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Foreword

As transition to market economy and rural industrialization, many in-
dustrial clusters have come into being in some rural areas in China, which
consist of a lot of SMEs engaged in the similar or relevant industry by right
of local funds. We call them endogenous industrial clusters. How do these
industrial clusters form? What is the condition and mechanism of their for-
mation? These are the topics this book will examine,

Industrial cluster or industry localization is a common and interesting
economic geographical phenomenon, such as Silicon Valley in U. S. A. , the
third Italy, and Zhejiang in china. The problem is how this phenomenon
forms. Spatial economists tend to consider that it is the result of a lot firms
engaged in similar industry pursuing conglomeration effect when choosing
location. Although location endowments matter, if conglomeration econo-
my exists, history chance often occurs. That is, which location will win
out is not predictable in advance. Firms engaged in similar industry locate
the same space in order to share benefits such as pool labor market, infor-
mation transmission and innovation, and intermediate inputs etc,

Using this popular theory to explain the formation of endogenous in-
dustrial clusters in Chinese rural areas, we meet a great challenge, Indus-
trial clusters in Chinese rural areas are generated under certain historical
context when firms can't choose location freely due to institutional con-
straints. This phenomenon needs another explanation. Combining techno-
logical diffusion with industrial agglomeration, this book offers a frame-
work to explain the dynamics of endogenous industrial clusters in Chinese

rural regions during institutional change. We use the case of Qinghe cash-
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mere machining industrial cluster in Hebei province to illustrate and expand
our analysis.

In period of planned economy, because of the segregation policy be-
tween urban and rural areas, firms can’t establish factories across areas. In
addition, the villagers of rural regions prefer to establish enterprises in
hometown induced by the institution of community collective economy and
social network environments.

In the initial stage, the formation of endogenous industrial clusters is
the process that certain industrial technology diffuses among adjacent rural
communities to a large degree. We call it diffusion-localization agglomera-
tion. After several entrepreneurs introducing certain industry into the rural
community, other villagers will imitate this industrial activity affected by
bandwagon effect and information dependents, which leads this industry to
diffuse among villagers in adjacent rural communities via interpersonal con-
tact. Of course, the speed and extent of industrial technology diffusion de-
pends on some factors. On one hand, the characteristics of industry influ-
ence the speed of diffusion. On the other hand, dense relational network in
rural community, mobilization by village cadre, and the institutions that
encourage business startups also expedite the diffusion. Because interper-
sonal contact is the most important channel of industrial diffusion, and re-
lation networks of the villagers usually concentrate in local communities,
and also because of the agglomeration cffects, an industry generally diffu-
ses around the location which is initially chosen.

We emphasize the role of industrial technology diffusion in the forma-
tion of industrial clusters, not denying the role of agglomeration economy.
In the process of industrial technology diffusion among local villages,
external productive factors which are materials and facilities in the initial
stage will flow towards the locus of industrial cluster. After deregulating

the mobility across regions, outside labors, funds and entrepreneurs will
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flow to the industrial district. Moreover, when the industry has expanded
to a certain degree, auxiliary and relevant industries will appear in local re-
gion driven by the force of agglomeration economy. Technological diffusion
and industrial agglomeration(which are based on the fact that many individ-
uals influence each other in the process of choosing industry and location)

together lead to the formation of industrial clusters in Chinese rural areas.
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