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ABSTRACT  

Based on an agglomeration cycle theory, economic activities in one’s zone will decrease their 

performance because of in any cases such as discontinuation of the supply chain. It needs a strategy 

on how to maintain the durability of the performance. This paper focuses on industrial estate 

management companies in maintaining their existence to serve business actors in the estate. The paper 

in the literature review will explore the business model applied by the industrial estate manager starting 

from 1) value networks mapping; 2) Henry Chesbrough model; and 3) canvas business. All the models 

may be applied to technological developments, market competition, and the needs of prospective 

tenants.   

Keywords: Business expansion, industrial estate, special economic zone, business model.  

  

INTRODUCTION  

Industrial location is an important factor in regional development. It becomes a colony of industries in 

a certain location. It will provide benefits for each industry. The spatial concentration of industrial 

sector activities in one location is often referred to as an agglomeration. According to Ellison & Glaeser 

(1997), agglomeration doesn’t always occur in one type of industry, agglomeration can occur in several 

types of industries that are not related at all. The spatial concentration of similar or related industries 

means that the agglomeration is an industrial area. While the spatial concentration of the industry is 

not similar and it has no relationship at all. the agglomeration can be categorized as a spatial cluster 

only, not as an industrial cluster. The impact obtained by the industrial sector if it is located in an 

industrial cluster and a spatial cluster is not the same. Industries located in industrial clusters will get 

two benefits at once. They are the benefits of localization and urbanization savings (Fujita & Thiesse, 

2002).  

The complete and adequate infrastructure in industrial estates may be an advantage for the industries 

within them. It is managed by a single authority who has legality in dealing with tenants. The authority 

makes various regulations in the context of the management and operation of industrial estates such as 

making zoning rules, accessibility, and the use of various utilities.  
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The existence of an industrial estate will survive or even increase its competitiveness apart from the 

location advantage factor as well as the ability of its manager in maintaining the quality of services 

provided to tenant companies so that business actors will have high loyalty. However, the problem is 

that they have been established by managers. Many of them offer different benefits to the tenant 

companies so that they have many choices of industrial estate locations where they will develop their 

investment. Currently, there are quite some companies engaged in the management of industrial estates 

in Indonesia. In Java, there are around 58 estates, while West Java is the largest which are 43 industrial 

estates (Sabri et al., 2022). There are many managers of them in various conditions. Some of them are 

well developed and the rests are still in the planning and developing stages. This is where the manager's 

marketing and the attractiveness of the estates become the company's priority in showing the different 

values offered.  

The more diverse choices of business actors for existing industrial estates, they automatically compete 

with each other to win consumers (business actors/tenants) who want to join their industrial estates. 

As a result, the current industrial estate development approach must also be dynamic and follow the 

direction of the times, which are currently oriented to competition in science and technology to produce 

innovations that become the specialization of an industrial estate in Indonesia.  

Based on this phenomenon, industrial estates in Indonesia must have a good unique selling proposition 

(USP) (Erlangga, 2021; Liew, 2021) so that it is always the choice of business actors to join with it. 

Its existence of it is intentionally dependent on the management of the industrial estate management 

in providing services to the business actors in the location of the industrial estates so that they have 

competitiveness. For this reason, the paper in the literature review proposes alternative theoretical 

solutions in terms of 1) identifying prospective locations for business expansion offered to the tenants; 

and 2) proposing a business model for estates management by technological developments, conditions, 

and trends in the market competition and the needs of prospective tenants.  

Therefore, this paper will result in two novelties theoretically. First), currently, the agglomeration has 

been studied in regional planning while in business, agglomeration is one of the strategies for getting 

a profit by creating an industrial estate. Then, both in practice and theory, agglomeration in its cycle 

will decline the performance even if it will be stagnant and finally, it will die. While it is not too many 

studies related to how to extend the age of agglomeration in an industrial estate; and Second), 

agglomeration has been widely discussed in spatial science, both in geography and planning, but in the 

theory, the agglomeration has been adopted by business administration, because the agglomeration 

produces efficiency when industrial activities are gathered in one area. This condition is captured by 

the owners of the business as an opportunity to get profit margins because it gets positive externalities 

from the government in the form of providing infrastructure within the area and its environment. This 

externality is considered as a part of the competitiveness either in product differentiation or cost 

leadership.  Schematically, it can be described as follows (Fig 1).  
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Figure 1. Agglomeration in geography, regional planning, regional economics business perspective.  

This paper is divided into three parts. First, it talks about the supporting theories related to 

agglomeration because it is an embryo. Then, it talks about the agglomeration cycle and its problem at 

the end of the cycle. The second part talks about the industrial estate as one of the agglomeration 

variants and its aspects. The last part is a closing remark related to exploring references.  

1. Agglomeration  

The term agglomeration was originally introduced by Alfred Weber as one of the important factors to 

explain the factors determining industrial location (Skala & Rydvalova, 2021). According to him, there 

are 3 factors in choosing industrial locations 1) differences in transportation costs; 2) differences in 

wage costs, and 3) agglomeration savings. Meanwhile, Alfred Marshall (Dow, 2021; Chapeskie et al., 

2021) popularized the concept of externality whose application can also be used to explain the 

phenomenon of the formation of industrial concentration in a location. The externality model was 

introduced by Marshall. It comes from the assumption that knowledge spillover occurs between 

industries located in an area (Yi et al., 2011). Marshall's (Skala & Rydvalova, 2021) concept explains 

agglomeration economies, according to Mukhlis et al., (2021) agglomeration is the spatial 

concentration of economic activity in urban areas due to savings.   

2. Industrial estate as a special economic zone  

The implication of agglomeration is precisely elaborated on profit institutions. The form of it is that 

the companies engage in the industrial sector—because they are the ones which will do the efficiency 

of the production factors to make a profit (Graham  & Gibbons, 2019). According to Bredo (1960) that 

an industrial estate is a plot of land that is divided and developed based on a comprehensive plan for 

the use of a group of industrial companies. The planning includes plans for basic and supporting 

infrastructure development as well as industrial estate management plans. According to Lee & Jung 

(2020), an industrial estate is a plot of land that is developed and divided into plots through planning 

and equipped with road infrastructure, transportation, and other public utilities. Mahmud et al., (2021) 

define an industrial estate as a plot of land developed and managed for use by industry by 

comprehensive planning and has been designated as an industrial location.  

Meanwhile, in Indonesia, the term industrial estate is stated in Indonesian Law No. 3/2014. It is a land 

area where industrial activities are concentrated, equipped with supporting facilities and infrastructure 
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developed and managed by industrial estate companies. Thus, an industrial estate is an area located on 

one stretch of land which is equipped with various facilities and infrastructures in the form of basic 

infrastructure and supporting infrastructure that will be used by industrial company tenants jointly and 

managed by a business institution as a special economic zone (Fig 2).  

  

FIGURE 2. THE MAIN ADVANTAGE OF SPECIAL ECONOMIC ZONE 3. 

Agglomeration cycle  

According to Marshall's perspective (1890); Lao et al., (2021), the agglomeration itself is evolutionary. 

It means how the industrial life cycles influence the evolution of agglomerations over time and across 

geographic space. Marshall argues that economic agglomeration creates greater economic performance 

and increased profits at the beginning of the industrial life cycle, but economic performance will 

decline and reduce profits during the later stages of the industrial life cycle. That is, in the course of 

industry, agglomeration also undergoes a life cycle as described by many economic geographers such 

as Boschma & Frenken (2006). To explain this evolutionary change, several references including 

Potter & Watts (2011) describe the stages of the agglomeration life cycle model more deeply.  

4. The embryotic stage   

The beginning of the industrial life cycle begins with the process of transferring industrial activities 

(Schumpeter, 1942; Braunerhjelm et al., 2022). This form of industrial location shift occurs for two 

reasons, 1) bringing the industry closer to the market, such as the Japanese automotive industries, 

where some factories are located in Indonesia; and 2) bringing the industry closer to raw materials or 

resources. Based on the analysis, this movement also occurs when a small group of curious individuals, 

entrepreneurs, scientists, technologists, and R & D-intensive companies begin to develop knowledge, 

routines, technologies, radical innovations, new products, and services that are not market (Klepper, 

1997). In essence, these companies will experience a first-mover advantage by being the first to enter 

the embryonic industry. In the modern era, these companies are called start-up companies and are then 

followed by derivative companies.  

In this stage, several evolutionary processes occur. It encourages companies to begin to assemble in 

close geographic proximity. As stated by Boschma & Frenken (2006), this embryonic process begins 

with a small number of companies starting to agglomerate in close geographic proximity to wellknown 

founders, entrepreneurs, and scientists, creating start-ups within the industry. A process is known as 

the founder effect. Then, because of the offspring and spinoff processes, the companies breaking away 
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from their core will naturally inherit some of the knowledge and routines that enabled their parent 

company to be successful, and because spinoff companies are often located close to their parent 

company, mainly through kin selection, it also promotes agglomeration.  

In the next process, the companies in the embryonic agglomeration maintain global relationships and 

knowledge of different technologies throughout the life cycle from time to time, some companies 

specialize in certain stages of production. At this embryonic stage, it is indicated that there will be a 

lot of diverse companies, both small and subsidiary in agglomerating and resulting in the development 

of local supply chains and local production networks, which is analogous to interdependence. 

According to Gertler (1995), many companies choose to remain in the agglomeration to maintain local 

social ties, network centrality, network connectivity, and supply chain relationships characterized by 

high levels of attachment, relational trust, altruism, reciprocity, and cognitive. For more details, the 

embryotic agglomeration process can be explained visually in Fig 3 below.  

  

FIGURE 3. THE EMBRYO OF AGGLOMERATION (AUTHOR’S INTEPRETATION)  

5. The agglomeration growth stage  

As success develops, the embryonic stage develops into the growth stage of the industrial life cycle, 

characterized by rapid increases in enterprise entry, start-up, spin-off, and survival rates combined with 

low and sustained enterprise rates. For instance, empirical research conducted by Klepper & Miller 

(1995); Agarwal & Gort, (2002) has found that during this period in the industry life cycle there can 

be a 30 percent or more increase in the number of firms in the industry. In this agglomeration 

environment, companies continue to compete by pursuing a product differentiation strategy that 

emphasizes the use of research and development (R&D) methods to create product innovations.  

By having a large agglomeration of companies at the growth stage of the industrial life cycle, the 

surrounding region would benefit from a phenomenal period of economic growth as well as prosperity, 

as illustrated by the growth of the metal industry in Sheffield during the late 19th century and the 

growth of the automotive industry in Detroit during the early 19th century, the 20th century (Klepper, 

1997; Lamberg et al., 2018), and the growth of the computer industry in Silicon Valley (Saxenian, 

2018). However, the rapid growth in the number of firms also causes profits in the industry to begin 

to diminish (Klepper, 1996). Likewise, the increasing agglomeration of firms in one estate also causes 

several negative externalities to arise in the agglomeration, such as higher labor costs, higher land 

rents, congestion, and pollution costs (Phelps & Ozawa, 2003).  
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6. The mature agglomeration stage  

Although the level of evolution of each industry varies, some industries can sustain growth indefinitely, 

then the growth stage is eventually replaced by the mature stage of the industrial life cycle (Klepper, 

1996; O’Sullivan, 2021). During this period, several evolutionary changes occurred that caused the 

industry to mature. First, knowledge about business in an industrial environment can be transferred 

across geographic spaces with lower transaction costs (Bathelt et al., 2004). Second, due to natural 

selection, dominant designs emerged in the industry that allowed products to be standardized and 

produced using a capital-intensive high-volume mass production process rather than a craft production 

process (i.e. the standardization process). Third, there is a shift where companies begin to shift the 

emphasis on R&D. They change the product differentiation strategy that focuses on product innovation 

to a cost-saving strategy that emphasizes production innovation (Klepper, 1997). Due to these shifts, 

eventually, a shock occurs where many firms leave the industry and are no longer replaced by new 

entrants, which in turn reduces the total number of firms in the industry and reduces agglomeration 

diversity (Agarwal & Gort, 1996).  

7. The agglomeration decreasing stage  

Klepper (1997) describes the fourth stage of the industrial life cycle as characterized by a period of 

decline that affects the entire industry, brings benefits to producers and consumers, and has 

consequences for the development of agglomerations. Many factors that can trigger the decline stage 

are intensive price competition, excessive market capacity, disruptive innovation, product substitution, 

exogenous shocks, or unexpected changes in supplier or customer markets. This causes a decrease in 

the performance of the agglomeration area due to falling product prices, small profit margins, low 

probability of company survival, and high company exit rates from industrial agglomeration locations. 

Some companies go bankrupt because of improper routines either because of mismanagement by 

managers or because their products are no longer in demand. As a result, firms that will stay in the 

industry, especially the generalist firm species that are better able to adapt to consumer demands will 

adjust their routines and place more emphasis on new routines and new management strategies through 

radical innovation. These new routines can include relocation, and industrial diversification for other 

economic activities can be in the form of business combinations (acquisitions) (Campbell et al., 2016).  

The entire agglomeration stage and cycle can be explained visually in Fig 4 below.  

  

FIGURE 4. THE AGGLOMERATION CYCLE AND ITS PERFORMANCE  
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8. Business model as an alternative solution  

To overcome the decline in the performance of the industrial estate management companies, it seems 

that the proposed business model is an alternative to overcoming the death of industrial estates, 

although it is known that there are other ways, such as creating business innovations in the area (Porter, 

1990; Turoń, 2022). The business model has recently attracted great attention from various circles, 

both academics, and practitioners. In simple terms, business terminology is the activity of selling or 

buying goods or services carried out by a companyorganization or company to make a profit. While 

the model is a representation of an object that is smaller than the object actual or as a simple 

representation of a usable object in the calculations. When combined, the business model is a 

presentation of how an organization or company performsactivities to generate profits. The following 

will be explained several definitions of business models according to some literature.  

Christensen (2001); Alfawaire & Atan (2021) defines the business model as the source of all 

competitive advantage possessed by an organization that distinguishes it from the company's 

positioning of the product in the industry same. Zott & Amit (2009) measuring open innovation 

practices through topic modeling: Revisiting their impact on firm financial performance. Ciccullo et 

al., (2022) define a business model as a value chain structure (an activity-based concept), creating 

value by defining a series of activities starting from raw materials until the raw material reaches the 

final customer, where the value specified is added to the overall activity. The development of a lot of 

literature that describes the use of generic elements to make it easier to explain the meaning and 

definition of a business model.  

There are at least four benefits obtained by the company if it has a business model. The first is related 

to its components, the business model makes it easier for the planners and decision-makers in the 

company to see the logical relationship between the components in their business so that they can 

generate value for consumers and value for the company. Second, the business model can be used to 

help test the consistency of the relationships between its components. Third, business models can be 

used to help test the market and the assumptions used when developing a business. Fourth, business 

models can be used to show how radical a change is and its consequences.  

Several types of business models can be applied to companies, including 1) Value Networks Mapping. 

This concept was first developed by Verna Allee in the 1990s (Allen, 2008). At the heart of this concept 

is that value creation and exchange are central to understanding this business model. Companies are 

required to be able to clearly define how the company can create value and for whom the value is 

created. The main value that must be owned by the company is not only about money, the company 

can also create intangible values within the company; 2) Henry Chesbrough's Business Model (Bez & 

Chesbrough, 2021; Radziwon et al., 2022), he describes the concept of this business model in his book. 

The essence of this business model concept is that innovations that occur in a company are often 

accompanied by the need for a new business model. Chesbrough not only describes the business model 

but also discusses how changing a business model can be an innovation itself (see Fig. 5); and 3) 

Canvas Business Model (Dobrowolski & Sułkowski, 2021). The canvas business model has succeeded 

in turning a complex business model concept into a simple one. This business model canvas is 

displayed in the form of a canvas containing nine elements consisting of customer segment, value 
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proposition, channel, customer relationship, revenue stream, key resources, key activity, key 

partnership, and cost structure (see Fig. 6) (Puspayuda & Jaya, 2021).  

The best starting point in developing an innovative business model is that there must be a common 

understanding of what is meant by a business model. Organizations need a business model concept 

that is simple and easy to understand by everyone who can facilitate description and discussion. The 

challenge is that this concept may be simple, relevant, and intuitively understandable but not 

oversimplify the complexities of how business functions. Albats et al., (2021) explain the canvas 

business model is a concept that allows an organization to be able to describe the organization, and 

who its competitors are through a business model. This business model canvas concept has been used 

and tested almost all over the world and has been used in organizations such as IBM, Ericsson, Deloitte, 

the Canadian Department of Public Works, Government Services, and many more (Osterwalder & 

Pigneur,  2010). What makes this business model canvas different from other business models is that 

this concept can be a common language that allows an organization or company to easily describe and 

manipulate business models to then create new strategic alternatives. With a uniform perception or 

common language between companies in a region, especially when understanding the intent and 

purpose of this canvas business model concept. All parts of the organization or company can contribute 

ideas to create innovations in the business model strategy (see Fig. 6). Another very important thing 

about having a common language and understanding is that it will make it easier for organizations or 

companies to systematically make assumptions about a business model and innovate successfully 

(Osterwalder & Pigneur, 2010).  

  
Source: http://timkastelle.org/blog/2012/01/eight-models-of-business-models-why-theyre-important/ 

Figure 5. Chesbrough Business Model  

  
    Source: www.businessmodelgeneration.com  

Figure 6. Canvas Business Model  
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CONCLUSION  

Management business on industrial estate needs capital-intensive. For that reason, it needs an accurate 

way to prevent capital loss so that the agglomeration cycle can be extended. One of the ways is by 

offering a business model concept that is possible to keep the company from running its activities at 

the company's location. There are some ways to extend the agglomeration life cycle by using a value 

networks mapping business model which is expected to be able to create value from a business/product 

in companies. The next is the Henry Chesbrough Business Model by promoting innovations that occur 

in a company and the last business model is the canvas business by making agreements in 

understanding perceptions within the region.  
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