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MANAGEMENT | RESEARCH ARTICLE

The misconceptions on MSE research in an 
emerging market economy: The role of 
household interference in Indonesia
Ramel Yanuarta RE1*,  Elfindri2, Fajri Muharja2 and Donard Games3

Abstract:  This study examines the effect of household interference on business 
returns and household economic welfare of Micro and Small Enterprises (MSEs). This 
study employs a quantile regression method involving 7,020 households as the 
sample. The data are taken from the Indonesian Family Life Survey (IFLS) in two 
waves (2007 and 2014) to show the returns on microbusinesses. Variables such as 
unpaid workers, direct consumption of business revenue, and home-based busi-
nesses affect profits and household expenditures per capita. This study shows an 
overlap between MSEs and household business activities in emerging economies. 
This is contrary to most previous studies on MSEs that have separated businesses 
and households, thus MSEs’ performance could not be properly defined and ana-
lyzed. Besides, most Indonesian government policies and efforts only address 
business activities driven by opportunity, and few accommodate business activities 
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driven by necessity. This research can provide clear evidence to policymakers who 
tend to adopt a “one size fits all” approach that returns to microbusinesses should 
be based on household welfare effects as well. This is because microbusinesses 
provide a livelihood and a means to address economic vulnerabilities, not simply 
taking advantage of an opportunity.

Subjects: South East Asian Business; Entrepreneurship; Small Business Management; 
Social Entrepreneurship 

Keywords: micro and small enterprises; return; economic welfare; household interference; 
the Indonesian family life survey; quantile regression

JEL classification: D13; O17; P31; P36

1. Introduction
Micro and Small Enterprises (MSEs) make essential contribution to the economy of many countries. 
However, there has always been debate regarding the roles, characteristics, and sustainability of 
MSEs (Rambe & Mosweunyane, 2017; Tambunan, 2019; Vial & Hanoteau, 2015). MSEs play an 
important role in job creation and income generation, and address issues of poverty and inequality 
(Daniels & Mead, 1998; Gindling & Newhouse, 2014). Even together with charity-based Islamic 
microfinance schemes, MSEs reduce the impact of the COVID-19 pandemic on owners’ households 
(Yumna et al., 2021). However, the majority of MSEs also encounter the problem of low productiv-
ity, and many of them find it difficult to expand and maintain their businesses (Banerjee et al.,  
2015; Fiseha & Oyelana, 2015; Hermes & Lensink, 2011; Raghuvanshi et al., 2017).

Although MSEs in developing countries have been documented in many studies, there are some 
misunderstandings in their findings. These misunderstandings caused misleading perceptions in 
the data analysis, created debates, and influenced policymaking. For example, we have assumed 
for many years that all forms of SMEs are business entities with similar characteristics. In fact, 
some forms are different in many ways (ADB, 1997; Mohiuddin et al., 2020). Another example is 
that previous studies use the terms MSEs and SMEs interchangeably (Edusah, 2013), but in reality, 
they have different strategic approaches, perspectives, and policies (Shafi et al., 2020). If a study 
had explained the concept of MSE return incorrectly, it would have found that MSEs were not 
profitable and could not be promoted. In this case, it failed to define the motivational context and 
heterogeneity of MSEs (Vial & Hanoteau, 2015). Conceptually, not all MSEs are opportunity-driven 
businesses with innovation and proactive principles in taking profitable business opportunities for 
households. Many households with poor assets, fund, or access to the employment sector have 
started to run businesses because they merely need money and meet their basic needs, or known 
as necessity-driven business (Brünjes & Diez, 2013; de Vries et al., 2020; Fairlie & Fossen, 2017; 
Williams & Williams, 2014). For this reason, it is important to define the background and con-
textual factors of MSEs when conducting studies on them.

Failure of MSE to grow and survive cannot be analyzed simply from business factors. Businesses 
run by poor households can have many influencing factors, because household matters overlap 
with the business. For example, household interference can occur in asset ownership and utiliza-
tion, business management and decision making, allocation of savings and sources of business 
financing, and household consumption (Tipple, 2005). As a result, MSEs’ profits could not be 
recorded, except that the remaining cash became net revenue.

This study examines the effect of household interference that overlaps with business and affects 
net revenue and household MSEs’ economic welfare. The results are expected to provide a better 
understanding of MSEs in developing countries, where interference is really typical. We use the 
effect of household interference on returns to micro-businesses to examine their different 
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characteristics. More specifically, we focus on a broader perspective, using firm performance 
(Tehseen & Anderson, 2020) and household economic welfare (Vial & Hanoteau, 2015) as proxies 
for returns to micro-businesses.

This study expands Vial and Hanoteau’s (2015) returns to micro-business measures by combin-
ing business returns and household welfare returns to microbusiness measures by combining 
business returns and household welfare. The inclusion of performance measures on return-to- 
microbusiness indicators in this study covers households’ motives to run business. This study uses 
the business conceptualization proposed by Stafford et al. (1999) to assess the effect of household 
interference on microbusiness returns. In this concept, MSEs are considered needs-based entre-
preneurs, where their businesses and households are inseparable. However, previous studies have 
not observed an overlap between businesses and households, which is clearly the case. By using 
the approach proposed by Stafford et al. (1999), we hope to address the weaknesses of previous 
studies.

This research offers novel insights by revealing the influence of household interference variables 
on micro-business performance and MSEs. As the need and opportunity motives are not observa-
ble, the influence of household interference on MSE returns reveals these motives. Moradi et al. 
(2020) argue that MSEs and poverty alleviation have been highly explored in the literature, but 
neglected in poverty-related contexts. They found that poor areas and communities were affected 
by special conditions, which were different from those observed in ordinary or rich communities. 
Therefore, they recommend adopting specific definitions, approaches, and strategies when dealing 
with entrepreneurship in a poor environment.

Entrepreneurs need more entrepreneurial skills to start their businesses based on the recogni-
tion of entrepreneurial opportunities rather than the choice of needs (Rezaei et al., 2017). We use 
two-wave Indonesian Family Life Survey (IFLS) data, which are 2007 and 2014 to show company 
performance and household welfare as returns on micro-business. We examine the effect of 
household interference variables on MSE returns using the quantile regression method. This 
method solves the problem of data heterogeneity revealed in descriptive statistics.

This study uses Indonesia as the context for an emerging market economy. This is the right 
choice because Indonesia has 64 million business entities, from microbusiness entities to MSEs. 
Stakeholders and policymakers continue to campaign for the importance of ensuring that micro-
businesses can be transformed into small businesses and even medium-sized enterprises. 
However, micro-enterprises do not appear to be profitable for economic growth because expand-
ing their businesses is almost impossible. For households with poor access to the employment 
sector and binding constraints on the number of hours of paid work, self-employment may be the 
only solution for household members to increase their labor supply and income.

Indonesia, as the 16th largest country in Gross Domestic Product (GDP), is the largest economy 
in Southeast Asia but is still classified as a lower-middle-income country with a GDP per capita of 
$3,894 by the World Bank in 2020. With a very large population, the majority of the Indian 
business sector is micro- and small-scale, and employs about half the active population. 
Indonesia is a developing country and specifically represents studies related to MSE worldwide.

According to a publication by the Ministry of Cooperatives and SMEs, the number of Micro, Small 
and Medium Enterprises (MSMEs) in Indonesia in 2019 was 65,465,496 units, of which 98.7% were 
micro and small businesses. From 2010, this figure has continued to increase by more than 
two percent per year. However, when compared to the productivity level of business units, 
a large number of MSEs is not followed by the optimal potential for added economic value. In 
addition, Micro- and small-scale businesses have a productivity level of approximately USD 
0.004 million and USD 0.128 million per business unit, respectively, which is very low compared 
to medium and large businesses (USD 1.828 million/unit and USD 62.394 million/unit, respectively). 
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In terms of workforce, the productivity of micro- and small-scale businesses is also smaller, about 
USD 0.002 million and USD 0.017 million per worker compared to medium- and large-sized 
businesses, USD 0.032 million and USD 0.092 million per worker. This inequality not only occurs 
in Indonesia, but also in many countries worldwide.

If we look at the data from the Indonesia Family Life Surveys (IFLS), apart from productivity 
problems, these micro and small-scale businesses have faced a high failure rate. Survey data show 
that of the 4,401 micro- and small-scale businesses listed as the main household businesses in 
2000 (IFLS-3), only 1,136 businesses survived until 2007 (IFLS-4). Furthermore, out of the 4,919 
main household businesses in 2007, only 1,237 businesses survived in 2014 (IFLS-5). Overall, 
during the longer period of 2000 (IFLS-3), only 434 household businesses survived until 2014 
(IFLS-4).

This research makes a positive contribution to the body of knowledge and provides clear 
evidence for policymakers who tend to adopt a “one size fits all’ approach. We follow Vial and 
Hanoteau (2015) to estimate the influence of household interference on returns to micro- 
businesses. They argue that returns to micro-businesses should be based on household welfare 
effects because they provide both livelihood and a means to address economic vulnerability. ADB 
(1997) explicitly assumes that MSEs or micro-businesses are needs-driven. However, many policies 
and efforts are still aimed at promoting micro-businesses, which are only suitable for opportunity- 
driven activities. Policymakers argue that their efforts provide more job opportunities and boost 
economic growth.

The remainder of this paper is organized as follows. In the next section, we review the literature 
related to Sustainability Family Business Theory and the role of household interference in MSEs. 
The next section presents the methods used to explain the data, methods, and model specifica-
tions. The next section presents summary statistics, empirical results, and discussions, followed by 
conclusions, limitations, and ideas for future research.

2. Literature review and hypotheses development

2.1. Sustainability family business theory
The Sustainability Family Business Theory was conceptually developed by Stafford et al. (1999), 
and was then empirically studied by Danes et al. (2008) and Olson et al. (2003). According to this 
theory, there is an overlap between household and business as an equal system that moves 
together towards sustainability.

Each business and household have its resources, constraints, processes, and objectives. The 
more time spent on a household in business, the higher the expenditure of a household on 
business, and/or the more the business’s net revenue used directly for household consumption, 
the greater the overlap between business and household activities. Thus, the resources, obstacles, 
processes, and goals of both businesses and households will have a horizontal influence on the 
process and goals of each unit and a vertical influence on each other between businesses and 
households. This generally occurs in MSEs, whose activities are motivated by efforts to earn a living 
(necessity-driven activities). The more MSE moves towards opportunity-driven activities, the smal-
ler is the level of overlap.

Because the return model of MSE is a system model, a household’s effort is viewed as an effort 
to achieve homeostasis. When one part of a business changes, it may affect other parts at the 
same time. Therefore, households will also take further action to respond to these changes to 
maintain business and household sustainability, and vice versa (Danes et al., 2008; Gudmunson & 
Danes, 2013; Stafford et al., 1999).
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Due to the overlapping between businesses and households, households are not considered as 
an irrational unit in the MSE return model but as a rational and independent system unit. Thus, 
various household characteristics affect businesses. Therefore, as a business entity, MSE becomes 
unique and different from other business management because of its household characteristics 
rather than its business characteristics.

As an interrelated system, the MSE return model must consider business sustainability as a form 
of sustainability or survival of businesses and households. However, because they use different 
systems, their growth may be different. The MSE return model can distinguish households that 
succeed in achieving growth in both business and household aspects from those that succeed in 
one aspect. The business activities carried out by households are a source of livelihood that will 
maintain and possibly improve their economic welfare. As mentioned in the previous section, 
household business activities use assets, activities, and access to life produced or owned by 
household members.

MSE and business activities conducted by households are complementary sources of livelihood. 
Both parties invest their respective assets, carry out activities, and have access to income that 
determines the living gained by an individual or household (Verrest, 2013) to increase or maintain 
economic prosperity. Previous literature on MSE returns only considers revenues at the level of 
effort (Hamilton, 2000; Mandelman & Montes-Rojas, 2009). With shared access, MSE return ana-
lysis must look broadly not only from the aspect of business revenues but also from the aspect of 
household economic welfare, for example, by using household revenue indicators.

Therefore, to see the MSE returns within a broad scope based on a sustainable household/family 
business model, this study uses two return indicators to describe the MSE returns: net business 
profit and household expenditure per capita. With imperfect market characteristics due to house-
hold interferences, such as asset ownership and utilization, business management and decision- 
making, allocation of savings and sources of business financing, and household consumption, the 
overall research model is explained by the model of Sustainable Family Business Theory.

2.2. MSE and the role of household interference
Entrepreneurship is a solution to poverty (Alvarez & Barney, 2014; Bajde, 2013; Bruton et al., 2015; 
Najafizada & Cohen, 2017), but it is necessary to bear in mind that the entrepreneurial process in 
a poor community may occur differently than in a well-off community. As discussed by some 
researchers, people in poor communities follow several explicit and implicit rules, not officially 
written anywhere, which are called the “culture of poverty” (Liñán et al., 2013). Thus, different 
aspects of entrepreneurship may be differently approached when examining its dimensions and 
factors in a poverty-dominant setting.

The overall content of the available literature indicates that poor areas and communities are 
affected by special conditions, which are different from the conditions observed in an ordinary or 
well-off community. Hence, they recommend adopting special definitions, approaches, and stra-
tegies when dealing with entrepreneurship in poor settings.

Due to poverty or unemployment, households are pushed to perform all kinds of activities that 
can generate income to survive (ADB, 1997; Lateh et al., 2017; Oyelana & Adu, 2015). MSE is the 
income portfolio of households that meet their consumption. MSE and households are interrelated 
in many ways, such as in asset ownership, management and decisions, saving and financing, and 
production and consumption (Tipple, 2005). For example, it is apparent that the business owner, 
who is a household member, is also the manager of the MSE, making it difficult to separate the 
authority between the two.

As a source of livelihood and a means of addressing economic vulnerability for households 
(Verrest, 2013), MSEs aim to improve household economic welfare as well as sustainability. This 
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only occurs in households with access to the necessary financial, human, and social capital 
(Nichter & Goldmark, 2009). In fact, most MSEs are owned by poor or unemployed households; 
therefore, interference between business and household activities commonly occurs. A broader 
approach is needed to cover household economic welfare (Vial & Hanoteau, 2015) and firm 
performance (Tehseen & Anderson, 2020) to understand and assess MSE objectives and returns 
(Carter, 2011; Verrest, 2013), rather than simply viewing them as separate entities.

In agency theory, the concentration of this authority should be an incentive for households and 
businesses. Given that the owner is also the manager of the MSE, the agency costs of managing 
the MSE are not a problem in this type of enterprise and should increase attitudes toward 
stewardship, thereby building firm capabilities (Jensen & Meckling, 1976). However, one of the 
main problems hindering the growth of entrepreneurship in poor communities is the fact that poor 
people are usually faced with some fundamental structural problems, such as a lack of financial 
resources, education, and business-related skills, when they want to start their own businesses 
(Chun & Watanabe, 2011; Garba, 2010; Valdivia, 2015). Thus, they have to make harder efforts to 
overcome such obstacles than individuals with middle or high socioeconomic status.

Under this condition, MSE entrepreneurs have limited rationality in making decisions (bounded 
rationality). In this view, the decision-maker acts as a satisfier, seeking a solution that satisfies her/ 
his needs rather than an optimal solution. Therefore, MSE entrepreneurs do not carry out a full 
cost-benefit analysis to determine the optimal decision but instead choose the option that meets 
the adequacy criteria (Noviarto & Samputra, 2021).

Even in worse conditions, managers can have unmatched control, so that they can start abusing 
their power by taking resources away from the business (Claessens & Fan, 2002). Households 
heavily intervene, especially in MSEs, which are driven by needs. As such, MSEs have become 
vulnerable, characterized by extraordinary dividend payouts (DeAngelo & DeAngelo, 2000), parti-
cularly Micro-businesses and SMEs owned by poor and economically vulnerable households.

This study expands Vial and Hanoteau’s (2015) return to micro-business measures by including 
firm performance measures, such as assets and revenue. The inclusion of performance measures 
on return to micro-business indicators in this study covers both starting business motivations. 
Furthermore, the estimated role of household interference on household welfare and firm perfor-
mance reveals the micro-business starting motivation.

By applying agency theory to micro-enterprises, owners and managers no longer face the 
problem of cost monitoring. However, family enterprises that involve family members as unpaid 
workers in a payroll mechanism (contractual bond) have lower control over employees. Unclear 
incentive mechanisms negatively impact business performance and household consumption as 
proxies for return to micro-enterprises. However, proper incentive mechanisms for unpaid family 
workers positively impact business performance. According to Stafford et al. (1999, 2013), house-
hold interference that supports family businesses positively affects business performance. One 
type of support from family members is a company workforce with a long-term incentive 
mechanism.

Based on the above theoretical argument (Stafford et al., 1999; Tipple, 2005), if a micro-business 
is necessity-driven, unpaid family workers are a burden for the business and negatively impact the 
return to micro-enterprises. On the other hand, if it is opportunity-driven, the impact will be 
positive on business development and household consumption. Family members involved in 
managing the family business can earn income from paid jobs in the labor market but choose to 
help their family businesses.

Interference between businesses and households also occurs in the form of extraordinary 
dividend payouts (DeAngelo & DeAngelo, 2000) by business owners. This characteristic is reflected 
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in the behavior of micro-businesses that do not separate the company’s financial records from that 
of households. The total amount of business revenue is also the household income to be con-
sumed and saved, especially in micro-businesses driven by necessity. These micro-businesses have 
different characteristics from those with opportunity-driven motives. In businesses with an oppor-
tunity-driven motive, finance and household consumption negatively impact budget allocation 
because household consumption is sacrificed to support business development. However, in 
businesses with a necessity-driven motive, the impact of household interference on the financial 
records of enterprises and households is negative for enterprise performance but positive for 
household consumption.

One of the primary objectives of micro-entrepreneurship is to diversify the sources of household 
income and augment consumption and savings (Banerjee & Duflo, 2011). In addition, micro- 
entrepreneurship diversifies households’ professional activities and reduces risk (Ferreira & 
Lanjouw, 2001; Verrest, 2013). However, this option is only available to households with access 
to necessary financial, human, and social capital (Nichter & Goldmark, 2009). To enhance their 
economic status, households allocate resources in terms of time, capital, and skills to start 
a business, including utilizing home facilities as a place of business.

From a policy perspective, it is important to assess these motives when implementing policy 
options. Policies to scale up microbusiness and business development programs are only relevant 
to opportunity-driven microbusinesses. A household invests and knows the risk and potential gain 
from starting a micro-business. According to the sustainability family business theory (SFBT), the 
family and spouse’s support while starting a business is an important variable in business perfor-
mance, but household interference in business negatively affects firm performance (Olson et al.,  
2003; Yang & Danes, 2015).

Higher household interference should harm an opportunity-driven microbusiness, and only 
competent family members should be involved in the family business. Moreover, necessity-driven 
micro-business would not respond to scaling up micro-business policies. They would fail to expand 
and grow, but have to survive, as it is an important tool for policymakers to fight poverty within the 
poverty graduation program. The appropriate policy option is to help this category of micro- 
businesses survive, not grow and expand. This category of microbusiness is household livelihood 
activity, not household income expansion activity. Since it is a livelihood activity, household 
members are constrained to access the paid labor market. This type of micro-business is char-
acterized by a low return to micro-businesses and high family involvement. This study analyzes the 
effect of household interference variables on returns to micro-businesses. Before the analysis, we 
elaborate on the dynamics of the SME’s interference characteristics concerning its returns. 
According to SFBT, family inference in a family firm affects business resilience and performance 
(Olson et al., 2003; Yang & Danes, 2015).

2.3. MSE returns
Krasniqi and Branch (2020) state that a widely recognized business performance assessment is 
measured by business growth, profitability, or both (Lee & Tsang, 2001). Others measure business 
performance using employee growth or sales/profits (Chandler & Hanks, 1993). However, there is 
no clear consensus on the most appropriate performance measures of small enterprise (Tunberg & 
Anderson, 2020). Nevertheless, Wiklund (1999) argued that growth is an easily accessible perfor-
mance indicator.

However, there is much debate regarding the performance of MSEs. Some experts argue that 
SMEs provide benefits, whereas others do not. Not all MSEs are relationship oriented. Many 
consider MSEs the last option to meet their needs (Banerjee & Duflo, 2011; Banerjee et al.,  
2015). In this sense, households and MSE are interrelated in terms of ownership, management 
and decisions, savings and financing, and production and consumption (Tipple, 2005).
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Micro and small enterprises were used as livelihood strategies. They serve as a complement to 
paid work, which increases the use of labor and household revenues (Moser, 1998) and as a source 
of non-market transactions that complement the consumption and acquisition of durable goods 
(Floro & Bali Swain, 2013; Verrest, 2013). Moreover, they are also used as a means of diversifying 
professional household activities and reducing risks (Ferreira & Lanjouw, 2001; Verrest, 2013). 
providing livelihoods and addressing economic vulnerabilities (Verrest, 2013), micro- 
entrepreneurship is likely to improve household economic welfare. However, this option is only 
available to households with access to the necessary financial, human, and social capital (Nichter 
& Goldmark, 2009).

In developing countries, it is common for poor households to address vulnerabilities by accu-
mulating physical assets such as houses, land, animals, and plant assets, which are used to obtain 
food, vehicles, household appliances, and furniture (Banerjee & Duflo, 2011; Sparrow et al., 2014). 
However, it is also necessary to take into account the presence of household interference in 
business activities. Many MSEs use facilities, tools, and equipment simultaneously for household 
and business purposes (Verrest, 2013). Therefore, in times of adverse shocks, households are 
vulnerable to selling off productive assets to protect their consumption. Thus, the addition of 
household and business assets (total assets) provides an additional and more comprehensive 
measure of long-term economic welfare (Vial & Hanoteau, 2015).

MSEs are used as a complement rather than a substitute activity, and aim to increase income 
and consumption (Verrest, 2013). When a household does not have the opportunity to allocate 
more time to work as an employee, it may find entrepreneurship to be the only solution to increase 
workforce supply. It allows households to mobilize an additional workforce as unpaid workers by 
increasing the number of family members or the amount of time spent in productive activities 
(Verrest, 2013).

The characteristics of household interference are also reflected in the possible direct consump-
tion of business revenue by the household members. Business carried out by households becomes 
a source of food that is directly consumed (Floro & Bali Swain, 2013). This nonmarket source of 
consumption is magnified by the possibility of exchanging business products. This phenomenon 
also explains the additional purchasing power of households that can buy commodities and assets 
at lower prices through their business products (Verrest, 2013).

Households start a micro-business to address their vulnerability, as they allow diversification of 
their family income sources and encourage savings, partly in cash, but mostly in goods (Banerjee & 
Duflo, 2011; Verrest, 2013). Two other motives might explain entrepreneurial households’ incentives 
to accumulate assets, namely the capital required to start and develop a business and the cost and 
availability of external financing, which are binding constraints on micro-businesses. Evidence shows 
that entrepreneurial households finance their businesses with personal or relative resources rather 
than credit and loans from formal institutions, making them save relatively more (Tipple, 2005).

Taking into account various household interference variables, this study examines variables that 
describe the characteristics of the business, household, and the person in charge of the business. 
In addition, this study examines the pattern of business sustainability from the business and 
household perspectives. Some of these variables, which used to be considered as outside systems, 
are assumed to contribute not only to the MSE performance, but also to the inherent character-
istics of MSEs. Our hypotheses are:

H1: Household interference has an effect on Net revenue

H2: Household interference has an effect on household expenditure per capita
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3. Methods
This study used secondary panel data from the Indonesian Family Life Survey (IFLS). A total of 
14,901 households underwent one to four rounds of comprehensive interviews in 1993 (7,730 
households), 1997 (10,166 households), 2000 (10,434 households), 2007 (13,995 households), and 
2014 (16,931 households) in 13 of the 27 provinces, which accounted for 83% of the total 
population of Indonesia (Strauss et al., 2009, 2016). The survey covered a wide range of household 
and individual socioeconomic topics including entrepreneurial participation and economic welfare.

Because the concept of variables had to be described consistently in the questionnaire and data 
availability, while the database did not fulfill this requirement, the IFLS data used in this research 
were taken from two waves: the 2007 and 2014 surveys. Of the total surveyed households, 4,919 
households (in 2007) and 5,759 households (in 2014) that had micro and small enterprises were 
taken as the sample. Finally, considering missing data, 7,020 out of 10,678 samples were used in 
this study.

In this study, a quantile regression model is used to analyze the impact of the household 
interference variable on the return to micro-entrepreneurship. The data used in this study were 
pooled using year as a dummy variable to control for economic conditions in the two years of the 
survey wave. This analysis strategy provides a greater observational advantage than using a panel 
data structure. Furthermore, using a pooled data structure with year as the dummy variable also 
provided information on the differences in economic conditions over the two years. Nevertheless, 
using this analysis strategy caused an inability to analyze the changes that occurred in the 
observations from the first wave to the second wave.

Because this study aims to analyze the impact of household interference variables on returns to 
micro-enterprises, it is structural and long-term. Using a panel data structure causes a significant 
reduction in the number of observations and potentially causes a sample selection bias. Therefore, 
using a pooled data structure is more appropriate (Gujarati & Porter, 2009). The high level of 
attrition in the existence of MSEs due to the ease of entry and exit causes that out of 7,020 sample 
observations, only 831 MSEs are available in the panel structure. It is also assumed to be strictly 
exogenous because the series is over a long period of time (Gujarati & Porter, 2009).

Based on the above explanation, the quantile regression model used in this study is as follows:

yi ¼ f householdinterference;householdcharacteristics; firmcharacteristics; yearð
dummy; regiondummyÞ (1) 

where yi denotes the dependent variable, which is an indicator of return to micro-enterprises; i =  
1,2 denotes: (1) company performance in net revenue; and (2) household expenditure per capita.

4. Summary statistics
Table 1 presents the summary statistics of the research variables from the sample. From the two 
waves of the IFLS survey in 2007 and 2014, the average monthly MSE net revenue and the 
household expenditures per capita of MSE owners were IDR 2,041,676 and IDR 973,516, with 
medians of IDR 983,667 and IDR 698,574, respectively. The large gap between the mean and 
median values of the four dependent variables in this study and the large standard deviation 
showed that the data were not normally distributed.

These statistics support the use of the quantile regression method during the analysis stage. The 
quantile regression method corrects the inefficiency of the linear regression estimation model on 
data that are not normally distributed, even when there are outliers (Koenker, 2015; Koenker & 
Hallock, 2001). This method sorted and estimated the regression equation in several quantile 
groups along the distribution line of the dependent variable, that is, the MSE return.

Yanuarta RE et al., Cogent Business & Management (2023), 10: 2212498                                                                                                                          
https://doi.org/10.1080/23311975.2023.2212498                                                                                                                                                       

Page 9 of 29



Ta
bl

e 
1.

 S
um

m
ar

y 
St

at
is

tic
s 

of
 M

SE
 S

am
pl

e 
in

 I
nd

on
es

ia
 in

 2
00

7 
an

d 
20

14
Va

ria
bl

e
Ne

t 
Re

ve
nu

e
Ho

us
eh

ol
d 

Ex
pe

nd
itu

re
Un

pa
id

 W
or

ke
r

Co
ns

um
in

g 
Re

ve
nu

e
Ho

m
e 

Bu
si

ne
ss

Pa
rt

ly
 H

om
e 

Bu
si

ne
ss

Fu
ll 

sa
m

pl
e

O
bs

er
va

tio
n

7,
02

0 
(1

.0
0)

M
ea

n
2.

04
1.

67
6

97
3.

51
6

0,
80

0,
75

0,
51

0,
23

M
ed

ia
n

98
3.

66
7

69
8.

57
4

1
1

1
0

S.
D.

4.
04

0.
15

1
1.

06
7.

18
1

0,
40

0,
43

0,
50

0,
42

Fu
ll 

sa
m

pl
e,

 u
np

ai
d 

w
or

ke
r

O
bs

er
va

tio
n

5,
63

7 
(0

.8
0)

M
ea

n
1.

52
8.

38
2

87
0.

07
4

1
0,

77
0,

49
0,

22

M
ed

ia
n

81
1.

66
7

63
9.

08
3

1
1

0
0

S.
D.

2.
69

7.
18

2
87

4.
87

9
0

0,
42

0,
50

0,
42

Fu
ll 

sa
m

pl
e,

 u
se

 p
ai

d 
w

or
ke

r o
r c

om
bi

na
tio

n
O

bs
er

va
tio

n
1,

38
3 

(0
.2

0)

M
ea

n
4.

13
3.

82
1

1.
39

5.
14

0
0

0,
68

0,
59

0,
23

M
ed

ia
n

2.
01

6.
66

7
96

3.
72

2
0

1
1

0

S.
D.

6.
91

2.
23

0
1.

56
2.

43
3

0
0,

47
0,

49
0,

42

Fu
ll 

sa
m

pl
e,

 c
on

su
m

in
g 

re
ve

nu
e

O
bs

er
va

tio
n

5,
25

6 
(0

.7
5)

M
ea

n
1.

97
7.

68
5

95
5.

66
0

0,
82

1
0,

49
0,

23

M
ed

ia
n

1.
00

0.
00

0
69

5.
85

6
1

1
0

0

S.
D.

3.
50

5.
53

9
1.

02
1.

68
3

0,
38

0
0,

50
0,

42

Fu
ll 

sa
m

pl
e,

 n
o 

re
ve

nu
e 

co
ns

um
pt

io
n

O
bs

er
va

tio
n

1,
76

4 
(0

.2
5)

M
ea

n
2.

23
2.

34
1

1.
02

6.
72

1
0,

75
0

0,
54

0,
22

M
ed

ia
n

91
6.

66
7

70
6.

69
3

1
0

1
0

(C
on

tin
ue

d)

Yanuarta RE et al., Cogent Business & Management (2023), 10: 2212498                                                                                                                          
https://doi.org/10.1080/23311975.2023.2212498

Page 10 of 29



Ta
bl

e1
. (

Co
nt

in
ue

d)
 

Va
ria

bl
e

Ne
t 

Re
ve

nu
e

Ho
us

eh
ol

d 
Ex

pe
nd

itu
re

Un
pa

id
 W

or
ke

r
Co

ns
um

in
g 

Re
ve

nu
e

Ho
m

e 
Bu

si
ne

ss
Pa

rt
ly

 H
om

e 
Bu

si
ne

ss
S.

D.
5.

32
0.

50
4

1.
19

1.
22

9
0,

43
0

0,
50

0,
41

Fu
ll 

sa
m

pl
e,

 h
om

e 
bu

si
ne

ss
O

bs
er

va
tio

n
3,

55
3 

(0
.5

1)

M
ea

n
2.

32
1.

86
9

99
2.

44
0

0,
77

0,
73

1
0

M
ed

ia
n

1.
15

8.
33

3
70

8.
55

4
1

1
1

0

S.
D.

4.
55

9.
22

9
1.

16
4.

54
0

0,
42

0,
44

0
0

Fu
ll 

sa
m

pl
e,

 p
ar

tly
 h

om
e 

bu
si

ne
ss

O
bs

er
va

tio
n

1,
57

6 
(0

.2
2)

M
ea

n
1.

91
2.

64
0

90
1.

82
7

0,
80

0,
76

0
1

M
ed

ia
n

85
0.

00
0

64
2.

65
8

1
1

0
1

S.
D.

3.
92

1.
09

8
88

2.
21

0
0,

40
0,

43
0

0

Fu
ll 

sa
m

pl
e,

 n
on

 h
om

e 
bu

si
ne

ss
O

bs
er

va
tio

n
1,

89
1 

(0
.2

7)

M
ea

n
1.

62
2.

76
1

99
7.

70
8

0,
87

0,
78

0
0

M
ed

ia
n

75
0.

00
0

72
8.

62
5

1
1

0
0

S.
D.

2.
89

8.
94

3
1.

01
3.

25
2

0,
34

0,
42

0
0

So
ur

ce
: I

nd
on

es
ia

n 
Fa

m
ily

 L
ife

 S
ur

ve
y 

(I
FL

S)
 

Yanuarta RE et al., Cogent Business & Management (2023), 10: 2212498                                                                                                                          
https://doi.org/10.1080/23311975.2023.2212498                                                                                                                                                       

Page 11 of 29



Table 1 presents the summary statistics based on the interference variables between business 
and household activities. Three indicators were used to explain these variables: the use of unpaid 
workers, the activity of direct business revenue consumption (consuming revenue), and the activity 
of running a home business or partly home business. Of the 7,020 micro- and small-scale house-
hold businesses used as samples, around 80% of the business units used unpaid workers, around 
75% of them consumed business revenue directly, and 74% used home facilities for home 
businesses (51%) or partly home businesses (23%).

These statistics support the argument that there is overlap between business and household 
activities. Households and MSEs are inseparable because business is used as a strategy to meet the 
needs of life (Tipple, 2005). When poor people want to start their own businesses, they face some 
fundamental structural problems, such as lack of financial resources, education, and business- 
related skills (Chun & Watanabe, 2011; Garba, 2010; Valdivia, 2015). Thus, they should overcome 
such obstacles by utilizing their resources, such as using unemployed household members as 
workers and/or running a business from home along with the use of existing facilities (Moser,  
1998). However, it is realized that this condition is not an optimal solution for households but is 
a decision based on existing conditions (bounded rationality) (Noviarto & Samputra, 2021). This 
becomes a rational reason from the household side (Ghate et al., 1996), serving as the inherent 
characteristic of MSEs to survive and as a reflection of poor households.

MSE revenue is the main source of household income (Moser, 1998). When the condition of 
nonexistent or small sources of household fixed income is faced with daily living needs, MSE 
revenue is the solution to fulfill such needs. Therefore, the consumption of business revenue 
and/or products directly is often found in MSEs. This form of micro-entrepreneurship often occurs 
in emerging market economies (Gindling & Newhouse, 2014; Mead & Liedholm, 1998). Poverty, or 
unemployment, is a driving factor (push motive) for households to open micro and small busi-
nesses. They cannot find good jobs and do not have the opportunity to earn a stable salary; 
therefore, running their own and self-managed businesses (Binder & Coad, 2013; Devece et al.,  
2016) has become a necessity-driven business (Block & Sandner, 2009; Liñán et al., 2013).

The tendency toward interference between MSE businesses and households generally occurs in 
Indonesia, as confirmed by the three indicators. In the MSE sample group that only employs 
unpaid workers, 77 percent of them directly consume their business revenue and 71 percent use 
it to support their home business or part of it. Meanwhile, in the MSE sample group that employs 
paid workers, only 68 percent of them directly consume their business revenue. Most (82%) used it 
to support their home businesses or part of it. Moreover, in the sample grouped based on their 
revenue consumption behavior, 82 percent of them employed unpaid workers, and 72 percent ran 
their business at home or part of it. Meanwhile, in the sample group that does not consume their 
business revenue, 75 percent of them employ unpaid workers, and 76 percent run a business at 
home or part of it. As for the indicator of running a home business, the three categories show 
a more consistent trend; that is, consuming revenue behavior ranges between 73–78 percent and 
employing unpaid workers between 77–87 percent.

Table 2 presents the average statistics of the research variables for the two MSE return quantiles. 
The two returns on micro-entrepreneurship variables (net revenue and household expenditure) 
show a larger average because of the higher quantile of each variable. Meanwhile, for the three 
household interference variables, the average consumption revenue and home business variables 
are relatively indifferent to each quantile of the return on the micro-entrepreneurship variable. The 
results indicate a comparison of the number of MSEs that consume business revenue for house-
hold expenses and use household facilities as a place of business, either in whole or in part, to 
those that do not have the same percentage. This means that these patterns occur equally in each 
quantile group of returns on micro entrepreneurship.
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In contrast, the average value of the unpaid workers’ variable tends to decrease because of the 
high return quantile of MSE. In the lowest 25 percent group, approximately 90 percent of the 
sample MSEs employ unpaid workers. Less than 10 percent of MSEs employ paid workers (all or 
part of it). At the higher quantiles, the percentage decreases. In the 25 percent group of MSEs with 
the highest returns, about 60 percent of the sample MSEs employ unpaid workers. This value 
indicates that MSEs tend to use paid workers when their return scales increase. These statistics 
show that of the three household interference variables, the variable of consuming revenue and 
home business that shows the interference between MSEs and their households is unpaid workers. 
A substantial share of all firms in Indonesia are micro, small, and medium-sized enterprises, and 
over 93% of firms are informal (Rothenberg et al., 2016). Different business models, consumption 
behavior, and the use of unpaid workers are inherent characteristics of a business model in 
emerging countries.

These statistics support the argument that net revenue only partially covers household owners’ 
welfare. The summary statistics comparing entrepreneurial and non-entrepreneurial households 
show that the former are consistently and significantly wealthier in terms of the four measures 
(net revenue and consumption). Entrepreneurial household owners are, on average, more edu-
cated, more likely to have social capital, live in larger households, slightly older, and more likely to 
live in towns.

5. Results
Table 3 and 4 shows the quantile regression estimation results, OLS as a control, and the MSE 
return model from the perspective of net revenue. By including several control variables from firm, 
household, and regional characteristics, and by paying attention to the heteroscedasticity test 
(Table 5), the quantile regression estimation results show estimates that are consistent with the 
summary statistics and the characteristics of respondents.

In the net revenue model (DV: net revenue (ln)) as the dependent variable, household inter-
ference has an impact on the MSE return. The three household interference variables, dummy_un-
paid workers, dummy_consuming revenue, and dummy_home business, have a significant effect 
on the net revenue. These results confirm our first hypothesis. The dummy_unpaid worker variable 
consistently shows a negative value in each quantile (Q0.10, Q0.25, Q0.50, Q0.75, and Q0.90). This 
shows that MSEs that use unpaid workers have lower business profits than those that use paid 
workers. This result is also consistent with the robust OLS regression model used for comparison.

The expected further interpretation of the quantile regression estimation is to observe the 
difference in the effect of the dummy_unpaid workers variable on different groups of return scales. 
The value of the regression coefficient in each quantile did not show a tendency to increase or 
decrease along the quantile distribution line. The different values of the regression coefficient in 
each quantile (−0.258, −0.309, −0.328, −0.371, and-0.403) are still near the mean value (the 
estimation result of the OLS regression coefficient: −0.406) and the standard deviation range 
(Figure 1, panel b). The equivalence test in Table 5 shows that there is no significant difference 
in the regression coefficients for each quantile. This conclusion was derived from the result of the 
Equivalent Coefficient F-test (1.26) and the result of the Prob<F test (0.2814).

In conclusion, the dummy_unpaid workers variable has a negative effect on net revenue, where 
MSEs using unpaid workers earn lower business profits than those using paid workers. Nevertheless, 
there is no difference in the effect of this variable on each quantile of the returns. This means that the 
use of unpaid workers is common and not affected by differences in the MSE return scale.

The same result is also shown by the return of MSE in terms of household economic welfare and 
also confirms our second hypothesis. Table 4 shows the results of the regression estimation of the 
MSE return model using household expenditure per capita (DV: household expenditure per capita 
(ln)) as the dependent variable. The dummy_unpaid worker variable also shows a negative value 
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for each quantile. MSEs that employ unpaid workers have a lower per capita expenditure compared 
to those that employ paid workers.

The regression coefficient also shows no difference in each quantile (−0.158, −0.173, −0.169, 
−0.208, and-0.215) and is still in a random pattern around the mean value (OLS regression 
coefficient value: −0.189) and standard deviation range (Figure 2, panel b). The results of the 
equivalence test displayed in Table 5 also show no significant difference in the value of the 
regression coefficient for each quantile. This conclusion was derived from the result of the 
Equivalent Coefficient F-test (0.77) and the result of the Prob<F test (0.5473). Both of these results 
indicate that MSEs, whose workers are unpaid, have lower returns than those that use paid 
workers, and the magnitude of the effect of using unpaid workers is not affected by differences 
in the MSE return scale.

Furthermore, in the household interference variable group, the dummy_consuming revenue 
variable, the direct consumption activity of business revenue, is also controlled for the dependence 
of household needs on business revenue with the interaction variable dummy_consuming revenue 
# dependency ratio to revenue. In the net revenue return model (Table 3), the dummy_consuming 
revenue variable consistently shows a negative value for each quantile. This shows that MSEs 
whose household owners consume business revenue directly have lower business profits than 
those without such household interference. This result is consistent with the robust OLS model 
used as an estimation control.

The difference in the effect of the dummy_consuming revenue variable in each group of different 
return scales is indicated by the value of the regression coefficient in each quantile. The value of 
the regression coefficient in each quantile shows a tendency toward a smaller negative value 
along the quantile distribution line. The difference in the regression coefficient values for each 
quantile (−1.208, −1.451, −1.360, −0.989, and-0.832) is shown in Figure 1, panel c. Additionally, the 
results of the equivalence test (Table 5) provide evidence of a significant difference in the regres-
sion coefficient values for each quantile. It can be concluded that the dummy_consuming revenue 
variable affects the MSE return in the form of lower business profits; however, the effect of the 
dummy_consuming revenue variable decreases when the MSE profit value increases.

This means that the greater the business profit quantile, the smaller the difference in profits 
obtained by MSEs whose households consume business revenue directly than those who do not. 
The greater the profits obtained by MSEs, the greater is the share of profits allocated to house-
holds. With a great profit, the effect on returns is not too different, whether the profit share is 
taken directly for household needs or in the form of wages or profit sharing for households.

In accumulation, the revenue that is consumed directly is still part of the business profits, 
excluding the working capital portion, so it does not significantly affect the ability of the MSE’s 
working capital turnover to generate revenue. Such a situation is different when the business profit 
is still small. Activities of consuming business revenue directly not only take a share of profits but 
also a share of working capital. If accumulated, the revenue taken reduces the MSE’s working 
capital turnover, resulting in a greater effect on business profits. Thus, the effect of the direct 
consumption of business revenue decreases as the MSE profit quintile increases.

However, if the effect of direct consumption of business revenue is connected to the dependence 
of household income to meet their daily needs from business revenues, the conclusion that can be 
drawn for MSE households that directly consume their business revenue is that the greater the 
dependence on business revenue, the greater the profit obtained by the MSEs. The estimation 
results of the quantile regression coefficient of the variable dummy_consuming revenue # depen-
dency ratio on revenue show a positive and different value in each quantile. From the smallest to 
the largest quantile, the regression coefficient values decrease (4,318, 3,607, 2,735, 1,853, and 
1,466), indicating a tendency for the effect to weaken with the increasing MSE profit quantile.
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Looking at the return from the aspect of household expenditure per capita, the dummy_con-
suming revenue variable has the opposite effect. In this model (DV: household expenditure per 
capita (ln)), the dummy_consuming revenue variable consistently shows a positive value for each 
quantile. This shows that MSEs whose household owners directly consume business revenue have 
higher household expenditures than those whose household owners do not interfere in the form of 
the direct consumption of business revenue.

The value of the regression coefficient in each quantile does not show a tendency to increase or 
decrease along the distribution line of the quantile. The difference in the value of the regression 
coefficient for each quantile (0.189, 0.201, 0.185, 0.149, and 0.201) is still around the mean value 
(OLS regression coefficient estimate:0.176) and standard deviation range (Figure 2, panel c). The 
results of the equivalence test displayed in Table 5 further indicate that there is no significant 
difference in the regression coefficients for each quantile. This conclusion was derived from the 
result of the Equivalent Coefficient F-test (0.67) and the result of the Prob<F test (0.7220). This 
implies that the dummy_consuming revenue variable has a positive effect on household expendi-
ture per capita. MSEs whose household owners directly consume business revenue have a higher 
per capita expenditure compared to those in which there is no direct consumption of business 
revenue, but there is no difference in the effect of this variable on each return quantile.

If the business profit return model is associated with the dependence of household income on 
MSE revenue to meet their daily needs, it can be concluded that the greater the dependence on 
business revenue, the smaller the household expenditure per capita. The estimation results of the 
quantile regression coefficient of the dummy_consuming revenue # dependency ratio to the 
revenue variable show a positive and different value in each quantile. From the smallest to the 
largest quantile, it can be seen that the regression coefficient values are getting smaller (4,318; 
3,607; 2,735; 1,853; 1,466), indicating a tendency for the effect to get weaker with the increasing 
MSE profit quantile.

The last indicator of this group of household interference variables is the use of the home and its 
facilities as a place of business. This variable consists of three categories: (i) all businesses are 
carried out at home; (ii) some are carried out outside the home; and (iii) all businesses are carried 
out outside the home. In general, these variables do not show a significant effect, especially on the 
MSE return model, from the perspective of household expenditure per capita (DV: household 
expenditure per capita(ln)). The dummy_home business and dummy_partly home business vari-
ables show a negative regression coefficient value but have no significant effect on each quantile 
and OLS model.

However, in the MSE return model from the business profit aspect (DV: net revenue) in Table 3, 
the dummy_home business variable has a positive and significant value at the 0.10, 0.25, 0.50 and 
0.75. This variable does not show a significant effect at the highest quantile (0.90). The dummy_-
home business variable classifies businesses carried out at home as category 1 compared with 
other places of business. This means that MSEs running at their owner’s house have a higher 
business profit compared to those that partially or completely run out outside the owner’s house 
at a quintile of 0.75 and below. Meanwhile, in MSEs with the highest return quantile (0.90), 
although the home business variable still shows a positive effect, the effect is no longer significant 
on MSE profits.

The results of the MSE return model analysis from the perspective of household interference in 
Indonesia, using the quantile regression model, succeed in proving the first hypothesis in this 
study, that is, household interference has an effect on MSE returns both from the aspect of 
business profits and household economic welfare. The use of the unpaid workers variable and 
the direct consumption of the business revenue variable supports the first hypothesis for each 
quantile. Both variables significantly influence the two MSE return models: the business profit 
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return model and household economic welfare return model. Meanwhile, the business carried out 
at home variable supports the first hypothesis only in the business profit return model.

The three variables show different effects for Micro and Small Enterprises based on the needs 
and constraints they face (ADB, 1997). Moving from the motive, which is the main reason for 
establishing a business, household interference in the form of consuming business revenue directly 
has a positive effect on meeting household needs, as indicated by higher expenditures in MSE 
households that consume business revenue directly. However, these activities have a negative 
impact on business. The other two variables affect the low resources owned by MSEs. To overcome 
this obstacle, the use of household members and facilities as business resources has become 
a rational choice for MSEs.

6. Discussion
The results of the analysis indicate that the household interference variable has an irreversible 
impact on MSE performance. The three household interference variables in the MSE sector, that is, 
the use of unpaid workers, the activity of direct business revenue consumption, and the use of 
home as the business place, have a significant influence on the MSE returns on business aspects 
and household economic welfare. This is in line with the Sustainability Family Business Theory 
(SFBT) proposed by Danes et al. (2008) and Stafford et al. (1999).

Therefore, the three forms of household interference become a solution to the limited capital 
and resources. Nevertheless, they can have either a disruptive impact on MSE returns or support 
MSE returns (Danes et al., 2008; Stafford et al., 1999). Employing unpaid workers from household 
members is an effort made by the household as the owner of the MSE to avoid the burden of 
business in the form of wages/salary. Such an MSE does not incur additional costs to pay wages for 
the utilization of resources required in its business operations. Utilization of unpaid workers is one 
solution to overcome the limited capital of MSEs.

However, the impact of reducing the wage component from the MSE burden does not offer 
greater added value to businesses in generating profits. Workers should provide added value in the 
production process as one of the inputs in production/entrepreneurship. As the workers employed 
are unemployed (because they cannot enter the world of work), they are untrained workers and 
lack adequate competence. Workers who come from household members consider their work only 

Figure 1. Graph of Regression 
Coefficient of Model of Business 
Profit Quantiles of Micro and 
Small Enterprise Return.
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as a time filler because there are no other jobs that generate their income. As a result, such an MSE 
generates a lower return than an MSE that employs workers who are paid to work in accordance 
with their competencies, both from the aspect of business profits and household economic 
welfare.

The negative effect of using unpaid workers from household members is not an inherent 
characteristic of MSE but rather the need for households to allocate their limited resources to 
businesses. The frequency of MSEs using unpaid workers decreased because of an increase in 
business returns. As shown in Table 1 of statistics summary, the frequency distribution decreases 
owing to higher MSE return quantiles from both business and household expenses. In the 25 per-
cent MSE quantile, with the lowest household revenue and expenditure, more than 90 percent of 
MSEs in this group use unpaid workers. This percentage is getting smaller, so that it can be seen 
that in the 25 percent MSE quintile with the highest household revenue and expenditure, only 
60 percent of MSEs use unpaid workers.

The decreasing frequency of MSEs using unpaid workers is in line with the increase in business 
profits and per capita household expenditure. This means that an increase in business profits 
followed by an increase in household economic welfare will reduce the burden of MSEs on the 
problem of household poverty. In addition, the increase in household economic welfare has 
implications for the initiation of family functions. The more prosperous the households, the more 
ability they have to fulfill their needs, such as education and health, which ultimately increases the 
chance of household members entering the world of work. This helps reduce the burden on MSEs in 
accommodating unemployed household members. Moreover, the increase in business profits 
provides space for businesses to start using paid workers who are certainly more competent in 
managing the business, impacting higher profit results.

Publications by ADB (1997) categorized business groups as livelihood activities. The use of 
unpaid workers is one of the characteristics of MSE, and its existence is driven by the compulsion 
motivation to meet the necessities of life (Williams & Williams, 2014). This statistical summary 
indirectly shows that MSE is still the majority. The number of MSEs whose existence is motivated by 
life necessities increases, but business returns decrease. Limited capital and capacity are char-
acteristics of MSEs that grow in low-income households. When an MSE is established because of 
compulsion, it is understandable that the household owner does not have sufficient capacity and 
capital to start a business. The business is made because of unemployment or a lack of existing 
income.

Furthermore, the necessity-driven motive for setting up a business makes the activity of con-
suming business revenue reasonable in the MSE sector. Business revenue serves as an income 
source for households to meet their daily needs. From a business perspective, the income stream 
obtained by households as business owners and owners of labor production factors must be in the 
form of profit sharing or wages. Both cash flows have longer receipt cycles. Wages are generally 
given every month, while profit sharing is distributed one year after closing the books, so how 
much business profit can be distributed is known.

However, the drive for necessities of life is a short-term (daily) activity. The demand to meet the 
necessities of life cannot be postponed, so business revenue becomes a rational choice for direct 
use. Consuming business revenue supports the fulfillment of household life needs, as reflected in 
higher household expenditures. However, from a business perspective, the activity of consuming 
business revenue directly is a disruption to the business because it will not only take a share of the 
profits but also a share of the business capital. As a result, such an MSE will generate lower profits 
than an MSE, in which the household owner does not directly consume the business revenue.

In bookkeeping, direct consumption of business revenue results in difficulties separating cash 
flows between businesses and households because some of the revenue flows directly into the 
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household. In addition, there is the risk of sharing business capital. Therefore, an assessment of 
business performance based solely on revenue, profit, or employment growth (Tehseen & 
Anderson, 2020) cannot be applied to the MSE sector. Using a business entity approach makes 
many MSEs underdeveloped, failing to expand their businesses over their lifespan (Davidsson,  
2010; McKelvie & Wiklund, 2010). This gives the impression that MSEs have no desire to grow 
(Brush et al., 2009) even though their sales show results as well as businesses with high growth 
rates. By ignoring the existence of direct cash flow of business revenue to households, the results 
tend to be smaller than they are (negative bias).

Furthermore, homes and their facilities are frequently used in the MSE sector. For example, 
unpaid workers and homes and their facilities become an option that can be used when there is 
a lack of capital to run a business. Operating a business from home will reduce the costs incurred 
to provide a place of business. This is indicated by the higher business profits generated by MSE 
that use the home as a place of business. However, when the business becomes large, the ability of 
the home country to support the business is limited, so this activity does not have an impact on 
business profits. Meanwhile, from the household side, the use of the home and its facilities for 
a place of business does not have an impact on household economic welfare.

Household interference that occurs in the MSE sector, especially in MSE, which is motivated by 
necessity-driven motives, is undeniably very common in emerging economies, including Indonesia. 
The interference cannot be seen only as an external factor but also as an inseparable part of the 
MSE. There is an overlap between business activities and household ownership. Resource allocation 
in MSE becomes part of household resource allocation decisions and vice versa. The processes of 
production and consumption become a unified decision between businesses and households. The 
various obstacles faced by the MSE and the household owner will have an impact on both.

When household interference occurs, the achievement of MSEs’ goals cannot be separated from 
households. The MSE returns are not only seen as separate business profits but also as a part of 
household economic welfare. Business profits and household expenditures are appropriate indi-
cators of MSE returns.

Overall, the results of this study indicate that adopting the approaches used in the Sustainability 
Family Business Theory (SFBT) model (Danes et al., 2008; Stafford et al., 1999) can solve the 

Figure 2. Graph of Regression 
Coefficient of Model of 
Household Expenditure 
Quantiles of Micro and Small 
Enterprise Return.
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problem discussed in prolonged debates in the Micro and Small Business (MSE) sector. MSE 
performance cannot be observed only from the perspective of business growth (Tehseen & 
Anderson, 2020). A more comprehensive approach is needed to measure MSE returns, including 
household economic welfare (Vial & Hanoteau, 2015). As a business that departs from the house-
hold because of the urge to meet life necessities (necessity-driven), business and household are 
“inextricably intertwined” (Tipple, 2005). There is an overlap between businesses and households, 
referred to as household interference in this study.

This research shows more precise results that there is a stream of income within businesses and 
households. This was indicated by the presence of household interference and the results of the 
analysis. The findings of this study are a fact that has been going on for a long time. However, 
using the SFBT approach, these findings provide a new perspective on household-based busi-
nesses, especially MSEs. Commonly, there is an overlap between business and household activities 
that must be addressed in MSE performance analysis. Household interference plays a vital role in 
MSE performance. It cannot be seen as a form of disruption to businesses, because it is an inherent 
characteristic of MSEs.

Operating a business to fulfill the necessities of life cannot be seen exclusively from a business 
perspective. Households need income that can only be met from business revenue. It is sufficient 
for them as long as they can fulfill their needs. Expanding business into the formal sector is not 
a priority. They feel comfortable with their businesses’ informal status because the goal is to meet 
their living needs. They do not think that there is a need to become a formal sector. They are not 
motivated to make their MSE an economic center, and their MSE only becomes their extended 
family business. By remaining in a household business, they will not be bothered by all adminis-
trations related to the process of transforming their business into a formal economy.

On the other hand, making them formal creates new obstacles. The costs and efforts they must 
meet in the licensing process do not add value to them, and even create new costs. The obstacle is 
becoming more difficult regarding the tax provisions charged to them at 0.5% of sales turnover 
(Law Number 23 of 2018). The imposition of taxes on MSEs when they become the formal sector is 
burdensome for their businesses. In fact, due to their poverty, they should be the state’s respon-
sibility and get a share of the tax.

Household interference is evidence of overlap between business and household activities in the 
MSE sector. This is a common fact, so various aspects of the household should be included in 
studies related to MSEs. The SFBT model explains this finding and provides a new perspective on 
necessity-driven businesses. Household interference plays a vital role in the performance of MSEs. 
It cannot be seen as a form of disruption to businesses because it is an inherent characteristic of 
MSEs.

7. Conclusion
This study examined the effect of household interference on business returns and household 
economic welfare of Micro and Small Enterprises (MSEs). The results show that household inter-
ferences in the use of unpaid workers, direct consumption of business revenue, and use of home 
facilities as a place of business are found in most MSEs in developing countries, affecting the 
returns on micro-businesses. This is evidence that the existence of MSEs is more of a compulsion to 
meet the needs of household life than an entrepreneurial motivation driven by innovative, proac-
tive, and risk-taking attitudes. Seeing the role of MSEs based solely on their entrepreneurial 
activities and classifying them based on business scales leads to a debate that is getting further 
away from the urgency of the existence of MSEs.

As a business driven by the motivation to meet life necessities, MSE is established without 
adequate planning and preparation of resources. Hence, various forms of household interference 
have become rational solutions. Asset utilization, production, and consumption processes become 
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unified decisions between businesses and households. In addition, the obstacles faced by busi-
nesses and households affect each other. Household interference provides a perspective from 
which to view MSE and household owners as a unified system. Managerially, this has implications 
for the management and performance appraisal of MSEs, which cannot be seen as a stand-alone 
entity but from a business and household economic welfare standpoint.

The classification of MSEs into micro-, small-, medium-, and large-scale currently carried out 
provides a perspective that they have the same characteristics to compete in their group. MSEs 
that grow in a poor environment face more severe obstacles than those in a well-off household 
environment. It is unfair when MSEs that grow in different economic environments must 
compete because they encounter different levels of obstacles. Meanwhile, distinguishing 
between formal and informal status results in prioritizing the government’s interests rather 
than the urgency of their needs. Policymakers should first consider classifying necessity-driven 
and opportunity-driven businesses based on the level of household poverty and household 
interference, thus that appropriate policies can be determined according to their needs and 
constraints.

Household interference found in most MSEs become the basis for seeing that they cannot be 
seen as purely relationship-oriented businesses. However, they are household activities that meet 
the needs of life. Such interference shows an overlap between business and household activities. 
Therefore, the approach and assumptions used in the Sustainability Family Business Theory model 
proposed by Stafford et al. (1999) can be used to conduct analyses related to MSEs, especially 
those motivated by necessity-driven activities. Using this approach, further research is suggested 
to model the MSE and its household owner as an inseparable system, starting from input to output. 
The characteristics of households and various forms of household interference are not external 
factors, but are inherent, serving as business characteristics. Moreover, MSE performance assess-
ment must be broadly viewed as a cash flow to businesses and households.

Last, as a new perspective in the study of MSEs, this research has limitations in using secondary 
data and only in the Indonesian context. This perspective needs to be further investigated using 
variables that are more in line with the context of household interference and in other emerging 
countries.
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