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Abstract

One interesting area of research is innovation for the sustainability of Small
and Medium Enterprises (SMEs), which has increasingly attracted economists'
attention in recent years. This paper is a literature review of several articles on
the application of innovation to encourage SME sustainability. This paper aims
to ensure that technological, process, and production innovation are integrated
ways to drive SME sustainability and are most widely used in the literature,
especially about SME sustainability. Based on a comprehensive review of
innovation variables with systematic literature review methods, the search
yielded 25 articles from journal publications indexed in ScienceDirect. The
results concluded that product innovation could create significant added value
and open up new market opportunities while marketing innovation and
business models can increase customer reach and adaptability of SMEs to a
dynamic business environment. Product innovation, marketing, and business
models can be applied to encourage SMES' sustainability to encourage SMES'

sustainability. Government policy support, access to financing, and strategic
partnerships are critical factors for the success of this innovation initiative,

_ _ which overall improves the competitiveness and viability of SMEs.
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INTRODUCTION

Small and Medium Enterprises (SMEs) play a very significant role in the economies of many
countries, including Indonesia (Kilay et al., 2022). SMEs provide jobs for millions of people and contribute
significantly to Gross Domestic Product (GDP) and local economic development. This is supported by data
fromthe Ministry of Cooperatives and Small and Medium Enterprises of the State of Indonesia, which explains
that currently, there are 64.2 million SMEs that contribute to the Gross Domestic Product (GDP) of 61.07%
or worth 8,573.89 trillion rupiahs. In addition, SMEs absorb 97% of the total workforce and can collect up to
60.4% of the total investment. However, SMEs face major challenges in achieving long-term sustainability,
including access to technology, capital, and broader markets (Costa et al., 2023).

Innovation is crucial in ensuring the sustainability of Small and Medium Enterprises (SMES) in today's
changing and competitive era. Conceptually, innovation refers to introducing a new idea, process, or product
that brings added value to the business. In the context of MSMES, Innovationinnovation does not only refer
to the creation of new products but also to the improvement of operational, marketing, and management
processes that can generate the efficiency and differentiation needed to survive in a dynamic market (Ragazou
et al., 2022; Vasi et al., 2024). Innovation for SME sustainability involves the introduction and application of
new ideas, practices, and technologies that not only improve operational efficiency but also ensure that the
business can survive in the long term in an environmentally and socially friendly
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way. The concept of sustainability includes three main pillars: economic, environmental, and social (Bertolini
et al., 2023). Therefore, sustainability-oriented innovation must pay attention to these aspects holistically.

In other words, Innovation innovation not only helps SMEs improve their operational efficiency and
competitiveness but also allows them to adapt to market changes and the external environment. Innovation
can be in the form of developing new products and services, improving business processes, or implementing
more efficient and environmentally friendly technologies. This is supported by existing literature (Zheng et
al., 2024; Maziliauske, 2024; Battistella et al., 2023; Jiang et al., 2023; Lin et al., 2023; Bhatti et al., 2023;
Rumanti et al., 2023; Surya et al., 2021) showing that Innovationinnovation can help SMEs increase
productivity, reduce costs, and expand their markets. However, most SMEs often face significant challenges
in maintaining and improving performance in an increasingly complex and rapidly changing business
environment. One of the key challenges SMEs face is their ability to adopt and implement linnovationas a
strategy to strengthen the sustainability of their business. Although innovation is considered the key to
improving the competitiveness and growth of SMEs, there is still a need to thoroughly understand how
innovation affects SME sustainability from multiple perspectives.

Therefore, a systematic review of the literature on "Innovation as a Driver of SME Sustainability"
becomes important to identify trends, findings, and knowledge gaps in the existing literature and provide
better insight into the relationship between Innovation and SME sustainability. As such, this article aims to
compile and analyze the findings of various studies conducted in this domain and highlight its important
implications for practitioners, researchers, and policymakers in supporting the growth and sustainability of
SMEs through Innovation.

LITERATURE REVIEW

One theory that supports the importance of innovation in the context of SMEs is the Theory of
Resources and Capabilities (Resource-Based View, RBV) (Minter, 2024). This theory posits that an
organization's unique resources and internal capabilities, such as employee expertise, technology, and brand
reputation, can provide long-term competitive advantage. In this context, innovation is an important key to
ensure that SMEs can continue to grow and adapt to changing market dynamics and global challenges such as
climate change and economic crises. Therefore, SMEs can produce innovations sustainably and have more
opportunities to survive and thrive in a dynamic market.

In addition, the Innovation Diffusion Theory is also relevant in the context of SMEs, emphasizing the
importance of adopting and disseminating Innovation Innovation among business actors (Namirembe et al.,
2024). By implementing Innovationinnovation, SMESs can increase their competitiveness, improve operational
efficiency, and create added customer value, contributing to their business's sustainability. However, such
innovation must be supported by a conducive ecosystem, including supportive government policies, access to
financing, and strategic partnerships with various stakeholders (Gongalves et al., 2024). In addition, internal
factors such as managerial ability, capacity to adapt, and innovation culture within the company also play a
crucial role (Qian et al., 2023).

METHODS

The methodology used in this article is the Systematic Literature Review (SLR). The SLR process
involves systematic steps to identify, evaluate, and synthesize research relevant to the chosen topic
(Facchinetti et al., 2022). This method allows researchers to get a comprehensive picture of existing
knowledge and identify gaps in the existing literature. This study examines previous research on innovation
as a driver of sustainability for small and medium enterprises (SMEs). The selection of previous studies
follows the criteria outlined in Table 1.

© 2025 The Authors. Published by The Center for Border and Coastal Studies (PSPP), Universitas Muhammadiyah Jakarta.
This is an open-access article under the CC BY SA license. (https://creativecommons.org/licenses/by-sa/4.0/)




BASKARA: Journal of Business and Entrepreneurship

Table 1. Inclusion and Exclusion Criteria

No Inclusion Criteria Exclusion Criteria

1. Focused innovation options for SMEs' sustainability Did not _f_ocus on innovation options for SME

sustainability
2. Avrticles using the ScienceDirect online database g:;gl::ethat do not use the ScienceDirect online
Published in the last five years, from 2021 to 2024, . - .

3. to ensure its novelty and relevance Was published before the specified period

4 Avrticles had international accreditation and were  Articles were not internationally accredited and not
' written in English written in English

5. Available in full-text format Were not available in full text

Search using a variety of English keywords, especially (1) innovation, (2) SMEs, (3) small and medium
enterprises, and (4) Sustainability. A total of 1,756 articles were obtained from search results. The selection
of articles is based on consideration of the title, abstract, and full text, according to the criteria outlined in
Table 1. Researchers use the EndNote X9 application to streamline the selection process, which facilitates a
more structured approach to articles. Next, the necessary information is manually coded, extracted, and
analyzed manually, with the data entered into a spreadsheet. In the end, 1.134 out of 1,756 articles sourced
from the ScienceDirect database were excluded based on the criteria specified in Table 1. A comprehensive
overview of the article selection process is depicted in the attached Figure 1. To visualize the literature, use

the PRISMA method with inclusion and exclusion methods based on Figure 1.
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Figure 1. Article Selection Flow Diagram
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Based on the selection process shown in Figure 1, a total of 25 articles were obtained for further analysis.
Researchers apply thematic analysis techniques to examine and identify themes in the data. This analysis
includes six stages, namely understanding the data, organizing data codes, exploring themes related to
Innovationinnovation driving SME sustainability (in accordance with the focus of this research), reviewing
the themes found, defining and labeling these themes, and producing research reports.

RESULT AND DISCUSSION
This study includes 25 articles for further analysis based on the results of the selection process. There
are 25 articles discussing Innovation Innovation to help SME sustainability. A summary of the findings of the

article's analysis on innovation innovation to help SME sustainability is outlined in Table 2.

Table 2. Innovation drives SME sustainability

Author

Result

(Hidayat-ur-Rehman
& Alsolamy, 2023,

p. 5)

Fintech  adoption, sustainability  practices,
competitiveness, and transformational leadership
have an important role in improving the
sustainable performance of SMEs.

(Kononova et al.,
2024, p. 356)

Social innovation innovation is one of the
important aspects of the transformation of
corporate sustainability.

(Peretz-Andersson
etal., 2024, p. 2)

The application of Al drives enterprise
productivity and performance and shapes core
business models and processes that enhance
competitiveness.

(Gallina et al., 2024,

Innovation for the sustainability of SMEs by

p. 4) emphasizing the importance of dual transition,
namely digital transition and green transition

(Chatterjee et al., the importance of adaptation and technological

2022, p.6) innovation in supporting the sustainability of SME

operations in the midst of the challenges faced.

(Haruna et al., 2024,
p. 194)

Islamic finance has a positive impact on the
innovation capacity of SMEs in Cameroon by
increasing innovation in processes, products, and
marketing, especially in technological innovation.

(Awvelar et al., 2024,
p. 8)

Product innovation, process innovation, marketing
innovation, technological innovation, and business
model innovation can strengthen the position of
SMEs in facing sustainability challenges,
increasing competitiveness, and making a
positive contribution to the environment and
surrounding communities.

(Artin, 2022, p. 10)

By innovating processes for SME sustainability,
especially through training, networking, and
collaboration

(Hasan & Rahman,
2023, p. 12)

The importance of eco-innovation, which includes
technological capabilities, environmental
regulations, green products, competitive pressures,
and energy prices as key drivers of SME
sustainability

(Hasan & Rahman,
2023, p. 3766)

Digitalization has a significant impact on
innovation management practices in SMES in
Poland.

Source
Journal of Open Innovation:
Technology, Market, and
Complexity

Procedia CIRP

International Journal of
Information Management

Procedia Computer Science

Technological Forecasting &
Social Change

Borsa Istanbul Review

journal

Journal of Business Research

Current Research in
Environmental Sustainability
Journal

Heliyon

Procedia Computer Science
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(Ozturk et al., 2024,
p. 2)

Innovation for the sustainability of SMEs (Small
and Medium Enterprises) in the context of
digitalization and the development of SMEs in
China.

(Perramon et al.,
2024, p. 5)

innovation for SMEs' sustainability through
circular economy adoption

(Zhang, 2022, p. 4)

For SME sustainability, innovations that can be
considered are product innovation, quality
innovation, and organizational innovation.

(Salvador et al.,

Investment in technology and innovation helps

2023, p. 14) improve the sustainability performance of SMEs.

(Nugraha et al., Fintech innovation can be a solution to increase

2022, p. 13) financial inclusion and support the sustainability
of SMEs in Indonesia.

(Achmad et al., Ecological Innovationinnovation helps SMEs

2023, p. 6) sustain

(Sohns et al., 2023 Green BPM is an innovation that integrates

p.8) sustainability into SME business processes.

(Jing et al., 2023, Achieve SME sustainability by innovating

p. 10) technology, such as developing ambidextrous

digital capabilities and innovating their business
models to achieve high transformation
performance

(Chatzistamoulou,
2023, p. 10)

digital Innovationinnovation in supporting the
transition to SME sustainability and

highlighting the importance of public procurement
as an external factor that can facilitate funding and
adoption of sustainable strategies.

(Menne et al., 2022,
p. 10)

The importance of utilizing sharia-based fintech in
improving the financial performance and
sustainability of SMEs.

(Rauch & Brown,
2020, p. 2)

The importance of developing innovative and
efficient design solutions by leveraging emerging
technologies to achieve long-term sustainability in
manufacturing processes.

(Saeedikiya et al.,

Technological innovation, by carrying out digital

2024, p. 12) transformation effectively, overcoming limited
resources, and developing in a dynamic
environment, achieves sustainability.

(Radicic & Petkovi¢, Innovation for SMEs' sustainability can be

2023, p. 13) achieved through the implementation of

digitalization and the right innovation strategy

(Rodriguez-Rebés et
al., 2024, p. 4)

Eco-innovation can be key to boosting economic
growth and sustainability
among SMEs

(Henriguez-Calvo &
Diaz-Martinez, 2023,

p. 5)

Innovation in operational processes is key to
improving the efficiency and sustainability of
SMEs

Heliyon

Journal of Cleaner Production

Journal of Innovation and
Knowledge

Journal of Cleaner Production

Journal of Open Innovation:
Technology, Market, and
Complexity

Journal of Open Innovation:
Technology, Market, and
Complexity

Journal of Cleaner Production

Heliyon

Ecological Economics

Journal of Open Innovation:
Technology, Market, and
Complexity

Procedia CIRP

Journal of Cleaner Production
Journal

Technological Forecasting &
Social Change

Research in International
Business and Finance

Procedia Computer Science
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Discussion

The results of this systematic literature review show that innovation plays a significant role as a driver of the
sustainability of small and medium enterprises (SMESs). In this review, 25 relevant studies were identified and
analyzed, covering various aspects of Innovationinnovation, including product, process, and technology
innovation. Overall, studies show that technological innovation is a key factor in ensuring the sustainability of
SMEs. This is supported by research (Hidayat-ur-Rehman & Alsolamy, 2023; Gallina et al., 2024; Haruna et
al., 2024; Ozturk et al., 2024; Salvador et al., 2023; Nugraha et al., 2022; Jing et al., 2023; Chatzistamoulou,
2023; Menne et al., 2022), who points out that technological innovations that are a focus for SME sustainability
include various applications of advanced technologies that help small and medium-sized businesses operate
more efficiently, are responsive to markets, and are environmentally friendly.

Technology Innovation

One of the key areas of technological innovation is digitalization and financial technology (fintech), which play
a crucial role in supporting the sustainability of SMEs by changing the way they operate, interact with customers,
and manage finances. In accordance with research (Hidayat-ur-Renhman & Alsolamy, 2023; Haruna et al., 2024)
states digitalization allows SMEs to utilize e-commerce platforms, expand market reach globally, and increase
the accessibility of their products and services to a wider range of consumers. Digital management systems help
SMEs automate business processes, improve operational efficiency, and reduce costs. Digital financial literacy
can be interpreted as an individual's knowledge and understanding regarding financial products and services
using digital technology (Lutfillah, et al., 2024).

In addition, based on research (Gallina et al., 2024; Hasan & Rahman, 2023), innovations in
environmentally friendly technologies are also important, including clean production processes that use
environmentally friendly raw materials and produce minimal waste, as well as efficient waste management
technologies. Adopting green and sustainable technologies, such as renewable energy and eco-friendly
production practices, not only reduces environmental impact but also improves reputation and
competitiveness in the market. By focusing on environmentally friendly and efficient technologies, SMESs not
only increase efficiency and reduce operational costs but also meet the demands of consumers who are
increasingly concerned about sustainability issues, contribute to sustainable development goals, enhance their
reputation, and open up new market opportunities.

In line with research (Rodriguez-Rebés et al., 2024; Perramon et al., 2024; Sohns et al., 2023) shows
that the adoption of circular principles increases organizational resilience to internal and external challenges,
which in turn facilitates transformational change in business. In addition, the study illustrates that the transition
to CE not only has a positive impact on environmental sustainability but also extends its influence to the field
of strategic and organizational management. In addition, eco-innovation has been proven to improve
environmental and social performance. The study (Hasan & Rahman, 2023) provides implications for business
managers and policymakers to encourage eco-innovation as a tool to achieve sustainability in manufacturing
SMEs.

In addition to fintech and eco-innovation, the Internet of Things (I0T) enables remote monitoring and
control of operations, as well as process automation that increases productivity and reduces labor costs
(Chatterjee et al., 2022). The Internet of Things (IoT) is a revolutionary technology that connects various
physical devices through the Internet, allowing them to communicate with each other and exchange data. With
0T, monitoring and controlling operations can be done remotely, which means that systems and devices can
be monitored in real time and organized without the need for in-person interaction. This is particularly
beneficial in a wide range of industries, from manufacturing to agriculture, as it allows for more efficient
management and responsiveness to changing conditions. In addition, process automation through IoT helps
increase productivity by speeding up and simplifying routine tasks that previously required human
intervention.

© 2025 The Authors. Published by The Center for Border and Coastal Studies (PSPP), Universitas Muhammadiyah Jakarta.
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For example, in the industrial sector, machines equipped with 10T sensors can detect breakdowns or
maintenance needs automatically and report this information to a central system, which can then take
necessary action without delay. All this not only improves operational efficiency but also significantly reduces
labor costs, as many tasks that previously required manual labor can now be performed automatically by 10T
systems. The result is cost savings, improved quality, and faster response times to operational needs and issues.

Process Innovation

Inaddition to Innovationinnovation in technology, process innovation was also found to have a significant impact
on the sustainability of SMEs (Avelar et al., 2024; Peretz-Andersson et al., 2024; Henriquez-Calvo & Diaz-
Martinez, 2023; Artin, 2022). Process innovation enables SMEs to identify and eliminate bottlenecks or
inefficiencies in their workflows. Better processes also result in more quality and consistent products or services,
which not only increases customer satisfaction but also reduces the associated costs of product returns and
repairs. Process innovation makes SMEs more flexible and responsive to changing market demands. In addition,
higher efficiency tends to be more environmentally friendly, reducing carbon footprint and other environmental
impacts, which can improve the company's image in the eyes of consumers who care about environmental issues.

Based on research (Peretz-Andersson et al., 2024) which examines Innovationinnovation for SMEs
sustainability, especially through the application of Al that drives company productivity and performance and
forms business models and core processes that increase competitiveness. The application of process
innovation using artificial intelligence (Al) to SMEs can bring significant benefits that support sustainability
and operational efficiency. For example, Al can be used to automate various routine and repetitive tasks, such
as inventory management, quality monitoring, and demand prediction. With machine learning algorithms, Al
systems can analyze historical data to predict market demand trends, enabling SMEs to adjust production and
manage stock more effectively, reducing waste and shortages of goods.

In addition, Al can improve operational efficiency through workflow optimization and production
scheduling, ensuring that resources are used optimally. In terms of quality monitoring, Al technology can
detect product defects faster and more accurately than manual inspections, thereby improving the consistency
and quality of the final product. Al can also be used in predictive maintenance, where sensors connected to
production machines collect real-time data to analyze machine conditions and predict potential breakdowns
before they occur, reducing production downtime and sudden repair costs. Thus, the integration of Al in SME
business processes not only increases efficiency and reduces costs but also enables companies to be more
responsive and adaptive to market changes, supporting sustainability and long-term growth.

The article (Henriquez-Calvo & Diaz-Martinez, 2023) states that process innovation in the context of
SMEs in Colombia can help encourage SME sustainability. This innovation process includes the
implementation of innovative actions to improve the operational conditions of business processes with the
aim of achieving efficiency, sustainability, and increased profit margins. Some of the aspects of innovation
that are researched in this article include the development of innovative ideas, the application of production
methods that increase added value, the utilization of technology to improve business processes, the creation
of new business solutions, and the implementation of more efficient practices. By implementing
Innovationinnovation in operational processes, SMEs are expected to remain competitive, sustainable, and
able to allocate and use resources appropriately to overcome competition in the market.

Product Innovation

Product innovation is one of the key factors that can encourage the sustainability of Small and Medium
Enterprises (SMEs). Research (Avelar et al., 2024 and Zhang, 2022) explained that through product innovation,
SMEs can develop new goods or services or improve existing ones to meet the needs of an ever-evolving market.
This innovation process not only aims to improve product quality but also to create added value that can provide
a competitive advantage in the market. One of the ways product innovation drives SME sustainability is by
attracting new customers and retaining existing ones. When SMEs introduce innovative products, such as new
features or better designs, it can attract the attention of consumers looking for better solutions for their needs.
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For example, SMEs engaged in food and beverages can create new flavor variants or healthier products, such
as organic or gluten-free foods. This innovation can attract new market segments that were previously
uninterested in standard products while increasing the loyalty of existing customers by offering a more diverse
selection.

In addition, product innovation can help SMEs diversify their product portfolio, thereby reducing
business risk. By having a variety of products that meet various consumer needs, SMEs are not too dependent
on just one type of product. For example, an SME that produces clothing may develop a new product line,
such as accessories or sportswear. This diversification helps secure income from multiple sources, which is
important for long-term sustainability, especially in uncertain economic situations. Product innovation also
allows SMEs to adopt new technologies that can improve production efficiency and product quality. For
example, the use of environmentally friendly technology in the production process not only helps reduce
operational costs but also attracts consumers who are increasingly concerned about environmental issues
(Hasan & Rahman, 2023). Thus, SMEs can create better products at lower costs, increase profit margins, and
make a positive contribution to environmental sustainability. Technologies such as 3D printing, automation,
and artificial intelligence (Al) can be used to increase production speed and precision, thereby reducing waste
and improving product consistency (Peretz-Andersson et al., 2024).

Further, product innovation can help SMEs adapt to changing market trends and maintain relevance
in the eyes of consumers. In this digital age, consumer needs and preferences are changing rapidly. SMEs that
are able to identify and respond quickly to these trends will have a significant competitive advantage. For
example, with the increasing demand for digital products and internet-based solutions, SMEs developing
mobile applications or online platforms for their products and services can reach a wider audience and provide
a better customer experience (Gallina et al., 2024). The product innovation process also involves continuous
feedback from customers. By listening and understanding the needs and problems faced by customers, SMEs
can constantly improve their products and ensure that they always meet or exceed consumer expectations.
This not only helps in retaining customers but also improves the brand image and reputation of the business.

Overall, product innovation is a key driver of SME sustainability. By developing better, more efficient,
and more responsive products to market needs, SMEs can increase competitiveness, secure sustainable
incomes, and contribute to environmental sustainability. Product innovation not only enables SMEs to remain
relevant in a dynamic market but also to grow and thrive in the long run.

CONCLUSION

The results of this literature review highlight the importance of innovation in various aspects to support
the sustainability of SMEs. The adoption of new technologies, especially those focused on environmental
sustainability, is becoming a key factor in improving the image and reputation of SMEs. Environmentally
friendly production practices and the use of renewable energy not only reduce negative impacts on the
environment but also attract market segments that are increasingly concerned with sustainability issues. This,
in turn, strengthens the competitive position of SMEs and opens up new market opportunities. In addition,
product innovation involves product development and improvement, giving SMEs a competitive advantage by
offering greater added value to customers. Innovative products can meet the needs of a growing market, helping
SMEs maintain market share and increase profitability. Furthermore, process innovation, such as the
implementation of more efficient and sustainable production methods, also helps SMEs reduce operational
costs and increase efficiency. The use of digital technology in supply chain management and business
operations enables SMEs to operate faster and be responsive to market changes, which is critical in a dynamic
business environment.

Innovations in marketing strategies are also important, as the use of social media and digital marketing
tools plays an important role in increasing visibility and interaction with customers. This strategy allows SMEs
to reach a wider audience at a lower cost compared to traditional marketing methods. Better interaction with
customers also helps SMEs understand market needs and preferences, which is important for the development
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of relevant and timely products and services. Overall, the results and discussion of this literature review
underscore that innovation is a key driver of SME sustainability. By integrating Innovationinnovation in
products, processes, technologies, and marketing strategies, SMEs can improve operational efficiency, reduce
costs, increase competitiveness, and ensure long-term sustainability. These findings suggest that policies and
support that encourage Innovation in SMEs are critical to supporting the growth and sustainability of the
sector.
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