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Abstract 

 

The rarely investigated themes on the indigenous economic’s influence on small business 

development have made the local governments’ policies on regional development merely relied on 

large industries as the main engine. The paper aims to examine the effects of local culture, 

government role, and entrepreneurial behavior on the SMEs performance. A total of 270 

questionnaires was distributed to the Papuan entrepreneurs who are currently running their SMEs 

in the agribusiness industry, and a sample of 250 returned-questionnaires was used for further 

analysis. We employed the path analysis and structural equation model to investigate the 
relationship the determinants of indigenous economic growth and SMEs performance. The results 

proved that the effects of local culture and government's role were stronger and significant through 

the intermediating variable entrepreneurial behavior. This indirect influence revealed that self-

employed behavior was the medium to enhance and strengthen the SMEs performance. This 

denotes that the nexus of local culture-government role-entrepreneurial behavior plays a vital role 

in promoting entrepreneurship development. In addition, discussions, implications, as well as 

conclusions of the study were also highlighted. 
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Introduction 

 

Small businesses in Indonesia continue to 

play a vital role and contribute significantly 

in the country’s economic development 

agenda. It had strengthened the Indonesia’ 

economic sustainability after it could still 

exist and become a key driver economic 

growth in the post Asian Financial Crisis 

1997 era. It proved prior studies that 

entrepreneurship drove economic innovation 

[and] job formation through self-
employment and small business creation 

(Barth, Yago, & Zeidman, 2006). Creation and 

preservation of an economy that encourages 

entrepreneurial behavior spurs additional 

entrepreneurial activity. It is clear from 

commonly available data that small 

businesses are substantial employers in most 

areas and a source for new jobs and 

economic growth (Thurik & Wennekers, 

2004). Small businesses provide 75% of net 

new jobs (Barreto, 2006). Their cumulative 

economic impact makes them a force with 

which to be reckoned, even when individual 

small businesses are not considered to be 
major players in the economy. 
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In Papua, the special province in the most-

eastern part of Indonesia and assumed as a 

bit less-developed region, small medium 

enterprises (SMEs) have been taking an 

increasing portion of the region economic 

development, especially in the coastal and 

lowland regencies since the last decade. Most 
of the businesses are agribusiness industry, 

which focus on farming, fisheries, and 

forestry-derived product's processing. Even 

though the Papua’s SMEs growth is 

promising and important in the economic 

development, the Papuan SMEs face some 

various problems. Saffu (2003) in his study 

on the South Pacific indigenous 

entrepreneurship (including Papua New 

Guinea) reported that some constraints 

basically faced by the Papuan SMEs were 

lacked of working capital, marketing 

networks, qualified human capital, and 

technological knowledge. Meanwhile, 
Mansnembra (2010) in his study 

documented that the number of the Papuan 

entrepreneurs was increasing, even though 

not as much as non-indigenous Papuans and 

in terms of business size, the Papuan SMEs 

were relatively medium and concentrated in 

property and infrastructure business, which 

were very dependent on the government 

projects. He added also that the Papuan SMEs 
mostly operated in urban areas and felt that 

the capital is the main problem to expand, 

even though was not necessarily the case, 

and  most of the businesses were 

traditionally managed. These disadvantaged 

could be traced to the economic system and 

values that came from the practice of tribal 

economy held by the 250 Papuan tribes for 

generations. 

 
This fact is interesting since small rapidly 

growing firms started by entrepreneurial 

minded individuals, create wealth and an 

important number of jobs, thereby impacting 

greatly on social and economic development 

(Birch & Medoff, 1994; Acs & Szerb, 2007; 

Abubakar & Mitra, 2010). The failure to solve 

the problems faced by the SMEs will bring a  

 

 

significant adverted impact. The Papua’s 

province government (BPS, 2010) reported 

that the number of small businesses has 

increased averagely 2.95% in the last four 

years; unfortunately, it is not followed by the 

same rate of increasing in production, 

investment, and employment. Ironically, in 
the same period, the values of production, 

investment, and employment have decreased 

averagely 20.15%, 5.6%, and 1.1%, 

respectively. We predicted that the problem 

was related to the triple nexus of indigenous 

economic growth, i.e. local culture, 

government role, and entrepreneurial 

behavior. 

 

The prior studies show that the tendency or 

ability to become self-employed differs 

between native people (indigenous) and 

immigrants. Immigration involves taking 

risks, and this is also the case for 
entrepreneurship. Immigrants are, therefore, 

considered to have an appropriate attitude or 

set of mind to start a business (Verheul et al, 

2001). For individuals or people who are 

unable to adapt to a social system, such as 

ethnic and migrant minority groups (e.g. non-

indigenous Papuans), their marginal social 

position is a driving force to become self-

employed. Self-employment in this case is 
not only a means for earning a living, but it is 

also a way of obtaining recognition and social 

acceptance (Veciana, 1999). These findings 

become a base for the opposite type of 

entrepreneurship, i.e. indigenous 

entrepreneurship, which is defined in terms 

of creating, managing, and developing new 

ventures by native people for the benefit of 

local people (Lindsay, 2005). The literatures 

reveal that culture influences attitudes and 
behavior, varies within and across nations 

and within and across ethnicities, and is 

strongly embedded in local communities 

(Lindsay, 2005). We assumed that the 

performance of Papuan SMEs was influenced 

by local culture, which was mediated by 

entrepreneurial behavior.  
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The success of entrepreneurs in expanding 

its business, especially in the start-up stage, 

cannot be separated from the role of 

government, such as starting up permit-ease 

aid, access to loans, and technical assistance 

(Hisrich & Peters, 1995). Those supports will 

encourage the local people to start new 
ventures and create conducive environment 

for entrepreneurial behavior to grow (Kao & 

Liang, 2001). In the other words, the 

government has a major role to enhance the 

ability of small businesses to succeed. We 

assumed that the government role and local 

cultures simultaneously affected the Papuan 

SMEs’ performance through entrepreneurial 

behavior. 

 

This paper is intended to contribute to our 

understanding of the relationship between 

the triple nexus of indigenous economic 

growth and the performance of small and 
medium enterprises in Papua and highlight 

the importance of local culture, government 

role, and entrepreneurial behavior as the 

determinants to the productivity of these 

SMEs. Information obtained from this paper 

will provide a further understanding and fill 

the literature gap in the context of the triple 

nexus of indigenous economic growth’s 

influence on entrepreneurial behavior and 
hence the SMEs’ firm performance. 

Furthermore, it will examine the underlying 

dimensions of local culture, government role, 

and entrepreneurial behavior that verify the 

productivity. In addition, it is also 

considering on the local culture of 

entrepreneur influences the entrepreneurial 

behavior and lead to the productivity, how 

entrepreneurial behavior is being driven and 

executed across the many functional 
activities of SMEs.  

 

To present the empirical findings, the paper 

is organized as follows. The literature review 

and prior studies on local culture, 

government role, and entrepreneurial 

behavior are briefly outlined in Section 2. In 

this section, the hypotheses development is 

also developed. The methodology and 

research model is described in Section3, 

followed by the research results and 

discussion in Section 4. We provide some 

concluding remarks in Section 5. 

 

Literature Review 

 

The Triple Nexus of Indigenous Economic 

Growth 

 

Early economic geography researchers 

determined that the variation in the 

emergence and distribution of industry has 

been attributed to place-based factors, often 

termed regional uniqueness, including local 

culture (Chisholm, 1908; Hartshone, 1955). 

The culture of the location includes the 

lifestyle, values and beliefs of the area. 

Decisions and patterns of interaction are 

defined by the cultural attitudes and 

practices (DeBlij, Murphy & Fouberg, 2007). 

This kind of interaction undeniably also 

affects the way of the people in its economic 
activities, such as trading and business 

activities, and SMEs activities are included. 

Those activities play important role as the 

development engine in the area. The creation 

of successful new ventures locally also helps 

to generate indigenous growth. Extant 

literatures reveal that small and medium 

enterprises (SMEs) have been the backbone 

of economic growth of an economy in driving 
industrial development. Entrepreneurship 

provides a basis for economic change 

through new knowledge creation and 

application but for this process to obtain 

value in a development context it needs a 

framework which can address a fairly 

complex set of human and social issues and 

enable value creation at the individual, social 

organizational and wider economic levels. 

 
One of the main components of the said 

framework is culture. Development 

processes are not only associated with 

economic and social factors, but also 

correlated with culture. Culture should be 

incorporated as a resource to be used rather 

than be considered an obstacle in the 

process. Being aware of the local and national 

cultural context is of great importance in the 

planning and implementation of all the 

development cooperative efforts. Awareness 
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of the local cultural context helps us 

understand the nature of development 

problems and more effectively strategies for 

development programs. The capacity 

building and empowerment of local people 

are also based on the understanding of the 

local culture. Instead of a variable dependent 
on economic growth, culture is seen as a 

controlling force that determines the 

development process (Lindsay, 2005). 

 

The empirical findings show a strong 

correlation between entrepreneurship and 

economic freedom, which is promoted by 

government policies. Well-protected 

property rights, low and stable 

nondiscriminatory tax regimes, and few, 

limited regulations that are reasonable and 

thoughtful are the ingredients of the most 

successful economies. In the other words, the 

government could play a role in encouraging 
new business growth by creating an 

environment that is nurturing.  

 

Those components, mediated by 

entrepreneurial behavior, are believed as the 

key drivers in the indigenous economic 

growth, which enable the native SMEs to 

flourish and perform optimally. Each 

component will be discussed further in the 
following sections. 

 

Local Culture 

 

Prior studies at general discussed that the 

various explanations of entrepreneurship can 

be categorized into two schools: firstly, the 

environment school and secondly, the people 

school. The first school argues that the 

existence of entrepreneurship is based on the 
cultural and structural conditions of (most 

often) the local environment. Some previous 

works of this argument’s supporters, such as, 

the survey by Reynolds, Storey, and 

Westhead (1994), which focused on various 

economic-structural characteristics in six 

countries, reported the relationship between 

structural variables and entrepreneurship. 

Johannisson and Bang (1992), Davidsson 

(1993), and Havusela (1995) have reported 

this relationship, which entrepreneurship-

related values and attitudes have been used 

as a measure indicating local culture. 

Meanwhile the people school argues that 

proactive personality (Bateman & Crant, 

1993), which is need for achievement 

(McClelland, 1961), locus of control (Rotter, 

1966; Levenson, 1973), and tolerance of 
ambiguity and creativity, is the trait that 

determines the entrepreneurial behavior. 

The trait approach has found various 

linkages between personal characteristics 

and entrepreneurship. 

 

According to Saxenian (1994) and Vandello 

and Cohen (1999), regional culture accounts 

for differences in norms, values, and 

practices accepted by the entrepreneurs’ 

social network in different geographic 

locations. Aldrich (1999) argues that 

entrepreneurs who are embedded, or 

strongly connected to others, in a large social 
network are more likely to be successful 

when starting their business. In the other 

words, those who are effective in gaining 

high levels of accessibility to the social 

network can acquire resources, or social 

capital, that becomes available through their 

social relationships (Lin, 2001). Social 

networks, which are the proxy of local 

culture, are comprised of the family, friends, 
community members and business associates 

that interact with each other and other 

members of the network on a social and 

economic basis. These local cultures emerge 

in a specific geographic location among 

people with similar socio-demographic 

attributes (Marsden, 1988; Yamaguchi, 

1990). The sharing common vision, values, 

beliefs, norms, ideas, trade arrangements, 

friendship and financial resources are the 
main components of this culture (Ruef, 

Aldrich & Carter, 2003). Access to specific 

local networks allows the entrepreneur to 

expand his or her contacts and access to 

information and resources through his or her 

interactions with others. The ability of the 

entrepreneur to understand the norms and 

modify behavior to match the norms is 

necessary for entry to and continued 

inclusion in the local network. 
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Economic development and industrial 

growth of a region is related to the ability of 

the social networks to share information, 

collaborate with referrals and joint projects, 

cost share, problem solve and share 

information in an open manner (Cooke, 

1995; Harrison, 1994). Entrepreneurs 
perceive opportunity and collect information 

in manners influenced by their social 

environment (Anderson & Miller, 2003). 

Prior researches also revealed that local 

culture through social networks that emerge 

around existing ventures helped potential 

entrepreneurs in the region gathered 

necessary resources for venture creation 

(Stuart & Sorenson, 2003; Sorenson & Audia, 

2000). Therefore, based on those arguments, 

our first hypothesis is: 

 

H1: Papuan’s local culture affects its SMEs 

performance 

 

Government Role 

 

Local government plays a role in the ideal 

type public-private partnership that spurs 

economic development and encourages 

resilience in the local business community. 

What happens when the local government 

institution, through poor policy, inadequate 
implementation, or constraining culture, fails 

to help the community strive for resilience? 

 

Classical literature on the role of government 

in economics suggests a range of government 

interaction, from a hands-off market-

centered approach of Adam Smith, to hands-

on application of Keynesian theory that 

suggests the importance of government 

interaction in the economy to stimulate 
demand. Government intervenes because the 

market will not guarantee full employment 

or an equitable “distribution of wealth and 

incomes” (Matyas, 1994).  

 

Local governments may also play a major 

role in supporting economic development 

initiatives. For example, the purchasing  

 

 

apparatus would support government’s 

internal needs, while the economic 

development apparatus would support the 

local economy’s business expansion, 

attraction, and retention programs, among 

other initiatives. The economic development 

program may involve incentives, 
entrepreneurship programs, or a public-

private partnership, where well-established 

businesses work with government to 

encourage businesses to locate or stay in the 

area, or to expand their operations (Stenberg 

& Austin, 2007). The goals of such programs 

would be to strengthen the local economy 

and encourage growth (Blair & Carroll, 

2008). 

 

In Indonesia, the governments, therefore, put 

greater effort into strengthening the 

performance of SMEs by initiating many 

programs and incentives which based on 
three main strategic thrusts which aim at: (1) 

strengthening the enabling infrastructure, 

(2) building the capacity and capability of 

domestic SMEs and (3) enhancing access to 

financing by SMEs. Based on these facts, we 

hypothesize that: 

 

H2: Government role affects the Papuan’s 

SMEs performance 

 

Entrepreneurial Behavior 

 

Early entrepreneurship research focused on 

the traits of entrepreneurs. Possession of 

specific traits by the individual, such as the 

need for high achievement (McClelland, 

1961), uncertainty (Khilstrom & Lafont, 

1979), risk taking (Brockhaus, 1980b), 

dominance (Mescon & Montanari, 1981), 
locus of control (Brockhaus, 1980a) or 

affiliation (Hornaday & Bunker, 1970), are 

suggested as key determinants in the choice 

to pursue entrepreneurial venture creation. 

Research on traits as the distinguishing 

factor for entrepreneurial choice has not 

adequately explained the mechanism for 

entrepreneurship choice. 
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Gartner (1988) proposed that since 

entrepreneurship requires implementation, 

it is the behaviors, not the traits that guide 

actions. Gartner proposed that more 

attention should be given to the relationship 

between behaviors and successful venture 

creation. DeCarolis and Saparito (2006) 
propose that it is both the environmental 

conditions and cognition that drive 

entrepreneurial behavior and opportunity 

exploration. Individuals tend to identify and 

associate with others who possess similar 

beliefs, values and behaviors that can assist 

in gaining needed resources or skills 

(Vandello & Cohen, 1999). The entrepreneur 

learns the norms and rules of his or her 

social network through observation of the 

response to his or her actions and to the 

group-accepted actions of others (Bandura, 

1977). 

 
According to AmosWeb (2012), 

entrepreneurial behavior is a preference for 

changing the status quo over maintaining it 

based on relatively greater satisfaction 

generated by novel information over 

redundant information. It underlies the 

inclination to undertake invention and 

innovation, including the creation of 

something new as well as the distribution 
and adoption of the new throughout society. 

It is the behavior most likely exhibited by 

entrepreneurship. An alternative is 

managerial behavior, which is a preference 

for maintaining the status quo over changing 

it. Entrepreneurial behavior is greatly 

influenced by its environment. 

 

Feldman (2001) and Julien (2007), 

emphasize that entrepreneurship is always a 
regional event, subjective and dependent on 

time and place because all entrepreneurs 

belong to a context or “milieu” at any time. 

Julien’s (2007) “entrepreneurial milieu” is 

described as the “socio-economic 

environment surrounding the entrepreneur”. 

A place that provides latent resources and 

social capital, in addition to the financial and 

human capital, which entrepreneurs needs to 

support venture creation and development. 
Even though Julien‟s (2007) notion of the 

entrepreneurial milieu encompasses mostly 

traditional economic location factors 

(infrastructures, workforce, incubators etc), 

he also acknowledges that the milieu is a 

social place that promotes an 

entrepreneurially friendly culture, where 

innovative and entrepreneurial people have a 
chance to flourish. Thus, Julien’s (2007) 

entrepreneurial milieu is both economic 

space and social place. In the other words, all 

components within the place where the 

entrepreneurs run their business play 

significant influence, such as culture and the 

support of local government. 

 

According to the six features of an 

entrepreneurial ecosystem that have been 

identified by Babson College (Isenberg, 

2011), the first two important features are 

the culture that rewards innovation, 

creativity, and experimentation and the 
policies and leadership that provide 

regulatory and capital support. The 

ecosystem is the prerequisite of growing 

entrepreneurial behavior, which consist of a 

set of different interconnected actors within 

a specific area, including the following 

building blocks: universities and R&D 

institutions, qualified human resources, 

formal and informal networks, governments, 
angel investors and venture capitalists, 

professional service providers, and an 

enterprising culture which connects all of 

these factors in an open and dynamic way. It 

means that culture and government role 

determine the successful of SMEs through 

entrepreneurial behavior. Based on those 

arguments, we hypothesize that: 

 

H3a: Papuan local culture affects its SMEs 

performance through entrepreneurial 

behavior 

 

H3b: Government role affects the Papuan’s 

SMEs performance through 

entrepreneurial behavior 

 

Small Medium Enterprise Performance 

 

To measure the SMEs performance is a 

challenging task due to the large portion of 
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the extant literature is devoted to studies on 

how large organizations measure their 

performance; an apparent void of 

understanding how SMEs measuring their 

performance. Recognizing the limitations of 

relying solely on either the financial or non-

financial measures, owners-managers of the 
modern SMEs have adopted a hybrid 

approach of using both the financial and non-

financial measures. These measures serve as 

precursors for course of actions (Chong, 

2008).  

 

Most of prior studies on SMEs performance 

fall into two approaches, i.e. using the 

financial and non-financial measures. The 

financial approach (goal approach) focus 

their attentions on the financial measures. 

These measures include profits, revenues, 

returns on investment (ROI) (Duchesneau & 

Gartner 1990; Smith, Bracker, & Miner 1987), 
returns on sales (Miller, Wilson, & Adam, 

1988), and returns on equity (Richard 2000; 

Barney 1997) rather than the non-financial 

measures. Financial measures are objective, 

simple and easy to understand and compute, 

but in most cases, they suffer from being 

historical and are not readily available in the 

public domain. Inaccessibility, confidentiality 

(Covin & Slevin, 1989), completeness 
(Sapienza & Grimm 1997), accuracy (Brush & 

Wanderwerf 1992) and timeliness (Sapienza, 

Smith, & Gannon 1988) of data make 

comparisons among the sectors challenging 

and futile. Meanwhile, The most common 

non-financial measures adopted by the SMEs 

are number of employees (Orser, Hogarth-

Scott, & Riding 2000; Mohr & Spekman 1994; 

Robinson & Sexton 1994; Loscocco & Leicht 

1993; Davidsson 1991; O'Farell 1986), 
growth in revenue across time (Miller, 

Wilson, & Adams 1988), market share 

(Bouchikhi 1993; O'Farell 1986) and revenue 

per employee (Johannisson 1993). 

 

In this study, we employed non-financial 

measures by asking the entrepreneurs to 

evaluate its business growth on productivity, 

products expansion, sales, and profitability. It 

was because the nature and complexity of the 

business structure, the Papuan 

entrepreneurs’ knowledge level on financial 

literacy, and the extent of the owners-

managers willing to participate in the fact 

finding processes. In addition, to measure the 

small firm performance, the subjective 

measurement is appropriate (Ahmad, 2007).  

 
Relationship between the Triple Nexus of 

Indigenous Economic Growth and SMEs 

Performance 

 

In the literature, the ability to leverage 

resources is dependent on two attributes of 

the social network. The first is the reach 

within the network to the highest level of 

resources. The second is related to the 

structure of the social network and its 

relationship to other social networks. Social 

network structures that have more structural 

holes and bridges create more opportunities 

for connection to resources. Networks that 
are less dense and have less strictly defined 

norms allow more accessibility to new 

entrants. Entrepreneurial success is 

enhanced as the entrepreneur is able to 

augment individual capital with social capital 

obtained through the social network. 

 

Culture, as Nijkamp (2003) suggests is one of 

the three related factors for 
entrepreneurship, the other two being 

personal motivation and the social 

environment. Culture influences an 

entrepreneur’s behavior, attitudes, and 

overall effectiveness and, moreover, is often 

unnoticed by the entrepreneur. The role of 

human capital in fostering entrepreneurship 

for development through effective resources 

and skills management is, therefore 

dependent on its ability to open up new 
opportunities through the use of a specific 

set of skills and resources in a particular 

cultural context. The cultural context for 

developing economies is inevitably different 

from those of their developed counterparts, 

and it could be argued that the same set of 

principles as proposed by the Washington 

Consensus and others may not be 

appropriate for such economies. Some 

studies have found that culture can be a 

dynamic factor in the economic reformation 
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(Zapalska & Edwards, 2001 in China), or that 

a combination of social structure and cultural 

values can constrain entrepreneurship (Dana 

(2000) in India) and that certain 

characteristics of local culture can be 

unfavorable to economic development 

(Cochran, 1960). 
 

Prior studies reveal that institutions as the 

rules of the game in a society and 

organizations are the players, which 

institutional frameworks interact with 

organizations by signaling which choices are 

acceptable and supportable (North, 1990). 

Therefore, institutions help to reduce 

uncertainty for organizations. Mohd Shariff, 

Peou, and Ali (2010) point out that 

governments can improve opportunities 

available to entrepreneurs as well as 

strengthen the cognitive environment by 

offering various supports, thus, increasing 
the ability of entrepreneurs to conduct 

businesses. Following that argument, 

government is seen as a critical factor of 

business success (Hall, Daneke, & Lenox, 

2010). Government provides various means 

to support business activities. 

 

Human capital is widely believed to improve 

entrepreneurial performance (Stuart & 
Abetti 1990; Blanchflower & Oswald 1998; 

Bruderl & Preisendorfer 1998; Cooper et al. 

1994; Pennings et al. 1998; Van Praag & 

Cramer 2001; Van Praag 2003; Bosma et al. 

2004). Following Colombo and Grilli (2005), 

individuals with greater human capital are 

likely to have better entrepreneurial 

judgment that leads to the successful of its 

business. These individuals normally behave 

and embrace the nature of non-resistance to 
change, the implementation of new ideas 

proposed by internal collaborators, and the 

incentives for accomplishing, on a continuous 

basis, interdisciplinary discussion and 

dialogue (Batjargal, 2007). Those natures are 

known as entrepreneurial behavior. The non-

economic performance of SMEs is positively 

affected by enthusiasm at work, the 

incentives for interdisciplinary discussion 

and dialogue (Leitao & Franco, 2011). 
Meanwhile, the economic performance of 

SMEs is positively affected by enthusiasm at 

work, propensity for innovating activities, 

and capability for finding multiple solutions. 

As noted by Bosma et al. (2004), it is argued 

that the firm’s performance is determined 

not only by the founder’s talent, 

circumstances and good luck, but also by his 

individual capital, a proxy of his 

entrepreneurial behavior.  

 

Based on those reviews of the literature, we 

proposed that local culture and government 

role have two types of relationship with 
SMEs performance, i.e. direct relationship 

and indirect relationship through 

entrepreneurial behavior as the mediating 

variable.  Entrepreneurial behavior in this 

study is expected to improve the magnitude 

of the relationship between local culture, 

government role, and SMEs performance. If 

local culture does not support and 

government role is low, then entrepreneurial 
behavior will not support the entrepreneurs 

to perform optimally and enhance the SMEs 

performance. Baron and Kenny (1986) define 

the mediating variable as the mechanism 

through which the effect of the dependent 

variable can be influenced by the 

independent variable. The mediating variable 

can increase the value of the dependant 

variable. It measures the level of local culture 

effect and government role on the SMEs 
performance. Figure 1 show the framework 

of this study. 
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Figure 1: Research Framework on the Relationship between Local Culture, Government 

Role, Entrepreneurial Behavior, and SMEs Performance 

 
Research Methodology 

 

This study uses a mixed-method design for 

data collection and analysis. A survey 

questionnaire was employed to collect 

quantitative data. In-depth interviews were 

employed to collect qualitative data and 
interpret some of the survey findings. Survey 

and interviews are a good combination since 

survey questionnaires can collect data with 

breadth and interviews can collect in-depth, 

richer data. In this study, the interviews were 

conducted after the survey data were 

collected and preliminarily analyzed. 

 

This study was conducted at three regencies 

in Special Province Papua (Indonesia), i.e. 

Merauke, Jayapura, and Keerom, and the 

targeted population included agribusiness 

small business. The agribusiness 
entrepreneurs were chosen for three main 

reasons. First, in these regions the growth of 

agribusiness small business had 

demonstrated an increasing number, 

compared to other regencies in Papua. 

Second, those regions represented two main 

local cultures in Papua, i.e. coastal culture 

and lowland culture. Third, due to its 

geographical position, these regencies had 

more infrastructure facilities and dynamic 

governmental activities.  

 

Samples 

 
The population of this study is 787 SMEs in 

agribusiness industry that are currently 

operating at three targeted regencies. The 

hard copy versions of the survey were 

distributed to the sample. From the total 

sample of 270, only 255 responses were 

collected. Five responses were rejected due 

to partial responses. Therefore the final 

number of responses used for further 

analysis was 250. This signifies a response 

rate of 92.5%. 

 

Respondents 

 

The 250 respondents comprised of 200 

(80%) were male entrepreneur and 50 

(20%) were the female entrepreneurs. 53 

(21.2%) respondents were Papuan 

entrepreneurs, and 197 respondents were 

non-indigenous entrepreneurs. The majority 
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of the respondents were from Jayapura 

municipal (110 respondents or 44%), and 

the rests were from Merauke regency (90 

respondents or 36%) and Keerom regency 

(50 respondents or 20%). Most of the 

respondents were in the productive ages, i.e. 

30-50 years old (75.6% or 198 respondents). 
Stock breeding and farming were the main 

industries in which the SMEs owners were 

operating their business (70.4% or 176 

respondents), and fishery was only 29.6% or 

74 respondents.   

 

Measurements 

 

The instrument used to evaluate local culture 

was the compilation of work of Van de Broek 

(2002), Paidi (1994), Warami et al. (2007), 

and Rumbawer (2001) on Papuan local 

culture. The survey has 15 items to measure 

10 dimensions of Papuan local culture. The 
survey requires the subjects to provide 

responses based on their perception of 

Papuan local culture on running the their 

business by using a five-point Likert scale 

from 1 denoting strongly disagree to 5 

denoting strongly agree. These items were 

widely used in previous empirical studies 

with a consistent reliability result of 0.88.   

 
To measure the three dimension of 

government's role, we utilized the compiled 

8-items by Fulop (2000), Ferrel (2002), the 

Guidance of Rural Agribusiness Development 

(2008) and the Indonesian SMEs Blueprint 

(2009). Furthermore, the 12-items survey by 

Amir (2000) was employed to measure the 

entrepreneurial behavior. Finally, we used 

the non-financial 4-items by Riyanto (1998) 

to measure the SMEs performance. All 
responses were on 5-point Likert scale and 

ranged from (1) ‘Very disagree’ to (5) 

‘Strongly agree’.  

 

Data Analysis 

 

Reliability tests for the independent and 

dependent variables were conducted. 

Subsequently, confirmatory factor analysis 

and structural equation model (SEM) 

analyses were conducted to examine the 

relationship between local culture, 

government role, entrepreneurial behavior, 

and SMEs performance. 

 
Results 

 

Table 1 shows the reliability results. The 

results exhibit that the reliability result were 

greater than 0.70 indicating reliable value for 

all the dimensions of the instruments. 

Further, the Cronbach’s alpha value for local 

culture, government role, entrepreneurial 

behavior, and SMEs performance were 0.862, 

0.9060, 0.9038, and 0.8496, respectively. 

This demonstrates that the variables 

understudy have good reliability coefficient 

values, which are all above the lower limit of 

acceptability of 0.6. Meanwhile to test the 
construct validity, it is used three approaches 

of convergent validity, i.e., factor loading, 

composite reliability, and average variance 

extracted. Standardized loading estimates 

should be 0.5 or higher, and ideally 0.7 or 

higher. In this study, all valid constructs have 

factor loading more than 0.5. Average 

variance extracted (AVE) estimates for two 

factors also should be greater than the 
square of the correlation between the two 

factors to provide evidence of discriminant 

validity. AVE should be 0.5 or greater to 

suggest adequate convergent validity, and in 

this study, all valid constructs have AVE 

value more than 0.5. Meanwhile for 

composite reliability, the construct reliability 

should be 0.7 or higher to indicate adequate 

convergence or internal consistency, and in 

this study, all valid constructs have 
composite reliability value more than 0.7. 

The validity and reliability test reveals that 

all items are reliable, which have Cronbach’s 

Alpha value and factor loading above the 

minimum value 0.60 (Gujarati, 1995). 

Therefore, it can be said that all constructs 

used in this study are valid and reliable. 
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Table 1: Result of CFA for Measurement Model of the Effect of Local Culture, Government 

Role, and Entrepreneurial Behavior on SMEs Performance 

 

   Factor  

loading 

Composite  

reliability 

Average 

variance 
extracted 

  Internal reliability 

Construct Item Cronbach alpha     

Local Culture Locult1 0. 8682 0.711 0.887 0.541 

 Locult2  0.770   

 Locult3  0.687   

 Locult4  0.604   

 Locult5  0.633   

 Locult6  0.663   

 Locult7  0.687   

 Locult8  0.621   

 Locult9  0.565   

 Locult10  0.675   

Government 

Role 

Grole1 0. 9060 0.724 0.880 0.713 

 Grole2  0.961   

 Grole3  0.831   

Entrepreneurial 

Behaviour 

Ebehavior1 0. 9038 0.601 0.906 0.548 

 Ebehavior2  0.654   

 Ebehavior3  0.725   

 Ebehavior4  0.633   

 Ebehavior5  0.684   

 Ebehavior6  0.517   

 Ebehavior7  0.667   

 Ebehavior8  0.709   

 Ebehavior9  0.590   

 Ebehavior10  0.772   

 Ebehavior11  0.616   

 Ebehavior12  0.674   

SMEs 

Performance 

SMEperf1 0.8496 0.739 0.850 0.587 

 SMEperf2  0.778   

 SMEperf3  0.778   

 SMEperf4  0.768   

      

 
Table 2 shows the fit indices for 

measurement model. The indices reveal that 
the study’s values meet the recommended 

values set by the prior studies. The values of 

GFI, AGFI, CFI, and TLI were more than the 
minimum value. Meanwhile, the values of 

χ2/df and RMSEA were also less than the 

maximum value as allowed. It means that our 

model has functioned well to fulfill the 
objective of the study. It could be continued 

to the next process, i.e. measure the effect of 

studied variables by running the path 
analysis and hypothesis testing. 
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Table 2: Fit Indices for the Measurement Model of the Effect of Local Culture, Government 

Role, and Entrepreneurial Behavior on SMEs Performance 

 

Fit Index This Study Recommended values Source 

df 2   

χ2 1.044   

χ2/df 0.522 ≤ 3.00 Gefen, Straub, & Boudreau (2000) 

GFI 0.934 ≥ 0.90 Hoyle (1995) 

AGFI 0.886 ≥ 0.80 Chau & Hu (2001) 

CFI 0.997 ≥ 0.90 Bagozzi & Yi (1988) 

RMSEA 0.013 ≤ 0.08 Browne and Cudeck (1993) 

NNFI (TLI) 0.995 ≥ 0.90 Bagozzi & Yi (1988) 

 
The measurement model indices reveal that 

the proposed model is fit and parsimony. 

 
 

 

 

 

    

 

 

 

 

    = direct influence 
    = indirect influence  
 
 

Local 

Culture 

Government 

Role 

Entrepreneurial 

Behavior 

SMEs 

Performance 

0,772***  

0,725*** 

0,534*** 

0,116 

0,183*** 

0,412*** 

0,387*** 

 
             Note: *** p < 0.01; ** p < 0.05 

 

Figure 2:  Path Coefficients and Hypothesis Testing of the Effect of Local Culture, Government 

Role, and Entrepreneurial Behavior on SMEs Performance 

 
Discussions and Implications 

 

The path and regression analysis on the 

direct effect of local culture on the SMEs 

performance demonstrated that it did not 
have significant influence, which the path 

coefficient was only 0.116 with p-value 

0.256. It means that the Papuan indigenous 

culture does not directly influence the 
Papuan’s small businesses’ performance. 

According to Tebay (2007), the native 

Papuans have a different value system and 

work ethic from the prevailing laboring 
system in the modern enterprise. They do the 

works to achieve something that is obvious, 

i.e. the works are carried out just to meet the 
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basic or necessary needs, not are specified in 

the certain working hours. The labor activity 

is also considered as a process and 

communal events, so that any work done 

should bring the social benefits to the 

community. The Papuans’ work ethic 

emphasizes the collectivism, the obligation to 
tradition, and the less-oriented economic 

motives. It is lacked to support the 

individual’s productivity and profitability, 

resulting in the situation in which a managed 

business cannot thrive. During the run the 

businesses, such as farming, livestock 

breeding, and fisheries, the Papuans always 

think that they have a great responsibility for 

the family and put the benefits of big family 

as the main priority. If the entrepreneurs 

choose to ignore the tradition obligations, 

they will face some risks, such as social 

exclusion and loss control over the access of 

local employment and other community 
resources, thus it will limit their business’ 

progress.    

 

However, the Papuan’s indigenous culture 

influence on the SMEs performance through 

entrepreneurial behavior as the mediating 

variable was significant, i.e. the path 

coefficient was 0.412 with p-value 0.001. The 

results indicate that the intermediate 
variable has a strategic role in linking the 

local culture to the SMEs performance. The 

Papuan’s work ethic is considered as the 

main part of their attitudes toward economy 

activities, even though, the indigenous 

entrepreneurial behavior is more 

concentrated on meeting the social needs 

rather than the economy one.  

 

Our study found that the government's role 
influenced the SMEs performance directly 

and indirectly. The path coefficients 

demonstrated that it had significant 

influence, which the values were 0.183 (p-

value 0.001) and 0.387 (p-value 0.000), 

respectively. Meanwhile, the entrepreneurial 

behavior itself had a significant influence on 

the SMEs performance, which was indicated 

with path coefficient 0.534 (p-value 0.001). 

Our study noticed that one of the main 

Papuan self-employed behavior indicators, 

which is assumed having significant influence 

on the business performance, is the hard-

working character. Having realized that they 

have abundant natural resources for doing 

business, even though they are facing some 

obstacles related to the advanced business 

knowledge, to behave industrious are the 
perceived work ethic and attitude to carry 

out the activities enthusiastically. It becomes 

also a devotion to the traditional values of 

collectivism.  

 

In concordance with the supportive 

entrepreneurial behavior on business 

performance, according to Chowdhury 

(2007), the political stability, law 

enforcement, improvement of infrastructure, 

corruption eradication, and economic 

assistance provided, will foster a positive 

climate for business development. The 

government assistance to small businesses 
through the improvement and development 

of infrastructure, education and training, and 

financial assistance is the basic condition to 

flourish on the conducive-entrepreneurship 

environment.   

 

In the other words, the role of government is 

to help and support an entrepreneurial 

ecosystem. It implies that government should 
remove legal obstacles to business growth, 

and implement helpful laws that 

decriminalize bankruptcy, simplifies tax, and 

allows entrepreneurs to quickly start over 

after a failed venture. It means that the 

government's role is to unleash - not harness 

- people's entrepreneurial energies, and build 

on and reinforce existing clusters instead of 

trying to create new ones. It's a case of 

putting the correct systems in place and then 
letting entrepreneurs get on with the task at 

hand. 

 

Local governments can reinforce the positive 

externality by keeping a close watch on 

emerging technologies and facilitating the 

emergence of early communities around 

promising new technologies. This may be 

achieved primarily through the providing 

information on regulations (standards, 

taxation, and customs duties), the 
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establishment of mentoring programs, and 

the organization of networking events. The 

other supporting efforts are to create 

incubator units providing the space and 

infrastructure for business beginners and 

innovative companies, and the creation of 

media outlets where outcomes of small 
businesses can be publicized, and help them 

to solve technological problems, and to 

search for know-how and promote 

innovation.  

 

There are no doubts that governments 

should create different types of support 

institutions, such as: 

 

a. To provide information on regulations, 

standards, taxation, customs duties, 

marketing issues; 

 

b. To advise on business planning, 
marketing and accountancy, quality 

control and assurance; 

 

c. To create incubator units providing the 

space and infrastructure for business 

beginners and innovative companies, and 

helping them to solve technological 

problems, and to search for know-how 

and promote innovation; and 
 

d. To help in looking for partners. 

 

Those supports, combined with proper local 

culture development, will be the prerequisite 

for the flourished entrepreneurial behavior 

leading to the increasing SMEs performance. 

  

Conclusion 

 
This study has successfully answered the 

objective, which is to examine the effect of 

local culture, government role, and 

entrepreneurial behavior on SMEs 

performance. From the path analysis results, 

it was found that Papuan indigenous culture 

had a strong indirectly influence through 

self-employed behavior in the business 

performance. Meanwhile, the government's 

role had this effect significantly in both ways, 

direct and indirect. This finding has provided 

a clear path to explore more the relationship 

between these variables. It is important to 

enhance and improve managerial 

effectiveness of small business in Papua. 

Hence, at the micro level, there is a need to 

improve constantly the existing human 

resource’s entrepreneurship development. It 
is particularly in enhancing proper local 

culture and supportive regional 

government’s interventions. The results from 

the study have also given some inputs to the 

institutional decision makers in designing 

more favorable policies and procedures that 

can help improve SMEs management in the 

less-developed regions.   
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