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Increasing Market Access for MSME:

The role of e-commerce and transportation infrastructure

Since 2020, the Government of Indonesia has set ambitious goals to digitize micro, small and medium
enterprises (MSMEs) and grow e-commerce transactions. However, there are still open questions on
the welfare gains brought by e-commerce in Indonesia and how MSMEs can be better empowered to
thrive in platforms and benefit from Indonesia’s investment in transportation and logistics infrastructure.
Collaborations between the government, e-commerce platforms, and researchers have the potential to

assess recent innovations aimed at lifting the barriers experienced by MSMEs in expanding to new markets.



KEY RECOMMENDATION

Studies in developing countries have shown that the growth of e-commerce and infrastructure development can lead
to welfare gains and economic growth. In Indonesia, where e-commerce and logistic services are rapidly growing,
more evaluations are needed to understand the impact of e-commerce and new infrastructures on MSME business
outcomes. Through testing interventions aimed at supporting MSMEs in gaining larger market access, e-commerce
expansions and efforts to increase transportation efficiency can be better informed by evidence.

BACKGROUND

Indonesia has recently experienced a rise in the use of
e-commerce following the Covid-19 pandemic. The
contribution of e-commerce to Indonesia’s trade sector
significantly rose from 2 percent in 2016 to 20 percent in
2020, reaching its highest compared to previous periods
(Ridhwan et al. 2021). Despite the rise of e-commerce,
its sales and transactions are concentrated only in six
provinces.! The concentration of online sales in these
provinces can potentially be explained by a combination
of factors such as higher internet penetration, especially
in urban areas of these provinces, a more developed
distribution network, and higher household expenditures
(Das et al. 2018; BPS 2019). To widen the benefits of
e-commerce, the Indonesian government has set targets
to digitize at least 30 million MSMEs and increase

the number of e-commerce transactions to IDR 600
trillion (USD 39 million) by 2024 (Galiartha 2022).

As the economy reopens after the pandemic, it is less
clear how digital commerce may evolve and assist the
growth of MSMEs.

The rise of e-commerce has allowed MSMEs to reach
consumers in various locations without the need to set up
physical stores and offline distribution networks. While
online marketplaces allow MSMEs to reduce the upfront
costs associated with entering new markets, there are also
additional challenges faced by MSMEs after they have
been onboarded. In the open marketplace, many MSMEs
still face challenges in optimizing available technologies
to navigate the online marketplace. Today, for example,
skills in marketing, improving product quality, customer
services, inventory, and logistic distributions has become
new necessities for MSMEs to thrive and compete among

each other and large firms.

1 Ridhwan et. al. finds sales and purchases from 2018-2021 are concentrated in
DKI Jakarta, West Java, East Java, North Sumatera, Central Java, and Banten.
There is even a wide gap between the sales between DKI Jakarta as the highest
rank (approx., IDR 12 trillion sales) in 2021 compared to West Java as the
second highest (IDR 5 trillion sales).
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Outside the use of digital platforms, transportation

and logistical infrastructures plays a supporting role in
widening the access of goods throughout the Indonesian
archipelago. The total costs of logistics incurred by firms
in Indonesia are higher compared to its neighboring
ASEAN countries. Among manufacturers, transport

and container handling costs constitute 40 percent

of logistical costs (World Bank 2015). In terms of
logistics performance, the World Bank’s 2023 Logistics
Performance Index recently dropped Indonesia’s rank to
61 out of 139 countries, 15 places lower than its ranking
in 2018 (World Bank 2023). From the survey, Indonesia
experienced a decrease in tracking and tracing of goods,
timeliness of clearance time, and logistics competence and

quality of services.

To tackle the high logistical costs, the Government of
Indonesia plans to invest 429 billion between 2020 and
2024 in infrastructure. This has resulted in over 3,382 km
of new highway roads, 782 km of new toll roads, 19 new
seaports, and 10 new airports, among other infrastructural
improvements (Business Indonesia n.d.). The availability
of new infrastructures and a growing market in logistics
and transportation sectors provide large opportunities

to understand how this sector influences Indonesia’s
economic activity and how to best improve Indonesia’s

logistic performance.



POLICY INSIGHTS

Insights from past evaluations show the potential of how
e-commerce and transportation infrastructure can lead
to welfare gains. By conducting impact evaluations in
the context of Indonesia, we can test innovations that

empower MSMEs to benefit from greater market access.

1. Anonymized sales and purchase data can
provide insights into the welfare gains brought
by e-commerce and the impact of providing
digital support for MSMEs.

E-commerce platform data on total sales from different
cities provide insights into the impact of e-commerce and
also analyze the heterogeneity of the impact. For example,
how different sizes of businesses benefit from e-commerce,
the level of inter-city trade, and if these services benefit
both MSMEs and consumers. A study using sales and
purchasing data from China’s largest e-commerce
platform found there is a correlation between sales and
welfare gains (Fan et al. 2018). The increase of domestic
sales led to an increase in welfare gains, measured

as changes in real wages, on average, by 1.6 percent.
Specifically, smaller cities experienced larger increases in
nominal wage, and consumers benefitted from having a
variety of goods that were not previously available in the
market. The findings suggest promising results of how
e-commerce can reduce inequality between regions and

increase real wages.

As an online platform, e-commerce possesses valuable
administrative data, such as accurate and objective
measures of sales and purchase data at the firm level,
hence avoiding social desirability or recall bias that comes
from survey data. Acknowledging protection of personal
information is required by Indonesia’s data protection
law (Pujianti 2023) and a range of tools are available

to protect personal information in administrative data.
For example, aggregating, coarsening, or removing
personal details in transferring data. In the cases where
research is only possible when individuals are personally
identified, i.e., to know who receives the program,
temporary access can be given in collaboration with

partnering organizations.

2. Business training designed to onboard MSMEs to
e-commerce empowers entrepreneurs to utilize
supporting services provided by the platform and
maximize their presence.

The Indonesian government and private sectors have
conducted multiple capacity-building interventions to
empower MSMEs in e-commerce platforms. Tailored
business training, even those conducted online, can be an
effective way to remove the growth barriers for MSMEs
that recently joined e-commerce platforms. Leveraging
user-seller matched search and browsing data from a
leading e-commerce platform in China, Jin and Sun
(2020) found access to training programs® which focused
on practical online business operation and marketing
skills increased new sellers’ revenue, on average, by 1.7
percent. Treated sellers, in aggregate, earned USD1.8
million higher revenues since they attract 1.3 percent
more visitors to their site as they become more engaged in
marketing and have 0.8 percent more customers making
purchases. Sellers who completed tasks given through the
training earned 6.6 percent more revenue and 5.2 percent
more visitors to their sites. Treated sellers also improved
customer services as they adopted supplementary services

such as Al assistants to handle customer inquiries.

Supporting MSME's growth in e-commerce platforms
holds many potentials, and platforms play a critical role in
lifting growth barriers experienced by MSMEs. Training
MSME:s to maximize their presence on platforms closes
sellers” knowledge gap and empowers them to grow. At
the same time, it can also maximize customers' experience
on platforms as sellers become more experienced in
utilizing marketing to attract customers and provide better

customer services.

2 To conduct the online business training program, the authors worked with an
e-commerce platform to implement an online business program. The training
teaches generic best practices, the materials are organized as a sequence of
tasks (tutorials, Q&A, forums, and webinars) and each task tackles specific
challenges to increase the practicality of applying the materials. In the training,
the platform uses administrative data to dynamically match sellers with the
most appropriate tasks based on sellers’ performance and actions. To measure
the impact of the program, researchers randomized the access to these training
programs among new sellers.



3. By measuring the impact of programs aimed
at reducing logistical barriers for MSMEs,
the expansion of e-commerce can be better
informed by evidence.

Overcoming logistical barriers to e-commerce has the
potential to provide economic benefits for rural areas,
however, studies in this area are still limited. A study in
China evaluated a program where an e-commerce firm
installs a terminal® in central village locations with aims
to reduce last-mile logistics and transactional barriers
(Couture et al. 2021). The study did not find significant
gains or losses in the production and income for the local
economy, which suggests that terminals are rarely used
to sell or receive goods from e-commerce platforms. The
welfare gains of providing e-commerce terminals were
driven by the reduction in the cost of living for retail
consumption, and the positive effect was only seen in 15
percent of rural households who are, on average, richer,
younger, and living in remote markets. At the village
level, the authors found the number and total weight of
out-shipments increased smoothly over the period of two
years, yet such impacts were only pronounced in villages

without pre-existing delivery services.

The impact of programs can vary depending on the
context, design, and how the program is introduced to
beneficiaries. Impact evaluations, particularly randomized
evaluations, provide the opportunity to pilot and test
complementary interventions that can support MSMEs
and consumers in rural areas to benefit from e-commerce
and its logistical support expansion. One of the main
challenges in expanding market access is the high logistics
cost. Due to the small production volumes, capital, and
use of fewer resources, MSME:s incur higher production
and shipping costs. The recent growth of logistic providers
in Indonesia provides potential solutions to aggregate
and consolidate the needs of MSMEs to increase their
efficiency. Services such as providing bulk shipping rates,
warchouse and storage solutions, as well as technology
infrastructure to assist inventories, are currently being
offered, yet little is known on the impact of these
programs in the Indonesian context. Collaborations
between government, private sectors, and researchers can
uncover how the future expansion of domestic trade can

be better supported.

3 In these terminals, villagers can pay after receiving their products or get paid
upon the pickup of their shipments in cash.

4. Investment in transportation infrastructure
can promote economic growth and improve
household welfare; however, little is known
about its impact on business outcomes.

Generally, investment in the transportation sector or
transport infrastructure has been considered a key factor
in promoting economic growth (Donaldson 2018).

By conducting evaluations, we can identify how new
infrastructures affect travel speed, transport costs, save
time, and test supporting innovations to create efficient

transportation that reduces economic loss.

Past studies showed that building new infrastructures
and their maintenance can influence household welfare.
For example, two impact evaluations on China’s High-
Speed Railway (HSR) displayed that the establishment
of a new infrastructure may have a statistical association
with the flow of passengers and rate of employment.
Not only the flow of passengers increased by 10 percent,
but employment also increased by seven percent (Lin
2017). Additionally, there is also a correlation between
trade and income: Every one percent increase in trade
from prefecture-level cities has led to an increase of
0.123 percent increase in real income nationally (Zou,
Chen, Xiong 2021). In the context of Indonesia,
Gertler et al. (2022) found that every 10 percent
increase in road quality led to a 2 percent increase

in per capita consumption in a district. Such welfare
gains are found to be driven by workers shifting their
occupation out of informal employment into higher-wage

manufacturing jobs.

Improvements to logistics, ports, and trade facilitation
have not been the subject of many impact evaluations.
There has been a relatively small number of studies that
assess the effect of transport development on business
outcomes such as sales, revenues, profits, or productivity.
Most evaluations on infrastructure focus on the economic
impact at the macro level. For example, a study on port
performance and maritime logistics in East Indonesia
found that low port efficiency can disrupt the distribution
of goods between islands, resulting in higher logistics costs
(Amin et al. 2021). They also found that high maritime
logistics costs (e.g., loading and unloading tariff, sea
freight cost) harm the island’s economy in terms of the

Gross Regional Domestic Product (GRDP) per capita.



REFERENCES

Amin, Chairullah, Heti Mulyati, Eva Anggraini, and Tridoyo Kusumastanto. 2021. “Impact of Maritime Logistics on
Archipelagic Economic Development in Eastern Indonesia.” The Asian Journal of Shipping and Logistics 37 no. 2: 157-64.
https://doi.org/10.1016/j.ajs.2021.01.004.

Badan Pusat Statistik (BPS). 2019. “Proporsi Individu Yang Menggunakan Internet Menurut Provinsi
(Persen), 2018-2019.”

Business Indonesia. “Logistics and Transport.” https://business-indonesia.org/transport.

Couture, Victor, Benjamin Faber, Yizhen Gu, and Lizhi Liu. 2021. “Connecting the Countryside via E-Commerce:
Evidence from China.” American Economic Review: Insights 3 no. 1: 35-50. https://doi.org/10.1257/aeri.20190382.

Das, Kaushik, Toshan Tamhane, Ben Vatterott, Phillia Wibowo, and Simon Wintels. “The Digital Archipelago: How
Online Commerce Is Driving Indonesia’s Economic Development.” McKinsey & Company, August 28, 2018.

Donaldson, Dave. 2018. “Railroads of the Raj: Estimating the Impact of Transportation Infrastructure.” American
Economic Review 108 no. 4-5: 899-934. https://doi.org/10.1257/acr.20101199.

Fan, Jingting, Lixin Tang, Weiming Zhu, and Ben Zou. 2018. “The Alibaba Effect: Spatial Consumption Inequality
and the Welfare Gains from e-Commerce.” Journal of International Economics 114 (September): 203-20. hteps://doi.
org/10.1016/j.jinteco.2018.07.002.

Fogel, Robert William. 1962. “A Quantitative Approach to the Study of Railroads in American Economic Growth: A
Report of Some Preliminary Findings.” The Journal of Economic History 22 no. 2: 163-97. https://doi.org/10.1017/
S0022050700062719.

Galiartha, Gilang. “Indonesia Targets 30 million MSMEs Entering Digital Ecosystem by 2024.” Antara News, August 16,

2022. https://en.antaranews.com/news/244733/indonesia-targets-30-million-msmes-entering-digital-ecosystem-by-2024.

Gertler, Paul, Marco Gonzalez-Navarro, Tadeja Gracner, and Alexander Rothenberg. 2022. “Road Maintenance and Local
Economic Development: Evidence from Indonesia’s Highways.” w30454. Cambridge, MA: National Bureau of Economic
Research. https://doi.org/10.3386/w30454.

Jin, Yizhou, and Zhengyun Sun. 2023. “Al Training for Online Entrepreneurs: An Experiment with Two Million New
Sellers on an E-Commerce Platform.” SSRN Electronic Journal. hitps://doi.org/10.2139/ssrn.4334216.

Lin, Yatang. 2017. “Travel Costs and Urban Specialization Patterns: Evidence from China’s High Speed Railway System.”
Journal of Urban Economics 98 (March): 98—123. https://doi.org/10.1016/j.jue.2016.11.002.

Pujianti, Sri. “Govt: Law on Personal Data Protection Provides Legal Protection.” en.mkri.id, February 13,
2023. https://en.mkri.id/news/details/2023-02-13/Govt:_Law_on_Personal_Data_Protection_Provides_Legal
Protection#:~:text=27%200f%202022%200n%20Personal%20Data%20Protection%20(PDP%20Law)%20
stipulates,provisions%20in%20the%20PDP%20Law.

Only circulate with prior permission 5


https://doi.org/10.1016/j.ajsl.2021.01.004
https://www.bps.go.id/id/statistics-table/2/MTIyNSMy/proporsi-individu-yang-menggunakan-internet-menurut-provinsi.html
https://www.bps.go.id/id/statistics-table/2/MTIyNSMy/proporsi-individu-yang-menggunakan-internet-menurut-provinsi.html
https://business-indonesia.org/transport
https://doi.org/10.1257/aeri.20190382
https://www.mckinsey.com/featured-insights/asia-pacific/the-digital-archipelago-how-online-commerce-is-driving-indonesias-economic-development
https://www.mckinsey.com/featured-insights/asia-pacific/the-digital-archipelago-how-online-commerce-is-driving-indonesias-economic-development
https://doi.org/10.1257/aer.20101199
https://doi.org/10.1016/j.jinteco.2018.07.002
https://doi.org/10.1016/j.jinteco.2018.07.002
https://doi.org/10.1017/S0022050700062719
https://doi.org/10.1017/S0022050700062719
https://en.antaranews.com/news/244733/indonesia-targets-30-million-msmes-entering-digital-ecosystem-by-2024
https://doi.org/10.3386/w30454
https://doi.org/10.2139/ssrn.4334216
https://doi.org/10.1016/j.jue.2016.11.002
https://en.mkri.id/news/details/2023-02-13/Govt:_Law_on_Personal_Data_Protection_Provides_Legal_Protection#:~:text=27%20of%202022%20on%20Personal%20Data%20Protection%20(PDP%20Law)%20stipulates,provisions%20in%20the%20PDP%20Law
https://en.mkri.id/news/details/2023-02-13/Govt:_Law_on_Personal_Data_Protection_Provides_Legal_Protection#:~:text=27%20of%202022%20on%20Personal%20Data%20Protection%20(PDP%20Law)%20stipulates,provisions%20in%20the%20PDP%20Law
https://en.mkri.id/news/details/2023-02-13/Govt:_Law_on_Personal_Data_Protection_Provides_Legal_Protection#:~:text=27%20of%202022%20on%20Personal%20Data%20Protection%20(PDP%20Law)%20stipulates,provisions%20in%20the%20PDP%20Law

6

Ridhwan, Masagus, Asep Suryahadi, Jahen F. Rezki, and Immanuel S. Pekerti. “The Labor Market Impact of
COVID-19 and the Role of E-Commerce Development: Evidence from Indonesia.” Working Paper, October 2021.

‘The Ministry of National Development Planning/The National Development Planning Agency (Kementerian PPN
/ Bappenas). “National Medium-Term Development Plan (RPJMN) for 2020 — 2024.” https://perpustakaan.
bappenas.go.id/e-library/file_upload/koleksi/migrasi-data-publikasi/file/RP_RKP/Narasi-RPJMN-2020-2024-versi-
Bahasa-Inggris.pdf

World Bank. 2018. “Logistics Performance Index 2018.” https://Ipi.worldbank.org/2018.

World Bank. 2023. “Logistics Performance Index 2023.” https://Ipi.worldbank.org/international/global.

World Bank. Improving Indonesia's Freight Logistics System: A Plan of Action. Washington, DC: World Bank, 2015.
https://documents1.worldbank.org/curated/en/617051540584814484/pdf/WP-PUBLIC-2015-WBG-Improving-
Freight-Logistics.pdf.

Zou, Wei, Liangheng Chen, and Junke Xiong. 2021. “High-Speed Railway, Market Access and Economic Growth.”
International Review of Economics & Finance 76 (November): 1282-1304. https://doi.org/10.1016/j.iref.2019.11.014.

Abdul Latif Jameel Poverty Action Lab


https://www.bi.go.id/id/publikasi/kajian/Documents/The_Labor_Market_Impact_of_COVID_19_and_The_Role_of_E-Commerce_Development_Evidence_from_Indonesia.pdf
https://www.bi.go.id/id/publikasi/kajian/Documents/The_Labor_Market_Impact_of_COVID_19_and_The_Role_of_E-Commerce_Development_Evidence_from_Indonesia.pdf
https://perpustakaan.bappenas.go.id/e-library/file_upload/koleksi/migrasi-data-publikasi/file/RP_RKP/Narasi-RPJMN-2020-2024-versi-Bahasa-Inggris.pdf
https://perpustakaan.bappenas.go.id/e-library/file_upload/koleksi/migrasi-data-publikasi/file/RP_RKP/Narasi-RPJMN-2020-2024-versi-Bahasa-Inggris.pdf
https://perpustakaan.bappenas.go.id/e-library/file_upload/koleksi/migrasi-data-publikasi/file/RP_RKP/Narasi-RPJMN-2020-2024-versi-Bahasa-Inggris.pdf
https://lpi.worldbank.org/2018
https://lpi.worldbank.org/international/global
https://documents1.worldbank.org/curated/en/617051540584814484/pdf/WP-PUBLIC-2015-WBG-Improving-Freight-Logistics.pdf
https://documents1.worldbank.org/curated/en/617051540584814484/pdf/WP-PUBLIC-2015-WBG-Improving-Freight-Logistics.pdf
https://doi.org/10.1016/j.iref.2019.11.014

©  J-PAL Europe

Paris School of Economics

o ©  J-PAL South Asia
J-PAL Middle East IFMR, India

and North Africa Y
American University

in Cairo

J-PAL Global
MIT

MIT

J-PAL North America %@

J-PAL Southeast Asia L Q
University of Indonesia {

J-PAL Latin America
and Caribbean (,
Pontificia Universidad >9 ng-PAL Africa

Catélica de Chile ‘ University of Cape Town

ABOUT J-PAL AND J-PAL SOUTHEAST ASIA

The Abdul Latif Jameel Poverty Action Lab (J-PAL) was established in 2003 as a research institute within the Economics
Department of the Massachusetts Institute of Technology (MIT), Cambridge. J-PAL believes that development can be
more effective if policymakers and implementers have access to rigorous evidence of what programs and policies
work or not, and why. Currently, J-PAL has over 750 affiliated researchers who have more than 1,600 completed and
ongoing evaluations in more than 80 countries. These projects rigorously test the effectiveness of programs in areas
including health, education, finance, labor markets, environment, governance, and agriculture.

In 2013, then-Indonesian President Susilo Bambang Yudhoyono launched the Abdul Latif Jameel Poverty Action
Lab Southeast Asia Regional Office (J-PAL SEA) in Jakarta under the Faculty of Economic and Business, Universitas
Indonesia. J-PAL SEA’s mission is to equip policymakers with rigorous evidence to inform the design of social programs

that will make a lasting contribution to poverty reduction in Indonesia and the Southeast Asia region.

For more information: https://www.povertyactionlab.org/southeast-asia
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