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Abstract

Development of agro-food Micro Small Medium Enterprises (MSMES) in Indonesia is still facing some problems
arising both internal and external, from upstream to downstream. The purpose of this paper is to analyze the impact
of internal and external factors on the competitiveness, especially at the potential cities where agro-food MSMEs
are growing very fast: Bandung, Palembang, and Surabaya. Analysis of the impact on the competitiveness used
Structural Equation Modelling (SEM) supported by descriptive analysis. Sample for each city were 30
respondents. Internal factors affecting the competitiveness in Bandung include the quality of products and raw
materials. External factors consist of locations, customers, suppliers, and the role of government. Indicators of
competitiveness are customer, product sales, and product satisfaction, extended market, and competitive products.
In Palembang, the internal factors cover product quality, product availability, raw materials quality, use of
technology, improved technology, bonuses, and supervision of workers and competence of employees. The
external factors affecting competitiveness are product excellence, location, payment systems, number of
customers, and bargaining power of suppliers. Competitiveness in Palembang can be seen from indicators of
competitive products, more customer number, extended market, customer satisfaction and technology excellence.
Internal factors covering easiness of licensing, capacity, competitive price, number of customers, suppliers, the
availability of raw materials, and the bargaining power of suppliers influence to the competitiveness in Surabaya.
Meanwhile, the external factors covering product excellence, company location, payment systems, and training
and facilities markets affect the competitiveness of MSMEs of food in Surabaya. The competitiveness indicators
are competitiveness products, increased customer, extended market, new customers, and customer satisfaction.

Keywords: Agro-food micro small medium enterprises, competitiveness, internal and external factors, potential
cities

1. INTRODUCTION

Indonesia is one of the rich countries producing agriculture commodities. Therefore, agro-food business are
developing very fast which most of enterprises are conducted by Micro, Small and Medium Enterprises (MSMES).
The MSMEs have very strategic role to improve national economy. MSMEs can create jobs about 97% of the
total workforce and it contributes to Gross Domestic Product (GDP) in average 57.56% (Ministry of Cooperatives
and SMEs of the Republic of Indonesia, 2013). In 2011-2012, Agro food MSMEs indicated development about
3.3% with the growth from 2011 to 2012 was 3.9% (Hubeis, 2011). It indicates that this enterprises has significant
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aspects in providing economic activities for people and contributing to provide safety and quality food, mainly
for consumption of the Indonesian community.

Nowadays, there are many food processing made by MSMEs. In Indonesia, every region has unique foods in
accordance with abundance of agro-based materials and specific characteristics of the local people. From west to
east region of Indonesia, there are many food products which most of the raw materials are agriculture
commodities, such as from horticulture, fisheries, and livestock.

However, Hubeis (2011) mentioned that there are some weaknesses of agro food MSMESs: managerial
incompetence, lack of attention from relevant stakeholders, weak on control system, and lack of capital.
Developing agro food MSMEs is facing some obstacles resulting from internal and external aspects, from
upstream to downstream. For example, supply of raw materials, production and technology, finance, quality,
marketing and human resources are still weak. Therefore, the MSMEs cannot compete both in national and
international level.

Bandung, Surabaya and Palembangare the potential cities where agro food MSMEs can be found widely. These
locations are representative of Indonesian region from west tos east area. Bandung is located in West Java
Province. Geographically, Bandung is located in a strategic position in West Java where trade and food processing
business are developing vin an excellent way. The local government also give stimulation and facilitation to
improve agro food MSMEs. In 2015, Bandung has 15 835 MSMEs business units, which are able to absorb as
many as 111 196 workers. Most of the MSMES (97.49%) are formal and non-formal enterprises. Palembang is
the capital of South Sumatera Province, Surabaya is the capital of East Java. Growh of MSMES in Palembang city
was 11.33% in 2015. Palembang city has 36,411 MSMEs spreading out in Ilir Timur sub-regency (5,739 business
units) and Ilir Timur 1l (5,030 business units). Most of the MSMEs in Palembang produce foods which raw
materials are fish. Surabaya is the hub between west and east region of Indonesia which most of the MSMEs
produce food from the sea resources.

Based on these conditions, the research question is how to develop a model of MSMEs competitiveness based on
the factors influencing on it. It is necessary to develop a model-based development of SMEs featured agri-food
in Indonesia to encourage people's welfare. The model requires collaboration among government, universities,
and private companies. The objective of this research is to analyse factors impacting on the competitiveness of
agro food MSMEs, mainly in Bandung, Palembang and Surabaya.

2. RESEARCH METHODOLOGY

The data in this research consist of primary and secondary data. The primary data is gathered by questionnaire,
in-depth interview, and Focus Group Discussion (FGD). The secondary data were obtained from reports on
Statistics Bureau, annual reports of Ministry of Agriculture and Ministry of Industry and its agencies in each area.
The other secondary sources were journals, newspaper, and other media.

2.1  Structural Equation Model- Partial Least Square Analysis

Partial Least Square (PLS) was conducted to analyze the causal relationship, especially measuring a relationship
that cannot be measured directly. Therefore, the election of PLS as deemed appropriate analytical tools to explain
complex relationships, namely variable internal factors, external factors and competitiveness.

2.2 Factors Affecting on the Competitiveness in Bandung, Palembang and Surabaya

The concept of competitiveness is often associated with long-term performance of an organization, where the
organization is able to compete as compared with its competitors. Of course, competitiveness of SMEs is very
different to the competitiveness of large-scale business. Man et al (1999) suggest that there are three things that
affect the competitiveness of SMEs, namely internal factors, external, and entrepreneurship. In this study focuses
on internal and external factors affecting competitiveness.

A Case Study in Bandung
Structural model also called inner models describing the relationship between latent variables based on a
substantive theory. Assessing inner model can be done by looking at the structural model consists of the

hypothesized relationship between latent constructs in the research model. By using bootstrapping on SmartPLS,
can be obtained by standard errors (standard errors), the path coefficients (path coefficients), and the value of t-
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statistics. As ilustration the value of R? indicates variable internal and external factors may explain the variable of
competitiveness of 62%, the rest (38%) is explained by other variables not examined.

Research Model (Fig 1) describes that there are found indicators not reflecting the latent variables. Therefore, the
reduction of indicators should do.
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Fig. 1. Path Diagram of Factors Impacting on the Competitiveness in Bandung

The study hypothesis states that external factors affect the competitiveness, it appears that the variables on external
factors significantly affect competitiveness (original sample estimate 0.750, 4.810 t-test). The coefficient between
the variable external factors of competitiveness 0.750. Indicators that reflect variable external factors are location
(external 2) the company is more strategic than its competitors (External 2), the number of customers has increased
(external 4), maintain good relations with suppliers (external 5), suppliers are always ready to meet the raw
material companies (external 6), government policies (external 8) and the training provided by the government
(external 9). Variables on external factors shows that the factors that are important to improve competitiveness is
its location, customers, suppliers, and the role of government

Location can determine competitiveness of SMEs. In this case, the determination of the strategic location need to
be considered by SMEs for business sustainability. The choice of location is one of the long-term strategic
decisions aimed at maximizing benefits for consumers, and minimize costs for SMEs. For that location should be
selected based on the ease of access for consumers to obtain processed food products and transportation means
transporting raw materials as well as finished products.

Other external factor that need to be considered is the suppliers. Based on the survey, the factors that influence
competitiveness is a good relationship with suppliers and suppliers are able to supply raw materials continuously.
This is consistent with the concept of the supply chain, that one key to success the success of a supply chain is the
strong collaboration with suppliers (Indrajit et al. 2003). Good relations were established between suppliers and
SMEs begins with booking continuously and eventually built up a relationship lasts over a long period of time,
causing the trust between the two sides. The emergence of trust will cause long-term relationship that is symbiotic
mutualism.

The government's role is very important in the competitiveness of SMEs to develop agro food MSMEs, especially
local government. Since September 2015, the government issued a package of economic policy to boost the
national economy. One of the points of this policy is empowering the SME sector, for SMEs is a strategic sector
in the pillar of the national economy. Government provide interest subsidy in export financing through the
Indonesian Export Financing Agency (LPEI) and the program's Business Credit (KUR). The facility enables
SMEs obtain low-interest loans, ie from 22-23 percent to 12 percent. In addition to the policy, factors that benefit
the SMEs are training both technical and managerial. Continuous training is one of the efforts to enhance capacity
building of SMEs. Based on empirical evidence, the medium and large businesses in the city starting from micro
and small enterprises. Intensive coaching toMSMEs from Dinasperindagkop Bandung has caused food SMEs
grow into medium and large-scale enterprises, such as Amanda brownies and cookies Ina. Both companies are
growing very rapidly which is characterized by having outlets and distributors spread outside the city of Bandung,
such as Jakarta, Bogor, Depok, Tangerang and Bekasi.
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Indicators that reflect the competitiveness in a sequence is the number of customers increased (0.898), products
successfully sold to new customers (0.851), the customer was happy on goods purchased (0.825), regional product
marketing more widespread (0.784) and the product is able to compete with other similar business (0.779). In
other words, the competitiveness of the perception of the respondents is the expansion of market share, increase
customer satisfaction, and has a product advantage.

At the variable internal factors on competitiveness, it can be seen that there is no real influence among variables
internal factor for competitiveness. This can be seen from the value of the original sample and the 0048 estimate
of 0.259 t-test. The coefficient between the variables of internal factors in the competitiveness of 0.048. Variables
on internal factors affecting the competitiveness of producing a wide range of products, the products are available
in other sales outlets, product quality, and using top quality raw material. Internal aspect to be considered is the
variation of product quality and product availability. Product variations affect consumer purchasing decisions.
Product variety is one marketing strategy to expand the different segments that provide a variety of options for
consumers. Variations in food products is generally done through a variety of flavors, shapes and prices.
Therefore, the competitiveness can be achieved by making the quality of processed products, which pay attention
to the hygiene or food processed Processed Food Processing How Good (CPPOB). Principally through higieni
control to avoid the various food-borne diseases at each of the food production chain. In this case the raw material
greatly affect the quality of products produced. The raw materials need to be checked first according to the criteria
applicable to the terms of product quality.

A Case Study in Palembang

Structural model also called inner models describing the relationship between latent variables based on a
substantive theory. Assessing inner models can be done by looking at the structural model consists of the
hypothesized relationship between latent constructs in the research model. With the bootstrapping method
SmartPLS, obtained by standard deviation (standard errors), the path coefficients (path coefficients / S), and the
value of t-statistic. With this technique, it can be rated real statistical research model to test hypotheses on every
track relationship. The results show that variable to variable external factors of competitiveness significantly
positive coefficient 0852 lines, while at the variable internal factors known to have no significant effect on the
competitiveness of the path coefficient of 0.02.

3. RESEARCH MODEL

Based on the analysis of this research model with SEM PLS, namely the initial model that includes all the
indicators (Fig 2) are still found indicators that were considered not reflect the latent variables, then the reduction
indicators.

Internal factors which include the type of products, availability of products at other outlets, promo attract buyers,
the number of employees, increase profits, and financial planning has the indicator value is below 0.7, so it needs
to be reduced because they do not reflect the latent variables. Similarly, the external factors are also variables that
need to be reduced ie suppliers, raw material availability, government policies, market facilities, ease of licensing,
production capacity, the role of banks and the price is competitive because it has the indicator value is below 0.7.
On competitiveness, there are variables that do not reflect the competitiveness of the latent variable that is a new
customer, raw material and legal materials.

The indicators that reflect internal factors are comprised of product quality, product availability, quality raw
materials, use of technology, improved technology, bonuses, supervision of employees, and competence of
employees, where all indicators have had a value above 0, 7 and that has the highest value is the quality of the
product (0.889). Similarly indicators that reflect external factors consist only of product excellence, the location
of the company, payment systems, the number of customers and the bargaining power of suppliers who also have
a value above 0.7 and the highest score is the excellence of the product (0.857). Competitiveness indicators that
have a value of more than 0.7 is a product that can compete, more customer number, the wider the area of
marketing, customer satisfaction and technology excellence with the highest value on products that can compete
(0.920).

The hypothesis states that external factors affect the competitiveness, as shown by the original 0852 estimate
sample t-test with 4,938. The coefficient of variable external factors of competitiveness 0852. This shows when
external factors increases the value of the unit, it will increase the competitiveness variables 0852. The external
factors are the hallmarks of products, company location, payment systems, the number of customers and the
bargaining power of suppliers.
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At the variable internal factors on the performance, it is known there is no real influence of variable internal factors
for competitiveness (original sample estimate of 0.021, t-test 0101). The coefficient of variable internal factors of
competitiveness 0.02. This means if the value of internal factors increase the unit will increase the competitiveness
of variables 0.02.

3.1 A Case Study in Surabaya

Variables influence of external factors on the competitiveness of the variables have a significant influence positive
path coefficient value of 0.750, while the variable internal factors known to have no significant effect on the
competitiveness of the path coefficient of 0.048.

Based on the analysis of this research model using PLS, from initial model to include all indicators (Fig 5) there
are indicators that were considered not as latent variables, therefore carried reduction indicators. In Fig 22,
obtained a research model that has made the reduction of indicators to obtain the best model, besides artifacts
research model t-test to determine the significance of the effect of exogenous variables on the endogenous
presented in Fig 6.

Variables that are not less important in the development of food SMEs in Surabaya is variable competitiveness.
On competitiveness variables, indicators that reflect is sequentially is a new customer (0.878), product availability
(.840), products that can compete (0.825), the number of customers more (0.752) and more extensive marketing
areas (0.615).

To be able to compete with food SMEs in other areas or with similar food SMEs, SMEs must be possessed of
food in Surabaya competitive advantage. Food SMEs must have the ability to be able to enter the market both
nationally and internationally and the ability to survive. If the food product is able to survive in the market, the
product is able to survive on the food industry and are ready to compete. According to Porter (1990),
competitiveness identified with productivity, where the level of output produced for each unit of input used. In
this case the advantage of MSMEs food that is in terms of products, customers and marketing area.
Excellence products produced by MSMEs Surabaya, the availability of food products and food products which
are competitive, such as processed fish products and a sauce that is characteristic of food product in Surabaya. In
terms of customers can be seen from the new subscriber stout thus increasing the number of subscribers. In
addition, the specific sauce can be developed in a variety of products and packaging, are able to market their
products on the territory of the country other than the areas in the country.

This is an advantage Surabaya food SMEs competitiveness. From the research hypothesis which states that
external factors affect the competitiveness, it appears that the effect of variable external factors significantly affect
competitiveness (original sample estimate 0599, 2.290 t-test). The coefficient between the variables of external
factors on the competitiveness of 0599. The indicators reflects that variable externals are indicators of product
excellence (0808), the location of company (0860), payment systems (0768), training (0889) and market facilities
(0771).
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Fig. 2. Path Diagram of Factors Impacting on the Competitiveness in Palembang
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Fig 3. Diagram of t- value relationships between variables in Surabaya

Food products produced by SMEs in Surabaya is very varied. Of chili products, cookies, pudding, chocolate,
frozen tuna, processed beef, durian ice cream, and processed fish. Most products using raw materials from
Surabaya and surrounding areas. Potential is what makes food products into products that are superior compared
to food products produced in other areas. This makes their food products Surabaya has a distinctive characteristic
of the present and able to compete with the many food products on the market. Food SMEs in several sub-districts
in the city of Surabaya. It is easier for SMEs to access food transportation are able to market more easily.
Consumers in this case the distributor or agent can easily reach a production of these food products. This condition
is an opportunity for SMEs food in Surabaya to continue to grow with the competition in the business world of
food.

Besides the development of SMEs in the management of food is influenced by management, especially the
payment system. As previously explained that the purchase of the product by the consumer can be made directly
to SMEs food during the show, or purchase at retail and reservations if outside Surabaya area, with the direct
payment system. This payment system is a food SMEs opportunities to continuously improve the production
process because it is not constrained by current payment system. The availability of food products is continuously
making food SMEs can compete with other food SMEs.

The training provided by the goverrment both by the Department of Cooperatives and SMEs in Surabaya, East
Java Province level provides an opportunity for SMEs food in order to increase knowledge about the product
(packaging, product innovation, marketing). It is an opportunity for SMEs in the food product development and
management of its business, so the food will continue to grow SMEs face competition both in the domestic or
foreign (MEA).

In addition to training, the local government, the city of Surabaya and East Java Province also facilitate a food
product marketing SMEs. The government often hold exhibitions in the city of Surabaya and outside the city of
Surabaya, involving food SMEs in the activities of a large city of Surabaya (Culinary Festival, Day of
Cooperatives). East Java Provincial Government has also established SME Gallery, where all food products
marketed in the Gallery. This opportunity is very useful for food SMEs in marketing their products, so that the
availability of the product can be marketed continuously, the impact will be to promote the SME food.

At the variable internal factors on the performance, it can be seen that there is no significant effect of variable
internal factors for competitiveness (original sample estimate 0.053, t-test 0208). The coefficient between variable
factors internal to the competitiveness of 0.053. In other words, if the value of internal factors increase the unit
will increase the competitiveness of the variable of 0.053. The indicators reflect variable internal factors are
indicators of quality of product (0,702), product availability (.892), grade raw materials (0.756), the use of
technology (0.797), the competence of employees (0838), the number of employees (0.708), and financial
planning ( 0.765).

Competitive advantages can only be achieved if a product can be managed properly. It is not independent of the
ability of SMEs in Surabaya in managing food resources in its efforts to achieve product quality and meet customer
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expectations. Good quality products resulting from the production process in accordance with established
standards and are manufactured from quality raw materials and adequate technology.

Surabaya food SMEs can meet customer satisfaction if it can supply food product quality and availability are met
continuously. The role of human resources as an asset is a significant requirement in food MSMEs. The number
of employees in the process of Production and has fulfilled a decent competence will make the production process
runs effectively and efficiently, so that the product can be resolved in a timely and quality products can be
guaranteed.

Factors that are not that important in the development of food SMEs are financial management. Food SMEs should
be able to manage your finances well, through simple bookkeeping. The hope can be separated between and for
household use and for subsequent business management.

5. CONCLUSION

External factors have a significant effect on the competitiveness of MSMEs in Bandung. Variables on external
factors shows that the factors that are important to improve competitiveness is its location, suppliers, and the role
of government. Meanwhile, internal factors are not significantly influence competitiveness, however, there are
internal variables that need to be considered is the variation of product quality and product availability. SMEs in
Palembang on external factors have a significant effect on competitiveness, but internal factors do not have any
real effect on competitiveness. At Surabaya MSMEs competitiveness are affected by internal and external factors.
Surabaya food SMEs competitiveness, reflected in the form of new customers, availability of products, products
that can compete, the number of customers who are more and more extensive marketing areas. As for the external
factors that affect the benefits of the product, the location of the company, payment systems, training and market
facilities. Internal factors that influence the quality of products, availability of products, quality raw materials, use
of technology, competence of employees, number of employees, and financial planning
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