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ABSTRACT
Digitalization has already penetrated all sectors of life and dominates busi-
ness models. This study evaluates the extent to which small businesses 
should adopt digitalization. We focus on the cooperative’s business model 
currently fighting with another fast-growing and popular business model, 
the start-up. Then, we used direct field research, including descriptive anal-
ysis and in-depth interviews with cooperatives in the Yogyakarta Special Re-
gion, Indonesia. We found that that the use of digital media by cooperatives 
in our study was minimal. From in-depth interttvviews, we found that some 
non-digital cooperatives insist on not using digitalization due to the lack of 
digital media penetration of their targeted customers and a preference for 
word-of-mouth marketing. One practical implication of this study is that 
digitalization depends somewhat on the addressed customer market model.
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Introduction

Digitalization has penetrated all sectors of life. It changes how people choose transpor-
tation, how to arrange a trip, how to access a banking facility, how fast payment can be done, 
or even how to order food. Digitalization simplifies the flow of economic transactions and cuts 
much of the time people spend. It represents extraordinary efficiency for the business pro-
cess on one side, but it can cause a massive reduction in labor absorption on the other side. 
For the business process’s efficiency, digitalization can widen the area for customer targeting, 
increase revenue, improve customer services, and develop management systems. All these 
improvements can be achieved with less cost by digitalizing all the business processes instead 
of keeping them in traditional formats.

The implementation of using computers and communication technologies through the 
internet and local networks to simplify organizational business processes can be defined as a 
digital economy (Lane, 1999). Digital economy disruption includes any economic activities that 
use technology and internet network infrastructure, such as selling, buying, transferring mon-
ey, or paying for a bill. The digital economy is also predicted to have much economic impact, 
especially in Indonesia. Das, Gryseels, Sudhir, & Tan (2016) reported that economic growth is 
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more than USD150 million annually. Digital companies (also defined as start-ups) purvey sim-
ple convenience for their customers directly from the smartphone application (Dutta, 2015). 
The development of start-ups is a primary reason for the digital economy disruptions. 

However, for business institutions like cooperatives, does digitalization matter? The 
question of which digitalization affects the business institution has also been arisen by (Joshi 
& Yermish, 2000).  As one of the business institutions, Cooperatives differ from other enter-
prises, like Bradley (1945) classified cooperatives as institutions not for profit. Canoyer (1945) 
produced an early paper that explained the conditions of cooperatives by discussing Central 
Cooperative Wholesale in 1932 in North Central State. Another article was written by Olsen 
(1946), which described the development of cooperative associations in Europe after World 
War II, and Norby (1952) emphasized consumer cooperatives in Norway.

In Indonesia’s case, the members of cooperatives hold the highest position of orga-
nizational decisions, and members also have the right to gain a benefit from the revenue 
generated from the annual operations of cooperatives. The profit received by the members 
is called Sisa Hasil Usaha (SHU). The development of the cooperatives in Indonesia in the 
recent past has been rapid. As of March 2017, the total number of cooperatives in Indonesia 
reached 208,373, consisting of 151,546 active cooperatives and 56,917 inactive cooperatives. 
There has been a significant increase from 1.71 percent in 2014 to almost 4 percent in 2016.  
Moreover, the number of cooperatives classified as active cooperatives has increased by an 
average of 2 percent annually. 

As of March 2017, around 26.6 million people joined as members of cooperatives, with 
a total business volume of 175 trillion Indonesian rupiahs with the share of the SHU (member 
profits) of 8.2 trillion Rupiah. In terms of employment, cooperatives were able to absorb up 
to 344,000 workers, consisting of 22,000 managers and 324,000 employees. All cooperatives 
in Indonesia had a total capital of 160 trillion Rupiah divided into internal capital of 78 trillion 
and external capital of 82 trillion Rupiah. Table 1 below depicts the scope of cooperatives’ 
performance in Indonesia.

Table 1: National Cooperatives Performance in Indonesia
No Number of 2017 Measurement
1 Total Cooperatives 208,373 Unit
2 Active Cooperatives 151,456 Unit
3 Inactive Cooperatives 56,917 Unit
4 Members 26,538,940 People
5 Managers 22,579 People
6 Employers 324,108 People
7 Internal Capital 78,27 Trillion IDR
8 External Capital 81,55 Trillion IDR
9 Business Volume 175,05 Trillion IDR

10 SHU 8,22 Trillion IDR

Source: Ministry of Cooperatives and SMEs, Republic of Indonesia
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Cooperatives play an important part in Indonesian economic growth, especially when 
combined with the Small and Medium Enterprises (SMEs) sector. Data from the Ministry of                       
Domestic Product (GDP) reached 61.41 percent. This considerable contribution becomes im-
portant because these two economic sectors compose significant measures of the real condi-
tions of economic growth in Indonesia. These two sectors can also contribute positively to the 
employment absorption in Indonesia for up to 96.71 percent. 

This contribution may even increase if companies are willing to implement digitaliza-
tion in every process of their businesses. Many papers discussed in the literature try to con-
vince the readers and business managers about the benefits of digitizing business processes 
(Ainin et al., 2015; Burkaltseva et al., 2017; Dutta, 2015; Goparaju, 2017; Klamet, 2017; So-
vani & Jayawardena, 2017). This paper evaluates whether the business process digitalization 
is needed or not in the digital era. We focus on the cooperative business model currently 
fighting with another fast-growing and popular business model, namely start-up. The start-up 
business process relies almost entirely on technological applications, while the digitalization 
process in the cooperatives is still a subject of debate. 

Literature Review

Bowman (1996) first introduced the term digitalization in the economic sector. Digi-
talization is part of network intelligence’s age to advance communications, computing, and 
publishing in a modern style. Digitalization impacts many sectors, such as luxury fashion (Es-
cobar, 2016), banking and retail (Dutta, 2015), media and publishing (Klamet, 2017), payment 
(Goparaju, 2017), tourism (Sovani & Jayawardena, 2017), energy (Dellermann, Fliaster, & Kol-
loch, 2017) and agriculture (Burkaltseva et al., 2017). Even economics is now entering the age 
of big data and blockchain technology, bringing digitalization to the next level (Vovchenko, 
Andreeva, Orobinskiy, & Filippov, 2017).

Digitalization is the term that is closest to the Fourth Industrial Revolution, which has 
affected the life science industry (Gbadegeshin, 2019). Gbadegeshin (2019) also revealed that 
digital system commercializes information sourcing, assessment, and big data creation, which 
shows the importance of digitization in every company. Further research was conducted by 
Kuusisto (2017), who examined the big picture of a literature review about digitalization ef-
fects in organizational processes. 

The digital business model is the opposite of the traditional business model, measured 
through internet data consumption, targeted market, and technologies. It is the new econom-
ic business model that will disrupt the traditional model. Personal data can define disruption 
as an economic resource, future market, and digital connectivity (Ng, 2014).

Despite digitalization, which has overwhelmed many economic sectors, this paper 
evaluates the specific effect on cooperatives’ business models. Dastane & Thakkar (2015) de-
fined cooperatives as associations working and acting together to reach a common goal. Their 
paper analyses the strength and weaknesses of cooperatives in Marashtra, India. The compet-
itiveness challenges for cooperatives include significant leadership development, bureaucrat-
ic and political separation, modern and innovative techniques adoption, and customer service 
improvement. 

Djokovic et al (2017) researched the cooperatives sector’s role in revitalizing rural 
tourism through the operation of agrarian cooperatives. Khumalo (2014) conducted similar 
research about cooperatives’ contribution in South Africa to improve local economic growth. 
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Meanwhile, Halilintar (2018) examined the impact of cooperatives on economic growth in 
Indonesia. The study used quantitative and descriptive analysis, and the result revealed that 
economic growth would likely slowly develop in the future, but the development of coopera-
tives will undoubtedly influence it. 

Another study conducted by Riswan, Suyono, & Mafudi (2017) examined the signifi-
cant impact of modern business practices on traditional businesses, including cooperatives 
village units. The study revealed that cooperatives’ weaknesses are limited resources, low 
levels of education, and traditional management styles. The study provided an effective re-
vitalization model to tighten up the performance of financial and non-financial processes. 
This revitalization model included reactivating inactive cooperatives, restructuring them, and 
strengthening their businesses.

Midoun & Ismail (2018) have researched digital free trade zones and the impact on 
Malaysia’s economy. The result revealed that Malaysia’s economy grows more than the aver-
age because of implementing a digital free trade zone and its technological hub. The perfor-
mance of digitalization will lead the country to be among high income in the upcoming ten 
years.

Another research found that digitalization has also penetrated commerce. The study 
has been done in Pakistan using TAM (Technology Acceptance Model) method. The result 
revealed that digital marketing is associated with online shopping behavior. Another product 
described that the factors that determine the online shopping intention in Pakistan are per-
ceived usefulness, ease of use, digital engagement, enjoyment, and legal framework (Ahmed 
& Akhlaq, 2015).

In particular, the impact of digitalization on cooperatives was raised by Yueh, Chen, & 
Chen (2013). This study explored farmers’ associations in Taiwan using spatial analysis. The 
result revealed that the digitalization process was affected by the geographical neighborhood 
and organizational characteristics. One practical implication of this study was that the devel-
opment of information technology has to be implemented in every business process to make 
the most significant impact on cooperatives’ development. 

Data and Research Methods

This study was conducted using mixed methods, including direct field research, de-
scriptive analysis of 20 cooperatives, and in-depth interviews of employees and senior manag-
ers. All cooperatives were located in Yogyakarta Special Region, Indonesia. This study’s quanti-
tative data was collected directly from employees and senior managers of cooperatives using 
questionnaires. Yogyakarta Special Region consists of five districts, namely Kota Yogyakarta, 
Sleman, Bantul, Kulon Progo, and Gunung Kidul. There are 2,347 active cooperatives through-
out the region. There are also five cooperatives, such as consumer cooperatives, student co-
operatives, employment cooperatives, village cooperatives, and Islamic cooperatives. We col-
lected primary data from 20 representative cooperatives. The cooperatives’ sample was taken 
representatively from four cooperatives with each of the region’s five districts. Then, four 
cooperatives were taken with each of the five types of cooperatives. In each cooperative, we 
interviewed at least three employees and one senior manager.

The questionnaires measured the extent of each cooperative’s digitalization, consist-
ing of four points, namely Strongly Agree, Agree, Disagree, and Strongly Disagree. The points 
were used to collect information on information technology such as websites, e-mail, social 
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media, and information systems. Additional questionnaire items were used to collect infor-
mation on the level of use and the importance of information technology for cooperative 
competitiveness in Yogyakarta. To obtain an accurate description of the use of digital media in 
cooperatives, we then analyzed the following four variables from the questionnaires obtained 
from respondents: (1) Use of digital media in cooperatives, such as website, social media, soft-
ware or information system, and smartphone application, (2) Adequacy of computer units, (3) 
Availability of internet access and networks and their utilization, and (4) Use of digital media 
for transactions, marketing, and financial statements.

Figure 1: Conceptual Framework

 Besides, this paper describes the real condition of digitalization in cooperatives based 
on questionnaire responses. We deepened our analysis of the reasons behind the current 
situation of digitalization in cooperatives based on in-depth interviews with employers and 
senior managers. In semi-structured interviews, we asked them to explain digital system prob-
lems, share their opinions on the suitability of digitalization, and explain causes for the lack of 
use of digital systems. Simultaneously, surveys and interviews enabled us to map the coopera-
tives’ obstacles, mostly related to the use of information technology to improve cooperatives’ 
competitiveness. 

Finding and Discussion 

There are currently around 2,347 active cooperatives in the Special Region of Yog-
yakarta (DIY), with a percentage of growth reaching 3.85 percent higher than the average 
development of cooperatives nationally. The number of cooperative business volumes in DIY 
reached 2.8 trillion with a total SHU (profit) share of 75 billion Rupiah. Yogyakarta is also a 
province with a lower cooperative business volume and percentage of SHU than other areas 
in Java. The number of active cooperatives by region is depicted in Figure 2 below.
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Figure 2: Number of Active Cooperatives in Java Island
Source: Statistics Indonesia, processed

Demographic factors such as the relatively small area and the smaller population num-
bers are two factors causing the low performance of cooperatives in Yogyakarta. However, 
other important aspects related to competitiveness need to be considered. Even with a small-
er quantity, if cooperatives in Yogyakarta are competitive, they will produce optimum perfor-
mance. 

Based on the actual condition of cooperatives in Yogyakarta, we now analyze the adop-
tion of digital technology. The analysis of the four variables described in the previous section 
is presented in this section. 

Use of Digital Media

 To analyze digital media use in cooperatives, we identified the types of digital media 
used by cooperatives in Yogyakarta, including websites, social media, software/information 
systems, and smartphone applications. Figure 3 below shows the types of digital media used 
by cooperatives in Yogyakarta. 

Figure 3: Use of Digital Media in Cooperative
Source: Primary Data, processed

Based on Figure 3, the most used digital media was the software/information system 
by 65 percent of respondent cooperatives. The remaining 35 percent of respondents stated 
that they did not use information systems in cooperative operations. Furthermore, the second 
most used digital media was social media at 60 percent. The primary social media used were 
Facebook pages, WhatsApp groups, or Line applications, which aimed to facilitate sharing 
information with cooperative members. The remaining 40 percent of respondents stated that 
they did not use social media in cooperative activities. 
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Besides, the use of two types of digital media was lower than the previous two types 
of social media, namely websites and smartphone applications. Thirty-five percent of respon-
dents stated that they used digital media websites to support cooperative operations, usually 
to share general information about cooperatives and facilitate their members to get the latest 
news. The remaining 65 percent of cooperatives in Yogyakarta did not use websites to support 
their operational activities. Lastly, the lowest percentage was the use of smartphone applica-
tions by only 10 percent of respondents. The remaining 90 percent stated that they did not 
use smartphone applications, for many because it was considered not necessary and did not 
have a significant effect on cooperatives’ business. 

Based on the data, it can be concluded that digital media and technology usage fell 
below our expectations. Yet this condition can be explained from the in-depth interviews in 
the next section.

Adequacy of Computer Units

Identifying computer units’ adequacy is an essential indicator for analyzing the use 
of digital media in cooperatives. It is seen as one of the primary measurements for the coop-
eratives’ efforts to utilize digital media. The result indicated that 40 percent of respondents 
stated that their cooperatives were equipped with adequate computer unit availability. The 
remaining 60 percent said that the cooperatives did not have sufficient computer units, and 
for some cooperatives, no computers were available. Thus, it can be concluded that the use 
of digital media in cooperatives was not optimal due to the inadequacy of computer units to 
support cooperative activities.

Availability and Utilization of Internet Access by Cooperatives

In addition to reviewing the adequacy of available computer units, the availability of 
internet networks for cooperatives is a primary indicator of whether digital media can be 
utilized optimally. Our results showed that 55 percent of respondents stated that the cooper-
atives had been supported by internet networks’ availability, which facilitated their cooper-
atives in using digital media. The remaining 45 percent said that cooperatives had not been 
supported by the availability of internet network, which inhibited digital media use by coop-
eratives. It was likely caused by the limited ability of cooperative funding to access internet 
networks specifically for cooperative activities. It was caused by geographical factors when 
cooperatives were located in remote areas or mountainous areas such as in Gunung Kidul and 
Kulon Progo Regency. 

The second area of inquiry was related to the utilization of internet services. The avail-
ability of internet access will not produce anything for the progress of the cooperatives with-
out effective utilization. In this study, we found that only 45 percent of respondents utilized 
internet networks for communicating. The remaining 55 percent did not utilize internet net-
works for communication purposes because some cooperatives have not been supported by 
education on its utilization. It was an exciting finding, indicating that the available training re-
lated to digital media use to help develop cooperatives in the digital era has not been relevant 
to many cooperatives.

Availability and Utilization of Internet Access by Cooperatives

Digital media can be used by businesses such as cooperatives in various operational 
activities. We found an interesting phenomenon from the data analyzed that digital media for 
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cooperative marketing products occupied the lowest rank, with only 20 percent of respon-
dents reporting its usage.  One of the keys to supporting the success of a cooperative business 
lies in its marketing management. Digital media for product marketing does not only serve to 
provide information on cooperatives’ products, but it can also be used to expand and opti-
mize market reach both within the geographical area of the cooperatives or outside the area. 
Furthermore, digital media for product marketing can build a positive brand image and brand 
loyalty for the cooperatives. 

It can also be identified that the highest use of digital media by respondents was for 
member databases. Digital member database storage was considered more efficient and ef-
fective because it facilitated cooperatives to access member data faster and more safely and 
minimize physical data file storage. Besides, digital systems allow for making data changes 
more comfortable, more quickly, and more accurately.

Furthermore, the second-highest use of digital media was for financial transaction ac-
tivities by 55 percent of respondents. The use of computers for financial transactions was 
considered to facilitate the transaction process, record financial transactions faster and more 
accurately, and secure financial data. However, 45 percent of respondents conducted conven-
tional financial transactions without computer assistance. Another area of inquiry was the 
use of information systems in cooperative financial statements. Forty percent of respondents 
stated that their cooperatives had used information systems for their financial statements 
and to analyze performance. Respondents reported that they used these systems to generate 
financial statements to meet internal and external audiences’ demands for transparency. The 
remaining 60 percent of respondents stated that they had not used information systems for 
financial statements or managerial procedures. In other words, these cooperatives ran their 
businesses using conventional paper-based methods.

Word of Mouth Marketing Model Preference

We found an interesting fact that some respondents considered digitalization not to 
be necessary for their business model from the analysis. The result also revealed that the use 
of digital media by cooperatives was minima, as can be seen from some parameters such as 
the use of websites, social media, software/information systems, smartphone applications, 
computer units, and internet access. To find why these cooperatives were not adopting digi-
talization, we interviewed employers and senior managers. From these in-depth interviews, 
the non-digital cooperatives insist on not using digitalization because of the lack of digital me-
dia penetration for their targeted customers. In this case, most respondents described their 
targeted customers of cooperative products as older adults, villagers, and urban people who 
were unfamiliar with digital media. The targeted customers for cooperatives’ products include 
a significant amount of the 50 percent of the population that has not yet been digitally pene-
trated. The use of digital media in the process of transactions, marketing, and advertising to 
customers who are not digitally engaged was seen as useless and not necessary. 

Moreover, respondents reported that many of their customers preferred the word of 
mouth marketing model to fit the local values of product marketing instead of digital adver-
tising. Digital advertising is currently viral, practiced by many business managers across the 
world. Digital advertising is indeed cheaper than traditional advertising. However, business 
managers need to pay close attention to the targeted customers of their products. In our 
research, many local people prefer to consider the recommendations of their neighbors and 
friends rather than to see product advertisements to motivate their purchases. This finding is 
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similar to a study by (Weiber & Wolf, 2013).

Other informants of our research noted the communities around where their coopera-
tives operate, where customers prefer to buy products based on other colleagues’ recommen-
dations compared to viewing advertisements on the media, including television, billboards, 
social media, and websites. In local terms, this process is called as getok tular or word of 
mouth›, as Weiber & Wolf (2013) explained in their paper. This preference helps present our 
research finding that digital media for product marketing in cooperatives was no higher than 
20 percent. The finding is also similar to Taiminen & Karjaluoto (2015) studies and (Ainin et 
al., 2015).

This study’s practical implication is that business institutions’ digitalization depends 
mostly on the addressed customer market model (Taiminen & Karjaluoto, 2015). There will 
likely be different marketing channels for other customer markets, meaning that in some cas-
es, digitalization is not necessary. Therefore, every business manager should pay attention to 
their targeted customers in terms of digital penetration and their marketing model prefer-
ence.

Conclusion

Digitalization simplifies the flow of economic transactions and cuts much time people 
spent on it. It creates extraordinary efficiency for the business process by widening the target-
ed customer area, increasing revenue, improving customer services, and developing manage-
ment systems. These improvements can be made at a lower cost by digitalizing the business 
process instead of managing it traditionally.

However, for business institutions like cooperatives, does digitalization matter? This 
paper has evaluated the extent to which small businesses should adopt digitalization. This 
study has focused on cooperatives, using mixed methods of direct field research with descrip-
tive analysis and in-depth interviews of 20 cooperatives and their top managers. The cooper-
atives are located in Yogyakarta Special Region, Indonesia.

The results have shown that the use of digital media in Yogyakarta cooperatives was 
low according to the parameters of the use of websites, social media, software/information 
systems, and smartphone applications. In assessing computer units’ adequacy, 60 percent 
of respondents stated that they did not have adequate computer units. In comparison, the 
remaining 40 percent of respondents indicated that they had sufficient computer units. Also, 
only 45 percent of respondents had an installed internet network, but 55% of its utilization 
was not for communication between cooperative members. In the aspect of digital media use 
in cooperative activities, optimization, and education were needed so that digital media could 
be used to enable cooperatives to compete in the digital era. 

A significant finding of this study is that digitalization is not necessary for some co-
operatives’ business models. We found that the use of digital media by cooperatives in our 
research was minimal, as can be seen from some parameters such as websites, social media, 
software/information system, smartphone application, computer units, and internet access. 
From in-depth interviews, we found that the non-digital cooperatives insist on not using digi-
talization because of the lack of digital media penetration of their targeted customers. More-
over, they believed that customers preferred a word of mouth marketing model to follow local 
product marketing values rather than digital advertising. 
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One practical implication of this research is that businesses’ digitalization depends on 
the addressed customer market model, and thus it is not always necessary. Digitalization is 
not essential for cooperatives that thrive on the ‘word of mouth’ marketing model (Weiber 
& Wolf, 2013). The need for digitalization varies among companies such as cooperatives or 
SMEs, and some are not utilizing the full potential of digital media (Taiminen & Karjaluoto, 
2015). Business managers who operate in different countries should pay attention to this find-
ing. In a developing country where digital use is below the global average, business managers 
should consider avoiding business digitalization that is not essential as long as the targeted 
customer base is not yet ready to transition to digital.
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