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5. Socioeconomic Structures of the Indonesian 

Clusters 

“I value very much our partnership in the cluster. It is more worth than money.  

We have developed our products together since we start cooperating.” 

(Mr. Basuki, a small manufacturer in the Kasongan ceramic handicraft cluster,  

Yogyakarta, Indonesia) 

 

The aim of this chapter is threefold: first, to describe the general 

economic conditions and multiple linkages in three studied Indonesian clusters; 

second, to present the qualitative and survey data–based evidence on market 

relations and social embeddedness in the clusters and the simultaneity of both 

kinds of relations; and third, to show the influence of market and social 

embeddedness factors on the dynamics of interactions among local people 

within the clusters. The conceptual framework refers to that developed and 

explained in Chapter 3. This chapter explores the right side of the conceptual 

framework in Figure 3.1, dealing with socioeconomic structures within a cluster 

that refer to the simultaneity of competitive and cooperative behavior of local 

people in firm’s connections. 

Industrial clusters are made up of a large number of small specialized 

firms that affect the economic relations among firms located in that area. 

Conversely, relationships in industrial clusters are affected by deliberate 

interfirm cooperative arrangements based on trust and reciprocal relationships 

among local people. This chapter concludes that the dynamics of the Indonesian 

clusters consist of intensive interactions among local firms that are influenced 

by socioeconomic structures. 

This chapter is structured as follows. Sections 5.1 and 5.2 contain a 

brief description of the Indonesian cluster and the general business condition of 

the Yogyakarta province and three selected Indonesian industrial clusters. 

Sections 5.3–5.7 present an analysis of socioeconomic structures of the clusters 

by describing interfirm relationships (Section 5.3), market linkages (Section 

5.4), social embeddedness (Section 5.5), unwanted actions (Section 5.6), and 

the simultaneity of both kinds of relations in the clusters (Section 5.7). These 
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subsections refer to both qualitative and survey data evidence with respect to 

those issues. 

Section 5.6 specifically discusses unexpected firm behavior in multiple 

linkages in the form of opportunism, free-riding, and isolation from the external 

environment. Section 5.7 contains a discussion about the simultaneity of market 

relations and social embeddedness in the clusters. Section 5.8 concludes this 

chapter. 

5.1 The Indonesian Clusters 

When the economic crisis hit the country in 1997, small and medium 

enterprises (SMEs) were found to have resisted the crisis better than large firms, 

because their greater flexibility allowed them to adjust production processes to 

offset the severity of the crisis (Mubyarto, 2005). Therefore, it is no surprise 

that small (SEs) and medium enterprises (MEs) receive ample attention in 

Indonesia. The statistical data of 2000 demonstrate that there were about 39 

million enterprises in Indonesia, consisting of 38.98 million (99.85%) SEs, 

55,100 (0.14%) MEs, and 1900 (0.01%) large enterprises (LEs; Minister’s 

Speech, 2001). Therefore, SEs have dominated and have a significant role in the 

Indonesian economy. 

Government efforts to develop SME clusters in Indonesia can be traced 

back to the late 1970s with the Ministry of Industry’s introduction of a national 

program focusing on promoting selected clusters showing some dynamics or 

having good market potential (Sandee et al., 1994).  Before the 1997 crisis, 

there were many complementary activities (among other government programs) 

to that program, including subsidized visits of producers to trade fairs, programs 

for linking universities and research/service centers to SMEs, and programs for 

developing subcontracting linkages between LEs and SMEs. Both the Ministry 

of Industry and Trade and the State Ministry for Cooperatives and Small 

Enterprise Development have strengthened programs for the development of 

clusters (Sandee and Ter Wingel, 2002). Clustering is expected to continue to 

be the optimal strategy for promoting SEs and MEs because businesses are 

scattered throughout the Indonesian Archipelago, and small businesses tend to 

gather according to similarities in their input, output, technology, and 

machinery, among other factors (ACTETSME, 2005). 

According to 2004 statistical data, there were about 9800 units of small 

industry clusters in Indonesia (Soetrisno, 2004). Small and medium clusters can 

be found in all provinces, and most of them are located in rural areas. Clusters 

are established as traditional activities of local communities where production 

of specific products has long been advancing (Weijland, 1999). The overlap of 

rural society and economic organization has resulted in traditions that seem to 

safeguard social control and stability. The traditional village community is 

differentiated, and social relations are often dominated by patronage 

relationships corresponding with sociopolitical hierarchy, landownership, and 



Socioeconomic Structures and Actors in Indonesian Industrial Clusters  | 73 

 

traditional family bonds. In addition, Klapwijk (1997) explains that clustering is 

the outcome of the development of locally rooted value-creating systems. 

Furthermore, according to Weijland (1999), clustering in Indonesia is 

developed by social networks. Transactions and exchanges are organized 

through institutions in Indonesian clusters (Berry et al., 2001). A key feature of 

small-scale industrial organization, particularly in densely populated Java, is the 

tendency for enterprises to group together geographically and by economic 

subsectors to exploit economies of agglomeration that are influenced by a local 

culture (Berry et al., 2001). Therefore, the Indonesian SME clusters are 

established naturally as traditional activities of local communities, which 

historically have produced specific products. 

Moreover, in his study of the roof tile cluster in Central Java 

(Indonesia), Sandee (1995) indicates that SEs can learn from MEs and LEs to 

develop their own marketing capability so that they can penetrate urban and 

international markets in Indonesian clusters. Specifically, Sandee concludes that 

leading traditional producers may initiate innovation processes and are risk 

takers for pursuing their innovation capability. 

Tambunan (2006) concludes that the market-based development of 

Indonesian clusters is more successful than a policy-driven one. Some crucial 

factors of Indonesian cluster development provide access to an output market, 

internal organization and cooperation/joint actions among firms inside clusters, 

sustainability of the supply of raw materials and other necessary inputs, the 

existence of self-help organizations and common service facilities, the quality 

of local government support, and external networking with banks and local 

providers of education, technology, and information. 

5.2 General Business Conditions in Yogyakarta Province and Three 

Studied Indonesian Clusters 

Regionally, the majority of clusters in all sectors are concentrated in 

Java, because the country’s population is also concentrated in this region. 

Within Java, the majority of small firms are found in Central Java and the 

Yogyakarta province (including household enterprises, the smallest units of 

business; though they have on average 1–4 workers, many of them are self-

employment units with family members as helpers or unpaid workers). 

The Yogyakarta province also has a long tradition of affirmative action 

programs fostering the development of entrepreneurs. In addition, this province 

is known as the cultural capital of Java and the city of education where students 

from all over Indonesia come to study. This makes the Yogyakarta province a 

multicultural province that in turn creates its own development and caters for 

people with different cultural backgrounds. This is my main reason for basing 

my research in the Yogyakarta province. 
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5.2.1 The Yogyakarta province  

The province of Yogyakarta historically has obtained a distinctive 

place in Indonesia’s politics and nationhood. It became the temporary 

capital city of Indonesia during the war against the Dutch in the late 

1940s, when the former Sultan of Yogyakarta, Sri Hamengku Buwono 

IX, turned over power to former President Soekarno to defend the unity 

of the country. Yogyakarta has a relatively small share in the nation’s 

gross domestic product (GDP): only about 1.07% in 2004. The 

population of Yogyakarta is about 3.17 million people, or 1.5% of the 

total population of Indonesia. Tables 5.1 and 5.2 present its economic 

profile and distribution of regional output by sector. 
 

Table 5.1. Economic Profile of Yogyakarta 

Descriptions  Yogyakarta  

Area (km2)  

Population (2005)  

Regional GDP (2004; Rp. Million)  

Regional GDP p.c. (2004; Rp)  

Inflation (2005; %)  

Bank credit (per March 2006; Rp trillion)  

3,133.15 

3,181,200 

21,848,682.1 

6,777,908.2 

14.98 

6.78 

Source: Yogyakarta dalam Angka (Yogyakarta in Statistics), BPS-Indonesia, 2004 

(Note: €1 = about Rp 13.200 (exchange rate in February 2010) 

 

Table 5.2. Regional Gross Domestic Product Distribution by Sector in 

Yogyakarta (%) 

Descriptions  Yogyakarta  

Agriculture, livestock, forestry, and fisheries  

Mining & quarrying  

Manufacturing  

Electricity, gas, and water supply  

Construction  

Trade, hotel, and restaurants  

Transportation and communication  

Financial, rental, and business services  

Other services  

Total  

17  

1  

15  

1  

8  

19  

10  

10  

19  

100 

Source: Yogyakarta dalam Angka (Yogyakarta in Statistics), BPS-Indonesia, 2004 

 

Hotels, restaurants, and service industries dominate the micro, small, 

and medium-sized business area. Tourism industry and education services, 

which have shaped the economy of the province, have created a demand for 

more investment. 
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According to official regional data for 2004, the manufacturing 

industry in Yogyakarta and Bantul districts (within the Province of 

Yogyakarta) are composed of 662 and 17,763 small firms, with a total 

employment of 9812 and 75,126 people, respectively. The majority of 

these enterprises are found in handicraft and general industry (Table 5.3). 

 
Table 5.3. Small Manufacturing Firms in Yogyakarta and Bantul Districts, 2004 

Yogyakarta Bantul Group of Industry  

Unit Worker Unit Worker 

Food processing  

Clothing and leather  

Chemical and materials  

Handicraft and general  

Metal  

Total  

129 

169 

54 

205 

105 

662 

1,523 

2,695 

612 

2,755 

2,227 

9,812 

7,373 

678 

2,675 

6,168 

869 

17,763 

23,853 

4,506 

23,326 

21,630 

1,81 

75,126 

Source: Yogyakarta dalam Angka (the Yogyakarta Province in Statistics), BPS-

Indonesia, 2004 

 

Thus, the Yogyakarta province has a good record of SME clusters, and 

SME entrepreneurs have been recognized as the city engines of growth. The 

three studied clusters are located in this province and have their own dynamics, 

which have influenced the way of life of people who live there.  

5.2.2 The three studied Indonesian clusters 

As explained in Chapter 4, for this study I chose three industrial clusters 

in Yogyakarta as a research sample: the Kotagede silver handicraft cluster 

(about 400 firms), the Manding leather handicraft cluster (25 firms), and the 

Kasongan ceramic handicraft cluster (about 200 firms). 

As explained in chapter 4, the data of this study is based on a 

questionnaire survey and in-depth interviews. In total, 102 firms in Kotagede, 

23 firms in Manding, and 85 firms in Kasongan were interviewed in the survey 

and 38 people were selected for in-depth interviews..  

Table 5.4 shows sales turnover per month of the respondents in the 

three clusters and the four types of firms that employed the respondents: 

artisans/manufacturers, subcontractors, workers, and retailers/traders. In 

Kotagede, I categorized 31 % of total sample firms as micro firms (MIEs) 

because their monthly sales turnover is less than Rp. 1,000,000 (about €75); 

there are 27 % of total respondents that are classified as MIEs in Manding and 

68 % MIEs in Kasongan. I categorized firms with sales turnover of about Rp. 

1,000,001–10,000,000 (approximately €75–750) per month as small firms. For 

that category, there are 15 % of total firm respondents in Kasongan, 67% in 

Manding, and 60% in Kotagede. There are only a small number of firms in 

Kasongan (8%) and  Kotagede (5%), and Manding (2%) that earn more than Rp. 
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30,000,000 (approximately €2,250) from their sales. They are classified as large 

firms. 

 

Table 5.4. Sales Turnover of the Firm’s Respondents (in Value) per Month 

(n=210) 

Sales Turnover (in Rp.) 

The Kasongan 

 Cluster 

(n=85) 

The Kotagede 

 Cluster 

(n=102) 

The Manding 

 Cluster 

(n=23) 

< Rp. 1,000,000 (micro firms) 68% 31% 27% 

Rp. 1,000,001–10.000.000 

(small firms) 

15% 60% 67% 

Rp. 10,000,001–30,000,000 

(medium firms) 

8% 5% 4% 

Rp. 30,000,001–50,000,000 

(large firms) 

8% 5% 2% 

> Rp. 50,000,000 (large firms) 1% 1% 0 

 

i. Firm Performance 

As explained in chapter 3, following Rangone (1999), I captured three 

aspects of firm performance: (1) manufacturing, (2) marketing, and (3) new 

product development. From the literature of the resource-based view of the firm, 

manufacturing performance results from the production capability (i.e. the 

ability to produce and deliver products to customers). Marketing performance is 

determined by the marketing capability (i.e., the ability to market and sell 

products effectively and efficiently).
3
 New product development performance 

originates from product innovation capability (i.e., the ability to develop new 

products and achieve superior technological performance). I added one item, 

financial performance, because it is a firm performance indicator that has been 

dominant in the strategic management literature and reflects the fulfillment of 

the economic goals of a firm.  

In this study, firm performance is measured by adopting the subjective 

statement (perceptual measures) of respondents when they were asked to state 

their firms’ performance in terms of financial, manufacturing, marketing and 

                                                      
3
In this study, manufacturing and marketing performance is combined to be one variable. Many 

firms in clusters generally do not do marketing management on their own. They utilize collective 

resources such as the reputation of a cluster itself as a marketing tool. Thus, as an individual firm, 

most of participating firms in a cluster are not concerned about the improvement of marketing 

their products. As a result the performance of marketing would have little contribution to the 

overall business performance of one firm in clusters. Combining manufacturing and marketing 

performance would not reduce the importance of each performance in the overall business 

performance of one firm in clusters. In this study, the measure of manufacturing performance 

includes two items, and the measure of marketing performance consists of one item. Moreover, 

coefficient alpha for the index of manufacturing and marketing performance (0.765) indicates that 

the measures had high internal consistency.  
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innovation.  I used the subjective approach for several reasons. First, measures 

such as profit and total turnover per month are typically not available at the firm 

level because a balance sheet is needed to compute them. Although objective 

financial performance measures are appropriate, I preferred subjective ones due 

to the difficulty in obtaining objective measures from managers or owners of 

the respondent firms. Second, respondents may be reluctant to give the figures. 

Almost all respondents emphasized privacy of information and secondary data 

on such companies are less readily available. 

In addition, in this study, data were collected through a questionnaire 

survey with personal interviews with the firm owners who were involved 

directly in the daily business of the firms. Personal interviews enabled 

discussion of firm performance. They also ensured that the owners fully 

understood the purpose of the study and the exact measures solicited by the 

interviewers. 

Subjective performance measures have been shown to have a high 

correlation with objective financial performance measures, thus supporting their 

validity (e.g., Naman and Slevin, 1993; Hart and Banbury, 1994). The 

subjective measures of firm performance have been applied successfully in 

previous studies (e.g., Schwenk1985; Ruekert et al., 1985; Cavusgil and Zou, 

1994; Homburg et al., 2003; Panayides, 2006). Cavusgil and Zou (1994) use 

this approach to assess the relationship between marketing strategy and 

performance. Homburg et al., (2003) use perceptual measures of marketing-

related outcomes that assess effectiveness and efficiency to measure 

performance.  

The first indicator is new product development. Adapted from 

Panayides (2006), the measure consists of the trend of the quality of the firm’s 

product over the past five years (product innovation). The items were measured 

on a three-point scale (“increased,” “no change,” and “decreased”). Table 5.5 

shows the subjective perceptions of respondents of new product development 

performance. It is interesting to note that not any respondents claimed that the 

trend of their products quality over the last five years had decreased. However, 

57% of total respondents in Manding had not any change in terms of product 

developments for the last five years. Similarly, almost half of total respondents 

in Kasongan and Kotagede claimed that there was not any change on the trend 

of the quality of their products over the last five years (48% in Kasongan and 

49% in Kotagede).  

 

Table 5.5. New Product Development Performance in the Clusters (n=210) 
The trend of the quality 

of the firm’s products 

over the last five years 

The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Increased 52% 51% 43% 

No change 48% 49% 57% 

Decreased 0 0 0 
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The second indicator is manufacturing and marketing performance. In 

this study, manufacturing and marketing performance is measured with a 3-item 

scale. The items include the recent conditions of labor skills, specialization and 

marketing strategy (“improved,” 0 = “no change,” and  “decreased”). Table 5.6a 

– 5.6c show the subjective perceptions of the respondents of the three items. 

Most respondents in the clusters prefer to claim that there is an improvement of 

specialization degree in their firms than other items: 76% of total respondents in 

Kasongan, 67% in Kotagede and 74% in Manding, whereas less of them 

acknowledged that their marketing strategy was improved (20% of total in 

Kotagede and 13% in Manding), except in Kasongan (49% of total respondents).  

 

Table 5.6a. Manufacturing and Marketing Performance in the Clusters: the first 

item (n=210) 
Labor skills The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster(n=102) 

The Manding 

Cluster  (n=23) 

Improved 67% 63% 65% 

No change 2% 13% 13% 

Decreased 31% 25% 22% 

 

Table 5.6b. Manufacturing and Marketing Performance in the Clusters: the 

second item (n=210) 
Degree of 

specialization 

The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster (n=102) 

The Manding 

Cluster (n=23) 

Improved 76% 67% 74% 

No change - 13% 4% 

Decreased 24% 21% 22% 

 

Table 5.6c. Manufacturing and Marketing Performance in the Clusters: the third 

item (n=210) 
Marketing strategy The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster (n=102) 

The Manding 

Cluster (n=23) 

Improved 49% 20% 13% 

No change 38% 74% 65% 

Decreased 13% 8% 22% 

 

Because no single indicator is uniformly cited in the literature as the 

optimal measure of financial performance, I included three: one measure of 

growth and two of profitability
4
 adapted from Begley and Boyd (1986). The 

growth measure was based on the trend of turnover for the past five years. One 

of the profit measures involved the net profit for the past year, and the second 

related to turnover for the past year, as shown in table 5.7a, 5.7b, and 5.7c. In 

                                                      
4 It seems prudent to include multiple financial performance measures because small business 

owner/managers may direct their efforts toward varying goals (Begley and Byod, 1986). 



Socioeconomic Structures and Actors in Indonesian Industrial Clusters  | 79 

 

average, in the three clusters, most respondents have the same conditions of 

financial performance. Many of them perceived that there was a decrease of 

turnover for the past year (45% in Kasongan, 45% in Kotagede and 26% in 

Manding). However, according to many of them (45% of total respondents in 

Kasongan, 53% in Kotagede and 63% in Manding), the net profit for the past 

year had increased. 

 

Table 5.7a. Financial Performance in the Clusters: the first item (n=210) 
The trend of 

turnover for the 

past five years 

The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster (n=102) 

The Manding 

Cluster (n=23) 

Increased 25% 24% 39% 

No change (flat) 35% 40% 30% 

Decreased 40% 36% 31% 

 

Table 5.7b. Financial Performance in the Clusters: the second item (n=210) 
The net profit for 

the past year 

The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster (n=102) 

The Manding 

Cluster (n=23) 

Increased 45% 53% 63% 

No change (flat) 53% 35% 33% 

Decreased 2% 12% 4% 

 

Table 5.7c. Financial Performance in the Clusters: the third item (n=210) 
The turnover for 

the past year  

The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster (n=102) 

The Manding 

Cluster (n=23) 

Increased 19% 15% 24% 

No change (flat) 36% 40% 50% 

Decreased 45% 45% 26% 

 

To sum up, regarding firm performance, the conditions of firm 

respondents in the three clusters are quite similar. There is not any remarkable 

remark regarding the differences of firm performance conditions of firm 

respondents in the clusters. The next descriptions present another feature of 

business conditions of firm respondents in the studied clusters and 

socioeconomic structures of the studied clusters. 

 

ii. Workers 

The various types of the firm respondents in terms of the number of 

workers are different from the criteria based on a monthly sales turnover, as 

Table 5.8 indicates. For the three clusters, there are 73% of total firms that are 

MIEs employing 1–5 workers, whereas 12% of firms are categorized as SEs 

with 6–10 workers. There are 13% of total that are medium-sized firms and 2% 

are LEs surveyed in the fieldwork of this study. 
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In the clusters, the labor market for the clusters is largely confined to 

the local area, as shown in Table 5.9 for the Kasongan cluster, Table 5.10 for 

the Kotagede cluster, and Table 5.11 for the Manding cluster. A majority of the 

firm respondents employ workers from inside the clusters, though there are 

workers from outside the clusters. The qualitative interviews with the owner of 

the firms and their workers (July 2007–November 2008) show that many 

employees from outside the clusters are not skilled workers and but rather 

receptionists or shopkeepers. 

Skilled workers or artisans living outside the clusters go on leave only 

once a month. Their employers provide them common rooms for their bedroom 

near the workshop. As a result, the firms get more benefits to employ outside 

skilled workers because they do not have regular working hours (eight hours: 

8:00 A.M.–4:00 P.M.) like internal workers. Their overtime hours are paid lower 

than the overtime wages received by internal skilled workers because the 

employer must provide them a room to stay and food for the whole day. Their 

working hours are from 8:00 A.M.–11:00 P.M. with three hours break in the 

afternoon and evening for lunch, dinner, and praying. 

None of the firms in the study were fully dominated by family workers; 

the total number of family workers was similar to the number of nonfamily 

workers. Although the firms do not seem to consider whether they have a 

family relationship with their employees, most of them have known one another 

for a long time. However, the cluster is still open to workers from outside the 

clusters. The firms have employed them based on a recommendation of their 

friends or relatives. Without any recommendation or reference, they would not 

take any risks to employ unknown people. In Kasongan and Kotagede, even 

workers could be “borrowed” when they were not fully employed in their 

regular workshop (Interview with Workers, 10/06/2008). 

 
Table 5.8. Total Waged Workers in the Three Clusters (n = 210) 

Total Workers Number of Firms 

1–5 (MIEs) 73% 

6–10 (SEs) 12% 

11–50 (MEs) 13% 

>50 (LEs) 2 % 
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Table 5.9. Number of Workers of the Firms’ Respondents  

in the Kasongan Ceramic Center (n = 85) 

 
 1–5 

Workers 

6–10 

Workers 

11–15 

Workers 

16–20 

Workers 

> 20 

Workers 

Artisan 4% 7% 11% 21% 58% 

Nonartisan 96% 1% 2% 0 0 

Family 96% 1% 1% 0 1% 

Nonfamily 64% 14% 9% 9% 4% 

From inside the cluster 59% 18% 12% 8% 4% 

From outside the cluster 27% 2% 0 0 0 

 

Table 5.10. Number of Workers of the Firms’ Respondents  

in the Kotagede Silver Cluster ( n = 102) 
 1–5 

Workers 

6–10 

Workers 

11–15 

Workers 

16–20 

Workers 

> 20 

Workers 

Artisan 94% 5% 0 0 1% 

Nonartisan 99% 1% 0 0 0 

Family 100% 0 0 0 0 

Nonfamily 97% 2% 0 0 1% 

From inside the cluster 95% 4% 0 0 1% 

From outside the cluster 98% 1% 1% 0 0 

 

Table 5.11. Number of Workers of the Firms’ Respondents  

in the Manding Leather Cluster (n = 23) 
 1–5 

Workers 

6–10 

Workers 

11–15 

Workers 

16–20 

Workers 

> 20 

Workers 

Artisan 87% 4% 9% 0  0  

Nonartisan 96% 0  0  0  4% 

Family 91% 0  9% 0  0  

Nonfamily 78% 17% 0  0  4% 

From inside the cluster 83% 13% 0  0  4% 

From outside the cluster 83% 17% 0  0  0  

 

In addition, interviews with some entrepreneurs in the clusters revealed 

that workers endowed with entrepreneurial talents learned the state of the art 

from the enterprise where they had been employed and eventually moved out 

and set up their own business. In the three clusters, many sample units report 

that most of small firms were artisans or workers previously employed in some 

firms of the clusters. From the questionnaire survey, 100 of the 210 respondents 

(48% of the total respondents in the three clusters) previously had a job as a 

worker/artisan at a neighboring firm within the clusters. Thus, in the clusters, 

there is a sort of continuum ranging from home-based work to part-time and 

waged work to self-employment and entrepreneurship. 
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The following sections investigate in more detail each cluster through 

the lens of the simultaneity of market relations and social embeddedness that 

constitute socioeconomic structures of interfirm relationships in the studied 

clusters. The sections are based on the fieldwork carried out in the three clusters. 

Information was collected through in-depth interviews with key players from a 

variety of firms and a questionnaire survey covering the sample of 210 firms in 

the three clusters. 

 

5.3 Interfirm Relationships in Three Studied Indonesian Clusters 

Regarding the supply of raw materials and components, in Kotagede 

and Kasongan, unlike Manding, clustering induced the concentration of 

suppliers. Thus, manufacturers in the clusters could buy most of their inputs 

locally. However, the local supply of competitive raw materials was still 

inadequate to satisfy the industry, because only some of the existing firms have 

adapted their supply to the requirements of the open market. Local suppliers do 

not have a significant role in determining input prices; these are more 

determined by external factors. Thus, the interfirm relationships of the clusters 

are not colored by the existence of supplier–buyer relationships. As a result, the 

firms also must buy their raw materials from outside the clusters, as shown in 

Tables 5.12–5.14. 

 

Table 5.12. The Source of Raw Materials in the Kasongan Cluster (n=85) 
 Raw Materials 

Local (internal cluster) 98% 

Province 30% 

National 16% 

Abroad 0  

  

Table 5.13. The Source of Raw Materials in the Kotagede Cluster (n=102) 
 Raw Materials 

Local (internal cluster) 73% 

Province 10% 

National 8% 

Abroad 3% 

 

Table 5.14. The Source of Raw Materials in the Manding Cluster (n=23) 
 Raw Materials 

Local (internal cluster) 39% 

Province 74% 

National 70% 

Abroad 0  
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Moreover, subcontracting and trading mainly characterize the 

relationships between different kinds of local people in the clusters. Those two 

relationships are part of vertical linkages within the clusters: Subcontracting 

relationships represent connections between manufacturers and subcontractors 

or between traders and subcontractors, and trading relationships indicate the 

connection between manufacturers and traders. 

Subcontractors are persons who work for manufacturers or traders to do 

some part of the production process (Sandee, 1995). Manufacturers can divide 

their production jobs to some subcontractors within a cluster, and traders who 

do not have a workshop can obtain their final products from asking and 

managing different subcontractors to work for each part of production process 

(Visser, 1996). Meanwhile, manufacturers who do not have showrooms can sell 

their final products to local traders. It is also common practice that traders take a 

finishing part of production to obtain higher margins from their sales and adjust 

final designs with their consumer’s preferences. 

Furthermore, the variety of labor division in the three clusters can be 

seen in the subcontracting relationships. In the clusters, the fact that the division 

of labor among firms prevails over the division of labor within firms 

strengthens the reciprocal interdependence of the firms in the clusters and 

favors the local industry—particularly human capital, which it requires and 

develops as if it were collective property. The survey indicated that there are 

155 firm respondents who work with local subcontractors in the clusters. It 

consists of 40% from Kasongan, 9% from Manding, and 51% from Kotagede. 

As Table 5.15 indicates, in Manding, the degree of division of labor is 

more limited than in Kotagede and Kasongan. Only 9% of total firm 

respondents subcontract part of the production process of 61%–100% of their 

products to other firms, whereas 61% of them subcontract less than 30% of their 

products. Many products that are sold in Manding are bought from an outside 

cluster and most small and medium retailers do not own a workshop. As a result, 

the local workshops produce a small portion of leather products of the total 

products that are manufactured in the cluster area. 

In contrast, in Kotagede, 49% of total respondents externalize less than 

30% of their products to other firms; 33% of them subcontract more than 61% 

of the products; and 24% of them ask other firms to perform any stage of the 

production process of between 31% and 60% of their products. In Manding and 

Kotagede, many retail chains provide their subcontractors with components and 

raw materials, implying that retailers generally have more power than 

manufacturers or subcontractors. In fact, retailers often pay late and return 

unsatisfactory products with more frequency. In Kasongan, most retailers own a 

workshop and are involved actively in manufacturing products. Moreover, there 

are many local artisans. As a result, almost all portions of ceramic products sold 
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in the cluster area are produced at the local workshops, implying that the labor 

division is more varied than in the other two clusters. The number of firms that 

subcontract part of the production process of more than half of their total 

products (61%–100 %) to other firms is larger than the number of firms that 

externalize any stage of the production process of less than 61% of their total 

products to other firms: 78% of total firm respondents subcontract more than 

61% of their products to other firms, whereas only 22% of them subcontract 

less than 61% of their products. 

 

Table 5.15. Percentage of firms Subcontracting part of their Production process 

(n = 210) 
Percentage of 

Subcontracted Products 

The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster (n=102) 

The Manding 

Cluster (n=23) 

1%–30 % 2% 49% 61% 

31%–60% 20% 24% 30% 

61%–100% 78% 33% 9% 

 

In some cases—especially in Kasongan and Kotagede, which have 

larger clusters than in Manding—the smaller subcontracting firms operate 

relatively independently after they have received an order from a larger firm. 

They buy their own raw materials and finish the products on their own 

machines. However, more frequently, the owner of the small subcontracting 

firm does not have sufficient capital to operate independently and acts more like 

a works silversmith: In exchange for a fixed price per specified piece, the 

subcontractor provides space, labor, and tools, and all other costs such as 

working capital and raw materials are borne by the larger firm (manufacturer or 

retailer), which often also takes care of finishing the products in its own 

workshop. This kind of subcontracting relationship is a convenient arrangement 

by which the larger firm relieves itself of the burden of labor management and 

absorbs fluctuations in orders. 

In addition, firms operating as subcontractors work for more than one 

local retailer. However, local retailers do not admit that their subcontractors also 

work for other retailers. They are mainly concerned about the possibility of the 

imitation of their product design by other retailers. On the side of subcontractors, 

it is not difficult to move from one trader to another local retailer as long as they 

can serve the retailers’ orders. In fact, my field observation often indicated that 

the design of many products sold in the cluster was similar. 

Firms in the three clusters have clearly defined marketing channels. As 

Table 5.16 shows, in Kotagede, 49 firms sell their output directly to the 

consumers at their own showrooms without the assistance of any intermediaries, 

and 73 firms sell to the local medium and large retailers. Only 10–15 firms have 

a contract with big factories and sales representatives to sell their products. In 

Kasongan, only 4 firms sold their products to the factory, whereas 67 firms sold 

directly to the consumer without the assistance of any intermediaries through 
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their showrooms. The number of firms that use local medium to large retailers 

to sell their products is significant: about 43. Meanwhile, in Manding, many 

firms sell their products directly to consumers (16 firms) and to the wholesalers. 

My interviews with local players in Manding indicated that the retailers are 

located around the Manding village. Firms that sell their output directly to the 

consumers are classified as manufacturers–retailers, whereas firms that sell to 

the local medium to large retailers or the factory are manufacturers. 

 
Table 5.16. Marketing Channels (n = 210) 

 The Kasongan 

Cluster  (n = 85) 

The Kotagede 

Cluster (n = 102) 

The Manding 

Cluster (n = 23) 

Direct to the consumer 79% 48% 70% 

Direct to local retailers 51% 72% 52% 

Direct to the factory 4% 11% 17% 

Through an agent 48% 15% 35% 

Through a consortium 

with other manufacturers 

12% 2% 13% 

 

Specifically, in Manding, many retailers buy their products from 

outside the cluster, thus utilizing Manding as a trading area only. Commonly, 

the products are bought from a location where local artisans are still abundant 

but the trading area is not as good as the Manding cluster; thus, the products are 

oversupplied in the original place. In fact, the Manding cluster is one of the 

most famous leather handicraft clusters in Indonesia. Thus, local retailers in 

Manding get higher margins from selling the products from outside the cluster 

because those products are relatively cheaper than local ones. 

This situation reduces incentives to innovate with regard to product 

quality. As a result, some small and medium retailers in Manding do not show 

any innovative behavior in technological improvements. Yet, most of them take 

considerable time even in adopting the latest technology in the market. If they 

bring about marginal changes in the design of the products, it is often in 

response to demand from customers who have observed a new design either 

abroad or in other parts of Indonesia. In Kasongan and Kotagede, some big and 

medium retailers have shown any inclination toward innovating either in quality 

or design, because local retailers usually own a workshop and still manufacture 

parts of their products, especially for the finishing part of the production process. 

They are even trying to keep up with the trend in the national market. Most 

local retailers are stimulated to create new designs, as local competition is 

substantial in the cluster. Some of the retail chains in Kotagede have attempted 

to improve their quality control system, but it is usually on finished products or 

during the production process. 

Furthermore, in selecting their partners, respondents indicated three 

factors that are important (see Table 5.17): 47%, 35% and 48% in Kasongan, 

Kotagede and Manding respectively chose trust, some of them consider the 
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quality of subcontractors’ work, and few indicated price of subcontractors’ 

products. 

 

Table 5.17. The Top- Ranking Factor for Selecting a Firm’s Subcontractors  

(n = 210) 
Which one is the top ranking 

factor for choosing the 

firm’s subcontractors? 

The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Trust 47% 35% 48% 

Quality of items 13% 26% 30% 

Price 0 7% 4% 

 

Similarly, Table 5.18 indicates that many of them (35% in Kasongan, 

61% in Kotagede, and 52% in Manding) select trust as the top-ranking factor in 

selecting their local partner retailers, whereas 14%, 17%, and 17% of them rank 

on-time payment as the main factor in Kasongan, Kotagede and Manding 

respectively. 

 

Table 5.18. The Top-Ranking Factor for Selecting a Firm’s Retailers/Traders  

(n = 210) 
Which one is the top-

ranking factor for choosing 

the firm’s traders? 

The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Trust 35% 61% 52% 

On-time payment 14% 17% 17% 

Price 5% 10% 13% 

 

These two tables present two different factors: Trust refers to a social 

factor, whereas price, quality, and on-time payment are classified as 

market/economic factors. When both kinds of factors affect firm preference in 

their relationships in the clusters, social and market ties occur in the clusters. 

Both ties happening at the same time means the simultaneity of social and 

market ties exists in the clusters. 

Thus, in the three clusters, relationships between firms at different lines 

of production activities occur in the form of subcontracting and trading 

relationships. There are only few suppliers within the clusters, so relationships 

with local suppliers do not really influence the dynamics of the clusters.  

5.4 Competition in Three Studied Indonesian Clusters  

In all clusters, almost all showrooms display a price discount, from 20% 

to 50%, in front of their shops, or they offer big sales for their products. In-

depth interviews with some subcontractors indicated that all of them admitted 

that competition among them is great. This leads them to offer a reasonable 
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wage or price for their subcontracting works or a product they fabricate as they 

deliver a good quality product. 

Based on a survey questionnaire, most of the firms in Kotagede and 

Manding claim that their peer competitors are SEs; only a few firms indicate 

MEs as their competitors. In contrast, in Kasongan the competitive pressure is 

felt among all kinds of firms: Many firms indicated that regardless of size, all 

firms are their competitors as long as they provide the same products. In fact, 

some of the large firms in the ceramic Kasongan cluster and a few in the silver 

Kotagede cluster have their own market niche facing only limited competition 

from peers. Nevertheless, in the three clusters, competition between MIEs is not 

as high as among other kinds of firms. They are mostly artisans and work as 

subcontractors for local manufacturers and traders. 

Most respondents indicated that the quality of their product is the most 

important factor of their firm’s advantage to face competition within the cluster 

over price and time delivery. Tables 5.19–5.21 present the first-, second-, and 

third-ranking factors of firm advantage to compete with peers. In Kotagede, 

81% of total respondents claim that their product quality is the most important 

factor in their competition strategy; 83% of the total Manding respondents and 

66% of the total Kasongan respondents agreed to that. Only 8% of the total 

Kotagede respondents, 13% of the total Manding respondents, and 14% of the 

total Kasongan respondents consider that a reasonable price of their product is 

the most significant advantage to win the competition between firms in the 

cluster. However, many of those living in Manding (61% of total  Manding 

respondents) put price as the second-ranking factor, whereas price is the third-

ranking factor for many firm respondents in Kotagede and Kasongan (51% of 

total respondents in both clusters). 

Another factor is a product’s speed of delivery. Like price, few firms in 

the three clusters put this as the first-ranking factor (5% in Manding, 11% in 

Kotagede, and 12% in Kasongan). The number of Kotagede respondents who 

put this factor at the second rank is less than the number of respondents who put 

this at the third rank. However, the number of respondents who agree that this 

factor is ranked second is more than the number of people who indicated price 

at the second rank. 

 

Table 5.19. The Top-Ranking Factor to Outcompete a Firm’s Competitors  

(n = 210) 
Which one is the top 

ranking factor to 

outcompete your peers? 

The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Product quality 66% 81% 83% 

Price 14% 8% 13% 

Delivery speed of products 12% 11 % 5% 
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Table 5.20. The Second-Ranking Factor to Outcompete a Firm’s Competitors  

(n = 210) 
Which one is the second-

ranking factor to 

outcompete your peers? 

The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Product quality 33% 19% 9% 

Price 35% 41% 61% 

Delivery speed of products 32% 42% 30% 

 

Table 5.21. The Third-Ranking Factor to Outcompete a Firm’s Competitors  

(n = 210) 
Which one is the third-

ranking factor to 

outcompete your peers? 

The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Product quality 1% 0 8% 

Price 51% 51% 26% 

Delivery speed of products 16% 47% 65% 

 

Some of the small manufacturers interviewed realized that they work 

with a traditional strategy of commercialization based on price, but they still try 

to increase their attention to quality and supplying good service due to 

competition among them and the demand of their retailers/traders. A small 

ceramic handicraft manufacturer in Kasongan refers to his efforts to fulfill what 

the retailers require: 

 

“I have been supplying my products to the six medium local 

retailers here for four years. Each of them orders the same product 

because my specialization is producing a ceramic vase. Since I 

always give them a different design and a very good quality of the 

vase, they never complain about my products and still continue 

ordering my products. I realize there are many competitors in my 

neighborhood; they also supply their products to the same retailers. 

However, I always try to satisfy my retailers by maintaining my 

interesting design and very good quality of the vase. Once they 

order my products, I do some production experiments in order to 

get a new design and product innovation than the products 

delivered before. In this situation, I [am concerned] more about the 

skills of people who work with me. As a result, I supervise them to 

do some parts of production process and train them in order to be 

able to produce one product by themselves.” (Interview with Mr. 

Mardiyanto /Mir (his nickname), 15/07/2008) 

 

From the Kotagede silver handicraft cluster, a small producer confirms 

the existence of competition on price between them: 
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“I know that many small producers offer a low price of their 

products. They really push their price to attract retailers ordering 

their products. For me, no problem at all, even this situation gives 

me motivations to maintain the innovativeness of my products and 

improve the efficiency of my production activity. I believe my 

price is still reasonable for the retailers and besides, they come to 

my workshop due to my product quality.” (Interview with Mr. 

Samidi, 10/09/2007) 

 

In addition, because market linkages exist among firms in the clusters, 

there is an exchange of information among firms, especially those located on 

the vertical dimension, creating similar perceptions as well as standards 

regarding the process and required level of quality. In Kotagede and Kasongan, 

many of the enterprises interviewed agreed that market linkages among them 

have dynamic effects, generating an effect on attitudes and motivations, which 

may induce economic actors to introduce innovations in process, products, or 

forms of organization and contributes to the growth of the system. 

In Kasongan and Kotagede, many small and medium-sized firms’ 

design, quality of components, and service are improved. The qualitative data 

show that most of the firms stated that they do not depend on or suffer from the 

still very unstable flow of work from the producers. In recent times, they have 

been able to choose among the retailers who offer a reasonable buying price and 

on-time payment, due to their high quality product and service standards. 

According to them, this stability permits possibilities for the development of a 

well-organized and efficient system of process-specialized enterprises. 

For example, a medium-sized retailer in Kotagede has enjoyed an 

increasing net profit for the past five years because he maintains high product 

requirements with his subcontractors: 

 

“I do not have my own workshop so every product that I sell in my 

shop is from my subcontractors. I have five subcontractors. But 

you can see I do not have poor quality of products here. I just sell 

very good quality accessories. Do you know what my strategy is? I 

usually come to my subcontractors’ workshops and discuss with 

them my product standard. I can see the way they perform a 

production process that results in good quality accessories. They 

know I will reject the poor ones. All of my subcontractors do not 

mind about that since I pay them more compared with what the 

other retailers and I always pay them in time. But you know I will 

not suffer a loss when I pay them a reasonable price since I also 

obtain a higher margin.” (Interview with Mr. Purwanto, 

10/01/2008) 
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Conversely, in Manding, the leather handicraft cluster, the degrees of 

specialization and local interfirm relationships are limited primarily because of 

the small size of the market and low competitive pressures. This cluster is 

composed of 25 firms and some micro subcontractors. As a result, many 

retailers get the products from outside manufacturers. However, potential for 

learning through spillovers/benchmarking exists because few manufacturers 

have a connection with world-class wholesalers outside the cluster and some 

local subcontractors work with the manufacturers to meet the wholesalers’ 

demand. For example, Mr. Sardjimin, the owner of a medium-sized firm in 

Manding, said: 

 

 “I have been supplying my products to two big wholesalers outside 

this cluster. They are exporters for some Indonesian handicrafts. Of 

course, I do not work alone at my workshop, I ask some local 

subcontractors to do some parts of the production process of my 

products. They just follow the way I produce since I give them a 

sample of my product. Since these products will serve as export 

products they need to have a high quality standard. I will reject the 

products delivered from my subcontractors if they fail to produce a 

high quality work. The subcontractors who give me poor ones 

three times, I exclude them as my subcontracting partners. They 

are my neighbors and I realize they still survive with their 

subcontracting works, but they should know: business is business. 

But, I am quite satisfied with their works.” (Interview with Mr. 

Sardjimin, 27/09/2007) 

 

Accordingly, market ties that lead to information exchange between 

parties may permit the survival of inefficient medium and small firms. Most of 

them have superficial market knowledge, and they base their competitive edge 

on their ability to make products and take advantage of low entry barriers.  

Economic factors that influence subcontracting and trading 

relationships in a cluster also motivate medium and small firms to improve their 

capabilities. Regarding trading and subcontracting relationships in a cluster, to 

fulfill their partner’s demand and requirement, discussions between both parties 

take place. Traders will not allow their subcontractors to deliver poor quality of 

product because their margin depends on the quality of product they sell. In this 

situation, the learning process of knowledge transfer and accumulation between 

both may allow firms to be productive because they get access to information 

that otherwise they could not afford. 

Moreover, manufacturing firms can easily subcontract some phases of 

the production process to highly specialized firms and can exploit the different 

economies of scale that characterize the phases of the production process. The 
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small manufacturing firms can supply a diversified, high-quality product in a 

significantly short time to market (time delivery). The links between producers 

and process-specialized firms are characterized by arm’s-length ties defining the 

payment conditions and the fact that  partners can choose another firm if they 

are not satisfied with the quality or service. 

In line with the preceding analysis, a small manufacturer in Kasongan 

indicated the following: 

 

“I am indeed still small but I always supply good quality of 

products at the required level and deliver them in time to the 

retailers who ordered the products. I have been doing such an 

activity for ten years, but I never get complaints from the retailers 

regarding a design and quality of my products. So far, I know they 

are very satisfied with my products. If I want I could expand my 

production activity but I believe small is better than being bigger, 

especially to control the standard of production process in resulting 

high quality products.” (Interview with Mr. Mardiyanto /Mir, 

02/07/2008) 

 

Furthermore, participating parties can adopt a new strategy aiming at 

selling a high-quality product. The qualitative interview data show that many of 

the small firms needed a more active commercial strategy to be successful in an 

increasingly competitive market in the clusters. However, many of the small 

ones realize that they do not have enough marketing and commercialization 

skills to compete in the market on their own. Naturally, they realize that other 

neighbor firms can make the same product at a lower price. It is risky to depend 

on only a few loyal customers. 

In the three clusters, some small firms were unable to develop an 

independent product and marketing strategy, so they decided to become 

subcontractors for other enterprises and closed down their shop. Therefore, they 

tried to build up a linkage with the local medium retailers in which both parties 

have self-interest in collaborating. One micro subcontractor in Manding decided 

to do subcontracting works after closing his own shop: 

 

“Five years ago, I still sold my products at my own shop. As not 

many people came and bought my products, I closed it and decided 

to work as a subcontractor and just supplied my products to some 

local retailers in this cluster. It was not easy to convince the 

retailers as well as medium manufacturers to accept my product or 

ask me to do some parts of their production process. It took one 

year to have my investment return since I bought new equipment to 

improve the quality of my leather handicraft. I decided to have a 

specialization in producing leather handbags, nothing else. Before, 



92 | Chapter 5. Socioeconomic Structures of the Indonesian Clusters 

 

I also produced some leather accessories. At last, after showing 

them high quality products, they asked me to supply some bags and 

to work some parts of their production activity. I also tried to 

deliver my work as quick as possible but still maintain the quality 

standard.” (Interview with Mr. Yono, 12/12/2007) 

 

The preceding qualitative evidence indicates that market linkages 

among firms prevail. In these kinds of linkages, firms take into account 

economic factors like price, quality, service, and time delivery when dealing 

with others. Competition among firms at the same stages of production activity 

influences the way firms improve the performance and achieve the development 

of a cluster itself. 

5.5 Social Embeddedness in Three Studied Indonesian Clusters 

In order to explore the existence of trust and reciprocal relationships in 

the clusters, the respondents were asked to confirm the existence of 

interpersonal and interorganizational trust in their relationships and reciprocal 

relationships in the clusters. As explained in chapter 3, I define interpersonal 

trust as that which occurs in personal relationships when someone trusts that the 

other will not lie but instead will generally do what he or she promised, while 

there are three kinds of interorganizational trust in this study: expectations (the 

1
st
 kind), the other party’s capability (the 2

nd
 kind), and the other’s party proof 

(the 3
rd

 kind).  

According to the survey, a majority of respondents affirmed that trust is 

important in their relationships within the clusters (Table 5.22). In the three 

clusters, trust based on partners’ capability is the most common  (85.9 percents 

of total respondents in Kasongan, 81.4 percents in Kotagede and 95.7 percents 

in Manding trusted the partners due to partners’ capability in production 

activities), while the second one is interpersonal trust (94.1 percents of total 

respondents in Kasongan, 79.4 percents in Kotagede and 65.2 percents in 

Manding trusted the partners due to their close-relationships in their personal 

life). Thus, the respondents trusted the partners more due to their capability and 

their close relationships in their personal life than due to the expectations on 

partners’ behavior in the future or their reputation in the past. 
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Table 5.22. The Existence of Trust (n = 210) 
 The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Interpersonal trust 94.1% 79.4% 65.2% 

Interorganizational trust: 

Expectations 80% 76.4% 52.2% 

The other party’s capability 85.9% 81.4% 95.7% 

The other’s party proof  

(reputation) 

62.4% 59.8% 78.3% 

 

Thus, in the clusters, most respondents are noticing that trust is an 

essential asset. Trust embodies the accumulated experience between participants 

in the cluster and helps in situations in which vulnerability increases. Trust does 

not only prevail in their personal life, in which they trust their neighbor firms as 

their friends, but it also exists when they trust neighbors as business partners on 

the basis of their expectations, capability and partner proof. 

Like the existence of trust, most of them encountered reciprocal 

relationships in their bilateral relationships with local firms in the clusters. Only 

16% of total respondents in Kasongan did not indicate that there are reciprocal 

relationships between them and their local partners, 21% in Kotagede and 17% 

in Manding. As explained in chapter 3, in this study, I define a relationship as a 

reciprocal relationship if as much support is received as is given.  

 
Table 5.23. The Existence of Reciprocal Relationships Between Firms (n = 210) 
Between you and your 

partners in the cluster, is there 

reciprocal relationship? 

The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Yes 84% 69% 83% 

No 16% 21% 17% 

 

Reciprocal relationships occur when individual firms do not give more 

support than they receive or they do not receive more support than they give. 

Unlike in market linkages, reciprocal relationships as parts of  social 

embeddedness are not explicit and in an unspecified manner at some 

unspecified time. Thus, reciprocal relationships can be measured as supportive 

actions directed from one firm to another firm maintaining bilateral 

relationships. When two parties are in reciprocal relationships, there is an 

incentive to acquire a reputation for keeping promises and performing actions 

with short-term costs but long-term net benefits.  

In fact, the collective action among medium–large firms is mediated 

through the local business organizations, either formally or informally. Through 

local business associations or other informal business groups such as credit 

rotating saving groups in the two clusters or their own subclusters, it became 
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clear that medium–large firms are more socially embedded than in bilateral 

relationships. Thus, the local business organizations are effective in inducing 

collective actions among firms in the clusters including medium-large firms.  

Nevertheless, not all members of the cluster joined the associations at 

either cluster or subcluster level. In-depth interviews with some local 

entrepreneurs in the three clusters show that some firms stopped their 

membership or did not join any local business association because they believed 

that they did not get any benefits from it or they had a conflict with the 

association’s management. (See Chapter 7 for a discussion of the role of local 

business organizations in the clusters.)  

Using questionnaire survey data, Table 5.24 shows the number of 

respondents who joined the local business associations at the cluster and 

subcluster level. In Kasongan, 45% of all respondents joined the business 

associations (e.g., Satya Bawana). In Kotagede, less than half of the total 

number of Kotagede respondents joined a local business association at the 

cluster (KP3Y) and subcluster level (Sari Tulang Aji in Basen, Semar in 

Semoyan). The community of the Manding cluster is smaller than the Kasongan 

and Kotagede cluster, totaling about 25 artisans/traders. Almost all of them 

(91% of the Manding respondents) joined the business association (Karya 

Sejahtera). 

 

Table 5.24. Respondents Who Joined Local Business Associations (formal)  

in the Clusters (n = 210) 
Business Organizations(s) The Kasongan 

cluster 

(n=85) 

The Kotagede 

cluster 

(n=102) 

The Manding 

cluster 

(n=23) 

Business 

associations/cooperatives 

53% 35% 91% 

 

Trust is expected to exist among members of local business associations. 

According to the survey, the respondents who became members of local 

business associations make up more than half of the proportion of the total 

percentage of firm that acknowledged the existence of trust in their relationships 

(table 5.25). Thus, members of the associations at the cluster level also affirmed 

that trust including interpersonal and interorganizational trust is important in 

their relationships.  
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Table 5.25. The Existence of Trust for Members of Local Business Associations 

(formal) (n = 102) 
 The Kasongan 

Cluster 

(n=45) 

The Kotagede 

Cluster 

(n=36) 

The Manding 

Cluster 

(n=21) 

Interpersonal trust 95% 81% 59% 

Interorganizational trust: 

Expectations 80% 92% 55% 

The other party’s capability 75% 81% 91% 

The other’s party proof   51% 64% 73% 

 

Reciprocal relationships at the cluster business organization level 

indicate whether the firm’s received support from the cluster is in balance with 

the firm’s support given to the cluster. The members of local organizations 

receive benefits from their collective actions if those actions solve common 

business problems. Intensive interactions in local organizations should increase 

the internal harmonization of conflicts and produce an array of norms and social 

processes that help preserve interfirm relationships. This situation creates an 

effective local business environment that enables firms to pursue better 

performance. Table 5.26 shows the subjective perceptions of the respondents of 

the existence of reciprocal relationships in the cluster business organizations 

(formal: business associations; informal: rotating credit savings and other 

informal social groups). In Manding, most of respondents acknowledged the 

existence of reciprocal relationships in their connections in the cluster business 

organizations, while 59% in Kasongan and 72% in Kotagede. 

 
Table 5.26. The Existence of Reciprocal Relationships in the Cluster Business 

Organizations (formal and informal) (n = 210) 
Among you and your 

partners in the cluster 

business organizations, is 

there reciprocal relationship? 

The Kasongan 

Cluster 

(n=85) 

The Kotagede 

Cluster 

(n=102) 

The Manding 

Cluster 

(n=23) 

Yes 59% 72% 86% 

No 41% 28% 14% 

 

Without trust and reciprocal relationships, firms have uncertainty about 

the reliability of a partner or supplier if they cannot inspect the good on the spot, 

pay cash, and walk away with it. This is categorized as a non-long-lasting 

transaction. It is not a typical relationship in a cluster because participating 

firms usually maintain a stable relationship with local partners. In this situation, 

participating firms must be able to rely on existing social governance 

mechanisms and/or conceive or implement and manage the appropriate market-

based mechanisms. Participating firms must be able to anticipate any 

opportunistic threat. Social embeddedness reduces the fear for such behavior 
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and enables the realization of mutual trust and reciprocal relationships between 

exchange partners. 

A small trader from the silver handicraft Kotagede cluster, Mr. Dhohir, 

asserted the following: 

 

 “Ten years ago, you could not find many showrooms along this 

street [Kemasan street, the main street of the Kotagede cluster], but 

since five years ago, there have been many showrooms and many 

of the owners are newcomers. As a result, it is not as easy as before 

to realize collaboration between traders here. I have to know him 

well first and at least my existing partners have to know him and 

have cooperated with him. If it has been proved that he is a good 

man and never cheats his partners, then I am willing to cooperate 

with him. ” (Interview 15/07/2008) 

 

This is in line with what a small manufacturer in the ceramic handicraft 

Kasongan cluster, Mr. Basuki, explained: 

 

“I have five retailers that order my products. They ask me to 

produce the same kind of products with different designs. We often 

sit together to discuss a new design for our new products. Each of 

them has a specific preference. There is only an informal 

agreement between us which indicates that I am not allowed to 

give their new designs to other retailers. So, actually, if I want, it is 

not difficult to cheat on the agreement by giving other retailers the 

products with their design. It is not a formal contract and I might 

get more profit from it. The more retailers buy our products, the 

higher profit that I will get. However, I never do that. I have been 

cooperating with them for five years. We trust each other. I value 

very much that partnership. It is more worth than money. You 

know why? It is because this business is my life. I wish to have 

stable business activities for the rest of my life. They are very nice 

and cooperative retailers. We have developed our products together 

since we started cooperating. Since the beginning, I have never had 

a loss due to them.” (Interview 08/06/2008) 

 

Social embeddedness in a cluster enables firms to have identical 

resources including self-confidence, norms such as reciprocal relationships and 

values, and shared visions among the parties. By sharing values and interest, 

participating firms develop strong bonds, a high level of trust and reciprocal 

relationships. Information and knowledge sharing and identity resources enable 

cluster members to combine their skills and knowledge (human capital) with the 

knowledge and skills of others to attain better firm performance. Relational 



Socioeconomic Structures and Actors in Indonesian Industrial Clusters  | 97 

 

embeddedness affects information flows and governance arrangements through 

related social relations. A small subcontractor in the leather Manding cluster, 

Mr. Heri, emphasized: 

 

“After working twenty years as subcontractor, I really had no idea 

how to improve my subcontracting works two years ago. I just had 

very old production equipment and it was very traditional. 

Fortunately, my neighbor introduced new equipment to me, and he 

allowed me to utilize that equipment in his workshop. The 

equipment was part of the central government program. The central 

government gave three kinds of equipment to our cluster and 

provided some training for some of us. But I did not know about 

this until my neighbor told me. He taught me how to use the new 

equipment in order to manufacture [a] variety of leather handicraft 

products. Now, I am able to utilize that equipment and diversify 

my stage of production.” (Interview, 18/06/2008) 

 

Moreover, vertically related firms must coordinate their activities by 

exchanging information about the precise technical characteristics of the 

products to be exchanged and the changes in such products as they undergo 

improvement and technical innovation. Local subcontracting relationships that 

are developed by trust affect the willingness of the local manufacturers to 

cooperate with local subcontractors. When the parties trust each other, it lowers 

the costs of information, process requirements, and other variables that 

determine the innovation process of their high-quality products. Moreover, 

when manufacturers trust their traders, it enhances their ability to adapt to the 

behavior of their traders more adequately. In addition, trust among them 

influences the ease of sharing information and knowledge to improve the 

efficiency of the economic activity of firms.  

In the three clusters, most people made voluntary contributions to 

collective actions, as long as they were assured that others were prepared to do 

the same. This strengthens the entire social tie and enables the cluster 

community to develop mutual actions. This capacity also enables cluster 

members to deal with internal and external problems or changes. Thus, it might 

be expected that participating firms enjoy the advantage of cooperating with a 

cluster and believe they receive support from the cluster as much as they give 

back to it. A lack of balance, whether it involves more giving or more receiving 

of support, is associated with relatively low levels of well-being of cluster 

participants. In such a situation, a lower reciprocal relationships level prevails. 

As long as participants support the development of a cluster by pursuing a 

superior performance, clusters support firm performance. 

Most members of the clusters interviewed stated that the cluster 

supports their business activity in terms of labor availability, labor cost, access 
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to information technology, and access to product and market information. Being 

located in a cluster, most firms realize that they do not have to spend money to 

advertise their products because the clusters have been already nationally well-

known as the trading place for certain handicraft products. When visitors from 

outside Yogyakarta come to Yogya, they most likely visit the clusters. The three 

clusters are well-known for their products: the Kotagede cluster for its silver 

handicraft, Kasongan for its ceramic handicraft products, and Manding for its 

leather products. A small trader from Manding, Mrs. Isnaeni asserted this in the 

following: 

 

“My business in Manding throws indeed ups and downs. 

Sometimes, I only gain very little profit. However, I never consider 

moving to another trading area. I live here and believe this 

Manding is still very popular as a leather product cluster. During 

the school vacation, there are many tourists who come to visit us, 

and of course, the income that I earn during the vacation [is] higher 

three times a year and can offset my loss at other times. As 

Manding people, I try to maintain the Manding cluster reputation 

for providing the best products and service for outsider, so they 

will be coming back to Manding again if they need a good quality 

of leather handicraft products.” (Interview, 10/09/2007) 

 

Thus, social embeddedness prevails in the three studied clusters and 

affects interfirm relationships including trading and subcontracting relationships 

and among firms at the same lines of productions. In these cases, the 

embeddedness depends not on location but the willingness of cluster 

community members to share values, norms, information, knowledge, and 

common problems for the sake of cluster welfare.   

5.6 Unwanted actions/Behavior in Interfirm Relations: Opportunism, 

Free-Riding Problems, and Inward-Looking Behavior  

The interviews described next show the relational dimension of social 

embeddedness existing in the three Indonesian clusters, mainly among micro–

small firms, including opportunism, free-riding problems and the risk of being 

isolated from outside challenges. Although social embeddedness exists in the 

clusters, most of the participating firms realize that there are some firms in the 

cluster that take advantage of other firms for their own self-interest and benefit. 

They behave opportunistically in their relationships, and in turn, such behavior 

could be destructive for both partners (see Table 5.27). From the total of firm 

respondents in the three clusters, most of them encountered this behavior in 

their local business (75% in Kasongan, 72% in Kotagede and 74% in Manding). 

Some of those interviewed realized that they could not do anything for such 

partners except stop having transactions with them. 
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Table 5.27. The Existence of Opportunism (n = 210) 
Is there any firm in the cluster 

that behaves opportunistically 

(takes advantage of you and 

makes you suffer?  

The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster(n=102) 

The Manding 

Cluster (n=23) 

Yes 75% 72% 74% 

No 25% 28% 26% 

 

A medium-sized trader respondent who does not own a workshop in 

Kotagede elaborated that his business partners behave opportunistically: 

 

“Some of my neighbor subcontracting firms behaved 

opportunistically to me. I ordered them some silver accessories and 

the designs of the products are from me. One month after they 

delivered the products, I knew that they also delivered the products 

to other traders with the same designs. I was indeed disappointed 

but I could not do anything to them because I did not have property 

right of the products. The things that I did were I did not order the 

products to them again and asked other subcontractors to produce 

the products which are better quality and designs.” (Interview with 

Mr. Wahyudin, 09/10/2007) 

 
In fact, opportunistic behavior will affect a firm’s reputation because 

information on a firm’s opportunistic behavior easily spreads to the other firms 

in a cluster. A firm that breaks the norm in a specific relationship with another 

firm in the cluster puts not only that single relationship at stake but the whole 

bundle of relationships with all firms in the cluster. In geographically rooted 

clusters, firms cannot simply collaborate with others when their reputation in 

the cluster has faltered. 

In addition, most of them recognize that there are some firms in the 

cluster that imitate others’ designs without contributing anything to the product 

development process itself. These are the free-riders in the clusters, because 

they usually tend to exploit resources created by innovative firms. They imitate 

successful products at lower costs and lower quality. In the clusters, 

competition among the firms in the various stages of production ensures that 
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there will always be some people willing to try to manufacture a new product or 

to use a new technique. In case of success, there will always be others ready to 

imitate them. Table 5.28 indicates that free-riding behavior cannot be prevented. 

In the clusters, most respondents find free-riding problems in their own clusters 

(82% in Kasongan, 76% in Kotagede, and 83% in Manding). 

 

Table 5.28. The Existence of Free-Riding Problems (n = 210) 
Is there any firm in the cluster 

that imitates your product 

design without contributing 

anything at the product 

development process? (free 

riding behavior) 

The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster(n=102) 

The Manding 

Cluster (n=23) 

Yes 82% 76% 83% 

No 18% 24% 17% 

 
However, there are many obstacles to innovation in a small–medium-

sized firm cluster, like the lack of financial resources and weakness in external 

information and linkages. Due to such obstacles, in a cluster, interfirm 

relationships provide possibilities for firms to imitate what other firms have 

created or designed and improve their production process or the quality of their 

products. Accordingly, an imitation is a rational alternative to innovation when 

the risks and development costs of pioneering are high. In this context, a new 

product that is developed by imitating an idea of other’s firm products with 

some modifications is still defined as product innovation. 

Although most cluster members have had a bad experience involving 

the cooperation with other firms, they still trust each other due to the long 

relationship and are not willing to dissolve the cooperation. In some cases, 

when they do not trust their neighboring firms, they choose not to cooperate 

with them but avoid having a conflict with them. They decide to maintain the 

social relationship with those kinds of partners but not a business relationship. 

Furthermore, I noticed that inward-looking behavior exists in the three 

clusters. There are some firms in the clusters that have no links to outside 

institutions that can potentially contribute innovative ideas. Table 5.29 indicates 

that many firms have inward-looking behavior. In Manding, most respondents 

have no contact at all with a training or research centers that are provided by the 

local government (68%) and by the non-governmental institutions (75%), while 

52% and 55% in Kasongan and 58% and 59% in Kotagede for each institution. 
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Table 5.29. The Existence of Inward-Looking Behavior (n = 210) 
 The Kasongan 

Cluster (n=85) 

The Kotagede 

Cluster(n=102) 

The Manding 

Cluster (n=23) 

Do you have any contact with 

government institutions (e.g. 

research and training centre) 

outside the cluster? 

   

Yes 48% 42% 32% 

No 52% 58% 68% 

Do you have any contact with 

non-governmental institutions 

(e.g. research and training 

centre) outside the cluster 

   

Yes 45% 41% 25% 

No 55% 59% 75% 

 

Inward-looking behavior may prevail in the clusters because local firms 

can exploit the advantages of external economies and joint actions within the 

clusters. Knowledge spillovers between local people as well as collective 

actions through local business associations may contribute profoundly to the 

success of interactive learning process. The need to do product and process 

innovation can be fulfilled through the interactive processes that take place 

within the clusters.  

A small subcontractor from Kotagede, Mr. Samidi, who has a small 

workshop employing five young men, indicated that he had been working in 

subcontracting works of some large and medium-sized manufacturers in 

Kotagede for years. He got the skills when he worked as an artisan in one big 

manufacturer in the same area. Information about new equipment as well as 

new ways of production activity was available within the cluster because he 

often had talks with his neighbors and retailers about production issues. Some 

of his retailers often come to his workshop to discuss the development of new 

products or new designs: 

 

“I have no idea at all about the center of technology and research 

here. Some of my friends told me that the local government 

provides the technology center but I haven’t been there. I got the 

innovative ideas by having discussions with my workers, neighbors, 

and my retailers. So far, it works.” (Interview 15/09/2007). 

 
Thus, there are many reasons why unwanted actions like free-riding, 

opportunistic, and inward-looking behavior may prevail in the clusters. 

Opportunistic behavior is most likely to happen in market linkages, whereas 

free-riding and inward-looking behavior occur when social ties between local 

people are more embedded. These actions influence the way local people 
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interact with each other and, in turn, make interfirm relationships within the 

clusters more dynamic but also sometimes problematic. 

5.7 The Simultaneity of Competition and Social Embeddedness in 

Clusters 

The previous subsections show that many small firms have effects on 

the economic relationships among people living and doing business in the 

clusters. In addition, the sections stress the relevance of social embeddedness 

among local people and the influence of multiple linkages in the clusters. That 

local firms belong to an embedded environment is one important aspect of 

clusters, and market relations have an effect on the business life of the cluster 

community. 

When both aspects occur at the same time, market links in the clusters 

are combined with a local custom of social embeddedness among local people 

in the clusters. Market relationships can be organized in the clusters where 

conditions favor the development of a spirit of embedded ties among local firms. 

Mr. Jamal, a small trader in the Kotagede silver handicraft cluster, asserted this 

situation: 

 

“I realize that we compete with each other in this cluster, but we 

are still brothers and sisters. We live together and do a business in 

one area. Without competition between us, I cannot pursue myself 

to improve efficiency of my production activity. Without mutual 

trust among us, I could not utilize collective resources that we have 

in this cluster, such as an abundance of skilled artisans and a well-

known trading area of this cluster. As a result, I doubt whether I 

shall ever move to another area where I might obtain more than I 

gain in this cluster.” (Interview with Mr. Jamal, 31/08/2007) 

 

The three Indonesian clusters studied consist of many specialized firms 

that offer intermediate products and services. One or more stages of the 

production activities from those firms intertwine with one another. In this 

situation, market linkages stimulate them to deliver better products and services. 

Moreover, it leads local firms to take action to improve their productivity. 

These functions and market relations are strengthened by the existence 

of mutual trust and reciprocal relationships among local firms in the clusters. In 

trading relationships, market links force manufacturing firms to consider some 

rational factors, such as reasonable buying price, on-time payment, and regular 

orders from traders in selecting trading partners. These factors are indeed 

dynamic in that they motivate both parties to offer better results. However, the 

firms still must have stable relationships with their trading partners. Mutual 

trust between manufacturers and traders enables them to create long-term 

trading relationships while discarding some factors in the relationships that 



Socioeconomic Structures and Actors in Indonesian Industrial Clusters  | 103 

 

might be less convincing economically speaking. Mr. Basuki, a small 

manufacturer in the Kasongan ceramic handicraft cluster, said: 

 

“I have been cooperating with some local retailers for many years. 

Recently, there arrived several new retailers in this cluster. They 

live outside the cluster but have a showroom here. They came to 

my workshop and bought my products at a good price. Twice I 

delivered some of my products to them; they paid me in time with 

a good price. However, it is not easy to decide whether I would 

like to have long-term cooperation with them or not since I have 

just known them for one year. Someday, I have to decide whether 

it is better to continue the relationships with them or not. Although 

they are correct in payment and service, I still intend to see 

whether this year they are trustworthy or not.” (Interview with Mr. 

Basuki, 10/07/2008) 

 

Most interactions in a cluster contain elements of uncertainty; in those 

cases, there must be some kind of trust to compensate for this. In the clusters, 

several small firms have a problem regarding input procurement. In addition, 

the fluctuation of input price is unpredictable in the clusters because the price is 

influenced by international markets. Therefore, more often than not, small 

subcontracting firms are unable to fulfill manufacturers’ or retailers’ product 

orders. It is not good to buy at the peak season period, because retailers should 

provide as many products as they can, so that whenever tourists come to their 

showrooms, there will be a large variety of products available to them. To 

prevent such problems, most retailers decide to buy inputs at a large scale by 

joint-purchasing with other retailers. They provide their subcontractors with the 

necessary inputs as long as the subcontractors can deliver the products at the 

required level of quality and services in due time. 

To do so, there must be some element of trust combined with 

rational/market relations: Trust is needed to mediate uncertainty of product 

deliveries from subcontractors due to input availability, and rational/market 

relations are necessary to fulfill market demand for high product quality. Thus, 

embeddedness encourages firms to increase reciprocal investments and engage 

in repeated transactions, which decrease uncertain future states; in contrast, 

arm’s-length ties push firms to maintain their core competencies (Uzzi, 1997). 

Mr. R.M. Mulyo Wiryono, a respondent from a medium-sized retailer from 

Kotagede, experienced this tension for ten years: 

 

“Ten years ago, I did know it was not easy to buy inputs on the 

spot when we needed them. The problem was that the price of 

silver went up significantly since the government opened a 

domestic market for imported silver. Some of my subcontractors, 
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then, had a problem with input procurement. The impact was really 

bad for us; they couldn’t deliver the products in time. That was 

why I, together with some local neighbor retailers, decided to buy 

silver collectively and give the input to the subcontractors. At that 

time, we established an informal group that consisted of six local 

retailers. We had already known each other for a long time, so it 

was not difficult to create a kind of informal agreement regarding 

joint-purchasing in input. I was also more careful to choose 

subcontractors with whom I was willing cooperate. Of course, trust 

is number one, but quality and service from them is also very 

important.” (Interview, 15/12/2007) 

 

Clusters demonstrate an intense competition among firms. As discussed 

in the previous chapter, such a competitive struggle may encourage firms to 

behave opportunistically toward others (Griesinger, 1990; Williamson, 1985). 

However, some respondents interviewed asserted that competition among them 

is accompanied by the custom of cooperation, which prevents them from 

following their instinct to behave opportunistically. Certainly, in a cluster, 

people from participating firms live, work, and absorb rules of social behavior 

that are contrary to stressed self-interest: 

 

“If I didn’t care about my social life here, I could break my 

informal agreement with my retailers by not using all of the inputs 

they deliver to me to produce my products. I could use some of 

them for my own interest. They will not know actually how many 

kilos of silver I do need, and I just could ask them for more inputs. 

But I never do that and I will never do so. I believe someday 

finally they will know I cheat them. In my cluster, I believe if 

somebody does not trust you anymore due to opportunistic 

behavior, the whole community of this cluster will not trust you 

anymore. You will no longer have a good reputation in social 

community in this cluster or in your business life.” (Interview with 

Mr. Yono, a small subcontractor in Manding, 21/10/2007) 

 

Compared with Kotagede and Kasongan, social life in Manding is more 

embedded. Manding is smaller than the other two cluster places and is located 

in a rural area. There are social and religious group services where Manding 

people often congregate. As discussed in Chapters 2 and 3, socially embedded 

relationships give participating firms access to resources, but they also restrict 

their actions outside their local network (Portes and Sensenbrenner, 1993). In 

Manding, the chairman of a local artisans’ association, Mr. Sardjimin, had a 

problem convincing his members to be open with information from outside the 

clusters in an attempt to create a network with external institutions: 
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“I was born here. I strongly feel the embeddedness between people 

in Manding. As a result, it is not difficult to talk with and ask local 

people to have some joint actions in our business matters. However, 

one thing is still problematic. They are narrow-minded when it 

comes to consider any information from outside institutions, 

information or help from the local government. Last year, the local 

government granted us ten new production machineries. You know 

what happened? Only a few people were willing to use the 

machines, although the machines were very useful to improve the 

quality of works and products. As a result, I had to coordinate 

people here for utilizing the machines. Moreover, because I was a 

medium manufacturer and at that time there were a lot of product 

orders from my trading partners, I instructed my subcontractors to 

utilize the new machineries to manufacture a better quality of 

products for me; otherwise, I would not subcontract part of my 

production activities to them. I also try to build good relationships 

with some training and technology centers outside, so the members 

of this association do not need to create such a network 

individually.” (Interview, 20/01/2008) 

 

Mr. Sardjimin’s experience indicates that inward-looking behavior—

one of the negative effects of social embeddedness—can be prevented by 

showing participating firms the relevance of the requirement of high-quality 

products. Moreover, firms may be willing to change their behavior and become 

more open-minded to external institutions when one of them is willing to share 

information and knowledge. 

Free-riding is another negative effect of social embeddedness. Some 

interviewees asserted that these problems occur when some people in the 

clusters imitate the product design from other firms or any forms of actions that 

take the properties or belongings of other parties without contributing anything 

to the development of products. Over-embedded ties discourage people from 

warning others about unwanted behavior, thus allowing free-riders to repeat this 

behavior. 

Therefore, market and social ties are simultaneous in the clusters and 

influence the way local agents improve the performance of their firms. The 

simultaneity may help local people to solve problems that result from unwanted 

actions. For example, free-riding problems happen due to over-embeddedness 

among local people, but competition among them can stimulate participating 

firms to make a specific design, so it is not easy for other firms to imitate them 

as free-riders. Otherwise, their customers would recognize that there are no 

differences in the products that are sold in the clusters. 
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5.8 Conclusion 

In this chapter, the qualitative interviews as well as the results of the 

questionnaire show that the elements of the socioeconomic structure of the three 

studied clusters are quite similar. The same applies for the results of the 

performance indicators. The average scores and the spread for most of the 

variables are indicating that comparable processes are taking place in the three 

clusters. 

Specifically, this chapter indicates that socio-economic factors play an 

important role in firm connections. Competition among local people is socially 

embedded and supported by interorganizational and interpersonal trust and 

reciprocal relationships between and among firms. The structures of the studied 

industrial clusters are based on a strong sense of common social identity and 

economic relations among local people. Social embeddedness accompanied by 

competition can lead clustered firms to strengthen ties to prevent unwanted 

actions and improve firms’ capabilities in achieving superior returns. 

 

  


