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. Indonesian economy, but face significant challenges such as limited access
Accepted: Dec 12, 2024 to capital, technology, markets, and suboptimal public policy support. This
research aims to explore how synergies and innovations are sought to be
enhanced in the development of MSMEs in Lhokseumawe, Indonesia,
through a policy network approach, which involves collaboration between
MSMEs the government, private sector, and local communities. The research uses a
qualitative case study approach, involving in-depth interviews and
participatory observation with key stakeholders, including local
Innovation government representatives, MSME owners, academics, and non-
government organizations in Lhokseumawe. The research data will later be
analyzed to identify interaction patterns and policy network dynamics in
supporting MSME growth. The results reveal that synergies created through
cross-sector collaboration have great potential to improve the
competitiveness and sustainability of MSMEs. However, this study also
found challenges in these efforts, namely rigid bureaucracy, suboptimal
communication, and lack of sustainability aspects of the program. However,
initiatives such as digital marketing training and market access support
undertaken by the private sector are visible and, if properly managed within
the policy network framework, can have a significant positive impact on
MSMEs. In conclusion, the policy network approach can strengthen
collaboration between the government, private sector, and local
communities, providing an effective strategy to address structural
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INTRODUCTION

Micro, Small and Medium Enterprises (MSMEs) play a vital role in the Indonesian economy. Based on
data from the Ministry of Cooperatives and SMEs (2023), MSMEs contribute more than 61 percent of
Gross Domestic Product (GDP) and provide around 97 percent of national employment (Ministry of
Cooperatives and SMEs of the Republic of Indonesia, 2024). According to (Institute for Development
of Economics and Finance (INDEF), 2024), there are more than 65.4 million MSMEs in Indonesia in
2022, which account for about 99 percent of all business units in Indonesia, and have the ability to
adapt to market developments in Indonesia. However, despite their crucial role, MSMEs in Indonesia
face significant challenges, including limited access to capital, technology, markets, and management
knowledge, which hinder their growth and innovation potential (Institute for Development of
Economics and Finance (INDEF), 2024; Ministry of Cooperatives and SMEs of the Republic of
Indonesia, 2024; Malhotra et al.,, 2007; Tambunan, 2007). For example, many MSMEs in Indonesia
are still trying to access financing, but data from Pricewaterhouse Coopers (PwC) in 2019 showed
that 74 percent of MSMEs have not received financing from formal institutions (Santoso, 2020).
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Therefore, synergy and innovation are important elements that cannot be ignored in the
development of Indonesian MSMEs. Synergy itself refers to mutually beneficial cooperation between
various parties to achieve better results, while innovation is the introduction of new ideas that can
improve business efficiency and effectiveness ((Guloglu & Tekin, 2012; Herman & Nohong, 2022;
Porter M.E., 1990). By adopting synergy and innovation approaches, MSMEs can improve their
competitiveness. This is evidenced by several successful examples from various regions, which show
that synergy between the government, private sector, and local communities can create an ecosystem
to support innovation and growth of MSMEs ((Ministry of Finance RI, 2023; Rothwell & Zegveld,
1985).

Seeking elements of synergy and innovation from various parties makes the policy network approach
relevant in examining this context. The policy network concept was first introduced by Rhodes
(1988) to describe the dynamic relationship between government and non-government actors in
policy making. Policy networks illustrate that policy networks can replace traditional hierarchical
structures in the context of British government. Thus, this approach provides a new view of how
policies can be shaped through more horizontal interactions between various actors (Rhodes, 1990;
Rothwell, 1985). Rhodes in (Rhodes, 1997) then developed a typology of policy networks, such as
interest networks and implementation networks, which help classify interactions in public policy.
Then, Knock in (Knoke, 1993) also introduced the concept of Social Network Analysis (SNA) to
analyze the structure and dynamics of policy networks in decision making, and mentioned that the
most important element in policy making is the relationship and influence between actors.
Furthermore, (Jenkins-Smith & Sabatier, 1994) developed the concept of Advocacy Coalition
Framework (ACF) to emphasize the urgency of the role of advocacy coalitions in policy change.
Rhodes in (Rhodes, 1997) continued with the addition of the concept of governance in policy
networks, which emphasized the importance of collaboration between government, private sector,
and civil society. Then, (Adam et al., 2008) explored the application of policy networks in various
contexts, while (Provan & Kenis, 2008a) explored the modes of governance of policy networks.
However, (Dowding', 1995) criticized these approaches, highlighting the challenges of measuring
impact and the complexity of network analysis which is not simple. Until then, in the late 2010s and
early 2020s, digital technologies and social media increasingly influenced the structure and dynamics
of policy networks, including the use of big data analysis to evaluate the effectiveness and dynamics
of networks in various policy fields, and showed the expansion of the influence of various aspects
such as globalization, digitalization in shaping increasingly complex policy issues.

This trend shows that policy networks are increasingly influenced by globalization, digitalization,
and the complexity of policy issues (Provan & Kenis, 2008a). The policy network approach is
important in achieving synergy and innovation in MSMEs because it is a concept in which various
policy actors such as government, non-governmental organizations, business communities, and
academics collaborate to create effective policies (Rhodes, 1997). This approach can be applied in
the development of MSMEs in Lhokseumawe through collaborative network building between local
stakeholders to overcome existing barriers and maximize the potential of MSMEs. This is because
Lhokseumawe City is one of the cities in Aceh province with great potential in the MSME development
sector. A large population, reaching around 188 thousand people and supported by potential in
various sectors such as agriculture, fisheries, fashion handicrafts and food, opens up great
opportunities for MSMEs in Lhokseumawe to grow rapidly (Tambunan, 2007; Ula et al., 2023).
However, so far the existence of MSMEs in Lhokseumawe has faced various critical challenges. One
of them is inadequate infrastructure that hinders product distribution and access to wider markets,
for example, damaged roads or lack of transportation access, which affects the efficiency of shipping
goods ([lham Sahputra et al., n.d.).

Then, limited market access is also a major problem for MSMEs in Lhokseumawe. It is undeniable
that many MSME actors have difficulty marketing their products outside the region due to limited
networks and knowledge of the wider market (Anwar, 2023). In addition, policy support that has not
been optimal is also an obstacle, although there are several initiatives from the local government,
such as the implementation and effectiveness of programs, these programs still need to be improved
in order to really help MSMEs overcome these challenges (World Development Report, 2016). There
have been initiatives from the Lhokseumawe City Government that adopt the concept of synergy and
innovation, such as collaborating with local universities to provide business management training
for MSME owners (Anwar, 2024; Ayi Jufridar, 2022; Naury et al,, n.d.). However, these initiatives have
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yet to contribute significantly to the development of MSMEs in Lhokseumawe. Therefore, it is
important to strengthen the policy network approach in supporting MSMEs in Lhokseumawe, which
could include steps to build collaboration platforms, provide better access to resources, and increase
the capacity of MSME actors through training and mentoring (Marchese et al., 2019; Renny Oktafia
and Abdul Rahman Hidayat, 2018; World Development Report, 2016). So based on various previous
descriptions, this research will try to analyze the research formulation regarding the role of
government, private sector, and local communities in strengthening policy networks for MSME
development in Lhokseumawe.

LITERATURE REVIEW
Policy network

Policy network refers to the concept developed by Rhodes in (Rhodes, 1990; Rothwell, 1985),
(Rhodes, 1997) and others to analyze the relationship between the center and the regions in the
context of public policy. Policy network is also interpreted as a complex network of organizations
that are interconnected due to the nature of dependence on resources. So that the role of policy
networks of various organizations and actors can influence the implementation of public policies,
especially in the context of central-regional relations and how resources and interests are exchanged
and negotiated in the process (Hardy et al., 1990). Therefore, it can be noted that the policy network
framework Figure 1.1 is adapted from (Rhodes, 1997):

Collaborative structure
and interaction modes

Network
Effctiveness Theory
Ability to foresee, frame Poli Participati Local stakeholder's
problems, design solutionss—— Cap:gty 4 Tl::lpa on . interestand solidarity
i eory

and implement (endogenous)

Area of effectivess

Figure 1.1: Policy network framework
Source: Processed from (Rhodes, 1997)

Based on Figure 1.1, it can be seen that effective networks, policy capacity, and participation are
important aspects in building a policy network in an organization. The network concept is commonly
known as “policy networks”. A policy network is a collection of institutional relationships, both
formal and informal, that exist between the government and other actors. As such, it is one of a
number of concepts that highlight the relationship between government and its dependence on state
actors and society. Relationships within these networks are formed due to shared trust and interests,
and are constantly negotiated in the process of making and implementing public policies. These
actors depend on each other and interact with each other to produce policy (Rhodes, 2017).

MATERIALS AND METHODS

This research uses a qualitative method with a case study approach. This approach was chosen
because it is suitable for examining complex and in-depth phenomena related to synergy and
innovation in MSME development, especially in the context of policy in Lhokseumawe. Case studies
allow researchers to explore the dynamics and interactions between various actors involved in the
policy network. According to (Yin, 2018) case studies are a suitable research strategy used to answer
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“how” and “why” questions in the context of contemporary phenomena that require in-depth
understanding (Yin, 2018).

Location and research subjects

The research location is in Lhokseumawe City, Aceh Province. The selection of this location is based
on the great potential that MSMEs have in Lhokseumawe, as mentioned in the research background.
The city has a population of around 188,000 and has potential sectors such as agriculture, fisheries,
handicrafts, fashion and food, which offer great opportunities for MSME development (Tambunan,
2007). The data in this study will be collected through several techniques, the description of data
collection techniques can be explained as follows, In-depth Interviews, and document Analysis

RESULTS

The results of this study emphasize the importance of synergy between the government, private
sector, and local communities in the development of MSMEs in Lhokseumawe. This synergy can be
achieved through the strengthening of an effective policy network, where each stakeholder plays an
important role to support the growth of MSMEs. The following will discuss the important role of each
stakeholder or policy actor and their impact on MSME development through a policy network
approach (synergy and innovation) by paying attention to the policy network of MSME development
policy actors in Lhokseumawe with the following description:

1. Government's role in strengthening the policy network
a. Policies and regulations

Government policies and regulations play an important role in supporting MSME development, but
findings from field interviews in Lhokseumawe indicate that MSME actors often feel that policies are
inconsistent and lack sustainability. For example, while there are policies that support the provision
of stalls and tents for MSMEs, many businesses complain about the lack of follow-up from the
government after the initial assistance is provided (Interview, May 31, 2024). This is supported by
(Mourougane, 2012), the government should not only provide facilities, as more responsive training
to market demand is also needed to support MSMEs. MSME actors feel that there is a void in
government regulations that should ensure the sustainability of these development programs.
Therefore, the government needs to design public policies that are flexible and responsive to
feedback from the field to ensure that they remain relevant and effective for MSME development.
This is because regulations that are too rigid or poorly targeted can hinder innovation and growth of
MSMEs (Chatra et al.r, n.d.). This can be seen from the experience of MSME actors in Lhokseumawe
who feel trapped in regulations that do not support their business development (Interview, May 31,
2024).

Based on these findings, as explained by (Rhodes, 1997) public policy cannot be separated from the
network of actors involved in its making. Policy networks consisting of government, private sector,
and civil society actors have common interests in a particular field. Thus, effective policies require
coordination and synergy between stakeholders in the policy network in achieving the desired goals.
In Lhokseumawe, it is important for the government to not only rely on formal regulations, but also
build strong collaborative networks with MSMEs and private actors to ensure sustainable and
adaptive policy implementation.

b. Government facilitation and support

The government plays a crucial role in the development of MSMEs, especially through the provision
of adequate facilities, support and infrastructure. In Lhokseumawe City, this effort is seen through
various programs, such as the People's Business Credit (KUR) and training organized by the
Disperindagkop (Department of Industry, Trade, Cooperatives and SMEs) (Interview, 06 June 2024).
These programs include training in digital marketing and product packaging, which are designed to
increase the capacity of MSMEs. While these programs provide significant initial support, field
interviews revealed that there is still a gap between the initial assistance and the ongoing support
needed to ensure MSMEs can grow consistently (Interview, 06 June 2024).

This gap suggests that initial support alone is not enough. Many MSME actors in Lhokseumawe
benefit from training programs and initial support, but they face major challenges in sustaining
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growth without ongoing support (Interview, 26 June 2024). In this context, it is important for the
government to not only provide technical training, but also ensure continued access to markets and
commercialization support. This view is in line with the findings of (Jatmiko et al., 2021a) that
technical training must be accompanied by adequate support for MSMEs to thrive and compete.

c. Policy implementation and monitoring

Policy implementation and monitoring are key elements in ensuring that policies designed by the
government to support MSMEs are effective and sustainable. One of the strategies implemented by
the Lhokseumawe Government is programs such as Ahad Vestival, which serves as a promotional
platform as well as a monitoring mechanism, thus becoming an important part of the government's
efforts in advancing MSMEs (Interview, 06 June 2024). The program includes training activities
organized based on the results of a survey of the field needs of MSME actors, and education on aspects
of bookkeeping and digital marketing. However, while the program is good, the biggest challenge is
the lack of continuous monitoring and evaluation after the initial implementation of the policy.

This shows that continuous policy monitoring is crucial to ensure that MSMEs are able to adapt to
changing market conditions and MSME needs. Without effective monitoring, policies often become
static and unresponsive to field dynamics (John Inyang et al., 2016; Li et al., 2023). This is consistent
with the views of respondents from MSME actors in Lhokseumawe, who revealed that after initial
assistance is provided, the government rarely evaluates or provides additional support to MSMEs
(Interview, June 09, 2024).

This context is in line with the policy network framework proposed by Rhodes (2017), which
emphasizes the importance of monitoring and evaluation involving various actors in the policy
network. In this network, the government does not stand alone but needs to collaborate with various
stakeholders to monitor policy effectiveness on an ongoing basis. This collaboration allows the
government to receive direct feedback from MSME actors, so that the policies implemented can be
continuously updated and adjusted to remain relevant.

2. Role of private sector in strengthening policy networks
a. Collaboration with government and local communities

The private sector plays an important role in strengthening policy networks that support MSMEs,
particularly through collaboration with government and local communities. Based on interviews in
Lhokseumawe, collaboration between the private sector, such as Bank Aceh, and the government and
local communities has helped in providing training and technical support for MSMEs (Interview, June
06, 2024). MSME players in Lhokseumawe, such as Bylilu and Nasi Bakar, noted that digital
marketing training provided by the private sector greatly helped improve their marketing
capabilities. In addition, CSR (Corporate Social Responsibility) programs run by the private sector
also provide wider market access for MSMEs (Interview, 09 and 28 June 2024).

However, to have a more significant long-term impact, some experts argue that collaboration should
be more structured and sustainable. (Chege & Wang, 2020) point out that while collaboration
between the private sector and government can create powerful synergies, its long-term success
depends on how well it is organized and sustainably supported. They emphasize the importance of
active engagement from all stakeholders to ensure that the training and support provided is truly
integrated with local needs and able to sustainably improve the capacity of MSMEs.

From a policy network perspective according to (Rhodes, 2017), the concept of Corporate Social
Responsibility (CSR) undertaken by the private sector should be seen as an integral component of
the network that supports MSME development. CSR should not be viewed only as a separate social
program, but as part of a coordinated strategy within a policy network, where the government,
private sector, and local communities work together to achieve common goals. In addition, (Kim et
al,, 2023) emphasized that the private sector needs to be more proactive in supporting technological
innovation among MSMEs. This is because technology support from the private sector is often limited
to basic training, and rarely includes ongoing support for the application of advanced technologies
that can help MSMEs compete in the global market. While digital marketing training has provided
significant benefits, there is a need to expand the scope of technology support to more advanced areas
such as e-commerce and data management.
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b. Provision of resources and expertise

The research revealed that the private sector, government and financial institutions in Lhokseumawe
City play a crucial role in supporting MSME development, particularly through the provision of
resources and expertise. One significant form of support comes from Bank Aceh, which, through
digital marketing training programs and financial assistance, has successfully helped MSMEs such as
Bylilu and Nasi Bakar entrepreneurs to improve their capacity and expand their market reach
(Interview, 06 and 28 June 2024). The positive impact of the training is evident in the increased
competitiveness of MSMEs in the local market, allowing them to respond better and faster to market
demands. This is in line with the view of (Davidson, 2007) that emphasizes the importance of the
private sector in creating shared value through the integration of business strategies according to
community needs.

However, this research also shows that the support provided is often not optimally integrated with
MSMEs' long-term business strategies. Although the training and financial assistance provided have
provided immediate benefits, many MSMEs still revert to old practices after the training ends. This
weakness indicates the need for a targeted and sustainable strategic approach. As asserted by (Moore
& Manring, 2009), networked MSMEs provide many financial and organizational efficiencies that
enable technological and market development to achieve sustainable development. In this context,
interviews with Disperindagkop (Department of Industry, Trade, Cooperatives and SMEs) staff
confirmed that while many trainings have been conducted, the lack of ongoing mentoring after
training means that the knowledge gained is not always applied consistently (Interview, June 26,
2024).

Theoretical debates enrich this understanding with various perspectives. Rhodes in (Rhodes, 1997),
through policy network theory, argues that policy success is highly dependent on effective
interaction and coordination among actors in the network. In this study, the collaboration between
Bank Aceh, Disperindagkop, and MSMEs reflects the importance of synergy in the policy network,
where each actor plays a role in supporting MSME development. However, when compared to the
embeddedness theory of (Granovetter, 2008), it was found that private sector support in
Lhokseumawe lacked the social context and local network relationships. Granovetter emphasizes
that economic actions, such as the provision of resources by the private sector, should be seen within
the social context and existing networks, to create a more relevant and sustainable impact
(Granovetter, 2008). Furthermore, core competencies (Jatmiko et al, 2021b) highlight the
importance of business management to achieve sustainable competitive advantage, which includes
the ability to manage financing and technology is often the weakness of a business. Reading this
urgency, there has actually been digital marketing training provided by Bank Aceh to MSMEs in
Lhokseumawe, but not yet on the financial technology aspect, even though this will help MSMEs in
designing long-term business strategies to be stronger in facing changing market conditions.

c. Corporate social responsibility (CSR)

Corporate Social Responsibility (CSR) is recognized as a strategic instrument in supporting the
development of Micro, Small, and Medium Enterprises (MSMEs) in various regions, including
Lhokseumawe City. Based on interviews with MSME actors, as well as related parties such as
Disperindagkop and the private sector such as Bank Aceh, it was found that CSR programs made a
significant contribution to strengthening the capacity of MSMEs (Interview, June 2024). Programs
such as digital marketing training and halal certification assistance not only improve the
competitiveness of MSMEs in local and national markets, but also open access to markets that were
previously difficult to reach. This is in line with research by (Jenkins, 2009) which states that
integrating CSR into the core of a business is an important key to its success. However, the research
findings also reveal that the implementation of CSR in Lhokseumawe still faces various obstacles,
especially regarding the sustainability and relevance of the program. MSME actors, as revealed by
Disperindagkop, often revert to old practices after the CSR program ends, suggesting that a more
sustainable and in-depth approach is needed (Interview, June 06, 2024).

Research (Toran et al.,, 2019) emphasizes the importance of CSR that focuses on the sustainable
development of local communities, with training and mentoring programs that provide not only basic
knowledge, but also ongoing support to enable MSMEs to apply the skills they have acquired in their
daily business practices. Furthermore, within the framework of Rhodes' (1997) policy network
theory, CSR is part of a broader policy network in which various stakeholders, including government,
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the private sector and local communities, collaborate to support MSME development. Interviews with
Disperindagkop also show that, although CSR has had a positive impact, collaboration between the
private sector and government policies still needs to be improved to create more effective synergies.
This is in line with the findings of (Steurer, 2010a) who emphasized that CSR designed without regard
to local context and not integrated with public policy often fails to achieve the desired goals.

3. The role of local communities in strengthening policy networks
a. Active community participation

This research highlights the role of local communities as dynamic actors who are not only passive
participants, but also influence and shape MSME development policies in Lhokseumawe City. Based
on interviews with MSME actors such as Bylilu and Nasi Bakar entrepreneurs, as well as officials from
Disperindagkop and KUR facilitators, it was found that local communities play an important role in
providing subtle but significant input into policy decision-making. It is undeniable that the
environmental and cultural conditions of the people in a location can influence their perception of a
program or policy. Local communities in Lhokseumawe come from various social layers and interests
that are closely intertwined, and play a dual role as policy recipients as well as drivers who are able
to highlight local issues that are often overlooked by policy makers. For example, community
involvement in local events is not just a participant, but also serves as a party that articulates the
needs and challenges of MSMEs. This is in line with the ladder of citizen participation theory by
(Arnstein, 2019), which states that when local communities are actively involved in the decision-
making process, they can make a greater contribution in shaping policies to be responsive to local
needs.

In the policy network framework proposed by Rhodes (1997), the dynamic to address this challenge
is the implementation of bottom-up governance, where policies are not solely dictated from the top
down, but are also influenced by pressure and input from actors on the ground, such as local
communities. Rhodes (2017) often emphasizes the importance of complex and interrelated actor
networks in effective policy making. In Lhokseumawe City, local communities act as one of the
components that contribute to policy flexibility and adaptability. When local communities are able to
demonstrate concrete and urgent needs, they indirectly force the government and private sector to
adjust their strategies, as well as ensure that the resulting policies are not only in accordance with
regulations but also relevant and effective at the grassroots level.

b. Social and cultural support

Social and cultural support from local communities plays an important role in MSME development,
particularly in creating an environment conducive to business growth. Based on the interviews in
Lhokseumawe, local social and cultural values are very supportive of MSMEs, both through the
promotion of local products and through social networks that help deal with daily challenges. This
shows how local cultural support, as described by (Mourougane, n.d.) in the thick description theory,
can strengthen the identity of MSME products and make them more competitive in the market in a
wider scope. From the interviews conducted, it appears that local social and cultural values strongly
support the sustainability and growth of MSMEs. Byliluy, a local hijab business, started its business in
2019 with pashmina as its main product, and managed to grow by utilizing social networks in its
community (Interview, June 28, 2024). Bylilu not only focuses on hijab products, but also empowers
more than 10 other MSMEs, mostly women and single parents, by implementing skills training and
providing access to markets. Staff from Disperindagkop also emphasized that local cultural support
not only helps in marketing but also in maintaining the product's unique identity rooted in local
traditions and culture (Interview, 06 June 2024).

In addition, MSMEs in Lhokseumawe also get support from Rumah BUMN, which not only offers
training and mentoring but also helps with business legality, which is one of the big challenges for
many MSMEs. While social and cultural support is crucial, some scholars such as (Zhao et al., 2024).

c. Collaboration with government and private sector

The collaboration between the government, private sector and local communities in supporting
MSME development in Lhokseumawe shows significant synergies, although it is not free from
challenges and constraints. Based on interviews conducted, it was revealed that MSME players, such
as Bylilu, have felt the positive impact of involvement in programs organized by the government and
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the private sector, especially in terms of capacity building and market access (Interview, 28 June
2024). Bylily, as one of Bank Indonesia's mentees, stated that “Bank Indonesia bridged Bylilu to ‘go
global,” which shows real support in expanding the market through product recommendations to
national events such as the festival in Batam Centre. This is in line with the principle of policy
networks proposed by Rhodes (1997), where collaboration between actors in the policy network is
essential to achieve the expected optimal results.

However, challenges in this cross-sector collaboration were also revealed, especially related to the
management and coordination of programs that are still not optimal. Previous research such as
(Parker & Selsky, 2004), emphasizes the importance of good management and effective coordination
to achieve cross-sector collaboration success. In an interview with an employee of the
Disperindagkop, it was explained that although there are collaborative efforts such as the Sunday
Festival initiated by the government, the consistency and continuity of the program is still an obstacle
(Interview, 06 June 2024). As expressed by one food MSME actor, they expect certain events to be
organized as a means of attracting buyers and promotion (Interview, 09 June 2024). However, this
shows that there is a dependency of MSME actors on temporary events, so the sustainability side is
still difficult to realize and becomes a risk for the sustainability of MSME businesses. This is true, as
the policy network framework proposed by (Rhodes, 1997) states that the success of this
collaboration depends not only on initial participation, but also on sustainability and good
management.

4. Inter-stakeholder synergies in the policy network
a. Three-pillar collaboration model

Collaboration between the government, private sector and local communities, known as the three-
pillar collaboration model, plays a central role in strengthening policy networks that support MSMEs.
Based on the findings of the research conducted in Lhokseumawe, it appears that the success of
MSME development often depends on how effectively these three parties can work together. For
example, Bylilu and MSME player Nasi Bakar pointed out that the synergy between the government,
private sector such as Bank Aceh, and the local community has resulted in significant initiatives,
especially in terms of improving market access and training for MSMEs. This confirms that good
collaboration between stakeholders is key in the sustainable development of MSMEs. Informants
from Rumah BUMN added that this collaboration not only improves access to markets, but also
enables MSMEs to gain better access to technology and capital, crucial in supporting competitiveness
in an increasingly competitive market (Interview, July 26, 2024). For example, digital marketing
training provided by the private sector has helped MSMEs in Lhokseumawe utilize modern
technology to expand their markets. This is in line with Rhodes' (2017) policy network framework,
which emphasizes that the success of public policy relies heavily on a network of actors working
together synergistically, where each actor brings unique expertise and resources to achieve a
common goal.

b. Innovation ecosystem development

Innovation ecosystem development is one of the key elements in driving MSME growth, especially
through close collaboration between the government, private sector and local communities. Based
on interviews conducted in Lhokseumawe, it was revealed that synergies between stakeholders play
a significant role in creating an ecosystem conducive to innovation, particularly in the provision of
technology training and access to digital markets. Bylilu and Nasi Bakar MSME players, for example,
asserted that training programs organized by the private sector, with support from the government,
have enabled them to improve their skills and adopt new technologies that are crucial to compete in
the current digital era (Interviews, 09 and 28 June 2024). This statement highlights the importance
of cross-sector synergies in strengthening the innovation capacity of MSMEs.

Existing research supports the importance of synergy in building a strong innovation ecosystem
(Dzhengiz & Patala, 2024), This is especially true in light of (Daradkah et al,, 2023)'s view of the
“triple helix” concept as shown in Figure 1.4 below:

24011



Maryam et al. Synergy and Innovation in Micro and Small Enterprises

-\\ -------------- 7’-

N Innovation and 7
) Entrepreneurship

Figure 1.4: Triple helix triangulation

Source: (Farinha & Ferreira, 2013)

The three pillars in Figure 1.4 consisting of the government, industry or companies, and academia do
have important roles that require cooperation, in order to create an environment conducive to the
realization of innovation (Daradkah et al, 2023). While the involvement of academia in
Lhokseumawe may not be optimal, the synergy between the government, private sector and local
communities has formed a strong foundation for innovation, especially in terms of digitalization and
market access.

c. Challenges and opportunities in collaboration

Collaboration between the government, private sector and local communities is a key element in
shaping effective network policies to support MSMEs. However, interviews in Lhokseumawe
revealed some significant challenges in creating optimal collaboration. Bylilu and MSME player Nasi
Bakar mentioned that one of the main obstacles is the rigid bureaucracy and lack of effective
coordination between government agencies, which often slows down the decision-making process
and the implementation of programs that support MSMEs (Interview, 09 and 28 June 2024). Staff
from Disperindagkop added that differences in organizational culture and working methods between
the private and government sectors often lead to miscommunication, which results in inefficient
policy implementation (Interview, 06 June 2024).

Therefore, Rhodes' (2017) policy network framework suggests that overcoming these barriers
requires institutional reform and strengthening of the policy network structure. This includes
improved coordination, transparency, and open communication between stakeholders that help
overcome challenges to cross-sector collaboration. However, despite these challenges, there are also
great opportunities to improve the quality of collaboration. This is because research by (Ulibarri et
al, 2020) shows that by strengthening communication and building trust between stakeholders,
collaboration can be more effective, resulting in greater good impact for MSMEs. Moreover, active
collaboration between stakeholders can improve policy effectiveness, strengthen communication,
and build trust and flexible governance structures. This is evidenced by the research findings in
Lhokseumawe, where informants agreed that when there is an open dialogue between the
government, private sector and local communities, innovative and relevant solutions are more easily
found to address the various issues faced by MSMEs.

5. Impact of strengthening the policy network on MSME development
a. Improved MSME capacity

Improved capacity of MSMEs is one of the main outcomes of the strengthened policy network formed
through collaboration between the government, private sector and local communities. Staff from
Disperindagkop also confirmed that the training provided enabled MSME players to better
understand how digital technology optimizes competitiveness in an increasingly competitive market.
On the other hand, the Head of Disperindagkop added that the access to technology provided through
this cross-sector cooperation also provides encouragement for MSMESs to innovate and improve the
quality of their products. The party from Rumah BUMN also confirmed that support in the form of
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financing and technology provided by the private sector plays a crucial role in strengthening the
capacity of MSMEs, enabling them to create new products and expand their markets both locally and
nationally (Interview, July 26, 2024).

In the perspective of the policy network framework proposed by Rhodes (2017), collaboration
between various actors in the policy network not only ensures policy implementation, but also
creates sustainable positive impacts for MSMEs. The capacity building experienced by MSMEs in
Lhokseumawe through training and access to technology is clear evidence of effective synergy
between the government, private sector, and local communities in the policy network.

b. Access to markets and resources

Ease of access to markets and resources is also a key element that determines the success and growth
of MSMEs. From the research findings in Lhokseumawe, it was revealed that collaboration between
the government, private sector and local communities has played an important role in paving the way
for MSMEs to reach wider markets and obtain resources that were previously difficult to access.
Digital marketing training provided by the private sector, as noted by staff from Disperindagkop, has
enabled MSMEs to utilize e-commerce platforms, thus significantly expanding their market reach. In
the context of the policy network theory proposed by Rhodes (2017), a strong policy network
requires close synergy between the government, private sector, and local communities to open
access and provide support on an ongoing basis, so that MSMEs can develop and survive in an
increasingly competitive market.

c. Sustainability and scalability of policy network

The sustainability and scalability of the policy network is a determining aspect of how well support
to MSMEs evolves and survives the changing dynamics of the business. Based on interviews
conducted in Lhokseumawe, many MSME actors expressed concerns that training programs are not
sustainable, which could ultimately hinder the long-term growth of MSME businesses. This is in line
with the view of staff from Disperindagkop that the biggest challenge of the training program is the
lack of support for the program to be sustainable so that MSMEs continue to grow. In fact, the head
of Disperindagkop emphasized that in order to achieve sustainability, it is not enough to make an
initial intervention, but a long-term commitment from all stakeholders is needed to continue
providing support, especially in terms of access to markets and technology (Interview, 06 June 2024).
Without this commitment, as emphasized by Rumah BUMN, MSMEs may find it difficult to survive in
the long term, especially in the midst of increasingly fierce and dynamic market competition
(Interview, June 26, 2024).

Given these conditions, according to the policy network theory proposed by Rhodes (2017), the
sustainability and scalability of a policy is highly dependent on the network's ability to adapt to
environmental changes and the evolving needs of MSMEs. Therefore, an effective policy network
must have mechanisms that ensure support to MSMEs is not only temporary, but also sustainable
and adapted to market conditions.

CONCLUSION

This research comprehensively examines the role of synergy and innovation in the development of
Micro, Small and Medium Enterprises (MSMEs) in Lhokseumawe through a policy network approach.
The findings show that this approach can significantly improve the competitiveness and
sustainability of MSMEs, which relies heavily on the active involvement of stakeholders, including
local government, the private sector, and local communities. This is because these parties play a
crucial role in creating an ecosystem that supports the growth of MSMEs. The synergy between these
actors allows for more targeted initiatives, such as digital marketing training and market access
support, that address the specific needs of MSMEs. These initiatives have succeeded in increasing the
capacity of MSMEs, especially in terms of adapting to digital technology and expanding market reach.
However, this study also identified several challenges that hinder the optimization of the policy
network approach. These include rigid bureaucracy and sub-optimal communication between
stakeholders, which hampers the decision-making process and program implementation. The
implemented programs are also not sustainable, which is a significant obstacle in ensuring the long-
term positive impact of these programs.
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Research Limitations

Although this research provides deep insight into the role of policy networks in the development of
MSMEs in Lhokseumawe, there are several limitations that need to be considered. First, this research
uses a qualitative method with a case study approach focused on one specific area, namely
Lhokseumawe. Secondly, the data collected from the in-depth interview process and participatory
observation have limitations in terms of subjectivity. Thirdly, this research emphasizes synergies
between actors in the policy network, but does not delve deeply into the role of technology and
digitalization in the context of globalization, which has a significant influence on the development of
MSMEs.
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