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Abstract. In Indonesia, MSMEs play a critical role in driving the economy
through labor absorption and contribution to GDP. Therefore, MSME catego-
rization has been through numerous processes of refinement in order to be imple-
mented as intended to ascertain better empowerment by policymakers and pro-
vide unbiased objects for researchers. This paper aims to verify if enacting the
latest Government Regulation of The Republic of Indonesia No. 7 of 2021 poten-
tially creates problems such as a change in the number of enterprises for each
MSME category. The descriptive analysis method was used to anatomize in-depth
interpretation of previous and ongoing MSMEs categorization in the law object,
and associated scholarly sources are provided through library research. Through
microeconomic evaluation “before-after”, this paper conceives that implementing
the law object encompasses potential problems such as a change in the number of
MSMEs for each MSME category.
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problematic

1 Introduction

Micro, Small, and Medium Enterprises (MSMEs) are considered the backbone of the
Indonesian economy. Thus, the development of MSMEs is a strategic key in building
the economy, coping with unemployment, and alleviating the poverty rate in Indonesia.
The existence of MSMEs has proven to be a rigorous solution to the economic crisis in
1998 and has driven the national economy to gain strength. MSMEs contribute 99% of
all companies, against 89% of the private sector workforce, and contribute 57% of the
country’s GDP [1]. The Ministry of Small and Medium Enterprises Cooperatives noted
that 64.2 million MSMEs in Indonesia contributed 61.07% to GDP, absorbed 97% of
the total private-sector workforce, and could raise funds to 60.42% of total investment
in 2020 [2]. It shows that MSMEs contribute more compared to previous years.

All these facts show the importance of MSMEs as the backbone of national eco-
nomic strength. Although the number of MSMEs continues to grow, MSME develop-
ment is always constrained by several factors. As a state organizer, the government has
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a social responsibility to encourage the sustainability and development of MSMEs. The
government has carried out various efforts to promote, empower, and protect MSMEs.

The Indonesian government has taken several actions to support them as concrete
evidence of its contribution to its people. These efforts include issuing some regulations
typically focusing on the empowerment of MSMEs. After eight years of Government
Regulation No. 17 of 2013 enactment, the government issued Government Regulation
No. 7 of 2021 regarding MSMEs’ convenience, protection, and empowerment.

Even though some people consider the definition of MSME as clear and straightfor-
ward, it does contain ambiguity and can cause controversies regarding the classification
of enterprises [3]. Even if it is clear, it can cause controversies regarding implementation.
Implementing Government Regulation No. 7 of 2021 brings up some consequences to
government policy, such as (a). Empowering existing enterprises, (b). Licensing for enter-
prises proposing licenses before enacting the government regulation, and (c). Licensing
for enterprises that havenot proposed licenses before enacting thegovernment regulation.

The enactment of Government Regulation No. 7 of 2021 for the establishment or
registration of enterprises that have not proposed license before the enactment of the
government regulation, the criteria referred in article 35 paragraph (1). Then enterprises
proposing licenses before the enactment of the government regulationwill still be carried
out according to the provisions of the laws and regulations before this Government Reg-
ulation comes into effect (Transitional Provisions of Article 140 point) b). Furthermore,
to provide convenience, protection, and empowerment of MSMEs and the criteria for
working capital as referred to in Article 35 paragraph (3), the criteria for annual sales
results as referred to in Article 35 paragraph (5) are used. Article 35 paragraph 6: For
businesses that have carried out activities prior to enacting this Government Regulation
(existing enterprises): convenience, protection, and empowerment forMSMEs that meet
the criteria for annual sales results as referred to in Article 35 paragraph (5).

Based on this background, the primary purpose of this research is to investigate
the possibility of problems in the implementation of Article 35 paragraph 6 in govern-
ment regulation number 7 of 2021 on existing enterprises. For this reason, the research
question that will be answered in this paper is: what is the impact of implementing Arti-
cle 35 paragraph 6 enactment of Government Regulation Number 7 of 2021 regarding
the number of MSME business units that get the right to convenience, protection, and
empowerment?.

1.1 Government Policy

A policy is defined as an action proposed by an individual, a group, or a government in a
certain environment, giving constraint and opportunity to the policy proposed to use and
deal with to achieve an objective or realize a certain target or purpose [4]. In addition, a
policy is regarded as a projected program of goals, values, and practices [5]. Moreover, a
policy as permanent and repeated behavior related to the business existing in and through
government to solve the public problem [6]. There are three levels of policy, namely (a)
public policy, the one becoming guideline or implementation instruction, either positive
or negative, involving all corresponding areas or institutions; (b) implementation policy,
the one elaborating public policy, for central level, government regulation about the
implementation of the law; and (c) technical policy, the operational policy existing under
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the implementation policy [7]. The government has the authority to make many policies.
The term policy is usedmore frequently and broadly concerning the government’s action
and behavior of the state in general.

1.2 Benefits of Policy Evaluation

Evaluation is a key component of the policy cycle or the process of conceiving, devel-
oping, implementing, and modifying public policies [8]. Evaluation refers to measuring
and assessing the impacts and merits of government policies, strategies, and programs.
It determines the appropriateness, effectiveness, and efficiency of government policies
and programs that contribute to policy improvements and innovation [9]. Evaluation
helps determine the success of earlier steps in the policy development cycle, whether
the program had the intended impacts and met its objectives, and whether things can be
done better in the future [9]. Evaluation is a valuable activity.

A properly planned and executed evaluation positively impacts stakeholders such as
government, agencies, public servants, and the community [9]. Evaluation beneficially
increases the ability of government to achieve goals and increase public trust, more infor-
mation to assist decision making, more efficient resource allocation, and many more.
The evaluation also helps agencies build the organization’s reputation to innovate and
continuously improve. Evaluation for agencies can also be a solid basis for obtaining
information on objectives and budget allocations. For public servants, evaluation can
help develop skills and experience. Then with evaluation, civil servants can develop a
more dynamic and creative work environment to improve performance. Last but not
least, evaluation can be useful for developing better government services so that peo-
ple can have more confidence in government programs due to efficiency, transparency,
accountability, andwell executionwhich results in benefits for the government, agencies,
public servants, and the community [9].

1.3 Evaluation Types

There are three evaluations during different phases of the policy process: policy evalua-
tion, policy implementation evaluation, and policy impact evaluation [10]. First, policy
content evaluation is an evaluation that assesses whether the content clearly describes
the policy, its implementation, and the rationale for why the policy will produce the
desired change. Evaluating policies aims to support understanding of context, content,
and implementation. Second, the evaluation of policy implementation is an evaluation
that assesses whether the policy has been implemented in accordance with the plan.
Implementation of a policy is considered an important component in understanding the
effectiveness of a policy. Policy evaluations can provide important information about
barriers and providers of implementation as well as comparisons between the different
components of implementation. Third, policy impact evaluation is an evaluation that
assesses whether the policy produces the expected effects and effects. In wound preven-
tion, the expected impact can be a reduction in injury or wound severity. However, it is
also important for short and medium-term results. In this paper, evaluation of the three
types of evaluation refers to evaluating policy implementation [10].
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2 Research Methods

This paper uses descriptive analysis, which utilizes the microeconomic evaluation
“before-after” method to achieve the research objectives and answer the research ques-
tions [11].Microeconomic evaluation “before-after” is a comparative study that identifies
and compares particular outcomes before and after a program or event starts regarding
the variables thatmay describe the situation of the individuals and organizations involved
in the program. In this paper, the impact was estimated by reducing the data that reflect
the situation after from the data that reflect the situation before. This paper limits the
categorization of existing MSMEs based on annual sales criteria in which Government
Regulation No. 7 of 2021 is the pole. In other words, the old program referred to cate-
gorization based on annual sales of Law No. 20 of 2008 and the new event referred to
Government Regulation No. 7 of 2021 categorization.

3 Results and Discussion

Concerning the sustainability and development of SMEs, the Government of Indonesia
has published many policies. The three regulations related to this paper are Law No. 20
of 2008, Government Regulation No. 17 of 2013, and Government Regulation No. 7 of
2021.

Regarding the empowerment of enterprises that already existed before government
regulation number 7 of 2021 came into effect, the question arises: will the enactment
of government regulation number 7 of 2021 result in changes in the number of MSME
business units? If so, this will create potential problems in empowering MSMEs in
Indonesia.

The total number of big enterprises and MSMEs as stated in the Law No. 20 of
2008 is equivalent to the total number of big enterprises, and MSMEs stated in Govern-
ment Regulation No. 7 of 2021. Even though the number of enterprises existing after
implementing Government Regulation No. 7 of 2021 remains the same, a change in the
number of enterprises for each criterion potentially emerges due to modifications from
previous and ongoing provisions.

The discussion will focus on article 35 paragraph (6) Government Regulation No.
7 of 2021, which recategorizes existing enterprises based on the annual sales criteria of
article 35 paragraph (5) Government Regulation No. 7 of 2021, henceforth be referred to
as new criteria. Previously categorized existing enterprises are assumed to be categorized
based on annual sales criteria of Law No. 20 of 2008, which will henceforth be referred
to as old criteria. The previous criteria of micro, small, medium, and large enterprises
according to Law No. 20 of 2008 can be seen in Table 1.

For businesses operating before the Government Regulation No. 7 of 2021 comes
into effect use, new annual sales criteria of micro, small, medium, and large enterprises
according to Government Regulation No. 7 of 2021 can be seen in Table 2.

3.1 Big Enterprise Categorization

There is no difference in the number of large business units between classification accord-
ing to old criteria and classification based on new criteria due to the similarity of criteria
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Table 1. Law No. 20 of 2008 Enterprise Criteria

Type of Enterprise Criteria

Net Worth (Million Rp) Annual Sales (Million Rp)

Micro Enterprise NW ≤ 50 S ≤ 300

Small Enterprise 50 < NW ≤ 500 300 < S ≤ 2.500

Medium Enterprise 500 < NW ≤ 10.000 2.500 < S ≤ 50.000

Large Enterprise 10.000 < NW 50.000 < S

Table 2. Government Regulation Of The Republic of Indonesia No. 7 of 2021 Enterprise Criteria

Type of Enterprise Criteria

Annual Sales (Million Rupiah)

Micro Enterprise S ≤ 2.000

Small Enterprise 2.000 < S ≤ 15.000

Medium Enterprise 2.500 < S ≤ 50.000

Large Enterprise 50.000 < S

Table 3. Categorization Of Big Enterprise And MSME

Type of Enterprise Annual Sales (Million Rupiah)

Government Regulation No. 7 of 2021 Law No. 20 of 2008

Big Enterprise 50.000 < S 50.000 < S

MSME S ≤ 50.000 ≤50.000

provision – companies with annual sales results of more than 50,000. Because the enact-
ment of Government Regulation No. 7 of 2021 does not change the number of big
enterprises and MSMEs (Tables 3 and 4).

3.2 MSME Categorization

The number of enterprises meeting the new criteria as Medium Enterprises will be less
than those that meet the old criteria as Medium Enterprises. The enterprises that were
previously categorized as Medium Enterprises (those that meet the criteria of 2,500 <

S 50,000) will partly be categorized as Medium Enterprises (i.e., those that meet the
criteria of 15,000 < S 50,000) in the new criteria, while others in the range of 2,500 <

S ≤ 15,000 will be included in the category of Micro and Small Enterprises (Tables 5
and 6).
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Table 4. Results Of Big Enterprise And MSME Categorization

Type of Enterprise Annual Sales (Million Rupiah) Result

Government Regulation
No. 7 of 2021

Law No. 20 of 2008

Big Enterprise 50.000 < S 50.000 < S No Change in unit
number

MSME S ≤ 50.000 ≤50.000 No Change in unit
number

Table 5. Categorization Of MSME, Medium Enterprise, and Small Enterprises

Type of Enterprise Annual Sales (Million Rupiah)

Government Regulation No. 7 of 2021 Law No. 20 of 2008

MSME S ≤ 50.000 S ≤ 50.000

Medium 15.000 < S ≤ 50.000 2.500 < S ≤ 50.000

Micro and Small S ≤ 15.000 ≤2.500

Table 6. Results Of MSME, Medium Enterprise, and Small Enterprises Categorization

Type of Enterprise Annual Sales (Million Rupiah)

Government Regulation No. 7 of
2023

Law No. 20 of 2008

MSME
Result: No Change

S ≤ 50.000 S ≤ 50.000

Medium
Result: Decreased by units having
2.500 < S ≤ 15.000

15.000 < S ≤ 50.000 2.500 < S ≤ 50.000

Micro and Small
Result: Increased by units having
2.500 < S ≤ 15.000

S ≤ 15.000 ≤2.500

3.3 Micro and Small Categorization

Before enacting Government Regulation no. 7 of 2021, a company was classified as a
Micro and Small Enterprise if the annual sales result was less or equal to 2,500 (: S ≤
2,500).Meanwhile, after Government Regulation no. 7 of 2021 is enforced, the company
is classified as aMicro and Small Enterprise if the annual sales result is less than or equal
to 15,000 (: S ≤ 15,000) (Tables 7, 8 and 9).

Thus, the number of businesses classified as Micro and Small Enterprises at the
time of enactment of Government Regulation No. 7 of 2021 will be more than when
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Table 7. Categorization Of Micro and Small Enterprises, And Micro Enterprise

Type of Enterprise Annual Sales (Million Rupiah)

Government Regulation No. 7 of 2021 Law No. 20 of 2008

Micro and Small S ≤ 15.000 S ≤ 2.500

Small 2..000 < S ≤ 15.000 300 < S ≤ 50.000

Micro S ≤ 2.000 S ≤ 300

Table 8. Results Of Micro And Small Enterprises Categorization

Annual Sales (Million Rupiah)

Government Regulation No. 7 of 2021 Law No. 20 of 2008

S ≤ 15.000 S ≤ 2.500

Increased by units having 2..000 < S ≤ 15.000

Table 9. Results Of Small Enterprises Criteria

Annual Sales (Million Rupiah)

Government Regulation No. 7 of 2021 Law No. 20 of 2008

2.000 < S ≤ 15.000 300 < S ≤ 2.500

Increased, if there are more business in the range of 2.500 < S ≤ 15.000
than those in the range of 300 < S ≤ 2.000

Constant, if there number of business in the range of 2.500 < S ≤ 15.000
is the same as those in the range of 300 < S ≤ 2.000

Decreased, if there are fewer business in the range of 2.500 < S ≤
15.000 than those in the range of 300 < S ≤ 2.000

Government Regulation No. 7 of 2021 has not been enacted. The increase is equal to
the number of businesses that have annual sales of more than 2,500 but less or equal to
15,000 (2,500 < S 15,000).

Prior to the enactment of Government Regulation No. 7 of 2021, a company was
classified as a Small Enterprise if the annual sales are more than 300 but less or equal
to 2,500 (300 < S 2,500). Meanwhile, after Government Regulation no. 7 of 2021 is
enforced, the company is classified as a Micro and Small Enterprise if the annual sales
are more than 2000 but less or equal to 15,000 (2,000 < S 15,000).

On the one hand, the implementation of Government Regulation No. 7 of 2021 has
the potential to increase the number of business units, namely from businesses that are
in the range of 2,500 < S 15,000; but on the other hand, no longer covering businesses
in the range of 300 < S 2,000 as Small enterprises will have an impact on reducing
the number of Small Enterprises. The difference between the number of businesses in
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Table 10. Results of Micro Enterprises Categorization

Annual Sales (Million Rupiah)

Government Regulation No. 7 of 2021 Law No. 20 of 2008

S ≤ 2.000 S ≤ 300

Increased by units having 300 < S ≤ 2.000

the range of 2,500 < S 15,000 and those in the range of 300 < S 2,000 will determine
whether there will be an increase, a decrease, or no change in the number of Small
Enterprises.

Prior to the enactment of Government Regulation No. 7 of 2021, the company was
classified as a Micro Enterprise if the annual sales revenue was less or equal to 300.
Meanwhile, after Government Regulation No. 7 of 2021 is enacted, the company is
classified as Micro Enterprise if the annual sales revenue is less or equal to 2,000. It is
clear here that the enactment of Government Regulation no. 7 of 2021 has an impact on
increasing the number of Micro Enterprises. The large increase in the number of Micro
Enterprises is as many as companies in the range of 300 < S 2,000 (Table 10).

The number of big enterprises and MSME do not change due to the similarity of
provision between new and old criteria. On the other hand, MSME potentially changes
in number for every categorization. The number of medium enterprises will decrease,
but Micro and Small Enterprises will increase. The increase of small and micro enter-
prises raises several possibilities. Small enterprises either increase, constant or decrease
depending on the marginal change. However, micro-enterprises will increase in num-
ber. These changes in the number of enterprises in every category bring out the potential
problem due to differences in authorities conducting the empowerment and development
based on Law of Indonesia No. 23 of 2014.

4 Conclusion

This paper is meant to be a steppingstone for encouraging empirical work on delineating
and defining MSME businesses in Indonesia using descriptive analysis, which utilizes
themicroeconomic evaluation “before-after”method specifically on criteria ofMSMEof
LawNo. 20 of 2008Government of Indonesia andGovernmentRegulationNo. 7 of 2021.
This study aims to investigate whether the enactment of government regulation number
7 of 2021 results in changes in the number of MSME business units. This paper only
evaluates the impacts of enacting government regulation number 7 of 2021 paragraph (6)
on existing enterprises that were previously assumed to be categorized using annual sales
categorization according to Law No. 8 of 2008. Based on the results, even though the
number of Enterprises existing when the Government Regulation No. 7 of 2021 comes
into effect remains the same, a change in the number of MSMEs for each criterion
potentially emerges due to modifications from previous and ongoing regulations. The
number of big enterprises and MSME do not change due to the similarity of provision
between new and old criteria. On the other hand, MSME potentially changes in number
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for every categorization. The number of medium enterprises will decrease, but Micro
and Small Enterprises will increase. The increase of small and micro enterprises raises
several possibilities. Small enterprises either increase, constant or decrease depending
on the marginal change. However, micro-enterprises will increase in number. These
changes in the number of enterprises in every category bring out the potential problem
due to differences in authorities conducting the empowerment and development based
on Law of Indonesia No. 23 of 2014.

Further research from different perspectives, including net worth categorization in
Law No. 20 of 2008 Government of Indonesia or different objects such as business
candidates, is very recommended. Moreover, evaluations of this present study are only
based on conceptual thinking. So, further empirical studies are suggested for future
research.
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