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Abstract
In the era of globalization, Small and Medium Enterprises (SMEs) play an important role in advancing

Indonesia's economy. This article aims at constructing a conceptual framework for modelling the relationships
between entrepreneurial orientation, barriers, business network, and international readiness of the SMEs. This
paper is expected to contribute both to theoretical and practical aspects. The proposed conceptual framework
for the international readiness of the SMEs covers both quantitative and qualitative aspects of the interactions
between entrepreneurial orientation, barriers, business networks, and international readiness of the SMEs in
the Indonesian context. As for the practical aspect, this study provides recommendations for government to
design proper policy to further promote and enhance the competitiveness of the Indonesian SMEs in the
international trading arena.
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1. Introduction

Small and Medium Enterprises (SMEs) play an important role in advancing the Indonesia's economy.
In the era of globalization, especially in connection with the implementation of the Association of South
East Asian Nation (ASEAN) single market, the SMEs in Indonesia is required to have a competitive edge and
capability to penetrate into potential markets across the ASEAN markets. Therefore, the issue of readiness
of the internationalization of SMEs has been an important topic that needs to be further investigated both
by practitioners and researchers worldwide, including Indonesia. In Indonesian context, studies on the
readiness of the SMES to internationalization have a strong relevance if it is associated with positive and
negative aspects that may result from the presence of the ASEAN Economic Community since 2015. The
AEC as one of pillar of trade liberalization within the ASEAN region has adversely impacted the SMEs in
Indonesia that have no competitive advantages compared to the SMEs from other ASEAN economies
(Tambunan, 2009; 2012). On the other hand, the SMEs with the competitive edge would enjoy the benefits
from the establishment of the AEC due to their readiness and ability to penetrate and internationalize
business into other ASEAN markets.

In Indonesia, small enterprise is defined as an independent productive economic activities, executed
individually or entities with net assets or annual sales between IDR50 million - IDR500 million or annual
sales that reached IDR300 million - IDR2.5 billion. Meanwhile, the medium-sized enterprise is defined as an
independent productive economic activities, carried out by individuals or entities with a net worth between
IDR500 million - IDR10 billion or annual sales between IDR 2.5 billion - IDR50 billion (Indonesian Act No. 20,
2008). In Indonesia, SMEs in is seen as an economic buffer in times of crisis, where the overall number of
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SMEs in Indonesia is more dominant than the large-scale enterprises. This fact has motivated the
government from year to year to provide continues support, both financial and policy adjustment to the
SMEs such as channelling small enterprise credit, permanent working capital loans, and the people's
business credit (Tambunan, 2012). The government supports have enabled some SMEs to penetrate their
businesses into the foreign markets, including the SMEs in the Aceh Province, Indonesia.

Table 1 illustrates the number of SMEs and their businesses with the foreign markets for the year
2014 across 33 provinces in Indonesia. As observed from the table, the number of SMEs that perform
marketing activities in the foreign markets was only 4.77%. Of 3,887,130 million SMEs, only 185,599 of
them involved businesses in foreign markets. Majority of the SMEs marketed their products and services in
the domestic markets within the district/city (3,220,596 SMEs) and outside the district/city (666,534 SMEs)
(Indonesian Central Bureau of Statistics, 2014).

Table 1. Domestic and International Markets of SMEs in Indonesia by Provinces, 2014

Domestic Market Overseas Market
Inside Outside

No Province Number District

of SMEs | Similar L . Overseas| <25% |25-49% | 50-79% | > 80%

District W|th|r.1 the | Province
Province

1 |Aceh 71,031 69,535 9,274 471 64 71.031
2 [Sumatera Utara 86,063 80,328 21,442 2,640 155 85,991 72
3 [Sumatera Barat 76,520 64,563 27,337 6,903 1,243 | 75,516 384 432 188
4 |Riau 17,715 15,014 1,842 239 50 15,701 14
5 Uambi 27,447 26,431 4,793 666 27,447
6 [Sumatera Selatan 64,492 54,505 17,976 5,218 64,492
7 [Bengkulu 12,048 11,730 2,519 267 16 12,048
8 |Lampung 103,710 | 98,822 20,825 2,791 103,710
9 |[Bangka Belitung 8,267 8,033 1,070 160 8,267
10 [Kepulauan Riau 15,399 15,238 535 75 61 15,363 25 11
11 |DKI Jakarta 37,858 33,500 15,279 3,636 213 37,730 - 86 42
12 [awa Barat 498,063 | 450,765 98,012 41,586 | 1,523 |496,870| 408 351 434
13 lawa Tengah 832,472 | 745,046 | 152,868 | 49,874 | 3,669 |829,871| 486 319 1,796
14 |DI Yogyakarta 80,579 69,426 19,415 9,779 1,982 | 78,898 174 281 1,226
15 Jawa Timur 648,706 | 594,223 | 137,018 | 36,915 210 648,496 55 155
16 [Banten 81,412 77,310 12,284 3,805 41 81,412 -
17 [Bali 116,093 | 105,849 27,483 2,393 3,217 |113,012| 303 1,496 | 1,282
18 |Nusa Tenggara Barat | 107,231 | 101,250 13,097 2,318 153 107,193 38
19 |Nusa Tenggara Timur| 112,042 | 109,991 11,305 430 347 112,042 -
20 [Kalimantan Barat 37,412 36,174 3,558 60 466 37,029 90 233 60
21 [Kalimantan Tengah 19,932 19,351 1,907 707 19,932
22 |Kalimantan Selatan 70,866 64,177 15,858 9,273 1,567 | 70,776 90
23 [Kalimantan Timur 17,721 17,665 2,301 283 10 17,711 - 10
24 |Sulawesi Utara 35,587 34,109 4,036 378 28 35,587 -
25 [Sulawesi Tengah 40,296 38,713 4,664 1,281 33 40,295
26 [Sulawesi Selatan 106,419 | 103,163 21,776 3,851 58 106,419
27 [Sulawesi Tenggara 71,656 68,698 7,005 726 39 71,517 39
28 |Gorontalo 23,851 22,980 3,853 720 23,851 -
29 [Sulawesi Barat 29,098 27,806 1,855 1,646 29,098 -
30 |Maluku 36,640 35,804 2,891 73 17 36,623 17
31 |Maluku Utara 7,958 7,832 619 89 7,958
32 |Papua Barat 2,479 2,473 91 16 2,479 -
33 |Papua 10,102 10,089 1,846 330 10,102

Source: Indonesian Central Bureau of Statistics (2014).
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As compared to the SMEs in other provinces, the SMEs in Aceh Province are quite unique in terms of
their businesses. In this province, the most notable growth of SMEs has been in the beverages sector,
especially coffee shop. The increase of coffee shops in the province is quite reasonable due to the increase
in the demand of people who willing to spend more with colleagues in the coffee shop, while consuming
local coffee menus. In Aceh, the coffee shops two well-known types of coffee shops: (i) common coffee
shops - offers Robusta coffee which known as Kupi Ulee Kareng; and (ii) premium coffee shop - provides
premium menus of coffee like Arabica Gayo and it’s by products like King Gayo, Red Berry, and Pea Berry.

Coffee shops in Aceh can easily be found around the corner of the city. Thus, Aceh has been labelled
as the city with 1001 coffee shops. Visiting Aceh would be incomplete without spending time and enjoying
coffee in the shops. Around corner of the city, there are many coffee shops. Traditionally, people in Aceh
Province gather in the coffee shop for variety of purposes like discussing about social, economic, and
political issues and more recently it is also driven by the lifestyle and information and communication
technology. Most of the coffee shops in the province are equipped with internet free services.

The entrepreneurial spirit among the coffee businesses in the Aceh Province has been rather strong.
It is can be traced back in to the era where many local traders who engaged in doing business with their
counterparts from South East Asia, Middle East, America and Europe during 11 century. In the past, some
businesses from Aceh have actively traded their agricultural products such as pepper, cloves, camphor, and
coffee with traders from western countries.

Previous study on the SMEs internationalization has so far taking place dominantly in the context of
developed nations. Only few studies are found to be conducted in the Indonesian context. Mahendrawathi
et al. (2014) confirmed that the study on the SME readiness to internationalize their business into the
ASEAN market has been limited. Realizing the active involvement of businessman from Aceh in the
international trade with the west in the past, thus it is interesting to identify the readiness of the
contemporary coffee businesses in the province to penetrate their products and services into international
markets and its determinants. This paper, therefore, aims to provide the conceptual framework for the
determinants of readiness of coffee shops owners in Aceh Province to internationalize their products.
These factors include entrepreneurial orientation, barrier, and business network.

The proposed conceptual framework in this study is hoped to provide a basis for future researches to
empirically investigate the determinants of the SMEs readiness to internationalize their products and
services. This study also contributes toward modelling the readiness of internationalization of the SMEs in
the context of Aceh Province in particular, and in the context of Indonesia at a large.

The rest of the study is structured as follows: Section 2 discusses the previous related literatures on
the internationalization readiness, while in Section 3 the conceptual framework based on the past theories
and studies are proposed. Section 4 concludes the paper.

2. Literature Review

In this section, the previous related studies on the internationalization readiness are reviewed.
Determinants of the SMEs readiness for internationalization comprising entrepreneurial orientation,
barriers, and business networks are further discussed.

2.1. SMEs Internationalization

Studies on the internationalization of SMEs have been conducted for a more than last seven decades.
A number of theories and models on this topic have developed such as the Uppsala model introduced by
Johanson and Wiedersheim-Paul (1975). This model describes the process of internationalization of the
company to foreign markets is done gradually as a consequence of the level of learning made by the
company. 18-year later, the network model was developed by Johanson and Mattson (1994) that
emphasizes the gradual learning process and the development of knowledge about the market in owned
networks. In this model, the juxtaposition was shaped within the dimension of micro (enterprise by
enterprise) and macro (companies with networking) (Ruzzier et al, 2006). Fundamentally, the
internationalization of SMEs is influenced by the motivation to expand the market and pursue growth
(Johanson and Weidesheim-Paul, 1975; Cavusgil, 1995; and Oviatt and McDougall, 1994), the level of
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durability, profitability, economies of scale, supply chain, and the level of business risk (Siriphattasophon
and Saiyasopon, 2013; Freiling and Schelhowe, 2014; and David and Cariou, 2014).

However, previous theories on the SMEs internationalization activity are not without criticism. The
Uppsala Model, for example, has been criticized by many scholars in the field and even suggested the need
to be modified and updated to the current context. Tan et al. (2007) for instance, have complemented the
missing aspects in the Uppsala Model by adding the aspect of pre-internationalization stage. They proposed
an important proposition in this regard that prior to entering into the internationalization stage; the
company is still in the process of pre-internationalization. Likewise, when it started to go in the activities of
internationalization, a company has left the pre-internationalization stage.

2.2. Internationalization Readiness

Siriphattrasophon and Saiyasopon (2013) studied the readiness of the SMEs in Thailand to
internationalize their products and services within the ASEAN economic community (AEC). Researches on
the readiness of SMEs are considered highly essential to focus as it highlights the need for the preparation
of plans to improve the SMEs’ capacity and their worldwide competitiveness. Thus, the SMEs are
encouraged constantly evaluating and enhancing their readiness to internationalize their products and
services into the foreign markets.

In the Indonesian context, the study on the SMEs’ internationalization readiness has been conducted
by Mahendrawathi et al. (2014) who found that the SME in the country generally have little knowledge and
focus on internationalization, particularly in the context of the implementation of the AEC. Whereas,
knowledge of internationalization readiness is considered as essential in order to succeed in the era of the
AEC. In their study Mahendrawathi et al. (2014) also documented that the automotive and garment
companies in Indonesia possessed lack of understanding on the AEC and generally were unprepared for the
establishment of ASEAN single market. For example, in the field of automotive businesses, the business
players do not know about the benefits and disadvantages of the AEC for them, although otherwise the
garment entrepreneurs already comprehended regarding the benefits and drawbacks of the AEC and
commenced to make preparation.

In facing the trade liberalization like the AEC, Tambunan (2012) suggested the government to set
priority to the SMEs through capacity building programs to make the SMEs become a business entity that
has a global competitiveness and encouraged them to export. Providing the SMEs with the technical
assistance, training and regional trade exports facilitation, exports financing schemes, market information,
and ease of supply of raw materials would promote the SMEs to move toward a more level of
internationalization readiness. In addition, identifying and understanding factors affecting the
internationalization readiness for the SMEs would enhance their ability to penetrate into the overseas
markets.

2.3. Factors Affecting the Internationalization Readiness

In this study, the determinants of internationalization readiness for the SMEs only focuses on
entrepreneurial orientation, barriers to internationalization, financial constraints, lack of knowledge, and
business network. Understanding these determinants would help the SMEs to prepare themselves to
become more competitive at the international arena.

2.3.1. Entrepreneurial Orientation

The orientation of the SMEs’ owners or managers plays an important role in the successful
internationalization of business activities. Hartsfield et al. (2008) stated that the orientation and culture
was formed by the owners or managers of the company, and then communicated to all members of the
organization. Some researchers argued that the entrepreneurial orientation becomes a determining factor
for SMEs to internationalize their businesses (Kumar, 2012; Taylor, 2013).

Previous studies by Koe (2014) and Kusumawardhani et al. (2009) confirmed the significant effect of
the entrepreneurial orientation on the business internationalization and its performance. In the dimension
of entrepreneurial orientation, it was important for the SMEs to have a working network, which allowing
them to obtain resources that have not at their disposal (Kusumawardhani et al.,, 2009). Likewise, the
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problem of information, if it turned businessmen does not get a lot of information about the intended
international market. The Asia-Pacific Economic Cooperation (APEC) in 2007 viewed that the limited access
to financial information has been a major obstacle for the SMEs to export their products and services.
These findings are consistent with the survey conducted by the Organization for Economic Cooperation and
Development (OECD) in 2009. Additionally, Burger et al. (2015) stated that from the various constraints
faced by the SMEs there were two of the most crucial problems, namely: (i) the constraint in financial
resources; and (ii) limited access to information. Due to these constraints, Burger et al. (2015) found that
only less than 3% of the SMEs market their products and services in the international markets.

2.3.2. Internationalization Barriers

Barriers faced by the SMEs in internationalizing their businesses could be categorized into two,
namely: (i) internal barrier; and (ii) external barrier (OECD, 2014). Internal barriers are linked to the
availability of resources and capabilities of the SMEs to internationalize its activities, while the external
barriers refer to the domestic and overseas business environments where the SMEs are undertaking their
business activities. In a more detailed, the OECD (2009) identified four barriers to the SMEs with relation to
their export activities: (i) lack of capital/financial resources for export; (ii) lack of information for analyzing
the foreign market; (3) inability to build relationship with customers abroad; and (4) limitations on
managerial time, expertise, and knowledge. Based on these theories, our study only focuses its analysis on
financial constraints, lack of knowledge (internal aspect), and business networks (external aspect) as the
SMEs barriers.

2.3.3. Financial Constraints

Access of the financial resources is another problem faced by the SMEs worldwide to internationalize
their products and services (OECD, 2009). It became one of the most crucial issues hinders the SMEs to
move toward internationalization (Kumar, 2012). Of the 10 barriers faced by the SMEs in Indonesia,
Irjayanti and Aziz (2012) identified access to finance as a major source of problems. In Ghana, Abor et al.
(2014) also found that limited financial access of the SMEs to banking has affected their willingness to
export activities. In addition, limited financial access of the SMEs to obtain funds both from internal and
external sources has also limited their investment spending (Ingolffson, 2011). To overcome these financial
constraints, it is a need for policy intervention (Weiland, 2015) to provide more opportunity for the SMEs to
obtain cheaper financial sources.

2.3.4. Lack of Knowledge

In addition to financial constraints, previous studies also documented that lacks of knowledge
adversely affected the SMEs to market their products and services abroad. For example, the lack of
knowledge about the market is seen as the cause of the declining performance of the SMEs (Li, 1995). The
limited human resources and lack of information was also found by the OECD (2014) as the barriers to
internationalization. Knowledge on foreign markets can be gained through market research and business
networks (Solberg, 2001). In addition, Siriphattrasophon and Saiyasopon (2013) suggested that the SMEs
should be facilitated to gain knowledge and information about how to market and invest abroad through
entrepreneurial trainings. Lack of expertise of workers and managers in export activities caused the SMEs
to record low productivity level and lack of desire to undertake export activities (Tambunan, 2009; Ahmed
et al., 2008). Conversely, the increase in knowledge about overseas markets could generate higher
commitment for the SMEs to the internationalization effort (Kalinic and Forza, 2012).

2.3.5. Business Network

Next, business network is seen as the crucial factor in the process of internationalization. Networking
of business influenced the SMEs’ choice of the internationalization markets and how they enter to a foreign
market (Chetty and Holm, 2000; Battaglia et al., 2006; Andersson and Helander, 2009), get support and
information about targeted foreign markets (Seppo, 2007). Generally, the SMEs from the developed
countries like the US and UK recorded higher level of success in building business networks in foreign
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markets that those from the developing counterparts (Khan and Majid, 2012). In short, business network
plays an important role for the SMEs to internationalization of the products and services.

3. Proposed Conceptual Framework for the SMEs Internationalization Readiness

Based on the above discussion on the theoretical and previous studies, the entrepreneurial
orientation, financial constraints, knowledge, and business network are identified to be the potential
determinants for readiness of SMEs to internationalize the products and services into the foreign markets.
Thus, the following conceptual framework for the SMEs internationalization readiness is proposed.

| Entrepreneurial Orientation""'--m.__._

| Financial Constraints [ ————_ -

——# Internationalization Readiness

Lack of Knowledge

Business Network

Figure 1. Proposed Conceptual Framework

Based on the above proposed framework, further empirical studies on the SMEs internationalization
readiness could test the following proposed hypotheses:

1. Entrepreneurial orientation affects positively the SMEs internationalization readiness;

2. Lack of knowledge affects negatively the SMEs internationalization readiness;

3. Financial constraints affects negatively the SMEs internationalization readiness; and

4. Business network affects positively the SMEs internationalization readiness.

4. Conclusions

This study proposed the conceptual framework for modelling the relationships between international
readiness of the SMEs and its determinants, namely: entrepreneurial orientation, international and
financial barriers, lack of knowledge, and business network. The proposed conceptual framework for the
international readiness of the SMEs that covers both quantitative and qualitative aspects was established
on the basis of previous theories and empirical evidences. From the theoretical perspective, the proposed
conceptual framework are hoped to offer explanations both quantitatively and qualitatively for the
interactions between entrepreneurial orientation, barriers, and business network and the Indonesian SMEs
readiness to internationalize their business into the foreign markets. As for the practical aspect, this study
are hoped to provide recommendations for government to design proper policy and approach to further
promote and enhance the competitiveness of the SMEs in Indonesia in the international markets.
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