™

Check for
updates

Strategic Renewal and Green Innovation for MSME
Sustainable Performance in Post-Pandemic Emerging
Economies

Darmawansyah Darmawansyah

Hasanuddin University, Makassar, Indonesia
*darmawansyah24a@student.unhas.ac.id

Abstract. This study investigates how strategic renewal and green innovation
shape sustainable performance among micro, small, and medium enterprises
(MSMEs) in Makassar, Indonesia. Grounded in the Resource-Based View and
Dynamic Capabilities Theory, we posit that adaptive strategic renewal enhances
sustainability both directly and indirectly by nurturing routines that promote eco-
efficient products, processes, and resource use. Using a quantitative design with
Partial Least Squares Structural Equation Modelling (PLS-SEM), primary survey
data from 120 valid MSME respondents were analysed. Results show that
strategic renewal significantly improves both green innovation and sustainable
performance, while green innovation partially mediates the renewal—
performance link, indicating that renewal contributes to sustainability beyond its
innovation channel. These findings extend dynamic capabilities arguments to
resource-constrained MSME contexts by clarifying how sensing, seizing, and
transforming activities translate into sustainability outcomes. Managerially,
owners should institutionalise renewal routines, invest in low-cost eco-
efficiency, and cultivate partnerships and training that embed green innovation
in day-to-day operations. For policy, targeted incentives, capacity-building, and
accessible green financing can amplify firm efforts. Limitations include the
cross-sectional design and single-city focus; future studies should adopt
longitudinal or multi-site designs and test contingencies such as digital readiness,
supply-chain pressures, and regulatory support.

Keywords: Strategic Renewal, Green Innovation, Sustainable Performance,
MSMEs, Dynamic Capabilities.

1 Introduction

Micro, Small, and Medium Enterprises (MSMEs) continue to play a central role in
sustaining national economies, particularly in developing countries such as Indonesia.
Representing more than 99% of all registered business entities and employing over 97%
of the national workforce, MSMEs in Indonesia contribute approximately 61% to the
national GDP [1]. These enterprises are not only vital for inclusive economic
development but also act as shock absorbers during periods of macroeconomic
instability, as witnessed during the COVID-19 pandemic. In regional economic centres
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such as Makassar—widely recognised as the commercial hub of Eastern Indonesia—
MSMEs form the foundation of urban and peri-urban economies. Their contributions
span both traditional sectors (e.g. food, crafts, services) and emerging industries (e.g.
digital and creative economies). However, despite their significance, MSMEs remain
vulnerable to structural constraints, such as limited access to financing, regulatory
burdens, environmental externalities, and low innovation intensity.

As global and national priorities shift toward long-term sustainability, MSMEs are
increasingly expected to not only recover from crises but also adapt to new economic
models that emphasise environmental accountability, technological responsiveness,
and resilience. In this context, the concept of strategic renewal becomes pivotal.
Strategic renewal refers to a deliberate organisational effort to redefine strategy,
reconfigure resources, and develop new capabilities in response to dynamic
environmental conditions [2, 3]. For MSMEs, this process is often constrained by
limited absorptive capacity and informality. However, it also opens opportunities for
transformative change, particularly when renewal is linked to innovation and
sustainability. Within the evolving business landscape, strategic renewal becomes a
critical antecedent that enables MSMEs to move beyond reactive survivalism toward
proactive competitiveness and long-term value creation.

One of the key pathways through which strategic renewal can translate into
performance outcomes is via green innovation. Defined as the implementation of
environmentally friendly products, processes, or organisational practices, green
innovation has been shown to generate both economic and ecological benefits for firms
[4, 5]. For MSMESs, green innovation can take the form of energy-saving practices, eco-
packaging, waste minimisation, or adoption of cleaner technologies. Although such
practices are often assumed to be resource-intensive, recent studies suggest that
MSMESs can pursue green innovation incrementally and behaviourally, driven by
strategic intention rather than scale [6]. Despite its increasing relevance, the empirical
literature examining green innovation as a mediating mechanism in MSME
performance models remains fragmented, especially within emerging market settings.
Most studies either focus on direct relationships (e.g. innovation — performance) or
investigate large firms with formalised R&D units, thereby overlooking the unique
strategic logic of small businesses operating in hybrid institutional environments.

This study addresses that gap by proposing and empirically testing a model in which
green innovation mediates the relationship between strategic renewal and sustainable
performance among MSMEs in Makassar. Unlike conventional performance metrics
that focus solely on profitability or growth, this study adopts a broader construct of
sustainable performance that includes environmental stewardship, social responsibility,
and operational efficiency. The Partial Least Squares Structural Equation Modelling
(PLS-SEM) approach is employed to estimate the structural relationships and assess
the explanatory power of the model. This methodological choice is particularly suitable
given the exploratory nature of the study, the presence of latent variables, and the
moderate sample size typically associated with MSME research [7]. The research
model offers a novel contribution by integrating strategic and sustainability constructs
into a unified framework applicable to small firms, with practical relevance in the post-
pandemic and climate-vulnerable context of Indonesia.
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In terms of theoretical contribution, the study enriches the literature on strategic
management and sustainability by positioning green innovation as a dynamic capability
that enables MSMEs to leverage strategic renewal into tangible performance outcomes.
This builds upon and extends the Resource-Based View (RBV) and dynamic
capabilities theory, which have largely been applied to large-scale or technology-
intensive firms [8]. By focusing on MSMEs, the study reveals how non-technological
innovation and behavioural renewal can jointly influence sustainability pathways, thus
offering a more inclusive and context-sensitive interpretation of these theoretical
frameworks.

From a policy perspective, the findings of this research can inform regional and
national strategies aimed at accelerating the green transformation of the MSME sector.
The Indonesian government, through initiatives such as Kredit Usaha Rakyat Hijau and
the Ministry of Cooperatives and MSMEs' green incubation programmes, has already
signalled its commitment to embedding sustainability into small business development.
However, the effectiveness of these programmes depends on understanding the
behavioural and strategic factors that drive MSMEs toward innovation and renewal. By
providing empirical evidence from a strategically located region, this study supports
the design of evidence-based interventions, including targeted training, capacity-
building, and green certification schemes adapted to the realities of small enterprises in
transitional economies.

Finally, this research responds to a pressing need to reframe MSME development
through the lens of strategic renewal and ecological innovation. By combining
managerial and sustainability perspectives, it aims to contribute to both scholarly
debates and actionable policy design, with implications that extend beyond Makassar
to other urban MSME clusters in Indonesia and comparable emerging markets.

2 Literature Review

2.1  Strategic Renewal

Strategic renewal refers to the deliberate and dynamic efforts by organisations to
redefine their strategic direction, reconfigure resources, and re-establish organisational
competences in response to changing environmental conditions and long-term survival
imperatives [2, 9]. In the context of small and medium-sized enterprises (SMEs), and
particularly micro and small enterprises in emerging markets, strategic renewal may
manifest in non-structural forms, such as market repositioning, product diversification,
and digital transformation. While resource limitations often constrain the scope of
renewal for MSMEs, they may simultancously foster agility, responsiveness, and
innovative decision-making.

From a theoretical perspective, strategic renewal is rooted in the Dynamic
Capabilities Theory, which posits that sustained performance depends on a firm’s
ability to integrate, build, and reconfigure internal and external competences [10].
Complementing this is the Resource-Based View (RBV), which highlights how firms
with valuable, rare, inimitable, and non-substitutable resources—including strategic
leadership and innovation culture—can achieve competitive advantage [11]. Within the
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MSME landscape, strategic renewal reflects an intentional adaptation to uncertainty
and the pursuit of long-term value through learning, innovation, and capability
enhancement.

2.2 Green Innovation

Green innovation encompasses the development and implementation of new products,
processes, or management systems that contribute to environmental sustainability while
maintaining or enhancing business competitiveness [12]. It includes initiatives such as
waste reduction, energy efficiency, green product design, eco-packaging, and adoption
of cleaner technologies. While early conceptualisations of green innovation emphasised
technological sophistication and regulatory compliance, recent literature acknowledges
the strategic relevance of green innovation for firms of all sizes, including resource-
constrained MSMEs [13, 14].

Green innovation serves as both a strategic response to environmental pressures and
a proactive pathway to achieve legitimacy, customer loyalty, and differentiation. In the
context of SMEs, green innovation is often behavioural and incremental, rather than
capital-intensive. Moreover, it plays a vital role in aligning business models with
sustainability imperatives, enabling firms to embed ecological consciousness into their
core strategy. Empirical studies have found positive relationships between green
innovation and firm performance, especially when it is driven by internal strategic
commitment rather than external compliance [5].

The growing literature recognises green innovation not merely as an outcome but as
a mediating mechanism between strategic actions and performance outcomes. Firms
that engage in strategic renewal are more likely to embrace green innovation, which
subsequently enhances both economic and environmental performance. Yet, this
relationship remains underexplored within the context of MSMEs in emerging
economies.

2.3 Sustainable Performance

Sustainable performance refers to an organisation’s ability to simultaneously achieve
economic, environmental, and social goals over time. It expands upon the traditional
view of performance that is narrowly focused on profitability and growth, and
incorporates dimensions of resource stewardship, community well-being, and
environmental responsibility [15]. This tripartite conception of performance is rooted
in the Triple Bottom Line (TBL) framework, which has become central to discussions
on corporate sustainability [16].

In MSMEs, sustainable performance is shaped by internal values, managerial
commitment, and the firm’s capacity to integrate sustainability into business operations.
It can be reflected in improved operational efficiency, employee satisfaction,
environmental compliance, and resilience to market shocks. However, realising
sustainable performance is often challenged by limited financial and knowledge
resources, lack of institutional support, and the dominance of short-termism.

Several studies have highlighted factors influencing sustainable performance in
SMEs, such as innovation capability, stakeholder engagement, and strategic orientation
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[17]. Despite this, empirical investigations that link strategic renewal and green
innovation to sustainable performance in the MSME context—especially in Southeast
Asia—remain sparse, necessitating more nuanced models that account for local realities
and strategic behaviour.

2.4  Empirical Evidence from Southeast Asia

In Southeast Asia, the discourse on MSMEs and sustainability has grown significantly,
reflecting the region’s exposure to climate risks and regulatory transformations. In
Indonesia, studies by Lita et al. [18] indicate that entrepreneurial orientation and agility
significantly shape MSME innovation and competitiveness. Putra et al. [19] found that
green innovation practices among MSMEs in Yogyakarta were primarily influenced by
leadership and market orientation, though hindered by lack of green financing.

Similarly, Prayag et al. [20] demonstrated that strategic capability renewal enabled
MSMEs in Surabaya to recover more effectively during the post-pandemic era.
However, their model did not explicitly include green innovation as an intervening
construct. In Malaysia, Mohamad et al. [21] showed that green innovation significantly
enhances SME performance when supported by public policy, while Moonpa et al. [22]
observed that environmental values and strategic partnerships play a vital role in Thai
SMESs’ environmental practices.

Overall, the literature reflects increasing recognition of the role of innovation and
renewal in MSME sustainability. However, most studies do not integrate strategic
renewal, green innovation, and sustainable performance into a single empirical
framework, particularly in regional contexts like Makassar where traditional and
modern business models coexist. This study aims to address this gap.

2.5 Hypothesis Development

Based on the theoretical and empirical review, this study proposes a conceptual
framework consisting of one independent variable (strategic renewal), one mediating
variable (green innovation), and one dependent variable (sustainable performance).

Firms engaging in renewal activities often report improved efficiency,
competitiveness, and market relevance, all of which contribute to superior performance
outcomes [9, 10]. While much of the existing evidence is drawn from large
organisations, emerging studies on MSMEs indicate that renewal can also foster
sustainable behaviour, especially when aligned with long-term value creation [20, 23].
Hence:

H1: Strategic renewal has a positive effect on sustainable performance.

However, strategic renewal encourages firms to reassess their priorities and engage in
novel approaches to problem-solving, often leading to innovation. Green innovation, as
an extension of strategic and environmental orientation, is increasingly seen as a logical
outcome of firms seeking to redefine their roles in ecologically conscious markets [12,
13]. Empirical evidence suggests that firms which undertake strategic renewal are more
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likely to implement environmental practices and develop eco-friendly products or
services [5, 21]. Thus:

H2: Strategic renewal has a positive effect on green innovation.

Firms that engage in green innovation tend to improve their environmental footprint,
meet regulatory requirements, and enhance their brand image—all of which contribute
to overall performance. In MSMEs, even modest innovations such as waste reduction
or energy efficiency can yield significant benefits in terms of stakeholder satisfaction
and operational resilience [14, 21]. Therefore:

H3: Green innovation has a positive effect on sustainable performance.

Drawing on the dynamic capabilities perspective, green innovation serves as a key
capability that transforms strategic intent into sustainable outcomes. As such, it acts as
a conduit through which strategic renewal translates into improved environmental and
economic performance. Several studies have validated this mediating role, although
few have done so in the MSME sector or within the Southeast Asian context [5, 22].
Accordingly:

H4: Green innovation mediates the relationship between strategic renewal and
sustainable performance.

3 Methodology

This study employs a quantitative, cross-sectional research design to examine the causal
relationships between strategic renewal, green innovation, and sustainable performance
among micro, small, and medium enterprises (MSMEs) in Makassar, Indonesia. A
positivist paradigm underpins the approach, aiming to test pre-defined hypotheses using
statistical inference techniques [24, 25].

The target population comprises active MSMEs registered in the Makassar region,
which serves as a strategic commercial hub in Eastern Indonesia. A purposive sampling
technique was adopted to ensure the inclusion of MSMEs with a minimum operational
age of three years and awareness of sustainability-related practices. Following the
guidelines for minimum sample size in PLS-SEM—i.e., 10 times the maximum number
of indicators in a construct [26]—a minimum of 40 observations was required.
However, to increase statistical power and generalisability, a total of 120 wvalid
responses were collected and used in the final analysis.

Primary data were collected through a structured self-administered questionnaire,
distributed via online and offline channels between May and July 2025. Prior to
distribution, the questionnaire was validated by three academic experts and piloted with
15 MSME owners to ensure clarity and relevance. Ethical approval was obtained from
the university research ethics committee, and informed consent was secured from all
participants.

All constructs in this study were operationalised using reflective measurement
models, with indicators adapted from previously validated instruments. Each item was
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measured on a five-point Likert scale, ranging from 1 (Strongly Disagree) to 5 (Strongly
Agree), to capture the degree of agreement of MSME respondents in Makassar
regarding each statement.

The independent variable, Strategic Renewal, was measured through four indicators
derived from the conceptual frameworks [3, 27]. These indicators reflect the firm’s
capability to reinterpret its market position, revise business models, and reconfigure
internal resources to maintain competitiveness in a dynamic environment. The items
also captured how frequently the enterprise reassessed its strategic orientation and
pursued new growth opportunities.

The mediating variable, Green Innovation, was assessed using four indicators based
on the studies by Yuan and Cao [28]. These indicators cover the implementation of
environmentally friendly processes, the development of green products or services,
energy-saving initiatives, and the integration of ecological considerations into core
business strategies.

The dependent variable, Sustainable Performance, was measured using four items
adapted from prior sustainability research frameworks grounded in the triple bottom
line perspective [29, 16]. These items reflect the organisation’s ability to generate
consistent economic benefits, minimise its environmental impact, and contribute
positively to social welfare. The construct aims to capture the holistic sustainability
outcomes that extend beyond financial metrics.

To test the hypothesised relationships and assess the overall research model, data
were analysed using Partial Least Squares Structural Equation Modelling (PLS-SEM),
implemented via SmartPLS version 4.0. This method was selected due to its suitability
for theory development, its capacity to handle non-normal data distributions, and its
effectiveness in estimating complex models involving latent variables and mediation
effects [26, 30].

The analytical process was conducted in two main stages. The first stage focused on
evaluating the measurement model, assessing internal consistency reliability through
Cronbach’s alpha and composite reliability (CR), as well as convergent validity through
average variance extracted (AVE). Discriminant validity was also examined using both
the Fornell-Larcker criterion and the Heterotrait-Monotrait ratio (HTMT).

In the second stage, the structural model was assessed to examine the relationships
among the latent constructs. Key evaluation criteria included the coefficient of
determination (R?) for endogenous variables, effect size (f?) for individual predictor
contributions, and predictive relevance (Q?) using blindfolding procedures. To test the
statistical significance of the path coefficients, bootstrapping procedures with 5,000
subsamples were conducted. This enabled the estimation of standard errors and
confidence intervals for each hypothesised path, providing robust support for
hypothesis testing.

4 Results

The data analysis begins with a descriptive overview of the respondents to contextualise
the findings of this study. Understanding the profile of participating micro, small, and
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medium enterprises (MSMEs) provides insight into the diversity of businesses
operating within Makassar, an important commercial centre in Eastern Indonesia. This
initial profile allows for an informed interpretation of the structural model outcomes by
examining variations in business type, scale, duration of operation, legal status, and
owner education, as presented in Table 1.

Table 1. Respondents’ Profile

Category Sub-category Frequency Percentage
Food and Beverage 36 30.0
Type of F ashism and Accessories 28 233
Business Handicrafts 19 15.8
Digital/Creative Industries 14 11.7
Services (e.g. beauty, printing) 23 19.2
<3 years 18 15.0
Business 3-5 years 41 34.2
Age 6-10 years 37 30.8
> 10 years 24 20.0
1-5 (Micro) 58 48.3
g;‘;t(’:’yre?; 6-19 (Small) e 35.8
20-99 (Medium) 19 15.8
Legal Informal (Unregistered) 22 18.3
Status Formal (Licensed/Registered) 98 81.7
High School or Below 25 20.8
Owner's Diploma (D1-D3) 33 27.5
Education  Undergraduate (S1) 44 36.7
Postgraduate (S2/S3) 18 15.0

Source: SmartPLS 4 output, authors’ calculations (2025).

Table 1 presents the demographic characteristics of the respondents, comprising 120
MSME owners in Makassar. The majority of businesses were in the food and beverage
sector (30%), followed by fashion and accessories (23.3%). Most respondents had
operated their businesses for between 3 and 10 years (65%), indicating a relatively
stable and experienced sample.

In terms of scale, 48.3% of the enterprises were categorised as micro-enterprises (1—
5 employees), while 15.8% represented medium-sized businesses. Notably, over 80%
of the businesses were formally registered, reflecting a growing trend of legal
compliance among local MSMEs. Regarding the educational background of the
owners, more than half held at least an undergraduate degree (51.7%), suggesting a
reasonable level of managerial literacy within the sample.

Following the demographic profiling, the next stage of the analysis involves the
evaluation of the measurement model, which assesses the reliability and validity of the
latent constructs. Table 2 provides the descriptive statistics for each item, as well as the
quality criteria including outer loading, Cronbach’s alpha, composite reliability (CR),
and average variance extracted (AVE). These indicators are essential in ensuring that
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the constructs used in the structural model are both conceptually sound and statistically
robust.

Table 2. Descriptive Statistics and Measurement Quality of Constructs

St. Outer Cronbach’s

Construct Item Mean Dev. Loading Alpha CR AVE
Strategic SRI  4.188 0.782  0.836 0822 0884 0.657
e SR2 4133 0865 0810
SR SR3  4.167 0849  0.829

SR4 4204 0832  0.794
Green GIl 4146 0891  0.842 0.853  0.898 0.688
preen oo G2 4119 0934 0831
@ GI3 4097 0917 0.843

G4 4126 0901 0812
Susta SP1 4221 0842  0.802 0875 0912 0.678
P‘e‘:;z‘r‘l‘i‘::"ce SP2 4183 0905 0.827
i SP3 4142 0918 0841

SP4 4215 0.881 0.826
Source: SmartPLS 4 output, authors’ calculations (2025).

As presented in Table 2, the mean values for all observed items range from 4.097 to
4.221, indicating a consistently positive perception across respondents toward each
construct, based on a 5-point Likert scale. This suggests that respondents generally
agreed with the statements representing strategic renewal, green innovation, and
sustainable performance.

All outer loading values exceed the minimum threshold of 0.70, demonstrating that
the indicators exhibit strong correlations with their respective latent variables [31]. The
Cronbach’s alpha values for all constructs are above 0.80, indicating good internal
consistency [32]. Additionally, the composite reliability (CR) scores also exceed 0.88,
further confirming the reliability of the constructs.

In terms of convergent validity, all constructs recorded AVE values greater than
0.65, well above the standard minimum threshold of 0.50 [33]. This confirms that the
variance explained by the constructs is greater than the variance due to measurement
error.

Taken together, the results suggest that the measurement model demonstrates strong
psychometric properties, and therefore, it is appropriate to proceed to the structural
model evaluation.

Table 3. Structural Model Results

Original Std.

Path t-stat.  p-values Decision
Sample Dev.
SR — GI 0.641 0.053 12.094  0.000***  HI is accepted
SR — SP 0.278 0.066 4.212  0.000***  H2 is accepted

GI — SP 0.511 0.059 8.661  0.000*** HS3 is accepted
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Note: t > 1.95. *** p < 0.001; ** p <0.05
Source: SmartPLS 4 output, authors’ calculations (2025).

Table 3 presents the results of the structural model analysis, including path
coefficients, t-statistics, and significance values. All hypothesised relationships in the
proposed model are supported, with path coefficients being statistically significant at
the 0.001 level.

The path from Strategic Renewal (SR) to Green Innovation (GI) yielded a coefficient
0f 0.641 (t=12.094, p <0.001), indicating a strong and significant positive effect. This
suggests that MSMEs engaging in strategic renewal activities are more likely to adopt
green innovation practices. The second hypothesis, which tested the direct effect of
Strategic Renewal (SR) on Sustainable Performance (SP), is also supported, with a path
coefficient of 0.278 (¢t = 4.212, p < 0.001). Although the magnitude is moderate, it
remains statistically robust, highlighting the role of strategic renewal in enhancing long-
term organisational sustainability.

Furthermore, the relationship between Green Innovation (GI) and Sustainable
Performance (SP) is confirmed, with a coefficient of 0.511 (¢=8.661, p <0.001). This
finding reinforces previous research, indicating that firms prioritising environmental
innovation are more likely to achieve better sustainability outcomes, particularly in
terms of operational resilience, environmental compliance, and stakeholder trust.

Collectively, these results validate the proposed structural paths and confirm the
theoretical framework grounded in dynamic capabilities and sustainability-oriented
innovation. The findings underscore the importance of strategic renewal as a driver not
only of green innovation but also of sustainable organisational outcomes among
MSME:s in the post-pandemic economic context.

Table 4. Mediation Effect Results

Hypothesis Mediation Indirect
Code Path Effect t-stat p-value Result
Supported;
H4 SR—>GI—>SP  0.328 7.214 0.000  Partial
Positive
Mediation

Note: Indirect effect is significant at p < 0.05 (t > 1.96); type of mediation determined
based on direct and indirect significance criteria.
Source: SmartPLS 4 output, authors’ calculations (2025).

The mediation effect was examined to determine whether Green Innovation (GI)
mediates the relationship between Strategic Renewal (SR) and Sustainable
Performance (SP) . As presented in Table 4, the indirect effect of Strategic Renewal
(SR) on Sustainable Performance (SP) through Green Innovation (GI) is statistically
significant (B = 0.328, t = 7.214, p < 0.001), exceeding the minimum threshold of t >
1.96 for p < 0.05.

Given that both the direct path (Strategic Renewal — Sustainable Performance) and
the indirect path (Strategic Renewal — Green Innovation — Sustainable Performance)
are significant, this result supports a partial positive mediation. This suggests that while
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Strategic Renewal has a direct influence on Sustainable Performance, part of its effect
is transmitted through Green Innovation practices.

5 Discussion

The findings of this study highlight the strategic importance of renewal capabilities and
green innovation in enhancing sustainable performance among micro, small, and
medium enterprises (MSMEs) in Makassar, Indonesia. As hypothesised and
empirically validated, strategic renewal exerts a significant direct effect on both green
innovation and sustainable performance, while green innovation also mediates this
relationship, forming a partial positive mediation pathway.

The positive and significant influence of strategic renewal on green innovation
supports previous research which emphasises the need for firms to dynamically realign
their strategies to meet environmental and market changes [12, 13]. In the context of
MSMEs operating in post-pandemic economic recovery, strategic renewal is
demonstrated to foster a proactive orientation toward environmentally conscious
innovation. This finding is consistent with the work of Mondal et al. [14], who observed
that renewal capabilities serve as catalysts for eco-innovation within small enterprises
in China and Southeast Asia.

Furthermore, the direct effect of strategic renewal on sustainable performance
reflects the idea that firms with adaptive strategic mechanisms are better positioned to
respond to competitive, regulatory, and ecological demands, thereby enhancing
economic viability, stakeholder legitimacy, and long-term survival [15, 16]. In the
context of Indonesian MSMEs, which often face structural and institutional constraints,
this pathway provides empirical support for policy frameworks encouraging continuous
renewal as a resilience strategy.

The mediation analysis further reveals that green innovation acts as a significant
conduit through which strategic renewal influences sustainability outcomes. This
partial mediation suggests that while strategic renewal directly enhances performance,
the adoption of green innovation reinforces and extends this effect. This aligns with
previous studies by Prayag et al. [20] and Mohamad et al. [21], who argue that green
innovation capabilities represent an operational manifestation of strategic adaptability
in driving long-term sustainability.

These findings offer several contributions to the literature. First, they validate the
dynamic capabilities perspective in the context of sustainability by demonstrating that
MSMEs’ ability to renew strategies and engage in innovation jointly enhances
performance. Second, this study adds to the limited body of empirical research on green
innovation within MSMEs in Southeast Asia, offering new insights specific to
Makassar as an emerging trade centre in Eastern Indonesia. Third, by confirming the
mediating role of green innovation, the study integrates environmental responsiveness
into the broader strategic management discourse, addressing the call for sustainability-
oriented models in the post-pandemic era [23].

From a policy standpoint, these results suggest that supporting MSMEs through
structured programmes on strategy renewal and environmentally responsible
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innovation could be instrumental in achieving Indonesia’s broader goals for sustainable
development. Capacity-building interventions should not only target product or process
innovation but also foster the strategic reflexivity of firms to continuously adapt and
evolve in changing ecological and economic landscapes.

6 Conclusion

This study examined the strategic mechanism through which micro, small, and medium
enterprises (MSMEs) in Makassar enhance their sustainable performance, by focusing
on the interplay between strategic renewal and green innovation. Anchored in the
Resource-Based View (RBV) and Dynamic Capabilities Theory, the research
demonstrated that internal strategic resources, when adaptively reconfigured, serve as
foundations for innovation and long-term sustainability.

Empirical analysis using Partial Least Squares Structural Equation Modelling (PLS-
SEM) revealed three key findings. First, strategic renewal positively influences green
innovation, supporting the notion that dynamic capabilities drive environmental
responsiveness. Second, strategic renewal directly enhances sustainable performance,
confirming its central role in building organisational resilience. Third, green innovation
partially mediates this relationship, thus acting as a conduit through which strategic
adaptability translates into ecological and economic benefits.

These findings make both theoretical and practical contributions. Theoretically, the
study extends RBV by integrating sustainability-oriented innovation as a strategic
intangible asset, and enriches the Dynamic Capabilities framework by contextualising
its application within MSME:s in a post-pandemic emerging economy. Practically, the
results suggest that MSMEs, supported by enabling policy and institutional
frameworks, can enhance their competitiveness and resilience by embedding
innovation in their strategic posture.

Nevertheless, several limitations must be acknowledged. First, the cross-sectional
design limits the ability to draw causal inferences over time. Future research could
employ longitudinal methods to examine how strategic renewal and green innovation
evolve and influence performance dynamically. Second, the study is geographically
limited to Makassar, which may constrain the generalisability of the findings.
Comparative research across provinces or countries in Southeast Asia would provide
broader validation of the model. Third, while the model focuses on internal capabilities,
future studies could integrate contextual moderators—such as government support,
digital maturity, or industry characteristics—to further explain performance variance.

Despite these limitations, this research offers valuable insights for scholars and
practitioners seeking to understand how MSMEs can pursue sustainability through
strategic and innovative means in volatile and resource-constrained environments.
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