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Are MSMEs the Key to Poverty Reduction? Dynamic Evidence from Indonesia 
Utilizing ARDL Analysis 

ABSTRACT 

This study aims to analyze the impact of MSMEs on poverty alleviation in Indonesia utilizing 
ARDL approach. The independent variables examined include the quantity of MSMEs, labor, 
and investment, with poverty serving as the dependent variable. Data spanning from 1990 to 
2023 were employed for this analysis. The findings indicate that the number of MSMEs exerts 
no influence on poverty levels in either the short or long term. Conversely, the MSMEs 
workforce demonstrates a positive effect on poverty reduction in the short term, while investment 
yields a more substantial impact in the long term. Given the heterogeneity in poverty levels and 
MSME development across different regions in Indonesia, it is essential to consider regional 
variables when assessing the impact of MSMEs. Adopting a more region-specific approach will 
enable policies to better address the specific needs and challenges encountered by each region, 
thereby providing a fertile ground for future research. 

Keywords: MSMEs, invesment, labor, poverty, ARDL 

Classification JEL:  L19, E22, J01, I300, C530 
INTRODUCTION 

Micro, small, and medium 

enterprises (MSMEs) play a vital role in 

the economic development of numerous 

countries, particularly in developing 

nations. Furthermore, the significance of 

MSMEs becomes increasingly 

pronounced during economic crises 

(Wahyuni, 2020; Ali and Abdallah, 2023; 

Saad, Mlaker and Elgazzar, 2023; 

Swatdikun, Pathak and Surbakti, 2024). 

As essential catalysts for job creation, 

income distribution, and local economic 

resilience, MSMEs substantially 

contribute to poverty reduction and 

economic growth (Bălu, 2016; Prasetyo, 

2020; Siraj and Hágen, 2023). In 

Indonesia, MSMEs constitute 

approximately 99% of all enterprises, 

employ over 97% of the workforce, and 

contribute more than 60% to the 

national GDP (Kementrian koperasi dan 

UKM, 2023). Given their extensive 

economic footprint, MSMEs are 

frequently regarded as instrumental in 

advancing sustainable development and 

alleviating poverty (Maksimov, Wang 

and Luo, 2017; Yaregal, 2018; Manzoor 

et al., 2019). The impact of MSMEs on 

sustainable development is substantial 

(Ozturk, Alqassimi and Ullah, 2024). 

Nevertheless, despite their considerable 

economic contributions, the degree to 
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which MSMEs directly influence 

poverty alleviation remains an 

unresolved issue that necessitates 

comprehensive empirical investigation. 

The population living in poverty 

in Indonesia has surpassed 24 million 

individuals, representing approximately 

8.57 percent of the country's total 

population  (Badan Pusat Statistik, 

2025). Indonesia continues to grapple 

with persistent poverty, with many 

millions of people living below the 

national poverty line despite sustained 

economic growth. While 

macroeconomic policies and social 

assistance programs have been adopted 

to address this issue, the role of MSMEs 

as a potential mechanism for poverty 

alleviation has not been thoroughly 

examined. While MSMEs are widely 

believed to provide employment 

opportunities and increase household 

income, empirical evidence on their 

immediate and long-term impact on 

poverty remains inconclusive. On the 

other hand, the problems experienced 

by MSMEs are limited resources, such 

as the lack of innovation and 

entrepreneurship of MSME practitioners 

(Eikebrokk, Garmann-Johnsen and 

Olsen, 2021; Sarango-Lalangui et al., 

2023; Hasan et al., 2025). Moreover, 

existing research often ignores the 

dynamic nature of this relationship, 

failing to capture short-term 

fluctuations and long-term equilibrium 

effects. Addressing these gaps is crucial 

to designing evidence-based policies 

utilizing MSMEs as an effective 

instrument for the alleviation of 

poverty. 

Despite the expanding body of 

literature on micro, small, and medium 

enterprises (MSMEs) and their role in 

economic development, significant gaps 

persist. Most prior research has 

predominantly focused on the impact of 

MSMEs on macroeconomic indicators, 

such as gross domestic product (GDP) 

growth and employment, or poverty 

alleviation, without explicitly linking 

these outcomes to the expansion of 

MSMEs. Noteworthy studies, such as 

those conducted by Ali and Abdallah 

(2023), Bălu (2016) and, Manzoor et al. 

(2019), have investigated the effects of 
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MSMEs on macroeconomic variables. 

Furthermore, studies employing 

traditional regression techniques often 

fail to adequately capture the dynamic 

interdependence between MSMEs and 

poverty, resulting in mixed and 

occasionally contradictory findings. For 

instance, Zafar et al. (2018), examined 

the role of MSMEs in poverty reduction 

in developing countries, specifically 

Pakistan, utilizing multiple linear 

regression. Similarly, research 

conducted by Kowo et al. (2019), 

explored the impact of MSMEs on 

poverty in the same country through the 

application of analysis of variance 

(ANOVA).  

In the context of Indonesia, the 

impact of Micro, Small, and Medium 

Enterprises (MSMEs) on poverty has 

been extensively studied, employing 

multiple regression and panel analysis 

methodologies. Notable research 

contributions include those by 

Anugerah and Nuraini (2021), Soegoto 

et al. (2022), Syahputra & Hasibuan 

(2019), Halim (2020), Widowati & 

Purwanto (2019), Handayani et al. 

(2021), Husniyah et al. (2022), Nasrun et 

al. (2022) dan Lamaile (2022), all of 

whom have employed panel regression 

or multiple regression techniques to 

examine the relationship between 

MSMEs and poverty. A significant 

limitation of the existing literature is the 

static nature of the analytical 

frameworks utilized. Most empirical 

studies use panel or cross-sectoral data 

analysis, but are less able to capture the 

dynamic relationship between MSMEs 

and poverty over time. Given that the 

effects of MSMEs on poverty may not 

manifest immediately but rather evolve 

across different time horizons, there is a 

need for methodological approaches 

that consider both short-term 

fluctuations and long-term equilibrium 

effects. Auto-Regressive Distributed Lag 

(ARDL) models offer a robust 

econometric framework to address this 

gap, enabling researchers to analyze 

both the direct impacts and long-run 

relationships between the expansion of 

MSMEs and the reduction of poverty. 

By applying the ARDL model to 

Indonesian time series data, this study 

aims to bridge this gap, providing a 
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comprehensive empirical analysis that 

accounts for both short-run adjustments 

and long-run equilibrium relationships. 

The objective of this study is to 

empirically assess the relationship 

between MSMEs and poverty 

alleviation in Indonesia utilizing the 

Auto-Regressive Distributed Lag 

(ARDL) model. One of the advantages 

of the ARDL approach is its resilience to 

deviations when the research sample is 

small and its lack of requirement for 

unit root testing (Emeka and Kelvin, 

2016). The ARDL methodology permits 

a thorough analysis of both short-run 

and long-run effects, offering a more 

nuanced understanding of the role that 

MSMEs play in influencing poverty 

dynamics. Specifically, this research 

seeks to ascertain whether the scaling 

up of MSMEs results in a significant 

reduction in poverty levels over time or 

whether other structural constraints 

hinder their efficacy in promoting 

economic inclusion. The findings of this 

study are anticipated to yield valuable 

insights for policymakers, thereby 

informing the development of strategies 

that enhance the poverty alleviation 

potential of MSMEs. 

RESEARCH METHODS 

This study employs a 

quantitative methodology utilizing a 

time-series data analysis design to 

investigate the dynamic relationship 

between the number of Micro, Small, 

and Medium Enterprises (MSMEs), 

labor, and investment, and their effects 

on the poverty rate in Indonesia. The 

primary objective of this research is to 

discern both the direct and indirect 

effects of these variables on poverty 

alleviation while considering both short-

term and long-term dynamics. The 

analytical framework adopted in this 

study is the Auto-Regressive 

Distributed Lag (ARDL) model, which 

facilitates a comprehensive examination 

of the causal relationships among the 

variables under investigation. ARDL 

offers greater flexibility and ease of use 

than VAR and VECM, especially in the 

analysis of non-stationary data and 

when the cointegration relationship is 

unclear. These advantages of ARDL 

make it a popular model in various 
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economic and financial research. The 

data utilized in this research is 

secondary and encompasses an annual 

timeframe from 1990 to 2023. 

Information regarding the poverty rate, 

the number of MSMEs, labor, and 

investment has been sourced from 

official Indonesian government 

agencies, including the Central Bureau 

of Statistics (BPS) and the Ministry of 

Cooperatives and Small and Medium 

Enterprises (Kemenkop UKM).  

Table 1. Operational of variable 

Variable Measurement Symbol Source 

Poverty the population of individuals classified as 
living in poverty, defined as those whose 
income falls below the national poverty 
line 

Pov Central Bureau of 
Statistics (BPS) 

SMEs The number of micro, small, and medium 
enterprises registered in Indonesia, which 
serves as an important indicator of the 
capacity of the MSME sector in the 
economy. 

Smes The Ministry of 
Cooperatives and 
Small and Medium 
Enterprises (Kemenkop 
UKM) 

Labor  The size of the labor force in the informal 
sector, which is a key component in the 
operation of MSMEs 

Emp The Ministry of 
Cooperatives and 
Small and Medium 
Enterprises (Kemenkop 
UKM) 

Invesment The volume of investments directed 
towards the MSME sector and associated 
industries, which contribute to enhancing 
business capacity and competitiveness 

Inv The Ministry of 
Cooperatives and 
Small and Medium 
Enterprises Kemenkop 
UKM) 

The research procedure 

commences with the collection of 

relevant and valid data from reliable 

sources. Following data collection, the 

subsequent step involves checking and 

pre-processing the data, which includes 

conducting stationarity testing 

employing the ADF (Augmented 

Dickey-Fuller) test to ascertain that the 

data does not contain unit roots and is 

suitable for use in the ARDL model 

(Dickey et al., 2012). Upon verifying that 

the data exhibits stationary 

characteristics, the ARDL model can be 

applied. The next phase entails the 

identification of the ARDL model, 

which facilitates the analysis of both the 

short-term and long-term relationships 

between the dependent variable 

(poverty) and the independent variables 
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(number of MSMEs, labor, and 

investment). Additionally, the ARDL 

model accommodates potential 

asymmetries in the relationships 

between the variables and provides 

insights into the lag effects that may 

arise among these variables (Pesaran, 

Shin and Smith, 2001). 

Once the model has been 

identified, the ARDL model is estimated 

utilizing statistical software such as 

EViews 12 to yield accurate and valid 

results. The estimation process will 

encompass short-run and long-run 

coefficient tests, along with 

cointegration tests, to ensure that a 

significant long-run relationship exists 

between the variables under analysis. 

The outcomes of this analysis will offer 

a comprehensive understanding of the 

extent to which each factor (number of 

MSMEs, labor, and investment) 

influences the poverty rate in Indonesia, 

both in the short and long term. 

The econometric equation for the 

model to be used is: 

Povt =β0+ β1Smest + β2empt + β3invt + ℇt 

 (1) 

Where Pov = poverty, Smes = amount of 

smes,  emp = amount of smes labor, inv = 

invesment, β0 = Intercept or Constant, 

β1, β2, β3 = Regression Coefficient, ℇt = 

Error Term. The ARDL model equation 

is utilized to ascertain the poverty of a 

MSMEs, illustrating a linear relationship 

among poverty, total of MSMEs , labor 

and, invesment. 

∆Pov𝑡 =α0 +∑ α1i∆𝑆𝑚𝑒𝑠 t1𝑛
𝑖=1  + 

∑ α2iempt1 𝑛
𝑖=1 + ∑ α3i∆𝑖𝑛𝑣t1𝑛

𝑖=1   + 

β1smest=1 + β 2empt=1 + β 3invt=1  

   (2)  

where ∆ denotes the lag. The coefficients 

(β₁-β₃) signify the long-run relationship, 

whereas the coefficients (α₁-α₃) 

represent the short-run dynamics of the 

model. The error correction model 

derived from: 

∆Pov𝑡 =α0 + ∑ α1i∆𝑆𝑚𝑒𝑠t1𝑛
𝑖=1  + 

∑ α2i∆𝑒𝑚𝑝t1 𝑛
𝑖=1 + ∑ α3i∆𝑖𝑛𝑣t1𝑛

𝑖=1    + ϒ 

ECTt=1 + ℇt     

    (3) 

where ϒ represents the parameter 

associated with speed adjustment, and 

ECT denotes the residual derived from 

the cointegration model as calculated in 

equation (2). 
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The results of this ARDL analysis 

are anticipated to yield comprehensive 

insights into the direct and indirect 

effects of the number of Micro, Small, 

and Medium Enterprises (MSMEs), 

labor, and investment on poverty levels 

in Indonesia. Furthermore, the analysis 

aims to offer policy recommendations 

that may be implemented to enhance 

poverty reduction efforts through the 

development of the MSME sector. 

RESULT  AND DISCUSSION 

Descriptive Statistics 

The descriptive statistics 

presented in this study are intended to 

enrich the analysis and support the 

main results. The average growth of 

MSMEs in Indonesia for the period 

1990-2023 reached 52.7 million units, 

absorbed an average workforce of 96.7 

million people and invested IDR584.2 

billion with an average poor population 

of more than 33 million people. Table 2 

also explains that the highest number of 

poor people in Indonesia occurred in 

1998, totaling more than 49 million 

people. This was due to the global 

economic crisis which had an impact on 

increasing the poverty rate in Indonesia. 

The peak incidence of poverty in 

Indonesia occurred in 1998, with over 49 

million individuals classified as poor, 

whereas the lowest incidence was 

recorded in 2019, with more than 25 

million individuals. In terms of small 

and medium-sized enterprises (SMEs), 

the highest number was observed in 

2023, totaling 66.2 million units, 

compared to the lowest figure of 36.7 

million units in 2000. The highest 

employment in the micro, small, and 

medium-sized enterprise (MSME) sector 

was reported in 2015, with 123.2 million 

individuals engaged, while the lowest 

employment was in 1998, with 64.3 

million individuals. Lastly, the highest 

investment generated by MSMEs was 

achieved in 2019, amounting to over 

IDR 1,716.7 trillion, in contrast to the 

lowest investment recorded in 1999, 

which exceeded IDR 106.1 trillion. 

Table 2. Statistic Descriptif Variabel   
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SMEs 
(unit) 

Employement  
(person) 

Invesment 
 (IDR-million) 

Poverty 
 (person) 

Mean 52.751.226 96.755.264 584.220 33.023.038 

Std. Dev 10.082.682 20.026.689 634.849 6.716.452 

Max. 66.200.897 123.229.386 1.716.750 49.510.987 

Min. 36.784.036 64.313.573 106.143 25.114.541 

Source: Data processed, 2025 
 

Result of Econometric Analysis 

Unit root test 

The initial step in the 

Autoregressive Distributed Lag (ARDL) 

model involves conducting a 

stationarity test. The results of the 

stationarity tests for each variable, as 

presented in Table 3, indicate that all 

variables exhibit stationarity at the first 

difference. This finding suggests that all 

variables are devoid of unit roots. 

 

Table 3. Result of Stationer Test 

 
Level First Difference 

Remark 
Variabel t-statistic Prob t-statistic Prob 

SMEs -0.5256 0.8701 -6.3140 0.000 I(1) 

Inv -0.1269 0.9359 -4.5196 0.001 I(1) 

Emp -1.5027 0.5158 -5.3997 0.000 I(1) 

Pov -0.8848 0.7761 -7.0605 0.000 I(1) 

Source: Data processed by eviews 12 

After conducting the stationary 

test, the subsequent step involves 

performing the cointegration test 

utilizing the Johansen method. The 

Autoregressive Distributed Lag (ARDL) 

model is deemed appropriate if each 

variable exhibits cointegration, provided 

that the variables are stationary and 

initially not cointegrated. The results of 

the cointegration test are presented in 

Table 4. 
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Tabel 4. Result of Johansen Test Cointegration 

Unrestricted Cointegration Rank Test (Trace)     

Hypothesized No. of CE 

(s) 
Eigenvalue Trace Statistic 

0,05 crtitical 

value 
Prob.** 

None 0.708243 67.05609 47.85613 0.0003 

At Most 1 0.526146 37.49209 29.79707 0.0054 

At Most 2 0.493772 19.56754 15.49471 0.0115 

At Most 3 0.125888 3.229111 3.841465 0.0723 

Trace test indicates no cointegration at the 0.05 level 
 

     
Unrestricted Cointegration Rank Test (Maximum Eigenvalue)   

Hypothesized No. of CE 

(s) 
Eigenvalue Trace Statistic 

0,05 crtitical 

value 
Prob.** 

None 0.708243 29.56401 27.58434 0.0275 

At Most 1 0.526146 17.92455 21.13162 0.1327 

At Most 2 0.319854 16.33843 14.26460 0.0232 

At Most 3 0.125888 3.229111 3.841465 0.0723 

Max-Eigenvalue tets indicates no cointegration at the 0.05 level 

Source: Data processed by eviews 12 

 

Table 4 indicates that 

cointegration is present, as the 

probability value exceeds 0.05. 

Consequently, the Autoregressive 

Distributed Lag (ARDL) estimation is 

deemed suitable for this study. 

Following the completion of stationary 

and cointegration tests, the subsequent 

step involves assessing cointegration 

through the bounds test. This procedure 

aims to ascertain the existence of long-

run cointegration. Specifically, if the 

value of the F-statistic surpasses the 

upper bound, it confirms the occurrence 

of cointegration. 
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Tabel 5. Result of Bound Test 

 

    Bound Crticial Value 

Test Stat. Values Significant Level I (0) I (1) 

F-Statistic  11.9555  10% 2,37 3,2 

  
5% 2,79 3,67 

  
2,5% 3,15 4,08 

    1% 3,69 4,66 

Source: Data processed by eviews 12 

The results presented in Table 5 

demonstrate that the value of the F-

statistic exceeds the upper bounds at the 

10%, 5%, 2.5%, and 1% significance 

levels. This finding suggests that, in the 

long term, there is a cointegrating 

relationship among the number of 

micro, small, and medium enterprises 

(MSMEs), labor, investment, and 

poverty in Indonesia. The estimated 

short-term and long-term relationships 

are detailed in Tables 6 and 7. 

Tabel 6. Short-term Estimation 

Variable Cooficient t-stat P Value 

Constant -0.8001 -0.4388 0.6633 

D (Pov(-1)) 0.0183 -0.1051 0.9175 

D (Pov(-2)) -0.3539 -2.9483 0.0090*** 

D (SMEs) 0.1764 0.3742 0.7129 

D (Emp) -0.6753 -2.0718 0.0538* 

D (Inv) -0.0816 -2.1750 0.0440** 

R2 0.5653  

 R2 Adjust 0.4375  

 F-Stat 4.4224  0.0091*** 

Note: ***indicate significant at 1%, **significant at 5%, *significant at 10% 

 

 

 

 

 

 



ARE MSMES THE KEY TO POVERTY REDUCTION? DYNAMIC….. AZHARI, MUSRIZAL, WIN KONADI 

241 
 

Table 7. Long-term Estimation 

Variable Coefficient t-stat P Value 

SMEs 0.1321 0.3625     0.7214 

Emp -0.5056 -1.9674 0.0617* 

Inv -0.0611 -1.9999 0.0657* 

C -0.5999 -0.4365 0.6679* 

Note: **indicate significant at 5%, *significant at 10% 

Based on Tables 6 and 7, it can be 

concluded that there is cointegration 

both in the short run and the long run, 

respectively. However, the variable 

representing small and medium 

enterprises (SMEs) does not have a 

statistically significant effect on poverty 

in either the short run or the long run, as 

indicated by a probability value 

exceeding 0.05. In contrast, labor and 

investment are observed to exert an 

influence on poverty levels in Indonesia. 

This can be seen from the resulting P 

value of 0.009 which is smaller than 

0.05. 

The primary finding of the 

Autoregressive Distributed Lag (ARDL) 

analysis indicates that an increase in the 

number of Micro, Small, and Medium 

Enterprises (MSMEs) has not 

significantly contributed to poverty 

reduction, either in the short or long 

term. However, an increase in the 

number of MSMEs may enhance 

individuals' access to employment 

opportunities, particularly within the 

informal sector, which, in turn, aids in 

alleviating poverty (Azhari, 2020; 

Bu’ulolo, Purba and Sihotang, 2021). 

This finding aligns with the theory of 

inclusive economics, which posits that 

the informal sector, predominantly 

comprised of MSMEs, plays a crucial 

role in providing employment for 

marginalized or impoverished segments 

of society. This study contradicts several 

prior investigations that assert a 

relationship between the number of 

MSMEs and poverty levels (Kowo, 

Adenuga and Sabitu, 2019; Widowati 

and Purwanto, 2019; Handayani, 

Prasetyanto and Hutajulu, 2021; 

Lamaile, 2022; Nasrun, Nujum and 

Sufri, 2022).    
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In the long-term analysis, the 

results reveal that the accumulation of 

investment in the MSME sector exerts a 

more pronounced effect on poverty 

reduction than do factors such as the 

number of MSMEs and the workforce 

size. This suggests that investment, 

whether in the form of capital, 

technology, or infrastructure, plays a 

more significant role in enhancing the 

capacity of MSMEs to generate 

sustainable employment and directly 

contribute to poverty alleviation. This 

finding supports the perspective that 

investment in the MSME sector can 

enhance the productivity and 

competitiveness of micro, small, and 

medium enterprises, thereby reducing 

economic inequality and poverty 

(Yaregal, 2018; Zafar, Waqas and Butt, 

2018; Kowo, Adenuga and Sabitu, 2019; 

Manzoor et al., 2019). 

Moreover, the results indicate an 

asymmetrical relationship between 

these variables, with the long-term 

effects being more substantial than the 

short-term effects, particularly 

concerning investment. This 

discrepancy may be attributed to the 

complex process of capacity building 

within the MSME sector, wherein 

investment not only facilitates job 

creation but also contributes to 

productivity enhancements that require 

time to yield tangible economic 

outcomes. While labor in the MSME 

sector can exert a more immediate 

impact on poverty reduction, 

investment has been demonstrated to be 

a more critical factor in ensuring the 

sustainability of poverty alleviation 

efforts over the long term. A critical 

element in enhancing the capacity of the 

MSME workforce is training and skill 

development. A skilled and innovative 

workforce will elevate the 

competitiveness of MSMEs (Gladysz et 

al., 2023; Okolo et al., 2023; Ozturk, 

Alqassimi and Ullah, 2024). 

Overall, the findings suggest that 

a multifaceted approach—which 

encompasses increasing the number of 

MSMEs, providing labor, and scaling up 

investment—can serve as an effective 

strategy for poverty reduction in 

Indonesia. This underscores the 
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necessity for integrated and sustainable 

policies that focus not only on job 

creation but also on improving the 

quality and capacity of MSMEs through 

adequate investment. The findings 

contribute to a deeper understanding of 

the role of MSMEs in poverty alleviation 

by emphasizing that support for 

MSMEs should be implemented over an 

extended timeframe to maximize 

impact. 

CONCLUSION 

This study aims to analyze the 

role of Micro, Small, and Medium 

Enterprises (MSMEs) in alleviating 

poverty in Indonesia through the 

application of the Dynamic 

Autoregressive Distributed Lag (ARDL) 

approach. The results indicate that the 

number of MSMEs, labor, and 

investment collectively influence the 

poverty rate in Indonesia by 43.7%, with 

varying effects in the short term and 

long term. A significant finding of this 

study is that labor within the MSME 

sector exerts a positive impact on 

poverty reduction in the short run, 

whereas investment demonstrates a 

more substantial influence in the long 

run. Furthermore, this study 

underscores the necessity of a 

comprehensive approach to the 

development of the MSME sector, 

wherein investments aimed at 

enhancing the capacity of MSMEs can 

expedite positive outcomes for poverty 

reduction. In this context, the research 

findings offer valuable insights for 

policymakers in designing programs 

that not only increase the number of 

MSMEs but also enhance their capacity 

through improved infrastructure, access 

to capital, and skills training. 

Nevertheless, limitations regarding data 

coverage and the identification of 

causality highlight the need for further 

research to deepen the understanding of 

this dynamic relationship. 
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