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Abstract 

Micro, small, and medium enterprises (MSMEs) in developing countries like Indonesia are highly 

vulnerable to financial risks yet often lack formal risk-management practices, relying instead on 

personal experience, intuition, and culturally rooted local practices to navigate financial 

uncertainty. This study aimed to identify MSME owners' perceptions of financial risks, explore 

informal mitigation strategies based on local experience and community practices, analyze the 

influence of cultural norms and social networks, and propose a contextually grounded problem-

solving framework. Employing a qualitative research design, the study used in-depth semi-structured 

interviews, direct observations, and document analysis with MSME owners, and analyzed the data 

using thematic analysis and triangulation to ensure credibility. The results revealed three primary 

financial risk-mitigation strategies: adaptive cash-flow management, reliance on social capital and 

local economic networks, and experiential diversification driven by local market knowledge. The 

findings demonstrate that MSMEs develop resilience through culturally embedded practices and 

social structures, confirming that interventions should leverage existing informal mechanisms and 

integrate culturally compatible tools rather than imposing rigid formal frameworks. 
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1. INTRODUCTION  

Micro, small, and medium enterprises (MSMEs) play a crucial role in strengthening 

national economic performance, particularly in developing countries such as Indonesia. 

Their contribution to employment, poverty reduction, and local economic resilience is 

significant, making them an essential component of inclusive economic development 

(Tambunan, 2019). Despite this importance, MSMEs remain highly vulnerable to various 

financial risks, including unstable cash flow, fluctuating input prices, limited working 

capital, and unpredictable market demand. These challenges are compounded by limited 

financial literacy, restricted access to capital, and the absence of formal risk-management 

practices. As a result, MSME owners frequently rely on personal experience, intuition, and 

culturally rooted local practices to navigate financial uncertainty (Eggers, 2020). 
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This condition underscores the urgency of documenting and analyzing informal 

financial risk-mitigation strategies that organically emerge within MSME communities. 

Conventional financial risk-management approaches tend to emphasize analytical tools, 

structured financial planning, and modern financial instruments, which are often misaligned 

with the realities of small businesses operating in resource-constrained settings. In contrast, 

MSMEs in local contexts often depend on trust-based networks, community cooperation 

systems, informal rotating savings groups such as arisan (Geertz, 1962), and experiential 

diversification strategies as mechanisms for maintaining business continuity. These 

embedded practices not only support economic resilience but also strengthen social 

cohesion, enabling MSMEs to withstand shocks more effectively (Williams et al., 2017). 

Contemporary studies highlight that MSMEs operating in emerging economies 

frequently adopt adaptive, experience-based strategies to respond to financial uncertainty, 

particularly when confronted with limited financial resources or restricted access to credit 

(Anton & Bostan, 2017). Such strategies tend to be more sustainable when they reflect local 

socio-cultural dynamics and are shaped by deeply embedded community norms. The concept 

of local knowledge, as emphasized by Berkes (2017), provides a relevant lens for 

understanding how experiential learning, cultural practices, and social values influence 

MSME decision-making processes. Moreover, social capital, which includes trust, 

reciprocal relationships, and community networks, plays a pivotal role in enabling small 

businesses to mobilize support and spread financial risks (Putnam, 2000; Pal et al., 2014). 

Field observations and prior empirical evidence indicate that MSME owners construct 

risk-mitigation strategies through everyday practices such as maintaining flexible cash 

reserves, prioritizing long-trusted suppliers, reducing household expenditures during 

downturns, and diversifying products according to localized market signals. These strategies 

reflect contextually adaptive behaviors that remain effective despite the absence of formal 

financial systems. Understanding these patterns is therefore essential for developing a 

financial risk-mitigation model that aligns with cultural values and community-based 

economic structures. 

Accordingly, this study aims to: (1) identify MSME owners’ perceptions of financial 

risks, (2) explore forms of financial risk mitigation developed through local experience and 

community practices, (3) analyze the influence of cultural norms, social networks, and local 

knowledge on risk-management behaviors, and (4) propose a problem-solving framework 

that supports MSME empowerment programs. The problem-solving plan involves 

conducting an in-depth qualitative inquiry to generate a comprehensive, culturally grounded 

model of financial risk mitigation. This introduction situates the study within the broader 

academic need to bridge formal financial risk-management concepts with locally embedded 

practices that characterize the everyday realities of MSME resilience in Indonesia. 
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2. RESEARCH METHOD 

This study employed a qualitative research design to explore the financial risk-

mitigation strategies developed by MSME owners based on local experience and 

community-embedded practices. A qualitative approach was chosen because it enables an 

in-depth understanding of subjective meanings, lived experiences, and social mechanisms 

that shape financial decision-making within MSME settings. The research activities were 

designed to capture natural behaviors and contextual dynamics rather than numerical 

measurements, making the approach suitable for examining culturally rooted financial 

practices. 

The target audience of this study consisted of MSME owners who had operated their 

businesses for at least three years and had experienced financial uncertainty, such as 

fluctuating sales, unstable input costs, or limited access to capital. Participants were selected 

using purposive sampling to ensure that those included possessed relevant experiential 

knowledge about financial risk mitigation. Additional snowball sampling was used to reach 

MSME owners embedded in local social networks or traditional community economic 

systems, such as rotating savings groups, informal supplier networks, or neighborhood-

based collaborations. 

The materials and tools used in this study included interview guidelines, observation 

sheets, audio recorders, and fieldnote templates. The interview guideline was designed to 

explore dimensions such as perceived financial risks, informal coping strategies, 

community-based mechanisms, and cultural influences on financial decisions. Observation 

tools were used to document real-time business activities, informal financial recording 

practices, and interactions within local networks. The performance and productivity of these 

tools were evaluated based on their ability to capture rich, detailed, and authentic qualitative 

data that reflected the natural context of MSME operations. 

Data collection techniques consisted of in-depth semi-structured interviews, direct 

observations, and documentation analysis. Semi-structured interviews allowed the 

researcher to probe deeper into participants’ experiences while maintaining flexibility to 

follow emerging themes. Observations were carried out at business locations to gain insight 

into daily routines, financial behaviors, and the implicit logic behind risk-mitigation 

practices. Relevant documents such as informal cash books, transaction notes, rotating 

savings schedules, and supplier agreements were also examined to complement and validate 

the interview data. 

Data were analyzed using thematic analysis, following Braun and Clarke’s (2006) 

systematic procedures, which include data familiarization, initial coding, theme 

development, theme review, and interpretation. Coding was conducted manually to maintain 

closeness to the data and to ensure that contextual and cultural nuances were preserved. 

Themes were derived inductively from the data to reflect the natural emergence of local 
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financial practices without imposing external theoretical constraints. Triangulation of 

interviews, observations, and documents was performed to enhance the credibility and 

trustworthiness of the findings. Member checking was carried out by returning preliminary 

interpretations to selected participants to confirm accuracy and relevance.  

 

3. RESULTS AND DISCUSSION 

The results of this study were derived from in-depth interviews, direct observations, 

and document analysis involving MSME owners with more than three years of business 

experience. Through thematic analysis, three major themes emerged that represent the 

financial risk-mitigation strategies developed through local experience and community-

based practices: (1) adaptive cash-flow management, (2) reliance on social capital and local 

economic networks, and (3) experiential diversification supported by local market 

knowledge. The following subsections elaborate on each theme, supported by empirical 

evidence from the field. 

3.1 Adaptive Cash-Flow Management 

Most MSME owners implemented cash-flow management strategies that emerged 

from everyday experience rather than formal financial planning. Respondents commonly 

maintained flexible cash reserves to buffer against fluctuations in sales or rising input prices. 

This reserve was often kept outside formal banking systems and stored in informal savings 

mechanisms such as daily cash envelopes or rotating savings groups (arisan). 

 

Table 1. Examples of Cash-Flow Adaptation Practices Among MSMEs 

Strategy Description Observed 

Frequency 

Flexible cash reserve Setting aside small daily profits as 

emergency cash 

High 

Rotating savings 

(arisan) 

Joining community-based savings cycles 

for liquidity 

Medium 

Postponed household 

spending 

Reducing non-essential expenses during a 

sales decline 

High 

These findings align with Eggers (2020), who notes that SMEs commonly rely on 

immediate cash buffering and informal liquidity mechanisms during crises. Furthermore, 

Geertz’s (1962) foundational work on rotating credit associations explains why arisan 

remains an effective and culturally embedded liquidity strategy in Indonesian communities. 

The ability to maintain micro-level liquidity, even without formal financial literacy, 

demonstrates a form of practical financial resilience (Pal et al., 2014). 
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3.2 Social Capital and Local Economic Networks 

A strong pattern observed in the data was the heavy reliance of MSME owners on 

social capital, both bonding (family and close community) and bridging (supplier networks). 

MSMEs often depended on trusted suppliers for flexible payment terms, informal credit, and 

stable raw material access during periods of financial instability. 

Respondents described relationships with suppliers as “mutual support systems,” 

where long-term trust became a substitute for formal financial contracts. This supports 

Putnam’s (2000) theory that trust-based networks significantly reduce transaction costs and 

enhance resilience. In several cases, MSME owners reported receiving raw materials on 

delayed payment terms during slow business cycles. Similarly, neighborhood networks 

played a crucial role in helping MSMEs navigate financial uncertainty. Community 

members often provided short-term loans, labor assistance, or joint marketing initiatives. 

This finding aligns with Williams et al. (2017), who argue that social cohesion strengthens 

organizational adaptation during adversity. The evidence indicates that financial risk 

mitigation at the MSME level is inseparable from cultural norms of cooperation, reciprocity, 

and community solidarity. 

 

3.3 Experiential Diversification and Local Market Knowledge 

Another theme that emerged was the use of diversification strategies based on intuitive 

learning and local market signals. MSME owners diversified products, adjusted selling 

prices, or experimented with alternative raw materials according to observed consumer 

behavior rather than formal market analysis. 

For instance, food-based MSMEs frequently introduced new variants based on 

seasonal preferences, while craft-based MSMEs diversified materials in response to rising 

production costs. This aligns with Anton and Bostan (2017), who highlight that 

entrepreneurs in emerging economies leverage experiential knowledge as a substitute for 

formal analytical tools. Such intuitive decision-making is closely linked to Berkes’ (2017) 

conceptualization of local knowledge, in which decision-making patterns evolve from 

accumulated experience, cultural norms, and long-term environmental interactions. These 

adaptive behaviors help MSMEs remain competitive despite resource constraints. 

 

3.4 Discussion  

The findings of this study demonstrate that MSMEs develop financial risk-mitigation 

strategies through culturally embedded practices, informal economic mechanisms, and 

experiential learning rather than through formal risk-management tools. This is consistent 

with recent evidence showing that MSMEs in emerging economies rely on practical, context-

based strategies due to persistent constraints in financial literacy and limited access to 

institutional finance (Muriithi, 2017). However, in the last five years, research has 
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increasingly highlighted the importance of informal and hybrid risk-management practices 

that integrate social, cultural, and economic dimensions within small-business ecosystems. 

For example, Susanto dan Arsyad (2020) found that informal coping strategies and local 

social networks significantly improve business survival during periods of economic 

turbulence, a finding directly aligned with the patterns observed in this study. 

The heavy reliance on social capital, including trust-based supplier relationships, 

neighborhood support, and rotating community savings, reflects a structural feature of 

MSME economic behavior that continues to dominate in developing contexts. Recent 

research shows that social capital, both bonding and bridging, is not only a relational asset 

but also functions as a financial buffer that can replace formal credit mechanisms for 

MSMEs, especially when facing economic shocks. Bonding social capital (family, close 

friends) and bridging social capital (cross-group networks) have been shown to increase 

MSMEs' access to informal financing, such as unsecured loans, emergency assistance, and 

more flexible payment negotiations, especially when access to formal credit is limited 

(Lukiyanto & Wijayaningtyas, 2020; Boudreaux et al., 2022; Du et al., 2015). 

During economic shocks, MSMEs that possess strong bonding and bridging social 

capital are better positioned to negotiate flexible payment terms, access emergency loans, or 

coordinate joint marketing activities. This supports the findings of Pal et al. (2014) and 

extends them through more recent empirical observations. Social capital has thus emerged 

as an increasingly important variable in MSME resilience research, especially in the post-

pandemic period when formal financial access became more constrained (Lestari et al., 

2024). 

The reliance on rotating savings groups (arisan) aligns with Geertz’s historical 

conceptualization (1962), yet recent studies demonstrate that such mechanisms continue to 

evolve in digital and semi-formal forms. Community-based savings networks remain central 

to liquidity management in Indonesian MSMEs, particularly those operating in rural or semi-

urban areas. These groups continue to provide access to quick, low-barrier liquidity that 

cannot be matched by formal institutions. The present study reinforces this by showing that 

arisan remains a critical tool for managing cash-flow volatility. 

Another core theme revealed in this research is experiential diversification, strategies 

that rely on intuitive assessments of local market conditions rather than formal market 

research. This is consistent with evidence from recent MSME studies, which indicate that 

entrepreneurs in resource-constrained environments rely on “learning by doing” and micro-

experimentation to manage financial risks (Achtenhagen & Brundin, 2016). For example, 

diversifying products based on seasonal preferences or adjusting pricing strategies in 

response to neighborhood purchasing behavior reflects a form of embedded market 

intelligence. These adaptive practices align with Berkes’ (2017) framing of local knowledge 

as an accumulated and socially transmitted learning system. 
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In the last five years, MSME resilience research has increasingly emphasized the 

hybridization of formal and informal practices. Scholars note that MSMEs that blend 

experiential learning with selective adoption of formal financial tools, such as simple 

bookkeeping apps, mobile banking, tend to exhibit higher resilience (Zuhroh et al., 2025; 

Lakilaki, 2025; Homayoun et al., 2024). Although the MSMEs in this study largely rely on 

informal mechanisms, there were early signs of hybrid practices emerging, such as using 

social media analytics to understand customer behavior or using e-wallet transaction 

histories as informal financial records. 

The implications of these findings are significant. From an academic perspective, this 

study contributes to an expanding body of literature that advocates for context-sensitive risk-

management models tailored to local cultural, social, and economic realities. Formal 

financial models often assume rational-analytical decision-making, yet the lived practices of 

MSMEs demonstrate that financial behavior is intertwined with community norms, family 

obligations, and collective survival strategies. This supports a growing scholarly shift toward 

culturally grounded entrepreneurship research (Ratten, 2021; Tehseen et al., 2023). 

From a practical standpoint, the findings indicate that MSME assistance programs 

should avoid imposing rigid formal frameworks and instead recognize local financial 

systems as valuable assets. Policies and training initiatives that leverage social capital, 

strengthen community-based savings, and support experiential diversification may yield 

more sustainable outcomes than conventional capacity-building approaches. Likewise, 

introducing simple, culturally compatible financial tools could help MSMEs gradually 

integrate formal risk-management practices without disrupting established community 

mechanisms. 

Overall, the findings confirm that financial risk mitigation among MSMEs is best 

understood as a dynamic process rooted in cultural norms, social infrastructure, and 

experiential learning. The increasing academic attention to these dimensions in the last five 

years reinforces the relevance of this study and underscores the need for hybrid models that 

integrate local wisdom with modern financial systems. 

  

4. CONCLUSION 

This study set out to understand how MSME owners develop financial risk-mitigation 

strategies rooted in local experience, social networks, and culturally embedded practices. As 

outlined in the Introduction, the research aimed to identify MSME perceptions of financial 

risks, explore informal and community-based mitigation mechanisms, analyze the influence 

of cultural norms and social capital, and propose a contextually grounded problem-solving 

framework. The findings from interviews, observations, and document analysis confirm that 

MSMEs rely heavily on adaptive strategies that emerge organically from their day-to-day 

experiences and interactions within their local environment. 
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The results highlight three primary patterns of financial risk mitigation: adaptive cash-

flow management, utilization of social capital and trust-based networks, and experiential 

diversification driven by local market knowledge. These strategies demonstrate that MSME 

owners are not passive actors but active decision-makers who construct practical solutions 

within their cultural and socio-economic realities. The discussion further reveals that 

informal financial practices such as rotating savings groups, flexible supplier arrangements, 

and community support continue to play a vital role in sustaining business continuity, 

especially in contexts where formal financial access is limited. These findings reinforce and 

extend recent literature indicating that financial resilience in MSMEs is shaped not only by 

economic factors but also by social structures, cultural values, and local knowledge systems. 

Based on these conclusions, this study offers several implications for future practice 

and development. First, MSME empowerment programs should recognize and leverage 

existing informal financial mechanisms rather than attempting to replace them with rigid 

formal models. Second, policymakers and support institutions could strengthen MSME 

resilience by integrating culturally compatible financial tools such as simplified 

bookkeeping systems, digital community savings platforms, or localized risk-mitigation 

training into their intervention strategies. Third, further research may explore hybrid models 

that combine formal financial practices with informal community-based systems to enhance 

MSME adaptability in an increasingly volatile economic environment. 

In sum, this research contributes to a deeper understanding of how MSMEs navigate 

financial uncertainty through culturally grounded and socially supported risk-mitigation 

strategies. By acknowledging the significance of local experience and community 

mechanisms, future interventions can be better tailored to the lived realities of MSME 

owners, ultimately fostering more resilient and sustainable microenterprise ecosystems. 
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