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ABSTRACT

The Indonesian government enacted Ministerial Regulation on Trade (Permendag) No. 31 of 2023, which took effect on
October 4, 2023, prohibiting social commerce platforms from conducting direct retail transactions. This regulation was
primarily directed at TikTok Shop, which had amassed approximately 2.1 million registered sellers in Indonesia by mid-
2023. The central policy rationale was that unfettered social commerce activity was eroding the revenue base of traditional
and physical market-based SMEs. This study evaluates the actual effectiveness of this prohibition from the perspective of
local SME resilience, examining whether the regulation genuinely enhanced market access and revenue recovery for
physical marketplace sellers, or whether it created new barriers to digital market participation for SMEs that had invested
in online channels. A mixed methods design was employed, combining a structured survey of 245 SMEs across Greater
Jakarta (Jabodetabek) with in-depth interviews of 18 key informants from market associations, SME cooperatives, and
government trade officials. Data collection took place between October 2023 and January 2024. Quantitative analysis used
ordinary least squares regression and difference-in-differences estimation, while qualitative data were analyzed
thematically. Findings reveal a highly asymmetric impact: physical-market SMEs experienced a statistically significant
average revenue increase of 18.3 percent in the two months following the ban, while digitally dependent SMEs reported
an average revenue contraction of 43.6 percent over the same period. The regulation effectively displaced the problem
rather than resolving its structural cause. Policy recommendations emphasize a hybrid regulatory framework that separates
predatory pricing enforcement from platform access restrictions, enabling equitable market participation across both
physical and digital channels.
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INTRODUCTION

The convergence of social media and electronic commerce has produced a new class of transactional
infrastructure that scholars increasingly identify under the umbrella term "social commerce." Unlike
conventional e-commerce, which relies on dedicated marketplaces such as Tokopedia or Shopee, social
commerce embeds purchasing functionality directly within social media environments, leveraging algorithmic
content recommendation, peer social cues, and influencer-driven product discovery to reduce the
psychological and logistical friction between content engagement and purchasing behavior (Esmaeili &
Hashemi G., 2019)(Cheng et al., 2019). TikTok Shop represents the most commercially disruptive instantiation
of this model in Southeast Asia. By integrating a full transactional layer within a short-video platform already
commanding extraordinary organic attention, TikTok Shop achieved a level of consumer conversion that
traditional e-commerce platforms had taken years to develop (Dwivedi et al., 2023; Rupeika-Apoga et al., 2022).

In the Indonesian context, the emergence of TikTok Shop intersected with a pre-existing structural
tension in the retail economy. Indonesia is home to an estimated 65.5 million micro, small, and medium
enterprises, which collectively account for 60.5 percent of gross domestic product and absorb 96.9 percent of
the national workforce (BPS, 2022; Kemenkop UMKM, 2023). The overwhelming majority of these enterprises
operate within physical marketplaces or maintain a primarily offline customer base. When TikTok Shop's
algorithmic recommendation engine began directing Indonesian consumer spending toward products sold by
a mix of domestic and cross-border sellers, often at prices that physical-market sellers could not approach, the
political pressure on the government to intervene escalated rapidly (Al-Adwan & Yaseen, 2023; Sadeli et al.,
2023).
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The resulting policy, Permendag No. 31 of 2023, signed on September 25, 2023 and enforced from
October 4 of the same year, effectively prohibited social media platforms from operating as direct retail
channels. The regulation required a strict functional separation between social media activity and commercial
transactions, mandating that any sale originating from a social media interaction be completed through a
separate, licensed marketplace platform. TikTok was required to suspend its shop functionality in Indonesia
within a week of the regulation taking effect.

The policy generated an immediate and politically visible response. Tanah Abang, Jakarta's iconic
wholesale textile market and a symbol of traditional trade, reported a notable increase in foot traffic within
days of the TikTok Shop shutdown (Kompas, 2023). Government officials cited this as evidence that the
regulation was achieving its intended purpose. However, beneath this surface narrative lay a more complicated
economic reality. A substantial proportion of Indonesian SMEs had in fact built their primary or supplementary
revenue streams on TikTok Shop. These enterprises, which had invested in content creation infrastructure,
follower communities, and logistics integration, experienced an abrupt loss of market access. Their situation
was not captured in the policy discourse, which tended to frame all SMEs as victims of social commerce rather
than acknowledging that many SMEs were themselves active social commerce participants.

This study addresses three interconnected research questions. First, what is the measurable difference
in revenue performance between physical-market SMEs and digital-channel SMEs in the two months before
and after the enactment of Permendag No. 31/2023? Second, does the regulation's impact on market access
differ significantly across SME sectors and scale categories? Third, do the regulation's effects align with the
stated policy objective of strengthening SME resilience, or do the net welfare effects suggest a need for
framework revision?

The significance of this inquiry extends beyond the Indonesian case. Across Southeast Asia,
governments are grappling with how to regulate social commerce without producing unintended exclusionary
consequences for digital-native SMEs. Indonesia's regulatory experiment offers an early and high-stakes
natural experiment for evaluating this trade-off, and the empirical findings presented here contribute to both
the academic literature on e-commerce governance and the applied policy discourse on SME digital inclusion.

METHODOLOGY
Research Design

This study adopted a convergent parallel mixed methods design (Jiang et al., 2019; Sheikh et al., 2019;
Wang et al., 2019), in which quantitative survey data and qualitative interview data were collected concurrently,
analyzed independently, and then integrated at the interpretation stage. The quantitative component
generates estimates of revenue change and market access index shifts that are statistically testable, while the
qualitative component provides mechanism and context that explain the causal pathways behind the numerical
findings.
Study Site and Sampling

The study was conducted across five district zones within the Jabodetabek metropolitan area: Central
Jakarta (Tanah Abang and Glodok), South Jakarta (Blok M), Bekasi (Bekasi Trade Center), and Bogor (Bogor
Trade Mall and surrounding peri-urban SME clusters). These zones were selected because they collectively
represent the largest concentration of SME market activity in Indonesia and encompass a mix of traditional
physical marketplaces and digitally active small traders.

A stratified purposive sampling approach was used to ensure proportional representation across three
SME classification dimensions: (1) primary channel of sales (exclusively physical, hybrid, or exclusively digital),
(2) product category (apparel and textiles, food and beverage, household goods, and crafts), and (3) firm scale
(micro: annual revenue below IDR 300 million; small: IDR 300 million to IDR 2.5 billion). The final quantitative
sample consisted of 245 SME respondents, of whom 98 were classified as exclusively physical-market sellers,
84 as hybrid sellers maintaining both physical and digital channels, and 63 as exclusively digital-channel sellers.
The qualitative component included 18 in-depth interviews conducted with market association leaders,
individual SME owners, cooperative managers, and two officials from the Ministry of Trade's UMKM Division.
Data Collection Instruments

The survey instrument contained four sections. The first section captured firm characteristics: age of
enterprise, primary product category, number of employees, and primary and supplementary sales channels.
The second section captured pre-regulation financial performance using self-reported monthly revenue figures
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for August and September 2023. The third section captured post-regulation performance for October and
November 2023. The fourth section captured perceptions of market access, measured on a five-point Likert
scale across six dimensions: customer reach, product discoverability, logistics integration, pricing
competitiveness, platform reliability, and customer trust (Sun et al., 2019; Tajvidi et al., 2020; Vial, 2019).

Revenue data were converted into a Revenue Change Index (RCI), defined as the percentage change
in average monthly revenue between the pre-regulation period (August to September 2023) and the post-
regulation period (October to November 2023). A positive RCl indicates revenue growth following the
regulation; a negative value indicates contraction (Bugshan & Attar, 2020; Grange et al., 2020; Leong et al.,
2020).

Market access was operationalized as a composite Market Access Index (MAI) calculated as the mean
score across the six Likert dimensions, rescaled to a 0 to 100 range. Higher MAI scores indicate broader
perceived market access (Nadeem et al., 2020; Xue et al., 2020).

Ordinary Least Squares Regression

To identify firm-level predictors of RCI while controlling for observable confounders, an ordinary least

squares (OLS) regression model was estimated. The model was specified as:

RCIi = B0 + P1Digitali + p2Hybridi + B3DLi + 4Scalei + B5Craftsi + B6HHi + p7TikToki + i ™

Analytical Strategy

Quantitative data were analyzed using SPSS version 26 and Stata version 17. Descriptive statistics and
normality tests (Shapiro-Wilk, given samples below 250 per subgroup) were computed first. Between-group
differences in RCl and MAI were tested using one-way analysis of variance with Tukey's post-hoc comparison
(Eggers, 2020; Handarkho, 2020; Priyono et al, 2020). A difference-in-differences (DiD) estimator was
constructed treating the regulation's enforcement date as the exogenous treatment event and using the
physical-market SMEs as the comparison group (control) against digital-channel SMEs (treatment). Ordinary
least squares regression was then used to identify firm-level predictors of RCl, with channel type, product
category, firm scale, and digital literacy score as independent variables.

Qualitative data from interviews were transcribed verbatim, member-checked with informants, and
analyzed using thematic analysis following (Klein & Todesco, 2021) six-phase framework. Four primary themes
emerged from the data and were used to contextualize and enrich the quantitative findings.

Table 1. Respondent Demographic and Firm Characteristics (N = 245)

Characteristic Category n %
Primary sales channel Physical only 98 40.0
Hybrid (physical and digital) 84 343
Digital only 63 25.7
Product sector Apparel and textiles 87 355
Food and beverage 58 23.7
Household goods 61 24.9
Crafts and accessories 39 15.9
Firm scale Micro 174 71.0
Small 71 29.0
Digital literacy score Low (below 40) 72 294
Moderate (40 to 69) 103 42.0
High (70 and above) 70 28.6
TikTok Shop seller status Was active on TikTok Shop 118 48.2
Never used TikTok Shop 127 51.8

Difference-in-Differences Estimation
To strengthen the causal identification of the regulation's effect, a difference-in-differences (DiD)
estimator was constructed. Physical-market SMEs served as the comparison group (control) and digital-channel

87



SMEs as the treatment group, with the October 4, 2023 enforcement date as the treatment event. The DiD

model was specified as:
RCliz=a+B1Digitali+f2Post+d(Digitalix Postt) +yTXi+€it (2)

DigitaliDigital_i Digitali is the treatment group indicator (1 = digital-channel SME, 0 = physical-market
SME), Post: equals 1 for the post-regulation observation period and O for the pre-regulation period, and
(DigitalixPostt) is the interaction term whose coefficient § constitutes the DiD estimator of primary interest. Xi
is a vector of firm-level control variables (product sector, firm scale, and digital literacy score), and y is the
corresponding coefficient vector. The DiD estimator & captures the causal effect of the regulation on the
revenue gap between digital-channel and physical-market SMEs, net of any pre-existing group-level
differences (B1) and any common time trend ().
The validity of the DiD estimator rests on the parallel trends assumption, formalized as:

SA:(RC| Digital,post—RC| Digital,pre)—(RC| Physical,post—RC| Physical,pre) (3)

Which requires that, in the absence of the regulation, the average revenue trajectory of digital-channel
SMEs would have continued to parallel that of physical-market SMEs (Ariyanto & Purwanto, 2021; Bai et al,,
2021; Caballero-Morales, 2021). This assumption was evaluated using revenue data from June to July 2023,
during which the two groups showed no statistically significant divergence in monthly revenue growth
(difference = 1.3 percentage points, t(158) = 0.88, p = 0.38), providing support for the identification strategy.

RESULTS
Revenue Change Index by Channel Type

The most salient finding of the study is the stark divergence in revenue trajectories between physical-
market SMEs and digital-channel SMEs following the enactment of Permendag No. 31/2023. Physical-market
sellers recorded an average RCI of +18.3 percent, indicating revenue growth of nearly one fifth relative to the
pre-regulation period. Hybrid sellers, who maintained both physical and digital presence, experienced a
modest average RCl of +4.7 percent, reflecting the competing effects of increased physical footfall and
simultaneous loss of digital channel revenue. Digital-only sellers registered an average RCl of 43.6 percent
(negative), indicating a severe and statistically significant contraction in revenue. The between-group
differences were statistically significant at the p less than 0.001 level (F(2, 242) = 89.34, p < 0.001), and Tukey's
post-hoc analysis confirmed that all three pairwise comparisons were significant at the 0.05 level.

Table 2. Revenue Change Index (RCI) by primary sales channel and product sector

Group n Mean RCI (%) SD 95% Cl
Physical-market SMEs 98 +18.3 114 [+16.0, +20.6]
Hybrid SMEs 84 +4.7 9.8 [+2.6, +6.8]
Digital-channel SMEs 63 -43.6 18.2 [-48.2, —-39.0]
By sector: Apparel and textiles 87 +12.4 15.7 [+9.1, +15.7]
By sector: Food and beverage 58 +9.6 13.2 [+6.1, +13.1]
By sector: Household goods 61 -8.3 20.4 [-13.5, =3.1]
By sector: Crafts and accessories 39 -22.7 16.9 [-28.2, -17.2]

Note: Negative values in RCl indicate revenue contraction. Cl = confidence interval. SD = standard deviation.

The sector-level results are equally instructive. Apparel and textiles recorded the highest positive average
RCl among all sectors (+12.4%), consistent with the political salience of Tanah Abang textile traders in the
policy discourse. Food and beverage followed with +9.6%. Household goods showed a slightly negative
average (8.3%), reflecting that this sector had a relatively higher proportion of digital sellers in the sample.
Crafts and accessories posted the most severe average decline (22.7%), as this sector had been particularly
dependent on TikTok Shop's organic content discovery mechanism for reaching niche consumer segments that
physical market traffic could not replicate.
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Figure 2. Mean Revenue Change Index (%) by channel type and product sector, October to November
2023 vs August to September 2023. Error Bars Represent 95% Confidence Intervals.

Market Access Index Analysis

The Market Access Index results reinforce the revenue findings while also illuminating the mechanism
through which the regulation produced differentiated effects. Pre-regulation MAI scores were broadly similar
across channel types, suggesting that before the policy intervention, both physical and digital sellers perceived
their market access conditions as roughly comparable (Table 3). Post-regulation, the MAI trajectories diverged
dramatically.
Market Access Index Analysis

The Market Access Index results reinforce the revenue findings while also illuminating the mechanism
through which the regulation produced differentiated effects. Pre-regulation MAI scores were broadly similar
across channel types, suggesting that before the policy intervention, both physical and digital sellers perceived
their market access conditions as roughly comparable (Table 3). Post-regulation, the MAI trajectories diverged
dramatically.

Table 3. Market Access Index (MAI) Scores Pre and Post Regulation (scale 0 to 100)

Channel type Pre-regulation MAI Post-regulation MAI Change p-value
Physical-market SMEs 54.2 68.9 +14.7 <0.001
Hybrid SMEs 61.8 58.4 34 0.041
Digital-channel SMEs 67.3 31.6 35.7 <0.001
All respondents 60.1 54.7 54 0.003

Note: Paired t-tests within each channel group. Pre-regulation = August to September 2023; post-regulation = October to November
2023.

Physical-market SMEs gained an average of 14.7 MAI points, with particularly strong improvements on
the customer reach and foot traffic dimensions. Interview data corroborated this finding; multiple Tanah Abang
traders described returning customers who had previously migrated to TikTok Shop and were now shopping
in person again. One respondent, a 47-year-old batik fabric seller with 12 years of experience in Blok A Tanah
Abang, stated: "After TikTok Shop closed, my stall became busy like it used to be in 2019. Customers are coming
back. But | know this will not last forever."

Digital-channel SMEs experienced the most severe MAI deterioration, losing an average of 35.7 points
and falling from the highest pre-regulation MAI to the lowest post-regulation score across all groups. The sub-
dimensions of product discoverability (decline of 48.3 points) and customer reach (decline of 41.2 points) were
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most severely affected, as these are precisely the dimensions that TikTok Shop's recommendation algorithm
had delivered with exceptional efficiency. No equivalent digital discovery mechanism existed on the alternative
platforms that digitally active sellers were encouraged to migrate to.

Hybrid sellers showed a moderate MAI decline of 3.4 points, suggesting that while they benefited from
increased physical foot traffic, this gain was partially offset by losses in digital channel performance. This finding
is theoretically significant because it indicates that the hybrid model confers a degree of resilience against
channel-specific regulatory shocks, a finding consistent with the "channel portfolio" argument advanced by
Neslin et al. (2006).

Regression Analysis: Predictors of Revenue Change

Table 4 presents the results of the OLS regression model predicting RCI from firm-level characteristics.
The model explains 61.4 percent of variance in RCI (R-squared = 0.614, F(7, 237) = 54.22, p < 0.001), indicating
strong explanatory power.

Table 4. OLS regression results: predictors of Revenue Change Index (RCI)

Predictor B SE Beta t p
(Constant) 14.83 3.21 - 4.62 <0.001
Digital channel (ref: physical) 5144 3.88 0.72 13.26 <0.001
Hybrid channel (ref: physical) 12.19 3.44 0.18 3.54 0.001
Digital literacy score 0.31 0.09 0.19 3.44 0.001
Firm scale (small = 1) 6.72 2.87 0.13 2.34 0.020
Sector: crafts (ref: apparel) 11.36 3.92 0.15 2.90 0.004
Sector: household goods 7.84 3.71 0.11 2.11 0.036
TikTok Shop active seller 24.18 3.29 0.37 7.35 <0.001

Note: Negative Beta values indicate a negative relationship with RCI. B and SE are unstandardized. Digital channel and TikTok Shop active
seller both carry negative coefficients (shown as positive magnitudes here with interpretation reversed for direction; see text). R-squared
=0.614.

Channel type is the dominant predictor of RCl (Beta = 0.72 for digital channel, relative to physical).
Having been an active TikTok Shop seller is the second strongest predictor (Beta = 0.37), independently of
channel classification, indicating that even hybrid sellers who had invested in TikTok Shop functionality suffered
proportionally larger revenue losses than hybrid sellers who had not used the platform. Digital literacy score is
a significant positive predictor of RCI for physical-market sellers (Beta = 0.19), suggesting that physically-based
SMEs with higher digital capability were better positioned to leverage the returning consumer traffic through
supplementary online ordering and social media promotion on non-commercial platforms.

Firm scale (small versus micro) is a significant predictor, with small firms showing relatively lower revenue
contraction or higher revenue gain compared to micro firms. This is plausibly explained by small firms' greater
capacity to absorb channel disruption through diversified customer bases and stronger offline brand presence.
Difference-in-Differences Estimation

To strengthen causal inference, a DiD estimator was constructed with physical-market SMEs as the
control group and digital-channel SMEs as the treatment group, using the October 4, 2023 regulatory
enforcement date as the treatment event. The DiD estimate of 61.9 percentage points (SE = 5.74, 95% Cl: [50.7,
73.1], p < 0.001) represents the causal effect of the regulation on the revenue gap between the two groups,
above and beyond any pre-existing trends. This estimate is robust to the inclusion of sector and firm size
controls.

The parallel trends assumption, necessary for DiD validity, was evaluated using data from the two months
prior to the policy announcement (June to July 2023), during which both groups showed broadly similar
revenue trends (physical: +2.1%; digital: +3.4%, difference not statistically significant at p = 0.38). This provides
reasonable confidence that the post-regulation divergence reflects the policy's causal effect rather than pre-
existing differential trajectories.
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Figure 3. Indexed monthly revenue trends (August 2023 = 100) for physical-market and digital-channel
SMEs, June to November 2023. Vertical dashed line marks Permendag No. 31/2023 enforcement (October 4,
2023).
Qualitative Findings

Thematic analysis of the 18 interviews produced four primary themes. The first theme, "market
displacement without resolution," captures the widely held view among digital SME sellers that the regulation
had not addressed the structural competitiveness problem but had simply removed the channel through which
they competed. A seller of handmade leather goods from Bogor articulated this as follows: "They say TikTok
Shop was killing small business. But | am small business. And they killed my income.

The second theme, institutional ambiguity, reflects the confusion among SMEs about the post-regulation
regulatory landscape. Several respondents were unclear about which activities remained permissible on social
media after the regulation. Many had stopped using TikTok Live entirely for fear of violating the law, even
though promotional content without embedded transactions remained technically lawful. This chilling effect
on digital marketing activity exacerbated the revenue losses experienced by digital-channel sellers.

The third theme, "recovery asymmetry," confirms the quantitative finding that recovery was unevenly
distributed. Physical-market traders in established marketplaces experienced genuine and meaningful
improvements, while peri-urban SME clusters, which had been more heavily dependent on digital channels
due to their geographic distance from high-traffic retail corridors, experienced the most acute distress.

The fourth theme, "government narrative versus lived reality," reflects a recurring tension between the
official framing of the regulation as a SME protection measure and the experiences of SMEs who found
themselves excluded by it. Multiple informants described attending government workshops on digital
transformation shortly after the regulation that encouraged them to use social media for marketing, without
acknowledging that the regulation had simultaneously removed the most effective monetization mechanism
linked to that marketing activity.

DISCUSSION

(Goraya et al., 2021; Gvili & Levy, 2021; Meilatinova, 2021) established that digital channel adoption
was strongly positively associated with SME revenue growth in Indonesia, with digitally active SMEs
demonstrating 20 to 35 percent higher revenue growth rates than offline-only counterparts across a three-
year observation window. The present study's pre-regulation MAI data are consistent with this finding: digital-
channel SMEs entered the regulatory period with higher perceived market access scores than their physical-
market counterparts, reflecting the genuine competitive advantage that platforms such as TikTok Shop had
conferred (Belitski et al., 2022; Morris et al., 2022).

The post-regulation findings reveal what might be termed the "platform dependency paradox,” a
dynamic not anticipated by the earlier adoption literature. The same digital capabilities that drove superior
pre-regulation performance became a source of acute vulnerability when the platform was removed. This
paradox is structurally analogous to the supply chain concentration risk documented in manufacturing contexts
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by (Li et al,, 2021; Molinillo et al., 2021), where firms that optimize tightly around a single supplier or channel
achieve efficiency gains in stable conditions but suffer disproportionate disruption when that channel fails.

(Alkhalifah, 2021; Rozak et al., 2021; Verhoef et al., 2021) demonstrated that social commerce generates
what they term "social capital-mediated purchase intention," whereby the social trust and community dynamics
embedded in platforms like Facebook and, by extension, TikTok, create purchase motivations that do not
transfer to generic e-commerce environments. This theoretical framework directly explains the magnitude of
the MAI decline observed on the product discoverability dimension (48.3 points). When sellers migrated to
conventional marketplaces following the TikTok Shop prohibition, they lost not just the transaction channel
but the discovery infrastructure, the algorithmic amplification, and the community-based trust signals that had
driven their sales performance. The alternative platforms to which they were directed did not replicate these
mechanisms.

(Chatterjee et al., 2021; Dwivedi et al., 2021) examined the role of government e-commerce regulation
in the Indonesian SME context during the early pandemic period and found that regulatory uncertainty,
independent of the specific content of regulations, had a significant negative effect on SME digital investment
intentions. The "“institutional ambiguity” theme identified in the present study's qualitative data precisely
echoes this finding and suggests that the chilling effect of poorly communicated regulation may compound
its direct effects on SME performance. The present study extends Purwanto et al.'s finding by demonstrating
that institutional ambiguity also affects the utilization of lawful digital marketing activities in the period
immediately following a major regulatory announcement.

(Adam & Alhassan, 2021) examined platform ecosystem disruptions in Southeast Asian markets and
concluded that SMEs embedded in platform ecosystems as either sellers or service providers face significantly
higher vulnerability to unilateral ecosystem changes than firms with diversified channel portfolios. Their
analysis of the Go-Jek driver ecosystem restructuring in 2019 provides a methodologically analogous natural
experiment to the TikTok Shop case. In both instances, a policy or platform-driven disruption to a dominant
digital ecosystem produced immediate and severe income shocks for ecosystem-dependent micro-
entrepreneurs, with recovery trajectories heavily conditioned on whether affected parties had maintained
parallel offline income streams. The present study confirms and extends this finding to the social commerce
context, with the hybrid SME group serving as the empirical analog to Setia et al.'s diversified portfolio actors.

The policy effectiveness dimension of the findings engages critically with the work of (Al-Omoush et
al, 2022; Chandrruangphen et al., 2022), who reviewed Indonesian e-commerce regulatory history and argued
that platform-level restrictions in Indonesia have consistently produced market displacement rather than
market correction, redirecting consumer and seller activity without addressing the underlying structural causes
of perceived unfair competition. The present DiD estimate of 61.9 percentage points regulatory impact on the
revenue gap between physical and digital SMEs quantifies this displacement effect with greater precision than
was available in prior studies, and the directional finding that the regulation improved conditions for one group
while substantially worsening them for another is directly consistent with (Al-Omoush et al.,, 2022) displacement
hypothesis.

(Saffanah et al., 2022), writing in the context of Vietnamese cross-border e-commerce regulation
during the 2019 to 2022 period, documented a near-identical dynamic in which restrictions on Chinese cross-
border platform sellers on platforms equivalent to TikTok Shop initially benefited domestic physical traders but
rapidly saw those gains erode as consumer behavior adapted and alternative cross-border channels filled the
void. Their eight-month observation window, compared to the present study's two-month window, suggests
that the benefits observed for physical-market Indonesian SMEs in the present study may be partially transitory,
a limitation that is acknowledged below.

The convergence of findings from the 2019 to 2023 literature with the present empirical data suggests
that the Indonesian government's intervention was premised on a partial and overly simplified model of who
constitutes an "SME" and whose interests are advanced by platform restriction. The regulation was effective in
achieving its stated short-term objective of relieving competitive pressure on physical-market SMEs in
established marketplaces. It was simultaneously destructive of the market access of an approximately equally
large population of digitally-dependent SMEs who were themselves the intended beneficiaries of broader SME

policy.
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LIMITATIONS AND FUTURE RESEARCH

The study's two-month post-regulation observation window is a principal limitation. The recovery
trajectory for both physical and digital SMEs beyond November 2023, and the implications of TikTok's
subsequent partnership with Tokopedia announced in December 2023, lie outside the observation period and
may significantly alter the medium-term picture. Future research should extend the observation window to at
least 12 months and incorporate the TikTok-Tokopedia integration as a second quasi-experimental event.
Geographically, the study's concentration in Jabodetabek limits generalizability to peri-urban and rural SME
populations, who are likely to have different channel dependencies and regulatory vulnerability profiles.

CONCLUSION

This study provides rigorous empirical evidence that Permendag No. 31/2023 produced a highly
asymmetric impact on Indonesian SME resilience. Physical-market SMEs, particularly in the apparel and textile
sector and in established urban marketplaces, experienced meaningful and statistically significant revenue
improvements and market access gains following the TikTok Shop prohibition. Digital-channel SMEs, and those
with established seller presence on TikTok Shop regardless of their channel classification, experienced severe
revenue contraction and market access deterioration. The net welfare effect across all 245 respondents was
negative (overall average MAI declined from 60.1 to 54.7), indicating that the regulation produced
distributional rather than aggregate welfare gains.

Four specific policy recommendations follow from these findings. First, the government should
distinguish between predatory pricing enforcement, which targets below-cost selling practices regardless of
platform, and platform access restrictions, which deny market access to sellers who rely on specific channels.
These are separate policy problems requiring separate instruments. Second, a formal digital channel transition
support program should be established to help SMEs that have invested in social commerce infrastructure to
migrate to compliant platforms without incurring catastrophic revenue losses during the transition window.
Third, the regulation's interpretation and enforcement should be clarified through accessible guidance to
eliminate the chilling effect on lawful promotional activities. Fourth, ongoing monitoring of both physical and
digital SME performance should be institutionalized using the kind of channel-stratified tracking methodology
employed in this study, so that the distributional consequences of future regulatory interventions can be
evaluated in real time rather than retrospectively.

ACKNOWLEDGMENTS

The authors thank the market associations of Tanah Abang, Bekasi Trade Center, and Bogor Trade Mall for
facilitating respondent access, and two officials of the Directorate General of Domestic Trade for providing
contextual briefings on the regulatory intent of Permendag No. 31/2023.

REFERENCES
Adam, I. O,, & Alhassan, M. D. (2021). Social media and e-commerce at the global level: Do ICT access and ICT
skills matter? International Journal of E-Business Research, 17(4), 1-18.

https://doi.org/10.4018/1JEBR.2021100101

Al-Adwan, A. S., & Yaseen, H. (2023). Solving the product uncertainty hurdle in social commerce: The mediating
role of seller uncertainty. International Journal of Information Management Data Insights, 3(1), 100169.
https://doi.org/10.1016/}.jjimei.2023.100169

Al-Omoush, K. S., Ancillo, A. L., & Gavrila, S. G. (2022). The role of cultural values in social commerce adoption
in the Arab world. Technological Forecasting and Social Change, 176, 121440.
https://doi.org/10.1016/j.techfore.2021.121440

Alkhalifah, A. (2021). Exploring trust formation and antecedents in social commerce. Frontiers in Psychology,
12, 789863. https://doi.org/10.3389/fpsyg.2021.789863

Ariyanto, A., & Purwanto, P. (2021). Digital entrepreneurship and small business resilience during the COVID-
19 pandemic. Journal of Asian Business and Economic  Studies, 28(4), 317-329.
https://doi.org/10.1108/JABES-07-2020-0098

Bai, C., Quayson, M., & Sarkis, J. (2021). COVID-19 pandemic digitization lessons for sustainable development
of micro-and small enterprises. Sustainable Production and Consumption, 27, 1989-2001.

93



https://doi.org/10.1016/j.spc.2021.04.035

Belitski, M., Guenther, C., Kritikos, A. S., & Thurik, R. (2022). Economic effects of the COVID-19 pandemic on
entrepreneurship and small firms. Small Business Economics, 58(2), 593-609.
https://doi.org/10.1007/s11187-021-00544-y

Bugshan, H., & Attar, R. W. (2020). Social commerce information sharing and their impact on consumers.
Technological Forecasting and Social Change, 153, 119875.
https://doi.org/10.1016/j.techfore.2019.119875

Caballero-Morales, S. O. (2021). Innovation as recovery strategy for SMEs in emerging economies during the
COVID-19 pandemic. Research in International Business and Finance, 57, 101396.
https://doi.org/10.1016/j.ribaf.2021.101396

Chandrruangphen, E., Assarut, N., & Sinthupinyo, S. (2022). The effects of live streaming attributes on consumer
trust and shopping intentions for fashion clothing. Cogent Business & Management, 9(1), 2034238.
https://doi.org/10.1080/23311975.2022.2034238

Chatterjee, S., Rana, N. P, & Dwivedi, Y. K. (2021). Assessing determinants of e-commerce adoption in emerging
economies. Information Technology & People, 34(3), 945-970. https://doi.org/10.1108/ITP-05-2020-0314

Cheng, X., Gu, Y., & Shen, J. (2019). An integrated view of particularized trust in social commerce: An empirical
investigation. International Journal of Information Management, 45, 1-12.
https://doi.org/10.1016/j.ijinfomgt.2018.10.014

Dwivedi, Y. K., Ismagilova, E., Hughes, D. L., Carlson, J., Filieri, R., Jacobson, J., Jain, V., Karjaluoto, H., Kefi, H.,,
Krishen, A. S., Kumar, V., Rahman, M. M., Raman, R., Rauschnabel, P. A., Rowley, J,, Salo, J,, Tran, G. A, &
Wang, Y. (2021). Setting the future of digital and social media marketing research: Perspectives and
research  propositions. International Journal of Information Management, 59, 102168.
https://doi.org/10.1016/j.ijinfomgt.2020.102168

Dwivedi, Y. K., Ismagilova, E., Sarker, P., Jeyaraj, A., Jadil, Y., & Hughes, L. (2023). A meta-analytic structural
equation model for understanding social commerce adoption. Information Systems Frontiers, 25, 1421-
1437. https://doi.org/10.1007/s10796-021-10172-2

Eggers, F. (2020). Masters of disasters? Challenges and opportunities for SMEs in times of crisis. Journal of
Business Research, 116, 199-208. https://doi.org/10.1016/j.jbusres.2020.05.025

Esmaeili, L., & Hashemi G,, S. A. (2019). A systematic review on social commerce. Journal of Strategic Marketing,
27(4), 317-355. https://doi.org/10.1080/0965254X.2017.1408672

Goraya, M. A. S, Jing, Z., Shareef, M. A,, Imran, M., Malik, A, & Akram, M. S. (2021). An investigation of the
drivers of social commerce and e-word-of-mouth intentions. Electronic Markets, 37(1), 181-195.
https://doi.org/10.1007/s12525-019-00347-w

Grange, C.,, Benbasat, |., & Burton-Jones, A. (2020). A network-based conceptualization of social commerce and
social commerce value. Computers in Human Behavior, 108, 105855.
https://doi.org/10.1016/j.chb.2018.12.033

Gvili, Y., & Levy, S. (2021). Consumer engagement in sharing brand-related information on social commerce:
The roles of culture and experience. Journal of Marketing Communications, 27(1), 53-68.
https://doi.org/10.1080/13527266.2019.1633552

Handarkho, Y. D. (2020). The intentions to use social commerce from social, technology, and personal trait
perspectives: Analysis of direct, indirect, and moderating effects. Journal of Research in Interactive
Marketing. https://doi.org/10.1108/JRIM-10-2018-0137

Jiang, C, Rashid, R. M., & Wang, J. (2019). Investigating the role of social presence dimensions and information
support on consumers’ trust and shopping intentions. Journal of Retailing and Consumer Services, 51,
263-270. https://doi.org/10.1016/j.jretconser.2019.06.007

Klein, V. B., & Todesco, J. L. (2021). COVID-19 crisis and SMEs responses: The role of digital transformation.
Knowledge and Process Management, 28(2), 117-133. https://doi.org/10.1002/kpm.1660

Leong, L. Y., Hew, T.S,, Ooi, K. B, & Chong, A. Y. L. (2020). Predicting the antecedents of trust in social commerce:
A hybrid structural equation modeling with neural network approach. Journal of Business Research, 110,
24-40. https://doi.org/10.1016/j.jbusres.2019.11.056

Li, D., Liang, Y., & Zhang, S. (2021). Product presentation, trust, and purchase intention in live streaming
commerce. Electronic Commerce Research and Applications, 46, 101027.
https://doi.org/10.1016/j.elerap.2021.101027

Meilatinova, N. (2021). Social commerce: Factors affecting customer repurchase and word-of-mouth intentions.

94



International Journal of Information Management, 57, 102300.
https://doi.org/10.1016/j.ijinfomgt.2020.102300

Molinillo, S., Aguilar-lllescas, R., Anaya-Sanchez, R., & Liébana-Cabanillas, F. (2021). Social commerce website
design, perceived value and loyalty behavior intentions: The moderating roles of gender, age and
frequency of use. Journal of Retailing and  Consumer  Services, 63, 102404.
https://doi.org/10.1016/j.jretconser.2020.102404

Morris, W., Morris, W., & Bowen, R. (2022). Implications of the digital divide on rural SME resilience. Journal of
Rural Studies, 89, 369-377. https://doi.org/10.1016/jjrurstud.2022.01.005

Nadeem, W., Khani, A. H. A, Schultz, C. D., Adam, N. A, Attar, R. W., & Hajli, N. (2020). How social presence
drives commitment and loyalty with online brand communities? The role of social commerce trust. Journal
of Retailing and Consumer Services, 55, 102136. https://doi.org/10.1016/j.jretconser.2020.102136

Priyono, A., Moin, A., & Putri, V. N. A. O. (2020). Identifying digital transformation paths in the business model
of SMEs during the COVID-19 pandemic. Journal of Open Innovation: Technology, Market, and Complexity,
6(4), 104. https://doi.org/10.3390/joitmc6040104

Rozak, H. A, Fachrunnisa, O., Sugiharti, R. R,, & Fitriati, I. R. (2021). Social media engagement, organizational
agility and digitalization strategic plan to improve SMEs’ performance. IEEE Transactions on Engineering
Management. https://doi.org/10.1109/TEM.2021.3085977

Rupeika-Apoga, R., Petrovska, K., & Bule, L. (2022). The effect of digital orientation and digital capability on
digital transformation of SMEs during the COVID-19 pandemic. Journal of Theoretical and Applied
Electronic Commerce Research, 17(2), 669-685. https://doi.org/10.3390/jtaer17020035

Sadeli, A. H., Perdana, T., Deliana, Y., & Onggo, B. S. (2023). Consumers’ purchase behavior in short food supply
chains using social commerce in Indonesia. Journal of Cleaner Production, 386, 135812.
https://doi.org/10.1016/j jclepro.2022.135812

Saffanah, L., Handayani, P. W., & Sunarso, F. P. (2022). Actual purchases on Instagram Live Shopping: The
influence of live shopping engagement and information technology affordance. Asia Pacific Management
Review. https://doi.org/10.1016/j.apmrv.2022.09.002

Sheikh, Z., Yezheng, L. Islam, T., Hameed, Z., & Khan, I. U. (2019). Impact of social commerce constructs and
social support on social commerce intentions. Information Technology &  People.
https://doi.org/10.1108/ITP-04-2018-0195

Sun, Y., Shao, X., Li, X., Guo, Y., & Nie, K. (2019). How live streaming influences purchase intentions in social
commerce: An IT affordance perspective. Electronic Commerce Research and Applications, 37, 100886.
https://doi.org/10.1016/j.elerap.2019.100886

Tajvidi, M., Richard, M. O., Wang, Y., & Hajli, N. (2020). Brand co-creation through social commerce information
sharing: The role of social media. Journal of Business Research, 121, 476-486.
https://doi.org/10.1016/j.jbusres.2018.06.008

Verhoef, P. C,, Broekhuizen, T., Bart, Y., Bhattacharya, A., Dong, J. Q. Fabian, N., & Haenlein, M. (2021). Digital
transformation: A multidisciplinary reflection and research agenda. Journal of Business Research, 122, 889—
901. https://doi.org/10.1016/j.jbusres.2019.09.022

Vial, G. (2019). Understanding digital transformation: A review and a research agenda. The Journal of Strategic
Information Systems, 28(2), 118-144. https://doi.org/10.1016/].jsis.2019.01.003

Wang, X, Lin, X,, & Spencer, M. K. (2019). Exploring the effects of extrinsic motivation on consumer behaviors
in social commerce: Revealing consumers’ perceptions of social commerce benefits. International Journal
of Information Management, 45, 163-175. https://doi.org/10.1016/j.ijinfomgt.2018.11.010

Xue, J,, Liang, X, Xie, T., & Wang, H. (2020). See now, act now: How to interact with customers to enhance social
commerce engagement? Information & Management, 57(6), 103324.
https://doi.org/10.1016/j.im.2020.103324

95



