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Abstract- This research aims to identify the role of related institutions from both governmental and private sectors to 
improve the competitiveness of SMEs in food industry in West Sumatera to face ASEAN Economic Community (AEC) in 
2015. This research recommended a model to optimize the role of related institutions and designed a model to increase 
SMEs competitive advantage in order to support regional competitiveness. 
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I. INTRODUCTION 
 
Small and Medium Enterprise (SMES) is one type of 
firm that exist in Indonesia based on the scale of 
business, in addition to large enterprises. As an 
independent business organization, SMES is 
considered more resilient to face economic crisis that 
happened toIndonesia. Indonesia not only had many 
SMEs that could survive in the period of crisis, but 
also they could significantly contibute to GDP of 
Indonesia. In ohter words, only firms that have a 
competitive advantage would be able to survive the 
crisis and competition. SMEs must be able to 
optimize their strengths in order to survive in the 
competition. The competitors of SMES are not only 
fellow SMES, but also large firms. For that SMEs 
should be able to outperform as compare to larger 
firms that have more capital, resources, skilled 
employee and professional manager. 
 
SMES in West Sumatera faced ASEAN Economic 
Community since 2015 (AEC 2015). Azyumardi as 
cited in www.republika.co.id. stated that concept and 
agreement on the 'single community' appear in the 

ASEAN Summit in Bali in 2003 which resulted in 
'Bali Concord II'. It became a strategic step towards a 
new equilibrium among the ASEAN countries. 
Among fundamental principles contained in this 
agreement is the maintenance of regional stability that 
allows economic growth. The problem is that 
Indonesian people must compete with economic 
actors who come from other ASEAN countries, which 
are relatively more developed and stronger in terms of 
capital, technology, human resources and other 
resources. Without any serious effort from all parties, 
the Indonesian economic actors will be spectators in 
their own country. 
Therefore, each region in Indonesia, including West 
Sumatera, should be able to identify their respective 
advantages in order to increase regional 
competitiveness by optimizing the role of all 
economic actors in society. To gain sustainable 
competitive, SMEs or enterprises should focus not 
only on the firm and its nearest competitor, but also 
identify elements that could affect the firm's position 
in the industry. 
Based on the five forces competitiveness of SMES in 
food industry in West Sumatera, this study identified 

its 
internal strengths and weakness as well as external 
threats and opportunities. Hence, SMEs could define 
their competitive strategies to face AEC 2015. The 
study of Masdupi, Rahmiati and Firman (2015b) 
showed that SMEs in West Sumatera is ready to face 
AEC 2015. The finding is based on analysis of five 
competitive forces of SMEs as follows. Threats of 
new comer and the substitute products; bargaining 
power of suppliers and buyers; and competition in the 
food industry itself. 
New comer in food industry is quite a lot, because the 
process to obtain a business license is relatively easy. 
The threats of substitute products also exist; both 
came from locally/nationally and regionally, as food 
from Malaysia and Thailand enter the market. 
Additionally, the bargaining power of suppliers of 
raw materials is relatively weak because of its 

availability quite a lot and relatively cheaper price. 
Instead, the bargaining power of buyers from food 
products is relatively strong because many SMEs 
produce the same product. Competition among SMEs 
in food industry is quite high. 
However, SMEs in food industry in West Sumatera is 
a family business which passed from one generation 
to next generations. Therefore, their motivation is 
relatively higher to maintains and defends their 
business. They also have high willingness to get the 
guidance and supervision from related institutions. 
Availability of cheap raw materials of all the time 
makes SMES is capable to produce products with 
cheaper cost of good sold. In such situation, it is 
competitive advantage of food SMEs as compare to 
the competitors. Employee is widely available and 
requires no special skill; it also contributes to 
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lowering the cost production (Masdupi, Rasyid and 
Syamwil, 2015a). However, SMEs in food industry in 
West Sumatera still not be able to optimizing their 
strength. Therefore, there is a need for support from 
university, governmental institution, and financial 
institution. 
This study would describe a model to optimize the 
role of related institutions in improving the 
competitiveness of SMEs in food industry to face 
ASEAN Economic Community 2015.Small and 
Medium Enterprises (SMEs) is one of main economic 
activity that became the foundation of economy in 
many developing countries, including Indonesia. The 
literature in SME’s study explained that if SMEs are 
well developed, it could increase the entrepreneurial 

spirit, create new jobs opportunities, improve the 
productivity of society, increasing the value of 
exports and so on. Even Piper in Tambunan (2010) 
explains that SMEs have a key role not only in 
developing countries but also in developed countries, 
including United States. Nearly 63.2% of the 
workforce in the United States is working in 350,000 
firms with less than 500 employees. 
 
SMEs have various definition issued by experts or 
institutions depending on the approach used. SMEs 
have complex business that has multiple approaches 
to explain it. Some definitions of SMEs according to 
the agency that issued can be seen in Table 1. 

 
Table 1.Definition and Characteristic of SMEs 

 
Source: Sriyana (2010) 

 
Problems of small and medium enterprises (SMEs) in 
Indonesia in general are relatively same. But defining 
a strategy to increase competitiveness, this study still 
have to examine it in detail and continuous in order to 
create a solution to win the competition. 
Competitiveness is a concept that is quite 
complicated. There are no indicators could be used to 
measure competitiveness, which is very difficult to 
measure (Markovics, 2005). However, 

competitiveness is a concept that commonly used in 
economy, which usually refers to a commitment to 
market competition and success in international 
competition. In the past two decades, along with 
implementation of world economy and free 
competition, competitiveness has become one of key 
concepts for firms, countries, and regions to be 
successful in its participation in globalization and free 
trade world. 
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By using the concept of competitiveness, Man et al. 
(2002) made a conceptual model to connect the 
characteristics of managers or owners of SMEs and 
long-term firm performance. The conceptual model 
for competitiveness of SMEs consisting of four 
elements: 

1. Firm competitiveness scope 
2. Firm  organizational capability  
3. The competence of entrepreneurs / business 

owners 
4. Performance 

According to this research, the competitiveness has  
three characteristic potency process. In addition to 
these three characteristics, competitiveness is also 
characterized by long-term orientation, 
controllability, relativity, and dynamics. In addition, 
this research shows three important aspects that affect 
the competitiveness of SMEs: (1) The internal factors 
of the firm; (2) the external environment; and (3) the 
influence of entrepreneurs / business owners. 
Furthermore, in this research, the effect of these 
entrepreneurs handled with competence approach of a 
process or a behavioral perspective. 
By using the result, this research construct a 
framework of competitiveness of an SMEs as follows 
(Figure 1). The competitiveness of a firm is reflected 
in the competitiveness of the products produced by 
the firm. In turn, the competitiveness of a firm is 
determined by many factors, seven of them are very 
important: skill or education level of workers, 
entrepreneurial skills, availability of capital, 
organizational systems and good management (as per 
business requirements), availability of technology, 
availability of information, and availability of other 
inputs such as energy, raw materials, etc. 
 
The first two factors are aspects of human resources 
(HR), which, employee skills not only in the 
production techniques (such asproduct design and 
production processes), but also marketing techniques 
and research and development (R & D). Employers’ 
comprehensive insightis also very important for 
innovation and innovation is the key to 
competitiveness. Even previous literature suggests 
that many factors that determine the ability of SMEs 
to innovate, including the creativity of entrepreneurs, 
and the latter, in turn, is determined by the insights 
about the business practiced (Shahid, 2007). 
 
Regional Competitiveness 
Regional competitiveness definition by Department 
of Trade and Industry is the ability of a region to 
generate income and employment high with stay open 
to domestic and international competition. Meanwhile 
Centre for Urban and Regional Studies (CURDS) 
defines competitiveness as the ability of local 
business sectors or firms in a region in generating a 
high income and the level of wealth is more evenly 

distributed to the population (Abdullah, 2002). 
In defining competitiveness, this study needs to 
consider some of the following aspects: 

1. The competitiveness include wider aspects 
than productivity or efficiency at the micro 
level. This allows us prefer defines 
competitiveness as "the ability of an 
economy" rather than "the ability of the 
private sector or firm". 

2. Economic actors not only firms, but also 
households, governments, and others. 
Everything is integrated in an economic 
system in synergistic. Without belies the big 
role of private sector firms in economy, to 
focus attention not only on that alone. This 
was carried out in order to maintain the 
scope of competitiveness concepts. 

3. The purpose and the end result of the 
increased competitiveness of the economy is 
nothing but a rising level of welfare of the 
population in the economy. Welfare is a vast 
concept certainly is not only portrayed by 
amount of variables such as economic 
growth. Slowing economy is only one aspect 
of economic development in order to 
improve the living standards of the people. 

4. Keywords of the concept of competitiveness 
is the "competition". Here, the role of 
openness to competition with competitors 
become relevant. The word 
"competitiveness" became lost its meaning 
in a closed economy. 

5. Based on the above it can be concluded that 
the competitiveness of the region is the 
"ability of the regional economy in achieving 
growth high level of welfare and sustainable 
remains open at both domestic and 
international competition" (Abdullah, 2002). 

 
Based on studies conducted by Ira (2008), 
infrastructure variable  and natural resources, as well 
as human resources, regional competitiveness also 
determined by regional economy, infrastructure and 
natural resources. 
Porter (1994) developed five forces in industry 
structure analysis: the intensity of competition in the 
industry, new entrants challenge, the pressure of 
substitute products, bargaining power of buyers and 
suppliers. Meanwhile, there are three basic strategies 
of success: overall cost leadership, differentiation and 
focus. 
 
From this competitive strategy, industry players 
should have the same goals, opportunities and 
resources that can support the firm's position in the 
competition. Firms should be able to determine its 
position so that it can defend itself and is able to use 
those forces to make a profit. 
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Fig 1. Porter’s Five Forces Model 

 
II. METHOD AND DETAIL TECHNICAL 
ANALYSIS 
 
This is an advanced study from previous research of 
Masdupi et all. (2015b). The study of Masdupi et 
al.(2015b) have identified the strengths and 
weaknesses of SMEs in West Sumatera, the business 
environment in particular SMEs in food industry, and 
determine the model of empowerment of SMEs in 
enhancing regional competitiveness to face ASEAN 
Economic Community in 2015. Based on the five 
forces competitive SMEs in West Sumatera, hence, 
this study found model for empowerment of SMEs in 
particular by providing 1) training to produce quality 
and hygienic products; 2) guidance on the promotion 
of the product; 3) workshop on marketing support 
that includes brands, halal labels, health permits, 
product composition, expiry date and products 
packaging (provided by universities and the health 
service); 4) entrepreneurs of food industry would be 
motivated by involving them in the comparative 
study in some SMEs in Indonesia and the ASEAN 
region; 5) guidance on how to build relationships 
with buyers/distributors, suppliers, travel agents and 
hotels which can be given by the university, 
department of tourism, trade and industry department. 
 
Therefore, this study collected data through interview 
with related government institutions such as trade and 
industry department, Corporation and SMEs 
department, universities and state-owned enterprises 
in West Sumatera (PT. Pos and PT. Telkom). This 
study also distributed questionnaires to department 

heads and leaders of related institution to find out the 
roles of these institutions in empowering SMEs in 
food industry in West Sumatera. 
 
Data were analyzed by using the descriptive 
qualitative in order to 1) assess the readiness of SMEs 
in West Sumatera to face ASEAN Economic 
Community in 2015; 2) find a model for 
empowerment of SMEs in supporting the 
competitiveness of the region as well as a model to 
optimize the role of financial institutions and 
institutions involved in improving the 
competitiveness of SMEs; 3) recommend master plan 
or model to increase the competitive advantage of 
SMEs in order to support the regional 
competitiveness. 
 
III. RESULT AND DISCUSSION 
 
Based on interviews with several related institutions 
such as the Department of Cooperatives and SMEs, 
the Department of Trade and Industry, PT. Pos and 
PT. Telkom, the result shows that the need of SMEs 
for both developed and developing is rather low in 
West Sumatera. According to the Department of 
Cooperatives and SMEs, one of the prerequisites that 
must be met by the SMEs is taking care of business 
license and halal label. Although it have been assisted 
by governmental institution, but it still unable to 
create a need  to register their business among SMEs. 
Additional, it is difficult for SMEs in food industry to 
get into modern markets/malls 
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because the requirements have not been met by SMEs 
such as the hygienic production processes and 
ingredients of raw materials used, the list of expire 
date. 
 
In terms of capital, strengthening efforts were already 
undertaken by many organizations and institutions. In 
Padang, both of cooperatives and SMEs; and banking 
provide capital assistance for SMEs with low interest 
rates. Yet another weakness of SMEs is that they 
think that all assistance provided is free of charge so 

that the provision of credit with lower interest rates 
banks cannot walk properly. 
Other type of reinforcements given to SMEs is to 
provide a field worker who serves as a consultant at 
both districts and villages that play a role in 
facilitating and motivating SMEs. In long term, 
government would provides a large distributor that 
not only sell SMEs product but also supply the raw 
materials for SMEs. 
The model of empowerement of SMEs in order to 
improve the competitiveness of the region could be 
described in Figure 2. 

 

 
Fig 2. The model of empowerement of SMEs to improve the competitiveness of the region 

 
Figure 2 explained that there are four type of 
empowerement would be conducted in improving the 
region competitiveness. First, strengthening human 
resources, could be provided by cooperatives and 
SMEs department; trade and industry department; PT. 
Pos and University. These institutions would help 
SMEs how to increase the commmitment and 
satisfaction of employee; and increase the company 
performance. Secondly, production and marketing 
training would be held by university exactly 
management department and culinary department. 
The training focuses on the hygienity of product; 
innovation in taste and variance of product, how to 
prepare the interested packaging; how to promote the 
product of SMEs throught online sale, and how to 
build the networking with travel agent. 
 
Furtheremore, the third is the enhancement of 
motivation and SME’s management. The university 
could conduct the workshop about how to manage the 
SMEs; and how to enhance the motivation to grow in 
size. Finally, the strengthening of capital. This The 
university could assist SMEs in preparing annual 

reports, acsessing to external financing such as from 
banking and state own company. Some bankings in 
Indonesia already provide loan to SMEs such as BNI, 
BRI, Mandiri bank, Bukopin, Bank Nagari and Arta 
Graha. 
 
With the empowerment of SMEs in food industry in 
West Sumatera, it is expected that SMEs could 
increase productivity as indicated by the increase in 
sales, the number of outlets and the number of 
retailer. If the productivity of SMEs in food industry 
increases, it would encourage the opening of new jobs 
that will contribute to increasing household incomes 
and reducing unemployment. This all would make 
West Sumatera have high competitiveness as compare 
to other provinces in Indonesia. 
 
CONCLUSION 
 
This study shows that SMEs have been ready to face 
Asean Economic Community 2015. Therefore there is 
a need for supporting from related institutions. Hence, 
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it could be increase performance of SMEs and 
contribute to enhance the regional competitiveness. 
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