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[bookmark: _Toc346113703]Introduction
This study examines constraints on export-oriented micro, small, and medium enterprises (MSMEs) in Indonesia. In accordance with Indonesia’s National Statistics Agency (BPS), it defines units of production or firms with 0 to 4 workers as microenterprises, with 5 to 20 workers as small enterprises, with 21 to 99 workers as medium enterprises, and with 100 or more workers as large enterprises. The study answers five questions. First, what are the main constraints on MSMEs trying to export? Second, do MSMEs have means of trade facilitation, such as trade finance, trade insurance, information (e.g., market and trade regulation/policies through internet), and testing laboratories, and if not, why not? Third, are MSMEs facing more competition in export markets and if so how is that affecting their exports? Fourth, do they get support from government departments, the Indonesian chamber of commerce and industry (Kadin), research and development institutes, universities? Fifth, what policies do they need or do they expect will have positive effects on their exporting activity? 
The study is based on (1) research of the academic literature on MSMEs, especially export performance and constraints in Indonesia and in other Asian developing countries; (2) secondary data analysis focused on export-oriented MSMEs; (3) interviews of key informants (e.g., local government officials); and (4) field surveys of export-oriented MSMEs in three locations of Central Java: Solo, D.I. Yogyakarta, and Semarang, the capital city. 
We surveyed 130 producers, including 34 from large enterprises in order to have a basis of comparison with the situation of MSMEs. The survey locations reflect the fact that most MSMEs are in Central Java and that the bulk of the population is in Solo, Semarang, and D.I. Yogyakarta (widely known as D.I.Y). National data on MSMEs by market destination also show that export-oriented MSMEs manufacturers are concentrated there. The Yogyakarta-Solo area, for example, has a concentration of MSMEs involved in tourism, furniture and interior decoration, metal processing, leather goods and textile/clothing—all of which mutually benefit each other. Thus, export-oriented MSMEs in these cities are representative of export-oriented MSMEs in Indonesia, especially for certain goods like wood, rattan, and bamboo-based furniture, garments, and handicrafts.
This study sample does not represent the whole of the country but findings based on it add to what is known about constraints on export-oriented MSMEs, their access to means of trade facilitation, and policies or regulations conducive to the export growth of MSMEs.
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[bookmark: _Toc346113705]2.1 Number of Units, Employment, and Output 
Historically, Indonesian micro, small, and medium enterprises (MSMEs) have been the main players in the domestic economy, accounting for more than 99 percent of firms (Table 2-1) and employing more than 90 percent of the workforce (Table 2-2), mostly women and youth. The majority are micro and small enterprises (MSEs), most of which are self-owned without wage-paid workers. In 2009, the share of these tiny enterprises in MSMEs or MSMEs plus large enterprises was about 98.88 percent. Scattered throughout rural areas, they help develop the skills of villagers, especially women, including skills in entrepreneurship. But many, especially microenterprises, are established by poor households or individuals who cannot find jobs and are either the primary or a supplementary source of income. Thus, their abundance in rural and urban areas is a manifestation of unemployment and poverty not entrepreneurial spirit (Tambunan 2006, 2008b, 2009a, b). 
Most MSMEs in Indonesia are involved in agriculture. In 2008 there were about 42.7 millions laborers in that sector, of which almost 99.5 percent worked in MSMEs. There were about 26.4 million units in that sector, of which almost 100 percent are MSMEs (Table 2-3). Among MSMEs, 52 percent of microenterprises, 4.2 percent of medium-sized enterprises, and 0.2 percent of small enterprises are focused on agriculture. The next most important sector is trade, hotel, and restaurants. MSMEs are not as strong as large enterprises in manufacturing. This sector structure is common in developing countries, especially in countries where industrialization is not advanced.
[bookmark: _Toc346115653]Table 2-1 
Number of Enterprises by Size in All Sectors, 2000-2009 (in thousand units)
	Size 
	2000
	2001
	2003
	2004
	2005
	2006
	2007
	2008
	2009

	Micro, small
	39,705
	39,883.1
	43,372.9
	44,684.4
	47,006.9
	48,822.9
	47,720.3
	52,327.9
	52,723.5

	Medium
	78.8
	80.97
	87.4
	93.04
	95.9
	106.7
	120.3
	39.7
	41.1

	Large
	5.7
	5.9
	6.5
	6.7
	6.8
	7.2
	4.5
	4.4
	4.7

	Total
	39,789.7
	39,969.9
	43,466.8
	44,784.1
	47,109.6
	48,936.8
	49,845.0
	52,262.0
	52.769.3


SOURCE: State Ministry for Cooperative and SMEs (www.depkop.go.id) and Indonesian Central Bureau of Statistics (BPS) (www.bps.go.id)


[bookmark: _Toc346115654]Table 2-2 
Number Employed by Sector and Size, 2008
	Sector
	Micro
	Small
	Medium
	Large
	Total

	Agriculture
	41,749,303
	66,780
	643,981
	229,571
	42,689,635

	Construction
	576,783
	137,555
	51,75
	31,016
	797,111

	Elect, gas and water supply
	51,583
	19,917
	31,036
	54,233
	156,769

	Finance, rent and service
	2,063,747
	313,921
	279,877
	156,064
	2,813,609

	Manufacture
	7,853,435
	1,145,066
	1,464,915
	1,898,674
	12,362,090

	Mining 
	591,120
	28,762
	21,581
	78,847
	720,310

	Trade, hotel and restaurant
	22,168,835
	1,672,351
	472,876
	179,895
	24,493,957

	Transport and communication
	3,496,493
	145,336
	111,854
	98,191
	3,851,874

	Services
	5,096,412
	462,683
	178,311
	49,723
	5,787,129

	Total
	83,647,711
	3,992,371
	3,256,188
	2,776,214
	93,672,484


Note: Sector data not yet available for 2009. 
SOURCE: State Ministry for Cooperative and SMEs (www.depkop.go.id) and BPS (www.bps.go.id)
[bookmark: _Toc346115655]Table 2-3 
Structure of Enterprises by Sector and Size, 2008 (number and percent) 
	Sector
	Micro
	Small
	Medium
	Large
	Total

	Agriculture
	26,398,113
(52.07)
	1,079
(0.21)
	1,677
(4.23)
	242
(5.54)
	26,401,111
(51.50)

	Construction
	159,883
(0.32)
	12,622
(2.43)
	1,854
(4.68)
	245
(5.60)
	174,604
(0.34)

	Elect, gas and water supply
	10,756
(0.02)
	551
(0.11)
	315
(0.79)
	125
(2.86)
	11,747
(0.02)

	Finance, rent and service
	970,163
(1.91)
	23,375
(4.49)
	3,973
(10.02)
	599
(13.70)
	998,110
(1.95)

	Manufacture
	3,176,471
(6.27)
	53,458
(10.28)
	8,182
(20.63)
	1,309
(29.94)
	3,239,420
(6.32)

	Mining 
	258,974
(0.5)
	2,107
(0.41)
	260
(0.66)
	80
(1.83)
	261,421
(0.51)

	Trade, hotel and restaurant
	14,387,690
(28.38)
	382,084
(73.45)
	20,176
(50.88)
	1,256
(28.73)
	14,791,206
(28.85)

	Transport and communication
	3,186,181
(6.29)
	17,420
(3.35)
	1,424
(3.59)
	319
(7.30)
	3,205,344
(6.25)

	Services
	2,149,428
(4.24)
	27,525
(5.29)
	1,796
(4.53)
	197
(4.51)
	2,178,946
(4.25)

	Total
	50,697,659
(100.00)
	520,221
(100.00)
	39,657
(100.00)
	4,372
(100.00)
	51,261,909


Note: Sector data not yet available for 2009.
SOURCE: State Ministry for Cooperative and SMEs (www.depkop.go.id) and BPS (www.bps.go.id)
The most recent data on MSMEs in Indonesia are from the BPS National Survey on Micro and Small Industries 2010 and are concentrated on manufacturing. Table 2-4 shows the number of micro and small firms in manufacturing by industry group, and Figure 2-1 shows their distribution by province. There are about 2.7 million such enterprises in manufacturing and they are concentrated in a few industries and provinces, mainly Java. Most are microenterprises, and the food industry has the most; about 34 percent of micro and small enterprises in manufacturing are in the food industry. The second most important sector is production of goods using wood, rattan, and bamboo; and the third is textiles and garments. 
As in many other developing countries, Indonesia’s MSME manufacturers are engaged in simple, traditional production, such as the manufacture of wood products (including furniture), textiles, garments, footwear, food and beverages, and handicrafts. Only a very small number of MSMEs, mostly medium sized and small enterprises, produce medium- to high-technology goods such as industrial machineries, production tools, and automotive components. In the automotive industry, for instance, they are mainly subcontractors producing components and spare parts for large firms serving multinational manufacturers in Indonesia, mainly from Japan (e.g., Toyota and Honda).
[bookmark: _Toc346115656]Table 2-4 
Number of Micro and Small Enterprises in Manufacturing, by Industry, 2010
	Industry Group 
	Micro
	Small
	Total

	Food
	881,590
	48,320
	929,910

	Beverages
	29,848
	547
	30,395

	Processed tobacco
	22,804
	30,365
	53,169

	Textile
	221,504
	13,153
	234,657

	Garment
	244,810
	31,738
	276,548

	Leather and its products, incl. footwear
	26,647
	6,263
	32,910

	Wood and products (not incl. furniture) and handicraft from rattan, bamboo 
	623,761
	15,345
	639,106

	Paper and its products
	6,780
	488
	7,268

	Publishing and recording media reproduction
	19,675
	4,630
	24,305

	Chemical and its products
	18,223
	945
	19,168

	Pharmacy, chemical medical products and traditional medicine 
	4,974
	69
	5,043

	Rubber and plastic and their products 
	12,346
	1,440
	13,786

	Excavated nonmetal products
	193,129
	22,429
	215,558

	Basic metal
	1,288
	265
	1,553

	Metal products non-machinery and its tools
	54,571
	7,160
	61,731

	Computer, electronic goods and optics
	397
	37
	434

	Electrical tools
	113
	86
	199

	Machineries and their tools
	1,129
	411
	1,540

	Vehicles, trailer and semi-trailer
	3,314
	174
	3,488

	Other transportation tools
	4,383
	325
	4,708

	Furniture
	96,938
	10,228
	107,166

	Other manufactures
	55,592
	7,306
	62,898

	Repairs services and machines and their tools installation
	6,481
	703
	7,184

	Total
	2,529,987
	202,737
	2,732,724


Note: Industry groups based on Indonesian Standard Industrial Classification Codes.
SOURCE: BPS (2010). 
With a 58 percent share of GDP (at constant prices) since 2006, MSMEs consistently contribute more to gross domestic product (GDP) than large enterprises (Figure 2-2). Contribution varies among the subcategories, with microenterprises contributing more than others because of their sheer numbers rather than higher productivity. 
[bookmark: _Toc346115631]Figure 2-1 
Number of Micro and Small Enterprises in Manufacturing, by Province, 2010
[image: ]
SOURCE: BPS (2010). 
[bookmark: _Toc346115632]Figure 2-2 
GDP Share of MSMEs and Large Enterprises, 2005-2009 
[image: ]
SOURCE: State Ministry for Cooperative and SMEs (www.depkop.go.id) and BPS (www.bps.go.id).
Table 2-5 presents data on GDP contributions of MSMEs and comparator large enterprises, by sector. We see that GDP share of MSMEs varies by sector. Only in agriculture and trade are shares relatively high. These are also the highly concentrated sectors of the enterprises (Table 2-3). Where capital, advanced technology, and skilled labor are crucial—such as mining, manufacturing, construction, and electricity, gas and clean water supply—the GDP share of MSMEs is much lower.
MSMEs’ annual output growth rates vary by sector and subsector but overall are higher than those of large enterprises. The output growth rate of micro and small firms is always lower than that of medium ones, although the gap tends to become smaller by year during the period reviewed (Figure 2-3). Among many other possible explanations, the difference can be explained by the fact that medium sized enterprises are more modern and well organized, use advanced technology, and employ skilled workers. Microenterprises and small enterprises are generally unorganized economic activities using inappropriate technologies, primitive production and businesses methods, and unskilled workers, including unpaid family members. So, among MSMEs, medium-sized enterprises have more growth capability. 
[bookmark: _Toc346115657]Table 2-5 
National GDP by Size of Enterprise and Sector, 2006-2008 (Rp trillion)
	Sector
	Enterprise Size
	GDP Share (%),Constant Prices (2000)

	
	
	2006
	2007
	2008

	Agriculture
	MSME
	14.00
	14.26
	13.65

	
	Large
	0.60
	0.57
	0.58

	Construction
	MSME
	4.04
	4.39
	2.48

	
	Large
	2.04
	2.06
	4.07

	Elect, gas and water supply
	MSME
	0.06
	0.06
	0.06

	
	Large
	0.60
	0.63
	0.69

	Finance, rent & service
	MSME
	7.20
	5.96
	6.33

	
	Large
	3.32
	3.25
	3.62

	Manufacture
	MSME
	6.99
	7.81
	8.62

	
	Large
	19.85
	19.29
	19.30

	Mining 
	MSME
	1.02
	1.15
	1.09

	
	Large
	7.01
	7.20
	7.54

	Trade, hotel & restaurant
	MSME
	17.00
	16.6
	17.44

	
	Large
	0.65
	0.66
	0.74

	Transport and communication
	MSME
	3.32
	3.29
	3.43

	
	Large
	3.45
	3.89
	4.89

	Other services
	MSME
	4.86 
	4.92
	5.23

	
	Large
	4.00
	4.01
	0.25


Note: Sector data not yet available for 2009. 
SOURCE: State Ministry for Cooperative and SMEs (www.depkop.go.id) and BPS (www.bps.go.id) 
[bookmark: _Toc346115633]Figure 2-3 
Output Growth Rate (at constant prices) by Enterprise Size, 2003-2009 (%)
[image: ]
SOURCE: State Ministry for Cooperative and SMEs (www.depkop.go.id) and BPS (www.bps.go.id)
MSMEs also contribute more than large enterprises to annual growth in GDP (Figure 2-4). In 2005 the GDP growth rate was 5.69 percent, with 3.33 percent coming from MSMEs, compared to 2.36 percent from large enterprises. MSMEs’ share in GDP growth was 3.57 percent in 2007; this declined to 3.54 percent in 2008. Micro and small enterprises contributed more than medium-sized enterprises. In 2007, when the GDP growth rate was 6.32 percent, micro and small enterprises contributed about 2.42 percent, compared to 1.15 percent from medium-sized firms. In 2008 the shares were 2.58 percent and 0.96 percent, respectively. In 2009, the value of GDP growth was 90,354.3 billion rupiah, of which almost 39 percent came from micro and small, 15.4 percent from medium, and 46 percent from large enterprises. In percentage, GDP growth was 4.52 percent, with micro and small enterprises contributing 1.76 percent, medium-sized firms 0.69 percent, and large firms 2.07 percent. The difference is mainly due to the very large number of micro and small enterprises compared to the number of medium sized enterprises (39,000 units).
Table 2-6 provides data on MSMEs in other Asian countries, drawing on estimates by certain studies rather than official data, which tends to be limited. In all countries for which estimates are available, MSMEs are the biggest in number, in employment creation and value added. With regard to GDP contribution, MSMEs in Cambodia have the highest share, followed by those in China and Indonesia. With regard to employment creation, Cambodia and Indonesia are both in top position as their MSMEs contribute almost 100 percent of employment creation. 
[bookmark: _Toc346115634]Figure 2-4 
GDP Growth Contributions by Enterprise Size, 2005-2009 (%)
[image: ]
SOURCE: State Ministry for Cooperative and SMEs (www.depkop.go.id) and BPS (www.bps.go.id)
[bookmark: _Toc346115658]Table 2-6 
MSMEs’ Share of Enterprises, Employment, and GDP in selected Asian Developing Countries, 2000-2008 (%)
	
	China
	India
	Indonesia
	Malaysia
	Philippines
	Thailand
	Vietnam
	Pakistan
	Cambodia

	No. of units
	99.7
	95.0
	99.9
	94.4
	99.6
	98.0
	96.8
	n.a.
	n.a.

	Employment
	74.0
	80.0
	99.0
	40.4
	69.1
	55.8
	96.8
	90.0
	99.0

	GDP
	60.0
	40.0
	58.17
	26.0
	32.0
	47.0
	39.0
	40.0
	76.7


Note: n.a.=data not available   
SOURCES: Goh (2007), ADB (2009), UN-ESCAP (2009), Tambunan (2009b), UN-ESCAP, 2009.
[bookmark: _Toc346113706]2.2 Productivity
MSMEs’ share of GDP and GDP growth in Indonesia is greater than the share of large enterprises; this does not mean, however, that they are more productive. On the contrary, low productivity is a characteristic of MSMEs in all developing countries. Productivity reflects efficiency in using inputs or factors of production; low productivity signals high production cost and high price per unit of output. One simple way to measure labor productivity is to find the ratio of total output value of total value added to total workers employed. As can be seen in Figure 2-5, the value added-labor ratio in MSMEs is much lower than in larger counterparts. Among MSMEs, the ratio varies, being higher in medium sized firms. Or, because average income per worker often keeps pace with productivity, that average can also be used to indicate labor productivity (Figure 2-6). The two figures suggest a positive correlation between enterprise size and average income per worker, or labor productivity.
[bookmark: _Toc346115635]Figure 2-5 
Labor Productivity, by Enterprise Size (Rp/worker)
[image: ]
SOURCE: BPS (www.bps.go.id)
[bookmark: _Toc346115636]Figure 2-6 
Average Income per Worker in MSMEs, 2006 (000 rupiah)
[image: ]
SOURCE: BPS (www.bps.go.id)
Tables 2-7 and 2-8 present data on the productivity of enterprises and paid labor by industry and by province. The first kind of productivity is a ratio of revenue to total number of enterprises, and the second is the ratio of revenue to the total number of paid workers. “Paid” here is explicit; many MSME “employees” are unpaid family members (the ratio of paid to unpaid workers varies by industry). 
Both kinds of productivity vary by industry, reflecting differences in the complexity of production process, minimum requirements for and availability of capital and skills, other production constraints, raw material prices and availability, etc. Both kinds also vary by province, reflecting differences in the condition of infrastructure, the average education of population, local government policies, market conditions, and inflation.
Low productivity in MSMEs is not unique to Indonesia; labor productivity gaps between MSMEs and large enterprises are obvious in many other developing countries. This is not surprising, given that MSMEs are traditional enterprises that use manual modes of production. They also lack inputs necessary to raise productivity such as skilled manpower, new machines, modern production tools, and knowledge of better production methods. It is therefore hard for these enterprises to improve productivity, production processes, and products.
[bookmark: _Toc346115659]Table 2-7 
Productivity of Micro and Small Enterprises in Manufacturing by Industry, 2010 (000 rupiah)
	Industry Group
	Enterprise
	Paid Labor

	Food
	65,939.94
	118,389.3

	Beverages
	35,563.08
	86,213.11

	Processed tobacco
	84,477.5
	22,564.08

	Textile
	50,676.2
	87,553.56

	Garment
	100,416.9
	87,142.4

	Leather and its products, incl. footwear
	207,368.1
	100,152.4

	Wood and its products (not incl. furniture) and handicraft from rattan, bamboo 
	28,150.68
	99,066.48

	Paper and its products
	110,576.7
	130,212.5

	Publishing and recording media reproduction
	155,876.2
	68,311.79

	Chemical and its products
	84,631.12
	99,595.36

	Pharmacy, chemical medical products and traditional medicine 
	50,244.76
	191,812.5

	Rubber and plastic & their products 
	86,910.13
	79,048.83

	Excavated nonmetal products
	64,755.04
	51,377.01

	Basic metal
	253,805.2
	145,018.2

	Metal products non-machinery and its tools
	209,676
	120,320.8

	Computer, electronic goods and optics
	275,951.8
	115,267.7

	Electrical tools
	226,155.6
	51,434.24

	Machineries and their tools
	393,695.6
	146,270.5

	Vehicles, trailer and semi-trailer
	101,105.7
	67,688.41

	Other transportation tools
	145,780.1
	128,719.6

	Furniture
	136,657.9
	89,916.62

	Other manufactures
	70,362.16
	84,484.56

	Repairs services and machines and their tools installation
	69,996.91
	55,356.43

	Total
	68,691.11
	87,264.16


SOURCE: BPS (2010). 
[bookmark: _Toc346115660]Table 2-8 
Productivity of Micro and Small Enterprises in Manufacturing by Province, 2010 (million rupiah)
	Province
	Enterprises
	Paid Labor

	Aceh 
	71.065
	140.581

	North Sumatera
	79.149
	102.568

	West Sumatera
	78.963
	101.289

	Riau
	95.199
	111.484

	Jambi
	71.64
	097.452

	South Sumatera
	110.924
	113.473

	Bengkulu
	74.909
	102.514

	Lampung 
	50.21
	086.209

	Bangka Belitung
	106.071
	099.553

	Kep. Riau
	68.338
	101.15

	DKI Jakarta 
	273.329
	73.717

	West Java 
	77.824
	87.406

	Central Java 
	63.895
	76.601

	DI Yogyakarta 
	55.001
	82.344

	East Java 
	68.538
	103.441

	Banten 
	46.461
	73.826

	Bali 
	77.354
	105.679

	West Nusa Tenggara 
	70.397
	47.515

	East Nusa Tenggara 
	18.219
	128.664

	West Kalimantan
	66.64
	57.184

	Central Kalimantan 
	82.644
	135.646

	South Kalimantan 
	37.372
	94.943

	East Kalimantan
	154.947
	117.751

	North Sulawesi
	87.913
	81.181

	Central Sulawesi 
	39.003
	55.396

	South Sulawesi 
	62.254
	119.634

	Southeast Sulawesi 
	43.992
	79.601

	Gorontalo 
	43.698
	46.585

	West Sulawesi 
	31.531
	120.603

	Maluku 
	33.48
	99.65

	North Maluku 
	107.645
	123.113

	West Papua 
	150.526
	86.431

	Papua 
	201.097
	160.702

	Indonesia
	68.691
	87.264


SOURCE: BPS (2010). 

MSME Performance	11

[bookmark: _Toc346113707]Current Constraints
MSMEs face many obstacles in reaching a viable size. These may differ from region to region, between rural and urban areas, between sectors and subsectors, or between individual enterprises in a sector, subsector, or region. But a number are common: lack of funds for working and investment capital, lack of skilled workers, lack of advanced technology and updated and comprehensive information; difficulty with marketing, distribution, and procuring of raw material and other inputs; high transportation costs; cumbersome and costly bureaucratic procedures, especially for licensing; and policies and regulations that distort markets. These are often treated in the literature as external constraints on MSME growth.[footnoteRef:1]  [1:  See for instance, Tambunan (2009a,b) for a survey of literature on this issue.] 

Table 3-1 lists constraints facing manufacturing micro and small enterprises in Indonesia. Surprisingly, the data suggest that not all producers see lack of capital as their most serious constraint even though it ranks as the most difficult. The proportion of those facing serious problems varies by industry and province. By industry, variation may be related to differences in production complexity, market conditions for output and input (especially raw material, components, capital, and workers), and specific industry policies. By province, variation may be related to infrastructure, location, regional policies, and market conditions. See Tables 3-2 and 3-3.
[bookmark: _Toc346115661]Table 3-1 
Constraints on Indonesia’s Micro and Small Manufacturers, 2005 and 2010 (number of respondents)
	
	2005
	2010

	No serious obstacles
	674,135
	599,591

	Serious obstacles
	2,054,565
	2,133,133

	Raw material, lack of or high prices 
	421,277
	483,468

	Marketing 
	629,406
	495,123

	Capital, lack of 
	714,629
	806,578

	Transportation/distribution 
	54,945
	39,571

	Energy, high prices or short supply
	55,420
	34,759

	Labor, high cost or lack of skill
	16,650
	89,046

	Other 	
	162,238
	184,408

	Total 
	2,728,700
	2,732,724


SOURCE: Tambunan (2008a,b), BPS(2010).

[bookmark: _Toc346115662]Table 3-2 
Constraints on Micro, Small, and Medium-Sized Manufactures by Industry, 2010
	Industry Group 
	Total
	Having Serious Problems
	Constraints

	
	
	
	Raw Material
	Marketing
	Capital
	Transport/ 
Distribution
	Energy
	Worker 
Skill
	Other

	Food
	929,910
	745,824
	206,309
	146,185
	255,793
	23,346
	21,506
	23,181
	69,104

	Beverages
	30,395
	22,141
	7,074
	8,206
	3,883
	1,061
	185
	301
	1,431

	Processed tobacco
	53,169
	46,682
	8,434
	3,094
	20,978
	1,328
	43,34
	942
	7,572

	Textile
	234,657
	154,144
	193,20
	43,718
	78,722
	2,081
	2,131
	9,378
	8,794

	Garment
	276,548
	172,307
	18,584
	36,119
	75,038
	867
	729
	16,564
	24,406

	Leather and its products, incl. footwear
	32,910
	26,735
	3,764
	5,833
	12,908
	228
	272
	983
	2,747

	Wood and its products (not incl. furniture) and handicraft from rattan, bamboo 
	639,106
	51,490
	140,664
	141,798
	165,355
	4,862
	2,141
	24,698
	35,472

	Paper and its products
	7,268
	2,731
	736
	610
	1,127
	25
	86
	94
	53

	Publishing and recording media reproduction
	24,305
	21,185
	1,750
	5,441
	8,087
	167
	740
	1,138
	3,862

	Chemical and its products
	19,168
	15,744
	5,621
	1,202
	6,019
	1,045
	16
	235
	1,606

	Pharmacy, chemical medical products and traditional medicine 
	5,043
	4,320
	1,226
	1,378
	1,587
	57
	-
	30
	42

	Rubber and plastic & their products 
	13,786
	8,541
	1,794
	2,514
	3,793
	13
	23
	108
	296

	Excavated nonmetal products
	215,558
	181,747
	22,578
	45,475
	85,238
	2,484
	1,627
	4,687
	19,658

	Basic metal
	1,553
	1,460
	358
	301
	692
	10
	-
	27
	72

	Metal products non-machinery and its tools
	61,731
	52,594
	9,149
	13,820
	24,297
	643
	706
	1,151
	2,828

	Computer, electronic goods and optics
	434
	349
	25
	107
	209
	-
	-
	-
	8

	Electrical tools
	199
	113
	-
	47
	20
	-
	-
	-
	46

	Machineries and their tools
	1,540
	1,148
	56
	273
	652
	-
	48
	-
	119

	Vehicles, trailer and semi-trailer
	3,488
	3,269
	582
	2,231
	331
	-
	-
	8
	117

	Other transportation tools
	4,708
	4,394
	1,503
	708
	1,717
	48
	45
	133
	240

	Furniture
	107,166
	93,175
	23,171
	23,239
	40,914
	330
	132
	2,653
	2,736

	Other manufactures
	62,898
	43,722
	10,604
	11,252
	16,545
	718
	38
	1,773
	2,792

	Repairs services and machines and their tools installation
	7,184
	5,818
	166
	1,572
	2,853
	258
	-
	562
	407

	Total
	2,732,724
	2,133,133
	483,468
	495,123
	806,758
	39,571
	34,759
	 89,045
	184,408


SOURCE: BPS (2010).
[bookmark: _Toc346115663]Table 3-3 
Constraints on Micro and Small Enterprises in Manufacturing, by Province, 2010
	Province
	Total
	Having Serious Problems
	Constraint

	
	
	
	Raw Material
	Marketing
	Capital
	Transport/ 
Distribution
	Energy
	Worker 
Skill
	Other

	Aceh
	56,118
	41,797
	9,533
	9,752
	19,611
	285
	556
	1,093
	967

	North Sumatera 
	66,722
	57,636
	12,018
	15,613
	22,006
	1,381
	519
	2,054
	4,045

	West Sumatera 
	53,050
	37,613
	6,742
	7,746
	18,086
	205
	119
	1,970
	2,745

	Riau
	12,227
	10,389
	1,586
	3,707
	3,880
	229
	95
	255
	637

	Jambi
	18,900
	15,292
	2,979
	4,046
	6,785
	363
	48
	635
	436

	South Sumatera
	51,531
	44,854
	11,965
	5,743
	19,992
	270
	788
	813
	5,283

	Bengkulu 
	9,091
	8,299
	1,824
	2,146
	3,674
	31
	204
	118
	302

	Lampung
	81,637
	69,812
	17,996
	14,626
	25,929
	2,793
	1,372
	2,072
	4,430

	Bangka Belitung
	5,666
	4,794
	1,149
	1,327
	1,803
	74
	56
	87
	296

	Kep. Riau
	11,970
	10,217
	2,874
	2,523
	3,356
	36
	752
	316
	360

	DKI Jakarta
	28,570
	23,099
	3,573
	7,725
	8,224
	207
	285
	1,352
	1,733

	West Java
	39,7331
	33,5383
	82,905
	74,952
	115,943
	9,454
	4,970
	15,808
	31,351

	Central Java
	659,126
	478,040
	131,755
	102,725
	160,944
	3,677
	5,800
	22,806
	50,333

	DI Yogyakarta
	63,526
	44,835
	6,065
	12,687
	15,295
	239
	89
	2,853
	7,607

	East Java
	51,8327
	367,728
	77,222
	108,118
	125,459
	4,760
	5,136
	13,620
	33,413

	Banten
	65,582
	55,723
	8,897
	7,056
	27,650
	538
	1,735
	2,134
	7,713

	Bali
	84,701
	67,862
	15,292
	14,388
	26,678
	498
	1,679
	1,826
	7,501

	West Nusa Tenggara
	83,214
	67,395
	5,794
	16,917
	35,011
	364
	4,516
	3,434
	1,359

	East Nusa Tenggara
	80,465
	77,177
	9,698
	20,814
	36,903
	2,552
	496
	5,903
	811

	West Kalimantan
	29,532
	2,2691
	5,412
	4,569
	7,789
	696
	1,925
	715
	1585

	Central Kalimantan
	14,145
	11,587
	3,186
	3,750
	3,771
	151
	139
	153
	437

	South Kalimantan
	55,416
	46,029
	13,143
	10,678
	15,242
	146
	99
	4,163
	2,558

	East Kalimantan
	12,017
	10,453
	2,428
	2,203
	4,226
	297
	245
	252
	802

	North Sulawesi
	28,494
	21,076
	6,957
	3,233
	7,735
	1,125
	688
	946
	392

	Central Sulawesi
	26,767
	22,733
	5,182
	3,156
	11,520
	269
	179
	631
	1,796

	South Sulawesi
	84,155
	68,380
	15,272
	14,683
	29,724
	2,821
	665
	1,340
	3,875

	Southeast Sulawesi
	53,373
	47,017
	8,784
	7,679
	20,128
	1,803
	374
	382
	7,867

	Gorontalo
	18,605
	15,352
	2,595
	1,784
	8,206
	1,090
	605
	358
	714

	West Sulawesi
	20,551
	16,034
	3,312
	2,532
	7,673
	730
	302
	523
	962

	Maluku
	26,344
	22,033
	5,051
	5,180
	8,107
	2,034
	71
	123
	1,467

	North Maluku
	5,834
	4,751
	774
	1,024
	2,227
	225
	142
	76
	283

	West Papua
	1,900
	1,612
	372
	429
	678
	-
	25
	33
	75

	Papua
	7,837
	6,034
	1,133
	1,612
	2,503
	228
	83
	202
	273

	Indonesia
	2,732,724
	2,133,133
	483,468
	495,123
	806,758
	39,571
	34,759
	79,046
	184,408





[bookmark: _Toc346115664]Table 3-4 
Constraints on Micro and Small Enterprises in Manufacturing, by Province, 2010
	Province
	Total
	Having Serious Problems
	Constraint

	
	
	
	Raw Material
	Marketing
	Capital
	Transport/ 
Distribution
	Energy
	Worker 
Skill
	Other

	Aceh
	56,118
	41,797
	9,533
	9,752
	19,611
	285
	556
	1,093
	967

	North Sumatera 
	66,722
	57,636
	12,018
	15,613
	22,006
	1,381
	519
	2,054
	4,045

	West Sumatera 
	53,050
	37,613
	6,742
	7,746
	18,086
	205
	119
	1,970
	2,745

	Riau
	12,227
	10,389
	1,586
	3,707
	3,880
	229
	95
	255
	637

	Jambi
	18,900
	15,292
	2,979
	4,046
	6,785
	363
	48
	635
	436

	South Sumatera
	51,531
	44,854
	11,965
	5,743
	19,992
	270
	788
	813
	5,283

	Bengkulu 
	9,091
	8,299
	1,824
	2,146
	3,674
	31
	204
	118
	302

	Lampung
	81,637
	69,812
	17,996
	14,626
	25,929
	2,793
	1,372
	2,072
	4,430

	Bangka Belitung
	5,666
	4,794
	1,149
	1,327
	1,803
	74
	56
	87
	296

	Kep. Riau
	11,970
	10,217
	2,874
	2,523
	3,356
	36
	752
	316
	360

	DKI Jakarta
	28,570
	23,099
	3,573
	7,725
	8,224
	207
	285
	1,352
	1,733

	West Java
	39,7331
	33,5383
	82,905
	74,952
	115,943
	9,454
	4,970
	15,808
	31,351

	Central Java
	659,126
	478,040
	131,755
	102,725
	160,944
	3,677
	5,800
	22,806
	50,333

	DI Yogyakarta
	63,526
	44,835
	6,065
	12,687
	15,295
	239
	89
	2,853
	7,607

	East Java
	51,8327
	367,728
	77,222
	108,118
	125,459
	4,760
	5,136
	13,620
	33,413

	Banten
	65,582
	55,723
	8,897
	7,056
	27,650
	538
	1,735
	2,134
	7,713

	Bali
	84,701
	67,862
	15,292
	14,388
	26,678
	498
	1,679
	1,826
	7,501

	West Nusa Tenggara
	83,214
	67,395
	5,794
	16,917
	35,011
	364
	4,516
	3,434
	1,359

	East Nusa Tenggara
	80,465
	77,177
	9,698
	20,814
	36,903
	2,552
	496
	5,903
	811

	West Kalimantan
	29,532
	2,2691
	5,412
	4,569
	7,789
	696
	1,925
	715
	1585

	Central Kalimantan
	14,145
	11,587
	3,186
	3,750
	3,771
	151
	139
	153
	437

	South Kalimantan
	55,416
	46,029
	13,143
	10,678
	15,242
	146
	99
	4,163
	2,558

	East Kalimantan
	12,017
	10,453
	2,428
	2,203
	4,226
	297
	245
	252
	802

	North Sulawesi
	28,494
	21,076
	6,957
	3,233
	7,735
	1,125
	688
	946
	392

	Central Sulawesi
	26,767
	22,733
	5,182
	3,156
	11,520
	269
	179
	631
	1,796

	South Sulawesi
	84,155
	68,380
	15,272
	14,683
	29,724
	2,821
	665
	1,340
	3,875

	Southeast Sulawesi
	53,373
	47,017
	8,784
	7,679
	20,128
	1,803
	374
	382
	7,867

	Gorontalo
	18,605
	15,352
	2,595
	1,784
	8,206
	1,090
	605
	358
	714

	West Sulawesi
	20,551
	16,034
	3,312
	2,532
	7,673
	730
	302
	523
	962

	Maluku
	26,344
	22,033
	5,051
	5,180
	8,107
	2,034
	71
	123
	1,467

	North Maluku
	5,834
	4,751
	774
	1,024
	2,227
	225
	142
	76
	283

	West Papua
	1,900
	1,612
	372
	429
	678
	-
	25
	33
	75

	Papua
	7,837
	6,034
	1,133
	1,612
	2,503
	228
	83
	202
	273

	Indonesia
	2,732,724
	2,133,133
	483,468
	495,123
	806,758
	39,571
	34,759
	79,046
	184,408


SOURCE: BPS (2010).




Those facing capital constraints are primarily in rural areas where access to credit from banks or government-sponsored credit schemes is minimal or absent. Consequently, the owners of micro and small enterprises use their own money (savings) or rely on the money of others to fully or partially fund daily operations. Data from BPS (2005) show that 82.41 percent of microenterprises and 68.85 percent of small enterprises rely on their own money. Very few (2.9 percent of microenterprises and 1.8 percent of small enterprises) borrow money. The most recent data (2010) show that the proportions have not changed much since 2005, though they vary by industry and province. See Tables 3-4 and 3-5.
[bookmark: _Toc346115665]Table 3-4 
Source of Financing for Micro and Small Enterprises, by Industry, 2010
	Industry Group 
	Total
	Financing Source

	
	
	Fully  
Owned
	Partially by Others 
	Fully by Others

	Food
	929,910
	767,729
	140,886
	21,295

	Beverages
	30,395
	27,892
	2,310
	193

	Processed tobacco
	53,169
	30,099
	21,505
	1,565

	Textile
	234,657
	177,325
	38,053
	19,279

	Garment
	276,548
	205,548
	60,680
	10,320

	Leather and its products, incl. footwear
	32, 910
	18,793
	12,358
	1,759

	Wood & products (not incl. furn.) and handicraft from rattan, bamboo 
	639,106
	556,565
	62,520
	20,021

	Paper and its products
	7,268
	3,008
	2,818
	1,442

	Publishing and recording media reproduction
	24,305
	16,974
	6,747
	584

	Chemical and its products
	19,168
	14,314
	3,709
	1,145

	Pharmacy, chemical medical products and traditional medicine 
	5,043
	4,707
	264
	72

	Rubber and plastic & their products 
	13,786
	7,927
	3,014
	2,845

	Excavated nonmetal products
	215,558
	155,183
	53,023
	7,352

	Basic metal
	1,553
	880
	647
	26

	Metal products non-machinery and its tools
	61,731
	46,195
	13,993
	1,543

	Computer, electronic goods and optics
	434
	427
	7
	-

	Electrical tools
	199
	122
	77
	-

	Machineries and their tools
	1,540
	820
	528
	192

	Vehicles, trailer and semi-trailer
	3,488
	3,445
	38
	5

	Other transportation tools
	4,708
	3,547
	989
	172

	Furniture
	107,166
	77,924
	25,624
	3,618

	Other manufactures
	62,898
	47,184
	12,622
	3,092

	Repairs services and machines and their tools installation
	7,184
	6,145
	1,001
	38

	Total
	2 ,732, 724
	2,172,753
	463,413
	96,558


SOURCE: BPS (2010).


[bookmark: _Toc346115666]Table 3-5 
Source of Financing for Micro and Small Enterprises in Manufacturing, by Province, 2010 
	Province
	Total
	Financing Source

	
	
	Fully  
Owned
	Partially by Others
	Fully by  
Others

	Aceh 
	56,118
	49,610
	6,092
	416

	North Sumatera 
	66,722
	54,230
	8,528
	3,964

	West Sumatera
	53,050
	39,305
	10,299
	3,446

	Riau 
	12,227
	10,914
	1,166
	147

	Jambi 
	18,900
	15,454
	3,069
	377

	South Sumatera 
	51,531
	38,460
	10,118
	2,953

	Bengkulu 
	9,091
	7,284
	1,438
	369

	Lampung 
	81,637
	64,684
	12,380
	4,573

	Bangka Belitung
	5,666
	4,913
	530
	223

	Kep. Riau
	11,970
	11,414
	464
	92

	DKI Jakarta 
	28,570
	21,990
	5,132
	1,448

	West Java
	397,331
	287,277
	96,762
	13,292

	Central Java 
	659,126
	534,073
	113,585
	11,468

	DI Yogyakarta 
	63,526
	46,336
	13,464
	3,726

	East Java 
	518,327
	418,145
	83,644
	16,538

	Banten 
	65,582
	54,022
	9,589
	1,971

	Bali 
	84,701
	58,557
	15,943
	10,201

	West Nusa Tenggara 
	83,214
	60,006
	20,370
	2,838

	East Nusa Tenggara 
	80,465
	73,017
	6,744
	704

	West Kalimantan 
	29,532
	26,575
	2,679
	278

	Central Kalimantan 
	14,145
	11,329
	2,372
	444

	South Kalimantan 
	55,416
	41,558
	876
	5,090

	East Kalimantan
	12,017
	9,996
	1,666
	355

	North Sulawesi
	28,494
	26,852
	1,583
	59

	Central Sulawesi 
	26,767
	22,430
	3,172
	1,165

	South Sulawesi 
	84,155
	68,867
	8,413
	6,875

	Southeast Sulawesi 
	53,373
	46,140
	6,209
	1,024

	Gorontalo 
	18,605
	13,907
	3,116
	1,582

	West Sulawesi 
	20,551
	16,632
	3,494
	425

	Maluku 
	26,344
	25,032
	1,167
	145

	North Maluku 
	5,834
	5,375
	429
	30

	West Papua 
	1,900
	1,674
	183
	43

	Papua 
	7,837
	6,695
	845
	297

	Indonesia
	2,732,724
	2,172,753
	463,413
	96,558


SOURCE: BPS (2010).


Data from 2005 show that those who used money from external sources to finance their businesses borrowed from formal and informal sources (Table 3-6). Data from 2010 (Tables 3-7 and 3-8) show that diversification of external sources of finance varies by industry and location. Such diversification reflects the fact that money from formal sources must often be supplemented by money from informal sources, such as friends and relatives. 
Most micro and small enterprises in Indonesia have little or no access to formal credit because they lack collateral, seem unfeasible from the perspective of banks, and operate too informally, without organization or acceptably sound management. The financing available to MSMEs in Indonesia did improve somewhat in the years before the 1997/98 Asian financial crisis. Institutions were developed to serve all levels of the market. Unfortunately, they were not efficient or comprehensive enough and faced difficulties even before the crisis. Many were financially and structurally weak, for example, and this was manifest in high transactions costs and limited market penetration. The vast majority of micro and small enterprises were not served.
[bookmark: _Toc346115667]Table 3-6 
Origin of Loans in Manufacturing Micro and Small Enterprises, 2005 (% of total sampled enterprises)
	Loan Origin 
	Microenterprises
	Small Enterprises

	Formal Sources

	Bank
	54.54
	15.62

	Cooperative
	5.57
	3.83

	Venture capital
	1.63
	1.34

	Nonbank institutions
	4.75
	3.06

	Informal Sources

	Family
	12.61
	11.21

	Friends
	23.64
	44.35

	Others
	14.24
	28.35


SOURCE: BPS (www.bps.go.id
Current Constraints	18
20	Constraints on Indonesia’s Export-oriented MSMEs
Current Constraints	19
Government regulations can have a very negative effect on MSMEs. Consider the case of furniture producers in Central Java. In 2005, the Ministry of Industry and the Ministry of Trade issued a regulation allowing the free export of unprocessed wood and rattan. Not only are wood and rattan crucial inputs for domestic furniture makers, but rattan is available only in Indonesia and is sought intensively by producers in other countries. After the regulation went into effect, wood and rattan became scarce on the local market and exports from Cirebon went into steep decline. Meanwhile, unprocessed wood and rattan stocks were shipped free to aggressive competitors in China and Vietnam. The government recently passed a regulation forbidding the export of unprocessed wood and rattan. 
[bookmark: _Toc346115668]Table 3-7 
Source of Financing for Micro and Small Enterprises in Manufacturing, by Industry, 2010
	Industry
	Total
	Used  
External Capital
	Financing Source

	
	
	
	Bank
	Co-op
	Nonbank Inst.
	Venture Capital
	Individuals
	Family
	Other

	Food
	929,910
	162,181
	26,571
	12,582
	10,511
	164
	67,243
	15,231
	29,205

	Beverages
	30,395
	2,503
	758
	511
	54
	9
	735
	228
	208

	Processed tobacco
	53,169
	23,070
	4,287
	335
	1,378
	-
	14,900
	840
	1,284

	Textile
	234,657
	57,332
	6,546
	2,487
	2,896
	32
	16,188
	4,838
	24,345

	Garment
	276,548
	71,000
	11,792
	2,631
	1,633
	1124
	21,595
	5,672
	26,209

	Leather and its products, incl. footwear
	32,910
	14,117
	2,082
	523
	160
	-
	2,181
	1,372
	7,799

	Wood, its products (not incl. furn.) and handicraft from rattan, bamboo 
	639,106
	82,541
	15,722
	2,380
	3,292
	574
	32,187
	8,562
	18,336

	Paper and its products
	7,268
	4,260
	268
	2
	6
	-
	1,127
	25
	2,832

	Publishing and recording media reproduction
	24,305
	7,331
	3,118
	122
	31
	8
	2,587
	866
	578

	Chemical and its products
	19,168
	4,854
	1,195
	486
	843
	-
	809
	610
	911

	Pharmacy, chemical medical products and traditional medicine 
	5,043
	336
	84
	139
	10
	-
	18
	85
	-

	Rubber and plastic & their products 
	13,786
	5,859
	1,344
	111
	19
	-
	3,270
	632
	483

	Excavated non metal products
	215,558
	60,375
	17,214
	3,435
	1,668
	-
	27,180
	7,328
	2,858

	Basic metal
	1,553
	673
	222
	36
	17
	-
	122
	36
	240

	Metal products non-machinery and its tools
	61,731
	15,536
	5,850
	860
	458
	-
	2,693
	4,164
	1,436

	Computer, electronic goods and optics
	434
	7
	-
	-
	-
	-
	-
	7
	-

	Electrical tools
	199
	77
	74
	-
	-
	3
	-
	-
	-

	Machineries and their tools
	1,540
	720
	457
	179
	-
	-
	51
	22
	11

	Vehicles, trailer and semi-trailer
	3,488
	43
	32
	-
	2
	-
	-
	6
	3

	Other transportation tools
	4,708
	1,161
	207
	20
	4
	46
	422
	79
	378

	Furniture
	107,166
	29,242
	12,356
	968
	722
	-
	9,450
	3,283
	1,896

	Other manufactures
	62,898
	15,714
	1,871
	881
	270
	26
	3,448
	1,879
	7,317

	Repairs services and machines and their tools installation
	7,184
	1,039
	577
	39
	154
	-
	9
	174
	86

	Total
	2,732,724
	559,971
	112,627
	28,727
	24,128
	1,986
	20,6215
	55,939
	126,415


SOURCE: BPS (2010).
[bookmark: _Toc346115669]Table 3-8 
Source of Financing for Micro and Small Enterprises, by Province, 2010
	Province
	Total
	Used External Capital
	Source of Financing

	
	
	
	Bank
	Co-op
	Nonbank Inst.
	Venture Capital
	Individuals
	Family
	Other

	Aceh 
	56,118
	6,508
	664
	988
	416
	-
	2,634
	1,681
	125

	North Sumatera 
	66,722
	12,492
	3,137
	756
	167
	21
	3,423
	1,054
	3,837

	West Sumatera
	53,050
	13,745
	3,335
	617
	998
	208
	3,387
	785
	4,415

	Riau 
	12,227
	1,313
	372
	138
	98
	-
	381
	212
	112

	Jambi 
	18,900
	3,446
	887
	197
	86
	-
	1,447
	482
	347

	South Sumatera 
	51,531
	13,071
	438
	276
	50
	-
	9,047
	1,248
	1,729

	Bengkulu 
	  9,091
	1,807
	726
	154
	45
	-
	512
	238
	131

	Lampung 
	81,637
	16,953
	2,469
	625
	313
	-
	10,152
	2,014
	1,336

	Bangka Belitung
	5,666
	753
	291
	175
	39
	5
	47
	68
	128

	Kep. Riau
	11,970
	556
	99
	-
	25
	-
	306
	18
	108

	DKI Jakarta 
	28,570
	6,580
	1,137
	326
	92
	52
	2,246
	1,862
	836

	West Java
	397,331
	110,054
	17,413
	4,331
	1,487
	411
	41,835
	9,359
	33,466

	Central Java 
	659,126
	125,053
	27,932
	3,842
	5,555
	939
	43,469
	9,357
	33,849

	DI Yogyakarta 
	63,526
	17,190
	4,064
	1,586
	1,110
	138
	4,746
	478
	5,063

	East Java 
	518,327
	100,182
	22,527
	4,820
	4,204
	-
	40,085
	9,765
	17,378

	Banten 
	65,582
	11,560
	1,258
	809
	206
	18
	6,387
	2,014
	868

	Bali 
	84,701
	26,144
	7,684
	2,071
	2,024
	46
	7,077
	750
	6,371

	West Nusa Tenggara 
	83,214
	23,208
	3,571
	1,304
	1,084
	-
	9,958
	3,011
	4,234

	East Nusa Tenggara 
	80,465
	7,448
	1,590
	1,862
	1,743
	-
	720
	504
	1,029

	West Kalimantan 
	29,532
	2,957
	1,357
	228
	210
	-
	394
	375
	379

	Central Kalimantan 
	14,145
	2,816
	488
	206
	39
	-
	835
	956
	287

	South Kalimantan 
	55,416
	13,858
	1,878
	197
	343
	20
	5,117
	4,304
	1,999

	East Kalimantan
	12,017
	2,021
	956
	177
	44
	10
	623
	134
	73

	North Sulawesi
	28,494
	1,642
	392
	69
	84
	13
	708
	121
	255

	Central Sulawesi 
	26,767
	4,337
	934
	183
	1,092
	48
	1,231
	492
	357

	South Sulawesi 
	84,155
	15,288
	3,669
	958
	522
	12
	4,366
	1,501
	4,251

	Southeast Sulawesi 
	53,373
	7,233
	1,029
	673
	263
	-
	1,939
	701
	2,616

	Gorontalo 
	18,605
	4,698
	690
	253
	71
	45
	2,156
	842
	641

	West Sulawesi 
	20,551
	3,919
	698
	186
	1,511
	-
	364
	1,043
	117

	Maluku 
	26,344
	1,312
	115
	609
	120
	-
	175
	285
	8

	North Maluku 
	5,834
	459
	52
	42
	17
	-
	164
	175
	9

	West Papua 
	1,900
	226
	65
	50
	-
	-
	76
	20
	15

	Papua 
	7,837
	1,142
	710
	19
	69
	-
	208
	90
	46

	Indonesia
	2,732,724
	559,971
	112,627
	28,727
	24,128
	1,986
	20,6215
	55,939
	126,415


SOURCE: BPS (2010).




After assessing MSMEs in Indonesia, especially their export performance, the ADB (2002)[footnoteRef:2] concluded that they have substantial potential for growth but face many obstacles. On the supply side, these include (1) the rupiah exchange rate, (2) unstable security and law enforcement, (3) high transaction costs due to corruption, (4) frequent demands for wage increases, and (5) lack of access to formal credit. The report notes that MSME exports are promoted by several government departments and agencies under the Ministry of Industry and Trade, including the National Agency for Export Development, the Indonesian Export Training Centre, and the Export Promotion Board, but most MSMEs still lack ready access to formal credit. This impedes expansion of production and improvement in the quality of export products. Meanwhile, MSME producers of footwear, fish and shrimp, chemical products, spices, coffee, tea, and jewelry face stiff competition from other countries, including the emerging economies of the People’s Republic of China, India, Thailand, and Viet Nam. [2:  Cited in Tambunan (2008a).] 

To a large extent, skill is a function of education. Only about 2.20 percent of the owners of MSMEs involved in manufacturing have a university degree, though the rate varies by firm size (Table 3-9), industry (Table 3-10), and location (Table 3-11). We note that on average the education level of the working population in Indonesia is also low. Data from the National Labor Survey show that until now—despite an annual increase in the number of people with university degrees or higher—most of the country’s working population are educated to the primary or secondary levels only.
[bookmark: _Toc346115670]Table 3-9 
Education of Owners/Producers in MSMEs in Manufacturing, 2006 (%)
	Education
	Micro/Small
	Medium
	MSME

	Less than primary
	12.20
	7.97
	16.09

	Completed primary education
	28.87
	21.29
	31.30

	Completed junior high school
	23.04
	19.58
	22.10

	Completed senior high school
	30.42
	37.54
	26.87

	Completed academic education (D I/II/III)
	1.96
	3.53
	1.44

	Completed university 
	3.51
	10.09
	2.20

	Total
	100.00
	100.00
	100.00


SOURCE: BPS (www.bps.go.id)
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[bookmark: _Toc346115671]Table 3-10 
Level of Education Among Micro and Small Enterprise Owners/Producers in Manufacturing, by Industry, 2010
	Industry
	Total
	Less than Primary
	Primary
	Junior High
	Senior High
	Academic (D I/II/III)
	University

	Food
	929,910
	253,631
	411,119
	146,917
	106,973
	4,254
	7,016

	Beverages
	30,395
	6,320
	11,232
	5,305
	6,045
	448
	1,045

	Processed tobacco
	53,169
	16,928
	26,685
	6,573
	2,457
	101
	425

	Textile
	234,657
	60,576
	107,757
	36,613
	28,020
	717
	971

	Garment
	276,548
	19,516
	104,641
	78,445
	62,602
	4,380
	6,964

	Leather and its products, incl. footwear
	32,910
	4,534
	12,413
	8,320
	7,187
	160
	296

	Wood and its products (not incl. furn.) and handicraft from rattan, bamboo 
	639,106
	229,705
	292,916
	73,681
	38,518
	2,210
	2,076

	Paper and its products
	7,268
	815
	2,601
	2,009
	1,687
	92
	64

	Publishing and recording media reproduction
	24,305
	474
	1,637
	3,873
	14,368
	958
	2,995

	Chemical and its products
	19,168
	5,779
	8,437
	2,672
	2,009
	26
	245

	Pharmacy, chemical medical products and traditional medicine 
	5,043
	660
	1,765
	892
	1,664
	19
	43

	Rubber and plastic & their products 
	13,786
	1,194
	5,401
	3,953
	2,492
	180
	566

	Excavated non metal products
	215,558
	55,238
	97,527
	34,781
	24,918
	968
	2,126

	Basic metal
	1,553
	338
	535
	273
	316
	9
	82

	Metal products non-machinery and its tools
	61,731
	8,502
	19,889
	11,910
	19,435
	455
	1,540

	Computer, electronic goods and optics
	434
	25
	59
	-
	350
	-
	-

	Electrical tools
	199
	-
	49
	16
	122
	-
	12

	Machineries and their tools
	1,540
	92
	245
	257
	899
	5
	42

	Vehicles, trailer and semi-trailer
	3,488
	12
	1,161
	1,275
	1,016
	6
	18

	Other transportation tools
	4,708
	1,357
	2,632
	496
	196
	11
	16

	Furniture
	107,166
	12,317
	53,660
	20,083
	19,240
	388
	1,478

	Other manufactures
	62,898
	14,284
	24,919
	11,792
	10,071
	431
	1,401

	Repairs services and machines and their tools installation
	7,184
	1,172
	857
	1,049
	3,199
	158
	749

	Total
	2,732,724
	693472
	1188137
	451185
	353784
	15,976
	30,170


SOURCE: BPS (2010).


[bookmark: _Toc346115672]Table 3-11 
Level of Education Among Micro and Small Enterprise Owners/Producers in Manufacturing, by Province, 2010
	Province
	Total
	Less than Primary 
	Primary
	Jr. High
	Sr. High
	Academic
(D I/II/III)
	Univ.

	Aceh 
	56,118
	10,047
	15,371
	15,960
	13,665
	636
	439

	North Sumatera 
	66,722
	12,458
	21,869
	14,228
	17,116
	117
	934

	West Sumatera
	53,050
	9,006
	12,224
	13,390
	16,591
	386
	1,453

	Riau 
	12,227
	2,624
	4,196
	2,554
	2,431
	325
	97

	Jambi 
	18,900
	4,092
	6,102
	3,106
	5,165
	149
	286

	South Sumatera 
	51,531
	9,853
	22,968
	9,757
	8,179
	197
	577

	Bengkulu 
	9,091
	1,330
	2,440
	2,132
	2,823
	197
	169

	Lampung 
	81,637
	18,548
	33,877
	16,622
	11,949
	255
	386

	Bangka Belitung
	5,666
	1,452
	2,114
	758
	1,117
	49
	176

	Kep. Riau
	11,970
	3,757
	4,470
	2,063
	1,549
	99
	32

	DKI Jakarta 
	28,570
	2,542
	6,925
	7,677
	9,604
	646
	1,176

	West Java
	397,331
	63,630
	229,001
	61,972
	38,161
	1,620
	2,947

	Central Java 
	659,126
	196,949
	312,184
	86,586
	52,395
	4,087
	6,925

	DI Yogyakarta 
	63,526
	14,254
	18,678
	12,626
	15,686
	1,068
	1,214

	East Java 
	518,327
	131,944
	229,809
	92,266
	57,246
	1,178
	5,884

	Banten 
	65,582
	27,469
	26,230
	6,475
	4,826
	131
	451

	Bali 
	84,701
	20,433
	27,716
	16,191
	17,528
	1,382
	1,451

	West Nusa Tenggara 
	83,214
	33,374
	26,765
	11,926
	9,108
	531
	1,510

	East Nusa Tenggara 
	80,465
	30,384
	35,834
	6,676
	6,991
	124
	456

	West Kalimantan 
	29,532
	7,822
	8,360
	6,029
	6,677
	194
	450

	Central Kalimantan 
	14,145
	2,198
	5,530
	3,646
	2,563
	107
	101

	South Kalimantan 
	55,416
	15,598
	26,888
	6,405
	5,430
	634
	461

	East Kalimantan
	12,017
	2,552
	4,260
	2,890
	2,083
	120
	112

	North Sulawesi
	28,494
	2,816
	12,564
	7,530
	5,349
	174
	61

	Central Sulawesi 
	26,767
	5,108
	10,858
	5,572
	4,926
	102
	201

	South Sulawesi 
	84,155
	28,086
	30,170
	11,601
	13,151
	424
	723

	Southeast Sulawesi 
	53,373
	16,997
	17,018
	11,433
	6,925
	553
	447

	Gorontalo 
	18,605
	6,886
	7,671
	2,136
	1,774
	74
	64

	West Sulawesi 
	20,551
	5,238
	9,194
	2,611
	3,096
	123
	289

	Maluku 
	26,344
	3,615
	11,433
	5,198
	5,466
	205
	427

	North Maluku 
	5,834
	793
	2,269
	1,207
	1,471
	32
	62

	West Papua 
	1,900
	288
	604
	342
	648
	1
	17

	Papua 
	7,837
	1,329
	2,545
	1,620
	2,095
	56
	192

	All Indonesia
	2,732,724
	693,472
	118,813
	451,185
	353,784
	15,976
	30,170


SOURCE: BPS (2010).
Drawing on limited but recent information in government reports, national surveys, and case studies, Table 3-12 shows constraints common among MSMEs in Asia. The importance of each constraint varies by country, depending on such things as economic and MSME development, public policies and facilities, and the nature and the intensity of government interventions supporting MSMEs. Constraints include the following: 
Problems in procurement of raw material (unstable prices, supply and quality) and in marketing (high cost, unfair competition, monopoly practices of large enterprises, low-price imports) 
Government policies that limit selling space 
Lack of capital
High energy costs, particularly for electricity and fuel
Lack of information about markets, technology, and prices
Lack of modern technology and skilled workers
Lack of infrastructures, especially in rural areas
Tax systems and tariffs that favor large and modern businesses
Inflation from the demand-side (demand-pull) or the supply-side (cost-push)
Market distorting regulations, restrictions, laws, and policies that favor large firms
Labor restrictions such as minimum wage regulations and social security. 
[bookmark: _Toc346115673]Table 3-12 
Most Important Constraints on MSMEs in Asian Developing Countries
	Country
	Raw Material
	Marketing
	Capital
	Energy
	Information
	Technology & Skill
	Infrastructure
	Tax
	Inflation
	Market Distortion
	Labor

	Indonesia
	●
	●
	●
	●
	●
	
	
	
	
	
	

	Bangladesh
	
	
	●
	●
	
	●
	
	
	
	●
	

	Brunei
	
	●
	●
	
	
	●
	
	
	
	
	

	Cambodia
	
	
	●
	●
	
	●
	
	
	
	●
	

	China
	
	●
	●
	
	
	●
	●
	
	
	
	

	India
	
	●
	●
	
	
	
	●
	
	
	●
	

	Lao PDR
	●
	
	●
	
	
	
	
	●
	●
	
	

	Malaysia
	●
	
	●
	
	●
	●
	
	
	
	
	

	Nepal
	
	●
	●
	
	
	●
	
	
	
	●
	

	Pakistan
	
	●
	●
	
	
	
	
	
	
	●
	●

	Philippines
	
	●
	●
	
	
	●
	
	
	
	
	

	Thailand
	●
	●
	●
	
	●
	●
	
	
	
	
	

	Viet Nam
	
	
	●
	
	
	●
	●
	
	
	●
	


SOURCE: Tambunan (2008a,b). 
Lack of capital is a constraint on MSMEs in all countries listed in Table 3-12. The lack of capital is due mainly to lack of access to banks or other formal nonbank financial institutions, especially among micro and small enterprises in rural areas. 
Other common constraints include lack of technology and skilled workers and marketing. Lack of capital is why MSMEs lag larger counterparts in productivity, competitiveness, and GDP contribution. Meanwhile, lack of technology and skill precludes the innovation necessary to improve products and productivity, compete with cheap imports, export to competitive markets, and sustain output growth. Without resources to explore their own markets, many MSMEs rely on trading partners to promote and sell their products through subcontracts in local networks or through direct customer order. 
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[bookmark: _Toc346113708]Export Performance 
Most MSMEs in Indonesia, as in other developing economies, are oriented to the domestic market for a number of reasons. The most important is lack of four key inputs: (1) technology and skilled workers to make competitive products that meet world standards; (2) information on market potential, including changes in market demand/taste; (3) global business strategies; and (4) capital for financing export activities. International marketing is costly, requiring promotion, distribution, communication, export licensing, transportation, and logistics.
Nevertheless, many Indonesian MSMEs do export. Government data show that the non-oil and gas exports of MSMEs grow from year to year. In 2000, total exports amounted to Rp75,448.6 billion (US$7,544.9 million based on current exchange rate of the rupiah) and increased by more than 50 percent to Rp.121,950.799 billion in 2006, and in 2008 reached Rp 183,759.076 billion (US$17,375.9 million) (Table 4-1). In 2009, exports declined to Rp 162.25 trillion (Figure 4-1). Among other factors, this decline was caused by the global economic crisis during which many Indonesian exports of manufactured goods, including furniture—a mainstay of MSMEs—declined. Some case studies, such as Cole’s (1998a,b) on the garment industry in Bali, show successful MSMEs exporting.
[bookmark: _Toc346115674]Table 4-1 
Export Values of Indonesian Non-oil/Gas Exporting MSMEs, 2006-2009 (Rp billion/US$ million)
	Year
	Micro
	Small
	Medium
	Large
	Total

	2006
	Rp13,477.2
US$1,347.7
	Rp29,365.4
US$2,936.5
	Rp79,108.2
US$7,910.8
	Rp656,231.8
US$65,623.2
	Rp778,182.6
US$77,818.3

	2007
	Rp15,024.9
US$1,502.5
	Rp34,661.8
US$3,466.2
	Rp93,325.7
US$9,332.6
	Rp749,999.9
US$75,00.0
	Rp893,012.3
US$89,201.2

	2008
	Rp 20,247.2
US$2,024.7
	Rp44,148.3
US$4,414.8
	Rp119,363.6
US$11,936.4
	Rp915,091.2
US$91,509.1
	Rp1,098,850.2
US$109,885.0

	2009
	Rp 14,375.3
US$1,597.26
	Rp36,839.7
US$4,093.3
	Rp 111,039.6
US$12,337.7
	Rp790,835.3
US$87,870.6
	Rp953,089.9
US$105,898.9


SOURCE: State Ministry for Cooperatives and SMEs (www.depkop.go.id)

The share of MSMEs in Indonesia’s exports of manufactured goods is smaller than that of larger counterparts. In 1990, their contribution to non-oil and gas exports was about 11.1 percent, and increased to about 20 percent in 2008. Medium-sized enterprises have long been more intensively exporting than smaller ones. Their share of Indonesia’s exports in 1990 was 8.9 percent versus the 2.2 percent share of micro and small enterprises; in 2008 their share was 10.86 percent and the share of micro/small enterprises was about 5.9 percent. 
[bookmark: _Toc346115637]Figure 4-1 
Development of Indonesian MSMEs’ Exports (non-oil and gas), 2000-2009 (Rp trillion)
[image: ]
SOURCE: State Ministry for Cooperative and SME (www.depkop.go.id)
Indonesian MSMEs export a variety of manufactured products, mostly final goods and medium to low-based technology. As presented in Table 4-2, their top ten exported goods in terms of value are textile and its products including garment, iron steel, machinery and automotive, rubber-based products, electronics, manufactured copper, tin, etc., pulp and paper, wood products, including furniture, basic metal, and food and beverages. Manufactured palm/palm oil, the top value export, is exported to Euro zone countries, Japan, and the United States. Textiles and related products are shipped mainly to the United States and some Euro zone countries. In 2006, Indonesian MSMEs exported nearly 1.9 billion kg’s of textiles valued at US$9.4 billion (see Table 4-3).
MSMEs’ share in total manufacturing exports is much smaller than that of large enterprises, and medium-sized enterprises always perform much better than smaller ones. The share of micro and small enterprises together has never reached 10 percent of Indonesia’s exports of manufactured goods. According to national data issued by the Ministry of Cooperative and SMEs, the share in 2000 was about around 3.15 percent and then fell to about 3.0 percent in 2006. Medium sized enterprises accounted for 12.53 percent of exports in 2000 and 14.72 percent in 2006 (Figure 4-2).
As in most developing countries, MSMEs making similar products in Indonesia tend to form clusters and in manufacturing this clustering tendency is significant. Clustering emerges in small town and villages or in parts of large cities. According to recent data from the State Ministry for Cooperatives and SMEs, the government assisted 450 clusters in 2005. Java has the largest proportion of MSME clusters and export-oriented MSME clusters (see Table 4-4). This suggests that MSMEs on Java are more export-oriented than those in other parts of the country.
[bookmark: _Toc346115675]Table 4-2 
Important Manufactured Exports of Indonesian MSMEs, 2009 and 2010
	No.
	Product
	2009
	Jan-Jun 2010

	
	
	Volume 
(millions of kg)
	Value 
(US$ millions)
	Volume 
(millions of kg)
	Value 
(US$ millions)

	1
	Manufactured palm/palm oil 
	20,737.9
	12,924.9
	8,068.0
	6,124.2

	2
	Textile
	1,757.4
	9,245.1
	963.0
	5,295.7

	3
	Iron steel, machinery & automotive 
	2,829.3
	8,701.1
	1,504.7
	5,242.4

	4
	Rubber based products
	2,506.8
	5,020.2
	1,404.2
	4,415.3

	5
	Electronics
	339.8
	7,899.6
	179.6
	4,320.9

	6
	Manufactured copper, tin, etc. 
	508.1
	4,241.5
	262.7
	3,002.8

	7
	Pulp & paper 
	6,530.9
	4,272.4
	3,318.2
	2,718.4

	8
	Wood products
	3,184.2
	3,441
	2,250.0
	2,262.7

	9
	Basic chemical 
	4,003.7
	3,168.3
	2,305.7
	2,245.7

	10
	Food & beverages 
	1,621.8
	2,569.3
	789.8
	1,463.0

	11
	Leather & its products (incl. footwear 
	130.9
	1,888.1
	86.1
	1,254.0

	12
	Electrical tools 
	375.2
	2,004.6
	191.4
	1,222.0

	13
	Gold, silver, metal, jewelry
	2.7
	1,160.0
	1.2
	804.1

	14
	Plastic
	370.5
	994.5
	210.4
	580.7

	15
	Ceramics, marble & glass 
	1,410.4
	734.1
	780.8
	433.4

	16
	Other chemical products 
	834.0
	654.9
	521.3
	425.7

	17
	Sport, music & education tools, & toys 
	78.9
	673.2
	47.4
	385.9

	18
	Aluminum based products 
	260.8
	538.9
	142.7
	369.6

	19
	Cigarettes
	78.0
	502.1
	52.1
	329.3

	20
	Other products 
	139.2
	423.6
	64.4
	279.9

	21
	Fertilizer
	1,845.0
	498.2
	653.2
	202.9

	22
	Drugs 
	33.7
	257.2
	19.8
	171.9

	23
	Other handicraft products 
	29.6
	225.5
	15.6
	137.7

	24
	Animal food 
	3,285.5
	248.0
	1,502.7
	134.9

	25
	Cosmetics
	63.0
	197.2
	38.4
	124.5

	26
	Manufactured rattan 
	84.5
	201.1
	43.4
	104.5

	27
	Volatile oil 
	9.8
	143.9
	5.6
	91.0

	28
	Camera & optical instruments 
	3.2
	173.7
	1.5
	90.2

	29
	Cement & its products 
	4,158.2
	169.4
	1,140.3
	50.0

	30
	Various products from manufactured forestry commodities 
	34.9
	53.7
	17.7
	32.5


SOURCE: Ministry of Industry, R.I. (www.kemenperin.go.id).



[bookmark: _Toc346115676]Table 4-3 
Indonesian MSMEs’ Exports of Textile and Related Products, 2000-2006
	Year
	Volume (billion kg)
	Value (US$ billion)

	2000
	1.8
	8.4

	2001
	1.7
	7.7

	2002
	1.8
	6.9

	2003
	1.6
	7.1

	2004
	1.6
	7.7

	2005
	1.8
	8.6

	2006
	1.9
	9.4


SOURCE: Miranti (2007).
[bookmark: _Toc346115638]Figure 4-2 
Share of MSMEs in Total Export Value in Indonesian Manufacturing (%)
[image: ]
SOURCE: State Ministry for Cooperative and SMEs (www.depkop.go.id
[bookmark: _Toc346115677]Table 4-4 
Exporting Clusters in Indonesia, by Province, 2005
	Provinces
	No. of Clusters
	Exporting Clusters

	
	
	Number
	Total Firms
	Total Workers

	Aceh 
	9
	2
	68
	205

	North Sumatra
	16
	5
	211
	724

	West Sumatra
	6
	n.a.
	n.a.
	n.a.

	Riau
	11
	3
	166
	367

	Jambi
	14
	4
	182
	580

	South Sumatra
	17
	n.a.
	n.a.
	n.a.

	Bengkulu
	6
	1
	36
	109

	Lampung
	16
	4
	206
	530

	Jakarta
	6
	2
	210
	295

	West Java
	35
	11
	593
	2,292

	Central Java
	59
	20
	1,558
	7,803

	Yogyakarta
	18
	8
	600
	1,676

	East Java
	71
	10
	499
	1,976

	Banten
	9
	1
	55
	388

	Bali
	17
	7
	515
	1,484

	West Nusa Tenggara
	15
	6
	509
	4,635

	East Nusa Tenggara
	6
	3
	99
	412

	West Kalimantan
	10
	1
	30
	91

	Central Kalimantan
	11
	n.a.
	n.a.
	n.a.

	South Kalimantan
	17
	1
	50
	150

	East Kalimantan
	17
	2
	73
	250

	North Sulawesi
	3
	n.a.
	n.a.
	n.a.

	Central Sulawesi
	11
	n.a.
	n.a.
	n.a.

	South Sulawesi
	26
	n.a.
	n.a.
	n.a.

	Southeast Sulawesi
	6
	2
	80
	205

	Gorontalo
	5
	n.a.
	n.a.
	n.a.

	West Sulawesi
	4
	1
	69
	90

	Maluku
	4
	n.a.
	n.a.
	n.a.

	North Maluku
	1
	n.a.
	n.a.
	n.a.

	West Papua
	1
	n.a.
	n.a.
	n.a.

	Papua
	3
	1
	30
	90


SOURCE: State Ministry for Cooperative and SMEs (www.depkop.go.id
A significant export-oriented MSME cluster in Indonesia is the furniture cluster in the district of Jepara in Central Java. In the mid-1980s many firms in the cluster started to export, with the top ten producing up to 50 percent of the exports. In 1989, many firms from the cluster participated in a trade fair in Bali and since then the clusters’ products have become well known among domestic consumers and foreign buyers. At that time, the cluster targeted the low-income segment of destination markets but competition from China, Vietnam, and Cambodia has been growing. The cluster’s strong export performance allowed it to weather the drop in domestic demand resulting from the 1997/98 Asian financial crisis. Exports were boosted by improvements to the harbor in Semarang that facilitated door-to-door container transport; better credit facilities; greater participation of foreign buyers, traders, wholesalers and producers in the industry; and tourists visiting Jepara. Up to 25 percent of the furniture exports from Jepara are attributable to foreign tourists, who become intermediaries between Indonesian firms and international customers and whose changing preferences expand capacity for order-driven production.
Many exporting MSMEs also supply the domestic market (see Table 4-5), and most export through intermediaries, such as traders, exporting companies, trading houses, or subcontracts for manufacture of semi-final products (e.g., process raw material into ready-made foods that are then packaged by big firms). The ADB (2002) suggests that the low representation of Indonesian MSMEs in exports is due mainly to the indirect nature of exporting through intermediaries; exports simply are not recorded as such. 
[bookmark: _Toc346115678]Table 4-5 
Market Destination of Manufactures of Micro and Small Enterprises, by Industry, 2010 
	Industry Group 
	Total Units
	Market Destination

	
	
	Domestic
	Foreign
	Both

	Food
Beverages
Processed tobacco
Textile
Garment
Leather and its products, incl. footwear
Wood and products (not incl. furn.) and handicraft from rattan, bamboo 
Paper and its products
Publishing and recording media reproduction
Chemical and its products
Pharmacy, chemical medical products and traditional medicine 
Rubber and plastic & their products 
Excavated non metal products
Basic metal
Metal products non-machinery and its tools
Computer, electronic goods and optics
Electrical tools
Machineries and their tools
Vehicles, trailer and semi-trailer
Other transportation tools
Furniture
Other manufactures
Repairs services and machines and their tools installation

Total
	929,910
30,395
53,169
234,657
276,548
32, 10
639,106
7,268
24,305
19,168
5,043
13,786
215,558
1,553
61, 31
434
199
1,540
3,488
4,708
107,166
62,898
7,184

2, 732, 724
	928,857
30,395
53,151
233,443
275,461
32,623
635,744
6,988
24,304
19,156
4,954
13,720
214,745
1,553
61,130
434
199
1,540
3,488
4, 708
106,142
60, 020
7,184

2 ,719, 939
	971
-
18
940
733
6
2,480
47
-
-
-
-
268
-
448
-
-
-
-
-
798
1,841
-

8, 550
	82
-
-
274
354
281
882
233
1
12
89
66
545
-
153
-
-
-
-
-
226
1,037
-

4, 235


SOURCE: BPS (2010).

Many MSMEs are involved in “buyer-driven” commodity chains in which intermediaries collect products from or give orders to MSMEs, deciding on designs, prices, technology, and production timing. They link MSMEs to international markets and provide bundled services such as pre-financing of production, market access, technology and skill upgrading, and advice on design, patent rights, and so on. MSMEs and their workers receive compensation mainly for skills and hours worked; the buyers make most decisions about input, marketing, and upgrading. In the case of food exports, for instance, smallholders and fishermen who grow food crops or collect seafood and fish depend on the processing and exporting capacity of large firms. 
The ability of Indonesian MSMEs to compete with imports and to export is an indicator of competitiveness (Long 2003). Lack of competitiveness can be a serious obstacle to success in domestic as well as foreign markets. Unfortunately, not much has been done to assess the global competitiveness of Indonesia’s MSMEs. In 2006, APEC’s SME Innovation Center conducted a study of the competitiveness of MSMEs in 13 member economies, scoring them on a scale of 1 (least competitive) to 10 (most competitive) (Figure 4-3). Factors determining scores included technology, production methods, level of technology reflected in products. Indonesia’s MSMEs were found to be the least competitive, scoring below 4 overall, with funding for technological development scoring a very low 3.5.
[bookmark: _Toc346115639]Figure 4-3 
MSME Competitiveness in Selected APEC Economies (from least to most competitive)

SOURCE: APEC (2006).
The low competitiveness of Indonesian MSMEs may also explain why their export intensity is low. Even in the domestic market their products cannot compete with the large inflow of low-price goods, smuggled or legally imported. There are at least two reasons for this. First, the quality of their products is low compared to the quality of imported products because their level of technology is low, and their managers are not trained in modern techniques. Second, Indonesia’s macroeconomic policies and trade regulations unintentionally favor imports over exports, which reduces incentives for domestic enterprises, especially MSMEs, to improve product quality. 
Innovation is essential to competitiveness. Definitions vary. Some say it is the successful development and application of new knowledge. Other, following Schumpeter, define it as a new combination of the factors of production. For Edquist (2004) innovation occurs not only in what is produced (goods and services) but also in how things are produced (technology and organization). Many factors determine the capacity of an MSME to innovate, including the talent and creativity of owners and producers. Some say that talent is the foundation of a creative society, and unleashing it requires mobilizing the resources of culture, tradition, and institutions in favor of achievement and initiative (Shahid 2007). But creativity is no guarantee of success because translating it into innovation is a function of multiple incentives, and sustaining innovation is inseparable from investment in research and development (R&D). Turning an innovation into commercially viable products requires entrepreneurs as well as scientists and engineers.
One common indicator of innovation, whether in products or processes, is number of patent applications. Such data hardly exist in developing countries, so ISO certification and company spending on R&D can be used as proxy indicators instead. ISO certification indicates a firms’ ability to innovate, while R&D spending (usually a percentage of total production expenditure or other financial ratios) indicates current attempts at innovation. The Enterprise Survey 2007 of the International Finance Corporation (IFC) and the World Bank provides information on these two indicators for many countries, including countries in Asia, but does not distinguish among MSMEs and large enterprises. However, if the ratios in Table 4-6 are valid for SMEs in general, then it can be assumed that the MSMEs’ level of innovativeness, on average, in Malaysia or in Thailand is higher than that in Indonesia.
[bookmark: _Toc346115679]Table 4-6 
Innovation at Enterprise Level by Region, 2006
	Region/Country
	Companies with ISO Certificate Ownership 
(% of all companies)
	Spending on R and D 
(% sales)

	East Asia and Pacific
	23.69
	2.01

	Europe and Central Asia
	12.98
	0.46

	Latin America and Caribbean
	13.11
	2.40

	Middle East and North Africa
	12.88
	0.97

	OECD
	14.53
	0.25

	South Asia
	19.76
	0.58

	Sub-Saharan Africa
	11.68
	1.71

	Cambodia 
	2.78
	5.21

	Indonesia 
	22.13
	…

	Lao PDR
	3.27
	…

	Malaysia
	31.43
	1.38

	Philippines
	15.79
	0.80

	Thailand 
	44.63
	0.25

	Vietnam 
	37.84
	2.21


SOURCE: International Finance Corporation and the World Bank (Enterprise Surveys 2007, World Bank Group, Private Sector Resources).
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[bookmark: _Toc346113709]MSMEs and Trade Facilitation
Trade facilitation is important to many customs-related activities, including WTO negotiations, supply chain security initiatives, and capacity building programs. As explained in Grainger (2009), to facilitate trade is to reduce transaction costs at the interface between business and government by simplifying, harmonizing, standardizing, and modernizing trade procedures. The United Nations Centre for Trade Facilitation and Electronic Business (UN/CEFACT) defines trade facilitation as the simplification, standardization, and harmonization of procedures and information flows required to move goods from seller to buyer and to make payment (OECD 2003). UN/CEFACT and UNCTAD (2002) states that trade facilitation pertains to the following:
Trade procedures
Customs and regulatory bodies
Provisions for official control procedures applicable to import, export, and transit including general arrangements, customs controls, official documentation, health and safety, financial securities, and transshipment 
Provisions relating to 
Transport and transport equipment, including air, sea, and multimodal transport
The movement of persons
The management of dangerous goods
Payment procedures
Use of information and communication technologies
Commercial practices and use of international standards. 
To facilitate trade, GATT Article V recommends accepting commercial documents (e.g., invoice and transport documents) instead of mandating formal regulatory declarations; having simple and clear procedures for identifying consignments; ensuring nondiscrimination of goods; using international agreements; and committing to regulatory cooperation (Grainger 2009). 
GATT Article VIII recommends that regulatory fees ought not to exceed expenses; standardizing and simplifying customs and trade documents; coordinating intervention and convergence of regulatory controls; simplifying trade procedures; using single windows, risk management, information technology, common data models, time guidelines for border clearance; and following international customs conventions (Grainger 2009). 
GATT Article X recommends accessible publication of procedures and requirements; active provision of information; procedures for advance and binding rulings; fair and efficient appeal and tribunal procedures; and use of memoranda of understanding between regulatory bodies and traders.
In short, there is no standard formal definition. Trade facilitation can be any action intended to reduce costs that affect the international movement of goods, services, investment, and persons (Damuri 2006). It refers to policies and measures that lower trade costs by improving efficiency at each stage of the trade chain (Moïsé, et al. 2011). The WTO defines it as the simplification of trade procedures—that is, the collection, processing, and presentation, of data required to move goods between countries. Therefore, involving more MSMEs in trade by removing costly administrative and technical barriers must also be considered a trade facilitation measure.
Grainger (2009) points out that trade facilitation faces many obstacles, such as conflicting interests, institutional constraints, and lack of knowledge (these last two are very serious for MSMEs in Indonesia). Grainger argues that policymakers and business owners could learn much from research that examines the dynamics, interests, and institutional limitations affecting cross-border operations. Such research is seldom found in one place.
All trade facilitation measures affect transaction or trade costs and hence trade volume. Theoretically, at least, there is a negative correlation between the quality of trade facilitation measures and transaction costs, or a positive correlation between facilitation and trade volume.[footnoteRef:3] Several indicators are often used to judge the quality of facilitation.  [3:  Many studies show that trade facilitation could lead to substantial trade expansion. Wilson, Mann, and Otsuki (2003) suggest that raising capacity in customs, regulations and infrastructure across whole countries, could increase world trade.] 

Indicators of the quality of trade facilitation include the logistics performance index (LPI), the World Bank’s ease of doing business (EDB) rankings, and total transportation costs to abroad as a percentage of total import value. Based on a survey of 1,000 respondents, the LPI reflects perceptions of a country’s logistics in such areas as efficiency of customs and other border procedures, quality of transport and information technology infrastructure, international and domestic transportation cost, ease of shipment and logistics competence, and shipment tracking ability and timeliness. The value of the index ranges from 1 to 5, with a higher score representing a better performance. The EDB uses three indicators of trade facilitation: number of documents, number of days, and cost (US$ per container) to import and export. The higher a country’s EDB ranking the more favorable its cross-border trade environment.
Transport cost as a percentage of import value can be calculated as a function of total (1) freight costs or (2) air freight costs. The first indicator is the ratio of total freight charges and insurance costs to the net value of merchandise imports. In Indonesia, this is calculated at the origin of Indonesian ports and reported as a percentage of total import value. This includes shipments through air, maritime, and land freight but excludes domestic transportation costs between cities. The second indicator reflects the ratio of total air freight charges and insurance costs to the net value of merchandise imports. In Indonesia, this is calculated at the origin of gateways and reported as a percentage of total imports. The average air freight rate reflects the cost of transport from the main Indonesian port to foreign countries including costs of Indonesian customs procedures.
Many studies have assessed the impact of trade facilitation on trade volume and costs. For the OECD, Moïsé, et al. (2011) devised and tested 12 indicators of trade facilitation corresponding to policy areas under negotiation at the WTO for impact on trade volume and cost. They found that some measures have a bigger impact, at least on the basis of their survey sample, and that facilitation is especially valuable for manufactured goods, with advance rulings, fees and charges, and automation of formalities and procedures having the biggest impact.
Son and Son (2011) attributed the rapid expansion of cross-border trade among countries in the Greater Mekong Subregion to a number of facilitation measures—improvements in customs procedures, inspections and quarantines, trade logistics, transport, and mobility of business people—but found the role of financial services was being overlooked. They found that local businesses in Viet Nam view financial services as important for cross-border trade facilitation.
Wijayasiri and Jayaratne (2009) investigated the impact of a customs-related electronic data interchange (EDI) system on garment exporters of all sizes in Sri Lanka.[footnoteRef:4] Their survey explored the extent to which traders and agents use the system, how they adapted to it, and related costs and benefits. They found that surveyed traders and agents were aware of the system but few use it for a number of reasons, including partial implementation of the system, additional costs, and lack of information on the system and how to access it. They also found that trade facilitation is very important to the garment industry for three reasons. First, the industry imports fabrics and accessories from the Far East; if these imports are not timely, production lines stand idle and losses are considerable. Second, since the end of the Multi-Fibre Arrangement (MFA), the industry has targeted markets that have very short delivery cycles and expect suppliers to be total service providers; providing full service requires a full-fledged EDI system. Third, with the expiration of China safeguards and the possible loss of GSP+ the industry must also be competitive in its prices; labor and other input costs are high already in Sri Lanka, so administrative and other related costs especially at customs, ports, etc., must be lowered. Indonesia’s garment industry is similar to Sri Lanka’s and faces the same competitors so trade facilitation may also valid there for these same three reasons.  [4:  For discussion of IT and trade facilitation see Alburo (2008).] 

In a similar study of firms in India, Chaturvedi (2009) found that despite full automation of cargo clearance, constant personal follow-up was still needed. For low-volume MSMEs personal follow-up is difficult and they must use on custom house agents, which, in turn, drives up transaction cost. Key legislation was also not favorable to MSMEs; for instance, the customs automation program does not distinguish between small and large firms, even though MSMEs consistently account for more than 30 percent of India’s trade. Under some schemes, MSMEs are kept out of the purview of the legislation. For instance, the accredited clients program (ACP) focuses on the requirements of only large firms. The criteria for designation of MSMEs in India is from Rs. 2 million to Rs. 100 million (US$0.04 million to US$2.25 million) but the minimum turnover for ACP is Rs. 100 million. ACP’s duty payment criteria is Rs. 10 million (US$0.22 million), an amount very few if any micro, small, or even medium-sized enterprises can afford.[footnoteRef:5] [5: For more on trade facilitation in Sri Lanka and elsewhere in South Asia, see Sengupta and Bhagabati (2003), Roy (2004), Taneja (2004), Kumar (2006), Chaturvedi (2006a,b, 2007), De Silva (2007), MoCI (2008), Mohanty and Arockiasamy (2008), Jinadasa (2008), and World Bank (2008).] 

Dios (2009) explored whether the use of IT inhibited or encouraged the involvement of Philippine MSMEs in foreign trade. He surveyed customs brokers, who handle the bulk of trade and are mostly MSMEs themselves, to ascertain the impact of IT-based customs procedures on operations. He found that electronic lodgment made it easier for brokers to make import declarations; about 60 percent of respondents reported faster lodgment time and 90 percent found that electronic lodgment facilitated their trade activities. The ease and speed of electronic lodgment also seems to have reduced transactions costs somewhat. Dios concluded that efficient trading, lower trade costs, and lower trade risks achieved through IT benefit MSME exporters, whose compliance costs are otherwise disproportionate to their size. IT-based lodgment favors them by lowering total cost burdens and costs per unit of export. 
Macasaquit (2009) also explored the effect of trade facilitation on MSMEs in the Philippines, where about 60 percent of exporters are MSMEs. Some are direct exporters while others are “internationalized” subcontractors to or suppliers of multinational companies or large domestic exporters. Transaction costs in the Philippines are high according to indices and rankings that calculate trade costs and assess the ease of doing business. The weighted ad valorem trade cost in the Philippines (and in Indonesia) is the highest among the ASEAN 5. And along with Lao PDR and Myanmar among ASEAN countries, the Philippines scores low on logistics performance, trade time and costs, and customs performance. Using 2007 data, Macasaquit found that the Philippines has high per unit costs of trade, longer expected trading times, and requires a large amount of documentation, all of which make it difficult for MSMEs to export efficiently. 
Alavi (2009) studied the role of trade facilitation, especially trade finance, for MSMEs in times of economic crisis. On the basis of a worldwide survey on 13,000 MSMEs, he found that they suffer more than large enterprises when the investment climate is weak; banks perceive them as high risk and carrying higher transaction costs, they have no influence with public administrations, and it is hard for them to attract and retain skilled workers. Even in normal times they have difficulty securing financing because their balance sheets are weak; they lack useful collateral, sufficient credit information, track records, and information on buyers and supply chain intermediaries; and face administrative barriers and high transaction costs imposed by trade processes, especially as compared to large firms. Overall, surveyed MSMEs saw taxes as the biggest constraint on their growth, followed by macroeconomic uncertainty, regulatory uncertainty, competition, tax administration, corruption, labor, finance, and telecommunication and transportation.
The IMD (2008) report on trade facilitation in Bangladesh concluded that MSMEs face a number of constraints: tariffs, subsidies, antidumping regulations, government procurement practices, and discriminatory foreign investment rules blocking market access; limited access to financing; lack of risk lending appraisals, no venture capital[footnoteRef:6]; lack of well developed infrastructure (especially sea-related in Bangladesh); and lack of insurance to minimize risks related to entrepreneurial endeavors. [6:  While there are financing mechanisms for micro and large enterprises, there are no such mechanisms for MSMEs.] 

As in many other countries, international trade was the engine of Indonesian economic growth during the “New Order” era, a period of economic liberalization in 1980s and 1990s.Import and export growth was generally higher than overall growth, about 7 percent annually. When the economy was hit by the 1997/1998 Asian financial crisis, GDP growth fell by more than 13 percent but international trade, especially exports, still grew by more than 10 percent (Damuri 2006). After the oil boom ended in the early 1980s and the government realized that Indonesia could not and should not depend on exports of oil and gas, it began promoting exports of manufactured goods. To facilitate exporting, the government reformed customs regulations, abolished various trade licenses, and invested in trade infrastructure (e.g., equipping ports with modern logistic and transport facilities). As observed by Damuri (2006), however, inadequate trade infrastructure and cumbersome import-export procedures still impede development. During the Asian financial crisis, for example, infrastructure bottlenecks, costly transportation and port services, and complex and time consuming procedures rendered Indonesian exports noncompetitive, undoing much of the improvement in trade performance gained from earlier liberalization. This is confirmed by the World Bank’s annual report on doing business in Indonesia.[footnoteRef:7]  [7: For more on the impact of trade facilitation on trade costs and flows see Wilson et al. (2003) and Moïsé (2004).] 

In response to rising demand for better public services, the government has initiated programs to improve trade procedures, such as a customs administration program. These programs are also in keeping with several international agreements, including the APEC Trade Facilitation Action Plan and ASEAN Customs Agreement. In his survey, Damuri (2006) concluded that while Indonesia has implemented measures discussed in the WTO trade facilitation negotiations, it must do more to simplify and harmonize trade procedures. Information on trading activities, for example, has improved significantly but remains the biggest obstacle. Damuri also found that the practice of issuing and implementing regulations without notifying traders created many difficulties, that the lack of a formal consultative mechanism exacerbated the situation, and that rampant illegal conduct among officials eroded the competitiveness of Indonesian products. Traders surveyed complained that officials’ improper conduct increased trade costs and times, leading to loss of business opportunities and market share. 
Rahardhan, et al. (2008) examined the impact of ASEAN trade facilitation on the commodity trade volumes of East Java, interviewing exporters of all sizes and some key officials. Exporters said that trade could be easier if custom procedures were improved, tariff differences were in line with declining MFN tariffs, administrative procedures related to forms were improved, and information on the Common Effective Preferential Tariff (CEPT) scheme were readily available. With regard to nontariff barriers, they said that improvements in import licensing, regulation of specific technical matters, lowering of various taxes (e.g., on foreign exchange transactions, import licenses), and improving customs clearance would also facilitate trade.[footnoteRef:8]  [8: Other studies on trade facilitation and elements of it in Indonesia include Anas (2003), who focuses on comprehensive customs reform, and Hakim (2007).] 

Reviewing indicators of trade facilitation in ASEAN member states, Shepherd and Wilson (2008) found that import and export costs vary considerably among states, from very low to moderately high. Tariff and nontariff barriers are generally low to moderate. Infrastructure quality and service sector competitiveness range from fair to excellent. Using a standard gravity model, they found that trade flows in Southeast Asia are particularly sensitive to transport infrastructure and information and communications technology. Their findings suggest that the region stands to make significant economic gains from trade facilitative reform and that these gains could be considerably larger than those associated with tariff reform. For example, improving port facilities could expand trade by up to 7.5 percent or $22 billion, itself an indicator of the vital role of transport infrastructure in intraregional trade.
Few studies have focused on the impact of trade facilitation on MSME export volumes and related costs in Indonesia. Statements by government agencies suggest that lack of trade facilitation for MSMEs, particularly for financing, is indeed a serious constraint. Bank Indonesia (BI) states that half the MSMEs in Indonesia are still not served by banks (http://ditjenpdn.kemendag.go.id/index.php/public/information/articles-detail/berita/30). Many studies show that lack of liquidity keeps firms, including MSMEs, from becoming exporters.[footnoteRef:9] The Coordinating Minister for the Economy, Hatta Rajasa, has said that MSMEs have difficulty getting licenses, including export licenses and licenses for importing raw material.[footnoteRef:10]  [9: See, among others, Bernard and Wagner (2001), Bernard and Jensen (2004), Chaney (2005), Greenaway, et al. (2007), Muúls (2008); Li and Yu (2009), Manova (2009), and Ito and Terada-Hagiwara (2011). See also Milner et al. (2009) for a survey of literature on trade effects of trade facilitation in a large number of developing countries. ]  [10:  Stated during the KPPOD Award ceremony in 2011 in Jakarta. The minister’s statement was based on findings of a survey conducted by KKPOD in collaboration with the Asia Foundation.] 

A study done by Tambunan (2009a) may be the most serious examination of the impact of trade facilitation on MSME export activities in Indonesia so far. Tambunan notes that many exporting MSMEs or those with the potential to export must do business through third parties for two main reasons. First, most lack the capital needed to cover the cost of export activities and most find it difficult to get enough support from banks or other formal institutions. Second, they face a host of institutional and business constraints that are beyond their control:
No direct access to export markets or to information on export market opportunities and requirements.
Inability to adjust rapidly to rapid changes in export markets. 
High payment and shipment risks (e.g., a late payment can cripple an MSME by negating badly needed daily cash flow).
Disproportionately high cost for direct exporting. 
No access to trade facilitation measures. 
Tambunan surveyed 39 export-oriented MSMEs in the wood furniture industry in Central Java. Respondents indicated that their ability to export was constrained in six areas:
Complying with custom regulations and covering related costs 
Shipments
Documents required for export
Complying with environmental, health and safety regulations
Harbor facilities and cost involved, and 
Trade financing (letter of credit and/or trade credit). 
Lack of access to financing was the biggest problem for most respondents, even though many banks have been trying to facilitate MSME trade. Not only private commercial banks such as Bank International Indonesia and Standard Chartered Bank, but also state-owned banks such as Bank Mandiri, BRI, BNI, and Bank Ekspor-Impor Indonesia provide support for MSMEs. Support includes loans for working capital, investment credit, letters of credit, foreign exchange lines, bank guarantees, shipping guarantees, business management accounts, current account with interest and integrated trade facilities, loans against trust receipt, inward bills collection, invoice financing for suppliers, credit bills negotiation, clean and discrepant, pre-export financing, export bills collection, etc.
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[bookmark: _Toc346113711]6.1 Profile of Sample
We conducted three field surveys of export-oriented MSMEs in three locations in Central Java—Solo, D.I. Yogyakarta, and Semarang. Respondents consisted of 130 producers distributed as follows: in Solo, 20 large enterprises and 10 MSMEs (total 30); in D.I.Y: 3 large enterprises and 49 MSMEs (total 52); and in Semarang, 11 large enterprises and 37 MSMEs (total 48).[footnoteRef:11] Respondents’ products ranged from wood/bamboo and rattan furniture, cloth, to handicrafts. Among large enterprises, the largest respondent pays wages to more than 1,000 employees; some have more than one factory in the area around Solo city; and the smallest, also in Solo, pays wages to 100 employees. Among MSMEs, many employ only two workers, the largest employs 86, and one had no wage-paid workers (known as “self-employment unit”). The majority were medium-sized enterprises, and the sample included a large number of women entrepreneurs. The survey questions are provided in the appendix. [11: The survey took place in May 2012 and was conducted with local chambers of commerce and industry in Solo, DIY Yogyakarta, and Semarang. Focus group discussions were held with local government officials, some respondents, and chamber officials.] 

Among sampled firms, 26.5 percent of large enterprises produce only for export; only 12.5 percent of MSMEs do so (Figure 6-1). This finding is not unexpected because MSMEs face many more challenges than large firms in exporting, including lack of skills, information, and financing necessary to spot market opportunities, understand export/import rules and regulations, and promote products.
[bookmark: _Toc346115640]Figure 6-1 
Market Orientation of Sampled Respondents 
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Our field surveys also found that MSMEs use intermediate agents, such as traders or trading companies or collectors, to assist with exporting much more than do large enterprises. Nearly 56 percent of large enterprises conduct export activities without assistance, as compared to 23 percent of MSMEs (Figure 6-2). MSMEs in general simply do not have the knowledge, skill, or capital needed to export products. 
[bookmark: _Toc346115641]Figure 6-2 
Ways of Exporting (percent of respondents) 
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[bookmark: _Toc346113712]6.2 Findings 
Constraints on Exporting
As detailed in Chapter 3, national data show that the three main constraints on MSME export activities are lack of raw material, marketing difficulty, and lack of capital. Our survey asked respondents to select 2 areas from a total of 11 in which they face serious constraints. 
Among large enterprises, identifying/getting buyers abroad appears to be the biggest constraint (Figure 6-3). Lack of access to credit, transport facilities, energy, and skilled workers were less serious for most, and none indicated a serious problem with financing. For most MSMEs, lack of access to information on market conditions or changes, or potential and current trade policies and regulations, is the most serious constraint (Figure 6-4). This finding accords with national data (discussed in Chapter 3). The lack of access to information has many possible reasons, ranging from not having money to use or buy information technology (IT) to not knowing how to get good information or how to communicate knowledge—all deficits related to low levels of education. Most owners of micro and small enterprises in Indonesia have, at best, only a primary education. 
Most respondents said that they do not know the government regulations that affect their export activities or about government export support programs (e.g., started by the Ministry for Cooperatives and SMEs).
[bookmark: _Toc346115642]Figure 6-3 
Main Constraints on Large Enterprise Survey Respondents 
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[bookmark: _Toc346115643]Figure 6-4 
Main Constraints on MSME Survey Respondents (%)
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Trade Facilitation
In this era of globalization, trade liberalization, and rising competition, risks include global economic crises, political instability, and sudden changes in market and trade policies. And in this context, all forms of trade facilitation for individual exporters—trade finance, insurance, information, and testing laboratories—are crucial. A firm financing external trade activities may have enough capital, but needs bank loans and trade insurance to mitigate financial risk. 
Access to Trade Facilitation
Our surveys asked respondents to select which forms of trade facilitation they have access to on a yes/no basis. If they selected no, they then selected the main reason (e.g., procedural complexity, expense, lack of knowledge). Findings suggest that large enterprises have better access to all forms of trade facilitation than smaller enterprises. About 85 percent of the 34 large enterprises in our sample have access to export financing, but only 27 percent of the 96 MSMEs surveyed do (see Figure 6-5). Nearly 68 percent of large enterprises have access to trade insurance, compared to about 16 percent of MSMEs; 76 percent of large enterprises have good access to information but only 44 percent of MSMEs do. If these findings represent the real condition of MSMEs in general and of export-oriented ones in particular in Indonesia, it is then no surprise that MSMEs have a very small share of export manufactures, as the national (BPS) data in Chapter 4 show. 
[bookmark: _Toc346115644]Figure 6-5 
Access to Trade Facilitation (percentage of respondents) 
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Barriers to Access
Why don’t businesses have access to trade facilitation measures? The main reason is lack of knowledge. As determined by the number of our survey respondents citing the same reason, “not knowing” about measures was the main reason for enterprises of all sizes (see Figure 6‑6). In terms of percentage, 87.1 percent of MSMEs versus 12.9 percent of large enterprises cited “not knowing” as the main reason. National data (BPS 2010) on MSEs in manufacturing support this finding, which suggests that many MSMEs in Indonesia do not make use facilities simply because they are not aware of them or do not know procedures. First, the data show that 2,172,753 out of 2,732,724 MSEs surveyed did not borrow money from banks or other financial institutions, and about 17.5 percent of them said that not knowing procedures was why. Second, only 208,305 of the surveyed MSEs received business assistance. Of the 1,964,448 MSEs that did not receive it, 386,605 said that they were aware of assistance but did not know procedures associated with it, and 1,489,106 said that “not knowing at all” was the main reason. Thus, for about 95.5 percent of those not receiving business assistance, lack of knowledge and information is the main cause. 
[bookmark: _Toc346115645]Figure 6-6 
Reasons for Not Having Access to Trade Facilitation Measures
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There are two possible reasons for this: the government not providing information or enterprises not seeking it. Many owners do not even know what kind of support or facilities could help them improve business performance. Meanwhile, ministry-supported facilities for MSMEs are not adequately promoted, so only a small number of MSMEs—in Jakarta and other big cities or whose owners have good social connections and ministry networks –know about them. 
Among MSMEs, the next important reason for not using trade facilitation measures is procedural complexity (91.8 percent compared to only 8.2 percent of large enterprise respondents). Procedural complexity was also an important reason for many MSMEs not using banks’ credit schemes, a finding supported by the national data (BPS 2010) showing that 9.8 percent of sampled MSMEs do not have loans from banks or other financial institutions because of difficulty understanding or following procedures when applying for credit. Because most owners of MSMEs have only a primary education, it is not surprising that they see these procedures as too complex when, in fact, they may not be for those with a higher level of education. 
The next most-cited reason was “cost,” followed by “no need yet.” Other trade facilitation measures—some of them very important—include export license services, shipping, and transportation (quantity and quality) to harbors, airports, and hubs. With regard to export licensing, we asked questions about fees, amounts of documentation, and days spent waiting for the license. Among survey respondents, days spent waiting for the license ranged from 1 to 30 and fees ranged from Rp 100.000 to more than Rp 10 million. Large enterprises had to provide from 1 to 8 documents, while MSMEs had to provide from 1 to 12. Doing Business (WB 2009) does not state how many days an exporter must wait to get its export license, but does state the number days needed to export (i.e., starting from the final contractual agreement between the exporter and the importer). In Indonesia, this amounts to 21 days, compared to 23.3 days in the East Asia and Pacific region and 10.7 days in OECD countries. According to the same report, the number of export documents required in Indonesia is 5, in East Asia and Pacific 6.7, and OECD 4.5; and the cost to export per container from Indonesia is US$704, East Asia and Pacific US$902.3, and OECD US$1,069.1.
Our survey also asked whether transportation (by road, rail, container truck, etc.) and shipping was easy and cheap. More large enterprise respondents than MSME respondents said that transportation is easy, but enterprises of all sizes have the same perception of cost. Shipping is perceived as more favorable for large enterprises than for MSMEs. See Figure 6-7.
[bookmark: _Toc346115646]Figure 6-7 
Respondents on Ease and Cost of Transportation and Shipping 
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Benefits of Trade Facilitation 
Finally, respondents with access to some or all facilitation measures were asked whether the measures are indeed helpful. About 91 percent of large firms responded positively, whereas about 58 percent of MSMEs did (Figure 6-8). There may be many reasons for this difference. Trade insurance, for example, is more suitable and cheaper for large firms exporting in large volumes than for MSMEs exporting low volumes. Or microenterprises with access to the Internet do not yet know how to use it to good effect in finding information. 
[bookmark: _Toc346115647]Figure 6-8 
Respondents with Access to Trade Facilitation Measures Expressing Satisfaction
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Market Competition and Export Growth
In the past 25 years many countries have engaged in an unprecedented level of trade liberalization. International trade in goods and services among countries in the same region or between regions is much easier than it was 20 years ago. More countries have undertaken significant trade-related reforms and are integrating their economies with the global economy. Like nearly every other country, Indonesia is a member of many regional and global trade-related organizations (e.g., WTO, ASEAN, APEC) and has committed to adopting a free trade regime. 
Trade liberalization generates challenges for all economies, especially open ones like Indonesia. Directly or indirectly, liberalization affects all firms of all sizes, not only those serving external markets but also those serving domestic markets in all sectors. Trade liberalization, for example, affects individual local firms by stimulating competition in export and domestic markets. 
One the one hand, lowering or eliminating import tariffs, quotas, and other nontariff barriers (NTBs) increases foreign-based competition in domestic markets as more and more imports enter that market. Competition from these imports is expected to compel local firms to become efficient and productive by eliminating unnecessary costs, exploiting external economies of scale and scope, and adopting new technologies and better management practices—or to shut down. Therefore, an economy’s openness to international trade is also manifest in increasing plant size (e.g. scale of efficiency), particularly as local firms adopt efficient technologies, management, organization and methods of production. On the other hand, the elimination of import tariffs, quotas, and NTBs also finds more and more countries exporting and then facing heightened competition in increasingly crowded destination markets.
Survey respondents were asked whether they thought competition in their export markets was on the rise or not (yes/no) and how competition had affected their exports (decline, constant, increase). Among MSME and large enterprise respondents who said that competition had increased, more had experienced a decline in exports than an increase (Figure 6-9).
[bookmark: _Toc346115648]Figure 6-9 
Respondents Facing Increasing Competition and its Impact on their Exports
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Support from Government and Private Sector
Survey respondents were asked whether they had ever received support from specific public or private sector bodies (see Figure 6-10) and if so, in what form (Figure 6-11). Our survey had three main findings. 
First, in percentage terms, more MSME than large enterprise respondents have received support or assistance from R&D institutes and universities. One expects R&D institutes and universities to be more willing to collaborate with large enterprises for two reasons: (1) large firms have more market opportunities to take advantage of R&D in the long-run, and (2) large firms have enough capital to invest in collaboration. 
Second, Indonesian chambers of commerce and industry, and business associations, especially regional and local ones, are supposed to play a key role in supporting MSMEs, but seem to do the opposite: more large enterprise respondents have enjoyed support from these private organizations than have MSMEs. 
Third, more large enterprise than MSME respondents have received financial support from banks and financial institutions. This suggests that despite government efforts to have financial institutions support MSMEs[footnoteRef:12] too many still lack access to financial institutions, especially commercial banks.  [12:  For example, some years ago the government introduced a special non-collateral-based credit scheme, known in Indonesia as kredit usaha rakyat (KUR).] 

Respondents also selected the forms of support received. On the basis of numbers of times a type of support was selected, training was the most popular (selected 336 times) and more common among MSME respondents (275) than large enterprise respondents (61). The second most common type of support among MSMEs was financing, followed by marketing/promotion. Among “other” types, respondents most often mentioned help in applying for export licenses. See Figure 6-11.
[bookmark: _Toc346115649]Figure 6-10 
Support Received from Government and Private Sector by Type of Body and Size of Enterprise
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[bookmark: _Toc346115650]Figure 6-11 
Types of Support Received from Government and Private Sector by Size of Enterprise
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National data (BPS 2010) show that out of the 559,971 MSEs in manufacturing that used external sources of finance, only about 20 percent used credit from banks (see Table 3-7). That percentage varies by industry and province (see Figures 6-12 and 6-13). By industry, the highest percentage is in industries producing “other chemical products.” Among these MSEs nearly all used credit from banks, while none in “basic chemical industry” did. Surprisingly, the province of Papua recorded the highest proportion of MSEs using bank credit. The variation by province can be explained by various factors, including the scattering of locations of enterprises and banks, constraints on enterprises and products they make (which determine their need for external capital), and promotion of credit schemes by local government officials and local banks. 
Finally, as a comparison with our survey findings above we present national data on the role of other, nonfinancial organizations (including government) in supporting MSMEs. National data (BPS 2010) show that out of 2,732,724 MSEs, only 83,196 enterprises (3 percent) ever received assistance or other support from government; 30,697 (1.1 percent) received support from the private sector (e.g. university, chambers of commerce and industry, business associations); and 8,207 enterprises (0.3 percent) from nongovernment organizations (NGOs). The importance of these organizations varies by industry and province (see Tables 6-1 and 6-2). 
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[bookmark: _Toc346115651]Figure 6-12 
Percentage of MSEs Using Bank Credit by Industry, 2010
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SOURCE: BPS (2010)


[bookmark: _Toc346115652]Figure 6-13 
Percentage of MSEs Using Bank Credit by Province, 2010
[image: ]
SOURCE: BPS (2010).
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Number of MSEs Receiving Support by Industry and Provider 
	Industry Group
	Total Units
	Support Providers

	
	
	Gov’t.
	Private
	NGOs
	Others

	Food
	929,910
	25,476
	3,325
	2,905
	6,009

	Beverages
	30,395
	924
	363
	6
	18

	Processed tobacco
	53,169
	4,042
	2,130
	27
	16

	Textile
	234,657
	5,293
	6,908
	852
	1,208

	Garment
	276,548
	8,676
	8,114
	1,839
	5,201

	Leather and its products, incl. footwear
	32,910
	1,715
	1,122
	62
	641

	Wood/products (not incl. furn.)/handicraft from rattan, bamboo 
	639,106
	15,212
	2,494
	996
	4,165

	Paper and its products
	7,268
	325
	196
	16
	150

	Publishing and recording media reproduction
	24,305
	612
	318
	108
	875

	Chemical and its products
	19,168
	353
	51
	18
	62

	Pharmacy, chemical medical products and traditional medicine 
	5,043
	906
	93
	-
	-

	Rubber and plastic & their products 
	13,786
	417
	67
	-
	348

	Excavated non metal products
	215,558
	6,873
	1,190
	399
	628

	Basic metal
	1,553
	70
	1
	-
	-

	Metal products non-machinery and its tools
	61,731
	3,354
	771
	536
	752

	Computer, electronic goods and optics
	434
	-
	-
	-
	-

	Electrical tools
	199
	-
	30
	-
	-

	Machineries and their tools
	1,540
	69
	8
	-
	-

	Vehicles, trailer and semi-trailer
	3,488
	34
	60
	-
	-

	Other transportation tools
	4,708
	194
	1
	133
	34

	Furniture
	107,166
	5,376
	1,920
	250
	648

	Other manufactures
	62,898
	3,071
	1,216
	42
	4,394

	Repairs services and machines and their tools installation
	7,184
	204
	319
	18
	205

	Total
	2,732,724
	83,196
	30,697
	8,207
	25,354


SOURCE: BPS (2010).
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Number of MSEs Receiving Support by Province and Provider 
	Province
	Total Units
	Support Providers 

	
	
	Govt.
	Private
	NGOs
	Others

	Aceh
	56118
	2655
	192
	1455
	350

	North Sumatera 
	66722
	2017
	532
	122
	167

	West Sumatera 
	53050
	3111
	347
	80
	843

	Riau
	12227
	351
	107
	44
	55

	Jambi
	18900
	957
	216
	10
	73

	South Sumatera
	51531
	1316
	402
	41
	469

	Bengkulu 
	9091
	1092
	87
	9
	77

	Lampung
	81637
	1498
	985
	133
	441

	Bangka Belitung
	5666
	378
	47
	16
	7

	Kep. Riau
	11970
	306
	148
	91
	30

	DKI Jakarta
	28570
	312
	198
	332
	193

	West Java
	397331
	5526
	6618
	165
	6431

	Central Java
	659126
	17473
	3591
	409
	3570

	DI Yogyakarta
	63526
	4093
	964
	1025
	3298

	East Java
	518327
	11828
	8970
	717
	5864

	Banten
	65582
	693
	325
	-
	107

	Bali
	84701
	4354
	2364
	139
	843

	West Nusa Tenggara
	83214
	5092
	2026
	601
	466

	East Nusa Tenggara
	80465
	1853
	144
	1147
	71

	West Kalimantan
	29532
	994
	74
	16
	377

	Central Kalimantan
	14145
	328
	1
	-
	147

	South Kalimantan
	55416
	3106
	178
	54
	321

	East Kalimantan
	12017
	1345
	81
	66
	68

	North Sulawesi
	28494
	3242
	382
	280
	1

	Central Sulawesi
	26767
	1757
	219
	249
	140

	South Sulawesi
	84155
	2568
	825
	588
	279

	Southeast Sulawesi
	53373
	1884
	229
	50
	453

	Gorontalo
	18605
	1030
	49
	138
	43

	West Sulawesi
	20551
	504
	262
	68
	-

	Maluku
	26344
	711
	26
	130
	119

	North Maluku
	5834
	236
	9
	-
	19

	West Papua
	1900
	204
	22
	-
	-

	Papua
	7837
	382
	77
	32
	32


SOURCE: BPS (2010).
Policies
A firm’s export growth is determined by internal factors (e.g., management, organization, technology owned/used, skills, strategy) and by external factors (e.g., government policies; social, political and economic conditions; size and quality of the national labor force; availability of raw material and other inputs). Government policies affect growth directly and indirectly. Policies intended to influence national export volumes of all or certain commodities may involve removing export barriers, lowering or eliminating import tariffs on raw materials for export production, or special credit scheme with subsidized interest rates for exporters. Other policies are focused on other areas but have an impact on exports. For instance, adopting fiscal measures to increase infrastructure certainly will have a positive effect, ceteris paribus, on exporters.
With regard to government policies (e.g. regulations, laws, decisions, or ministries/ presidential decrees), our survey asked respondents to note (1) policies that have positive impact on their exports; (2) policies that have negative impact on their exports, and (3) incentives that they need most to increase their export. Many respondents were unable to answer this section of the survey clearly because they are simply not aware of regulations that affect their exports or have no ideas about incentives or policies that are or could be good for their export activities. Nevertheless, a clear picture of “positive” polices emerges from the answers of those who could respond (Table 6-3).
[bookmark: _Toc346115682]Table 6-3 
"Positive" Policies Needed by Respondents
	Aspects
	Policies

	Raw material
	Prohibit export of raw materials (e.g., rattan)
Facilities to import raw material for exports, including the presence of safeguard
-Low or no import tariffs
-No restriction to import used materials/components 
-Stable and competitive exchange rate

	Product quality
	Implement Indonesian National Standard (SNI) and support entrepreneurs in meet SNI

	Export activity
	Supports in the form of technical assistance, special credit scheme or easy access to bank credits, training, promotion, market information
Centralize export service networks and work 24 hours, including online service for all licenses 
No export tax and other barriers
Stable and competitive exchange rate
Low cost of transport to port/hub, container, shipping

	Energy
	Low cost
Sustainable supply (e.g. electricity)

	Infrastructure
	Development or improvement of infrastructure including road, port/harbor facilities (e.g. Semarang)

	Manpower
	Conducive wage regulation

	Business environment
	No sudden changes or inconsistency in regulation/policies
New regulations must be clear and well thought out.
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[bookmark: _Toc346113713]Conclusion and Policy Recommendations
On the basis of secondary data and primary data from field surveys in three locations, we draw four conclusions about export-oriented MSMEs in Indonesia. 
First, enterprises are still relatively weak in exporting. Many MSME respondents to our field survey do not export directly because they lack inputs necessary to do so effectively, such as information, capital, and skills. This makes it very hard, if not impossible, for them to export, much less improve productivity and product quality—key determinants of competitiveness in destination markets. Second, most MSMEs, particularly micro and small enterprises, do not have enough capital to explore their own markets—from raw material procurement to selling products. Lack of capital is often attributed to no access to formal sources of credit. 
Third, many MSMEs are not aware of trade facilitation measures that could be beneficial—or they do not know how to tap into them. Our field surveys and national surveys support this observation. Finally, not all MSME respondents have received support from public or private sector organizations. These include the Ministry for Cooperatives and SMEs, the Ministry of Trade, the Ministry of Industry, the Indonesian chamber of commerce and industry, business associations, and commercial banks. In fact, more large enterprises report receiving support from private sector organizations—including financial support from banks and other financial institutions—and benefitting from trade facilitation measures. 
These findings suggest implications for policies; below we present four recommendations:
1. Review approach to supporting MSMEs. Government departments and organizations that have MSME development programs or provide services to enterprises should review how they reach and interact with them. This includes especially the Ministry for Cooperative and SMEs which is supposed to be leading support for MSMEs. The review should cover coordination with regional governments to ensure equal access for all MSMEs in all locations. With the advent of regional autonomy, good coordination between a ministry and local government offices has become crucial. Regional and local governments should also attempt to find the best way to help MSMEs since they are in the best position to understand needs and local conditions. 
2. Improve implementation of central government programs using local means. Too often, local governments, chambers of commerce and industry, business associations, and MSMEs are not aware of support programs of the central government (e.g. the Ministry for Cooperatives and SMEs). And if they are aware they don’t know how to implement the programs or join them. Awareness of and the results of existing programs can be improved effectively and efficiently by collaborating with local private organizations such as Indonesian chamber of commerce and industry (Kadinda), business associations, universities, and NGOs on implementation. 
3. Screen MSMEs to be supported. Government funding from APBN (or from APBD for local governments) to support MSMEs is limited and credit schemes, including KUR, have high opportunity costs. Therefore, MSMEs with the best potential for exporting should be given priority for financial support and the government should increase the maximum amount of KUR beyond Rp 5 millions because exporting is more costly than servicing local markets. 
4. Revisit the MSME “value proposition.” The central government’s approach to assisting MSMEs is based on the view that these enterprises are important because they can create jobs and reduce poverty. But in a time of globalization and trade liberalization MSMEs should be valued as a means to national export development and growth and as suppliers to domestic exporting companies, including large enterprises. The implication of this new paradigm is that export-oriented MSMEs and those acting as local suppliers and subcontractors should be given priority for support over MSMEs producing simple consumer goods for local markets. 
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Conducted in Solo, Semarang and D.I. Yogyakarta, May 2012
	I. Profile

	1. Name of company (if any)

	2. Name of Respondent: 							(owner/manager)

	3. Address of company: 			City: 				Province:

	4, No. Tel/HP:

	5. Year of establishment:

	6. Number of fixed workers:			.persons



	II. Marketing (put X in only one box per question)

	1. Market area: 
	

	100% domestic market
	

	100% foreign market 
	

	partly domestic market
	

	2. Way of doing export: 
	

	direct abroad 
	

	indirect via trader, trading company, others
	

	 both direct and indirect ways
	



	III. Main Constraints (put X in only one box)

	1. Having serious problems
	

	Yes 
	

	No 
	

	2. Indicate only two serious constraints on exports (put “X” in only two boxes)
	

	easy access to raw materials/other inputs
	

	easy access to fund/credit to financing working capital 
	

	easy access to trade financing 
	

	easy access to information on market, trade policy/regulation, and others 
	

	easy access to technology 
	

	easy access to workers with high skills 
	

	identifying/getting potential buyers in abroad 
	

	easy access to efficient transportation facilities 
	

	establishing distribution networks abroad 
	

	sustained and cheap supply of energy 
	

	Others, if any, please mention them:
	



	IV. Trade Facilities From Government 

	1. HAVING ACCESS TO THE FOLLOWING FACILITIES
	

	a. Export financing from banks/other sources
	

	Yes 
	

	No
	

	If no, the main reasons (select only one box)
	

	procedure is too complex 
	

	do not know/never heard 
	

	expensive 
	

	Other reasons 
	

	b. Trade Insurance
	

	Yes 
	

	No
	

	If no, the main reasons (select only one box)
	

	procedure is too complex 
	

	do not know/never heard 
	

	expensive 
	

	Other reasons 
	

	c. Information (e.g. via website) on market, regulation, etc.
	

	Yes 
	

	No
	

	If no, the main reasons (select only one box)
	

	procedure is too complex 
	

	do not know/never heard 
	

	expensive 
	

	Other reasons 
	

	d. Laboratorium/quality test facilities
	

	Yes 
	

	No
	

	If no, the main reasons (select only one box)
	

	procedure is too complex 
	

	do not know/never heard 
	

	expensive 
	

	Other reasons 
	

	e. Storage Facilities (e.g., in harbor)
	

	Yes 
	

	No
	

	If no, the main reasons (select only one box)
	

	procedure is too complex 
	

	do not know/never heard 
	

	expensive 
	

	Other reasons 
	

	f. Efficient transport facilities to harbor/airport
	

	Easy
	

	Yes
	

	No
	

	Cheap
	

	Yes
	

	No
	

	G. Shipping facilities to abroad
	

	Easy
	

	Yes
	

	No
	

	Total days to wait
	days

	Cheap
	

	Yes
	US$/Ton

	No
	US$/Ton

	H. Services for getting export license
	

	Total days 
	days

	Cost 
	Rp

	Total documents 
	items

	i. Services for getting import license for raw materials/inputs:
	

	Total days
	days

	Cost
	Rp

	Total documents 
	items

	j. Training facilities
	

	Yes 
	

	No
	

	If no, the main reasons (select only one box)
	

	procedure is too complex 
	

	do not know/never heard 
	

	expensive 
	

	Other reasons 
	

	k. Telephone facilities
	

	Yes 
	

	No
	

	If no, the main reasons (select only one box)
	

	procedure is too complex 
	

	do not know/never heard 
	

	expensive 
	

	Other reasons 
	

	l. Internet facilities
	

	Yes 
	

	No
	

	If no, the main reasons (select only one box)
	

	procedure is too complex 
	

	do not know/never heard 
	

	expensive 
	

	Other reasons 
	

	m. Electricity facilities
	

	Yes 
	

	No
	

	If no, the main reasons (select only one box)
	

	procedure is too complex 
	

	do not know/never heard 
	

	expensive 
	

	Other reasons 
	

	n. Promotion facilities
	

	Yes 
	

	No
	

	If no, the main reasons (select only one box)
	

	procedure is too complex 
	

	do not know/never heard 
	

	expensive 
	

	Other reasons 
	

	2. ARE THE FACILITIES TO WHICH YOU HAVE ACCESS HELPFUL TO YOU IN YOUR EXPORT ACTIVITIES?
	

	Yes
	

	No
	



	V. Impact of Free Trade Agreements

	1. Do you feel competition with imported products in the past one decade has become heavier? 
	

	Yes
	

	No
	

	2. With the increasing imported products, your production/revenue in domestic market has
	

	Declined
	

	Not changed
	

	Increased
	

	3. Do you feel competition with your products abroad in the past one decade has become heavier?
	

	Yes 
	

	No
	

	4. In the past 10 years your exports have
	

	Declined
	

	Increased
	

	Not changed
	



	VI. Role of Institutions

	Are the following institutions very active/helpful in supporting your export activities?

	TRADE DEPARTMENT
	

	Yes
	

	Not at all
	

	If yes, in what forms? (can be more than one)
	

	Training 
	

	Financing
	

	Technical assistance
	

	Marketing/promotion
	

	Procurement of raw materials/inputs
	

	Market information 
	

	Other
	

	DEPARTMENT OF INDUSTRY
	

	Yes
	

	Not at all
	

	If yes, in what forms? (can be more than one)
	

	Training 
	

	Financing
	

	Technical assistance
	

	Marketing/promotion
	

	Procurement of raw materials/inputs
	

	Market information 
	

	Other
	

	DEPARTMENT OF COOPERATIVE AND SME
	

	Yes
	

	Not at all
	

	If yes, in what forms? (can be more than one)
	

	Training 
	

	Financing
	

	Technical assistance
	

	Marketing/promotion
	

	Procurement of raw materials/inputs
	

	Market information 
	

	Other
	

	R&D INSTITUTES
	

	Yes
	

	Not at all
	

	If yes, in what forms? (can be more than one)
	

	Training 
	

	Financing
	

	Technical assistance
	

	Marketing/promotion
	

	Procurement of raw materials/inputs
	

	Market information 
	

	Other
	

	UNIVERSITIES
	

	Yes
	

	Not at all
	

	If yes, in what forms? (can be more than one)
	

	Training 
	

	Financing
	

	Technical assistance
	

	Marketing/promotion
	

	Procurement of raw materials/inputs
	

	Market information 
	

	Other
	

	CHAMBER OF COMMERCE AND INDUSTRY (KADIN)
	

	Yes
	

	Not at all
	

	If yes, in what forms? (can be more than one)
	

	Training 
	

	Financing
	

	Technical assistance
	

	Marketing/promotion
	

	Procurement of raw materials/inputs
	

	Market information 
	

	Other
	

	RELATED BUSINESS ASSOCIATIONS
	

	Yes
	

	Not at all
	

	If yes, in what forms? (can be more than one)
	

	Training 
	

	Financing
	

	Technical assistance
	

	Marketing/promotion
	

	Procurement of raw materials/inputs
	

	Market information 
	

	Other
	

	BANK/NON-BANK FINANCIAL INSTITUTIONS
	

	Yes
	

	Not at all
	

	If yes, in what forms? (can be more than one)
	

	Training 
	

	Financing
	

	Technical assistance
	

	Marketing/promotion
	

	Procurement of raw materials/inputs
	

	Market information 
	

	Other
	

	STATE-OWNED COMPANIES
	

	Yes
	

	Not at all
	

	If yes, in what forms? (can be more than one)
	

	Training 
	

	Financing
	

	Technical assistance
	

	Marketing/promotion
	

	Procurement of raw materials/inputs
	

	Market information 
	

	Other
	

	LOCAL GOVERNMENT (PENDA)
	

	Yes
	

	Not at all
	

	If yes, in what forms? (can be more than one)
	

	Training 
	

	Financing
	

	Technical assistance
	

	Marketing/promotion
	

	Procurement of raw materials/inputs
	

	Market information 
	

	Other
	



	VII. Policy Impact

	1. Mention several government policies (e.g. regulations, laws, decisions, ministries/presidential decrees) that have a positive impact on your export business:



	2. Mention several policies (e.g., regulations, laws, decisions, ministries/presidential decrees) that have a negative impact on your export business:


	3. What kinds of incentives do you need most to increase your exports?




Hongkong-China	USA	Chinese Taipei	Australia	Canada	Singapore	Malaysia	Japan	Thailand	Philippines	Korea	China	Indonesia	8.1300000000000008	8.1	7.78	7.44	6.56	6.34	6.22	4.68	4.6599999999999957	4.5599999999999996	4.5199999999999996	4.42	3.86	
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