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A Study on Economics of
Industrial Clusters

ABSTRACT

The term “Clusters” comes from ecology, and its original
meaning refers to biological population living in the same perch
with symbiotic relationship. From the viewpoint of industrial
economics, industrial cluster is defined as industrial organization
possessing agglomeration economy that geographic proximity of a
group of firms of special appointed industry (same industry or its
relative industry) in special appointed area, according to the
vertical division of labour on the basis of specialization and
horizontal competition & cooperation relationship. Space
agglomeration and industry relativity are two remarkable
characteristics for industrial cluster.

Originally in physics, “Mechanism” is a concept concerned
with the mutual relationship and the function principle within
machinery, and then used in biology and medical science. From
the viewpoint of industrial economics, geographic centralizing
only is surface phenomenon of industrial cluster, and the study
on cluster mechanism helps us go deep into its inherent reason of
emergence, formation and development.

The main purpose of this research is to explore the

mechanism of industrial cluster, namely, the cause of
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emergence, dynamics of development, inherent function and
interaction relation with its ecological environment concerning
industrial cluster. This study is based on industry economics theory,
and every chapter adheres to coherent logical specification.

The main content of the thesis is summarized as following:

In Chapter One, previous literature about industrial cluster
is summarized. At first, domestic and international scholars’
industrial cluster concept is presented. Then development course
of industrial cluster theories is introduced, namely from Classical
economics, Neoclassical economics, New Trade economics,
Endogenous Growth economics to Industry economics,

In Chapter Two, the market mechanism of industrial cluster
is studied. In the virtue of regional market enlargement,
industrial cluster emerges, and the enlargement of the market
stems from the promotion of the market specialization. Besides,
the regional brand is a market signal that the industry cluster
transmits, Finally, an empirical study deals with market scale of
Taiwan Hi-Tech industry group and Zhejiang traditional industry
agglomeration,

In Chapter Three, the cost mechanism of industrial cluster is
studied. First of all, by means of game theory, the cost decrease
of clustering enterprises progressively is the foundation of
industrial cluster’s emergence. Then, Agglomerating economies
is an external economies of scale & external economies of scope
within local industry, and is prerequisite and foundation of
existence of industrial cluster. To deepen regional division of
labour can decrease production cost, and impel the birth of

industrial cluster on the basis of specialization. Finally, the
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ABSTRACT

industry agglomeration plays an active role in economizing a lot
of trade costs,

In Chapter Four, the learning mechanism of industrial
cluster is studied. First, by a game model, we come to the
conclusion that the competition advantage of agglomeration of
local industry lies in the learning effect within the area. Even if
“starting point” of two areas are inconsistent, can the backward
area realize the “catching up” goal relative to the advanced area
through promoting learning effect. Then, it is learning
mechanism that an endogenous motive force of development of
industrial cluster theoretically, and the endogeny of regional
learning is a source of key competitive power of industrial
cluster. Finally, an empirical study concerns learning effect of
industry agglomeration,

In Chapter Five, the innovative mechanism of industrial
cluster is studied. First of all, cooperative innovation is an
important source of competitive advantage of industry
agglomeration for a long time by analyzing clustering R&D
cooperation model. Then, this chapter studies the innovative
effect of industrial cluster; The innovation of industry
agglomeration is a non-linear course, and innovative ability is
endogenous in the area, so that it is the entrepreneur that plays a
irreplaceable role in the innovation of industry cluster. Finally,
the innovative effect of industry agglomeration is carried on the
analysis of cases, as proved further that innovation is a source of
endogenouses growth of cluster.

In Chapter Six, the factors flow mechanism of industrial

cluster is studied. First of all, mobile key factors’ trans-regional
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flow results in agglomeration equilibrium by analyzing clustering
model of factor flow, and interprets Zhejiang’s “zero resource”
clusters in theory. Then, industry clustering is a dynamic
evolution that the factors flow plays a key role, especially high-
quality human capital is primary factor of the rise & decline of
local agglomeration. However, at present our labour factor flows
retains institutional barriers in our country, and in future need
rational flow in order. Finally, The viscidity to the mobile key
factors of area is a growth element of local industry cluster, and
sticky places’ function consists in many aspects.

In Chapter Seven, the ecological mechanism of industrial
cluster is studied. First of all, industry agglomeration is one kind
of industrial ecological organization from “ Self-organized
system”. It is an ecological evolution course that the gradual
progress of industrial cluster, and follow the basic rule that
cooperation evolves and selects the superior and eliminates the
inferior. Secondly, a lot of clustering firms tend to form the
ecological chain based on the mutual link including input-output
relation. Moreover, there is a kind of interaction & influence
relation between industrial cluster and its dependent ecological
environment (mainly social environment), that the two have
formed the industry-clustering ecosystem. In the ecosystem,
ecological environment like social capital is the external condition
of industrial cluster’s development. Finally, the loose
government policy helps to mould a favorable ecological
environment, because the local government can only act as the
supporting role, the policy can only play a complementary role,

and industrial cluster roots is not any “plan” but a market-

4



ABSTRACT

oriented “spontaneous order”.
Major findings of this thesis include;

“ anatomizing

1. Following the researching thought of
sparrows”, this thesis goes through overall deep analysis on
market, cost, learning, innovation, factors flow & ecology
mechanism of industrial cluster.

2. This thesis brings forward industry cluster’s origin
mechanism, which market capacity enlargement and cost decrease
progressively is the foundation of industrial cluster.

3. This thesis puts forward a view of market-oriented
industry cluster, and specialization market plays an important
part in industrial cluster’s emergence; Regional brand is market
signal that industry agglomeration transmits.

4, This thesis makes the concept agglomeration economies
clear, and its basic principle is external large-scale production &
external scope economies on the regional industry’s level.

5. This thesis brings forward the evolution or development
mechanism of industry cluster, which local learning is
endogenous power of the development of industry cluster and
innovation is an important source of lasting competitive
advantage of industry agglomeration.

6. This thesis interprets a new concept “clustering core
competence”, and “clustering core competence” leads to industry
agglomeration’s “entry deterrence”.

7. This thesis expounds that mobile key factors’ trans-
regional flow results in agglomeration equilibrium, and explains
Zhejiang’s “zero resource” clusters in theory.

8. From the viewpoint of ecology, industry agglomeration is

5
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one kind of industrial ecological organization from * self-
organizing system”; there is a kind of interaction relation
between industrial cluster and its dependent ecological
environment (mainly social environment); the local policy can
only play a complementary role, and industrial cluster roots is

not any “plan” but a market-oriented “spontaneous order”.

Keywords: Industrial cluster, Mechanism, Industrial organization
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