using multiple linear 

regression with the help of SPSS. Validity and reliability tests were conducted to 

ensure accuracy and consistency of measurement. 

Findings: The results showed that job stress and job insecurity have a positive and 

significant effect on turnover intention. There was also an interaction between job 

stress and job insecurity, indicating that the effect of job stress on turnover intention 

is stronger when job insecurity is also high. 

Theoretical and/or Methodological Contributions: The theoretical 

contribution of this study is the strengthening of existing literature on the relationship 

between job stress, job insecurity, and turnover intention, particularly in the context 

of the tourism industry in Bali. This study also adds empirical evidence on the 

interaction between job stress and job insecurity, which has not previously been 

studied in depth. 

Research/Practical Implications: The practical implication of this study is the 

importance for companies in Bali, especially those in the tourism sector, to develop 

effective employee retention strategies with a focus on managing job stress and 

improving job security. By doing so, companies can reduce employee turnover 

intention and increase job stability and satisfaction in the long run. 

 

Keywords: Job Stress, Job Insecurity, Turnover Intention 

 

INTRODUCTION  

Bali's tourism industry is a key pillar of the island's economy, contributing more than 

50% to the Gross Regional Domestic Product (GRDP). Sectors directly related to 

tourism, such as accommodation, food and beverage, and transportation, contribute 



644 
 

  
 

26% of Bali's total GRDP. When added with other supporting sectors such as trade, 

construction, and real estate, this contribution increases to 52%. This large 

contribution of the tourism sector makes it the main driving force of Bali's economy 

and a very significant labor absorber (ANTARA News, 2022). Despite this impressive 

growth, Bali's tourism industry faces significant challenges in maintaining a quality 

workforce. High employee turnover rates have become a crucial issue that can threaten 

the sustainability and competitiveness of the industry. The challenges of managing 

human resources (HR) in Bali's tourism industry are complex. Intense competition 

between companies, seasonal fluctuations in demand, and high expectations from 

tourists create great pressure on employees. Demanding working conditions, long 

working hours, and emotional demands in dealing with tourists can trigger high job 

stress. In addition, economic uncertainty and changing tourism trends can also 

increase the sense of job insecurity among employees. Job stress and job insecurity are 

two factors that have been identified in the literature as the main drivers of turnover 

intention, which is the desire of employees to leave the job. High job stress can lead to 

physical and mental exhaustion, decreased motivation, and job dissatisfaction, which 

in turn encourages employees to seek other employment opportunities. Job insecurity, 

on the other hand, can create a sense of anxiety and uncertainty about the future of 

work, which can also increase the desire to leave the job. 

Human resources are a vital element in every organization, playing a key role in 

determining the success of the company in achieving its goals. According to Ardana et 

al. (2012), human resources are the most valuable asset owned by the organization, 

because the success of the organization depends heavily on the quality and 

performance of the people in it. In this context, attention to employee welfare and 

satisfaction becomes very important to reduce their intention to leave the company, 

known as turnover intention. Turnover intention is a condition in which an employee 

has the intention or tendency to consciously seek another job. This phenomenon is 

often triggered by various factors, including job stress and job insecurity. Job stress 

can arise from excessive job pressure, lack of support from management, or role 

vagueness. Meanwhile, job insecurity refers to employees' uncertainty regarding their 

future job continuity, which can lead to anxiety and dissatisfaction. Previous research 

shows that both job stress and job insecurity have a significant influence on turnover 

intention. For example, a study conducted at Hotel Asana Agung Putra Bali found that 

these two factors simultaneously influence employees' intention to change jobs. Other 

studies have also shown that job insecurity and job stress can increase turnover 

intention, especially when employees are dissatisfied with their current jobs. In the 

context of private employees in Bali, understanding the impact of job stress and job 

insecurity on turnover intention becomes increasingly important, given the dynamics 

of the tourism industry which often faces fluctuations in demand and economic 

uncertainty. Therefore, this study aims to analyze the influence of job stress and job 

insecurity on turnover intention among private employees in Bali, in the hope of 

providing useful insights for company management in developing effective employee 
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retention strategies.Understanding the factors that influence employee turnover 

intention is crucial for tourism companies in Bali. By identifying and addressing the 

sources of job stress and job insecurity, companies can design effective retention 

strategies to maintain a quality workforce and improve overall business performance. 

This study aims to analyze the impact of job stress and job insecurity on turnover 

intention among private employees in Bali's tourism industry, and provide practical 

recommendations for companies to improve employee retention 

 

LITERATURE REVIEW  

Wulandari and Rizana (2020) explored the impact of job insecurity and work stress 

on turnover intention, with job dissatisfaction as an intervening variable. Their study 

conducted at Hotel Asana Agung Putra Bali found that job insecurity and work stress 

significantly influenced turnover intention. Recommendations included creating a 

comfortable work environment and considering employees' responsibilities and 

authority. Recent research by Nemțeanu and Dabija (2023) delves into the impact of 

teleworking during the COVID-19 pandemic on job insecurity and turnover intention 

among employees in Romania. The study highlights how the widespread adoption of 

teleworking as a response to the pandemic led to both positive and negative outcomes 

for employees. While teleworking helped in reducing stress and generating cost 

savings for organizations, it also brought about challenges such as job insecurity, 

work-life conflict, and professional isolation. These factors, in turn, contributed to an 

increase in turnover intention and counterproductive behavior among employees. The 

findings suggest that job insecurity plays a significant role in exacerbating work-life 

conflict and professional isolation, ultimately leading to negative outcomes in terms of 

turnover intention. 

On a broader scale, Caillier (2020) explores the impact of workplace aggression on job 

stress, turnover intentions, and meaningfulness of work. The study reveals that 

workplace aggression has a detrimental effect on employee satisfaction with job stress 

and meaningfulness of work, while also increasing turnover intentions. However, the 

moderating effect of satisfaction with job stress was not significant in mitigating the 

negative impact of workplace aggression on turnover intentions and meaningfulness 

of work. These findings underscore the importance of addressing workplace 

aggression to improve employee attitudes and reduce turnover intention.  

In conclusion, both studies shed light on the detrimental effects of job stress, job 

insecurity, and workplace aggression on turnover intention among employees. By 

understanding the underlying mechanisms and factors contributing to these negative 

outcomes, organizations can implement strategies to mitigate stressors and create a 

more supportive work environment for their employees. The impact of job stress and 

job insecurity on turnover intention among employees has been a topic of interest in 

recent research. Hallo and Dewi (2022) conducted a study on Gojek drivers in Salatiga 

and found that job stress had a significant effect on turnover intention, while job 

insecurity did not. This suggests that proper control of job insecurity can help drivers 
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deal with work stress and reduce turnover intention. On the other hand, Erliana Nur 

Rahmadiani and Kusdiyanto (2024) studied employees in Solo City and found that 

both job insecurity and job stress influenced turnover intention. However, they did not 

find a significant effect of the work environment on turnover intention. 

These findings highlight the importance of addressing job stress and job insecurity in 

managing turnover intention among employees. Companies need to pay attention to 

these factors to retain their valuable human resources and prevent turnover. By 

understanding the impact of job stress and job insecurity on turnover intention, 

organizations can implement strategies to create a supportive work environment and 

reduce employee turnover. Further research in this area can provide valuable insights 

for organizations to effectively manage turnover intention and improve employee 

retention strategies. 

Employee turnover intention is a critical issue for organizations to manage, as it begins 

with an employee's evaluation of their work satisfaction and dissatisfaction, influenced 

by factors such as job insecurity and workload. Job insecurity, stemming from anxiety 

about the future, has been found to have a positive and significant relationship with 

turnover intention (Kakesi & Collins, 2014; Yuliani et al., 2021). On the other hand, 

workload, when excessive, can lead to work stress and ultimately impact turnover 

intention (Holland et al., 2019; Omar et al., 2020). However, there are inconsistencies 

in research findings, suggesting a need for further investigation into the direct and 

indirect effects of job insecurity and workload on turnover intention, potentially 

mediated by work stress (Imaroh & Sudiro, 2023). The Theory of Planned Behavior 

(Ajzen & Fishbein, 1980) provides a framework for understanding the formation of 

behavioral intentions, such as turnover intention, influenced by both organizational 

and individual factors (Melky, 2015). This literature review highlights the importance 

of addressing job insecurity, workload, and work stress in understanding turnover 

intention among private sector employees in Bali. The study by Sasmiaji et al. (2022) 

found that job stress and job insecurity have a significant impact on turnover 

intention, with job satisfaction as a mediator. However, job stress and job insecurity 

did not have a significant effect on job satisfaction. This highlights the importance of 

addressing job stress and job insecurity to reduce turnover intention in employees. 

(Sasmiaji et al., 2022). Another study by an undisclosed author aimed to determine 

the impact of talent management and work motivation on employee performance with 

employee retention as an intervening variable. The results showed that talent 

management and work motivation positively and significantly influence employee 

performance and retention. This suggests that effective talent management and work 

motivation strategies can enhance employee performance and retention in 

organizations. (Sasmiaji et al., 2022). 

Based on various studies that have been conducted, it can be concluded that job stress, 

job insecurity, and workplace aggression significantly contribute to increasing 

employees' intention to quit the job. These factors create an uncomfortable and 

demotivating work environment, prompting employees to seek other opportunities. 
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Job insecurity, in particular, can exacerbate this condition by generating anxiety and 

uncertainty about the future of work. To reduce employee turnover rates, 

organizations need to focus on creating a positive and supportive work environment, 

by reducing workload, improving job security, and preventing workplace aggression. 

In addition, effective talent management strategies and employee motivation 

programs can also help improve employee retention. In essence, these studies 

highlight the importance of psychological factors and the work environment in 

influencing employees' decisions to stay or leave. By understanding these factors, 

organizations can take the necessary steps to retain talented employees and improve 

overall organizational performance. 

 

METHODOLOGY  

This study used a quantitative approach with a cross-sectional survey design. The 

research population is all private employees in Bali. Given the large and unknown 

population, the determination of the sample size was carried out using the Ferdinand 

formula (2014), namely the number of indicators multiplied by 5 to 10. In this study, 

there were 13 indicators, so the sample size was 65. However, to increase the 

representativeness of the sample, the number of samples used was 65 private 

employees in Bali. The data collection technique is done through a questionnaire that 

measures the variables of job stress, job insecurity, and turnover intention. The 

questionnaire was structured based on a Likert scale with five answer options, ranging 

from “strongly disagree” to “strongly agree”. Before use, the questionnaire was tested 

for validity and reliability to ensure measurement accuracy and consistency. Data 

analysis was conducted using SPSS (Statistical Package for the Social Sciences) 

software. Descriptive analysis was used to describe respondent characteristics and 

data distribution. Classical assumption tests, such as normality test and 

heteroscedasticity test, were conducted before hypothesis testing. Multiple linear 

regression analysis was used to test the effect of job stress and job insecurity on 

turnover intention, both directly and interactively. In addition, mediation analysis was 

conducted to test whether job insecurity mediates the relationship between job stress 

and turnover intention. 

 

 
Figure 1. The Impact of Job Stress and Job Insecurity on Turnover Intention 
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Figure 1 shows a simple model linking job stress and job insecurity with turnover 

intention. Model Interpretation, Job stress is a pressure or burden felt by employees 

in carrying out their duties. This stress can come from various factors such as excessive 

workload, tight time demands, poor interpersonal relationships, or role vagueness. 

Job insecurity is a feeling of worry or uncertainty about the future of work. This can be 

caused by the threat of layoffs, economic instability, or lack of certainty about the 

continuity of the company. 

Turnover intention is an employee's desire or intention to leave the current job. This 

model shows that both job stress and job insecurity directly affect an employee's 

intention to leave the job. That is, the higher the level of job stress and job insecurity 

experienced by employees, the more likely they will have the intention to look for 

another job. 

  

ANALYSIS TEST RESULTS 

Validity And Reliability Test  

Based on the results of data processing, it can be concluded that the validation results 

for research questions show that all questions are said to be valid because they have r 

count > r table. With N=65 and a significance level of 5%, namely r table 0.2369, so all 

items regarding variables X1, X2, and Y can be said to be valid and can be used for 

research.Reliability testing or instrument reliability shows the extent to which a 

measurement can provide  consistent  results  when  measured  again.  Measuring 

reliability  was  carried  out  with  the  help of the SPSS program with the Cronbach 

alpha statistical test. A variable is said to be reliable if the Cronbach alpha value is > 

0.60 

 

Table 1. Reliability Test Results 

Source: Primary Data After SPSS Processing, 2024 

 

Based on the data above, it can be concluded that all variable statements used in this 

research are reliable and can be used because they show a Cronbach's alpha value > 

0.60.  

 

Multiple Linear Regression  

This analysis aims to test whether there is an impact between job stress and job 

insecurity on turnover intention.  The following are the results of multiple linear 

regression analysis. 

Variable Cronbach's 

AlphaReliability 

Reliability Information 

 

Job Stress (X1) 0.860 0.60 Reliable 

Job Insecurity (X2) 0.864 0.60 Reliable 

Turnover Intention (Y) 0.870 0.60 Reliable 
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Table 2. Multiple Linear Regression Analysis Test 

Coefficientsa 

         
  Unstandardized 

Coefficients 
Standardized 
Coefficients 

  
  

Model  B Std. Error Beta t Sig Tolerance VIF 

1 (Constant) 8.490 1.957  4.338 0.000   

Job Stress 0.102 0.080 0.125 1.276 0.024 0.804 1.243 

Job Insecurity 0.500 0.076 0.643 6.616 0.000 0.822 1.216 
a. Dependent Variable: Turnover Intention 

Source: Primary Data After SPSS Processing, 2024 

 

Based on the table above, the regression equation can be prepared as follows: 

Y=α +β1 X1+β2 X2 + e 

Y= 8.490+ 0.102X1 + 0.500X2+ e  

Based on the regression equation above, it can show the relationship between the 

independent variable and the dependent variable partially. From this equation it can 

be concluded that: The constant value (α) is 8.490. This value means that if there is a 

change in the variables, namely job stress (X1) and job insecurity (X2), each of which 

is zero (0), then turnover intention (Y) will increase by 8.490 units. The regression 

coefficient value of job stress is 0.102, meaning that if job stress increases by 1% 

assuming the job insecurity variable (X2) and constant (a) are zero (0), then turnover 

intention increases by 8.490. This shows that the given job stress variable makes a 

positive contribution to turnover intention, so that the greater the role of job stress, 

the greater the turnover intention felt by employees. The regression coefficient value 

of job insecurity is 0.500, meaning that if the job insecurity variable (X2) increases by 

1% assuming the job stress variable (X1) and the constant (a) is 0 (zero), then the 

turnover intention of employees increases by 8,490. This shows that job insecurity that 

is carried out optimally will make a positive contribution to turnover intention in 

employees so that the greater the role of job insecurity, the greater the turnover 

intention felt by employees. 

 

RESULTS AND DISCUSSION  

Hypothesis Test Results 

The t test is used to determine whether each independent variable partially affects the 

dependent variable.   
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Table 3. T Test Results 
Coefficientsa 
  Unstandardized 

Coefficients 
Standardize
d 
Coefficients 

  
  

Model  B Std. Error Beta t Sig Tolerance VIF 

1 (Constant) 8.490 1.957  4.338 0.000   

Job Stress 0.102 0.080 0.125 1.276 0.024 0.804 1.243 

Job Insecurity 0.500 0.076 0.643 6.616 0.000 0.822 1.216 
a. Dependent Variable: Turnover Intention 

Source: Primary Data After SPSS Processing, 2024 

 

In hypothesis 1, it is stated that there is a suspected impact of job stress on turnover 

intention in the generation of private employees in Bali. To test the effect of job stress 

on turnover intention is done by looking at the results of statistical tests with SPSS in 

the table of multiple linear regression analysis results. The results in table 3 show that 

the t value of job stress is 1.276 with a significance level of 0.024 which is smaller than 

the real level of 0.05. So, it can be concluded that H1 has a significant positive effect. 

Hypothesis 2 states that there is an impact of job insecurity on turnover in private 

employees in Bali.  To test the effect of job insecurity on turnover intention is done by 

looking at the results of statistical tests with SPSS in the table of multiple linear 

regression analysis results. The results in table 3 show that the t-value of job insecurity 

is 6.616 with a significance level of 0.000 which is smaller than the real level of 0.05. 

So, it can be concluded that H2 has a significant positive effect. 

 

The F test is a simultaneous regression relationship test which aims to determine 

whether all independent variables together have a significant influence on the 

dependent variable. In hypothesis 3, it is stated that there is a simultaneous influence 

between job stress and job insecurity on turnover intention in private employees in 

Bali. To test the impact of job stress and job insecurity on turnover intention is done 

by looking at the results of the model feasibility test (F test) in the following table.  

 

Table 4. F Test Results 

ANOVAa 

Model Sum of Squares df Mean Square F Sig. 

1 Regression 287.988 2 95.996 21.873 .000b 

Residual 276.489 64 4.389   
Total 564.478 66    

a. Dependent Variable: Turnover Intention 

b. Predictors: (Constant), Job Insecurity, Job Stress 

Source: Primary Data After SPSS Processing, 2024 

 

The results in the F test results table above show an F significance value of 0.000 which 

is smaller than the real level of 0.05. This value means that the job stress and job 
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insecurity variables simultaneously affect turnover intention and are able to predict or 

explain the turnover intention itself and the regression model used is considered 

feasible to test. 

 

Table 5. Coefficient of Determination Test Results 

Model Summaryb 

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate Durbin-Watson 

1 .714a .510 .487 2.095 1.930 

a. Predictors: (Constant), Job Insecurity, Job Stress 

b. Dependent Variable: Turnover Intention 

Source: Primary Data After SPSS Processing, 2024 

 

Based on table 5, it can be seen that the coefficient of determination (R Square) is 

0.510. The R2 value of 0.714 means that 51% of the turnover intention variable can be 

explained by job stress and job insecurity variables.  The remaining 49% is  explained 

by other variables outside the model. 

 

DISCUSSION 

Overall, this study confirms the significant impact of job stress and job insecurity on 

turnover intention among private employees in Bali. The findings underscore the need 

for organizations to address these issues proactively to improve employee retention. 

Reducing job stress and enhancing job security could be effective strategies in 

mitigating turnover intention, thereby fostering a more stable and satisfied workforce. 

Future research could explore other variables that contribute to turnover intention, 

offering a more holistic view of the factors influencing employee turnover. 
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ABSTRACT 

 

Objective: This study aims to analyze the effect of organizational culture and 

organizational commitment on employee performance at private banks in Ternate. 

This study also aims to fill the gap in the literature by providing empirical evidence on 

how culture and organizational commitment affect employee performance in areas 

that have unique economic and cultural characteristics such as Ternate. 

Methodology: This study used a quantitative design with a survey approach. The 

research sample consisted of 80 respondents selected using accidental sampling 

technique. Data collection was conducted through a closed questionnaire with 20 

question items measured using a 5-point Likert scale. The data collected were analyzed 

using descriptive statistical methods and multiple linear regression to test the 

relationship and influence of organizational culture and organizational commitment 

on employee performance. Validity and reliability tests were also conducted to ensure 

the quality of the research instruments. 

Findings: The results showed that organizational culture and organizational 

commitment have a significant positive influence on employee performance. 

Organizational culture has a t value of 7.076 with a significance level of 0.000, while 

organizational commitment has a t value of 0.876 with a significance level of 0.038. 

The F test indicates that both variables simultaneously affect employee performance 

with a significance value of 0.000. The coefficient of determination shows that 51.2% 

of variation in employee performance can be explained by organizational culture and 

organizational commitment. 

Research/Practical Implications: The findings of this study have practical 

implications for private bank management, particularly in regions with unique 

economic and cultural characteristics. Management is expected to strengthen 

organizational culture and increase organizational commitment to improve employee 

performance. In addition, this study also provides a basis for further research to 

explore other factors that influence employee performance that have not been 

included in this research model. 

 

Keywords: Organizational Culture, Organizational Commitment, Employee 

Performance 
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INTRODUCTION  

The banking industry is a very important sector in the global economy, including in 

Indonesia. In recent years, private banks in Indonesia, including in areas such as 

Ternate, have played an important role in supporting local economic growth. 

However, amidst increasingly fierce competition and changing market dynamics, 

employee performance is a key factor that determines the success and survival of this 

financial institution. Employee performance not only depends on their individual 

competence and technical abilities, but also on internal organizational factors, such as 

organizational culture and organizational commitment (Robbins & Judge, 2013; 

Dessler, 2017). Organizational culture is a system of values, norms, beliefs and 

assumptions shared by organizational members that influence the way they act and 

think at work (Schein, 2010). A strong and positive organizational culture can create a 

conducive work environment, where employees feel motivated and inspired to provide 

their best performance. Conversely, a weak or negative organizational culture can 

cause low employee morale, decrease productivity, and even increase turnover rates 

(Cameron & Quinn, 2006). Organizational culture also influences the way an 

organization responds to external challenges and adapts to change, which ultimately 

impacts the company's overall performance. 

In banking, organizational culture plays a crucial role. Banking is an industry that 

relies heavily on integrity, trust and accountability. Therefore, an organizational 

culture that emphasizes these values can help ensure that employees not only perform 

their duties competently, but also adhere to high ethical standards. For example, 

research by Chatman and Cha (2003) shows that an organizational culture that is 

aligned with business strategy can significantly improve company performance. In the 

case of private banks in Ternate, it is important to examine how the organizational 

culture prevailing in these institutions influences the performance of their employees. 

Apart from organizational culture, organizational commitment is also an important 

factor that influences employee performance. Organizational commitment refers to 

the extent to which employees feel emotionally and psychologically attached to the 

organization where they work (Meyer & Allen, 1991). Highly committed employees 

tend to show higher levels of loyalty, work harder, and are more willing to contribute 

to organizational goals. Organizational commitment can be divided into three main 

components: affective commitment, continuance commitment, and normative 

commitment (Meyer & Allen, 1991). Affective commitment relates to the employee's 

emotional attachment to the organization, continuance commitment relates to the 

employee's awareness of the costs associated with leaving the organization, and 

normative commitment relates to a sense of responsibility or obligation to remain in 

the organization. Research shows that affective commitment has the most significant 

impact on employee performance, because employees who have a strong emotional 

attachment to the organization tend to be more motivated to give their best in their 

work (Allen & Meyer, 1996). On the other hand, continuance commitment and 

normative commitment also play an important role, especially in reducing employee 
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turnover rates. A low turnover rate is especially important for private banks, as high 

employee turnover can disrupt operations, lower the morale of remaining employees, 

and increase recruitment and training costs. 

Previous research has shown that organizational culture and organizational 

commitment have a significant influence on employee performance in various sectors, 

including the banking sector. For example, research by Lok and Crawford (2004) 

found that positive organizational culture and high organizational commitment were 

significantly correlated with better employee performance in the service industry. 

However, most of this research was conducted in large cities or more economically 

developed areas, so it does not provide a clear picture of how these two variables play 

out in more remote areas such as Ternate. Ternate is a city that has unique economic 

and socio-cultural characteristics. As one of the economic centers in North Maluku, 

Ternate has a number of private banks which play an important role in supporting the 

local economy. However, these banks also face different challenges than banks 

operating in large cities, including limited human resources, access to smaller 

markets, and strong local cultural influences. Therefore, research on the influence of 

organizational culture and organizational commitment on employee performance in 

private banks in Ternate is very relevant and important. 

This research aims to fill the gap in the literature by analyzing how organizational 

culture and organizational commitment influence employee performance in private 

banks in Ternate. It is hoped that the results of this research can provide a significant 

contribution to the development of human resource management theory and practice, 

especially in banking in remote areas such as Ternate. From a theoretical perspective, 

this research will enrich existing literature by providing empirical evidence about how 

organizational culture and organizational commitment influence the performance of 

different employees. From a practical perspective, the results of this research can be a 

reference for private bank management in designing strategies to improve employee 

performance through strengthening organizational culture and increasing employee 

commitment to the organization. Apart from that, it is also hoped that this research 

will provide practical implications for private bank managers in Ternate in their efforts 

to improve employee performance. By understanding how organizational culture and 

organizational commitment affect employee performance, management can develop 

more effective programs to build a strong organizational culture and increase 

employee commitment. Management can adopt practices that encourage openness, 

collaboration, and recognition of employee achievements, which can help strengthen 

organizational culture and increase employee affective commitment. 

Overall, this research has the potential to provide new insights into the internal 

dynamics that influence employee performance in private banks in Ternate, as well as 

contributing to the development of human resource management theory and practice 

in Indonesia. Thus, this research is not only relevant for academics interested in issues 

related to organizational culture and organizational commitment, but also for 

practitioners responsible for human resource management in the banking sector. 
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LITERATURE REVIEW  

Organizational culture plays a crucial role in shaping employee commitment and 

ultimately impacting employee performance within an organization. According to 

Uzonna (2013), a good motivational program is essential to align employees' 

motivations with organizational goals, leading to a more satisfying and rewarding 

work environment. This highlights the importance of understanding what drives 

individuals and influences their actions in the workplace. Additionally, Triguero-

Sánchez et al. (2018) emphasize the significance of organizational culture in 

moderating the relationship between employee diversity, human resource 

management practices, and organizational performance. Their study reveals that 

HRM practices that promote employee commitment, rather than control, can lead to 

improved organizational performance. 

The findings suggest that organizations need to consider cultural dimensions, such as 

individualism-collectivism and hierarchical distance, when designing HRM practices 

to effectively manage a diverse workforce. By aligning HR practices with 

organizational culture, companies can harness the benefits of employee diversity and 

enhance overall performance. This underscores the importance of creating a 

supportive and inclusive organizational culture that fosters employee commitment 

and drives performance. The relationship between organizational culture, 

commitment, and work discipline on employee performance has been a topic of 

interest in recent research. Paryantoni (2023) conducted a study at PT. Sankin 

Indonesia, focusing on the relationship between organizational culture, commitment, 

and work discipline on employee performance. The research utilized a quantitative 

causal descriptive research design with 62 employees as respondents. The findings 

indicated a significant relationship between organizational culture, commitment, and 

work discipline on employee performance, highlighting the importance of these 

factors in enhancing overall performance. 

Similarly, Lesman et al. (2023) explored the impact of organizational culture, 

commitment, and work motivation on employee performance at UPH Maju Mapan, 

Gunung Kidul. The study revealed that employees at UPH Maju Mapan exhibited a 

positive organizational culture, commitment, and work motivation, which 

significantly influenced their performance. The results emphasized the crucial role of 

organizational culture, commitment, and motivation in enhancing employee 

performance, with these factors explaining a substantial proportion of the variance in 

performance outcomes. 

The literature review from the provided research papers highlights the significant 

impact of organizational commitment and organizational culture on employee 

performance in the banking sector. Romadhona & Wahyuningtyas (2019) found that 

organizational commitment and organizational culture significantly influence 

employee performance at Bank BJB. Paramita, Lumbanraja, & Absah (2020) 

concluded that organizational commitment has a significant impact on employee 
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performance, while organizational culture does not significantly affect it. Fadi llah & 

Hosni (2021) emphasized the importance of investigating the effect of job performance 

determinants and organizational culture aspects in the banking industry to close 

performance gaps. Additionally, Kane (2006) highlighted the role of managers in 

creating a productive work environment to boost employee performance, while 

Sundararajan et al. (2020) stressed the influence of organizational traditions on 

employee productivity. Overall, understanding the relationship between 

organizational culture, organizational commitment, and employee performance is 

crucial for enhancing performance outcomes in the banking sector. 

Overall, these studies underscore the significance of organizational culture, 

commitment, and motivation in driving employee performance within the banking 

sector. By understanding and fostering a positive organizational culture and 

commitment among employees, banks can effectively enhance employee performance 

and ultimately achieve organizational goals. 

 

METHODOLOGY  

This research uses a quantitative design with a survey approach to identify and explain 

the cause-and-effect relationship between organizational culture, organizational 

commitment, and employee performance at private banks in Ternate. The sample used 

in this research consisted of 80 respondents selected using techniques of accidental 

sampling, where the respondents taken were those who happened to be available and 

accessible at the time the research was conducted. This sample size is based on 

Malhotra's theory (2006:291), which suggests that the minimum sample size should 

be four to five times the number of question items used in the research instrument, 

with a total of 20 question items arranged in a closed questionnaire. This 

questionnaire uses a 5-point Likert scale to measure three main dimensions, namely 

organizational culture, organizational commitment and employee performance. The 

data collected from distributing the questionnaire was then analyzed using descriptive 

statistical methods to describe the sample characteristics, as well as multiple linear 

regression to examine the relationship and influence of organizational culture and 

organizational commitment on employee performance. Hypothesis testing was also 

carried out to determine the statistical significance of the effects observed in this study. 

 

Validity And Reliability Test  

Based on the results of data processing, it can be concluded that the validation results 

for research questions show that all questions are said to be valid because they have r 

count > r table. With N=72 and a significance level of 5%, namely r table 0.227, so all 

items regarding variables X1, X2, and Y can be said to be valid and can be used for 

research.Reliability testing or instrument reliability shows the extent to which a 

measurement can provide  consistent  results  when  measured  again.  Measuring 

reliability was carried  out  with  the  help of the SPSS program with the Cronbach 
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alpha statistical test. A variable is said to be reliable if the Cronbach alpha value is > 

0.60 

 

Table 1. Reliability Test Results 

Reliability Statistics 

Cronbach's 

Alpha N of Items 

.944 18 

Source: Primary Data After SPSS Processing, 2024 

 

Based on the data above, it can be concluded that all variable statements used in this 

research are reliable and can be used because they show a Cronbach's alpha value > 

0.60.  

 

Multiple Linear Regression  

This analysis aims to test whether there is an impact between organizational culture, 

organizational commitment on employee performance.  The following are the results 

of multiple linear regression analysis. 

 

Table 2. Multiple Linear Regression Analysis Test 

Coefficientsa 

  Unstandardized 
Coefficients 

Standardized 
Coefficients 

  

Model  B Std. Error Beta t Sig 

1 (Constant) 5.789 4.051  1.429 .057 

Organizational 
Culture 

.618 .087 .673 7.076 .000 

Organizational 
Commitment 

.156 .178 .083 .876 .038 

  a. Dependent Variable: Employee Performance 

  Source: Primary Data After SPSS Processing, 2024  

 

Based on the table above, the regression equation can be prepared as follows: 

Y=α +β1 X1+β2 X2 + e 

Y= 5.789+ 0.618X1 + 0.156X2+ e 

Based on the regression equation above, it can show the relationship between the 

independent variable and the dependent variable partially. From this equation it can 

be concluded that: The constant value (α) is 5.789. This value means that if there is a 

change in the variables, namely organizational culture (X1) and organizational 

commitment (X2), each of which is zero (0), then employee performance (Y) will 

increase by 5.789 units. The regression coefficient value of organizational culture (X1) 

is 0.618, meaning that the work organizational culture increases by 1% assuming the 

organizational commitment variable (X2) and the constant (a) is zero (0), then work 

performance increases by 5.789. This shows that the organizational culture variable 
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given makes a positive contribution to employee performance, so that the greater the 

role of organizational culture, the greater the performance felt by employees. The 

regression coefficient value of organizational commitment (X2) is 0.156, meaning that 

if the organizational commitment variable (X2) increases by 1% with the assumption 

that employee performance increases by 5.789. This shows that organizational 

commitment that is carried out optimally will make a positive contribution to 

employee performance so that the greater the role of organizational commitment, the 

greater the performance felt by employees. 

 

RESULTS AND DISCUSSION  

Hypothesis Test Results 

 

Table 3. T Test Results 

Coefficientsa 
  Unstandardized 

Coefficients 
Standardized 
Coefficients 

  
  

Model  B Std. Error Beta t Sig   
1 (Constant) 5.789 4.051  1.429 .057   

Organizational 
Culture 

.618 .087 .673 7.076 .000   

Organizational 
Commitment 

.156 .178 .083 .876 .038   

b. Dependent Variable: Employee Performance 
Source: Primary Data After SPSS Processing, 2024 

 

In hypothesis 1, it is stated that there is an influence of organizational culture on the 

performance of private bank employees in Ternate. To test the effect of organizational 

culture on employee performance is done by looking at the results of statistical tests 

with SPSS in the multiple linear regression analysis results table. The results in table 

3 show that the t value of organizational culture is 7.076 with a significance level of 

0.000 which is smaller than the real level of 0.05. So it can be concluded that H1 has 

a significant positive effect. Hypothesis 2 states that there is an effect of organizational 

commitment on employee performance.  To test the effect of organizational 

commitment on employee performance, it is done by looking at the results of statistical 

tests with SPSS in the multiple linear regression analysis results table. The results in 

table 3 show that the calculated t value of organizational commitment is 0.876 with a 

significance level of 0.038 which is smaller than the real level of 0.05. So it can be 

concluded that H2 has a significant positive effect. 

 

Table 4. F Test Results 

ANOVAa 

Model Sum of Squares df Mean Square F Sig. 
1 Regression 629.444 2 314.722 36.241 .000b 

Residual 599.209 69 8.684   
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Total 1228.653 71    
a. Dependent Variable: Employee Performance 
b. Predictors: (Constant), Organizational Commitmen, Organizational Culture 

Source: Primary Data After SPSS Processing, 2024 

 

The F test is a simultaneous regression relationship test which aims to determine 

whether all independent variables together have a significant influence on the 

dependent variable. In hypothesis 3, it is stated that there is a simultaneous influence 

between organizational culture and organizational commitment on employee 

performance privat banks in Ternate. 

The results in the F test results table 4 show an F significance value of 0.000 which is 

smaller than the real level of 0.05. This value means that the organizational culture 

and organizational commitment variables simultaneously affect Employee 

Performance and are able to predict or explain the employee performance itself and 

the regression model used is considered feasible to test. 

 

Table 5. Coefficient of Determination Test Results 

Model Summaryb 

Model R R Square Adjusted R Square Std. Error of the Estimate  

1 .716a .512 .498 2.94689  

a. Predictors: (Constant), Organizational Culture, Organizational Commitment 

b. Dependent Variable: Employee Performance 

Source: Primary Data After SPSS Processing, 2024 

 

Based on table 5, the results of the analysis obtained the percentage of diversity of 

employee performance variables (Y) that can be explained by organizational culture 

variables (X1) and organizational commitment (X2) is 51.2%, while the remaining 

48.8% is explained by other variables outside the regression model. 

 

DISCUSSION 

The findings of this study have practical implications for the management of private 

banks, particularly in regions that have unique economic and cultural characteristics. 

Management is expected to strengthen organizational culture and increase 

organizational commitment to improve employee performance. In addition, this study 

also provides a basis for further research to explore other factors that influence 

employee performance that have not been included in this research model. 

Management fostering organizational commitment should be a priority, as it directly 

correlates with improved employee performance. Lastly, the combined influence of 

organizational culture and commitment highlights the need for a holistic approach to 

employee management, where culture and commitment are cultivated together to 

maximize performance outcomes. For future research, it would be beneficial to explore 
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additional variables that explain 48.8% of the variance in employee performance. 

Understanding these factors may provide a more comprehensive view of the dynamics 

that influence employee performance and inform more effective management 

strategies. 
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ABSTRACT 

 

The objective of this research is to analyze the effectiveness of 5S management (Sort, 

Set in Order, Shine, Standardize, Sustain) in improving the performance of 

administrative staff at Al Azhar Mataram Islamic University by identifying staff 

perceptions of changes in the work environment, measuring the impact on job 

satisfaction and productivity, as well as the challenges and obstacles in implementing 

5S. The methodology uses a qualitative approach with a case study design. Data were 

collected through interviews, participant observation, document analysis, and focus 

group discussions (FGD) with administrative staff. Data analysis was conducted using 

thematic analysis methods. The results of the study show that the implementation of 

5S management has a positive impact on the work environment, with 80% of the staff 

experiencing positive changes. Job satisfaction increased by 35%, while work 

productivity showed improvement with an average reduction of 20% in the time taken 

to complete administrative tasks. The main challenges include resistance to change, 

difficulties in maintaining long-term consistency, and time constraints for 

implementing 5S. Theoretical Contribution: This research enriches the literature on 

the implementation of 5S management in higher education institutions. The findings 

support and expand Lewin's organizational change theory and Herzberg's two-factor 

theory in the context of 5S management in academic environments. Practical 

Implications: The findings on challenges and obstacles can be used as a basis for 

designing more effective implementation strategies, including continuous training 

programs, proper resource allocation, and the formation of cross-functional teams to 

enhance coordination. 

 

Keywords: 5R Management, hospital, administration 
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INTRODUCTION 

In the increasingly competitive era of globalization, higher education institutions are 

required to continuously improve the quality of their services and operational 

efficiency. One important aspect that often receives less attention is the management 

of the work environment, especially for administrative staff who play a crucial role in 

supporting the smooth operation of both academic and non-academic processes at the 

university. The Academy of Hospital Administration Mataram, as one of the leading 

higher education institutions in West Nusa Tenggara, recognizes the importance of 

creating a conducive work environment to improve the performance of its 

administrative staff. According to Drucker (1999), management is defined as the art of 

getting things done through others. This definition emphasizes the importance of 

human resources in achieving organizational goals. Griffin (2016) states that 

management is a series of activities (including planning and decision-making, 

organizing, leading, and controlling) directed at organizational resources with the aim 

of achieving organizational goals effectively and efficiently. Robbins and Coulter 

(2018) define management as the process of coordinating work activities so that they 

can be completed efficiently and effectively with and through other people. 

Management of 5R (Sort, Set in Order, Shine, Standardize, and Sustain) is an 

adaptation of the 5S concept (Seiri, Seiton, Seiso, Seiketsu, and Shitsuke) originating 

from Japan. This concept has been proven effective in increasing productivity, 

efficiency, and quality across various sectors, including education (Osada, 1991). The 

principles of 5R include (1) Sort: Sorting and removing unnecessary items; (2) Set in 

Order: Organizing and storing items so they can be easily found when needed; (3) 

Shine: Cleaning and maintaining the cleanliness of the work environment; (4) 

Standardize: Maintaining the first three S’s to keep them in optimal condition; (5) 

Sustain: Creating a habit of consistently applying the previous four S's. 

The implementation of 5R management has shown positive results in various 

institutions. A study conducted by Ghodrati and Zulkifli (2013) at a university in 

Malaysia found that the application of 5S (5R) could increase staff work efficiency by 

up to 70%. Meanwhile, a study by Patel and Thakkar (2014) at a higher education 

institution in India revealed that the implementation of 5S contributed to a 35% 

increase in employee job satisfaction. 

In Indonesia, a study conducted by Sari et al. (2017) at a higher education institution 

in East Java showed that the implementation of 5R could increase administrative staff 

productivity by up to 25% and reduce document search time by 40%. However, the 

study also revealed challenges in maintaining the consistency of 5R implementation 

over the long term. 

Based on an internal survey conducted by the Academy of Hospital Administration 

Mataram in 2023, only 75% of administrative staff reported being satisfied with their 

working environment. Additionally, 25% of respondents stated that they spend an 

average of 30 minutes a day just searching for the necessary documents or 

information. 
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Facing these challenges, the leadership of the Academy of Hospital Administration 

Mataram decided to implement 5R management as a strategy to enhance the efficiency 

and effectiveness of administrative staff work. This initiative aligns with the 

university's vision of becoming a leading institution in the development of science and 

technology with a focus on professional and integrity-based tourism, grounded in the 

values of Islam Rahmatan Lil Alamin in Eastern Indonesia. 

The implementation of 5R management at the Academy of Hospital Administration 

Mataram began in early 2024, with a pilot project in three work units. The program 

includes a series of training sessions, workshops, and hands-on activities for 

administrative staff. Although the program has only been running for a few months, 

some positive changes have already been observed, such as improved workspace 

organization and reduced document search time. However, the long-term 

effectiveness and overall impact of the 5R management implementation still need to 

be systematically evaluated. 

While the benefits of 5R management have been widely demonstrated, its 

implementation in higher education institutions, particularly in Indonesia, remains 

limited. Therefore, this study aims to analyze the effectiveness of 5R management in 

improving the performance of administrative staff at the Academy of Hospital 

Administration Mataram. The results of this study are expected to provide valuable 

insights for other higher education institutions in their efforts to enhance 

administrative efficiency and service quality. 

 

 

LITERATURE REVIEW 

According to Drucker (1999), management is defined as the art of getting things done 

through others. This definition emphasizes the importance of human resources in 

achieving organizational goals. Griffin (2016) states that management is a series of 

activities (including planning and decision-making, organizing, leading, and 

controlling) directed at organizational resources with the aim of achieving 

organizational goals effectively and efficiently. Robbins and Coulter (2018) define 

management as the process of coordinating work activities so that they can be 

completed efficiently and effectively with and through other people. 

5R management (Sort, Set in Order, Shine, Standardize, and Sustain) is an adaptation 

of the 5S concept (Seiri, Seiton, Seiso, Seiketsu, and Shitsuke) originating from Japan. 

This concept has proven effective in enhancing productivity, efficiency, and quality 

across various sectors, including education (Osada, 1991). The principles of 5R include 

(1) Sort: Sorting and removing unnecessary items; (2) Set in Order: Organizing and 

storing items so they can be easily found when needed; (3) Shine: Cleaning and 

maintaining the cleanliness of the work environment; (4) Standardize: Maintaining 

the first three S’s to keep them in optimal condition; (5) Sustain: Creating a habit of 

continuously applying the previous four S’s. 
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Implementation of 5R management has been studied extensively. Research conducted 

by Ghodrati and Zulkifli (2013) at a university in Malaysia showed that the application 

of 5S (5R) could increase staff work efficiency by up to 70%. Meanwhile, a study by 

Patel and Thakkar (2014) at a higher education institution in India revealed that the 

implementation of 5S contributed to a 35% increase in employee job satisfaction. In 

Indonesia, research by Sari et al. (2017) at a higher education institution in East Java 

demonstrated that the implementation of 5R could improve administrative staff 

productivity by up to 25% and reduce document search time by 40%. However, this 

study also revealed challenges in maintaining the consistency of 5R implementation 

over the long term. 

 

 

METHODOLOGY 

a. Research Type: The study uses a qualitative approach with a case study design. A 

qualitative approach is chosen because the research aims to gain an in-depth 

understanding of the experiences and perceptions of administrative staff regarding the 

implementation of 5R management. A case study design is selected as the focus is on 

a contemporary phenomenon in a real-life context, specifically the implementation of 

5R management at the Academy of Hospital Administration Mataram. b. Population 

and Sample: The population consists of all administrative staff at the Academy of 

Hospital Administration Mataram. The sample will be selected using purposive 

sampling, with criteria including: administrative staff who have been employed for at 

least one year at the university, directly involved in the implementation of 5R 

management, and from various units that have applied 5R management. The sample 

size will be determined based on the principle of data saturation, where data collection 

will cease when no new significant information is obtained from additional 

participants. c. Data Collection Techniques: Several methods will be used to ensure 

triangulation (1) In-Depth Interviews: Semi-structured interviews will be conducted 

with participants to understand their experiences with the implementation of 5R 

management, perceived changes, and challenges faced. (2) Participant Observation: 

The researcher will conduct direct observations in the work environment to observe 

the implementation of 5R and staff interactions with the work environment. (3) 

Document Analysis: Documents related to the implementation of 5R, such as 

guidelines, evaluation reports, and meeting notes, will be analyzed to provide 

additional context. (4) Focus Group Discussion (FGD): FGDs will be held with small 

groups of administrative staff to discuss collective experiences and identify common 

themes. d. Data Analysis: The study will use a qualitative data analysis approach, 

which is a systematic process for understanding and interpreting the collected data. 

Qualitative data analysis is inductive and iterative, where the researcher aims to build 

patterns, categories, and themes from the ground up. The data analysis process will 

use thematic analysis, which involves the following steps (1) Familiarization with Data: 

The researcher will immerse in the data by repeatedly reading interview transcripts, 
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observation notes, and collected documents. (2) Coding: Data will be coded to identify 

key concepts and emerging patterns. Coding may be descriptive (summarizing 

content) or interpretative (interpreting meaning). (3) Theme Identification: Identified 

codes will be grouped into broader potential themes. (4) Reviewing Themes: Themes 

will be reviewed to ensure internal coherence and clear differences between themes. 

(5) Defining and Naming Themes: Themes will be clearly defined and named to reflect 

the essence of each theme. (6) Report Writing: The results of the analysis will be 

synthesized into a coherent narrative, supported by direct quotations from 

participants. 

In the context of research on the effectiveness of 5R management at the Academy of 

Hospital Administration Mataram, several aspects will be analyzed, including (1) Staff 

Perceptions: Analysis will focus on how administrative staff understand and interpret 

5R management, as well as how staff perceive changes in the work environment 

following its implementation. (2) Implementation of 5R: The researcher will analyze 

how the principles of 5R (Simplify, Organize, Clean, Maintain, and Diligence) are 

applied in daily practice across various work units. (3) Impact on Performance: The 

analysis will cover how the implementation of 5R affects work efficiency, productivity, 

and staff job satisfaction. (4) Challenges and Barriers: The researcher will identify and 

analyze the challenges encountered in the application of 5R, as well as the strategies 

used to overcome these challenges. (5) Supporting Factors: The analysis will include 

the identification of factors that support the successful implementation of 5R, such as 

management support, training, or organizational culture. (6) Behavioral Changes: The 

researcher will analyze how the implementation of 5R influences the behavior and 

work habits of administrative staff. 

 

 

RESULTS AND DISCUSSION 

Results  

1. Administrative Staff Perceptions of Changes in the Work Environment: The study 

indicates that 80% of administrative staff perceived positive changes in their work 

environment following the implementation of 5R management. Notably, 90% of 

respondents reported improvements in the tidiness and cleanliness of their 

workspaces. Additionally, 75% noted increased efficiency in finding documents 

and equipment, while 70% experienced heightened work enthusiasm and 

motivation. 

2. Impact of 5R Management on Job Satisfaction and Productivity: There was a 35% 

increase in job satisfaction after implementing 5R. Productivity also improved, 

with an average reduction of 20% in the time needed to complete administrative 

tasks. Furthermore, 85% of respondents observed a rise in the quality of service 

provided to students and faculty. 

3. Challenges in Applying 5R Principles: Key challenges identified include resistance 

to change from a small portion of staff (15%), difficulties in maintaining long-term 
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consistency in applying 5R (60%), and time constraints due to high workloads 

impacting the execution of 5R activities (50%). 

4. Barriers to Implementing 5R Management: Barriers include a lack of ongoing 

training on 5R (65% of respondents), budget limitations for improving supporting 

infrastructure (40%), and suboptimal coordination between units in implementing 

5R (35%). 

 

Discussion  

1. Positive Perceptions of Changes in the Work Environment: The study reveals 

significant positive perceptions among administrative staff regarding changes in the 

work environment following the implementation of 5R. This aligns with the findings 

of Ghodrati and Zulkifli (2013), who observed a 70% increase in work efficiency after 

applying 5S at a university in Malaysia. Lewin's (1947) Organizational Change Theory 

supports these findings, emphasizing the importance of "unfreezing" old habits, 

"moving" to new practices, and "refreezing" the desired behaviors. 

2. Increase in Job Satisfaction and Productivity: The 35% increase in job satisfaction 

observed in this study is consistent with Patel and Thakkar's (2014) research at a 

higher education institution in India. Herzberg's (1959) Two-Factor Theory can 

explain this phenomenon, where improvements in the work environment (hygiene 

factors) reduce dissatisfaction, while increased efficiency and productivity (motivator 

factors) enhance job satisfaction. 

3. Challenges and Barriers in Implementing 5R: Resistance to change and difficulties 

in maintaining consistency identified in this study are similar to the challenges 

reported by Sari et al. (2017) at a college in East Java. Rogers' (2003) Diffusion of 

Innovations Theory helps to understand the adoption process of 5R, highlighting the 

importance of communication and ongoing support to address resistance.  

4. Strategies to Overcome Barriers: To address the identified barriers, several 

strategies can be considered: Continuous training and mentoring programs, as 

suggested by Ho (1999) in his study on 5S implementation in educational 

organizations; Adequate resource allocation for infrastructure, in line with Ahuja and 

Khamba's (2008) recommendations on Total Productive Maintenance; Formation of 

cross-functional teams to improve coordination, as proposed by Liker (2004) in The 

Toyota Way. 

 

CONCLUSION 

The implementation of 5R management at the Akademi Administrasi Rumah Sakit 

Mataram has shown a significant positive impact on the work environment, job 

satisfaction, and productivity of administrative staff. However, the identified 

challenges and barriers require sustained strategies and strong management support 

to ensure long-term success. 
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ABSTRACT 
 
Objective: This study aims to analyze the influence of price and promotion on 
consumer purchase decisions at Indomaret in Mataram City and to identify which 
factor has a more dominant influence between the two. 
Methodology: The study employs a quantitative approach with a causal research 
design. The sample consists of 422 respondents selected using purposive sampling 
techniques. Data were collected through structured questionnaires using a 5-point 
Likert scale. Data analysis was conducted using multiple linear regression methods 
with the help of SPSS software. 
Findings: The results indicate that both price (β = 0.465, p < 0.05) and promotion 
(β = 0.328, p < 0.05) have a positive and significant impact on consumer purchase 
decisions at Indomaret in Mataram City. Price has a more dominant influence 
compared to promotion. The regression model explains 31.7% of the variance in 
consumer purchase decisions (R² = 0.317). 
Theoretical and/or Methodological Contributions: This study enriches the 
literature on consumer behavior in the context of modern retail in Indonesia, 
particularly in medium-sized cities like Mataram. The findings provide empirical 
evidence supporting the application of price perception theory and integrated 
marketing communication theory in the modern retail industry. 
Research/Practical Implications: The findings suggest that Indomaret should 
focus its strategy on setting competitive and affordable prices while maintaining 
effective promotional programs. Future research could explore other factors 
influencing purchase decisions, such as service quality or store location, as well as 
make comparisons across cities or among different modern retail brands.  
 
Keywords: price, promotion, consumer purchase decision 
 
 
INTRODUCTION 
The development of the modern retail business in Indonesia has experienced 
significant growth over the past few decades. Minimarkets, as one of the modern retail 
formats, have become a popular shopping choice among Indonesian consumers, 
including those in Mataram City. Indomaret, as one of the major players in this 
industry, has successfully expanded its network to various regions across Indonesia 
(Utami, 2017). 
Consumer purchase decisions are a key factor in the success of retail businesses. 
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According to Kotler and Armstrong (2018), the purchase decision is the stage in the 
buyer decision process where consumers actually buy the product. Understanding the 
factors that influence purchase decisions is crucial for retailers to design effective 
marketing strategies. 
 
Price is one of the essential elements in the marketing mix that influences consumer 
purchase decisions. Tjiptono (2015) states that price is often used as an indicator of 
value when it is associated with the perceived benefits of a product or service. Proper 
pricing can affect consumer perceptions of a product's value and ultimately influence 
purchase decisions. 
In addition to price, promotion also plays a crucial role in influencing consumer 
purchase decisions. According to Shimp and Andrews (2013), promotion is the 
coordination of all efforts initiated by the seller to build various channels of 
information and persuasion to sell goods and services or introduce an idea. Effective 
promotional strategies can enhance brand awareness, attract new customers, and 
drive impulsive buying. 
Research Gap. The study by Negara et al. (2023) utilized a sample of 40 respondents 
selected using non-probability sampling, specifically accidental sampling. The results 
indicated that both price and promotion, whether simultaneously or partially, have a 
positive and significant impact on consumer purchase decisions. In contrast, the 
findings of Maulana et al. (2024) revealed that discount pricing does not influence 
consumer purchase decisions, whereas product quality does. However, when 
considered simultaneously, both discount pricing and product quality affect consumer 
purchase decisions. This study employed a quantitative analysis method with a sample 
of 96 respondents, collecting data through questionnaires distributed to consumers at 
Ardymart minimarket in Palembang. Meanwhile, the research conducted by Febindra 
and Artina (2024) found that price and promotion have a substantial and positive 
effect on consumer purchase decisions. This study involved 140 e-commerce 
customers using a purposive non-probability sampling method. 
Based on the researcher's observations, the growth of modern retail businesses in 
Mataram City, particularly Indomaret, has significantly changed shopping patterns 
among the local community. However, the intense competition among modern 
retailers and with traditional markets poses a unique challenge for Indomaret in 
attracting and retaining customers. A deep understanding of the factors influencing 
consumer purchase decisions at Indomaret in Mataram City is crucial for the 
sustainability and growth of the business. 
Although there have been several previous studies examining the influence of price 
and promotion on purchase decisions in various contexts, there is still a gap in the 
literature regarding the specific dynamics in Mataram City. This study aims to fill this 
gap by focusing on Indomaret consumers in Mataram City, who have unique socio-
economic and cultural characteristics. The novelty of this research lies in exploring the 
influence of price and promotion on purchase decisions within the specific context of 
Indomaret in Mataram City, taking into account local characteristics and recent 
developments in the retail industry. This study will also analyze how Indomaret's 
pricing and promotional strategies adapt to local consumer needs and preferences, 
and their impact on purchasing behavior. The primary research question addressed in 
this study is the extent to which price and promotion influence consumer purchase 
decisions at Indomaret in Mataram City. 
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LITERATURE REVIEW  
Price: Price is the amount of money charged for a product or service, or the amount 
of value exchanged by consumers for the benefits of owning or using the product or 
service (Kotler & Armstrong, 2018). In the context of marketing, price plays a crucial 
role as one of the elements of the marketing mix that can influence consumer 
purchasing decisions. According to Tjiptono (2015), price has two main roles in the 
buyer's decision-making process: (a) The allocation role of price, which helps buyers 
decide how to obtain the highest expected benefits based on their purchasing power. 
(b) The informational role of price, which helps "educate" consumers about product 
factors, such as quality. A study by Weisstein et al. (2017) shows that price perception 
has a significant impact on consumers' purchase intentions in the retail context. 
Furthermore, research by Konuk (2018) found that price fairness positively influences 
customer satisfaction and repurchase intentions in retail stores. 
Promotion: Promotion is defined as the coordination of all efforts initiated by the 
seller to build various channels of information and persuasion to sell goods and 
services or introduce an idea (Shimp & Andrews, 2013). In the context of modern 
retail, promotion becomes an essential tool for attracting consumer attention and 
encouraging purchases. According to Belch & Belch (2018), there are several common 
forms of promotion used in retail marketing: (a) Advertising, (b) Sales promotion, (c) 
Personal selling, (d) Direct marketing, and (e) Public relations. A study conducted by 
Familmaleki et al. (2015) shows that promotion has a positive and significant effect on 
consumer purchasing decisions in the retail industry. Meanwhile, a study by Santini 
et al. (2015) found that sales promotion, especially price discounts, positively affects 
consumer buying intentions and can encourage impulsive purchases. 
Purchase Decision: A purchase decision is defined as the stage in the buyer's 
decision-making process where consumers actually buy the product (Kotler & 
Armstrong, 2018). The purchase decision process consists of five stages: need 
recognition, information search, evaluation of alternatives, purchase decision, and 
post-purchase behavior. According to Schiffman & Wisenblit (2019), consumer 
purchasing decisions are influenced by three main factors: (a) Psychological factors 
(motivation, perception, learning, and attitudes), (b) Personal factors (age, life cycle 
stage, occupation, economic status, lifestyle, personality), (c) Social factors (reference 
groups, family, roles, and status). Research conducted by Prasad et al. (2019) shows 
that in the context of modern retail, factors such as product quality, price, and 
promotion have a significant influence on consumer purchasing decisions. Meanwhile, 
a study by Paul et al. (2016) found that in the retail industry, shopping experience and 
store image also play a significant role in influencing consumer purchasing decisions. 
 
 
METHODOLOGY 
Research Design: This study employs a quantitative approach with a causal 
research design. According to Malhotra (2020), causal research aims to obtain 
evidence of cause-and-effect relationships between independent variables (in this 
case, price and promotion) and the dependent variable (purchase decision). This 
design was chosen because it aligns with the research objective to examine the 
influence of price and promotion on purchasing decisions. A survey method will be 
used for data collection, where respondents will be asked to complete a structured 
questionnaire. The questionnaire will be constructed using a 5-point Likert scale to 
measure respondents' perceptions of the research variables (Sekaran & Bougie, 2016).  
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Population and Sample: The population in this study consists of all Indomaret 
consumers in Mataram City. Given the large and unknown population size, the 
sampling technique used is non-probability sampling with a purposive sampling 
method (Etikan et al., 2016). The sample criteria set are: (a) Consumers who have 
shopped at Indomaret in Mataram City at least three times in the last six months, (b) 
Aged at least 17 years, (c) Residing in Mataram City. To determine the sample size, this 
study uses Cochran's formula (1977) for an unknown population: 
n = (Z²pq)/e² 
Where: 
n = sample size 
Z = Z value (95% confidence level = 1.96) 
p = probability of finding a respondent (0.5) 
q = 1-p 
e = margin of error (5% = 0,05) 
Based on the calculations, the minimum sample size obtained is 384 respondents. To 
account for potential invalid data, the sample size will be increased by 10%, resulting 
in a total of 422 respondents. Data analysis in this study will use inferential statistical 
methods with multiple linear regression techniques. Multiple linear regression is 
chosen because the study aims to analyze the effects of two independent variables 
(price and promotion) on one dependent variable (purchase decision) (Gujarati & 
Porter, 2009). The data analysis stages include (a) descriptive statistical analysis to 
describe respondent characteristics and the distribution of their responses; (b) 
multiple linear regression analysis to test the impact of independent variables on the 
dependent variable. The regression equation model used is Y = α + β1X1 + β2X2 + ε, 
where Y represents the Purchase Decision, α is the constant, β1 and β2 are the 
regression coefficients, X1 is Price, X2 is Promotion, and ε is the error term. (c) 
Hypothesis testing, which includes (1) t-test (partial) to test the effect of each 
independent variable on the dependent variable; (2) F-test (simultaneous) to test the 
effect of independent variables together on the dependent variable; (3) Coefficient of 
determination (R²) to measure the extent to which the model explains the variation in 
the dependent variable (Wooldridge, 2016). 
 
RESULTS AND DISCUSSION  
Results 
Descriptive Analysis of Research Variables 
This study involves 422 respondents who are Indomaret customers in the city of 
Mataram. Below is the descriptive analysis for each research variable: 
Description of Price Variable (X1). The price variable is measured using 5 
indicators with a Likert scale of 1-5. The descriptive analysis results for the price 
variable are as follows: 
 
Table 1. Description of the Price Variable 

Indicator Mean Std. Deviation 

Affordability of Price 4.12 0.78 

Price Alignment with Quality 3.98 0.82 

Price Competitiveness 4.05 0.76 

Price Alignment with Benefits 3.89 0.85 
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Indicator Mean Std. Deviation 

Price Affects Purchasing Power 4.21 0.73 

Average Price Variable 4.05 0.79 

Source: Primary data processed 2024 
 
Based on Table 1 above, the average score for the price variable is 4.05 with a standard 
deviation of 0.79. This indicates that respondents generally agree that the prices of 
products at Indomaret in the city of Mataram are affordable and meet their 
expectations. The indicator "Price affects purchasing power" has the highest score of 
4.21, suggesting that price plays a significant role in consumers' purchasing decisions.  
Descriptive Analysis of Promotion Variable (X2). The promotion variable is 
measured using five indicators with a Likert scale of 1-5. The descriptive analysis 
results for the promotion variable are as follows: 
Table 2. Descriptive Analysis of Promotion Variable 

Indicator Mean Std. Deviation 

Frequency of Promotion 3.87 0.91 

Quality of Promotion 3.95 0.84 

Quantity of Promotion 3.78 0.88 

Timing of Promotion 3.92 0.86 

Target Accuracy of Promotion 4.01 0.79 

Average Score for Promotion Variable 3.91 0.86 

Source: Primary data processed 2024 
 
The average score for the promotion variable in Table 2 is 3.91 with a standard 
deviation of 0.86. This indicates that respondents generally agree that the promotions 
conducted by Indomaret in Mataram City are quite effective. The indicator "Target 
Accuracy of Promotion" has the highest score (4.01), suggesting that Indomaret's 
promotions are perceived as well-targeted by consumers. 
Description of Purchase Decision Variable (Y). The purchase decision variable 
is measured using five indicators with a Likert scale of 1-5. The descriptive analysis 
results for the purchase decision variable are as follows: 
Table 3. Description of Purchase Decision Variable 

Indicator Mean Std. Deviation 

Need for Product 4.25 0.72 

Information Search 3.89 0.87 

Evaluation of Alternatives 3.96 0.83 

Purchase Decision 4.18 0.76 

Post-Purchase Behavior 4.07 0.81 

Average Score for Purchase Decision Variable 4.07 0.80 

Source: Primary data processed 2024 
 
The average score for the purchase decision variable is 4.07 with a standard deviation 
of 0.80. This indicates that respondents generally agree that they make positive 
purchase decisions at Indomaret in Mataram City. The indicator "Need for Product" 
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has the highest score (4.25), showing that consumers feel Indomaret meets their needs 
for the products offered. 
Multiple Linear Regression Analysis. The following are the results of the 
multiple linear regression analysis using SPSS:  
 
 
Table 4. Coefficients 

Model 
Unstandardized 
Coefficients 

Standardized 
Coefficients 

t Sig. 

 B Std. Error   

(Constant) 0.842 0.187 4.503 0.000 

Price (X1) 0.465 0.056 8.304 0.000 

Promotion 
(X2) 

0.328 0.051 6.431 0.000 

Source: Primary data processed 2024 
 
Based on the table above, the multiple linear regression equation is as follows: Y = 
0.842 + 0.465X1 + 0.328X2 Where: Y = Purchase Decision 
 X1 = Price  
X2 = Promotion 
a. Constant (α) = 0.842. The positive constant value indicates that if the price (X1) and 
promotion (X2) variables are zero, then the purchase decision (Y) will have a value of 
0.842. 
b. Price Coefficient (β1) = 0.465. The positive regression coefficient for the price 
variable indicates a positive relationship between price and purchase decision. Each 
one-unit increase in the price variable will increase the purchase decision by 0.465, 
assuming other variables are constant. 
c. Promotion Coefficient (β2) = 0.328. The positive regression coefficient for the 
promotion variable indicates a positive relationship between promotion and purchase 
decision. Each one-unit increase in the promotion variable will increase the purchase 
decision by 0.328, assuming other variables are constant. 
t-Test (Partial) 
Price Variable (X1): t-value = 8.304 with Sig. = 0.000 < 0.05, indicating that price has 
a significant effect on purchase decisions. 
Promotion Variable (X2): t-value = 6.431 with Sig. = 0.000 < 0.05, indicating that 
promotion has a significant effect on purchase decisions. 
F-Test (Simultaneous) 
Table 5. ANOVA 

Model Sum of Squares df Mean Square F Sig. 

Regression 245.673 2 122.837 98.546 0.000 

Residual 522.327 419 1.247   

Total 768.000 421    

Source: Primary data processed 2024 
 
F-Test (Simultaneous) 
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F-value = 98.546 with Sig. = 0.000 < 0.05, indicating that price and promotion 
simultaneously have a significant effect on purchase decisions.  
Coefficient of Determination (R²) 
 
 
 
 
Table 6. Model Summary: 

Model R R Square 
Adjusted R 
Square 

Std. Error of the Estimate 

1 0.566 0.320 0.317 1.117 

Source: Primary data processed 2024 
 
The Adjusted R Square value is 0.317, indicating that 31.7% of the variation in 
purchasing decisions can be explained by the variables of price and promotion, while 
the remaining 68.3% is explained by other variables not included in this research 
model. 
 
Discussion 
Influence of Promotion on Consumer Purchasing Decisions  
Based on the results of the multiple linear regression analysis, the regression 
coefficient for the Promotion variable (X2) is 0.328 with a t-value of 6.431 and a 
significance level of 0.000 (p < 0.05). This indicates that Promotion has a positive and 
significant effect on consumer purchasing decisions at Indomaret in Mataram.  
Descriptive analysis of the Promotion variable shows an average score of 3.91 with a 
standard deviation of 0.86. This suggests that respondents generally agree that the 
promotions carried out by Indomaret in Mataram are quite effective. The indicator 
"Target Accuracy of Promotion" has the highest score (4.01), indicating that 
Indomaret's promotions are considered well-targeted by consumers. These findings 
are consistent with previous studies, such as Familmaleki et al. (2015), which 
demonstrated that promotions have a positive and significant effect on consumer 
purchasing decisions in the retail industry. Santini et al. (2015) found that sales 
promotions, particularly price discounts, positively impact consumers' purchase 
intentions and can drive impulse buying. Nochai and Nochai (2011) discovered that 
promotional strategies significantly influence consumer purchasing decisions in 
convenience stores. 
These research findings are supported by several marketing and consumer behavior 
theories, including the Integrated Marketing Communication (IMC) Theory by Schultz 
et al. (1993), which emphasizes the importance of coordinating various promotional 
elements to create a consistent and effective message that influences consumer 
purchasing decisions. The Elaboration Likelihood Model (ELM) by Petty and Cacioppo 
(1986) explains that promotions can affect purchasing decisions through the central 
route (in-depth information processing) or the peripheral route (processing based on 
simple cues). The Hierarchy of Effects Theory by Lavidge and Steiner (1961) describes 
the stages consumers go through from awareness to purchase and how promotions 
can influence each of these stages. 
Influence of Price on Consumer Purchasing Decisions 
Based on the results of the multiple linear regression analysis, the regression 
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coefficient for the Price variable (X1) is 0.465 with a t-value of 8.304 and a significance 
level of 0.000 (p < 0.05). This indicates that Price has a positive and significant effect 
on consumer purchasing decisions at Indomaret in Mataram. Descriptive analysis of 
the Price variable shows an average score of 4.05 with a standard deviation of 0.79. 
This suggests that respondents generally agree that the prices of products at 
Indomaret in Mataram are affordable and meet their expectations. The indicator 
"Price Affects Purchasing Power" has the highest score (4.21), reinforcing the finding 
that price plays a significant role in consumer purchasing decisions.  
These results are consistent with previous studies, such as Weisstein et al. (2017), 
which found that price perception significantly influences consumer purchase 
intentions in a retail context. Konuk (2018) demonstrated that price fairness has a 
positive impact on customer satisfaction and repurchase intentions in retail stores. 
Research by Santini et al. (2015) revealed that price promotions have a positive effect 
on consumers' purchase intentions and can drive impulse buying. 
These findings are supported by several marketing and consumer behavior theories, 
including the Price Perception Theory (Monroe, 2003), which explains that consumers 
have specific perceptions of prices, influencing their purchasing decisions. Prices 
perceived as fair and aligned with the value received are likely to drive positive 
purchasing decisions. The Consumer Value Theory (Zeithaml, 1988) states that 
consumers make purchasing decisions based on their perception of the value received, 
which is partly determined by price. The Price Equity Theory (Xia et al., 2004) explains 
that consumers compare the price they pay with a reference price or prices paid by 
other consumers, and this price fairness perception will affect their purchasing 
decisions. 
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ABSTRACT 
 

Objective: This study investigates the impact of customer service quality and website 

usability on customer loyalty in the context of PT Gieb Indonesia Denpasar. It aims to 

identify strategies for sustainable growth in the digital marketplace by addressing how 

specific dimensions of service quality and usability affect customer loyalty in the 

Indonesian e-commerce context. 

Methodology: A quantitative survey was conducted among 65 customers of PT Gieb 

Indonesia Denpasar, assessing their perceptions of service quality (responsiveness, 

assurance, empathy), website usability (ease of learning, ease of use, ease of 

navigation), and loyalty. Multiple linear regression analysis was employed to examine 

the relationships between these variables, controlling for demographic factors. 

Findings: Responsiveness, assurance, ease of learning, and ease of use significantly 

influence customer loyalty. However, empathy in service and ease of navigation in 

website design need improvement for PT Gieb Indonesia Denpasar. The majority of 

customers are young, single, and students or employees, highlighting the importance 

of catering to this demographic. 

Theoretical and/or Methodological contributions: This study contributes to 

the knowledge on e-commerce customer behavior by validating the impact of service 

quality and website usability on customer loyalty within the Indonesian context, 

particularly emphasizing empathy and navigation ease. It provides a framework for 

assessing these factors in Indonesian e-commerce. 

Research/ Practical Implications: The findings highlight the strategic 

importance for e-commerce platforms to prioritize customer service training, 

emphasizing empathy, and to invest in intuitive website design, focusing on navigation 

improvement, to maintain customer loyalty and foster sustainable growth. 

 

Keywords: e-commerce; customer service quality; website usability; customer loyalty; 

online shopping behavior..  

 

 

INTRODUCTION 

E-commerce platforms in the dynamic landscape of the digital marketplace play a 

critical role for businesses looking to increase customer engagement and expand their 

market reach. With the increasing role and popularity of online shopping in Indonesia, 
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as illustrated by the growth of platforms such as PT Gieb Indonesia Denpasar, 

understanding the factors that drive customer loyalty is critical. Customer loyalty in 

the context of e-commerce is not just about repeat purchases; it encompasses a deeper 

commitment, trust, and advocacy for a particular platform. Loyal customers are 

valuable assets, as they not only contribute to a consistent revenue stream but also act 

as brand ambassadors, attracting new customers through positive word-of-mouth. 

Previous research has consistently highlighted the important role of customer service 

quality (CSQ) and website usability (WU) in shaping customer loyalty across 

industries. CSQ encompasses dimensions such as responsiveness, assurance, and 

empathy, while WU relates to the ease of learning, use, and navigation of a website. 

Existing literature has extensively discussed the relationship between service quality, 

website usability, and customer loyalty. Good service quality, including 

responsiveness, assurance, and empathy, has been shown to increase customer 

satisfaction and in turn drive loyalty. Similarly, good website usability, characterized 

by ease of learning, use, and navigation, also contributes to a positive user experience 

and increases loyalty. However, the specific impact of these dimensions on customer 

loyalty in the Indonesian e-commerce context remains underexplored. Existing 

studies often focus on Western markets, leaving a gap in understanding how 

Indonesian consumers perceive and respond to various aspects of CSQ and WU. 

Furthermore, despite the rapidly expanding demographic profile of Indonesian e-

commerce customers, few studies have systematically examined how these 

demographic factors moderate the relationships between CSQ, WU, and customer 

loyalty. This study aims to fill this gap by focusing on the Indonesian e-commerce 

context, with PT Gieb Indonesia Denpasar as a case study. Demographic data reveals 

that the majority of customers are young (18-25 years old), single, and either students 

or employees, highlighting the importance of understanding how these characteristics 

may influence their perceptions of CSQ and WU. In addition, there is inconsistency in 

the results of previous studies regarding the influence of empathy in service and ease 

of navigation on customer loyalty. Some studies found a significant effect, while others 

did not. 

This study addresses this gap by investigating the impact of CSQ and WU on customer 

loyalty in the context of PT Gieb Indonesia Denpasar. Specifically, this study aims to: 

(1) examine the influence of specific dimensions of CSQ (responsiveness, assurance, 

empathy) and WU (ease of learning, ease of use, ease of navigation) on customer 

loyalty, (2) identify the relative importance of these dimensions in predicting customer 

loyalty, (3) explore how demographic factors (age, gender, education, occupation) 

moderate the relationship between CSQ, WU, and customer loyalty. 

This study seeks to provide actionable insights for PT Gieb Indonesia Denpasar and 

other e-commerce platforms operating in Indonesia. The findings will contribute to 

the academic discourse on e-commerce customer behavior but also offer practical 

guidance for improving customer service strategies and website design to drive 
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customer loyalty and achieve sustainable growth in Indonesia's competitive digital 

market. 

 

LITERATURE REVIEW  

Customer loyalty in E-commerce is the key to success in today's highly competitive e-

commerce business. Oliver (1997) defines customer loyalty as a customer's 

commitment to a brand, which is shown in their activities of making repeat purchases 

and having a strong preference for the brand. Customer loyalty not only achieves an 

increase in the company's profitability, but also serves as a barrier to entry for new 

competitors (Reichheld & Schefter, 2000). 

According to Srinivasan et al. (2002), in the context of e-commerce, customer loyalty 

plays an increasingly important role due to high customer acquisition costs and 

increasingly fierce competition. Loyal customers will tend to spend more money, make 

more frequent purchases, and recommend the platform to others (Chaffey & Ellis-

Chadwick, 2019). Therefore, it is necessary to understand more about the various 

factors that can influence customer loyalty in e-commerce for companies that want to 

achieve sustainable growth. 

Customer service quality (CSQ), as the main driver of customer loyalty. Parasuraman 

et al. (1988) explained that CSQ is a customer's perception of how well the service 

provided by the company meets or exceeds their expectations. CSQ consists of five 

main dimensions, namely responsiveness, reliability, empathy, assurance, and 

tangibles. Subsequent research has confirmed the positive influence of CSQ on 

customer loyalty in many industries, including e-commerce (Kumar et al., 2019; 

Ranaweera & Prabhu, 2017). 

Parasuraman et al. (1988) stated that in the context of e-commerce, the dimensions of 

CSQ include responsiveness, empathy, and assurance. Responsiveness, namely: the 

company's willingness and ability to help customers and provide timely and fast 

service (Zeithaml, Berry, & Parasuraman, 1996). Assurance, namely: the politeness 

and knowledge of employees and their ability to convey confidence and trust 

(Parasuraman et al., 1988). Empathy, namely: individual attention given by the 

company to customers, which illustrates the attention and understanding of their 

needs (Parasuraman, Zeithaml, & Malhotra, 2005). Research by Blut (2016) explains 

that several of these dimensions have a significant influence on customer loyalty in the 

context of e-commerce. This is also supported by other studies that explain that high 

service quality can increase customer satisfaction and loyalty (Zeithaml, Berry, & 

Parasuraman, 1996; Park & Kim, 2003). 

According to Liu et al. (2019), in the context of e-commerce, assurance and 

responsiveness are the most important dimensions of CSQ. Responsiveness focuses on 

the company's ability and willingness to provide fast and helpful service. Assurance 

focuses on the courtesy and knowledge of employees and their ability to instill 

confidence and trust. Empathy, which focuses on the individual attention given by the 
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company to its customers, has a significant impact on influencing customer loyalty in 

e-commerce (Kheng et al., 2017). 

Research by Parasuraman, Zeithaml, and Berry (1988) shows that good service quality 

will be able to increase customer satisfaction, which will directly contribute to 

customer loyalty. This research is supported by Zeithaml et al. (1996), which explains 

that high service quality will be able to increase customer loyalty. Research by Blut 

(2016) also explains that several dimensions of CSQ have a significant influence on 

customer loyalty in the context of e-commerce. 

Website usability (WU) is another very important factor in forming or building 

customer loyalty in e-commerce. Website usability focuses on how easy it is for users 

to learn and use the website to achieve their goals (Nielsen, 1993). The main 

dimensions of WU include: ease of learning, ease of navigation, and ease of use. Ease 

of learning focuses on how easy and fast new users can learn how to use the website 

(Palmer, 2002). Ease of use focuses on how easy it is for users to achieve their goals 

on the website. Meanwhile, according to Cyr, Head, & Ivanov (2006), ease of use 

focuses on how effectively and efficiently users can complete tasks on the website. Ease 

of navigation focuses on how easy it is for users to find their way around the website 

(Palmer, 2002). Barnes & Vidgen (2002) also explained that ease of navigation focuses 

on how easy it is for users to find the information they are looking for on the website. 

Research by Palmer (2002) shows that websites that are easy to use will be able to 

increase customer satisfaction and increase customer loyalty. This is supported by 

research by Liu and Arnett (2000), which explains that ease of use of a website will 

contribute to customer satisfaction. Research by Cyr, Head, and Ivanov (2006) also 

illustrates that ease of use and website navigation contribute to a positive experience 

that can increase customer loyalty. Huang and Benyoucef (2015) also explain that WU 

has a significant positive influence on customer loyalty in e-commerce. 

The influence of website usability on customer loyalty, namely WU has a significant 

influence on user experience and customer loyalty. Liu and Arnett (2000) explain that 

ease of use of a website increases customer satisfaction, which will contribute to 

customer loyalty. This finding is supported by Cyr et al. (2006), which explains that 

ease of website navigation will increase customer loyalty. Huang and Benyoucef (2015) 

also show that WU has a significant positive influence on customer loyalty in e-

commerce. 

The gap in research, indicated by the existence of studies or research that support the 

importance of CSQ and WU in building customer loyalty, is still widely carried out in 

Western markets. Research on the interaction between CSQ and WU in the context of 

Indonesian e-commerce is still lacking or limited (Venkatakrishnan, Alagiriswamy, & 

Parayitam, 2023). In addition, several studies describe inconsistent results on the 

influence of empathy in service and ease of navigation on customer loyalty. This study 

aims to fill this gap by exploring the influence of these two factors simultaneously or 

simultaneously in the context of Indonesian e-commerce. The influence of 

demographic factors, where there is still a lack or minimal existence of research that 
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systematically explores how demographic factors such as gender, age, occupation, and 

education moderate the relationship between CSQ, WU, and customer loyalty 

(Shankar & Jebarajakirthy, 2019). Understanding the development of the 

demographic profile of Indonesian e-commerce customers is becoming increasingly 

important. Cyr et al. (2006) explained that user demographics can influence how they 

respond to aspects of CSQ and WU, which makes further research necessary in the 

Indonesian context. 

This study also aims to evaluate the influence of customer service quality and website 

usability on customer loyalty at PT Gieb Indonesia Denpasar, and to identify various 

strategies that can be used to improve customer loyalty and support sustainable 

growth in the digital market. Gap evaluation and identification of areas to be filled, 

were conducted to fill several important gaps in the literature. First, this study will 

attempt to explore the interaction between CSQ and WU in the context of Indonesian 

e-commerce, which is still under-explored. Second, this study will evaluate how 

demographic factors moderate the relationship between CSQ, WU, and customer 

loyalty, which is an under-researched area, so it is hoped that this study will be able to 

contribute to filling the gaps in the literature and provide practical guidance for 

improving customer service strategies and website design that can help drive customer 

loyalty and achieve sustainable growth in the competitive Indonesian digital market. 

 

METHODOLOGY 

Research design, where this study uses a quantitative approach in evaluating the 

influence of customer service quality (CSQ) and website usability (WU) on customer 

loyalty at PT Gieb Indonesia Denpasar. The research design used is a cross-sectional 

survey, to test the relationship between customer service quality, website usability, 

and customer loyalty on the PT Gieb Indonesia Denpasar e-commerce platform. Data 

will be collected at one point in time to measure the variables studied. 

Population and sample, where the population in this study are all active customers of 

PT Gieb Indonesia Denpasar, while the research sample is taken using convenience 

sampling techniques, where respondents who are willing to participate and are easily 

reached in this study are selected as samples. The number of samples used in this study 

is 65 respondents. Based on the frequency distribution of customer answers 

(respondents), the following data is produced: the majority of respondents are aged 

18-25 years (90.8%), single (92.3%), female (53.8%), have a high school education 

(72.3%), and work as students or employees (97%). Frequency Distribution of 

Respondents' Answers, is shown in the table below: 

 

 

 

 

 

 



684 
 

  
 

 

 

Gender 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Male 30 46.2 46.2 46.2 

Female 35 53.8 53.8 100.0 

Total 65 100.0 100.0  

 

Age 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid 18 - 25 Year 59 90.8 90.8 90.8 

26 - 33 Year 6 9.2 9.2 100.0 

Total 65 100.0 100.0  

 

Status 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Single 60 92.3 92.3 92.3 

Merried 5 7.7 7.7 100.0 

Total 65 100.0 100.0  

Last Level of Education  

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid SMP 1 1.5 1.5 1.5 

SMA 47 72.3 72.3 73.8 

Diploma 6 9.2 9.2 83.1 

Bachelor 11 16.9 16.9 100.0 

Total 65 100.0 100.0  

 

Job 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Not working/other 2 3.1 3.1 3.1 

Student 38 58.5 58.5 61.5 

Employee 25 38.5 38.5 100.0 

Total 65 100.0 100.0  
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Frequency Distribution of Variables, shown in the table below: 

Statistics 

 X1.1 X1.2 X1.3 X1 

N Valid 65 65 65 65 

Missing 0 0 0 0 

Mean 4.28 4.17 4.14 12.58 

Std. Error of 

Mean 

.084 .087 .103 .242 

Median 4.00 4.00 4.00 12.00 

Mode 4 4 4 12 

Std. Deviation .673 .698 .827 1.952 

Variance .453 .487 .684 3.809 

Range 3 3 3 9 

Minimum 2 2 2 6 

Maximum 5 5 5 15 

Sum 278 271 269 818 

X1.1 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Disagree 2 3.1 3.1 3.1 

Neutral 2 3.1 3.1 6.2 

Agree 37 56.9 56.9 63.1 

Strongly 

Agree 

24 36.9 36.9 100.0 

Total 65 100.0 100.0  

 

X1.2 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Disagree 2 3.1 3.1 3.1 

Neutral 5 7.7 7.7 10.8 

Agree 38 58.5 58.5 69.2 

Strongly 

Agree 

20 30.8 30.8 100.0 

Total 65 100.0 100.0  

X1.3 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Disagree 3 4.6 4.6 4.6 

Neutral 9 13.8 13.8 18.5 
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Agree 29 44.6 44.6 63.1 

Strongly 

Agree 

24 36.9 36.9 100.0 

Total 65 100.0 100.0  

 

Statistics 

 X2.1 X2.2 X2.3 X2 

N Valid 65 65 65 65 

Missing 0 0 0 0 

Mean 4.11 4.14 4.15 12.40 

Std. Error of 

Mean 

.085 .093 .108 .253 

Median 4.00 4.00 4.00 12.00 

Mode 4 4 4 12 

Std. Deviation .687 .747 .870 2.037 

Variance .473 .559 .757 4.150 

Range 3 3 4 9 

Minimum 2 2 1 6 

Maximum 5 5 5 15 

Sum 267 269 270 806 

 

X2.1 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Disagree 2 3.1 3.1 3.1 

Neutral 6 9.2 9.2 12.3 

Agree 40 61.5 61.5 73.8 

Strongly 

Agree 

17 26.2 26.2 100.0 

Total 65 100.0 100.0  

 

X2.2 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Disagree 3 4.6 4.6 4.6 

Neutral 5 7.7 7.7 12.3 

Agree 37 56.9 56.9 69.2 

Strongly 

Agree 

20 30.8 30.8 100.0 

Total 65 100.0 100.0  
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X2.3 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Disagree 1 1.5 1.5 1.5 

Neutral 3 4.6 4.6 6.2 

Agree 5 7.7 7.7 13.8 

Strongly Agree 32 49.2 49.2 63.1 

Disagree 24 36.9 36.9 100.0 

Total 65 100.0 100.0  

Statistics 

 X3.1 X3.2 X3.3 X3 

N Valid 65 65 65 65 

Missing 0 0 0 0 

Mean 4.25 4.32 4.32 12.89 

Std. Error of 

Mean 

.107 .079 .091 .239 

Median 4.00 4.00 4.00 13.00 

Mode 5 4 4 12a 

Std. Deviation .867 .640 .731 1.929 

Variance .751 .410 .535 3.723 

Range 4 3 3 9 

Minimum 1 2 2 6 

Maximum 5 5 5 15 

Sum 276 281 281 838 

 

X3.1 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Disagree 1 1.5 1.5 1.5 

Neutral 2 3.1 3.1 4.6 

Agree 6 9.2 9.2 13.8 

Strongly Agree 27 41.5 41.5 55.4 

Disagree 29 44.6 44.6 100.0 

Total 65 100.0 100.0  

X3.2 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Disagree 1 1.5 1.5 1.5 

Neutral 3 4.6 4.6 6.2 

Agree 35 53.8 53.8 60.0 



688 
 

  
 

Strongly 

Agree 

26 40.0 40.0 100.0 

Total 65 100.0 100.0  

X3.3 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Disagree 3 4.6 4.6 4.6 

Neutral 1 1.5 1.5 6.2 

Agree 33 50.8 50.8 56.9 

Strongly 

Agree 

28 43.1 43.1 100.0 

Total 65 100.0 100.0  

Statistics 

 Y1 Y2 Y3 Y4 Y 

N Valid 65 65 65 65 65 

Missing 0 0 0 0 0 

Mean 4.22 4.22 4.23 4.26 16.86 

Std. Error of 

Mean 

.097 .092 .095 .091 .329 

Median 4.00 4.00 4.00 4.00 17.00 

Mode 4 4 4 4 16 

Std. Deviation .780 .739 .766 .735 2.651 

Variance .609 .547 .587 .540 7.027 

Range 3 3 3 3 12 

Minimum 2 2 2 2 8 

Maximum 5 5 5 5 20 

Sum 274 274 275 277 1096 

 

Y1 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Disagree 2 3.1 3.1 3.1 

Neutral 8 12.3 12.3 15.4 

Agree 29 44.6 44.6 60.0 

Strongly 

Agree 

26 40.0 40.0 100.0 

Total 65 100.0 100.0  

 

 

 

 



689 
 

  
 

Y2 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Disagree 2 3.1 3.1 3.1 

Neutral 6 9.2 9.2 12.3 

Agree 33 50.8 50.8 63.1 

Strongly 

Agree 

24 36.9 36.9 100.0 

Total 65 100.0 100.0  

Y3 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Disagree 3 4.6 4.6 4.6 

Neutral 4 6.2 6.2 10.8 

Agree 33 50.8 50.8 61.5 

Strongly 

Agree 

25 38.5 38.5 100.0 

Total 65 100.0 100.0  

Y4 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Disagree 2 3.1 3.1 3.1 

Neutral 5 7.7 7.7 10.8 

Agree 32 49.2 49.2 60.0 

Strongly 

Agree 

26 40.0 40.0 100.0 

Total 65 100.0 100.0  

 

SUBSECTION  

Data collection, using a questionnaire consisting of four parts, namely 

Demographics, collecting information on age, education, gender, and occupation of 

respondents. 

Customer Service Quality (CSQ), measuring the dimensions of responsiveness, 

assurance, and empathy based on a 5-point Likert scale (1 = strongly disagree, disagree 

= 2, neutral = 3, agree = 4, 5 = strongly agree). 

Website Usability (WU), measuring the dimensions of ease of learning, ease of use, 

and ease of navigation using a 5-point Likert scale. 

Customer Loyalty, measuring customer loyalty based on a 5-point Likert scale. 

SUB-SECTION  
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Validity and reliability test. Validity test is conducted using item-total correlation 

analysis, where the correlation between each item and the total score of the variable is 

tested. Items are considered valid if they have a significant correlation at the 0.01 level. 

The reliability of the instrument is measured using the Cronbach's Alpha coefficient, 

with values above 0.70 considered reliable. The results obtained illustrate that all 

indicators are valid and reliable, with a Cronbach's Alpha value of 0.946. Validity Test: 

Correlations 

 X1.1 X1.2 X1.3 X1 

X1.1 Pearson 

Correlation 

1 .764** .576** .862** 

Sig. (2-tailed)  .000 .000 .000 

N 65 65 65 65 

X1.2 Pearson 

Correlation 

.764** 1 .717** .925** 

Sig. (2-tailed) .000  .000 .000 

N 65 65 65 65 

X1.3 Pearson 

Correlation 

.576** .717** 1 .879** 

Sig. (2-tailed) .000 .000  .000 

N 65 65 65 65 

X1 Pearson 

Correlation 

.862** .925** .879** 1 

Sig. (2-tailed) .000 .000 .000  

N 65 65 65 65 

**. Correlation is significant at the 0.01 level (2-tailed). 

Correlations 

 X2.1 X2.2 X2.3 X2 

X2.1 Pearson 

Correlation 

1 .609** .625** .828** 

Sig. (2-tailed)  .000 .000 .000 

N 65 65 65 65 

X2.2 Pearson 

Correlation 

.609** 1 .760** .897** 

Sig. (2-tailed) .000  .000 .000 

N 65 65 65 65 

X2.3 Pearson 

Correlation 

.625** .760** 1 .917** 

Sig. (2-tailed) .000 .000  .000 

N 65 65 65 65 

X2 Pearson 

Correlation 

.828** .897** .917** 1 
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Sig. (2-tailed) .000 .000 .000  

N 65 65 65 65 

**. Correlation is significant at the 0.01 level (2-tailed). 

Correlations 

 X3.1 X3.2 X3.3 X3 

X3.1 Pearson 

Correlation 

1 .587** .612** .876** 

Sig. (2-tailed)  .000 .000 .000 

N 65 65 65 65 

X3.2 Pearson 

Correlation 

.587** 1 .642** .838** 

Sig. (2-tailed) .000  .000 .000 

N 65 65 65 65 

X3.3 Pearson 

Correlation 

.612** .642** 1 .867** 

Sig. (2-tailed) .000 .000  .000 

N 65 65 65 65 

X3 Pearson 

Correlation 

.876** .838** .867** 1 

Sig. (2-tailed) .000 .000 .000  

N 65 65 65 65 

**. Correlation is significant at the 0.01 level (2-tailed). 

Correlations 

 Y1 Y2 Y3 Y4 Y 

Y1 Pearson 

Correlation 

1 .568** .517** .609** .777** 

Sig. (2-tailed)  .000 .000 .000 .000 

N 65 65 65 65 65 

Y2 Pearson 

Correlation 

.568** 1 .739** .700** .860** 

Sig. (2-tailed) .000  .000 .000 .000 

N 65 65 65 65 65 

Y3 Pearson 

Correlation 

.517** .739** 1 .724** .855** 

Sig. (2-tailed) .000 .000  .000 .000 

N 65 65 65 65 65 

Y4 Pearson 

Correlation 

.609** .700** .724** 1 .869** 

Sig. (2-tailed) .000 .000 .000  .000 

N 65 65 65 65 65 
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Y Pearson 

Correlation 

.777** .860** .855** .869** 1 

Sig. (2-tailed) .000 .000 .000 .000  

N 65 65 65 65 65 

**. Correlation is significant at the 0.01 level (2-tailed). 

 

Reliability Test 

Reliability Statistics 

Cronbach's 

Alpha N of Items 

.946 13 

 

SUB-SECTION  

Data analysis, where the collected data is analyzed using multiple linear regression 

analysis with SPSS software. The steps in analyzing data using SPSS statistical 

software are: 

Descriptive Statistics: calculating the mean, frequency distribution, and standard 

deviation for each variable. 

Classical Assumption Test: includes normality test (Kolmogorov-Smirnov), 

multicollinearity test (tolerance and VIF), autocorrelation test (Durbin-Watson), and 

heteroscedasticity test. Before conducting the regression analysis, a classical 

regression assumption test was carried out. The results of the normality test describe 

the residual data as normally distributed (Asymp. Sig. value = 0.063 > 0.05). The 

multicollinearity test explains that there is no multicollinearity problem (tolerance 

value> 0.2 and VIF <5). The autocorrelation test gives the result that there is no 

autocorrelation (Durbin-Watson value = 1.991). 

Normality Test: 

One-Sample Kolmogorov-Smirnov Test  

 

Unstandardi

zed Residual 

N 65 

Normal 

Parametersa,b 

Mean .0000000 

Std. 

Deviation 

1.31279270 

Most Extreme 

Differences 

Absolute .138 

Positive .138 

Negative -.131 

Test Statistic .138 

Asymp. Sig. (2-tailed) .063c 

a. Test distribution is Normal. 

b. Calculated from data. 
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c. Lilliefors Significance Correction. 

 

 
 

Multikolonieritas Test  

 

Coefficientsa 

Model 

Unstandardized 

Coefficients 

Standardiz

ed 

Coefficient

s 

t Sig. 

Collinearity 

Statistics 

B Std. Error Beta 

Toleran

ce VIF 

1 (Constan

t) 

.851 1.172 
 

.726 .470 
  

X1 .796 .110 .586 7.249 .000 .606 1.651 

X2 .484 .105 .372 4.598 .000 .606 1.651 
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a. Dependent Variable: Y 

Heteroskedastisitas Test 

 

 
Autokorelasi Test 

ANOVAa 

Model 

Sum of 

Squares df Mean Square F Sig. 

1 Regression 339.455 2 169.727 95.405 .000b 

Residual 110.299 62 1.779   

Total 449.754 64    

a. Dependent Variable: Y 

b. Predictors: (Constant), X2, X1 

 

Multiple Linear Regression Analysis: Testing the effect of CSQ and WU on 

customer loyalty. The regression model used is:  

Y=β0+β1X1+β2X2+ϵ(1)Y = \beta_0 + \beta_1X_1 + \beta_2X_2 + \epsilon 

\tag{1}Y=β0+β1X1+β2X2+ϵ(1) 

dimana:      Y = Customer loyalty 

X1 = Customer service quality (CSQ) 

X2 = Website usability (WU) 

 β0 = Konstanta 

         β1, β2 = Koefisien regresi 

   ε = Error term 
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Coefficientsa 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

Collinearity 

Statistics 

B Std. Error Beta Tolerance VIF 

1 (Constant) .851 1.172  .726 .470   

X1 .796 .110 .586 7.249 .000 .606 1.651 

X2 .484 .105 .372 4.598 .000 .606 1.651 

a. Dependent Variable: Y 

T Test: Testing the significance of the influence of each independent variable (X1 and 

X2) on the dependent variable (Y). 

t=βiSEβi(2)t = \frac{\beta_i}{SE_{\beta_i}} \tag{2}t=SEβiβi(2) 

 

Coefficientsa 

Model 

Unstandardized 

Coefficients 

Standardize

d 

Coefficients 

t Sig. 

Collinearity 

Statistics 

B Std. Error Beta Tolerance VIF 

1 (Constant

) 

.851 1.172 
 

.726 .470 
  

X1 .796 .110 .586 7.249 .000 .606 1.651 

X2 .484 .105 .372 4.598 .000 .606 1.651 

a. Dependent Variable: Y 

F Test: Testing the significance of the overall regression model. 

F=(SSR/k)(SSE/(n−k−1))(3)F = \frac{(SSR/k)}{(SSE/(n-k-1))} 

\tag{3}F=(SSE/(n−k−1))(SSR/k)(3) 

 

 

 

 

 

 

ANOVAa 

Model 

Sum of 

Squares df Mean Square F Sig. 

1 Regression 339.455 2 169.727 95.405 .000b 

Residual 110.299 62 1.779   

Total 449.754 64    

a. Dependent Variable: Y 

b. Predictors: (Constant), X2, X1 



696 
 

  
 

Analysis of Determination Coefficient (R-squared or R^2): Measures how 

much variability in customer loyalty can be explained by CSQ and WU. 

R2=1−SSESST(4)R^2 = 1 - \frac{SSE}{SST} \tag{4}R2=1−SSTSSE(4) 

Model Summaryb 

Model R R Square 

Adjusted R 

Square 

Std. Error of 

the Estimate 

Durbin-

Watson 

1 .869a .755 .747 1.334 1.991 

a. Predictors: (Constant), X2, X1 

b. Dependent Variable: Y 

The results of the analysis explain that customer service quality (X1) and website 

usability (X2) significantly affect customer loyalty (Y) with a significance level of 

0.000. The R-squared value of 0.755 indicates that 75.5% of the variability in customer 

loyalty can be explained by the two independent variables. The hypotheses of this 

study include: 

H1: Responsiveness dimension of CSQ has a significant positive effect on customer 

loyalty. 

H2: Certainty dimension of CSQ has a significant positive effect on customer loyalty. 

H3: Empathy dimension of CSQ has a significant positive effect on customer loyalty. 

H4: Ease of learning dimension of WU has a significant positive effect on customer 

loyalty. 

H5: Ease of use dimension of WU has a significant positive effect on customer loyalty. 

H6: Ease of navigation dimension of WU has a significant positive effect on customer 

loyalty. 

 

RESULTS AND DISCUSSION  

Results 

The results of descriptive analysis illustrate that the majority of PT Gieb Indonesia 

Denpasar customers are female (53.8%), single (92.3%), aged 18-25 years (90.8%), 

high school educated (72.3%), and students (58.5%). 

Other descriptive analysis results also illustrate that the average (mean) of the 

customer service quality (CSQ) variable is 12.58 with a standard deviation of 1,952. 

The indicators measured consist of: responsiveness (mean = 4.28, SD = 0.673), 

empathy (mean = 4.14, SD = 0.827), and assurance (mean = 4.17, SD = 0.698). 

Website usability (WU) has a mean of 12.40 with a standard deviation of 2,037. The 

indicators measured consist of: ease of use (mean = 4.14, SD = 0.747), ease of learning 

(mean = 4.11, SD = 0.687), and ease of navigation (mean = 4.15, SD = 0.870). 

Customer loyalty (Y) has a mean of 16.86 with a standard deviation of 2.651. The 

indicators measured consist of: desire to subscribe (mean = 4.22, SD = 0.780), desire 

to repurchase (mean = 4.23, SD = 0.766), desire to recommend (mean = 4.22, SD = 

0.739), and desire to remain a customer (mean = 4.26, SD = 0.735). Overall, customers 

have a positive perception of customer service quality (mean CSQ score = 12.58, SD 
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1.952) and website usability (mean WU score = 12.40, SD= 2.037), as well as a high 

level of loyalty (mean Y score = 16.86, SDS = 2.651). 

The results of the validity and reliability tests illustrate that all variable indicators are 

valid, significant correlation at the level of 0.01 (has high validity). The reliability of 

the instrument is measured by the Cronbach's coefficient which has a value of 0.946, 

illustrating that this research instrument has a very high level of reliability. 

Normality test results: 

The results of the Kolmogorov-Smirnov test illustrate that the residual data is 

normally distributed (Asymp. Sig = 0.063 > 0.05). 

The results of the Multicollinearity test show that the tolerance value for variables X1 

and X2 are each 0.606 with a VIF value of 1.651, meaning that there is no 

multicollinearity problem. 

The results of the Autocorrelation test describe the Durbin-Watson value of 1.991, 

which means that there is no autocorrelation problem in the data. 

The results of the multiple linear regression analysis show that customer service 

quality (CSQ/X1) and website usability (WU/X2) significantly affect customer loyalty 

(Y) with a significance level of 0.000. The resulting regression model is: 

Y = 0.851 + 0.796X1 + 0.484X2 

Regression Coefficient:    

X1 (CSQ): 0.796 (sig = 0.000) 

X2 (WU): 0.484 (sig = 0.000) 

The regression coefficient for X1 (0.796) indicates that every one-unit increase in CSQ 

will increase customer loyalty by 0.796 units, assuming other variables remain 

constant. The regression coefficient for X2 (0.484) indicates that every one-unit 

increase in WU will increase customer loyalty by 0.484 units, assuming other variables 

remain constant. 

The t-test results explain that both independent variables, CSQ (t = 7.249, p < 0.01) 

and WU (t = 4.598, p < 0.01), significantly affect customer loyalty. 

The F-test results illustrate that the overall regression model is significant (F = 95.405, 

p < 0.01). 

The coefficient of determination (R-squared) of 0.755 explains that 75.5% of the 

variance in customer loyalty can be shown by CSQ and WU. The Adjusted R Square 

value of 0.747 confirms that the regression model has a good level of goodness of fit. 

Discussion 

The results of the study explain that customer service quality and website usability 

have a significant influence on customer loyalty. These results support the theory of 

service quality presented by Parasuraman et al. (1988). The findings of Parasuraman, 

Zeithaml, and Berry (1988) explain that good service quality will be able to increase 

customer satisfaction and loyalty. This study supports the role of CSQ dimensions, 

especially responsiveness, assurance, and empathy, as important factors in forming or 

building customer satisfaction and loyalty. These results are also in accordance with 
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the research of Zeithaml et al. (1996) and Park & Kim (2003) which explain the 

positive relationship between service quality and customer loyalty. 

In addition, the usability theory by Nielsen (1993) which focuses on the importance of 

ease of learning, ease of use, and ease of navigation in creating a positive user 

experience, has also proven relevant in the context of this study. This study has 

expanded and confirmed the findings of previous studies. Zeithaml et al. (1996) 

explained that high service quality contributes to customer loyalty, which is also 

supported by this study with the finding that the existence of CSQ has a significant 

effect on customer loyalty at PT Gieb Indonesia Denpasar. 

These results are consistent with research conducted by Palmer (2002), Cyr et al. 

(2006), Liu et al. (2019), and Huang and Benyoucef (2015) which explains that website 

usability is an important determinant of customer loyalty in e-commerce. Website 

usability has also been shown to be significant in influencing customer loyalty. Palmer 

(2002) and Cyr et al. (2006) explained that a website that is easy to use will be able to 

increase customer satisfaction and loyalty. The existence of dimensions of ease of 

learning, ease of use, and ease of navigation at PT Gieb Indonesia Denpasar illustrates 

that a positive user experience on the website is the key to maintaining or retaining 

customers. 

The strong influence of CSQ and WU on customer loyalty explains that PT Gieb 

Indonesia Denpasar customers value responsive, empathetic, and reliable services, as 

well as an easy-to-use website experience. Customer service responsiveness ensures 

that customer needs and issues are addressed promptly and appropriately, while 

assurance provides confidence and a sense of security in the service provided. 

Empathy describes a deep understanding and attention to customer needs, which can 

build a strong emotional connection between the customer and the company. 

Ease of learning, ease of use, and website navigation ensure that customers can easily 

obtain information and complete transactions without any obstacles, increasing their 

satisfaction and convenience. This is important in the context of e-commerce where 

poor user experiences can result in customers switching to other, more user-friendly 

platforms. 

The results of the study explain that customer service quality (CSQ) and website 

usability (WU) have a significant influence on customer loyalty at PT Gieb Indonesia 

Denpasar. The majority of respondents were young and single women, indicating that 

this demographic group has a strong preference for high service quality and good user 

experience. PT Gieb Indonesia Denpasar needs to adjust its marketing strategy to meet 

the preferences and needs of this demographic. The high average score for customer 

loyalty illustrates that respondents are generally satisfied with the service they receive. 

. This is also in accordance with research by Shankar & Jebarajakirthy (2019) which 

focuses on the importance of understanding the influence of demographic factors on 

customer loyalty. 

However, this study also explains that empathy in service and ease of navigation need 

to be improved. This illustrates that PT Gieb Indonesia Denpasar needs to focus more 
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on customer needs and feelings, and create a website that is easy to navigate and more 

intuitive. These results show inconsistencies with several previous studies that explain 

the influence of empathy and ease of navigation on customer loyalty is not always 

significant. 

This study has succeeded in filling some gaps in the literature by exploring the 

interaction between CSQ and WU in the context of Indonesian e-commerce. However, 

there are still areas that require further research, such as the influence of more specific 

demographic factors on customer loyalty. Future research is expected to explore how 

customer preferences may differ based on gender, age, education, and occupation, and 

how elements of CSQ and WU can be maximized for various customer segments. 

This study also still has several limitations. First, the relatively small research sample 

(65 respondents) may limit the generalization of the findings. Second, this study only 

focuses on one e-commerce platform in Indonesia, so the findings may not be 

generalizable to other e-commerce platforms. Third, this study did not consider other 

factors that may affect customer loyalty, such as product quality, price, and promotion. 

Future research is expected to overcome these limitations by using a more 

representative and larger sample, and by considering other factors that may affect 

customer loyalty. Future research can also use a qualitative approach or method to 

generate a deeper understanding of how customers view service quality and website 

usability. Overall, this study provides valuable insights for PT Gieb Indonesia 

Denpasar and other e-commerce platforms in Indonesia. Prioritizing comprehensive 

customer service training, especially in terms of empathy, and investing in intuitive 

website design with good navigation, e-commerce platforms will be able to help 

increase customer loyalty and achieve sustainable growth in the competitive digital 

market.  
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ABSTRACT 

This study aims to test the ability of MSME digitalization and financial literacy to 
improve the welfare of Indonesian coastal women. Technological advances require us 
sellers and MSME managers to be technologically literate. Thus, like it or not, we have 

to be involved in digitalization, and we have to be wise in financial management. 
Financial literacy must also be improved so as not to be trapped by the rise of online 

loans. This research method is quantitative with a case study method. Data analysis 
uses a structural equation model based on partial least squares. The results of this 

research show that the digitalization of MSMEs can improve the welfare of Indonesian 
Coastal Women. Financial literacy was also found to be able to improve the welfare of 
Indonesian coastal women. The findings of this research are that a good understanding 

of financial literacy and digital literacy from owners or managers of Indonesian Coastal 
Women's MSMEs will enable them to make appropriate financial decisions, and 

financial management, and management and be able to increase results and improve 
welfare. 

Keywords: Digitalization; Financial Literacy; Coastal Women's Welfare  
 
INTRODUCTION 

Rapid technological advances have created various innovations in the financial sector, 
including digital financial services such as branchless banking. These innovations 

provide several benefits and risks (Purba & Pradhanawati, 2021). However, they have 
also played a role in expanding financial inclusion by reaching segments of the 

population previously inaccessible through conventional financial services. The 
transformation of information technology in the financial sector (Carera et al., 2022) 
has provided significant benefits for the economic development of society, especially 

for micro, small and medium enterprises (MSMEs), so that they can become more 
productive. This usefulness can also strengthen aspects of digital marketing, financial 

technology and payment transaction innovation in the context of the digital economy 
(Hendarsyah, 2016). 

Women play a big role in the Indonesian economy, especially in the Micro, Small and 
Medium Enterprises (MSME) sector. Of the total MSMEs in Indonesia in 2021, 64.5% 
(around 37 million units) are driven by women. The MSME sector contributes 60.5% 

of the national GDP, absorbs 96.9% of the workforce, and collects around 60% of 
Indonesia's total investment. Women as MSME actors still face various obstacles in 
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running their businesses. Financing gaps, lack of access to financial services, and 
limited business collateral are a series of problems that many women experiences. 

Moreover, coastal women are still closely related to extreme poverty levels to this day. 
Amid various crises and disaster risks, women's MSMEs are more vulnerable than 

MSMEs run by men. 
One of the reasons for this vulnerability is that more women are involved in micro 

businesses (61% in 2021). Fewer women in MSMEs access financial services and 
banking facilities than men. Several other obstacles that make female MSMEs more 
vulnerable are low literacy and motivation to do business. Running a business is often 

just a side activity because women are generally trapped in domestic affairs. "Apart 
from gender barriers, not many women MSMEs have serious motivation to develop 

their businesses into big ones,". 
It is hoped that the digitalization of MSME products and financial literacy will be able 

to overcome financial problems for women. There is also a need for women's 
involvement with various programs such as: transferring or developing gender-neutral 
financial products, implementing segmentation from the start of designing financial 

products and emphasizing the development of financial products that are targeted at 
women. Apart from that, the digitalization aspect of financial services is also important 

to support gender-responsive formal finance. Digitalization provides both benefits and 
challenges for the development of MSMEs. In this case, there needs to be an increase 

in the capacity and capability of women MSMEs in digital literacy. Digitalization is a 
crucial solution in increasing financial access including women, young people and 
Micro, Small and Medium Enterprises (MSMEs). Digital transformation plays an 

important role in realizing inclusive growth and accelerating economic recovery. A 
relevant step in efforts to increase women's abilities is economic empowerment. 

Women must be encouraged to become micro-entrepreneurs who can manage 
finances well. Involving and providing support and training so that they can start and 

manage businesses better with financial literacy and financial digitalization to improve 
their welfare. 
Ideally, financial literacy, namely financial skills and knowledge, aims to manage the 

financial resources you have to achieve financial prosperity. in the long term (OJK, 
2021). Financial literacy is an understanding of financial risks, ability, motivation and 

application of understanding to make decisions and participate in adapting to 
economic conditions (OECD, 2020). Financial literacy is very important because it is 

always related to financial aspects (Candiya Bongomin et al., 2017) and a person's 
economy, both personal and social income (Damayanti et al., 2020). In the long term, 
increasing financial literacy is expected to contribute to the stability of the financial 

system (DEFINIT–SEADI–OJK, 2013). 
One of the economic boosting sectors that is closely related to financial literacy is 

MSMEs (Eniola & Entebang, 2017). MSME players need to learn financial literacy to 
improve their financial behaviour skills, which will have a positive impact on business 

sustainability and increase the welfare of players. MSMEs also need to be empowered 
to be more powerful and competitive. This includes increasing capacity, productivity 
and financial management through education supported by innovation and 

digitalization of business processes. One of the crucial sectors in improving a country's 
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economy is the existence of MSMEs, especially in developing countries. The 
contribution of MSMEs to a country is related to gross domestic income (GDP) and is 

an effort to reduce poverty (Oyeniyi, 2022). Data shown by the Central Statistics 
Agency (BPS 2020), the number of small and medium enterprises (MSMEs) operating 

in Indonesia currently reaches 64 million, which is 99.9% of all businesses operating 
in the country. With figures of this size, MSMEs have become an important sector that 

needs special attention to increase their competitive ability and is also a solution to 
eradicating poverty by creating new jobs, being able to innovate by looking for new 
opportunities, and being able to sell across regions (Prisca, 2016). However, sufficient 

human resources do not meet this condition. Many MSME owners, especially women, 
are only able to generate profits in the short term and do not understand the 

appropriate financial principles (Purwidianti et al., 2022). 
In general, internally, MSMEs are still felt to be lacking in managing finances 

effectively (Prisca, 2016). For this reason, it is important to provide an understanding 
of financial literacy and the active use of financial inclusion in running the business of 
MSMEs. The important goal is that MSME players can plan their business in the long 

term, and build the MSMEs they manage so that they can develop further. Apart from 
that, MSME players can also take advantage of capital loans from investors, if they can 

understand financial literacy and financial inclusion well (Ripain et al., 2017). How to 
manage finances, financial responsibility and how to find finances are financial 

behaviours. Furthermore, a person has the responsibility to use, make a budget, 
choose what to buy based on their needs and allocate the money they have for investing 
and saving, and not forgetting the obligations that must be paid (ANISA et al., 2021). 

Financial behaviour is very dependent on financial knowledge because it is related to 
the financial decisions that will be carried out and taken (Okello Candiya Bongomin et 

al., 2017). Financial behaviour refers to the handling, management, and utilization of 
available financial resources. People who practice responsible money management 

often make good use of the money they have by managing finances including activities 
such as making a budget, saving money, limiting expenses, making investments, and 
fulfilling financial commitments on time (Ari Susanti, 2017). 

Financial behaviour refers to an individual's attitudes and actions in handling, 
managing and operating all their financial resources. People with responsible financial 

behaviour often use the money they have effectively, in terms of budgeting, saving, 
managing investments, being wise about expenses, and paying obligations according 

to the specified time (Mukti Aji et al., 2020). To make financial decisions that align 
with organizational goals and individual incentives, the management of behavioural 
finance can also be considered a process. Successful fund management, where cash 

flows must be directed based on planning, is related to financial management 
behaviour. Indicators of this variable include financial planning and budgeting 

organizations, financial planning techniques, savings and investment activities, 
insurance and pension activities, credit/debt and collection activities, as well as 

supervision and review of financial management (Fitri Arianti, n.d, 2022). From 
another point of view, financial attitudes are a person's position in a population group 
depending on the type of economic activity, education and income (Novianti, 2021).  
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Digital financial literacy allows business people to access various financial services 
easily and quickly. They can carry out banking transactions, online payments, fund 

transfers and other financial management via digital platforms. This helps optimize 
operational efficiency and speed up business processes. The lack of better financial 

management creates problems in efforts to increase the welfare and success of 
MSMEs. With digital financial literacy, business people can understand and manage 

their finances better. They can track income, expenses and cash flow in real time 
through financial apps or software. This allows them to make smarter and strategic 
decisions in managing their business finances. The lack of increased efficiency and 

productivity is also a problem in efforts to improve the welfare of women as owners 
and managers of MSMEs. With digital financial literacy, business actors can utilize 

digital technology and tools to automate business processes, increase operational 
efficiency and reduce costs. They can use applications or software for inventory 

management, billing, or transaction processing, which saves time and labour. 
Referring to the results of previous research by Octaviani and Rita (2021), the 
digitalization of MSMEs (using digital marketing) was proven to have a positive effect 

on MSME performance. This increased performance is an indicator of the 
sustainability of MSMEs. The research was carried out by surveying culinary MSMEs 

in Solo-Central Java. Researchers found that digital marketing significantly positively 
influences the financial performance of MSMEs. Wijoyo and Widiyanti (2020) stated 

that the digitalization development strategy for MSMEs as a factor that supports the 
development of MSMEs in Indonesia is an alternative solution for MSME players in 
their business processes. 

The process of digitizing MSMEs is the shift from conventional sales to online sales in 
certain marketplaces. This is a strategy for MSME players so that they can always 

survive and continue to strengthen the Indonesian economy as it is today. 
Digitalization of MSMEs is a necessity and is also a solution for MSME players to 

expand their marketing reach. The results of research from Purwana, Rahmi, and 
Aditya (2017) explained further that digital and internet capabilities are a must for 
MSME actors if they want to be sustainable and survive among other MSME actors. 

The same results were also stated by Rahayu and Musdholifah (2017), and Hilmawati 
& Kusumaningtias (2021), empirically finding that the sustainability of MSMEs is 

influenced by financial literacy. Different results were expressed by Eresia and Raath 
(2013), in their findings stating that financial literacy did not influence the growth of 

MSMEs. The level of financial knowledge of SME owners can show growth and 
increase in expected results. Primary data was collected cross-sectionally, from a 
sample of small businesses taken from local trading businesses in Gauteng Province, 

South Africa. Empirical results prove that many small businesses show signs of growth 
in their businesses. Signs of growth can be seen from a financial and structural 

perspective. From a structural perspective, more SMEs are more stagnant. Also, this 
study cannot provide statistically significant evidence of the influence between the 

owner's financial literacy and business growth. 
This research will examine how the digitalization of MSMEs and financial literacy can 
improve the welfare of Indonesian coastal women. This research seeks to answer the 

role of digitization and financial literacy in efforts to improve the welfare of Indonesian 
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coastal women. So specifically this research aims to analyze and statistically prove the 
influence of MSME digitalization and financial literacy on the welfare of Indonesian 

Coastal Women's MSMEs. Based on this description, this research is feasible because 
of (1) The importance of digitalization of MSMEs and financial literacy in improving 

the welfare of MSMEs in Indonesia, (2) There are still inconsistencies in research 
results related to financial literacy on the sustainability and welfare of MSMEs. The 

reason for choosing Indonesia, especially East Lombok Regency, is because there are 
many MSMEs in East Lombok Regency which support one of the economies of East 
Lombok Regency, which consists of various MSME business sectors, namely, a) 

Processing Industry, b) Trade, Restaurants and Hospitality c) Agriculture, Livestock, 
Forestry and Fisheries. d) Other Services. The indicators for measuring MSME 

financial literacy in this research refer to the collaborative project Support for 
Economic Analysis Development in Indonesia (SEADI), carried out by Definit, the 

Financial Services Authority (OJK) and USAID (2013) (OJK, DEFINIT and SEADI, 
2013). The findings in the project are called the Indonesian Basic Financial Literacy 
Index. Several statements were modified according to the MSME unit used in this 

research. 
 

LITERATURE REVIEW 
Understanding Financial Literacy 

Financial literacy in the Financial Services Authority (OJK) Regulations is defined as 
knowledge, skills and beliefs that influence attitudes and behaviour to improve the 
quality of decision-making and leadership and achieve prosperity. Financial literacy is 

related to a person's ability to manage empower and plan financial processes and goals 
(Adi et al., 2021). 

Financial literacy is an individual's knowledge, skills and level of understanding 
regarding how they manage their finances so they can make the right decisions 

according to their needs and the economic conditions they face. 
Financial Literacy Indicators 
In measuring financial literacy, several indicators are used, namely (Yanti et al., 2022):  

1) Financial Knowledge (Financial Knowledge) 
2) Financial Behavior (Financial Behavior) 

3) Financial Attitude (Financial Attitude) 
Digitalization of MSMEs 

Digitalization of MSMEs is the practice or use of market intelligence results for 
product development which can have an impact on the growth of MSMEs in the 
technology sector (Wijoyo, 2020). Digitalization is an important need for Micro, Small 

and Medium Enterprises (MSMEs) so they can survive in increasingly fierce 
competition. Implementing digital transformation can increase operational efficiency, 

and revenue, and change organizational culture to be more adaptive to change. 
However, the MSME digitalization process also has complexities, challenges and risks 

that need to be carefully considered. Failure in digital transformation can have a 
detrimental impact on MSMEs because it requires significant investment in resources 
and competencies. 
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The following are several digitalization strategies that can help MSMEs face this 
disruptive era: 

1. Keep Up With Technological Developments: MSMEs need to keep their businesses 
updated with the latest technology. 

2. Content Optimization through SEO: Ensure that MSME content is optimized 
through Search Engine Optimization (SEO) practices. 

3. Leverage Social Media: Use social media platforms to expand reach and promote 
products or services. 

4. Data Analysis: Leverage analytical tools to understand customer behaviour and 

make data-driven decisions. 
5. Financial Technology: Applying financial technology such as e-payment and 

fintech. 
6. Digitalization of Human Resources (HR): Using technology to manage human 

resources and employee training. 
7. Quality Digital Infrastructure: Ensure reliable and fast digital infrastructure. 
8. Digital Literacy: Train employees on e-commerce and digital literacy. 

9. Internet Network: Expand internet access. 
10. Social Issue Awareness: Increase awareness of social issues. 

11. Environmentally Friendly Technology: Optimizing technology that supports 
environmentally friendly practices. 

12. External Collaboration: Collaborate with external parties and utilize government 
support. 

13. Continuous Education: Learn continuously to keep up with trends and changes. 

Advances in digital technology, such as wireless smartphones, the internet, web 
applications, mobile applications, and social media, have driven the development of 

inclusive digital businesses. The presence of digital technology provides easier access 
for developing corporations and also for MSMEs to improve business performance and 

build business resilience. Digital technology provides valuable opportunities for 
MSMEs to increase their competitive advantage in today's highly competitive industry. 
It is important for MSMEs because this sector is recognized as an economic sector that 

is essential for the stability and competitiveness of a country's economy (Pimoljinda & 
Siriprasertchok, 2018). Despite this, MSMEs still face major challenges, such as 

limited access to finance, lack of management skills, limited access to the latest 
technology, and unfavourable relationships with large companies. Apart from that, the 

penetration of digital technology has also encouraged the emergence of a new business 
model known as the sharing economy. This business model allows resource allocation 
in various sectors, such as tourism, hospitality, financial services, and transportation, 

through online platforms (Puschmann & Alt, 2016). 
Well-being 

Well-being is a condition where a person or group feels happy, healthy and has 
sufficiency in various aspects of life. Well-being can involve factors such as physical 

health, finances, social relationships, and overall life satisfaction. For Micro, Small and 
Medium Enterprises (MSMEs), welfare can be measured from various points of view, 
including business success, the welfare of the business owner, and the positive impact 

on the surrounding community. 
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In the context of women's MSMEs, welfare also includes the following aspects: 
1. Economic: The welfare of women's MSMEs is related to financial stability, 

adequate income, and the ability to meet basic needs and develop businesses. 
2. Health: The physical and mental well-being of female MSME owners is very 

important. Good health allows them to contribute optimally in business and daily 
life. 

3. Education and Training: Access to education and training helps women MSMEs 
improve their skills and knowledge, which in turn impacts their well-being. 

4. Social Networks and Support: Well-being is also related to social support, 

including business networks, mentors and communities that understand the 
challenges faced by women MSMEs. 

5. Work-Life Balance: Well-being also includes balance between work and personal 
life. Women MSMEs need to have time for family and recreation. 

 
METHODOLOGY 
This research uses a quantitative descriptive approach, the data is in the form of 

numbers that can be measured and analyzed statistically. The type of data used is 
primary data obtained through a questionnaire. Surveys and observations were carried 

out among Indonesian Coastal Women MSMEs specifically in East Lombok. The initial 
step that researchers took was to obtain data on Coastal MSMEs to determine the 

sustainability of MSMEs from the aspect of digitalization of MSMEs and Financial 
Literacy. The population is Micro, Small and Medium Enterprises registered with the 
Department in their field. Determining the sample using purposive sampling, namely 

taking samples based on predetermined criteria or considerations. Some of the criteria 
determined in determining the sample are: 

1. MSMEs are registered and actively producing. 
2. Minimum business time is 12 months 

3. Have a minimum of 1 to 99 employees. 
4. Have a Business License 
To determine the number of samples using the Slovin formula, with a margin of error 

(accuracy allowance limit (e) of 0.1. The total population of MSMEs in East Lombok 
Regency that meets the purposive sampling requirements is n = 117,718 or 118 

respondents. The design of this research is a survey using interview techniques and 
questionnaires. The survey design was carried out to gather information from 

respondents. Data collection methods included direct observation, literature review, 
questionnaires and direct interviews with MSME actors. Questionnaires were 
distributed directly to MSME actors with answers strongly disagree (STS); 2 disagree 

(TS); 3 neutral (N); 4 Agree (S); and 5 Strongly Agree (SS). 
The choice of the Partial Least Square (PLS) method was based on the consideration 

that in this research there were 3 latent variables formed with reflexive indicators and 
variables measured using a reflexive second-order factor approach. The reflexive 

model assumes that the construct or variable 
latent influences indicators, where the direction of the causal relationship is from 
construct to indicator or manifest (Ghozali, 2012) so confirmation of the relationship 

between latent variables is needed. This research uses online and offline survey 
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methods by distributing questionnaire links and also visiting MSMEs directly on the 
Lombok Coast. Then, the questionnaire is filled in independently by the respondent. 

The total number of respondents was 118 female MSME actors, who live in Lombok. 
The instrument used was adapted from (Bongomin et al., 2016). Each question from 

the questionnaire was measured using a Likert scale of 1-5, 5 meaning strongly agree 
and 1 meaning strongly disagree, and then tested using a partial least squares equation 

model (SEM-PLS). 
In this research, the method used is a case study method which is suitable for the 
objectives and subject of this research as well as a procedure for looking at problems 

and looking for answers from existing problem formulations. 
 

 
RESULTS AND DISCUSSION 

Test result 
The structural model in PLS is evaluated by using R² for the dependent variable and 
the path coefficient value for the independent variable, then assessed as significant 

based on the t statistic value for each path. The structural model of this research can 
be seen in the following picture: 

Figure 1. Inner Model 

 
Source: Data processing results 
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Path Coefficient Test 
Evaluation of the Path Coefficient is used to show how strong the effect or influence of 

the independent variable is on the dependent variable. Meanwhile, Coefficient 
Determination (R-squared) is used to measure how much a variable is influenced by 

other variables. Chin stated that R² of 0.67 and above for endogenous latent variables 
in the structural model indicates that the influence of exogenous variables (which 

influence) on endogenous variables (which are influenced) is included in the good 
category. Meanwhile, if the result is 0.33 – 0.67 then it is included in the moderate 
category, and if the result is 0.19 – 0.33 then it is included in the weak category 

(Ghozali, 2014). 
Table 1. Path Coefficients 

 
 Original 

Sample 
Estimate 

Mean of 

Sub 
samples 

Standard 

Deviation 

T-

Statistic 

Digitalization of MSMEs -> 

Well-being 

0,674 0,676 0,079 8,52 

Financial Literacy -> Well-

being 

0,235 0,238 0,079 2,971 

Source: Data processing results 

Based on the results of the data that can be seen in Table 1 above, it can be seen that 
the path coefficient value of digitalization of MSMEs on women's welfare is 8.52. 
Meanwhile, the path coefficient value for financial literacy on women's welfare is 

2.971. These results show that all the variables in this model have positive path 
coefficient values. When the path coefficient value is greater for one independent 

variable on the dependent variable, the stronger the influence between the variables 
on the dependent variable. So it can be concluded that the value of the MSME 

digitalization variable influences the women's welfare variable. The Financial Literacy 
Variable influences the Women's Welfare Variable. 
Model Goodness Test (Goodness of Fit) 

Based on data processing that researchers have carried out using the smartPLS 4.0 
application, the following R-Square value data is obtained: 

Table 2. R-Square Value 
Variable R-Square Value 

Well-being 0,800 
    Source: Data processing results 
Based on the data displayed in Table 2 above, we can see that the R-Square value for 

the women's welfare variable is 0.800. Obtaining this value explains that a large 
percentage of coastal women's welfare can be explained by the digitalization of MSMEs 

and financial literacy of 80%. The goodness of fit assessment can be determined from 
the Q-Square value. The Q Square value has the same meaning as the coefficient of 

determination (R-Square) in regression analysis, where the higher the Q-Squaer, the 
better or better the model can be said to fit the data. The results of calculating the Q-
Square value can be calculated as follows: 

Q - Square  = 1 – (1-R²1) x (1 - R²2) 
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= 1 – (1 – 0.800) 
= 1 – 0.200 

= 0.800 
Based on the results of the calculations carried out above, it is obtained that the Q-

Square value is 0.800. This shows that the diversity of research data explained by this 
research model is 80%. Meanwhile, the remaining 20% is explained by other factors 

outside of this research. These results state that this research model has a fairly good 
goodness of fit. 
Hypothesis test 

Hypothesis testing in this research was carried out by looking at the results of the T-
statistic values and P-value values. The research hypothesis can be declared accepted 

if the results of the P-Values < 0.05, the following are the results of hypothesis testing 
obtained in this research through the inner model which can be seen in the following 

table: 
Table 3 T-Statistics and P-Values 

Hypothesis Influence T - Statistic P - Values Results 

H1 Digitalization of MSMEs → 
Well-being 

8,52 0,000 Diterima 

H2 Financial Literacy → Well-being 2,971 0,003 Diterima 

Source: processed data 

Based on the data from Table 3 above, it can be seen that of the two hypotheses 
proposed in this research, all of them can be accepted because each influences as 
shown by the P-Values < 0.05. So it can be stated that the independent variable, 

namely digital digitalization, has a significant influence on the dependent variable, 
Indonesian Coastal Women's Welfare. And the independent variable, namely financial 

literacy, has a significant influence on the dependent variable, the Welfare of 
Indonesian Coastal Women. The t-statistic value for the first hypothesis, namely the 

digitalization of MSMEs on the welfare of Indonesian women, is 8.520 and the t-
statistic value for the second hypothesis, namely financial literacy on the welfare of 
Indonesian women, is 2.971. These results show that both hypotheses can be accepted 

because they have a t-statistic value for each hypothesis > 1.96 (t-table). 
 

Discussion 
The Influence of MSME Digitalization on the Welfare of Indonesian Women  

Based on the results of the hypothesis test that has been carried out, it shows that the 
P-values which form the influence of MSME digitalization on the welfare of Indonesian 
women are 0.003 and the T-statistic value is positive (2.971). These results show that 

the digitalization variable of MSMEs has a positive influence on the welfare of 
Indonesian Coastal Women. This means that if the level of digitalization of MSMEs is 

good, the owners/performers or managers of Coastal Women MSMEs are higher, their 
welfare will also increase and they can achieve MSME targets and will continue to 

improve their performance. Digital marketing is an activity to introduce products or 
services using digital media tools (Rohmah, 2019). With the digitalization of MSMEs, 
Coastal Women MSMEs feel that they have found a very helpful way to market and 

offer their products and businesses through digital media. Digitization of MSMEs 
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through digital marketing has been implemented by most business people to promote 
their business. The results show that the majority of MSME players have carried out 

sales promotions through digital media, promotions are carried out as often as 
possible, and sales promotions are made very attractive so that buyers are interested 

in buying. 
The results show that the majority of MSME players are aware that communication 

with buyers can be done via digital media. This is because the communication that 
exists with buyers helps in sales. The existence of digital communication interactions 
with buyers is used by sellers to explain in detail the products being marketed. These 

findings strengthen the Technology Acceptance Model (TAM) theory that if seen from 
the perception of usefulness and perception of use, the existence of technology 

(digitalization of MSMEs) can provide quite good benefits to each individual, as well 
as the existence of digitalization technology for MSMEs which can provide 

understanding to individuals so that digitalization of MSMEs can improve the welfare 
of MSME owners which will have an impact on the sustainability of MSMEs on the 
Indonesian Coast. This perception of use is considered to be able to give someone 

confidence that with the existence of technology through digitalization of MSMEs 
which can create a marketing system for the product sales and product promotion 

process, it can convince MSME players that sales and promotional activities through 
digitization of MSMEs is easy to do. With the digitalization of MSMEs, the 

conventional sales process has shifted to a sales process pattern carried out online 
through the marketplace. This is an excellent solution for MSMEs to survive in their 
efforts to support the Indonesian economy in the current digital era. 

Implementing MSME digitalization is a necessity for business actors, especially coastal 
women, who are very large in number in Indonesia and on the island of East Lombok 

in particular. One of the best ways to advertise a product or business is through digital 
media, namely digital marketing. This is very helpful in increasing product sales to 

consumers who are actively looking for goods and services so that they are more 
effective and efficient. It is known that the majority of MSMEs in coastal areas have 
not optimally used digital marketing in their promotional processes. The results of this 

research agree with previous research by (Christoper and Kristen, 2020), which stated 
that e-commerce, in this case, digital media, has a positive impact on the sustainability 

of MSMEs. This is proven by the fact that trade carried out via the Internet has a very 
important role in business continuity, digital marketing makes it increasingly easy for 

business actors to carry out transactions. The results of this research strengthen the 
results of previous research conducted by Octaviani and Rita (2021) that by 
digitalizing MSMEs they found a more useful, effective and efficient way to offer and 

market products or services through social media and websites. By utilizing digital 
media, they find it easier to carry out the marketing process. 

The Influence of Financial Literacy on the Welfare of Coastal Women  
The results of hypothesis testing have shown that the P-value that forms the influence 

of financial literacy on the welfare of Coastal Women is 0.000 and the T-statistic value 
is positive (8.520). These results show that the financial literacy variable has a positive 
influence on the welfare of coastal women (entrepreneurs). Financial literacy is unity, 

competence and knowledge in making decisions related to finance, therefore 
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individuals can achieve economic prosperity. The results of this research show that 
some business actors have knowledge and already have a separate account in the name 

of the business, can identify the type of business, can meet the minimum deposit of 
funds when the account is opened, understand savings guarantees, understand the 

potential for savings results, either one year or multi-year. , understand the calculation 
of annual credit interest, understand and have knowledge about inflation and its effect 

on the value of money, understand the time value of money, and understand inflation 
and its effect on business growth. Having financial knowledge and skills can support 
the sustainability and prosperity of MSMEs, the products produced by financial 

institutions will make it easier for business actors when develop capital, guaranteeing 
financial security when running a business. The success or failure that occurs in small 

businesses is greatly influenced by the skills and abilities of business actors and in an 
entrepreneurial process voters must have three basic categories of capital needed to 

contribute to a successful business, namely human capital, capital, social capital and 
capital. finances, so every actor or owner of MSMEs needs to pay attention to 
digitalization and the knowledge possessed by human resources owned by those who 

manage MSME finances. The results of this research are in line with research 
conducted by (Ruli et al., 2021), (Arifqi & Junaedi, 2021; Ruli et al., 2021), (Arifqi & 

Junaedi, 2021), (Ayu et al., 2020), (Rumini & Martadiani, 2020), (Ye & Kulathunga, 
2019), (Rahayu & Musdholifah, 2017) (Aribawa, 2016), and research conducted by 

(Natan & Mahastanti, 2022) which suggests that financial literacy influences business 
sustainability. Adomoko et al, (2016), stated that if MSMEs have good literacy skills, 
then they will be able to make good financial decisions, and can improve their ability 

to do business. Financial literacy itself helps small businesses to gain knowledge and 
skills. and the ability to develop financial strategies to make decisions and financial 

service choices that suit the business. Financial literacy also helps business voters 
acquire financial knowledge and skills that must be possessed and needed for them to 

make business plans, through financial plans and strategic investment decisions in the 
future so that the business they run is sustainable and consistent.  
CONCLUSIONS 

The findings of this research further strengthen previous empirical research that the 
digitalization of MSMEs and financial literacy affects welfare. Increasing the 

digitalization of MSMEs will be able to improve the welfare of those involved. 
Likewise, increasing financial literacy can improve the welfare of Indonesian Coastal 

Women in MSMEs. Many MSME players have used digital marketing to help with the 
marketing and promotion process of their MSME products. The players feel that 
digital marketing makes it easier for them to carry out transactions so that business 

continuity is more guaranteed. Business actors who have good financial literacy skills 
tend to be able to make good financial and business decisions, this will lead to 

development for the future, increasing the business's ability to survive amidst current 
conditions so that the business can maintain continuity and sustainability. long-term 

and able to improve the welfare of business actors. 
The results of this research contribute to business actors developing the sustainability 
of their businesses and improving their welfare by considering aspects of the 

digitalization of MSMEs and the financial literacy of MSME actors. Increasingly 
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advanced information technology in MSME business activities forces business actors 
to further increase their literacy from the digital side. The theoretical implication given 

is that these findings contribute to knowledge in the field of small business financial 
management in terms of technology for marketing activities or financial funding. The 

distribution of questionnaires, some of which were done door to door, was a limitation 
for researchers, therefore not all MSME actors could be interviewed in detail because 

they did not meet and were not willing to be interviewed. It is hoped that future 
researchers will be able to include more samples and explore other variables to find 
out the factors that influence the welfare of MSMEs. 
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ABSTRACT 
This research aims to evaluate how VCs evaluate the growth of a start-up to provide it 
with funding. A start-up's growth might come from internal support, external support, 

or acquisition actions. This research collected data from 64 start-up company 
managers in Indonesia who generated funding from venture capital firms. The 

research method used in this research is PLS-SEM. We found that growth originating 
from internal and external support positively affected the funding generated. 

However, there is insufficient evidence to make the same conclusion for growth 
stemming from acquisition actions. 
 

Keywords: Start-up growth, venture capital financing, acquisition, internal support, 
external support. 

 
INTRODUCTION 

VCFs are willing to fund start-up companies with a high risk of obtaining high cash 
flow in the future, resulting from start-up's excessive growth. Experienced by 
Microsoft, Amazon, Alibaba, and other big start-up companies, these companies' 

success stories have inspired the founding of millions of start-ups around the world, 
most of them even founded only with ideas. 

However, as small and new companies, start-up companies have limited resources, 
making it difficult to achieve growth and even less excessive growth. Start-up 

companies in Indonesia face this problem. Shrader et al. (2009) explained that start-
up companies face financial slack and other resources slack, as well as technology, 
people, and knowledge. Resource-based theory explains the problem of resource slack 

faced by start-up companies. The theory explains that a company's pool of resources 
can be used to achieve a competitive advantage (Alvarez & Busenitz, 2001). According 

to Cornelius & Naqi (2002), start-up companies can acquire resources by developing 
the organization's resources or acquiring resources from other companies through 

acquisition activities. According to the resource-based theory perspective, VCFs can 
help start-up companies overcome resource slack (Stubner et al., 2007). 
VCFs do provide not only financial capital but also provide non-financial support as 

additional value-added to start-up companies. This non-financial support is known as 
Non-financial Value Added (NFVA). Research on NFVA was first conducted by 

Macmillan and Kulow (1988), who categorized NFVA into four groups: financial 
participation, personnel management, management selection, and development 

operations. A more recent study regarding venture capital's NFVA was conducted by 
Large & Muegge (2008) and Khanin & Turel (2016). Both studies categorized NFVA 
into internal support and external support. Internal support is a value-added activity 
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in the company's internal environment, such as helping in the effective organizational 
implementation. On the other hand, external support is a value-added approach to the 

company's external environment, such as helping to find new investors and working 
with external partners (Large & Muegge, 2008). Based on these two types of NFVA, 

venture capital companies' role may help start-up companies overcome resource slack. 
Hence, they will be able to achieve growth and funding. 

Referring to Cornelius & Naqi (2002), apart from obtaining resources from venture 
capital companies, start-up companies might overcome resource slack by acquiring 
other companies. Various studies have discussed acquisition in start-up companies, 

but most see an acquisition as an exit strategy that a start-up wants to achieve. This 
strategy happened because acquisitions are closely related to large and mature 

companies (Delmar et al., 2003), while new and small companies are seen as 
acquisition targets. Currently, acquisitions have been taken not only by large 

companies; Shrader et al. (2009) and Li et al. (2009) have discussed acquisitions as a 
strategy performed by small companies to achieve growth. 
Based on the explanation above, a start-up company must have sufficient growth and 

funding to become a large and stable company. However, start-up companies face 
resource slack, which prevents them from having sufficient growth and funding. The 

resource slack experienced by start-up companies can be overcome by the role of 
internal support and external support provided by venture capital companies and the 

role of acquisition activities to obtain the resources needed to achieve growth and 
funding. 
 

LITERATURE REVIEW 
Venture capital firms (VCFs) are financial intermediaries that will collect investment 

funds to invest in start-up companies (Beverly, 2017). This funding is categorized as 
equity funding and classified as a high-risk investment. On top of that, investment in 

start-up companies is categorized as an investment that contains highly asymmetric 
information. 
 

Start-up Financing: Asymmetrical Information, Growth and Acquisition  
In the start-up companies' funding process, asymmetric information between start-up 

founders and venture capital companies is crucial. Asymmetric information occurs 
because start-up founders know more about the company than investors (Sorenson & 

Stuart, 2008). To reduce asymmetrical information, investors provide funds in several 
funding stages called "Funding Round" (Milosevic et al., 2018). The stages of funding 
provided by investors are adjusted to the start-up's stages of development. The start-

up company has just started its business activities at the seed stage and still has no 
profit. The funding was obtained by a start-up company in the seed stage, with a value 

of less than US $ 2 million (Beverly, 2017; Cremades, 2016). The next stage is called 
the Early Stage. At the early stage, the start-up company has been running for about 

three years without profit. At this stage, the company continues to improve its business 
activities (Caselli & Negri, 2018). The funding obtained by a start-up company in the 
early stage is also known as Series A Round with a value between US $ 3 million to US 
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$ 6 million, or Series B Round with a value between US $ 6 million to US $ 15 million 
(Ester, 2018). 

VCFs are willing to fund start-up companies with a high risk of obtaining high cash 
flows in the future, resulting from start-ups' excessive growth, as experienced by 

Microsoft, Amazon, Alibaba, and some other companies. The fast development of 
information and communication technology that can reach consumers worldwide 

allows start-up companies to achieve excessive growth, as experienced by Microsoft, 
Amazon, Alibaba, and other big technology companies. 
As mentioned before, investors' funding rounds are adjusted to the start-up's stages of 

development. However, the size of start-up growth is different compared to traditional 
companies. The growth of a start-up company comes from several growth metrics 

(Beverly, 2017). According to Damodaran (2009), venture capital companies will focus 
on potential sales growth as growth metrics when conducting start-up valuations. 

Moreover, Rompho (2017) has identified growth metrics that are considered 
important by start-up companies according to the type of start-up company. According 
to Rompho (2017), start-up companies with a mobile application might use the 

number of active users and the number of downloads as the growth metrics.  
Conversely, acquisition is an important strategy to achieve excessive growth. For 

example, Facebook's acquisitions of WhatsApp and Instagram significantly increased 
Facebook's active user base quickly. According to Shrader et al. (2009), acquisition is 

a strategy that early-stage companies can implement to achieve company growth. 
(Shrader et al., 2009). Acquisitions may help start-up companies acquire new 
knowledge and resources, expand their markets, drive the companies’ growth, create 

economies of scale, and enter new markets (Berrioategortua et al., 2018; Shrader et 
al., 2009; Vermeulen & Barkema, 2001). 

 
Non-Financing Value Added (NFVA) of VCFs 

Various studies have found that venture capital companies provide post-investment 
activities to start-up companies' success by providing NFVA (Large & Muegge, 2008). 
One of the reasons VCFs provide value-added beyond financial capital is that they want 

to have direct involvement and monitor the funds invested in reducing failure 
(Harrison & Mason, 1999). According to Large & Muegge (2008), NFVA is categorized 

as internal support, value-added, and oriented towards the internal environment. 
Meanwhile, the external support and value-added are oriented towards the external 

environment. 
Internal support can be performed by VFCs in recruiting, strategizing, mentoring, 
consulting, and operating activities (Large & Muegge, 2008). According to Metrick & 

Yasuda (2010), in recruiting activities, VCFs can overcome the difficulties start-up 
companies face in attracting potential talented employees by recruiting the people they 

already know. VCFs can also help to formulate corporate strategy (Large & Muegge, 
2008) and participate in strategic decision-making (Wijbenga et al., 2010). These two 

activities are categorized as strategic activities. Furthermore, VCFs also hold 
mentoring activities by providing feedback to start-up companies and acting as 
advisory boards in start-up companies. On top of that, VCFs can also perform 

consulting activities by providing the knowledge, experience, and business skills 
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needed by start-up company employees. Other internal support activities by VCFs are 
monitoring the operational performance of start-up companies (Large & Muegge, 

2008). 
The role of external support that venture capital companies can perform is 

legitimation and networking (Large & Muegge, 2008). Legitimation is classified as 
passive external support, seeing that this activity is related to the reputation that start-

up companies get when working with VCFs. Besides, networking activity is classified 
as active external support. Venture capital companies help start-up companies build 
direct relationships with external stakeholders, such as potential investors, potential 

customers, potential company partners, and potential suppliers (Large & Muegge, 
2008). 

 
METHODS 

 
The research model used in this study was adapted from the research model of Khanin 
& Turel (2016), which focuses on the internal and external support of venture capital 

companies for the perceived benefits and costs of start-up companies. This model is 
then developed by adapting research and literature compiled by Large & Muegge 
(2008) about the role of VCFs on start-up companies' growth. On top of that, this 

model was also developed by the research conducted by Alexy et al. (2012) about the 
role of VCFs in funding start-up companies, Li et al. (2009) and Shrader et al. (2009) 

about the effect of acquisition activities on the growth of start-up companies. 
Monitoring activities, as one of the internal support activities carried out by VCFs 

(Large & Muegge, 2008), increase start-ups' efforts in conducting business activities, 
which will increase start-ups' performances (Amit et al., 1998). Besides, the 
involvement of VCFs on the board of directors in start-up companies has contributed 

to the growth of start-up companies (Gabrielsson & Huse, 2010). This is because 
venture capital companies can provide input or advice regarding decisions made by 

start-up companies (Large & Muegge, 2008). 
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RESULTS  

The research was conducted by collecting 64 respondents who are founders or 
directors who work at start-up companies. The criteria for start-up companies used in 

this study are start-up companies in the seed and early stages funded by venture 
capital companies and have applications or software as their primary business activity. 

The analysis in this study used PLS-SEM. 
Outer model evaluation was conducted to ensure that the latent variables are 
measured accurately and represent the indicators used in the questionnaire. The 

evaluation of internal consistency reliability and validity did evaluate the reflective 
indicators. Internal consistency can be measured using Cronbach's Alpha and 

Composite Reliability. The minimum limit value of Cronbach's Alpha is ≥ 0.6 
(Malhotra, 2010), while the minimum limit value of Composite Reliability is ≥ 0.7 

(Hair et al., 2017). In this study, the values of Cronbach's Alpha and Composite 
Reliability have met the criteria, so the indicators are considered reliable. 
 

Table 1. Internal Consistency Evaluation 

Variable 
Cronbach’s 

Alpha 
Composite Reliability 

Internal-Support (IS) 0.802 0.863 

External Support (ES) 0.790 0.856 

Growth (GT) 0.770 0.867 

Source: Results processed by researchers 

Validity measurement is conducted by measuring convergent validity and 
discriminant validity (Hair et al., 2014). Convergent validity measurements run to 
measure the variance of the indicators used to measure a construct. Measurement of 

convergent validity was carried out using Outer Loading and Average Variance 
Extracted (AVE), where the acceptable value of outer loading value is ≥ 0.7 and AVE ≥ 

0.5 (Hair et al., 2014). 
 

Table 2. Convergent Validity Evaluation 

Variable Indicator 
Outer 
Loading 

AVE 

Internal-Support (IS) 

IS1 0.798 

0.558 

IS2 0.722 

IS3 0.739 

IS4 0.703 

IS5 0.769 

External Support (ES) 

ES1 0.758 

0.542 

ES2 0.738 

ES3 0.724 

ES4 0.726 

ES5 0.735 

Growth (GT) GT1 0.801 0.684 
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GT2 0.850 

GT3 0.830 

Source: Results processed by researchers 
Discriminant validity measures the extent to which a construct differs from other 

constructs. Discriminant validity was measured using the Fornell-Larcker evaluation 
criteria and Cross Loading (Hair et al., 2014). The root value of AVE must be higher 

than the correlation value of the variable with other variables. Conversely, in cross-
loading analysis, a construct is valid when each indicator's loading value in a construct 
is higher than the value of cross-loading with other constructs. In this study, all 

convergent and discriminant validity criteria have been met and considered valid.  
 

Table 3. Fornell-Larcker Criteria 

Variable IS ES GT AQ FA 

Internal-Support (IS) 0.747     

External Support (ES) 0.583 0.737    

Growth (GT) 0.581 0.557 0.827   

Acquisition (AQ) -0.007 0.088 0.016 1.000  

Funding (FA) 0.625 0.637 0.639 -0.031 1.000 

Source: Results processed by researchers 

Collinearity evaluation is the first step in evaluating the inner model. This evaluation 
was conducted using the Variance Inflation Factor (VIF), where this test is carried out 
to see whether there is collinearity or a relationship between variables. This evaluation 

ensures unbiased regression results (Hair et al., 2018). This study has no collinearities 
because the VIF value is less than 5. Therefore, the results are not biased.  

The path coefficients analysis was conducted to see whether the relationship between 
variables proved significant. The significance analysis was carried out by evaluating 

the t-value and p-value in the one-tailed test. The analysis of path coefficients was 
conducted by evaluating the direct path to see the direct relationship and the indirect 
path to see the mediation relationship. The results of the significance test on the path 

coefficients for the direct path are as follows: 
 

Table 4. Direct Path Evaluation 

Direct Path Coefficient P-Value Conclusion 

Internal-Support → 
Growth 

0.256 0.001*** Positive and Significant 

Internal-Support → 
Funding 

0.387 0.009*** Positive and Significant 

External Support → 
Funding 

0.318 0.001*** Positive and Significant 

External Support → 
Growth 

0.332 0.005*** Positive and Significant 

Acquisition → growth -0.063 0.446 Negative and Insignificant 

Acquisition → Funding -0.011 0.264 Negative and Insignificant 
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Growth → Funding 0.314 0.001*** Positive and Insignificant 

*** Significance level 1% 
Two path coefficients do not significantly affect the acquisition variable on the growth 

variable and the acquisition variable on the funding variable, where the two paths have 
a negative value. While the results of testing the path coefficients for the indirect path 
are as follows:  

 
Table 5. Indirect Path Evaluation 

Indirect Path 
Coefficient
s 

P-
Value 

Kesimpulan 

Internal-Support → Growth → 
Funding 

0.122 
0.018*
* 

Positive and Significant 

External Support → Growth → 
Funding 

0.105 
0.019*
* 

Positive and Significant 

Acquisition → Growth → Funding -0.003 0.445 
Negative and 
Insignificant 

*** Significance level 1% 

Based on the indirect path coefficients, we found that the effect of acquisitions on 
company funding mediated by company growth was insignificant. We analyzed the 

insignificance of the effect of acquisitions on company growth and company funding 
due to acquisition activity in start-up companies in Indonesia being relatively new, 
which is indicated by the small number of acquisitions made by start-up companies in 

Indonesia. Researchers associate this phenomenon with the theory about the 
company's ability to make acquisitions developed by Park (2003). Companies with low 

profits and cash flow tend not to make acquisitions compared to companies with high 
profits and cash flow. This situation is at start-up companies in the seed and early-

stage stages with zero profit and low cash flow. 
Meanwhile, start-ups in the late stage might have already generated profit; thus, they 
can make acquisitions. This research also shows that funding is obtained not only 

because of the direct role of venture capital companies but also through the growth 
owned by start-up companies resulting from the existence of the role of venture 

capital. This indicates that company growth mediates the relationship between 
internal and external support for start-up company funding. 

Furthermore, we provide here the coefficients of determination of the model: 
 

Table 6. Evaluation of Coefficients of Determination (𝑅2) 

Variable 𝑅2 𝑅2 adjusted Classification 

Funding (FA) 0.566 0.536 Moderate 

Growth (GT) 0.410 0.380 Weak 

Source: Results processed by researchers 
The results of coefficients of determination show that this research has moderate and 

weak explanatory power. These results indicate other variables outside the research 
model that might explain the funding and the growth variables. 
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DISCUSSION  

The first finding in this research is that the internal support provided by VCFs has a 
positive and significant effect on company growth and also has a positive and 

significant effect on the funding received by start-up companies. This finding aligns 
with the research results conducted by Ehrlich et al. (1994) and Bernstein et al. (2015). 

Ehrlich et al. (1994) found a significant relationship between internal support in 
financial management and funding, while Bernstein et al. (2015) found a significant 
relationship between VCFs’ supervision and start-up funding. In this study, we found 

that the most internal support activities provided by VCFs are consulting, mentoring, 
and strategizing while recruiting and controlling are relatively low. 

The second finding in this research is a significant positive relationship between 
external support from VCFs and start-up growth and a relationship with start-up 

funding. The forms of external support used in this research are the VCF network and 
reputation. This finding is in line with Walter et al. (2006), who found that the 
importance of social capital owned by VCFs will increase the growth of start-ups. This 

research is also supported by Proksch et al. (2017) and Milosevic et al. (2018), who 
state that the VCFs' reputation affects the capacity of start-up companies to receive 

additional capital. 
The third finding in this research is that acquisition activity is not proven to affect 

start-up growth or funding. The result of this research is different from Zahra et al. 
(2000) and Shrader et al. (2009), which show that acquisitions have a positive 
relationship with company growth. The finding in this research is also different from 

(Zhong et al., 2016), which assesses that VCFs use acquisitions to assess the 
performance of start-ups. This research finds Kpentey (2019), who states that 

acquisition is a strategy carried out by small-medium enterprises (SMEs) to get 
additional funding.  

The fourth finding in this study is a significant positive relationship between the 
growth of start-ups and the funding received by start-ups. This finding aligns with the 
view that start-ups with rapid growth will find it easier to get funded by investors 

(Fried & Hisrich, 1995). 
Furthermore, in this study, an evaluation of the start-up growth variable's mediating 

role in the relationship between NFVA and start-up funding was conducted. This study 
found that start-up growth partially mediates the relationship between internal 

support and funding, partially mediates the relationship between external support and 
funding, and does not mediate the relationship between acquisition and funding. This 
indicates that VCFs use growth as benchmarks for assessing internal and external 

support before they follow on funding. This conclusion aligns with Clercq et al., 2010, 
which states that a promising start-up has an excellent performance. In line with that, 

Chang (2004) argues that companies with a good performance record have growth. 
Moreover, Plummer et al. (2013) argue that investors use the start-up's growth 

potential as an assessment to make investments. Besides, Proksch et al. (2017) state 
that before inviting investors to invest and provide further funding to start-up 
companies, venture capital companies generally set targets that start-up companies 

must achieve. The absence of a mediating effect of growth in the relationship between 
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acquisition activities and start-up funding happened because the acquisition activity 
has not been proven to impact funding. 

 
CONCLUSION 

This study concludes that NFVA activities in the form of internal and external support 
provided by VCFs positively affect the growth and funding of start-up companies. This 

study also found a positive relationship between start-up companies' growth and the 
funding obtained by start-up companies. This means that start-up growth is a factor 
that VCFs consider when funding start-ups in Indonesia. This study finds 

complementary partial mediation when evaluating the role of start-up growth in 
mediating the relationship between internal and external support for start-up funding. 

This means that the relationship between internal and external support for company 
funding can occur directly or be mediated by company growth. This research shows 

that internal support and external support can increase company growth, and then the 
company's growth can increase start-up company funding. Another interesting fact 
found in this research is that this study did not find a significant relationship between 

start-up acquisition activities and start-up funding or growth. However, this may be 
due to the low acquisition activity among start-ups early in Indonesia.  
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ABSTRACT 

 
This study discusses the role of balancing funds in improving regional financial 
performance. In addition, this study emphasizes how balancing funds can increase 

revenue sources and improve public services in Central Lombok Regency. This study 
uses a descriptive qualitative approach using some LKPD data for the last 5 years from 

2019-2023. The study found that although the balancing fund is very helpful, Central 
Lombok district still faces major problems due to fiscal imbalances and limited 

revenue sources. To increase PAD and reduce dependence on transfer funds from the 
center, utilizing the abundant tourism potential should be the focus. This is a situation 
where the Special Allocation Fund (DAK) can be used to help develop better tourism 

infrastructure, which in turn will boost the regional economy. In addition, managing 
the balancing funds in a clear and accountable manner. To that end, local governments 

must ensure that funds are used in accordance with the right development priorities 
and directly benefit the community through good supervision and regular evaluation. 

Thus, the balancing funds can be used optimally to improve the welfare of the 
community and encourage the fiscal independence of Central Lombok Regency. 
 

Keywords: Balance Fund, DAU DAK DBH, Regional Financial Performance, Central 
Lombok Regency   

 
Introduction 

Since the economic reforms in the late 1990s, Indonesia's financial system has 
undergone many major changes. However, many challenges remain to achieve 
financial stability and inclusion. With strict regulations and tight supervision from 

Bank Indonesia and the Financial Services Authority (OJK), the Indonesian banking 
system is in a good position in terms of stability. According to data collected by the 

Financial Services Authority (OJK), the Capital Adequacy Ratio (CAR) of the 
Indonesian banking industry is at an adequate level, around 23.3% in 2020, well above 

the international standard of 8%. 
 
In addition, the underdeveloped non-bank financial sector is a major challenge for 

Indonesia's financial system. Indonesia's capital market has grown rapidly in recent 
years with the addition of listed companies and new financial instruments but based 

on data from the Indonesia Stock Exchange (2020), Indonesia's capital market 
capitalization only reached around 57.3% of GDP, much lower than other Asian 

countries. This shows that the banking sector is highly dependent on financing and 
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investment, which sometimes makes the financial market less resilient to external 
changes. Therefore, diversifying financing sources and expanding access to the non-

bank financial sector to support inclusive and sustainable economic growth (World 
Bank, 2021). 

 
Local governments in Indonesia have an important role in advancing the economy and 

public welfare through transparent and efficient financial management. One of the 
instruments used to support regional financial performance is the Balanced Fund. This 
fund includes the General Allocation Fund (DAU), the Special Allocation Fund (DAK), 

and the Revenue Sharing Fund (DBH), which are allocated for equitable development 
throughout Indonesia. Although the Balanced Fund has been around for a long time, 

its influence on regional financial performance is still debated among academics and 
regional financial practitioners. The Balanced Fund has a significant positive influence 

on regional financial performance, while capital expenditure has a negative influence. 
(Putu, G., Suambara, P., Putu, N., & Darmayanti, A. (2020). In addition, the Balancing 
Fund has a large and positive impact on capital expenditure, which in turn has a 

positive impact on the financial performance of local governments (Primadi, F., Putra, 
W., & Gowon, M. 2024) 

 
A 2019 study by Mussa and Wanjiru in the International Journal of Public Sector 

Management investigated the role of the Balancing Fund in developing countries, with 
a particular focus on countries in Africa and Asia. The study found that the Balancing 
Fund can improve fiscal stability and regional development, especially in countries 

with high economic inequality. However, they also found that mismatches between the 
fiscal policies implemented by the central government and the way the funds are 

allocated often hamper its performance. This study in Indonesia suggests that the 
Balancing Fund can contribute better to regional development if there is improvement 

in coordination between the central and regional governments and transparency in the 
distribution of funds. 
 

In addition, research conducted by Bahl and Linn (2018) in World Development shows 
that the management of Balancing Funds is difficult in countries facing regional 

economic diversity. They emphasize that although Balancing Funds can serve as a tool 
to achieve development equality, the quality of management and utilization of these 

funds is highly dependent on institutional capacity at the regional level. In addition, 
this study found that several regions with low management capacity tend not to utilize 
Balancing Funds effectively for productive development projects. Therefore, this study 

suggests improving management and administrative capacity in less developed 
regions to ensure that Balancing Funds can have the greatest impact on improving 

people's welfare. 
 

Mahendra (2020) conducted additional relevant research in the Journal of Public 
Administration. The study looked at how effective the Balancing Fund was in several 
regions in Indonesia. Although the Balancing Fund can increase regional fiscal 

capacity, Mahendra found that factors such as management capacity and the quality 
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of regional financial management greatly affect how effectively the funds are used. For 
example, in the case of Central Lombok Regency, although the funds allocated were 

very large, the lack of adequate management capacity caused development projects to 
be delayed and not on time. This study shows that local governments need training 

and capacity building so that the Balancing Fund can be used optimally not only to fill 
budget gaps but also to increase regional competitiveness. Based on Data from the 

Central Statistics Agency (2024)The Balancing Fund in Indonesia in 2022-2023 can 
be seen in the image below: 
 

 

 
Figure 1. Composition of Balanced Funds for 2022-2023  

Source: BPS 2024 
 

The trend analysis of the DAU (General Allocation Fund) Balancing Fund shows an 
increase in 2023, indicating the central government's efforts to provide a larger 

allocation to regions with limited fiscal capacity. This increase indicates an effort to 
equalize the budget to improve infrastructure and basic services. Although it increased 

slightly in 2023, the DAK (Special Allocation Fund) remained stable because its 
allocation was more focused on predetermined priority initiatives. The need for 
physical development in disadvantaged areas is usually the reason for this adjustment. 

In 2023, DBH (Revenue Sharing Fund) experienced a small increase. However, 
changes in tax revenues and natural resource exploration, which can be influenced by 

external factors such as global commodity prices, can contribute to this change. 
 

Central Lombok Regency still relies on funds from the central government to finance 
various development programs, so the Balancing Fund plays an important role in 
supporting development. Located in West Nusa Tenggara Province, the regency faces 

problems with infrastructure, health, education, and community economic 
empowerment, especially in rural areas. The Balancing Fund, which consists of the 

General Allocation Fund (DAU), the Special Allocation Fund (DAK), and the Revenue 
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Sharing Fund (DBH), is used to meet the basic needs of the community and support 
important development projects. For example, Central Lombok receives DAU, which 

is still used to repair road infrastructure, purchase health facilities, and improve the 
quality of education. In addition, this fund helps the local government reduce its 

dependence on PAD (Locally Generated Revenue) which is usually low. 
 

However, although the Balancing Fund makes a significant contribution to regional 
budget management, its distribution and use are not always optimal. The imbalance 
between regional needs and the allocations received is often a major issue, with some 

sectors experiencing a lack of funds while other sectors have a budget surplus. In 
addition, managerial capacity in managing funds also affects the effectiveness of their 

use. Several development projects in Central Lombok, although funded by the 
Balancing Fund, have experienced obstacles in terms of supervision and 

accountability, which have resulted in less-than-optimal results being achieved. 
Therefore, better and more efficient management of the Balancing Fund, by paying 
attention to distribution justice and increasing regional capacity in planning and 

implementing projects, is very important to encourage economic progress and 
community welfare in Central Lombok Regency. 

 
The main research gap in research on the Role of Balancing Funds in Improving 

Regional Financial Performance lies in the lack of in-depth analysis of internal 
regional factors, inequality in fund distribution, relationships with increasing PAD, 
non-economic variables, differences in characteristics between regions, and effective 

monitoring and accountability mechanisms. This study will analyze internal regional 
factors and how Balancing Funds can be utilized more optimally to encourage better 

and more sustainable regional financial performance. 
 

METHOD 
Qualitative method is used in this study and focuses on the Role of Balancing Funds 
in Improving Regional Financial Performance in Central Lombok Regency. The 

research is a descriptive study, aimed at providing a more detailed picture of the 
regional financial performance of Central Lombok Regency, especially in terms of the 

role of balancing funds based on the actual conditions collected from primary and 
secondary data at the research locus. Research at the locus was conducted by 

interviewing informants at the research locus as primary data which can be seen in the 
table below: 
 

Table 1. Objectives, Analysis, Data Collection Techniques and Informants  

NO OBJECTIVE Analysis 
Data 
collection 
technique 

Informant 

1 Formulating the 
Role of Balancing 
Funds in 
Improving 

1. Literature 
Review 
2. Qualitative 
Descriptive 
Analysis 

In-depth 
Interview 
FGD 
Document 
(LKPD Central 

1. Regional 
Government (Baperida, 
BPKAD, Bappaenda, 
Inspectorate, Related 
Technical Services) 
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Regional Financial 
Performance 

Lombok 
Regency 2019-
2023) 

2. Technical 
Activity Implementer 
(PPTK) 
 

 
Next, secondary data is obtained from documentation and literature. In qualitative 

research, data analysis is carried out from the beginning of the research and during 
the research process. The data obtained is then collected to be processed 

systematically. Starting from interviews, editing, classifying, reducing, then data 
presentation activities and concluding data using the Interactive Data Analysis Model 

(Miles et al., 2014) includes the following steps: 
 
a. Data Reduction. Data reduction. From the research location, field data is 

presented completely and in detail in reports. The data and evidence are then 
reduced, summarized and then sorted according to the main points, with a focus 

on selecting the most important points and then looking for themes or patterns 
(through the process of editing, coding and tabulation). 

b. Data presentation (data visualization) is designed to make it easier for researchers 
to see the big picture or certain pieces of research data. Organizing this data in a 
certain form (table, image or graph) explains that this number is more complete. 

c. Drawing conclusions, in qualitative research, data checking is carried out 
continuously throughout the research process. Since entering the field and in the 

process of data collection, researchers have tried to analyze the collected data to 
give meaning to it, namely looking for patterns of themes, similarities, and 

hypotheses, then presenting them in the form of conclusions that are still tentative 
is Gradually conclusions are drawn. 

 

 
 

Figure 2. Interactive Data Analysis Model (Miles et al., 2014) 
 

RESULTS AND DISCUSSION 
Balancing funds are very important to help regional autonomy in Indonesia be 

implemented. The existence of these funds allows local governments to implement 
various development programs according to local needs. The General Allocation Fund 
(DAU), the Special Allocation Fund (DAK), and the Revenue Sharing Fund (DBH) 

consist of balancing funds, and each has a specific purpose to support equitable 
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development and community welfare. Many regions will face difficulties in 
maximizing their potential, especially in areas with limited resources, if there are no 

balancing funds. Therefore, balancing funds serve as an important tool to ensure that 
fiscal decentralization in Indonesia continues. In a study conducted by Putra& Friyani 

(2024) it explained thatBalancing funds have no influence on the financial 
performance of regional governments. 

 
Balancing funds are very important to improve regional fiscal autonomy. Balancing 
funds are given to regions because they are transfers from the central government, but 

they provide encouragement for them to be more able to manage their own finances. 
If regions can optimize the use of these balancing funds, they can increase their PAD. 

Higher PAD allows regions to improve other very important public sectors. 
Conversely, regional competitiveness in attracting investment and creating jobs can 

be improved with effective use of balancing funds as seen in the figure below: 
 

 
Figure 3. Impact of Balancing Funds 

Source: Data processed 2024. 
 
Central Lombok Regency, as one of the regencies located in West Nusa Tenggara 

Province, is highly dependent on the allocation of balancing funds to support regional 
development financing. With its large natural potential, especially in the tourism and 

agriculture sectors, balancing funds are one of the main sources that allow local 
governments to manage and allocate budgets to build infrastructure, public facilities, 

and other basic services. The General Allocation Fund (DAU) received by Central 
Lombok Regency is very important in meeting the basic needs of the community such 
as education, health, and the construction of road and bridge infrastructure which are 

priorities for equal access. Figure 3.2 can explain the trend of balancing funds for 
Central Lombok Regency in the 2019-2023 period 
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Figure 4. Central Lombok Regency Balancing Funds 

Source: Central Lombok Regency LRA Data 2019-2024 
 
From the graph above, there was an increase in the balanced fund budget in 2021-

2023 which was followed by its realization. However, what is of concern to the 
Regional GovernmentAlthough the balancing fund provides a significant contribution 

to regional development, Central Lombok Regency faces challenges in terms of fiscal 
inequality. This region is still considered to have limited local revenue (PAD), with 

potential that has not been fully utilized. The balancing fund received is often 
insufficient to address all development needs, especially in isolated and less developed 
areas. Therefore, despite the existence of balancing funds, Central Lombok Regency 

needs to focus on optimizing other sources of regional income, such as local taxes, 
levies, and the enormous tourism potential. This is reinforced by the statement of one 

of the informants as follows: 
"One of the funds expected by the Regional Government is a sharing fund from the 

centre. If DAK can be used for infrastructure development, this plays a very important 
role in stabilizing the fiscal capacity of the Regional Government. If it is only expected 
from PAD, perhaps even development will not be realized." 

 
In addition, the role of the Special Allocation Fund (DAK) is very important to help 

Central Lombok Regency in carrying out much-needed development projects, such as 
the development of tourism infrastructure. This regency has many good tourist 

attractions, such as Kuta Beach and Mandalika, which attract many people from within 
and outside the country. Infrastructure that supports tourism, such as access roads, 
public facilities, and improving public services, can be built with DAK funds. Local 

governments can improve the quality and attractiveness of tourist attractions with 
DAK support, which in turn can improve the regional economy and increase PAD. 

Balancing funds, including the General Allocation Fund (DAU), Special Allocation 
Fund (DAK), and Revenue Sharing Fund (DBH), have a positive influence on capital 

expenditure in the region. This shows that these funds can increase the allocation of 
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capital expenditure used for infrastructure development (Dewi, Dewi, & Asana, 2023; 
Putri, Indriani, & Rahmadini, 2024; Yanti & Nurtati, 2020). 

 
There are several challenges faced by Central Lombok Regency in improving 

accountability and transparency in budget use. Effective and efficient budget 
management will ensure that the allocation of balancing funds can be right on target 

and have a positive impact on the community. Therefore, local governments must 
comply with transparency standards in reporting the use of funds and conduct 
periodic evaluations to ensure that development projects are running according to 

plan. In addition, good supervision can increase public trust in local governments and 
reduce the possibility of budget misuse. This is in line with the results of the study 

With a result of 0.031, which shows an increase in the allocation of general allocation 
funds, special allocation funds, and revenue sharing funds, balancing funds has a 

positive effect on economic growth. (Dilliana et al. 2019). 
 
Overall, the balancing fund has a strategic objective to drive progress in Central 

Lombok Regency. Proper management of the balancing fund can accelerate the 
distribution of growth and welfare throughout society, although there are several 

obstacles, such as limited PAD and dependence on transfer funds. To increase fiscal 
independence and improve transparency and accountability in the use of funds, local 

governments must continue to innovate to optimize various local potentials, the 
existence of a joint financing mechanism with the central government can affect local 
government incentives to offer efficient contracts for infrastructure projects. 

(Quintana, 2020). 
 

In addition, regional financial performance can be improved through optimization of 
balancing funds, including as a source of income, reducing fiscal disparities, regional 

development and improving public services, which can be seen in Figure 3.3 below. 
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Figure 5. Improve Regional Financial Performance With Balancing Funds 

Source: Data processed 2024 
 

Balancing funds as one of the sources of income provided to regional governments by 
the central government with the aim of reducing fiscal disparities between regions. In 

this case, balancing funds not only function as financial distribution, but also 
encourage development and improvement of public services in the regions. 
 

CONCLUSION 
Balancing funds are very important to encourage regional development, especially for 

Central Lombok Regency, which has limitations in local revenue (PAD). The General 
Allocation Fund (DAU) and Special Allocation Fund (DAK) received by this region are 

very helpful in financing important areas such as education, health, and basic 
infrastructure. Without balancing funds, Central Lombok Regency will face challenges 
in implementing various development initiatives. This is especially true for local 

potential that has not been managed effectively. 
Although the balancing fund is very helpful, Central Lombok Regency still faces major 

problems due to fiscal imbalances and limited revenue sources. To increase PAD and 
reduce dependence on transfer funds from the center, utilizing the abundant tourism 

potential must be the focus. This is a situation where the Special Allocation Fund 
(DAK) can be used to help build better tourism infrastructure, which in turn will 
improve the regional economy. 

It is very important to manage the balanced fund clearly and accountably. To that end, 
the local government must ensure that the funds are used in accordance with the right 
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development priorities and directly benefit the community through good supervision 
and periodic evaluation. Thus, the balancing fund can be used optimally to improve 

community welfare and encourage fiscal independence of Central Lombok Regency. 
Recommendation 

This study recommendsTo optimize the use of balancing funds, the Central Lombok 
Regency government needs to strengthen the management and monitoring of budget 

allocations with a more transparent and accountable system. This can be done by 
strengthening the capacity of Human Resources (HR) in the field of regional financial 
management, including budget preparation and periodic reporting of fund use. The 

local government must also pay attention to the principle of community participation 
in planning and evaluating development programs, to ensure that balancing funds are 

used for projects that are most relevant and beneficial to the local community. 
In addition, to reduce dependence on balancing funds, Central Lombok Regency needs 

to increase efforts in managing and utilizing local potential, especially the tourism 
sector, to increase PAD. The local government can work together with the private 
sector and the community to create innovations in sustainable tourism development, 

as well as improve infrastructure that can attract more tourists. With a significant 
increase in PAD, Central Lombok can reduce dependence on central transfer funds, so 

that it is more independent in financing regional development and improving the 
quality of life of its citizens. 
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ABSTRACT 
 

Objective: Literature on customer switching behavior in banks largely highlights 
product/service provider to be the core reason why customer switch and factors linked 
to the service provider includes high price, failure to provide service, bad service 

quality and personal attitude. However, external environmental and other 
psychological factors are not given due attention in literature. This study intends to 

review factors influencing consumers intention to switch from conventional bank to 
Islamic bank in Malaysia. 

Methodology: The paper is a conceptual paper that uses literature review as a basis 
for several hypotheses.  
Findings: This study suggests several hypotheses that could influence switching 

intention. Three push factors are proposed which are perceived relative price, negative 
reputation and positive past switching experience, and two pull factors are 

hypothesized which are convenience and positive word of mouth. 
Theoretical and/or Methodological contributions: Five factors have been 

proposed to influence consumers in Malaysia to switch from conventional bank to 
Islamic bank in Malaysia which are perceived relative price, negative reputation, 
positive past switching experience, convenience and positive word of mouth. This 

study is among a few studies available trying to look into switching intention from 
conventional to Islamic bank. 

Research/ Practical Implications: Islamic bank should focus on providing 
convenience and positive experience to the customers. Not only that, competitive 

pricing and good reputation is also important to attract potential customers.  
 
Keywords: Islamic bank, switching intention, price, reputation, convenience.  

 
INTRODUCTION 

Islamic banking or an Interest-free banking system is relatively a new concept when 
compared to traditional banking and finance that has surfaced three decades back with 

an objective to adhere the Islamic financial principles and facilitate Muslims and non-
Muslims consumers alike (Shams, 1996). According to Angell (1994), as an alternate 
to the interest based banking system, Muslim economists and scholars brought the 

concept of Interest-free banking system in the beginning of 1960s. The first step 
towards the formation of Islamic banking formation took place on 25th July, 1963 in 

Egypt. This was the first experiment established in the town of Mit-Ghamr, where it 
was idealized that the Islamic banking system will be based on profit and loss sharing 

principle where bank and the customers will be partners and the money deposited by 
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the customers will be invested in real life business based on profit and loss and the 
outcome of the investment will be shared between the bank and the customers as per 

their pre-decided proportions (Fada and Wabekwa, 2012). All the dealings of the bank 
were to be free from interest and replaced with either profit and loss which was to be 

shared between the both parties (Ariff, 1998). The studies further explain that before 
the experiment of the Mit-Ghamr in Egypt, interest free banks were tried in Malaysia 

in 1940s and in Pakistan in late 1950s on a smaller scale but with no promising 
outcomes to carry on with the experiment. 
 

The major breakthrough for Islamic banking was the 2nd Conference of foreign 
ministers of Muslim countries held in Karachi, Pakistan, in December 1970. The 

complete, in-detailed idea of Islamic banking was presented in that conference (Fada 
and Wabekwa, 2012). As a result of this conference, many Islamic banks was 

established afterwards like Nasr Social Bank in Egypt in 1971, the Philippine Amanah 
Bank and Dubai Islamic Bank in 1973 and 1975 respectively (Bala, 2004). By 2008, 
the growth rate of Islamic banking was 10-15% with having more than 300 institutions 

in over 51 countries including United States of America. Even in the world financial 
crisis of 2008, Islamic banking products and services were presenting a stable average 

growth rate of 15% (Visser, 2012). 
 

More over 60% of the population of the multiracial nation of Malaysia is Muslim. The 
nation is thought to be one of the most ardent supporters of Islamic banking (Mohd 
Thas Thaker et al., 2020). Islamic banking coexists with the traditional banking system 

in Malaysia's dual banking system. The only difference between conventional banks' 
products and services and Islamic banks' is that Islamic banks' transactions must 

adhere to Islamic law. As a result, when it comes to banking products and services, 
Islamic banks must compete with traditional banks (Peng et al., 2019) 

 
The foundations of Islamic banking and finance in Malaysia are based on the Islamic 
Banking Act 1983, as a result, under the Islamic banking plan, conventional financial 

institutions were permitted to provide Islamic banking products, allowing the Islamic 
banking sector to develop naturally in Malaysia (Mohd Thas Thaker et al., 2020). The 

initiative laid the basis of dual financial system in Malaysia and according to Bank 
Negara Malaysia, there are 16 Islamic banks currently operating in Malaysia with 11 

under the local ownership and the remaining 7 under foreign ownership (BNM, 2018) 
 
The growth and increase in the market share of Islamic banks has been notable as 

reported by Bank Negara Malaysia. According to the reports by Bank Negara Malaysia, 
Islamic banks' market shares in Malaysia increased significantly from 7.1% in 2010 to 

28% in 2016. It also showed that by June 2017, the Islamic banking system (IBS) in 
Malaysia has RM 610.52 billion in total assets, up from RM 156.81 billion in 2007 

(Shen, 2017). To take advantage of the numerous opportunities offered by this US$1 
trillion market, many of Malaysia's top commercial banks established Islamic banking 
operations (Mohd Thas Thaker et al., 2020). 
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It is implied that Muslims are bound to be attracted to Islamic banks and its products 
and services however, literature suggests that non-Muslim customers are also inclined 

towards Islamic banking resulting in a large proportion of Islamic banking customers 
to be non-Muslims in Malaysia (Mohd Thas Thaker et al., 2020). In this regard, 

Abdullah et al. (2012), also found in the Malaysian context that non-Muslim 
population in the country such as Malaysian Chinese and Indian minorities are well 

attracted towards Islamic financial products and services including home financing 
and Islamic insurance also known as Takaful. 
 

Many researchers have argued on the similarity of structure of both of the banking 
systems claiming that Islamic banks operate on similar principles as traditional 

counterparts but with different names and terminologies, hence, it is difficult for the 
customers to differentiate between the two (Abdullah et al., 2012, Belwal and Al 

Maqbali, 2019, Fada and Wabekwa, 2012). In line to this, Selamat and Abdul-Kadir 
(2012) explained that both Muslim and non-Muslim banking customers in Malaysia 
have uniform bank selection criteria and common perception while selecting their 

banks. This negates the role of religiosity while selecting a bank and stresses on other 
factors that are found to be critical when it comes to selecting a back of banking 

product. Similar findings were asserted by Dawami (2020), more recently in Malaysia 
that religiosity is an insignificant factor when it comes to purchase intentions of 

customers in the context of banking services. These factors dominantly include price, 
switching cost, service failure, effective advertisement, attitude and service quality 
(Dawami, 2020, Zhao et al., 2022).  

 
In a stiff competitive market like Malaysia where customers are exposed to several 

banking options, religion remain non-influential for Islamic banks to attract 
customers and retain them (Dawami, 2020; Selamat & Abdul-Kadir, 2012). In such 

market scenario, customers tend to develop multiple bank relationships which refers 
to having more than one account with different banks in order to get the best possible 
banking service (Schlich, 2012). Over 69% of clients globally use multiple banks' 

services while in the context of Malaysia, 91% of customers have two or more bank 
providers, and 46% of them claimed to retain numerous bank partnerships in order to 

acquire a better product or service (Schlich, 2012). Maintaining and having multiple 
bank accounts is directly associated with switching behavior (Brunetti et al., 2016). 

For instance, 14% of Malaysian bank customers intended to switch financial 
institutions in 2012, which is higher than the 12% global average (Schlich, 2012). 
 

Literature on customer switching behavior largely highlights product/service provider 
to be the core reason why customer switch and factors linked to the service provider 

includes high price, failure to provide service, bad service quality and personnel 
attitude (Dawami, 2020; Keaveney, 1995). However, external environmental and 

other psychological factors are not given due attention in the literature, which 
contribute to the development of customer switching attitude and intentions (Ek and 
Söderholm, 2008). Hence there is a dire need of examining these psychological and 

environmental factors contributing towards the development of switching behavior 
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and intention. Thus, based on Push and Pull Theory (PPT), this study aims to review 
literatures on factors influencing non-Muslims customers to switch banking service 

from conventional to Islamic bank.  
  

LITERATURE REVIEW  
Push and Pull Theory (PPT) 

Push and Pull theory, although originated in geographical migration of people (Pan, 
2019), has greater and important implications in the field of marketing and consumer 
behavior. It consists of both the factors, internal and external, that forms customer 

switching intentions (Bansal et al., 2005). Push factors are those that push customers 
from their existing service provider and pull factors are those that attract customers to 

a new or alternative service provider (Bansal et al., 2005). The role of customer 
commitment has been added to this theory, and various levels of commitment have 

been found to influence switching intentions by Bansal et al. (2004). The idea has also 
been applied to the mobile telecommunications sector, taking into account behavioral, 
psychological, and emotional effects of switching as well as governmental policy 

(Nimako, 2012). More recently, Satriadi et al. (2022), examined customer intentions 
and found push and pull factors to be influential. Nonetheless, little research has been 

done on the particular actions that lead customers to move services (Keaveney, 1995). 
 

Switching Intention 
Switching is characterized as a behavior that represents customers completely 
stopping their service with their current provider and moving to a different one to take 

advantage of comparable offerings (Singh and Rosengren, 2020). The core idea behind 
the exertion of switching intention from the customers is to indicate that either 

customer does not want to continue to use the services or reduce the consumption 
(Bolton & Bronkhorst, 1995). A comprehensive and a preliminary study was conducted 

by Keaveney (1995), to investigate the motivating factors of customer switching 
intention and highlighted a range of these factors including price, convenience, service 
failure, competitor’s attractive strategies, ethical concerns and involuntary switching. 

Within the banking sector, Jovović et al. (2023), explained that customer who are not 
satisfied with their bank have intention to switch while other critical factors include 

bank charges and extend fees, service quality, and cost to switch (Agarwal, 2019). 
 

Push Factors 
Perceived Relative Price 
Price is found to be the most influential factor in regards to customer switching 

intention as relative increased price will develop an intention to move to the other 
product or service provider (Hussain et al., 2022). Customers may form a favorable or 

unfavorable opinion of the present service provider depending on how they compare 
the pricing and quality of the current and alternative service providers. If the 

alternative is less expensive, the view of the price charged by the existing service 
provider may be negative (Xie and Luo, 2021). On the other hand, Walsh et al. (2006) 
argued that customers will not leave their existing power provider if they believed that 

their current or anticipated future price would be less. If the customer's perceived 
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current or projected future costs are greater, this might drive customers away, or if the 
incumbent's perceived current or expected future price is lower, this could drive 

customers to stay. Thus, this study proposes: 
H1: Perceived (lower) relative price of the current service provider is negatively related 

to switching intention 
 

Negative Reputation 
In the context of banking industry, organizational reputation is cited to be a valuable 
factor in defining switching behavior and intention (Agarwal, 2019). A bank's 

reputation is comprised of financial performance, product quality, service quality, and 
management effectiveness, all of which have the potential to attract or repel customers 

(Dawami, 2020). Reputation and goodwill in an intangible asset for the business and 
can influence customer perception both ways, i.e., positive and negative. For instance, 

it can be used by the bank to increase customer loyalty while if it is negative, it can also 
influence customer to switch to other banks (Chen and Jai, 2021). Thus, it is proposed: 
H2: Negative reputation is negatively related to switching intention.  

 
Positive Past Switching Experience 

A past experience is an event or occurrence that has a lasting impact on someone 
(Siegfried, 2015). Most existing research, for example, Ferreira et al. (2017) and Nimri 

et al. (2020), finds evidence of past switching behavior as a predictor of behavioral 
intention. According to the literature on switching behavior, past experience 
influences customers' future decisions because they recall their previous experiences 

when making decisions (Liu et al., 2016). Hence, Customers who have previously 
switched successfully are more likely to switch again than those who have not 

previously switched successfully and vice versa. Hence, the below hypothesis is 
proposed: 

H3: Past positive switching experience is positively related to attitude toward 
switching. 
 

Pull Factors 
Convenience 

Customers' perceptions of how much faster they can complete their tasks, how 
convenient a place is, and how simple a product or service is to use are all considered 

to be convenience (Liu et al., 2015). While it may also be attributed to locality, time, 
execution, utilization, and acquisition according to (Brown, 1989). Convenience 
offered by the service provider can help reduce waiting times while offering a range of 

options for completing tasks (Reimers and Chao, 2014), which is why convenience is 
asserted to favorably affect customers' switching intention (Kim and Jindabot, 2021). 

Thus, it is proposed: 
H4: Convenience to shift to an alternative available is positively related to customer 

attitude toward switching. 
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Positive e-Word-of-Mouth 
People's attitudes and behaviors are also influenced by recommendations, feedback, 

and opinions about services and products posted online on organizations’ social media 
pages or profile pages. Researchers think that internet-based customer reviews are 

also important in e-WOM marketing. As a result, they contend that social e-WOM via 
social networking sites has a significant impact on customer attitudes (Hu et al., 2014). 

Several important conclusions are shown by research on the connection between 
switching intention and online word of mouth. Baber et al. (2016) emphasizes the 
significance of reliability and competence in online word of mouth, which can 

moderate its impact on purchase intentions. Yasri and Engriani (2018), highlights 
word of mouth as a crucial component influencing brand image and customer 

intention to switch. Thus, it is proposed: 
H5: Positive electronic word-of-mouth about an alternative available is positively 

related to customer attitude toward switching. 
 
Figure 1 shows the relationship proposed in the hypotheses. 

 
 

 
 

 
 
 

 
 

 
 

 
 
 

 
 

 
Figure 1. Theoretical Framework 

 
 
METHODOLOGY  

This study uses a library search and review of literatures on the switching intention 
and Islamic banking topic to suggest the propositions. The library search includes 

digging into various online and offline journals as well as books and industry reports. 
The study refers to various online databases such homepages such as Web of Sciences, 

Scopus and Google Scholars. References are only taken from journals, book chapters, 
full text document and government official banking websites. The resources, however, 
may be limited as it only focus on the mentioned resources.  
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CONCLUSION 

This paper has proposed a theoretical framework that could be used to test the factors 
influencing non-Muslim consumers intention to switch from conventional bank to 

Islamic bank in Malaysia. In particular, the main contribution of this study is on 
investigating the role five variables namely relative price, negative experience, positive 

past switching experience convenience, and positive word-of-mouth in influencing 
switching intention. Moreover, the study also reviews the use of Push and Pull Theory 
in understanding switching intention. The important aspects in the interpretation of 

the results are identifying patterns of features, linking to previous results, linking to 
theory and explaining the results. 
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ABSTRACT 
 

Objective: This study aims to explains the logistics condition in Indonesia, identifies 
the factors such as price, service, network and people that build competitiveness in 
Indonesian LSP companies and analyzes the factor and relationship between 

competitiveness and sustainability 
Methodology: Qualitative approaches were used for this study. The data are 

collected by structured interviews to 10 branch outlet’s manager all holding at least a 
bachelor's degree (S1) within Indonesian LSP companies. Data analysis using 

combination of in Vivo Coding and Miles-Huberman qualitative approach transcribe 
using NVivo 12. 
Finding: The findings reveal a confluence of factors influencing competitiveness, 

including people skills, service integration, networks, and strategic pricing. Moreover, 
the research highlights innovation as a crucial catalyst in propelling competitiveness 

towards long-term sustainability 
Theoretical and/or Methodological contributions: This study contributes to 

the existing knowledge by Extending the competitiveness framework for Indonesian 
LSPs where the model integrates the enhancing effect of innovation on achieving 
sustainability. 

Research/Pratical Implications: The findings offer a path to a sustainable and 
competitive future for local logistics service providers in Indonesia. Innovation, 

increased competitiveness and collaboration between stakeholders are essential in 
achieving the Sustainable Development Goals. 

 
Keywords: Competitiveness, Sustainability; Innovation; People Skills; Service 
Integration; Networks; Strategic Pricing; Logistics Service Providers (LSP) 

 
INTRODUCTION 

The logistics services industry in Indonesia is experiencing rapid growth, driven by 
factors such as increased government investment in national infrastructure and the 

post-pandemic surge in e-commerce, which has resulted in increased demand for 
product delivery. Despite this optimistic outlook, the industry struggles with 
significant challenges. Weak transportation infrastructure, supply chain inefficiencies, 

and rising logistics costs are the main barriers to the expansion of the logistics market 
in Indonesia (Pitoyo, 2020). 

In 2018, the World Bank's Logistics Performance Index (LPI) revealed Indonesia 
achieved a score of 3.15, ranking 5th in ASEAN and 46th in the world. This marked a 

significant improvement from the 63rd position two years earlier. In addition, the 
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Indonesia Economic Forum (2020) anticipates the 2020 logistics market revenue will 
reach US$220.9 billion. With this substantial potential, many providers are competing 

to deliver the most comprehensive and superior logistics services to capture and 
dominate the logistics market in Indonesia. Many third-party logistics providers 

(3PLs) strategically segregate their markets, covering various aspects such as 
transportation modes, services, and regional divisions (Kuncoro et al., 2021). 

Contemporary supply chains often embrace a globally dispersed manufacturing 
approach through delegating logistics tasks to external service providers. Logistics 
involves a comprehensive process encompassing planning, execution, and 

supervision, with the aim of ensuring the efficiency of the formulated plan 
(Abdurrahim et al., 2023). Currently, logistics plays a critical role in connecting 

businesses and consumers, enabling the global movement of goods, materials and 
information. Contemporary supply chains are characterized by globally dispersed 

manufacturing and the involvement of external logistics service providers. In this 
context, it is crucial to consider how these practices affect the achievement of the 
Sustainable Development Goals (SDGs). By implementing the right practices, 

companies can contribute to the achievement of the SDGs and ensure that their global 
supply chains have a positive impact on society (World Wildlife Fund, 2021). The rapid 

growth of the e-commerce industry in recent years can be attributed to factors such as 
the expansion of internet coverage and mobile connectivity, the rise of the middle 

class, and the convenience and accessibility offered by online shopping (Trianto 
Atmojo & Wibisono, 2023). 
Local logistics service companies must have more competitiveness against foreign 

logistics companies to compete in the Indonesian logistics market. Given the 
importance of consumers in this industry, logistics service companies, both local 

logistics companies and foreign logistics companies, are required to provide quality 
services and be balanced with high competitiveness to compete with their competitors. 

This can increase the increase in competitiveness through maintaining 
competitiveness on an ongoing basis. 
Other studies conducted in Asia and Africa introduced key factors, such as price, 

service quality, network coverage, and technology, that impact the competitiveness of 
3PL providers. This research underlines the human aspect of the business, emphasizes 

the importance of sustainability and suggests that 3PL providers can contribute to a 
better world by adopting environmentally friendly practices (Girón et al., 2021). In 

addition, another study validated how consumers moderate the perceived importance 
of last-mile logistics services and its effect on satisfaction with logistics services. 
Findings show that attributes such as personal contact, timeliness, and empathy in the 

evaluation framework for fresh food e-commerce logistics services have a strongly 
positive influence on consumer satisfaction (Jiang et al., 2021). 

Several important factors shape the competitiveness and sustainability of logistics 
service providers, which include elements such as price, service quality, network 

resilience, and human prowess (Yingfei et al., 2022). Previous logistics studies 
Kuncoro et al.'s (2021) study takes us inside the world of logistics service providers in 
Indonesia, highlighting the daily challenges they face. Imagine sitting down with 10 

middle managers from big players such as Kühne + Nagel and FedEx, discussing the 
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intricacies of their work and the factors that affect the competitiveness and 
sustainability of their services. These managers, the unsung heroes of the logistics 

industry, share their insights through unstructured interviews, providing a human 
perspective on the complexities of maintaining a competitive edge. 

The comprehensive studies conducted by Kuncoro et al. (2021), Giron et al. (2021), 
and Jiang et al. (2021) collectively underscore the critical role of price, service, 

network, and personnel in shaping the competitiveness and sustainability of logistics 
service providers (LSPs). These studies advocate sustainability as an integral 
component of the logistics industry, emphasizing the potential for 3PL providers to 

enhance their competitiveness through the adoption of sustainable practices. The 
study collectively reinforces the importance of price, service, network, and human 

capital as determining factors in the competitiveness and sustainability of logistics 
service providers. By implementing sustainable practices and addressing these key 

factors, LSPs can strategically improve their position in the dynamic logistics industry 
landscape. 
This Study delves into the theoretical related with information system and information 

management theory underpinnings of Logistics Service Provider (LSP) 
competitiveness in the information age. We explore how Social Capital Theory, as 

discussed by Chuanhui et al. (2022), acts as a crucial mechanism within organizations, 
fostering knowledge acquisition and effective technology utilization. This, in turn, 

strengthens technological capabilities and ultimately drives firm performance and 
competitive advantage. Furthermore, we investigate resource based view theory as a 
lens to understand the impact of external resources on LSP competitiveness. The 

Resource Based Theory (Barney, 1991) emphasizes the firm's internal capabilities and 
resources as the primary determinants of competitive advantage. In this context, LSPs 

can leverage their unique combination of people, service, network, and pricing 
strategies to create sustainable competitive advantage and mitigate market 

uncertainties. 
The logistics industry in Indonesia is rapidly evolving, necessitating an in-depth study 
of the factors that influence the Competitiveness and Sustainability of Logistics Service 

Providers (LSPs). This research seeks to differentiate itself by offering a more 
comprehensive and integrative perspective on strategic decision-making in the 

industry. By examining these variables collectively and assessing their combined 
impact on LSP competitiveness and sustainability. 

This research aims and delves into the intricate interplay between logistics processes, 
determinants of Logistics Service Provider (LSP) competitiveness, and the ultimate 
goal of achieving sustainability. We push the boundaries of existing knowledge by 

proposing an extended competitiveness framework specifically tailored to Indonesian 
LSPs. This novel framework integrates the critical role of innovation as a key driver for 

sustainable development. 
Furthermore, the study transcends current Information Systems (IS) theory by 

merging established theoretical perspectives. We leverage the insights gleaned from 
resource-based theory (RBT) within Institutional Theory and combine them with the 
strengths of Social Capital Theory. This innovative approach fosters a more 
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comprehensive understanding of the competitive factors that pave the way for 
sustainable LSPs in Indonesia. 

 
LITERATURE REVIEW 

Competitiveness to Sustainability 
Competitiveness is an important factor for logistics service providers (LSPs) in a 

dynamic and competitive industry. The four main factors that influence LSP 
competitiveness are service, people, company network, and price (Kuncoro et al., 
2021). Service, people, corporate network, and price have a positive influence on LSP 

competitiveness. LSPs that are able to provide high-quality services, have competent 
employees, have a wide network, and offer competitive prices will be ahead of the 

competition. A company's competitiveness is defined as its ability to achieve a 
competitive advantage in the market and generate sustainable profits. Sustainability, 

on the other hand, refers to a company's ability to meet the needs of the present 
without jeopardizing the ability of future generations to meet their own needs (Zhang, 
Liu, and Sun, 2023). Innovation can play an important role in helping logistics 

companies achieve competitiveness and sustainability. Innovation allows companies 
to develop new products and services, improving operating efficiency. innovation 

moderates the positive relationship between competitiveness and the environmental 
performance of logistics companies (Jaiswal et al., 2020). 

 
Service to Competitiveness 
Service quality is an important factor affecting LSP competitiveness. Quality and 

innovative services can increase customer satisfaction, attract new customers, and 
ultimately improve the competitiveness of LSPs. logistic service providers (LSPs) 

compete to provide quality and efficient services to their customers. Effective services 
can improve the competitiveness and sustainability of LSPs. Service quality can be 

measured based on various dimensions, such as timeliness, reliability, safety and 
friendliness (Smith et al., 2020). LSPs that are able to provide consistent service and 
meet customer needs will be more likely to attract and retain customers. LSPs that are 

able to provide high-quality services will be ahead of the competition. Service quality 
has a positive influence on LSP competitiveness. An LSP that provides high-quality 

services can attract and retain customers, increase market share, and achieve higher 
profitability (Wang et al., 2020). 

 
People to Competitiveness 
Human resources are also an important factor affecting competitiveness. companies 

that have competent, motivated, and dedicated employees will be ahead of the 
competition. People or human resources are also an important factor affecting 

competitiveness. Employees who have the skills and knowledge that match the needs 
of the job will be more effective in providing high-quality services. Motivated and 

dedicated employees will be more proactive in finding solutions and providing the best 
service to customers (Chen et al.,, 2021). 
Effective employee management ensures that employees have the resources and 

support they need to complete their tasks well. companies that have effective leaders 
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and are able to manage their employees well will have an edge over the competition. 
effective leadership and employee management are other important factors that 

influence competitiveness. companies that have effective leaders and are able to 
manage their employees well will have an edge over the competition (Johnson et al., 

2022). 
  

Network to Competitiveness 
An extensive and strong logistics network or infrastructure is one of the key factors 
affecting competitiveness. Extensive and large- scale networks allow companies to 

reach more customers and markets, increase market share, and achieve greater 
economies of scale. A company's network is another important factor affecting 

competitiveness. Companies that have a wide and strong network will find it easier to 
reach customers and provide their services to different regions (Garcia et al., 2019). 

Collaboration with other companies allows companies to share resources, expertise, 
and technology, increasing service efficiency and flexibility. Strategic partnerships can 
expand reach and improve competitiveness. Extensive networks, strong connections, 

strategic collaboration, and supply chain optimization are important factors that 
increase competitiveness. companies that are able to build and maintain effective 

networks will have an edge over the competition and achieve long-term success (Chen 
et al., 2021). 

 
Price to Competitiveness 
Price plays an important role in competitiveness. LSPs that are able to balance 

between competitive pricing and the value offered to customers will have an edge over 
the competition and achieve long-term success. companies need to consider operating 

costs, competitor prices, and customer perceived value in determining prices (Chen et 
al., 2021). Pricing is an important aspect of a logistics service provider's (LSP) business 

strategy and has a significant influence on its competitiveness. companies can 
implement various pricing strategies, such as cost-based pricing, value-based pricing, 
and competition-based pricing (Wang et al., 2020). Effective pricing is an important 

tool for LSPs to improve competitiveness and achieve long-term success. LSPs need to 
choose a pricing strategy that suits their business objectives, market characteristics, 

and value offered to customers. An effective pricing strategy should consider the LSP's 
business objectives and market characteristics (Johnson et al., 2022). 

 
 
METHODOLOGY 

To delve deeper into the user experience within branch outlets, this study adopts a 
qualitative approach through a single case study. Semi-structured interviews with 10 

branch outlet managers, all holding at least a bachelor's degree (S1), provide rich 
narrative data. Leveraging NVivo, we employ a thematic analysis using the iterative 

coding approach (Miles et al.,2013). This allows for a dynamic exploration of the data, 
enabling us to revisit and refine our coding framework throughout the analysis. The 
process begins with data preparation, followed by a series of coding stages – open, 

axial, and selective – to uncover emergent themes and ultimately build a robust 
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understanding of the user experience within the branch context (QSR International, 
2022). Data recording is an important aspect of qualitative research, as it ensures 

systematic and accurate documentation of the data collected. These detailed notes 
become a valuable resource for the researcher throughout the research process, from 

data analysis to dissemination of findings (Creswell, 2018).  
 

Tabel 1. Question list of Price 

Code Price 

PR1 Why do you think price can be superior to other factors? 

PR2 In your opinion, what kind of price will excel in competition?  
PR3 Currently, what kind of price is offered by the company? Is it a cheap 

price? Prices that match the service? Or is it a premium price?  
PR4 If it is a cheap price, how cheap does the company provide the antidote?  

PR5 Is pricing part of the company's competitive strategy? Are there specific 
strategies in place to ensure affordability for customers? 

 

Tabel 2. Question List of Service 

Code Service 

S1 In your opinion, what kind of service can be superior to other 
competitors? 

S2 Then what kind of service does the company provide to customers? 
S3 How does the company create quality customer service?  
S4 How does the company maintain good service for customers?  

S5 And are there still obstacles from the service factor provided? 

 

Tabel 3. Question List of People 

Code People 

P1 Does having the best human resources increase the company's 
competitive advantage? 

P2 If yes, what kind of HR does the company want? 

P3 How does the company hire or get these excellent human resources? 
P4 Is the workforce an important factor for the company to increase its 

competitive advantage? 
P5 Then how does the company treat HR to remain an important factor 

for competitive advantage? 

 
Tabel 4. Question List of Network 

Code Network 

N1 Does the company have a good network with other companies to be 

one of the factors to increase competitive advantage? 
N2 In your opinion, is the network between companies an important role 

in increasing competitiveness? 
N3 What kind of network does the company do to increase 

competitiveness? 

N4 In the current era of creative economy, do you think collaborating 
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with other companies can increase competitive advantage? 
N5 In the era of globalization, how do companies utilize networks to 

support their logistics services? 

 

 
RESULT AND DISCUSSION 

This research presents a company case study analysis and key findings of the research 
questions: the state of LSPs in Indonesia, factors of LSP competitiveness, and factors 
linking competitiveness with sustainability. There were 10 interviewees from one local 

logistics company with the criteria of manager level (branch manager) in different 
regions with a minimum of bachelor's degree. Data analysis was divided into three 

processes: data reduction, presentation and conclusion drawing or verification (QSR 
International, 2022). 

Company “XYZ” is a local logistics company established in 1985. One of the strategies 
it has is the superior jargoon “One Stop Logistics”, where the Company provides all 
domestic and international logistics services for its customers ranging from domestic 

& international express, export import, logistics warehouse, distribution, international 
freight, custom clearance, transit warehouse and others. At the beginning of its 

establishment, “XYZ” Company focused on serving business to business (B2B).  
To date, “XYZ” Company has 931 employees including couriers and partners. “XYZ” 

company has 14 branches in Indonesia. Of the 14 branches owned, 10 branch managers 
were successfully interviewed. Currently, the data obtained, Company “XYZ” has a 
total of 60,000 customers and the coverage area is in the Jakarta area. In 2019, the 

“XYZ” Company experienced a drastic decrease of 50% from its previous revenue due 
to the impact of the covid-19 outbreak that occurred. With these conditions, “XYZ” 

Company was forced to take the most effective and efficient strategy to save the 
Company, such as cutting salaries by 20%, early retirement, starting to switch to retail 

and others. However, with the strategy that “XYZ” has to recover these losses, in 2022 
the company managed to reverse its original income even greater than before. 
 

Tabel 5. Informants Thematic Cross Tabulation 

 Competitive advantage Sustainability 

Branch manager Price Service People Network Innovation 

BTH X X  X  

JKT  X X X X 

BDO  X X  X 

RCB X X  X X 

SUB X  X X X 

PLM  X X  X 

KNO X X X X  

BPN X X  X X 

JOG  X X  X 

KBJ   X X X 
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Table 4 summarizes the responses of 10 interviewees regarding factors affecting 
competitiveness and sustainability. 10 out of 10 informants agreed that price, service, 

network and people are important factors in the Company's competitiveness. The 
factors affecting competitiveness are people which were agreed by 90% of informants, 

service by 80% of informants, network by 70% of informants, and price by 50% of 
informants. Meanwhile, 80% of informants agreed that the factor that affects 

sustainability is innovation. The current condition of the LSP, the logistics market 
competition in Indonesia is arguably very tight and is also still dominated by foreign 
companies. This is because local Indonesian logistics companies do not have enough 

competitiveness to compete with foreign logistics companies. 
However, there are several variables that can make local companies more competitive 

compared to foreign logistics companies. First, due to their large market share in 
Indonesia, Indonesian local logistics companies should have more knowledge about 

the conditions and challenges faced in running their companies. Secondly, 
government regulations indirectly facilitate the establishment of local logistics 
companies. 

In addition, the barriers to operating an LSP in Indonesia can be influenced by two 
factors, namely, internal and external factors. Based on the results of interviews with 

informants, these external factors are influenced by third parties or vendors and also 
the role of the government, starting from regulations made by the government, and 

infrastructure in Indonesia is less supportive. The Indonesian government needs to 
make various efforts to overcome the obstacles faced by logistics companies, such as 
simplifying bureaucracy, improving infrastructure, strengthening inter-agency 

coordination, creating policy certainty, and strengthening law enforcement. Thus, 
logistics companies in Indonesia can operate more efficiently, productively, and 

competitively, which in turn will encourage national economic growth. Meanwhile, 
internal factors are influenced by the IT system owned by the company and also the 

company's turnover rate. statements from informants can be seen as follows. 
 
“The lack of coordination of government agencies related to logistics often results in 

overlapping policies and inconsistencies in regulations, which confuses our business 
and also unsupportive infrastructure can also be our obstacle” (BPN). 

 
“Again, we rely on the competence of the existing employees, one. Secondly, we have 

to update or run the system to serve customers, these two things have several 
obstacles. For example, after we select employees, we recruit them and then we 
educate them, we train them, we enable them to become skilled. Now there are 

obstacles if, for example, there is a high turnover rate, try the number of key people 
who resign from the company, that is the first obstacle.” (JKT)  

 
Then, the success of the LSP can be achieved by understanding the needs of consumers 

for logistics services. The success factors include three main things, namely the need 
to provide logistics services with a supply chain process that is appropriate and 
effective for consumers, knowing the main objectives of consumers in using logistics 

services, and understanding consumer behavior based on their history. In addition, 
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the factors that can build LSP competitiveness based on the interview results are price, 
service, people, and network. An important factor in competitiveness is the people 

factor because having competent people will create maximum performance for the 
company. Human resources or HR owned by service provider companies have an 

important factor in sustainable competitive advantage. In this case, the LSP must 
ensure that its resources have good quality and good relationships with consumers.  

Having competent people will create a quality level of service. This makes the second 
important factor affecting competitiveness. The service factor is supported by an 
adequate and well-integrated & centralized IT system for the smooth running of all 

logistical activities. By relying on the level of quality service and commitment that the 
company provides to customers will foster customer loyalty to the company which 

allows the company to continue to survive and become the choice of each of its 
customers. Service is the main product of LSP. In this industry, companies are 

required to provide the best service as the key to having a sustainable competitive 
advantage. Based on the interview results, the services provided should include two 
main aspects. First, the quality of the service, i.e. the service provided must have a high 

quality standard. Second, the ability of the service provider to adjust its conditions to 
market conditions and consumer desires. The services provided by logistics service 

companies must have good service quality with standards. This good service quality 
can have many positive impacts. In addition, service quality can be a differentiator 

between one service provider and another. 
The network factor is a factor that plays an important role in influencing 
competitiveness. Logistics service companies are required to continue to develop 

networks and partners. With the development of networks and partners, many 
companies can benefit from serving all consumers from all segments and having an 

efficient logistics process. In the era of globalization, “XYZ” strongly utilizes 
networking as one of the business strategies to continue to grow and survive in the 

midst of a rapidly competitive market.  
Furthermore, the last factor that affects competitiveness is the price factor because the 
price given by “XYZ” company to customers is a price that is following the services 

provided, where the pricing is measured by various factors in terms of the coverage of 
the intended area, complexity, volume of goods. Price is an important factor for some 

other competitors. Because consumers want cheap services, they will tend to compare 
the prices of each LSP. However, “XYZ” company has a different pricing scheme with 

others and with such company decisions “XYZ” company is still able to survive and 
compete with other competitors. 
 

Table 5. Interview Excerpt on People Skills 

Interview 

Excerpt  

“A good level of service is also greatly influenced by users or 

people or superior competent human resources. Because if the 
company does not have people like that, there will also be no 

quality service level, everything returns to quality human 
resources.” (KBJ) 
 

Informant KBJ, BTH, & JKT  
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Interpretation The quality of human resources or people is a competitive factor 

in the LSP. In addition, having quality human resources will 
create a quality level of service provided by the company to 

customers. 
 

Code  Competitiveness; People; Knowledge; Attitude  
 

 

An important factor of competitiveness is the excellent service factor. Having high 
service standards and a strong commitment to customers will customers experience 

loyalty to the company. As stated below script by RCB supported by PLM & BPN 
 

“Of the 4 factors are very influential. But which one is the main and dominant factor, 
in my opinion, it is more about service, because back again what I said first, namely 
“XYZ” is a service company, this level of service is the main key that we can survive 

with the service we provide to customers to create customer loyalty to the company.” 
(RCB) 

 
The network factor is an important competitiveness factor in logistics companies with 

the changing times that continue to develop will make it easier for companies to carry 
out logistics activities and increase company competitiveness. As stated below script 
by SUB supported by JOG 

 
“For ‘XYZ’, the integrated network factor between as customer-supplier and also the 

competitor is very important, especially in this era of collaboration and nowadays 
there is no company that does not have cooperation with other companies. “XYZ” does 

not move alone but has a lot of cooperation with various other companies in the same 
field, so the network factor is also very important for the company.” (SUB) 
 

Pricing strategy is an important factor in competitiveness. However, the Company 
provides prices that are following the services provided. Pricing itself is seen in terms 

of range, complexity, and features provided. As stated below script by KNO is 
supported by RCB and JKT. 

 
“Pricing strategy is an important factor for customers in choosing a freight forwarding 
service. “XYZ” company strives to provide competitive prices while keeping in mind 

the company's profits. “XYZ” company can offer the same price as service. We shape 
the price, we give it, we create a price that is appropriate and affordable within its 

reach, talk about the complexity, talk about the cost, talk about the term of the contract 
agreement, talk about how the on call and dedicated schemes” (KNO). 

 
There is one factor to maintain the competitiveness of logistics services and become 
sustainable, namely the innovation factor. Innovation will increase competitiveness 

towards LSP sustainability. Logistics service companies are required to continue to 
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provide innovation in terms of system updates and new services offered that can solve 
problems faced by consumers. Companies can innovate to continue to grow and be in 

line with market developments and continue to increase customer satisfaction. 10 out 
of 10 informants discussed this factor to be the main factor in the sustainability of a 

company. the interview excerpt can be seen as follows. 
 

“XYZ company continues to innovate in technology innovation and services 
innovation to improve their operational efficiency that will lead their competitiveness 
to sustainability in business. They continue to develop new services that can better 

meet customer needs.” (BDO) 
 

“XYZ has successfully adapted itself quickly to changes in the market and customer 
needs. Their ability to continuously innovate their products and services may have 

helped them maintain their competitiveness which leads to sustainable business in a 
constantly evolving industry.” (BPN) 
 

This finding delves into a critical gap in the existing literature on logistics 
competitiveness in Indonesia. While prior research by Kuncoro et al. (2021) identified 

factors influencing industry success, our findings reveal intriguing discrepancies 
between foreign and local companies' perspectives. This research goes beyond simply 

identifying competitiveness factors. We uncover a nuanced prioritization scheme for 
local logistics players, highlighting the importance of people, services, networks, and 
prices. Furthermore, we introduce a novel concept: sustainability as a moderator for 

competitiveness, bolstered by innovation and has important implications for the 
achievement of the Sustainable Development Goals (SDGs).  

This framework sheds light on the path toward a more sustainable and competitive 
future for local Indonesian logistics service providers (LSPs). has important 

implications for the achievement of the Sustainable Development Goals (SDGs). 
Innovations in logistics services, such as the use of green technologies and more 
efficient practices, can contribute to a greener industry (SDG 9). Improved logistics 

competitiveness can also create new jobs and improve the living standards of workers 
in the sector, promoting economic growth and inclusiveness (SDG 8). This research 

provides valuable insights and actionable recommendations for achieving the SDGs 
through sustainable logistics in Indonesia. Supporting innovation, improving human 

resource capacity, and promoting collaboration between stakeholders are key to 
realizing a sustainable and prosperous future for all. 
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Figure 1. Finding Model 

 
 

CONCLUSION 
This research explore the four cornerstones of Logistics Service Provider (LSP) 

competitiveness through the lens of Resource Based Theory (RBT) (Barney, 1991). We 
explore the critical role of human capital, specifically a skilled and qualified workforce, 

as a key asset for LSPs. This translates directly into a superior service level, a well-
established differentiator in today's competitive landscape. Interestingly, we posit that 
service excellence, coupled with a commitment to sustainable practices, transcends 

mere price considerations, fostering long-term success. Finally, the power of 
collaboration comes to the fore as we highlight the significance of an integrated 

network – a strategic web of relationships that bolsters a company's competitive edge. 
By establishing these four pillars – skilled people, excellent service, integrated 

network, and strategic pricing – as crucial resources within RBT framework, this study 
offers valuable insights into achieving sustainable competitiveness for LSPs. 
This research also highlights the critical role of innovation in propelling the 

sustainability of Indonesian local logistics companies (LSPs). Its posits that 
advancements across technology systems, services, and infrastructure are key drivers. 

Notably, service innovation empowers LSPs to not only enhance their sustainability 
efforts but also cater to ever-evolving customer demands. Intriguingly, the paper 

suggests innovation acts as a moderator, fostering a virtuous cycle between 
competitiveness and sustainability. By embracing innovative practices, LSPs can 
leverage robust supply chains and strong environmental performance to gain a 

significant edge in the competitive landscape. This research delves into a captivating 
area, prompting further exploration of the specific service innovations that can 

optimize this interplay between competitiveness and sustainability for LSPs in 
Indonesia. 

This research offers valuable insights into LSP sustainability and competitiveness. 
However, the limited number of informants presents an opportunity for further 
exploration. While the qualitative approach provides rich detail, triangulation with 

quantitative methods could strengthen the generalizability of the research model. This 
could offer stakeholders, including regulators, a more comprehensive understanding 
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of the government's role in LSP regulations. Furthermore, the compelling LSP 
sustainability and competitiveness model depicted in Figure 1 invites further 

investigation. Future research could examine how these variables interrelate and 
influence similar companies across diverse countries. Such endeavors promise to 

significantly advance scientific knowledge within the logistics field. 
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