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ABSTRACT
Aims: While the benefits of co-location for SMEs are widely acknowledged, the specific mechanisms through which value is created and capacity is built often differ across sectors, a gap this study addresses. This research comparatively analyzes how co-location influences value creation and capacity building among Small and Medium Enterprises (SMEs) in Padang City’s mobile device and culinary sectors.
Study design: A qualitative, exploratory case study was employed.
Place and Duration of Study: The research was conducted between May and July 2025 at two key sites in Padang City, Indonesia: Plaza Andalas, the city's main hub for mobile device SMEs, and GOR Haji Agus Salim, a central hub for the culinary sector.UNDER PEER R

Methodology: Data was collected via semi-structured interviews and direct observations with ten SME owners or operators, with five from each sector. The data was analyzed using thematic and comparative analysis to identify and contrast key patterns.
Results: Both sectors leverage a co-location "destination effect" for high customer traffic, but their value creation strategies diverge. In the mobile device sector, where products are standardized, value is created not from the product itself but through intangible assets like superior customer service and technical expertise. Consequently, their capacity is built within a "co-opetitive" environment through rapid observational learning to replicate competitor strategies. In contrast, the culinary sector functions as a community-based ecosystem where value is directly tied to the tangible quality of the product,superior taste and unique recipes. Their capacity building relies on social networks and informal peer-to-peer knowledge exchange. Despite these differences, the key finding that unites them is a significant gap stemming from the lack of formal business training received by the entrepreneurs. This is critical as, according to the literature, skills and training are a fundamental factor in capacity building.
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1. INTRODUCTION
As the economic and cultural heart of West Sumatra, Padang City features a dynamic and growing business landscape driven significantly by its Micro, Small, and Medium Enterprises (MSMEs)(BPS, 2024). The post-pandemic era has seen a notable surge in entrepreneurship, with the MSME sector playing a crucial role in job creation and economic recovery. A key strategic response emerging from this growth is the phenomenon of co-location, where businesses, either similar or complementary, operate in close physical proximity to create synergies and mutual benefits (Maiti & Subramanyam, 2021; Oleaga, 2025)This practice has become particularly prominent in two key sectors: the culinary sector and the mobile device sector.
In Padang City, co-location manifests in vibrant, well-known commercial hubs (Yuliviona et al., 2023). For the culinary sector, areas such as GOR Haji Agus Salim and Pasar Raya have evolved into bustling clusters of food vendors, offering consumers a wide variety of options in a single location (Morioka et al., 2022). This arrangement enhances consumer convenience and fosters a dynamic atmosphere that boosts the value creation and capacity building of the individual MSMEs. Similarly, the mobile device sector is heavily concentrated on the 2nd floor of Plaza Andalas, where numerous outlets for sales, accessories, and services are clustered together. This allows consumers to easily compare products, services, and prices from various providers at one time, simplifying their purchasing decisions (Pecorari & Lima, 2021; Cano et al, 2023).
While both sectors leverage the benefits of physical proximity, they face distinct challenges and opportunities that shape their strategic behavior (Bernando & Ray, 2024). Co-location in the culinary sector is characterized by direct consumer interaction and the potential for symbiotic relationships between vendors (Bernando & Ray, 2024). In contrast, the mobile device sector uses co-location to foster competitive advantage through collaboration, innovation, and resource sharing in a market defined by standardized products (Farida, 2022). Despite the prevalence of this business model, a significant gap exists in the literature. While studies have explored the general benefits of co-location, there is no research that explicitly compares its impact on value creation and capacity building for SMEs across the distinct contexts of the culinary and mobile device sectors in Padang.
This study aims to fill that gap by examining how co-location affects these two sectors differently and identifying the unique challenges and opportunities within each. Padang City provides an ideal setting for this research, given its status as a tourist destination and the presence of local government policies that encourage MSME development through access to strategic locations and supportive infrastructure. Academically, this research will contribute to the literature on co-location and SME development in emerging markets. Practically, its findings are expected to provide strategic guidance to SME owners on how to better utilize co-location to enhance business value and capacity.

2. METHODOLOGY
This study employed a qualitative approach with an exploratory, comparative case study design. This methodology was selected for its strength in exploring complex, under-researched phenomena, such as the nuanced impacts of co-location, and for its focus on understanding the lived experiences and perceptions of business owners in their natural settings. The researcher acted as the primary instrument for data collection, using an inductive process to analyze the findings.

2.1 Study Site and Participant SelectionUNDER PEER REVIEW

The research was conducted in Padang City, focusing on two prominent co-location hubs. For the mobile device sector, the study site was the second floor of Plaza Andalas Mall, a well-known center for mobile phone sales and services. For the culinary sector, the site was the GOR Haji Agus Salim area, a vibrant cluster of street food vendors. These locations were chosen as they are prime examples of co-location in their respective industries.
A total of ten informants were selected through purposive sampling, with five representing each sector. The selection was guided by specific criteria to ensure the depth and relevance of the data. Informants were required to be business owners or experienced operational experts (e.g., managers, daily operators) with significant knowledge of their sector, ideally with a minimum of two years of experience. They also needed to operate their business within the selected co-located areas and demonstrate a willingness to participate in the research.
2.2 Data Collection
Primary data was collected using a multi-method approach to ensure a comprehensive understanding of the phenomenon. The methods included:
a. Semi-structured Interviews: In-depth, semi-structured interviews were the primary data collection tool. This format allowed for a natural and interactive conversation, using open-ended questions to explore the informants' experiences and perceptions regarding co-location's impact on value creation and capacity building.
b. Direct Observation: The researcher conducted direct, structured observations at the business locations to understand the daily operations, environmental conditions, and interactions between business actors. An observation guide was used to systematically record relevant data.
c. Documentation: To support the interview and observation data, documentation such as photos of the business areas and relevant operational data was collected.
2.3 Data Analysis
A systematic, multi-stage data analysis process was employed, primarily utilizing thematic and comparative analysis. The stages were as follows:
a. Data Preparation: All interview recordings were transcribed verbatim. The transcripts were then reviewed for accuracy, cleaned of irrelevant segments, and organized by sector to facilitate analysis.
b. Thematic Analysis: The data was coded in a multi-step process involving open, axial, and selective coding to identify, categorize, and refine key themes related to the research constructs. This process was supported by the use of NVivo qualitative analysis software to manage the data and identify patterns.
c. Comparative Analysis: Once themes were finalized for each sector, a comparative analysis was conducted to systematically examine the similarities and differences in how co-location, value creation, and capacity building manifested in the mobile device and culinary sectors.
d. Interpretation: Finally, the findings from all analyses were synthesized to draw meaningful conclusions that directly address the research questions and objectives.


3. RESULTS AND DISCUSSION
This study reveals that while co-location provides the foundational benefit of high customer traffic to both the mobile device and culinary sectors, the pathways to value creation and capacity building are fundamentally different. The nature of the products standardized

technology versus unique culinary offerings dictates the competitive landscape and shapes all subsequent business strategies.UNDER PEER REVIEW

3.1 Analysis of Mobile Device Sector
In synthesis, the co-location of mobile SMEs in Plaza Andalas creates a competitive landscape, a double-edged sword where the benefits of high customer traffic are offset by the pressures of intense competition and rapid imitation. While clustering makes it easier for consumers to compare products (J.C, Castura, 2022), it also forces businesses into a intense focus on price and service differentiation (Edet, 2024). This dynamic fundamentally shifts value creation, pushing businesses to forge a competitive advantage through superior service, practical innovation, and building customer trust to achieve enhanced customer loyalty. To survive and thrive, entrepreneurs must engage in continuous capacity development, a process driven not by formal training but by a robust system of informal social learning and collaboration (Huang, 2023).

This ecosystem fosters the rapid adaptability essential in a sector characterized by fast-paced technological advancement (Ijomah et al., 2024). It accelerates the adoption of new technologies, such as 5G, IoT (Chen et al., 2020), or cloud-based solutions (Teneji et al., 2024), often through peer observation and partnership opportunities. This environment cultivates a deep base of practical knowledge and shared learning opportunities, ensuring that the ability to evolve becomes a crucial asset for long-term resilience and sustainability in an increasingly digital marketplace (Aripin et al., 2023).

The illustrations of the data simplified on figures below:

Table 1 Analysis of Mobile Device Sector

	Constructs
	Parameter
	I.1
	I.2
	I.3
	I.4
	I.5

	Co-location
	Physical Proximity
	✓
	✓
	✓
	✓
	✓

	
	Social and Business Interaction
	✓
	✓
	✓
	✓
	✓

	
	Collaboration
	✓
	✓
	✓
	✓
	✓

	Value creation
	Profitability
	✓
	✓
	✓
	✓
	✓

	
	Product/Service Innovation
	✓
	✓
	✓
	✓
	✓

	
	Competitive Advantage
	✓
	✓
	✓
	✓
	✓

	Capacity Building
	Skills and knowledge development
	✓
	✗
	✗
	✗
	✗

	
	Adoption of new technology
	✓
	✓
	✓
	✓
	✓

	
	Adaptability (market
	✓
	✓
	✓
	✓
	✓



	
	changes)
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Source: Summary of Analysis of Mobile Device Sectors


3.2 Analysis of Culinary Business Sector

The colocation of culinary SMEs at the GOR Haji Agus Salim creates a dynamic "culinary magnet," as it fosters a community-based ecosystem where the significant benefits of high customer traffic are combined with the challenges of direct competition. This environment values value creation in tangible product excellence. It makes entrepreneurs adapt to build a competitive advantage based on superior taste, high-quality ingredients, and unique recipes, rather than solely on price. To achieve this, vendors engage in ongoing capacity development that is largely informal and socially mediated. The specific skills are sharpened through a robust system of peer-to-peer learning and direct observation, while adaptability is learned by collectively responding to food trends and customer feedback. This creates a resilient and self-sufficient network where the ability to innovate on core products is learned from within the community itself, whereas survival and growth seen as a shared effort.

Finally, the co-location of culinary SMEs at the Haji Agus Salim Sports Hall (GOR) creates a dynamic "culinary magnet," fostering a community-based ecosystem defined by the dual forces of high customer traffic and direct competition. This arrangement enhances consumer convenience by offering a variety of food options in one place, which in turn creates a dynamic dining environment that attracts a larger customer base (Gaffar et al., 2022). This environment shapes value creation by compelling entrepreneurs to build a sustainable competitive advantage based on product innovation such as superior taste and unique recipes rather than solely on price (Prasa et al., 2021; Mardatillah,2023).

To achieve this product leadership, vendors engage in ongoing capacity building that is largely informal and socially mediated. Critical skills, such as new cooking techniques, are sharpened not through formal programs but through a robust system of peer-to-peer learning and the informal exchange of best practices that characterizes a collaborative community (Al- Bakri, 2024; Belitski et al., 2020). Furthermore, adaptability is learned collectively; the close proximity allows for the rapid sharing of information regarding changing consumer preferences, enabling SMEs to quickly adjust their menu offerings to meet new market demands (Abdul Amir, 2023).

This process creates a resilient and self-sufficient network where innovation is learned from within the community itself, which serves as a platform for testing new products in a competitive yet collaborative space (Huma et al., 2022). When faced with challenges, these SMEs can pool their resources and expertise to develop creative solutions (Matt & Modrák, 2020). Finally, survival and growth in this ecosystem are not just individual pursuits but are bolstered by the collective capacity and synergies of the community (Morioka, 2022).

The illustrations of the data simplified on figures below:

Table 2 Analysis of Culinary Business Sector

	Constructs
	Parameter
	I.6
	I.7
	I.8
	I.9
	I.10



	Co-location
	Physical Proximity
	✓
	✓
	✓
	✓
	✗

	
	Social and Business Interaction
	✓
	✓
	✓
	✓
	✓

	
	Collaboration
	✓
	✗
	✓
	✗
	✗

	Value creation
	Profitability
	✓
	✓
	✓
	✓
	✗

	
	Product/Service Innovation
	✓
	✓
	✓
	✓
	✗

	
	Competitive Advantage
	✓
	✓
	✓
	✓
	✓

	Capacity Building
	Skills and knowledge development
	✗
	✗
	✗
	✗
	✓

	
	Adoption of new technology
	✓
	✓
	✓
	✓
	✓

	
	Adaptability (market changes)
	✓
	✓
	✓
	✓
	✓
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Source: Summary of Analysis of Culinary Business Sectors


3.3 Comparative Analysis of Co-location between the Mobile Device and Culinary Business Sectors

The analysis of co-location in both the mobile device and culinary business sectors reveals similarities and differences in how physical proximity, social and business interaction, and collaboration shape business dynamics in Padang City. While both sectors benefit from clustering in terms of attracting customers and reducing operational challenges, the way these parameters are realized varies significantly due to the unique characteristic of each sector, the nature of the products, and customer preferences.

Table 3 Comparison of Co-Location Between Mobile Device Sector and Culinary Business Sector

	Construct
	Mobile Device Sector (Plaza Andalas, Ramayana)
	Culinary Business Sector (GOR Haji Agus Salim)

	
Co-Location
	· A high-velocity environment where interactions are primarily transactional and "co-opetitive."
	· A social, relational environment where interactions are often symbiotic. Collaboration is driven by a sense of mutual



	
	· Collaboration is a necessity driven by the need to manage inventory of identical products. The atmosphere is defined by intense competition and rapid imitation.
	support and the complementary nature of products (food & drinks). The atmosphere is supportive, even amidst competition.

	
Value Creation
	· Value is created around the product. Since devices are standardized, competitive advantage is built on intangible factors like service quality, technical expertise, trust, and innovative service bundling
	· Value is created within the product itself. Competitive advantage is built on tangible, sensory factors like superior taste, ingredient quality, unique recipes, and professional packaging.

	
Capacity Building
	· Capacity is built by quickly observing and replicating competitor strategies. Learning is fast-paced and defensive, focused on keeping up with technology. Tech adoption is a strategic necessity to maintain parity.
	· Capacity is built through a deep, informal network of peer exchange and self-teaching. Learning is collaborative and community-driven. Tech adoption is a pragmatic response to customer demand.
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Source: Summary Comparison Analysis of Mobile Device Sectors and Culinary Business Sectors

Overall, the comparative analysis indicates that co-location functions differently across sectors. In the mobile device sector, it is characterized by efficiency and competition, where physical proximity drives customer traffic but also creates pressure to differentiate. Interactions and collaborations remain pragmatic and limited. In the culinary sector, however, co-location fosters a stronger sense of community and complementarity, where businesses thrive not only from individual performance but also from mutual support and shared consumer flows.

This comparison aligns with the research objectives outlined in Chapters 1–3, highlighting how co-location shapes value creation and capacity building in different ways depending on the industry. While both benefit from clustering, the mechanisms of competition versus complementarity differ across the two sectors, providing a nuanced understanding of co-location’s role in SME sustainability.

In summary, the research concludes that co-location is a fundamental force shaping the way MSMEs create value and build capacity, but its impact is highly dependent on the context of the business sector. In both sectors studied, co-location succeeds in creating a “destination effect” that brings in a high flow of customers. However, this dense environment also creates competitive pressures that define different business strategies.

Firstly, this study provides an update to Shih & Lin (2022) collaboration theory by showing that the nature of the product is a determining variable. In the mobile device sector, standardized products led to the emergence of “co-opetitive” operational collaboration (such as stock sharing) as a strategic necessity. In contrast, in the culinary sector, differentiated

and unique products reduce the need for supply-side collaboration, resulting in collaboration that is more symbiotic (between food and beverage) and based on informal community support.UNDER PEER REVIEW


Second, this study recontextualizes Gorley (2018) capacity building model. It was found that the pillar of skills development through formal training was almost absent and replaced by a strong informal learning ecosystem. Capacity is built predominantly through community-based learning (mutual observation and knowledge sharing) and experiential learning (learning by doing). This finding is deepened by the fact that the lack of participation in formal training is not due to lack of interest, but rather by information gaps and access barriers to existing programs, suggesting a pent-up unmet demand.


4. CONCLUSION

Based on the research, co-location is a powerful dynamic that significantly shapes value creation and capacity building for SMEs in Padang City, with its effects being highly dependent on the business sector. In the mobile device sector, co-location creates a high-velocity "co-opetitive" environment where businesses must differentiate through intangible assets. Value is created not from the product itself, which is largely commoditized, but through superior customer service, technical expertise, and rapid innovation in service bundling. Their capacity is built on an agile, observational learning model, allowing for the swift replication of competitor strategies to maintain market parity. Conversely, the culinary sector operates as a community-driven ecosystem where value is intrinsically tied to the tangible quality of the product. Competitive advantage is achieved through superior taste, unique recipes, and high-quality ingredients. Capacity building in this sector is rooted in deep social networks, informal peer-to-peer knowledge exchange, and collaborative operational support. While this fosters a resilient and supportive community, it also reveals a significant gap and desire for formal training, particularly in digital business practices. In summary, while co-location provides the foundational benefit of customer traffic to both sectors, the pathway to sustainable success is dictated by the nature of their core offerings service-based differentiation for mobile devices versus product-based excellence for culinary businesses.
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