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ABSTRACT

Micro, Small, and Medium Enterprises (MSMEs) play a strategic role in Indonesia’s economy, particularly
in job creation and improving community welfare. However, amid globalization and increasingly
competitive markets, MSMEs are required to enhance their competitiveness. This study analyzes
entrepreneurial strategies for MSMEs based on local wisdom as an effort to improve competitiveness
through the integration of culture, innovation, and digital technology. The research employs a qualitative
descriptive approach using literature review from recent journals, books, and academic articles. The
results indicate that leveraging local wisdom such as local raw materials, cultural values, and regional
specialties combined with product innovation, cultural branding, digital marketing, and storytelling can
create sustainable competitive advantages. Key challenges include low digital literacy, limited access to
financing, and the risk of losing authentic cultural value. Therefore, government support, inter-MSME
collaboration, and training programs are crucial for the successful implementation of these strategies.
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1. Introduction

Micro, small, and medium enterprises (MSMESs) constitute one of the primary drivers of
Indonesia's economic development by generating employment opportunities, stimulating local
economic activities, and contributing significantly to poverty reduction and regional economic
resilience (Nursini, 2020; Weldeslassie et al., 2019). Despite their substantial contribution,
MSMEs continue to encounter considerable challenges in maintaining competitiveness amidst
globalization, rapid technological advancement, and increasingly dynamic consumer preferences.
The emergence of digital markets, changing business models, and intensified competition require
MSMESs not only to survive but also to continuously innovate and develop sustainable competitive
advantages (Mukherjee, 2018; Jackson, 2021).

Recent empirical studies indicate that the competitiveness of Indonesian MSMEs remains
constrained by several structural factors, including limited digital capability, inadequate
innovation capacity, insufficient managerial competence, and restricted access to financial
technology. A systematic review by Angraini et al. (2024) revealed that although digital
transformation has become a strategic necessity, the adoption of digital technology among
Indonesian MSMEs remains uneven due to limitations in digital literacy, infrastructure, and
entrepreneurial capabilities. Similarly, Pranata et al. (2022) found that many MSMEs, particularly
in the food and beverage sector, experience difficulties in utilizing digital technology effectively
despite its proven benefits for expanding market access and improving operational efficiency.
Furthermore, studies by Caraballo Payares et al. (2024) and Hal et al. (2023) demonstrate that
digital marketing and personal branding significantly improve market competitiveness, yet many
MSME:s still lack the competencies required to maximize these opportunities.
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Innovation has also been consistently recognized as a fundamental determinant of MSME
competitiveness. Open innovation, collaborative research, and continuous product development
enable enterprises to respond more effectively to market changes and generate sustainable
competitive advantages (Paiva et al., 2020). Likewise, local studies emphasize that product
innovation supported by digitalization substantially improves the competitiveness of Indonesian
MSMEs (Vega et al., 2025; Muh Fajrul & Saptyana, 2025). Beyond technological innovation,
responsible business practices and corporate social responsibility have also been shown to
strengthen firm performance and long-term competitiveness (Ansong & Agyemang, 2017;
Apospori et al., 2012; Bose et al., 2017). These findings suggest that enhancing MSME
competitiveness requires a comprehensive entrepreneurial strategy integrating innovation,
technology adoption, and sustainable business management.

Another strategic resource that has attracted increasing scholarly attention is local
wisdom. Local wisdom reflects indigenous cultural values, traditional knowledge, and regional
identity that can differentiate MSME products in highly competitive markets. Previous studies
have demonstrated that incorporating local cultural characteristics into products strengthens
uniqueness, increases customer value, and supports tourism-based economic development
(Samodro, 2018; Ari et al., 2023). More recent evidence further indicates that local wisdom
contributes to sustainable competitive advantage by creating product differentiation that is
difficult for competitors to imitate (Gunawan, 2026). In addition, financial literacy, financial
technology, and community-based entrepreneurial development have been recognized as
supporting factors that enhance the effectiveness of local wisdom implementation within MSMEs
(Lubis & Nurhayati, 2024; Masril, 2021).

Although previous studies have extensively examined digital transformation (Angraini et
al., 2024), technology adoption (Pranata et al., 2022), innovation (Paiva et al., 2020), corporate
responsibility (Ansong & Agyemang, 2017), and local wisdom individually (Samodro, 2018;
Gunawan, 2026), relatively limited research has comprehensively analyzed how entrepreneurial
strategies integrate these dimensions simultaneously to improve MSME competitiveness.
Existing studies generally investigate technology adoption, innovation, or local wisdom as
separate determinants, while the interaction between entrepreneurial orientation, digital
capability, innovation, and local wisdom remains insufficiently explored. Consequently, there is
still a research gap regarding the formulation of an integrated entrepreneurship strategy capable
of strengthening MSME competitiveness in an increasingly digital and globally competitive
environment.

This study addresses this gap by proposing an integrated perspective that combines
entrepreneurship strategy, innovation capability, digital transformation, and local wisdom as
complementary factors in strengthening MSME competitiveness. The novelty of this research lies
in positioning local wisdom not merely as a cultural identity but as a strategic entrepreneurial
resource that complements digital transformation and innovation in creating sustainable
competitive advantage. Therefore, this study aims to analyze entrepreneurship strategies based on
local wisdom that can enhance the competitiveness of MSMEs while supporting their long-term
sustainability in the era of globalization and digital transformation.

2. Research Methods

This study employed a qualitative research approach using a narrative literature review
design to synthesize existing knowledge regarding entrepreneurship strategies, MSME
competitiveness, digital transformation, innovation, and local wisdom. A literature review was
selected because it enables the identification, comparison, and critical interpretation of findings
from previous studies to develop a comprehensive understanding of the research topic.

The data used in this study consisted exclusively of secondary data obtained from peer-
reviewed journal articles, books, conference proceedings, and other reputable academic
publications. Literature searches were conducted through major academic databases, including
Scopus, ScienceDirect, SpringerLink, Google Scholar, and Crossref. To ensure the relevance and
quality of the reviewed literature, publications were selected based on the following inclusion
criteria: (1) discussing entrepreneurship strategies, MSME competitiveness, innovation, digital
transformation, or local wisdom; (2) published in reputable national or international journals; (3)
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available in full text; and (4) primarily published between 2017 and 2025, while several seminal
references published before this period were retained to strengthen the theoretical foundation.
The literature selection process consisted of four stages: identification, screening,
eligibility assessment, and final inclusion. Initially, relevant publications were identified using
keywords such as entrepreneurship strategy, MSME competitiveness, local wisdom, digital
transformation, and innovation. Duplicate records and publications unrelated to the research
objectives were subsequently removed during the screening stage. Eligible publications were then
evaluated based on their relevance to the research focus before being included in the final analysis.
Data were analyzed using qualitative content analysis. The selected literature was
systematically coded and categorized into several major themes, including entrepreneurship
strategies, innovation capability, digital transformation, local wisdom, and competitive
advantage. The findings from previous studies were subsequently compared, synthesized, and
interpreted to identify recurring patterns, research inconsistencies, and existing research gaps.
Finally, the synthesized findings were presented descriptively to develop an integrated
understanding of how entrepreneurship strategies based on local wisdom can enhance the
competitiveness and long-term sustainability of micro, small, and medium enterprises.

3. Results and Discussions
Results
Local Wisdom as a Strategic Resource for MSME Competitiveness

The literature consistently identifies local wisdom as one of the most valuable strategic
resources for enhancing the competitiveness of micro, small, and medium enterprises (MSMEs).
Rather than functioning solely as a cultural heritage, local wisdom has evolved into a business
asset capable of creating product differentiation, strengthening regional identity, and generating
sustainable competitive advantages. Across the reviewed studies, local wisdom encompasses
indigenous knowledge, traditional production techniques, local raw materials, cultural values, and
regional characteristics embedded within products and business practices (Samodro, 2018; Ari et
al., 2023).

The synthesis of previous studies indicates that MSMEs integrating local wisdom into
their products achieve greater product uniqueness than businesses relying exclusively on
standardized commercial products. Traditional recipes, local craftsmanship, indigenous materials,
and cultural narratives create emotional value for consumers while simultaneously preserving
cultural heritage. Ari et al. (2023) demonstrated that developing products based on regional
identity not only supports local tourism but also strengthens market positioning by differentiating
products from competitors. Likewise, Samodro (2018) emphasized that incorporating local
wisdom into product development increases export competitiveness because consumers
increasingly appreciate authentic products with strong cultural identities.

Recent studies further reveal that local wisdom contributes not only to product
differentiation but also to business sustainability. Gunawan (2026) argued that local wisdom
enables MSMEs to establish competitive advantages that are difficult for competitors to imitate
because cultural identity represents an intangible resource developed over generations. Unlike
technological innovations that can be rapidly replicated, cultural uniqueness remains embedded
within communities and therefore provides long-term strategic value.

The reviewed literature also highlights several forms of local wisdom implementation
within MSMEs. These include the utilization of local raw materials, preservation of traditional
production methods, incorporation of regional symbols into product packaging, promotion of
local stories through branding, and development of tourism-oriented products reflecting regional
identities. Collectively, these practices enhance customer experiences while simultaneously
supporting cultural preservation and local economic development.

Overall, the findings indicate that local wisdom functions as both an economic and socio-
cultural resource. From an economic perspective, it creates product differentiation and market
competitiveness, whereas socially it contributes to preserving local traditions and strengthening
community identity.
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Entrepreneurship Strategies for Integrating Local Wisdom

The literature review identified entrepreneurship strategy as the central mechanism
through which local wisdom can be transformed into competitive business performance. Rather
than treating local wisdom as a passive cultural asset, successful MSMEs actively integrate it into
entrepreneurial activities through innovation, branding, digital marketing, collaboration, and
continuous product development.

One of the dominant strategies identified across the literature is product innovation based
on local culture. Innovation does not necessarily imply abandoning traditional values but instead
adapting traditional products to meet contemporary consumer preferences. Vega et al. (2025)
found that product innovation significantly enhances MSME competitiveness when innovation
preserves cultural authenticity while improving product quality, packaging, and functionality.
Similarly, Muh Fajrul and Saptyana (2025) demonstrated that culinary MSMEs adopting
continuous product innovation were better able to respond to changing market trends and
consumer demands.

Another frequently reported strategy involves cultural branding. Rather than competing
primarily on price, MSMEs increasingly position themselves through storytelling that
communicates cultural heritage, production history, and regional identity. This branding strategy
establishes emotional relationships with consumers and strengthens customer loyalty. Ari et al.
(2023) illustrated that consumers increasingly value products associated with authentic local
traditions because such products provide unique consumption experiences beyond functional
benefits.

Digital transformation emerged as another critical entrepreneurial strategy. The reviewed
studies consistently demonstrate that digital technology substantially expands market access
while improving operational efficiency. Angraini et al. (2024) reported that digital transformation
enables MSMEs to overcome geographical limitations through e-commerce, social media
marketing, and digital business platforms. Likewise, Pranata et al. (2022) found that technology
adoption significantly improves business efficiency, although many Indonesian MSMEs continue
experiencing difficulties due to limited digital capabilities.

The literature also emphasizes the growing importance of digital marketing. Caraballo
Payares et al. (2024) found that social media platforms, digital advertising, and online
marketplaces increase customer engagement while strengthening brand visibility. Similarly, Hal
et al. (2023) showed that personal branding through digital media improves consumer trust and
market recognition, particularly among community-based MSMEs.

Financial capability also emerged as a supporting entrepreneurial strategy. Lubis and
Nurhayati (2024) demonstrated that financial literacy combined with financial technology
adoption enables MSMEs to improve financial decision-making, business planning, and
investment management. Improved financial management subsequently supports innovation
activities and long-term business growth.

Business networking represents another important finding synthesized from the literature.
Mian et al. (2016) emphasized that collaboration among MSMESs, universities, business
incubators, and government institutions accelerates knowledge transfer and innovation
development. Such collaboration facilitates access to technology, training programs, business
mentoring, and wider distribution networks.

Overall, the reviewed literature suggests that entrepreneurship strategies integrating local
wisdom consist of several complementary dimensions, including innovation capability, digital
transformation, cultural branding, financial capability, strategic networking, and continuous
organizational learning. These dimensions collectively strengthen MSMEs' capacity to create
sustainable competitive advantages.

Digital Transformation and MSME Competitiveness

Another important finding emerging from the literature concerns the increasingly
inseparable relationship between digital transformation and MSME competitiveness. Digital
technologies have transformed the way MSMESs produce, market, distribute, and communicate
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with consumers. Consequently, digital capability has become one of the primary determinants of
business competitiveness.

The reviewed studies consistently indicate that digital transformation improves
operational efficiency while expanding market opportunities. Angraini et al. (2024) concluded
that digitalization enables MSMEs to optimize marketing, improve customer services, reduce
transaction costs, and strengthen competitive performance. Similarly, Caraballo Payares et al.
(2024) found that digital marketing adoption significantly enhances customer acquisition and
market expansion among small businesses.

Nevertheless, the literature also reveals substantial barriers limiting digital transformation
among MSMEs. Pranata et al. (2022) reported that many enterprises continue facing inadequate
digital literacy, insufficient technological infrastructure, and limited financial resources required
for technology investment. These limitations reduce the ability of MSMEs to maximize digital
business opportunities despite increasing consumer reliance on online platforms.

Innovation capability further strengthens the positive relationship between digital
transformation and competitiveness. Paiva et al. (2020) emphasized that collaborative innovation
and knowledge sharing accelerate technological adaptation while improving organizational
performance. Jackson (2021) similarly argued that sustainable innovation enables firms to
respond continuously to market changes by transforming existing business practices into more
competitive models.

Corporate responsibility and sustainable business management also emerged as
supporting determinants of competitiveness. Ansong and Agyemang (2017) demonstrated that
socially responsible business practices improve organizational reputation, customer trust, and
long-term performance. Likewise, Apospori et al. (2012) concluded that responsible management
practices contribute significantly to SME competitiveness because they strengthen stakeholder
relationships and organizational legitimacy.

The literature synthesis therefore indicates that competitiveness in the digital era cannot
be achieved solely through technology adoption. Sustainable competitiveness requires integrating
digital transformation with innovation capability, entrepreneurial orientation, responsible
business practices, financial management, and local wisdom. MSMEs successfully combining
these elements demonstrate stronger adaptability to market changes while simultaneously
preserving their cultural identity and achieving long-term business sustainability.

Discussion
Integrating Local Wisdom and Digital Transformation for Sustainable MSME
Competitiveness

The findings of this literature review demonstrate that sustainable MSME
competitiveness can no longer rely solely on traditional entrepreneurial practices or technological
adoption independently. Instead, competitiveness emerges from the successful integration of local
wisdom with digital transformation and innovation. This finding extends previous studies by
showing that local wisdom should not merely be regarded as a cultural attribute but as a strategic
entrepreneurial resource capable of generating long-term competitive advantages when supported
by digital capabilities.

Digital transformation has fundamentally reshaped the competitive landscape for
MSMEs. The rapid expansion of e-commerce, digital payment systems, social media platforms,
and online marketplaces has significantly lowered market entry barriers while simultaneously
intensifying competition. Consequently, MSMEs must continuously improve their technological
capabilities to remain competitive. This interpretation is consistent with Angraini et al. (2024),
who emphasized that digital transformation enables MSMEs to increase productivity, expand
market access, and improve business efficiency. Likewise, Pranata et al. (2022) argued that
technology adoption positively affects MSME performance, although digital literacy and
technological readiness remain major obstacles.

However, this review indicates that technology alone is insufficient to sustain
competitiveness. Numerous businesses can adopt identical digital platforms, resulting in limited
differentiation if technology is implemented without distinctive business value. Therefore, local
wisdom becomes an important complementary resource because it provides unique product
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characteristics that are difficult for competitors to imitate. Gunawan (2026) highlighted that local
wisdom represents an intangible strategic asset capable of strengthening sustainable competitive
advantage through cultural uniqueness. Similarly, Samodro (2018) emphasized that integrating
local identity into product development increases product authenticity and strengthens export
competitiveness by offering consumers distinctive cultural experiences.

The findings further suggest that digital technology actually amplifies the economic value
of local wisdom rather than replacing it. Social media, e-commerce platforms, and digital
marketing allow MSMEs to communicate cultural stories, production processes, and regional
identities to much broader markets than conventional marketing methods. Consequently, digital
transformation functions as a dissemination mechanism through which local wisdom reaches
national and international consumers while preserving cultural authenticity. This interpretation is
supported by Caraballo Payares et al. (2024), who demonstrated that digital marketing
significantly increases customer engagement and market visibility, particularly for small
businesses operating in highly competitive environments.

Entrepreneurship Strategy as the Driver of Competitive Advantage

Another important implication emerging from this review is that entrepreneurship
strategy functions as the central mechanism connecting innovation, digital transformation, and
local wisdom. The reviewed studies consistently indicate that entrepreneurship is no longer
limited to identifying business opportunities but increasingly involves the capability to combine
internal resources with external environmental changes to create sustainable value.

One of the most dominant entrepreneurial strategies identified is continuous innovation.
The literature demonstrates that innovation should not only focus on technological advancement
but also encompass product design, packaging, branding, production processes, and customer
experience. Paiva et al. (2020) argued that collaborative innovation enables organizations to
respond more effectively to dynamic market conditions through knowledge sharing and
continuous learning. Similarly, Jackson (2021) explained that sustainable innovation requires
organizations to continuously adapt existing business models while maintaining their core
competitive strengths.

This review also reveals that entrepreneurial innovation becomes more effective when
supported by local cultural values. Rather than abandoning traditional products, successful
MSMEs modernize traditional products while maintaining their authenticity. Vega et al. (2025)
demonstrated that local product innovation significantly increases competitiveness because
consumers increasingly value products combining authenticity with contemporary quality
standards. Likewise, Muh Fajrul and Saptyana (2025) found that innovation in culinary MSMEs
enhances customer satisfaction, strengthens customer loyalty, and increases business
sustainability.

Another significant entrepreneurial strategy identified concerns branding. Modem
consumers increasingly purchase products not only because of their functional characteristics but
also because of the stories and values attached to them. Consequently, cultural branding has
become an important differentiation strategy for MSMEs. Ari et al. (2023) illustrated that
integrating cultural narratives into branding strengthens emotional relationships between
consumers and products. This branding strategy enables MSMEs to avoid price-based
competition by emphasizing product uniqueness and authenticity.

Financial capability also plays a significant supporting role within entrepreneurial
strategy. Lubis and Nurhayati (2024) demonstrated that financial literacy and financial technology
improve financial management quality, investment decisions, and innovation capability. Better
financial management subsequently enables MSMEs to invest in technology, product
development, and marketing activities, thereby strengthening long-term competitiveness.

Furthermore, business collaboration constitutes another strategic factor supporting
entrepreneurial success. Mian et al. (2016) emphasized that partnerships among MSMEs,
universities, government institutions, and business incubators facilitate innovation, technology
transfer, entrepreneurial mentoring, and business networking. Such collaboration becomes
increasingly important because MSMEs generally possess limited financial and technological
resources compared with large enterprises.
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Challenges and Opportunities for Local Wisdom-Based MSMEs

Although local wisdom offers substantial competitive advantages, the literature indicates
that its implementation remains constrained by several challenges. One of the most frequently
discussed obstacles concerns the limited capability of MSME owners to integrate traditional
knowledge with modern business practices. Many entrepreneurs continue perceiving innovation
and digital transformation as costly and technically difficult processes despite increasing
government support for MSME digitalization (Angraini et al., 2024; Pranata et al., 2022).

Digital capability represents another persistent challenge. Many MSMEs continue
experiencing limited digital literacy, inadequate technological infrastructure, and insufficient
understanding of online marketing strategies. Hal et al. (2023) reported that many community-
based MSME:s require continuous mentoring to effectively utilize digital platforms for branding
and marketing activities. Similarly, Caraballo Payares et al. (2024) emphasized that successful
digital marketing requires not only technological access but also strategic capabilities in content
development, customer engagement, and digital communication.

Financial constraints also remain significant barriers. Limited access to formal financing
frequently restricts investments in technology adoption, innovation, certification, and product
quality improvement. Lubis and Nurhayati (2024) demonstrated that strengthening financial
literacy substantially improves MSMEs' ability to manage business capital and utilize financial
technology effectively. Therefore, financial capability should be regarded as an integral
component of entrepreneurship strategy rather than merely an operational function.

Despite these challenges, the literature also identifies considerable opportunities.
Consumer preferences increasingly favor authentic, environmentally responsible, and culturally
distinctive products. This trend creates substantial market potential for MSMEs capable of
integrating local wisdom with innovation and digital marketing. Samodro (2018) suggested that
globalization does not necessarily threaten local products; instead, globalization provides broader
opportunities for culturally distinctive products to penetrate international markets.

Government support also constitutes an important opportunity. Training programs,
business incubation initiatives, financial assistance, digital transformation policies, and
entrepreneurship development programs contribute significantly to improving MSME
competitiveness (Masril, 2021). Moreover, digital platforms enable MSMEs to reach consumers
across geographical boundaries while reducing marketing costs and increasing operational
efficiency (Angraini et al., 2024).

Another opportunity concerns sustainable business practices. Responsible
entrepreneurship has become increasingly important because consumers pay greater attention to
ethical production, environmental responsibility, and social impact. Ansong and Agyemang
(2017) demonstrated that corporate social responsibility positively influences SME performance
by strengthening stakeholder trust and organizational reputation. Likewise, Apospori et al. (2012)
argued that socially responsible business practices contribute significantly to long-term
competitiveness by improving relationships with customers, suppliers, and local communities.

Overall, this review suggests that the future competitiveness of MSMEs depends on their
ability to integrate four complementary dimensions: local wisdom, innovation capability, digital
transformation, and entrepreneurial strategy. Rather than functioning independently, these
dimensions reinforce one another to create sustainable competitive advantage. Local wisdom
provides product uniqueness, innovation generates continuous value creation, digital
transformation expands market opportunities, and entrepreneurship strategy integrates these
resources into sustainable business performance.

Unlike previous studies that generally examined these factors separately, this study
synthesizes the existing literature into a comprehensive framework demonstrating that sustainable
MSME competitiveness results from the interaction among cultural resources, technological
capability, innovation, and entrepreneurial orientation. This integrated perspective constitutes the
primary theoretical contribution of the present study and provides practical guidance for
policymakers, business practitioners, and MSME owners seeking to strengthen competitiveness
while preserving local cultural identity.
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4. Conclusion

Based on an analysis of MSME entrepreneurial strategies rooted in local wisdom, it can
be concluded that local wisdom is a strategic asset capable of enhancing the competitiveness of
MSMEs. Cultural values, local raw materials, and regional specialty products provide distinctive
characteristics that set SME products apart from competitors, while also creating added value that
appeals to consumers. However, to maximize this potential, SMEs need to integrate local wisdom
with product innovation, cultural branding, digital marketing, and storytelling, thereby not only
strengthening cultural identity but also expanding market reach and increasing customer loyalty.

In the digital age, the ability to adapt to technology is a key factor in maintaining and
enhancing competitiveness. However, MSMEs still face various challenges, such as low digital
literacy, limited access to capital, and the risk of losing authentic cultural value due to excessive
commercialization. Therefore, the success of entrepreneurship strategies rooted in local wisdom
heavily depends on external support, including training, mentoring, and collaboration with other
parties whether fellow SMEs or the government.

By implementing the right strategy one that strikes a balance between cultural
preservation and modern innovation, SMEs are not only able to survive in the face of market
competition but also create sustainable competitive advantages, penetrating both local and global
markets without losing the cultural identity and values inherent in their products. This strategy
demonstrates that local wisdom and innovation can coexist as the foundation for the growth of
SME:s that are adaptive, creative, and highly competitive.
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