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1 Introduction
Study about SMEs cluster in Indonesia was done by several researchers (i.e. Sato, 2000; Burger et al., 2001; Tambunan, 2008). However, little is known about the role of cluster in improving innovation in SMEs food processing. Even though many studies regarding SMEs cluster in Indonesia was done, they did not mention about the role of cluster for innovating. Moreover, a weakness in cluster studies in Indonesia has been the lack of detailed counterfactual analysis. This study seeks to fill this gap by comparing clustered and dispersed SMEs in the Indonesian Food Processing Industry.  The advantage of clustering policy can be seen clearly when we are able to present performance comparison between clustered and non clustered SMEs at the same time.
In this paper we would like to investigate the performance of SMEs in the cluster of food processing industry by comparing them with dispersed SMEs in the same industry. Specifically, the objective of this paper is to compare SMEs in the cluster and non cluster in terms of market orientation, innovation and business performance. The purpose of this paper is also to explain the effect of market orientation and innovation to business performance of SMEs food processing industry in developing countries like Indonesia. 
2 Theoretical Background and Hypotheses
2.1 Industrial Cluster
Anderson (1994) defined industry cluster as a group of companies that rely on an active set of relationships among themselves for individual efficiency and competitiveness. According to Porter (2008), a cluster is a geographically proximate group of interconnected companies and associated institutions in a particular field, linked by communalities and complementarities. He describes cluster as networks of companies, suppliers, services firms, academic institutions and organizations in related industries that, together, bring new products or services to the market.

Although the term of cluster becomes more popular recently, there is no single or standard model of cluster (Aylward and Glynn, 2005). In Indonesia, areas called sentras are comprised of usually more than 20 SMEs (Tambunan, 2005); the sentra is a concept similar to cluster, as it is defined as a geographical concentration of manufacturers in the same sector. The working definition of clusters in this research is represented by sentra, which is a geographical concentration of related industries and institutions that link each other.
2.2 Market Orientation and Innovation
Narver and Slater (1990) define market orientation as the organization culture that most effectively and efficiently creates the necessary behaviors for creation of superior value for buyers and, thus, continuous superior performance for business. Market orientation is a construct with several dimensions. Following Narver and Slater (1996), market orientation is composed of three components: customer orientation (understand customers’ needs and wants), competitor orientation (understanding rivals’ strengths and weaknesses and how they satisfy their customers’ needs and wants), inter-functional coordination (the firm-wide use of the organization’s resources in creating superior customer value).
Slater and Narver (1994) suggest that innovation and new product success are intermediates for the relation between market orientation and business performance. Further, Han et al. (1998) empirically established that market orientation facilitates organizational innovation. Many studies that focus on factors discriminating between successful and unsuccessful innovations conclude that market orientation is one of the main contributing factors to innovation success (Cooper, 1975; 1979).  We want to investigate whether this is also the case for SMEs food processing that lack of resource for innovating.
2.3 Innovation and Performance  
According to Sundbo (2003), there are various types of innovation and innovative activity, such as product innovation, process innovation, and market innovation. He explained that product innovation refers to the introduction of a new product to the market. Process innovation refers to the introduction of new production processes such as those enabled by new technology or new work routines. Market innovation denotes a firm’s new market behavior such as a new strategy, new marketing, new alliance and so forth.

Many economists have accepted innovation as a key condition for business performance, competitiveness, and economic wealth (Caird, 1994). A study by Deshpande et al. (1993) indicated that innovativeness is positively related to organizational performance in terms of relative profitability, market share, and growth. Further, Salavou (2002) also found that product innovation was a significant determinant of business performance. Most of the research had been done in the developed countries and using big companies as object of study. In this research we would like to analyze relationship between innovation and performance in the context of SMEs food processing industry in developing country. 

2.4 Research Model and Hypotheses
In this study we attempt to test the link between market orientation and innovation as well as the link between innovation and business performance. Figure 1 show the model used in the study. We developed three general hypotheses based on the objective of this study mentioned before. 




Figure 1 the relationship between market orientation, innovation and business performance
The overall hypotheses are described as follow:

H1: market orientation in SMEs food processing is positively influence innovation

· H1a: Customer orientation in SMEs food processing is positively influence innovation

· H1b: Competitor orientation in SMEs food processing is positively influence innovation

· H1c: Internal coordination in SMEs food processing is positively influence innovation

H2: Innovation in SMEs food processing is positively influence business performance 
H3: There are significant difference between clustered and dispersed SMEs food processing

· H3a: There are mean difference in business performance between clustered and dispersed SMEs food processing industry.

· H3b: There are mean difference in innovation between clustered and dispersed SMEs food processing industry.

· H3c: There are mean difference in market orientation between clustered and dispersed SMEs food processing industry.
3 Materials and Methods
To analyze the differentiation between clustered and dispersed SMEs food processing in Indonesia, we did survey on SMEs food processing located in cluster and dispersed area of West Java Indonesia. The respondents involved in this research comprised of 120 managers and owners who had knowledge of past and present organization practices comprehensively, particularly with regards to market orientation, innovation, and business performance. Off 120 respondents, 60 respondents were collected from cluster area and the rest was collected from outside cluster. To compare clustered and dispersed SMEs, especially in terms of performance, innovation and market orientation, we did mean comparison analyses. The relationship between market orientation, innovation and business performance were tested with Structural Equation Modeling (SEM) and adjusted by a maximum likelihood function (ML), which is more suited to small-sized samples (Hu and Bentler, 1998). In these analyses we used AMOS 16 for data processing.
4 Results and Discussion
4.1 Profile of Clustered and Dispersed SMEs 

In terms of working capital, both of clustered and dispersed SMEs have the same characteristic related to independency, all of SMEs use their own money as one of sources of working capital. Besides using their own money, they also receive working capital from other sources such as Bank, Government and Cooperative. However, SMEs in the cluster area are able to utilize external sources of working capital better than dispersed SMEs. 
Regarding marketing area, both of clustered and dispersed SMEs food processing in West Java serves local market. For regional and national market, clustered SMEs have larger percentage than dispersed SMEs. Of 75% SMEs in the cluster serve regional market meanwhile the only 50% dispersed SMEs serve regional market. SMEs food processing in the cluster and non cluster area has various types of customer from agent to end users. Products of SMEs are also consumed by other companies in which they use SMEs products as raw material for their production process. In general, SMEs in the cluster and non cluster area relatively have similar types of customer. Related to human resources development, all of SMEs managers or owners told that they have ever sent their staff for training. The most favorite training followed by SMEs is training of marketing and then training of management. It shows that both of clustered and dispersed SMEs have the same awareness about the importance of improving managerial and marketing skill for developing their business. 
4.2 Determinant Factors of Performance

Structural Equation Modeling (SEM) approach was used to analyze the causal model and to test proposed hypotheses. We estimated path coefficients using maximum likelihood (ML) estimation in the structural equation modeling (SEM) method. We did three stages to understand the relationship among variable. First, we examined the overall model fit. As can be seen in figure 6 the value of CMIN/DF 1.128 and p > 0.05. Moreover, all the baseline comparison indexes (normed fit index [NFI], relative fit index [RFI], incremental fit index [IFI], and Tucker-Lewis index [TLI]) greater than 0.92 and the root mean square error of approximation (RMSEA) value of 0.033 indicate an acceptable fit of the data according to Brown and Cudeck’s (1993) cutoff criteria.
Second, we examined the impact of three dimensions of market orientation on innovation. Hypothesis 1 predicts that market orientation (customer orientation (H1a), competitor orientation (H1b), internal coordination (H1c)) effects business performance. The estimation result shows that relationships between three dimensions of market orientation are significant at the 0.001 and 0.01 levels. Therefore, these findings approve all of hypotheses 1 since the findings of the study indicate significant relationship between market orientation and innovation. Third, we tested the relationship between innovation and business performance. Hypothesis 2 predicts that innovation of SMEs effects business performance. The findings indicate significant relationship between innovation and business performance (coefficient = 0.578, p< 0.001). It means that hypothesis 2 is supported by this study (see table 2). 

Table 2 Path coefficients and significance levels for initial model

	Path
	Path coefficient
	p Value

	To Business performance
Innovation

SMC (equal to R2)
	0.578***
0.830
	0.000

	To Innovation
Competitor orientation

Customer orientation

Internal coordination

 SMC (equal to R2)
	0.219**

0.530***

0.433***
0.720
	0.003

0.000

0.000



*significant at the 0.05 level (2-tailed)

**significant at the 0.01 level (2-tailed)

***significant at the 0.001 level (2-tailed)
4.3 Clustered and dispersed SMEs: the Performance Gap
As illustrated in table 3, there are significant difference between clustered and dispersed SMEs in terms of sales and profit. Hypothesis 3a predicts that there are mean difference in business performance between clustered and dispersed SMEs. This research result supports hypothesis 3a. This result of study also makes us clear that clustered SMEs have higher performance compare to non clustered SMEs. However, we still need more explanation about the factors influence the performance gap between cluster and non cluster SMEs. Following the positive relationship between market orientation, innovation and business performance, we would like to investigate whether there are also the gap in market orientation and innovation between clustered and dispersed SMEs.  

Table 3 Comparison of performance between clustered and dispersed SMEs

	Variable 
	cluster

Mean (Std. Dev.)
	non cluster

Mean (Std. Dev.)
	Difference

Mean diff. (p-value)
	t-value

	Business Performance
	
	
	
	

	· Sales
	3.47(0.747)
	3.08(0.889)
	0.38(0.035)
	2.558

	· Profit
	3.47(0.853)
	3.05(0.891)
	0.41(0.043)
	2.616



4.4 Market Orientation and Innovation Gap
Hypothesis 3b predicts that there are mean difference in market orientation between clustered and dispersed SMEs. As can be seen in table 4, two components of market orientation (customer orientation and competitor orientation) are significantly different between clustered and dispersed SMEs. In this case clustered SMEs have higher level of customer orientation and competitor orientation than dispersed SMEs. However, in terms of internal coordination, there is no significant difference between clustered and dispersed SMEs.
Table 4 Comparison of market orientation and innovation 
	Variable 
	cluster

Mean (Std. Dev.)
	non cluster

Mean (Std. Dev.)
	Difference

Mean diff. (p-value)
	t-value

	Market Orientation
	
	
	
	

	· Customers Orientation
	3.48(0.890)
	3.11(0.882)
	0.37(0.023)
	2.300

	· Competitors Orientation
	3.60(0.907)
	3.17(0.951)
	0.43(0.012)
	2.552

	· Internal Coordination
	4.06(0.928)
	3.79(0.889)
	0.26(0.111)
	1.607

	Innovation
	
	
	
	

	· Product Innovation
	2.93(0.954)
	2.58(0.944)
	0.35(0.046)
	2.020

	· Process Innovation
	2.62(0.846)
	2.27(0.936)
	0.35(0.034)
	2.149

	· Marketing Innovation
	3.37(0.736)
	3.03(0.901)
	0.34(0.028)
	2.219



Table 4 shows that clustered and dispersed SMEs have significant difference in term of product innovation, process innovation and marketing innovation. It means that hypothesis 3 is confirmed by this study. In this case we can see that clustered SMEs have higher level of innovation than dispersed SMEs.
5 Managerial and policy implication
The findings of the present research have interesting managerial implications. First, SMEs that wish to improve their business performance and competitiveness would be well advised to develop market-oriented and innovative behaviors. The positive relationship between market orientation and innovation and between innovation and business performance implied that for improving business performance, SMEs food processing should consider developing innovative product which is able to satisfy their customer needs and wants. Consequently, the only become a market oriented company SMEs food processing can understand customer needs and wants better. 
Second, these findings suggest that geographic proximity such as cluster area will benefit SMEs for improving their market orientation and innovation. In the past, new product development was mainly determined by individual companies’ capabilities to collect and understand information about their customers and competitors. However, as competition has gradually shifted from among individual integrated firms to among clustered networks of organizations, a firm’s market orientation, as defined by Kohli and Jaworski (1990), not only affects the company’s responsiveness to competition and customer needs but can impact the entire network of companies it is part of. This is because individual companies can learn from, and take advantage of, each other’s marketing orientation skills. 

Since government of Republic of Indonesia has been implementing cluster concept for SMEs, they should pay attention with the positive relationship between market orientation, innovation and business performance. The policy for improving business performance in cluster of SMEs should consider market orientation and innovation as the determinant factors of business performance. It means that certain policy that will be implemented in the cluster of SMEs should be directed to improve market oriented and innovative behavior. 
Cluster area can be one of the most important sources of competitive advantage for SMEs in the Indonesian food processing industry. Indonesia has abundance of less competitive SMEs located out of cluster. Promoting cluster policy for improving SMEs competitiveness in Indonesia can be one solution. Of course it is not easy due to relocation of SMEs in one area like cluster may need high initial investment, so that cost and benefit of this policy should be calculated carefully.
6 Conclusion
This study has addressed the important consideration when comparing performance, market orientation and innovation between clustered and dispersed SMEs in Indonesian food processing industry. The findings indicate that business performance in clustered SMEs is significantly different than that in dispersed SMEs. Other findings indicate that market orientation and innovation level in clustered SMEs is significantly higher than that in dispersed SMEs. By these finding, basic hypotheses (there are mean difference between clustered and dispersed SMEs) that are proposed in this study are proven. 

Further the result of this study also approved that business performance is affected by innovation and market orientation. Therefore we can conclude that the different level of business performance between clustered and dispersed SMEs is caused by the different level of market orientation and innovation. By this fact, we can conclude that cluster give positive condition for developing market orientation and innovation so that SMEs in the cluster area can perform better than dispersed SMEs. 
However, there are several limitations inherent in this research. First, this study did not consider the distance between clustered and dispersed SMEs location. It is possible for dispersed SMEs located nearby cluster receive benefit from the cluster. Second, the number of sample is relatively small if we consider generalizing this result of study. Additional research could complement this study with a larger regional sample to enhance the generalizability of these results. Longitudinal design may also provide insight into the long-term impact of cluster in improving business performance, innovation and market orientation level.
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