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Abstract

The purposes of this study is to examine factors determinants of development of micro and small enterprises in South
Sulawesi, Indonesia. This research was conducted in two regions namely, Makassar and Gowa. Total respondents are 150
people, and 10 people as key informants. Data is analyzed by using Descriptive Statistic, Structural Equation Modeling, and
Analytical Hierarchy Process (AHP). The results show that the development of micro and small businesses should consider the
internal aspects namely human resources, finance, production, and marketing. Then, the external aspects namely government
policies, socio-economic and cultural, the role of related institutions, and information technology. Development strategy is more
focused on internal capacity improvement than external. Furthermore, the other factors that determine the performance of
Micro and Small business are capital, training, market information, marketing network, promotional of products, and institutional
capacity.

Keywords: determinant factors, development, micro and small business, business performance

1. Introduction

SMEs has an important and strategic role in the economy of Indonesia. In 2011 SMEs contribute 61.9 percent of revenue
on gross domestic product (GDP) through the payment of taxes. In 2012 the number of business units has reached 56.5
million units and total workforce of about 107.7 million people. The number of SMEs is very large compared to other
businesses that is 98.8 percent of business units that accommodate 92.8 percent of the workforce in Indonesia (Ministry
of Cooperative and SMEs, 2013).

According to Stel and Zoetermeer (2004), the role of SMEs can be said to be very important in the national
economy. Its role especially in the aspects of increasing employment opportunities, increasing income and rural
economic development, and an increasing in non-oil exports. SMEs able to alleviate poverty through employment
creation and contribution to GDP. Besides its important role, SMEs also experienced a variety of problems, dealing
specifically with its performance.

The existence of SMEs is undoubted because it proved able to survive and become an economy wheel driver,
especially after the economic crisis. On the other hand, SMEs also face a lot of problems, namely the lack of working
capital, low human resources, and lack of utilization of science and technology (Sudaryanto and Hanim, 2002). Another
problem SMEs is related to business prospects that are less obvious as well as planning, and also the vision and mission
that have not been sharp. This happens because SMEs are family business owned, using simple technology, lack of
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access to capital, and employers sometimes don't perform separation between private need and the need of business
capital.

Study on the performance of SMEs is conducted by Wilkinson (2002) states that the Micro and Small Enterprises
(MSEs) can be grown if supported by an external environment factor conductively such as pro-business policies and the
macro environment is stable, and predictable. Then, the availability of for easily accessible information, as well as the
social environment. Furthermore, Maupa (2004) found the individual characteristics of the manager / owner, the
characteristics of the company, the external environment of business, and the impact of economic and social policies
have a direct effect, positive and significant to business strategy and business growth . Then, characteristics of the
company and the impact of social and economic policies have a direct effect, and negatively on business strategy, but the
strategy of business have a direct effect, positive and significant on the company's growth.

Furthermore, the same study was conducted by Research Center of Hasanuddin University which is identified six
things constitute primary barriers of SMEs entrepreneurs in managing their business. If ordered from the highest to the
lowest are Capital (58.0%), equipment of production (24.0%), location cost (12.0%), price fluctuations (2,7%), raw
materials (2.0%), and position location (1.3%) (LP-UNHAS, 2006). The other study was conducted by Munizu (2010)
found that external factors consisting of aspects of government policy, socio-cultural and economic, and the aspect of the
role of related institutions have a positive influence on internal factors with a contribution 0.980 or 98%. Then, the external
factors which consists of aspects of government policy, socio-cultural and economic aspects, and aspects of role of
related institutions have a positive influence on performance of micro and small business with a contribution 0.792 or
72.9% and internal factors have a positive influence on performance of micro and small enterprises with a contribution
0.254 or 25.4%.

Tambunan (2010) asserted that SMEs have a very important role in the Indonesian economy. Acceleration of
capacity building of SMEs through capital assistance should be done to improve its ability in taking advantage of business
opportunities which is created by economic growth, trade, and investment. In addition, SMEs have to optimize the support
of other factors that determine the growth of their performance. It is very important for SMEs, especially in the facing of
higher competition, improving its role in creating jobs, reducing poverty, and deals with the implementation of the ASEAN
Economic Community in 2015. Related to the Development of Micro and Small Enterprises (MSES), Hadiyati (2010)
identified the weaknesses and problems faced by SMEs based on priorities, the which include: (a) the lack of capital (b)
Difficulties in marketing, (c) the tight competition, (d) the difficulty of raw materials, (€) the lack of technical skills of
production, (f) the lack of managerial skills, and (g) lack of knowledge in management issues.

Bouazza et al. (2015) found the critical factors that determine the growth of SMEs in Algeria, namely factors of the
business external environment which were beyond control, and internal factors. External factors include the legal and
regulatory aspects, access to sources of finance, and human resource capacity improvement. Internal factors more
emphasis on entrepreneurial character, capacity management, marketing capabilities, and technological capacity. Then,
Kinyua (2014) found that access to financial institutions have significant effect to performance of SMEs as well as
macroeconomic environment, while the infrastructure factor is not significant effect on the performance. Granting low-
interest loan scheme which could be help businesses to improve their business performance.

Based on both phenomenon and empirical facts which is stated above, the purpose of the study was to identify
factors that determine the performance of Micro and Small Enterprises, to test and to analyze the effect of these factors
on performance of Micro and Small Enterprises, and to determine the priority factors in the development Micro and Small
Enterprises as well as the strategy in developing Micro and Small Enterprises in South Sulawesi, Indonesia.

2. Literature Review
2.1 Concept of Micro and Small Enterprises

Definition of micro, small and medium enterprises could be seen from several aspects. In Indonesia's economy, small
and medium enterprise sector plays an important role, especially when linked to the amount of labor that can be
absorbed by SMEs. Besides having a strategic role for development, SMEs also serve as a means to distribute evenly
results of the development that have been achieved.

Tambunan (2010) asserts there are some definitions of micro and small enterprises. Bank Indonesia defines a
small business is a business that has total assets of Rp 60 million not including land or occupied homes. BPS using the
approach of classifying the amount of labor in the business, namely: (a) Enterprises Households have 1-5 workers, (b)
Small businesses have 6-19 workers, (c) medium businesses have 20- 99 labor, and (d) large businesses have more
than 100 workers. Furthermore, micro-enterprises according to Decree of the Minister of Finance Number 40 / KMK.06 /
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2003 is a family-owned productive enterprises or individuals with the sale of a maximum of Rp 100 million per year, and
the number of proposed credit maximum of Rp 50 million

Based on Law No. 20 of 2008 on Micro, Small, and Medium Enterprises that Microenterprise is a productive
enterprise belonging to individuals and / or entities that meet the criteria of individual enterprise namely: (a) has a net
asset fifty million, including land and buildings; or (2) has an annual sales turnover of three hundred million rupiah.
Whereas small enterprise is an economic enterprise productive that stands alone, conducted by an individual or business
entity that is not a subsidiary or not a branch of the company owned, controlled, or be a part either directly or indirectly
from medium or large businesses that meet the criteria namely: (a) has a net asset more than fifty million rupiahs up to at
most five hundred million rupiah not including land and buildings; or (b) has an annual sales turnover more than three
hundred million rupiahs up to at most two billion five hundred million rupiahs.

2.2 The Problems for Small and Micro Enterprise Development

According to Jafar (2004) the development of Micro, Small, and Medium Enterprises (SMEs) is essentially a shared
responsibility between the government and the public. Some of the problems associated with the development of SMEs
are: (1) The creation of a business climate conducive, (2) Assistance to capital from the government, (3) Protection of
business, (4) the Partnership, (5) Training, (6) Institutions, (7) Market.

Related to the empowerment of micro and small enterprises, Haeruman (2000) noted that the challenges of
development covers several broad aspects, i.e.: (1) improving the quality of human resources in terms of management
skills, organization and production technology, (2) competence of entrepreneurship, (3) greater access to capital, (4)
asymmetric market information, (5) other factors of production inputs, and (6) business climate that encourages
innovation, entrepreneurship and business practices and fair competition. According to Rizal (2002), the constraints
commonly faced by micro, small and medium enterprises include low productivity, less value-added products, small
investment, limited market area, business networks extremely limited, lack of access to sources of capital and raw
material, and unprofessional management.

Setyobudi (2007) divides the problems of SMEs in three categories i.e.: (1) basic problem consist of the problem of
limited capital, the legal status of which is generally non-formal, human resources, product development and market
access, (2) intermediate problems such as financial management, collateral, and limitations in entrepreneurship, and (3)
advanced problems associated with the introduction of advanced and export market penetration is not optimal, lack of
understanding of the design of products that fit the needs of the market, legal issues concerning patents, sales contract
procedures, and regulations in destination countries.

Based on the problems existing SMEs, the principle of empowerment of Micro, Small and Medium accordance with
Law No. 20 of 2008 directed at a few things: (1) growing the independence, unity, and entrepreneurial of micro, small and
medium enterprises to work with their own initiatives; (2) manifestation of public policy which are transparent, accountable
and equitable; (3) business development based on local potential and market-oriented in accordance with the
competence of Micro, small and medium enterprises; (4) increasing the competitiveness of micro, small and medium
enterprises; and, (5) conducting of the planning, implementation and control in an integrated manner. Then the goal the
empowerment of Micro, Small and Medium Enterprises namely: (1) achieving a balanced structure of the national
economy, developing, and justice; (2) growing and developing the ability of Micro, Small and Medium enterprises into a
strong and independent, and (3) enhancing the role of micro, small and medium enterprises in regional development, job
creation, income generation, economic growth and poverty alleviation.

2.3 Business Performance

Business performance is the level of attainment or achievement of the company within a certain time period. Hansen and
Mowen (2005) distinguishes measure of performance both traditional and contemporary. Traditional performance is
measured by comparing the actual performance with the performance of budgeted or standard costs in accordance with
the characteristics of responsibility, whereas the contemporary performance is measured by activities as its foundation.
The performance measure is designed to assess how well the activities carried out and can to identify whether it
has made continuous improvements. Munizu (2010) and Munizu et al. (2015) measures the performance of SMEs hy
using five (5) indicators, namely: sales growth, profit growth, employment growth, market growth, and growth of capital.
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3. Research Methodology

The study was conducted in Province of South Sulawesi, which were in Makassar City and Gowa District. Selection of
sample districts based on the consideration that the district is the center of micro and small enterprises are the biggest in
South Sulawesi. The population of this research is all Micro and Small Enterprises (MSEs) are listed on the Department
of Cooperatives and SMEs in Makassar, and Gowa. According to data released by the BPS, the number of MSEs in
Makassar in 2014 is 43,550 units, whereas in Gowa is 18,700 units. So that the number of units in the population of both
areas is 62,250 units.

Determinations about the number of samples which represents the population is processed by using the formula of
Slovin (Umar, 2010). The reason for using this formula is to obtain a representative sample amount. The formulation as
follows:

N

-
1+ Nge)

Noted:
n =total of sample
N = total of population
e =Precision rate 10%, confidence interval at 90%
According to formula, the sample size of the study as follow:
—-6: d 99,83 L.
1=62250 0% it could be 100 (minimum sample)
Based on the calculation above, the sample size minimum was 100 persons. At the end of data collection, there
were 150 persons which have participated in the study. Furthermore, focus group discussion (FGD) is conducted with 10
key informants selected from stakeholders include government, employers, universities, NGOs, and associations.
Research variables were divided into three variables which consist of external factors, internal factors, and
business performance. The main tool for data collection was questionnaire. Before of data collection, the questionnaire
has to test its validity and reliability. Furthermore, method of analysis is used in the study were (1) Descriptive statistic, (2)
Structural Equation Modeling (Hair et al., 2011) and, (3) Analytical Hierarchy Processes (Saaty, 2008; Mulyono, 2012).
Thus, data was analyzed by using IBM SPSS and AMOS and Expert Choice 9.5

4. Results and Discussion

4.1 Results of Validity and Reliability Test

Testing the validity and reliability of the instrument is essential before data collection. Results of testing the validity and
reliability could be presented in the following table.

Table 1. Results of Validity and Reliability Test

No. Variables/ Indicators Correlation Coefficient Cronbach Alpha Explanation

I. Internal factors

a. Human Resource Reliable
- HR1 0.5763 Valid
- HR2 06342 0.7%2 Valid
- HR3 0.5446 Valid

b. Financial Reliable
- FL1 0.5000 Valid
Y 06372 0880 Vald
- FL3 0.4945 Valid

c. Operation and Technical Reliable
- 0Tl 0.4912 Valid
. om 06776 0882 Valid
- 0T3 0.6263 Valid

d. Marketing Reliable
- MG1 0.6618 Valid
- MG2 0.7328 0.776 Valid
- MG3 0.7313 Valid

o000
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Il External Factors

a. Government Policy Reliable
- GP1 0.4670 Valid
- GP2 0.6264 0814 Valid
- GP3 0.6184 Valid
b. Social-culture and Economy Reliable
- SCE1 0.7156 0.780 Valid
- SCE2 0.6712 ’ Valid
- SCE3 0.6613 Valid
c. Role of Related Institutions Reliable
- RRI1 0.6552 Valid
- RRI2 0.6733 0.744 Valid
- RRI3 0.6461 Valid
d. Information Technology Reliable
- TI1 0.7552 Valid
. 0.7733 0855 Valid
- TI3 0.7461 Valid
Il Business Performance Reliable
- BP1 0.6475 Valid
BP2 0.6731 Valid
- BP3 05652 0828 Valid
- BP4 0.5697 Valid
- BP5 0.5176 Valid

Source: Data processed, 2015

Based on the table, it can be known that (1) the value of correlation on all indicators is greater than 0.30 (r > 0.30), so it
could be concluded that indicators which used to measure the variables of the study were valid, (2) Instruments is used in
data collection have a high level of reliability. It could be seen from the value of Cronbach's alpha (a) of each variable that
greater than the standard value (a > 0.60).

4.2 Descriptive of Respondents

Result of descriptive analysis showed that the participants are dominant by male sex (74.7%) and women (25.3%). Most of
the respondents come from areas that traditionally considered to have a strong trading culture namely Makassar tribe (52%)
and Bugis tribe (33.3%). The rest comes from a mixture of Makassar Bugis, Javanese, Palu, Manado, Dayak, and Sunda.

The education level of respondents was dominant at high school level (60%), the rest was at the level of Bachelor /
S1 (13.3%), SD and SMP each one (9.3%) and Diploma (8%). Then in terms of age, respondents of the study were
dominant in the productive age categories, namely 31-40 years (41.3%) and 41-50 years (28%), the rest were in the age
of 20-30 years (18.7%), aged 50-60 years (10.7%) and 60 years (1.3%). Furthermore, was also known that respondents
have generally long enough in business by business experience for 5-10 years (57.3%) and 11-20 years (25.3%), while
the rest was respondent below 5 years (10.7%), 21-30 years (4%) and 31-40 years (2.7%).

4.3 Hypothesis Testing

Research hypothesis testing using SEM analysis. Based on the results of the calculation of the value of goodness-of-fit
indices (GFI) on the complete model that describes the relationship between the variables presented in the following table.

Table 2. Results of Testing Goodness of fit indices Overall Model

Criteria Cut-off Value Results Explanation
Chi-Square Expected small value 15.160 Good
CMIN/DF <2.00 1.225 Good
GFI >0.90 0.957 Good
RMSEA <0.08 0.085 Good Enough
CFI 20.95 0.955 Good
TLI 20.95 0.968 Good

Source: Data processed, 2015
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The test results of the conformance criteria structural model, shows the model is good, so it could be used to estimate
and to analyze the results of the research. After the model accepted, the subsequent analysis was to analyze the value of
loading factor and probability of each variables in the study. The complete results of hypothesis testing could be
presented in the following table.

Table 3. Research Hypothesis Testing Results

Relationship Among Variables Intervening Variable Path Coefficient  Critical Ratio  Sig. Explanation
Direct Effect
Significant
External Factors - Internal Factors - 0.640 6.950 0.000 (H1, accepted)
) Significant
Internal Factors - Business Performance - 0.454 4472 0.005 (H2, accepted)
. Significant
External Factors - Business Performance - 0.288 2.760 0.021 (H3, accepted)
Indirect Effect
External Factors = Business Performance Internal Factors 0,640 x 0,454 = 0,291 Significant

(H4, accepted)

Source: Data processed, 2015

Then, complete model which could explain the causal relationship between variables in the study could be presented in
Figure below.

Internal Factors
) ‘~, 0,291(9)"

Business
Performance(Y:)

External Factors
® 0,288 (§)*

Notes : *) Relationship among variables, significant at (a < 0.05)
Figure 1. Results of Research Model

Based on table, it could be concluded that external factors have a positive and significant effect to internal factors. These
findings consistent with Temtime and (2004), Maupa (2004), Munizu (2010), Hadiyati, (2010), Kinyua (2014), and Munizu
et al. (2015) that internal capacity improvement of micro and small business in the human resources aspects, financial
aspects, technical aspects of production / operations, and aspects of information technology should be supported by
governments, stakeholders, socioeconomic and cultural environment and information technology. The table also shows
that internal factors have a positive and significant effect to business performance of micro and small enterprises. These
findings support some research previously such as Munizu (2010), Yaghoobi et al. (2010), Pinho and DeSa (2014),
Halabi and Lussier (2014), and Kinyua (2014) that performance of micro and small business could be increased when it
is supported by improvement of resources internal.

In addition, the study also found that external factors have a positive and significant effect to business performance
of micro and small enterprises. The results of this study indicate that the better government policies, socio-cultural
support, best support from universities, NGOs, private sector, and the support of information technology could lead to
improvements in the performance of Micro and small in South Sulawesi. Better business performance was indicated by
sales growth, capital growth, employees growth, market share growth, and operating income improvement (Maupa, 2004;
Munizu 2010; Hadiyati 2010; Pinho and DeSa, 2014; Halabi and Lussier, 2014; and Munizu et al., 2015). Furthermore,
external factors could improve the business performance through internal factors. Business performance can be
determined by external factors directly, or indirectly through improving the capacity of the organization's internal
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resources. Bouazza et al. (2015) confirms the internal factors more emphasis on entrepreneurial character, capacity
management, marketing capabilities, and technological capacity, while external factors related to the external
environment of business.

4.4 Analysis of Priority Factors for Strategic Formulation

Based on the analysis of AHP, priority factors which determines micro and small enterprises performance in South
Sulawesi can be presented in the following table.

Table 4. Weights and Criteria of determinants the performance of Micro and Small Enterprises

No. Factors Weights Priority
1. Human resource aspect 0.114 5

2. Finance aspect 0.120 4

3. Technical and operation aspect 0.158 2

4. Marketing aspect 0.184 1

5. Government policy 0.102 6

6. Socio-culture and economy 0.088 8

7. Role of related institutions 0.142 3

8. Information technology 0.092 7

Source: Data processed, 2015

The table describes that criteria or factors of marketing has the highest weighting (0.184), then followed by the technical
aspects of production and operations (0.158), and aspects of the role of related institutions (0.142). Marketing aspect
related to marketing areas, and the ease of distributing the product to consumer. Furthermore, technical aspects related
to quality control activities and product quality assurance. Creating attractive package, hygienic products, product
durable, and quality assurance certification (SNI), and ISO 9001: 2008. Then, priorities strategy in the development of
alternative strategies in developing micro and small enterprises in South Sulawesi could be presented at the following
table.

Table 5. Weights Value and Alternative Strategies for Developing of Micro and Small Enterprise

No. Alternative Strategy Weights Priority
1. Internal capacity improvement 0.648 1
2. External capacity improvement 0.352 2

Source: Data processed, 2015

The table above shows that development of Micro and Small Enterprises should be focused on internal capacity
improvement strategy which consist of human resources, financial, technical production and operations, aspects of the
market and marketing aspect rather than external capacity improvement. In addition to the improvement of internal
capacity, other factors that determine the performance of Micro and Small Enterprises are: (1) the capital assistance, (2)
the creation of conducive business climate, (3) training / technical guidance/ coaching, (4) market information and
marketing network, (5) socialization and promotional products, (6) institutional strengthening.

5. Conclusion

The better the government support in policies, social-cultural and economic support, the role of related institutions such
as universities, NGOs, private sector, and other relevant institutions and the support of adequate information technology
could lead to improvement of internal condition and performance of Micro and Small Enterprises on Human resources
aspects, financial aspects, technical aspects of production and operations, and marketing aspects. Micro and small
enterprises should be consistent in improving business performance through some activities which focused on effort to
improve of internal elements and external that determine the growth of micro and SMEs performance which consist of
market share, capital, labor, income / profit, and sales in order fit to the business goal.
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