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ABSTRACT 
	

Aims: This study aims to examine the role of Global Value Chains (GVCs) in enhancing the competitiveness of small and medium enterprises (SMEs) in the herbal medicine industry in Batu City, Indonesia. The research seeks to identify the structure of the value chain, analyze the challenges faced by herbal SMEs in integrating into global markets, and explore strategies that can strengthen their competitiveness and participation in global value chains.
Study design:. This research employs a qualitative research design using a case study approach to gain an in-depth understanding of the dynamics of herbal SMEs within the context of global value chain participation.
Place and Duration of Study: The study was conducted in Batu City, East Java, Indonesia, which is known as a center for herbal plant cultivation and traditional herbal product development. Data collection was carried out over a period of several months during the research process
Methodology: Data were collected through in-depth interviews with owners of herbal SMEs, direct observation of production activities, and documentation review related to business operations, marketing strategies, and product development. The collected data were analyzed using qualitative descriptive analysis to identify patterns, challenges, and opportunities related to SME integration into global value chains
Results: The findings indicate that participation in global value chains can improve the competitiveness of herbal SMEs by increasing product quality, expanding market access, and encouraging innovation. However, several challenges hinder their integration into global markets, including limited financial resources, technological constraints, inadequate managerial capabilities, weak international networks, and difficulties in obtaining certification and meeting international standards
Conclusion: The study concludes that strengthening the participation of herbal SMEs in global value chains requires a comprehensive strategy involving technological upgrading, improvement of product quality and certification, development of market networks and partnerships, enhancement of managerial capabilities, and stronger government and institutional support. These efforts can help herbal SMEs move toward higher value-added activities and improve their competitiveness in both domestic and international markets.
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INTRODUCTION 

Micro, small, and medium enterprises (MSMEs) are widely recognized as the backbone of many economies, particularly in developing countries. In Indonesia, MSMEs contribute significantly to national economic growth by generating employment opportunities and supporting regional economic development. According to the Ministry of Cooperatives and SMEs, MSMEs contribute more than 60 percent of Indonesia's Gross Domestic Product and absorb around 97 percent of the workforce.Despite their important role, MSMEs often face structural challenges in competing in global markets. These challenges include limited access to technology, low production capacity, lack of managerial capability, and insufficient access to international distribution networks. As globalization continues to reshape the global economy, MSMEs must adapt to increasingly complex production networks and supply chains.
One important concept that explains the integration of firms into international production systems is the Global Value Chain (GVC). Global Value Chains refer to the full range of activities that firms and workers perform to bring a product from conception to end use and beyond. These activities include research and development, design, production, marketing, distribution, and after-sales services (Gereffi, Humphrey, & Sturgeon, 2005). Participation in GVCs enables firms to access international markets, improve product quality, and benefit from knowledge transfer.
The herbal medicine industry represents one of Indonesia's traditional sectors with significant potential for global competitiveness. Herbal medicine, commonly known as jamu, has long been part of Indonesia's cultural heritage and is increasingly recognized worldwide as part of the global wellness industry. The increasing global demand for natural health products presents opportunities for herbal MSMEs to expand into international markets.
Batu City in East Java is known for its agricultural resources and herbal plant cultivation. The region produces a variety of medicinal plants such as ginger, turmeric, temulawak, and other herbal ingredients. These natural resources support the development of herbal medicine MSMEs that produce traditional herbal products for local and regional markets.
However, many herbal MSMEs in Batu City still operate at a small scale and remain largely disconnected from global value chains. Limited access to technology, certification standards, and international marketing networks restrict their ability to compete globally. Therefore, understanding how herbal MSMEs can integrate into global value chains is crucial for improving their competitiveness.
This study aims to analyze the role of Global Value Chains in enhancing the competitiveness of herbal MSMEs in Batu City. Specifically, the research explores the structure of the value chain, identifies key challenges faced by herbal MSMEs, and proposes strategies to strengthen their participation in global markets.


. 


LITERATURE REVIEW

Global Value Chain
The concept of Global Value Chain (GVC) was developed to analyze how production activities are organized globally. According to Gereffi et al. (2005), a global value chain refers to the sequence of value-added activities involved in producing goods and services across different countries.
Global value chains are characterized by several key components:
1. Input supply is This stage involves the procurement of raw materials, components, or resources needed to produce a product. Example: In the herbal medicine industry, input supplies include Herbal plants (ginger, turmeric, temulawak), Additional ingredients, Packaging, Production machinery and Inputs can include raw materials, labor, technology, capital, or information.
2. Production and processing is This stage involves the process of transforming raw materials into semi-finished or finished products through production, processing, or manufacturing activities
3. Distribution is Distribution is the process of delivering products from manufacturers to the market or consumers through various distribution channels
4. Marketing is This stage involves strategies to promote, position, and enhance the value of the product in the market in order to attract consumer interest
5. Consumption is The final stage is the use or consumption of the product by the end consumer. At this stage, the product’s value is realized because it actually provides benefits to the user
These five components illustrate how a product moves from upstream to downstream within the global economic system. In the Global Value Chain, each stage adds value, thereby increasing the product’s economic value before it reaches the end consumer. These activities are coordinated by lead firms that control key stages of the value chain such as branding, design, and marketing.
Participation in GVCs provides several advantages for firms, including:
· access to global markets is Participation in GVCs enables firms to enter international markets more easily by becoming part of global production and distribution networks. Firms can sell their products through multinational companies, lead firms, or international supply chains without establishing their own global marketing infrastructure. This participation helps firms expand their market reach, increase exports, and strengthen their global competitiveness (Gereffi, Humphrey, & Sturgeon, 2005; OECD, 2013).
· knowledge and technology transfer is When firms join GVCs, they interact with foreign partners, multinational enterprises, and global lead firms, which facilitates the transfer of knowledge, managerial skills, and advanced technologies. This interaction allows local firms to learn new production methods, improve quality standards, and adopt more efficient management practices (Gereffi & Fernandez-Stark, 2016; World Bank, 2020)
· productivity improvement is Participation in GVCs often requires firms to meet international standards of quality, efficiency, and delivery performance. As a result, firms tend to improve their production processes, workforce capabilities, and operational efficiency. These improvements contribute to higher productivity and better firm performance in both domestic and international markets (OECD, 2013; World Bank, 2020)
· innovation capability Through exposure to international markets and collaboration with global partners, firms gain access to new ideas, technologies, and market information. This environment encourages firms to develop new products, improve processes, and adopt innovative business models, which enhances their innovation capability and long-term competitiveness (Gereffi & Fernandez-Stark, 2016; Humphrey & Schmitz, 2002). However, integration into global value chains also requires firms to meet certain standards related to product quality, production processes, and certification.
2.2 MSMEs and Global Value Chains
Micro, Small, and Medium Enterprises (MSMEs) often encounter significant challenges when attempting to enter global markets. Although MSMEs play an important role in economic development and employment creation, their participation in international trade and Global Value Chains (GVCs) is often constrained by several structural and organizational barriers. According to the Organisation for Economic Co‑operation and Development (OECD, 2019), the main obstacles faced by MSMEs include the following:
1. Limited Financial Resources
Many MSMEs have restricted access to capital and financing, which limits their ability to invest in production expansion, technology adoption, marketing, and export activities. Internationalization often requires significant financial investment for product certification, logistics, market research, and compliance with international standards. Due to these financial constraints, MSMEs may struggle to compete in global markets (OECD, 2019).
2. Lack of Technological Capability
MSMEs frequently lack access to advanced technologies, digital infrastructure, and research and development capabilities. This technological gap makes it difficult for them to improve product quality, increase production efficiency, and meet international standards required in global markets and global value chains (OECD, 2019).
3. Inadequate Management Skills
Another major barrier is the limited managerial and strategic capabilities within MSMEs. Many small firms lack expertise in international marketing, supply chain management, export regulations, and strategic planning. Without strong managerial skills, MSMEs may find it challenging to compete with larger firms in global business environments (OECD, 2019).
4. Limited Access to International Networks
Participation in global markets often depends on business networks, partnerships, and connections with international buyers, suppliers, and distributors. MSMEs typically have fewer international linkages and limited participation in global business networks, which restricts their opportunities to integrate into global value chains and expand their market reach (OECD, 2019).
Nevertheless, participation in global value chains can help MSMEs overcome some of these constraints by connecting them with larger firms and international buyers.
Through collaboration with multinational companies or export-oriented firms, MSMEs can upgrade their capabilities in areas such as product quality, production efficiency, and innovation.

2.3 The Herbal Industry in Indonesia
The herbal industry in Indonesia refers to the sector that produces, processes, and markets products derived from natural medicinal plants and traditional herbal ingredients used for health, wellness, and preventive medicine. This industry is strongly connected to Indonesia’s traditional herbal medicine system known as jamu, which has been practiced for centuries.Indonesia has abundant biodiversity and a long cultural tradition of using medicinal plants such as ginger, turmeric, temulawak, and lemongrass, making the herbal industry an important component of the country’s health, pharmaceutical, and traditional medicine sectors. The herbal industry can be defined as an economic sector that involves the cultivation, processing, development, and commercialization of herbal products derived from medicinal plants for health maintenance, treatment, and wellness purposes (Elfahmi, Woerdenbag, & Kayser, 2014).According to the World Health Organization, traditional and herbal medicine plays an important role in healthcare systems in many countries, including Indonesia, and continues to grow due to increasing global demand for natural health products (WHO, 2019)

2.4 Competitiveness of MSMEs
Competitiveness refers to a firm's ability to produce goods and services that meet international market standards while sustaining profitability and growth in competitive markets. A competitive firm can deliver products with high value, efficiency, and quality while responding effectively to market demands and competition. Competitiveness is therefore closely related to a firm’s capacity to create value, maintain productivity, and achieve sustainable economic performance.
According to Michael E. Porter (1990), competitiveness is influenced by several key factors that determine how well a firm can compete in domestic and global markets.
1. Innovation Capability
Innovation capability refers to a firm’s ability to develop new products, improve production processes, and adopt new technologies. Firms that continuously innovate are better able to respond to changing market needs, differentiate their products, and maintain long-term competitive advantages.
2. Product Quality
Product quality represents the degree to which a product meets customer expectations and international standards. High-quality products increase customer satisfaction, strengthen brand reputation, and enhance a firm's ability to compete in both domestic and global markets.
3. Production Efficiency
Production efficiency refers to the ability of a firm to produce goods using resources such as labor, capital, and materials in the most effective and cost-efficient manner. Efficient production systems reduce costs, increase productivity, and allow firms to offer competitive prices while maintaining profitability.
4. Market Access
Market access refers to a firm’s ability to enter and compete in domestic and international markets through distribution channels, trade networks, and partnerships. Firms with better access to markets can reach more customers, expand sales, and strengthen their global presence.This is a picture about framework this research : 
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Fig 1-  Global value Chain and the Competitiveness of SMEs 
RESEARCH METHODS
This study employs a qualitative research approach using a case study method. The case study approach allows researchers to explore the dynamics of MSME participation in global value chains in a specific context.The research was conducted in Batu City, East Java, which is known as one of the centers of herbal product production. Data were collected using the following techniques:
1. In-depth interviews with herbal MSME owners
2. Observation of production processes
3. Documentation review related to business operations and marketing
A case study of herbal MSMEs in Batu City refers to an in-depth analysis of small and medium enterprises that produce herbal products (such as jamu, herbal drinks, and herbal supplements) in Batu City, East Java, Indonesia. The case study approach aims to examine how these businesses operate, develop their products, and compete in the market while utilizing local herbal resources. Batu City is known as an agricultural and tourism area with abundant natural resources, including medicinal plants such as ginger, turmeric, temulawak, and lemongrass. These resources support the development of herbal-based MSMEs that process traditional medicinal plants into value-added products such as herbal drinks, instant jamu powder, and herbal extracts.Herbal MSMEs in Batu often rely on local knowledge, traditional recipes, and small-scale production methods, but many are gradually adopting modern packaging, branding, and digital marketing strategies. Herbal MSMEs in Batu City have several opportunities for growth, including Increasing consumer interest in natural and herbal health products, Availability of local medicinal plant resources, Tourism in Batu City that supports the sale of local herbal products as souvenirs, Digital platforms that allow MSMEs to reach wider markets.


RESULT AND DISCUSSION

Challenges in Integrating into Global Value Chains

Research on herbal MSMEs in Batu City shows that although these enterprises have strong potential due to abundant natural resources and traditional knowledge, many of them still face several challenges when attempting to integrate into Global Value Chains (GVCs). Integration into GVCs requires firms to meet international standards, maintain consistent production capacity, and build connections with global markets. However, many MSMEs encounter structural and capability-related barriers that limit their participation.
1. Limited Access to Finance
One of the major challenges is limited financial resources. Many herbal MSMEs in Batu City operate with small capital and rely on internal funding. This financial limitation makes it difficult for them to invest in advanced production equipment, product certification, international marketing, and export activities. Studies show that financial constraints are a common barrier preventing MSMEs from participating in global markets (OECD, 2019; World Bank, 2020).
2. Technological Limitations
Another challenge is the lack of technological capability and modern production technology. Many herbal MSMEs still use traditional production processes that may not meet international quality and safety standards. Limited access to technology also affects productivity, product consistency, and the ability to innovate. According to Gereffi and Fernandez-Stark (2016), technological upgrading is essential for firms that want to move up within global value chains.
3. Limited Managerial and Export Knowledge
Many MSME owners have limited knowledge regarding export regulations, international standards, and global market requirements. Weak managerial capacity in areas such as supply chain management, quality control, and strategic marketing can reduce the ability of MSMEs to compete internationally (OECD, 2019).
4. Weak International Market Networks
Integration into GVCs often depends on connections with lead firms, international buyers, distributors, and global suppliers. However, herbal MSMEs in Batu City generally have limited access to these international networks. Without strong business linkages, it becomes difficult for them to access global markets or participate in international supply chains (Gereffi, Humphrey, & Sturgeon, 2005).
5. Certification and Standardization Issues
Global markets require strict compliance with quality, safety, and regulatory standards, such as food safety certification, product standardization, and export licensing. Many MSMEs struggle to obtain these certifications because of limited financial resources and lack of institutional support (World Bank, 2020)
Overall, the research results indicate that herbal MSMEs in Batu City face several key challenges in integrating into Global Value Chains, including financial constraints, technological limitations, managerial capability gaps, weak international networks, and difficulties in meeting international standards. Addressing these challenges requires support from government institutions, access to finance, technology upgrading, and capacity-building programs for MSMEs.

Strategies to Strengthen MSME Participation in Global Value Chains (GVCs) in Batu City

Research findings on herbal MSMEs in Batu City indicate that strengthening participation in Global Value Chains (GVCs) requires improvements in production capability, product quality, networking, and institutional support. Although Batu City has strong potential due to its agricultural resources and herbal industry, MSMEs need specific strategies to increase their competitiveness and integrate into global markets.
1. Technology and Production Upgrading
One of the key strategies is improving technology adoption and production processes. Many herbal MSMEs in Batu City still rely on traditional production methods, which may limit productivity and product consistency. By adopting modern processing equipment, improving packaging technology, and implementing quality control systems, MSMEs can enhance efficiency and meet international production standards. Technological upgrading is an important step for firms seeking to participate in global value chains (Gereffi & Fernandez-Stark, 2016).
2. Improving Product Quality and Certification
To enter global markets, herbal MSMEs must ensure that their products meet international quality and safety standards. This includes obtaining certifications such as food safety certification, halal certification, and regulatory approval. Certification increases product credibility and helps MSMEs gain trust from international buyers and distributors (OECD, 2019).
3. Strengthening Market Networks and Partnerships
Building strong business networks with exporters, distributors, and international buyers is another important strategy. Collaboration with lead firms, research institutions, and government agencies can help MSMEs gain market access and integrate into global supply chains. According to Gereffi, Humphrey, and Sturgeon (2005), strong linkages with lead firms are essential for firms that want to participate and upgrade within global value chains.
4. Enhancing Managerial and Entrepreneurial Capabilities
Improving managerial skills and entrepreneurial knowledge is crucial for MSMEs aiming to compete in global markets. Training in export procedures, supply chain management, digital marketing, and international business strategy can help MSME owners better understand global market requirements and improve business performance (OECD, 2019).
5. Government and Institutional Support
Government support plays a vital role in strengthening MSME participation in GVCs. Policies that facilitate access to finance, training programs, innovation support, and export promotion can help MSMEs overcome structural barriers. Institutional support also helps MSMEs adopt new technologies and expand their market reach (World Bank, 2020).
The research results suggest that strengthening MSME participation in GVCs in Batu City requires a comprehensive strategy involving technological upgrading, product standardization, stronger market networks, improved managerial capability, and supportive government policies. These efforts can help herbal MSMEs enhance their competitiveness and integrate more effectively into global markets

CONCLUSIONS

This study examines how participation in Global Value Chains (GVCs) influences the competitiveness of herbal medicine SMEs in Batu City. The findings indicate that the herbal industry in Batu City has significant potential due to the availability of medicinal plant resources, traditional knowledge of herbal medicine production, and growing demand for natural health products. These advantages provide a strong foundation for SMEs to develop and compete in broader markets.However, the research also reveals that most herbal SMEs in Batu City are still positioned in the lower segments of the value chain, primarily focusing on raw material supply and basic product processing. Their limited participation in higher value-added activities such as branding, advanced processing, international marketing, and global distribution reduces their ability to fully benefit from global market opportunities.The study identifies several challenges that hinder the integration of herbal SMEs in Batu City into global value chains, including limited financial resources, low technological capability, inadequate managerial skills, and weak access to international market networks. 

These constraints make it difficult for SMEs to meet international quality standards and compete with larger firms in global markets.Despite these challenges, the research highlights several strategies that can strengthen SME participation in GVCs and improve competitiveness. These strategies include upgrading production technology, improving product quality and certification, strengthening business networks and partnerships, enhancing managerial capabilities, and increasing government and institutional support. By implementing these strategies, herbal SMEs in Batu City can move toward higher value-added activities and increase their competitiveness in both domestic and international markets.In conclusion, the integration of herbal SMEs in Batu City into global value chains has the potential to significantly enhance their competitiveness and contribute to regional economic development. However, achieving this integration requires collaborative efforts among SMEs, government institutions, research organizations, and industry stakeholders to improve technological capabilities, market access, and innovation capacity.
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