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6. The Impact of Socioeconomic Structures of 

Clusters on Firm Performance 

“Of course, trust is number one, but quality of our products is  

also very important to pursue our business performance.” 

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

in the Kotagede silver handicraft cluster) 

 

 

Chapter 5 discusses the existence of two kinds of relations in a cluster: 

competition and social embeddedness. The qualitative and quantitative evidence 

presented shows that in the studied Indonesian cluster structures, neither 

competition nor social embeddedness appears in its pure form. Rather, the 

simultaneity of competition and social embeddedness between firms determines 

socioeconomic structures of the clusters.  

This chapter addresses the following questions: What is the impact on 

the individual participating firm’s performance when competition and social 

embeddedness are combined within a cluster? Do those socioeconomic 

structures of a cluster significantly affect firm performance? The framework of 

this chapter refers to that elaborated in Chapter 3. As explained in Chapters 2 

and 3, in a cluster, firm performance cannot be reduced simply to a question of 

cost advantages. Rather, it involves the ability of firms to upgrade their 

knowledge base regarding manufacturing, innovation, and marketing 

capabilities through learning processes in the clusters. These processes originate 

from socioeconomic structures of interfirm relationships. 

In a cluster, firms can obtain benefits such as the development of 

general labor markets and pools of specialized skills, enhanced interaction 

between local suppliers and customers, shared infrastructure, and other 

localized externalities. Embeddedness among local people contributes to the 

success of interactive learning processes, which stimulate products and process 

innovation, new organization forms, and new business opportunities; 

competition stimulates firms to be more rational, efficient and effective in their 

production activities. In turn, this may imply better results in developing new 

products and production activity processes. Thus, a significant factor underlying 
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the economic success of a cluster lies in its ability to realize firm performance 

through multiple linkages among firms.  

To prove this argument, this study employs a quantitative method to 

analyze the relationships between firm performance and the socioeconomic 

structures of the clusters. This chapter investigates how the simultaneity of 

competitive and cooperative behavior of firms affects firm performance. For 

this purpose, we present detailed descriptions on measurements, hypothesis, and 

models to examine quantitatively the impact of the simultaneity of competition 

and social embeddedness on firm performance in section 6.1. Section 6.2 

presents results and contains a discussion of them. Section 6.3 draws conclusion. 

6.1 A Quantitative Analysis 

For this study, I analyzed data obtained from a questionnaire survey 

covering a sample of 210 local firms in the three studied clusters. The following 

subsections explain measurements, the hypothesis, and the model. 

6.1.1 Measurements 

Table 6.1 reports in detail the items and scales used to operationalize 

my theoretical constructs. The items reflect the perceptions of the participating 

firms in a cluster regarding firm performance as dependent variables and 

competition and social embeddedness variables as independent/explanatory 

variables. 

 

A. Dependent Variables: Firm Performance 

As explained in Chapter 5, 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 innovation.  I measured new product 

development with a one-item scale. 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 

(1 = “increased,” 0 = “no change,” and –1 = “decreased”; see Appendix 1, 

question 8.1).  

The second indicator is manufacturing and marketing performance. 

Items measuring manufacturing and marketing performance refer to Rangone’s 

(1999) definition of which factors result in manufacturing and marketing 

performance. The items include the recent conditions of labor skills, 

specialization and marketing strategy (1 = “improved,” 0 = “no change,” and –

1 = “decreased”). These three items were summed into a composite scale for 
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measuring the performance of manufacturing and marketing management. 

Coefficient alpha for this index is .765
5
.  

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
6
 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. The items were measured on a three-point 

scale (1 = “increased,” 0 = “flat,” and –1 = “decreased”). These three indicators 

were summed into a composite scale to measure financial performance. 

Coefficient alpha for this index is .791. 

 

B. Independent variables 

In the models, the variables of competition include quality-based 

competition (X1) and price-based competition (X2); the variables of 

cooperation/social embeddedness consist of firm-level reciprocal relationships 

(X3), cluster-level reciprocal relationships (X4), interorganizational trust (X5), 

and interpersonal trust (X6); the variables of unwanted actions are opportunistic 

behavior (X7), inward looking behavior (X8 and free riding (X9). Some items 

were measured as dummy variables. 

In the literature, the variables of competition (quality- and price-based 

competition) and social embeddedness (trust and reciprocal relationships) are 

considered to have a more continuous nature. However, I decided not to use the 

five-point Likert response set in our questionnaire as these authors did; rather I 

used yes–no questions (see Chapter 4 for a detailed explanation)
7
 It implies that 

many variables are treated as dummies for the model of this study. 

Regarding the nature of competition in clusters, I adapted the measures 

from O’Farrell and Hitchens (1988). The respondents were asked to rank the 

importance of three aspects of competition: (1) lower price, (2) quality of 

products, and (3) speed of delivery in competing for customers (see question 9.3 

                                                      
5
 The coefficient alpha values exceeded the threshold value of .7 Nunnally (1978) recommends, 

suggesting for each of the constructs a reasonable degree of internal consistency between the 

corresponding indicators. 
6 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). 
7
 In the pilot project, most respondents in the studied cluster had difficulty distinguishing among 

the five options (1 = “strongly disagree” to 5 = “strongly agree”). In  their culture, they are not 

used to expressing their thoughts or feelings in strong wording. Emphasizing “very” or “strongly” 

for something that they feel means they exaggerate—something the Javanese culture does not 

emphasize. In addition, as many firms’ respondents have only elementary school education, they 

do not have the ability to interpret a complex question with complicated answer options. As a 

result, I changed the format of the questions of the questionnaire into yes or no questions.  
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in Appendix 1). Tables 5.16–5.18 show the results.  Thus, two dummies, X1 and 

X2 are created to capture the differences: (1) X1= “the firm considers quality as 

the first rank of factors to face competition between peers” and 0 = “the firm 

does not consider quality as the first rank of factors to face competition between 

peers”; and (2)  X2 = ”the firm considers lower price as the first rank of factors 

to face competition between peers” and 0 = “the firm does not consider lower 

price as the first rank of factors to face competition between peers. The third 

option, speed of delivery, is reflected in the base model 

For interpersonal trust, I adapted a measure tested by Zaheer et al. 

(1998) and Wu et al. (2009). For this measure, I used a dummy variable (1 = 

“The firm respondent trusts business partners as friends within the cluster since 

they generally do not lie and do what they promise to her/him (partners are 

worthy of trust like friends” and 0 otherwise; question 10.14). Regarding 

interorganizational trust, I adapted the measures from some items that Zaheer et 

al. (1998) tested and validated. I eliminated items that did not apply to the 

research context. The items consist of perceptions of the respondents on three 

kinds of interorganizational trust in the cluster with yes–no questions (questions 

10.15–10.17). Then, I summed the three items into a composite scale for 

measuring interorganizational trust with max 3 (yes) and min 0 (null). The 

coefficient alpha for interorganizational measures is .756. 

I developed dummy variables for firm- and cluster level reciprocal 

relationships (1 = the existence of reciprocal relationships in bilateral 

relationships [firm-level reciprocal relationships, question 10.11] and 

relationships among firms in business organizations in a cluster [cluster-level 

reciprocal relationships, question 10.12] and 0 otherwise). The item measuring 

reciprocal relationships refers to Axelrod’s (1984) definition about reciprocal 

relationships that is a situation in which the same amount of support is received 

as given in an unspecified manner. 

I measured the items of unwanted actions (i.e., opportunism and free-

riding) as dummy variables. To develop a measure of opportunism, I adapted an 

item created and validated by Sako and Helper (1998): 1 = “If one firm has 

business partners in the cluster that take advantage from interfirm relationships 

for their self-interest but make others suffer, opportunistic behavior prevails’ 

and 0 = otherwise. Adapted from Rabelloti (1996), the free-riding item is as 

follows: 1 = “the respondent firm has business partners in the cluster that 

imitate other parties’ product design without contributing anything to product 

development process (free riding problems exist)” and 0 = otherwise (question 

10.18 for opportunism and 10.19 for free-riding). 

For inward-looking behavior, I created items similar to Grabher’s 

(1993) analysis. The items consist of two possible kinds of inward-looking 

behavior of local firms measured as a dummy variable (1 = “yes” and 0 = “no”). 

Subsequently, I combined these items and expressed them as a scale with max 2 
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(yes) and min 0 (no). The coefficient alpha for the measures of inward-looking 

behavior is .917. 

 

C. Control variables 

For this study, we used seven control variables: (1) the cluster’s 

classification (active or artisanal); (2) firm respondents’ classification: 

manufacturers; (3) firm respondents’ classification: retailer with no workshop; 

(4) membership in local business associations within the clusters; (5) total 

number of workers; (6) firm’s age; and (7) one-year investment These variables 

are indirect elements of the firm’s behavior and cluster development, which 

may have a role in firms’ performance. 

As Chapter 4 mentions, using Sandee and ter Wengel’s (2002) 

classifications, I categorized two clusters (Kotagede and Kasongan) as dynamic 

and one (Manding) as artisanal (not yet dynamic). Factors include labor division, 

market penetration, kinds of interfirm relationships, and the total number of 

participating firms within clusters. Active clusters are those with broader labor 

division, deeper market penetration and more active interfirm relationships, than 

artisanal clusters. Thus, we created one dummy variable to indicate the 

differences (1 = an active cluster and 0 = artisanal).  

To classify firm respondents, as explained in Chapters 1 and 4, I 

identified three kinds of firms: retailers (without workshop), retailers with their 

own workshops, and manufacturers. I used these models to identify the 

significance of the impacts of respondents’ classifications on firm performance. 

To see the differences of the impacts, I created two dummy variables: 

manufacturers and retailers (without workshops). According to Sandee (1995), 

in many clusters, the producers themselves play a crucial role in production as 

well as marketing in pursuing firm performance. Producers can be pioneers of 

innovation processes when they are able and willing to take risks, which are 

associated with innovation (Sandee, 1995). Weijland’s (1999) study indicates 

that significant joint actions for firm performance were often initiated by well-

to-do producers or traders in a cluster. 

I also controlled for total workers, firm’s age, and total investment. 

Firms that employ more workers, stay longer in clusters (markets), and invest 

more money tend to have better business results, basic resources, capabilities, 

and innovation capability. Begley and Boyd (1986) conclude that the number of 

workers is positively associated with firm performance, whereas firm age has a 

negative relationship. An increase in number of workers can affect firm 

performance positively because firms add workers in response to additional 

production activities: A large number of skilled labors and high levels of labor 

productivity can result in production efficiency and, in turn, improve firm 

performance (Huselid, 1995). 

As presented in chapter 5 (table 5.20), many respondents of this study 

are members of local business associations in the clusters since they get some 
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benefits from collective actions in the associations. Thus, it is very interesting to 

see the impact of association memberships on firm performance. Some previous 

studies have shown the influence of business associations in providing a range 

of key services to local firms within a cluster. From the Italian experience, Best 

(1990) emphasizes the importance of a wide range of collective services 

provided by associations such as the national confederation of artisans (CNA). 

Knorringa (1999) finds that there is a clear positive association between strong 

performance and use of the business association in the Agra shoe cluster (India). 

Firms with strong performance are much more likely to have used the 

association compared with firms with average or poor performance (Knorringa, 

1999). Similar results emerge from the Mexican shoe cluster of Guadalajara 

studied by Rabelotti (1999). Rabelotti (1999) concludes that cooperation 

through associations contributes significantly to the firm’s improvements in 

production, sales, profits and employment. Thus, these studies have indicated 

that cooperation through business associations is the significant factor 

association with firm performance. 

Next, how does firm performance vary with age? Firm performance 

tends to increase as firms grow older because reliability and accountability tend 

to increase with age (Henderson, 1999). Young firms are particularly likely to 

fail because they must divert scarce resources away from operations to train 

employees, develop internal routines, and establish credible exchange 

relationships (Henderson, 1999). Older organizations have an advantage over 

younger ones because it is easier to continue existing routines than to create 

new ones or borrow from existing firms (Nelson and Winter, 1982).  

Higher levels of investment may result in more effective firm 

performance because the money is allocated to buy more inputs or research and 

development spending. Buying more inputs enables firms to produce more 

products to fulfill market demands. Research and development spending leads 

firm to improve innovative activity to create new product designs. Decarolis 

and Deeds (1999) conclude that research and development spending is 

correlated positively with firm performance because the spending improves a 

firm’s ability to develop new products through greater flows of new scientific 

information into them. However, Huselid (1995) finds that capital intensity is 

associated negatively with short-run turnover, productivity, and gross rate of 

return on assets and thus recommends that capital investment should be 

assumed to produce gains for longer than a single year (Huselid, 1995). Table 

6.1 summarizes dependent and independent variables used in this study.  

 
Table 6.1. Measurements 

Measures and Items 

Dependent Variables 
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The performance of new product development (Y1): 

This item includes subjective perceptions of firm’s innovation capability 

regarding product innovation: the trend of the quality of the firm’s product over 

the past five years (product innovation); 1 = “increased,” 0 = “no change,” and 

–1 = “decreased subsequently. The answer was expressed as a scale with max 1 

and min –1.  

The performance of manufacturing and marketing (Y2): 

These items indicate the recent conditions of factors that influence 

manufacturing performance (labor skills and degree of specialization) and 

marketing performance (marketing strategy—e.g., advertising, network). 

The items were measured on a three-point scale, where 1 = “improved,” 0 = “no 

change in the firm,” and –1 = “decreased.” The three answers were combined 

and expressed as a scale with max 3 and min –3.  

Financial Performance (Y3): 

These items include subjective perceptions of the financial performance of the 

firm respondent: 

a. The trend of the firm’s turnover for the past five years 

b. The net profit for the past year  

c. The turnover for the past year 

 

The items were measured on a three-point scale, where 3 =“increased,” 2 = 

“flat,” and 1 = “decreased.” The three answers were summed and divided by 3 

into a composite scale with max 3 (yes), min 1 (no).  

Independent Variables 

Independent Variables for Competition: 

 

(1) Quality-based competition (X1) 

This item measures the importance of the product quality in the firm’s 

competitive strategy. The respondent indicated whether product quality was 

used as the most important factor to compete with rivals. The value is 1 if the 

firm respondent chooses quality as the highest rank/the most important factor 

and 0 if otherwise. 

 

(2) Price-based competition (X2) 

This item measures the importance of the lower price in the firm’s competitive 

strategy. The respondent indicated whether the lower price is the most 

important factor to compete with rivals. The value is 1 if the firm respondent 

chooses lower price as the highest rank/the most important factor and 0 if 

otherwise. 
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Independent Variables for Social Embeddedness: 

 

(3) Reciprocal relationships between firms (X3) 

This item measures the existence of reciprocal relationships between 

participating firms in the clusters and is measured as a dummy variable. The 

value is 1 if the firm respondent has reciprocal relationships in its bilateral 

relationships with other firms and 0 if otherwise. 

 

(4) Reciprocal relationships in the cluster business organizations (X4) 

This item measures the existence of reciprocal relationships among participating 

firms and the organization at the cluster or subcluster level. It is measured as a 

dummy variable: The value is 1 if the firm respondent has reciprocal 

relationships in their relationships among firms at the business organization at 

the cluster/sub cluster level and 0 if otherwise. 

 

(5) Interorganizational trust (X5) 

The items include the subjective perceptions of the existence of three kinds of 

interorganizational trust in the cluster: 

a. Does the firm respondent trust business partners within the cluster because 

they would keep mutual cooperation in the future (expectations)? 

b. Does the firm respondent trust business partners within the cluster because 

they can accomplish assignments or orders (capability)? 

c. Does the firm respondent trust business partners within the cluster because 

they can rely on them to keep promises with complete confidence on the 

basis of past experience (party proof)? 

 

The items are measured as a dummy variable indicating the relevance of each 

component (1 = yes; 0 = no). The three answers were combined and expressed 

as one scale with max 3 (yes) and min 0 (null).  

 

(6) Interpersonal trust (X6) 

The item was measured as a dummy variable, in which 1 =: “yes” when the firm 

respondent trusts friends within the cluster because they generally do what they 

promise to him or her and 0 = “no” when they will not. 

Unwanted Actions/Behavior Variables 
 

(7) Opportunism problems (X7)  

This item was measured as a dummy variable.  The value is 1 if the firm 

respondent finds associates in the cluster that take advantage from interfirm 

relationships for their self-interest and make other firms suffer and 0 if they do 

not find. 

 

(8) Inward-looking behavior (X8)  
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A dummy variable measures the relevance of each component in which 1 = 

“yes and 0 = “no.” The items include the subjective perceptions of the existence 

of inward- looking behavior in the cluster. The questions indicate two possible 

kinds of inward-looking behavior of local firms: 

1. Does the firm respondent have any contact with government institutions 

(e.g.research or training centers) outside the cluster? 

2. Does the firm respondent have any contact with nongovernment institutions 

(e.g. research or training centers) outside the cluster? 

 

The answers were combined and expressed as a scale with max 2 (yes) and min 

0 (no).  

 

(9) Free-riding problems (X9) 

This item was measured as a dummy variable.  The value is 1 if the firm 

respondent finds associates in the cluster that imitate others’ product designs 

without contributing anything to the product development process and 0 if they 

do not find. 

Control Variables: 

 

Active clusters (D1): a dummy variable that takes value 1 if the firm is located 

in a active clusters. 

 

Manufacturers (D2): a dummy variable that takes value 1 if the firm respondent 

is a manufacturer. 

 

Retailers (D3): a dummy variable that takes value 1 if the firm respondent is a 

retailer who does not have his/her own workshop. 

 

Members of Local Business Associations (D4): a dummy variable that takes 

value 1 if the firm respondent is a member of local business associations in the 

cluster. 

 

Total workers (X10): the number of total paid workers of the respondents’ firm. 

 

Firm’s Age (X11): the firm’s business period from the time the firm respondent 

was built until the completion of the study (2008). 

 

One-Year Investment (X12):  the total amount of money that the firm respondent 

invests in his/her company for the past year. 
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6.1.2 Hypothesis 

The key conceptual issue for understanding the dynamics of clusters is 

how the simultaneity of market and embedded ties can exist as a structure of 

linkages and influence firm performance. Clusters of firms may enhance their 

performance through specialization by individual firms and the simultaneous 

competition and cooperation in their multiple linkages (Becattini, 1990). 

Simultaneous cooperation and competition can stimulate greater knowledge 

sharing, technological progress, and market expansion (Lado et al. 1997). In 

clusters, these three factors result in high levels of local firm performance 

(Visser, 1996) 

With competition, local people are motivated to obtain increasingly 

better results because competition will increase motivation to save on resources 

and invent new equipment (Dei Ottati, 2003a). “Local rivals push each other to 

lower costs, improve quality and service and create new products” (Porter, 

1990b, p. 82). Thus, competition compels the business actors to introduce 

efforts to improve capabilities, efficiency, and effectiveness of production 

activities, resulting in an improvement of firm performance (Visser, 1996).  

At the same time, social embeddedness and cooperation can improve 

cluster firms’ competitive positions because they mutually benefit from 

pooling complementary resources, skills, and capabilities and can solve 

problems that individual firms cannot. Social embeddedness originates from 

reciprocity and trust (Granovetter, 1990). The threat of opportunism is 

diminished by the sanction of reciprocity: The reputation of each party is 

continuously and consistently at stake in each transaction with other parties in 

the network (Nadvi, 1997). 

Moreover, without the interactions among firms in the clusters, which 

exceed traditional market exchanges, the advantages of close proximity would 

be limited to lower transportation costs and lower switching costs for 

employees only (McMillan and Woodruff 2002). “Trust may reduce 

transaction costs by reducing the amount of time and resources that parties 

spend on ex post bargaining and haggling over problems that arise in the 

course of transacting” (Dyer and Chu, 2003, p. 60). Cooperation enables firms 

to operate with lower costs and to become more innovative (Nadvi and 

Schmitz 1994).  

Accordingly, we propose the following: 

 

H:  The simultaneity of competition and social embeddedness within clusters 

has a positive impact on firm performance.  

6.1.3 The model 

To test the hypothesis, I employed the following model. I have three 

scenarios so I can compare the robustness of the models when dummies and 

interaction terms are included. This way is very useful to detect the impact of 
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multicollinearity on the relibility of the model when interaction terms are 

included in the model (as explained in section 6.2.4 below). Thus, in the first 

scenario, I have only independent variables, with no dummies; in the second, I 

added three dummy variables (active clusters [D1], manufacturers [D2], and 

retailers without workshops [D3]; and for the third, I constructed interaction 

terms between two dummy variables of firm’s classifications (manufacturers 

and retailers) with the variables of competition and social embeddedness. 

As explained in the previous subsection, all variables in the model are 

respondent-level data, based on a survey questionnaire (N=210). In Chapter 5 

we discussed the data and the differences between the three clusters. No major 

differences are observed. From this we conclude that we can group the data 

together and that there is no need to run the analyses separately for each of the 

three clusters.The advantage is that we obtain a reasonable number of 

observations to test the model.  

 

Scenario I: (with no dummies) 
Ymi =  β0 + β1i X1i + β2i X2i + β3i X3i + β4i X4i + β5i X5i + β6i X6i + β7i X7i  + β8i X8i 

+ β9i X9i  + β10i X10i  + β11i X11i + β12i X12i + ei 

 

Scenario II: (with dummies but no interaction variables) 

Ymi =  β0 + δ1i D1i + δ2i D2i + δ3i D3i + δ4i D4i +β1i X1i + β2i X2i + β3i X3i + β4i X4i + 

β5i X5i + β6i X6i + β7i X7i  + β8i X8i + β9i X9i  + β10i X10i  + β11i X11i + β12iX12i 

+ ei 
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Scenario III: (with dummies and interaction variables) 

Ymi =  β0 + δ1i D1i + δ2i D2i + δ3i D3i + δ4i D4i + β1i X1i + γ1D2i X1i+ γ2D3i X1i +β2i 

X2i + γ3D2i X2i + γ4D3i X2i + β3i X3i + γ5D2i X3i + γ6D3i X3i +β4i X4i + γ7D2i 

X4i + γ8D3i X4i +β5i X5i + γ9D2i X5i + γ10D3i X5i  +β6i X6i + γ11D2i X6i + 

γ12D3i X6i  + β7i X7i + γ13D2i X7i + γ14D3i X7i +β8i X8i + γ15D2i X8i + γ16D3i 

X8i + β9i X9i  + γ17D2i X9i + γ18D3i X9i  + β10i X10i  + β11i X11i + β12i X12i + ei 

 
X1–X9: independent variables (see Table 6.1). 

D1–D4, X10–X12: control variables (see Table 6.1). 

m: three dependent variables: performance of new product development (Y1), 

performance of manufacturing and marketing (Y2), and financial performance 

(Y3). 

i: 210 firms 

6.2 Results and Discussions 

Appendix IV of this book contains quantitative evidence for the 

research variables in the models; see the first part for the descriptive statistics 

for the variables. The standard deviations for competition and social 

embeddedness range from .31 to .96, indicating a considerable amount of 

variation in the responses. The values of the correlations among the variables of 

competition and social embeddedness range from –.281 to .433. Tables 6.2–6.4 

show the estimation results of the impact of competition and social 

embeddedness on firm performance. Scenario 1 includes only our indicators of 

competition and social embeddedness and three control variables (total workers, 

firm age, and total one-year investment) as explanatory variables. Scenario 2 

includes three dummies, and scenario 3 includes interaction variables between 

competition and social embeddedness indicators and two firm classification 

dummies of. The results for all scenarios are robust (see section 6.2.4 for further 

explanations). 

The tests for the global significance of all models (F-value ; see Tables 

6.2–6.4) show that all independent variables together significantly affect the 

dependent variables.
8
 In other words, in all models, some of the independent 

variables can explain the variation in the independent variables. See the 

footnotes of Tables 6.2–6.4 for an explanation of each independent variable’s 

significance.
9
 

                                                      
8
F-test: For the overall models: H0 : β1 = β2 = … = βk = 0;  Hk : Not all βs equal 0.  

Reject H0 if  F value > F critical value. Interpretation of rejecting H0 : Some of the 

independent variables together are statistically significant to influence the dependent 

variables (Gujarati, 2002). 
  
9 T-test: For each independent variable:  H0 : βi = 0; H1 : βi ≠ 0, reject H0 if t-value > t critical 

value. Interpretation of rejecting H0: The independent variable is statistically significant to affect 

the dependent variable at the confidence level of 1 – α (Gujarati, 2002). 
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In the model with Y1, the R
2
-values from scenarios 1–3 range from .204 

to .383; in the model with Y2, from .365 (scenario 1) to .432 (scenario 3); and in 

the third model (model with Y3), from .270 to .338. Thus, for all models, the R
2
-

values range from 0.204 to 0.432, meaning that between 20.4 % and 43.2 % of 

the changes in dependent variables can be explained with independent variables. 

6.2.1 The Model of New Product Development Performance 

The first model specifies the relationship between new product 

development performance and the variables of competition and social 

embeddedness (see Table 6.2). The coefficients of the two dummies of firm 

classification, manufacturers and retailers, and the dummy of local business 

association membership were statistically significant. Their positive sign 

implies that manufacturers and retailers are concerned with the improvement of 

new product development performance and firms with strong new product 

development performance are much more likely to have used the association 

compared with firms with lower performance. On the other hand, the coefficient 

of the dummy of active clusters was not significant so new product 

development performance of the firm respondents was not influenced by the 

differences of types of firm locations (active clusters or not). 

In all scenarios, the competition variables did not influence new product 

development performance. Three of four proxies for social embeddedness that 

included interorganizational trust, firm level reciprocal relationships and cluster 

level reciprocal relationships did not have any impact on performance, but only 

one variable was significant to influence new product development performance. 

That was interpersonal trust that had a positive relationship with the 

performance. On the other hand, two of three proxies for unwanted actions were 

significant. Opportunistic problems had a negative impact, while free-riding 

problems had a positive effect on new product development performance. 

Another proxy for unwanted actions, inward-looking behavior, did not have a 

significant influence on the performance.  

The coefficients of a dummy for manufacturers, interpersonal trust and 

interaction term between both were statistically significant: The formers had a 

positive sign, and the latter had a negative sign, meaning that the specific effect 

(the coefficient of X6D2) was neutralized by the main effects of X6 and D2. As 

discussed in Chapters 2 and 3, interpersonal trust has a positive effect on new  
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Table 6.2. New Product Development Performance (Y1) 
Scenario 1 

(With no Dummies) 

Scenario 2 

(With Dummies) 

 

Scenario 3 

(With Dummies and 

Interaction Variables) 

 

Beta coefficient 

(t-value) 

Beta coefficient 

(t-value) 

Beta coefficient 

(t-value) 

Constant 0.532 (2.333)* 0.380 (1.573)* -0.115 (-0.328) 

Active clusters (D1) - 0.089 (0.789) 0.032 (0.284) 

Manufacturers (D2) - -0.111 (-1.268) 0.741 (1.691)* 

Retailers (D3) - 0.420  (3.135)** 0.280 (0.281) 

Members of Local Association (D4) - 0.114 (1.543) 0.137 (1.807)* 

Price-based competition (X1) 0.083 (0.841) 0.031 (0.320) 0.162  (0.958) 

X1D2 - - -0.190  (-0.899) 

X1D3 - - 0.029  (0.057) 

Quality-based competition (X2) 0.018 (0.129) -0.014 (-0.103) -0.109 (-0.504) 

X2D2 - - 0.138  (0.502) 

X2D3 - - - 

Firm-level reciprocal relationships (X3) 0.019 (0.180) 0.068  (0.665) 0.036  (0.201) 

X3D2 - - 0.067 (0.285) 

X3D3 - - –0.063  (–0.173) 

Reciprocal relationships in the cluster 

business organizations (X4) 

–0.001 (–0.021) -0.017 (0.227) 0.053 (0.411) 

X4D2 — - –0.095 (–0.615) 

X4D3 — - 0.187 (0.377) 

Interorganizational trust (X5) –0.007 (–0.181) 0.020 (0.524) 0.055 (0.853) 

X5D2 — - –0.056 (–0.690) 

X5D3 — - –0.093 (–0.549) 

Interpersonal trust (X6) –0.001 (–0.008) –0.073 (–0.800) 0.450 (2.943)** 

X6D2 - - –0.792 (–4.245)** 

X6D3 - - - 

Opportunism problems (X7) –0.241 (-2.710)** –0.167 (–1.879)* –0.409 (–2.294)* 

X7D2 - - 0.289 (1.364) 

X7D3 - - 0.531 (1.139) 

Inward-looking behavior (X8) 0.025 (0.693) 0.020 (0.515) 0.038 (0.460) 

X8D2 - - –0.036 (–0.388) 

X8D3 - - 0.069 (0.286) 

Free-riding problems (X9) 0.219 (2.557)** 0.157 (1.872)* 0.323 (1.856)* 

X9D2 - - –0.234 (–1.148) 

X9D3 - - -0.451 (-1.032) 

Total worker (X10) 0.009 (1.336) 0.008 (1.249) 0.007 (0.979) 

Firm age (X11) –0.010 (–3.267)** –0.007 (–2.289)* –0.006 (–1.910)* 

One-year investment (X12) 7.21E-009 (2.545)** 6.19E-009 (2.226)* 4.91E-009 (1.757)* 

F-value 4.209 

(sig. at α = 0.01) 

4.735 

(sig. at α = 0.01) 

3.431 

(sig. at α = 0.01) 

R-square 0.204 0.282 0.383 

Adjusted R-Square 0.156 0.222 0.271 

**Significant at the confidence level of 99 percents (the critical value of t table: 2.359).  

*Significant at the confidence level of 95 percents (the critical value of t table: 1.658).  

For scenario 1, F critical value(0.01 (α), 12, 198) = 2.236, so F value > F crit. 

For scenario 2, F critical value(0.01 (α), 15, 195)  = 2.192, so F value > F crit. 

For scenario 3, F critical value(0.01 (α), 33, 177)  = 1.860, so F value > F crit. 
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product development performance. High levels of trust can encourage 

innovation. The firms in the studied clusters did not devote much time to 

monitoring possible malfeasance by partners, employees, and suppliers. When 

business partners are neighbors whom they have trusted for a long time, the 

firms have more time to devote to innovation in new product designs together. 

Scenario 1 shows that the coefficients of opportunism and inward 

looking behavior were statistically significant. Opportunism problems have a 

negative relationship with new product development performance. It means 

that if opportunism problems prevail in the clusters, it leads to a decline in new 

product development performance.As discussed in Chapter 2 and 3, 

opportunistic behavior of partners does not stimulate firms to innovate new 

designs or products because new product development is often conducted 

through joint actions among firms. Thus, new product development relies on 

mutual trust among firms in the clusters. Information on opportunistic behavior 

easily spreads to other firms. It implies that the corollary costs associated with 

a bad reputation are high.  

In the meantime, free riding had a positive relationship with 

performance. Free riders copy other’s product design without contributing to the 

costs of product development. Embeddedness makes it difficult to control for 

free riding. For example, it will be difficult to prohibit subcontractors and 

laborers to use their experiences for other customers and manufacturers. The 

upshot is that free riding facilitates the product development process 

After I included dummies for active clusters (manufacturers and 

retailers) in scenario 2, the coefficients of opportunism problems and inward-

looking behavior were still statistically significant and had the same sign as in 

scenario 1. The results of scenario 3 show that all significant variables found in 

scenarios 1 and 2 are still significant except the retailer dummy.  

In three scenarios, the coefficients of two control variables (firm age, 

and one-year investment) were significant. Firm age negatively affected 

performance, whereas one-year investment had a positive effect on performance. 

The younger the firms, the better the new product development performance, 

and the greater the firms’ investment, the better the new product development 

performance. An increase of firm age in clusters does not mean an increase in 

firm maturity; increased firm age lessens the firms’ ability to adjust to market 

changes. In contrast, greater one-year investment improves firm performance 

because investment is effective to improve production efficiency. The 

improvement of production efficiency can result in an increase of new product 

development capabilities.  

6.2.2 The Model of Manufacturing and Marketing Performance 

The second model tests the impact of competition and social 

embeddedness on the performance of manufacturing and marketing 

management. Table 6.3 presents the results. Only in scenario 2, the coefficient 
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of the dummy of active clusters was statistically significant. Its positive sign 

implies that the more active clusters are, the better manufacturing and 

marketing performance. On the other hand, in all scenarios, the coefficients of 

the two dummies of firm classification (manufacturers and retailers) and the 

dummy of associations’ membership were not significant. 

Price- and quality-based competition had a negative and statistically 

significant effect on manufacturing and marketing performance in all scenarios 

but not in scenario 3 for price-based competition. Manufacturing and marketing 

performance comes from labor skills, specialization, and marketing strategy. 

Therefore, competition in price induces firms to push the price of their product 

as low as possible, thus decreasing profits. Decreased profits mean decreased 

investment in improving manufacturing and marketing capabilities. Although 

we expected a positive relationship between quality based competition and 

performance, a negative effect is observed similar to the relationship between 

price competition and performance. This indicates that even in high quality 

niche markets competitive forces are fierce and reduce the room for 

improvements in new manufacturing and marketing capabilities 

Reciprocal relationships at the cluster business organizations had a 

positive and statistically significant effect on performance in scenarios 1 and 

2.With respect to cluster-level reciprocal relationships, this indicates that 

respondent firms can benefit from their interactions at the cluster level.  

After we included interaction terms in scenario 3, one interaction 

variable between cluster-level reciprocal relationships and one dummy of firm 

classification (retailers) was positive and statistically significant in affecting 

performance. The coefficients of two other interaction variables were also 

statistically significant: free-riding problems for retailers, and inward looking 

behavior of retailers.  

Unlike its impact on new product development performance, in this 

model, opportunism problems had a positive and statistically significant effect 

on manufacturing and marketing performance (in scenarios 1 and 2). 

Opportunism has a negative effect on new product development as it hampers 

cooperation which is important in the process of new product development. In 

line with this argument we can explain the positive relationship between this 

variable and manufacturing and marketing performance: opportunism reduces 

cooperation (specialization) and therefore a broad set of manufacturing and 

marketing activities are carried out by the firm.  

Conversely, as shown in table 6.3, free riding problems in the 

perceptions of retailers have a negative effect on the performance of 

manufacturing and marketing strategy that consists of labor skills, specialization 

and marketing strategy. Indeed, when the retailers are in a situation in which 

there are some free riders in their business network, this situation hinders the 

willingness of firms to improve manufacturing and marketing capability. Free 

riders copy other’s product design without contributing to the costs. Thus, the 
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more free riding problems prevails, it can lead to a decrease of manufacturing 

and marketing performance. 

Finally, like the previous model in all scenarios, the coefficients of two 

control variables total workers and firm age were statistically significant. Total 

workers had a positive impact on performance, and firm age had a negative 

relationship with performance. Manufacturing and marketing capability that 

results in manufacturing and marketing performance may increase in younger 

firms with the increased investment and the greater number of workers.  
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Table 6.3.  Manufacturing and Marketing Performance (Y2) 
Scenario 1 

(With no Dummies) 

Scenario 2 

(With Dummies) 

 

Scenario 3 

(With Dummies and 

Interaction Variables) 

 

Beta coefficient 

(t-value) 

Beta coefficient 

(t-value) 

Beta coefficient 

(t-value) 

Constant 0.149 (1.444) 0.059 (0.520) 0.137 (0.806) 

Active clusters (D1) — 0.093 (1.755)* 0.073 (1.325) 

Manufacturers (D2) — –0.032 (–0.787) –0.047 (–0.222) 

Retailers (D3) — 0.051 (0.805) –0.485 (–1.007) 

Members of Local Association (D4) — 0.030 (0.875) 0.029 (0.794) 

Price-based competition (X1) –0.124 (–2.782)** –0.125 (-2.750)** –0.117 (–1.428) 

X1D2 — — –0.035 (–0.340) 

X1D3 — — 0.318 (1.302) 

Quality-based competition (X2) –0.232 (–3.731)** –0.234 (–3.763)** –1.173 (–1.659)** 

X2D2 — — –0.107 (–0.798) 

X2D3 — — — 

Firm-level reciprocal relationships (X3) –0.064 (–1.342) –0.051 (–1.066) –0.009 (–0.102) 

X3D2 — — –0.122 (–1.077) 

X3D3 — — 0.060 (0.343) 

Reciprocal relationships in the cluster 

business organizations (X4) 

0.093 (2.835)** 0.094 (2.724)** 0.028 (0.454) 

X4D2 — — 0.108 (1.439) 

X4D3 — — 0.417 (1.736)* 

Interorganizational trust (X5) 0.002  (0.127) 0.007 (0.407) –0.023 (–0.740) 

X5D2 — — 0.056 (1.422) 

X5D3 — 

 

— –0.079 (–0.960) 

Interpersonal trust (X6) –0.033 (–0.791) –0.055 (–1.300) –0.017 (–0.231) 

X6D2 — 

 

— –0.070 (–0.776) 

X6D3 — — — 

Opportunism problems (X7) 0.079 (1.957)* 0.089 (2.135)* 0.065 (0.755) 

X7D2 - - 0.060 (0.582) 

X7D3 - - 0.268 (1.187) 

Inward-looking behavior (X8) -0.008 (-0.505) -0.012   (-0.647) 0.006 (0.157) 

X8D2 - - -0.032 (-0.716) 

X8D3 - - 0.186 (1.596)* 

Free-riding problems (X9) 0.062 (1.607) 0.052 (1.311) 0.054 (0.636) 

X9D2 - - 0.004 (0.041) 

X9D3 - - -0.451 (-1.955)** 

Total workers (X10) 0.013 (4.532)** 0.012 (4.008)** 0.011 (3.481)* 

Firm age (X11) -0.003 (-2.318)** -0.003 (-1.842)* -0.004 (-2.562)** 

One-year investment (X12) 8.05E-010 (0.629) 7.62E-010 (0.584) 8.12E-010 (0.599) 

F-value 9.418 

(sig. at α = 0.01) 

7.432 

(sig. at α = 0.01) 

4.206 

(sig. at α = 0.01) 

R-square 0.365 0.381 0.432 

Adjusted R-Square 0.326 0.330 0.329 

**Significant at the confidence level of 99 percents (the value of t table: 2.359).  

*Significant at the confidence level of 95 percents (the value of t table: 1.658).  

For scenario 1, F critical value(0.01 (α), 12, 198) = 2.236, so F value > F crit. 

For scenario 2, F critical value(0.01 (α), 15, 195)  = 2.192, so F value > F crit. 

For scenario 3, F critical value(0.01 (α), 33, 177)  = 1.860, so F value > F crit. 
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6.2.3 The Model of Financial Performance 

The last model examines the relationship between financial 

performance with competition and social embeddedness variables. Table 6.4 

shows the results. Only in scenario 2, the coefficient of one dummy of firm’s 

classification (manufacturers) was statistically significant. Its negative sign 

implies that manufacturers are more pessimistic about their performance 

indicators. In all scenarios, the coefficients of the dummy of active clusters, 

retailers and association membership were not significant statistically. 

Not any proxy for competition had a significant effect on financial 

performance. Two proxies for social embeddedness, reciprocal relationships in 

the cluster business organizations and interorganizational trust had a statistically 

significant impact on the performance, while other variables that included firm-

level reciprocal relationships and interpersonal trust were not statistically 

significant. Not any indicator for unwanted actions had significant relationships 

with financial performance.  

In all scenarios, only one variable was consistently statistically 

significant in affecting financial performance: cluster-level reciprocal 

relationships. Its positive sign implies that the more cluster-level reciprocal 

relationships prevails; the more it leads to better financial performance. The 

converse effect applies at the firm level for manufacturers. Reciprocal 

relationships between manufacturers had a negative and significant impact on 

the performance. The more reciprocal relationships between two manufacturers, 

it leads to a decline of financial performance. 

In scenario 1, interorganizational trust also had a negative effect on 

financial performance. Thus, the financial performance of a firm decreases 

when interorganizational trust among all firms prevails more between them. It is 

possible that interorganizational trust may lead to over-embeddedness among 

firms. This would reduce firms’ willingness to consider their relationships in a 

rational way with respect to the improvement of efficiency and effectiveness of 

production activities. This condition could hinder the way firms improve their 

financial performance. 

As with previous models, two of control variables were statistically 

significant in influencing financial performance in all scenarios: firm age and 

one-year investment. Also similar to previous models, firm age had a negative 

relationship with financial performance, whereas one-year investment had a 

positive one. Younger firms may perform better than older firms, although one-

year investment is effective in improving production efficiency and 

effectiveness, which in turn results in an increase of financial performance. 
 

Table 6.4. Financial Performance (Y3) 
Scenario 1 

(With no Dummies) 

Scenario 2 

(With Dummies) 

 

Scenario 3 

(With Dummies and 

Interaction Variables) 

 

Beta coefficient Beta coefficient Beta coefficient 
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(t-value) (t-value) (t-value) 

Constant 2.131 (8.017)** 2.345 (8.053)** 1.787 (4.052)** 

Active clusters (D1) — –0.190 (-1.399) -0.175 (-1.224) 

Manufacturers (D2) — –0.179 (–1.699)* 0.756 (1.368) 

Retailers (D3) — –0.032 (–0.197) 1.215 (0.967) 

Members of Local Association (D4) — 0.002 (0.019) -0.024 (-0.253) 

Price-based competition (X1) –0.007 (–0.057) –0.022 (–0.187) 0.026 (0.124) 

X1D2 — — –0.209 (–0.782) 

X1D3 — — 0.327 (0.514) 

Quality-based competition (X2) 0.083 (0.519) 0.055 (0.343) 0.059 (0.216) 

X2D2 — — –0.170 (–0.490) 

X2D3 — — — 

Firm-level reciprocal relationships (X3) –0.122 (–0.985) -0.108 (-0.871) 0.171 (0.752) 

X3D2 — — –0.501 (–1.699)* 

X3D3 — — –0.095 (–0.209) 

Reciprocal relationships in the cluster 

business organizations (X4) 

0.425 (5.032)** 0.412 (4.660)** 0.468 (2.901)** 

X4D2 — — –0.016 (–0.013) 

X4D3 — — –0.618 (–0.987) 

Interorganizational trust (X5) –0.076  (–1.673)* –0.066 (–1.430) –0.022 (–0.273) 

X5D2 — — –0.021 (–0.208) 

X5D3 — — –0.313 (–1.471) 

Interpersonal trust (X6) 0.000 (–0.004) 0.023 (0.214) 0.066 (0.341) 

X6D2 — — –0.118 (–0.503) 

X6D3 — — — 

Opportunism problems (X7) –0.139 (–1.345) –0.122 (–1.136) –0.147 (–0.654) 

X7D2 — — 0.068 (0.256) 

X7D3 — — –0.668 (–1.136) 

Inward-looking behavior (X8) -0.068 (-1.621) -0.038 (-0.821) 0.011 (0.110) 

X8D2 — — –0.085 (–0.724) 

X8D3 — — -0.200 (-0.660) 

Free-riding problems (X9) 0.100 (1.001) 0.080 (0.794) 0.243 (1.108) 

X9D2 — — –0.232 (–0.902) 

X9D3 — — 0.167 (0.302) 

Total worker (X10) 0.012 (1.562) 0.009 (1.183) 0.009 (1.025) 

Firm age (X11) –0.008 (–2.252)* –0.006 (–1.805)* –0.006 (–1.692)* 

One-year investment (X12) 9.48E-009 (2.870)** 7.94E-009 (2.370)** 7.95E-009 (2.255)* 

F-value 6.070 

(sig. at α = 0.01) 

5.088 

(sig. at α = 0.01) 

2.825 

(sig. at α = 0.01) 

R-square 0.270 0.297 0.338 

Adjusted R-Square 0.225 0.238 0.218 

**Significant at the confidence level of 99 percents (the value of t table: 2.359). 

*Significant at the confidence level of 95 percents (the value of t table: 1.658). 

For scenario 1, F critical value(0.01 (α), 12, 198) = 2.236, so F value > F crit. 

For scenario 2, F critical value(0.01 (α), 15, 195)  = 2.192, so F value > F crit. 

For scenario 3, F critical value(0.01 (α), 33, 177)  = 1.860, so F value > F crit. 

6.2.4 Collinearity Statistics 

In Table 6.5, the test for multicollinearity for all variables in the 

columns of scenario 1 and 2 shows that VIF for all variables is not greater than 

10, though it is for some interaction variables in column scenario 3. According 

to Gujarati (2002), by convention, a VIF of 10 or higher signals that 
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multicollinearity is a problem; however, this is a simple rule of thumb, because the 

VIF (like R
2
) is a statistic without a distribution.  In fact, I removed two variables 

in scenario 3 (in three models) from the model due to multicollinearity (see 

Table 6.2–6.4).  

Another way to see the existence of multicollinearity is by testing (t- 

and F-tests). The rule of thumbs is if none of the t-ratios for the individual 

coefficients is statistically significant, eventhough the entire model (the F-test) 

is significant. In this situation, multicollinearity is influencing the model 

(Gujarati, 2002). This may explain why so many coefficients in the scenario 3 

models are not significant. Therefore I presented the results of the scenarios 1 

and 2 and took them into account while interpreting the results of scenario 3. In 

addition, the coefficients did not differ dramatically among the three scenarios 

in all models.  According to Gujarati (2002), if multicollinearity exists, it does 

not violate ordinary least squares (OLS) assumptions so OLS estimates are still 

unbiased and fulfill the criteria of BLUE (best, linear, and unbiased estimators). 

Therefore, the results of all scenarios in all models of this study are BLUE. 
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Table 6.5. Collinearity Statistics 
 

 

Scenario 1 

(With no Dummies) 

Scenario 2 

(With Dummies) 

 

Scenario 3 

(With Dummies and 

Interaction Variables) 

 Tolerance VIF Tolerance VIF Tolerance VIF 

Active clusters (D1) — — 0.753 1.328 0.692 1.446 

Manufacturers (D2) — — 0.503 1.998 0.019 53.252 

Retailers (D3) — — 0.601 1.665 0.010 98.139 

Members of Local Association (D4) — — 0.684 1.462 0.610 1.639 

Price-based competition (X1) 0.581 1.720 0.555 1.802 0.170 5.868 

X1D2 — — — — 0.078 12.755 

X1D3 — — — — 0.044 22.896 

Quality-based competition (X2) 0.548 1.824 0.544 1.839 0.192 5.199 

X2D2 — — — — 0.198 5.062 

X2D3 — — — — — — 

Firm-level reciprocal relationships (X3) 0.852 1.173 0.837 1.195 0.256 3.905 

X3D2 — — — — 0.064 15.561 

X3D3 — — — — 0.094 10.606 

Cluster-level reciprocal relationships (X4) 0.899 1.112 0.810 1.235 0.249 4.009 

X4D2 — — — — 0.149 6.690 

X4D3 — — — — 0.066 15.209 

Interorganizational trust (X5) 0.788 1.268 0.767 1.303 0.249 4.016 

X5D2 — — — — 0.072 13.903 

X5D3 — — — — 0.079 12.722 

Interpersonal trust (X6) 0.888 1.126 0.832 1.201 0.275 3.636 

X6D2 — — — — 0.100 9.975 

X6D3 — — — — — — 

Opportunism problems (X7) 0.786 1.272 0.721 1.388 0.169 5.925 

X7D2 — — — — 0.078 12.816 

X7D3 — — — — 0.074 13.432 

Inward-looking behavior (X8) 0.695 1.439 0.695 1.439 0.141 7.108 

X8D2 — — — — 0.119 8.401 

X8D3 — — — — 0.057 17.535 

Free-riding problems (X9) 0.841 1.188 0.668 1.497 0.145 6.873 

X9D2 — — — — 0.089 11.242 

X9D3 — — — — 0.061 16.347 

Total workers (X10) 0.535 1.870 0.472 2.120 0.421 2.375 

Firm age (X11) 0.887 1.127 0.832 1.202 0.743 1.346 

One-year investment (X12) 0.548 1.824 0.524 1.909 0.486 2.058 

6.3 Conclusion 

The model on product development shows that price and quality 

competition do not have an impact on product development. Social factors do 

play an important role. The existence of two unwanted actions, opportunism and 

free riding, are important for the improvement of product development. The 

results for manufacturing and marketing performance conclude that quality-

based competition is significant to influence manufacturing and marketing 

capability of firms. For financial performance reciprocal relationships in the 

clusters are key.  
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We conclude that different factors are important to explain the 

performance indicators under study. Performance is a complex and multi-

faceted concept. The literature shows that different aspects and, consequently, 

different measures have to be taken into account. Our results show that firms 

may perform differently on the distinguished performance criteria. We observe 

that social factors are key for financial performance and product development. 

Competitive forces are key for manufacturing and marketing performance. This 

provides evidence for the general proposition of this thesis: the simultaneity of 

competition and social embeddedness influences firm performance. However, 

an interesting nuance can be made: for each of the performance criteria social 

and competitive forces seem to drive the effect differently. 

By focusing on the issue of the simultaneity, this study takes up a 

neglected theme in the literature on clusters. This study has significant 

implications for theory and practice and adds to a growing literature in strategy 

and entrepreneurship involving the performance of firms within a cluster and 

the effect of socioeconomic structures of the clusters on the performance. 

Although several scholars have improved the understanding of particular issues 

involved in industrial clusters, there are only few studies that focus on how 

potentially conflicting forces of local market and social relationships are 

reconciled. In an attempt to explain the success of different coordination 

mechanism inside clusters, shared values of the group members and their 

identification with the collective goals of the group are often considered key 

issues. 

For that purpose, this study integrates different linkages by putting both 

competition and embedded tie variables into the models and linking them to 

firm performance. In other words, this study puts forth an analysis of clusters 

based on economics, strategic management theory, and institutional (based on 

new economic sociology) concepts, thereby providing evidence that the 

formation of appropriate institutions that encourage interfirm networks can 

significantly enhance the potential for the realization of collective interests and, 

in turn, improve the performance of participating firms in the clusters.  Finally, 

this study provides a new perspective and new results about what has been 

happening in clusters, particularly those in emerging economies. 

  


