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Abstract   

  
Competitiveness needs to be improved to strengthen the entrepreneurial aspect in a region. Previous research indicates 
that entrepreneurs’ characteristics, enterprise characteristics, networks, and the business environment influence the 
competitiveness of  MSMEs. This study applies quantitative methods to determine the influence of these factors on 
increasing the competitiveness of MSMEs in Malang City, proposing a competitiveness improvement model for 
MSMEs in Malang City and revealing the obstacles that hinder MSMEs competitiveness improvement in Malang 
City. The result of this study showed that entrepreneurs’ characteristics and the business environment have a 
significant influence on increasing the competitiveness of MSMEs related to business growth performance. However, 
research findings also showed that enterprise characteristics and networks have no significant influence on increasing 
the competitiveness of MSMEs. Based on the research findings, the competitiveness of MSMEs can be increased by 
strengthening entrepreneurs’ characters, creating a conducive external business environment, strengthening 
operational and marketing activities. In addition, the obstacles faced by MSMEs in increasing their competitiveness 
relate to marketing and production activities, financial strength, entrepreneurs’ characteristics, and the external 
environment. The results of this study provide contributions and recommendations for model implementation to 
increase the competitiveness of MSMEs to strengthen the entrepreneurial aspect in Malang City.   
  
Keywords   
Competitiveness, Entrepreneurship, Micro-Small and Medium Enterprises (MSMEs).  
  
1. Introduction   
One of the drivers of economic growth in Indonesia is entrepreneurship activity in the form of micro-small and medium 
enterprises (MSMEs). Several crises encountered by Indonesia has proved that MSMEs in Indonesia can survive and 
thrive. Furthermore, MSMEs can become the saviour valve for the nation's economic recovery. MSMEs have 
important roles in economic growth, such as providing job opportunities, reducing poverty, increasing national 
income, and empowering society.   
  
Most MSMEs struggle to increase their business scale. Competitiveness has a vital role in increasing MSMEs business 
scale. MSMEs competitiveness is affected by entrepreneur's characteristics, enterprise characteristics, networks, and 
the business environment (Hampel-Milagrosa et al. 2015). The complexity and dynamics of the business environment 
require rapid adjustments so that business ventures can remain competitive (Salazar et al. 2011). Optimal utilization 
of resources will create a competitive advantage for a business.   
  
Many regions in Indonesia have high economic potential. Malang city is one of the cities in Indonesia renowned for 
having excellent natural resources and is one of the famous tourist destinations in Indonesia. Data from the Central 
Bureau of Statistics of East Java Province shows that throughout the 2015-2018 term, Malang City was in the 11th 
position in the amount of Gross Regional Domestic Product or GRDP (Badan Pusat Statistik Provinsi Jawa Timur 
2021). Still, the number of MSMEs in Malang City is ranked 31st in the entire East Java Province (Dinas Koperasi 
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dan UKM Provinsi Jawa Timur 2019). Comparison of GRDP data and the number of MSMEs in East Java display 
unusual conditions. The GRDP of Malang City is in 11th position, but the number of MSMEs in Malang City is 31st.  
This difference raises the question regarding the low number of MSMEs in Malang City. If examined further, Malang 
City has excellent natural and human resources. Hence, it is necessary to conduct research related with model 
implementation for increasing the competitiveness of MSMEs and to strengthen entrepreneurial activities in Malang 
City. This research provides contributions regarding the model implementation for increasing the competitiveness of 
MSMEs to increase entrepreneurial activities in Malang City.   
  
Previous research by Hampel-Milagrosa et al. (2015) showed that entrepreneur's characteristics, enterprise 
characteristics, networks, and the business environment influence the competitiveness of MSME’s. Therefore, this 
research aims to measure the effect of entrepreneur's characteristics, enterprise characteristics, networks, and the 
business environment on increasing the competitiveness of MSMEs in Malang City. Furthermore, after knowing the 
effect of those variables on the competitiveness improvement of MSMEs, this research will propose a competitiveness 
improvement model for MSMEs in Malang City. In addition, this study also intends to reveal the obstacles that hinder 
the enhancement of MSMEs competitiveness in Malang City. In the intense competition of industrial revolution 4.0, 
this research is necessary to conduct because it will propose the model for increasing the competitiveness of MSMEs 
to strengthen the entrepreneurial aspect and the sustainability strategy for MSMEs in Malang City.  
  
2. Literature Review   
Competitiveness is vital for MSMEs to survive in the intense business competition. Through excellent 
competitiveness, the MSMEs will have a sustained business life and increase their business scale. The definition of 
business competitiveness refers to the capacity or ability of a business venture to compete, improve, and generate 
profits (Sipa et al. 2015). Furthermore, Anggraeni et al. (2017) stated that competitiveness is something that could be 
improved and create value. Therefore, the strategic focus is to enhance competitiveness by creating products, 
businesses, industries and regions competitiveness (Anggraeni et al. 2017).  
  
Competitiveness improvement of MSMEs can be measured by their performance. Internal, external, and business 
growth performance are three indicators to measure MSMEs performance (Lantu et al. 2016). In detail, internal 
performance is related to labor productivity and product quality; external performance is related to market performance 
(product consumption) and social performance (positive impact given to the society); and business growth 
performance is related to financial performance and business growth (Lantu et al. 2016). All of these indicators also 
represent financial and non-financial aspects.  
  
Various factors hinder the improvement of MSMEs competitiveness in Indonesia such as insufficient capital due to 
limited access to information and funding services; the inadequate ability of production and managerial techniques 
caused by lack of knowledge and skills in formulating business strategies; the difficulty of marketing, especially in a 
competitive market due to insufficient information regarding market changes and opportunities; lack of human 
resources quality; and poor access to information for product promotion (Siahaan et al. 2020). To overcome those 
obstacles, MSMEs should consistently maintain product quality, designing attractive product packaging, offering 
competitive prices, maintaining consumer loyalty, and ensuring that the workplace supports productivity (Meliala et 
al. 2016). Furthermore, MSMEs need to build capital partnerships, increase the utilization of digital technology, and 
conduct training for their employees (Nuraini et al. 2016). The exact formulation of competitiveness improvement 
strategy will sustain MSMEs to survive in the long term, create superior values, increase their business scale, and 
maintain profitability.  
  
Previous research has shown that entrepreneur's characteristics, enterprise characteristics, networks, and the business 
environment are factors that can increase the competitiveness of MSMEs (Hampel-Milagrosa et al. 2015). Character 
is a feature that is inherent in an individual and exhibits qualities in a person. An entrepreneur must possess a confident 
attitude, be task and result oriented, risk-taker, having leadership skills, be original and oriented to the future (Meredith 
2005 in Suryana dan Bayu 2012). The results of previous research conducted by Purwanti (2012), Ludiya and Mulyana 
(2020), and Anton et al. (2015) reveals that the entrepreneur's character has a significant impact on the development 
of MSMEs. Hence, the entrepreneur's character is one of the factors that could increase the competitiveness of 
MSMEs.  
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Aside from an entrepreneur's character, a business enterprise also has the character that distinguishes it from other 
business ventures. The results of previous studies indicate that enterprise characteristics have a significant influence 
on increasing business performance (Hermanto 2011). Enhancing the competitiveness of MSMEs is also linked to 
personal and professional networks. Specifically, personal networks intend to attract consumers' interest, while 
professional networks refer to collaborative relationships with other business ventures (Hampel-Milagrosa et al. 2015). 
The results of previous studies show that entrepreneurial networks affect the performance of MSMEs (Huda dan 
Syamsiniwarni 2019). It indicates that network is one of the factors that can increase the competitiveness of MSMEs.  
  
The internal and external business environment also has a role in improving the competitiveness of MSMEs. The focus 
of the business environment in this study is the external business environment, namely factors outside the business 
that potentially provide opportunities or threats (Abdillah and Rangkuti 2016). The business environment is 
represented by access to electricity, roads, infrastructure, bureaucracy related to business permits, business tax 
(Hampel-Milagrosa et al. 2015), communication and internet access, and risks (business, operational, or market risks).  
The results of previous research conducted by Riyanto (2018), Winarti et al. (2019), Abdillah dan Rangkuti (2016), 
Handriyani (2011), and Lafuente et al. (2020) reveals that the external business environment has a significant influence 
on the competitiveness of SMEs. It shows that the business environment is one of the factors that can increase the 
competitiveness of SMEs.  
  
Based on the description above, the hypothesis that we propose in this study is as follows:  
H1: Entrepreneur's characteristics have a significant influence on increasing the competitiveness of MSMEs.  
H2: Enterprise characteristics have a significant influence on increasing the competitiveness of MSMEs.  
H3: Networks has a significant effect on increasing the competitiveness of MSMEs.  
H4: The business environment has a significant effect on increasing the competitiveness of MSMEs.  
  
Based on the problem formulation, literature review, and research hypotheses described above, the proposed model in 
this study is depicted in figure 1 below:  
  

  
  

Figure 1. Proposed research model  
  
3. Methods   
This study applies a quantitative approach to process the data from the questionnaire as the research instrument. 
Moreover, this study applies a quantitative approach to produce outputs in the form of a model for increasing the 
competitiveness of MSMEs that can strengthen the entrepreneurial aspect in Malang City. This study also involved 
several respondents answering additional closed questions distributed online to complement the quantitative data 
obtained from the questionnaire and strengthen the results of quantitative data analysis.  
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This research begins with basic research by studying previous research regarding MSMEs competitiveness 
improvement. The next step is designing a questionnaire as a research instrument to obtain information about the 
entrepreneur's characteristics, enterprise characteristics, networks, and the business environment as a strategy for 
increasing the competitiveness of MSMEs. After that, the research process continued with data collection, data 
processing, and data analysis.  
  
4. Data Collection   
The data used in this study is primary data. The primary data collection technique in this study was through an online 
questionnaire distributed to respondents. The respondent criteria determined in this study are MSMEs in Malang City 
with business criteria as stipulated in UU No. 20 Tahun 2008 concerning Micro, Small and Medium Enterprises. The 
population in this study were MSMEs from various business fields in Malang City. The sampling technique used in 
this study is a non-random or non-probability sampling technique, namely purposive sampling because the respondents 
selected as samples were MSMEs with certain criteria.  
  
The variables in this study consisted of the dependent (Y) and the independent (X) variable. These two variables are 
latent variables because they cannot be measured directly, so they need to be measured with several indicators. Table 
1 and Table 2 summarize the variables and indicators used in this study:  
  

Table 1. Dependent variables  
  

Dependent Variables (Y)  Indicators of Dependent Variables (Y)  
Y1: Internal performance (Lantu et al. 2016)  Labor’s productivity (Lantu et al. 2016)  

Product quality (Lantu et al. 2016)  
Y2: External performance (Lantu et al. 2016)  Market performance or product consumption (Lantu et 

al. 2016)  
Social performance or social impact (Lantu et al. 2016)  

Y3: Business growth performance (Lantu et al. 2016)  Financial performance (Lantu et al. 2016)  
Business growth (Lantu et al. 2016)  
  

Table 2. Independent variables  
  

Independent Variables (X)  Indicators of Independent Variables (X)  
X1: Entrepreneur’s characteristics 
(Hampel-Milagrosa et al. 2015)  

Confidence (Suryana dan Bayu 2012)  
Task and result oriented (Suryana and Bayu 2012)  
Risk-taker (Suryana and Bayu 2012)  
Having adequate leadership skills (Suryana and Bayu 2012)  
Authentic (Suryana and Bayu 2012)  
Future oriented (Suryana and Bayu 2012)  
Educational background (Hampel-Milagrosa et al. 2015)  
Gender (Hampel-Milagrosa et al. 2015)  
Working experience  
Level of international exposure  
Access to the family funding (Hampel-Milagrosa et al. 2015)  
Marital status   
Professional certificate  

X2: Business characteristics  
(Hampel-Milagrosa et al. 2015)   

Number of employees (Alonso-Ubieta et al 2021)   
Leverage (Marfuah dan Cahyono 2011)  
Company base (service or manufacture)  
Type of industry (Alonso-Ubieta et al 2021)  
Age of business (Blackburn et al. 2013)  
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Business specialization (Hampel-Milagrosa et al. 2015)  
Legal status of business ownership (Hampel-Milagrosa et al. 2015)  
Geographic location (Hampel-Milagrosa et al. 2015)  
Business scale (Das and Rangarajan 2020)  
Business forms (Hermanto 2011)  
Sales target (Hermanto 2011)  
Involvement in business communities  
Technology used  

X3: Networks (Hampel-Milagrosa 
et al. 2015)  

Availability of contact person or customer service  
Number of business relation owned by MSMEs owners  

 Number of business relation owned by business entities  

X4: Business environment  
(Hampel-Milagrosa et al. 2015)  

Access of electricity, road, communication infrastructure, and internet 
(Hampel-Milagrosa et al. 2015)  
Bureaucracy related with business permit (Hampel-Milagrosa et al. 2015)  
Tax (Hampel-Milagrosa et al. 2015)  
Security related with business risks   

  
Primary data analysis in this study used the Structural Equation Modeling-Partial Least Square (SEM-PLS) technique 
to determine the model for increasing the competitiveness of MSMEs in Malang City. The validity test in this study 
applied the confirmatory factor analysis technique through IBM SPSS Statistics software version 21 to test whether a 
construct has unidimensional or whether the indicators confirm a construct or variable. The loading factor used in this 
study is > 0.50 so that the question items that have a loading factor of less than 0.50 are considered invalid and 
eliminated in the measurement. The reliability test in this study was carried out using the Cronbach Alpha technique 
through IBM SPSS Statistics version 21 software. This study applied the level of reliability with the alpha or r criteria 
as stated by Sekaran (2000), in Nugroho (2018) as follow: 0.80-1.0 then reliability is said to be good, 0.60-0.799 then 
reliability is acceptable, and less than 0.60 then reliability is poor.    
  
5. Results and Discussion   
5.1 Numerical Results   
The total number of respondents who participate in this study were 31 respondents. The outer model testing in this 
study is in the form of convergent validity test, discriminant validity test, average variance extracted (AVE), and 
reliability test. The convergent validity test is seen from the loading factor value of each indicator on the latent variable 
or the SmartPLS output, namely the outer loadings and the average variance extracted (AVE) value. The acceptable 
loading factor value is at least 0.5, while the AVE value should be greater than 0.5. The convergent validity test shows 
that several indicators are not valid. Hence, those indicators are eliminated from this study. The indicators that were 
not valid are indicators on the latent variable X1 (entrepreneur’s characteristics) such as X1.7 (educational 
background), X1.8 (gender), X1.9 (work experience), X1.10 (international exposure MSMEs), X1.11 (financing 
access to personal or family wealth), X1.12 (marital status), and X1.13 (professional certification). Another indicator 
that was not valid is the latent variables X2 (enterprise characteristics), such as indicators X2.1 (number of employees), 
X2.5 (business age), X2.7 (legality status), X2.8 (geographical location), and X2.13 (technology used). Meanwhile, 
the rest of the indicators are valid and used in the analysis process. The AVE value of all latent variables is greater 
than 0.5 so that it suitable with the criteria.   
  
The discriminant validity test in this study involves analyzing the value of cross loading factors. Based on the output 
of the analysis, the value of the cross-loading factors of each indicator on the latent variable is greater than the other 
latent variables, so the respondent's data obtained has met the criteria for the discriminant validity test. The reliability 
test of the respondent's data is analyzed from the value of Cronbach's Alpha which should be greater than 0.6 for each 
latent variable. The output analysis shows that all latent variables in this study have Cronbach's Alpha values above 
0.6. So, the respondent's data in this study is reliable and fit for further analysis.  
  

Proceedings of the International Conference on Industrial Engineering and Operations Management 
Monterrey, Mexico, November 3-5, 2021

© IEOM Society International 2103



The significance of the path coefficient of the independent variables is seen based on the significance value or p-value 
on the t statistical test. The path coefficient value is obtained using the bootstrapping method. Table 3 summarize the 
result below:  
  

Table 3. Path Coefficients  
  

Variables  Original Sample  Sample Mean  Standard Deviation  T Statistics  P Values  
X1  Y1  0.376  0.398  0.281  1.337  0.182  
X1  Y2  0.220  0.236  0.180  1.217  0.224  
X1  Y3  0.590  0.604  0.117  5.037  0.000  
X2  Y1  0.379  0.368  0.541  0.700  0.484  
X2  Y2  0.466  0.482  0.359  1.299  0.194  
X2  Y3  0.005  -0.032  0.274  0.019  0.985  
X3  Y1  0.092  0.108  0.300  0.307  0.759  
X3  Y2  -0.413  -0.415  0.227  1.819  0.069  
X3  Y3  0.015  0.037  0.153  0.101  0.920  
X4  Y1  -0.094  -0.108  0.337  0.280  0.780  
X4  Y2  0.497  0.477  0.284  1.751  0.081  
X4  Y3  0.424  0.422  0.151  2.807  0.005  

  
5.2 Graphical Results   
The value of coefficient of determination R2 of the dependent variable and the path coefficients of the independent 
variables are used to test the structural model or the inner model. Figure 2 depicts the structural model in this study:  
  

  
  

Figure 2. Research structural model  
  

The dependent variable Y1 has a coefficient of determination R2 of 0.501. It indicates that 50.1% of the variation in 
the dependent variable Y1 (internal performance) is explained by the independent variable. The dependent variable 
Y2 has a coefficient of determination R2 of 0.617. Hence, 61.7% of the variation in the dependent variable Y2 (external 
performance) is explained by the independent variable. The dependent variable Y3 has a coefficient of determination 
R2 of 0.816. Therefore, 81.6% of the variation in the dependent variable Y3 is explained by the independent variable.  
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5.3 Proposed Improvements   
The findings in this study discovered that MSMEs faced several obstacles to increasing their competitiveness. The 
lack of innovation, business knowledge, ability to grasp business opportunities, utilization of digital technology, 
consideration of the social and business environment becomes barriers for MSMEs in Malang City to improve their 
competitiveness. Furthermore, the limited access to funding services and marketing channels also hinder the MSMEs 
in Malang City to increase their competitiveness. Moreover, the limitation in production capacity, unfair market 
competition, inconsistency to maintain product quality, and the absence of product differentiation also obstruct 
MSMEs in Malang City to enhance their competitiveness. These research findings imply the opinion conveyed by 
Siahaan et al. (2020) regarding the factors that hinder the improvement of MSME competitiveness in Indonesia. 
Siahaan et al. (2020) stated that limited access to financial funding, limited production capacity and managerial 
techniques due to lack of knowledge, difficulties in marketing activities due to inadequate information about market 
changes and opportunities, inferior quality of human resources, and limited access to marketing promotion became 
barriers for MSMEs to increase their competitiveness.   
  
There are several proposed improvements for MSMEs in Malang City to overcome obstacles in increasing their 
competitiveness. Marketing channels should be employed more by MSMEs in Malang City to increase their sales.  
Moreover, MSMEs in Malang City should maximize the utilization of online marketing channels, such as online 
shopping applications or developing officials’ websites to ease the order of their products. In addition to that, MSMEs 
in Malang City should utilize social media to increase marketing exposure, promotions, strengthen brand image, and 
as a forum for interaction with consumers. Furthermore, MSMEs in Malang City should conduct market research 
frequently to obtain feedback on product quality, analyze trends in consumer tastes or behavior, and encourage product 
innovation.  
  
MSMEs should also put priority to maintain or improve the quality of their products. In addition, MSMEs in Malang 
City should organize relevant training for employees to increase the quality of human resources to support the 
production activities. The use of technology that can increase production capacity also needs to be considered to 
enhance the ability of MSMEs to serve consumer demand. Quality standards likewise need to be strictly managed, 
both internal business standards and standards set by the government to maintain consumer trust.  
  
Training activities could improve an entrepreneur's characteristics. University institutions, the government, or related 
institutions can organize training activities to increase the knowledge of entrepreneurs regarding the latest business 
conditions and managerial abilities. However, entrepreneurs should also personally commit to increasing their 
knowledge in managing their business ventures. The increased knowledge and ability of entrepreneurs will help them 
manage their businesses better.  It is also will sharpen their analysis in assessing business risks and grasp business 
opportunities.  
  
5.4 Validation   
Each independent variable in this study was tested for its effect on the three dependent variables by looking at the 
pvalue based on the path coefficient obtained. The P-value obtained is compared with a significance level of 0.05. If 
the significance value is less than 0.05, then the independent variable has a significant effect on the dependent variable 
and vice versa. A summary of hypothesis testing results can be seen in Table 4 below:  
  

Table 4. Summary of hypotheses testing  
  

Hypotheses  Variables  P Values  Significance 
level  

H1: Entrepreneur's characteristics 
have a significant influence on 
increasing the competitiveness of  
MSMEs.  

Entrepreneur's characteristics (X1)  internal 
performance (Y1)  

0.182  0.05  

Entrepreneur's characteristics (X1)  external 
performance (Y2)  

0.224  0.05  

Entrepreneur's characteristics (X1)  business 
growth performance (Y3)  

0.000  0.05  
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H2: Enterprise characteristics have a 
significant influence on increasing 
the competitiveness of MSMEs.  

Enterprise characteristics (X2)  internal 
performance (Y1)  

0.484  0.05  

Enterprise characteristics (X2)  external 
performance (Y2)  

0.194  0.05  

Enterprise characteristics (X2)  business 
growth performance (Y3)  

0.985  0.05  

H3: Networks has a significant 
effect on increasing the 
competitiveness of MSMEs.  

Networks (X3)  internal performance (Y1)  0.759  0.05  
Networks (X3)  external performance (Y2)  0.069  0.05  
Networks (X3)  business growth 
performance (Y3)  

0.920  0.05  

H4: The business environment has a 
significant effect on increasing the 
competitiveness of MSMEs.  

The business environment (X4)  internal 
performance (Y1)  

0.780  0.05  

The business environment (X4) external 
performance (Y2)  

0.081  0.05  

The business environment (X4)  business 
growth performance (Y3)  

0.005  0.05  

  
The hypothesis test in this study shows that entrepreneur's characteristics have a significant influence on increasing 
the competitiveness of MSMEs in Malang City related to business growth performance. These findings are in line 
with the results of previous research conducted by Purwanti (2012), Ludiya and Mulyana (2020), and Anton et al. 
(2015). Entrepreneur's characteristics also contribute to the achievement of maximum profit. It indicates that 
entrepreneur's characteristics play a role in maintaining the sustainability of MSMEs profitability. Continuous 
profitability exhibits an improvement in financial performance. Financial performance is one of the indicators for 
business growth performance that reflects the competitiveness of MSMEs (Lantu et al. 2016). In addition, Ahmedova 
(2015) states that increased profitability indicates the improvement in the competitiveness of MSMEs. Sustainability 
of profitability is one of the factors that shape a company's competitiveness. Hence, entrepreneur's characteristics can 
strengthen entrepreneurial aspects in Malang City which related to competitiveness in the form of business growth 
performance.   
  
Hypothesis testing in this study also reveals that the business environment has a significant influence on increasing 
the MSMEs competitiveness in Malang City which related to business growth performance. The business environment 
referred to in this study is the external business environment. The findings in this study are in line with the results of 
previous studies conducted by Riyanto (2018), Winarti et al. (2019), Abdillah and Rangkuti (2016), Handriyani (2011), 
and Lafuente et al. (2020). The external business environment is a factor outside the business venture that can provide 
business opportunities. The results of data analysis show that government policies, the development of the digital 
world, and the integrity of business partners also affect the business of MSMEs in Malang City. These findings indicate 
that a conducive business environment influences the business growth of MSMEs. Hence, the external business 
environment can strengthen the entrepreneurial aspect in Malang City which related to the competitiveness in the form 
of business growth performance.  
  
One indicator of MSMEs competitiveness is business growth performance represented by financial performance and 
business growth (Lantu et al. 2016). Based on the explanation of the research findings above, the influence of 
entrepreneur's characteristics and the external business environment for increasing the competitiveness of MSMEs in 
Malang City in terms of business growth performance is depicted in figure 3 below:  
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Figure 3. Factors improving MSMEs competitiveness related to business growth performance  

  
Surprisingly, all of the independent variables in this study did not have a significant effect on increasing the 
competitiveness of MSMEs related to internal performance. The findings can be explained as follows. One indicator 
of MSMEs competitiveness is internal performance represented by labor productivity and product quality (Lantu et 
al. 2016). The results of data analysis reveal that production factors, supply chains, marketing channels, and quality 
control have a more dominant influence on increasing the competitiveness of MSMEs related to internal performance. 
Production factors related to machines or technology and human resources involved in the production process. The 
availability and updated of the machines or technologies used in the production process also influence the quality of 
the products produced. In addition, the results of data analysis also show that the strength of the supply chain and the 
implementation of strict quality control also affect the quality of the products produced by MSMEs.   
  
Human resources quality is one of the aspects of production factors that play a substantial role in labor productivity. 
Capability and quantity of human resources also influence labor productivity. Moreover, marketing channels also 
affect labor productivity. The maximum utilization of marketing channels will likely increase product demand, which 
will increase labor productivity.    
  
The findings in this study indicate that production factors, supply chains, marketing channels, and quality control 
shapes product competitiveness which encourages the creation of business competitiveness. These findings reflect the 
opinion of Anggraeni et al. (2017) regarding the strategic focus for increasing the competitiveness of MSMEs. These 
four variables are factors that strengthen the competitiveness of MSMEs in the form of internal performance. Figure 
4 displays these research findings:  
  

 
  

Figure 4. Factors improving MSMEs competitiveness related to internal performance  
  

The findings in this study also provide unexpected results regarding the competitiveness of MSMEs related to external 
performance. The results showed that all of the independent variables in this study did not have a significant effect on 
increasing MSMEs competitiveness in the form of external performance. One indicator of the competitiveness of 
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MSMEs is the external performance represented by product consumption and the social impact given to the 
surrounding environment (Lantu et al. 2016). The results of data analysis reveal that marketing promotion, product 
innovation and diversification, quality control, market expansion, and production capacity have more influence on 
external performance.  
  
The explanation for these unexpected findings is explained as follows. The results of data analysis show that marketing 
promotion plays a crucial role in the level of consumption of MSMEs products. Product innovation and diversification 
also play a substantial role in increasing the consumption of MSMEs. Data analysis also reveals that quality control is 
an aspect that contributes to the increase in the consumption of MSMEs products. A strict quality control system 
guarantees product quality which contributes to increasing product consumption. The market expansion also boosts 
the consumption of MSMEs products. The expansion of the market opens up opportunities for MSMEs to serve more 
consumers. Finally, production capacity also affects the level of consumption of MSMEs products. Increased 
production capacity resulted in more products to sell.   
  
The positive impact given by MSMEs to the surrounding environment is closely related to the sustainability of business 
ventures. If an MSME has a long-life span, it will be guaranteed sustainability of the positive impact on the surrounding 
environment. Data analysis shows that marketing promotion, product innovation and product diversification, quality 
control, market expansion, and production capacity influence the sustainability of MSMEs business activities. It is 
related to the sustainability of revenue generated from MSMEs business activities. If the sustainability of the business 
existence is maintained, then the positive impact given by MSMEs to the surrounding environment can sustain. Figure 
5 depicts these research findings:   
  

 
  

Figure 5. Factors improving MSMEs competitiveness related to external performance  
  

The findings in this study indicate that marketing promotion, product innovation and product diversification, quality 
control, market expansion, and production capacity shapes product competitiveness which encourages the creation of 
business competitiveness. These findings reflect the opinion of Anggraeni et al. (2017) regarding the strategic focus 
for increasing the competitiveness of MSMEs. These five variables strengthen the entrepreneurial aspect in Malang 
City related to external performance.   
  
6. Conclusion   
This research aims to determine the factors that influence the improvement of the MSMEs competitiveness and the 
obstacles they encounter. In the end, this study proposes a model for increasing competitiveness to strengthen the 
entrepreneurial aspect in Malang City. Entrepreneur's characteristics and the business environment have a significant 
influence on improving the competitiveness of MSMEs related to business growth performance. However, the 
enterprise characteristics and network do not significantly affect the competitiveness of MSMEs in Malang City. The 
competitiveness of MSMEs in terms of business growth performance improved by strengthening entrepreneur's 
characteristics and creating a conducive external business environment. The competitiveness of MSMEs in terms of 
internal and external performance improved by strengthening operational and marketing activities. Marketing and 
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operational activities, financial strength, entrepreneur's characteristics, market conditions or the external environments 
are obstacles that hinder the competitiveness improvement of MSMEs. MSMEs could overcome these obstacles by 
strengthening marketing and operational aspects and increasing entrepreneur's capabilities.  
  
The contribution from this study is in the form of implementation strategies that can increase the competitiveness of 
MSMEs in Malang City. In addition, the contribution given from this research to the Malang City government is in 
the form of concept formulations to develop programs to strengthen the competitiveness of entrepreneurial activities 
in Malang City. Nevertheless, this study has limitations in the research scope. The scope of this research is still 
relatively small. This study only researched MSMEs in Malang City. Further research should be carried out in a bigger 
scope, such as provincial scope to build a model that could increase MSMEs and regional competitiveness.   
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