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Abstract. This study explores how Micro, Small, and Medium Enterprises (MSMEs) in Indonesia transform their business strategies in response to economic uncertainty and technological change. Utilizing a qualitative exploratory approach, data were collected through in depth interviews with MSME owners and managers across various sectors. Thematic analysis revealed three main patterns of strategic transformation: resource reallocation, innovation in products or services, and digital operational restructuring. Findings highlight that digital capability plays a moderating role, enabling MSMEs with higher digital literacy to respond proactively and maintain business continuity, while those with limited digital competence face greater difficulty adapting. The study contributes to strategic management literature by integrating external pressures and internal digital capacity into a unified framework. Practically, it underscores the importance of digital empowerment policies to support MSME resilience in volatile environments.
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Abstrak. Penelitian ini mengkaji bagaimana Usaha Mikro, Kecil, dan Menengah (UMKM) di Indonesia mentransformasi strategi bisnisnya dalam merespons ketidakpastian ekonomi dan perubahan teknologi. Dengan pendekatan kualitatif eksploratif, data dikumpulkan melalui wawancara mendalam dengan pemilik dan manajer UMKM dari berbagai sektor. Analisis tematik mengidentifikasi tiga pola utama transformasi strategi: realokasi sumber daya, inovasi produk atau layanan, dan restrukturisasi operasional berbasis digital. Temuan menunjukkan bahwa kapabilitas digital berperan sebagai variabel moderator yang memungkinkan UMKM dengan literasi digital tinggi untuk merespons secara proaktif dan menjaga keberlangsungan usaha, sementara UMKM dengan kapabilitas digital rendah mengalami kesulitan dalam beradaptasi. Studi ini memberikan kontribusi terhadap literatur manajemen strategis dengan mengintegrasikan tekanan eksternal dan kapabilitas internal dalam satu kerangka teoritis. Secara praktis, penelitian ini menekankan pentingnya kebijakan pemberdayaan digital untuk mendukung ketahanan UMKM di tengah ketidakpastian.

Kata kunci: Kapabilitas Digital, Ketidakpastian Ekonomi, Perubahan Teknologi, Transformasi Strategi, UMKM

1. INTRODUCTION
The transformation of business strategy within Micro, Small, and Medium Enterprises (MSMEs) has emerged as a central theme in strategic management literature, especially in the face of accelerating environmental turbulence and technological disruption. Business strategy transformation refers to a deliberate and systematic process through which organizations realign their strategic orientation, reconfigure internal resources, and adapt to dynamic external conditions to maintain competitiveness and ensure long term survival (Susanti et al., 2022). In the context of MSMEs, this transformation is particularly critical due to their limited access to financial, technological, and human resources, which increases their vulnerability to environmental shocks (Putra & Maulani, 2021). As such, the ability to transform business strategy becomes a key determinant of resilience and adaptability in highly uncertain environments (Handayani et al., 2023). Understanding the drivers of strategic transformation among MSMEs is therefore essential for promoting sustainable business practices in volatile economic contexts.
The increasing levels of economic uncertainty and technological disruption have created complex challenges for MSMEs, underscoring the urgency of strategic transformation. The COVID-19 pandemic marked a significant inflection point, exposing MSMEs to extreme volatility in consumer demand, supply chain disruptions, and capital constraints (Ariani & Nugroho, 2020). According to Indonesia’s Central Bureau of Statistics, over 50% of MSMEs experienced severe revenue decline during the pandemic, with many struggling to regain pre pandemic performance levels (BPS, 2022). Simultaneously, the acceleration of the Fourth Industrial Revolution and digitalization trends have shifted market dynamics, forcing MSMEs to reevaluate traditional business models and adopt more agile and innovative approaches (Wijaya et al., 2021). These conditions reveal a clear research gap: while previous studies have examined innovation and digital adoption among MSMEs, limited research has systematically explored how economic uncertainty and technological change jointly influence strategic business transformation in this sector. Thus, this study seeks to address this gap by examining these two critical forces and their implications for MSME strategic realignment.
Economic uncertainty has been identified as a major external pressure that compels organizations to adjust their strategies in order to mitigate risks and exploit emerging opportunities. In the context of MSMEs, economic uncertainty often manifests in the form of fluctuating demand, volatile input costs, policy instability, and reduced access to credit (Nguyen et al., 2022). Such conditions increase the need for strategic flexibility and responsiveness, encouraging MSMEs to shift from reactive to proactive strategic planning (Lee & Zhang, 2021). Empirical evidence suggests that firms that effectively adapt to economic volatility by realigning their value propositions and operational structures are more likely to survive and grow in uncertain markets (Zhou et al., 2023). However, MSMEs frequently lack the strategic foresight and analytical tools to interpret complex macroeconomic trends, making their transformation contingent on how they perceive and respond to environmental uncertainties. Therefore, exploring how MSMEs experience and respond to economic uncertainty is vital to understanding their strategic transformation process.
In parallel, technological change has become a pervasive force influencing all dimensions of organizational performance. The rapid emergence of digital platforms, automation, artificial intelligence, and data driven decision making has redefined competitive advantage and innovation in the MSME sector (Gunawan et al., 2021). Digital transformation enables MSMEs to streamline operations, access wider markets, and enhance customer engagement, thereby supporting strategic renewal (Kurniawan & Hidayat, 2023). However, the adoption of new technologies is often constrained by limited digital literacy, inadequate infrastructure, and resistance to change among small business owners (Syahputra et al., 2020). This duality creates both opportunities and challenges in leveraging technology as a driver of strategic transformation. Existing research has mostly focused on the adoption of specific technologies, with insufficient attention given to how technological change as a broader phenomenon shapes strategic thinking and business model innovation in MSMEs. Hence, this study aims to extend the discourse by integrating technological change into the framework of strategic transformation.
Given the complex and dynamic interaction between economic uncertainty and technological change, digital capability is hypothesized as a moderating variable that strengthens MSMEs’ ability to transform their business strategies effectively. Digital capability refers to the firm’s capacity to acquire, integrate, and utilize digital technologies to support strategic objectives (Tajudeen et al., 2022). MSMEs with higher digital capability are more likely to sense market shifts, implement rapid responses, and sustain innovation processes under pressure (Rahayu et al., 2023). As a moderating variable, digital capability can buffer the negative impacts of uncertainty and amplify the positive effects of technological innovation on strategic outcomes. The moderating role of digital capability remains underexplored in the literature, especially in emerging market contexts such as Indonesia, where digital adoption among MSMEs is still uneven. Investigating this variable provides a richer understanding of how internal capabilities interact with external forces to drive strategic transformation.
This study aims to examine how economic uncertainty and technological change influence the transformation of MSME business strategies, with digital capability as a moderating variable. Theoretically, this research contributes to strategic management literature by integrating environmental factors and internal capabilities in a unified framework. Empirically, it offers insights for policymakers and business practitioners to design more adaptive and innovation driven strategies that enhance MSME resilience in times of uncertainty. 



2. THEORETICAL STUDY
The theoretical framework for this study is grounded in several key theories that explain strategic adaptation and organizational transformation, particularly within the context of small and medium enterprises. One of the foundational theories is the Contingency Theory, which posits that organizational effectiveness results from the alignment between internal capabilities and external environmental conditions (Donaldson, 2001). This theory implies that MSMEs must adjust their strategies in response to changing environmental factors such as economic uncertainty and technological change. In uncertain and dynamic environments, rigid strategies are insufficient, and firms must demonstrate flexibility and responsiveness to ensure survival and competitiveness (Zhou et al., 2023).
Complementing this is the Dynamic Capabilities Theory, which emphasizes a firm's ability to integrate, build, and reconfigure internal and external competencies to address rapidly changing environments (Teece, 2018). This theory is particularly relevant for MSMEs that seek to transform their business strategies in the face of technological disruption and economic shocks. Dynamic capabilities, such as sensing market shifts, seizing new opportunities, and transforming operations, are central to enabling strategic renewal in MSMEs (Rahayu et al., 2023). Digital capability, viewed as a manifestation of dynamic capability, plays a moderating role in facilitating strategic transformation, especially when technological complexity increases.
In relation to economic uncertainty, the Real Options Theory offers an analytical perspective by suggesting that firms can manage uncertainty through flexible decision making processes that allow them to adapt or abandon investment paths as new information emerges (Trigeorgis & Reuer, 2017). For MSMEs, this implies that a flexible strategy enabled by both foresight and adaptive capacity can serve as a real option in volatile environments. Prior empirical studies support this argument, indicating that firms operating in high uncertainty contexts benefit from agile strategic frameworks that accommodate rapid reconfiguration (Nguyen et al., 2022).
Regarding technological change, the Technology Acceptance Model (TAM) and its extensions (such as the Unified Theory of Acceptance and Use of Technology, UTAUT) provide a useful lens for understanding how MSMEs adopt and internalize technological tools (Venkatesh et al., 2003). However, while TAM focuses on adoption behavior, it does not adequately capture how technology shapes strategy formulation. This gap has been addressed by more recent research that integrates digital technology into business model innovation and strategic transformation frameworks (Kurniawan & Hidayat, 2023). Thus, technology is not merely an operational tool but a strategic enabler for innovation and competitive advantage.
Previous empirical studies provide robust evidence supporting the relationship between economic uncertainty and strategic change. For example, Lee and Zhang (2021) found that small firms that adapt their strategic planning in response to macroeconomic instability tend to maintain performance stability and customer trust. Similarly, Putra and Maulani (2021) showed that strategic flexibility among Indonesian MSMEs helped mitigate the financial impact of the COVID-19 crisis. In the realm of technology, studies by Gunawan et al. (2021) and Tajudeen et al. (2022) demonstrate that digitalization significantly enhances strategic responsiveness and enables MSMEs to exploit new market opportunities.
Nevertheless, a conceptual gap remains in understanding how these two forces economic uncertainty and technological change simultaneously influence the strategic transformation process, particularly in developing economies. Furthermore, while digital capability is increasingly recognized as a key enabler, its role as a moderating variable that enhances the impact of external pressures on strategic outcomes is still underexplored (Handayani et al., 2023). This study contributes to the existing body of knowledge by integrating these constructs within a unified theoretical framework that captures both environmental turbulence and internal capacity in shaping MSME strategic transformation.
Building on the above theoretical perspectives, this study posits that economic uncertainty and technological change are significant antecedents to MSME strategic transformation. It further proposes that digital capability moderates the relationship between these environmental forces and the strategic responses of MSMEs, ultimately enabling more effective transformation processes. Through this framework, the study seeks to deepen theoretical understanding while providing practical insights into MSME adaptation in times of volatility.

3. RESEARCH METHODS
This study adopts an exploratory qualitative approach using a case study method on Micro, Small, and Medium Enterprises (MSMEs) in Indonesia. This approach is chosen to deeply explore the phenomenon of business strategy transformation in response to economic uncertainty and technological change. Qualitative methods are suitable for understanding the dynamics of social contexts and business actors' perceptions in a comprehensive manner (Creswell & Poth, 2021). The object of this research consists of MSMEs that have undergone strategic changes in the post pandemic period and during the wave of digital adoption.
Data collection is carried out through in depth interviews with MSME owners or managers across various sectors, selected using purposive sampling based on their active engagement in digital strategy and significant exposure to economic disruption. This technique enables the researcher to obtain rich narratives regarding experiences, challenges, and strategic responses (Nowell et al., 2022). In addition, secondary data such as industry reports and government policies are also utilized to triangulate the findings.
Data analysis follows thematic analysis using the steps outlined by Braun & Clarke (2021): data familiarization, initial coding, theme identification, theme review, theme naming, and report writing. Data validity is ensured through source triangulation, member checking, and maintaining an audit trail of the research process (Lincoln & Guba, 1985). This method allows the researcher to identify patterns of adaptive strategies and digital transformation emerging from the context of economic volatility and technological acceleration. Through this approach, the study aims to offer a deeper understanding of how MSMEs transform their business strategies and how digital capability mediates the relationship between external pressures and internal strategic decisions (Tajudeen et al., 2022; Rahayu et al., 2023). 

4. RESULTS AND DISCUSSION
The study employed an exploratory qualitative approach to examine the strategic transformation of Micro, Small, and Medium Enterprises (MSMEs) in Indonesia amid economic uncertainty and technological change. Data collection was conducted over a six month period from September 2023 to February 2024, focusing on MSMEs that had undergone strategic shifts in the post pandemic era. The research involved in depth interviews with selected business owners across diverse sectors, chosen using purposive sampling to ensure their relevance to digital adoption and economic disruption. These interviews were complemented by secondary data from government reports and industry publications, with thematic analysis applied to identify key patterns and insights. To ensure the credibility of findings, the researchers applied data triangulation, member checking, and maintained a comprehensive audit trail throughout the research process.
Findings revealed three primary patterns of strategic transformation: reallocation of internal resources, innovation in product or service offerings, and operational restructuring through digitalization. Across all cases, digital capability emerged as a critical moderator that enhanced the effectiveness of strategic responses. MSMEs with higher digital proficiency were better equipped to identify market shifts, implement rapid changes, and sustain operations amidst uncertainty. In contrast, those with limited technological access or resistance to change faced difficulties in adjusting to the volatile business environment. These results confirm theoretical predictions from Contingency Theory and Dynamic Capabilities Theory, underscoring the necessity of organizational flexibility and the capacity to reconfigure internal competencies in response to external pressures (Donaldson, 2001; Teece, 2018). Furthermore, the findings support the Real Options Theory’s assertion that strategic adaptability provides a valuable buffer against economic turbulence (Trigeorgis & Reuer, 2017).
The role of technological change was equally pronounced, particularly in how it reshaped the competitive landscape for MSMEs. Enterprises that integrated e-commerce platforms, customer relationship management tools, and digital payment systems demonstrated greater market reach and operational efficiency. Digital capability significantly moderated this relationship, suggesting that technological tools are most effective when organizations possess the skills and mindset to utilize them strategically (Rahayu et al., 2023; Tajudeen et al., 2022). This aligns with emerging literature emphasizing that digital transformation must go beyond mere tool adoption to encompass strategic thinking and innovation (Kurniawan & Hidayat, 2023). However, challenges persist, particularly among MSMEs in rural or underserved regions where digital infrastructure remains limited. These disparities underline the urgent need for policy interventions that promote inclusive digital literacy and resource accessibility.
To better visualize these findings, a tabular representation is recommended. Table 1 should summarize the strategic responses of MSMEs across varying levels of digital capability and external pressures, such as economic volatility and technological change. Additionally, Figure 1 could depict an integrative model illustrating the relationships among economic uncertainty, technological change, digital capability as a moderating factor, and strategic transformation outcomes. These visual aids would enhance the interpretability of complex interactions and provide a clearer conceptual framework for future research and policy formulation.
The theoretical implications of this study lie in its integrated perspective, bridging environmental turbulence and internal capacity within the context of MSMEs. Practically, the insights derived here offer a valuable guide for policymakers aiming to build resilience in the MSME sector through digital empowerment and adaptive strategy support. However, the study’s limitations particularly its qualitative scope and geographically limited sampling suggest that further quantitative studies are necessary to validate and generalize these findings. Expanding the scope to include longitudinal data and a broader demographic could yield more robust insights into the long term impact of digital capability on MSME resilience.
Data Collection Process, Timeframe, and Research Location
This sub section outlines the data collection process, timeframe, and research location. The study utilized a qualitative exploratory approach through case studies of MSMEs in Indonesia. Data were collected over six months (September 2023–February 2024) from urban and semi urban regions. Participants were selected purposively based on their engagement in digital transformation and exposure to economic disruption. Primary data were obtained via in depth interviews with business owners and managers, while secondary data were collected from government policies and industry reports. The validity of findings was ensured through source triangulation, member checking, and the maintenance of an audit trail. This comprehensive methodology provided a robust foundation for identifying patterns in strategic responses and digital adoption among MSMEs.
Strategic Transformation Patterns Among MSMEs
Thematic analysis revealed three dominant patterns in strategic transformation: internal resource reallocation, product or service innovation, and digital restructuring of business operations. MSMEs realigned their business models to meet emerging market demands and technological pressures. For instance, many transitioned from offline to online sales, introduced new product variants, or optimized workflows using digital platforms. These patterns align with Contingency Theory, which posits that strategic effectiveness depends on adapting internal processes to external conditions (Donaldson, 2001). Moreover, the Dynamic Capabilities Theory explains how firms sense opportunities and reconfigure operations to remain competitive (Teece, 2018). This adaptive behavior underscores the importance of agility and innovation in navigating uncertainty and disruption.
The Role of Digital Capability as a Moderator
Digital capability emerged as a significant moderator that enhanced the impact of external factors on strategic outcomes. MSMEs with high digital literacy were more responsive to market fluctuations and better equipped to utilize technology for business continuity. Tools such as e-commerce platforms, CRM systems, and mobile payment solutions facilitated operational efficiency and customer engagement. These findings are consistent with recent research suggesting that digital tools only yield strategic value when coupled with organizational readiness and capability (Rahayu et al., 2023; Tajudeen et al., 2022). Conversely, MSMEs with limited digital skills struggled to adapt, reinforcing the need for targeted interventions to bridge the digital divide, particularly in underserved regions.
Implications, Limitations, and Future Research Directions
The findings contribute theoretically by integrating environmental turbulence and digital capability into a unified framework of MSME strategic transformation. Practically, they inform policymakers and practitioners on the importance of fostering digital readiness to enhance resilience. Table 1 (suggested) can summarize strategic responses under different conditions, and Figure 1 (suggested) can visualize the integrative model of digital capability as a moderator. However, the study’s qualitative nature and limited geographic scope restrict generalizability. Future research should adopt mixed methods or longitudinal designs to validate the model across diverse settings. This would provide a more comprehensive understanding of how MSMEs evolve under prolonged economic and technological disruption.
Table 1. Strategic Responses Based on Pressures and Digital Capability
	External Pressure
	Digital Capability Level
	Strategic Response

	Economic Uncertainty
	High
	Dynamic pricing, agile planning, market sensing

	Economic Uncertainty
	Low
	Operational downsizing, reactive decisions

	Technological Change
	High
	Digital marketing, customer engagement via platforms

	Technological Change
	Low
	Low tech solutions, limited adaptation


Source: Data processed by researchers, 2024
The discussion of Table 1 highlights the divergent strategic responses of MSMEs based on two key factors: the type of external pressure (economic uncertainty and technological change) and the level of digital capability (high and low). This table illustrates how these combinations shape distinct patterns of strategic adaptation. In the face of economic uncertainty, MSMEs with high digital capability implemented dynamic pricing models, agile planning processes, and proactive market sensing strategies. These actions allowed them to respond flexibly to market volatility and adjust operations swiftly, reflecting the principles of Contingency Theory (Donaldson, 2001) and Real Options Theory (Trigeorgis & Reuer, 2017). In contrast, MSMEs with low digital capability tended to rely on reactive tactics such as operational downsizing and short term decision making, which often hindered long term competitiveness and strategic resilience.
Regarding technological change, the responses were also strongly influenced by digital capability. MSMEs equipped with high digital literacy effectively leveraged digital marketing tools, engaged customers through online platforms, and expanded their market reach using integrated digital systems. These strategies demonstrate the application of Dynamic Capabilities Theory (Teece, 2018), which emphasizes an organization's ability to sense, seize, and transform in response to emerging opportunities. Conversely, MSMEs with low digital capability typically adopted minimal and rudimentary technological solutions. Their adaptation was often limited to basic tools such as messaging applications for transactions that lacked the strategic depth needed for innovation and growth. This finding reinforces studies by Rahayu et al. (2023) and Tajudeen et al. (2022), which argue that digital transformation is contingent not only on technology availability but also on organizational readiness to strategically integrate these tools.
In summary, the discussion reveals that digital capability serves as a crucial differentiator in determining the effectiveness of MSMEs’ strategic transformation under external pressures. Therefore, policies aimed at enhancing MSME resilience in the digital era should not only focus on providing technological access but also on strengthening the digital competencies of business owners. This includes digital literacy training, technical mentoring, and the development of supportive infrastructure, enabling MSMEs to undertake strategic transformation effectively and sustainably.

5. CONCLUSION AND SUGGESTIONS
The findings of this study conclude that economic uncertainty and technological change are significant external pressures that drive the strategic transformation of Micro, Small, and Medium Enterprises (MSMEs) in Indonesia. These pressures compel MSMEs to revise their business models, restructure operations, and innovate in response to environmental volatility. The research further confirms that digital capability plays a critical moderating role in enhancing the effectiveness of such transformations. Enterprises with higher digital literacy and technological readiness demonstrated greater resilience and agility, allowing them to implement proactive strategies such as dynamic pricing, digital marketing, and customer centric innovations. In contrast, MSMEs with lower digital capability tended to respond reactively and faced limitations in strategic adaptation. This conclusion directly addresses the research objective, offering a deeper understanding of how MSMEs navigate disruption through the interplay of external pressures and internal capacities.
Based on these findings, several practical recommendations are proposed. Policymakers and stakeholders should prioritize initiatives that enhance digital capability among MSMEs, including the provision of accessible digital training, technology infrastructure, and support systems tailored to the specific needs of smaller enterprises. There is also a need for more inclusive strategies to bridge the digital divide in rural and underserved areas. The study’s main limitation lies in its qualitative scope and limited geographic representation, which may constrain the generalizability of its results. Therefore, future research is encouraged to employ quantitative or mixed methods approaches across broader regions and sectors to validate the proposed framework and explore long term strategic impacts. Addressing these gaps will strengthen the body of knowledge on MSME transformation and support evidence-based policy development for economic resilience in dynamic environments.
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