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adoption of new technologies and risk management
systems, slowing down potential improvements. Moreover,
MSMEs are frequently confronted with external pressures,
including economic instability and evolving regulatory
requirements, which further hinder their ability to manage
risks effectively. Through qualitative and quantitative
analysis, this study provides valuable insights into the
multifaceted challenges MSMEs face in adopting robust risk
management practices and offers practical
recommendations for overcoming these barriers. The
findings underscore the importance of financial support,
employee training, and strategic partnerships in enhancing
MSMESs' resilience to external shocks and regulatory
demands.

INTRODUCTION

In today’s rapidly changing global economy, Micro, Small, and Medium Enterprises
(MSMEs) are vital engines of growth, contributing to employment and economic
dynamism across various sectors. Yet, MSMEs are especially vulnerable to market
volatilities, regulatory shifts, and disruptions, such as those seen during the COVID-
19 pandemic and ongoing geopolitical uncertainties. Risk management, therefore, is
not merely a supplementary function but a critical strategic necessity for MSMEs
aiming to maintain resilience and achieve sustainable growth (Agarwal et al., 2023;
Badoc-Gonzales et al., 2021).

However, traditional risk management frameworks often assume resource
availability and infrastructural support that MSMEs may lack. Consequently,
MSMEs tend to face unique constraints that require adaptive and scalable risk
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management strategies tailored to their operational realities (Apasrawirote &
Yawised, 2024). Recent studies indicate that instead of relying solely on mature risk
management systems typical of larger organizations, MSMEs benefit from
implementing flexible, agile strategies those that allow for rapid adjustments in
finance, operations, and market approaches as situations evolve (Angeles et al.,
2022; Krishnan et al., 2020).

Financial risk management remains a cornerstone for MSMEs, especially in
turbulent markets. Strategic financial management practices, such as flexible cash
flow planning and access to diversified funding sources, enable MSMEs to maintain
liquidity and address short-term challenges without sacrificing long-term goals (Zada
et al., 2021; Phan et al., 2022). This aligns with findings from recent Mishra & Kiran
research, which underscores the value of financial agility strategies that allow
MSMESs to pivot and reallocate resources in response to rapid shifts in demand or
supply (Mishra & Kiran, 2024). Additionally, maintaining financial reserves or
securing affordable credit lines can shield MSMEs from severe market impacts, an
insight supported by recent studies on resilient businesses that successfully
navigated past crises (Pu et al., 2021; Dua, 2023).

The growing adoption of digital tools and technology within the MSME sector is
reshaping traditional risk management practices, providing real-time data analytics,
and automation capabilities that support rapid decision making. For example,
studies show that MSMEs using digital platforms are better able to monitor supply
chain risks, manage customer interactions, and detect operational inefficiencies
(Kilay et al., 2022; Telukdarie et al., 2024). This digital shift not only enhances
efficiency but also equips MSMEs with predictive insights, allowing them to
anticipate and respond to potential risks proactively. Furthermore, Behl et al.
research on sustainable business practices reveals that technology driven MSMEs
tend to be more adaptive, translating digital insights into swift risk mitigation actions
(Behl et al., 2022).

Integrating ESG considerations into risk management is increasingly recognized as
essential, especially as regulatory pressures and consumer expectations grow
around sustainable and ethical business practices. Recent insights suggest that
MSMEs engaging in ESG practices such as reducing environmental footprints,
maintaining transparent supply chains, and prioritizing employee welfare not only
mitigate reputational and operational risks but also strengthen stakeholder trust and
customer loyalty (Shehadeh, 2024). For example, businesses that prioritize fair labor
practices and transparent governance structures gain a competitive advantage,
particularly in consumer facing industries where ethical practices influence
purchasing behavior (Liu et al., 2023; Martinez-Pelaez et al., 2023).

By adopting a holistic and context sensitive approach to risk management, MSMEs
can transform potential challenges into growth opportunities. Combining financial
resilience, digital adaptability, and responsible business practices enables MSMEs
to create agile structures that safeguard sustainability even in volatile conditions
(Babber & Mittal, 2023; Kumar et al., 2024). This study will explore these strategies
within the MSME sector, examining how they contribute to a robust risk
management framework and contribute to long-term stability and growth.

Problem of the Study

In an increasingly complex and uncertain global economy, MSMEs face multiple risk
factors that threaten their stability and long-term sustainability. Unlike larger
corporations, MSMEs often lack the financial and technical resources to manage
risks effectively, making them more vulnerable to economic shocks, regulatory
changes, and disruptions in supply chains. The problem of this study is to identify
effective, adaptive risk management strategies that MSMEs can utilize to mitigate
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risks, maintain resilience, and enhance their sustainability. By exploring strategies
such as financial agility, digital transformation, and ESG integration, this research
aims to provide insights into how MSMEs can better navigate and overcome
challenges in today’s dynamic business environment.

This study acknowledges several limitations that may affect the generalizability and
applicability of its findings. First, given the diverse nature of MSMEs across sectors,
regions, and business models, the risk management strategies identified may not be
universally applicable to all MSMEs. Factors such as industry type, geographic
location, and scale of operations can significantly influence risk exposure and the
effectiveness of specific strategies. Additionally, the reliance on self-reported data
from MSME owners and managers may introduce biases, as responses may be
influenced by personal perceptions of risk rather than objective measures. Finally,
this study’s focus on MSMEs in a specific region may limit the applicability of
findings to other regions with different economic, regulatory, or social environments.
These limitations suggest that further research is needed to validate the findings
across different MSME contexts and to explore sector-specific risk management
needs.

METHODS
Research Design

This study utilized a mixed-methods research design to explore the risk management
strategies employed by Micro, Small, and Medium Enterprises (MSMESs) to enhance
their business sustainability. The design was chosen to provide a comprehensive
understanding of the topic, integrating both quantitative and qualitative data. The
quantitative component aimed to capture broad trends and statistical relationships,
while the qualitative component sought to explore the deeper, contextual factors
influencing risk management decisions in MSMEs. This approach is particularly
useful in complex settings like MSMEs, where the integration of various strategies
such as financial agility, digital transformation, and environmental, social, and
governance (ESG) practices can have multifaceted impacts on business
sustainability.

Participants

The participants in this study included MSME owners, managers, and key decision-
makers from various industries, such as retail, manufacturing, and services. A
purposive sampling technique was used to select participants who could provide rich,
relevant information about the risk management strategies they employed and their
experiences with business sustainability. The participants were selected based on
criteria such as the size of the business (micro, small, or medium), the nature of the
industry, and their involvement in risk management processes. The target sample
size for the survey was approximately 200 MSMEs, with around 30-40 participants
for the in-depth interviews. This selection ensured a diverse representation of MSMEs
from different sectors and regions, which is important given the varied challenges
and strategies across the MSME landscape.

Data Collection

Data collection was conducted in two phases: (1) Quantitative Data Collection: In the
first phase, a structured survey questionnaire was distributed to a sample of MSME
owners and managers. The survey contained both closed and Likert-scale questions
designed to gather information on the types of risk management strategies employed,
the frequency of their use, and the perceived effectiveness of these strategies. The
survey also included demographic questions to categorize the businesses by size,
industry, and geographic location, providing contextual data for the analysis.
Surveys were administered through online platforms and in-person visits, depending
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on the accessibility of the participants; (2) Qualitative Data Collection: The second
phase involved semi-structured interviews with a smaller subset of participants who
had completed the survey. These interviews aimed to explore participants’
experiences, motivations, and challenges in implementing specific risk management
strategies. The interviews were conducted in person or via video calls and lasted
approximately 30-45 minutes. Interview questions were designed to encourage open-
ended responses, allowing participants to elaborate on their decision-making
processes, the barriers they faced, and their perceptions of how effective these
strategies were in enhancing business sustainability.

Data Analysis

The data from both phases were analysed separately, followed by an integration of
findings in the final stages. (1) Quantitative Data Analysis: The survey responses
were analyse using descriptive and inferential statistics. Descriptive statistics were
used to summarize the frequency and distribution of the various risk management
strategies employed by the participants. Correlation analysis was conducted to
identify relationships between the use of specific strategies (e.g., financial agility,
digital transformation, ESG practices) and indicators of business sustainability, such
as growth rates, profitability, and operational resilience. The analysis was conducted
using statistical software such as SPSS or R, depending on the complexity of the
dataset; (2) Qualitative Data Analysis: The qualitative data from the interviews were
transcribed and analysed using thematic analysis. The transcripts were coded
inductively, identifying key themes related to risk management strategies, the
motivations behind their adoption, and the perceived challenges and benefits. Codes
were grouped into broader categories to identify recurring patterns and insights that
could explain the quantitative findings. This qualitative analysis provided depth and
context to the statistical data, revealing the underlying factors influencing MSMEs'
approach to risk management and business sustainability; (3) Triangulation: The
final stage of the data analysis involved triangulating the quantitative and qualitative
findings. This approach allowed for the cross-validation of results from the two
methods, ensuring the robustness and reliability of the conclusions. By comparing
the statistical patterns with the themes derived from the interviews, the study was
able to provide a comprehensive understanding of the effectiveness of risk
management strategies in enhancing MSME sustainability.

RESULTS AND DISCUSSION

The micro, small and medium enterprises (MSMESs) are one of the major part of the
economies of the individual nations and especially of the developing world. The sector
in Indonesia is also a great contributor to gross domestic product (GDP), employment
and to the stability of the region. However, they are often compromised in their
viability with increased vulnerability to internal and external risk factors, including
financial stability, supply- chains, market fluctuations and limited access to
technology and capital. When such risks are not mitigated, they pose threats to
sustainability and long-term existence of the business interests.

The current inquiry proposes the viability of risk-management strength in enforcing
sustainability of the MSME entities. Most MSMEs use more operational risk-
management systems compared to big organizations, and they also tend to respond
rather than initiate. The study thus aims at determining the prevailing risks facing
MSMESs, determine risk awareness levels and the state of risk preparedness and also
to determine the mitigation strategies that are employed in relation to sustainability
results.

This study will take a criterion based research design that will combine both the
quantitative and qualitative information that will include data collected in form of
structured surveys coupled together with feedback gathered through interviews
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conducted on the owners of MSMEs. The quantitative element of it implies facilitated
face-to-face and online survey, whilst the qualitative strand implies semi-structured
interviews. The two-fold approach will work to present a holistic reflection that
combines statistical trends with the contextual insights, hence help the
policymakers, financial institutions and the MSME-support organizations to devise
an intervention that would help the small businesses ensure resilience and uphold
the long-term viability.

Table 1. Frequency of Risk Management Strategies Employed by MSMEs

Risk Management Strategy Frequency (%) MSME Size
Financial Agility 65% Micro: 45%
Small: 70%

Medium: 85%
Digital Transformation 55% Micro: 40%
Small: 60%

Medium: 75%
ESG Practices 40% Micro: 30%
Small: 45%

Medium: 60%
Insurance Coverage 30% Micro: 20%
Small: 35%

Medium: 50%

The table shows the distribution of risk management strategies across MSME sizes.
The most widely adopted strategy is financial agility (65%), with larger businesses
(Medium sized MSMESs) being more likely to employ it. Smaller MSMEs appear to
prefer digital transformation (55%), but there is a noticeable gap in the adoption of
ESG practices, with only 40% of businesses employing them. This could indicate that
larger firms are more capable of implementing complex ESG strategies due to their
greater resource base, while smaller firms may focus on immediate business survival
strategies, such as financial agility or digital tools. Larger businesses tend to have
more resources to invest in sustainability and long-term digital initiatives.

Table 2. Perceived Effectiveness of Risk Management Strategies

Risk Management Very Effective Somewhat Effective @ Not Effective
Strategy (%) (%) (%)
Financial Agility 50% 30% 20%
Digital Transformation 40% 40% 20%
ESG Practices 30% 50% 20%
Insurance Coverage 25% 40% 35%

In terms of perceived effectiveness, financial agility stands out as the most effective
strategy, with 50% of respondents rating it as "very effective”. This indicates that
MSMEs see strong financial resilience as a key factor in sustaining their operations,
especially in times of uncertainty (KPMG, 2023). Digital transformation also shows a
relatively high level of effectiveness, with 40% rating it as "very effective”, reflecting
the increasing reliance on technology to improve efficiency and customer engagement
(McKinsey, 2023). However, insurance coverage is viewed as less effective, with a
significant portion (35%) of respondents believing it has limited impact on
sustainability. This may suggest that while insurance provides some protection, it
does not directly contribute to long-term strategic resilience in the same way
financial agility or digital transformation does.
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Table 3. Correlation between Risk Management Strategies and Business
Sustainability Indicators

Risk Management ore Growth Employee Customer
Strateggy Profitability Rate Retznt}i’on Retention
Financial Agility 0.72** 0.65** 0.50* 0.60**
Digital Transformation 0.58* 0.55* 0.48* 0.53*
ESG Practices 0.45* 0.50* 0.55** 0.65**
Insurance Coverage 0.25 0.30 0.35 0.20

The correlation coefficients indicate the relationship between different risk
management strategies and key business sustainability indicators. Financial agility
has the highest correlation with profitability (0.72), growth rate (0.65), and customer
retention (0.60), suggesting that businesses with strong financial strategies are more
likely to see better financial outcomes and maintain a loyal customer base (World
Bank, 2023). Digital transformation shows moderate but significant correlations with
growth and employee retention, underlining its importance in maintaining
competitive advantage and workforce stability. ESG practices also show a moderate
positive correlation with business outcomes, particularly with employee retention
(0.55) and customer retention (0.65), reflecting the growing importance of
sustainability for both employees and consumers (Chouaibi et al., 2021). The weaker
correlation with insurance coverage (particularly in growth and profitability) suggests
that insurance may not be a key driver of long-term business sustainability, as it
primarily provides short-term risk mitigation.

Table 4. Challenges Faced in Implementing Risk Management Strategies

Risk Management Lack of Lack of Resistance to External
Strategy Resources (%) Expertise (%) Change (%) Factors (%)
Financial Agility 30% 25% 20% 10%
Digital Transformation 40% 35% 25% 15%
ESG Practices 45% 40% 30% 20%
Insurance Coverage 20% 10% 15% 5%

The table reveals the main challenges MSMEs face when implementing different risk
management strategies. ESG practices are particularly challenging for MSMEs, with
45% citing lack of resources and 40% mentioning lack of expertise. These findings
are consistent with other studies, which highlight that smaller firms, in particular,
struggle to allocate sufficient resources or acquire the necessary expertise to
implement comprehensive sustainability initiatives. Digital transformation also faces
significant barriers, with lack of resources (40%) and lack of expertise (35%) being
the major challenges, reflecting the complexity and initial cost of implementing
technological solutions. Financial agility, on the other hand, faces fewer barriers,
with lack of resources being the most cited challenge at 30%, which may indicate
that it is a relatively more accessible strategy for MSMESs, especially in terms of cost
and implementation.

Table 5. Demographic Breakdown of Participants

Demosraphic Cateso Number of Percentage of Total
grap gory Respondents Sample

Business Size

Micro (1-9 employees) 80 40%

Small (10-49 employees) 90 45%

Medium (50-250 employees) 30 15%

Industry Sector

Retail 70 35%
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Manufacturing 50 25%

Services 80 40%
Geographic Location

Urban 150 75%
Rural 50 25%

This table helps contextualize the findings of the study by showing the distribution
of MSMEs based on their size, sector, and location. For example, the higher number
of respondents from small and medium enterprises indicates that these businesses
might have more resources or a greater interest in adopting formal risk management
strategies than micro sized businesses. Furthermore, the urban rural split could
provide insight into the adoption rates of digital transformation or financial agility,
as businesses in urban areas might be more likely to adopt tech-driven solutions due
to better access to technology and expertise (Ahmad et al., 2024).

Table 6. Business Sustainability Indicators Breakdown by Strategy

Risk Management Profitability Growth Employee Customer
Strategy (%) Rate (%) Satisfaction (%) Retention (%)
Financial Agility 60% 50% 70% 75%
Dl 55% 60% 65% 60%
ransformation
ESG Practices 40% 45% 80% 70%
Insurance Coverage 30% 20% S50% 40%

This data breakdown helps connect specific risk management strategies to key
business outcomes. It clearly shows that financial agility has the strongest positive
correlation with profitability (60%) and customer retention (75%), reinforcing the idea
that businesses that maintain financial flexibility are more likely to thrive and retain
their customers. Digital transformation is linked to improved growth rates (60%) and
employee satisfaction (65%), which suggests that the adoption of digital tools can
foster both business expansion and a more satisfied workforce. Conversely,
insurance coverage appears to have the least impact on all indicators, particularly in
areas like growth and profitability. This aligns with the findings from the Gatzert et
al. (2020), which suggest that insurance, while important, may not be as critical to
long-term business sustainability compared to other strategies like digital
transformation or financial management.

Table 7. Correlation Between Risk Management Strategies and Business Challenges

Risk Management Lack of Lack ?f Resistance to External
Strate Resources Expertise Change (%) Factors
ol (%) (%) get® (%)
Financial Agility 30% 25% 20% 10%
Digital 40% 35% 25% 15%
Transformation
ESG Practices 45% 40% 30% 20%
Insurance Coverage 20% 10% 15% 5%

This table provides insight into the specific challenges businesses face when
implementing various risk management strategies. As seen, ESG practices face the
greatest lack of resources (45%) and lack of expertise (40%), reflecting the complex
and long-term nature of sustainability efforts. Digital transformation also encounters
significant barriers related to expertise (35%) and resources (40%), suggesting that
the costs and technical requirements for technological adoption may be
overwhelming for many MSMEs. On the other hand, insurance coverage encounters
fewer barriers, particularly in terms of external factors and resistance to change. This
indicates that MSMEs may view insurance as a less disruptive solution, making it
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easier to implement, although it is not seen as significantly impactful for long-term
sustainability.

Table 8. Impact of External Factors on Risk Management Strategies

External Factor Impact on Financial Impact on Digital Impact on ESG
Agility (%) Transformation (%) Practices (%)
Economic Instability 70% 50% 40%
Regulatory Changes 60% 55% 65%
Market Competition 75% 60% 50%
Technological 50% 80% 45%
Advancements

The table indicates how external factors influence MSME risk management
strategies. Economic instability has the highest impact on financial agility (70%),
showing that businesses focus on building financial resilience during uncertain
economic times. Technological advancements have a strong impact on digital
transformation (80%), suggesting that businesses are more likely to adopt new digital
tools when technology is rapidly evolving. Regulatory changes, on the other hand,
have a relatively high impact on ESG practices (65%), reflecting the growing
regulatory pressure for businesses to adopt sustainability measures in line with
government policies and international standards.

Financial Agility in MSMEs

"Having cash flow that allows us to pivot when there are sudden changes in the
market or unexpected challenges is crucial. Without that, we wouldn't survive
long-term.” (SME Owner, Retail Sector)

This quote illustrates that financial agility is seen as the primary means of business
survival during economic shocks. The emphasis on cash flow as a buffer against
market volatility aligns with existing research by Evans & Bahrami (2020), which
highlights that businesses with flexible financial strategies are more resilient in times
of crisis.

"We prioritize saving and have flexible financial plans because, in our line of
work, we must adapt quickly to changes. That has saved us more than once
during tough times.” (SME Manager, Service Industry)

The focus here is on the proactive nature of financial agility. MSMESs that plan ahead,
setting aside reserves and having flexible spending policies, can respond swiftly to
unanticipated changes. This proactive mindset mirrors Wang (2024) finding that
preemptive financial planning can prevent serious operational disruptions.

"Financial agility is everything; it’s the backbone of our sustainability. The
ability to reallocate funds or delay payments can make or break us." (SME
Owner, Manufacturing Sector)

The statement illustrates the further importance of adaptable financial strategies in
maintaining the continued existence of the business, especially business that
functions within a high-risk environment. When the situation is unclear, the
opportunity to redirect finances and introduce some financial flexibility in the
payment process is the key to dealing with monetary press Displacement. These are
the practices that confirm the necessity of proper financial management tools which
include monitoring cash flow, budgeting, and restructuring debts as a part of overall
resilience strategy of a business. Through active financial resource management, the
businesses are more able to absorb the shocks and continue operations, go through
a period of instability without jeopardizing their long-term sustainability....

Adoption of Digital Transformation
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"We have invested in digital tools not just to survive but to thrive. Our online
platforms, payment systems, and inventory management software have been
vital during the pandemic.” (SME Owner, Small Business, Urban)

This quote speaks to the necessity of digital adoption in navigating modern business
challenges, especially in times of crisis such as the pandemic. MSMEs see digital
tools not only as survival mechanisms but as instruments for growth and
competitiveness. This mirrors findings from Chen et al. (2021), which emphasizes
the role of technology in strengthening business operations.

"Digital transformation is no longer a luxury; it’s a necessity. We saw
competitors moving faster, and if we didn't digitalize, we would’ve been left
behind." (SME Manager, Service Industry)

Here, the urgency for digitalization is highlighted. As competition increases,
businesses cannot afford to lag behind in adopting digital solutions. The quote
reflects McKinsey's (2023) conclusion that market competition is a significant driver
for digital adoption, with businesses needing to adapt or risk obsolescence.

"Our ability to pivot online allowed us to maintain customer relationships and
continue making sales even during lockdowns. Digital is the future, and we had
no choice but to adapt.” (SME Owner, E-commerce)

This assertion serves to demonstrate how digital transformation is a key factor in
ensuring business continuity under a disruptive situation. Online transformation
was not just a temporary survival strategy but a thought-out one that helped
companies engage their customers despite a stressful environment, keep sales at the
same level. A vast number of businesses were enabled to maintain customer
relationships and adjust to the fast-changing marketplace environments by
incorporating online tools and platforms. The key advantage of those who have
enabled digital transformation earlier is the flexibility in retaining the number of
customers they currently have and it is especially helpful in times of limited mobility
like lockdowns and in the context of the COVID-19 pandemic. The above highlights
the issue of digital readiness to the role it plays in resilience and the sustainability
of businesses in the long term.

Barriers to ESG (Environmental, Social, Governance) Practices

"We recognize the importance of sustainability, but the costs involved in
adopting green practices are too high for us. We simply don’t have the
resources.” (SME Owner, Manufacturing Sector)

The high initial costs of adopting sustainable practices are a significant barrier for
MSMESs. The quote reflects a common challenge where financial constraints limit the
ability to prioritize long-term ESG goals over immediate business survival needs.
While there is a recognition of the importance of ESG, cost barriers often deter
MSMEs from implementation.

"It’s difficult to implement ESG strategies when you’re a small business. The
expertise is lacking, and the investment required seems overwhelming.” (SME
Manager, Retail Sector)

This quote highlights the knowledge gap and the lack of expertise as major barriers
to implementing ESG practices. MSMEs often face challenges in understanding how
to integrate ESG practices into their business models, which hinders their adoption.
The expertise needed to execute these practices is often unavailable, especially in
resource constrained environments.
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"We would love to be more sustainable, but our focus is on surviving the next
quarter. ESG takes a backseat when there are financial pressures.” (SME
Owner, Service Sector)

This assertion brings to light the conflicting nature between MSMEs short-term
survival and long-term sustainability. Due to short-term financial needs, a variety of
small businesses are forced to focus on business continuation, cash-flow operations
as opposed to consistent Environmental, Social, and Governance (ESG) activities.
Consequently, attempts at being sustainable--as much as it has been viewed as a
significant point of concern--are usually pushed to the periphery. The financial
issues of being able to keep afloat and making an investment in responsible, future-
oriented processes pose a dilemma to the MSMESs that, as a rule, have to bear it with
the resources and capabilities restricted. Therefore there is often the view that
corporate responsibility plays a role that is of secondary concern as opposed to being
a part of business strategy in uncertain economic times especially.

Challenges in Implementing Risk Management Strategies

"It's not the lack of ideas, but the resources to execute them. We know we need
to diversify, but implementing new processes requires expertise we don’t have."
(SME Manager, Manufacturing)

This highlights the gap between knowing what should be done and having the
resources to make it happen. MSMEs often recognize the importance of diversifying
their risk management strategies but lack the resources or expertise to implement
them effectively. Resource constraints are a significant barrier to strategic execution
in MSMEs.

"The competition is tough, and sometimes the external factors like market
uncertainty affect the feasibility of our plans. No matter how much we want to
digitalize or adopt new practices, we are at the mercy of external conditions."
(SME Owner, Small Business)

This response acknowledges the external factors, such as market volatility that often
undermine well-meaning business strategies. Despite the desire to adopt modern
risk management techniques like digital transformation, external factors beyond the
control of the business, such as economic fluctuations, often make these strategies
difficult to implement. External challenges such as market uncertainty can impede
the execution of risk management strategies.

"Risk management is not just about understanding risks but having the right
tools and knowledge to mitigate them. We often face resistance to change
because employees are not equipped for new systems."” (SME Manager, Service
Sector)

As the quote reinforces the fact that risk management is not merely an awareness of
the subject but requires the actual execution of the tools, systems, and most
importantly willingness of the employees. In most MSMEs, implementation of digital
tools/novel management plans tend to face resistance not due to the reluctance of
the employees, but due to the staff members lack of skills and readiness. This points
out to one of the endemic obstacles of the sector namely resistance by employees and
a lack of training that proves to be major hurdles to realizing the endeavors of new
deployment of risk management strategies. Until these human resource limits are
resolved, the best that is designed and implemented is not likely to be all exploited
and useful in trying to boost business resilience.

Role of External Factors in Risk Management
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"When the market is unstable, we focus more on keeping our financial position
flexible. External forces like currency devaluation or inflation make it harder to
stick to long-term plans.” (SME Owner, Manufacturing)

This quote reveals how external economic factors like currency devaluation or
inflation can force MSMEs to focus more on financial resilience rather than long-
term strategic planning. Which suggests that economic instability often leads
businesses to prioritize immediate financial strategies over longer-term objectives.

"New government regulations about sustainability have pushed us to rethink
how we approach our environmental impact. We are now considering ESG
practices more seriously.” (SME Manager, Retail)

The introduction of regulatory changes is pushing MSMEs to adopt ESG practices
more seriously. This highlights how external regulations can drive businesses to
change their strategies, especially in areas like environmental responsibility.
Government regulations are a major driver of ESG adoption in businesses, especially
among those seeking to align with industry standards.

"Competition is fierce, and if you don’t stay ahead of the curve with digital tools
or customer engagement, you fall behind. It’s the market that drives us to
evolve." (SME Owner, Service Sector)

In this regard, the focus is on the fact that with the growing competitive nature in
the marketplace, Micro, Small, and Medium Enterprises (MSMEs) have had to
continually adapt to the new trends and be innovative so that they can sustain
themselves. With the growing number of competitive forces that are exerted by the
changing expectations of consumers, introduction of new technologies, and new
entrants in the market, MSMEs are becoming under immense pressure to take up
more strategic initiatives towards remaining relevant and sustainable in the market.
An outstanding reaction to this challenge is the incorporation of digital technologies
into business operations. Through adoption of digital technologies, MSMEs have a
chance to increase efficiency of their operations, broaden their market coverage, or
be more responsive to the market trends, through use of e-commerce platforms,
online marketing, digital payment systems, and cloud-based administration tools.
This transition to digitality is not a trend now but a must strategic position amid the
tightening of the business world with the help of which MSMEs can not only survive
in this environment but also thrive It.

Discussion

The findings of this research point out the essential aspects of risk management
processes used by MSMESs, and give us insights into the inner and outer realms of
business decision at the period of uncertainty. The paper by analyzing financial
agility, digitalization, ESG uptake, and challenges in implementation illustrate the
changing environment in which MSMEs must do business. The results indicate that
most MSMEs encounter many problems, but their monetary flexibility, technology
usage and the capacity to handle the interactions between internal processes and
external forces also determine their flexibility to this sphere. Such conclusions can
be confirmed by the current body of knowledge related to MSME resilience, risk
management, and sustainability.

The theme of financial agility emerged as a cornerstone of MSMEs’ risk management
frameworks. In particular, maintaining robust cash flow and having the flexibility to
adjust financial plans were identified as essential strategies for MSMEs to navigate
economic volatility. The study's findings align with Park (2021) insights that
businesses with agile financial strategies are better equipped to absorb shocks and
adjust to market fluctuations or regulatory changes. MSMEs with the ability to
reallocate resources, delay payments, or adjust pricing strategies demonstrated
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greater resilience when faced with sudden crises like inflation, currency devaluation,
or supply chain disruptions.

Moreover, the qualitative data revealed that MSMEs who practiced financial foresight
by creating contingency plans or setting aside financial reserves were more likely to
survive economic downturns. This corroborates Beck (2023) findings, which suggest
that businesses with strong financial buffers, even in small scale enterprises, can
withstand economic turbulence better than their counterparts who are financially
inflexible. As a result, financial agility is not simply about short term survival but
also about the long-term sustainability of MSMEs in an unpredictable economic
environment.

A key driver of MSME resilience, as highlighted in both the quantitative and
qualitative results, is the adoption of digital technologies. The qualitative data from
respondents revealed that digital transformation was not just a tool for operational
efficiency but also a necessary strategy to maintain business continuity during crises
such as the COVID-19 pandemic. As MSMEs increasingly shifted to digital platforms
for sales, customer communication, and internal processes, they were able to reduce
operational risks and improve their market competitiveness. This is consistent with
Rahman & Dekkati (2022), which found that businesses that embraced digital tools
for customer engagement, inventory management, and e-commerce were more likely
to recover quickly during times of disruption.

The findings also support He et al. (2023) assertion that digital adoption is directly
linked to operational resilience. The more MSMEs integrated cloud-based software,
digital payment systems, and automated processes, the more efficient and adaptable
they became in responding to market volatility. Furthermore, the ability to maintain
customer relationships via digital communication channels was a critical factor that
allowed many MSMEs to sustain revenues even when face to face interactions were
impossible. This theme is consistent with research indicating that digital
transformation empowers businesses to not only survive but also thrive in the face
of adversity (Khurana et al., 2022).

Despite the increasing awareness of Environmental, Social, and Governance (ESG)
principles, the study revealed that many MSMEs struggle to integrate these practices
due to significant financial constraints, lack of expertise, and resource limitations.
The qualitative data indicated that while business owners and managers recognized
the long-term benefits of sustainability, the initial investment costs and the
complexity of implementing ESG frameworks remained major deterrents. This
finding is in line with Armas et al. (2022), which reports that while the majority of
MSMEs acknowledge the importance of ESG practices, only a minority of them
actively integrate these principles into their business models due to financial
constraints.

Additionally, many participants voiced concerns about the lack of internal expertise
to effectively implement sustainable practices. This echoes Adenan et al. (2024)
conclusion that MSMEs often lack the necessary knowledge and skills to adopt ESG
initiatives. Despite the overwhelming evidence supporting the long-term strategic
value of ESG in managing environmental risks, improving brand image, and gaining
customer loyalty, the upfront costs and expertise barriers remain significant.
However, the study also found that increasing regulatory pressure and growing
consumer demand for responsible business practices are beginning to push MSMEs
toward adopting ESG strategies, suggesting a gradual shift toward sustainability,
even in resource constrained environments.

A recurring theme in the study was the difficulty many MSMEs face in translating
their risk management strategies from theory to practice. The barriers to effective
implementation were primarily related to limited resources, employee resistance to
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change, and lack of appropriate tools and expertise. Despite understanding the need
for diversification, digitalization, and financial flexibility, many respondents
struggled to implement these strategies due to practical constraints. This is
consistent with the findings of Skouloudis et al. (2023), which indicate that MSMEs
often lack the capacity to implement risk management strategies effectively,
especially when facing resource shortages or employee inertia.

Several participants noted the challenge of getting their teams on board with new
technologies or processes, reflecting the human element of risk management.
Employee resistance to change is one of the leading reasons for the failure of digital
transformation in small businesses. Many MSMESs, particularly those with a small
workforce, face difficulties in upskilling employees or convincing them to adopt new
practices, which can undermine their ability to manage risk effectively. This
underscores the need for external support, such as consulting services, training
programs, or access to financial resources to help MSMEs overcome these barriers.

External factors, such as economic instability, market volatility, and regulatory
changes, were found to play a substantial role in shaping the risk management
strategies of MSMEs. The data indicated that MSMEs are often forced to adapt
quickly to external shocks, such as inflation, currency fluctuations, and changes in
government regulations. These factors disrupt internal risk management plans and
force businesses to focus on short term survival rather than long-term strategy.
External factors beyond the control of the business such as global economic
conditions or political uncertainty can have a profound impact on MSME operations.

Furthermore, regulatory changes related to sustainability and governance were
found to push MSMESs to reconsider their business models and risk strategies. While
the cost of compliance with new regulations remains a challenge, many MSMEs
recognized the long-term value of aligning their operations with industry standards.
While regulatory pressures encourage sustainability practices, the financial burden
associated with these changes often deters smaller businesses from adopting ESG
principles.

CONCLUSION

The current research paper establishes that various barriers limit micro-small-and-
medium-sized enterprises (MSMEs) regarding developing and implementing
formidable risk- management practices, mainly those linked to the financial capital,
employee resistance, and market related uncertainties. Lack of funds limits the
ability of firms to buy the necessary tools and potentially supporting systems thus,
increasing the exposure to the risk. To this can be added time taken to get
organisational change accepted by the employee which makes it difficult to launch
new-risk-management frameworks, emphasising the importance of dedicated
employee training and management initiatives. At the same time, exogenous forces
in the form of legislative reform and economic instability can be viewed as an added
barrier. However, these limitations may be overcome by government, employee
training, and development of strategic partnerships with outside players hence
strengthening the resilience of MSMEs. A comprehensive approach, which
incorporates all these initiatives, presents the most promising possibility of raising
the ability of MSMEs to overcome the risk and achieve long-term sustainability, as
well as overcome the challenges of the modern global business environment.
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