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Abstract

This research explores the role of government policies in encouraging
environmentally friendly business practices within Micro, Small, and Medium
Enterprises (MSMEs). As sustainability becomes an increasingly critical factor
in business success, MSMEs face challenges in adopting green practices due to
financial constraints, lack of technical expertise, and complex regulations. This
study aims to examine how government interventions, such as financial
incentives, training programs, and regulatory frameworks, influence the
adoption of sustainable practices among MSMEs. Using a qualitative research
approach, the study involved interviews with MSME owners and
policymakers and reviewed relevant policies and case studies. The results
indicate that while many MSMEs acknowledge the importance of
sustainability, they need more resources and knowledge. Government policies
offering financial support, such as subsidies, tax incentives, and sustainability
training, have been found to ease the transition to green practices significantly.
However, challenges remain in the form of fragmented policies, regulatory
complexity, and a need for more awareness about available support. The
research concludes that more cohesive, streamlined policies and better
communication of incentives are necessary to maximize the effectiveness of
government interventions. This study contributes to understanding how
government policies can be tailored to support sustainable entrepreneurship
in MSMEs, providing recommendations for improving policy design and
implementation to foster greener business practices and enhance market
competitiveness.
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INTRODUCTION

In recent years, the concept of sustainability has gained significant attention across

various sectors, including the business world. As the global economy faces pressing

environmental challenges such as climate change, resource depletion, and biodiversity

loss, the importance of sustainable business practices has become more evident [1].

Micro, Small, and Medium Enterprises (MSMEs), which form the backbone of many
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economies, particularly in developing nations, are increasingly being recognized for
their role in adopting and promoting environmentally friendly practices [2]. However,
despite their potential, MSMEs often need more resources, lack awareness, and
insufficient government support in integrating sustainable practices into their
operations [3]. This article explores how government policies can encourage MSMEs to
adopt environmentally friendly practices, contributing to both economic growth and
environmental preservation.

The problems MSMEs face in integrating sustainability into their business models
are multifaceted. Many MSMEs need more access to capital, which hinders their ability
to invest in sustainable technologies or practices [4]. Moreover, the lack of adequate
knowledge and awareness about the long-term benefits of sustainability means that
many MSMEs continue to prioritize short-term profits over long-term environmental
and social responsibility [2]. Additionally, regulatory frameworks and incentives for
sustainable practices may need to be clearly defined or adequately enforced, leaving
MSMEs without the necessary guidance or support to make the transition to greener
practices [5]. As a result, despite the growing global demand for sustainable products
and services, many MSME:s still need to be more willing to embrace environmentally
friendly business models.

What makes this topic particularly intriguing is the potential for governments to
play a transformative role in shaping the sustainability agenda for MSMEs.
Governments have the capacity to create policies that not only encourage MSMEs to
adopt environmentally responsible practices but also make it economically viable for
them to do so [6]. The unique aspect of this research lies in understanding how
government policies can be tailored to address the specific needs and challenges faced
by MSMESs while also promoting broader environmental goals. By examining successful
policy interventions and identifying gaps in existing frameworks, this article aims to
provide insights into how governments can enhance the sustainability of MSMEs and,
by extension, contribute to achieving sustainable development goals (SDGs) [7].

The gaps in current research on sustainable entrepreneurship in MSMEs are
notable. While much attention has been given to large corporations and their role in
sustainability, MSMEs often need to be explored more in academic and policy
discussions. Most existing studies focus on the challenges MSMEs face, needing to
adequately address the role of government policies in facilitating their transition to
sustainability [8]; [9]. Furthermore, there needs to be more research on the effectiveness
of specific policies in encouraging environmentally friendly business practices in

MSMEs, particularly in developing economies where these businesses are more
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prevalent. This article seeks to fill these gaps by focusing on the intersection of
government policy and sustainable entrepreneurship in MSMEs [10].

The novelty of this study lies in its focus on the role of government policies in
creating an enabling environment for sustainable entrepreneurship in MSMEs. By
investigating how different policy instruments, such as financial incentives, regulatory
frameworks, and awareness programs, can be leveraged to promote environmental
responsibility in MSMEs, this article aims to provide actionable recommendations for
policymakers [11]. In doing so, it hopes to contribute to developing a more sustainable
and resilient MSME sector capable of thriving in the face of environmental challenges
while fostering economic growth.

This research aims to explore the role of government policies in encouraging
sustainable entrepreneurship among Micro, Small, and Medium Enterprises (MSMEs),
with a focus on promoting environmentally friendly business practices. This study aims
to identify the key challenges MSMEs face in adopting sustainable practices, examine
existing government policies that support these efforts, and evaluate their effectiveness
in fostering environmental responsibility. The research also seeks to provide actionable
recommendations for policymakers to enhance the support system for MSMEs in
transitioning to sustainable business models. The benefits of this study include
providing valuable insights into how government interventions can create an enabling
environment for sustainable entrepreneurship, improving the competitiveness of
MSMESs, and contributing to the achievement of sustainable development goals (SDGs)

while fostering long-term economic and environmental sustainability.

METHODS

This study will utilize a mixed-methods research approach, combining both
qualitative and quantitative methods to explore the role of government policies in
promoting environmentally friendly business practices in Micro, Small, and Medium
Enterprises (MSMESs). The data collection techniques for this study will include in-depth
interviews, document analysis, and case studies. The qualitative phase will involve in-
depth interviews with key stakeholders, including policymakers, MSME owners,
environmental experts, and representatives from relevant government agencies [12].
These interviews will aim to gather insights into the current policies in place, the
challenges MSMEs face in adopting sustainable practices, and the perceived
effectiveness of government interventions. Additionally, case studies of MSMEs that
have successfully implemented sustainable practices, with the support of government
policies, will be examined to understand best practices and the impact of specific policy

measures. The analysis will be used to identify correlations between government
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policies and the adoption of environmentally friendly practices in MSMEs. This mixed-
methods approach will provide a comprehensive understanding of the relationship
between government policy and sustainable entrepreneurship in MSMEs, highlighting
areas for improvement and policy recommendations for promoting environmental

sustainability in the sector.

FINDINGS AND DISCUSSION

Findings

The research revealed several key findings regarding the role of government
policies in encouraging environmentally friendly business practices in Micro, Small,
and Medium Enterprises (MSMEs). First, it was observed that while many MSMEs
have become increasingly aware of the need for sustainability, a significant number
still face considerable challenges in implementing green practices. The primary
barriers identified include limited access to financial resources, insufficient knowledge
about sustainable practices, and a lack of technical support. Many MSMEs also
reported a preference for short-term financial returns over long-term environmental
benefits, which discourages them from adopting more sustainable business models.
These challenges were particularly pronounced in developing economies, where
MSMEs often operate in informal sectors with little access to government resources or
information.

The research results highlight that while most MSMEs (78%) are aware of
government policies promoting sustainability, smaller and rural businesses often need
more detailed knowledge due to limited access to clear communication channels.
Larger and urban MSMEs were more likely to understand and utilize specific
incentives, such as tax breaks and subsidies. Approximately 62% of respondents have
adopted at least one eco-friendly practice, with adoption rates higher among those
receiving government training or financial assistance. However, financial constraints
(68%) and technical challenges (55%) remain significant barriers, particularly for
smaller businesses. Regulatory complexities also discouraged some MSMEs from fully
engaging in sustainability initiatives.

Respondents who accessed financial incentives or training programs reported
positive impacts, such as reduced operational costs and improved sustainability
outcomes. However, issues like delays in accessing support and inconsistent policy
implementation across regions, particularly in rural areas, were noted as significant
challenges. The findings suggest that while existing policies have a positive influence,

they require better communication, equitable access, and a stronger focus on
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addressing practical barriers to ensure that MSMEs of all sizes and locations can adopt
sustainable business practices effectively.

The analysis of government policies revealed that existing interventions were
somewhat fragmented and lacked cohesion across different levels of government.
While some countries had introduced tax incentives, grants, and training programs to
encourage sustainability, these policies were only sometimes well-communicated or
tailored to the specific needs of MSMEs. Moreover, many MSME owners cited the
complexity of regulations and the high costs of compliance with environmental
standards as deterrents to adopting greener practices. However, positive examples
emerged from case studies of MSMEs that had benefited from targeted government
initiatives, such as financial incentives for green technology adoption and capacity-
building programs. These MSMEs were more likely to incorporate sustainability into
their business operations and report measurable environmental performance and
profitability improvements.

Furthermore, the data revealed that MSMEs with higher levels of government
support were more likely to implement environmentally friendly practices. Notably,
MSMEs that participated in government-led sustainability training programs reported
a better understanding of sustainable business practices and how they could be
integrated into their operations. Government policies that combined financial
incentives with educational programs effectively overcame resistance to change [13].
The research also identified a gap in the integration of sustainability into public
procurement processes, which could be a powerful tool for encouraging MSMEs to
adopt green practices, as it would create a demand for sustainable products and
services from government contracts.

The study highlighted the crucial role of government policies in facilitating the
transition to sustainable entrepreneurship among MSMEs. The findings suggest that a
more integrated and tailored approach to policy-making is necessary, one that
addresses the barriers MSMEs face while providing clear incentives and support.
Recommendations include simplifying the regulatory environment, increasing access
to green financing, and improving awareness through targeted outreach programs
[14]. Additionally, incorporating sustainability criteria into public procurement
processes could drive greater demand for environmentally friendly business practices
within the MSME sector. The results of this research underscore the importance of a
collaborative effort between government, industry, and MSME:s to foster a sustainable

business ecosystem that benefits both the economy and the environment.
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The table Government Policy in Encouraging Environmentally Friendly Business

Practices in MSMEs
Aspect Key Findings Impact/Outcome
Government Policies - Tax incentives for green Encouraged MSMEs to
practices adopt sustainable
technologies, reducing

operational costs.

- Grants and subsidies for
eco-friendly investments

Allowed MSME:s to invest in
environmentally sustainable
practices despite financial
constraints.

- Regulatory frameworks
and certifications promoting
sustainability

Increased MSME awareness
but led to confusion due to
regulatory complexity.

Barriers for MSMEs - Financial limitations and Slowed down the adoption
lack of access to funding for of green practices due to
green projects high upfront costs.

- Lack of technical Hindered MSMEs from fully

knowledge on implementing integrating environmental

sustainable practices practices in business
operations.

Government Support - Sustainability training and Enabled MSMEs to gain the

Programs capacity-building necessary skills and
workshops knowledge to implement

sustainable practices.
- Financial incentives (loans, Helped MSMEs afford eco-
subsidies) friendly technology and
reduce operational costs.
- Public  procurement Increased demand  for
policies  favoring green sustainable products,
businesses encouraging MSMEs to
adopt greener practices.

Challenges in Policy - Fragmented policies across This led to confusion and

Implementation different levels of hindered MSMEs'
government understanding and access to

support.
- Lack of awareness and Reduced the effectiveness of
accessibility ~ of  support policies aimed at
programs encouraging green practices.

Recommendations for - Simplification of It would reduce compliance

Improvement regulations and clearer burdens and increase MSME
policy guidelines participation in sustainable

practices.

68



Ijebar: Indonesian Journal of Economics, Business, and Accounting Research

- Improved communication Ensures MSMEs are aware of
of government incentives and can effectively use
and support programs available resources.

This table captures the essence of the study, focusing on government policies, MSME

challenges, and the impact of support programs for promoting sustainable practices.

Discussion

The findings from this research align with and expand upon existing literature
on sustainable entrepreneurship, specifically regarding the role of government policy
in encouraging environmentally friendly practices in Micro, Small, and Medium
Enterprises (MSMEs). Previous studies have consistently emphasized that
government intervention is critical in fostering sustainability in MSMEs, particularly
in developing economies where resources and expertise may be scarce [15]. Similar to
these findings, the research highlights that while MSMEs are aware of sustainability’s
importance, many face significant barriers, most notably financial constraints, lack of
technical knowledge, and regulatory complexity. These challenges were also identified
in earlier studies by researchers such as [16], who argued that MSMEs are often
hesitant to invest in sustainability due to perceived high initial costs and uncertainties
about long-term returns.

One of this study's significant contributions is identifying specific government
policies that have effectively supported MSMEs in their transition to sustainable
practices. The research underscores the importance of financial incentives such as tax
breaks, subsidies, and low-interest loans, which have been shown to alleviate some of
the financial barriers that MSMEs face in adopting green technologies. This finding
echoes the work of [17], who suggested that government financial support plays a
pivotal role in overcoming initial capital constraints for small businesses. Furthermore,
government-led sustainability training programs and certification initiatives were
identified as key enablers, supporting MSMEs in gaining the necessary knowledge and
credibility to implement eco-friendly practices [18]. This finding is consistent with
theoretical frameworks on environmental management, such as those proposed by
[19], who argued that properly designed government regulations and support can
encourage innovation and efficiency, turning environmental challenges into business
opportunities.

However, a key gap highlighted in this study is the fragmentation of government
policies and the need for coordinated efforts across various levels of government,
which aligns with previous criticisms of policy implementation in the MSME sector.

Studies by [20] have indicated that inconsistent regulations and complex bureaucratic
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processes can deter MSMEs from engaging in sustainability efforts, a challenge that
respondents in this study echoed. Many MSME owners reported confusion over
compliance with environmental standards and a lack of clear guidelines, suggesting
that policies need to be simplified and made more accessible. Moreover, the research
pointed to the need for integrated public procurement strategies that could provide
additional market incentives for green products. This reflects a theoretical gap
identified in the literature, where scholars like [21] have argued that public
procurement policies could act as a strong driver for sustainable practices in MSMEs
by creating demand for environmentally friendly products.

The comparison with previous research reveals that when supported by targeted
government policies, MSMEs can overcome sustainability barriers and reap
substantial environmental and economic benefits. As evidenced in case studies from
the research, MSMEs that received government support through financial incentives
and sustainability training were more likely to adopt green technologies, reduce waste,
and improve energy efficiency, which not only helped them reduce operational costs
but also enhanced their market competitiveness [22]. These results are in line with the
findings of studies like those by [23], who found that external support, particularly
from the government, is crucial for SMEs to enhance their environmental performance.

However, the research also highlights the need for further refinement in policy
design. For instance, simplifying regulatory frameworks, increasing access to green
financing, and enhancing awareness about available government incentives are critical
areas that could strengthen the effectiveness of government interventions [24]. These
tindings mirror the recommendations made by scholars such as [25], who emphasized
the importance of policy coherence and clear communication in driving sustainable
entrepreneurship.

This study confirms the crucial role of government policy in fostering
environmentally friendly business practices among MSMEs while also identifying
areas for improvement. The combination of financial incentives, capacity-building
programs, and regulatory simplifications, alongside public procurement strategies,
could provide MSMEs with the tools needed to overcome current barriers to
sustainability. Future research could further explore the impacts of specific policy
interventions on different sectors of the MSME landscape, providing more targeted
insights that can inform policy design and implementation at local, national, and

international levels.

CONCLUSION
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In conclusion, the analysis of the research highlights the significant role of
government policies in promoting sustainable entrepreneurship among Micro, Small,
and Medium Enterprises (MSMEs). The study confirms that while MSMEs are
generally aware of the importance of adopting environmentally friendly practices,
they face significant barriers such as limited access to financial resources, lack of
technical knowledge, and regulatory complexities. However, government policies that
provide financial incentives, sustainability training, and clearer regulations can
alleviate these challenges and foster the adoption of green practices. The findings also
reveal that MSMEs receiving targeted government support were more likely to
integrate sustainable practices, resulting in both environmental benefits and improved
competitiveness in the market. Nonetheless, the study identifies gaps in policy
implementation, such as fragmented efforts across different government levels and the
need for more cohesive and streamlined regulations, which could enhance the
effectiveness of these interventions.

For future research, exploring the long-term impacts of specific government
policies on the sustainability performance of MSMEs across various sectors is
recommended. Further studies could examine the effectiveness of public procurement
policies in creating demand for green products and how they can be leveraged to
encourage more MSMEs to adopt sustainable practices. Additionally, future research
could investigate the role of digital tools and platforms in supporting MSMEs'
sustainability efforts, especially in accessing financial resources, technical support, and
training. By addressing these areas, future research can provide deeper insights into
how government policies can be optimized to foster sustainable entrepreneurship,
creating a more supportive ecosystem for MSMEs to thrive while contributing to

environmental conservation.
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