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ABSTRACT

Micro-enterprises are the most dominant business type in Indonesia, and their growth leads our economy. However,
according to various empirical studies in several developing countries, micro-enterprises still face difficulties in financial
and market access. Therefore, this study discusses those factors on micro-enterprise performance in Indonesia using data
panel analysis on data from the Indonesian Family Life Survey. The results of this study indicate micro-enterprises located
in regions having adequate infrastructure that obtain capital loans from formal financial institutions demonstrate better

performance.

Keywords: Financial Access, Market Access, Enterprise Performance, Micro-Enterprises, Indonesian Family

Life Survey

1. INTRODUCTION

Micro, small, and medium enterprises (MSME)
dominate Indonesia™s economy. The Indonesian Ministry
of Cooperatives and MSMEs (2017) stated that 99.99% of
all Indonesian enterprises were MSMEs, of which, 98.7%
were “micro.” It is therefore important for stakeholders
and the government to support their growth and
prosperity. Unfortunately, micro-enterprises in Indonesia
still face obstacles to their growth. The Bank of Indonesia
(2016) mentioned that there were internal and external
factors hampering business growth, and one of them was
limited access to finance and infrastructure. 60—70% of
Indonesian enterprises lack access to proper financing.
Thus, enterprises tend to rely on internal financing as
sources of capital. The latest results from the Indonesia
Family Life Survey (IFLS) in 2014 revealed that most
businesses built capital from their own savings with
additional loans from families.

Several empirical studies have examined the
relationship of financial access to enterprises performance
in Indonesia. Riwayati (2017) studied MSMEs in
Magelang, showing that financial inclusion had a positive
correlation to business performance. However, access to

credit was not a significant factor on MSME performance
in East Java (Mcpherson & Rous, 2010). However, these
findings only revealed correlations between credit access
and business performance, because both studies used
cross-sectional data analysis, measuring access to credit
obtained by entrepreneurs. Notably, access also involves
other proxies.

In terms of infrastructure, the Bank of Indonesia
(2017) revealed that inadequate facilities and
infrastructure could slow down MSME performance and
limit market access. Limited market access can also affect
business performance, because it drives higher transaction
costs (OECD, 2017). Another empirical study explained
that non-agricultural enterprises in rural Indonesia tended
to have lower income if they were located in areas lacking
paved roads far from cities (Gibson & Olivia, 2010).

Thus far, we can conclude that at least two factors
affect the growth and performance of micro-enterprises in
Indonesia: financial and market access. This is consistent
with the results of the 2018 Survey of Entrepreneurs and
MSMEs in Indonesia, which revealed that there were three
main factors inhibiting business growth: financing,
marketing, and physical infrastructure (A.P.F. of Canada,
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2018). Nevertheless, there is still debate about the
influence of these two factors. Therefore, more research is
needed to identify the effects of both factors on micro-
enterprise performance in Indonesia, ostensibly using
more observations and more relevant proxies.

2. LITERATURE REVIEW

2.1. Definition of Micro-enterprises and
Enterprise Performance

Each country and institution has its own understanding
of the scope and meaning of MSMEs based on various
criteria. One criterion is the number of workers. Notably,
micro-enterprises typically have 1-9 workers; small
enterprises have 10-49; and medium-sized enterprises
have 50-249 (Mirmulstein, 2014).

In an entrepreneurial paradigm, enterprise performance
is characterized by growth (Murphy, Trailer, & Hill, 1996;
Carton, 2004). Enterprise growth can be categorized into
two types: qualitative and qualitative. Quantitative
performance can be measured by growth in sales, capital,
labor, markets, and profits (Murphy, Trailer, & Hill, 1996;
Carton & Hofer, 2010; Hudson, Smart, & Bourne, 2001).
Qualitative growth can be measured by product quality,
managerial quality, or customer services (Murphy, Trailer,
& Hill, 1996; Carton & Hofer, 2010).

External factors include government policies, socio
economic and cultural conditions, and the role of related
institutions (Hudson, Smart, & Bourne, 2001). The OECD
presented a conceptual framework for MSME
performance that leveraged four factors influencing
performance; regulation and institutions, market access,
business culture, and access to resources (OECD, 2017).

2.2. Financial and Market Access

This study leverages two factors: financial access (e.g.,
resources) and market access (e.g., infrastructure).
Financial access implies the absence of price or non-price
barriers characterized by the supply of financial services.
The use of financial services is included in the concept of
access, because it is based on supply and demand
(Demirglc-Kun, Beck, & Honohan, 2008). Meanwhile,
the proxy for measuring market access is the quantity and
quality of infrastructure. OECD (2017) revealed that the
existence of basic physical infrastructure (e.g., roads,
terminals, stations, ports, and electricity) could increase
business competition and facilitate market entry at
competitive prices, because it improves logistics (OECD,
2017).
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This study uses other factors that support the analysis:
enterprise location and household characteristics of micro
enterprise owners. Location identifies where activities are
carried out (e.g., urban or rural) (Sridhar & Wan, 2010).
According to Nichter and Goldmark (2009), individual
characteristics of business owners and households (e.g.,
gender and level of education) are important factors to the
growth of MSMEs.

3. METHODOLOGY AND DATA

3.1. Data and Empirical Model

The data used in this study came from the survey
results of Indonesian Family Life Surveys 4 and 5, using a
2-year panel data analysis of 2007 and2014. This study
adopted a model from Gibson and Olivia (2010) and
McPherson and Rous (2010), where

a + B1Credit;j+
Selnfrastructure; j+
psLocation; j+
PsHHCharacteristici; + e;;
(CRY

where EnterpriseGrowth is the dependent variable
consisting of profit, number of workers, and number of
sales. CREDIT, INFRASTRUCTURE, LOCATION, and
HH CHARACTERISTICS are independent variables.
Thus, the empirical model used in this study is as follows:

EnterpriseGrowth;;=

EnterprisePerformance = a + B1.FinancialAccessiy

+p2MarketAccessi,t + f3Locationiy

+ B4HHCharacteristicit + €it

(3.2
where EnterprisePerformance includes profit, and

Financial Access is the distance to formal financial
institutions, suppliers of business credit, and ownership
status of credit. MarketAccess is the distance to public
transportation and road quality. The location is the
business is a location variable, and HHCharacteristics
consists of the number of household members, including
age, gender, and education level of the head of the
household.

3.2. Model Estimation

Before conducting a regression analysis, we must test
the estimation of the model to get the most appropriate
model estimate. Regression analysis using panel data can
be performed with three estimation methods: pooled least
square, fixed effect (FE), and random effect. To estimate
the best model, this research uses the Hausman test. Based
on test results, the best model estimation is found to be the
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FE model. The regression model also implies the year
effect.

Table 1. Variables

Category [ Name Description Expected
Sign
Dependent Variable
Enter- profit Profit, in log
prise
Perfor-
mance
Independent Variable
Finan- credit The credit +)
cial ownership
Access 0 = Does not
have credit,
1 = does have credit
distance The distance to the “)
nearest
formal financial
institution, in log
Credits The supply of formal +)
upply business credit,
0 = not available
1= available
Market | distance | The distance to public )
Access _trans transport
facilities (train station/
port/ bus station), in log
Road Road quality, (+)
quality 0 = not paved,
1 = paved
4. RESULT

4.1. Descriptive Statistics

Table Il shows that there is an imbalance in the
amount of profit among micro-enterprises, where the
average profit of household businesses is 13.6 million
Rupiah, but the maximum profit is 100 million Rupiah.
This implies that there are many businesses that get small-
to-no profit. In terms of market access, the greatest
distance to public transportation is 110 km, whereas the
average distance is relatively far at 11 km. However, there
are enterprises that take the shortest distance to get to
public transportation.
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Table I1. Continuous Variable Statistics

Varia- Obs Mean St. Dev Min Max
bles
Profit 2,586 13,600, | 35,500, | O 100,00
000 000 0,000
Distance 2,586 7,009, 859,231 | 0,2 80
946
Distance 2,586 1,111, | 5,428, 0,1 110
trans 178 133

(source: IFLS, author™s calculation)

most enterprise areas. Nonetheless, the availability of
formal business credit can be said cover nearly all
enterprise areas. However, only a small proportion obtain
formal loans (see Fig. I). This indicates that financial
access from the supply side makes business credit
relatively available in most household businesses, but the
majority of enterprise do not benefit from that access.

In terms of road infrastructure, most enterprise areas
are built with adequate access to quality roads. Most
enterprise areas are traversed by paved roads (95%), but
the distribution of enterprises in the research is evenly
distributed, such that ~58% are in urban areas and ~42%
are in rural areas.

In the category of financial access variables, there are
three: distance to formal financial institutions; use of
formal loans; and availability of business credit. The
variable of business credit availability has an estimated
positive significant effect on business profit, meaning that
a business has a greater profit if the surrounding financial
institutions provide business credit services. The variable
use of formal loans has a positive coefficient, businesses
obtaining capital from financial institutions have profit
growth, and their number of workers is greater. The
regression results reveal a significant value. Thus, it
statistically illustrates the relationship between business
credit use and performance is positive. This is consistent
with the expected results.

Not
available
9%

Available

91%

Figure | Supply of Business Credit.
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Does have
credit
6%
Does not
have \
credit

94%
Figure 11 Status of Credit Ownership

4.2. Regression Results: Effect of Financial
Access on Micro-enterprises Performance

The distance to formal financial institutions is
statistically insignificant, rendering the variable incapable
of explaining the estimated relationship to business
performance. This indicates that financial access and
inclusion can affect the performance of a business if the
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business credit services. Thus, the affordability of
financial institutions is insufficient to create growth.
Financial institutions should, therefore, provide services
that can support the community, especially small business
actors.

The availability of business credit is included in the
supply of access or financial inclusion. Thus, it is
expected to encourage business performance and growth.
Based on the availability of business credit services,
entrepreneurs are encouraged to apply for credit.
Especially when considering that a lack of funding is a
hard obstacle for a business. The results of the survey
from the International Finance Cooperation (2017) stated
that ~26% of MSMEs in Indonesia claimed that financial
limitations were a major obstacle to growth. Therefore,
obtaining external financing from related institutions can
be a solution, because commercial banks dominate the
distribution of business loans. The portion of business
loans distributed by commercial banks recently reached

business actor has succeeded in obtaining available ~ 60%  (International ~ Finance  Corporation,  2017).
Table 1. Variables
PROFIT 1) )] ®) (4)
DISTANCE TO FINANCIAL INSTITUTIONS —0.0455 —0.101 —0.0890 -0.114
(0.113) (0.112) (0.114) (0.113)
SUPPLY OF BUSINESS CREDIT 0.326** 0.240 0.307* 0.237
(0= NOT AVAILABLE, 1= AVAILABLE) (0.161) (0.159) (0.160) (0.159)
STATUS OF CREDIT OWNERSHIP 0.767*** 0.547** 0.691*** 0.542**
(0= DOES NOT HAVE CREDIT, 1= CREDIT) (0.233) (0.232) (0.233) (0.233)
ROAD QUALITY 0.389* 0.262 0.293 0.234
(0= NOT PAVED, 1= PAVED) (0.203) (0.201) (0.203) (0.201)
DISTANCE TO PUBLIC TRANSPORT FACILITIES —0.0189 -0.0715 —0.0298 —0.0699
(0.0766) (0.0760) (0.0761) (0.0760)
TYPE OF REGION 0.0405 -0.214
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(0= RURAL, 1= URBAN) (0.213) (0.219)
NUMBER OF HOUSEHOLD MEMBERS 0.194 0.267
(0.210) (0.209)
CHARACTERISTIC OF HEAD OF HOUSEHOLD
AGE OF HEAD OF HOUSEHOLD 1.188%%x 0.428
(0.330) (0.370)
SEX OF HEAD OF HOUSEHOLD 0.165 0.217
(0= WOMAN, 1= MAN) (0.209) (0.208)
ELEMENTARY-SCHOOL GRADUATE -0.194 -0.343
(0= OTHERS, 1= ES GRADUATE) (0.264) (0.264)
MIDDLE-SCHOOL GRADUATE 0.0640 -0.275
(0= OTHERS, 1= MS GRADUATE) (0.334) (0.340)
PROFIT @) (3) ®3) (4)
HIGH-SCHOOL GRADUATE 0.869%* 0.355
(0= OTHERS, 1= HS GRADUATE) (0.369) (0.384)
HIGHER-EDUCATION GRADUATE 0.898* 0.286
(0= OTHERS, 1= HE GRADUATE) (0.503) (0.517)
CONSTANT 14,727 14,917 9.691%** 12.93%**
(0.344) (0.341) (1.412) (1.582)

(source: IFLS, author™s calculation)

Several empirical studies have denied the existence
of a significant positive relationship between
microcredit, microfinancing, and similar services to
enterprises growth. Bateman and Chang (2012)
revealed that if a business gets support from
microfinance, then it tends to increase product quantity
without calculating real market demand and that an

increase in sales will not result in profit. Furthermore,
business credit tends to be profitable, because
employers do not consider labor costs and time. In line
with these findings, McPherson and Rous (2010) and
Atmadja, Su & Sharma (2016) showed that access to
credit was not a significant factor for small-enterprise
growth (Atmadja, Sharma & Su, 2018).
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Bateman and Chang  (2012)  criticized
microfinancing in general, even though it does not only
cover business financing but also micro savings,
microinsurance, and other services. Thus, it cannot be
ascertained in detail what types of services were
criticized, and they cannot be directly compared to this
study. To estimate the relationship of credit to
enterprise growth, it is necessary to distinguish the
types of financial services used by businesses and their
purposes.

In Indonesia, there have been several empirical
studies examining the effect of business credit from
formal financial institutions on small-enterprise
growth. Their results are in line with the results of this
study. Those using Indonesian samples at the aggregate
level also reveal estimates of positive relationships.
Research from Shinozaki (2012) showed that if credit
were to increase by 1%, sales value would increase by
0.58% (Shinozaki, 2012). The study concluded that the
use of business credit was a factor that could encourage
enterprises performance

According to a report from the Bank Indonesia
(2015), ~60-70% of MSMEs in Indonesia did have not
receive access to bank financing. In accordance with a
report from TNP2K (2013), the main reason for this
was that they were not interested in borrowing. This is
certainly a factor that must be addressed by the
government and other stakeholders.

Based on the results of our study, the government
should not only increase access by increasing the
number of branches of formal financial institutions, but
they should also encourage micro-entrepreneurs to
apply for business loans, such as through community
business credit programs and ultra-micro credit. Thus
far, however, these programs tend to not favor micro-
enterprises as evidenced by mapping the credit
distributions (Ministry of Finance, 2018).

4.3. Regression Results: Effect of Market
Access on Enterprise Performance

In the market-access variable category, there are
two sub-variables: road quality and distance to public
transportation. Distance to public transportation has a
negative sign, indicating that proximity to formal
financial institutions results in greater opportunities for
business performance. However, these results are
statistically insignificant. This contrasts the results of
the road quality variable regression, which aimed to
estimate the significant positive effect on micro-
enterprises profit. These results are in line with the
results of empirical research from Obokoh & Goldman
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(2016), which revealed that the poor quality of road
infrastructure negatively affects the profitability and
performance of SMES, owing to the high costs incurred
by the SMEs in the distribution of finished goods.

The difference in the estimated regression between
distance to public transportation and road quality to
business performance indicates that the quality of
infrastructure can better explain the relationship of
market access to business performance compared to
quantity. The estimation is similar to one a study
conducted in Nairobi, which discussed the relationship
of transportation infrastructure in the form of
construction and maintenance of road quality to the
performance of MSMEs. The study showed that there
was a significant relationship between infrastructure
development and small business performance
(Ndiangui, 2012). This research further revealed that
efficient transportation implies increased productivity,
which allows entrepreneurs to become more
competitive and expand their market. Limited physical
infrastructure can therefore be a major cause of low
investment levels and underdeveloped small-enterprise
performance. Poor road networks increase the cost of
logistics, making those MSMEs less competitive
(Ndiangui, 2012). One of the interesting findings from
that study showed that most small enterprises preferred
to use road transportation rather than railroads or other
modes, because costs were more expensive compared
(Ndiangui, 2012). Thus, small enterprises often find it
difficult to expand their markets. This can ultimately
explain why the existence of public transportation
facilities did not have significant effects.

Ndiaye, Razak, Nagayev, and Ng (2018) suggested
policymaking to improve infrastructure. They
recommended that the government provide adequate
basic infrastructure, because most infrastructure could
not be provided by the entrepreneurs. The
infrastructure, in turn, must be able to support micro-
enterprises logistics.

Campbell (1972) and Goodwin (2000) revealed that
transportation was a key factor of production.
Provision or improvement of road quality decreases
transportation costs and travel time. From an aggregate
point of view, better road quality encourages social and
economic development, because it increases mobility
and access to resources and markets (IFAD, 2012). The
importance of road quality to micro-enterprises growth
was further expressed by Gibson and Olivia (2010),
who showed that limited access and poor quality road
infrastructure slowed the growth of rural household
enterprises in Indonesia. Additionally, business
competitiveness in rural areas is strongly influenced by

640



ATLANTIS
PRESS

the quality of transportation infrastructure (Patterson &
Anderson, 2003).

The implication for policy is that the government
and related stakeholders should take careful steps
toward  implementing  intensive infrastructure
development programs. Based on the results of our
study, the development of public infrastructure not
only could lead to the construction of new physical
infrastructure, it could also result in the maintenance
and improvement to the quality of infrastructure.

4.4. Regression Results: Effect of Location
and Characteristics of Households on
Enterprises Performance

Statistically, the age and education of the head of
household significantly influence micro-enterprise
performance. This is in line with several empirical
studies that revealed that individual demographic
characteristics (i.e., gender, age, education) were
factors influencing business performance (Nichter &
Goldmark, 2009).

The age variable of the head of household shows a
positive relationship on micro-enterprise performance.
These results are in line with the findings of Rose,
Kumar, & Yen (2006), who revealed that there was a
positive relationship between the age of the individual
and business performance. However, the number of
household members shows an insignificant relationship
with performance. According to the results of
Chrisman, Chua, and Litz (2003), which revealed that
there was no significant difference in business growth
between enterprises that employed household members
and those that did not.

From the coefficient value, the higher-education
variable had the highest value compared to other levels
of education, implying that the higher the level of
education of the head of the household, the greater the
business performance. These findings are in line with
the results of Kim, Aldrich, and Keister (2006), who
revealed that there was a positive relationship between
education levels and business growth.

Urban variables showed positive estimates, but they
were statistically insignificant. In accordance with the
results of research from Lee and Cowling (2012), we
revealed that the decrease of rural MSME growth was
not caused by geographical factors. They were instead
caused by other enterprise characteristics.

The gender of the head of household did not show a
statistically significant relationship, according to the
results of research from Khalife and Chalouhi (2013),
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who revealed that no significant difference existed
between female and male owners regarding business
income. Instead, the difference in business income
differences could be explained by factors related to the
education level.

5. CONCLUSION

Based on our regression results, the distance to
formal financial institutions did not significantly effect
business profits, although the availability of business
loans and their use significantly influenced micro-
enterprise profits. In the category of market access,
only the quality of roads significantly influenced
micro-enterprises profits, whereas the distance to
public transportation had no significant effect. These
findings indicate that financial access or inclusion can
affect the performance of a business if the
entrepreneurs succeed in obtaining available financial
services (e.g., business credit). Thus, the affordability
of financial institutions is insufficient to cause micro
enterprise growth. Thus, financial institutions should
provide financial services that support the community,
especially that driven by micro-entrepreneurs. The
supply-side availability of business credit is expected
to encourage business performance and growth. With
the existence of business credit services that can be
reached from household entrepreneurs, they will be
encouraged apply for credit, because micro-enterprises
having access to credit experience faster growth. From
these results, new or updated policies should stress
inclusion and financial access. The support provided
could improve the pro-micro-enterprises program
services that have been implemented by the
government.

In terms of market access, the difference in the
estimated regression between distance to public
transportation and road quality to micro-enterprise
performance indicates that the quality of infrastructure
can well-explain the relationship of market access to
micro-enterprise performance compared to quantity.
Roads are key to this relationship. Provision or
improvement of road quality will decrease
transportation costs and travel times. From our results,
policy recommendations can be taken, regarding the
government's move to build better infrastructure
followed by maintenance and quality improvement.

6. RESEARCH LIMITATIONS

Although the results of this study have answered
the research questions, there were limitations that
should be addressed by future studies. The sample
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coverage of this study only includes 2 years because of
the current availability of IFLS data. Additionally, the
study model was generalized and did not include other
business aspects, such as informality,
telecommunications facilities, and other aspects related
to extant theory. Furthermore, the framework,
modeling, and methodology should be further
developed and tested.
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