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Abstract 

 Micro Enterprises (MEs) account for 55.86 million or 98.9% of total 
enterprises in Indonesia employing more than 90% of its people, but almost all 
MEs never graduate to Small Enterprises (SEs). This study aims to analyze the 
determinants and design the model of MEs graduation using field survey, 
Structural Equation Modeling (SEM) and Strategic Assumption Surfacing and 
Testing (SAST) methods. Survey results reveal that MEs and SEs (MSEs) are 
home/shop operated informal business in manufacturing or trade sectors, 
which is easy to enter/exit with simple technology; operated by low educated 
and lack experience people, or by educated entrepreneurs; financed by their 
own capital; and knowledgeable about their products but having problems to 
win the market. Unstable macroeconomic conditions and lack of external 
supports could not stop them to survive. They are in dire need of any kind of 
assistances, especially managerial, financial, technical, marketing, 
entrepreneurship, leadership and mindset change. SEM results show that the 
main determinants of ME graduation are Standard Operating Procedure and 
Information Technology (MANAGEMENT Know-how), Market (BUSINESS 
Characteristics), Infrastructure and Macroeconomic Condition (EXTERNAL), 
and Family Support (SUPPORT). Other important determinants are Visionary, 
Entrepreneurship and Business Experience (OWNER of Business) and Skilled 
Human Resources (RESOURCES). Most MSEs do not have the main key factors 
to success and graduate. Religious Islamic characteristics, do not emerge as 
the main key success factors of ME graduation. However, they are necessary 
factors, such as Spiritual uplift, Trustworthy (Amanah), and Truthful (Siddiq). 
SAST results show that the most important policies needed by MSEs are price 
stability and infrastructure (EXTERNAL), capital and financing support 
(SUPPORT), easy & cheap way of doing business and strategic location 
(BUSINESS Characteristics), easy & cheap access to finance & raw material 
and availability of appropriate technology (RESOURCES). 

JEL Classification : G21, G28, O17  

Keywords : Micro and Small Enterprises, Graduation, 

Microfinance, Islamic Entrepreneur 
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I. INTRODUCTION 

 

1.1 Background 

 Micro Enterprises (ME) in Indonesia have always been playing an important 

role in Indonesian economy. After 1998 Asian crisis, especially in rural area, ME 

considered as a safety valve in the process of national economic recovery in 

enhancing economic growth, reducing unemployment rate and aleviating poverty. 

Number of ME accounts for 98.8% (or 55.9 million) of total enterprises in Indonesia 

in 2012. 

 Several data show the significance of ME’s contribution towards Growth 

Domestic Product for about 34.7% in 2011 and 35.8% in 2012. It is just below the 

contribution of large enterprises towards GDP. ME sector could absorb for about 

96.0 million labors (90.8%) in 2011 and 99.9 million labors (90.1%) in 2012.  

Table 1. Statistics of Micro, Small and Medium Enterprises in 2012 

 Number GDP Labor Export* 

Micro 55.856.176  98.79% 35.81% 99.859.517  90.12% 1.51% 

Small 629.418  1.11% 9.68% 4.535.970  4.09% 3.45% 

Medium 48.997  0.09% 13.59% 3.262.023  2.94% 11.48% 

Large 4.968  0.01% 40.92% 3.150.645  2.84% 83.56% 

MSMEs 56.534.592  99.99% 59.08% 107.657.509  97.16% 16.44% 
Source: Ministry of Cooperation and SMEs; * 2011 data 

 

 With its specialties – especially with its low financial capital –, ME could 

produce in the short-term process. Having simple management and huge unit 

volume scattered in the whole nation, brought about ME to have better resistant 

toward the fluctuation of business cycle.   

 Despite historical success of ME, there exist unresolved issues that need to 

be further discussed whereby ME have always been in difficulties to access loan or 

financing from the banking industry (conventional as well as Islamic financial 

institutions) for a number of reasons.  

 According to Ascarya (2014), there are several models of microfinance 

institutions (MFI), conventional as well as Islamic MFI, that specifically serve poor 

people and ME.  
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Table 2. MFI Models and Their Target Customers 

MFI 
MODEL 

Extreme 
Poor 

Active Poor Low ME Med ME High ME 

Grameen Rp0-1 M Rp1-5 M    

Coop-BMT  Rp1-5 M Rp5-10 M   

Rural Bank   Rp5-10 M Rp10-50 M  

MBU    Rp10-50 M Rp50-100 M 

 

 Baitul Maal wa Tamwil (house of wealth and business) or BMT is one type of 

Islamic MFI (IMFI), which is very wellknown in Indonesia. Baitul Maal (Bait = House, 

al-Maal = Wealth) focuses on collecting compulsory and voluntary charities, such as 

zakat, infaq, sadaqah, awqaf and optimizing their distribution by applying Shariah 

based management. Meanwhile, Baitul Tamwiel (Bait = House, at-Tamwiel = 

Finance/capital) focuses on developing productive businesses as well as investment 

which addressed to enhance the quality of human economic life especially for those 

who are having micro and small scale economy, by promoting funding and financing 

activities. BMT could fall into Grameen BMT model or  Individual BMT model. Of 

course, BMT has limited capabilities, especially in funding, to be able to serve 55.9 

million ME. Millions of ME still could not access credit or financing from conventional 

or Islamic MFI, due to the problems in the ME or problems in the MFI. 

 Meanwhile, several financing models to empower and develop ME through 

BMT have been growing, including commercial, non-commercial and mixed models. 

These models include direct and indirect linkage models between Islamic bank and 

BMT. Some models utilize zakat and/or waqf, as well as donors as their secondary/ 

primary source of funds.  

 

Figure 1. Commercial Direct Linkages between Islamic Bank and BMT 
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 Commercial direct linkage between Islamic bank and BMT is a commercial 

model, which could be in the form of executing, channeling or joint financing. 

 

Figure 2. Commercial Indirect Linkages between Islamic Bank and BMTs 

through APEX Institution 

 

 Commercial indirect linkage through APEX institution links Islamic bank and 

BMT, where Islamic bank extends financing to APEX institution or Secondary 

Cooperative, while APEX institution, then, extends financing to its member BMTs. 

 

Figure 3. Mixed Direct Linkages between Islamic Bank and BMT 
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 Mixed direct linkage with technical assistance (TA) utilizes social funds 

(zakah, infaq, shadaqah and/or waqf) to complement commercial fund. Donors’ fund 

could be used for TA, while social fund could be used for TA and funding the BMT. 

 

Figure 4. Mixed Indirect Linkage between Islamic Bank and BMT 

 Mixed indirect linkage with TA utilizes government and central bank funds to 

complement indirect commercial fund through APEX institution. Central bank fund 

could be used for TA, while government fund could be used for credit insurance and 

funding the MT. 

 There are some non-commercial financing models based on zakah funding, 

while there is also a few financing models based on waqf funding. In summary, there 

exist several financing models (with or without TA) which were developed to target 

specific customers of poor people and ME, with or without social funds.   

Table 3. Financing Models for ME through Islamic Financial Institution 

MODEL DIRECT INDIRECT BMT TARGET 

Non-
Commercial 

Financing + 
TA 

V  Grameen Poor 

Financing 
Only 

V  Grameen Poor 

Mixed Financing + 
TA 

V V Individual/ 
Grameen 

Poor/  
Low ME 

Financing 
Only 

    

Commercial Financing + 
TA 

    

Financing 
Only 

V V Individual/ 
Grameen 

Poor/ 
Low, Med ME 

Note: DP Development Program; TA Technical Assistance. 
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 Nevertheless, the percentage of ME in the 15-year span has not been changed 

significantly. However, the data showed a slight increasing trends of Small 

Enterprises (SE) and Medium Enterprises (ME) in the period of 2006-2012.   

Table 4. Percentage of Micro, Small, Medium and Large Enterprises in 

Indonesia 

 1997 1998 2002 2004 2006 2008 2010 2012 

Micro 99.84% 99.85% 99.78% 99.78% 98.95% 98.90% 98.85% 98.79% 

Small 0.96% 1.02% 1.07% 1.11% 

Medium 0.15% 0.14% 0.20% 0.21% 0.07% 0.08% 0.08% 0.09% 

Large 0.01% < 0.01% 0.01% 0.01% 0.01% 0.01% 0.01% 0.01% 

MSMEs 99.99% 99.99% 99.99% 99.99% 99.99% 99.99% 99.99% 99.99% 

  

 In a country dominated by Micro Enterprises employing more than 90% of its 

people, it is imperative to understand the determinants of ME graduation and to 

develop these ME to improve the wellbeing of their owners and employees. However, 

there is a gap between the capability of Islamic financial institution and the need of 

ME, as well as a lack of ME capability and capacity to step up and graduate to SE.  

 

1.2. Objective 

 The objective of this study is to analyze the determinants of Micro Enterprises 

(ME) to improve gradually to be able to graduate to Small Enterprises (SE). This study 

will cover two groups of MSEs which are customers of Islamic and conventional 

financial institutions. Moreover, this study will design ME Graduation model suitable 

for ME to evolve from low ME to high ME, and eventually graduate to SE. 

 

1.3. Methodology 

 This study will apply several qualitative methods. Structural Equation 

Modeling (SEM) will be applied to analyze the determinants of ME graduation. In 

addition, Strategic Assumption Surfacing and Testing (SAST) will be applied to help 

in designing Islamic ME Graduation model.  
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II. LITERATURE REVIEW 

 

2.1. Micro and Small Enterprises 

 The smallest scale of business are known as Micro Enterprises (MEs), which 

have micro scale operations and relatively few or no permanent employees. Since 

MEs are not registered formally, they have no access to formal services. In general, 

the definition of MSMEs can be classified by number of employee, total asset, annual 

sales and capital size. According to Aziz and Rusland (2009), the various 

classifications of MSMEs could be caused by differences in market structure, 

production structure, market power, policy as well as legal system in each country.  

 Criteria of MSMEs vary widely, even among multilateral institutions such as 

World Bank, European Union (EU), Multilateral Investment Fund (MIF) – Inter-

American Development Bank (AfDB), Asian Development Bank (ADB), and United 

Nations Development Program (UNDP). In general, they defined MSMEs by number 

of employees, total assets and annual sales. The World Bank classifies enterprises 

with 0-10 as MEs, 10-49 employees as Small Enterprises (SEs), and 50-299 

employees as Medium Enterprises. Meanwhile, EU countries defines MSMEs by total 

asset and annual sales, where MEs are enterprises with net assets less than EUR2 

million or enterprises which have less than EUR2 million total annual sales. SEs are 

enterprises with net assets from EUR2 million to EUR10 million or with total annual 

sales from EUR2 million to EUR10 million. 

 According to AfDB, enterprises with more than 50 employees were classified 

to be large enterprises. Meanwhile World Bank and EU classified enterprises with 

299 and 249 employees as medium enterprises. These differences are dominantly 

caused by different level of each region’s economy. 
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Table 5. MSMEs Criteria Used by Multilateral Institutions 

Multilateral 
Institutions 

Micro Enterprises Small Enterprises Medium Enterprises 

Employee 

Total 

Assets/  

Annual 
Sales 

Employee 

Total 

Assets/ 

Annual 
Sales 

Employee 
Total Assets/ 

Annual Sales 

World Bank < 11 

TA: 

<$10.000 

AS: 

<$100.000 

< 50 <$3 Mil < 300 <$15 Mil 

EU < 10 <€2 Mil < 50 <€10 Mil < 250 

TA: <€43 

Mil 
AS: <€50 

Mil 

MIF – IADB n/a n/a n/a n/a <100 AS: <$3 Mil 

AfDB n/a n/a n/a n/a <50 n/a 

ADB  No official definition 
UNDP n/a n/a n/a n/a <200 n/a 

Source: UNDP; DCED (Donor Committee for Enterprise Development); Gibson & Vaart (2008); 
modified by Authors 

 

 Criteria of MSMEs also vary amongst countries. In Chile, MSMEs were defined 

based on total annual sales. Those who had less than USD 2400 were categorized as 

micro enterprises, whilst small enterprises were less than USD 25 thousand. MSMEs 

in India were currently defined as per their capital investment. With the case of 

enterprises engaged in providing services, the investment of MEs in equipment did 

not exceed Rs10 lakh or USD20 thousand. The investment of SEs in equipment was 

more than Rs10 lakh but did not exceed Rs2 lakh or USD40 million. 

 Some countries classified MSMEs based on total employees (Table 6). In 

Jamaica, companies with less than 4 employees were classified as MEs, whilst with 

4 to 10 employees were classified as SEs. In Albania and Australia, companies 

employed less than 5 workers were classified as MEs, and 5 to 19 workers were 

classified as SEs. MEs in Oman and Brunei had less than 6 workers, whilst SEs in 

Oman employed 6 to 20 workers and in Brunai employed 6 to 50 workers. MEs in 

Saudi Arabia hired zero to 9 workers, while SEs hired 6 to 50 workers. Russian 

Federation had 1 up to 19 workers for MEs, while SEs had 16 to 100 workers. 

Spesifically, China categorized SEs based on economic sector. 
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Table 6. MSMEs Criteria by Number of Employee  

Country 
Micro 

Enterprise 

Small  

Enterprise 

Medium  

Enterprise 

Jamaica 1 – 3 4 – 10 11 – 49 

Albania 1 – 4 5 – 19 20 – 79 

Indonesia 1 – 4  5 – 19  20 – 99  

Australia 1 – 4 5 – 19 20 – 199 

Egypt 1 – 5  6 – 10  11 – 100  

Oman 1 – 5 6 – 20 21 – 100 

Brunei 

Darussalam 

1 – 5 6 – 50 51 – 100 

Brazil* 0 – 9 10 – 49 50 – 249 

Vietnam* 0 – 9 10 – 49 50 – 299 

Saudi Arabia* 0 – 9 10 – 59 60 – 199 

Bangladesh 1 – 9 10 – 49 50 – 99 

Phillippine 1 – 9  10 – 99  100 – 199  

Pakistan 1 – 10 11 – 50 51 – 250 

Kenya 1 – 10 11 – 50 51 – 100 

Russian 

Federation 

1 – 15 16 – 100 101 – 250 

Turkey 1 – 19 20 – 49 50 – 249 

Ukraine n/a 1 – 49 50 – 249 

Venezuela n/a 1 – 50 51 – 100 

China n/a 

<300 in Indstr, <600 

Constr, 

<100 Wholesale, <100 

Retail, <500 Transp, 

<400 Post,  

<400 in Hotels & 
Restaurants 

<2000 Indstr, <3000 

Constr, 

<200 Wholesale, <500 

Retail 

<3000 Transp, <1000 

Post, 

<800 in Hotels & 
Restaurants 

Singapore 
SMEs are enterprises with employment size less than 200 

workers 
Note: *: 0 (owner excluded as employee)  
Indstr: Industry; Constr: Construction; Transp: Transportation 

Source: Kushnir, et al. (2010); Bloem (2012); modified by Authors 

 Some countries have combined benchmark in defining MSMEs. Some of them 

use various standards to define MSMEs regarding their different regulator policies. 

Peru and Dominican Republic used the number of employee and annual sales to 

define MSMEs. Philippines, Cambodia and Nigeria combined the number of employee 

and total assets for MSMEs classification. The indicators of the number of employee, 

annual sales, and total assets were used by Costa Rica and Bolivia. 

 Besides, economic sector was further considered to be used as benchmark in 

defining MSMEs. For instance, South Africa sets different definition of MSMEs in the 
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Country 
Micro Enterprises Small Enterprises Medium Enterprises 

Employee Asset Sales Employee Asset Sales Employee Asset Sales 
Chile n/a n/a < US$2.400 n/a n/a < US$25.000 n/a n/a < US$1 Mil 
Indonesia 1 – 4 < Rp50 mil < Rp300 mil 5 – 19 < Rp500 mil < Rp2.5 bil 20 – 99 < Rp10 bil < Rp50 bil 
Egypt 1 – 5 n/a < EGP5 mil 6 – 10 n/a < EGP50 mil 11 – 100 n/a < EGP250 mil 
UK 1 – 9 n/a n/a 10 – 49 n/a <£5.6 mil 50 – 249 n/a n/a 
Cambodia 0 – 9 < US$50.000 n/a 10 – 49 < US$250.000 n/a 50 – 199 n/a < USS500.000 
Philippine 1 – 9 < P3 mil n/a 10 – 99 < P15 mil n/a 100 – 199 n/a n/a 
US 1 – 10 n/a < US$3.5 mil 11 – 99 < US$14 mil n/a 100 – 499 n/a n/a 

Malaysia < 5 n/a 

Agri & Servc 
<RM200.000; 

Mfg 
<RM250.000 

Agri &  
Servc. <19; 
Mfg. <50 

n/a 

Agri & Servc  
<RM1 mil;  

Mfg 
 <RM10 mil  

Agri & 
Servc. <50; 
Mfg. <150 

n/a 

Agri & Servc 
<RM5 mil; 

Mfg  
<RM25 mil 

South 
Africa  

Agri<5,  
Others<5;  
(diff. by 
sector) 

Agri<R0.1m; 
Other<R0,1m 

(diff. by 
sector) 

Agri<R0.2m;  
Other<R0.2m; 

(diff. by 
sector) 

Agri<50, 
Others<50; 

(diff. by 
sector) 

Agri<R3m; 
Other<R3m; 

(diff. by 
sector) 

Agri<R3m;  
Other<R3m; 

(diff. by 
sector) 

Agri<100,  
others<200 

(diff. by 
sector) 

Agri<R5m; 
other<R5m 

(diff. by 
sector) 

Agri<R5m; 
other<R5m; 

(diff. by 
sector) 

Argentina 
Indstr <5; 
Trade <5; 
Servc (4; 

Asset: Agri <ARS456 000; 
Indstr.&Mining <ARS1.25 mil; 

Trade  <ARS1.85 mil;  
Constr. <ARS480 000;  
Servc. <ARS467 500 

Indstr <24; 
Trade <23;  
Servc <17; 

Asset: Agri <ARS3.04 mil; 
Indstr.&Mining <ARS7.5 mil; 

Trade <ARS11.1 mil;  
Constr. <ARS3 mil;  

Servc. <ARS3.366 mil 

Indstr <96;  
Trade <67;  
Servc <66; 

Asset: Agri <ARS18.24 mil; 
Indstr.&Mining <ARS60 mil; 

Trade <ARS88.8 mil;  
Constr. <ARS22.44 mil;  

Servc. <ARS24 mil 

India n/a 
Invst.: Mfg. < US$50,000,  

Servc.< US$20,000 
n/a 

Invst.: Mfg.< US$1 mil,  
Servc. < US$0.4 mil 

n/a 
Invst.: Mfg. < US$2 mil,  

Servc.< US$1 mil 

 

sector of mining, electricity, manufacture and construction. Argentina used different 

level of annual sales to classify the enterprises in the sectors of industry, retail, 

services and agriculture. Malaysia distinguished MSMEs in the sector of service and 

manufacture based on number of employee and annual sales. 

Table 7. MSMEs Criteria 

 

 

 

 

 

 
 

 

 

 

 

 
 

 

 

 

Note: Agri: Agriculture; Constr: Construction; Indstr: Industry; Invst: Investment; Mfg: 
Manufacturing; Servc: Services; Mil: Million; Bil: Billion  

Source: Kushnir, et al. (2010); Bloem (2012); modified by Authors 

 In Indonesia, several institutions and act regarding MSMEs define different 

criterias for MSMEs classification. Statistics Indonesia defines MSMEs according to 

number of employee. Enterprises which hire less than 5 employees are classified as 

MEs, SEs have 5 to 19 employees, while Medium Enterprises have 20 to 99 

employees. These classifications are merely based on number of employee without 

considering total assets and annual sales. MSMEs Act No. 28/2008 defines MEs 

based on assets and annual sales, as shown in Table 8. 

Table 8. MSEMs Criteria in Indonesia 

Type of 
Business 

Criteria (MSMEs Act No.20/2008) 

MICRO 
- Assets < Rp50 million (real property excluded) 

- Annual sales is < Rp300 million 

SMALL 
- Assets Rp50 million – Rp500 million (real property excluded) 

- Annual sales  Rp200 million – Rp2.5 billion 

MEDIUM 
- Assets Rp500 million – Rp 10 billion 

- Annual sales Rp2.5 billion – Rp10 billion 

 

2.2. Business Life Cycle Framework  

 The business life cycle model explains that a business needs to undergo a 

number of stages for its development process. Each model represents different 
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characteristics and various number of stages. Table 9 shows taxonomy of business 

life cycle models by number of stages. 

Table 9. Taxonomy of Life Cycle Models by Number of Stage 

Number of 
Stage 

Authors 

3 Lippitt and Schmidt (1967); Downs (1967); Scott (1971); Katz and 
Kahn (1978); Smith, Mitchell and Summer (1985) 

4 Chandler (1962); Steinmetz (1969); Lyden (1975); Kimberly 
(1979); Quinn and Cameron (1983); Kazanjian and Drazin (1989) 

5 Penrose (1952); Greiner (1972); Galbraith (1982); Miller and 
Friesen (1984); Scott and Bruce (1987); Jansen and Chandler 
(1993); Lester and Parnell (1999) 

6 Churchill and Lewis (1983); Hanks et al (1993) 

8 Torbert (1974) 

10 Adizes (1979) 
Source: Quinn and Cameron (1983 p.35-37); Perényi, et al (2011 p.144); Lester et al (2003 

P.341); modified by Authors 

 

 Many studies on business life cycle framework have been conducted. The 

framework could be applied not only for organization, but also for public company 

and corporate. Table 10 shows taxonomy of life cycle models by unit of analysis. 

 

Table 10. Taxonomy of Life Cycle Models by Unit of Analysis  

Units of Analysis Authors 

General  Chandler (1962); Downs (1967); Torbert (1974); Katz and 
Kahn (1978); Galbraith (1982); Lester and Parnell (1999) 

Organizations Greiner (1972); Adizes (1979); Hanks, Watson, Jansen and 
Chandler (1993); Kimberly (1979); Quinn and Cameron 
(1983); Smith, Mitchell and Summer (1985) 

Public 

Organizations 

Lyden (1975) 

Firms/Companies/ 
Industry 

Lippitt and Schmidt (1967); Miller and Friesen (1984); 
Penrose (1952); Porter (1980) 

Large Enterprises Channon (1968); Salter (1970) 

Small and Medium 
Enterprises 

Mahar and Coddington (1966); Steinmetz (1969); Barnes 
and Hershon (1976); Bruce (1978); Scott and Bruce (1987); 
Churchill and Lewis (1983); Kazanjian and Drazin (1989) 

Source: Scott and Bruce (1987 p.46); Perényi, et al (2011 p.144); modified by Authors 

 Many authors have proposed the stages of the life cycle of an organization or 

a company. Each author categorized life cycle stage differently. Although there are 

differences in each model's life cycle, there are similarities in these models. Most of 

these models categorized business life cycle from the establishment (birth) to 

maturity. However Adizes (1979) made the most complete categories, where he 
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classified business life cycle into 10 stages, starting from courtship (initial creation) 

to its death. 

 Greiner (1972) explained the five phases of growth as the development process 

of organization. As shown in Figure 5, growth phase model consisted of creativity, 

direction, delegation, coordination, and collaboration. Each stage encountered crisis 

at the end of period, and how organization react to the crisis will determine the future 

growth. To solve this crisis, manager should consider some recommendations with 

regard to phase in which organization has been through. Theory of Greiner’s 

evolution and revolution had been used as fundamental concept by further 

researches on business life cycle. 

Phase 1 Phase 2 Phase 3 Phase 4 Phase 5

1. Growth Through 
Creativity

2. Growth Through 
Direction

3. Growth Through 
Delegation

4. Growth Through 
Coordination

5. Growth 
Through 
Collaboration

1. Crisis of 
Leadership

2. Crisis of 
Autonomy

3. Crisis of 
Control

4. Crisis of 
Red Tape

5. Crisis of ?Evolution Stage

Revolution Stage

La
rg

e
S

m
a

ll
F

ir
m

 S
iz

e

Young MatureFirm Age

 

Source: Greiner (1972) 

Figure 5. The Greiner Model of the Five Stages of Growth  

 

 Another significant research of business life cycle was Adizes (1979). He 

depicted the of corporate life cycle model by identifiying 10 Life Stages as follows: (i) 

courtship (the initial creation of business); (ii) infancy (start of selling to key 

customers, raising capital or recruiting key talent); (iii) go-go (rapid growing sales 

and sometimes chaos); (iv) adolescence (success when company does well, disaster 

when sales slow down or infrastructure collapse); (v) prime (the optimal position on 

the lifecycle); (vi) stable (still profitable but beginning to lose their vitality); (vii) 

aristocracy (consolidated successes but reduced expectations of growth and lost 

market share); (viii) early bureaucracy (threats, problems, paranoia freezes the 

organozation); (ix) bureaucracy (internally disassociated and  cumbersome system); 

and (x) death (bankcruptcy or closure). 
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Growing Aging

Courtship

Infant

Go-Go

Adolescence

Prime

Stable

Aristocracy

Early 
Bureaucracy

Bureaucracy

Death
Affair

Infant Mortality

Founder Trap

Unfulfilled 
Entrepreneur

Premature 
Aging

Divorce

 
Source: Adizes (1979) 

Figure 6. The Adizes Model of Corporate Life Cycle  

 

 Following Greiner’s and Adizes’s model, Churchill and Lewis (1983) had 

further developed “a classic” model. An enterprise could have five stages of growth, 

namely existence, survival, success, take-off and resource maturity. At the existence 

stage, the enterprise was still in the process to establish its processes and work 

without a formal structure in place. Secondly, survival stage forced the business to 

grow by having additional capital. The main aim of this stage was to maintain day-

to-day requirements of repair and replacements. 

 At the third stage of success, the enterprise started to earn profits and enough 

capital so that they could invest in further business by taking up team building. At 

the take-off stage, the enterprise started to create further growth, expansion, and 

seeking new opportunities. Finally, at the resource maturity stage, the enterprise 

became a bigger enterprise by focusing on quality control, financial control, and 

creating a niche in the market. 
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Source: Churchill and Lewis (1983) 
Figure 7. The Churchill and Lewis Model of an Enterprise Growth  

 

 Scott and Bruce (1987) depicted a model of small business growth through 

five stages of growth with its own distinctive characteristics (Figure 8). These stages 

are inception, survival, growth, expansion and maturity. The model helped managers 

to plan the future business growth and solve the problem of growing small 

businesses. Table 11 sets out details of Scott and Bruce model. 

 

Source: The Scott and Bruce (1987) 

Figure 8. The Scott and Bruce Model of an Enterprise Growth  

  Stage I Stage II Stage III(a) Stage III(b) Stage IV Stage V 
 

Existence Survival 
Success-

Disengagement 
Success-
Growth 

Take-Off Resource Maturity 

Management 
Style 

Direct 
Supervision 

Supervised 
Supervision 

Functional Functional Divisional Line and Staff 

 
 

Organization 
 
 

      

Extent of Formal 
Systems 

Minimal to 
Nonexistent 

Minimal Basic Developing Maturing Extensive 

Major Strategy Existence Survival 
Maintaining 
Profitable 

Status Quo 

Get 
Resources for 

Growth 
Growth 

Return on 
Investment 

 
Business and 

Owner* 
 

      

*White circle represents owner; Black circle represents business 

Inception Survival Growth Expansion Maturity

Young MatureAge of Business

Stage 1 Stage 2 Stage 3 Stage 4 Stage 5

Fold

Fold

Fold

Contained

Decline

Contained

S
iz

e

Evolution Stage

Revolution Stage
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Table 11. The Scott and Bruce Model of the Five Stage of Growth in Small 
Business 

 

Source: Scott and Bruce (1987) 

 Kazanjian and Drazin (1989) presented the organization life cycle through four 

discrete stages of growth – conception and development, commercialization, growth, 

and stability. First, conception and development focused on the invention and 

development of a product and/or a technology. Second, commercialization stage tried 

to establish a reliable networks to make the product work-well. Third, growth stage 

gave a high growth period in both sales and employees. Fourth, stability stage 

occured when the growth rate slowed to a level consistent with market growth. Thus 

it forced the enterprises to create new products to boost the growth. They did not 

merely assume a priori the existence of stages but also tested empirically the 

progression of firms across stages of growth over time. They were able to improve the 

predictability of the model by reducing the number of stages and reducing the 

number of firms which skipped stages. 

 

 Stage 1 – Inception Stage 2 – Survival Satge 3 – Growth Stage 4 – Expansion Stage 5 – Maturity 

Stage of 
Industry 

Emerging, 
fregmented 

Emerging, 
fregmented 

Growth, some larger 
competitors, new 
entries 

Growth, shakeout 
Growth/shakeout or 
mature/declining 

Key Issues 
Obtaining customers, 
economic production 

Revenue & 
expenses 

Managed growth, 
ensuring resource 

Financing growth, 
maintaining control 

Expense control and 
productivity, niche 
marketing if industry 
declining 

Top Mngment 
Role 

Direct supervision 
Supervised 
supervision 

Delegation,  
co-ordination 

Decentralization  Decentralization 

Mngment 
Syle 

Entrepreneurial, 
individualistic 

Entrepreneurial, 
administrative 

Entrepreneurial,  
co-ordinate 

Professional, 
administrative 

Watchdog  

Organization 
Structure 

Unstructure Simple  
Funcyional, 
centralized 

Funcyional, 
decentralized 

Decentralized 
functional/product 

Product & 
Market 

None  Little  
Some new product 
development 

New product 
innovation, market 
research 

Product innovation 

Systems & 
Controls 

Simple bookkeeping, 
eyeball control 

Simple 
bookkeeping, 
eyeball control 

Accounting systems, 
simple control 
reports 

Budgeting sys., 
monthly sales & 
production reports 

Formal control 
systems, management 
by objectives 

Major Source 
of Finance 

Owners, friends & 
relatives, suppliers 
leasing 

Owners, 
suppliers, banks 

Banks, new partners, 
retained earnings 

Retained earnings,  
new partners, 
secured long-term 
debt 

Retained earnings,  
long-term debt 

Cash 
Generation 

Negative  
Negative/ 
breakeven  

Positive but 
reinvested  

Positive with small 
dividend 

Cash generator, 
higher dividend 

Major 
Investments 

Plant & equipment  Working capital 
Working capital, 
exteended plant 

New operating units 
Maintenance of plans 
& market position 

Product-
Market 

Single line & limited 
channels & market 

Single line & 
market but 
increasing scale & 
channels 

Broadened but 
limited line, single 
market, multiple 
channels 

Extended range, 
increased markets 
& channels 

Contained lines, 
multiple markets & 
channels 
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2.3. Determinants of MEs Graduation  

 The concept of upgrading in global value chain had been initially introduced 

by Humphrey and Schmitz (2000). They mainly focused on four types of upgrading, 

namely product upgrading, process upgrading, functional upgrading and 

intersectional upgrading. Meanwhile, Reeg (2013) defined upgrading as the growth 

of SMEs through innovation. He identified five trajectories in which innovation might 

occur on product, process, marketing, functional and sector. This section discussed 

the determinants of upgrading process. 

 

2.3.1. Micro Small Medium Enterprises (MSME) Upgrading 

 Micro, Small and Medium Enterprises (MSMEs) had been recognized as the 

main source of income and employment in developing countries. Mead and Liedholm 

(1998: 61) conducted baseline surveys in six African countries which found around 

one-fourth of the population of working age were employed in MSMEs. Since MSMEs 

had a high proportion in industry, Reeg (2013a: 9) also highlighted that MSMEs 

became an agent of economy in developing countries. 

 Mead and Liedholm (1998: 64) argued that MSMEs tend to have a constant 

state of flux. There always be enterprises that were being started, while others were 

expanding, contracting or even closing. Besides that, other empirical studies showed 

that most of MSMES were stagnant. Few of micro and small could progress into 

medium enterprises through productivity, asset, and workers which was called as 

“upgraders”. This upgrading process comprise of two elements, namely quantitative 

element (enterprise growth) and qualitative element (innovations) (Reeg, 2013a: 9). 

The first aspect (quantitative) reflected enterprise growth from stagnant conditions 

(income, productivity, and employment) to increased income or paid workers. The 

second element incuded qualitative improvements in products, processes and 

innovative capacity (Humphrey and Schmitz, 2000: 3-4). 

 The process of MSMEs upgrading aims to analyse the firms’ development in 

different ways. In Figure 9, there were three types of enterprise upgrading, namely 

enterprises growth, firm-level innovation and business formalization (Reeg, 2013b: 

8). A number of internal and external factors affected a firm’s performance in dealing 

with different conditions of the business cycle. As a result, these internal and 

external factors could therefore tap into a very fruitful source of MSMEs upgrading. 
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Enterprise Upgrading

Firm-Level Innovation
Upgrading Type 3

Innovation Rent
Enterprise Growth

Upgrading Type 1

Qualitative 
Improvements:

·   Product
·   Process
·   Ways to Organize Productions
·   Markets
·   Marketing Strategies

Quantitative 
Improvements:

·   Income
·   Productivity
·   Number of Paid Workers

Business Registration
Upgrading Type 2

 

Source: Reeg (2013a; b) 

Figure 9. Enterprise Upgrading  

2.3.1.1. Enterprise Upgrading as Business Formalization 

 Some of literatures suggested that enterprise graduation in developing 

countries was viewed as a transformation from informal to formal institutions 

through fulfillment of the legal aspect for enterprises. The transformation from 

informal to formal institutions became a good indicator for enterprise graduation to 

be more productive, profitable and sustainable. However, the informal productive 

enterprises could also earn profit (Reeg, 2013b: 8). 

2.3.1.2. Enterprise Upgrading as Enterprise Growth 

 Enterprise growth is known as a developmental step from a stagnant or 

declining business to a growing business in terms of assets, productivity or number 

of employee. Financial ratios and more detailed measures such as cash flow or total 

turnover are sometime applied to indicate profitability and performance. However, 

the possibilities that enterprises grow without improving any significant method of 

marketing process might happen in cases of scarcity, very market expansion and 

protection, or through isolation. (Reeg, 2013b: 8). 

2.3.1.3. Enterprise Upgrading as Firm-Level Innovation 

 Reeg (2013b: 9) explains that innovation in low- and middle-income countries 

is defined as the continuing process of invention and adaptation of knowledge. In the 

scale of MSMEs, innovation reflects how a firm run business in different ways from 

its competitor to reap higher-than-average returns. 

2.3.1.4.  Relations among Innovation, Enterprise Growth, and Business 

Formalization 

 Based on above explanations, enterprise upgrading was defined as enterprise 

growth initiated by innovation. Business formalization was a result of upgrading 
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process. In conclusion, upgrading had two important aspects. Firstly, a quantitative 

step focused on the growth of business from stagnant condition to increased income, 

productivity or employment. Secondly, qualitative improvements focused on 

products, processes and production (Reeg, 2013a: 18). 

2.3.2. Determinants of MSMEs Upgrading 

 In general, business performance and growth could be determined based on 

its internal and external quality of the firm. As shown Figure 10, the “onion model” 

depicted five sub-levels of ugrading determintants. Entrepreneur and firm 

characteristics were linked to the internal quality of the firm. Meanwhile, business 

environment, social networks and business networks were related to the external 

environment (Reeg, 2013a: 20). 

Enterpreneur

Enterprise

Social Networks

Business Networks

Business Environment

 

Source: Reeg (2013a) 
Figure 10. Conceptual Onion Layer 

2.3.2.1. Enterpreneur Characteristics 

 Reeg (2013b: 18) explained that the entrepreneur played the main role in every 

enterprise to make decision in starting and upgrading business. Entrepreneurship 

theory emphasized a strong effect of individual behavioural factors on enterprise 

upgrading such as high motivation. Personal characteristics (gender and age) and 

entrepreneur background (education, training, and experiences) also had the 

important factors to develop enterprise. 

2.3.2.2. Enterprise Characteristics 

 There were some characteristics of an enterprise that related to enterprise 

upgrading although they did not have direct relation to entrepreneur background. 
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There were five factors of enterprise characteristics, namely enterprise age, location, 

business sector and its founding process, firm’s absorptive capacity and informality 

(Reeg, 2013b: 28). 

2.3.2.3. Business and Social Networks 

 Interpersonal and inter-firm networking are needed by firms in the process of 

enterprise creation and growth. Based on the purposes, networking facilitates 

learning and adjustment means to create broad resources, such as financing, 

knowledge and emotional support. Through efficient and effective networks, the new 

enterprises can accelerate the start-up stage, growth and innovation capacity. (Reeg, 

2013b: 36).  

2.3.2.4. Business Environment 

 The overall business environement becomes crucial to stimulate investments 

for MSMEs. Business opportunities can be created from the policy, legal and 

regulatory factors that ensure the support provision for doing business. With regards 

to the business environment, Reeg (2013a) observed five factors of business 

environment that affect MSMEs as follows: (i) Macroeconomic and political stability; 

(ii) regulatory on business environment; (iii) competition; and (iv) financial access. 

 

2.4. Entrepreneurship in Islamic Perspective  

 Islamic entrepreneurship can be referred to entrepreneurship in Islamic 

perspective. Conventional entrepreneurship is started as for profit, while Islamic 

entrepreneurship naturally can be possible in a well-balanced way, making business 

profit and at the same time targeting spiritual rewards. Muslim scholars have 

suggested a number of characteristics to be implemented by Muslim entrepreneurs 

(Faizal, et al., 2013; Hoque, et al., 2014; Oukil, 2013; Abdullah and Hoetoro, 2011; 

Kayed, 2006; Kayed and Hassan, 2010; Hassan and Hippler, 2014).  

 Contemporary Muslim authors have outlined a number of characteristics to 

be practiced by Muslim entrepreneurs. Among these are Faizal et al (2013); Hoque 

et al (2014); Oukil (2013); Abdullah and Hoetoro (2011); Kayed (2006); Kayed and 

Hassan (2010); Hassan and Hippler (2014). 

 Faizal, et al. (2013) explain that the basic framework of Islamic entrepreneur 

is taqwa (faith) and ‘ibadah (worship) to Allah SWT. Based on this basic framewok, 

there are other elements that will complement the characteristics of Islamic 

entrepreneurship. The taqwa (faith) to Allah SWT can be raised by performing the 
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mandatory and voluntary worship of fardhu ’ain (personal) and fardhu kifayah 

(community). It includes prayer, fasting on Ramadan, hajj and umrah (pilgrimage), 

zakat, and charity. It also needs to be supported by some other values, such as the 

high moral value, trustworthy, community care and environment care. 

 Hoque, et al. (2014) develop a model of entrepreneurship based on Al-Quran 

and Sunnah in the modern business world. The salient traits are knowledge, 

initiative, risk taking, customer orientation, employee involvement, strategic 

thinking, fear of Allah, hardworking, innovativeness, excellence, honesty and 

truthfulness, morality, vision, optimism, patience, social welfare, Halal earnings and 

economical. The model would be used for developing entrepreneurship from Islamic 

perspective by performing various types of activities relating to the phases of 

enterprise development. 

 

Source: Hoque et al (2014) 

Figure 11. A Model of Entrepreneurship 

 

 Oukil (2013) states that all business activities must abide by the Islamic code 

of business ethics which consistent with the following basic guidelines: first, no fraud 

or deceit (Al-Bukhari) means that the business must be lawful, desirable and morally 

and social acceptable; second, the prohibition of making too many oaths when selling 

merchandise, The Prophet (pbuh) said: “The taking of oaths makes the commodities 

sell, but it obliterates the blessing (therein)” (Ibn Majah: 2209); third, necessity of 

mutual consent between parties when doing business (Al-Bukhari); fourth, strict 

weighting and measuring (Al-Muwatta; At-Tirmidhi); fifth, no monopoly (Abu Dawud). 

Risk Taking
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Islamic 
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 In this continuous changing business environment, the issues of social 

entrepreneurship force entrepreneurs to be smart enough and fast growing topic. 

Mair and Marti (2005) argued that social enterprises are different from conventional 

enterprises because social enterprises aim to optimize the value for social ends. 

However, according to Murphy and Coombes (2009) social entrepreneurship always 

works for the betterment of the society rather than engaging in generating profit. 

Moreover, in the context of small and medium enterprises empowerment, Abdullah 

and Hoetoro (2011) proposed Islamic social entrepreneurship as a model in 

empowering SMEs to operate in a Muslim society. Basiccally, this model utilized a 

stock of Islamic social capital and cooperation among Muslim entrepreneurs that are 

very commonly found in Al-Qur’an and Sunnah. The primary purpose of this SMEs 

model to operate within Islamic social entrepreneurship is producing jobs and value 

to the communities, not to owner’s profitability. The mechanism of this model is 

described in the Figure 12 below.  

Islamic Social 
Capital

Muslim 
Entrepreneur

Network 
of SMEs (Clustering)

Community/Society

Islamic Social 
Entrepreneurship 
(QS. Al-Maidah: 2)

 

Source: Abdullah and Hoetoro (2011) 
Figure 12. A Model of Islamic Social Entrepreneurship 

 

 Islamic social capital should be a basis of empowerment strategies. Then, it 

influences the behavior of Muslim entrepreneur and affects the initiatives in making 

networking or clustering of SMEs. The broken line circling Islamic social capital 

shows its salience in strengthening the relationships among SMEs based on Islamic 

spirits. … Help you one another in AlBirr and AtTaqwa (virtue, righteousness and 

piety); but do not help one another in sin and transgression. Fear Allah, for Allah is 

strict in punishment. Once this mechanism works well, it will influence the 

improvement of the ummah or society in general. To adjust this mechanism tightly 
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(depicted in Figure 12 by dash line), Islamic social entrepreneurship takes its 

contribution in strategy implementation of SMEs empowerment.  

 Moreover, Kayed (2006) develops an Islamic entrepreneurship based on 

development model. He build a comprehensive Islamic entrepreneurship model on 

the conceptual general western model as both model share many features and 

assumption. Kayed and Hassan (2010) distinguish the two model in their definition 

of development, views of the relationship between religion and culture and the role 

of religion in development. Hence they differ in their attitudes and approaches 

towards cultural transformation and values affirmation. However, there are main 

differences between the two systems that may drive the differences in their respective 

entrepreneurial output (Hassan and Hipler, 2014).  

 

Source: Hassan and Hippler (2014 p. 176) 

Figure 13. Entrepreneurial activities 

 

 The aim of the proposed model by Kayed (2006) is to account variables that 

are deemed significant to Islamic entrepreneurship but are not include in the western 

or general model. Another important aims of the model are to explain the 

distinctiveness of the Islamic view of entrepreneurship and to underline the vital role 

of ethical entrepreneurship as an integral part of the more inclusive human well-

being concept. 

Islamic Entrepreneurship

Motivated by needs of society and desire to satisfy 
religious obligation

Engage in productive ventures involving the creation of 
real goods and services     

Financed through interest-free profit-loss-sharing

Speculation and excessive risk-taking is prohibited

Shari’ah-compliant

Western Entrepreneurship

Often motivated chiefly by individual 
utility (wealth) maximization 

Often secular in nature

Altruistic goals often secondary

Debt and equity financing

Speculation and risk-taking 
permitted
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Source: Kayed (2006 p. 112) 

Figure 14. Islamic Entrepreneurship Model  

 

 This is in line with Hendrawan (2009) that spiritual vision of enterprise is to 

promote wellbeing for internal, external and future stakeholders. Besides that, 

enterprise is responsible for safeguarding faith, life, intellect, posterity and wealth. 

Everything that contributes to raise these elements is needed by enterprise. The firm 

must be built by universal brotherhood that prioritizes equality, love, goodness, 

people welfare and socio economic justice. 

 However, every Islamic entrepreneurship model is acceptable as long as it 

stands on the concept unity of God and obeys the Islamic principles. Along to this 

concept, a Muslim Entrepreneur will have a strong social responsibility. It is in line 

with the main purpose of human and world creation. Table 12 shows the summary 

of Islamic entrepreneurship characteristics.  
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Tabel 12. The Holistic Characteristic of Islamic Entrepreneurship  

Characteristics of 

Islamic 

Entrepreneurship 

Faizal et al (2013 p.192-195); Hoque et al (2013 p. 132-138) 

Fear of Allah 

(Taqwa) 

Taqwa as a framework (Al-

Saff, 61:10-11) 

Fear of Allah (Al-Hujarat, 

49:13) 

Halal Earning Halal is a top priority (Al-

Maidah, 5:88) 

Halal Earning (Al-Baqarah, 

2:188) 

Economical Do not waste (Al-A’raf, 7:31; 

HR. Muslim) 

Economical (Al-Isra, 17:26-

27) 

Worship Worship to Allah is a Priority 

(Al-Hijr, 15:67) 

 

Morality Practicing High Moral Values 

(Al-Baqarah:275) 

Morality (HR. Bukhari; Al-

Qalam, 68:4) 

Trustworthy & 

Truthfulness 

Trustworthy (Al-Tirmidhi: 

1213) 

Honesty & Truthfulness (HR. 

Bukhari) 

Social Welfare Concern for the Welfare (Al-

Hajj, 22:77) 

Social Welfare (Ali Imran, 3: 

92 & 110) 

Knowledgeable Knowledgeable (Al-Alaq, 96:1-

5) 

Knowledge (Thaahaa, 20:114) 

Caring for Society 

& Environment 

Caring for the Society & 

Environment 

(Al-Qashash, 28:77; HR. Abu 

Dawud:2542) 

Customer Orientation (Huud, 

11:85) 

Employee Involvement (Ibn 

Majah) 

Initiative  Initiative (Al-Baqarah, 2:42 & 

149) 

Risk Taking  Risk Taking (Al-Maidah, 

3:159) 

Strategic 

Thinking 

 Strategic Thinking (Al-Anfal, 

8:22) 

Hard Working  Hard Working (An-Najm, 

53:30) 

Innovativeness  Innovativeness (An-Najm, 

53:39) 

Visionary  Vision 

Optimism  Optimism (Az-Zumar, 39:53) 

Patience  Patience (Al-Qalam, 68:48) 

Excellence  Excellence (HR. Muslim) 

 

2.5. MEs Graduation in Islamic Perspective 

 Several studies have frequently addressed the issues of relationship between 

religion and enterprise. They state that religion affects believer’s entrepreneurial 

activities and influences their decision to become entrepreneur and enterprise 
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management style. Meanwhile literature does not provide much evidence on the 

importance of the religion for affecting MEs graduation. Therefore, this section 

discusses a brief review on the difference of the graduation measurment and the 

determinants of MEs graduation in conventional and Islamic perspective.  

 In a simple term, Humphrey and Schmitz (2000) use the concept of upgrading 

to four different parts, such as process upgrading, product upgrading, functional 

upgrading and intersectoral upgrading. Meanwhile, Reeg (2013) defines micro 

enterprise graduation as growth through enterprise growth, business formalization 

and innovation. The term contains both a qualitative aspect (innovation) and a 

quantitative aspect (firm growth). 

 In the context of enterprise graduation, Islamic entrepreneurship should differ 

from other entrepreneurship in their motives and aims. The aim of micro enterprises 

is to be successful in their business. In the conventional perspective, MEs scholars 

define success from various aspects. The common indicator to measure the 

successfulness of small firm is employment growth (Mead and Liedholm, 1998), 

profit, annual sales, assets (McPherson, 1996) and personal income (Kayed, 2006). 

 However, for a Muslim, the success is measured beyond that. MEs Graduation 

in Islamic perspective does not necessarily translate into firm growth, but it is more 

qualitative aspects or innovation. According to Hoque (2014), the innovativeness of 

entrepreneurs in the Qur’an says “We do not change the circumstances of people until 

they do not change what is within themselves” (QS. Ar-Ra’d, 13:11). In fact there is 

no room for an indolent and idle brain in Islam. According to Islamic teachings, a 

man can have nothing but what he strives for (QS An-Najm, 53:39). 

 In the Islamic perspective, Siddiqi (1979: p.141 & 151) as cited in Kayed (2006: 

p.112) defines the aims of the Muslim entrepreneur in terms of realizing (satisfactory) 

halal profits and rendering social services to the wider community. Islam considers 

the profit motive to be legitimate and moral as long as it is kept free of interest (riba), 

greed, speculation and exploitation and as long as it is not considered the ultimate 

goal of the entrepreneur. 

 Kayed (2006) explains that success therefore encompasses both the worldly 

and the hereafter. In Minhajul ‘Abidin ‘ila Jannati Rabbil ‘Aalamiin (1989 p.59-353) 

Imam Al-Ghazali outlines seven step for success that include knowledge stage 

(aqabah al-ilmi), repentance stage (aqabah at-taubah), temptation stage (aqabah al-

awaaiq), obstacle stage (aqabah al-awaaridh), motivation stage (aqabah al-
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bawaa’is), imperfection stage (aqabah al-qawaadih) and peace and thankful stage 

(aqabah al-hamdi wa-asy-syukri).  

 The Muslim scholar, Al-Qurtubi as cited in Vargas-Hernandez and Noruzi 

(2012: p.56), notes several factor of concern in achieving success. They are: halal, 

referring to the livelihood that are in accordance to what is being outlined by Allah; 

qana’ah, which means being pleased and thankful with one’s earning; taufiq, 

requesting for the blessing of the Almighty Allah in proportion to one’s expectation; 

sa’adah, referring to spiritual happiness and jannah, which emphasizes worldly 

success as a bridge to the ultimate success in the life hereafter. 

 Using similar onion model developed by Reeg (2013), the following explanation 

gives a short overview on the the analytical framework and factors affecting MSE 

upgrading in Islamic perspective. These factors fall into five broad categories, namely: 

entrepreneur characteristics, enterprise characteristics, social networks, business 

network and the business environment (see the Onion Model in Figure 10).  

 The core of Onion Model is entrepreneur characteristics. In order to be 

successful from Islamic perspective, several Muslim authors refer to fear of Allah 

(taqwa), shiddiq, and amanah. Muslim entrepreneurs must have faith and ‘taqwa’ to 

Allah SWT. The purpose of human creation is to obey and worship Allah with iman 

and taqwa. Thus, the most noble and successful person are those who are the most 

faithful.  Allah says “Verily, the most honorable person to Allah among you is he who 

fears Him most” (Qur’an 49:13). He/she thinks that every single activity is being 

observed and recorded by Allah and for every good or bad deed he/she will be 

rewarded or punished. Allah says “Whosoever does good equal to the weight of an 

atom (or a small ant) shall see it. And whosoever does evil equal to the weight of an 

atom (or a small ant) shall see it” (Qur’an 99:7-8).  

 Shiddiq is a basic etchical value of Islam. Allah commands all Muslims to be 

straight forward and truthful in their dealings and utterances. Allah says, “Oh 

believers! Fear Allah, and say the right thing.” (Qur’an 33:70). According to 

Muhammad, et al. (2008), that value has philosophical implications for the conduct 

of business. MSMEs managers have to be honest and truthful in all of his/her 

conducting a business. There is no reason for cheating, swearing too much, speaking 

lies and false advertising in Islamic framework of business. 

 Amanah is another etchical value of Islam. According to McKnight and 

Chervany (1996), trust is a key for positive interpersonal relationship in various 
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setting because it is central to how people interact with others. Muhammad, et al. 

(2008) explain that the essence of the trust is the sense of accountability. It implies 

the sense of having to appear before Allah and to account for ones actions. Indeed, 

trust is greatly emphasized in the Qur’an and Hadith. Prophet said, Prophet said, 

“The trurthful and honest trader is among the Prophets, the Righteous, and the 

Martyrs” (al-Tirmidzi book 14: 1213). 

 Besides taqwa, shiddiq and amanah, the second level of onion model is 

enterprise characteristics. In Islamic perspective, this refers to halal earning and 

economical life. Thus, Islam emphasizes these entrepreneurial activities as the way 

to get salvation in the hereafter. The Prophet (SAW) endorsed the importance of 

legitimate ways of earning. He said, “The best form of gain is a man’s work with his 

hands, and every legitimate sale” (Ahmad). It is clear that a Muslim entrepreneur 

must have a high consciousness about halal (legitimate) earning.  

 Halal earning in economic activities can be implemented through muamalah 

principles that prohibit: riba (interest rate on many forms and its size in both riba 

nasiah and fadhl), dzalim (any harm or damage to other people), maysir (gambling), 

gharar (uncertainty), and haram (haram element on products, services and 

operational activities). 

 Moreover, Islam encourages people to enjoy blessing of life without waste. 

However, Hoque et al (2014) argue that it is common to see miser or extravagant 

lifestyle on enterpreneurs. Thus, according to Islam rules, Muslims need to lead 

simple, homely and economical life. Muslim entrepreneurs will neither be miser nor 

extravagant. Allah says, Oh children of Adam, eat and drink but waste not in excess, 

for Allah does not love the wasters (Qur’an 7:31). 

 The third and fourth level of onion model refer to social and business 

networking. According to Reeg (2013), social and business networking also play an 

important role in the process of enterprise creation and growth. In Islamic 

perspective, enterpreneur and enterprise characteristics are the concept of 

transparency (tabligh) and professional (fathanah). Antonio (2014) clarifies the value 

of transparency (tabligh) namely clear vision, motivating and inspiring, learning with 

example, effective communicator, as well as shared mission and objectives. 

According to Abdullah and Hoetoro (2011), the Islamic vision will provide full 

guidance for entrepreneurs to achieve Muslim enterprises’ goals. 
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 In Islamic perspective, to run a business enterprise successfully, an 

entrepreneur must acquire sufficient contemporary and Islamic knowledge. Muslim 

entrepreneur needs to be knowledgeable, professional and learning oriented 

(fathanah). There is always a room for improvement, as regards knowledge; Allah 

says “Those truly fear Allah, among His servants, who have knowledge” (Qur’an 

35:28). 

 The outer shell of the onion consists of element at the business environment 

level. In Islamic perspective, business environment should represent a combination 

of tangible and intangible resources, such as spiritual capital, Islamic social capital, 

knowledge, management know-how, professional skills and expertise, customer 

relationships, raw material, technology resource and so on. These elements can be 

utilized to create Islamic entrepreneurship value as a basis of MEs graduation. 

 

2.6. Previous Studies 

 There are plenty of studies focusing on the key success factor of small and 

medium enterprises (SMEs). Some of these studies include, among others, 

Chittithaworn, et al. (2010), Hassanali (2012), Philip (2010), Jasra, et al. (2011), as 

well as Elster and Phipps (2013). 

 Key success factors of small and medium enterprises (SMEs) according to 

Chittithaworn, et al. (2010) include SMEs characteristic, management and know-

how, products and services, customer and market, the way of doing business and 

cooperation, resources and finance, strategy, and external environment. Hassanali 

(2012) stated the key success factors of SME were strategic framework on business 

and operational, including strategic implementation and strategic leadership.  

 Philip (2010) concluded that these factors are characteristic of SMEs, 

management and know-how, products and services, the way of doing business and 

cooperation, resources and finance, and external environment. Jasra, et al. (2011) 

mentioned that the key success factors of SME were financial resources, marketing 

strategy, technological resources, government support, information access, business 

plan, entrepreneur skills. Meanwhile, Elster and Phipps (2013) stated that the key 

enablers of SME success were 1) internal capacity and capability; 2) the external 

environment; and 3) the vision of the owner. 

 However, there are only few studies focusing on the micro and small enterprise 

upgrading. Some of these studies are part of a three-country research project in 
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Egypt, India and Philippines carried out by the Department of Competitiveness and 

Social Development of the German Development   Institut für Entwicklungspolitik 

(DIE). 

 Reeg (2013) uses the union model to identify success factors and constraints 

of MSEs upgrading in India. In order to do so, qualitative study has used the 

description and analysis of individual success cases of medium and large sized 

enterprises in three economic sectors in India (the Information and Communication 

Technology sector, the Textiles and Garments sector and the Leather & Footwear 

sector). Learning from individual experiences, this study compares successful cases 

(upgraders) with current micro entrepreneurs (non-upgraders) in the same sectors. 

He suggests that the model for enterprise upgrading should contain five layers 

(entrepreneur characteristics, enterprise characteristics, social network, business 

networks and business environment). 

 At the level of enterpreneur, there are four key factors as follows: (i) motivation 

to invest tangible and intangible resources; (ii) quality education and quality work 

experience; (iii) the availability of personal savings or tangible assets; and (iv) clear 

product and market vision. At the level of enterprise, two major success factors 

matter are: (i) employees’ welfare, including a competitive wage and other non-wage 

benefits; and (ii) market research. At the level of social networks, two main types of 

social instruments that connect each other are: (i) family, business family 

background, social embeddedness, strategic business linkages; and (ii) alumni and 

work networks. 

 At the level of business networks, two major success factors have come forth 

to influence enterprise upgrading positively, they are: (i) simultaneous access to 

diverse national and international markets; and (ii) strategic forward and backward 

linkages. At the level of the business environment, there have been three main factors 

which have impacted enterprise upgrading positively. These factors are: (i) 

availability of market opportunities; (ii) government incentives and local institutional 

support; and (iii) quality of location and access to land. 

 Similar method to identify success factors and constraints of MSEs upgrading 

has been done by Loewe et al. (2013) by taking the case of Egypt. Using the onion 

model for enterprise upgrading, these factors can be grouped into four layers which 

are: (i) entrepreneur characteristics (the gender, human capital, social capital, family 

background and behavioural characteristics/personal qualities of the SME owner); 

(ii) firm characteristics (the age, size, sector, location, workforce characteristics, 
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product portfolio, strategy and formal status of the SME); (iii) inter-firm linkages (the 

integration of an SME into value chains, functional clusters or business networks 

such as business associations); and (iv) business environment (macroeconomic and 

political stability, regulation, taxation, trade policy, corruption, access to finance, 

business development services and infrastructure). 

 Based on Loewe et al. (2013), there are at least six factors as main 

determinants of upgrading in Egypt: (i) human capital (quality education, work 

experience and international exposure), (ii) motivation and readiness to take risks, 

(iii) investment in human resources development (HRD), (iv) market research, (v) 

access to finance and (vi) deficits in the rule of law (especially in state-business 

interactions). 

 Using similar onion model developed by Reeg (2013) and Loewe et al. (2013), 

Hampel-Milagrosa (2014) further uses and adjusts their researches to construct the 

MSEs upgrading in the Philippines. The onion model should contain four layers. The 

first layer focuses on the entrepreneur (education, training, motivation and so on) as 

the sole force to drive enterprise upgrading. This entrepreneur element is the core of 

the Onion Model. The second layer points to enterprise and employee characteristics 

(enterprise age, location and sector) as motivators for upgrading. The third layer 

shows the interactions of entrepreneur and enterprise with personal and professional 

networks as instigators of enterprise growth. The fourth and outermost layer refers 

to the quality of the business environment and how improvements in this layer will 

bring about enterprise upgrading.  

 Based on Hampel-Milagrosa (2014), the entrepreneurs’ combination of 

strategies across the sectors are directly related to sectoral dynamics and the general 

institutional environment. In the food processing sector, upgraders exploit their 

personal and professional networks to make the enterprise growth. In other sectors, 

family (immediate/extended) and business connections are often linked for all kinds 

of supports (financial and physical capitalization, business advice, unpaid labour, 

and tasters). 

 In the footwear and leather sector, enterprises need to focus on R&D, HRD, 

product diversification and marketing to upgrade their enterprises. This approach is 

in line with the characteristic of traditional firms on enterprise upgrade by improving 

labour and production processes. In contrast, the enterpreneurs on textiles and 

garment sectors need to improve their knowledge and skills on design-intensive 

nature (fashion and household accessories). 
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2.7. Conceptual Framework 

 The aim of this study is to analyze the determinants of Micro Enterprises (ME) 

to improve gradually to be able to graduate to Small Enterprises (SE). This study 

covers two groups of MSEs which are customers of Islamic and conventional financial 

institutions. Moreover, this study designs ME Graduation model suitable for ME to 

evolve from low ME to high ME, and eventually graduate to SE. Structural Equation 

Modeling (SEM) is applied to analyze the determinants of ME graduation financed by 

Islamic and Conventional financial institution. In addition, Strategic Assumption 

Surfacing and Testing (SAST) is applied to help in designing Islamic ME Graduation 

model. 

 Based on the literature reviews summarized in Appendix 1, the conceptual 

framework of this study can be seen in Figure 15. There are two latent exogenous 

variables, namely: 1) EXTERNAL Environment; and 2) SUPPORT, as well as four 

endogenous variables, namely: 3) OWNER Business; 4) BUSINESS Characterisrics; 

5) MANAGEMENT Know-How; 6) RESOURCE-Fin. Moreover, ME Graduation could 

be represented by sales increase, wealth-capital increase, employee eincrease, 

market expansion, profit increase and financing limit increase. 

 

Figure 15. Conceptual Framework of Determinants of ME Graduation 
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III. RESEARCH METHOD 

 

3.1. Data 

 This study applies qualitative methods, namely, Structural Equation Modeling 

(SEM) and Strategic Assumption Surfacing and Testing (SAST), which need 

qualitative data. SEM method is applied to analyze the determinants of Micro 

Enterprises (ME) to improve gradually to graduate to Small Enterprises (SE). 

Moreover, SAST is applied to help in designing Islamic ME Graduation model. The 

primary data needed in this study are obtained from field survey, where 120 samples 

are selected from customers of Islamic and Conventional financial institutions, 

including those who receive loan from conventional financial institution and 

financing from Islamic financial institution, as well as those who do not receive any 

loan or financing.  

 

3.2. Structural Equation Modeling (SEM) 

 Structural Equation Modeling (SEM) is a model originally developed by Karl 

Jöreskog (1973) which is combined with a model developed by Keesling (1973) and 

Wiley (1973) so that it is called as JKW model, also known as ‘Linear Structural 

Relationship’ (LISREL) model. 

 SEM is developed from simultaneous equation in econometrics (which uses 

measured/observed variables), by using variables which are not measured directly 

(also known as latent variables). The supporting computer software is developed by 

Jöreskog and Sörbom called LISREL (interactive and user friendly) program. 

 SEM consists of two main components, namely: 1) structural model, which 

describes structural relationships among latent variables or unobserved variables or 

constructs or factors (based on theories) which are measured or estimated indirectly 

by their respective indicators; and 2) measurement model, which describes indicator 

variables or measured variables reflecting or measuring or estimating their respective 

latent variables using the concept of ‘Confirmatory Factor Analysis’ (CFA) or 

‘Exploratory Factor Analysis’ (EFA). Note that indicator variables cannot be combined 

arbitrarily to form latent variables. They are selected based on underlying theories. 

3.2.1. Structural Model 

 Stuctural model shows potential direct causal relationships between latent 

exogenous (usually denoted by ξ ‘Ksi’) and latent endogenous (usually denoted by η 
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‘Eta’) or between two laten endogenous variables which are necessary to understand 

the real phenomena. Exogenous variables are independents with no prior causal 

variable(s). Endogenous variables are mediating variables or pure dependent 

variables. Causal relationship between exonenous variable and endogenous variable 

is usually depicted by straight line with single headed arrow denoted by γ ‘gamma’, 

while causal relationship between two endogenous variables is usually denoted by β 

‘beta’.  

 

Figure 16. Structural Model of SEM 

 

 Moreover, correlation between two exogenous variables is depicted by curved 

line with double headed arrow denoted by φ ‘Phi’, while error in structural equation 

of endogenous variable is usually denoted by ζ ‘zeta’, which shows portion that 

cannot be explained. Example of structural model can be seen in Figure 16. 

Structural equations of the above structural SEM model can be written as follows. 

η1 = γ11 ξ1 + ζ1        (3.1) 

η2 = γ22 ξ2 + ζ2        (3.2) 
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exogenous latent variable is usually denoted by Xn, with causal dependency denoted 

by λXn ‘lambda’ and measurement error δn ‘delta’, while measured variable of 

endogenous latent variable is usually denoted by Yn, with causal dependency denoted 

by λYn ‘lambda’ and measurement error Ɛn ‘epsilon’. Example of measurement models 

of the previous latent variables can be seen in Figure 17. 

 

Figure 17. Measurement Model of SEM 

 Measurement equations of the above measurement SEM model can be 

written as follows. 

· Latent exogenous ξ1: 
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X7 = λx71 ξ1 + δ7;  X8 = λx81 ξ1 + δ8;     (3.12-3.13) 
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Y1 = λY11 η1 + ε1;  Y2 = λY21 η1 + ε2; Y3 = λY31 η1 + ε3;  (3.21-3.23) 

Y4 = λY41 η1 + ε4;  Y5 = λY51 η1 + ε5;  Y6 = λY61 η1 + ε6;  (3.24-3.26) 

Y7 = λY71 η1 + ε7;         (3.27) 

· Latent endogenous η2: 

Y8 = λY82 η2 + ε8;  Y9 = λY92 η2 + ε9; Y10 = λY102 η2 + ε10;  (3.28-3.30) 

Y11 = λY112 η2 + ε11;  Y12 = λY122 η2 + ε12; Y13 = λY132 η2 + ε13;  (3.31-3.33) 

Y14 = λY142 η2 + ε14; Y15 = λY152 η2 + ε15;    (3.34-3.35) 

· Latent endogenous η3: 

Y16 = λY163 η3 + ε16; Y17 = λY173 η3 + ε17; Y18 = λY183 η3 + ε18; (3.36-3.38) 

Y19 = λY193 η3 + ε19; Y20 = λY203 η3 + ε20; Y21 = λY213 η3 + ε21; (3.39-3.41) 

Y22 = λY223 η3 + ε22;       (3.42) 

· Latent endogenous η4: 

Y23 = λY234 η4 + ε23; Y24 = λY244 η4 + ε24; Y25 = λY254 η4 + ε25;   (3.43-3.45) 

Y26 = λY264 η4 + ε26; Y27 = λY274 η4 + ε27; Y28 = λY284 η4 + ε28;   (3.46-3.48) 

Y29 = λY294 η4 + ε29;         (3.49) 

· Latent endogenous η5: 

Y30 = λY305 η5 + ε30; Y31 = λY315 η4 + ε31; Y32 = λY325 η5 + ε32;   (3.50-3.52) 

Y33 = λY335 η5 + ε33; Y34 = λY345 η5 + ε34; Y35 = λY355 η5 + ε35;   (3.53-3.55) 

 

3.2.3. SEM Model of the Study 

 SEM model of this study comprises of two latent exogenous variables, namely 

External Environment (ξ1) and Support (ξ2), as well as five latent endogenous 

variables, namely Owner Business (η1), Business Characteristics (η2), Management 

Know-How (η3), Resource-Fin (η4) and ME Graduation (η5). The corresponding 

structural equations are exactly similar to equations 3.1 – 3.5. 

 Meanwhile, the detailed indicators of each latent variable (Xn is indicator of 

exogenous variable ξ and Yn is indicator of endogenous variable η) can be read in 

Table 13. The corresponding measurement equations are exactly similar to equations 

3.6 – 3.55. 
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Table 13. Indicators of Latent Variables 

EXTERNAL-Env (X1) OWNER-Bus (Y1) MGT-KnowHow (Y3) 

X1: Regulation-Policy 
X2: Infrastructure 
X3: Macroeconomic  
X4: Muslim-Majority 
X5: Corruption  
X6: Crime 
X7: Bureaucracy 
X8: Tax/Retribution 

Y1: Fear of Allah 
Y2: Trustworthy (Amanah) 
Y3: Truthful (Shiddiq) 
Y4: Visionary 
Y5: Entrepreneurship 
Y6: Leadership 
Y7: Business experience 
 

Y16: Transparency 
(Tabligh) 
Y17: Professional 
(Fathonah) 
Y18: Std. Op. Procedure 
Y19: Std. Op. Mgt. 
Y20: Information Tech. 
Y21: Innovation 
Y22: Networking  

SUPPORT (X2) BUSINESS-Char (Y2) RESOURCES-Fin (Y4) 

X9: Central Government 
X10: Local Government 
X11: Social Fund 
X12: Technical Support 
X13: Managerial 
Support 
X14: Spiritual Uplift 
X15: Family Support 

Y8: Halal Earnings 
Y9: Product  
Y10: Service 
Y11: Market 
Y12: Customer  
Y13: Cost of Business 
Y14: Competition 
Y15: Location 

Y23: Spiritual Capital 
Y24: Skilled H-Resource 
Y25: Owned Capital 
Y26: Access to Finance 
Y27: Tech. Resource 
Y28: Raw Material  
Y29: Social Capital 

GRADUATION (Y5) 

Y30: Sales Increase  
Y31: W-Cap Increase 

Y32: Employee Increase 
Y33: Market Expansion  

Y34: Profit Increase 
Y35: Fin. Limit Increase 

 

 Therefore, the complete SEM model of this study can be illustrated as Figure 

18. Determinants of Micro Enterprises (ME) to improve gradually to be able to 

graduate to Small Enterprises (SE) are caused by External Environment, Support, 

Owner Business, Business Characteristics, Management Know-How, and Resoure-

Fin. 
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Figure 18. SEM Model of Graduation Model 

 

3.2.4. SEM Procedure 

 SEM procedure comprises of several steps, namely: 1) model specification; 2) 
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and 5) interpretation and communication of the results. The summary of SEM 

procedure can be seen in Figure 19. 
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Note: LF: Loading Factor; SLF: Standardized Loading Factor; MV: Measured Variables; LV: 

Latent Variables; RMSEA: Root Mean Square Error of Approximation; CR: Construct 
Reliability, CR = (∑SLF)2/((∑SLF)2+∑ej); VE: Variance Extracted, VE = ∑SLF2/(∑SLF2+∑ej); 
CFA: Confirmatory Factor Analysis; ej; measurement error for each indicator or measured 

variable, ej<0.75; ML: Maximum Likelihood; GLS: Generalized Least Square; WLS: Weighted 

Least Square; MI: Modification Index; No. of Data = (p+q)*(p+q+1)/2, p = no. of measured 

variables from all endogenous variables; q = no. of measured variables from all exogenous 
variables. No. of Parameter = β + γ + λx + λy + θδ + θε + ζ + Φ. 

Figure 19. SEM Procedure 
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structural model and path diagram. Specification of measurement model defines 
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which is equal to (p+q)*(p+q+1), where p is the number of indicators from endogenous 

variables and q is the number of indicators from exogenous variable. It is expected 

that data ≥ parameter, meaning that the model is over-identified (data > parameter) 

or just-identified (data = parameter). When the model is under-identified (data < 

parameter), it can be resolved by constraining the model by: 

- Assign loading factor LF=1 for one of the measured variables MV; or 

- Assign all variance of exogenous latent variables Φ = 1.     

In this model, the total number of parameter t is 111 (β = 4; γ = 6; λx = 15; λy = 35; 

θδ = 15; θε = 35; ζ = 5; Φ = 1), while, the total number of data s is 1056 (p = 35; q = 

15, so that (p+q)*(p+q+1) = 2550), so that t < s/2, or data > parameter, which means 

that the model is over-identified. 

c. Model Estimation 

 The third step is to estimate the model (measurement model first and then 

structural model) in LISREL using appropriate estimation method with the 

characteristics of the data.  

- Maximum Likelihood ‘ML’ is selected if the data is normal (p-value zkurtosis and 

zskewness>0.05) with sample size between 100 – 200, and it will produce the best 

estimation parameter; 

- Robust ML or Generalized Least Square ‘GLS’ is selected if the data is abnormal 

with sample size between 200 – 300; or 

- Weighted Least Square ‘WLS’ is selected, when the model has only 10 – 15 

variables, if the data is abnormal with sample size between 2000 – 3000. 

 In this model, estimation method used is Maximum Likelihood ‘ML’, since the 

data of 120 samples satisfies multivariate normality, where the data is normally 

distributed and most indicators (9 out of 50) have p-value zkurtosis and zskewness>0.05. 

d. Model Testing 

 The fourth step is to test the model fit (test measurement model first before 

test the structural model), which according to Hair, et al. (1998) comprises of three 

tests, namely:  

1) Overall model fit (for both measurement an structural models) using goodness of 

fit (GoF) to determine the degree of fitness between the data and the model, which 

includes, among others, χ2/df ≤ 3.0, P > 0.050 and RMSEA (root mean square 
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error of approximation) ≤ 0.08. The model has perfect fit if χ2/df = ∞ (0.0/0), p = 

1.0 and RMSEA = 0.0. The model has close fit if χ2/df ≤ 3.0, P > 0.050 and RMSEA 

≤ 0.05. The model has good fit if χ2/df ≤ 3.0, P > 0.050 and 0.05 < RMSEA ≤ 0.08. 

2) Measurement model fit using validity and reliability tests to evaluate each 

measurement model fitness. The model is considered valid if t ≥ 1.96, while the 

model is considered reliable if construct reliability ‘CR’ = (∑SLF)2/((∑SLF)2+∑ej) ≥ 

0.7 and variance extracted ‘VE’ = ∑SLF2/(∑SLF2+∑ej) ≥ 0.5. Moreover, each 

indicator is considered as very significant if the value of standardized loading 

factor ≥ 0.5.  

3) Structural model fit using significance t-test to evaluate each causal relationship 

and overall coefficient of determination ‘R2’. Causal relationship between latent 

variable is considered significant if t ≥ 1.96. 

e. Model Modification 

 When tests results (of measurement or structural model) are not satisfactory, 

LISREL program should be modified. In the case of measurement model, modification 

could be done by using modification indices and/or by deleting unqualified measured 

variables (indicators). In the case of structural model, modification could be done by 

using modification indices and/or by trial-and-error. 

 

3.3. Strategic Assumption Surfacing and Testing (SAST) 

 The Strategic Assumption Surfacing and Testing (SAST) method is originally 

developed by Mitroff and Emshoff (1979) and Mason and Mitroff (1981) as an 

extension of inquiring systems design from Churchman (1971). Mitroff and Emshoff 

(1979) define SAST as an adversarial problem forming methodology which is suited 

to treating intensely ill-structured problems. The term of ill-structured problem is 

complex mixtures of highly interdependent important problems which involve more 

than one person in their formulation, solution, implementation, and evaluation. 

Easton (1988) describe SAST as a process which uses assumptions in policy making 

or planning to help decision makers a better decision map. Thus, SAST has been 

found to be helpful in uncovering the critical assumptions that underlie policies, 

plans, and strategies.   

 In detail, there are four principles on SAST method as follows: (i) adversarial 

– the premise to test an assumption through its opposite assumption; (ii) 

participative – the premise to distribute the knowledge and resources on a group of 
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individual; (iii) integrative – the premise to create a unified set of assumptions and 

action plan from the adversarial and participative elements; and (iv) managerial mind 

supporting – the premise to deepen the manager’s insight based on the exposure to 

assumption. 

 To begin the SAST process, it is necessary for the organization to provide an 

issue or policy and a decision making group. Adapted from some literatures, SAST 

procedure can be simplified into four phases (Mitroff and Emshoff, 1979; Easton, 

1988; Córdoba-Pachón, 2010). First, group formation strategy is applied to separate 

a large group into opposing homogenous groups. The formation of small homogenous 

groups is chosen because it tends to perform better than large groups on problem-

solving tasks (Easton, 1988). 

 

Figure 20. SAST Prochedure 

 Second, the assumption surfacing phase involves two distinct steps. First step 

is to identify the stakeholder of the policy. After the stakeholders have been identified, 

the second step is to generate policy assumption performed by each of the group. 

Córdoba-Pachón (2010) define the assumption as an affirmation of organization and 

their stakeholders behave in current and future situations. 

 Third, the dialectical debate phase proceeds the evaluation of those 

assumptions from each group. The purpose of the dialectical debate is to show why 

each group views the situation as it does and what its viewpoint entails. Dialectical 

debate is then performed between the groups who oppose each other. Then, they 

should consider adjusting its assumptions. This process of assumption modification 

should continue for as long as progress is being made (Mitrofff and Emshoff, 1979; 

Córdoba-Pachón, 2010). 
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 After policy assumption modification, each group should have justification on 

the plotting of rating assumptions. The step of assumption rating must be tested to 

get level of importance and certainty on each assumption. Importance means the 

significance of assumption on the outcome of the selected policy, while certainty 

means that the assumption should be as self-evident and certain-to-be true as 

possible (Easton, 1988). 

 Different rating scales have been used, including pairwise comparisons 

between assumptions and simple ordinal scales. As shown in Figure 21, four groups 

of assumptions are: quadrant (i) certain and important; (ii) important and uncertain; 

(iii) uncertain and unimportant; and (iv) certain and unimportant. Those falling in 

the quadrant I (certain planning region) are important so that they directly represents 

fundamental premises of policy. In contrast, the assumptions on the extreme left are 

little significance for effective planning or problem solving. 

Certain

Uncertain

Unimportant Important

Certain 
Planning Region

Problematic
Planning Region

I

IIIII

IV

 
Source: Mitrofff and Emshoff (1979), modified by Authors 

Figure 21. Rating Assumptions with SAST Methodology 

 Lastly, final synthesis involves the list of common assumptions for all groups, 

as well as those being re-formulated. Those assumptions in the quadrant II 

(problematic planning region) are the most critical because they need further analysis 

(for example, using information requirements analysis). The final assumptions from 

the entire process is the presumptions of the policy.  
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IV. RESULTS AND ANALYSIS 

 

4.1. Respondents Profile 

 There are three groups of respondents profile, viewed from 1) MSE graduation 

performance: Micro Enterprise which remain micro (81 respondents); Micro 

Enterprise which graduated to Small Enterprise (16 respondents); and Small 

Enterprise which remain small (23 respondents); 2) MSE source of financing: MSE 

which has financing from conventional bank (54 respondents); MSE which has 

financing from Islamic bank (24 respondents); and MSE which has no financing from 

bank (42 respondents); 3) MSE sales performance: MSE which past sales increase 

(72 respondents); MSE which past sales stagnant (25 respondents); and MSE which 

past sales decrease (23 respondents). 

Table 14. Grouping of Respondent Profile 

 

 According to summary of association (Chi-Square) tests, Table 15 shows that 

MSEs are vey diverse business enterprises, which has almost no specific significant 

association revealing their business pattern. 

Table 15. Summary of Respondent Profile’s Association (Chi-Square) Tests  

 

 

 The performances of MSEs, either graduation or sales performance, mostly, 

have no association with their characteristics or their source of financing. Only 

marketing strategy has significant association with MSE Graduation Performance 

(0.043 < 0.05). Moreover, some MSEs characteristics have almost significant 

association, such as: 1) Gender and Source of Capital with Source of Financing; 2) 

Number of Employee and Start of Business Initiative with Graduation Performance; 

and 3) Start of Business Initiative and Number of Employee with Sales Performance. 

FINANCING ME ME to SE SE TOTAL

Conventional 36 7 11 54

Shariah 18 3 3 24

No Financing 27 6 9 42

TOTAL 81 16 23 120

Decrease Stagnant Increase TOTAL

ME 16 19 46 81

ME to SE 2 2 12 16

SE 5 4 14 23

TOTAL 23 25 72 120

Source of Financing 0.053 0.905 0.368 0.201 0.832 0.386 0.746 0.760

Grad. Performance 0.663 0.741 0.284 0.363 0.513 0.093 0.329 0.059

Sales Performance 0.975 0.782 0.142 0.476 0.419 0.068 0.299 0.094

Business 

Permits

Owner's 

Gender

Owner's 

Education

Business 

Sector

Length of 

Business
Initiative Motivation

No. of 

Employee

Source of Financing 0.761 0.661 0.081 0.570 0.680 - 0.906 0.482

Grad. Performance 0.478 0.209 0.509 0.408 0.043 0.906 - 0.710

Sales Performance 0.307 0.154 0.718 0.209 0.840 0.482 0.710 -

Skills of 

Employee

Place of 

Business

Source of 

Capital

Target 

Customer

Marketing 

Strategy

Source of 

Financing

Graduation 

Performance

Sales 

Performance
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 Figure 22 (left) shows that the owner of MSEs almost split inhalf between male 

(53%) and female (47%). However ME that graduate to SE mostly owned by male 

(63%). Moreover, chi-square results (0.663 > 0.05) show that, actually, there is no 

association between gender of the owner and MSE graduation performance. 

  

Figure 22. Gender’s Owner  

 

 Viewed from MSE source of financing, Figure 22 (right) shows that male owner 

prefers conventional loan (63%), while Female owner prefers Islamic financing (67%). 

Moreover, chi-square results (0.053> 0.05) show that there is no association between 

source of financing and owner’s gender. However, there is a strong tendency that 

female owner corresponds with Islamic financing, while male owner corresponds with 

conventional loan. 

 

Figure 23. Owner’s Education 

 

 Based on owner’s education, Figure 23 shows that most owners of MSEs 

graduated from Junior High School (39%) and Senior High School (22%), especially 

owners of MEs where 42% graduated from Junior High School and 25% graduated 

from Senior High School. Meanwhile most owners of graduated MEs graduated from 

Junior High School (31%) and undergraduate (31%). Moreover, chi-square results 

(0.741 > 0.05) show that there is no association between Education of the Owner and 

MSE graduation performance. 
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Figure 24. Sector of Business  

 

 Based on sector of business, Figure 24 shows that most MSEs entered into 

manufacturing sector (73%), and only ME entered into services sector (9%). 

Moreover, chi-square results (0.284 > 0.05) show that there is no association between 

sector of business and MSE graduation performance. However, there is a tendency 

that graduated ME entered into trade and manufacturing sector, while SE entered 

into manufacturing sector. 

 

Figure 25. Length of Business  

 Viewed from the length of business they hold, unlike the majority perception, 

MSEs entrepreneurs are not ‘hit and run’ entrepreneurs that can easily shift from 

one business to another. The Figure 25 shows that most MSE (35%) have run the 

business more than 10 years, especially SEs (52%). Meanwhile most ME that 

graduate to SE have run the business between 1 to 3 years (31%). Moreover, chi-

square results (0.363 > 0.05) show that there is no association between length of 

business and MSE graduation performance. However, there is a tendency that 

graduated ME have been in business for 1-3 years, ME for 5-10 years, and SE for > 

10 years. 
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Figure 26. Business Permits 

 In term of busisness permits, there is only small number of MSEs that hold 

business permits (TDI/TDP and SIUP) and NPWP. Most MSEs (32%) have some kind 

of local permits or no permit at all (27%). Moreover, chi-square results (0.513 > 0.05) 

show that there is no association between business permits holder and MSE 

graduation performance. However, there is a tendency that MEs have no permits, 

but has NPWP. Graduated MEs have TDI/TDP. 

 Figure 27 (left) shows that most MSEs (80%) started their business by the 

owner initiative, especially SEs (96%). Meanwhile graduated ME contribute the 

biggest proportion that they started their business by family initiative (38%). Viewed 

from past sales performance, Figure 27 (right) shows that most MSEs experienced 

increase (83%), stagnant (68%) and decrease (83%) in sales started their business by 

the owner initiative. 

 

Figure 27. Start of Business Initiative  

 

 Viewed from graduation performance, chi-square results (0.093 > 0.05) show 

that there is no association between who initiated the business and MSE graduation 

performance. However, there is a strong tendency that graduated ME corresponds to 

family initiative, while ME corresponds to owner’s initiative. Moreover, viewed from 

sales performance results of chi-square test (0.068 > 0.05), Figure 28 (right) shows 

that there is no association between start of business and MSE sales performance. 



 47 

However, there is a strong tendency that owner’s initiative corresponds to sales 

increase. 

 

Figure 28. Business Motivation  

 The main motivation of respondents to enter into MSE is to become 

entreprenuers. Most SEs (33%) and graduated ME (30%) wanted to be entrepreneurs, 

while most ME (29%) just did not have other job, when they started their business. 

Moreover, chi-square results (0.329 > 0.05) show that there is no association between 

Business Motivation and MSE graduation performance . However, there is a tendency 

that graduated ME entered into trade and manufacturing sector, while SE entered 

into manufacturing sector. 

 

Figure 29. Place of Business   

 Based on place of business, Figure 29 shows that most MSEs choose home as 

their place of business (53%), especially ME and SE, as well as at shop (32%), 

especially graduated ME. Only small part of them chooses online (6%), traditional 

market (4%), industrial estate (2%), and sidewalk (1%) as their place of business. 

Moreover, chi-square results (0.209 > 0.05) show that there is no association between 

place of business and MSE graduation performance. However, there is a tendency 

that graduated ME operated in their shop, while ME operated at their home. 
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Figure 30. Number of Employee 

 Viewed from number of employee, Figure 30 shows that most MSEs (83%) 

have less than 10 employees, especially graduated ME (94%). Moreover, chi-square 

results (0.059 > 0.05) show that there is no association between number of employee 

and MSE graduation performance. However, there is a strong tendency that ME and 

graduated ME have < 10 employees, while SE has 11-25 employees. 

 

 

Figure 31. Skills of Employee  

 Based on skills of employee, Figure 31 shows that most MSEs (50%) have all 

skilled employees, especially ME (56%). Only small part of their employees are 

unskilled (8%) because most MSE are personally owned and managed by them 

selves. Moreover, chi-square results (0.478 > 0.05) show that there is no association 

between number of skilled employee and MSE graduation performance. However, 

there is a tendency that ME has all skilled employee, SE has mostly skilled employee. 

 Figure 32 (left) shows that most MSEs (49%) started their business with their 

own capital, especially SE (54%). Moreover, chi-square results (0.509 > 0.05) show 

that there is no association between cource of capital and MSE graduation 

performance. 
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Figure 32. Source of Capital  

 Viewed from source of financing, Figure 32 (right) shows that most MSEs 

(49%) also started their business with their own capital, especially MSEs with no 

financing (59%). Moreover, chi-square results (0.081 > 0.05) show that there is no 

association between source of capital and MSE source of financing. 

 

 

Figure 33. Target Customer 

 Most MES conduct direct marketing to their end customer (53%), especially 

ME (59%), as well as to retail industry (30%), especially SE (34%) and graduated ME 

(34%). The main marketing destination area of MSMEs is mostly local market, within 

the same township, municipality, or city. Only small part of their market is oriented 

toward export (2%). Moreover, chi-square results (0.408 > 0.05) show that there is 

no association between target customer and MSE graduation performance. However, 

there is a tendency that MEs sell their products to end customers. 
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Figure 34. Marketing Strategy 

 Figure 34 shows that most MSEs (26%) focused on product strategy, especially 

ME (29%), while SEs (28%) focused on process strategy. Moreover, chi-square results 

(0.043 < 0.05) show that there is significant association between marketing strategy 

and MSE graduation performance. MEs focused on product strategy, graduated MEs 

focused on people, while SE focused on process. Graduated MEs more focused on 

people strategy. 

 

Figure 35. Sales Performance 

 Viewed from past sales performance, Figure 35 shows that most MSEs (60%) 

experienced increase in sales, especially graduated ME (75%). Moreover, chi-square 

results (0.710 > 0.05) show that there is no association between past sales 

performance and MSE graduation performance. 

 

 

 

 

 

 

 

Figure 36. Source of Financing 
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 Based on source of financing, Figure 36 shows that most MSEs (45%) got 

financing from conventional bank, especially SE (48%), or no financing (35%), 

especially graduated ME. Moreover, chi-square results (0.906 > 0.05) show that there 

is no association between Source of Financing and MSE graduation performance. 

 Viewed from MSEs business experience, Figure 37 (left) shows that most MSEs 

owner (62%) regularly attend religious study, and some of them (28%) provide 

comfortable prayer room. Most MSEs owner lack of business experiences. However, 

most of MSEs owner (51%) have followed standardized recording of financial reports. 

Some MSEs experienced comparative study (33%), received soft loan/financing 

(25%), participate in self improvement training (24%), participate in product 

innovation seminar/expo (23%). 

 

Figure 37. Business Experience 

 Meanwhile, Figure 37 (right) show that most MEs owner (60%) regularly attend 

religious study, and some of them (22%) provide comfortable prayer room. Most MEs 

owner lack of business experiences. However, almost half of MEs owner (47%) have 

followed standardized recording of financial reports. Some MEs experienced 

comparative study (30%), received soft loan/financing (27%), participate in self 

improvement training (19%), participate in product innovation seminar/expo (19%). 

 The survey shows that most of them have relation with bank as depositor, 

debtor or both, where: 1) Depositors and Debtors (57%); 2) Depositor only (28%); 3) 

Debtor only (8%); and 4) Non bank customer (7%).  
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Figure 38. Bank Mindedness of ME, ME to SE and SE 

 Figure 39 reveals that all graduated ME have relation with bank as depositor 

and debtor (63%) or as depositor only (37%).  

  

Figure 39. Bank Mindedness of ME  

 Based on bank mindedness of ME, ME respondents comprise of 58% 

Depositors and Debtors, 26% Depositor only, 9% Debtor only and 7% Non bank 

customer. 

 Viewed from total depositors (84%), Figure 39 (right) shows that most of them 

have private account only (78%), while 6% of them have pivate and business account. 

Almost ME utilize financial services, especially ATM (70%), followed by transfer (59%) 

and debit card (42%).  

 Viewed from total debtor (67%), Figure 39 (left) shows that most of them 

financed by conventional bank (44%) and 19% of them financed by Islamic bank, 

while 33% ME not financed by bank. Most of ME state that they do not receive any 

ME to SE ME SE ALL 
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loan or financing because they do not need financing (14%), high interest (10%), no 

collateral (5%), and complexity of procedure (2%). 

 

Figure 40. Bank Mindedness of Graduated ME 

 Based on bank mindedness of graduated ME, graduated ME respondents 

comprise of 63% Depositors and Debtors and 37% Depositor only. 

 Viewed from total depositors (100%), Figure 40 (right) shows that most of them 

have private account only (88%), while 12% of them have pivate and business 

account. Almost ME utilize financial services, especially ATM (81%), followed by 

transfer (69%) and debit card (63%).  

 Viewed from total debtor (63%), Figure 39 (left) shows that most of them 

financed by conventional bank (44%) and 19% of them financed by Islamic bank, 

while 37% graduated ME not financed by bank. Most of ME state that they do not 

receive any loan or financing because they do not need financing (13%), complexity 

of procedure and other reason (2%). 
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Figure 41. Bank Mindedness of SE 

 Based on bank mindedness of SE, SE respondents comprise of 52% 

Depositors and Debtors, 30% Depositor only, 9% Debtor only and 9% Non bank 

customer. 

 Viewed from total depositors (82%), Figure 41 (right) shows that most of them 

have private account only (78%), while 4% of them have pivate and business account. 

Almost ME utilize financial services, especially ATM (74%), followed by transfer (57%) 

and debit card (43%).  

 Viewed from total debtor (61%), Figure 39 (left) shows that most of them 

financed by conventional bank (48%) and 13% of them financed by Islamic bank, 

while 39% SE not financed by bank. Most of SE state that they do not receive any 

loan or financing because of high interest (13%), complexity of procedure, does not 

need financing and other reason (9%), as well as no collateral (4%). 

 

4.2. SEM Results 

 The SEM results presented in this section are the final process of several SEM 

procedure started from specification, identification, estimation, testing, and final 

results. The complete results of all SEM procedures can be obtained from the 

authors.   



 55 

4.2.1. Measurement Model 

 The results of seven measurement models comprise of two exogenous latent 

variables (EXTERNAL and SUPPORT) and five endogenous latent variables (OWNER, 

BUSINESS. MANAGEMENT, RESOURCES and GRADUATE) will be discussed. 

a. External 

 Measurement model of latent exogenous variable EXTERNAL satisfies three 

main conditions, namely,  χ2/df ≤ 3.0  (19.47/12),  P > 0.050 (0.08) and RMSEA ≤ 

0.08 (0.07).  All goodness of fit (GoF) measures is fit, so that we may conclude that 

measurement model of EXTERNAL is a good model with close fit (AGFI = 0.97).   

 

Figure 42. Measurement Model of EXTERNAL 

 All measured variables (X1.1 – X1.8) significantly explain EXTERNAL. 

Bureaucracy (X1.7) and Infrastructure (X1.2) have the highest loading factors (0.66 

and 0.64), followed by Tax-Retribution (X1.8) and Corruption (X1.5). 

b. Support 

 Measurement model of latent exogenous variable SUPORT satisfies three main 

conditions, namely,  χ2/df ≤ 3.0  (12.13/8),  P> 0.050 (0.15) and RMSEA ≤ 0.08 

(0.07).  All goodness of fit (GoF) measures is fit, so that we may conclude that 

measurement model of SUPPORT is a good model with close fit (AGFI = 0.98).   
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Figure 43. Measurement Model of SUPPORT 

 All measured variables (X2.1– X2.7) significantly explain SUPPORT. 

ZISWAF/Social Funds (X2.3) and Managerial-Tech. Support (X2.5) have the highest 

loading factors (0.73 and 0.72), followed by Central Government (X2.1)and Local 

Government (X2.2). 

c. Owner 

 Measurement model of latent endogenous variable OWNER satisfies three 

main conditions, namely,  χ2/df ≤ 3.0  (14.13/12),  P> 0.050 (0.29) and RMSEA ≤ 

0.08 (0.04).  All goodness of fit (GoF) measures is fit, so that we may conclude that 

measurement model of OWNER is a good model with close fit (AGFI = 0.98).   

 

Figure 44. Measurement Model of OWNER 

χ
2 = 12.13; df = 8; p = 0.15; RMSEA = 0.07

AGFI = 0.98; Conclusion: CLOSE FIT
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 All measured variables (Y1.1– Y1.7) significantly explain OWNER of 

BUSINESS. Truthful (Y1.3) and Visionary (Y1.4) have the highest loading factors 

(0.63 and 0.61), followed by Trustworthy (Y1.2) and Leadership (Y1.6). 

d. Business 

 Measurement model of latent endogenous variable BUSINESS satisfies three 

main conditions, namely,  χ2/df ≤ 3.0  (28.16/19),  P> 0.050 (0.08) and RMSEA ≤ 

0.08 (0.06).  All goodness of fit (GoF) measures is fit, so that we may conclude that 

measurement model of BUSINESS is a good model with close fit (AGFI = 0.95).   

 

Figure 45. Measurement Model of BUSINESS 

 

 All measured variables (Y2.1 – Y2.8) significantly explain BUSINESS 

CHARACTERISTICS. Customer (Y2.5) and Service (X2.3) have the highest loading 

factors (0.54), followed by Cost of Business (Y2.6) and Location (Y2.8). 

e. Management 

 Measurement model of latent endogenous variable MANAGEMENT satisfies 

three main conditions, namely,  χ2/df ≤ 3.0  (6.20/8),  P> 0.050 (0.62) and RMSEA ≤ 

0.08 (0.00).  All goodness of fit (GoF) measures is fit, so that we may conclude that 

measurement model of MANAGEMENT is a good model with close fit (AGFI = 0.98).   
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Figure 46. Measurement Model of MANAGEMENT 

 

 All measured variables (Y3.1– Y3.7) significantly explain MANAGEMENT 

KNOW-HOW. Information Technology (Y3.5) and Innovation (Y3.6) have the highest 

loading factors (0.72 and 0.71), followed by SOP-SOM (Y3.4) and Transparency 

(Y3.1). 

f. Resource 

 Measurement model of latent endogenous variable RESOURCE satisfies three 

main conditions, namely,  χ2/df ≤ 3.0  (18.12/14),  P> 0.050 (0.20) and RMSEA ≤ 

0.08 (0.05).  All goodness of fit (GoF) measures is fit, so that we may conclude that 

measurement model of RESOURCE is a good model with close fit (AGFI = 0.97).   

 

Figure 47. Measurement Model of RESOURCE 

 All measured variables (Y4.1 – Y4.7) significantly explain RESOURCES. 

Technological Resource (Y4.5) and Access to Finance (Y4.4) have the highest loading 
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factors (0.74 and 0.61), followed by Raw Material (Y4.6) and Skilled Human Resource 

(Y4.2). 

g. Graduation 

 Measurement model of latent endogenous variable GRADUATION satisfies 

three main conditions, namely,  χ2/df ≤ 3.0  (5.66/4),  P> 0.050 (0.23) and RMSEA ≤ 

0.08 (0.06).  All goodness of fit (GoF) measures is fit, so that we may conclude that 

measurement model of GRADUATION is a good model with close fit (AGFI = 0.99).   

 

Figure 48. Measurement Model of GRADUATION 

 

 All measured variables (Y5.1– Y5.6) significantly explain GRADUATION. 

Working Capital Increase (Y5.2) and Profit Increase (Y5.5) have the highest loading 

factors (0.76 and 0.73), followed by Financing Limit Increase (Y5.6) and Employee 

Increase (Y5.3). 

4.2.2. Structural Model 

 Structual model of Micro Enterprises Graduation satisfies three main 

conditions, namely,  χ2/df ≤ 3.0  (39.88/45),  P> 0.050 (0.69) and RMSEA ≤ 0.08 

(0.00).  All goodness of fit (GoF) measures is fit, so that we may conclude that 

structural model of Micro Enterprises Graduation is a good model with close fit (AGFI 

= 0.93).   
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 Factors affecting ME graduation include OWNER of business, BUSINESS 

characteristics, and MANAGEMENT know-how (endogenous latent variables), as well 

as EXTERNAL factors and SUPPORT from various parties (exogenous latent 

variables).  

 

Figure 49. Structural Model of ME Graduation 

 

 Directly, the most important factors determining ME graduation are 

MANAGEMENT know-how (0.57) and BUSINESS characteristics (0.17), as well as 

EXTERNAL factors and SUPPORT (indirectly). The most important variables 

determining ME graduation are SOP and Information Technology (MANAGEMENT) 

and Market (BUSINESS), as well as Infrastructure and Macroeconomic condition 

(EXTERNAL) and Family Support (SUPPORT). 

 Successful ME must have good MANAGEMENT know-how especially in its 

business process utilizing information technology optimally, and have good 

understanding and capability to win the MARKET. Moreover, business environment 

with good infrastructure and stable macroeconomic condition, as well as continues 

support from families are essential for ME to succeed. In addition, other factors 

should not be neglected, since they are necessary (but not sufficient) for ME to 

operate and succeed, especially owner’s visionary, entrepreneurship and business 

experience, as well as skilled human resource. 
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 4.3. SAST  Result 

 Several phases to provide issues or policies should be followed as a standars 

procedures for using SAST method, such as group formation, assumption 

specification, assumption rating and important-certain survey (see Figure 20). The 

complete results of all SAST procedures can be obtained from the authors. 

a. External 

 

Figure 50. Assesment of the Importance and Certainty of External Factor 

 

 SAST results of EXTERNAL factor shows that X131 – Price stability, especially 

basic needs, raw material, and energy (Macroeconomic), X121 – Infrastructure 

improvement, especially road, bridge, electricity, transportation, clean water, etc. 

(Infrastructure) and X 181 – Tax Reliev (Tax-Retribution) lie on certain planning region 

(Region I).  

 Meanwhile, X111 – Government policies, such as tax relief and easy licencing, 

directed towards the betterment of usiness climate (Regulation and Policy), X153 – 

Elimination of illegal fees to MSEs (Corruption), X182 – Tax breaks for low revenue 

MSEs (Tax-Retribution), X171 – Fast and cheap/free one-stop licensing service 

(Bureaucracy), lie on Problematic Planning Region (Region II). 
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b. Support 

 

Figure 51. Assesment of the Importance and Certainty of Support Factor 

 

 SAST results of SUPPORT factor shows that X232 – Capital participation 

support (interest free) (ZISWAF/Donor), X211 – Soft loan/financing for working capital 

(Central Govt.), X231 – Revolving fund program (ZISWAF/Donor), X221 – Availability of 

market information on MSEs’ products (Local Government), X271 – Motivational 

support for owner/employee in operating the business (Family Support), lie on 

Certain Planning Region (Region I). 

 Meanwhile, X223 – Availability of additional capital (iterest free) for MSEs (Local 

Government), X272 – Inculcating good character for owner and employee (Family 

Support), X261 – Religious training, such as Islamic leadership and entrepreneurship 

(Spiritual Uplift), X251 – Availability of managerial training and mentoring (Managerial 

Support), lie on Problematic Planning Region (Region II). 
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c. Owner 

 

Figure 52. Assesment of the Importance and Certainty of Owner Factor  

 SAST results of OWNER of Business factor shows that there is no policy that 

lie on certain planning region (Region I). Meanwhile, Y111 – Attending religious 

studies, such as regular halaqah (Fear of Allah), Y121 – Attending Spiritual/Islamic 

Entrepreneurship Training (Trustworthy) and Y161 – Attending Spiritual/Islamic 

Leadership Training (Leadership), lie on Problematic Planning Region (Region II). 

d. Business 

 

Figure 53. Assesment of the Importance and Certainty of Busienss Factor  
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 SAST results of BUSINESS CHARACTERISTICS factor shows that Y261 – Price 

stability, especially basic needs, raw material, and energy (Cost of Business), Y262 – 

Infrastructure improvement, especially road, bridge, electricity, transportation, clean 

water, etc. (Cost of Business), Y281 – Strategic business location (Location), Y242 – 

Technical Support for MSEs to promote their products (Service), Y251 –Customer 

Satisfaction and Loyalty Training for MSEs (Customer), Y222 – Product Quality 

Improvement Training for MSEs (Product), Y231 – Technical Support for MSEs on 

Service Quality Improvement (Service), Y241 – Easy market access for MSEs to enter 

mini market, super market or modern market (Market) and Y252 – Improvement on 

MSE consumer protection (Customer), lie on Certain Planning Region (Region I). 

 Meanwhile, Y211 – Waivers on MSE products halal certification (Halal Earning) 

and Y271 – Enhancement of market supervisory agency to ensure fair market 

competition for MSEs (Competition), lie on Problematic Planning Region (Region II). 

e. Management 

  

Figure 54. Assesment of the Importance and Certainty of Management 
Factor  

 SAST results of MANAGEMENT factor shows that Y371 – The partnership 

program between SMEs and wholesalers, suppliers, distributors, financial 

institutions or other relevant agencies (Networking) and Y361 – Regular product 

development training for SMEs (Innovation) lie on certain planning region (Region I). 

Meanwhile Y321 – Regular training on MSEs professionalism (Professional) and Y311 – 

Regular meeting with all stakeholders (Transparency), lie on Problematic Planning 

Region (Region II). 
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f. Resources 

 

Figure 55. Assesment of the Importance and Certainty of Resources Factor  

 

 SAST results of RESOURCES factor shows that Y461 – Availability of raw 

material with affordable price (Raw Material), Y442 – Availability of cheap 

loan/financing facilities (Access to Finance), Y441 – Easy access to loan/financing 

(Access to Finance), Y451 – Availability of appropriate technology to improve product 

quality (Tech. Resource) and Y471 – Developing togetherness with the surrounding 

community (Social Capital), lie on Certain Planning Region (Region I).  

 Meanwhile, Y411 – Improvement of employee spirituality through religious 

activities (Spiritual Capital), Y431 – Financial planning training for MSEs (Owned 

Capital) and Y443 – Availability of appropriate financing schemes for MSEs, such as 

revolving fund and join responsibility (Access to Finannce), lie on Problematic 

Planning Region (Region II). 
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g. Overall 

 

Figure 56. Overall Assesment of the Importance and Certainty Summary 
Result 

 

 Finally, overall SAST summary results of ME Graduation can be seen in Figure 

56. The most important policies needed by MEs to excel their businesses are 

External, Support, Business Characteristics and Resources policies.  

 The most important EXTERNAL policies needed by MEs are X131 – Price 

stability, especially basic needs, raw material, and energy (Macroeconomic) and X121 

– Infrastructure improvement, especially road, bridge, electricity, transportation, 

clean water, etc. (Infrastructure).  

 The most important SUPPORT policies needed by MEs are X232 – Capital 

participation support or interest free (ZISWAF/Donor); X211 – Soft loan/financing for 

working capital (Central Govt.); and X231 – Revolving fund program (ZISWAF/Donor). 

 The most important BUSINESS Characteristics policies needed by MEs are 

Y261 – Price stability, especially basic needs, raw material, and energy (Cost of 

Business); Y262 – Infrastructure improvement, especially road, bridge, electricity, 

transportation, clean water, etc. (Cost of Business); and Y281 – Strategic business 

location (Location). 

 The most important RESOURCES policies needed by MEs are Y461 – 

Availability of raw material with affordable price (Raw Material); Y442 – Availability of 

cheap loan/financing facilities (Access to Finance); Y441 – Easy access to 
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loan/financing (Access to Finance); Y451 – Availability of appropriate technology to 

improve product quality (Tech. Resource). 

 

4.4. Design 

 Finally, if we want to design MEs graduation, there should be three group of 

components, namely: 

1. Minimum Requirements: Internal ME and External Environment & Support; 

2. Necessary internal factors: Internal ME; and 

3. Necessary external factors: supporting policies. 

 First, internal ME must develop SOP and IT, as well as understand its market, 

while external environment, such as macroeconomic condition and infrastructure, 

as well as family support, must be conducive for MEs to grow their business. Second, 

ME should have visionary and educated Owner with entrepreneurship and business 

experience, as well as skilled human resource. Third, ME should be supported by 

government policies, such as availability of cheap financing, tax relief, stable price, 

free/minimum charge for permits and certificates, availability of cheap raw material 

and energy, and availability of appropriate technology. Moreover, financial support 

from ZISWaf/Donor funds are most welcomed. 

 

Figure 57. Design ME Graduation 
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V. CONCLUSION AND RECOMMENDATION 

 

5.1. Conclusion 

a. Characteristics of MSEs 

 MSEs are very diverse business enterprises (mostly in manufacturing, trade-

restaurant-hotel and services sectors), which should not be generalized and should 

be treated accordingly. However, MSEs (in this sample) have some common features, 

such as: 

1. Most MSEs Owners hold Junior High (39%) and Senior High (22%) degrees, while 

most graduated MEs Owner hold Junior High (31%) and Undergraduate (31%) 

degrees.  

2. Most MSEs entered into manufacturing sector (73%), and only ME entered into 

services sector (9%). 

3. Most MSEs do not have formal business permits or SIUP (85%). They only hold 

local permit (32%) or no permit at all (27%). Moreover, most graduated MEs also 

have TDI/TDP (23%). 

4. Most MSEs started their business by the owner initiative (80%), especially Ses 

(96%). 

5. Most MSEs motivated by unemployment (25%), entrepreneurship (24%) and 

market prospects (23%), while graduated MEs (30%) and SEs (33%) motivated 

more by entrepreneurship.  

6. Most MSEs open their business at home (53%) or shop (32%), while most 

graduated MEs open their businesses at the shop (56%) or at home (39%).  

7. Most MSEs have less than 10 employees (83%), especially graduated ME (94%), 

and they have all skilled employees (50%), especially ME (56%). 

8. Most MSEs (49%) started their businesses with their own capital, and only 25% 

of them received loan/financing to start their businesses. 

9. Most MSEs sell their products/services to end customer (53%) or retail industry 

(30%). 

10. Most MSEs (60%) experienced increase in sales, especially graduated ME (75%). 

11. Most MSEs, especially MEs, lack of business experiences. However, most of them 

have followed standardized recording of financial reports (51%). 

12. Most MSEs are bank’s customers (93%), as depositor and debtor (57%), or as 

depositor only (28%). Moreover, financial services they mostly use are ATM, 

transfer and debit card. 
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 Meanwhile, MSEs have different marketing strategies. ME focused on product, 

graduated ME focused on people, while SE focused on process. 

 The only religious characteristics revealed in this study is that most MEs 

owner regularly attend religious study (60%), and some of them provide comfortable 

prayer room (22%). Moreover most female owners of MSEs prefer to obtain financing 

from Islamic financial institution (67%). 

 Overall, MSEs in the sample are home/shop operated informal business in 

manufacturing or trade sectors, which is easy to enter and easy to exit with simple 

technology; operated by low educated and lack experience people to survive, which 

are easily satisfied with their achievement, as well as by educated entrepreneur 

wanabe;  financed by their own capital because they are unbankable or view debt as 

uncommon practice; and kowledgeable about their products but having problems to 

win the market. Unstable macroeconomic conditions and lack of external supports 

could not stop them to survive.They are in dire need of any kind of assistances, 

especially managerial, financial, technical, marketing, entrepreneurship, leadership 

and mindset change. 

b. SEM  

 SEM results show that the most important factors of ME Graduation are 

MANAGEMENT Know-how and BUSINESS Characteristics (directly), followed by 

EXTERNAL Factors and SUPPORT (indirectly). However, other factors, such as 

OWNER of Business and RESOURCES should also be taken into account, as they 

are all necessary. 

 The main determinants of ME graduation are Standard Operating Procedure 

and Information Technology (MANAGEMENT Know-how), Market (BUSINESS 

Characteristics), Infrastructure and Macroeconomic Condition (EXTERNAL), and 

Family Support (SUPPORT). Other important determinants are Visionary, 

Entrepreneurship and Business Experience (OWNER of Business) and Skilled 

Human Resources (RESOURCES).  

 These findings suggest that most MSEs in the sample do not have the main 

key factors to success and graduate. Most MSEs do not have standard SOP (78%), 

especially ME (84%). Most MSEs never participated in marketing training and 

workshop (83%), especially ME (88%). Most owners of MSEs have low education level 

(73% have Senior High degree or below), especially owners of MEs (78%). Most owners 

of MSEs did not want to be entrepreneurs in the firs place (76%), especially owners 
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of MEs (80%). Most owners of MSEs lack of business experiences, especially owners 

of MEs. 

 Moreover, business environments of MSEs in the sample, such as 

macroeconomic conditions and infrastructures, do not considered as supportive to 

ME graduation. Most MSEs complained about increasing price of raw material, 

energy and basic needs. Essential infrastructures, such as road, electricity, 

transportation and clean water, are still lacking. 

 Religious Islamic characteristics, such as Muslim majority (EXTERNAL), 

Religious uplift (SUPPORT), Trustworthy ‘Amanah’ and truthful ‘Shiddiq’ (OWNER), 

Halal earnings (BUSINESS), Transparency ‘Tabligh’ and Professional ‘Fathonah’ 

(MANAGEMENT), as well as Spiritual capital and Social capital (RESOURCES) do not 

emerge as the main key success factors of ME graduation. However, they are 

necessary factors with high loading factors (> 0.50), such as Spiritual uplift (0.52), 

Trustworthy (0.56), and Truthful (0.63). 

c. SAST 

 Some important policies surfaced in the study are coincide with SEM results, 

such as X131 – Price stability, especially basic needs, raw material, and energy 

(Macroeconomic) and X121 – Infrastructure improvement, especially road, bridge, 

electricity, transportation, clean water, etc. (Infrastructure), as well as Y241 – Easy 

market access of MSEs products to enter mini market, super market or modern 

market (Market), which lie on Certain Planning Region (Region I). Most MSEs do not 

realize the need of policies to improve their management know-how, especially SOP 

and IT, as well as owner’s quality, especially in education, business experiences and 

market vision. 

 Therefore, the most important policies needed by MSEs are price stability and 

infrastructure (EXTERNAL), capital and financing support (SUPPORT), easy & cheap 

way of doing business and strategic location (BUSINESS Characteristics), easy & 

cheap access to finance & raw material and availability of appropriate technology 

(RESOURCES). 

 These findings suggest that most MSEs feel satisfied with their own internal 

conditions and they have not realize that they need some internal improvements to 

excel and graduate their businesses. On the other hand, most MSEs agree that some 

external conditions need to be improve to provide conducive business climate to grow 

their businesses.  
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 Moreover, some policies related to religious Islamic characteristics, such as 

X261 – Religious training, i.e. Spiritual Leadership & Enterpreneurship Training 

(Spiritual Uplift), Y111 – Attending religious studies, such as regular halaqah (Fear of 

Allah), Y121 – Attending Spiritual/Islamic Entrepreneurship Training (Trustworthy), 

Y211 – Waivers on MSE products halal certification (Halal Earning), Y321 – Regular 

training on MSEs professionalism (Professional or Fathonah),  Y311 – Regular meeting 

with all stakeholders (Transparency or TabligIh), and Y411 – Improvement of employee 

spirituality through religious activities (Spiritual capital), do not regarded as priority 

and they only lie on problematic planning region (Region II). 

 

5.2. Recommendation 

 Internally, most MSEs, especially MEs, lack of important determinants of ME 

graduation which they must have, such as standardization of SOP, utilization of IT 

and clear market vision. They understand their products, but they do not fully 

understand their markets. It seems that they have satisfied with what they already 

accomplished and that there is no urgent need for development, improvement and 

expansion. 

 State Minister for Cooperatives Small and Medium Enterprises and other 

related government institutions have done many things to address these problems 

through education, workshop and training, technical and managerial assistance, 

standardization and certification, marketing and networking assistance, soft loan/ 

financing, etc. However, since the number of ME so large, almost 56 million MEs, 

the impacts have only been  enjoyed by a few of them. For example, people’s business 

credit (Kredit Usaha Rakyat – KUR) is estimated to reach Rp30 trillion at the end of 

2015, with credit limit of Rp25 million for each SME. This means that KUR would 

reach 1.2 million SMEs, or only 2.1% of SMEs.   

 Most MSEs, especially MEs, do not have any formal business permits. 

Therefore, government should provide easy and free one door integrated business 

permit services. Recently, Ijin Usaha Mikro Kecil (IUMK) or MSE Permit has been 

launched in response to President Decree No. 98 of 2014, where MSEs could apply 

IUMK to the Village Head for free with minimal requirements. With this IUMK, MSEs 

could received several benefits, such as, certainty of doing their businesses, access 

to financing, business assistance and empowerment program. However, up to now, 

only 38 out of 510 cities or districts have released necessary regulation, i.e Peraturan 

Daerah or Local Regulation. 
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 Therefore, government should give more attention (including political will and 

support) to MSEs, such as develop standard SOP for various ME businesses, provide 

ME with training, workshop and funding to install IT, provide various marketing 

linkage between ME and Industry or user. More importantly, there should be 

continuous efforts to switch MSEs’ mindset to move forward with innovation and 

change.  

 External environment, such as price stability and infrastructure are not in 

favor of MSEs to grow their businesses. Therefore, stable and low inflation, and 

infrastructure acceleration should become government top priority.  

Most MSEs, especially MEs, owners have low education level (Junior High) and lack 

of work and business experiences, while according to Reeg (2013), entrepreneur 

should have quality education and quality work experience. Therefore, government 

should support MSEs for education and business experience improvements, such as 

improve the quality of SMK and Politeknik, established more BLK, provide facilities 

for MEs to participate in Expo, Workshop, Conference, Comparative study, 

motivational workshop, etc. 

 MSEs are so diverse with almost no specific pattern. Therefore, further studies 

should be conducted for each specific business subsector, since most of MSEs 

businesses are unique. 

  



 73 

REFERENCES 

 

Abdullah, M.A. dan Hoetoro, A. (2011). Social Entrepreneurship as an Instrument to 
Empowering Small and Medium Enterprises: An Islamic Perspective. 
International Journal Management Business, Vol. 1, No. 1. 

Adizes, I. (1979). Organizational Passages: Diagnosing and Treating Life Cycle 
Problems in Organizations. Organizational Dynamics, Vol. 8, p. 3-25. 

Ahmad, M., et al. (2012) New Determination of Factors Affecting the Growth of Small 
And Medium Sized Enterprises In Pakistan. International Journal of Business 
and Management, Vol. 4, No. 6. 

Al-Ghazali. (1989). Minhajul ‘Abidin ‘ila Jannati Rabbil ‘Aalamiin. Beirut: Mu’asisah 
Ar-Risalah. 

Ascarya and Yulizar, D.S. (2007). Redefine Micro, Small, and Medium Enterprises 
Classification and the Potency of Baitul Maal wa Tamwiel as Intermediary 
Institutions in Indonesia. Paper, presented in UBD-IRTI International 
Conference on Inclusive Islamic Financial Sector Development: Enhancing 
Islamic Financial Services for Micro and Medium Sized Enterprises (MMEs). 

Azis, A. dan Rusland, A.H. (2009). Peranan Bank Indonesia di dalam Mendukung 
Pengembangan Usaha Mikro, Kecil, dan Menengah. Seri Kebanksentralan 
No.21. Pusat Pendidikan dan Studi Kebanksentralan (PPSK BI). 

Benzing, C., et al. (2009). Entrepreneurs in Turkey: A Factor Analysis of Motivations, 
Success Factors and Problems. Journal of Small Business Management, Vol. 
47. No. 1. 

Bigio, A.G. (2000). Social Funds and Reaching the Poor: Experiences and Future 
Directions. Proceedings from an International Workshop. The World Bank and 
Africatip La Red Social de América Latina y el Caribe NGO-WB Committee. 
Washington, D.C. 

BIS (2013). SMEs: The Key Enablers of Business Success and the Economic 
Rationale for Government Intervention. BIS Analysis Paper Number 2. 
Departement for Business Innovation & Skills.  

Brink, A., Michael, C., and Andre, L. (2003). Problems Experienced by Small 
Businesses in South Africa. Paper, presented in 16th Annual Conference of 

Small Enterprise Association of Australia and New Zealand. Australia: 
University of Ballarat. 

Chittithaworn, C., et al. (2011). Factors Affecting Business Success of Small & 
Medium Enterprises (SMEs) in Thailand. Asian Social Science, Vol. 7, No. 5.  

Churchill, N.C. and Lewis. V.L. (1983). The Five Stages of Small Business Growth. 
Harvard Business Review, Vol. 61, May-June, p.30-50. 

Churchman, C.W. (1971). The Design of Inquiring Systems, Basic Books. In Mitroff, 
I.I, Emshoff, J.R. and Kilmann, R.H. (Eds.). Assumption Analysis: A 
Methodology for Strategic Problem Solving. Management Science, Vol. 25, No. 
6, p. 583-593 

Cooney, T. et al. (2011). Muslim Entrepreneurship in Ireland. Report. Dublin 
Institute of Technology.  

Daily, C. M. et al. (2002). Governance and Strategic Leadership in Entrepreneurial 
Firms.  Journal of Management, Vol. 28, No. 3. 



 74 

DCED. (2013). The Donor Committee for Enterprise Development: Current Debates 
on Small Enterprises and Development Agency Support. Private Sector 
Development Synthesis Note: Small Enterprises. 

Department Perbankan Syariah Bank Indonesia. (2006). Pilot Project, Bank Indonesia 
Linkage Program bagi Lembaga Keuangan Syariah.  

Easton, A.C. (1988). An Experimental Investigation of Automated Versus Maual 
Support for Stakeholder Identification and Assumption Surfacing in Small 
Groups. Dissertation, University of Arizona. 

Faizal, P.R.M., et al. (2013). The Entrepreneurs Characteristic from al-Quran and al-
Hadis. International Journal of Trade, Economics and Finance, Vol. 4, No. 4, p. 
191-196. 

Farooqi, A.H. (2006). Islamic Social Capital and Networking. Humanomics. Vol. 22 
Issue 2. 

Fehlinger, G, and Tanja El-Nemr. (2010). The European Social Fund and 
Entrepreneurship. Background Report. Bernard Brunhes International.  

Flood, R. L. & Jackson, M. C. (1991). Creative Problem Solving: Total Systems 
Intervention. In Easton, A.C. (Eds). An Experimental Investigation of 
Automated Versus Manual Support for Stakeholder Identification and 
Assumption Surfacing in Small Groups. Dissertation, University of Arizona. 

Garoma, B.F. (2012). Determinants of Microenterprise Success in the Urban Informal 
Sector of Addis Ababa: A Multidimensional Analysis. Erasmus University 
Rotterdam. 

Ghosh, B.C. and Wayne, K. (1999). An Analysis of Key Success Factors of SMEs: A 
Comparative Study of Singapore/Malaysia and Australia/New Zealand.  

Gibson, T. and Vaart, H.J. (2008). Defining SMEs: A Less Imperfect Way of Defining 
Small and Medium Enterprises in Developing Countries. The Brookings 
Institute, Global Economy and Development. 

Greiner, L.E. (1972). Evolution and Revolution as Organizations Grow. Harvard 
Business Review, Vol.50, No.4 July-August, p.37-46. 

Hampel-Milagrosa, A. (2014). Micro and Small Enterprise Upgrading in the 
Philippines: The Role of the Entrepreneur, Enterprise, Networks and Business 
Environment. Bonn: Deutsches Institut für Entwicklungspolitik (German 

Development Institute).   

Haryadi, D., Erna, E.C., dan Maspiyati. (1998). Tahap Perkembangan Usaha Kecil: 
Dinamaika dan Peta Potensi Pertumbuhan. Bandung, Yayasan Akatiga. 

Hashemi, S.M. and Montesquiou, A. (2011). Reaching the Poorest: Lessons from the 
Graduation Model. Focus Note 69. Washington, D.C., CGAP, March. 

Hassan, M.K. and Hippler, W.J. (2014). Entrepreneur and Islam: An Overview. Ecom 
Journal Watch, Vol. 11, No. 2, p. 170-178. 

Hendrawan. (2009). Spiritual Management, From Personal Enlightment Towards 
God Corporate Governance. Bandung, Mizan, hlm. 100-101. 

Hoque, N,, Abdullahil, M., and Abdullah, M.A.M. (2014). Dynamics and Traits of 
Entrepreneurship: An Islamic Approach. World Journal of Entrepreneurship, 
Management and Sustainable Development, Vol. 10. No.2.  



 75 

Hoque, N., et al. (2014). Dynamics and Traits of Entrepreneurship: an Islamic 
Approach. World Journal of Entrepreneurship, Management and Sustainable 
Development, Vol. 10 Iss. 2, p. 128-142. 

Humphrey, J. and Schmitz, H. (2000). Governance and Upgrading: Linking Industrial 
Cluster and Global Value Chain Research, Brighton, University of Sussex: 
Institute of Development Studies. The Institute of Development Studies (IDS) 
Working Paper 120. 

Jasra, J.M., et al. (2011). Determinants Of Business Success Of Small And Medium 
Enterprises. International Journal of Business and Social Science, Vol.2 No. 20. 

Joreskog, K. (1973). A General Method for Estimating a Linear Structural Equation 
System. In AS Goldberger, & OD Duncan (Ed.), Structural Equation Models in 
the Social Sciences (p. 85-112). New York: Seminar Press. 

Kayed, R.N. (2006). Islamic Entrepreneurship: a Case Study of the Kingdom of Saudi 
Arabia.   Thesis. Masey University, New Zealand. 

Kayed, R.N. and Hassan, M.K. (2015). Development of Entrepreneurship Through 
Islamic Finance. 7th IFSB Public Lecture on Financial Policy and Stability. 
Jakarta. 

Kazanjian, R.K. and Drazin, R. (1989). An Empirical Test of a Stage of Growth 
Progression Model. Management Science, Vol.35, No.12, p. 1489-1503. 

Keesling, J. W. (1973). Maximum Likelihood Approaches to Causal Flow Analysis. 
Dissertation, University of Chicago. 

Kementerian Koperasi dan Usaha Kecil dan Menengah Republik Indonesia. (2010). 
Peraturan Menteri Koperasi dan Usaha Kecil dan Menengah No. 1 tahun 2010 
tentang Rencana Strategis Kementerian Koperasi dan Usaha Kecil dan 
Menengah tahun 2010 – 2014. Jakarta. 

Khalique, M., Nick, B., and Jamal, A.N. (2015). Intellectual Capital in Small and 
Medium Enterprises in Pakistan. Journal of Intellectual Capital, Vol. 16 No. 1.  

Kushnir, Khrystyna. (2010). How Do Economies Define Micro, Small and Medium 
Enterprises (MSMEs)? Companion Note for the MSME Country Indicators. IFC 
and the World Bank. 

Kushnir, Khrystyna, Mirmulstein, M.L. and Ramalho, R. (2010). Micro, Small, and 
Medium Enterprises around the World: How Many Are There, and What 
Affects the Count? The MSME Country Indicators Note. IFC and the World 
Bank. 

Lester, D.L., et al. (2003). Organizational Life Cycle: A Five Stage Empirical Scale. 
International Journal of Organizational Analysis, Vol.11, No.4, p. 339-354. 

Loewe, M. et al. (2013). Which Factors Determine the Upgrading of Small and 
Medium-Sized Enterprises (MSEs)?: the Case of Egypt. Bonn: Deutsches 
Institut für Entwicklungspolitik (German Development Institute).  

Martini, Maira. (2013). Reducing bureaucracy and corruption affecting small and 
medium enterprises. Transparancy International. 

McKnight, D.H. and Chervany, N.L. (1996). The Meanings of Trust. University of 
Minnesota: Carlson School of Management 

McPherson, M.A. (1996). Growth of Micro and Small Enterprises in Southern Africa. 
Journal of Development Economics, Vol. 48, p. 253-277. 



 76 

Mead, D.C. and Liedholm, C. (1998). The Dynamaic of Micro and Small Enterproses 
in Developing Countries. World Development, Vol. 26, No. 1, p. 61-74. 

Mitroff, I.I, and Emshoff, J.R. (1979). On Strategic Assumption-Making: A Dialectical 
Approach to Policy and Planning. The Academy of Management Review, Vol. 4, 
No. 1, p. 1-12. 

_______________________. (1981). Challenging Strategic Planning Assumptions: 
Theory, Cases and Techniques. In Easton, A.C. (Eds). An Experimental 
Investigation of Automated Versus Manual Support for Stakeholder 
Identification and Assumption Surfacing in Small Groups. Dissertation, 
University of Arizona. 

_______________________. (1982). Business Policy and Metaphysics: Some 

Philosophical Considerations. The Academy of Management Review, Vol. 7, No. 
3, p. 361-371. 

Mitroff, I.I., Emshoff, J.R., and Kilmann, R.H. (1979). Assumption Analysis: A 
Methodology for Strategic Problem Solving. Management Science, Vol. 25, No. 
6, p. 583-593. 

Muhammad, M.Z., et al. (2008). An Analysis of Islamic Ethics in Small and Medium 
Enterprises (SMEs). Unitar E-Journal, Vol. 4, No. 1. 

Munizu, M. (2010). Pengaruh Faktor-Faktor Eksternal dan Internal Terhadap Kinerja 
Usaha Mikro dan Kecil (UMK) di Sulawesi Selatan. Jurnal Manajemen dan 
Kewirausahaan Vol. 12, No.1. 

Munizu, M. (2013). Strategi Peningkatan Kinerja dan Peran Usaha Kecil dan 
Menengah (UKM) Pengolah Produk Berbasis Pangan di Kota Makassar.  

Murphy,P.J. and Coombes, S.M. (2008). A Model of Social Entrepreneurial Discovery. 
Journal of Business Ethics, Vol. 87, p. 325–336. 

Olawale, F. and Garwe, D. (2010). Obstacles to the Growth of New SMEs in South 
Africa: A Principal Component Analysis Approach. African Journal of Business 
Management Vol. 4(5). 

Oukil, M.S. (2013). Entrepreneurship and Entrepreneurs in an Islamic Context. 
Journal of Islamic and Human Advanced Research, Vol. 3, Issue 3, p. 111-131. 

Oukil, M.S. (2013). Entrepreneurship and Entrepreneurs in an Islamic Context. 
Journal of Islamic and Human Advanced Research. Vol. 3, Issue 3. 

Papzan, A. et al. (2008). Determining Factors Influencing Rural Entrepreneurs’ 
Success: A Case Study of Mahidasht Township in Kermanshah Province of 
Iran. African Journal of Agricultural Research Vol. 3. No.9. 

Pereneyi, A., Selvarajah, C., and Muthaly, S. (2011). Investigating the Firm Life-Cycle 
Theory on Australian SMEs in the ICT Sector. Journal of Asia Entrepreneurship 
and Sustainability, Vol. 7, No.2, p.13-41. 

Pillay, M.K. (2006). The Internal and External Environtment for Small Business 
Growth in Pietermaritzburg. Pietermaritzburg: University of Kwazulu-Natal.   

Quinn. R.E., and Cameron, K. (1983). Organizational Life Cycles and Shifting Criteria 
of Effectiveness: Some Preliminary Evidence. Management Science, Vol. 29, No. 
1, p. 33-51. 

Rafiki, Ahmad, et al. (2014). Islamic Human Capital and Firm Performance: An 
Evidence of Small and Medium Enterprises in Bahrain. International Journal 
of Business and Management. Vol.9, No.4.  



 77 

Reeg, C. (2013a). Micro, Small and Medium Enterprise Upgrading in India: Learning 
form Success Cases. Bonn: Deutsches Institut für Entwicklungspolitik 
(German Development Institute). 

______. (2013b). Micro, Small and Medium Enterprise Upgrading in Low and Middle 
Income Countries: A Literature Review. Discussion Paper 15/2013. Bonn: 
Deutsches Institut für Entwicklungspolitik (German Development Institute). 

Republik Indonesia. (2008) Undang-Undang No. 20 tahun 2008 tentang Usaha 
Mikro, Kecil, dan Menengah. Jakarta.  

Roomi, M.A. (2006). Entrepreneurial Capital, Social Values and Islamic Traditions: 
Growth of Women-Owned Enterprises in Pakistan. 

Rose, R.C., Naresh, K., and Lim L.Y. (2006). Entrepreneurs Success Factors and 
Escalation of Small and Medium-sized Enterprises in Malaysia. Journal of 
Social Sciences, Vol.2, No.3. 

Scott,M. and Bruce, R. (1987). Five Stage of Growth in Small Business. Long Range 
Planning, Vol. 20, No. 3, p. 45-52. 

Sefiani, Y. and Robin, B. (2013). What Influences the Success of Manufacturing 
SMEs? A Perspective from Tangier. International Journal of Business and 
Social Science, Vol. 4 No. 7.  

Soini, E. and Veseli, L. (2011). Factors Influencing SMEs Growth in Kosovo. 
International Business Management. Kosovo: Turku University of Applied 
Sciences. 

Stefanovic, I., Sloboda, P., and Ljubodrag, R. (2010). Motivational and Success 
Factors of Entrepreneurs: the Evidence from A Developing Country. Zb. rad. 
Ekon. fak. Rij. Vol. 28, Sv. 2.  

Stefanovic, I., Damnjanovic, P. and Jasko, O. (2010). The Analysis of Contemporary 
Environment Impact upon Organizational Operations. Serbian Journal of 
Management, Vol. 5, No. 1.  

Tahir, P.R., Mohamad, M.R., and Diya’uddeen, B.H. (2011). A Short Review of Factors 
Leading to Success of Small Medium Enterprises. Interdisciplinary Journal of 
Contemporary Research In Business, Vol.2, No.11. 

Temitope, A.E., et al. (2013). Determinants of Small and Medium Enterprises (SMEs) 
Performance in Ekiti State, Nigeria: A Business Survey Approach. European 
Journal of Humanities and Social Science. Vol.27, No.1. 

UNIDO and UNODC. (2007). Corruption Prevention to Foster Small and Medium-
Sized Enterprise Development: Providing Anti-Corruption Assistance to Small 
Businesses in the Developing World, Vol. 1. 

Vargas-Hernandez, J.G., Noruzi, M.R. and Narges, S. (2010). An Exploration of the 
Affects of Islamic Culture on Entrepreneurial Behaviors in Muslim Countries. 
Asian Social Science, Vol.  6, No. 5, p.120-127. 

_________________. (2012). A Literature Review on the Effect of Islam on 
Entrepreneurship in Muslim Countries: Focus on Iran. Global Journal of 
Human Social Science, Vol. 12, Issue 2,  Version I. 

Wiley, D. (1973). The Identification Problem for Structural Equation Models with 
Unmeasured Variables. In A. Goldberger, & O. Duncan (Eds.), Structural 
Equation Models in the Social Sciences (p. 69-84). New York: Seminar Press. 



 78 

Zadjuli, S.I. (2015). Era Syariah adalah Tuntunan Rasulallah. Lembaga Keuangan 
Mikro Syariah. Diakses pada 21 April 2015. www.tamzis.com  

Zain, M.A. (2014). Menyongsong Era Masyarakat Ekonomi Asean (MEA) 2015 dengan 
Berhijrah pada Syariah Kaffah Menuju Terwujudnya Baldatun Thoyyibatun 
wa Rabbun Ghafur.   


