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1. Introduction

ABSTRACT

Micro, Small, and Medium Enterprises (MSMESs) are critical
economic growth and innovation drivers, particularly in
emerging economies like Indonesia. However, they face
persistent challenges such as limited resources, low
innovation capacity, and growing pressure to meet
environmental sustainability standards. This study
investigates the impact of circular economy (CE) practices—
specifically resource utilization and innovation & learning—
on the business and socio-environmental Performance of
MSMESs in Padang City, Indonesia. Drawing upon the Natural
Resource-Based View (NRBV), the study posits that
sustainable resource management and organizational
learning can serve as strategic capabilities for long-term
competitive advantage. A quantitative approach using
Structural Equation Modeling-Partial Least Squares (SEM-
PLS) was employed, with data collected from 70 MSMEs via
an online questionnaire. The results reveal that resource
utilization and innovation & learning significantly and
positively affect business success and social-environmental
Performance. These findings underscore the importance of
integrating sustainability-oriented innovations and resource
efficiency into MSME operations. The study contributes to the
limited empirical research linking NRBV and CE practices
within MSMEs in emerging markets. It offers practical
implications for policy-makers and business development
programs aiming to foster sustainable competitiveness and
inclusive growth through innovation and environmental
stewardship in the MSME sector.

This is an open-access article under the CC BY-SA License.

Micro, Small, and Medium Enterprises (MSMEs) are widely recognized as key economic growth,
employment, and innovation drivers, particularly in emerging economies. In Indonesia, MSMEs
account for over 99% of total enterprises and contribute significantly to the national GDP. Despite
their critical role, MSMEs face multifaceted challenges, including resource scarcity, limited
innovation capacity, and increasing pressure to comply with environmental sustainability
standards. (Endris & Kassegn, 2022) These key obstacles include restricted access to finance, poor
infrastructure, lack of entrepreneurial skills, and an unfavourable business environment, which
collectively constrain their productivity and long-term survival.
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To address these constraints, the circular economy (CE) model has emerged as a strategic
framework promoting sustainable resource management through reuse, recycling, and resource
efficiency. (Abilakimova et al., 2025) The integration of circular economy principles is particularly
relevant for MSMEs, which often struggle with resource limitations and environmental compliance.
The theoretical underpinning of this research is grounded in the Natural Resource-Based View
(NRBYV), which posits that firms can achieve sustained competitive advantage through the strategic
deployment of environmentally oriented capabilities and practices.

The integration of circular economy principles within MSME frameworks has been extensively
discussed in recent sustainability literature, particularly in the context of large enterprises and
developed economies. However, the application of these principles in micro and small enterprises
in emerging markets remains underexplored. (Bakkar et al., 2023) emphasized the importance of
CE adoption in Central European SMEs, demonstrating its influence on operational efficiency and
competitiveness. (Ardhiyansyah et al., 2024) Sustainable innovation and resource efficiency are
pivotal for African SMEs to thrive in environmentally conscious markets. This study highlights that
business with strong innovation capabilities—driven by environmental orientation, green
marketing, and technology adoption—can enhance their long-term sustainability and competitive
edge in such evolving ecosystems.

In the Indonesian context, limited empirical studies have explored the intersection of CE and
MSME Performance. While Zahid et al (2024) found that sustainability capabilities are linked to
enhanced circular Performance, a lack of research operationalizes these capabilities into
measurable constructs like resource utilization and innovation. Furthermore, Fahim & Mahadi
(2022) provided a theoretical foundation linking the Natural Resource-Based View (NRBV) to
environmental Performance. However, it also highlights that few empirical studies have utilized
Structural Equation Modeling—Partial Least Squares (SEM-PLS) to test this relationship,
particularly within the context of Indonesian MSMEs.

The circular economy is gaining prominence as a holistic approach to sustainable
development, urging businesses to extract value from waste and meet sustainability goals (Sharma
et al., 2020). Micro, small, and medium enterprises are recognized as key economic growth and
innovation drivers, but they face challenges like resource scarcity and pressure to meet
environmental standards (see Novriyandana et al., 2024). Penelitian sebelumnya telah
mendiskusikan pentingnya circular economics terhadap kinerja MSME’s (Sharma et al., 2021).

Wu (2017) explained that Implementing sustainability-oriented innovations is essential for
enterprises to create a sustainable competitive advantage. The application of innovative technology
is a form of commitment to sustainability (Saptono et al., 2024). This approach supports a balance
of performance between profit growth, resource efficiency (Piispanen et al., 2020) and social
responsibility. However, MSMEs are still resistant to the concept of sustainability due to limited
information on the benefits of implementing circular economics. For example, research from (Bag
et al., 2024) explained that a significant impediment to implementing CE models is a lack of
information regarding the benefits. Disamping itu, the discussion about how they can implement
circular economics to improve their sustainability performance is very limited.

This study examines how implementing circular economy practices—specifically resource
utilization and innovation—affects the Performance of MSMEs in Padang City, Indonesia. Employing
Structural Equation Modeling with the Partial Least Squares (SEM-PLS) approach, this research
aims to provide empirical evidence on the causal relationships between resource efficiency,
innovation and learning, and the dimensions of MSME Performance, both financial and non-
financial.

Natural Resource Based View (NRBYV)

The Natural Resource-Based View (NRBV) theory, first introduced by Wernelfelt (1984), explains
how companies can achieve competitive advantage through resource utilization to produce
environmentally friendly products. Agustin & Satrianto (2024) The Natural Resource-Based View
(NRBV) is a theoretical framework that extends the resource-based view by emphasizing how a firm's
resources and capabilities related to the natural environment can be a source of sustained
competitive advantage. It focuses on environmental strategies such as pollution prevention, product
stewardship, and sustainable development as critical pathways to enhance firm Performance and
long-term viability. This theory emphasizes the importance of a firm's resources and capabilities as
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the basis of a firm's competitiveness and Performance. The Natural Resource-Based View (NRBV)
framework includes three central components: pollution prevention, product responsibility, and
sustainable development. These pillars represent essential objectives for firms to enhance their
environmental Performance while gaining a competitive advantage (Javeed et al., 2023).

In the context of circular economy practices, NRBV is relevant as it promotes resource
efficiency and sustainability. Through innovation, inventory management, and continuous learning,
MSMEs can reduce waste, maximize resource recovery, and improve social and environmental
Performance. Thus, NRBV provides a strong theoretical framework to understand how circular
economy practices can give a competitive advantage to MSMEs through resource efficiency and
sustainability. By utilizing the natural resource-based view (NRBV), it becomes clear that circular
economy practices offer MSMEs a pathway to competitive advantage. This advantage stems from
the more efficient use of resources and the adoption of sustainable methods (Cheng et al., 2023).

Resource Utilization

Resource utilization is efficiently managing raw materials, energy, and labour to maximize output
while minimizing costs and environmental impacts. Jackson (2020) Identifying the economic
optimum is important for all CCS projects; minimizing energy consumption is also important
because it corresponds to resource efficiency in fossil-fuel-based projects. In the context of the
circular economy, this includes strategies such as product innovation, energy efficiency, and
optimal inventory management. This approach enables MSMEs to increase productivity, reduce
waste, and strengthen competitiveness. MSMEs can increase revenue, profit margin, and
environmental sustainability with better operational efficiency.

Innovation and Learning

Innovation and learning are essential elements for MSMEs to adapt and thrive (Basri et al., 2023).
Innovation includes introducing new ideas and products, while learning involves acquiring
knowledge to improve Performance (Stefania, 2024). These processes support the development of
efficient and adaptive strategies, enabling MSMEs to deal with resource limitations and changes in
the business environment. With continuous learning, MSMEs can generate relevant innovations to
improve competitiveness and operational efficiency. These innovations can improve competitiveness
and operational Performance (Cuero-Acosta et al., 2023).

Business Success

Business success reflects achieving business objectives through financial indicators, such as
revenue growth and profit margins, and non-financial indicators, such as competitive advantage.
In the context of a circular economy, efficient resource management practices can reduce costs,
create environmentally friendly product innovations, and improve MSME competitiveness. Within a
circular economy framework, MSMEs can lower expenses and boost their competitive edge through
efficient resource management (Derhab & Elkhwesky, 2023). These successes demonstrate the
ability of MSMEs to grow sustainably while better managing environmental impacts.

Social and Environmental Performance

Social and environmental Performance reflects the positive impact of MSMEs on society and
ecosystems. (Angeles et al., 2022) This positive impact is seen in their social and environmental
Performance. Social Performance includes employee welfare, community contributions, and ethical
compliance, while environmental Performance focuses on waste management, energy efficiency, and
emissions reduction. By applying circular economy principles, MSMEs can reduce their ecological
footprint, meet environmental regulations, and strengthen relationships with communities. This
not only contributes to sustainability but also improves operational efficiency and corporate
reputation.
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Figure 1. Research Framework

H1: Resource Utilization has a positive influence on Business Success

H2: Resource Utilization has a positive influence on Social and Environmental Performance

H3: Innovation and learning have a positive influence on Business Success

H4: Innovation and Learning has a positive influence on Social and Environmental Performance

2. Methods

This study adopts a quantitative, cross-sectional research design, utilizing a survey-based data
collection method. A quantitative approach was selected to enable rigorous testing of hypothesized
causal relationships between constructs associated with circular economy practices—namely,
resource utilization, innovation and learning—and MSME Performance. The survey design
facilitates the systematic collection of standardized data, thus enhancing the generalizability of the
findings across the broader MSME population.

Population and Sampling Technique

The population for this research comprises Micro, Small, and Medium Enterprises (MSMEs)
registered with the Office of Cooperatives and MSMEs in Padang City, Indonesia. Given the wide
geographical dispersion and logistical challenges of accessing MSMEs in various administrative
regions, the study employed a non-probability convenience sampling technique. Although this
method introduces limitations in representativeness, it is appropriate in contexts where
accessibility constraints prevail and when the primary objective is exploratory theory validation.

The respondents were selected based on their willingness to participate and their eligibility
criteria, namely active business operations and engagement in resource management practices
relevant to circular economy principles. While acknowledging the potential sampling bias inherent
in convenience sampling, appropriate analytical techniques were utilized to mitigate validity threats.

Sample Size Determination and Data Collection Procedure

The minimum sample size was established in accordance with guidelines proposed by Hair and
Alamer (2022), which recommend a ratio of at least 10 respondents per indicator when applying
Structural Equation Modeling-Partial Least Squares (SEM-PLS). Given the complexity of the
research model and the number of indicators involved, a target sample size of 70 respondents was
deemed sufficient to achieve adequate statistical power for hypothesis testing and model validation.

Primary data were collected through a structured self-administered online questionnaire
developed using the Google Forms platform. The use of an online distribution channel was
particularly advantageous for enhancing response rates amidst mobility restrictions and promoting
accessibility across different MSME clusters. Respondents were contacted via formal
communications facilitated by the Office of Cooperatives and MSMEs, as well as through
professional networks and social media channels.

The questionnaire was carefully designed based on established and validated measurement
scales from prior empirical research. A pilot test was conducted with a subset of 10 MSMEs to
assess the items' clarity, relevance, and reliability, resulting in minor revisions to the survey
instrument before full deployment.
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Operationalization of Variables and Data Analysis Strategy

The study operationalizes key constructs as reflective latent variables, measured through multiple
items on a five-point Likert scale ranging from 1 ("Strongly Disagree") to 5 ("Strongly Agree"). The
primary constructs assessed include:

a) Resource Utilization: Efficiency in managing raw materials, energy, and labour resources.

b) Innovation and Learning: Organizational efforts in fostering innovation adoption, knowledge
acquisition, and continuous improvement practices.

c) Business Success: Indicators encompassing revenue growth, profitability, and competitive
positioning.

d) Social and Environmental Performance: Measures related to environmental impact mitigation,
corporate social responsibility initiatives, and stakeholder engagement.

Each measurement item was carefully aligned with theoretical constructs derived from the
Natural Resource-Based View (NRBV) and contemporary circular economy literature. Data analysis
used Structural Equation Modeling-Partial Least Squares (SEM-PLS), leveraging SmartPLS
software. The choice of SEM-PLS is justified by its robustness against non-normal data
distributions, its suitability for complex model testing with relatively small samples, and its
emphasis on prediction-oriented assessment (see Hair & Alamer, 2022).

The analytical procedure comprised the following stages:

a) Measurement Model Evaluation: Assessment of construct reliability (Cronbach’s Alpha,
Composite Reliability), convergent validity (Average Variance Extracted [AVE]), and
discriminant validity (Fornell-Larcker criterion).

b) Model Fit Evaluation: Overall model fit was evaluated using the Standardized Root Mean Square
Residual (SRMR) and Normed Fit Index (NFI), adhering to accepted thresholds (SRMR < 0.08;
NFI > 0.80).

c) Structural Model Assessment: Hypothesis testing was conducted by analyzing path coefficients,
t-values, and p-values generated through a bootstrapping procedure with 5,000 subsamples.
In addition, R-square (R?) values and effect size metrics (f?) were calculated to assess the
explanatory power and substantive significance of the model relationships.

This research uses a quantitative approach with a survey method, and data collection is done
through an online questionnaire through Google Forms. The population of this research is MSMEs
in Padang City registered with the Office of Cooperatives and MSMEs. The reason for choosing the
convenience sampling method is that the MSMEs in Padang City, which are the focus of the
research, are spread across various regions, so with this method, researchers can more easily reach
respondents willing to participate.

According to the recommendation, the sample size was set at 70 respondents (Hair & Alamer,
2022), which suggests a minimum sample size of 10 times the number of research indicators.
Hypothesis testing was carried out using SEM-PLS with bootstrapping techniques to measure the
significance of the relationship between variables. Data analysis uses inferential statistical methods
based on Structural Equation Modeling (SEM) with the Partial Least Square (PLS) approach.

3. Results

The evaluation results conducted to validate and ensure the reliability of the data measurement
instrument are presented in Figure 2. The validity analysis showed that the outer loading value for
reflective research was >0.5, and each variable achieved an avarage variance extraction (AVE) value
of >0.5.

Table 1. Goodness Of Fit Test Results
Estimated Model
SRMR 0,040

NFI 0,849

The information presented from the model fit data results in Table 1 shows that the
Standardized Root Mean Residual (SRMR) value is 0.040, which is <0.10. This result indicates a
good fit between the observed model and the data. In addition, the test results show a Normal Fit
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Index (NFI) of 0.849, which falls within the range of O to 1. This value is close to 1, indicating that
the model has met the model fit eligibility criteria.
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Figure 2. The convergent validity test uses the outer loading value

Furthermore, hypothesis testing is carried out to ensure the acceptance or rejection of the
proposed hypothesis, with the significance criteria set at <0.05. The results of the direct effect
hypothesis are described as follows:

Table 2. Hypothesis Test

. Confidence
Hypothesi | Std. Std. t- p- ~interval R- F- Decision
S Beta error value value WW square square
H1 0'626 0'513 1.969 | 0.025 | 0.049 0.483 0.839 0.073 SUPgorte
H2 0'2’2 0'517 1.848 | 0.032 | 0.049 0.611 . 0.091 Sngorte
H3 0'966 0'3}2 5.426 | 0.000 | 0.459 0.858 . 0.462 Sngorte
H4 0'759 O'§6 3.561 | 0.000 | 0.315 0.849 0.809 0.31 Sngorte

Table 2. above shows that the critical t-value is 1.645, where the t level value is obtained from
the significance level value of 0.05. so that when the t-value is above> 1.645, it can be concluded
that the variable has a significant effect. From the table above, it can be seen that H1 and H2 have
a t-value above 1.645. So, it can be concluded that resource utilization has a positive influence on
business success, resource utilization has a positive impact on social and environmental
Performance, innovation and learning have a positive influence on business success and innovation
and learning have a positive influence on social and environmental Performance.

4. Discussion
a) Positive Effect of Resource Utilization on Business Success

The statistical findings for Hypothesis 1 indicate that resource utilization has a significant positive
effect on the business success of MSMEs, with a path coefficient () of 0.266, a t-value of 1.969,
and a p-value of 0.025. This result suggests that more efficient use of resources—such as raw
materials, energy, labour, and time—contributes to higher business Performance outcomes. In
practice, this manifests through improvements in inventory control, cost efficiency, streamlined
production processes, and better allocation of human capital. These practices lead to increased
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productivity, reduced waste, and more responsive customer service, ultimately driving revenue
growth and profit margins.

Theoretically, this finding aligns with the Natural Resource-Based View (NRBV), which
extends the traditional resource-based view by incorporating environmental considerations into the
core of strategic resource management. NRBV posits that firms can achieve a sustained competitive
advantage when they effectively manage resources in ways that are not only rare and inimitable but
also environmentally sustainable. (Almada & Borges, 2018) The Natural Resource-Based View
(NRBV) suggests companies can gain a lasting competitive edge. In the MSME context, resource
utilization becomes a strategic capability when embedded in daily operations, supported by green
innovation, and aligned with sustainability goals.

By leveraging efficient resource utilization, MSMEs in Padang City demonstrate their ability
to convert environmental challenges into opportunities for business growth. Practices such as
recycling materials, optimizing energy consumption, and minimizing production inefficiencies
reduce operational costs and signal corporate responsibility to customers and stakeholders. These
efforts enhance brand credibility, customer loyalty, and market differentiation, key components of
business success in today's sustainability-driven economy. Therefore, consistent with NRBV,
Integrated environmental stewardship into resource management allows MSMEs to create long-
term value and improve competitiveness (Martinez-Pelaez et al., 2024).

b) Positive Effect of Resource Utilization on Social and Environmental Performance

The empirical results for Hypothesis 2 indicate a statistically significant positive relationship
between resource utilization and social and environmental Performance, with a path coefficient of
0.324, a t-value of 1.848, and a p-value of 0.032. This result suggests that efficient and strategic
utilization of resources by MSMEs contributes to economic efficiency and broader social and
environmental objectives (de Mattos et al., 2024). In other words, when MSMEs actively manage
their inputs—such as raw materials, energy, and labour—in a responsible and sustainable manner,
they are more likely to reduce negative environmental externalities and simultaneously generate
positive social impacts.

From the perspective of the Natural Resource-Based View (NRBV), this finding is theoretically
coherent. NRBV emphasizes that firms that effectively manage environmental resources—by
minimizing waste, reducing emissions, and conserving inputs—can develop unique capabilities that
serve as sources of competitive advantage. (Allioui & Mourdi, 2023) In this context, Resource
utilization has implications beyond daily operations; it should also be considered a valuable
strategic asset. MSMEs that embed eco-efficiency into their core processes enhance their
environmental Performance by lowering their ecological footprint, reducing pollution, and complying
with environmental regulations. Furthermore, such practices often result in innovative materials,
processes, and products that are more sustainable and attractive to environmentally conscious
consumers.

In parallel, the Corporate Social Responsibility (CSR) perspective further reinforces this
relationship. (Gong et al., 2023) CSR theory suggests that companies have duties that extend
beyond simply making a profit, including responsibilities towards society and the environment.
Efficient resource utilization often leads to operational practices that are more inclusive, ethical,
and community-focused. For instance, reduced resource waste can free up funds for community
investment or employee development programs. Moreover, responsible sourcing and environmental
consciousness contribute to enhanced stakeholder trust and legitimacy, vital for MSME resilience
in dynamic socio-economic environments.

In the context of MSMEs in Padang City, this relationship demonstrates how resource
utilization can catalyse responsible business conduct. Practices such as waste reduction, energy-
saving initiatives, and sustainable supply chain choices reduce environmental harm and promote
social welfare through improved working conditions, employee health and safety, and community
engagement. These outcomes contribute directly to the firm's social license to operate and create a
foundation for long-term sustainability. Thus, under the lenses of NRBV and CSR, efficient resource
utilization is a critical enabler of integrated Performance—linking operational efficiency with ethical
and sustainable impact (Alwageed et al., 2024).
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c) Positive Effect of Innovation and Learning on Social and Environmental Performance

The statistical findings for Hypothesis 3 reveal a strong and significant relationship between
innovation and learning and business success, with a path coefficient of 0.669, a t-value of 5.426,
and a p-value of 0.000. This indicates that MSMEs in Padang City that actively invest in innovation
and foster a culture of continuous learning are more likely to experience notable improvements in
business Performance—particularly in revenue growth, market share, customer satisfaction, and
long-term competitiveness.

This relationship is well-supported by the Natural Resource-Based View (NRBV), which posits
that organizational resources and capabilities related to environmental innovation can provide firms
with a sustainable competitive advantage. (Abid et al., 2023) In the NRBV framework, innovation is
not merely about developing new products or services but about transforming the firm's operational
model in environmentally and economically superior ways. For MSMEs, this could include
innovations in production processes that reduce material waste, improve energy efficiency, or
involve cleaner technologies that lower environmental impact. When such innovations are
embedded within the organization through structured learning—such as employee training,
experiential knowledge sharing, and adaptation to technological changes—firms enhance their
ability to anticipate market shifts and respond with agility.

Moreover, learning plays a critical role in ensuring that innovation is not a one-time event but
a sustained process. (Jingwen et al., 2025) Organizational learning refers to the ability of a firm to
create, retain, and transfer knowledge, enabling it to adapt to environmental changes and
continuously improve its strategic and operational decisions. Learning mechanisms—feedback
loops, knowledge management systems, and innovation workshops—empower MSMEs to refine
their resource utilization strategies, optimize internal processes, and reduce the likelihood of failure
in new initiatives.

In addition to NRBV, the positive impact of innovation and learning on business success can
also be viewed through the lens of CSR theory, particularly in terms of creating shared value
(Barbosa et al., 2025). (Gu et al., 2022) Companies sometimes innovate to not only increase profits,
they also create innovations to address social or environmental issues. (e.g., creating biodegradable
packaging, developing low-energy products, or enhancing employee well-being), they enhance their
legitimacy in the eyes of stakeholders. This builds reputational capital and stakeholder trust—
intangible assets crucial for MSMEs operating in competitive and resource-constrained
environments. As a result, firms that align innovation and learning with CSR goals are better
positioned to sustain long-term business growth while maintaining ethical and sustainable
practices (Hameed et al., 2022).

Overall, the finding confirms that innovation and learning are not ancillary activities but are
central to the business strategy of MSMEs seeking to thrive in a circular economy framework. Such
capabilities enable the firm to be proactive and adaptive, ensuring resilience and sustained success
in an ever-changing business landscape.

d) Positive Effect of Innovation and Learning on Business Success

The results for Hypothesis 4 also demonstrate a statistically significant positive relationship, with
a path coefficient of 0.597, a t-value of 3.561, and a p-value of 0.000. This indicates that innovation
and learning have a substantial and beneficial impact on the social and environmental Performance
of MSMESs. In other words, firms prioritising innovative thinking and cultivating learning-oriented
cultures are more likely to exhibit responsible social behaviour and environmental stewardship.

This finding is particularly relevant within the Natural Resource-Based View (NRBV)
framework, where environmental innovation is a key mechanism for reducing ecological harm while
enhancing organizational competitiveness (Durrani et al., 2024). When MSMEs develop eco-
innovations—such as low-emission manufacturing processes, sustainable product design, or
circular supply chains—they meet regulatory requirements and actively contribute to the
preservation of natural ecosystems. When supported by a strong learning culture, these innovations
become institutionalized practices that influence firm-wide values and long-term orientation.
Organizational learning further facilitates the diffusion of environmental consciousness throughout
the firm. Employees trained in sustainability principles are more likely to make decisions that reflect
ecological responsibility in their daily tasks. Moreover, a learning culture encourages continuous
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evaluation and improvement of environmental practices, ensuring that firms remain aligned with
evolving societal expectations and technological advancements (Wang et al., 2022). From the CSR
perspective, innovation and learning enhance the firm's capacity to fulfil its ethical obligations
toward various stakeholders—including employees, local communities, and future generations
(Tziner & Persoff, 2024). As an essential dimension of CSR, social performance reflects how firms
manage their relationships with stakeholders through fair labour practices, community
engagement, inclusivity, and ethical governance. MSMEs that promote innovation and learning tend
to develop more socially responsible programs—such as vocational training for marginalized groups,
employee wellness initiatives, or support for local community projects. These initiatives improve the
quality of life for stakeholders and foster a strong sense of organizational identity and purpose.

Furthermore, CSR theory indicates that companies that innovate in a socially and
environmentally responsible manner often gain advantages; these advantages include greater
loyalty from stakeholders, better funding opportunities, and increased resilience to social and
reputational risks (Ali et al., 2025). MSMEs, where financial and operational margins are often thin,
such intangible benefits can significantly improve long-term viability. Notably, integrating
innovation and learning into CSR and environmental strategies represents a transformational shift
in how MSMEs define value (Yadav et al., 2024). Rather than viewing social and ecological
responsibilities as cost centres or compliance burdens, firms see them as opportunities for
differentiation, legitimacy, and innovation. For example, developing green products may open new
markets; improving employee training can reduce turnover and boost productivity; engaging with
local communities can strengthen license to operate and minimise resistance to business
expansion. In the context of MSMEs in Padang City, the strong linkage between innovation and
social-environmental Performance suggests that local firms can drive meaningful change beyond
their immediate economic goals. With the right support structures—such as access to innovation
networks, policy incentives, and knowledge exchange platforms—these MSMEs could become local
champions of inclusive and sustainable development. Their efforts could serve as models for other
small enterprises in emerging economies that face similar constraints yet are equally positioned to
create high-impact change.

Conclusion

This study confirms that the application of circular economy (CE) principles, especially in the aspect
of resource utilization and innovation-learning, contributes significantly to improving the
Performance of micro, small, and medium enterprises (MSMESs) in Padang City, Indonesia. With the
Natural Resource-Based View (NRBV) approach, The study found that efficient utilization of
resources and innovative capacity not only improves business success financially (e.g., revenue
growth and profit margins) but also strengthens social and environmental Performance (such as
employee well-being, community contribution, energy efficiency, and waste reduction) (Fernando et
al., 2023). Statistically, all hypotheses proposed in the model were declared significant, where
resource utilization had a positive effect on business success (f=0.266; p<0.05) and socio-
environmental Performance ($=0.324; p<0.05). Meanwhile, innovation and learning have a more
substantial impact on both Performance dimensions, namely business ($=0.669; p<0.001) and
social and environmental (=0.597; p<0.001). This shows that the ability of MSMESs to innovate and
learn sustainably has a strategic double effect: increasing competitiveness while strengthening their
social legitimacy.

The practical implications of this finding are quite broad. First, local governments and MSME
support institutions need to encourage the adoption of circular economy principles by providing
technical training, access to green technology, and fiscal incentives for MSMEs that implement
sustainable practices. Second, a local innovation ecosystem—a network between business actors,
academics, and communities—is needed to accelerate organizational learning and innovative
collaboration at the micro level. Third, these results reinforce the importance of designing policy
interventions that focus not only on the profitability aspects of MSMEs but also on their social and
environmental missions, which are in line with the Sustainable Development Goals (SDGs).
Theoretically, the main contribution of this study lies in incorporating NRBV with the circular
economy framework in the context of MSMEs in developing countries, which was previously
underexplored. This research also fills the literature gap by operationalizing the constructs of
"resource utilization" and "innovation & learning" through measurable indicators and testing the
causal relationship with the SEM-PLS approach.
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As for the following research agenda, there are several essential recommendations. First,
testing this model on a larger scale and across regions is needed to ensure the generalization of the
findings. Second, qualitative exploration can complement the quantitative approach by exploring
locally-based innovative practices in implementing the circular economy by MSMEs. Third, future
research can develop mediation or moderation variables, such as market orientation, policy
support, or digitalization, to strengthen the relationship between resource efficiency and
sustainable Performance. Finally, longitudinal exploration of the long-term impact of the circular
economy on the sustainability of MSMEs is essential to understand how the transformation of small
businesses towards sustainable practices occurs dynamically in the reality of the field. Thus, this
research not only expands the theoretical understanding of the relationship between the circular
economy and the Performance of MSMEs but also provides an empirical foundation that can be
used as a basis for policy formulation, business incubation program design, and strengthening the
managerial capacity of MSMEs towards an inclusive and competitive green economy.
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