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1. Introduction

1.1 Background

This research examines the governmental roles in developing business
clusters, and in the implementation of business clusters to promote eco-
nomic development in Indonesia, the regional economic development in
West Java in general, and to increase the competitiveness of the industry
as well as to create a strong industrial structure in particular. The imple-
mentation of the concept of business clusters has attracted many research-
ers for many decades. The interest of winning tight world competition by
having specialization has pushed many governments to find strategies to
promote their economic policies. The climate of tight world competition
has been a major reason for countries to develop their specializations as
well as to increase their competitiveness. Here, countries have tried to put
more attention on the economic development in their regions including
cities and regencies. Many strategies and models have been introduced to
boost up the economic development process. Before the 1990s, the ap-
proach to increase regional economic development depended on external
factors (forces outside the region)." What is meant by an external factor is
a situation in which a country depends heavily on its export-led industries.
The principle of selling more exported goods abroad and buying less im-
ported goods leads to a policy created by a country to give a series of in-
centives to local firms. This can be understood as a tool to protect local
firms from outside firms producing similar goods, and also as a tool to re-
duce the cost of production so that the products of firms having these in-
centives will be cheaper than those of their competitors in global markets.
Therefore, besides having advantages of winning the competition — in
form of prices —, these firms could also contribute to the stimulation of the
domestic economy by providing jobs. Another advantage of providing in-
centives is that this strategy will attract outside (or large) firms to open
production facilities because the incentive package helps them reducing
the cost of production.

1 Cf. Primont/Domazlicky 2008.

15



1. Introduction

However, this strategy washed-out in the early 1990s when countries
faced competition with each other due to economic liberalization. Coun-
tries tried to attract firms by offering their location advantages such as the
proximity to raw materials and cheap labor in order to reduce the cost of
production. The need to focus on increasing a nation’s competitiveness is
more important than offering a series of incentives to firms. The tight
global competition has forced nations to find a suitable strategy. The con-
cept of cluster is seen as the answer. The cluster analysis introduced by
Michael Porter has attracted government leaders, economists, academi-
cians, and business actors to learn more on how this analysis could help
countries and/or firms winning the tight global competition. The idea is to
create co-opetition (cooperation and competition) simultaneously among
firms so that this action will push a firm to improve and innovate. Hug-
gins/Izushi (2011) stated that Porter’s Diamond framework (the cluster)
has influenced many governments and scientists to apply this concept in
order to create their regional economic development policy.” Placing en-
terprises (in this case small and medium-sized enterprises/SMEs) into one
location or region gives many advantages because business rivalry and
business networks have been proved effective to increase the competitive-
ness of SMEs.” Recent economic climate is dominated by competitions
among not only countries but firms (even small firms). Many studies or
reports found that cluster plays an important role in promoting regional
economic development as seen in Isbasoiu (2007),4 Sigurdson (2004),5
Kuah (2002),° and Feldman et al. (2005).” Hence, it cannot be denied, as
Porter found out that regional economic development is influenced by the
strength of local clusters.®

In Indonesia, the interest to accomplish its national goal of achieving a
just and prosperous society as mandated in the 1945 Constitution has led
the government to devise economic policies in order to achieve this goal.
Such policies include the industrial policy and policies on developing and

Cf. Huggins/Izushi 2011, p. 2.
See Porter 2008, pp. 194-200.
See Isbasoiu 2006.

See Sigurdson 2004.

See Kuah 2002.

See Feldman et al. 2005.

Cf. Porter 2003, p. 571.

[==BE B RS R 2
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1.1 Background

empowering SMEs/small and medium-sized industries (SMls).” The main
goal of the industrial policy in Indonesia is to improve the competitiveness
of the industry and strengthen the industrial structure to support Indone-
sia’s national economic development goals which are to improve house-
hold incomes, to promote job creation, and to alleviate poverty.'® In order
to build a strong industrial structure, the government also focuses on the
development of other economic units such as SMEs/SMIs as driving forc-
es of economic development.'' The main reason to focus on the develop-
ment of SMEs/SMls is because the existence of SMEs/SMIs remained
stable even during the economic crisis in 1997. Looking at the objectives
of Indonesia’s national industrial policy, it is not surprising that the gov-
ernment encourages the implementation of the business cluster concept for
the creation of a strong industrial structure. In order to develop a business
cluster in Indonesia, the government has issued many regulations. First, in
order to develop (and empower) SMEs as a driving force in a business
cluster, the government has issued Law No. 20/2008 on Small and Medi-
um-sized Enterprises (SMEs)."? This law regulates several issues that are
related to the development and empowerment of SMEs. In this law, the
development of SMEs is defined as an effort made by the (central) gov-
ernment, the local governments, businesses, and communities to develop
SMEs through mentoring assistance and strengthening assistance to de-
velop and enhance the capability and competitiveness of SMEs." The em-
powerment of SMEs is defined as an effort that is done by the (central)
government, the local governments, businesses, and communities as they
work together in increasing the economic environment and the develop-
ment of SMEs so that they can grow into independent and strong busi-
nesses.'* Second, to build a strong industrial structure, the government has
issued Regulation of the President of the Republic of Indonesia No.
28/2008 on the National Industrial Policy." In this regulation, the purpose

9  For the purpose of this paper, SMEs shall refer to micro, small, and medium-
sized enterprises while SMIs shall refer to micro, small, and medium-sized indus-
tries.

10 See Regulation of the President of the Republic of Indonesia No. 28/2008 and
Law No. 20/2008.

11 The definition of SMEs and SMIs will be explained in Chapter 2 — Theoretical
Framework.

12 See Law No. 20/2008.

13 Cf. Article | Paragraph 10 of Law No. 20/2008.

14  Cf. Article 1 Paragraph 8 of Law No. 20/2008 on SMEs.

15  See Regulation of the President of the Republic of Indonesia No. 28/2008.
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1. Introduction

of the national industrial policy is to improve the competitiveness of the
industry. In supporting this objective, the ministry in charge of and re-
sponsible for the field of industry prepares and establishes a road map of
the priority industrial cluster development including the industrial manu-
facturing base, the agro-based industry, the transportation industry, and
the electronics and telemetric induslry."’ They are also to support indus-
tries such as creative industries and the creative industries in particular
SMis."” In addition to those priority industries, the Ministry of Industry al-
so prepares and establishes a road map of provincial industrial develop-
ment and a guide road map of industrial districts and the municipality’s
devc:lopnv:nt.]8

There have been much research and many studies on the theory and the
concepts of business clusters.”” At the same time, many researchers have
conducted research on the impacts on implementing business clusters.”
Most of the researches focused on the national level, while only few re-
searches focused on the micro level i.e. rural areas. In Indonesia, there are
a handful of studies on the impact of clustering on firms in rural areas in
which Tambunan (2009) and Sandee et al. (2000) have previously con-
ducted research on the micro level.”! Therefore, it is still necessary to con-
duct research on the implementation of the concept of business clusters in
rural areas in Indonesia. Based on that reason, the research will focus on,

firstly, the role of the Indonesian government in developing business clus-

ters in Indonesia, secondly, the implementation of business cluster in rural
areas in the Province of West Java, taking the case of footwear industrial
cluster and (decorative) ceramic industrial cluster, thirdly, factors that im-
pede the implementation of business cluster concept in Indonesia by ana-
lyzing the two clusters above and, finally, the researcher takes a case study
of the two locations to contribute to Porter’s diamond theory. The main
aim of this research is to offer a contribution to implementing the concept

16 Cf. Atticle 2 of Regulation of the President of the Republic of Indonesia No,

28/2008.

17 Cf. Article 2 of Regulation of the President of the Republic of Indonesia No.
28/2008.

18 Cf. Article 6 of Regulation of the President of the Republic of Indonesia No.
28/2008.

19 See for example Porter 2008, Perry 2005, Fujita et al. 2001,

20 See for example Baptista/Swann 1998, Feser et al. 2008, Boari 2001, Tambunan
2005.

21 See Tambunan 2009a, Sandee et al. 2000.
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1.2 Research Questions

of business clusters in other countries/regions that have similar character-
istics (regarding both the political system as well as economics) like the
two industrial clusters mentioned above.

1.2 Research Questions

This research focuses on the governmental roles in developing business
clusters and the implementation of business clusters in Indonesia using
two research sites, the footwear industrial cluster in Cibaduyut and the
decorative ceramic industrial cluster in Plered. Porter’s diamond theory
will be used as the basis to conduct the analysis of the contribution of
these two research sites to Porter’s diamond theory. Therefore, the follow-
ing questions will be researched and answered:

1. What is the role of the Indonesian government in developing
business clusters in Cibaduyut and Plered, West Java?

2. How is the concept of business clusters reflected in contemporary
regional economic development in the Cibaduyut Footwear Indus-
trial Cluster in Cibaduyut and the Plered Decorative Ceramic In-
dustrial Cluster in Plered? What are problems faced by business
actors (including SMEs/SMIs) in the two locations as a case of
study that impede the implementation of business cluster concept
in Indonesia?

3. Are there any other factors that influence the implementation of
business clusters in the two locations? How can the implementa-
tion of business clusters in the two locations contribute to Porter’s
diamond theory especially in understanding the implementation of
business clusters in Indonesia?

The main argument in this research is that the implementation of business
clusters can benefit a nation in terms of new innovations, higher produc-
tivity, which leads to higher wages, low production cost, wider employ-
ment opportunities, and the fostering of regional development. Here, the
Indonesian government plays a dominant role in developing business clus-
ters in Indonesia. As mentioned earlier, the government tries to increase
the competitiveness of SMEs/SMIs by promoting and developing business
clusters especially in the two locations as the case study above. Many pro-
grams and activities are created, planned, and implemented to develop a
successful cluster. However, looking at the current performance of

19
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