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Abstract

The objective of this article is to describe the development and the role of MSMEs in
Indonesia and review the results of research on the role of social capital for the
sustainability of MSMEs. An explanation of the role of social capital for the sustainability
of MSMEs starts with the existence of MSMEs in Indonesia, the definition of social
capital, the dimensions of social capital and the role of social capital for the lives of
farmers, fishermen and MSMEs. The conclusions present that social capital can maintain
the sustainability of MSMEs.
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l. INTRODUCTION

Micro, Small and Medium Enterprises (MSMES) for the country of Indonesia, are
the main pillars of the economy. Micro-scale scale entities play a strategic role as people's
safety nets in the face of crises and economic turbulence, so that the existence of reliable
and strong MSMEs is the main capital of economic development, and becomes a bearing
in facing global economic turmoil (Indonesian Bank, 2015).MSMEs have a strategic role
in national economic development, because in addition to playing a role in economic
growth and absorption of labor, they also play a role in the distribution of development
outcomes. MSMEs have proven to be more resilient in facing a crisis when several large
periodic business sectors stagnate and even stop their activities (Amalia et al., 2017),
given their role in the economy, the development of MSMESs becomes crucial. MSMEs act
as the foundation of the Indonesian economy, which affects the economy. MSMEs rarely
rely on funding from banks, so they are free from bad credit. Technology that is labor
intensive and local resources, the products produced can be sold at low prices (Bismala
and Handayani, 2014). MSMEs have special characteristics that distinguish them from
large types of businesses, including the characteristics that distinguish micro, small and
medium enterprises. The labor needed by small industries does not require high formal
education, most of the labor needed by this industry is based on experience (learning by
doing) which is related to historical factors (path dependence) Sulistyastuti (2004).

The development of MSMEs in Indonesia has increase after the global crisis.
The growth in the number of MSMEs continues to increase with a considerable
absorption of labor as presented in Table 1. The number of MSME units continues to
increase from year to year. The increase from 2011 to 2012 was 2.4 percent. The same
percentage increase occurred from 2012 to 2013. The percentage increase in a row from
2013 to 2017 was 1.8 percent, 1.98 percent, 1.65 percent and 5.17 percent. The average
percentage increase in the number of MSME units for six years from 2011 to 2017 is
2.68 percent. Some researchers found that social capital plays a role in increasing the
number of MSMEs.

Table 1
The Development Of MSMEsIn Indonesia Period Of 2011-2017

Year Number Number Of Contribute Of Export

OfMSMEs Employes MSMEs To DPB Value Of

(unit) (person) (Billion Rp) MSMEs
2011 55.206.444 101.722.458 1.369.326 187.441,82
2012 56.534.592 107.657.509 1.451.460 166.626,50
2013 57.895.721 114.144.082 1.536.919 182.112,70
2014 58.943.772 128.850.942 1.670.662 191.442,32
2015 60.106.629 136.779.510 1.794.993 197.970,28
2016 61.100.715 138.231.124 1.800.859 198.726.512
2017 64.201.065 140.196.503 1.998.033 201.023.110

Source: Central Statistics Agency, 2018
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II.  CONCEPT OF SOCIAL CAPITAL

The concept of social capital was first put forward by Coleman (1988) who defined it as
aspects of the structure of interpersonal relationships that enable them to create new
values. Coleman distinguishes between social capital, physical capital and human
capital. According to World Bank (2005), social capital is not as simple as just the sum of
the institutions formed by society, but it is also an adhesive and reinforcement that unites
them together. Unlike human capital, which emphasizes everything to be more referring
to individual dimensions, namely the power and expertise possessed by an individual,
social capital emphasizes the potential of groups and patterns of relationships between
individuals in a group and between groups with space for attention to dimensions social
capital such as social networks, norms, values, and beliefs among people born to group
members and become group norms.

Social capital includes institutions, relationships, attitudes and values that direct and
mobilize interactions between people and contribute to social and economic development.
Social capital can be a stimulant capital owned by a population to unlock other capital
potentials such as human resources, physical resources, natural resources and financial
resources (La Ola, 2011).

According to Lawang (2004), social capital refers to all the strengths of community social
forces that are constructed by individuals or groups by referring to social structures which
according to their judgment can achieve individual and / or group goals efficiently and
effectively with other capital. The nature of social capital is the social relationship that is
interwoven in the daily lives of citizens. Social relations reflect the results of social
interactions in a relatively long time so as to produce networks, patterns of cooperation,
social exchange, mutual trust, including values and norms that underlie social relations
(lbrahim, 2006).

Social capital can be an identification to measure economic performance. At the
macro level the indicators are the emergence of trusts, civic norms and aspects of social
capital as a basis for economic development (Knack and Keefer, 1997). The dimensions
of social capital describe everything that makes communities allied to achieve common
goals on the basis of togetherness, and in them are bound by values and norms that grow
and are obeyed (Dasgupta and Serageldin, 1999).

Social capital has six dimensions, namely: 1) total membership; 2) the level of
diversity of group members / organizations; 3) intensity of meetings; 4) level of decision
making; 5) the level of contribution (money and energy); and 6) community orientation
(Grootaert, 1998). Krishna and Uphoff (1999) distinguish social capital into two
complementary dimensions, namely structural dimensions and cognitive dimensions.
Both of these dimensions have general elements that encourage behavior to collaborate
profitably.

Winter (2000) identifies social capital into six dimensions, namely: 1) habits (type
of agreement: formal and informal); 2) shared goals (between institutions respect for
respect); 3) relationships in the relationship of "bridging" (trust and reciprocity) mutually
build together; 4) social capital as an intermediary (trust can build a system of closeness
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between individuals); 5) the intensity of the relationship (the intensity of the relationship
between individuals is wealth and multiple benefits in society); and 6) social location
(establishing kinship relations) can build social capital resources. Haddad and Maluccio
(2000) divide social capital into three dimensions, namely: 1) the level of household
participation in the group; 2) group functions for households; and 3) the level of trust of
households in the group.

Several studies on social capital in relation to various collective activities have
been carried out. Ohama's (2001) research in Philippine Central Luzon found that
collective work did not only alleviate the farming community from the poverty trap, but
also succeeded in creating a social capital in the form of developing the people's
organization "Ugnayang Magsasakang San Siomon (UMSS)". Several other cases in
various Latin American and Caribbean countries, such as El Salvador, Jamaica,
Venezuela, Columbia, Argentina, and Bolivia, show a correlation of social capital with a
reduction in the number of poor people through a program named "Government,
Business, and Civic Partnerships for Poverty Reduction (Fiszbein and Lowden, 1999).

Mackie's research (1998) concludes that the key to success of Chinese businessmen
at the global level is caused by two factors, namely: (1) international trust in xinyong
(trust) which serves as an adhesive that binds trade transactions; and (2) guanxi (personal
relations) as a tool to reduce transaction costs in business carried out in various situations
where legal protection for contract implementation is often unreliable. Xinyong and
guanxi are dimensions of social capital, that is, the use of social capital is one of the keys
to the success of Chinese businessmen on a global level.

Amin (2016) examines the role of social capital in poverty alleviation in the Betet
Sub-District Pesantren District in Kediri Regency, finding that the characteristics of the
social capital of the respondents included trust, networks, established values and norms,
participation and pro-active actions. The existence of social capital contributes positively
to the existence of poverty alleviation programs that emphasize community participation
in various activities. Pranadji (2006) examined the strengthening of social capital for the
empowerment of rural communities in the management of dry land agrosystems. Wafa
(2003), in his research looked at how networks and norms as elements of social capital
built in farmer groups are beneficial for increasing productivity of farmer groups "Mardi
Utomo", by sharing information about the production process and cooperating in post-
harvest sales to strengthen the position of members of farmer groups in dealing with
buyers of agricultural products. Lubis (2002), highlights how the work of the element of
social capital namely trust in an ethnic Chinese population, finds that trust among
member members is a strong glue for better cooperation.

Several studies which examined the influence of the importance of social capital if
developed in society, were carried out by Brata (2004) in Yogyakarta who found that
social capital in the form of networks was beneficial in obtaining informal loans or
assistance, when formal government assistance was very limited. This situation is in line
with what was found by Bastelaer (2000), that the poorest members of society who do not
have access to micro-credit facilities, make social networks an important element to fulfill
their capital. Badaruddin's (2003) study of the fishing community found that one of the
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factors causing the difficulty of traditional fishing communities and labor fishermen out
of the poverty trap was the low or undeveloped social capital in the community.
Hasbullah (2006) added, the basic problem that needs to be studied about the failure of
programs and policies related to welfare so far, is careless in identifying the factors that
determine the social capital of the community. Puspito (2016) who examined social
capital in the Kuantan Brotherhood Society found that the existence of social capital in
the community is one of the main components in mobilizing togetherness, solidarity and
mutual trust and mutual benefit to achieve common goals.

Other studies include Pranadji (2006) on strengthening social capital for
empowering rural communities in the management of dryland agroecosystems, Cahyono
and Adhiatma (2012) on the role of social capital in improving the welfare of tobacco
farmers in Wonosobo Regency. Witjaksono (2010) conducted a study of social capital in
the dynamics of the development of the Waru Sidoarjo metal industry center, finding that
in the economic context the development of social capital is a pillar of other forms of
capital (physical, financial and human capital).

Thobias, et al. (2013) examined the effect of social capital on entrepreneurial
behavior (a study of micro, small and medium enterprises in Kabaruan District, Talaud
Islands Regency). Tohani, et al. (2015) conducted a study on the utilization of social
capital in community entrepreneurship education: willingness in the vocational village
education program concluded that the utilization of social capital could be carried out by
the community. Social capital that is built and utilized by entrepreneurs (target groups) is
manifested in productive relations with other individuals or organizations either because
of friendship, brotherhood, business interests and regulations.

Sanatana et al. (2018) found that social capital has a direct and positive effect on
the employment opportunities of farmers who are members of the simantri group in Bali,
which means that better social capital from farmers who are members of the simantri
group in Bali Province will provide higher employment opportunities for farmers are
members of the simantri group. High social capital is demonstrated through the strong
relationship between farmers and farmers still maintaining local wisdom in the social life
of farmers. High employment opportunities are indicated by the giving of work in the
form of giving responsibility for the maintenance of a cow in a combination of farmer
groups (gapoktan).

I1l.  SOCIAL CAPITAL AND SUSTAINABILITY of MSMEs

The development of MSMEs in Indonesia must be strategic and have a long-term impact
because this refers to the growth of employment and improvement of regional and
national economies (Nurhajatie, 2009). One factor that can improve the performance of
MSMEs is social capital (Prestutti et al, 2016, Meflinda et al, 2018, Habersetzer et al,
2018).

Muslikah, et al (2018) examined the influence of entrepreneurial competencies,
entrepreneurial strategies and social capital on sustainable competitive advantage with
business performance (entrepreneurs) as intervening variables, finding that
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entrepreneurial strategies and social capital have an influence on the performance of
entrepreneurs with the concept of competitive advantage as an intervening variable.
Social capital is closely related to the relationships between individuals, norms, and
beliefs that facilitate coordination and mutually beneficial cooperation. The components
of social capital should be utilized maximally by individual MSME actors, for example
social networks are used by individuals to gain market, knowledge, cooperation and
assistance with tools, capital and others, while trust is used by individuals to build
commitment with other parties in order to maintain

cooperation already established.

Yuliarmi, et al (2015), examined the empowerment of the household craft industry
for poverty alleviation in Bali Province (in terms of aspects of social capital and the role
of customary institutions) found that social capital had no significant effect on the
empowerment of SCE. Social capital is very important for craftsmen, but to be able to be
empowered in conducting business activities is still very much in need of the role of other
variables. The positive relationship between social capital and the empowerment of SCE
means that there is a supportive relationship between perceptions of social capital
indicators and perceptions of the existence of SCE.

Prasetyo and Harjanti (2013) examined the social capital of micro and small
entrepreneurs (MSEs) in the informal sector and their relationship with business
performance in the East Java region found that the dimensions of social capital were
financial support, network support and moral support received by respondents in this case
entrepreneurs small micro enterprises in the informal sector become one of the important
factors in the sustainability of the MSEs being run. The social capital of UMK owners in
the informal sector in the East Java region who are the respondents of the study has a
relationship with business performance on several indicators including: education level
indicators with customer targeting, and pricing, indicators of parental financial support,
gender, and promotions carried out , as well as current products and discounts.

The role of social capital in the progress of business organizations is evidenced by
the research findings, including Sozbilir (2018), finding that the interaction between
elements of social capital can encourage creativity and efficiency of companies in
Turkey. This finding supports previous empirical findings which state that social capital
is an important organizational phenomenon affecting several dynamics and outcomes
including corporate creativity. The findings of the role of social capital on the success of
microenterprises are published by Aldecua, et all (2017), who conducted research on the
local wine industry in Catalonia. Research with the case study design found that bonding
and bridging as dimensions of social capital dimensions strengthened the interplay
between wine entrepreneurs so as to increase innovation in production among wine
entrepreneurs. The findings of Aldecua, et all (2017) support previous research conducted
by Galbreath et al (2016) which states that social capital has been continuously related to
competence and innovation of regional wine production.

Social capital contributing to the progress of MSMEs was also investigated in
Thailand. Phuangrod, et all (2017) found that networks that are built between small and
medium entrepreneurs can improve business performance. Net working is a network of
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social interactions and personal relationships that are contained in human capital. The
network forms social capital among entrepreneurs. The network helps drive business
growth and business capabilities to survive small and medium entrepreneurs in the
southern part of the Province of Thailand. Net working also results in entrepreneurs
getting information earlier than competitors, so the company has an advantage in
competing.

IV. CONCLUSION

MSMEs are the backbone of the economy in Indonesia. The role of MSMEs in the
economy has been found in several countries. The role shown by MSMEs includes
absorbing labor and contributing to foreign exchange for the country. The government
has given attention to MSMEs in order to maintain the sustainability of MSMEs and
encourage their growth. Some research on factors that influence the development and
performance of MSMEs found that social capital is one of the drivers of improving
MSME performance.

Social capital is a combination of norms, mutual cooperation attitudes and
networks which are intangible assets which are actual and potential resources. The
existence of social capital in an institution was found to play a role in increasing the
quantity and quality of output from the institution. Several studies on the role of social
capital for improving institutional performance are carried out in various countries
including Indonesia, in various sectors including the agriculture, forestry and business
sectors. The findings of the researchers stated that networks and norms were able to
alleviate the poverty of farmers, in the field of business social capital was found to be
able to increase entrepreneurial spirit.

The importance of social capital for MSMEs is a research finding that states that
there is a positive relationship between social capital and the empowerment of SCEs, the
dimensions of social capital namely financial support, network support, and moral
support received by small micro entrepreneurs in the informal sector become an
important factor in the sustainability of MSEs run. Researchers from Turkey, Thailand,
China and Catalonia also found that network bonding and bridging were able to enhance
the creativity and innovation of products of small and medium entrepreneurs.
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