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Abstract 

This study aimed to know existing The Micro and Small Business in Blacksmith in Tapanuli Utara Regency; Indonesia is the livelihood or creative 
economy of craftsmen since hundreds of years ago by Lake Toba such as at Sitampurung Village, Siborong-Borong Subdistrict, Tapanuli Utara 
Regency, North Sumatera, Indonesia. The data used ware primary data with 190 respondents. The hypothesis was that capital had positive 
influence on the earnings of Micro and Small Business (bl=0.519); this influence was proved in predicting the income of Micro and Small Business 
(p-value < 0.05) so that the hypothesis was accepted. The result of the research in the field showed that initial capital had positive and significant 
influence wages did not have significant influence, the length of business had positive and significant influence, the length of business process had 
positive and significant influence, business operating hours had positive and significant influence, and the number of product variations had 
positive and significant influence. 
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1. Introduction 

Industry is an economic activity which processes raw materials, semi-finished products, and/or finished products to become 
high valued products. In metal industry, there are types of metal craftsman, gold craftsman, silver craftsman, brass 
craftsman, and iron craftsman. The center of gold craftsman is in Guanyar (Bali), the center of silver craftsman is in 
Yogyakarta, the center of brass craftsman is in Central Java, and the center of iron craftsman is in Tapanuli Utara (North 
Sumatera) which is very interesting to be discussed. Panopa Bosi in the local dialect (Batak) is blacksmith which has 
existed since hundreds of years ago. At that time the Bataknese community considered blacksmith as a unique business. 
Some of them considered that blacksmith’s skill was not more than manual labors. Metal, especially iron, was often 
considered the symbol of firmness and strength. In processing iron, one has to have more power than that of a merely 
blacksmith. 

A Pande Bosi (blacksmith) should not only have rough skill but should also have subtlety of his inner-life in order that the 
iron can be made complete metal objects. Besides that, in the concept of industry, it is explained that the scope of industry 
includes all productive activities to increase the quality of goods and services. A company or micro and small industry is a 
business unit operating an economic activity in order to produce goods and services. It is located in a building or a certain 
location which has its own administration concerning production and cost structure with one or more persons who are 
responsible for the micro and small industry. One of his livelihoods is in a handicraft industry, or it is usually called in the 
local dialect, Pande Bosi (blacksmith). A blacksmith cluster in Tapanuli Utara Regency consists of 20 workers. Most of them 
are male workers who come from Sitampurung village. They use very plain equipment; the kiln, and a brick fireplace with a 
grill which functions as the place for heating the iron which is air-pumped manually. Blacksmith business in Tapanuli Utara 
Regency is one of the creative economic production centers at Sitampurung village. It is categorized as a small industrial 
sector which has its contribution to the local people as the source of livelihood and which has so far survived with its very 
simple equipment and with the knowledge which has been inherited from generation to generation and paid homage by 
every blacksmith. 

Besides that, Tapanuli Utara Regency has an international airport, Silangit International Airport, for regular flights with the 
increasing number of passengers. The existence of the international airport becomes a momentum for the creative 
economic growth in Tapanuli Utara Regency, especially in the area of Lake Toba. The increasing number of tourists from 
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other countries who visit Lake Toba through Silangit International Airport becomes a specific attraction to them to visit the 
center of blacksmith handicraft production at Sitampurung village, the center of Ulos weaving in Tarutung, Muara, and 
Adian Koting, and the center of Sihobuk peanuts, pineapple agro-tourism, and Air Soda. The data from the Central Bureau 
of Statistics of Tapanuli Utara Regency in 2016 revealed that there were 5 (five) small industrial sectors with 7,773 workers: 
(1) clothing and leather, (2) food, (3) metal, (4) general handicrafts, and (5) chemical substance and food-stuffs as it could 
be seen in the following Table 1. 

Table 1. Distribution of Small Industrial Sectors in Tapanuli Utara Regency, in 2016 

Sectors Companies Workers 

Clothing and Leather 2,256 4,236 

Food 659 1,843 

Metal 347 700 

General Handcrafts 246 406 

Chemical Substace and Food-Stuffs 186 588 

Total 3,694 7,773 

Source: Industry and Commerce Agency of Tapanuli Utara Regency (2016). 

Based on the data in Table 1 above, it can be seen that the Small and Medium Businesses in Tapanuli Utara Regency is 
distributed into 5 (five) sectors with the total number of 3,694 companies. Of the various amounts of small industry above, 
small industry in metal sector, according to the researchers, has big opportunity to develop. This small industry has 347 
companies which are more than the other small industry such as general handicrafts sector and chemical substance and 
food-stuffs sector, while it has more than 700 workers that are more than those in general handicrafts sector and chemical 
substance and food-stuffs sector. The distribution of Metal Industrial sectors in Tapanuli Utara Regency in 2016 had 
significant effect on high employment. Therefore, it was very important to analyze some factors which influence the Micro 
and Small Business development in metal sector in Tapanuli Utara Regency. Accurate identification of the problems could 
have significant impact on the strategy which would be made in order to increase the production in metal sector. By the 
increase in the Micro and Small Business production in metal sector, it was expected to be the way of increasing people’s 
welfare. 

2. Literature Review 

2.1. The Micro and Small Business 

Small and Medium Enterprises or often abbreviated as SMEs are one of the important parts of the economy of a country 
and region, as well as the country of Indonesia. These SMEs has a very important role in the pace of the economy of the 
community (Ferine et al., 2017). These SMEs is also very helpful for the state or the government in terms of creating new 
jobs and through SMEs there are also many new work units that use new workers who can support household income 
(Lubis et al., 2018). Apart from that SMEs also have high flexibility when compared to larger capacity businesses. This 
SMEs needs special attention and is supported by accurate information, so that there is a directed business link between 
small and medium businesses with elements of business competitiveness, namely the market network (Muda et al., 2016). 
SME activities cover a variety of economic activities, but most are in the form of small businesses that are engaged in the 
trade and micro business sectors. SMEs also have a strategic role in national economic development, because besides 
playing a role in economic growth and employment, they also play a role in the distribution of development results. 

2.2. Local Innovation System 

Innovation is the learning process. This means that technological change is not widely considered as material development, 
but rather as a recombination of knowledge or the creation of new combinations (Sihombing et al., 2018). This learning 
process depends on the involvement of many actors who exchange knowledge, these actors consist of various 
organizations, including companies, governments, and research institutions. Innovation systems are groups of 
organizations and individuals involved in production, diffusion and adaptation, and the use of knowledge of socio-economic 
significance, and the institutional context that governs the ways in which these interactions and processes occur 
(Sirojuzilam et al., 2017 and Muda et al., 2017). The development of a regional innovation system (SIDa) is one of the main 
strategies in a national innovation system that accommodates the process of interaction between components of 
strengthening the innovation system (Sihombng et al., 2015). Innovation as elements and relationships that interact in the 
production, diffusion, and use of new and economically useful knowledge, and are often located or rooted in the boundaries 
of a country. Increasing competitiveness between regions is a very important agenda in realizing public welfare (Lubis et 
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al., 2016; Sirojuzilam et al., 2018). In this case, innovation in development that runs comprehensively and collaboration 
between development actors is a key factor in increasing competitiveness. 

2.3. Local Economic Growth 

Economic growth is the process of continually changing a country's economic condition towards a better condition for a 
certain period. Economic growth can also be interpreted as a process of increasing the production capacity of an economy 
that is realized in the form of an increase in national income (Tarmizi et al., 2016, 2017). Local Economic Development is 
an effort to strengthen local economic competitiveness to strengthen the regional economic growth. The process by which 
local governments and community-based organizations are involved in encouraging, stimulating, or maintaining business 
activities and or employment (Tripriyono et al.,2018; Muda et al., 2018). As a solution to the recovery and development of 
the national economy, especially in the utilization of economic potential in each of the regions based on the available 
resources (Nurlina and Muda, 2017). The components of local economic development include: 

a. Target Groups, the target group has an important role as a lever of local economic development, the target group 
elements can be divided into local business actors, outside investors, and new business actors. 

b. Location factors, location factors represent the extent to which locus development can be accessed, and also locations 
can access the development resources themselves within the framework of local economic development (Sirojuzilam et al, 
2017). 

c. Departure and Focus of Policy, policies that can support local economic development include policies in the fields of 
economic expansion, regional development, and community empowerment and community development (Suriadi et al. 
2015). 

d. Sustainable Development, sustainable development relies on economic, social and environmental aspects (Achmad et 
al., 2017; Muda et al., 2018; Sirojuzilam et al, 2018). 

e. Governance, governance is supported by partnerships between government and business, organizational development 
and public sector reform. 

f. Management Process, the management process in this case can manage participatory diagnosis, participatory 
monitoring and evaluation, and participatory implementation planning. 

Of the six components, it needs community empowerment in the development of the Local Economy, because 
empowerment encapsulates social values, 

2.4. Industry Is an Economic Activity 

Industry is an economic activity that processes raw materials, raw materials and semi-finished materials into goods of 
higher value. Industry as an activity to produce goods in bulk, with good quality and then sold and traded. In order to 
maintain their fitness, a number of workers are used with certain equipment, techniques and work methods and patterns. 
Industry is a set of similar companies, industry is an economic sector in which there are productive activities that process 
raw goods into semi-finished goods or finished goods (Muda et al., 2018; Nasution et al., 2018). The high rate of economic 
growth can be achieved by developing domestic industries that produce imported substitute goods. The strategy is based 
on the idea that a high rate of economic growth can only be realized if products made domestically are sold in the export 
market. 

3. Methodology of Research 

The objectoive of the research was to find out the influence of one independent variable: business capital (x1), wages (x2), 
length of business (x3), length of service (x4), working/operating hours (x5), and types/variation of product on dependent 
variable: business earnings (y). The research used Multiple Linear Regression Methods with Ordinary Least Square (OLS) 
to find out how far the influence of independent variables on dependent variable. This method was believed to have ideal 
and superior characteristics which were technically very powerful and easily calculated and interpreted (Gujarati, 2003 and 
Handoko et al., 2017). The objective of this multiple regression analysis was to measure the significant influence between 
two or more variables. Besides that, the result of the regression analysis indicated the direction of the influence between 
dependent variable and independent variables. The research used a Statistical Package for the Social Sciences version 22 
software program in analyzing the research data. This research model explained the influence of business capital, wages, 
and the length of business, the length of service, working/operating hours, and product types/variation on the respondents 
of Micro and Small Business in Metal Industrial Sector of Blacksmith in Tapanuli Utara Regency which was formulated in 
functions: 
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Earnings = f (MU,UP,LU,LM,LO,VP)         (1) 

Which indicated that earnings were the functions of business capital, wages, the length of business, the length of service, 
working/operating hours, and product types/variation.  

General form of earnings function was as follows, with Regression Equation indicated as follows: 

Y = a + B1X1 + B2X2 + B3X3 + B4X4 + B5X5 + B6X6 + e        (2) 

Where: 

Y = Business Earnings; X1= Business Capital; X2= Wages; X3 = Length of Business; X4= Length of Service; 

X5= Working/Operating Hours; X6= Product Types/Variation; B1B2B3 B4B5B6= Regression Coefficient; e= error. 

4. Results and Discussions 

4.1. Results 

Based on the primary data, statistic coefficient of each variable could be analyzed in order to find out the influence of 
business capital, wages, the length of business, the length of service, working/operating hours, and product types/variation 
on earnings. Statistic coefficient of each independent variable could be calculated by the aid of computer through Statistical 
Package for the Social Sciences version 22 software program with the result as follows: 

Table 2. Regression Result 

Variables Coefficient p-value 

Intercept 7.084 0.182 

Business Capital 0.004 0.898 

Wages -2.106 0.105 

Length of Business 0.027 0.022 

Length of Service 0.194 0.000 

Working/Operating Hours 0.342 0.357 

Types/Variation of Product -0.724 0.235 

N 190  

R2 0.839  

Prob (F-test) 0.000  

Source: SPSS Result (2018). 

Principally, working capital is all current assets and funds which are intended to finance business operation (Sawir, 2001). 
Another opinion states that working capital is the funds needed by a company to meet its daily operations such as buying 
raw materials, payroll, paying off debt, and other expenses (Sutrisno, 2007). The theoretical study identified that business 
capital is an important factor in financing all business operations. The business operation itself is related to buying raw 
materials, procuring equipment, and payroll. Working capital is the basis for business activities which will be done to get the 
earnings from those activities. In this research, working capital was used to ensure that Micro and Small Business in 
blacksmith was successful in producing and selling their handicrafts which will cause earnings. The theoretical study 
supported the research which stated that initial business capital had positive and significant influence on earnings or 
turnover of the Micro and Small Business in Blacksmith in Tapanuli Utara Regency. Wages are a part of compensation 
program provided by a company as rewards for workers who have contributed their energy and skill in running business 
operation. Giving wages is regulated in Law on Manpower. Cappelen et.al. (2016) and Larkin and Leider (2012) point out 
that compensation structure of a company is the form of incentives given to workers in facilitating and using their services 
and skills. The objective of compensation is to get services from workers in doing business activities. By doing business 
activities, it is expected that the business will be successful in producing good products and getting earnings for the 
company. 

4.2. Discussions 

The result of the research indicated that wages had insignificant influence on turnover of the Micro and Small Business in 
Blacksmith in Tapanuli Utara Regency. In a favorable condition, wages will yield work motivation as a motoric stimulation 
for workers in producing goods and services. The length of business is related to an organization’s learning activities. 
Organizational management will be better from time to time, along with the length of business in doing its activities. 
Therefore, the length of business plays an important role in commercial activity (Utama, 2012). In many businesses with 
tender system, the length of business becomes important criteria which are combined with the experience in doing the 



Academic Journal of Economic Studies 

Vol. 5 (1), pp. 17–23, © 2019 AJES 

 

21 

business in the company. It provides an opportunity to improve operational system and reengineering in order to achieve 
effectiveness and efficiency. The result of the research indicated that the longer a company was established, the higher the 
level of turnover in ceteris paribus condition. A company which does its business in a long time will achieve the knowledge 
of business management, suppliers, customers, and good business competitiveness, compared with the company which 
does its business in a short time. With this non-financial capital, the company will be able to operate better and to increase 
its earnings. 

Asmie (2008) points out that experience in managing is straightly proportional to the duration of a person in managing a 
business. The longer the period of a person does his business management, the better he manages his business in which 
the experience can influence someone to act in the future. Firdausia (2013) points out that the level of business earnings 
will increase along with the learning done by the business person. The more he puts his mind to his business, the more he 
will learn the most effective and efficient method in that management. Learning curve concept explains how, as the time 
passes, one’s skill and capacity which can continuously increase to a certain point will be stagnant after it reaches optimal 
learning of the experience in managing (Siahaan, 2018). This research descriptively provided description about the range of 
experience in managing strong business. Nevertheless, generally a business person has had the experience in 
management around 10 to 11 years. The level of experience of the length of this management statistically proves 
significant in increasing business earnings. The result of the analysis indicated that the learning curve could be applied in 
Micro and Small Business in Blacksmith in Tapanuli Utara Regency. Bbusiness people who had managed their business for 
a long time will be able to learn the process of production which can have the impact on the increase in production, sale, 
and business activities. Business working hours in this research had positive and significant influence on earnings or 
turnover of Micro and Small Business in Blacksmith in Tapanuli Utara Regency. The result of this research indicated that 
the longer the business operational time was, the higher the level of turnover obtained by the Micro and Small Business. 
Theoretically, working hours are related to the working hours of employees that will have negative impact on a company’s 
financial condition. Golden (2012) points out that the bigger a business operation is, the more decreasing its level of the 
employees’ level of productivity which can disturb a company’s performance. 

Previous researches identified that in a business sector with casual workers, based on the types of work, there was no 
significant correlation and influence between working hours and a company’s productivity. Man and Ling (2014) provided 
their research result of the impact of business operational hours in Great Britain. The result indicated that the length of 
business was closely related to business finance. The negative effect of business operational hours which has been 
explained above gives the assumption that the company’s employees work at the same hours as the business operational 
hours. The workers that became the part of Micro and Small Business in Blacksmith were not bound in a contract with 
working hours but with the amount of production in managing the Micro and Small Business. They were targeted to produce 
a certain amount of production in a certain time. In this case, the decrease in the level of productivity and the expense of 
additional cost could be eliminated, based on the provided work process. The result of the research showed that working 
hours would increase business earnings which could be achieved by increasing demand, image, and response to various 
business opportunities of the increasing business operational hours. 

Principally, product variation is the number of the types of product offered by business people or marketers to consumers or 
markets. It can be various lines and the width of products (Kotler and Keller, 2012). Its objective is to achieve bigger market 
target by reaching market demand of certain products offered by producers. One of its sources comes from product 
differentiation. Specialization used by business people is to create unique products with certain function which can give 
benefit and meet certain needs. The result of the research showed that even though both strategies played positive roles in 
increasing a company’s performance, developing new products would also increase a company’s performance. The finding 
was in accordance with the research result which indicated that the more the product variation was, the higher the level of 
earnings obtained by a company. It was also found in this research that there were 8 (eight) product variants which were 
generally produced by all business people in blacksmith industry in Tapanuli Utara Regency. The result of descriptive 
statistical analysis showed that in general Micro and Small Business produced from four to seven product variants. The lack 
of raw materials became the reason for not developing product line more than seven product variants. This research 
identified that the more product variants were produced, the more the turnovers obtained by the Micro and Small Business. 
The number of product variants will encourage market expansion. Every product has its own demand; therefore, the more 
the product lines are offered, the more the demands for those products. The challenge in increasing product variation is the 
capacity of product based on the limitation of human resources. Even though this research identified that the more the 
product variation was offered by a company, the more increasing the business turnovers which was necessary to consider 
the capacity of a company in responding to market demand. 
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A condition which has to be avoided is increasing product lines without guaranteeing the sufficiency of supply for the 
existing products of the Micro and Small Business in Blacksmith. The r-value was 0.703 which indicated that all 
independent variables (business capital, wages, the length of business, the length of service, working/operating hours, and 
types/variation of products) could explain dependent variable (earnings) of 70.3%, while the remaining 29.7% were 
explained by other variables excluded from the research model. It was also found that the variables of business capital, 
wages, the length of business, the length of service, working/operating hours, and types/variation of products 
simultaneously had significant influence on earnings. Referring to the result and the discussion of this research, either 
descriptively or inferentially, it could be concluded as follows: initial capital had positive and significant influence on 
earnings, wages did not have any significant influence on earnings, the length of business had positive and significant 
influence on earnings, the length of managing business had positive and significant influence on earnings, business 
working hours had positive and significant influence on earnings, and the number of product variants had positive and 
significant influence on earnings. 

It was also found that there were some inputs for encouraging the increase in earnings of Micro and Small Business in 
Blacksmith in Tapanuli Utara Regency. First, the Management of the Micro and Small Business in Metal Industry of 
Blacksmith in Tapanuli Utara Regency should have given earnings reward to the craftsmen that it would be expected to 
increase the quality of products. Secondly, in spite of harsh economic challenge, the advancement of information 
technology in metal business of blacksmith was expected to be more developed, especially in the design context of metal 
since today the development of local product design becomes better even though almost all physical products and not their 
values are sold. Thirdly, business activities could provide sufficient business capital for maximizing the capacity of business 
production. Business cash flow should have been able to be heeded and organized as smooth as possible for consumers. 
Fourthly, wages did not play its role in stimulating business earnings. It was recommended that operational burden not be 
emphasized too much. Incentive model which could stimulate work motivation, based on the study, was providing work 
contract for workers such as profit-sharing and maintaining and increasing wages which had been applied by prioritizing 
visionary and transparent leadership to the craftsmen. Fifthly, the length of business and the length of managing business 
had positive impact on the level of earnings obtained by the Micro and Small Business. 

5. Conclusions and Recommendations 

The result of the research showed that there were other variables outside the research which played an important role in 
increasing business earnings. They were work motivation of the Micro and Small Business workers, the level of promotion, 
market expansion, etc. It was expected that the next researchers evaluate the variables and develop the result of this 
research in order that the research can contribute to increasing earnings of Micro and Small Business. 

This recommendation about that it was advisable for business people to always stand firm in the unfavorable economic 
condition. Decision to close down business should be reconsidered properly because the longer a person does his 
business activities was, the more positive things which could be obtained by his company. Sixthly, Business working hours 
each day could also have the significant impact on the increase in business earnings. Therefore, companies which provide 
their employees with half-day work could optimize their operating hours by considering them and the activities which would 
occur in the extension of their operational hours. In the era industrial revolution today, a company can operate in Digital 
Micro and Small Business and organize its business operation in marketing in 24 hours within seven days a week. 
Seventhly, Micro and Small Business should evaluate its production capacity to develop product lines, do a breakthrough 
such as services by online, and encourage blacksmiths to work well. The result of the research indicated that the more 
product lines produced by Micro and Small Business was, the bigger the earnings obtained by it. When resources were 
sufficient, a company should increase the product lines. This research was focused on the six aspects which were assumed 
to be able to influence business earnings. 
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