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ABSTRACT 

Risks are parts of critical points in every kind of business activities. So it is essential to know how 

to identify and design steps of action to minimize risks, and continuously monitoring them to 

guarantee the sustainable aspect of business process. Identification of risk is an earlier 

mandatory part before continue to the process of setting risk mitigations. Based on the sources, 

risks can be from external and internal of a business entity, and existed in all parts of a business 

life cycle. Small and medium enterprises (SMEs) are the most vulnerable to effects of the risks due 

to limited capacity of structural risk management. In most of emerging countries such as 

Indonesia, SMEs contributed as majority of GDP share. This study aims to determine risk 

identification of SME’s business process in Kendal Regency, Central Java Province of Indonesia.  

Keyword: Risk Identification, Business Process, Small and Medium Enterprises. 

 

1. Introduction 

Small and medium enterprises (SMEs) are the dominant form of business in most of developing 

and emerging countries. SMEs operating in the formal sector contribute up to 45 per cent of 

employment and up to 33 per cent of GDP in developing economies, and significantly more when 

SMEs operating in the informal sectors are included (IFC, 2010). Estimates suggest that the 

informal sector accounts for up to 48 per cent of the total labour force and 37 per cent of GDP in 

developing countries (IFC, 2010). In recent years, SMEs became the source of relatively cheap 

goods, export, and high-quality outputs. SMEs also act as growth catalisator of private sector 

economy in most of developing and emerging countries. 

Supporting government policies are required to enchance the growth and sustainability of SMEs. 

There is evidence that small enterprises face more constraints to access external financial supports 

than the larger ones. Many SMEs find that there are difficulties to obtain finance from financial 

institutions, such as banks. The difficulties varied from hardship to attain information related to 

procedural process, to difficulty in issuing business licenses. These difficulties resulting in the 

increase of risk that experienced by SMEs.  
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In general, a pure risk is a combination of the probability or frequency of an event and its 

consequences, which is usually negative (Dionne, 2013). In business, risk can be defined as 

something that we gain as a result of an action and usually in the form of losses. Risk pervades all 

human actions, all kinds of business and every area of management of a company (Verbano et al, 

2013). To maintain the sustainability, most of business entities need to carefully monitor current 

expenses and forecast losses in the future, which could be caused by various actions that considered 

risky. Risk management has various tasks including identify the risk, measurement of possibility 

impact from an event, and treating risks (Verbano et al, 2013). Risk identification acts as an early 

form of mitigation in business process, in which a business person can minimize every probability 

that can led to losses, and also maximize every probabilities to gaining more profit. Risk consist of 

two essential components of exposure and uncertainty (Holton, 2004). In further development path of 

risk management, risk identification measures unit of risk, threats, and facilitating or inhabiting 

conditions. 

Kendal Regency is located in Central Java Province of Indonesia. It consists of 35 districts and 

bordered by the city of Semarang, capital of Central Java Province. Being part of a middle income 

economy such as Indonesia, Kendal Regency largely depends on SMEs in its GDP growth. Kendal 

Regency has various SMEs sectors ranging from manufactures, trades, and services. This paper 

attempts to identificate risks in selected SMEs from poultry, fishery and ricemill sectors, as they are 

the primary sectors of enterprises in Kendal Regency. 

 

2. Overview of SMES in Kendal Regency 

Based on SMEs and employment data in Kendal Regency, there are significant increases between 

2009 – 2014 both of small and medium enterprises. Currently the small enterprises has the biggest 

number of entities in Kendal Regency, with total population of 17,702 enterprises. 

Table 1: Amount of SMEs and Employments in Kendal Regency 2009 – 2014 

No Description 2009 2010 2011 2012 2013 2014 

1 
Small Enterprises 9,793 9,753 9,890 12,242 17,195 17,702 

2 
Medium Enterprises 1,155 1,150 1,165 811 624 188 

3 
SMEs (Total) 10,948 10,903 11,055 13,053 17,819 17,890 

4 
Employments (Total) 33,592 33,622 35,030 36,279 49,181 49,273 

Source: Kabupaten Kendal Dalam Angka, 2015 

 

Most of SMEs in Kendal Regency are concentrated in five districts; Sukorejo, Weleri, Kendal Kota, 

Kaliwungu and Boja. The concentration is characterized by relatively higher density of shopping 

alleys, and the avaibility of large market, bank sub-branches and local saving and loan cooperatives. 

These districts are connected by both local and major roads, notably Jalan Pantura.  
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Figure 1: Location of Kendal Regency in Java Island 

 

 

 

Figure 2: Distribution of SMEs Concentrations in Kendal Regency 

Source: Field survey, 2016 

 

 

3. Data and methods 

The study was carried out in 35 districts of Kendal Regency, Central Java Province of Indonesia. The 

regency has total 17,890 SMEs in 2014 that was continuously growing in recent five years with total 

employment 49,273 persons. Most of SMEs are small enterprises that constitute about 99% of all 

SMEs in Kendal Regency. The SMEs came from various sectors such as agriculture , fisheries, 

poultry, workshop industries, and trading. 

From sample size of 25 respondents from various business entities that scattered in Kendal Regency, 

we gathered and classified business problems and classified them into internal and external sources. 

Selected respondents was SMEs that experienced non performing loan trouble with local banks and 

cooperatives because of deficiency in their repayment capacities, related to their diminishing ability to 

generate enough funds to make debt payment, that caused by various factors.  

 

4. Problems of SMEs in Kendal Regency 

This analysis is done by identifying selected troubled SMEs based on their problems that impacted 

repayment capacities, which is classified into external and internal factors. Respondents came from 

various type of SMEs such as fishing farms, poultry farms, agriculture, spice plantations, building 

material stores, trashy material trade, car/tire workshops, rice mills, cotton mills and others. 
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Table 2: Problems in SMEs Within Kendal Regency 

No 
Respondent 

(Initial) 

Location 

(District) 
Type of SME 

Size of 

Workers 
Problems Source of Problem 

1 AS Plantungan Trashy material 

trade 

6-10 Selling price decreased 

(market condition), the 
owner caught in fraud case. 

External (Market 

Condition), and Internal 
(character) 

2 AN Patean Plywood mill 21-25 Export price decreased into 

$235, meanwhile the mill 
need to maintain export price 

around $300 to get break 

even point 

External (Market 

Condition) 

3 BR Kendal Kota Glassworks 6-10 Deceived by business 
colleague 

External (Trading with 
other parties) 

4 BP Kendal Kota 6-10 

5 BM Kaliwungu Car Workshop 1-5 Decline in revenue External (Market 
Condition) 

6 HS Kaliwungu Building 

Material Shop 

1-5 Bad management and failed 

to commit credit 
restructurization agreement 

Internal (Management) 

7 IR Patebon Poultry farm 1-5 Affected by outbreaks of 

avian influenza 

External (virus 

outbreaks) 

8 JP Boja Books trading 1-5 Deceived by business 
colleague 

External (Trading with 
other parties) 

9 JM Weleri Spice and 

Chocolate 

Plantation 

1-5 Decline in yields External (Nature) 

10 KD Weleri Ricemill 1-5 Decline in revenue External (Market 

Condition) 

11 KM Rowosari Caligraphy craft 

shop 

1-5 Decline in revenue External (Market 

Condition) 

12 LH Cepiring Building 

Material Shop 

6-10 Misuse of credit for 

consumption 

Internal (Character) 

13 LH Cepiring 6-10 

14 MA Cepiring Building 

Material Shop 

6-10 Misuse of credit for 

consumption by member of 
family 

Internal (Character) 

15 MU Weleri Cottonmill 26-30 Bad management and 

decline in revenue 

External (Market 

Condition), and Internal 

(Management) 

16 NS Patebon Buying and 

seling used cars 

1-5 Decline in revenue External (Market 

Condition) 

17 NA Boja Car and tire 
Workshop 

6-10 Bad Management Internal (Management) 

18 NA Boja 6-10 

19 NS Sukorejo Spice 

Plantation 

1-5 Decline in revenue External (Market 

Condition) 

20 RS Singorojo Furniture 

workshop 

6-10 Deceived by business 

colleague 

External (Trading with 

other parties) 
21 RS Singorojo 6-10 

22 RU Gringsing Ricemill 6-10 Misuse of credit for 

consumption by member of 

family 

Internal (Character) 

23 ZM Weleri Selling onions 1-5 Deceived by business 

colleague 

External (Trading with 

other parties) 

24 SS Sukorejo Grocery store 1-5 Decline in revenue External (Market 
Condition) 

25 IK Brangsong Milkfish and 

shrimp 

fishpond 

6-10 Harvest failure due to 

flooding on June 2016 

External (Natural 

hazard) 

Source: Field survey, 2016 

 

 

From figures above we can conclude that there are two type of risk within SMEs in Kendal Regency; 

(1) Internal which is consist of condition within the business entities such as character and 

management that affected the business process, and (2) External which is consist of several factors 
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that came from outside of business entities such as market condition, trading with other parties, virus 

or disease outbreaks, nature of yields, and natural hazard that continuously happened during the 

business/production cycles. One of factors related to natural hazards, is annual tidal flood in northern 

areas of Rowosari, Kangkung, Cepiring Patebon, Kota Kendal, Brangsong and Kaliwungu districts of 

Kendal Regency. 

 

5. Production cycles of SMEs in Kendal Regency (case study of poultry, fishery and 

ricemill enterprises) 

Majority of SMEs in Kendal Regency classified into various types of business, such as agriculture 

(rice), fisheries, poultry, workshop industries, and trading. In this discussion we focused on poultry, 

fishery and ricemill sectors as the were classified as primary sectors within the SMEs. Knowing the 

life cycles of these primary sectors become important, in order to know every possibilities of risks 

exposures throughout year. The graphic of SMEs product cycles are consist of; amounts of 

productions and months in a single one year (2014). The plummeted graphics represent problems that 

affected production cycles such as flood, diseases outbreak, market decline, and others. 

 

 

Figure 3: Poultry Production Cycle in a Selected SMEs 

Source: Field survey, 2016 

 

In poultry production cycle there were plummeted graphic of productions that happened between 

January – March 2014 that caused by avian influenza outbreaks. These conditions gradually improved 

around March – May 2014, and constantly improved to the end of the year. There were various 

programs that given by the Government of Kendal Regency, such as poultry vaccination and 

counseling to poultry breeder in Kendal Regency. 

  

Avian Influenza Outbreak 

(Kg) 
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Figure 4: Milkfish and Shrimp Production Cycle in a Selected SMEs 

Source: Field survey, 2016 

 

The productions of milkfish and shrimp was affected by flood that happened on July 2014 around 

Kendal Kota and Ketapang district. These conditions gradually improved around July – September 

2014, by various programs such as nursery counseling. 

 

 

Picture 5: Ricemill Production Cycle in a Selected SMEs 

Source: Field survey, 2016 

 

Meanwhile the rice production was affected by seasonal drough that happened during the second 

semester in 2014. These conditions caused by unusually warm waters influenced by El-Nino event 

that happened during 2014 – 2015, that caused various effects included below or above-average 

rainfall, flooding, increased food insecurity, higher malnutrition rates and devastated livehoods 

(United Nations Office for the Coordination of Humanitarian Affairs, 2016). 

  

Flood on July 2014 

Seasonal Drough 
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6. Risk identification of SMEs in Kendal Regency 

This analysis is done by identifying the roots or causes of the problems and the further effects of the 

problems of SMEs in Kendal Regency. This analysis also known as “tree of problems” and useful for 

identifying the relationships between causes – effects of SMEs problems in Kendal Regency. There 

are five cause factors; mismanagement (consist of fraud, deceived and bad management habit in 

enterprises), virus outbreaks that have direct cause to the declining of productions, declining of 

market trends that influenced the declining of demand, seasonal drough, and declining market price 

that has direct cause to the declining of profit and further declining of productions. The further effects 

that happened because of the declining of productions was the decrease of repayment capacity; 

characterized by the diminishing ability to generate enough funds to make debt payment, poor 

business performances, and overall effects lead to low economic growth of SMEs in Kendal Regency.  

 

 

Figure 6: Tree of Problems of SMEs in Kendal Regency 

Source: Field survey, 2016 

 

Access to finance is proved to have significant impact on the ability to recover from the problem of 

declining of production in SMEs. This study suggest that there should be incentives either from 

government bodies or non-governmental organizations in order to re-finance troubled SMEs, without 

considering historical approach of non-performing loan as a criteria for lending to the troubled SMEs. 

Obtaining more friendly scheme of finance from external provides those SMEs with more resources 

and time to improve their business capacities, their innovations, and furthermore their ability to enter 

the market. 

  

Cause Factor 

Further effect 

Caused problems 
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7. Conclusion  

SMEs form as major contributor to emerging countries such as Indonesia. In most of Indonesian 

provinces, SMEs remain as great potential of economic growth in spite of regional autonomy policy 

that has been applied in Indonesia since early 2000’s. But there are several loopholes related to risk 

management in the current system of SMEs in Kendal Regency, as well as other provinces and 

regencies in Indonesia. 

The loopholes in risk management among SMEs in Kendal Regency was related to relatively low of 

recovery mechanism in the face of various disaster such as flood inundation in July 2014, avian virus 

outbreaks in February-March 2014, and seasonal drough that happened in second semester of 2016. 

These loophole should be overcome by designing various options of Risk Mitigation that could fasten 

the recovery process of business entities in Kendal Regency. 

The existing policy of risk management in Kendal Regency takes a relatively long recovery time. The 

government of Kendal Regency, Central Java Province, as well as Indonesia should be more aware of 

disaster preparedness and recovery capacity of SMEs, and there should be a policy that engage 

institutions that facilitate the financing of SMEs, such as Bank, Financial Institutions, Cooperative 

Institutions and as well as government institution bodies 
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