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Abstract

The objective of this study was to propose the practical methods to apply core competencies concept in small scale industries
(SSls) for determination regional core competence of the Makassar City. Two groups of samples respondent consisting of 12
experts and 20 enfrepreneurs of owners SSIS selected by purposive sampling method. The data were collected through survey
techniques and two series of focus group discussion (FGD), then analyzed using identificafion, matrix ranking, tree diagram
and expecfed value, value chain, regional core competence, and SWOT. The result of the case study and FGD shows that the
core competence of the core product (i.e. passion fruit juice products) was distinctive aroma and flavor and medical content
which identified in the operating activities. The core competence of SSls determined as regional core competence of Makassar
City. To develop of the regional core compefencies recommended several strategies priority, such as developing human
resources abilities of farmers and entrepreneurs, building information and knowledge sharing between the entrepreneurs with
farmers and traders, building cooperation with universities, and improving a business environment that is conducive to SSls.
The implication of this study is that this will confribute fo the theory by providing practical methods to apply the concept of core
competencies in regional development. This study also offer practical and social implications, such as strenghtenig competitive
advantage and profitability of SSIs, improving the region's economy and competetitiveness, and and finally be able to assist in
the alleviation of poverty in the region.

Keywords:Superior product, core product, core competence, regional core competence, small scale indusiries

1. Introduction

A major challenge faced in the development of the economy for many developing countries, particularly Indonesia is still
low competitiveness of the industry in the international market and regional disparities. In order to overcome these
challenges, the government of Indonesia has set the two approaches in developing national industry. The first is top-
down approach, a planned industrial development of the central government (by design) and followed by the participation
of local government to determine priorities (35 priority industries, the cluster approach). The second is bottom-up through
the identification and development of regional core competence, which is the competitive advantage of a region (district
or city) based on its excellence and uniqueness.

Small scale industries (SSIs) are of crucial importance for regional economics of many cities in Indonesia, like
Makassar. According to data from the Industry and Trade Department of Makassar City, in 2012 there are 4.724 unit SSls
operating in Makassar City, they provide job opportunities for 34 260 people, and contributed the second largest GDP
after the trade sect@which amounted to 20.74%. In connection with the potential resources of SSls, Laosirihongthong
(2011) argued that despite the growing salience of SSls, little research looks into the intangible resources that these
industries deploy to thrive, especially with respect to core competence.

The core competence concept has agreed in strategic management research for the past twenty years as key
component in building organization competitive advantage, include SSis (Jarddn, 2011; Ljungquist, 2012, Ghannad and
Ljungquist, 2012). However, the core competence concept does not seem to be fully developed in building regional

1 The paper presented at the 28th International Business Research Conference held Barcelona, Spain on 8 - 9 September, 2014
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competitiveness. Much previous research of regional competitiveness focused on factors that contributed to regional
competitiveness, such productivity and regional variables (Boddy et al., 2005). An additional gap in research has also
been identified by Garden and Martin (2005) who provided an overview of the main factors explaining regional
competitiveness, and they concluded that human knowledge and innovation, and technological specialization are
aftributes which are important for regional competitiveness. Moreover, human knowledge and innovation, and
technological specialization are well known as a core competence (Torkkeli and Markku, 2002; and Jardon, 2011). It was
obviously seen that there was no study done on utilization of local resources and capability of a region, such as distinctive
competence owned SSls to build the regional competitiveness through development of the regional core competence.
The distinctive or core competence has been recognized by many researchers and practitioners as a ke@&bmponent in
building an organization's competitiveness. Therefore, Therefore, the research question was how to identify and
determine core competence of SSls and how to determine regional core competence of Makassar City through core
competence of SSis and how to formulate alternative strategies for developing the regional core competence in order to
improve regional competitiveness of the city.

2. Objective

The objective of this study was to propose the practical methods to apply core competencies concept in SSls for
determination regional core competence

3. Review Literature

Small scale industries (SSIs) in developing countries have the unique feature such as labor-intensive
manufacturing methods, equipment is often secondhand, and they are more efficient than cottage industry but less
efficient than large-scale industries and they are concentrated in urban areas and villages (BenavidesfZ§92). According
to Hussain (2003), definition of SSls varies fr&Jone country to the other. For example in India, SSls are defined based
on their investment in plant and machinery, is where the investment in plant and machinery does not exceed twenty-
five lakh rupees and in Malaysia, SSls defined based on their employee and investment, they have number employee
between 5 - 50 or their investment less than RM 250.000. In Indonesia context, industry defined as an economic activity
that manufacturing raw materials, and semi-finished products into products with a higher value to the end user, including
the activities of design and engineering industry, and SSls defined as industry that have infestation does not exceed IDR
200.000 excluding buildings and land business premises.

SSls are of crucial importance for regional economics. Mansour Hefnawy (2006) states that three main issues
relevant to the roles SSIs to promote effective socio-economic development within region, namely: (1) the ability
of SSls to drive the chain of economic added value at regional levels; (2) the capability of SSls to provide job
opportunities within the region; and (3) the @pability of SSls to generate income convergence and more regional
equality. Consl@in (2002) argues that the importance of SSis to regional development derives from their ability to
innovate, their contribute to the creation of wealth, empl@Jment, and income generation both in rural and urban areas,
thus, ensuring a more equitable income distribution, and their contribution to the performance of les@Elbveloped regions
and their role in the revitalization of certain industrial regions. Shihabudheen (2013) states that SSIs not only play crucial
role in providing large employment opportunities at comparatively lower capital cost than large industries but also help in
industrialization of backward areas, thereby, reducing regional imbalances, assuring more equitable distribution of
national income and wRlth. In emphasizing the importance of SSis for regional development, Mitrut and Contantin
(2006) stf®s that SSls diminish the regional consequences of privatization and/or restructuring for regional development,
and they can represent an important source of local and regional dynamism and, thus, a source for economic and social
cohesion.

The SSlIs are not simply smaller versions of large industries, since they lack the size and diverse tangible
resources that large industries possess, especially in the capital and technology intensive industries. SSis lack the
Elvantage of massive resources when they engage in the competitive market. Instead, they have intangible resources
comprises a collection of industry specific capabilities that are not easily duplicated by rival industries (Laosirihongthong,
2011). A number of views on sources of distinctive competence of SSls, Sweeney (1981) mentioned that distinctive
competence of the SEEYs the primary source for entrepreneurship and innovation in the economy. Stoner (1987) on the
other hand, point§Id) that the key distinctive competence of SSls is the experience, knowledge and skills of the owners
and workers. Lai-Yu (2001) explores the distinctiveness of SSis, concluding that entrepreneurship and a simple capital
structure are their key assets; entrepreneurship, because it is inherently inimitable; and a simple capital structure,
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because a lack of investment in specialised assets allows quick responses to change. According to Yamoah (2013), for a
business to develop and sustain a competitive advantage, it must have some sort of competitive advantage, based on a
distinctive competency, which enables it to produce a unique value proposition. Kostopoulos et al. (2011 ) argued that
distinctive competence is directed related to the resource based view (RBV).

Erhe concept of core competencies also evolved from RBV of the firm (Srivastava, 2005). Yamoah (2013) argued
that resource-based view suggests that the source of compefitive advantage is rooted in a firm's resources and
capabilities. Resources include capital equipment, skills of individual employees, reputation, and brand names.
Capabilities, on the other hand, refer to a company's skill at effectively coordinating its resources. In other words,
resources are the source of a company’s capabilities; EBd capabilities refer to a company’s ability to bring these
resources together and to deploy them advantageously. Capabilities also differ from resources in that they cannot be
given a monetary value, as can tangible plant and equipment, and are so deeply embedded in the organizational rouflies
and practices that they cannot be easily imitated. Naylor (2001) mentioned two definition of core competence. First, core
competencies as aggregates of capabilities, where synergy is created that has sustainable value and broad applicability.
That synergy needs to be sustained in the face of potential competition and, as in the case of engines, must not be
specific to one produdfllor market. So according to this definition, core competencies are harmonized, intentional
constructions. Second, core competence is a combination of complementary skills and knowledge bases embedded in a
group or team that results in the ability to execute one or more critical processes to a world class standard. Two ideas are
especially important here. The skills or knowledge must be complementary, and taken together they should makdEk
possible to provide a superior product. On the other hand, Cyrus and Moghaddam (2011) provided four definitions for
core competencies, they are: (a) the collective learning in the organization, especially how to coordinate diverse
production skills and integrated multiple streams of technologies; (b) intangible or the bundling of intangible assets, which
cannot be easily duplicated by competitors; however they also would be difficult to replace if destroyed or damaged; (c) a
unigue combination of technologies, kn}ledge and skills that possessed by one company in the market.

Liu and Tian (2012) argued that the core competence is the important power to help enterprises to grow, which is
the long-term competitive advantage and the basic to realize sustainable development foundation. The core competence
is the ability that an enterprise can gain competitive advantage for a long-term, is the peculiar, withstand the test of time,
have ductility and is difficult to the rival o [§Ellate the technology or ability for the enterprise. Prahalad dan Hamel (1990)
suggested three factors are important to identify core competencies in any firms and business : (a) provides potential
access to a wide variety of markets; (b) makes a significant contribution to theErceived customer benefits of the end
product; and (c) difficult for competitors to imitate. Naylor (2001) mentioned that the characteristics of core competencies
are they provide a set of unifying principles for the organization and they are pervasive in all strategies, they provide
access to a variety of markets., they are critical in producing end productsffghd they are rare or difficult to imitate.
Andriessen et al. (2000) emphasized that core competence are determined by a combination of intangible assets such as
knowledge and skills, standards and values, explicit know-how and technology, management processes and assets and
endowments such as image, relationships, and networks

4. Methodology

This type of study is a qualitative descriptive case study approach, that focused on the issue of the SSI's core
competence and regional core competence in Makassar City,Indonesia. Sampling technique to determine respondents
sample of two target groups population are conducted with purposive sampling. The first one is experts and the second
one is the entrepreneurs of SSIs. The number of expert is 12 actors, i.e, 6 actors in each academics and local
government staffs who selected according to their expertise in regional development, small scale industry, and core
competences. Thus, the number of the entrepreneurs sample is 20 firm owners of the SSls who selected according to
their products categorized as superior products

Data collected through structured interviews with tools questionnaires, and unstructured interview with two series
forum group discussions (FGD). Questionnaires based on Likert 5 point scale, with 1 as unimportant and 5 as most
important. A six-step analysis methods employed in this study. First, identification analysis to select potential of SSls
from all existing SSls in Makassar City and the potential of the SSIs are those that have been promoted by the
government to be developed. Second, matrix ranking analysis to select five highe'st ranking as a superior product from
the potenstial SSls in the Makassar City. Selecting the five hinghe'st ranking based on criteria the average sales and
profits growths for the past five years, market orientated, number of employee, and raw materials supported locally.
Third, the model analysis of TEV (tree diagram §Bxpected value) to identify ranking of indicators for selecting core
product from the five superior products. The TEV analysis in this study uses the analysis model developed by Suharso

217




Vol 6 No 2
March 2015

ISSN 2039-2117 (enline)
ISSN 2039-9340 (print)

Mediterranean joumuf r.:f Social Sciences
MCSER Publishing, Rome-Italy

(2008) by way of integrating the delphi method, decision tree, and expected values. Calculations carried out using the
Statistical Package for Social Sciences (SPSS) version 16.0 and Microsoft Excel 2007 Software to measure weight value
of all the indicators. Results calculation of the weight value of the indicator used to determine the priority indicators of
core product. Fourth, value chain activity analysis (Porter, 2011) fo identify and find core competence of SSis along the
value chain of core productFitth, regional core competence analysis (Ministry of Industry,2010 and Djamaris, 2007) to
determine whether the core competence of the SSis is frasible to be regional core competence of the Makassar City.
Sixth, SWOT (strengths, weaknesses, opportunities, and threats) analysis (P, 1979) to select priorities of strategy for
developing the regional core competence. According to Min Wu et al. (2013), use of a combination of the Delphi method,
fuzzy and SWOT analyst is a make better decisions in assigning feasible strategies. Framework methodology to
determine regional core competence is presented on Figure. 1.

Figure 1. Framework Methology To Determine Regional Core Competence
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Source: Mappigau and Maupa (2012)
5. Result and Discussion

Result of matrix ranking analysis suggest that there were five products which established as superior products from all
potential products in the existing SSls at Makassar City. All of them are agricultural base small scale industries, i.e
passion fruit juice product, noodle product, cowhide leather product, furniture product, and frozen shrimp and fish product.
Further, selection indicators for establishing a core product from the five superior products analyzed by TEV based on
fuzzy delphy methods, which involved judgment of the two farget group respondens, namely experts and entrepreneurs
of SSls. The respondents given a questionnaire separately in order to obtain their opinions about the decision free from
the ranks of the second level (dimensions) and so on until reaching the ranks of the operational level (indicators). After
the whole questionnaires collected, four experts and two entrepreneurs are invited into a closed meeting. Agenda of the
close meeting was giving judgement about importance and important level of all the indicators, and then the result the
meeting were shared with everyone respondent to get a consensus on priority indicator in assesing core product. Result
of the experts judgement on weight value of each indicator presented on Figure 2.
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Figure. 2. Indicator's Value of Core Product Based Experts Judgement
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Source: Mappigau and Maupa (2012)

From Figure 2, indicators of core product which assisted by the experts as a good (important) indicator are raw materials
with weight value human resource 0:20 and human resource with weight value 0.18, and then, followed by policies
supporting, competitiveness, facilities and infrastructure with respective weight value 0.14 and business environment with
weight value 0:11; while technology and innovation with weight value of 0.09 are considered as a bad (unimportant)
indicators and it's need to be repaired. On the other hand, the indicators value which assisted by entrepreneurs
presented on Table. 1. From Table 1, there are three indicators are assisted as bad (unimportant) indicator with a value
below the average weight value (1.75 to 2.49) and it's need to be repaired, namely human resource (2.27),
competitiveness (2.20), and technology and innovation. Indicators are considered good (important) was business
environment (3.94) and facilities and infrastructure (3,19).

Expected value comparison between the five superior product (Table 1), it can be seen that the cowhide leather
product has the highest value (3.18) and then respectively followed noodle product (2.73), passion fruit Juice product
(2.63), frozen shrimp and fish product (2.50), and furniture product (2.49). Therefore, the cowhide leather product is
established by the entrepreneurs as a core product of SSis in the Makassar city. The highest value of cowhide leather
product mainly due fo be supported by indicators of business environment condition (4:00), policies supporting (3.87),
and facilities and infrastructure (3.76) that categorized as a good indicator. Even the cowhide leather product has highest
value, however, it's also still have some indicators are categorized bad (below average) and need to be repaired, namely
human resources (2:37) and technology and innovation (2:35).

Table.1. Comparison Indicators’s Value of Five Superior Product Based Entrepreneurs Judgement

Superior Product of SSls
Indicators Passion Fruit Juice  Noodle  Cowhide Leather  Furniture  Frozen Shrimp and Fish
Raw material 3.04 2.78 3.06 273 2.61
Human resource 2.34 2.36 2.37 2147 213
Competitiveness 2.08 2.14 3.05 1.87 1.86
Facilities and infrastructure 3.02 3.05 3.76 2.99 314
Technology and Innovation 1.87 2.98 2.35 1.74 1.74
Policies Supporting 2.00 2.28 3.87 2.2 217
Business environment 4.00 3.97 4.00 3.77 3.95
E xpected Value (EV) 2.63 2.73 3.18 2.49 2.50

Note : Good (EV > 3,25), Average (EV: 2,50 - 3,25), Below Average (EV: 1,75 - 2,49), Poor (EC < 1,75)
Source: Mappigau and Maupa (2012)
Within the case study above, it is apparent that there are differences in perception of the experts and entrepreneurs of
SSls related with their assisted on the important indicator for establishing the core product. To overcome the difference,
the first FGD with the targets group undertaken. By using scoring methods to the indicators are used in the TEV analysis
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with the addition of new indicators related to agro-based Industries (viz value added, upstream and downstream
integrations) and regional development (viz inter-regional integrations); groups participant considered that the highest
rank value is passion fruit juice product (78 %) and then followed by cowhide leather product (62 %), and the lowest rank
value is furniture product (44 %). Hence, groups of participant established that the passion fruit juice product as core
product of the SSls in Makassar City (see Table 2). The establishment of core product is based on the number of
arguments, namely (a) passion fruit juice product enable to value creation in end products; (b) passion fruit juice product
already famous both at home and abroad and its market demand is very high, (c) passion fruit juice product has existed
for a longtime and its processing industry supported by availability of raw passion fruit. Therefore, it appears that the core
product of SSls in Makassar City is as a resource-based industry. The resource-based industry its means that the core
product determined by specific passion fruit. In this case, the core product is the result of SSlIs’ resources and capabilities
to exploit and put the specific passion fruit in a productive use, and shape it into passion fruit juice E¥Buct as a core
benefits provided to consumers.This core prdZ&ht directly related to its core competencies, because of core products are
physical embodiment of core competencies (Prahalad and Hamel, 1990) or they are tangible link between identified core
competencies and end products (Cyrus and Moghaddam, 2011)

Table. 2. Validation Case Study and Determination Core Product of SSIs In Makassar City
Superior Product of SSls

ASESMSECHAN Passion /Marquisa Fruit Juice  Noodle Cowhide leather Furniture Frozen Shrimp and Fish
Raw material 4 2 4 3 2
Technology and Innovation 3 2 2 2 3
Value added 3 3 2 2 3
Human resources 4 3 1 2 4
Competitiveness 5 2 4 2 3
Facilities and Infrastructure 3 3 4 3 3
Policies support 3 3 4 2 3
Business environment 4 4 2 3 3
Inter-regional integrations 5 3 4 2 2
Upstream and downstream
infegrations 8 . 4 1 1
Total 39 28 31 22 27
% To maximum value 78 56 62 44 54
Priority Rank [ I v v
Note: (1) Perception of groups participant is measured based on scale 5; 1 = very low; 2 = low; 3 = average; 4 = high; and 5 =
very high;

(2) Maximum value is 50 (10 main indicators, each indicator's maximum value is 5)
(3) % to Maximum value = perception value total/ maximum value is multiplied 100%

Source: Mappigau and Maupa (2012)

Furthermore, the secand FGD conducted to identify core competence of the core product through value chain activities
analysis. Procedure and the result of identification of the core competence by groups participant described as shown in
Figure 2. FromFigure 2, it is known that groups participant identified the core competence is in operation activity, where
specific passion fruit produced by farmers combined with knowledge and skills in processing technique owned by SSls
entrepreneurs, to create and maintain a core competensi in the form of distinctive aroma and flavor and medical content.
This result supported by Zack (1999) who stated that core competence is created by integrating knowledge and ability of
a company or industry to process valuable resources in new and distinctive ways, to create and provide product for their
customers than can their competitors. From prev{EZ research, Jardon and Martos (2010) who studied core competence
of SMEs in Spain and found that company use combination of resources and capabilities taking into account external
factors related to the activity in order to generate core competencies
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Figure. 2. Procedures of Identification and Determination The Core Competence
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To decide the core competence, the groups participant used several test criteria, namely (1) the core competence has a
unigueness and difficulty to be imitated by rivals in other regions, (2) the core competence can be developed in a larger
number of end-user product such as traditional herbal medicine, passion chocolate cake and ingredients in yogurt, jelly,
and any other products; (2) the core competence gives social economy benefit in absorb labors, improve farmer's income
or other sector labors. (3) the core competence can encourage other sectors, such as passion fruit farming, machine and
tools industries, transportation, education and fraining, banking, food industries, marketing services, efc. The test criteria
was consistent with to be suggested by Prahalad anf@amel (1990) who mentioned that to decide whether something is
a core competence or not, three tests are applied. First, a core competence provides potential access to a variety of
markets. Second, a core competence make contribution much to the perceived customer benefits of the end product.
Third, a core competence is difficult for competitors to imitate because it is a complex harmonization of each technology
and production skills. The criteria to decide the core confEiience supported by Pechlaner and Bachinger (2014) who
argues that the key to SSlIs success is to develop a set of core competencies, which are valuable, rare and transferable
to several markets. Turok (2009) suggested that there is a good case for cities to give priority attention to the core
competence of industrial sectors in seeking to rebuild a durable economic base, since this is where the indirect and
induced multiplier effects are likely to be greatest. By progressively skewing them towards high end user products and
services, the argument is that cities can increase local productivity and average incomes.

After core competence identified, and then, the groups participant employed analysis of regional core competence
to decide whether the core competence of the core product can used as a regional core competence of the Makassar
city. Based on the results of analysis, the group participant decided by consensus that the core competence of the core
product (passion fruit juice product) is feasible to become a regional core competence of NEassar City. This result
supported by Ljungquist (2012) who argued that the regional core competence (product) is often claimed to be a
stepping-stone to the future success ofEk regional development. Furthermore, P@llaner and Bachinger (2014) point
out that the regional core competence is able to foster regional development and keeping a competitive region over a
long period, because of the regional core competence is as a promoter of entrepreneurship. Papula et al. (2013) also
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confirmed that building-up core competence through SSis are generally the driving force of regional economic
development, are developing options for future competitiveness in the form of new knowledge, and are increasing the
efficiency of the regional economy and its ability to act.

Strategy for formulating the development of regional core competence of Makassar City designed in the second
FGD using SWOT analysis. Froffillesult of the SWOT analysis, groups participant recommended several priorities of
selected strategies, such as: (1) developing human resources abilities of the entrepreneurs to innovate in the technical
and management aspects, (2) building information and knowledge sharing between the entrepreneurs with farmers and
traders to integrate activities and processes of the core product that together supply chain to deliver customer value, (3)
building cooperation with universities and centers of research in order to develop innovation of the regional core
competence and end user product; (4) improving a business environment that is conducive to growth and
competitiveness the SSls, including incentives for advanced processing techniques

6. Conclusion and Recommendation

The key findings from this study are: firstly, based on result of the case study and then it validated by groups participant in
the forum group discussion (FGD) suggests that passion fruit juice product established as core product of the SSls in
Makassar City. Second, result of value chain activity analysis on the core product, groups participant finding that core
competence is on operations activities, viz distinctive aroma and flavor and medical content. Third, result of regional core
competence analysis, the groups participant agreed that the core competence is feasible to become regional core
competence of Makassar City. Fourth, result of SWOT analysis, the groups participant recommended several priorities of
selected strategies, such as : (1) developing human resources abilities of farmers and entrepreneurs to innovate in the
technical and management aspects, (2) building sharing information and knowledge between the entrepreneurs with the
farmers and traders to integrate activities and processes of core product supply chain that together to deliver customer
value, (3) building cooperation with universities and centers of research in order to develop innovation of the regional core
competence and end user product; (4) improving a business environment that is conducive to SSls growth and
competitiveness, including incentives for advanced processing techniques.

We believe that these findings make important contribution to the body literature on core competence and regional
development by providing practical methods to apply core competencies concept in SSls for regional core competence.
For practical implications, these findings should be helps the entrepreneurs of SSis to utilize their core competences in
order to improve their competitive advantage (e.g. gain market share and profit). This finding also can become a
reference for the Makassar City government in policy formulation regarding SSls which will be developed in order to use
of local resources and capabilities optimally so that the SSls can contribute significantly to region’s economy and
competitiveness. For social implication, the existence of regional core competence in turn will help to overcome the
problem of unemployment and poverty in the Makassar City.

7. Limitation

Limitation of this study is we didn't analyze role of core competence to failure or success of SSls in a region and further
its impact to a regional competitiveness. Therefore, for further research suggested any similar study in other city to
examine effect of core competence fo failure or success of SSis in a region and then examine its impact on regional
competitiveness. In addition, it is also suggested any similar study and in dept analysis that focusing a villages region with
regard to industrial village development, since SSls are concentrated not only in urban areas but also in vilages area
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