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Abstract: The purposes of this research are to investigaie the key faciors contributed to the informal sector
husimesses success, how the key factors formed, and how unigue the key factors contributed to daily profis
The research was undertaken in Makassar City, South Sulawesi, Indonesia by asking 4350 respondents
using listed indicators mentioned in questionnaires, observing the informal sector businesses in several
streets in Makassar and asking the participants to list the important indicators whick are believed fo be
importani in making informal sector business ruccess The collected data were analyzed using multidimen-
sipnal scaling analysis to classify the class of indicators. The research concluded that there were several
aspects contributed to the success of informal sector businesses. Firstly, the use of equity is the most impor-
tani indicator in financial aspect, the owners tended to refuse the wie of debt. Secondly, in environment
aspect, the owners identified that choosing good place, approval place by the government, neighbor skills
waiching, be aware of removal by the tasiforce, training and technical suppart and keeping in touch with
current lechnology were very important Thirdly. the marketing aspect. the respondents emphatrized in
service qualily, the quality of the product or services and performed the special treatment 10 customers in
order t6 achieve the success. However the informai sector did not over service guarantee and did nor

believe that selling other owners ™ product could contribuse 1o success of the business.
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Big economic crisis hit Indonesia in 1997, caused lot
of economic problems and many people became un-
employed. The unemployment rate reached 10% of
the total of Indonesian population, which more than
10 million people are jobless.

Some of the Indonesian workers tried to become
sell employved even though they tried to survive by
setting the temporary productive activities in infor-
mal sector, the workers did not satisfy with the work
that they involved.

More people tried to work in informal sector in
keeping themselves to survive in recession. The in-
formal sector is one solution in supporting family life

while hunting opportunities to work in formal sector.
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The purposes of the article are to investigate the
performance of informal sector affected by the imple-
mentation of management function in financial as-
pect. marketing aspect, human resources manage-
ment, environmental aspect and entreprencurship
skills,

Literature Review

Many study has been undertaken to investigate
the success of informal sector business which con-
tributes to national economy (Tambunan, 2000) as
'Iiulml.llhmnmuﬂupnufbmm which able
to survive during cconomy crisis in Indonesia. The
informal sector contributed significantly hcruthtg
job opportunity, and maintaining economic activilies
going well during the crisis. More people are relving
in informal sector to support family life as conse-
guence of lacking access to get more funds from
banks or other financial mstitutions.




Informal sector is a marginal business because
of lacking m facilites, unorganized place of businesses,
targeted by government official task force to be re-
moved, especially the wraders who occupied public
space and side of the highway or main road. This
place tended to be seen as illegally for traders. In
contrast, the informal sector has been charged for
local government fee and any other duties which are
sctup by local government rules. The government
faced dilemma in handling the informal sector, in one
hand, informal sector has been blamed as unorga-
nized sector which is causing traffic jams (Arief,
1996), because they used the sides of road to oper-
ate the businesses which is space suppose to be used
by pedestrian and on the other hand the government
required them to pay retribution cost to increase lo-
cal government revenue as the consequence of us-
ing government facilities.

Even though the local government used local
government officers as task force to prevent more
people entering business in informal sector, every year
the number of new informal sector workers has in-
creased rapidly in Makassar. In 2000, the oumber of
workers in informal sector approximately 57 000 units
of businesses, and 2007, the number increased o 100
000 (South Sulawesi Statistics Bureau, 2007).

Cost of setting up small business operating as
informal sector is less than cost of setting the small
firm or even micro firm. To start small business for
noodle with movable only need S million rupizh
(Kompas, January 2008), which is quite affordable
to almost everybody who used to work in other busi-
ness and thinking to becume self employed. Low
funds needed to set new business up making less fi-
nancial barriers to enter the informal sector business.
The previous survey shown that most businesses in
informal sector, were set up because of self interest,
less barriers to entry and some of them established
the same business with their parents (Syamsu Alam,
2005). This makes the sector more attractive as step-
ping stone to move to well established businesses when
funds available.

The spirit of entrepreneurship for tribes Buginese
and Macassaresse has been there for the ages, which
make these tribes gained strong motivation in doing
business well and value the job or professions as very

important status in the society. The value of local
people toward job is very important, push the unem-
ployed have to find job even in informal sector.

Family care to relatives which is common in South
Sulawesi's culture, seems to give positive chance 10
access funds for the initial investment in informal
sector. In south Sulawesi tribes, especially the
Buginese, entreprencurship is very popular to be di-
rected to young gencration as part of parent dignity if
the parents have success son (JBIC, 2007), even the
owner of informal sector need to have local value
such as sugi (full of idea), kanawa-nawa (have vi-
sion), warani (risk seeker), and malempu (honest)
in order to achicve sustainable businesses' perfor-
mance (Sulmiman, 2006).

The condition in Makassar City with 1.4 million
population. (local Statistics Bureau, 2005) making in-
formal sector would face the crowded places to sell
the product. Busy people would visit the informal
sector to have lunch and dinner with reasonable price
would make the traders could wait at the place to
service the customers.

Although the city is quite crowded, the traders
need to work hard to maintain the good contact with
the customers because many traders offer similar
products and services with the same price. Informal
sector facing high competition and threat from the
local taskloree disciplined (Satpol PP) for place utili-
ties reason as the consequence of using public space
to sell product and deliver the services which have to
be used for pedestrians. According to Alam (2005),
the informal sector businesses agree to pay retribu-
tion, any illegal payment and ready 1o be removed by
the authority as the consequence of the traders oc-
cupicd the illegal and strategic public space in the
side of the road in the main city of Makassar.

Business environment in Makassar s quite pros-
pect, because every product could be sold quickly as
more potential customers would pass the business
centre area. The majority of informal sector provides
product for basic need of the society and achievable
price (Arief, 1996) would give chances to the new
traders to choose the type of product should be sold.
Therefore the new traders would have chance to keam
and identify the prospect businesses before they stari-
ing doing the businesses. Although informal sector is
easy to follow but barrier to entry is still exists,




Informal sector tended to be blamed as source
of waste, which made the city become dirty and
crowded, as mentioned in (Arief, 1996) that the in-
formal sector produce waste in a very big volume
which contribute to chaos in waste management that
destroy environment balances. It is important to re-
fer the characteristics of entreprencur mentioned by
scholars that entreprencurs, driven by an intense com-
mitment and determined perseverance, work very
hard. They are optimists who see the cup as half full
rather than half empty. They strive for integrity. They
burn with the competitive desire to excel. / Kuratko
and Hodgeris,2001). The mainstream of spirit of
Macassaresse and Buginese value that the entrepre-
neurs seek for challenging tasks to support the need
of the family, made these tribes tended to ry any
types of businesses which suitable the their skills, (Ohe
and Rakhman, 2007). The issue of job and social sta-
tus it is quite essential to ensure that the young gen-
cration must have job and making money as the sym-
bol of success. Working hard and spend wiscly are
very essential to get success in business for Buginese
(Fajar 7 February 2008). The complicated aspect of
informal sector ensures the researcher 1o investigate
the crucial aspects needed to be considered in achiev-
ing appropriate profit. Although the indicators em-
ployed in informal sectors research very depending
on the condition of the businesses environment (Coo-
pers & Schindlers 2001), it is wise to believe that in
South Sulawesi case, trust is one very important as-
pect need to be considered to build marketing rela-
tionship. As (Ulaga and Eggert, 2006) mentioned in
their research that in the relationship marketing, the
supplier concerns on value, satisfaction, trust, com-
mitment, expansion, leaving. They found that rela-
tionship value is positively correlated with relation-
ship quality and the standardized path coefficient of
0.57, relationship value has the strongest impact on
satisfaction (Ulaga and Eggert, 2006:319).

METHODS

Severai steps were taken in developing this sur-
vey instrument. In a first step, depth- interviews were
conducted with forty five owners in informal sector
businesses in ten various products and services who
operating in location of Makassar Mall, Pettarsni
street, Alauddin Street, Cenderawasih Street in

Makassar. The interview explored several aspects
considered by the owner in operating their businesses
which contributed to keeping the businesses going on
in high competitive environment. The aspects were
believed to be very important aspect to deal the busi-
nesses well were asked to respondents in order to
confirm the construct. Majority of respondents in this
stage pointed out the several aspects mentioned in
the literature review are believed to be important for
them in keeping the business success even the busi-
ness could sustain,

In the second step, construct definitions and a
list of items tapping each construct’s underlying di-
mensions were developed based on the analysis of
previous interviews and a review of existing litera-
ture. Both definition and iterns were then asked to
the owner to gather the responses how important the
aspects are with the employ of Likert scale | 10 §
The gquestionnaires tests were undertaken w 45 in-
formal business owners. The gathered data were
analyzed for factor analyses to confirm whether or
not the construct could be applied to the whole
samples.

In a third step, a questionnaire prototype was
developed. The survey instrument was composed of
two parts. The firs1 part the respondents were asked
to describe their business profile where the respon-
dent were asked to give their profile including name,
product, age, education background, address, district
of origin, members of the family, married status, mo-
tivation in doing business, place status, side job, num-
ber of workers, the number of oniginal capital, cxist-
ing assets, daily volume of sales, daily profit, the use
of debt, source of capital. In the second parts, the
respondents were asked to give the score how im-
portant the listed aspects need to be included in the
success of their businesses. These aspects are fi-
nancial aspect, environment aspects, marketing as-
pect.
The research was undertaken in Makassar City,
South Sulawesi, Indonesia to 450 informal business
people in fifteen types of businesses. The samples
were selected by purposively due 1o easy 1o access,
convenience place to visit and easy 0 communicate
with the owner. The collected data were analyzed in
factor analysis in selecting the relevant items and the



scaling would investigate the differences in responses
toward indicators asked and how the indicalors
formed the class based on their level of dimension
index.

RESULTS

Based on the research method, identified vari-
ables and indicators selected by the respondents
shown in the results in detail in the sequence tables,
indicated the variation of responses. The respondent’s
responses indicated in mean and the standard devia-
tion, whereas anti image correlation is used use to
ensure that mentioned indicators are statistically sound
ter be included in the further analyses.

The following tables shown the respondents’
responses to listed of indicators and the iteration his-
tory and three dimensional results for the use of mul-

Financial Aspect

Fifieen items were included in the analysis, in
table | shows the result of multidimensional scaling
of financial aspect. The stress measure indicates the
proportion of variance of the disparities not accounted
for by the multidimensional scaling model. Kruskal's
stress is most commonly used 1o measure for deter-
mining a8 model's goodness of fit (Hair et.al. 1998).
Table 2 indicated that only 4.41% of the proportion
of variance of the scaled data (disparities) in the par-
tition is accounted for by their corresponding dis-
lances.

Table | shown that the highest score given is
6.86 (] would rather use eguity than secking debi)
F3 which indicated that the entrepreneurs believed
that using equity is the most important aspect. This
statement is consist of the fact that using debt is less
important (2.78) F2 as shown in the lowest score given
by the entrepreneurs. The other fourteen indicators
were seen 10 be in very high score, which indicated
that the indicators were scored important by the re-
spondents. The table also outlined six items have stan-
dard deviation are greater than | and all of the fif
teen items have anti image correlation are higher than
0.50 in which all item included for multidimensional
scaling analysis.

For multidimensional scaling analyses, it is found
that three items (F2)(F3), and (F&), are situated in
very strong in dimension 1. Three items (F4),(F3),
and (F7), arc very strong in dimension2. Two items
(#8), and (F12), are very strong in dimension 3.

The figure shown that among fifteen indicators
were asked 1o informal sectors to evaluate how im-
portant the financial aspects need o be included in
the thoughts, there were three main groups were
formed. F1,12, 3,4, 16 710 were located in the same
dimension. While 8,19,012,M 3,14 and 15 were close
to each other in dimension 3 and F5, 7,711 were situ-
ated in the same dimensions.

Envirozment Aspect

Derived Stimulus Configuration
Eucldean distance mode!

Figure | The Multidimensional scaling for financial as-
pect rating by informal sector businesscs
(Source: Darvrloped for this research)

Eighteen items were included in the analysis,
that three iteration were performed to calculate the
stress of 43.95% with the improvement results of
0.00042. Table 4 shows twenty five matrices were
formed to achieve the average stress of 0,30200 and
only 8.77% of the proportion of variance of the scaled
data (disparities) in the partition is accounted for by
their corresponding distances.

Table 2 indicated that the entrepreneurs believed
that a good place is very important aspeci (6.90)
1o be considered whereas the respondents did not
agree (2.26) to pay illegal payment for security
reasons. The vanations of responses were quite high
to four items. The highest score (SD 2.699) for state-
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Tabie | Entrepreneurs’ Responses to Finnncial Aspect and Stimulus Coordinate

Indicators {Stimulas Name) Mean SD

A Dimentian
Image 1 2 3

FI Capital is very essential in 6™ 098
my business
F2 1would rather use debt than
cquity
F3 1'would rather use aguity
than seeking debt
F4 Therole of funds is very
important in sustainability
FS The growth of sales would
incresie profit and my
capital
F6 It is very importantto use
furds & Ferently for personal
or family expenses and
husines expendes
F7 The business supposting my
Family life
F§ | recerved mentoring from
debt provider or expert
F9 Whenever | achieve the
substantial profit | would
like to increase my mssets
FI0 1t is very difficult to seck
fund at bank
Fll | enphasizes my budget for
working capitalor tool
oxpenses
F12 | use personal expenses
very tight
F 131 prefer to spend money o
sustain my business
F 14 11 have substantial profit
from this business 1 would
like o seck other tvpeof
business
F15 The use of ccher people
fimds will make financial
problem

1T 1308

6.86 0.693
6.78 0.925

685 0.691

6.80 0.764

6.7 0.895
5.6 2139

6.36 1.130

6.07

6.76

67 0.900

664 (1R 1ind
6.53 L.o3k

6.15 L530

0566  -SH9| 2901 -1.7%688

0555 1.2145 AR18 1367

0551 1.1497 -A187 -1.3541

0710 -8302 10307 -1. 2299

0868 -3803 1.734% 0188

0913 1.6377 5169

0866 1982 14614 597

0797 2183 1.7128%

0507 -1.7310 J867 -A813

0667 J1M 13137  -B826

0876 9342 9856

0B80  B145 L0203 11046

083 - 6063 -3173

088l - 75719 - 1. 5043 2978

0921 =74 95T

Stress and Square Cci'l-rrlﬂig_l_

aouis

Sowrce: Developed for this revearch)

ment “training skills would help me to develop my
businesses, followed by the statement "/ received
advice from relevant department to sustain my
businesses (SD 2.628). The item of E 17(SD 2.357)
and E16 (SD 2.243) indicated the contrast responses
because some respondents rated a little high making
SD of two item were high.

In multidimensional scaling analysis, in dimen-
sion | there were six item (E4, EIOEI2 EI3 ENN
and £/35) very strong, and for dimension 2 only three
items (E/2,E17, E|§) were very strong. Three items
(E9, Eil and El5) very strong in dimension3.
Whereas as shown in figure 2 the Evclidean distance
model indicated there were six classes were formed

& !‘_'fi
a 41




Table 2. Entreprescurs’ Responses to Environment Indicators and Stimulus Coordinate

Indicators (Stimulus Name) Mean SD A Dimen wiom
S= Image 2 3

El Members of family support 6.14 1484  08M  -6828 4593 -L5700
my busingas

E2 It is necessary to have well 6.90 0400 D854 4573 = 0606 L7727
place to sell the produa

E3 1 would mther to sell product 6.581 079% 0830 ~Bl 17 ~ 4075 =|.5249
&t crowded place

E4 My business partmer are .43 LS 34 1.3545 -8#421 <1013
honest

ES It is casy to find the products 6.36 | 380 0840 15159 - 9347 jle?
which | would sell around the
place

ES It & very important to 689 D563 0813 -1 DO28 5955 <1386

obsarve the neighibors skill 1o
BETVE CumlOmer

E7 The weather alfect volume of 6.56 1388 0706 2044 -] 7334 0433
aales
EE | always seek the place .80 086 0758 -~ 4298 -1 2929 6733

which is being approved
by the government
9 [always pay daily charge 6.53 1318 03K - 0387 =1 AOTO 1.07T0%
for the place
E10 Removal business place by 6.66 1262 0.6% 1.0903 -1 3647 -082
the tskforce would
make business lods
Ell | received advise from 4.9 2628 0636 - 1761 5247 1. 5012
relevant depastment to
ustain my husiness
E 12 Traming skill would help 4.7 2699 0663 11126 LITE? 0815
me to develop my
b i ne s
E 13 Security system is 5.7% 1801 0693 14808 6818 247
pocessary to support the
Busines
E 14 Paying safety cost is &M 1713 0786 L4417 677 3017
NECESsAry
El$ Technical ssistance is 6.31 1530 Q710 1. 1306 S&dh 1.0876
needed 1o develop the
business
E 16 The relevan department is 5.05 2243 0817 -1 4040 T210 6331
important to help my
business
E 17 lagreeto pay illegal 226 23571 0630 - 9524 LT £767
payment for security
reasons
E 1§ 1 haveto keep in touch with 6.53 1327 (0664 - 8191 B il a1
aumen lechrology
Stress and Square Correlation 0.0877

Sowere Deveioped for thiy research)

n MRSALAPLIEASIMANAJEMEN IVOLUME & |SOMHE 1| PFFBRU AR 2500




in three dimension model which represented the re-
sponse of sample toward the listed items. First class
consist of el .26 and el 5, followed by second class
¢2 and e4. The third class were formed by €3 and
¢10 and the fourth class were formed by e5.e7, ¢8
and ¢9. While the fifth class were consist of e12,¢13
and el4 and the final class were formed by e¢ll,
cl6.el7and cl8.

Table 3 shown the multidimensional scaling it-
eration history indicated that four itcrations were per-
formed 10 calculate the stress of 0.00725 with the
improvement results of 0.00086. The tble also shows
the average matrices of 0.003673 and 99.79% the
proportion of variance of the scaled data (disparities)
in the partition is accounted for by their correspond-
mg distances.

Table 3 presents the sample responses to mar-
keting aspect, standard deviation, anti image correla-
tion and multidimensional scaling results. The table

Derived Stimulus Corfigurastion

Euclicesn distance model

vy s £

Figure
(Source: Developed for this research Marketing Aspecy)

indicated that the highest score given to three items
(M9, M10 and MI]); and the lowest score given f0
M1 3, while the respondents gave the moderate score
1w Md.

Multidimensional scaling result shows that three
items (M9, M0 and M) are little strong in dimen-
sion 1, whereas in dimension 2, only M6 is very strong.
The item M7 is the only item with quite strong posi-
tion in dimension 3.

Figure 3 described derived stimulus configura-
tion Euclidean distance of marketing aspect which
indicated that only two main classes were formed by
marketing aspect. The first class consists of MJ,

M2.M3, M4, M5.MB M9, MIOMIIMI3.MI4 and
M 16, which indicated that the respondents believed
these items are similarly important. The second class
consists of M7 and M2 which were seen that en-
trepreneurs need to concern on promotion and in-
ventory. M15 and M6 are stand alone indicators which
are classified as unigue indicators.

CONCLUSION AND IMPLICATION

Majority of informal sector owner believed that
the use of equity is most important in supporting busi-
ness success and they tended refuse the use of debt.
The owners also thought that fund discipline, family
support, financial mentoring, and the use of fund wiscly
are also very important. Therefore some of the indi-
cators could also be applied in formal sector or entity
business which is appropriate to any tvpe of busi-
nesses.

Destved Stimulus Configuration

Inghadual differences (weighted) Eucicean distance 1

Figure 3
Souree: Developed for fhin resamrch)

Indicators in environment aspects that contrib-
uted the success of informal sector owners are choos-
ing good place, approval place by the go-vernment,
neighbor skills watching, be aware of removal by the
taskforce, training and technical support and keeping
in touch with current technology. The informal sec-
tor businesses success depends on ability 10 adjust
well with business environment.

The role of government protection to keep in-
formal sector operate in good location would hel the
owner 1o sustain their businesses.

The owner of informal sector believed that
misintaining arention to marketing aspect in terms of




Tabie 3. Entreprencurs’ Responses io Marketing Indicstors snd Stimatus Coordinate

Indicators (Stimulus Nome) Man sD A Dimension
lmage | | 3
M1 Market is very competitive 6.76 0.911 0882 H328 - 0639 -8
M2 It is not easy to sell the 663 1,064 0.788 5908 1278 3026
readv stock
MG The supplier ready to 664 1.014 (.882 5789 D189 - 0669
deliver the product when
asked
M4 The price is important to 6.76 0.851 0899 B246 0793 0252
ensure the product sold
out
M3 The price is determinad 658 1.181 0881 A916 =0584 3019
based on acquired price
M6 Most of inventory are 451 2.628 0.783 =2 3448 25181 - 0356
belongad to ather business
OWIETS
M7 It is necessary o introduce 645 1.448 0831 3777 D305 B100
the product to potential
CUSIDMmETS
ME | concern aboul customers’ 6.79 0.858 0R58 BI8S (015 =524
complain and
suggestion
MP The customens need to be GR7 0.521 0.792 TIS -2017 - 0640
served based on their
wishes
MID I is necessary to have 686 0.636 0327 £966 - | 782 0155

specid treatment o know
customers’ wishes,

MLl The rady stocks must be 686 0.559 0850 TJ040 - 1914 - (690
in high quality

M 12 1could seek the 632 1.336 DR46 d221 « 4545 5788
Inventory amytime

M 13 Those costomers who 654 1.086 0777 3020 - 0634 - 1877
bought more could have
a discourt

M 14 | have sdvertised my 6566 1.131 03827 5821 0288 0037
produa 1o potential
CLsLoemers

M13 | offer service guamnioe 152 2.449 0533 =3.3263 -1 2293 -182
o sold produoct

M16 [ always look 6.71 1.038 0877 H143 - | 225 -, 1008
opportumity fo seek a2 new
marke

Stress and Square Correlation 09979

(Sowrce: Developed for this rerearciy)
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inventory arrangement and keeping customer for good
relationship would help them to,gain more profit.

The owner of informal sector rated very high in
service quality, the quality of product and services
and performed the special treatment to customer in
order to achieve the success. However the informal
sector did not over service guarantee and did not
believe that selling other owner’s product could con-
tribute to success of the business.
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