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Introduction

As in many other developing countries, micro, small and medium enterprises (MSMEs)
play a significant role in economic development in Indonesia. These enterprises are the main
drivers of national economic activities, contributing to the formation of Indonesia’s gross do-
mestic product above 50%. They are very numerous, reaching 99% of the number of compa-
nies of all sizes and accounting for 92% of job creation. Especially micro and small enterpris-
es (MSEs) are the primary source of employment opportunities for low skilled workers and
business opportunities for married women from poor households in rural areas. In Indonesia,
many married women from poor households own small businesses such as food stalls, small
shops that sell simple items of daily necessities for villagers, or handicrafts from bamboo,
rattan or wood. They do such activities solely to increase family income (Tambunan, 2017).

Apart from their contributions to employment generation and gross domestic product
(GDP) formation, MSMEs are also expected to contribute to export growth. However, avail-
able data and literature suggest that MSMEs, especially MSEs in Indonesia, cannot participate
in export compared to their larger counterparts. Based on national data provided by the Min-
ister of Cooperatives & UKM, the share of MSME exports in Indonesia’s total exports is always
very small. In 2007 the share was around 17.7% and dropped to 15.7% in 2019 (Figure 1).
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Figure 1: Export development of Indonesian MSMEs, 2007-2019 (% of Total Exports)
Source: Menegkop & UKM (online)

Even the export performance of Indonesia’s MSMEs is much weaker than that of their
counterparts in neighbouring countries. Based on many sources, Malaysia MSMEs account-
ed for nearly 19.0%, Vietnam 20.0%, the Philippines 25.0% and Thailand nearly 30.0% (e.g.
UN-ESCAP, 2010; Wignaraja, 2012; ADB, 2015; ASEAN, 2015a; ASEAN, 2015b; OSMEP (2015);
Tambunan, 2015a,b; SME Corp Malaysia, 2015; Yoshino & Wignaraja, 2015; APEC, 2002). This
regional data also confirms that LEs contributed to most exports in the region.

Maybe because much evidence suggests that in comparison with LEs, MSMEs are
relatively less able to do export, over the past several decades, MSMEs involved in export
have been extensively investigated as Leonidou (2004), Leonidou et al. (2007), Arteaga-Ortiz
& Fernandez-Ortiz (2010), Mpunga (2016), and Alam (2017). Breckova (2018) have explored
barriers and stimuli for MSMEs’ export activities. While such as Jones & Coviello (2005) have
investigated the main determinants, the underlying processes and the effects on MSMEs’ per-
formance of their decisions to set up international activities. From the results of all existing
studies, both in developing and developed countries, a list of internal and external factors that
have affected the ability of MSMEs to export directly can be made. These factors include lack
of funding sources, limited knowledge, especially regarding how to export, lack of networks,
international market information, and procedural (bureaucratic) and governmental (institu-
tional) barriers.

Although export growth is influenced by many factors, directly and indirectly, and from
both sides, market demand and supply, this research focuses on the importance of partner-
ship or network with large enterprises (LEs), financial institutions, and business associations,
universities, etc. So far, theoretical as well as empirical studies on this issue is still limited
which include such as Revindo et al. (2019), Petrit et al. (2012), and Shepherd & Duve (2013)
who emphasize that among many crucial MSMEs’ export determinant factors is also network
relationships including with foreign direct investment-based companies.

There are two reasons to focus on this issue. First, empirical research on the role of
partnership in developing MSMEs’ exports is still scarce, if not to say nothing at all. Second,
the Indonesian government has urged MSMEs, especially MSEs, to collaborate with LEs in
subcontracting arrangements. The government has long realized that having production or
marketing linkages with LEs can greatly help MSEs to increase their production and marketing,
including export capabilities. The government requires all state-owned companies (SOCs) to
support MSMEs in their sectors through partnership arrangements. Even in specific sectors,
foreign direct investment-based companies must have production linkages with local MSMEs.
It is a requirement for all foreign companies to operate in these sectors in the country.
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Generally speaking, a partnership can be defined as an arrangement where parties,
known as business partners, agree to cooperate to advance their mutual interests. So partner-
ship can also be seen as “formal,” contractual relationships among organizations or parties:
strategic alliances, buyer-supplier contracts, joint ventures etc. But in the case of MSMEs in
Indonesia, the meaning or purpose of the partnership is more to support MSMEs. So, all state
companies required to partner with MSMEs are solely to support MSMEs, not to provide fi-
nancial benefits to SOEs.

Although many previous studies on MSMEs’ exports were valuable, no empirical stud-
ies have ever been made, at least in Indonesia, on the importance of partnership for MSMEs
to do export based on a national survey on MSEs in the manufacturing industry. So, based on
the above background, how important is a partnership in supporting MSMEs to export is the
only question in this study. Thus, this study aims to answer this research question. The signif-
icance of this study is that it enriches the general framework of the MSMEs’ export market
involvement by using macro-level data.

Literature Review

Generally, the market orientation of MSME is different from that of their larger coun-
terpart. Most of the former group, especially MSEs, produce cheap and straightforward con-
sumption goods that are often considered inferior goods for local poor or low-income buyers.
However, there is much evidence that these tiny enterprises, at least some of them, do ex-
port, either directly or indirectly through, e.g. subcontracting or marketing arrangements with
larger exporting companies. Exporting MSEs are mainly found in furniture, foods and beverag-
es, textile and garment, footwear, and handicrafts.

Many evidence from many countries shows that the export share of MSMEs is relative-
ly small. Still, most of these MSME exporters, especially MSE exporters, export indirectly via
intermediate agencies such as trading companies or export-oriented LEs. Wattanapruttipaisan
(2005) study, for instance, showed the direct contribution of MSMEs to total export earnings
in ASEAN was much less than 50%, although it varied by country. This view is supported by
a report from APEC (2002) on the development of MSMEs in the Asia Pacific (AP) region. Ac-
cording to this report, on average, MSMEs contributed less than 30% of direct exports, so they
were underrepresented in the international economy relative to their role in the domestic
economy. The report took the indirect exports of MSMEs into account; the contribution to
total exports would be above that proportion. It was further explained that, especially in the
manufacturing industry, many MSMEs in some member countries made up a significant part
of the value chain in a production process, and therefore were not included indirect exports.

Based on the results from the World Bank Enterprises Surveys, in the AP region, the
share of MSMEs that exported directly and where direct exports constituted at least 10% of
total annual sales ranged from as little as 5.6% in Thailand to as high as 23.5% in Malaysia (Ta-
ble 1). Indonesian MSMEs have a recorded share of around 13.2%. Only in Papua New Guinea,
the share of MSMEs that exported directly was higher than that of LEs. In terms of the share of
total sales exported directly by the company, this ranged from an average of 2.8% for MSMEs
in Thailand to 9.8% for MSMEs in Malaysia. Again, apart from Papua New Guinea, LEs export-
ed a higher share of their total sales than MSMEs. This evidence confirms that direct export
is much more complicated than indirect export for most export-oriented MSMEs, especially
MSEs.
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Table 1: Exporters as a Share of Firms and Exports as a Share of Total Sales by Size in Sever-
al Economies in the AP Region (%)

Share of Firms Exported Share of Total Sales

Economy Directly Exported Directly Year
MSE ME LE MSE ME LE

Chile 0.8 3.8 225 0.2 1.5 5.7 2010
China 4.6 12.5 294 33 5.7 13.9 2012
Indonesia 53 7.9 25.2 2.9 5.0 11.7 2015
Malaysia 4.3 19.2 69.0 2.2 7.6 30.3 2015
Mexico 0.7 9.1 15.9 0.1 2.1 5.6 2010
Papua New Guinea 11.5 4.9 0.0 1.2 2.1 0.2 2015
Peru 4.6 16.3 26.9 2.3 7.3 12.0 2017
Philippines 39 9.0 23.6 1.8 6.1 16.6 2015
Russia 4.6 5.5 6.6 24 3.1 1.6 2012
Thailand 2.2 3.4 28.1 0.8 2.0 18.9 2016
Viet Nam 4.0 11.5 36.1 2.2 6.6 21.6 2015

Note: the share of firms that exported directly included only companies with direct exports of at
least 10 per cent of total annual sales.

Source: The World Bank Enterprise Surveys (www.enterprisesurveys.org.).

The literature on MSMEs’ export has grown in the past few decades, concluding that MS-
MEs have export potential. Still, they faced many constraints which limited them to participate
in export activities fully. The literature includes Julien & Ramangalahy (2003), Leonidou (2004),
Jones & Coviello (2005), Belso-Martinez (2006), Soulaimane (2011), Leonidou et al. (2007), Ar-
teaga-Ortiz & Fernandez-Ortiz (2010), Mpunga (2016), Alam (2017), Breckova (2018), Ribau
et al. (2018), Dabic et al. (2020), and Chandra et al. (2020). Many of these studies conclude
that the weakness of MSMEs, especially MSEs, in export compared to LEs is closely related to
their size. For instance, Julien & Ramangalahy (2003) research indicates that the limited ability
to acquire information and knowledge about foreign markets and manage foreign activities is
mainly responsible for MSMEs’ relatively low exporting commitment and poor performance.
Belso-Martinez (2006) found that because of these limitations, industrial districts or clusters
have been increasingly recognized as an organizational model enabling MSMEs to become ex-
porters and to compete internationally. Based on their findings, as Soulaimane (2011), Ribau et
al. (2018), and Dabic¢ et al. (2020) stated that their small size and limited resources might con-
strict MSMEs’ involvement in international business activities. Owing to their lack of resources,
MSMIESs are averse to the risk of failure in international market operations. Chandra et al. (2020)
reviewed the literature on internationalization barriers of MSMEs from developing countries.
The purposes of their study are: (1) to explicitly point out specific factors influencing the growth
and internationalization of MSMEs from developing countries and (2) to identify the research
gaps to provide lucid and concise directions for future research in this area. They found that
many questions remain unanswered regarding the internationalization of MSMEs from develop-
ing countries regarding the factors determining their growth and internationalization.

According to Suwandi (2012), based on his field research and his long experience foster-
ing MSMEs’ export in Indonesia. There were three main motivations for MSMEs to export: first,
100 per cent business motivation (expanding markets and increasing turnover); Business and
social motivation (promoting local community’s businesses); Trial and error’ (trying abroad while
still selling on the domestic market).
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Revindo et al. (2019) have investigated the main factors influencing Indonesian MSMEs’
decisions and ability to engage in direct export activities based on a survey of 271 exporting
MSMEs and 226 non-exporting MSMEs in seven provinces in Java, Madura, and Bali. They found
that compared to large enterprises (LEs), MSMEs are less able to take advantage of the growing
export opportunities as a positive impact of the increasingly free world trade. They argue that
their relatively poor export performance persists, despite various policy measures launched by
the Indonesian government. They argue that their relatively poor export performance persists,
despite various policy measures established by the Indonesian government. Such assistance in-
cludes public access to credit, technical and managerial training, and export-specific assistance
(including trade promotion, business matching, and export procedures training).

Most export-oriented MSMEs in Indonesia were found in clusters. Many MSMEs inside
clusters were previously only served local or national markets, but they also sold their products
directly or indirectly abroad. Some clusters are more developed than others in export activities,
mainly because they have well-developed long-term subcontracting arrangements. Domestic
exporting big companies or trade contracts with domestic trading companies/agents or distribu-
tors in importing countries (Perry & Tambunan, 2009; Tambunan, 2010; 2013, 2015a,b).

Another essential characteristic of Indonesian MSMEs involved in export activities is that
most of them do not export by themselves or not directly, but indirectly through various in-
termediaries, including collectors, or partner with exporting or international/regional trading
companies or cooperatives (Figure 2). Indirect exports through, for instance, a trading company
can take various forms, including subcontracting in which MSMEs only make a particular part of
a good (for example, 75%). In contrast, the trading company completes it into a finished good, or
MSMEs produce 100% of a good ordered by the trading company. At the same time, the latter
only needs to wrap it up and give a brand. In most cases, in this type of partnership, the trading
company also determines almost everything that ranges from the shape and volume of goods,
colour, quality standard, and kind of raw materials to be used.

LEs \

Collectors/traders A’I Foreign importers

;

Figure 2: MSME Indirect Export Model in Indonesia

M5MEs

Cooperatives

For example, findings from a survey of MSMEs in several industry groups in seven big
cities in Java conducted by Urata (2000) showed that not all respondents exported directly
but through various types of intermediaries. Especially beginners in export who did not have
any experience were very dependent on trading companies or export-oriented large-sized
companies.

In Indonesia, this way of exporting is usually done by, e.g. furniture manufacturers
mainly exported to Europe and sponge rubber footwear (sandals) manufacturers who sold to
several Arab countries and the Netherlands. Before the Asian financial crisis in 1997-1998, In-
donesian MSMEs in the furniture and apparel industries were very active in export. According
to Berry & Levy (1999), subcontracting linkages with LEs were very common in MSMEs that
export rattan furniture and apparel. They stated that the export growth of MSMEs in these
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industries reflected the increasing importance of subcontracting with LEs or other commercial
intermediaries. Berry et al. (2001) concluded that linking production with trading companies
with a subcontracting system is an excellent way to help MSMEs export in the short term.
Because with this system, MSMEs do not have to bother managing all administration related
to exports. While on the other hand, through collaboration with LEs, MSMEs can learn a lot
about how to export and make export goods that meet international standards and have high
competitiveness in the global market.

For many exporting MSMEs, there are reasons not to ship directly. It could be that the
number of goods they produced was not sufficient for direct export because their production
capacity was limited. So that export costs, especially transportation, were costly; or lack of
experience to export directly or the local producers do not have buyers abroad. So it is much
cheaper and more profitable for them to export by partnering with, e.g. international trading
companies with many experiences and already market networks abroad.

For MSMEs that export directly without intermediaries, it is not always in the sense
that they send their products to foreign markets. Many sold their goods to foreign tourists,
which in the International Monetary Fund’s (IMF) version of the balance of payments is also
defined as a category of exports. MSMEs that carried out export activities like this are of-
ten referred to as market-oriented MSMEs for foreign buyers. For example, Cole (1998) and
Sandee et al. (2000) found most export-oriented MSMEs in clusters across several industries.
(i.e. furniture and apparel in Jakarta, apparel in Bali province, and wood furniture in Jepara in
Central Java province) operated on commodity-driven buyers by visiting foreign tourists. So,
driven by these foreign tourists, MSMEs in these furniture industry clusters in Jepara and the
Bali cluster’s apparel industry cluster have relatively easily penetrated global markets through
trade networks. The research also clearly showed the vital role of foreign tourists in connect-
ing the producers in these clusters with foreign markets, modernizing production methods,
and improving the quality of goods produced in these clusters.

Table 2 presents the main findings of other research papers on determinant factors or
main constraints of MSMEs’ exports. Some papers provided comprehensive literature reviews
on the issue. Many articles were based on field surveys on exporting MSMEs in many parts of
the world.

Table 2: Main Findings from Selected Important Research Papers on Determinants of
MSMEs'’ ability to do Direct Export

Research paper Main findings

Madushanka & Sachitra Positive domesticsupply factors: financial capability, management capability,
(2021) government policies.

Kharel & Dahal (2020) Negative domestic supply factors: an inadequately trained/skilled
workforce; onerous collateral requirements and high-interest rates when
accessing credit; a poorly funded concessional export credit scheme, with
a short term length; procedural difficulty in accessing a cash export subsidy
program; high tariffs on raw materials and intermediate goods coupled with
an ineffective duty drawback system; the lack of an efficient arrangement
for consolidating less-than-container-load cargoes; poor dissemination of
information about existing incentives and facilities; inadequate provision
of trade and market intelligence; restrictions on online payment solutions;
a weak capacity of the public administration to coordinate and implement
trade and industrial policies, lack of policy supports in the form of fiscal
incentives and policy uncertainty.
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Research paper

Main findings

Revindo et al. (2019)

Positive domestic supply factors: having network relationships with formal
and informal institutions, firm age, size (number of employees), the owners
have been overseas or have experience working for a multinational company
or an exporting large-sized firm, produce merchandise that comprises a large
share of Indonesia’s national exports (foreign buyer), receive assistances
from central government agencies or non-governmental sources (including
promotion, business management, finance, and production).

Negative domestic supply factors: human resource barriers.

Negative foreign demand factors: perceive difficulties in overcoming any
tariff and non-tariff barriers, distribution, logistic, business environment,
procedural and competitor barriers in host countries

Tham &  Tambunan
(2019)

Important domestic supply factors: compliance with international quality
standards, networks, training, market information.

Haddoud et al. (2018)

Positive domestic supply factors: possession of resources and capabilities
such as innovative and marketing factors to be complemented by firms
owners who are export-oriented and have the relevant attributes in terms
of export knowledge and experience.

Alam (2017)

Important domestic supply factors: foreign ownership, international
certification, foreign technology, establishment in export processing zones.

Mpunga (2016)

Important domestic supply factors: adequate and stable financial capital,
knowledge of the foreign language, production technology, information and
communication technology (ICT), information search competencies.
Important foreign demand factors: standard products, restrictive entrance
procedures into the importing country, export market characteristics (e.g.
complicated business laws/regulations, customers’ indifference with foreign
goods, price uncertainty in the export markets, product competition in the
export market, and complicated travel accreditation).

Revindo & Gan (2017)

Positive domestic supply factors: the aspiration to find alternative markets,
networking and information dispersion

Positive foreign demand factors: the presence of foreign buyers, the
confidence in the products.

Harchegani, et al. (2015)

Positive domestic supply factors: environmental factors (e.g. stability in
political, economic and legal environment, database to access taste of export
markets, and attractiveness of export markets), managers’ commitment to
export (e.g. a separate export unit, regular visit of export markets, and using
export market research), managers’ export marketing strategy (e.g. product
adaptation strategy, pricing adaptation strategy, product innovation strategy,
foreign advertisement, new products), export incentives (e.g. export
motives, export problems, and competition), objective characteristics of
the firm (e.g. size, export experience, expert human resource and sufficient
financial).

Nyatwongi (2015)

Important domestic supply factors: policy and legal framework, market
information, tax, technology, finances and management skill.

Fakih & Ghazalian (2014)

Positive domestic supply factors: private foreign ownership, information
and communication technology, firm size.

Negative domestic supply factors: government ownership, domestic market
size.

Hoekman & Shepherd
(2013)

Positive domestic supply factors: trade facilitation, firm size, firm ownership
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Research paper

Main findings

Shepherd & Duve (2013)

Positive domestic supply factors: availability of funds, management
attitudes, knowledge of the market risk perception, international networks,
intensity of competition.

Amornkitvikai et  al.
(2012)

Positive domestic supply factors: government assistance, foreign ownership,
municipal location, R&D, skilled labor, firm size and age, labor productivity.

Cardoza et al. (2012)

Negative domestic supply factors: limited access to finance, domestic
inefficiencies in logistics and distribution, high international transport costs,
payment collection costs, adverse regulatory frameworks,

Petrit et al. (2012)

Positive domestic supply factors: firm size, ownership, sector of activity,
the availability of external finance, affiliation with business organizations,
education of the workforce and, to a lesser extent, technology-related
factors.

Wignaraja (2012)

Positive domestic supply factors: firm size, foreign ownership, worker with
high skills, obtaining international-agreed certificates (such as 1SO), having
access to foreign technology, having access to bank’s credit.

Ottaviano & Martincus
(2011)

Positive domestic supply factors: technology, training (human resource
development), investment in product improvement.

Dios (2009)

Positive domestic supply factors: skill, technology and access to finance, ICT-
based trade facilitation measures.

Li and Wilson’s (2009)

Positive domestic supply factors: trade facilitation, access to finance, skilled
workers, technology, and market information.

Hessels & Terjesen (2007)

Positive domestic supply factors: adopting legitimate business or industry
practices, access to key resources (e.g. technology, capital, market
information, raw materials, international marketing knowledge).

Valodia & Velia (2004)

Negative domestic supply factors: cost of imported inputs/raw materials,
poor business linkages, exchange rate movements, lack of production
capacity, disability to produce high or international standard quality goods.
licensing/paten rights, firm size, lack of knowledge of international markets.
Negative foreign demand factors: high tariffs, import licensing and other
non-tariff barriers, anti-dumping actions, unreliable firms as overseas
importers, niche markets where demand was not price sensitive, illegal
custom control procedure.

Sandee & Ibrahim (2002)

Negative domestic supply factors: high transaction costs, high wage of
workers, lack of access to formal credit.

Negative foreign demand factor: increasing competitions from other
exporting countries.

Hine & Kelly (1997)

Positive domestic supply factors (inside firms): attitudes, values, perceptions
of risk, continuous learning, managerial and marketing skills, availability
of resources (including financial resources), adjustment of organizational
structure, and the availability and effective use of information.

From the literature review, it was evident that many direct and indirect factors simul-
taneously affect MSMEs’ export performance or export capability. But there is still very little
attention to the role of partnerships. Theoretically, factors affecting MSMEs’ export can be
grouped into demand and supply factors that originate from the demand-side and supply-side
of the market, respectively (Figure 3). It can distinguish the demand factors further into policy
factors such as import tax and trade regulations and non-policy factors such as buyer’s taste,
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income, exchange rate, and market competition in the importing countries. Similarly, it can
distinguish supply factors between policy and non-policy factors previously mentioned in the
literature review. Non-policy factors are internal factors of the company, supporting organisa-
tions such as LEs, banks, universities, government departments and many others, and other
supply factors such as infrastructure and logistics, trade regime, availability of natural resourc-
es, and many others.

It is generally expected that MSMEs having partnerships with those supporting organi-
sations are more able or have more capacity to export than those who are not, ceteris paribus.
Through partnerships, MSMEs have access to information on foreign markets, technologies,
capital, knowledge on international marketing and many other resources needed for doing
exports.

Demand-factors: ‘ Supply-factors
-income & taste .
Companv’s factors Supporting
-den_‘mgraphv structure -entrepreneur’s spirit & skill organisations:
-socna.l cultt.Jre MSMEs’ -skilled workers -Banks &  other
-relative prices exports -technology funding agencies
-trade policies/regulations -capital _Government
-market competition -company’s culture department and
-ete. size and age of the agencies
company " -Business associations
- networking < -LEs
‘ ﬁ -Universities
| g -Vocational training
e providers
Other supply factors: -R&D institutions
-Infrastructure & ~Chamber of
logistic, cnmr!mrce )
Trade regime, -Certificate providers
-Natural resources -ete.
-etc.

Policy factors

Figure 3: Demand and Supply Determinants of MSMEs’ Exports

Data and Method

It is a descriptive study. It used secondary data from the results of the 2019 Survey of
MSEs in the manufacturing sector (called from now on as micro and small industries or MSls)
with aworkforce of lessthan 20 conducted by the Indonesian Central Statistics Agency (BPS). The
data includes the number of companies, workforce, worker remuneration, expenses, income,
capital, business difficulties, business services and guidance, and marketing distribution. The
survey also provides information on the number of MSEs which have partnerships with LEs.
The data is presented according to The Indonesian Standard Classification Code for Business
Fields (KBLI) is two-digit and by province. Based on KBLI, the manufacturing sector consists of
23 groups, including the food industry, textile and garment industry, leather industry, etc. In
this survey, microenterprises (MIEs) are defined as enterprises with 1 to 4 workers and small
enterprises (SEs) with 5 to 19 workers.
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Results and Discussion
Export Performance

This 2019 data indicates that although it varies by industry group, marketing of MSls’
products was dominated by local marketing in their own districts/cities, which reached
89.15%. Meanwhile, marketing outside their districts/cities, either still in their province or in
other provinces, was still not developed. These two marketing allocations were respective-
ly 7.57% and 2.79%. Meanwhile, foreign markets that MSIs could reach were still relatively
small. MSIs” exports were only 0.50% of their total products.

Regarding the number of MSlIs that export, they were not so much, only 29,071 units
or around 0.66% of the total 4,380,176 MSls; although the ratio varies by industry group. Un-
fortunately, the 2019 data does not discuss indicators of export performance of MSIs besides
the number of MSEs that participate in exports and the percentage of total production for
export.

As can be seen in Figure 4, besides in the other processing industry group (KBLI 33),
the highest percentage of MSls that was recorded export in the non-machined metal goods
and their equipment industry group (KBLI 25) that reached almost 5.9% of the total 3,743
MSils in that industry. The non-metal mineral industry group (KBLI 23) was the second rank,
with almost 2.55% of 14,324 MSls. This variety could be caused by many factors ranging from
production capacity. The types of goods further determine the level of complexity in produc-
ing and marketing them abroad, such as the types and availability of required raw materials,
the level of competition and opportunities in the export market, differences between industry
groups in the level of development of the export-oriented MSls clusters, or location of the
company far from ports. Further, as can be seen, no MSIs were involved in export activities
for various reasons in some industry groups. It can be that their exports were not recorded
because they did export not for the whole year. Only occasionally and in a small quantity if
there happened to be an export-oriented trader ordered it, or maybe local industry-specific
regulations were not. So business-friendly that made it difficult for the MSls to export, or the
owners of MSls preferred only local or domestic markets because demand was always high.

B

n

(5] [T}

=

10 11 12 13 14 15 16 17 18 20 21 22 23 24 25 26 27 2B 29 30 351 32 33

o

Group of industry

Figure 4: Percentage of MSls involved in Export by Group of Industry, 2019

Note: 10: food, 11: beverages, 12: tobacco processing, 13: textiles, 14: apparel, 15: leather, leather goods and
footwear, 16: wood, wood products and cork (excluding furniture), woven articles from rattan, bamboo and the
like, 17: paper and paper articles, 18: printing and reproduction of recorded media, 20: chemicals and articles
of chemical substances, 21: pharmaceuticals, chemical medicinal products and traditional medicine, 22: rubber,
articles of rubber and plastics, 23: non-metal minerals, 24: base metals, 25: non-machined metal goods and their
equipment, 26: computers, electronic and optical goods, 27: electrical equipment, 28 : YTDL machinery and
equipment (excluding others), 29: motor vehicles, trailers and semi-trailers, 30: other means of transportation,
31: furniture; 32: other processing; 33: repair and installation of machinery and equipment

Source: BPS (2020)
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However, not all of them have sold all their products to international markets. As can
be seen in Table 3, the proportion exported varies. The number of MSls that exported more
than 80% was only about 44% of the total MSls involved in exports. Although no further infor-
mation is available, many reasons can be guessed why many MSlIs involved in export did not
sell all of their products to international markets. It could be because they were short of funds
to finance export costs (i.e. selling abroad is undoubtedly more expensive than selling locally)
or that selling abroad was not their primary market destination. For instance, the main target
for most small furniture producers in rural Java has always been the local or domestic markets
because Indonesia, with a massive population of 269 million people, makes the domestic
market very attractive to them. Some of them have also been sold abroad because there was
an opportunity for export at that time. Such options could arise from orders made by small or
mediume-sized traders or collectors from surrounding cities who visited specific MSI clusters in
rural areas. It could be that trading houses ordered a certain amount. Still, not much to meet
the demands came from several individual buyers from outside (so it was not a routine and
large order from a company or organization). Even a foreign market opportunity could arise
from a foreign tourist who owned or managed a small hotel in their home country, visiting a
furniture industry cluster in Indonesia. Then made a business contract with a manufacturer in
the group to supply a certain number of chairs, tables, beds or cabinets. The emergence of op-
portunities like this was experienced by many furniture producers in Jepara (Central Java Prov-
ince), which is still the most famous centre for the furniture industry until now in Indonesia.

Table 3: Number of MSIs’ involved in Export by Percentage Export and Group of Industry,

2019
Industry Percentage

1-24 25-49 50-79 280
10 1395 12 92 149
11 - - - 153
12 - - - -
13 817 863 332 3023
14 1024 696 181 759
15 96 7 114 -
16 401 44 381 1201
17 - - - -
18 154 4 - -
20 11 - 8 57
21 15 4 - -
22 25 - - -
23 220 2 20 123
24 17 - - -
25 110 14 20 78
26 - - - -
27 - 82 - 36
28 5 - - -
29 12 6 - -
30 - - - 17
31 37 36 98 52
32 479 53 8385 7153
33 - - - -

Source: BPS (2020)
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The Importance of Partnership

In Indonesia, one of the government’s efforts to support the development of MSMEs,
especially MSEs, is by issuing some regulations and providing incentives to promote partnership
between MSIs and larger enterprises and other agencies. The collaboration in question is
mutually beneficial business cooperation for both parties involved. However, data 2019
indicates that the number of MSIs that did partnership was relatively small, only 8.28% of the
total 4.38 million MSls. Although, as shown in Table 4, the ratio varied by a group of industries.
BPS defines partnership as a cooperative relationship with other businesses/companies
(including SOCs) mutually benefiting, strengthening, and supporting. Unfortunately, the 2019
data does not discuss the nature of partnerships besides explaining the services provided by
partners of MSEs.

Table 4: Number and Percentage of MSEs involved in Export by Group of Industry and Part-
nership, 2019

Industry Nua::r of Exporter Partnership
S Number % Number %
10 1587019 1648 0.10 121200 7.64
11 98901 153 0.16 6583 6.66
13 296154 5035 1.7 34284 11.58
14 613668 2660 0.43 64298 10.48
15 57332 217 0.38 9633 16.8
16 658426 2027 .031 33865 5.14
18 31598 158 0.5 4301 13.61
20 34590 76 0.22 1283 3.71
21 14597 19 0.78 1154 47.18
22 14324 25 0.17 4733 32.43
23 240141 365 2.55 11309 78.95
24 3743 17 0.01 81 0.03
25 120732 220 5.88 9685 8.02
27 1331 118 0.1 327 24.57
28 2631 5 0.38 291 11.06
29 2466 18 0.68 111 4.54
30 7202 17 0.24 587 8.15
31 144775 223 0.15 10816 7.47
32 227408 16070 7.07 24603 10.82

Source: BPS (2020)

The most popular partnership was a product marketing partnership which recorded at
37.59%. The second was a partnership for the procurement of raw materials with 37.56%, and
the third was a partnership related to capital goods at 16.72%. Private larger companies were the
biggest party in collaboration with MSls, which was 36.8%. The involvement of government, i.e.
state-owned companies both at the central level (BUMN) and local/regional level (BUMD), and
local government agencies/departments such as the regional office of cooperative and SMEs
was minimal, only 3.3%, and 5.65%, respectively. It is undoubtedly a challenge for the govern-
ment to partner with MSIs to contribute directly to the solution of the problems and difficulties
faced by these manufacturing enterprises. Other institutions/agencies that did partnerships with
MSIs were banking and non-government organizations such as business associations, vocational
training agencies, and chamber of commerce and industry NGOs (Figure 5).
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Figure 6: Percentage of Types of Partnership Conducted by MSls, 2019
Source: BPS (2020)

Unfortunately, the 2019 data from the MSI survey in the manufacturing industry
throughout Indonesia does not provide further information on how involved many of those
having partnerships in exports, especially those that did marketing partnerships. However, as
this survey also shows that the most severe obstacle experienced by most MSIs was market-
ing, it can assume that the marketing partnership was beneficial for export-oriented MSls. The
scatter plot in Figure 7 may support this assumption. Other previous studies from such as also
support this assumption.

Revindo et al. (2019), Petrit et al. (2012), Shepherd & Duve (2013), and Wood et al.
(2009) emphasize that network relationships are among essential determinant factors of MS-
MEs exports. But, to prove it statistically, more data is needed, especially regarding MSMEs
that carry out marketing partnerships and export.
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Figure 7: Scatter Plot of Percentage of MSls doing Export and Percentage of MSls doing

Marketing Partnership
Source: BPS (2020)

One successful partnership between MSEs and LEs that creates export opportunities

to the former is an agricultural cooperative of small banana farmers, named the Koperasi Tani
Hijau Makmur in Tanggamus District, the Province of Lampung in South Sumatera, Indonesia.
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It partnered with a large company called PT Great Giant Pineapple (GGP) to cultivate more
than 400 hectares of banana tree land. Through this partnership, the cooperative, which has
820 banana farmers, managed to export 64 tons of bananas or 14,266 boxes per month in
2020. Its export destinations include China, Malaysia, Singapore, and the Middle East. Those
farmers by themselves whose land ownership is narrow cannot possibly build a corporate
farm that can produce products in large quantities that meet international quality standards
and in a continuous process that can meet foreign market demands (Ubaidillah, 2021).

Conclusion

As stated earlier, there has been quite a lot of research on the ability of MSEs in de-
veloping countries to export, especially directly. Factors affecting the ability of MSEs to export
have been found or identified. However, it isn’t easy to find research analysing the role of
partnerships in supporting the export of MSEs. This study aims to fill this gap in the literature
with the Indonesian case. The 2019 data on MSlIs in the manufacturing industry used in this
study shows that marketing partnership is the most widely practised by MSls. But, this study
is not able to prove that relationship statistically. Unfortunately, the analysis in this study with
the 2019 data only gives a strong impression that marketing partnerships play an essential
role in encouraging the export growth of MSMEs.

Research Limitations

This study has two main limitations. First, there is no further information from this
study’s 2019 national survey data regarding how many of the MSIs that carried out marketing
partnerships also did export. In other words, whether all MSIs that have marketing partner-
ships also exported their goods is a question that this study cannot answer. And so, this study
is not able to prove statistically the assumed positive relationship between MSMEs having
marketing partnership and their ability to export. Although it is not easy and it will take a lot
of time to identify MSMEs that export and do marketing partnerships with, for example, LEs
or partners abroad, primary data is needed to answer this research’s questions.

The second limitation is the nature of the data used is static, that is, only one period. At
the same time, it must study the export capability of a company over a long period because
the international market is very dynamic. The demand for an exporter’s products may change
(e.g. decrease) due to the emergence of new competitors, changes in buyer tastes, or tech-
nological changes. Therefore, a survey of MSMEs that export and at the same time also have
marketing partnerships should be carried out over two different periods with a distance of, for
example, a year to see if the marketing partnership does increase their exports.
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