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Business performance of Micro, Small, and Medium Enterprises
(MSMEs) is crucial in reducing poverty rates in a region. This is
because business performance is believed to create jobs, increase
community income, and drive local economic growth. There are three
factors that influence the business performance of MSMEs: product
innovation, digitalization or technology utilization, and marketing
strategies. The urgency of this research stems from the absence of a
business performance model for MSMEs aimed at reducing poverty
rates in Langkat Regency. The objectives of this study are to identify
the potential and challenges of MSMEs, formulate development
strategies for MSMEs, and develop a business performance model
based on innovation, digitalization, and marketing strategies to reduce
poverty rates. The method used in this study is quantitative with
Structural Equation Modeling (SEM) analysis. The results of the
analysis are expected to contribute to the development of an effective
business performance model for MSMEs in reducing poverty. From the
study results, it was found that adjustments are needed to the model
design developed in the previous study. Based on primary
questionnaire data from 50 MSMEs in Langkat Regency, it was found
that the factors influencing MSME business performance in Langkat
Regency contribute to reducing poverty rates.

This is an open access article under the CC BY-NC license.

(Holc

Corresponding Author:
Nasib,

Study Program of Master of Management,
Institut Bisnis Informasi Teknologi dan Bisnis,
JI. Mahoni No.16, Gaharu, Kec. Medan Tim, Kota Medan, Sumatera Utara 20235.

Email: nasibwibowooz@gmail.com

1. INTRODUCTION

Poverty rates are a classic problem for Indonesia in particular and the world in general (Ayuni
2022)(Amelia, Ayuni, and Nasib 2023)(Literasi and Di n.d.). Poverty rates are influenced by various
factors, such as a lack of job opportunities and a lack of creativity among the population in creating
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jobs  (Merin-Rodrigaiiez, Dasi, and Alegre 2024)(Anjaningrum, Azizah, and Suryadi
2024)(Changalima, Ismail, and Amani 2025). MSMEs are a key pillar of economic development,
particularly in creating jobs, driving local economic growth, and playing an active role in efforts to
reduce poverty rates (Pebriani et al. 2025)(Amelia et al. 2025)(Ochoa Crespo, Dominguez, and
Guzman 2025).

In Indonesia, SMEs contribute more than 60% to the Gross Domestic Product and absorb
around 97% of the workforce(Yang et al. 2025)(Sang et al. 2024)(Putri et al. 2025). This phenomenon
shows that strengthening the business performance of SMEs not only impacts economic growth but
also directly influences community welfare (Li et al. 2025)(Chaichana et al. 2024)(Gimeno-Arias,
Santos-Jaén, and Pemartin Gonzalez-Adalid 2024) Langkat Regency, as one of the regions with
potential in the trade, agriculture, and service sectors, has a significant number of SMEs.

However, the poverty rate in Langkat Regency remains relatively high compared to other
districts/cities in North Sumatra Province(Valdez-Judrez et al. 2025)(Kalina, Lhota, and Kalender
2025)(Asiri, Al-Somali, and Maghrabi 2024). This indicates a gap between the economic potential of
SMEs and their contribution to improving the socio-economic conditions of the community
(Omidvar, Confetto, and Palazzo 2025)(Rodrigues and Rua 2025)(Tiirkes, Banacu, and Stoenica
2024). The issue at hand is how to maximize the business performance of SMEs in Langkat Regency
to significantly reduce poverty rates (Regif et al. 2023)(Isa et al. 2023)(Al-Somali et al. 2024). SME
business performance is influenced by various internal factors such as product innovation,
digitalization or technology utilization, and marketing strategies (Dzage and Szabados 2024)(Ndlovu,
Ndlovu, and Ebewo 2025)(Mkhize et al. 2025)

Currently, there are few comprehensive studies examining the SME Business Performance
Model in Reducing Poverty Rates in Langkat Regency. The growth of micro and small businesses
indirectly creates opportunities for activities that can reduce poverty rates (Khusnah and Soewarno
2024)(Suparyati et al. 2023). The following table shows data on the TPT, poor population, and
economic growth in Langkat Regency.

Tabel 1. TPT Data, % Poor Population and % Economic Growth in Langkat Regency

Year TPT % Poor Population % Economic Growth
2024 6,33 9,23 4,93
2024 6,88 9,49 4,69
2022 5,12 10,12 3,08

Source : BPS. Sumut.go.id

The table above shows that the open unemployment rate (TPT) from 2022 to 2024 has
increased, while the number of poor people has decreased, followed by economic growth. The data
shows the gap between theory and reality in Langkat Regency. The existence of MSMEs in Langkat
Regency plays an important role in reducing poverty. The following is a table of the number of
MSMEs based on the types of businesses in Langkat Regency.

Table 2. Number of MSMEs by Type of Business

No Type of Business Total
1 Trade Type MSMEs 4.191
2 MSMEs of industry type 28.273
3 MSME:s of agriculture type 1.670
4 Service tyoe MSMEs 4.987
5 UMKM Jenis Jasa 2.496
6 Other types of MSMEs 3.694
7 Total 45.311

Sourcer : Dinas Koperasi dan UMKM Kabupaten Langkat

The table above shows that the number of MSMEs in Langkat Regency continues to grow,
especially in the trade, culinary, and agriculture sectors. However, MSME players still face major
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challenges in improving their business performance. Therefore, it is important to formulate an
MSME business performance model that is relevant to the local characteristics of Langkat Regency
and can make a real contribution to reducing poverty (Rahman et al. 2023)(Lamaile and Trihadmini
2022). This research is expected to serve as the basis for formulating more effective SME
empowerment strategies that directly impact the improvement of the local community's standard of
living (Penulis and Rakhmat Yanti 2024)(Anatan and Nur 2023)(Djatmiko and Pudyastiwi 2020).

The first factor influencing SME business performance is product innovation. Product
innovation in SMEs is a crucial factor in enhancing competitiveness and economic growth. Product
innovation is something that SME actors must undertake to improve business performance, as
creativity can serve as a driver of business success in competition (Toni et al. 2025)(Sharabati et al.
2024)(Siuta-Tokarska, Kowalik, and Juchniewicz 2025). Product innovation can be defined as the
ability to create a new product. SME actors must prioritize creativity in product development as an
effort to enhance SME business performance. If innovation capabilities are strong, it will facilitate
SME actors in achieving their objectives(Tsiu et al. 2025)(Bidasari et al. 2023)(Lestari and Amri 2020).

This study (Singh and Kaunert 2024) shows that product innovation and digital marketing
simultaneously have a positive and significant impact on SME development. Partially, (Tirtayasa and
Rahmadana 2023)both also have a positive and significant impact on SME development. According to
(Natoil, Sopi, and Hartarini 2023), product innovation, such as new products, quality improvements,
and flavor and packaging diversification, positively impacts customer growth and revenue. Research
(Fathia et al. 2022) shows that product innovation has a positive impact on SME performance.
Organizational learning and market orientation significantly moderate this relationship,
strengthening the positive effect of product innovation on SME performance. Research (Kurnia,
Raharja, and Sugiarto 2019) shows that product innovation has a significant impact on marketing
performance in SMEs. This indicates that product innovation can enhance SME marketing
performance.

The phenomenon of SME product innovation in Langkat Regency is still ineffective in
optimally driving SME business performance. Efforts to enhance creativity, utilize digital technology,
and provide training tailored to SME needs are essential to improve SME business performance in
Langkat Regency.

The second factor influencing SME business performance is digitalization or technology
utilization. Digitalization or the use of technology opens access to broader markets, improves
production efficiency, and expands business opportunities (Diwayana Putri Nasution 2023). As SMEs
develop digitally, the potential for job creation increases, directly impacting the reduction of
unemployment and poverty rates (Weldeslassie et al. 2019). By leveraging technologies such as e-
commerce, social media, and digital applications, SMEs can sell their products to much broader
markets, even across regions and countries(Purwanto et al. 2022)(Julius Adebiyi, Ally Banjo, and
Omonze Regin 2017)(Harini et al. 2023) .

In the study (Nasutra, Djufri, and ... 2021) Digitalization of MSMEs as a Strategy for
Community Economic Empowerment and Poverty Alleviation: The Role of Digital Technology in
Empowering MSMEs and Its Impact on Community Welfare in Rural Areas, digitalization of MSMEs
in the informal sector has a positive impact on job creation and income growth (Bismala 2017). This
study (Bisnis 2024) emphasizes that digital transformation is one of the instruments for achieving
inclusive economic growth. The SEM model shows that digitalization has a direct impact on
improving SME business performance and an indirect impact on reducing poverty through increased
household economic capacity (Meiria, Hamid, and Aishah 2019).

The phenomenon observed is that digitalization or the use of technology by SMEs in Langkat
Regency is still in its early stages and requires serious support, both in terms of training,
infrastructure, and policies that prioritize digital economic empowerment. If these challenges can be
overcome, SME digitalization has great potential to improve the business performance of small
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businesses while contributing to poverty reduction through increased income and expanded market
access.

The third factor influencing SME business performance is marketing strategy. Marketing
strategies play a crucial role in the success of SMEs, as they can help businesses introduce products,
reach customers, increase sales, and strengthen their market position amid competition (Saraswati
and Sudarmiatin 2024)(Sudirman and Pusat 2023)(Ismanu, S., Kusmintarti, A., & Riwajanti 2021). The
implementation of the ASEAN Economic Community (AEC) as a sign of a free market within the
ASEAN region, including Indonesia, presents both opportunities and challenges for domestic
producers (Si et al. 2020)(Nuarisa, Aziz, and Retnowati 2024)(Mila, Nurhidayah, and Finansial 2022).
The ease with which goods from the ASEAN region enter Indonesia intensifies competition in the
market (Nasution 2022).

According to (Hamzah et al. 2025), digital marketing strategies have been proven to increase
the competitiveness and sales of MSMEs. The use of social media such as Instagram, WhatsApp
Business, and e-commerce is an important factor in successful promotion (Umkm et al. 2018). The
digitization of marketing strategies not only facilitates customer access to products but is also a key
factor in improving the operational effectiveness and growth of MSMEs (Dorfleitner, Hornuf, and
Kreppmeier 2021). The implementation of effective marketing strategies, such as branding,
storytelling, and promotions through social media, has been proven to increase customer loyalty and
positively impact the performance of SMEs (Yilmazel 2025). Changes in consumer trends in the new
normal era require SMEs to adjust their marketing strategies (Merhi and Bregu 2020) . This
adaptation significantly influences the sustainability and improvement of business performance
(Munadjat, Tasrif, and Bayu 2016).

The phenomenon of insufficient SME marketing strategies in Langkat Regency is caused by
several factors, including a lack of education, limited digital infrastructure, minimal promotion, and
weak collaboration among SME actors. The lack of technological understanding and low
participation in training are obstacles that need to be addressed to achieve optimal results. SME
marketing strategies in Langkat Regency demonstrate efforts by various parties to improve SME
business performance through digitalization and training. Therefore, an integrated approach is
needed through regular training, digital infrastructure support, and synergy between the
government, businesses, and academia.

The urgency of this research is based on the absence of a business performance model for
micro, small, and medium enterprises in reducing poverty rates in Langkat Regency. The research
problem statement is whether a business performance model based on innovation, digitalization, or
technology utilization and marketing strategies can reduce poverty rates in Langkat Regency?
Furthermore, this research is very important and needed, especially by MSME actors in Langkat
Regency, to improve business sustainability and its contribution to reducing poverty rates. The
planned target is to produce a concept and model of MSME business performance and its impact on
poverty reduction in Langkat Regency.

2. RESEARCH METHOD

The type of research is a quantitative model with descriptive verification. According to (Helwig,
Hong, and Hsiao-wecksler 2021), descriptive refers to a problem formulation that is related to
questions about the existence of independent variables, while verification refers to testing the
hypothesis of descriptive research results with statistical calculations so that the results show
whether the hypothesis can be rejected or accepted. In this study, the descriptive method was used
to describe or explain the problem related to the independent variable, namely Business Performance
in Langkat Regency. The subjects of this study were 50 MSMEs located in Langkat Regency, spread
across twenty-three districts. The data collection technique in this study involved distributing
questionnaires to 50 respondents.
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Data analysis was performed using Structural Equation Modeling (SEM) with a Partial Least
Squares (PLS SEM) approach. The analysis stages included testing reliability and validity using
Cronbach's Alpha and Composite Reliability (CR) to measure internal consistency, as well as Average
Variance Extracted (AVE) to test convergent validity. Next, structural model analysis was conducted
to test the direct relationship between business performance, product innovation, and marketing
strategy, as well as to measure poverty rates as a mediating variable. To confirm the mediating effect,
the bootstrapping method was used, which allows for testing the significant role of poverty rates in
strengthening the relationship between independent and dependent variables.

3. RESULTS AND DISCUSSIONS

3.1 Respondent Characteristics

Jenis UMKM
Kabupaten Langkat

B Kuliner
M Pertanian
Produk Lokal

W Jasa

Source : Data by Researchers (2025)

Based on the diagram above, the number of respondents who participated in the survey can
be seen from several parameters, which are expected to illustrate the model for improving the
business performance of MSMEs in Langkat Regency. The number of respondents based on the types
of MSMEs in Langkat Regency consists of 35% culinary, 30% agriculture, 20% local products
(handicrafts, herbs, processed products), and 15% services.

3.2 Model Formation
a. Model Basis

The model formation in this study is based on a combination of two research models, namely
the research (Nasutra et al. 2021). Based on these two models, there are several theories that form the
model, so this study will explain in detail the theories that form the model:

b. Modell

Aspects of corporate management serve as guidelines for conducting business management.
Although they are small and medium-sized enterprises, SMEs need to implement business
management to effectively apply management principles, enabling them to evaluate their operations
and track their progress. Throughout this process, a SWOT analysis is conducted to identify
strengths, weaknesses, opportunities, and threats in business competition. SMEs must consider how
to conquer competitive markets outside their region. Several criteria that can serve as the basis for
measuring SME performance include business turnover, customer satisfaction, employee satisfaction,
production efficiency and effectiveness, and product distribution. Product distribution provides
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opportunities to access broader markets, which impacts the business turnover that can be achieved.
Customer satisfaction needs to be measured because the basis for business development is customer
needs, desires, and satisfaction. If customers are satisfied, the opportunities for business
development will be greater. From an internal business perspective, employee satisfaction needs to
be maintained. Employees who are satisfied with what they receive from the company they work for

will give their best performance for the company. Satisfaction is not only about compensation but
also about the quality of internal relationships.
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Figure 1. MSMEs Management Model

3.3 Data Testing Results

This stage involves assessing convergent validity criteria. An indicator is considered to have
good validity if it has a factor loading value greater than o.70. Factor loading values between o0.50 and
0.60 can still be retained for models that are still in the development stage. Based on the estimation
results using the SmartPLS 3.0 application, the output is as shown in the table below:

a. Evaluation of Measurement Model

Table 1. Measurement of convergent validity and internal consistency reliability

Poverty Rate (Y) Digitization (X) Product Innovation Marketing Strategy
(X1) (X3)

AK1 0,6451

AK2 0,6514

AK3 0,5771

AK4 0,4778

AKs 0,5972

DG 0,4743

DG2 0,6500

DG3 0,5806

DG4 0,6708
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DGs 0,5979

IP1 0,5382

P2 0,5646

IP3 0,5535

P4 0,5958

IP5 0,5986

SP1 0,3646
SP2 0,4549
SP3 0,6625
SP4 0,6569
SPs 0,5813

Source : Data by Researchers (2025)

Based on the table above, it can be seen that there are 20 indicators consisting of 4 variables.
The first is the Product Innovation variable, which consists of 5 indicators. Of the 5 indicators, the
value is < 0.70. Next is the digitization variable, which consists of 5 indicators. Of the 5 indicators, all
have values < 0.70. The Marketing Strategy variable consists of 5 indicators. Of the 5 indicators, all
have values < 0.70. The Poverty Rate variable consists of 5 indicators. Of the 5 indicators, all have
values < 0.70.

An individual's reflexive measure is considered high if it is above 0.70 and correlates with the
construct being measured (Nasutra et al. 2021). Based on this criterion, indicators with loading values
below o.70 are excluded from the analysis, and re-estimation is performed. However, for the initial
stage of scale development, loading values between 0.50 and 0.60 are considered sufficient.

b. Construct Reliability and Average Variance Extracted (AVE)
The results of data processing show that:

Table 2. Average Variance Extracted (AVE)
Average Variance

Variable Extracted (AVE)
Angka Kemiskinan (Y) 0,506
Inovasi Produk (X1) 0,569
Digitalisasi (X2) 0,516
Strategi Pemasaran (X3) 0,547

Source : Data by Researchers (2025)

Table displays data showing that all Average Variance Extracted (AVE) values surpass the 0.5
threshold, confirming that the validity criteria have been met. The results indicate that the average
AVE value exceeds the required standard, demonstrating that the research construct exhibits strong
convergent validity. Additionally, the composite reliability score, which exceeds 0.7, affirms that the
indicators used in this study effectively measure the intended variables. These findings validate that
the research instrument meets the fundamental validity and reliability requirements.

c.  Hypothesis Test Results

Table 3. Direct Effect / Patch Coefficient

Standard

Original Sample Deviation T Statistics

Sample (O) Mean (M) (STDEV) (JO/STDEV]|) P Values
Inovasi Produk (X1) -> Angka
Kemiskinan (Y) 0,153 0,131 0,099 1.561 0,083
Digitalisasi (X2) -> Angka
Kemiskinan (Y) -0.115 -0.096 0,074 1.089 0,192
Strategi Pemasaran (X3) -> Angka
Kemiskinan (Y) 0,592 0,606 0.089 9.612 0.000

Source : Data by Researchers (2025)
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3.4 Model Evaluation Results

In this study, testing was conducted using the Partial Least Square (PLS) analysis technique
with the smartPLS 3.0 program. The following is the PLS Outer Model program model scheme that
was tested:

o
L
.

Figure 2. Model Result

The results of processing with SmartPLS 3.00 can be seen in the figure above, where the outer
model values between the construct and the variables have met convergent validity because the
indicators have validity values above o.5.

Validation of the MSME competitiveness model in the previous stage showed the factors that
influence the competitiveness of MSMEs in Indonesia, consisting of (i) variables that describe the
potential/input dimension, namely the availability of resources and environmental conditions; (ii)
variables that describe the process dimension, namely business management; (iv) variables
describing the performance/output dimension, namely business performance; and (v) variables
describing moderator factors or those facilitating the connection between factors in the potential,
process, and performance dimensions. An explanation of each variable is as follows:

a. Product Innovation in Reducing Poverty Rates

Product innovation plays a very important role in reducing poverty rates in Langkat
Regency. This regency has enormous potential in terms of natural resources and local wisdom,
ranging from the agricultural and plantation sectors to the household industry. However, many
MSME players still produce goods conventionally without any innovation that can increase their
selling value (Helwig et al. 2021). Through product innovation—whether in terms of packaging,
quality, functionality, or the utilization of local technology—products from Langkat can achieve
higher competitiveness in both national and international markets (Amelia et al. 2025). Innovation
also opens up new business opportunities that contribute to job creation, particularly in rural areas
that are hotspots for poverty. As income levels rise through innovative businesses, there will be a
direct improvement in living standards and a reduction in poverty rates (Merin-Rodrigaiiez et al.
2024). Therefore, the author believes that strengthening product innovation based on local potential
is an effective strategy to accelerate economic development and poverty alleviation in Langkat
District.

Business Performance Model of Micro, Small and Medium Enterprises (MSMEs) in Reducing Poverty Rates (Tyus
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The application of innovation in products enables SMEs in Langkat to increase sales,
strengthen brand image, and expand access to digital markets (Nursini 2020). This positively impacts
overall business performance, including revenue, profitability, and business sustainability. With
innovation, SMEs also become more adaptive to consumer trends and capable of surviving in crisis
situations such as pandemics or economic pressures. Therefore, the author believes that
strengthening product innovation is a highly relevant strategy for driving local business growth in
Langkat District. If supported by training, access to technology, and market support, the impact will
not only be felt by businesses but also by the local economy as a whole.

Research (Penulis and Rakhmat Yanti 2024) states that product innovation drives the
creation of new value, expands business opportunities, and provides flexibility for companies to
respond to market changes. They emphasize that innovative organizations have higher business
performance compared to competitors who are stagnant in product development. In the context of
SMEs, it was also found that product innovation significantly contributes to increased revenue and
operational efficiency, ultimately improving overall business performance. Meanwhile, according to
(Brixiova, Kangoye, and Yogo 2020), product innovation is the primary driver in strengthening a
company's market position. They explain that companies that actively engage in innovation are able
to achieve better performance, including in terms of market share, profits, and business
sustainability. This is reinforced (Joo, Kim, and Hwang 2024) by empirical evidence showing a
significant positive relationship between product innovation and business performance, both on a
small and large scale. Product innovation has a significant impact on improving business
performance, particularly for SMEs in Langkat District (Suparyati et al. 2023). This region has great
potential across various sectors, such as agriculture, fisheries, processed foods, and handicrafts.
However, many businesses still rely on conventional product models, making them less competitive
in the ever-changing market. Product innovation in terms of design, quality, packaging, and
technology utilization can increase product appeal while expanding the target market.

b. Digitalization or the Use of Technology in Reducing Poverty Rates

Digitalization is the process of integrating digital technology into all aspects of MSME
operations and management, from production, marketing, sales, to customer service. Digitalization
is not just a trend but a strategic tool for SMEs in Langkat Regency to improve business performance.
This improvement plays a significant role in reducing poverty rates through increased income, job
creation, and strengthening the local economy. The implementation of digitalization has proven to
significantly enhance the effectiveness, efficiency, competitiveness, and market reach of SMEs.
Digitalization is not just a trend but has become a strategic factor in improving SME business
performance. SMEs that optimally utilize technology tend to have better performance in terms of
sales, marketing, cost efficiency, and business resilience, thereby indirectly contributing to reducing
poverty rates through improved well-being of business operators.

Research on digitalization is a key determinant of competitiveness and long-term business
performance. There is a positive correlation between digital adoption and business performance.
Furthermore, digitalization research significantly impacts SME performance. The use of technology
has a positive impact on the managerial and financial performance of SMEs. Meanwhile, e-commerce
accelerates the growth of SME businesses. SMEs that adopt digital technology have greater potential
to create competitive advantages.

c.  Marketing Strategies in Reducing Poverty Rates

Based on the results of data analysis, it is evident that marketing strategies have a significant
impact on reducing poverty rates in Langkat Regency. These findings align with previous research
(Mkhize et al. 2025) which states that effective marketing strategies not only impact sales growth and
business expansion but also have a significant influence on reducing poverty rates, particularly
among small and medium-sized enterprises (SMEs). Marketing strategies are a series of activities
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designed to understand consumer needs, create value, and build long-term relationships with
customers (Hodija Siti 2018). When SMEs implement the right marketing strategies, they can
enhance their competitiveness, expand their market reach, and drive income growth. Research
(Anatan and Nur 2023) explains that inclusive marketing strategies focused on low-income
communities can empower them to become both producers and active consumers within the
economic system. This creates a healthy economic cycle and is one of the most effective ways to
reduce structural poverty. In their research (Aditi et al. 2022), it was found that marketing strategies
implemented effectively by SMEs, such as leveraging digital media, clear market segmentation, and
innovation in promotion and distribution, significantly increase revenue and create new job
opportunities. This directly contributes to improving the well-being of the community in the area.
Community-based marketing strategies tailored to local needs have proven effective in reaching
micro-markets and creating broad social impacts. When local SMEs can sell their products
sustainably and competitively, they not only boost their economic activities but also help reduce
unemployment and dependence on social assistance.

Marketing strategies have a very significant impact on reducing poverty rates in Langkat
Regency. This region possesses abundant natural resources and significant local economic potential,
particularly in the agriculture, fisheries, and small and medium industries sectors. Unfortunately,
many businesses in this area still face challenges in effectively marketing their products (Rahman et
al. 2023). By implementing the right marketing strategies—such as attractive product packaging,
competitive pricing, leveraging social media, and selecting appropriate distribution channels—local
products can gain a higher competitive edge (Fathia et al. 2022). This enhanced competitiveness will
directly impact increased business revenue, the creation of new job opportunities, and higher income
for the community (Al-Somali et al. 2024). In addition, digital marketing and promotion through
online platforms also provide great opportunities for MSMEs in Langkat Regency to penetrate
markets outside the region and even internationally. With broader market access, small businesses
that previously only sold products at the village or sub-district level can now scale up their
operations. This situation will certainly encourage local economic growth and contribute directly to
reducing poverty rates.

d. Business Performance in Reducing Poverty Rates

Based on the results of data analysis, poverty rates have a significant effect on business
performance in Langkat Regency. The results of this study are in line with previous research (Umkm
et al. 2018) which states that countries with high poverty rates tend to experience slow economic
growth and companies operating in these countries face difficulties in expanding their markets and
attracting investment. This affects business performance, which is often limited to the domestic
market with low purchasing power. Research (Ismanu, S., Kusmintarti, A., & Riwajanti 2021) shows
that regions with high poverty rates tend to have low purchasing power, which hinders SMEs from
growing and creating jobs. The inability to reach broader markets reduces the income potential of
SMEs, thereby hindering their performance in the long term. Meanwhile, research (Djatmiko and
Pudyastiwi 2020) explains that poverty reduces the market's ability to develop efficiently, and
MSMEs operating in areas with high poverty rates face difficulties in attracting consumers with
sufficient purchasing power. This situation hinders the increase in turnover and performance of
MSMEs.

Langkat Regency, an area with a still-high poverty rate, can have a significant impact on
business performance in the region, particularly for Micro, Small, and Medium Enterprises (MSMEs).
When communities live in poverty, their purchasing power is severely limited, affecting demand for
products and services. MSMEs, which are the backbone of the local economy, heavily rely on the
domestic market. When people's purchasing power is low, it is difficult for them to increase sales
volume and achieve greater profits (Maulana et al. 2025). Additionally, poverty in Langkat Regency
also affects the quality of the workforce. Many individuals from poor families struggle to access
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adequate education and training. This leads to low skills and productivity among the workforce,
which directly affects the quality of products produced by MSMEs (Valle et al. 2022). With low
productivity, MSMEs in Langkat Regency struggle to improve their competitiveness in both local and
broader markets. Widespread poverty also hinders infrastructure development and access to modern
technology (Ndlovu et al. 2025). MSMEs in areas with high poverty rates often lack the capital to
access the latest technology or upgrade their operational systems. As a result, they struggle to
innovate and improve efficiency, which ultimately has a negative impact on their business
performance.

4. CONCLUSION

This study aims to confirm the design of an indicator model that can influence the business
performance of MSMEs. The difference is that at this stage of the study, the design confirmation is
carried out by adding the Poverty Rate variable and through primary data collection, which is then
processed quantitatively using the Smart PLS 3.0 analysis tool to provide a statistically valid model.
From the study results, it was found that adjustments are needed to the model design developed in
the previous study. Based on primary questionnaire data from 50 SMEs in Langkat Regency, it was
found that the factors influencing SME business performance in Langkat Regency contribute to
reducing the poverty rate.
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