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1. Introduction  

A strategy is a collection of plans and policies used by an organization to gain an advantage over 
its competitors [1]. Particularly, a business strategy refers to how a firm competes and positions 
itself successfully in the market [2]. Business strategy is developed, implemented, and assessed 
under the presumption of competition [3]. Reference Porter established a framework that illustrates 
how a firm might adopt a generic strategy [4], namely cost leadership, differentiation and focus 
strategies, to compete effectively [5], [6]. 

Reference Porter established a framework that illustrates how a firm might adopt a generic 
strategy, namely cost leadership [4], differentiation and focus strategies, to compete effectively [5], 
[6]. Porter's generic strategies are extensively used strategy dimensions in the literature [7],[8], 
robust and consistent [6]. Moreover, Porter‟s typology has driven the most theoretical refinement 
and empirical studies [9], and gained considerable empirical support over time [10],[12]. 
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 This study aims to to classify business strategies adopted by 
manufacturing firms. Data were acquired by sending questionnaires to 
Indonesian manufacturing firms in Java. Factor and cluster analysis 
were performed on 435 survey data. Using principal component analysis 
and varimax rotation, the factor analysis identified two distinct business 
strategies based on Porter's generic strategy: cost leadership and 
differentiation. Hierarchical and K-means clustering conducted 
sequentially enabled the identification of three clusters of business 
strategy: cost leadership, differentiation, and no strategy. According to 
the findings, the majority of Indonesian manufacturing firms utilize the 
differentiation strategy, followed by the cost leadership strategy. Only a 
small percentage of firms employ no strategy at all. The descriptive 
analysis of each cluster shows that the number of firms adopting the 
differentiation strategy is significantly higher than those pursuing the 
cost leadership strategy in a number of products, including food and 
beverage, computers, electronic, and optical products, as well as 
machinery and electrical equipment. For some products, such as 
automotive and furniture, the percentage of firms using cost leadership 
or differentiation strategies is comparable. Large firms dominate both 
clusters. Nevertheless, there are more large firms in the differentiation 
cluster than in the cost leadership cluster. The findings of this study 
enrich the body of knowledge in the domains of strategic management 
and manufacturing by classifying the business strategies that help firms 
achieve their business objectives, particularly in the context of emerging 
countries. 
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Firms describe their policy as advice for organizational activities at the lower level by starting 
with their competitive strategy. It is crucial to be shared across the organization so that everyone is 
aware of how to use it to accomplish the goals and how to measure its effectiveness. The purpose of 
communication generally contains the following Hafied: (1) Understanding what is communicated 
[13], (2) Understanding information or understanding of others, (3) Others may accept the ideas; and 
(4) Encourage others to take an action. Therefore, transparent and effective communication is 
needed to encourage the employees to implement the business strategy and to support the need for 
changes.  

Prior research used Porter's framework to assess the impact of business strategy on firm 
performance, finding that firms that embrace one strategy perform better than those stuck in the 
middle [7],[14]. Although a majority of them claimed that a differentiation strategy is more 
beneficial to the firms [6], [12], [14] several studies revealed that firms with a cost leadership 
strategy perform better than those with a differentiation strategy [15], [16]. 

Nonetheless, in order to assess its impact on firm performance, the business strategy of the firm 
should be identified. Several prior studies conducted cluster analysis to categorize the ways that 
firms adopt business strategy. For example, [7] compared the performance among three clusters of 
industry based on Porter‟s generic strategy. Those three clusters were notably distinct from one 
another on the basis of their emphasis on the differentiation strategy and the focus strategy but not 
on the basis of the overall cost leadership strategy. According to their study, if a firm develops at 
least one of the three generic strategies, it will perform better than it would if it didn't (i.e., becomes 
stuck in the middle).  

In the context of Indonesia, [17] carried out a cluster analysis at non-school educational 
institutions in the city of Malang. Six clusters have been created, which can be further separated into 
three groups: differentiation, differentiation and focus, and differentiation and cost. The result 
showed that the average performance of educational institutions utilizing Porter's generic strategy in 
combination is excellent and significantly better than the performance of those institutions using 
Porter's generic strategy in pure form. Moreover, [18] used Porter's general technique to categorize 
private universities in Kediri. This study resulted four clusters: differentiation, cost leadership, 
differentiation focus, and cost leadership focus. 

Despite the fact that previous studies showed that business strategy has a significant effect on 
performance, there has been little research that classifies firms according to Porter's generic strategy, 
particularly in the manufacturing sector in developing countries like Indonesia. As a result, the 
purpose of this study is to explore the extent to which Indonesian manufacturing firms adopt 
business strategy to address these two research questions (RQ): 

RQ1: What types of strategy are found among manufacturing firms? 

RQ2: Are the characteristics of the business strategy clusters different from one another? 

2. Theoretical Framework   

The distinction between three levels of organizational strategy has become increasingly 
emphasized in business policy literature: (1) corporate strategy, (2) business strategy [19], and (3) 
functional strategy [20]. Corporate-level strategy describes what an organization does and how it 
interacts in order to achieve success [15]. Domain navigation, or how an organization competes 
successfully in an industry, is a part of business-level strategy [13], [15]. Functional-level strategy, 
on the other hand, outlines how functions will contribute to business strategy Weir et.al by 
increasing the productivity of resources within each function and is frequently developed in line 
with business strategy [14],[21].  

These three levels of strategy form a hierarchy, implying a top-down approach to strategy 
formulation [21]. Nevertheless, in comparison to the other two strategies, business strategy is the 
subject of most of the strategy research [14]. More specifically, business strategy refers to how 
organizations position themselves in their competitive environment and/or create their strategic 
competencies to acquire a competitive advantage over their competitors [22]. 

Furthermore, Porter suggested how firms could adopt a generic strategy to compete effectively, 
namely cost leadership or differentiation strategies. The goal of the cost leadership strategy is to 
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provide the products at the lowest possible cost in the industry [22]. For this strategy, manufacturing 
cost reductions are critical to be implemented [22]. Because the cost leadership strategy focuses on 
producing standardized products at a low per-unit cost for price-sensitive customers [3], cost 
management is the highest priority [24]. Firms that adopt this strategy should keep costs under tight 
control and avoid overspending on innovation or marketing as well as cut prices when selling their 
products [4]. A differentiation strategy, conversely, requires the development of unique products that 
are unmatched by relying on the customer‟s brand loyalty. Firms can justify higher prices by 
providing superior value to customers such as higher quality, better performance, or unique features 
[4], [6], [20], [23]. 

Good firm performance can be achieved through those two strategies, cost leadership and 
differentiation [4]. They are incompatible, however, because they demand distinct resources and 
organizational structures, and only those organizations that can focus on one can achieve excellent 
performance [5], [7]. Accordingly, several studies have used Porter's typology to investigate the 
impact of business strategy on firm performance. For instance, Dess and Davis established a 
construct validity of Porter‟s typology [7]. They found that firms that employ one strategy 
outperform others that adopt a stuck-in-the-middle strategy. The connection between business 
strategy and performance was then studied by Robinson and Pearce using data from 97 
manufacturing firms of 60 different industries [12]. They discovered considerable disparities in 
performance amongst the groups. Firms with product innovation-focused strategic orientations, as 
well as those that combine strategic behavior patterns of efficiency and differentiation were linked to 
significantly better performance than other groups. 

Moreover, O‟Farrell studied the impact of a defined strategy (low-cost leadership, differentiation, 
and focus differentiation) on firm performance using a sample of service firms in Scotland and 
England [6]. They found that firms committed to at least one of these three strategies outperformed 
those that failed to adopt a generic strategy (that is, stuck-in-the-middle). Based on data from the 
Australian manufacturing industry,Sharma discovered that firms adopting the cost leadership 
strategy have significantly higher labor productivity regarding sales per employee than those using 
the focus strategy or the combination of differentiation and focus strategies [16]. Then, [5] 
integrated strategies, capabilities, and performance using a sample of 148 Spanish manufacturers. 
Their findings revealed that in order to be effective, the cost leadership strategy must be linked to a 
cost-cutting manufacturing strategy and capabilities. Manufacturing strategy and capabilities 
focused on flexibility, on the other hand, are required for a successful differentiation strategy. 

In addition, Nandakumar et.al investigated business strategies adopted by mechanical and 
electrical engineering firms in the United Kingdom [14]. According to their findings, firms that 
adopt one strategy, such as cost leadership or differentiation, outperform those that are stuck in the 
middle and lack a strong strategic orientation. Then, Banker et.al studied the relationship between a 
firm‟s strategic positioning and its long-term performance [25]. With 12,849 firm-year data from 
1989 to 2003, they suggested that firms using a differentiation strategy are more likely to maintain 
their current success in the future than those following a strategy of cost leadership. 

Regarding the Indonesian context, Omsa surveyed 305 small and medium enterprises (SMEs) of 
wooden furniture in Indonesia, particularly in East Java [26]. The findings of this study showed that 
both differentiation and focus strategies have a considerable impact on firm performance, whereas a 
cost leadership strategy has no meaningful impact. In addition, Ridjal and Muhammadin assessed 
the effect of business strategies on 101 banks‟ performance in Indonesia [15]. They found that low-
cost and focus strategies have a substantial impact on organizational and financial performances. 

Similarly, Purwantoro et.al analyzed the relationship between Porter‟s competitive strategy, firm 
resources, and performance [27]. Based on the investigation on six Indonesian automotive 
component firms, the findings suggested that firms with differentiation strategy show more optimal 
performance than those with cost leadership strategy. 

The key findings of prior studies looking into the relationship between Porter's business strategy 
and firm performance are summarized in Table 1. In conclusion, several studies have found that 
business strategy has a considerable impact on firm performance. Despite their distinctive findings, 
many of them argued that differentiation strategy benefits firms more than those with other 
strategies. 
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Table 1.  Results of Previous Studies of Porter‟s Generic Strategy 

Author (s) Findings 
Reference [7] Firms adopting one of the strategies have a better performance than those stuck in the middle.  

Reference [12]  Strategic orientations emphasizing product innovation, as well as those that combine strategic 

behavior patterns of 'efficiency' and 'differentiation,' are linked to significantly higher performance 

than other groups. 

Reference [6]  Service firms that adopt a differentiation strategy outperform those stuck in the middle. 

Reference [8]  Firm profitability is heavily influenced by strategy and environment. 

Reference [16]  Firms adopting the cost leadership strategy have much higher labor productivity regarding sales per 

employee than those pursuing the focus strategy or the combination of focus and differentiation 

strategies. Firms using the differentiation strategy have the largest firms in terms of employees and 

total annual sales. Besides, differentiators have the largest sales growth in the domestic market. 

Reference [28]  Cost-leaders perform at the lowest level, and firms combining cost-leadership and differentiation 

strategies perform at the highest level.  

Reference [5]  To be effective, a cost-leadership strategy must be coupled with a cost-cutting manufacturing 

strategy and capabilities. Conversely, a flexible manufacturing strategy and capabilities are required 

for a successful differentiation strategy. 

Reference [14]  Regarding both objective and subjective performance measures, cost-leaders and differentiators 

outperform stuck-in-the-middle firms. 

Reference [25]  A differentiation strategy, as opposed to a cost leadership strategy, enables a firm to maintain its 

current profitability to a greater extent. 

Reference [26] Both differentiation and focus strategies affect firm performance, while a cost leadership strategy has 

no significant impact on firm performance.  

Reference [15]  Cost leadership strategy and focus strategy have a significant influence on financial and 

organizational performances. 

Reference [27] Firms that use a differentiation strategy perform better than those who use a cost 

leadership strategy. 

Source: Adopted and modified from Nandakumar et.al [14]. 

3. Method 

This study conducts quantitative research approach with a survey method to address the research 
questions proposed. The questionnaire consisted of ten questions related to business strategy and 11 
questions related to demographics. In the questionnaire, closed-ended questions were provided as 
predefined multiple choices available for each question, so that respondents could simply click or 
circle the appropriate answer [28]. Since closed-ended questions indicate individual answers, they 
are likely to be more consistent over time and offer greater reliability [29]. To facilitate respondent 
understanding of the survey, the questionnaire developed was translated from English to Indonesian 
using a back-translation method [30]. 

3.1. Measurement Items of Business Strategy 

This study follows the most widely used typology from Porter cost leadership and differentiation 
strategy [4], [22]. Porter's typology has received more research attention compared to other concepts 
[31]. The measurements of these strategies were adopted from prior studies, mainly Dess and Davis 
[7]. Other items of the cost leadership strategy were taken from Luo and Zhao [32], whereas other 
items of the differentiation strategy were borrowed from Robinson and Pearce [12]. Cost leadership 
and differentiation strategies are considered as two strategic positioning dimensions along which 
companies may score high or low O‟Farrell rather than two opposite ends of a continuum [6]. In this 
study, therefore, the extent to which a company's strategy conforms to a particular strategic type was 
assessed using a five-point scale designed to measure each strategic type, ranging from 1=„least 
important‟ to 5=„most important‟ [7]. This approach allows hybrid or mixed (stuck-in-the-middle) 
strategies to be considered. The details of measurement items for business strategy and their codes 
are summarised in Table 2. 

Table 2.  Measurement Items of Business Strategy 

Strategy Mean Standard Deviation Supporting Literature 

Cost leadership    

BS01 Operating efficiency improvement 4.53 0.64 [7]  

BS02 Product quality control 4.68 0.61 

BS03 Existing products refinement/development 4.29 0.71 
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BS04 Manufacturing process innovation 4.26 0.71 

BS05 Emphasis on raw materials or components 

procurement efficiency 

4.31 0.76 [32]  

Differentiation    

BS06 Brand identification development 4.14 0.82 [7]  

BS07 Having cooperative and supportive 

distribution channels  

4.25 0.72 

BS08 New product development creation 4.00 0.87 

BS09 Providing customer service capabilities  4.54 0.71 [12] 

BS10 
Marketing techniques and methods 

innovation 

4.25 0.72 [7] 

3.2. Sample and Data Collection 

The manufacturing or processing industry is an economic activity that carries out the activity of 
changing a basic item mechanically, chemically or by hand so that it becomes finished/semi-finished 
goods with higher value [33]. Indonesia's manufacturing industry is extremely diverse and 
represents a vast array of natural resources available to the region [34]. The Indonesian government 
expects the manufacturing sector to be Indonesia's next engine of economic growth, and will, 
therefore, focus on its development over the next five years [35], [36]. 

Based on the considerations, this study involved manufacturing firms in Java as the population 
because of two reasons: (1) 2.8 million Indonesian manufacturing firms (64.29%) are in Java and (2) 
Java is the most important contributor to the Indonesian manufacturing industry, accounting for 
more than 70% of the national Gross Domestic Product (GDP) [37].  

This study employed purposive sampling in data collection which took place in five regions in 
Java, namely East Java, Central Java, Yogyakarta, West Java and Jakarta. Several cities in those 
regions were chosen for this study's sample based on the following two criteria: (1) having a high 
manufacturing industry density and (2) having industrial estates. Thus, East Java covered Surabaya, 
Sidoarjo, Gresik, Pasuruan and Mojokerto. Semarang represented Central Java, and Yogyakarta 
included the special region of Yogyakarta. West Java involved Tangerang, Bekasi, and Bandung, 
while Jakarta represented the Jakarta metropolitan area.  

Because of cost savings, restricted resources and the vast sample area, the survey questionnaire 
was self-administered, which provides the best access and answer rates in anonymous surveys [29]. 
This study used the 2017 Manufacturing Industrial Directory Badan Pusat Statistic as the sampling 
framework and the organization as a unit of analysis [38]. From June to October 2018, the survey 
was conducted by mail, e-mail, and online, as well as a personal survey. The questionnaires were 
given to firm executives such as managers, directors, and chief executive officers (CEOs). They 
were considered qualified to fill them out because they have a thorough understanding of the firm‟s 
strategies and operations. A total of 1,055 questionnaires were sent out, with 514 being returned and 
435 remaining in the dataset after data screening, for a response rate of 41.23% [39]. 

According to the results of the survey, the majority of respondents occupy top management 
position (23.4%), such as owner, CEO, or director, and managerial positions (57.8%). Team leaders 
and others make up the remaining respondents (18.8%). 62% of respondents had worked for more 
than five years, with 38.6% having done so for ten years or more and 23.4% for between six and ten. 
The remaining respondents (37.1%) had worked for a company for less than five years [39]. The 
results indicated that most respondents are in accordance with the desired criteria. 

4. Results and Discussion 

As shown in Table 2, items with the highest mean are: „Product quality control‟ (BS02, 4.68) and 
„Providing customer service capabilities‟ (BS09, 4.54). Overall, the standard deviations are smaller 
than one, indicating a reasonable dispersion of views on business strategy across the sample. 

4.1. Factor Analysis of Business Strategy 

The principal component analysis (PCA) was first run using SPSS 26, resulting in two factors 
with a total variance of 54.59%. Ten items of business strategy had loading more than 0.4. However, 
two cross-loading items, BS03 and BS09, were eliminated [40]. PCA was rerun and revealed KMO 
of 0.84 and Bartlett‟s Test of Sphericity of 883.35, significant at the 0.00 level. PCA resulted in two 
factors, yielding a cumulative total variance of 56.72%.  
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Table 3 exhibits the rotational factor loadings, communalities, and percentage of variance 
explained by each factor. The communalities ranged from 0.47 and 0.72, indicating that the two 
factors account for a reasonable amount of variance in each of eight items, and 56.72% of the total 
variance shows that there is not much more to explain. Even though one item (BS04) had a 
communality of 0.47, which was slightly less than 0.50, this item was retained because its loading 
exceeded 0.50 [40]. 

Next, the reliability of the scale of the items was checked to validate the questionnaire. 
Reliability indicates that a questionnaire consistently reflects the construct that is being measured 
[41]. The summated scales indicated by the two factors have alpha coefficients of 0.76 (Factor 1) 
and 0.70 (Factor 2), which were both higher than the required threshold of 0.70 [40]. These results 
showed that both factors were reliable enough for further investigation. The items in these two 
factors had loadings above 0.60, greater than 0.50 [40]. However, one item (BS04) had a loading of 
0.59, slightly below 0.6. There was no cross-loadings item, and no factors with fewer than three 
items, suggesting the best fit to the data [42]. Accordingly, the two-factor solution was accepted. 
The first factor referred to the differentiation strategy, and the second factor related to the cost 
leadership strategy. Thus, the two factors were appropriate according to Porter‟s typology. 

Table 3.  Factor and Related Items of Business Strategy 

Code Item 
Factor loading 

Communalities 
Factor 1 Factor 2 

BS04 Manufacturing process innovation 0.59  0.47 

BS06 Brand identification development 0.73  0.56 

BS07 Having cooperative and supportive distribution channels 0.61  0.53 

BS08 New product development creation 0.74  0.55 

BS10 Marketing techniques and methods innovation  0.73  0.55 

BS01 Operating efficiency improvement  0.84 0.72 

BS02 Product quality control  0.76 0.62 

BS05 Emphasis on raw materials or components procurement 

efficiency  

 0.70 0.53 

Mean 4.18 4.51  

Standard deviation 0.77 0.67  

Cronbach‟s alpha 0.76 0.70  

   Total 

Sum of squared loadings (eigenvalue) 3.41 1.13 4.54 

% of variance 42.59 14.13 56.72 

 

As Varimax (orthogonal) rotation was used and factor scores represent all items loading on the 
factor [40],[43], the scores obtained for each respondent were calculated against the two factors 
mentioned above and appropriate. These factor scores were used as a basis for the subsequent cluster 
analysis [41], [43]. 

4.2. Cluster Analysis of Business Strategy 

Clusters analysis is a convenient way to classify homogeneous object groups known as clusters 
[43]. Before cluster analysis, it was confirmed that the various variables used for clustering have no 
substantial collinearity, which would bias the results [40]. The tolerance values of seven items were 
over 0.10, and their VIF values were below 3, which was much less than the recommended cut-off 
value of 10 [40], showing that collinearity was not present. Both methods were used in this study in 
order [40]. Hierarchical clustering was employed in the initial phase to select the best cluster 
solution and the suitable number of clusters. The first cluster subtypes were generated using an 
agglomerative hierarchical clustering method based on Ward's algorithm and a squared Euclidean 
distance measure. As a commonly used method in hierarchical clustering [43], Ward‟s method is 
more likely to generate clusters with an approximately equal number of responses [40], [43]. The 
agglomeration coefficient was used to determine the cluster number by examining incremental 
changes in the coefficient [44]. According to the results, a greater coefficient difference  Hair et.al 
was found from two to three clusters (49.82%) than from one to two clusters (37.87%) [40].  

In the next phase, the results from the hierarchical clustering were then used in a non-hierarchical 
clustering (K-means). Table 4 shows the results from K-means using three clusters. Two-factor 
scores had significant differences among the three clusters. Cluster one consists of 267 respondents 
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who scored slightly below average for cost leadership (Factor 2) and somewhat above average for 
differentiation (Factor 1). This implies the tendency for differentiation strategy. Cluster two involves 
154 respondents with an above-average score for the cost leadership, but a well-below-average score 
for the differentiation; thus, it refers to the cost leadership strategy. Cluster three with 14 
respondents has a below-average score for differentiation and a well-below-average score for cost 
leadership. Hence, it can be presumed to be no strategy firms; that is, firms that do not rely on cost 
leadership or differentiation strategies. 

Table 4.  K-means Clustering of Business Strategies with Three Clusters 

Cluster Number of cases 
Regression Score 

Factor 1 Factor 2 
1 267 0.62 -0.02 

2 154 -1.03 0.36 

3 14 -0.53 -3.55 

ANOVA F 353.75 178.69 

4.3. A Descriptive Analysis of Business Strategy Clustering 

Table 5 presents the characteristics of respondents in each cluster of business strategies. Cluster 
one (differentiation) is the most popular among respondents and it dominates in most major 
products. In several products, such as food and beverage, machinery and electrical equipment, and 
computers, electronic and optical products, the number of firms adopting a differentiation strategy is 
significantly more than those pursuing a low-cost strategy. It indicates that they try to meet 
customers‟ needs and wants by offering unique or high-quality products [4], [45]. Firms should also 
innovate their manufacturing processes and marketing techniques as part of their differentiation 
strategy. It makes sense, given that a firm's success is directly related to its innovative strategy [46]. 
This result is consistent with previous studies. For example, Purwantoro et.al discovered that firms 
tend to adopt differentiation strategy [27]. Cluster two contains several respondents‟ firms that adopt 
a cost leadership strategy. For example, in the case of paper products, the number of firms pursuing 
a low-cost strategy is more than those following a differentiation strategy. Because most entail mass 
production, firms are more likely to utilize the cost leadership strategy that focuses on low-priced 
products [45]. Consequently, firms adopting the cost leadership strategy generally need a high 
relative market share and serve all major customer groups [47].  

Surprisingly, for some products, the number of firms employing the cost leadership or 
differentiation strategy is roughly equal, particularly in paper, coke and refined petroleum products, 
fabricated metal products, automotive, and furniture. Because most involve mass production, the 
companies are more likely to apply cost leadership strategy since the purpose of this strategy is low-
cost products [45]. Interestingly, some of respondents‟ firms implement differentiation strategy, 
implying that they make some effort to fulfil customers‟ needs by producing different or high-
quality products [23],[45]. For instance, cluster one contains 12 automotive manufacturers, while 
cluster two consists of 11 automotive manufacturers. The automotive firm offers several types of 
cars to suit customer requests, such as convertible, coupe, hatchback, minivan, SUV, and MPV. 
Moreover, the increasing ability of the middle class to buy cars instead of two-wheeled vehicles has 
led to the emergence of low-cost green cars (LCGC) with various types and models. Despite making 
a wide variety of models and types of cars, they must create affordable cars. Likewise, furniture 
firms aim to create unique, different, and high-quality products while keeping costs down. 

Large manufacturing firms make up the majority of the respondents' firms in clusters one and 
two, as seen in Table 5. Cluster one, however, contains a greater number of large firms than cluster 
two. This finding suggests that large firms only implement one strategy at a time. It differs from 
previous studies that showed manufacturing firms preferred combination methods [16], and that 
most large firms used both strategies simultaneously rather than one at a time [48]. Another study 
revealed that in order to succeed in e-business, cost leadership and differentiation strategies must 
both be integrated [49]. 

In addition, the majority of respondents (49%) have been operating from 21 to 50 years, with 132 
firms in cluster one and 80 firms in cluster two. Private firms dominate the respondents both in 
cluster one (207 firms) and cluster two (125 firms). Most of the respondents‟ firms are located in 
East Java, with 190 firms in cluster one and 122 firms in cluster two. In cluster one, more than half 
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of respondents (146) are located inside the industrial area, and the rest (121) are outside the 
industrial estate. In cluster two, most respondents (86) are located within the industrial estate, and 68 
respondents are outside the industrial estate. This result shows that it doesn't matter whether the firm 
is located in the industrial estate or not, most of them apply the differentiation strategy. Interestingly, 
the number of firms with no strategy is about equal among small, medium, and large firms; that is, 4, 
6, and 4 firms, respectively. They have been in business for less than five years and between 11 and 
20 years. Understandably, those firms seek out the ideal strategy to use at the start and during their 
operations. As time goes by, they can decide which strategy to apply. 

Table 5.  Characteristics of Respondents in Each Business Strategy Cluster 

Variable 
Cluster 1, n=267 

(Differentiation) 

Cluster 2, n=154 

(Cost 

Leadership) 

Cluster 3, 

n=14 

(No Strategy) 

Tota

l 

Main product     

food and beverage 71 38 6 115 

tobacco 9 2 0 11 

textile 17 11 1 29 

leather and footwear 5 2 1 8 

goods from wood, handicraft 4 1 0 5 

paper 12 13 0 25 

coke and refined petroleum products 2 2 0 4 

chemicals and chemical products 32 15 1 48 

pharmaceuticals and medicinal chemical 9 1 1 11 

rubber and plastic products 20 15 0 35 

non-metallic mineral products 14 7 0 21 

basic metals 2 0 0 2 

fabricated metal products, excepts machinery and 

equipment 

22 20 0 42 

computers, electronic and optical products 10 0 0 10 

machinery and electrical equipment 13 5 2 20 

automotive 12 11 1 24 

furniture 8 8 1 17 

other manufacturing 5 1 0 6 

repair and installation of machinery and equipment 0 2 0 2 

Number of employees     

small 29 11 4 44 

medium 51 37 6 94 

large 187 106 4 297 

Company’s age (years)     

< 5 16 10 4 30 

5-10 37 15 1 53 

11-20 45 36 5 86 

21-50 132 80 2 214 

> 50 37 13 2 52 

Company’s ownership     

state-ownership 4 7 2 13 

private 207 125 12 344 

multinational company 56 22 0 78 

Company’s location     

East Java 190 122 12 324 

Centre Java & Yogyakarta 17 11 1 29 

West Java & Jakarta 60 21 1 82 

In industrial estate     

yes 146 86 4 236 

no 121 68 10 199 

5. Conclusion 

The findings of this study revealed that most Indonesian manufacturing firms apply one of 
business strategies, either the cost leadership strategy or the differentiation strategy. The findings 
highlighted that most Indonesian manufacturing firms adopt the differentiation strategy, followed by 
the cost leadership strategy. The findings also showed that a small number of Indonesian 
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manufacturing firms use no strategy. It means that they do not focus on both the cost leadership and 
differentiation strategies. 

The findings indicated that firms with the differentiation strategy are twice as much as those that 
apply the cost leadership strategy for several products, including food and beverage, chemicals and 
chemical products, and computers, electronic, and optical products. For some products like furniture 
and automotives, howener, the number of firms using the differentiation strategy is almost equal to 
the number of firms using the cost leadership strategy. Although both clusters are dominated by 
large manufacturing firms, the differentiation cluster has more substantial firms than the cost 
leadership cluster. The majority of the manufacturing firms in both clusters have been in business 
for 21 to 50 years. The findings also showed that most firms, whether or not they are located in the 
industrial estate, use the differentiation strategy. 

The findings of this study enrich strategic management and manufacturing literature by 
clustering the business strategies that help firms in achieving their business objectives. Particularly, 
by describing the characteristics of business strategy clustering, the findings of this study extend the 
business strategy literature, especially in the context of emerging countries. Furthermore, the 
findings of this study can be used to conduct further research, such as examining the impact of 
business strategy on firm performance as well as differences in firm performance among clusters of 
business strategy. 
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