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Abstract. This study aims to analyze the role of product innovation in supporting the 

sustainability of Micro, Small, and Medium Enterprises (MSMEs) from an entrepreneurial 

perspective. The study employs a literature review method using a qualitative approach and 

descriptive analysis. Data were collected from Google Scholar, ScienceDirect, MDPI, and 

publications from credible institutions covering the period 1964–2026. A total of 68 articles were 

identified during the initial stage and subsequently screened based on relevance, quality, and topic 

suitability, resulting in 43 articles being selected as the primary sources for analysis. The findings 

indicate that product innovation plays a significant role in enhancing competitiveness, 

strengthening customer loyalty, expanding market opportunities, and improving MSMEs' adaptive 

capacity to changes in the business environment. From an entrepreneurial perspective, creativity, 

innovation orientation, dynamic capabilities, and collaboration are identified as key factors that 

reinforce business sustainability. This review confirms that product innovation is a strategic 

instrument for MSMEs to maintain business continuity while fostering sustainable growth. 
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1.   Introduction 

Micro, Small, and Medium Enterprises (MSMEs) constitute a fundamental pillar of the national economy 

by contributing significantly to employment generation, income distribution, and the stimulation of economic 

activities across various regions. The increasingly competitive business environment has compelled MSME 

owners to continuously adjust their business strategies in order to sustain their long-term existence. Changes in 

consumer preferences, rapid advances in digital technology, and intensifying market competition have 

positioned business sustainability as one of the central issues discussed in entrepreneurship studies. MSME 

sustainability is no longer viewed merely as the ability to generate profits within a specific period but also as the 

enterprise's capacity to adapt to market changes, create value for customers, maintain operational efficiency, and 

build competitiveness capable of withstanding diverse business challenges [1]. These conditions indicate that 

business sustainability is strongly influenced by entrepreneurs' ability to generate new ideas that strengthen their 

products' market position. From an entrepreneurial perspective, innovation is regarded as one of the defining 

characteristics distinguishing enterprises that achieve sustainable growth from those experiencing stagnation. 

Product innovation has become one of the primary strategies adopted by MSMEs to respond to changing 

market demands while simultaneously increasing the value added of their products. Innovation may be realized 

through product design development, quality improvement, product diversification, the adoption of more 

efficient production technologies, and the creation of new product benefits that align with consumer 

expectations. These initiatives provide MSMEs with opportunities to expand their market share while 

strengthening customer loyalty in an increasingly dynamic competitive environment. Entrepreneurship literature 

explains that product innovation results from entrepreneurs' ability to identify opportunities, combine available 

resources, and transform creative ideas into products with economic value [2]. This perspective demonstrates 
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that successful innovation is determined not by business size but by entrepreneurs' capability to understand 

changes in the business environment and translate them into relevant solutions for consumers. 

The entrepreneurial perspective considers innovation as an integral component of strategic orientation that 

drives business growth through the creation of competitive advantage [3]. Entrepreneurs possessing strong 

innovation orientation tend to be more willing to take risks, more receptive to change, and more proactive in 

exploring market opportunities than those who maintain conventional business models. Such characteristics 

enable MSMEs to develop differentiated products capable of competing in increasingly complex markets. 

Product innovation subsequently functions as a mechanism for enhancing customer satisfaction, strengthening 

brand image, and creating value that is difficult for competitors to imitate. The relationship between 

entrepreneurial orientation and product innovation has received considerable scholarly attention because both 

complement one another in building business sustainability through improved adaptive capacity, organizational 

learning, and more productive resource development. 

Empirical studies consistently demonstrate that product innovation is positively associated with MSME 

sustainability through improvements in business performance, sales growth, and customer retention. Products 

that continuously undergo renewal generally possess stronger market appeal because they are better able to 

accommodate evolving consumer preferences and changing market trends [4]. Such conditions provide MSMEs 

with opportunities to sustain business operations while simultaneously expanding their marketing networks. 

Previous studies also indicate that innovation success is strongly influenced by entrepreneurs' creativity, 

knowledge management capabilities, access to market information, and willingness to experiment with new 

products [5]. Differences in the internal conditions of MSMEs contribute to varying levels of innovation 

success, making discussions regarding the factors that strengthen the relationship between product innovation 

and business sustainability an evolving area within entrepreneurship literature. 

The advancement of digital technology has further expanded opportunities for product innovation through 

the utilization of social media, e-commerce platforms, customer preference analysis, and various digital 

applications supporting business operations. Digital transformation provides MSMEs with broader access to 

information regarding market trends, consumer behavior, and competitors' strategies in a more timely manner. 

Such information serves as a valuable foundation for designing products that better meet customer needs while 

offering greater added value. Consequently, the innovation process becomes more flexible, as entrepreneurs can 

obtain customer feedback within relatively short periods. From an entrepreneurial perspective, the ability to 

leverage technology is regarded as an innovative competency that strengthens business capacity to sustain long-

term operations through the continuous development of products that are more adaptive to environmental 

changes [6]. 

Ultimately, MSME sustainability is influenced by the ability to establish a balance between innovation, 

operational efficiency, and the creation of economic value for all stakeholders involved in business activities. 

Product innovation contributes to enhanced competitiveness by generating products that are more relevant, of 

higher quality, and capable of delivering superior customer experiences. Entrepreneurs who consistently renew 

their products have greater opportunities to maintain long-term customer relationships while simultaneously 

expanding their market segments. Entrepreneurship literature further explains that continuous innovation 

reflects an organization's capability to develop organizational learning, enhance creativity, and establish an 

adaptive culture that supports business growth under various economic conditions [7]. 

Although numerous studies have examined the relationship between product innovation and MSME 

sustainability, the findings remain diverse due to differences in industrial sectors, business environments, and 

theoretical approaches employed. Some studies emphasize technological advancement as the primary driver of 

innovation, whereas others place greater emphasis on entrepreneurial orientation, individual creativity, or 

resource management capabilities. These variations indicate that product innovation is a multidimensional 

phenomenon influenced by both internal and external factors. This research gap provides opportunities to 

deepen understanding of how the entrepreneurial perspective explains product innovation as a mechanism 

supporting MSME sustainability across diverse and continuously evolving business contexts. 

Based on the foregoing discussion, examining the role of product innovation in MSME sustainability from 

an entrepreneurial perspective possesses increasing academic and practical significance. A literature review is 

therefore necessary to develop a comprehensive understanding of the evolution of product innovation, 

entrepreneurial orientation, and MSME sustainability based on findings from previous studies. Such a review is 

expected to identify patterns among these concepts, reveal prevailing research trends, and identify opportunities 

for future investigations. The findings of this literature review may subsequently serve as a conceptual 

foundation for future research focusing on strategies to enhance MSME sustainability through strengthening 

product innovation capabilities as part of entrepreneurial practices that remain adaptive to changes in the 

business environment and evolving market demands. 
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1.1. Product Innovation  

Product innovation refers to the process of developing, improving, or creating new products aimed at 

generating added value for consumers while enhancing a firm's competitive advantage [8]. Innovation is not 

limited to the creation of entirely new products but also includes design modifications, quality improvements, 

feature enhancements, product diversification, packaging changes, and the adoption of technologies that 

increase product value. From an entrepreneurial perspective, product innovation is viewed as the outcome of 

creativity, the ability to identify market opportunities, and the willingness to take risks in producing solutions 

that are superior to existing products. For MSMEs, product innovation serves as a strategic response to changes 

in consumer preferences, technological advancements, and the dynamic nature of business competition, enabling 

enterprises to maintain product relevance while continuously expanding market opportunities. 

 

1.2. MSME Sustainability 

MSME sustainability refers to the ability of micro, small, and medium enterprises to maintain business 

continuity, growth, and competitiveness over the long term through effective resource management and the 

capacity to adapt to changes in the business environment [9]. The concept of sustainability reflects an 

enterprise's capability to maintain customer relationships, improve product quality, foster innovation, manage 

risks, and capitalize on business opportunities arising from economic, social, and technological changes. From 

an entrepreneurial perspective, MSME sustainability demonstrates entrepreneurs' ability to continuously create 

economic value through learning, innovation, and adaptive decision-making, thereby enabling businesses to 

grow despite facing various challenges and uncertainties. 

 

1.3. Entrepreneurship 

Entrepreneurship is the process of creating, developing, and managing business opportunities through 

creativity, innovation, risk-taking, and the ability to combine various resources into activities that generate 

economic value [10]. This concept positions entrepreneurs as individuals who are capable of recognizing market 

opportunities, developing new ideas, and transforming them into products, services, or business models that 

create value for both consumers and organizations. The entrepreneurial perspective emphasizes the importance 

of innovation orientation, proactive behavior, adaptability, and responsive decision-making in addressing 

changes in the business environment. Within the context of MSMEs, entrepreneurship serves as the fundamental 

driver of product innovation, enhanced competitiveness, and business sustainability through the ability to 

effectively respond to market dynamics. 

 

1.4. Competitiveness 

Competitiveness refers to an enterprise's ability to produce products or services that offer greater value than 

those of its competitors, thereby enabling the business to retain existing customers, attract new consumers, and 

achieve sustainable business performance [11]. Competitiveness is built upon a combination of product quality, 

innovation, operational efficiency, competitive pricing, excellent customer service, technology utilization, and 

the ability to respond effectively to changing market demands. In the context of MSMEs, competitiveness 

reflects entrepreneurs' ability to create product differentiation that is difficult for competitors to imitate while 

delivering superior customer experiences. From an entrepreneurial perspective, competitiveness is regarded as 

the result of organizational learning, continuous innovation, and effective resource management, enabling 

enterprises to maintain a strong competitive position and achieve long-term growth. 

 

2.   Method 

This study employed a literature review method using a qualitative approach with descriptive analysis. This 

approach was selected because it aims to synthesize, interpret, and explain the development of concepts 

concerning the role of product innovation in MSME sustainability from an entrepreneurial perspective based on 

findings from previous studies. A literature review enables researchers to obtain a comprehensive understanding 

of the relationships among concepts, identify prevailing research trends, and recognize research gaps that remain 

open for further investigation. This approach followed a systematic literature review process, beginning with 

topic formulation, literature searching, article screening, source quality evaluation, synthesis of findings, and 

concluding with the development of a narrative interpretation. 

The research data consisted of secondary data collected from various reputable scientific sources. The 

literature search was primarily conducted through Google Scholar because of its extensive coverage of academic 

publications. The search process was further complemented by articles retrieved from ScienceDirect, 
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SpringerLink, Taylor & Francis Online, ResearchGate, Emerald Insight, MDPI, as well as supporting 

documents published on the official websites of companies such as Apple Inc, Toyota Motor Corporation, and 

Kopi Kenangan, whenever they were relevant to the discussion. The literature included in this review covered 

publications from 1964 to 2026 in order to comprehensively capture the development of research on product 

innovation, entrepreneurship, and MSME sustainability. 

The initial literature search employed keywords including product innovation, MSME sustainability, SME 

sustainability, entrepreneurship, innovation capability, business sustainability, inovasi produk, keberlanjutan 

UMKM, and kewirausahaan, resulting in 68 articles that were considered relevant based on their titles and 

abstracts. A subsequent screening process was conducted using predefined inclusion and exclusion criteria. The 

inclusion criteria were: (1) articles published between 1964 and 2026; (2) publications appearing in peer-

reviewed journals, conference proceedings, or official reports issued by credible institutions; (3) studies 

addressing product innovation, entrepreneurship, MSME sustainability, or the relationships among these three 

concepts; (4) availability of the complete full-text article; and (5) provision of sufficient discussion to support 

the objectives of this study. The exclusion criteria included duplicate articles, publications containing only 

abstracts, studies unrelated to the research focus, non-scholarly popular publications, and publications lacking 

adequate methodological information. 

The screening process was conducted systematically through duplicate identification, assessment of title 

relevance, abstract evaluation, full-text review, source quality assessment, and examination of each article's 

relevance to the research objectives. From a total of 68 articles initially identified, 12 articles were excluded 

because their content was not aligned with the focus on product innovation and MSME sustainability, 7 articles 

were removed due to duplication across multiple databases, and 6 articles were excluded because they failed to 

meet the quality criteria, as they provided only abstracts or contained very limited discussion. Consequently, 43 

articles satisfied all selection criteria and were included as the primary sources for analysis. Data analysis was 

conducted using a qualitative descriptive analysis technique involving thematic categorization, comparison of 

previous research findings, identification of relationships among key concepts, interpretation of the findings, 

and the development of a comprehensive synthesis explaining the role of product innovation in supporting 

MSME sustainability from an entrepreneurial perspective. 

 

 
 

Figure 1. Research Methodology Flowchart  

 

3.   Result and Discussion 

Product innovation occupies a central position in entrepreneurship studies because it reflects entrepreneurs' 

ability to create new value capable of responding to evolving market demands. The sustainability of Micro, 

Small, and Medium Enterprises (MSMEs) in an increasingly dynamic competitive environment depends on 

entrepreneurs' capacity to develop products characterized by uniqueness, quality, and continuously evolving 

benefits that align with consumer preferences. From an entrepreneurial perspective, changes in the business 

environment are regarded as opportunities that should be addressed through creativity and innovation rather than 

merely challenges to be overcome. This perspective is consistent with innovation theory, which explains that 

innovation serves as the primary engine of economic growth through the creation of new combinations in the 

form of products, processes, markets, sources of raw materials, and organizational models [12]. The concept of 

creative destruction, introduced by Schumpeter, suggests that firms capable of continuously introducing 
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innovations have greater opportunities to sustain their competitiveness than those relying on conventional 

business practices [13]. Within the context of MSMEs, product innovation represents a tangible manifestation of 

entrepreneurial spirit because it enables entrepreneurs to develop product differentiation that delivers value to 

consumers. Contemporary entrepreneurship literature further expands this perspective by defining innovation as 

an organizational capability to manage knowledge, identify market opportunities, and integrate resources into 

products possessing competitive advantages. Previous studies indicate that the success of MSMEs is 

increasingly determined by their ability to adapt rapidly to change rather than by the amount of capital they 

possess [14]. These findings demonstrate that product innovation has evolved into a strategic foundation for 

achieving business sustainability by enhancing value creation, strengthening customer loyalty, and improving 

the capacity to respond to continuously changing business environments. 

The relationship between product innovation and MSME sustainability is strongly supported by the 

conceptual foundation of the Resource-Based View (RBV). This theory argues that competitive advantage 

originates from resources that are valuable, rare, difficult to imitate, and difficult to substitute [15]. Product 

innovation is considered one of the strategic capabilities that fulfills these characteristics because it emerges 

from the combination of experience, creativity, market knowledge, and organizational learning capabilities that 

differ across business actors. From the RBV perspective, innovation success is not determined by ownership of 

expensive technologies but rather by the ability to transform available resources into products that create greater 

value than those offered by competitors. This perspective is particularly relevant for MSMEs, which generally 

operate under constraints related to capital, human resources, and production capacity. Previous studies have 

shown that many MSMEs achieve significant growth through simple innovations focused on consumer needs, 

including design modifications, improvements in raw material quality, more attractive packaging, and the 

addition of new product functions [16]. These findings demonstrate that competitive advantage can be built 

through creativity and continuous learning. Earlier research has also revealed that product innovation 

contributes to increased customer satisfaction, sales growth, market expansion, and enhanced business 

reputation [17]. This relationship reinforces the argument that product innovation represents an intangible 

strategic asset that plays a vital role in maintaining MSME sustainability amid increasingly rapid changes in the 

business environment. 

From an entrepreneurial perspective, product innovation is closely associated with Entrepreneurial 

Orientation Theory. This theory identifies innovativeness, proactiveness, and risk-taking as the primary 

dimensions determining business success [18]. MSME entrepreneurs with strong entrepreneurial orientation 

tend to identify business opportunities more quickly, remain more open to new ideas, and demonstrate greater 

willingness to experiment in product development. These characteristics enable enterprises to develop stronger 

product differentiation, thereby sustaining their competitive position in dynamic markets. Previous studies have 

demonstrated that entrepreneurial orientation is positively associated with both innovation capability and 

business sustainability [19]. Entrepreneurs who actively seek new opportunities are generally more responsive 

to changing consumer preferences than those who maintain conventional production practices. This analysis 

indicates that product innovation is not merely the outcome of individual creativity but also a component of an 

organizational culture that encourages continuous learning, collaboration, and value creation. This perspective 

further clarifies that MSME sustainability is strongly influenced by the quality of entrepreneurial decision-

making in managing market uncertainty through innovations that are relevant, economically valuable, and more 

capable of meeting consumer needs than existing alternatives. 

Previous empirical studies further reinforce the relationship between product innovation and MSME 

sustainability across different countries and industrial sectors. Numerous studies have demonstrated that product 

innovation positively influences business performance by increasing sales growth, expanding market reach, 

strengthening customer loyalty, and enhancing the ability to sustain long-term profitability. Research conducted 

by [20] on organizational creativity explains that environments encouraging the exploration of new ideas 

produce higher-quality innovations, thereby increasing the likelihood of business success. Other studies 

examining innovation in MSMEs have likewise shown that continuous product improvement enhances 

consumers' perceptions of quality, strengthens brand image, and creates competitive barriers for rivals [21]. 

These findings reveal a consistent pattern indicating that product innovation is one of the primary determinants 

of business sustainability. Nevertheless, several studies also report variations in outcomes due to differences in 

factors such as human resource capacity, the level of digital technology adoption, access to market information, 

financing availability, and industry characteristics [22], [23]. These variations suggest that product innovation is 

a multidimensional process shaped by interactions between internal and external factors. This analysis 

demonstrates that innovation success requires strong managerial capabilities, organizational learning, and 

entrepreneurial orientation capable of transforming business opportunities into sustainable competitive 

advantages. 
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The discussion of product innovation from an entrepreneurial perspective ultimately demonstrates that 

MSME sustainability is the outcome of a continuous adaptation process to changes in the business environment. 

Technological advancements, increasing consumer expectations, the expansion of the digital economy, and 

intensifying global competition require entrepreneurs to continuously update their products to maintain market 

relevance. The literature on Dynamic Capabilities Theory explains that organizations capable of surviving over 

the long term are those possessing the ability to integrate, build, and reconfigure resources in response to 

environmental changes [24]. This theory suggests that product innovation is not an occasional activity but rather 

a continuous learning process involving opportunity identification, idea development, innovation 

implementation, performance evaluation, and product refinement based on customer feedback. Such capabilities 

enable MSMEs to develop strategic flexibility, making them better prepared to cope with economic uncertainty 

and changing market behavior. Previous studies have demonstrated that product innovation occupies a highly 

strategic position in sustaining MSMEs because it creates economic value, enhances competitiveness, 

strengthens customer relationships, and establishes a more adaptive foundation for business growth [25]. This 

analysis provides a strong conceptual basis for understanding how innovation-oriented entrepreneurial practices 

can generate more consistent business sustainability across diverse business environments. 

The role of product innovation in MSME sustainability becomes increasingly evident when examined in 

relation to rapid technological advancement and evolving consumer behavior. Modern consumers no longer 

regard price as the sole criterion in purchasing decisions but increasingly consider product quality, uniqueness, 

ease of use, environmental sustainability, and the overall experience gained from using a product. These 

changes encourage MSMEs to develop innovations that emphasize value creation rather than merely increasing 

production volume. The Value Innovation perspective argues that competitive advantage can be achieved by 

creating new value capable of reducing direct competition [26]. This approach demonstrates that product 

innovation provides MSMEs with opportunities to enter new market spaces through a combination of creativity, 

technological utilization, and a deep understanding of continuously evolving customer needs. Previous studies 

have also shown that MSMEs that consistently introduce product improvements exhibit higher levels of 

adaptability to changes in the business environment than enterprises maintaining static product characteristics 

[27]. This capability contributes to stronger customer loyalty, increased repeat purchases, and greater business 

resilience during periods of economic pressure and shifting market trends. This analysis indicates that product 

innovation is inherently dynamic because it is continuously shaped by the interaction between technological 

developments, changing consumer preferences, and entrepreneurs' ability to recognize business opportunities 

emerging from such changes. 

The relationship between product innovation and business sustainability can be clearly observed through 

the success of Apple Inc. in maintaining its global competitiveness for more than two decades. The company's 

strategy demonstrates that continuous product innovation can simultaneously foster strong customer loyalty and 

deliver outstanding financial performance. According to the Apple Annual Report 2024, the company generated 

revenue of US$391.0 billion during the 2024 fiscal year, with the iPhone product line remaining its largest 

revenue contributor, generating approximately US$201.2 billion, representing more than half of the company's 

total sales [28]. This success has not been driven solely by the introduction of new products but also by 

continuous improvements in product design, processor performance, security features, hardware-software 

integration, and the development of a digital ecosystem that consistently enhances the user experience. This 

pattern demonstrates that product innovation is a cumulative process achieved through continuous enhancement 

of the value perceived by consumers over time. Although the scale of innovation undertaken by MSMEs differs 

substantially from that of multinational corporations, the underlying principle remains the same: creating 

product differentiation that competitors find difficult to imitate through improvements in product quality, design 

development, packaging innovation, and the effective utilization of digital technologies. The analysis of Apple's 

experience illustrates that business sustainability is strongly influenced by an organization's ability to maintain 

product relevance through consistent innovation that remains closely aligned with customer needs. 

Another relevant case study can be found in Toyota Motor Corporation through the development of Hybrid 

Electric Vehicle (HEV) technology, which has significantly reshaped competition within the global automotive 

industry. This innovation emerged from long-term investments in research and development, production 

efficiency, and a comprehensive understanding of consumer demand for energy efficiency and environmental 

sustainability. According to the Toyota Global Sales Results 2024, Toyota sold approximately 10.82 million 

vehicles worldwide in 2024, while sales of electrified vehicles—including hybrid, plug-in hybrid, battery 

electric, fuel cell, and mild hybrid models—reached approximately 4.53 million units, representing an increase 

compared with the previous year [29], [30]. These achievements demonstrate that continuous product innovation 

can reinforce a company's competitive position even as the automotive industry undergoes a major transition 

toward low-emission vehicles. From an entrepreneurial perspective, Toyota's success is attributed not only to 
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technological excellence but also to its culture of continuous improvement (kaizen), which promotes 

organizational learning, experimentation, and ongoing product refinement. This concept is highly relevant to 

MSMEs because innovation does not necessarily require substantial financial investment; rather, it can be 

achieved through incremental product quality improvements, feature modifications based on customer needs, 

and continuous evaluation of market changes. 

Within the Indonesian context, a notable example of successful product innovation can be observed in Kopi 

Kenangan. The company has evolved from a startup into one of the largest coffee chains in Southeast Asia by 

combining product innovation with digital transformation. Kopi Kenangan has consistently developed a wide 

variety of beverages tailored to local consumer preferences, continuously updated its packaging design, utilized 

digital applications for ordering, and integrated technology-based customer loyalty programs. According to the 

company's official information, by 2024 Kopi Kenangan had operated more than 900 outlets across Indonesia, 

Malaysia, and Singapore. The company has also served millions of customers through both its physical store 

network and digital applications [31]. This growth demonstrates that the integration of product innovation and 

service innovation can simultaneously strengthen customer loyalty and expand market reach. For MSMEs, this 

case illustrates that innovation does not necessarily require the creation of entirely new products but can instead 

be achieved through improvements in product flavor, packaging differentiation, service quality enhancement, 

the utilization of digital technology, and the strengthening of brand identity. The synthesis of these three case 

studies reveals a consistent pattern indicating that business sustainability is built upon continuous innovation, 

supported by entrepreneurs' ability to identify market opportunities and reinforced by organizational learning 

processes that enable products to evolve in response to changing consumer needs. 

The synthesis of various theories, previous empirical findings, and case studies demonstrates that product 

innovation cannot be separated from the process of establishing MSME sustainability. This relationship can be 

explained through the perspective of Diffusion of Innovation Theory. The theory argues that an innovation 

generates meaningful impact only when it is accepted, adopted, and continuously utilized by both individuals 

and organizations [32]. Within the MSME context, the success of product innovation should not be assessed 

solely by the ability to introduce new products but also by the level of consumer acceptance, the speed of 

adaptation to market changes, and entrepreneurs' capability to continuously refine products based on customer 

feedback. Previous studies have shown that MSMEs actively evaluating consumer responses to newly 

introduced products exhibit higher levels of business sustainability than those that rarely conduct market 

evaluations. This analysis suggests that innovation represents a continuous learning cycle encompassing 

customer needs assessment, idea generation, product implementation, performance evaluation, and subsequent 

innovation refinement. This perspective indicates that business sustainability originates from an organization's 

ability to establish adaptive learning mechanisms, ensuring that innovation evolves beyond an occasional 

activity into an organizational culture embedded throughout business operations. This condition explains why 

many MSMEs have remained sustainable for decades despite limited resources, as their success stems from 

consistently improving products in response to changes in the business environment. 

Nevertheless, numerous studies have also indicated that the implementation of product innovation within 

MSMEs continues to face several challenges that may hinder business sustainability. The first challenge 

concerns limited resources, particularly financial capital, technology, and human resource competencies, which 

often slow the product development process [33], [34], [35]. The second challenge arises from inadequate 

market research capabilities, resulting in innovations that do not fully correspond to consumer needs [36]. 

Another challenge is the limited utilization of digital technology in product design, promotion, and evaluation, 

thereby restricting opportunities to obtain timely and comprehensive market information [37]. These conditions 

are further supported by previous studies indicating that most MSMEs continue to prioritize daily operational 

activities over long-term innovation development. One potential solution is to strengthen entrepreneurial 

capacity through product innovation training, enhancement of design competencies, mastery of digital 

technologies, and the continuous development of market analysis capabilities. From the perspective of Human 

Capital Theory, investments in entrepreneurs' knowledge, skills, and competencies increase productivity while 

improving their ability to generate innovations with greater economic value [38]. Strengthening the quality of 

human resources therefore increases the likelihood that MSMEs will develop more competitive products while 

enhancing their capacity to respond effectively to increasingly dynamic business environments. 

Another frequently identified issue is the limited access of MSMEs to innovation networks, technological 

information, and collaboration with various stakeholders. Many entrepreneurs continue to develop products 

primarily based on personal experience without taking advantage of opportunities for collaboration with 

universities, research institutions, business communities, or government agencies [39]. This situation slows the 

innovation process because of limited knowledge transfer and inadequate access to emerging technologies. The 

literature on Open Innovation argues that organizations achieve more effective innovation outcomes when they 
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are able to utilize external sources of knowledge through mutually beneficial collaboration [40]. From this 

perspective, a second strategic solution is to strengthen the innovation ecosystem through partnerships among 

MSMEs, universities, business incubators, local governments, financial institutions, and companies possessing 

more advanced technological capabilities. Such collaborations enable MSMEs to gain access to market research, 

production technologies, product design expertise, quality certification, and more effective digital marketing 

strategies. Previous studies have demonstrated that MSMEs participating in collaborative networks exhibit 

higher levels of innovation because they benefit from broader learning opportunities and are able to accelerate 

their adaptation to market changes [41], [42]. This approach demonstrates that product innovation develops 

more effectively when supported by an entrepreneurial ecosystem that promotes knowledge exchange, collective 

learning, and synergy among multiple stakeholders. 

Overall, the discussion demonstrates that MSME sustainability is not determined by a single factor but 

rather results from the interaction between entrepreneurial orientation, product innovation capability, human 

resource quality, technology utilization, and the support of a conducive business ecosystem. The synthesis of 

theories, previous empirical studies, and various case studies reveals a consistent pattern indicating that MSMEs 

capable of sustaining their existence are those that regard innovation as an integral component of their long-term 

strategy rather than merely a response to competitive pressure. A third strategic solution is to establish a 

sustainable innovation system through regular product evaluation, the utilization of customer data as the basis 

for decision-making, the implementation of digital transformation throughout business processes, and the 

development of an organizational culture that promotes creativity and continuous learning. This approach is 

consistent with Dynamic Capabilities Theory, which emphasizes an organization's ability to integrate, develop, 

and reconfigure resources in order to remain relevant in response to environmental changes [43]. This analysis 

also indicates that considerable opportunities remain for future research to investigate mechanisms that 

strengthen the relationship between product innovation and MSME sustainability, including the roles of digital 

transformation, market orientation, organizational resilience, organizational learning capability, and innovation 

collaboration. These research opportunities provide a foundation for developing more comprehensive 

conceptual models that explain how entrepreneurial practices can enhance MSME sustainability through 

adaptive, value-creating, and customer-oriented product innovation. 

 

Table 1. Role of Product Innovation in MSME Sustainability from an Entrepreneurial Perspective 

Theme Key Findings Theoretical 

Perspective / 

Evidence 

Implications for MSMEs 

Product 

Innovation as a 

Strategic 

Foundation 

Product innovation is a core driver 

of MSME sustainability by 

creating customer value, product 

differentiation, and competitive 

advantage. 

Innovation Theory; 

Creative 

Destruction 

(Schumpeter) 

MSMEs should 

continuously innovate to 

remain competitive and 

sustain long-term business 

growth. 

Resource-Based 

View (RBV) 

Innovation capability represents a 

valuable, rare, inimitable, and non-

substitutable strategic resource that 

strengthens competitive advantage. 

Resource-Based 

View (RBV) 

Competitive advantage 

depends more on effective 

resource utilization than on 

financial capital. 

Entrepreneurial 

Orientation 

Innovativeness, proactiveness, and 

risk-taking positively influence 

innovation capability and business 

sustainability. 

Entrepreneurial 

Orientation Theory 

Entrepreneurial mindset 

enhances adaptability, 

opportunity recognition, and 

long-term competitiveness. 

Empirical 

Evidence 

Product innovation consistently 

improves sales growth, customer 

satisfaction, market expansion, 

profitability, and brand reputation. 

Previous empirical 

studies across 

countries and 

industries 

Continuous product 

improvement contributes 

directly to sustainable 

business performance. 

Dynamic 

Capabilities 

Sustainable innovation requires 

continuous learning, opportunity 

recognition, implementation, 

evaluation, and product 

refinement. 

Dynamic 

Capabilities Theory 

MSMEs should build 

strategic flexibility to 

respond effectively to 

environmental changes. 

Digital 

Transformation 

and Value 

Digital technology enables 

MSMEs to develop customer-

oriented innovations focused on 

Value Innovation 

Perspective 

Digital transformation 

strengthens adaptability, 

customer loyalty, and 
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Creation value creation rather than 

production volume. 

market competitiveness. 

Business Case: 

Apple Inc. 

Continuous innovation in design, 

technology, and ecosystem 

integration strengthens customer 

loyalty and financial performance. 

Apple Annual 

Report 2024 

Consistent product 

improvement is more 

important than occasional 

radical innovation. 

Business Case: 

Toyota Motor 

Corporation 

Continuous improvement (Kaizen) 

and incremental innovation sustain 

competitiveness during industrial 

transformation. 

Toyota Global 

Sales Results 2024 

Incremental innovation can 

generate long-term 

competitive advantages 

even with limited resources. 

Business Case: 

Kopi Kenangan 

Combining product innovation 

with digital transformation 

accelerates market expansion and 

customer loyalty. 

Company Official 

Information 

MSMEs can innovate 

through packaging, service 

quality, branding, digital 

applications, and product 

diversification. 

Diffusion of 

Innovation 

Innovation contributes to 

sustainability only when accepted, 

adopted, and continuously 

improved based on customer 

feedback. 

Diffusion of 

Innovation Theory 

Regular customer evaluation 

and product refinement 

increase long-term business 

sustainability. 

Innovation 

Challenges 

Major barriers include limited 

capital, technology, human 

resources, market research 

capability, and digital adoption. 

Previous empirical 

studies 

MSMEs require capacity 

building and technological 

support to sustain 

innovation activities. 

Human Capital 

Development 

Entrepreneurial knowledge, skills, 

and competencies significantly 

improve innovation capability and 

productivity. 

Human Capital 

Theory 

Continuous training and 

competency development 

should become strategic 

priorities. 

Innovation 

Ecosystem 

Collaboration with universities, 

government, business incubators, 

financial institutions, and industry 

strengthens innovation 

performance. 

Open Innovation 

Theory 

Building collaborative 

innovation networks 

accelerates knowledge 

transfer and market 

adaptation. 

Overall Synthesis MSME sustainability results from 

the interaction among 

entrepreneurial orientation, product 

innovation capability, human 

capital, technology utilization, and 

a supportive innovation ecosystem. 

Integrated 

theoretical 

synthesis 

Sustainable product 

innovation should become a 

long-term strategic 

orientation rather than 

merely a response to 

competitive pressures. 

Future Research 

Opportunities 

Future studies should examine 

digital transformation, market 

orientation, organizational 

resilience, organizational learning, 

and innovation collaboration as 

mechanisms strengthening MSME 

sustainability. 

Research gap 

identified in 

literature review 

Future empirical research 

can develop more 

comprehensive conceptual 

models explaining 

sustainable MSME 

innovation. 

 

4.   Conclusion 

This review demonstrates that product innovation plays a highly strategic role in supporting MSME 

sustainability from an entrepreneurial perspective. The synthesis of various theories, previous empirical studies, 

and case studies indicates that product innovation functions as a primary mechanism for creating competitive 

advantage, increasing product value, strengthening customer loyalty, and expanding market opportunities. The 

entrepreneurial perspective explains that MSME entrepreneurs' ability to identify opportunities, foster creativity, 

make adaptive decisions, and utilize resources effectively constitutes the driving force behind sustainable 

innovation. The discussion also reveals that product innovation extends beyond the creation of entirely new 
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products to include design improvement, quality enhancement, product diversification, the utilization of digital 

technologies, and the development of customer experiences that enhance long-term business competitiveness. 

The findings of this literature review consistently demonstrate that MSMEs implementing continuous product 

innovation possess greater adaptive capacity in responding to changes in the business environment than 

enterprises maintaining conventional business practices. Various theoretical perspectives, including Innovation 

Theory, Resource-Based View, Entrepreneurial Orientation Theory, Dynamic Capabilities Theory, Diffusion of 

Innovation Theory, and Open Innovation, complement one another in explaining the relationship between 

product innovation and business sustainability. This review further confirms that MSME sustainability results 

from the interaction among entrepreneurial orientation, innovation capability, human resource quality, 

technology utilization, and the support of a conducive business ecosystem. These findings reinforce the view 

that product innovation should be positioned as a continuous business strategy, enabling MSMEs not only to 

maintain their market presence but also to strengthen their competitiveness within an increasingly dynamic 

business environment. 

This study provides theoretical implications by strengthening the understanding of the relationship between 

product innovation and MSME sustainability through the integration of multiple entrepreneurial perspectives. 

The synthesis demonstrates that business sustainability cannot be adequately explained by a single theoretical 

framework but instead emerges from the interaction of innovation capability, entrepreneurial orientation, 

strategic resources, and organizational adaptability. This integrated perspective provides a more comprehensive 

conceptual foundation for future research on product innovation in MSMEs. From a practical perspective, the 

findings are relevant to MSME entrepreneurs, government agencies, business support institutions, and 

educational organizations. MSME entrepreneurs should position product innovation as a long-term strategic 

priority by continuously improving product quality, diversifying product variants, adopting digital technologies, 

and periodically evaluating consumer needs. Governments and supporting institutions are expected to strengthen 

the innovation ecosystem through entrepreneurship training, support for product research and development, 

access to innovation financing, digital transformation assistance, and expanded collaborative networks among 

MSMEs, universities, and industry. These initiatives are expected to accelerate the enhancement of MSME 

competitiveness while simultaneously strengthening business sustainability at both the local and national levels. 

This study has several limitations that should be considered when interpreting its findings. First, the study 

employed a literature review methodology; therefore, all findings were derived from the synthesis of previous 

studies without collecting primary data directly from MSME practitioners. Second, the literature sources were 

limited to publications from the 1964–2026 period, making it possible that relevant studies published outside 

this timeframe could further enrich the discussion. Third, this review did not differentiate the characteristics of 

product innovation across business sectors, MSME sizes, or geographical contexts, thereby limiting a more in-

depth understanding of contextual variations in innovation implementation. Fourth, the discussion primarily 

focused on the entrepreneurial perspective, while other influential factors, such as public policy, macroeconomic 

conditions, organizational culture, and supply chain dynamics, were not comprehensively examined. 

Future research is recommended to adopt empirical approaches using quantitative, qualitative, or mixed-

methods designs to directly examine the relationship between product innovation and MSME sustainability 

across various industrial sectors. Future research models may also incorporate mediating or moderating 

variables such as digital transformation, market orientation, organizational learning capability, business 

resilience, innovation collaboration, and dynamic capabilities to develop more comprehensive explanatory 

models. Comparative studies across regions or countries are also recommended to improve understanding of 

how differences in business environments influence the success of product innovation. For MSME practitioners, 

product innovation should be implemented systematically through the identification of consumer needs, the 

adoption of digital technologies, continuous improvements in product design and quality, and periodic market 

evaluations to ensure that innovation consistently generates sustainable added value. Governments and 

supporting institutions are encouraged to further expand innovation mentoring programs, business incubation 

initiatives, access to financing, and collaborative partnerships between MSMEs and universities in order to 

establish an entrepreneurial ecosystem capable of continuously fostering product innovation. Such synergy will 

strengthen the competitiveness of MSMEs while enhancing their contribution to economic growth and 

sustainable development. 
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