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1. Introduction
1.1 Purpose
This study is about export-oriented micro, small and medium enterprises (MSMEs) in Indonesia, which aims to examine their access to trade facilitation (TF). It uses the definition of MSMEs by the National Statistics Agency (BPS), which defines micro enterprises (MIEs) as units of production/firms with 0 to 4 workers; small enterprises (SEs): 5 to 20 workers; medium enterprises (MEs): 21 to 99 workers, and enterprises employing100 and more workers are categorized as large enterprises (LEs). The study has three main research questions: (1) do export-oriented MSMEs have access to TFs, such as trade finance, trade insurance, information on market and trade regulation/policies through internet, infrastructure such as well-constructed roads linking their clusters/production locations to main trading ports, transport facilities, testing laboratories, ware/storehouses, electricity and communication? (2) how helpful are those TFs in supporting their export? 
Good TF measures and full access to TF are considered very important for MSMEs since the fact that MSMEs are very important in Indonesia not only because they generate employment, produce basic goods for middle and low income households and contribute significantly to the country’s gross domestic product (GDP), but many of them do have great potential as exporters and Indonesia needs export to earn foreign currencies to replace the country’s dependency on foreign loans. Moreover, national data on MSMEs indicate that the majority (about 99 per cent) of them (about 51 million units in total) are from the category of MIEs and SEs, and people (owners and workers) engaged in these enterprises are from low income group. Due to their lacks of such as capital, technology, access to wider market, and human skilled, their productivity and income per capita are low. Even MIEs are generally considered as a pocket of poverty. But many MIEs are involved directly or indirectly in export activities.
Thus, with this fact it is obvious that the improvement in the performance (e.g. productivity and export growth) of MSMEs, especially MIEs and SEs, will contribute a lot to poverty alleviation, and making MSMEs more capable to do export would help much to meet that goal. 

1.2 Methodology

The study is based on: (1) desk research: academic literature on MSMEs, especially with respect to their export performance and their access to TF in Indonesia and in other Asian developing countries as a comparison (including studies done in e.g. India and Sri Lanka for ARTNeT); government and reports from various non-government organizations (NGOs) and other publications on TF and MSMEs access to TF in Indonesia; (2) secondary data analysis on MSMEs in Indonesia focusing on export-oriented MSMEs; (3) key informant/indepth-interview (e.g. related local government officials, NGOs assisting MSMEs in doing export); and (4) field surveys in two clusters of export-oriented MSMEs with total respondents:30 producers in Solo and 52 producers D.I. Yogyakarta; both regions are located in Central Java. They were selected randomly and face-to-face interviewed using a semi-structured questionnaire consists of a list of questions covering broad areas related to TF (see the appendix). The sample also includes some LEs to have a comparison picture regarding the research questions stated above.
The selection of the two regions is based on the following consideration. Based on national data, the majority of Indonesian MSMEs are located in Central Java, which consists of many districts and cities including Solo, and D.I. Yogyakarta (more known as D.I.Y), where the majority of Indonesian population are also found. Based on national data on MSMEs by market orientation, Central Java also reveals as the concentration of export-oriented MSMEs in the manufacturing industry with Solo and D.I.Y as the most important locations. Although many of them do not fully serve foreign markets or do not export directly, but through intermediate agents, including via subcontracting arrangements with exporting LEs.. One among few well known cluster agglomerations of MSMEs in Indonesia is also the Yogyakarta-Solo area with its tourism, furniture and interior decoration, metal processing, leather goods and textile/clothing clusters, which all mutually benefit each other. Thus, export-oriented MSMEs in these two selected regions are good to represent Indonesian export-oriented MSMEs, especially for certain goods like wood, rattan, and bamboo-based furniture, garments and handicrafts.
Of course findings from this sample would never represent the whole country. However, the findings will add new most recent information to what already known (from other previous studies, if any) about the importance of having full access to TFs for export performance of MSMEs in Indonesia, and hence the impact of their performance/existence on local poverty alleviation.
2. Characteristics of Indonesian MSMEs

In Indonesia, MSMEs are not a homogenous group, but different among subcategories.  MIEs and SEs can be distinguished obviously from medium enterprises (MEs) by reference to their different characteristics in many aspects, such as formality or ways in doing business, market orientation, social-economic profiles of the owners/producers, nature of workers employed, adopted organization and management system, degree of mechanization (nature of production process), sources of main raw materials and capital, location, external relationships, and degree of women’s involvement as entrepreneurs (Table 1).
Table 1: Main Characteristics of MIEs, SEs, and MEs in Indonesia.

	Aspect
	MIEs
	SEs
	MEs

	Formality


	operate in informal sector, unregistered & pays no taxes
	some operate in formal sector, registered & pay taxes
	all operate in formal sector, registered & pay taxes

	Location
	Majority in rural areas/ villages
	Many in urban areas/cities
	Mostly in urban areas/cities

	Organization & management


	- run by the owner

- no internal labor division

-no formal management &

accounting system (bookkeeping)
	- run by the owner

- no labor division (majority), 

-no formal management and accounting system (bookkeeping)(majority)
	-many hire professional managers, -many have labor division, formal organizational structure & formal account-ting system (bookkeeping)



	Nature of employment


	majority use unpaid family members


	some hired wage laborers


	-all hired wage laborers

-some have formal recruitment system

	Nature of production process
	- degree of mechanization very low/mostly manual

- level of technology very low 
	some use up-to-date  machines


	many have high degree of mechanization/access to modern technology



	Market orientation


	majority sell to local market and for low-income consumers


	-many sell to national market and export

-many serve also middle to high-income group
	-all sell to national market and many also export

- all serve middle and high-income consumers

	Social & economic profiles of owners
	- low or uneducated

- from poor households

- main motivation: survival


	- some have good education, and from non-poor households

- many have business/profit motivation
	- majority have good education

- many are from wealthy families

- main motivation: profit



	Sources of inputs
	- majority use local raw materials and  use own money
	- some import raw materials

-some have access to bank and other formal credit institutions
	- many use imported raw materials

- majority have access to formal credit sources

	External networks


	- majority have no access to government programs and no business linkages with LEs 


	- many have good relations with government and have business linkages (such as subcontracting) with LEs (including MNCs/FDI).
	- majority have good access to government programs

- many have business linkages with LEs (including MNCs/FDI)



	Women entrepreneurs
	ratio of female to male as entrepreneurs is high
	ratio of female to male as entrepreneurs is high
	ratio of female to male as entrepreneurs is low


Source: Tambunan (2009a).
Sandee and ter Wingel (2002) examined the level of development of MSME in Indonesia, by focusing on MSME clusters in the manufacturing industry. From their observations, they classified manufacturing MSMEs clusters in Indonesia into four types according to their level of development (including level of entrepreneurship), each with its own characteristics (Table 2). The first type is called “artisinal”. If the level of cluster development can be measured by the following scale: one (the lowest), two, three and four (the highest), then the level of cluster development of artisinal is in the category one. This type of clusters dominated clusters in Indonesia (roughly speaking more than 90 percent). Altenburg and Mayer-Stamer (1999) also refer to such clusters as “survival” clusters of MIEs, as this type of cluster displays many characteristics of MIEs with level of productivity and wages being much lower than that of SEs and MEs. In these clusters the degree of inter-firm cooperation and specialization is very low, reflecting the lack of specialists in the local labor force as well as a fragile social fabric.
Table 2: Different Types of MSME Clusters in Indonesia

	Type
	Level of develpment
	Characteristics

	“Artisinal”


	1


	-mainly MIEs; 
-low productivity and wage; 
-stagnated (no market expansion; no accumulation of investment; no increase in production; no improvements in production methods, management, and organization; and no innovation);  
-local market (low-income consumers) oriented; 
-used primitive or obsolete tools and equipment; 
-many producers are illiterate and passive in marketing (producers have no idea about their market); 
-the role of middlemen/traders is dominant (producers are fully dependent on middlemen or trader for marketing); 
-very low degree of inter-firm cooperation and specialization (no vertical co-operations among enterprises); 
-no external networks with supporting organizations.

	“Active”


	2


	-used higher skilled workers and better technology; 
-supplied national and export markets; 
-active in marketing; the degree of internal as well as external networks is high

	“Dynamic”


	3


	-trade networks overseas are extensive; 
-internal heterogeneity within clusters in terms of size of enterprises, technology, and

 served market is more pronounced; 
-leading/pioneering firms played a decisive role.

	“Advanced”
	4
	-the degree of inter-firm specialization and cooperation is high; 
-business networks between enterprises with suppliers of raw materials, components, equipment and other inputs, providers of business services, traders, distributors, and banks are well developed; 
-cooperation with local, regional or even national government, as well as with specialized training and research institutions such as universities is good; 
-many firms are export-oriented (mainly through trading houses or exporting companies).


Source: Sandee and ter Wingel (2002)

The second type is called “active” clusters, which are developed rapidly in terms of skill improvement, technological upgrading and successful penetration of domestic and export markets. The active clusters may still be artisanal in character, which still face quality-related problems and their markets are mainly local or domestic. Typical examples of these clusters are such as roof tiles clusters, metal-casting clusters, shuttle-cock clusters, shoe clusters and brass-handicraft clusters. In these clusters, some enterprises start to influence the development trajectory of the clusters, and some enterprises produce for export through middlemen or traders or trading houses from outside the clusters.  
The third type is called “dynamic” clusters as they are characetrized by, among others, expanding exports. Examples of the third type are textile weaving clusters in Majalaya and Pekalongan, furniture cluster in Jepara, wig and hair accessories cluster in Purbalingga, and handicraft cluster in Kasongan. Many producers in these clusters have developed extensive trade networks not only domestic, but also overseas. Internal heterogeneity within clusters in terms of size, technology, and served market is more pronounced. Inter-firm specialization and cooperation among firms inside clusters are well developed. One of the most striking features of this type (and also to a certain extent in the “active” clusters) may be the decisive role of leading/pioneering firms, usually larger and faster growing firms, to manage a large and differentiated set of relationships with firms and institutions within and outside clusters. Some leading firms have utilized cutting-edge technologies in production (Supratikno, 2002a,b). 
The fourth type is called the ‘advanced’ clusters, and in this type of clusters all enterprises are mostly MEs. The key characteristics of these clusters are that many of the enterprises are export-oriented and they have strong inter-firm specialization (see further Table 2).  
3. Export Performance of Indonesian MSMEs

Historically, Indonesian micro, small and medium enterprises (MSMEs) have always been the main players in domestic economic activities, accounting for more than 99 percent of all existing firms across sectors (Table 3) and providing employment for over 90 percent of the country’s total workforce (Table 4), mostly women and the youth. The majority of MSMEs are micro and small enterprises (MSEs), which are dominated by self-employment enterprises without wage-paid workers. In 2009, for instance, the share of these tiny enterprises in total MSMEs or in total MSMEs plus LEs was about 98.88 percent.  They are scattered widely throughout the rural areas, and, therefore, are likely to play an important role in helping develop the skills of villagers, particularly women, including entrepreneurship. However, many MSEs, especially micro enterprises (MIEs), are established by poor households or individuals who could not find better job opportunities elsewhere, either as their primary or secondary (supplementary) source of income. Therefore, the presence of many MSEs in rural as well as urban areas in Indonesia is considered as a result of current unemployment or poverty problem; not seen as a reflection of entrepreneurship spirit (Tambunan, 2006; 2008b; 2009a,b). 
Table 3: Total enterprises by size category in all economic sectors in Indonesia, 2000-2009

(in thousand units)*

	Size category
	2000
	2001
	2003
	2004
	2005
	2006
	2007
	2008
	2009

	MSEs
	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

	Mes
	78.8
	80.97
	87.4
	93.04
	95.9
	106.7
	120.3
	39.7
	41.1

	Les
	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


Note: * MSEs consist of microenterprises (MIEs) and small enterprises (SEs); MEs=medium enterprises; LEs = large enterprises.            
Source: State Ministry for Cooperative and SMEs (www.depkop.go.id) and Indonesian Central Bureau of Statistics (BPS)  (www.bps.go.id)
Table 4: Total Employment by Size Category and Sector in Indonesia, 2008 (workers)*

	
	MIEs
	SEs
	MEs
	LEs
	Total

	Agriculture

Mining 

Manufacture

Elect, gas & water supply

Construction

Trade, hotel & restaurant

Transport & communication..

Finance, rent & service

Services

Total
	41,749,303

591,120

7,853,435

51,583

576,783

22,168,835

3,496,493

2,063,747

5,096,412

83,647,711
	66,780

28,762

1,145,066

19,917

137,555

1,672,351

145,336

313,921

462,683

3,992,371
	643,981

21,581

1,464,915

31,036

51,757

472,876

111,854

279,877

178,311

3,256,188
	229,571

78,847

1,898,674

54,233

31,016

179,895

98,191

156,064

49,723

2,776,214
	42,689,635

720,310

12,362,090

156,769

797,111

24,493,957

3,851,874

2,813,609

5,787,129

93,672,484


Note: * data at sectoral level are not yet available for 2009.           

Source: State Ministry for Cooperative and SMEs (www.depkop.go.id) and BPS (www.bps.go.id)


Other important feature of MSMEs in Indonesia (as in developing economies in general) is that most of the enterprises are domestic market oriented for a number of reasons. The most important one is their lack of four key inputs, namely (i) technology and skilled workers (so they cannot make highly competitive products that meet world standards), (ii) information especially on market potentials (including current changes in market demand/taste), (iii) global business strategies, and (iv) capital for financing export activities. Especially for MIEs and SEs, doing international marketing is too costly, as they have to deal with such as promotion, distribution, communications, export license, transportation and logistic.
Nevertheless, based on government data, in some groups of industries, many Indonesian MSMEs do export. Government data show that MSMEs’ total exports (non-oil and gas) continue to grow from year to year. In 2000, their total exports amounted to Rp75,448.6 billion (or approximately US$ 7,544.9 million based on current exchange rate of the rupiah) and increased by more than 50 per cent to Rp.121,950.799 billion (US$ 12,195.1 million) in 2006 and in 2008 their total exports reached Rp 183,759.076 billion (US$ 17,375.9 million) (Table 3).  But, in 2009, their total exports declind slightly to around Rp 162.25 trillion (Figure 1). Probably the decline was caused, among other factors, by the 2008/09 global economic crisis. During that crisis, many Indonesian exports of manufactured goods including furniture which is produced and exported mainly by MSMEs, declined.

Table 3: Export Values of Indonesian MSMEs, 2006-2009 (Rp billion/US$ million)

	Year
	Non-oil and gas Export

	
	MIEs
	SEs
	MEs
	LEs
	Total

	2006
2007
2008
2009
	Rp13,477.2

US$1,347.7

Rp15,024.9

US$1,502.5

Rp 20,247.2
US$2,024.7

Rp 14,375.3

US$1,597.26
	Rp29,365.4
US$2,936.5

Rp34,661.8
US$3,466.2

Rp44,148.3
US$4,414.8

Rp36,839.7

US$4,093.3
	Rp79,108.2
US$7,910.8

Rp93,325.7

US$9,332.6

Rp119,363.6
US$11,936.4

Rp 111,039.6

US$12,337.7
	Rp656,231.8
US$65,623.2

Rp749,999.9
US$75,00.0

Rp915,091.2

US$91,509.1

Rp790,835.3

US$87,870.6
	Rp778,182.6

US$77,818.3

Rp893,012.3

US$89,201.2

Rp1,098,850.2
US$109,885.0

Rp953,089.9

US$105,898.9


      Source: State Ministry for Cooperative and SME (www.depkop.go.id)

Figure 1 Development of Indonesian MSMEs’ exports (non-oil and gas), 2000-2009 (Rp trillion)

      Source: State Ministry for Cooperative and SME (www.depkop.go.id)

Having said this,  their share in Indonesia’s total exports of manufactured goods remains smaller compared to that of their larger counterparts. In 1990, for example, MSMEs’ contribution to the country’s total exports (excluding exports of oil and gas) was around 11.1 per cent, and increased to approximately 20 per cent, compared to that of LEs at almost 80 per cent, in 2008. Within the group, MEs are more intensive than MSEs in export. In 1990, MEs’ share in Indonesia’s total exports recorded at 8.9 per cent compared to 2.2 per cent experienced by MSEs. In 2008 the ratio was 10.86 per cent for MEs to almost 5.9 per cent for MSEs. 
In the manufacturing industry, meanwhile, Indonesian MSMEs export a variety of products, mostly final goods and medium to low-based technologies. As presented in Table 4, based on total value,  their top ten exported goods 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. Based on value in 2010, manufactured palm/palm oil is in the first rank among the ten goods, which exported to such as euro zone (EZ) countries, Japan, the United States of America (USA). In the second rank are textile and its products. The most important foreign markets for Indonesian textile and its products are the USA and some EZ countries. As presented in Table 5, the Indonesian MSMEs’ export volume for textile and its products in 2006 reached nearly 1.9 billion kg, with a total value of US$ 9.4 billion.
Table 4: Important Manufactured Exports of Indonesian MSMEs, 2009 & 2010*

	No 
	Product
	2009

Volume 

Value


	                   January- June 2010

Volume 

Value



	1
	Wood products
	3,184.2

3,441.


	2,250.0

2,262.7



	2
	Textile
	1,757.4

9,245.1


	963.0

5,295.7



	3
	Rubber based products
	2,506.8

5,020.2


	1,404.2

4,415.3



	4
	Iron steel, machinery & automotive 
	2,829.3

8,701.1


	1,504.7

5,242.4



	5
	Aluminium based products 
	260.8

538.9


	142.7

369.6



	6
	Gold, silver, metal, juwellery
	2.7

1,160.0


	1.2

804.1



	7
	Manufactured palm/palm oil 
	20,737.9

12,924.9


	8,068.0

6,124.2



	8
	Manufactured copper, tin, etc. 
	508.1

4,241.5


	262.7

3,002.8



	9
	Food & beverages 
	1,621.8

2,569.3


	789.8

1,463.0



	10
	Pulp & paper 
	6,530.9

4,272.4


	3,318.2

2,718.4



	11
	Fertilizer
	1,845.0

498.2


	653.2

202.9



	12
	Manufactured rattan 
	84.5

201.1


	43.4

104.5



	13
	Cement & its products 
	4,158.2

169.4


	1,140.3

50.0



	14
	Animal food 
	3,285.5

248.0


	1,502.7

134.9



	15
	Ceramics, marble & glass 
	1,410.4

734.1


	780.8

433.4



	16
	Basic chemical 
	4,003.7

3,168.3


	2,305.7

2,245.7



	17
	Other chemical products 
	834.0

654.9


	521.3

425.7



	18
	Leather & its products (incl. footwear 
	130.9

1,888.1


	86.1

1,254.0



	19
	Plastic
	370.5

994.5


	210.4

580.7



	20
	Camera & optical instruments 
	3.2

173.7


	1.5

90.2



	21
	Cigarettes
	78.0

502.1


	52.1

329.3



	22
	Electrical tools 
	375.2

2,004.6


	191.4

1.222.0



	23
	Volatile oil 
	9.8

143.9


	5.6

91.0



	24
	Sport, music & education tools, & toys  
	78.9

673.2


	47.4

385.9



	25
	Various products from manufactured forestry commodities 
	34.9

53.7


	17.7

32.5



	26
	Cosmetics
	63.0

197.2


	38.4

124.5



	27
	Other handicraft products 
	29.6

225.5


	15.6

137.7



	28
	Drugs 
	33.7

257.2


	19.8

171.9



	29
	Other products 
	139.2

423.6


	64.4

279.9



	30
	Electronics
	339.8

7,899.6


	179.6

4,320.9




Note: * volume in kg and value in US dollar; all in millions.

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

Table 5: Indonesian MSMEs’ exports for Textile and Its Products, 2000-2006

	Year
	Volume (billion kg)
	Value (billion US$)

	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).

However, their share in total exports of the manufacturing sector is much smaller than that of LEs. Within the group, MEs always perform much better than their smaller counterparts in export activities. The share of MIEs and SEs together has never reached 10 per cent of Indonesia’s total export of manufactured goods. Based on national data issued by the Ministry of Cooperative and SME, in 2000, the share was only around 3.15 per cent and then slightly decreased to about 3.0 per cent in 2006. During the same period, the export share of MEs accounted for 12.53 per cent and increased to about 14.72 per cent in 2006 (Figure 2).
Figure 2:  Share of MSMEs in Total Export Value in Indonesian Manufacturing Industry (%)*


Source: State Ministry for Cooperative and SMEs (www.depkop.go.id.
One important characteristic of MSMEs in Indonesia (as in developing countries in general) is that they making similar products tend to form a cluster. Clusters of MSMEs are indeed common in Indonesia, with the grouping of MSMEs in the manufacturing sector has been regarded as a significant phenomenon. The clustering of MSMEs in the country tends to emerge in small town and villages, or in confined segments of large cities. Based on most recent data from the State Ministry for Cooperative and SME, in 2005 alone, there were a total of 450 MSME clusters that were assisted by the government, with some of these clusters were export-oriented. Furthermore, as shown in Table 6, island of Java has the largest proportion of MSME clusters, as well as MSME clusters that are export-oriented. This simply suggests that MSMEs in the island are more export-oriented than those located in other parts of the country.

Table 6: Exporting clusters in Indonesia by province, 2005
	Provinces
	Total number of clusters
	Exporting clusters*

	
	
	No. of clusters
	Total firms
	Total workers

	Nanggroe Aceh Darussalam
	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
Among the popular export-oriented MSME clusters in Indonesia is the furniture cluster in the district of Jepara, in the province of Central Java. In the mid-1980s may firms in the cluster started to export, with the top-ten exporting firms controlled of up to 50 percent of the cluster’s total exports. A major breakthrough for the cluster in export was the participation of many firms from the cluster in a big trade fair in Bali in 1989, and since then the products of this cluster have become known not only for domestic consumers but also foreign buyers. At the time, the cluster’s exports were aimed at the low-income segment of the markets in the destinated countries, and recently heavy competition has been rising from other wood-based furniture producing countries such as China, Vietnam and Cambodia. The strong export performance allowed the cluster to weather the drop in domestic demand as a result of the 1997/98 Asian financial crisis in Indonesia. The cluster’s export also benefited from the improvement of the harbor in the capital of Central Java, Semarang, which facilitated door-to-door container transports, improved credit facilities, and saw greater participation of foreign buyers, traders, wholesalers and producers in the industry. In addition, the visits of foreign tourists to Jepara also played an important role in boosting the export capacity of this cluster. Foreign tourists, who have contributed to as much as 25 percent of the total furniture exports of Jepara, became a major intermediary between Indonesian firms and international customers, and played an important role in the expansion of order-driven production, tailored to the quickly changing customers’ preferences.
Other two important feature of the Indonesian export-oriented MSMEs are that many of those which do export do not sell all of their products abroad but they also serve domestic market, and the majority of those doing export do not pursue export directly, but instead indirectly through intermediaries, such as traders, large-sized exporting companies, trading houses, or subcontracting arrangements where MSMEs manufacture semi-final products that are to be completed by LEs (e.g. the processing of raw materials into ready-made foods in the food industry that would take place in MSMEs, and later packaged by LEs). 
Intermediaries link MSMEs to international markets and provide a range of bundled services to the latter that include pre-financing of production, market access, technology and skills upgrading, advice on designs, advice on patent rights, and so on. In such networks, MSMEs and their workers receive compensation mainly for their skills and hours worked. The enterprises have very limited involvement in activities outside direct production, while much input provision, marketing output, as well as their involvement in upgrading their enterprises is limited since much of the decisions on their development being taken by the buyers. 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 larger firms. This explains in part why the Indonesian data indicate that the export share of MSMEs is relatively low. 
No doubt that the ability of Indonesian MSMEs to compete with imported products as well as to export, in some extent, relates to their capability for the internationalization. It is also a critical factor measuring their global competitiveness (Long, 2003). MSMEs’ low global competitiveness can be a serious obstacle for the enterprises to access not only to international market but to domestic market as well since their products cannot compete with imported goods. Unfortunately, not so much efforts have been made until now to assess the global competitiveness of MSMEs in Indonesia. Thus, not so much can be said about this for Indonesian MSMEs; although the above discussion may give some clue about the relative competitiveness of Indonesian MSMEs. The only initiative so far was from the APEC SME Innovation Center, which has conducted a study on MSME global competitiveness in thirteen member economies of the Asia-Pacific Economic Cooperation (APEC) in 2006 (APEC, 2006), which covered also some developing countries in Southeast Asia (Figure 3). In this study, the competitiveness is measured through the score index between one (the least competitive) and ten (the most competitive) and it is developed based on a number of factors which include types of technology used, adopted methods of production, and types of products made with respect to degree of technology embodied (i.e. low/traditional, medium, high/advanced). It reveals that Indonesia is the least competitive MSMEs with the score below four Moreover, according to this study, Indonesia is also recorded the least funding for technological development, which is below 3.5 in ten scale index; while, technological upgrading is an important determinant factor for competitiveness.

Figure 3: MSME Competitiveness in Selected APEC Economies
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Source: APEC (2006).


The low competitiveness of Indonesian MSMEs may also explain why their export intensity is found relatively low. Based on collection of data and literature survey on export activities of MSMEs in several  countries, Tambunan (2009a) shows that Indonesian MSMEs are relatively weaker in export in comparison with MSMEs in many other countries as shown in Table 7. Even, in domestic market too, many Indonesian MSMEs’ products cannot compete with a large inflow of smuggled as well as legally imported goods with cheaper prices. The reasons for this are: (1) their products quality often low compared to the imported ones because their level of technology is generally low, and their management skills are weak due to lack of training and modern management knowledge; and (2) Indonesian macroeconomic policies or regulations on trade which, unintended, favor import more than export, which reduce incentives for domestic enterprises, MSMEs in particular, to produce better quality goods and thereby results in less competitiveness. 
Table 7: Shares of MSMEs in Total Exports in Selected Countries in Asia, Averagerata, 1990s and 2006
	Negara
	Share  (%)

	China
	                                         60

	India
	38-40

	China Taipei
	56

	Vietnam
	20

	Singapore
	16

	Malaysia
	15

	Indonesia
	18

	Thailand
	46

	Philippines
	22

	Pakistan
	25


                              Source: Tambunan 2009a.

4. MSMEs’ Access to Trade Facilitates
As explained in Grainger (2009), TF is the simplification, harmonization, standardization and modernisation of trade procedures. It seeks to reduce trade transaction costs at the interface between business (i.e. exporters and importers) and government and is an agenda item within many customs related activities. These include WTO trade round negotiations, supply chain security initiatives, development and capacity building programs, as well as many customs modernisation programs. The United Nations Centre for Trade Facilitation and Electronic Business (UN/CEFACT) defines TF as the simplification, standardization and harmonization of procedures and associated information flows required to move goods from seller to buyer and to make payment (OECD 2003). In UN/CEFACT and UNCTAD (2002), it is stated that TF covers: 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 transport; sea transport; and multimodal transport, provisions relating to the movement of persons, provisions relating to the management of dangerous goods, provisions relating to payment procedures, provisions relating to the use of information and communication technologies, provisions relating to the commercial practices and the use of international standards, and legal aspects of TF. 
Whereas, TF under GATT Articles V, VIII and X is the followings (Grainger (2009): (1) TF recommendations under Article V: accept commercial documents (e.g. invoice and transport documents) instead of mandating formal regulatory declarations; set simple and clear procedures for identifying consignments; ensure non-discrimination of goods; use of international agreements; and, a commitment to regulatory cooperation; (2) additional TF recommendations under Article VIII: regulatory fees ought not exceed expenses; standardization and simplification of customs and trade documents; coordinated intervention and convergence of regulatory controls; simplification of governing trade procedures; the single window concept; use of risk management techniques; use of information technology; common data models; time guidelines for border clearance; and adherence to international customs conventions; and (3) additional TF recommendations under Article X: 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.
While TF frequently refers to all measures that can be taken to facilitate and ease cross-border trade flows, there is no standard formal definition of trade facilitation. In a broader sense of the term, as stated in Damuri (2006), TF can be defined as any action intended to reduce transaction costs which affect the international movement of goods, services, investments and people. For some others such as Moïsé, et al. (2011), TF refers to policies and measures aimed at easing trade costs by improving efficiency at each stage of the international trade chain. They also cited the WTO definition of TF, which is the simplification of trade procedures, which is understood as the activities, practices and formalities involved in collecting, presenting, communicating and processing data required for the movements of goods between countries/economies. Therefore, removing administrative and technical barriers to trade, as a way to reduce trade transactions costs, and facilitate more inclusive participation of MSMEs in international trade, must also be considered as part of improving TF measures.
All the above mentioned items considered as TF affect transaction or trade costs and hence trade volume. There are several measurements/indicators often used to estimate the quality of TF in a country. Theoretically, there is a negative correlation between the level of development of TF and the transaction/trade costs, or a positive correlation between the quality of TF and trade volume.
Canada/New Zealand Joint APEC Symposium on private sector development with the topic on ease of doing business on 9-10 May, Montreal 2005, Canada concludes that there is a strong positive link between the quality of an economy’s regulatory environment and its economic performance, and, with respect to MSMEs, a poorly constructed regulatory environment imposes a disproportionate burden on MSMEs, because they find it more difficult to cope with difficult and complex regulation.


The measurements include the logistics performance index (LPI), the ease of doing business (EDB),   total transportation costs to abroad as a percentage of total import value. The LPI reflects the overall perception of a country’s logistics based on over 1,000 responses to a survey of logistics performance which can be evaluated in selected key subcategories. These subcategories may include: efficiency of customs and other border procedures, quality of transport and information technology (IT) infrastructures, international and domestic transportation costs, ease of shipments and logistics competence, and tracking ability and timeliness of shipments. The value of the index ranges from 1 to 5, with a higher score representing a better performance. 

The EDB, initiated by the World Bank, is about trading across borders subcategory rank which represents a country’s TF capabilities based on six indicators: number of documents for import/export, time (in days) for import/export, cost (US$ per container) to import/export. A higher rank is associated with a more favorable environment for trading across borders.


Total transport costs as a percentage of total import value can be distinguished between total freight costs and air freight costs. The first one reflects the ratio of total freight charges and insurance costs to the net value of merchandise goods imports. In the case of Indonesia’ imports, this is calculated at the origin of Indonesian ports and is reported as a percentage of Indonesia’s total import value. This includes all shipments through air, maritime and land freights but excludes domestic transportation costs between cities. The second indicator, by definition, reflects the ratio of total air freight charges and insurance costs to the net value of merchandise goods imports.  In the Indonesian case, this is calculated at the origin of Indonesia’s gateways, and is reported as a percentage of total imports. The average air freight rate reflects the costs of transport from the Indonesian main ports to the foreign countries at the Indonesian customs procedure.

As the role of TF in reducing cross-border trade or stimulating/promoting cross-border trade flows has been increasingly recognized, many studies have been conducted to assess the impact of TF on trade volume and trade costs. For instance, to examine the importance of TFs on international trade, Moïsé, et al. (2011) have constructed twelve TF indicators for ECD, corresponding to the main policy areas under negotiation at the WTO, and tested them to examine the impact on trade volume and trade cost. Their main findings indicate that some indicators have a larger impact than others on trade flows and trade costs, at least in the current data they used and country sample in their survey. Sector specific results show that the indicators are especially valuable for manufactured goods. Indicators that seem to have the greatest impact on trade volume and trade costs for manufactured goods are advance rulings, fees and charges, formalities-automation, and formalities-procedures. 

Another interesting study on the importance of TFs for international or regional trade activities is from Son and Son (2011) who investigated cross-border trade among countries in the Greater Mekong Subregion (GMS), which over the years has expanded rapidly. Among the factors that contributed to this phenomenon is the application of a number of cross-border TF measures. They found, however, that the current emphasis of cross-border TFs in the GMS is on customs procedures, inspection and quarantine measures, trade logistics, transport, and mobility of business people, while the important role of financial services has been, so far, overlooked. Using the case study of Viet Nam, they investigate how users and providers of financial services in the border-gate areas see financial services as a factor of cross-border trade facilitation, and they found that for the local business community, financial services are an important factor for cross-border trade facilitation.

Wijayasiri and Jayaratne (2009) investigated the impact of TFs on trade in Sri Lanka with the focus on the use of information technology (IT). 
More specifically, they tried to examine the impact of automation of the customs process/procedure on micro, small, medium and large scale exporters of the country. Towards this end, a small survey which includes traders and agents from all sizes was carried out. The survey focused on the experiences of the garment industry in Sri Lanka with regard to automation of trade facilitation in the country. The survey attempted to capture a number of issues including the extent to which traders/agents use the electronic (EDI) system, the adjustments they had to make in adapting to it, and the costs and benefits under the electronic system. They found that although the surveyed traders and agents were aware about the system, very few of them use it. This was due to many reasons including the partial implementation of the system as well as the additional cost, which have discouraged many traders and agents from lodging trade related documents electronically. In addition, lack of information on the EDI system and how to access it have hindered its use by exporting MSMEs. 
They also found that TF is especially important to the garment industry due to three main reasons. First, the industry is heavily dependent on imported material (fabrics as well as accessories) from the Far East given that the local textile industry does not have the capacity to supply the quantity and quality of inputs required by the export oriented garment industry. Inputs not received on time lead to idle time in production lines which leads to considerable losses. Second, the need to enter higher value market segments and become a total service provider: with the phase-out of the Multi-Fibre Arrangement (MFA), the garment industry has focused on niche markets, which require shorter delivery cycles. Also, since Sri Lanka can no longer compete on cost, it is necessary to offer better services to its customers which require building both backward and forward linkages. In this context, it is imperative to have a fully fledged EDI system so that Sri Lanka can become a total service provider to its customers. Third, the need to be cost competitive: with the expiration of the China safeguards and the possible loss of GSP+ it is vital that the industry attempts to be competitive in prices as well. Since the labor and other input costs are relatively high in Sri Lanka, it is necessary to bring down the administrative and other related costs especially at customs, ports, etc., in order for the final product to be price competitive. The importance of TF for garment industry with these three main reasons may also valid for Indonesian garment industry, since it has similar basic characteristics as that in Sri Lanka and also faces similar challenges and competition treats from such as China and Viet Nam. 
Chaturvedi (2009) also did the same study for firms in India. It shows that despite of full automation of the cargo clearance process, constant personal follow-up at various stages is still needed, which MSMEs with a low volume of trade find it difficult to pursue. This leaves MSMEs with very little option but to rely on custom house agents (CHAs), which has its own implications for transaction costs. It also shows that some of the key legislations are also not MSME friendly, for instance, the customs automation program does not distinguish between small and large players, despite MSMEs contribution in India’s trade being consistently above the 30 percent mark. At present, in certain schemes the requirements are so structured that MSMEs are kept out of the purview of the legislation. For instance, the recently introduced accredited clients programme (ACP) focuses on the requirements of only LEs. The criteria for designation of MSMEs in India is from Rs 2 million (USD 0.04 millions) to Rs. 100 million (USD 2.25 million) while the minimum turnover required for ACP program is Rs. 100 million (USD 2.25 million). Even the duty payment criteria required to qualify for ACP is of Rs. 10 million (USD 0.22 million), which barely any MSMEs, especially MSEs, is able to pay.

Dios (2009) also did the same which describes the impact of IT-based TF measures on MSMEs in the Philippines. Considering that the transactions costs of complying with trade regulations and procedures are higher for smaller firms, the main question in his research is whether the use of IT in TF further inhibits or encourages the participation of Philippine MSMEs in foreign trade. For the purpose of the research he conducted a small survey of customs brokers since the majority of Philippine trade is conducted through them, and they are mostly MSMEs themselves. Thus the survey was undertaken to ascertain the impact of IT-based customs procedures on their operations. One important finding from the survey is that electronic lodgement made it easier and faster for brokers (most of which were MSMEs) to make import declarations. Facility and speed aside from the ability to view immediately the results saved time. Lodgement time dropped for about 60 percent of broker respondents. About 90 percent of the respondents found that electronic lodgement has facilitated trade for them. The ease and speed of electronic lodgement also seems to have reduced transactions costs somewhat. He concludes that if costs and the risks of trading are lowered or trading is made more efficient, MSME exports are at an advantage. This is because compliance costs for MSMEs are disproportionate to their size, so that IT-based lodgement favors them by lowering total cost burdens and costs per unit export. In addition to his own field study, his paper also provides a survey of literature on the impact of TF on MSMEs in various parts of the world which suggest that improvement in TF including the use of IT has strong positive impacts on trade activities including of MSMEs. 
Macasaquit (2009) also provides information on TF and its effects on MSMEs’ activities in the Philippines. There are MSMEs that are direct exporters while there are so-called internationalized subcontractors or suppliers that have links with multinational companies (MNCs) or domestic LEs that are export oriented. It is estimated that around 60 percent of exporters are MSMEs. She emphasizes that these types of MSMEs are the ones that would certainly benefit from good TF facilitation measures. As these enterprises have smaller assets and operational capability as compared to their larger counterparts, cumbersome trade procedures and costly requirements are prohibiting them from actively pursuing international trade. Unfortunately, in the Philippines, transaction costs remain high according to various indices and rankings including trade costs computations and ease of doing business assessments. The weighted ad valorem trade costs as the highest among the ASEAN 5, together with Indonesia. Meanwhile, in the scorecard for trade facilitation which includes information on logistics performance, the time and costs of trading, and customs performance, the Philippines together with Lao PDR and Myanmar among ASEAN countries have the lowest indexes. Using 2007 data, she finds that the Philippines has higher per unit costs of trade, longer expected trading times and require a large amount of documentation. All these “unfriendly” TF measures make exported-oriented MSMEs in the country difficult to do exports efficiently. 
Alavi (2009) has studied how importance is TF especially trade finance for MSMEs in times of economic crisis. Based on a world survey on 13.000 MSMEs from around the world, he finds that MSMEs often suffer more than LEs from weaknesses in the investment climate, i.e. perceived as higher risk and higher transaction costs for banks, no leverage in relations with public administrations, and harder for them to attract scare skills. Even in normal times, these enterprises face difficulties in the following areas: (1) access to finance caused mainly by the following factors: weak balance sheet, lack of useful collateral, insufficient credit information, and lack of a track record; (2) administrative barriers; (3) high transaction costs, relative to LEs, imposed by trade processes; and (4) access to information on buyers and supply chain intermediaries, etc. Percentage of the sample MSMEs rating each constraint as major or severe to their growth shows that tax rates are ranked first, followed subsequently by macroeconomic uncertainty, regulatory policy uncertainty, competition issues, tax administration, corruption, labor, finance and in the lowest rank is telecommunication and transportation.
IMD (2008) issued a report on TF and MSMEs in Bangladesh, which conclude that the enterprises are facing a number of constraints related directly or indirectly to current condition of TF in the country. The constraints include lack of market access due to tariff and non-tariff barriers (subsidies, anti-dumping regulations, government procurement practices, discriminatory foreign investment rules); shortcoming in financing: limited access to appropriate finance, lack of risk lending apparels, non-existent venture capital (while financing mechanisms for micro and larger size enterprises exist, there is a lack of proper financing facility for MSMEs); lack of well developed Infrastructure (especially sea-related in Bangladesh); and lack of adequate insurance tool which is needed to minimalize the risk related to entrepreneurial endeavor and provide incentive.

As in many other countries, international trade activities have also been the engine of Indonesian economic growth during the “New Order” era, which was also known as the period of economic liberalization in 1980s and 1990s. The growth of exports and imports has been generally higher than overall economic growth at around 7 percent annually. Even when Indonesian economy was hit hard by the 1997/1998 Asian financial crisis which led GDP growth to decline by more than 13 percent, international trade sectors, especially exports, still grew by more than 10 percent (Damuri, 2006). After the end of “oil boom” by the end of 1970s/early 1980s, as the Indonesian government realized that the country could not longer and should not depend anymore on export of oil and gas, Indonesian government has become more serious in promoting export of non-oil and gas, especially manufactured goods. Many various measures since then have been taken, including customs deregulation and abolishment of various trade licenses, were introduced at the end of the 1980s to further liberalize and facilitate trade activities and to encourage non-oil exports. The development of the trade infrastructure was also a government priority. Several ports were equipped with modern logistic and transport facilities to make trade activities easier. However, as Damuri (2006) has observed, the availability and quality of trade infrastructure as well as exports and imports procedures are still the main obstacles for further development in the trade sectors. The high cost of transportation and port services, together with lengthy and complicated trade procedures, contributed significantly to the non-competitiveness of Indonesian products during the time of crisis. Trade infrastructure bottlenecks and unsupportive trade procedures weakened Indonesia’s trade performance and earlier competitiveness gained from trade liberalization. This condition is also confirmed by annual report on Doing Business in Indonesia by the World Bank (www.worldbank.org). 
 
For Indonesia, research done by Damuri (2006) can be seen among serious studies on TF in Indonesia, and for it he also did a survey of private sector actors from different lines of business activities, including exporters and importers. He concludes that although Indonesia has already implemented various TF measures currently discussed in the WTO TF negotiation, the degree of implementation of those measures still needs significant improvement in order to provide simplified and harmonized procedures related to trade. In response to increasing demand for better public services related to trading activities, the Indonesian government has launched a number of programs to improve trade procedures, including a customs related administration program. The programs are also in line with several international agreements on trade facilitation, in which Indonesia has actively participated. Those include the APEC Trade Facilitation Action Plan and ASEAN Customs Agreement.  Findings from his survey reveal that the implementation of several TF measures needs significant improvement. While the availability of information related to trading activities has shown significant progress, this remains the most problematic issue. The survey also found that many traders faced difficulties in meeting certain regulations and procedures based on new regulations, as they were issued and implemented at the same time, without any notification whatsoever. The lack of formal consultative mechanisms exacerbated the situation even further. Rampant illegal conduct of officials has eroded the competitiveness of Indonesian products. Traders surveyed complain that improper conduct of trade-related officials do not only increase costs, but also slow down their activities, which might lead to the loss of business opportunities and substantial market share. 
A research done by Rahardhan, et al. (2008) may also give some clue about the impact of TF on export activities in Indonesia. They examined the impact of ASEAN TF on trade volume of main important commodities from East Java. For the purpose, they conducted in-depth interviews with exporters from all sizes and some key officials. The findings from the interviews show that from the own opinion perspective of the respondents, the most important trade facilities are the followings. With respect to tariff barriers, the respondents see that removing all problems related to custom procedure, tariff differences in line with declining MFN tariff, administration procedures in filling all required forms, and information on the Common Effective Preferential Tariff (CEPT) scheme have the most important effects. With respect to non-tariff barriers, the elimination of problems related to import license, regulations on specific technical requirements, costs of various extra taxes, including tax of foreign exchange transactions, import license, and many others, and procedure of  custom  clearance
  

Other studies on TF in ASEAN may include Shepherd and Wilson (2008) who review recent progress and indicators of TF in member countries of the regional group. Their findings show that import and export costs vary considerably in the member countries, from very low to moderately high levels. Tariff and non-tariff barriers are generally low to moderate. Infrastructure quality and services sector competitiveness range from fair to excellent. Using a standard gravity model, they find that trade flows in Southeast Asia are particularly sensitive to transport infrastructure and information and communications technology. The results suggest that the region stands to make significant economic gains from TF reform. These gains could be considerably larger than those from comparable tariff reforms. Their estimates suggest that improving port facilities in the region, for example, could expand trade by up to 7.5 percent or $22 billion. They interpret this as an indication of the vital role that transport infrastructure can play in enhancing intra-regional trade.

Unfortunately, until now not so many studies have been conducted specifically on export-oriented MSMEs’ access to TFs and the impact of their access to TF on their export volume and cost in Indonesia. Although some official statements made by government agencies may suggest indirectly that access to TF is still a serious constraint for MSMEs. Trade finance is among important TF, and recently, Bank Indonesia (BI) states that still 50 percent of total MSMEs in Indonesia are still not served by banks (http://ditjenpdn.kemendag. go.id/index.php/public/information/ articles-detail/berita/30), as also confirmed before by e.g. Tables 17 and 18. While many studies elsewhere shows that liquidity constraint is among important factors that hinder many firms, including MSMEs, to become sustainable exporters.
Also, statement given by the Coordinating Ministry for Economy, Hatta Rajasa, during the KPPOD Award 2011 in Jakarta (July 2011) that MSMEs have difficulties in getting licenses, which may also include  export license and license for importing raw materials. His statement was based on findings of a survey conducted by KKPOD in collaboration with the Asia Foundation (TAF). 

Probably a study done before by Tambunan (2009) can be seen as the only serious efforts to examine the impact of TF on export activities of MSMEs in Indonesia so far. He did a survey of 39 export-oriented MSMEs in the wood furniture industry in Central Java conducted in August 2009. His main argument as the basis for conducting his study is the fact that many export-oriented MSMEs or those which have great potentials to become exporters could not do export by themselves/directly, but must through the third party such as large-sized exporting or trading companies. He states that there are at least two main reasons. First, financial problem: most MSME, especially MSEs, lack of capital to pay all costs involved with export activities is limited; while, on the other hand, not easy for them to get enough support from banks or other formal financing institutions. Second, institutional and business constraints that MSMEs could not solve because of (i) they do not have direct access to export market or no access to information on export market opportunities and requirements; (ii) they are not able to adjust to rapid changes in export market; (iii) there is high risk in payment and shipment; (iii) payment is delayed, which small exporters/producers could not endure as they need daily cash flow very badly; (iv) there is higher cost involved in direct export activities by MSMEs; and (v) and no access to TF. During the survey, the respondents were requested to mention which form of TF is considered as the main problem in doing export. The finding shows the following six forms of TF mentioned by the respondents, though different individuals (or groups of individuals) have different perceptions about the degree of the problem with respect to each of the items as shown in Table 8. 

Table 8: Form of TF as the main problem faced by the respondents

	Form of TF
	Respondents  (N=39)

	
	Number 
	% of the total

	Custom regulations and cost involved, 

Shipment, 

Documents required for export, 

Environment, health and safety regulations, 

Harbor facilities and cost involved

Trade financing (letter of credit and/or trade credit)

Total
	7

2

4

3

2

21

39
	


                  Source: field survey
Based on this finding, however, one cannot conclude that such items of TF have a bias against SMEs. The finding can only indicate that among those items, lack of access to trade financing reveals as the most problem for the majority of the respondents. This finding is interesting due to the fact that many banks in Indonesia have been doing many efforts to facilitate SMEs in trade. Not only private commercial banks such as Bank International Indonesia and Standard Chartered Bank, but also several state-owned banks such as Bank Mandiri, BRI, BNI and Bank Ekspor-Impor Indonesia provide trade facilities to SMEs. The trade facilities include loan for working capital, investment credit, letter of credit (L/C), foreign exchange line, bank guarantee, shipping guarantee, business management account –international trade (current account with interest and integrated trade facility), Loans Against Trust Receipt (LATR) , Inward Bills Collection (IBC), Invoice Financing for Suppliers (purchase) , Credit Bills Negotiation (CBN) Clean and Discrepant , Pre-Export Financing , Export Bills Collection (EBC), etc.

So, this new study that comes with much larger sample from two regions should be considered as an effort to add more information on the issue being studied. This new study may address the gaps by focusing more on MSMEs’ access to TF, their way of doing export (directly or indirectly), their main constraints in doing export, and their own perception about competition as a direct result of free trade agreements and the impact on their exports.
5. Surveys: Findings and Discussions

5.1 Profile of the Sample

As already explained briefly in the introduction, two field surveys on export-oriented MSMEs in two different locations/cities in Central Java have been conducted for this study, namely Solo and D.I. Yogyakarta. Total respondents surveyed are 82 producers with the following specification: Solo: 20 LEs and 10 MSMEs (total 30 respondents), and D.I.Y:3 LEs and 49 MSMEs (total 52 respondents).
As said in the methodology section of this paper, the sample also includes some LEs as a comparison, and the initial plan was to have more MSMEs than LEs in Solo. However, during the observations and the survey, it was not so easy to find MSMEs which are still doing export. It was found some MSMEs which did not do export any more or had stopped doing that since many years ago for various reasons, including hard to compete and no capital to financing export activities. 


The commodities of the sampled respondents are ranging from wood/bamboo and rattan furniture, cloths to handicrafts. Among the surveyed LEs, the largest respondent employs wage-paid more than 1000 workers, and some of them have more than one factory located in surrounding Solo city, and the smallest respondent has 100 wage-paid workers also in Solo. Among the surveyed MSMEs, the largest respondent has been found to employ 86 workers and there is one respondent without wage-paid workers (known in the literature as 'self-employment unit') and many with only two workers. The majority of the sampled MSMEs are from the MSEs category, and the sample also includes a large number of women entrepreneurs.  


 With respect to the degree of involvement in export activity, among the sampled firms LEs have been found to be more export-oriented than their smaller extent, in the sense that there are more LEs than MSMEs in the sample with production 100 percent for export. About 21.7 percent of the sampled LEs serve only foreign market, while it is only 11.9 percent with respect to MSMEs. This finding may be expected generally, as MSMEs in general (especially MSEs) have more difficulties than their larger counterparts in doing export due to their lack of skills, information and finance. These are crucial inputs that every firms/producers need not only to do export technically, but also to identify market opportunities or to understand current market changes, to have full knowledge on existing rules and regulations related to export activities as well as regulations related to import activities in countries of destination, and to do promotion and regional or global marketing activities.


It also reveals from the field surveys that there are more LEs than MSMEs in the sample which do export directly without the help of intermediate agents such as traders or trading companies or collectors. About 56.5 percent of the surveyed LEs do export by themselves, compared to only around 23.7 percent of the sampled MSMEs. The reason is the same as mentioned above that MSMEs in general are not able by themselves to do export due to their shortages in knowledge on regional/international marketing, skill in bargaining and other aspects directly related to export activity, and capital to do the whole process of export, from identifying potential buyers abroad, promotion, export administration procedures to shipping.  
5 Findings and Discussions

5.1 Main Constraints in Doing Export

National data on MSEs from BPS shows that lack of raw materials (shortage in domestic supply caused mainly by unlimited export of raw material or stock is available but too expensive), marketing difficulties, and lack of capital are their three main constraints (BPS, 2010). During the survey, the respondents were given a list of problems related to crucial inputs/sources of growth, i.e. raw material, fund, trade financing, information, technology, skilled workers, transport facilities, energy, market (identifying/getting buyers), distribution networks, and others (if any), and they were asked to select only two of the listed items in which they face serious constraints. 


As can be seen in the following two figures, the structure of main constraints regarded by the respondents is different between MSMEs and LEs. With respect to LE category, the structure of respondent by kind of constraint shown in Figure 4 indicates that identifying/getting buyers abroad appears as the most problem for the largest percentage of the respondents. Lack of access to such as fund/credit, transport facilities, energy and skilled workers seem to be less serious problem for the majority of them. Even, none of them said that they have serious problem in getting access to trade finance. It is not surprise given the fact that in general MSMEs, not LEs, which have difficulties in getting credit, including  trade finance, from banks or other non-bank financial institutions.     

Figure 4: Percentage of Total Respondents from the LE category by Type of Main Constraint

Note: (I) access to raw materials/other inputs; (II) access to money to financing working capital; (III) access to trade financing; (IV) access to information on market, trade policy/regulation, and others; (V) access to technology;                                                                                           (VI) access to workers with high skills; (VII) identifying/getting potential buyers in abroad; (VIII) access to efficient transportation facilities; (IX) establishing distribution networks abroad: (X) sustained and cheap supply of energy; and                        others.

Source: field surveys (2012)


For the category of MSMEs, as shown in Figure 5, lack of access to information on market condition or changes or potential and current trade policies and regulations/deregulations is the most serious constraint for the largest percentage of respondents. This is in line with the figure at the national level shown by national data (BPS) that difficulties in doing marketing, which caused among other factors by lack of comprehensive and update information on outside markets, are among serious problems for many MSEs, particularly for MIEs. Many reasons that can be thought of for their lack of access to information, which ranges from having no money enough to use/purchase information technology (IT) to having no knowledge on how to get the right information or to do good communications, and this is mainly because their low level of formal education. Especially in the category of MIEs, which is the dominant category within MSMEs in Indonesia, the owners/producers have only primary education, and even many of them never finish their school. So, it is hard to expect (if not impossible) someone with only have maximum 5 degree primary education can read very well and understand the meaning of information he/she has and to communicate especially in English. 

Figure 5: Percentage of Total Respondents from the MSMEs category by Type of Main Constraint

Note: see Figure 12 for types of constraint

Source: field surveys (2012)


One interesting finding during the field survey, yet related to the problem of information, was that the majority of the respondents said that they do not know what are the current government regulations that in fact affected their export activities or what are the current programs initiated or designed by government specially to support exporters. 

5.2 Access to Trade Facilitations.

No doubt that in this era of globalization and world trade liberalization in which competition is increasingly tight with more risks of failure caused by such as unanticipated global economic crises, global political instability, sudden market changes, and unexpected change in trade policies, access to trade facilitations (TFs) for individual exporters, ranging from trade finance, trade insurance, information, and testing laboratories has become more crucial than ever before. For instance, although it has enough capital, a firm financing its external trade activities through banks or backing up its export by trade insurance faces less risk financially than otherwise.


During the field surveys, the respondents were given this question with a list of types of TFs (see Appendix), and they were requested to answer yes or no for each type. If the answer is no, the respondents should give the main reason, whether because the procedure is too complex for them, or too expensive, or they just do not now that particular facility does exist (they never heard), or other reasons. The findings may suggest that LEs have more access to all TFs they need to support their export activities than their smaller counterparts. 

As can be seen in Figure 6, for export financing, around 73.9 percent of total 23 LEs in the sample have access, while only 7.1 percent of total 59 MSMEs surveyed. For trade insurance, almost 70 percent of the sampled LEs have access to, compared to only around 3.6 percent of the sampled MSMEs. For access to information, the comparison is almost 87 percent of LEs versus almost 39 percent of MSMEs. For the remaining items, it reveals the same structure that LEs are much better than MSMEs. If these findings may represent the real condition of MSMEs in general and the export-oriented ones in particular in Indonesia, it is then no surprise what national data has shown that export share of MSMEs in the manufacturing industry is much smaller than that of LEs.  

Figure 6: Percentage of Respondents by Access to TFs

Note: (I) export financing; (II) trade insurance; (III) information; (IV) laboratory; (V) storage; (VI) training; (VII) telephone; (VIII) internet; (IX) electricity; (X) promotion. 
Source: field surveys 2012


Next, with respect to the main reason of not having access to some of the listed TFs, based on how many times the same reasons mentioned by respondents, as shown in Figure 7, not knowing or personally uninformed (II) reveals as the main reason, both for LE and MSME respondents. However, in the percentage term, among those who have no access, there are more MSME than LEs respondents (i.e. 84% versus 16%) who said that they never heard or not knowing as the main reason. As a comparison, national (BPS) data 2010 on MSEs in the manufacturing industry support this finding which suggests that many MSMEs, especially MSEs, in Indonesia do not make a good use of existing facilities simply because they are not aware that such facilities exist or do not know the procedure. First, the data show that 2,172,753 out of total 2,732,724 MSEs surveyed did not borrow money from banks or other non-bank financial institutions, and around 17.5 percent of them said that not knowing procedure is their main reason. Second, the data also show that only 208,305 out of the surveyed MSEs received business assistantship. From the remaining 1,964,448 MSEs which did not receive it, 386,605 respondents said that they are aware that such assistantship exists but they do not know the procedure, and not knowing at all is the main reason for other 1,489,106 respondents. Thus, in total, for around 95.5 percent of those not receiving business assistantship, lack of information/knowledge is the main cause.  

Figure 7: Main Reasons of Not Having Access to Some Listed TFs

Note: (I) procedure too complex; (II) not knowing; (III) too expensive; (IV) other reason.

Source: field surveys 2012


There are two possible reasons for that, namely lack of information from the government side about the existence of particularly facilities, or/and, lack of activeness from the producers side in looking for information about facilities provided by the government. In many cases, owners of especially MSEs do not even know what kind of supports or facilities they really need which are good for their business performance. On the other hand, supporting facilities for MSMEs introduced/provided by ministries also often lack of wide promotion/socialization, so only a small number of MSMEs not only those located in Jakarta and other big cities but also whose owners have good connections or have built strong networks with ministries know about such facilities and have more chance to get access to them. 


Within the group of MSMEs, next important reason is difficulty in procedure (I) with 96.6 percent compared to only 3.4 percent among LE respondents. The difficulty in procedure considered as also an important reason for many MSMEs for not making a good use of existing facilities including credit schemes from banks is also supported by the national data 2010, showing that approximately 9.8 percent of the sampled MSMEs not having loans from banks or other non-bank financial institutions said that difficulty to follow or to understand procedure in applying credits is the main reason.


This finding is understandable, given the fact that the majority of owners of MSMEs, particularly MSEs, have only primary education that often make them difficult in understanding the procedure in applying for or the system in using a facility. In other words, for low educated producers, the procedure of a facility may be too complex, which in fact not really. Too expensive (III) has been found as the next main reason of not having access to some of the listed TFs. For some other respondents, no need yet is their main reason (IV).

Other TFs which are also not unimportant, or even the most important ones, are services for getting export license, transportation (in quantity and quality) to harbor, airport or hub, and shipping. With respect to services for getting export license, three main questions for the respondents were: how much they have to pay, how much documents, and how many days they have to wait before they get it? The finding shows that total days LE respondents need to deal with export license vary from minimum only one day to the longest 30 days; while, interestingly, it is between 1 and 10 days for MSME respondents. For the cost, it also varies, ranging from minimum Rp 100.000 to more than Rp 10 million for both categories of respondents. For total documents, it ranges from only 1 to 8 documents for the LE respondents, while for the MSME ones, the range between 1 to 12 documents. For a broader picture of this issue, the World Bank report on Doing Business in 2009 does not give how many days an exporter to get its export license; it only gives total days for export, i.e. starting from the final contractual agreement between the exporter and the buyer abroad (importer) in Indonesia, namely 21 days, compared to East Asia and Pacific 23.3 days and OECD 10.7 days. For documents for export (in number): Indonesia 5, East Asia and Pacific 6.7 and OECD 4.5; and cost to export in US$ per container: Indonesia 704, East Asia and Pacific 902.3, and OECD 1,069.1.

6. Conclusion and Policy Recommendations
Based on both secondary data and primary data from field surveys in three locations, this study shows four interesting facts about export-oriented MSMEs in Indonesia. First, it is related to the performance of the enterprises, which shows that the enterprises are still relatively weak in doing export. Even, it has been found from the field surveys that many of MSME respondents did not export directly, and this can be explained by the fact that most MSMEs, especially MSEs, in Indonesia lack of necessary inputs including information, capital and skills. Lack of these inputs makes them very hard (if not impossible) to improve their productivity and quality of their products which are two important determinants of level of competitiveness, as well as to do export by themselves. 

The second is about main facing MSMEs which are in the areas of marketing, raw materials procurement and capital. As said before, lack of capital, which often said to be caused by their lack of access to formal sources of credit, may also attribute to their marketing difficulties as most of MSMEs, particularly SEs and MIEs, do not have capital enough to explore their own markets.


The third is about their access to TFs, which shows that LEs have more access than MSMEs to TFs, and not knowing or personally uninformed about the existing TFs reveals as the main reason for not having access. This fact from the field surveys is supported by national data which suggests that many MSMEs, especially MSEs, in Indonesia do not make a good use of existing facilities simply because they are not aware that such facilities exist or do not know the procedure. 


The fourth interesting fact from this study is about the role of government such as the Ministry of Trade, the Ministry of Industry, and the Ministry for Cooperative and SMEs, and private organizations like Indonesian chamber of commerce and industry, business associations, and commercial banks in supporting MSMEs. It has been found that not all of the MSMEs respondents ever received supports from government (even not from the Ministry for Cooperative and SMEs) as well as from those mentioned private organizations. On the contrary, more respondents from the LE category than from the MSME catgeory who enjoyed services from these private organizations. Also more respondents from LEs than from MSMEs who have (ever) received financial supports from banks or non-bank financial institutions.


These findings have policy implication. Specifically, this study has the following four recommendations:

1)  all government departments and other non-department organisations, which have MSMEs development programs or provide services to the enterprises, especially the Ministry for Cooperative and SMEs which is supposed to be the leading department in supporting MSMEs, should review their approaches in reaching potential MSMEs or in providing supports to MSMEs, including in coordination with regional governments, in order to provide equal access to all potential MSMEs in all locations. A good coordination between a ministry and local government offices has become crucial since the implementation of regional autonomy. On the other hand, regional/local governments should take their own initiatives in choosing the best alternative ways to help local MSMEs since, at least theoretically, they know better than Jakarta the real actual conditions and the needs of local MSMEs. 

2) from the author's long time experiences, local MSMEs and even local governments often do not know or aware of current programs initiated by central government (e.g. the Ministry for Cooperative and SME); or if the local governments know they have no idea how to implement in their own territories, or if local MSMEs ever heard a particular program, they do not know what they should do to be included in the program. Even, local chamber of commerce and industry or related business associations are sometimes not informed with a particular program currently implemented by the central government. So, regional-wide socialization/promotion of existing programs/services is important, and this can be done effectively and efficiently in the form of collaboration with local private organization such as Indonesian chamber of commerce and industry (Kadinda), business association, universities and NGOs in implementing the programs/services;

3) Government funding from APBN (or from APBD in the case of local government) for supporting MSMEs is not unlimited and credit schemes for the enterprises, including KUR, have high opportunity costs. Therefore, potential MSMEs to receive financial supports should be well-selected and priority should be given first to those which have great export potential. One consequence of this is that the government should increase the maximum amount of KUR beyond Rp 5 millions because doing exports involves larger costs than only servicing local markets. 

4) the existing paradigm of MSME development approach/strategy adopted by the central government, which see MSMEs are important mainly because they generate employment and reduce poverty is not relevant anymore in this era of globalization and world trade liberalization. Now, the role of MSMEs should be regarded more as an important (if not the most important) source of national export development and growth, together with their other crucial role, namely as efficient and highly competitive local/domestic suppliers for domestic exporting companies, including LEs, in general. The implication of this new paradigm is that export-oriented MSMEs and those as local suppliers/subcontractors should be given the highest priority above other MSMEs producing simple consumption goods for local markets in receiving all services provided by government.    
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� There are enough studies which show that improvement on TF could lead to substantial economic gains or trade expansion. Among the studies is by Wilson, Mann, and Otsuki (2003), who suggest that raising capacity in broad measures related TF, such as customs, regulations and infrastructure across whole countries, could increase world trade.

�For more detailed information on how they have constructed the indicators, see further Moïsé, et al. (2011).

�IT is generally considered as an important element in TF. For more discussion on the context of IT in TF, see e.g.Alburo (2008).

�For more discussions on development of TF in Sri Lanka and other countries in South Asia, see among others such 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).

�See more other studies on TF and its impacts on trade costs and flows from e.g. Wilson et al. (2003), Moïsé (2004).



�Other studies on TF or some elements of it in Indonesia are including Anas (2003) who focuses on Indonesian customs reform comprehensive measures for facilitating trade, and Hakim (2007).

�See, among many 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). In addition, see also Milner et al. (2009) for their survey of literature on trade effects of TF in a large number of developing countries. 

�For the survey, which took place during May 2012, was conducted in collaboration with local chamber of commerce and industry (CCI): in Solo with the CCI of Solo, and  in DIY Yogyakarta with the CCI of DIY. During the survey, focus group discussions (FGDs) with local government officials, some respondents and official of local CCI were also conducted in the offices of the local CCI during the same month.
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