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Restructuring Industrial Districts, Scaling Up Regional Development:

A Study of the Wenzhou Model, China

Subject: China
Key Words: Marshallian industrial district, regional lock-in, the Wenzhou Model, China.

ABSTRACT

The Wenzhou Municipality in Zhejiang Province is spearheading China's marketization and 
development of private enterprises. Its successful development trajectory, centered on family- 
owned small businesses embedded in thick local institutions, resembles Marshallian industrial 
districts (MIDs). However, with China's changing institutional environment and intensifying 
competition, Wenzhou has been facing challenges. Since the late 1980s, Wenzhou has gone  
through two major rounds of restructuring (from family enterprises to shareholding cooperatives to 
shareholding enterprises), that have included four major types of strategic response: institutional 
change, technological upgrading, industrial diversification, and spatial restructuring. Firms in 
Wenzhou have gone through localization and delocalization, and locational choices reflect the dual 
destinations of globalizing cities and interior cities. The formation of new firms and clusters has 
been accompanied by mergers, acquisitions, and the emergence of multiregional enterprises 
(MREs), some of which have relocated their headquarters and specialized functions to metropolitan 
areas, especially Shanghai and Hangzhou. More recently, Wenzhou's growth has slowed, leading 
some to question the sustainability of the Wenzhou model. We argue that Wenzhou's development  
is in danger of regional lock-ins--relational, intergenerational, and structural. Wenzhou's experience 
challenges the orthodox concept of MIDs and calls for "scaling up" regional development.
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C h in a ’s m iracu lo u s rise  h as  been  spearheaded  by  se lec ted  co asta l localities , and  the 

m u ltiface ted  d ev e lo p m en t and  tran sitio n  have  been  d riv en  by  in terp lay s  o f the  state, 

g lo b al cap ita l, and  lo ca lities , em p o w ered  by  the  trip le  tran sitio n  o f  decen tra liza tion , 

m ark e tiza tio n , and  g lo b aliza tio n  (W ei 1999, 2000). T h ree  w e ll-k n o w n  m o d els  o f 

in d u stria l d istric ts  and  reg io n a l d ev e lo p m en t--th e  S u n an  m odel, the  P earl R iv e r D e lta  

(PR D ) m odel, and  the  W enzhou  m o d el--h av e  g en e ra ted  co n sid erab le  scho larly  atten tion  

(F an  1995; L in  1997; O i 1999; M arto n  2000; W ei 2002; L u  and  W ei 2007). T h is  re search  

is co n sis ten t w ith  the  ren ew ed  in te re st in  the  cau ses o f  u n ev en  d ev e lo p m en t and  w h y  

lo ca lities  d isp lay  d iffe ren t tra jec to ries  o f  d ev e lo p m en t in  the  co n tex t o f  g lo b aliza tio n  

(C ox  1997; S co tt 1998). T h e  W enzhou  m odel, b ased  on  fam ily -o w n ed  sm all businesses, 

w h ich  re sem b les  M arsh a llian  in d u stria l d istric ts  (M ID s), d rew  substan tia l in tern a tio n al 

a tten tio n  in  the  ea rly  1990s (N olan  and  D ong  1989; A . P. L. L iu  1992; Y. L. L iu  1992; 

P arris  1993; Z h an g  1994), and  in te re st h as  b een  ren ew ed  in  re cen t years (M a and  C ui 

2002; Ye and  W ei 2005).

H ow ever, reg io n a l d ev e lo p m en t is n ev e r a sm ooth  p rocess, and  re search ers  have 

been  in trig u ed  by  the  re stru c tu rin g  o f  the  d ev e lo p m en t m odels. S ince the  la te  1980s, 

W en zh o u ’s fam ily  en te rp rises  have  go n e  th ro u g h  tw o  ro u n d s o f  res tru c tu rin g : f irs t to 

shareho ld ing  co o p era tiv es  and  th en  to  shareh o ld in g  en terp rises  w ith  the  em erg en ce  o f 

m u ltireg io n a l en terp rises  (M R E s).

W h ile  scho lars  have  ch a llen g ed  the  o rth o d o x  no tio n s  o f  the  S unan  m odel and  the 

P R D  m o d el (W ei 2002; L u  and  W ei 2007), W en zh o u ’s d ev e lo p m en t and  re stru c tu rin g
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have  la rge ly  escap ed  in te rn a tio n a l scrutiny. Inc iden ta lly , W estern  lite ra tu re  has also  

q u estio n ed  the  re lev an ce  o f  the  M ID  co n cep tu a liza tio n  and  em p irica l v a lid ity  o f  the 

Ita lian  m o d el (W hitfo rd  2001; H ad jim ich a lis  2006) and  has p ro p o sed  a lte rna tive  

in d u stria l d istric ts  and  ca lled  fo r  “g lo b a liz in g ” reg io n a l d ev e lo p m en t (C oe e t al. 2004; 

Y eung 2005). C learly , the study  o f  W enzhou  has s ign ificance b o th  in side  and  ou tside  

C hina, and  the  im p o rtan ce  o f  C h in a ’s d ev e lo p m en t m o d els in  the  lite ra tu re  has y e t to  be 

realized .

O u r study  has advanced  the  re search  on  reg io n a l d ev e lo p m en t by  in v estig a tin g  the 

re stru c tu rin g  o f  the  W enzhou  M u n ic ip a lity  in  Z h e jian g  P rov ince. K n o w n  fo r the 

W enzhou  m o d el o f  d eve lopm en t, the  reg io n  has spearheaded  the  rise  o f  p riva te  

en terp rises  in  C h in a .1 W e ex p lo red  eco n o m ic  re s tru c tu rin g  and  in d u stria l re lo ca tio n  to 

u n d erstan d  the  re stru c tu rin g  p rocess and  the ro le  o f  lo ca l in stitu tio n s in  p ro m o tin g  and 

co n stra in in g  g ro w th  and  to ch a llen g e  the  o rthodox  no tio n s o f  the  W enzhou  m odel and  the 

M ID s. W e asked: C an W enzhou  still be  co n cep tu a lized  as an  M ID ? H o w  is the  reg io n  

being  re s tru c tu red ?  W h a t are the  spatia l d im ensions o f  the  re stru c tu rin g ?  W h a t are the 

ro les  o f  lo ca l state in s titu tio n s?  O u r re search  d rew  on  the  lite ra tu re  o f  ev o lu tio n ary  and

1 We classify industrial enterprises into four types o f ownership forms: state, collective, 

foreign, and nonstate. Nonstate enterprises refer mainly to private enterprises, including 

individual enterprises, cooperative enterprises, shareholding enterprises, and limited liability 

corporations.
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in stitu tio n a l eco n o m ic  geography , p articu la rly  in d u stria l d istric ts. W e u sed  the  co n cep t o f  

reg io n a l lo ck -in  to  an a ly ze  the p rocess o f  re s tru c tu rin g  and  to  d em o n stra te  th a t W enzhou  

has a strong  ab ility  to  ad ap t to  change. H ere , w e  argue tha t the  W enzhou  case  rep resen ts  a 

s ig n ifican t p a th w ay  to  d ev e lo p m en t and  tha t the  o rth o d o x  no tio n s  o f  M ID s and  the 

W enzhou  m o d el no  lo n g er cap tu re  the  essen ce  o f  W en zh o u ’s d ev e lo p m en t s ince the  late  

1980s. W e show  th a t the  re stru c tu rin g  p rocess is led  by  b o th  lo ca l g o v ern m en ts  and  

en trep ren eu rs  th a t are em b ed d ed  in  th ick  lo ca l n e tw o rk s and  in v o lv es  in stitu tio n a l change, 

u pg rad in g , d iv ersifica tio n , and  re lo ca tio n  to  ov erco m e the  lim its  o f  fam ily  business. T he 

W enzhou  ex p erien ce  ch a llen g es the  eco n o m ic  g eo g rap h y  lite ra tu re  th a t overly  

em p h asizes  sm all firm s and  lo ca l asse ts  and  ca lls  fo r the  “ sca ling  u p ” o f  reg io n a l 

developm en t. T h e  re su lts  o f  ou r study  have  the p o ten tia l to  en rich  the  u n d erstan d in g  o f 

the  re stru c tu rin g  o f  in d u stria l d istric ts  and  the  ro le  o f  in stitu tio n s in  reg io n a l 

developm ent.

Theoretical Background: The Restructuring of Industrial 

Districts

T h e n a tu re  o f  in d u stria l d istric ts  and  the  im p ac t o f  g lo b aliza tio n  h av e  gen e ra ted  

co n sid erab le  scho larly  debate . D esp ite  the  c la im s o f  a b o rd e rless  w o rld  and  the  h o llow ing  

ou t o f  n a tion -sta tes, scho lars  have  argued  tha t the  w o rld  eco n o m y  is n o t a s in g u lar g lobal 

p ro d u c tio n  factory , b u t a reg io n a l w o rld  o f  p ro d u c tio n  co n tested  by  reg io n a liza tio n , 

re te rrito ria liza tio n , and  g eo g rap h ic  em b ed d ed n ess  (C ox  1997; S co tt 1998). T h is  lite ra tu re
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has argued  fo r in d u stria l d istric ts  as n o d es fo r g lo b aliza tio n /lo ca liza tio n  and  m o to rs  fo r 

eco n o m ic  developm en t. In d u stria l d istric ts  are ch a rac te rized  by  flex ib le  sp ec ia liza tio n  

and  ag g lo m era tio n  eco n o m ies, w ith  a synerg istic  co m b in a tio n  o f  dense  lo ca l ne tw orks, 

lo ca l inn o v atio n , and  learn ing , as w e ll as the  fo rm a tio n  and  c lu ste rin g  o f  sm all firm s 

(P io re  and  S abel 1984; S co tt 1988; S tab er 2001). T h e  lite ra tu re  on re stru c tu rin g  v iew s 

reg io n a l dec line  and  the  em erg en ce  o f  new  eco n o m ic  spaces as spatia l m an ife sta tio n s o f 

the  tran sfo rm atio n  fro m  F o rd is t p ro d u c tio n  to  flex ib le  p ro d u c tio n  (S co tt 1988; S to rper 

and  W alker 1989). M ID s th ere fo re  em p h asize  sm all, lo ca lly  o w n ed  firm s, lo ca l ne tw orks, 

and  the  cap ab ility  o f  se lf-susta in ing  en d o g en o u s grow th .

R ecen tly , the  lite ra tu re  on in d u stria l d istric ts  h as  been  q u estio n ed  and  ev en  critic ized  

fo r its narro w  focus on lo ca l in stitu tio n s and  n e tw o rk s and  fo r its  fa ilu re  to  take  in to  

acco u n t the  effec ts o f  g lo b a liza tio n  and  the  ro le  o f  large  firm s (C oe 2001; W h itfo rd  2001; 

H ad jim ich a lis  2006). F irst, re search  on in d u stria l d istric ts  has co n cen tra ted  in  a few  areas 

in  d ev e lo p ed  co u n tries, and  scho lars  have  in c reasin g ly  re co g n ized  v aried  fo rm s o f 

in d u stria l d istric ts. M ark u sen  (1996) syn thesized  fo u r p ro to ty p es o f  in d u stria l d istricts: 

M ID s, h u b -an d -sp o k e  d istric ts , sa te llite  p la tfo rm s, and  s ta te -an ch o red  d istric ts. 

A lte rn a tiv e  in d u stria l d istric ts, such  as n eo -M ID s (A m in  and  T h rift 1992) and  

sa te llite -M ID s (C oe 2001), hav e  also  been  p roposed . In d u stria l d istric ts  in  develop ing  

co u n tries  have  structu res and  d ev e lo p m en t p ro cesses  th a t are d iffe ren t from  ty p ica l M ID s 

in  th a t th ey  hav e  em p h asized  the  im p o rtan ce  o f  fam ily  c irc les , ac tive  lo ca l states, 

freq u en t in fo rm al n e tw o rk s, the  co h ab ita tio n  o f  sm all firm s and  F o rd is t g ian ts, and  a low
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d egree  o f  sp ec ia liza tio n  (P ark  and  M ark u sen  1995; R ab e llo tti 1995; S chm itz  1995; 

P ie tro b elli and  B arre ra  2002).

D istin c t m o d els  o f  in d u stria l d istric ts  and  reg io n a l d ev e lo p m en t have  em erged  in  

C hina, b u t have  la rge ly  e scap ed  the  a tten tio n  o f  the  eco n o m ic  g eo g rap h y  lite ra tu re . T hey  

h ave  been  p ro d u ced  th ro u g h  in cen tiv es  and  co n stra in ts  th a t are co n ta in ed  in  the 

in stitu tio n a l fram ew o rk s th a t w ere  p re sen t at the  b eg in n in g  o f  C h in a ’s re fo rm  (W hiting  

2001) and  th ro u g h  in stitu tio n a l ch an g e  during  the re fo rm  (H an  and  P an n ell 1999; W ei 

2007). T he S unan  m o d el a ttribu tes the  d ev e lo p m en t o f  S unan  to  the  lo ca l sta te -d irec ted  

to w nsh ip  and  v illag e  en te rp rises  (T V E s), o r lo ca l state  co rp o ra tism  (O i 1999), and  is 

v iew ed  as d ev e lo p m en t/u rb an iza tio n  from  b e lo w  (M a and  F an  1994). T h e  d ev e lo p m en t 

o f  the  P R D , o r the  P R D  m odel, is co n cep tu a lized  as ex te rn a lly  d riven  d ev e lo p m en t and  

ex o -u rb an iza tio n  (E ng 1997; S it and  Yang 1997). T he W enzhou  m o d el is k n o w n  fo r a 

d ev e lo p m en t pa th  th a t is cen te red  on sm all-sca le  fam ily  en te rp rises  (A. P. L. L iu  1992). 

H ow ever, S unan  has m o v ed  b ey o n d  the  S unan  m o d el w ith  the  in fu sio n  o f  g lo b al cap ita l 

(W ei 2002), and  the  P R D  has a ttem p ted  to  “d o m estica te  g lo b a liza tio n ” by  em bedd ing  

g lo b al firm s and  d ev e lo p in g  en d o g en o u s in n o v atio n  capac ities  (Lu and  W ei 2007). S ince 

the  recen t ch an g es in  W enzhou  hav e  la rge ly  escap ed  in te rn a tio n a l atten tion , w e w an ted  to 

ex am in e  the  re s tru c tu rin g  p ro cess  and  to  ask  w h e th e r W enzhou  still rep resen ts  an 

o rth o d o x  M ID .

S econd, a sm all bo d y  o f  lite ra tu re  has em erg ed  th a t q u estio n s the  re lev an ce  o f  the 

n o tio n s  o f  M ID s and  the  Ita lian  m o d el (A m in  2000; W h itfo rd  2001; H ad jim ich alis  2006).
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Ita lian  in d u stria l d istric ts, as sym bols o f  successfu l sm all-sca le  flex ib le  cap ita lism , hav e  

b een  ch a llen g ed  by  chan g in g  g lo b al co n tex ts  (A m in  and  T h rif t 1992; G lasm eie r 1994). 

L ike the  w o rk  o f  g eo g rap h ers  in  the  1980s, w ho  v iew ed  u n ev en  d ev e lo p m en t and  spatial 

re s tru c tu rin g  as a n a tu ra l log ic  o f  cap ita lism  (S to rper and  W alker 1989), ch an g e  h as  been  

a n a tu ra l p a rt o f  the h is to ry  o f  in d u stria l d istric ts  (A sheim  2000), w h ich  are u n stab le  

in stitu tio n s w ith  deep  s tructu ra l in s tab ilitie s  (H arrison  1992). In stitu tio n s  are in  a state o f 

flux , ch a rac te rized  by  ch an g es and  in n o v atio n s, as w e ll as inertia , durability , and  path  

dependence . In  reg io n s th a t are d o m in ated  by  old , heavy, spec ia lized  industries , such  as 

B ad en -W u rttem b erg , lo ca l in stitu tio n a l s tructu res m ay  be m u ch  less flex ib le , w ith  the 

p o ten tia l o f  reg io n a l lock -in , a situation  in  w h ich  a lo ca l in stitu tio n a l reg im e  gets  “ stuck  

in  a g ro o v e” th ro u g h  a p ro cess  o f  rig id ifica tio n  and  g ro w in g  in flex ib ility  (G rab h er 1993). 

R eg io n a l lo ck -in  is a m u ltisca led  p rocess th a t is h ig h ly  d ep en d en t on p lace  (M artin  and 

S un ley  2006), and  G rab h er (1993) id en tified  th ree  types o f  lock-ins: fu n c tio n a l, cogn itive , 

and  po litica l. B u t the  lite ra tu re  is d o m in ated  by  stud ies o f  E u ro p ean  co u n tries, and 

re search  has h a rd ly  b eg u n  to  lo o k  at ad ju stm en t (van  G ru n sv en  and  S m akm an  2005). N o t 

on ly  can  lo ck -in s  be  o b serv ed  in  o ld  in d u stria l areas, th ey  are also  p artly  resp o n sib le  fo r 

the  in flex ib ility  o f  m o d ern  in d u stria l d istric ts  (H assin k  and  Sh in  2005).

In d u stria l d istric ts  hav e  b een  underg o in g  re s tru c tu rin g  (C ainelli, Iaco b u cc i, and 

M o rg an ti 2006; D u n fo rd  2006). M artin  and  S un ley  (2006) su m m arized  fiv e  p o ssib le  

scenarios to  escap e  n eg a tiv e  reg io n a l lock-in : (1) the  in d ig en o u s c rea tio n  o f  new  

tech n o lo g ies  and  in d u stries , (2) h e te ro g en e ity  and  diversity , (3) tran sp lan ta tio n  from

8



elsew h ere , (4) d iv ers ifica tio n  in to  (techno log ica lly ) re la ted  industries , and  (5) upgrad ing  

o f  ex isting  industries . W h ile  these  scenarios cen te r on  tech n o lo g ica l d ev e lo p m en t and  

u p g rad in g  w ith  little  a tten tio n  to  re lo ca tio n , S cham p (2005) g ro u p ed  tw o  d o m in an t 

s trateg ic  re sp o n ses  to  in d u stria l dec line  in  G e rm an y : firm s e ith e r stayed  in  the  in d u stry  

b u t le ft the reg io n  (re location ) o r stayed  in  the  reg io n  b u t le ft the  in d u stry  

(d iversifica tion ). H ad jim ich alis  (2006) h ig h lig h ted  th ree  in te rre la ted  restru c tu rin g  

p ro cesses  in  Italy : (1) m ergers and  acq u isitio n s and  the  fo rm atio n  o f  large , v e rtica lly  

in teg ra ted , firm s and  g ro u p s; (2) d e lo ca liza tio n  o f  p ro d u c tio n  to  lo w -co st reg io n s or 

co u n tries; and  (3) rep lacem en t o f  Ita lian  c ra ft w o rk e rs  by  n o n -E u ro p ean  U n ion  

im m igran ts. E ray d in  (2001) id en tified  th ree  tra jec to ries  o f  change: losing  co m p etitiv en ess, 

m ergers and  in teg ra tio n  w ith  g lo b al p ro d u c tio n  netw orks, and  innovation . O th ers  have 

em p h asized  b u ild in g  lo ca l “b u zz ,” “p ip e lin es ,” and  “g lo b a liz in g ” reg io n a l d ev e lo p m en t 

(B athelt, M alm berg , and  M ask e ll 2004; C oe e t al. 2004; Y eung 2005). W e argue tha t 

in d u stria l d istric ts  in  C h ina  also  face  p ro b lem s o f  g ro w th  and  the  p ressu res o f 

g lo b aliza tio n  and  com petition . W e co n cep tu a lize  the  re s tru c tu rin g  o f  the W enzhou  m odel 

as a re sp o n se  by  lo ca l in stitu tio n s and  firm s to po ten tia l reg io n a l lo ck -in  and  d ev e lo p m en t 

prob lem s. In  th is  artic le , w e ex am in e  w h e th e r W enzhou  firm s are underg o in g  a sim ilar 

p ro cess  o f  re s tru c tu rin g  and  ana lyze  fo u r m ajo r types o f  stra teg ic  response : in stitu tio n al 

change, tech n o lo g ica l u pgrad ing , in d u stria l d iv ersifica tio n , and  spatia l restructu ring .

T h ird , the  lite ra tu re  has pa id  little  a tten tion  to  the  re lo ca tio n  o f  firm s and  the 

fo rm a tio n  o f  d e lo ca lized  g roups. O n the  o th e r hand , re search  on the  re lo ca tio n  o f  firm s
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d ea lt w ith  the ch a rac te ris tic s  o f  o rig ins, d estina tions, d riv ing  fo rces, and  effects. I t has 

d is tin g u ish ed  b e tw een  p artia l re lo ca tio n  and  co m p le te  o r to ta l re lo ca tio n , as w e ll as 

b e tw een  in d u stria l d ecen tra liza tio n  and  suburban iza tion , and  has stressed  th a t the  m ain  

d riv ing  fo rces  are ex p an sio n  and  the  need  fo r m o re  su itab le  p rem ise , co st-sav in g , and 

p o licy  in cen tiv es  (P ellenbarg , v an  W issen , and  van  D ijk  2002; B rouw er, M ario tti, and  

van  O m m eren  2004). W h ile  n eo c lass ica l th eo ries  em p h asize  the  m ax im iza tio n  o f  p ro fits  

and  b eh av io r th eo ries  ex p lo re  the  p re fe ren ces  o f  d ec is io n  m akers, in s titu tio n a l theo ries 

are m ore  in te re sted  in  the  p ro cess  and  in stitu tio n a l en v iro n m en ts  o f  re lo ca tio n , esp ecia lly  

go v ern m en ts, n e tw o rk s, and  lan d  m ark e ts  (H ay ter 1997; B rouw er, M ario tti, and  van  

O m m eren  2004; M ario tti 2005). W e ho ld  th a t spatia l ex p an sio n  o f  p ro d u c tio n  is n o t ju s t  

hap p en in g  and  being  led  at the  g lo b al scale by  M N E s, b u t is a lso  o ccu rring  w ith in  

coun tries, led  by  lo ca l firm s go ing  n a tio n a l and  even  g lobal. R e lo ca tio n  is essen tia l to  the 

re stru c tu rin g  o f  the  W enzhou  m o d el and  the  fo rm a tio n  o f  W en zh o u ’s M R E s, rep resen tin g  

a lo ca l app roach  to  the  p ro b lem  o f  lo ck -in  and  the  p rocess o f  eco n o m ic  re stru c tu rin g . In  

a ttem pting  to  fill the gap  in  the  lite ra tu re , w e an a ly ze  the  re lo ca tio n  o f  firm s and  the  ro le  

o f  institu tions.

L ast, the  lite ra tu re  on in d u stria l d istric ts  has em p h asized  the  sig n ifican ce  o f  local 

in stitu tions, b u t has d eem p h asized  the  ro le  o f  the state. T h e  M ID  lite ra tu re  o ften  ignores 

the  ro le  o f  the  state (H ad jim ich a lis  2006), and  fo r M artin  and  S un ley  (2006), the  k ey  

d e term in an ts  o f  b reak in g  o u t o f  lo ck -in  are large  firm s, re search  in stitu tio n s , and  h um an  

cap ita l. In  E ast A sia , the  m ark e t is “g o v ern ed ” (W ade 1990), and  the state  is heav ily
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in v o lv ed  in  eco n o m ic  and  reg io n a l d ev e lo p m en t (P ark  and  M ark u sen  1995). S tate 

cap ac ity  re lie s  on  p o licy  in stru m en ts  and  in stitu tio n a l links w ith  the  en terp rises. H ow ever, 

the  n o tion  o f  the  E ast A sian  d ev e lo p m en t state  is static and  aspatia l. T h e  state  is 

tran sitio n a l (W ei 2005), and  sta te-so c ie ty  re la tio n s  ch an g e  w ith  tim e and  space. M oreover, 

a strong  lo ca l in stitu tio n  m ay  in su la te  firm s fro m  co m p etitiv e  p ressu res  and  tu rn  obstacles 

in to  in n o v a tio n  (H assink  and  Shin  2005), and  a c ru c ia l issu e  is the  p rec ise  n a tu re  o f  the 

in stitu tio n s and  th e ir  re la tio n sh ip s  w ith  eco n o m ic  g ro w th  (H enry  and  P in ch  2001).

C h in a ’s d ecen tra liza tio n  has em p o w ered  lo ca l states to  p artic ip a te  d irec tly  in  the 

d ev e lo p m en t p rocess as p lan n ers, re fo rm ers, and  d ev e lo p e rs/en trep ren eu rs , fa r b eyond  

p ro v id in g  ju s t  pub lic  g o ods (W ei 2002). H ow ever, the  loca l g o v ern m en t is n e ith e r a 

u n ita ry  ac to r pu rsu in g  lo ca l g ro w th  and  p ro tec tio n ism  n o r an  in d ep en d en t adm in istra tive  

en tity  re s is tin g  p o licy  m an d ates from  h ig h e r ad m in is tra tiv e  leve ls  (Tsai 2002). T he 

W enzhou  g o v ern m en t w as to le ran t o f  sem ilegal o r illeg a l p rac tices  during  ea rlie r years  o f  

re fo rm s and  has b eco m e m ore  ac tive  in  im p lem en tin g  lo ca l p o lic ies  one step ahead  o f 

o th er p laces  by  in n o v a tiv e ly  labe ling  p riv a tiza tio n  as “ S ocia lism  w ith  C h inese  

C h arac te ris tic s” ; how ever, the  p rocess has b een  frau g h t w ith  po litica l tension . W e 

d em o n stra te  the  strong  ab ility  o f  the  reg io n  to  ad ap t to  ch an g e  and  the  im p o rtan t, yet 

chang ing , ro le  o f  lo ca l states in  restru c tu rin g .

Research Setting and Methodology

T he W enzhou  m o d el is one o f  the  m o st successfu l m odels  o f  in d u stria liza tio n  and
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reg io n a l d ev e lo p m en t in  C hina. W e v iew  in d u stria l d istric ts  as h ie ra rch ica l spatial 

o rgan iza tions and  trea t W enzhou  M u n ic ip a lity  as a m etro p o litan -lev e l in d u stria l d istric t 

th a t co rresp o n d s w ith  C h in a ’s ad m in is tra tiv e  system  and  its  d is tin c tiv e  lo ca l in stitu tio n s 

and  ch arac te ris tic s , such as a strong  loca l d ialec t, lo ca lly  based  n e tw o rk s, lo ca l lab o r 

m arke ts, and  lo ca l supp ly  cha ins. L o ca ted  in  so u th eastern  Z h e jian g  (see F ig u re  1), the 

m u n ic ip a lity  h ad  a lan d  area  o f  11,784 square k ilo m e te rs  (abou t 7 ,322  square m iles) and 

a p o p u la tio n  o f  7 .46  m illio n  in  2004, includ ing  1.37 m illio n  fo r the  c ity  (o r u rb an  d istric t, 

p re fec tu re  level), 1.16 m illion in  Y ueqing, 1.13 m illion in  R uian , and  0 .89  m illion in  

Y ongjia  (W enzhou S ta tis tica l B ureau , W S B  2005), a g eo g rap h ic  sca le  co m p arab le  to  the 

E m ilia -R o m ag n a  reg io n  o f  Ita ly  (w ith  a lan d  area  o f  22 ,1 2 4  square k ilo m ete rs , o r abou t 

13,747 square  m iles, and  a p o p u la tio n  o f  4 .2  m illio n  in  2006) (see F ig u re  1).

O u r years o f  ex p e rien ce  w ith  W enzhou  and  Z h ejian g , p lus several re cen t ro u n d s o f 

fie ld w o rk , are e ssen tia l to  u n d erstan d in g  the  dynam ic reg ion . T h is re search  w as in itia ted  

in  1999 th ro u g h  fie ld w o rk  co n sis tin g  o f  firm  surveys and  in terv iew s in  2000  and  2001 in  

R uian . W ith  fu n d in g  in  p lace , fro m  2003 th ro u g h  2005, w e co n d u c ted  su rveys and  

p erso n a l in terv iew s w ith  lo ca l co m p an ies  and  g o v ern m en ta l o ffic ia ls in  W enzhou  C ity  

and  its co u n ties  o r c ities  o f  Y ueqing, R u ian , and  Y ongjia, the  co re  o f  W enzhou  and  the 

p ro to ty p es  o f  the  W enzhou  m odel, w ith  a fo cu s on  Y ueqing. T ogether, w e in terv iew ed  

m o re  th an  30 lo ca l o ffic ia ls  and  50 b u sin ess  ow ners o r m an ag ers , m o stly  b u sin ess  ow ners, 

e sp ec ia lly  o f  sm all- and  m ed iu m -sized  firm s. O n ly  in  som e large firm s w ere  the 

in te rv iew ees v ice  g en era l m an ag ers  o r d irec to rs w ho  o ften  ow n m in o rity  shares.
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A lso  in  2003, w e co n d u c ted  a su rvey  o f  firm s in  fo u r lead in g  tow ns in  

Y ueq ing--L iush i, N o rth  B aix ian g , Y uecheng, and  H o n g q iao  (see F ig u re  1 )--w hich  are 

am ong  the  10 m o st d ev e lo p ed  to w n s in  W enzhou  and  am ong  th e  100 m o st developed  

tow ns in  Z h ejian g . T h e  rev en u es and  p o p u la tio n  o f  th ese  to w n s accoun ted  fo r 75 p ercen t 

and  43 p e rcen t o f  the  to ta ls  in  the  county , re sp ec tiv e ly  (W ang 2003). T h e  structu red  

q u estio n n a ire  asked  fo r g en era l in fo rm atio n , ch a rac te ris tic s  o f  the  lab o r fo rce , re lo ca tio n , 

n e tw o rk  re la tio n s , d ev e lo p m en t p rob lem s, and  fu tu re  d eve lopm en t, w ith  an  em p h asis  on 

m o d es o f  re lo ca tio n , in v es tm en t areas, and  loca tio n a l cho ice . A ll the  en terp rises  w ith  

ou tpu ts  o f  m ore  th an  500 ,000  yu an  in  2002 (U S$1 w as ab o u t 8.2 y u an  at the  tim e) in  the 

fo u r tow ns served  as the  sam pling  fram e (there  is no  o ffic ia l lis t fo r  sm alle r firm s). Two 

h u n d red  su rvey  fo rm s w ere  p erso n a lly  de liv ered  to  the  ran d o m ly  se lec ted  en terp rises 

and  p u rp o se ly  se lec ted  large  firm s (50 fo r each  tow n) and  g en e ra ted  110 re tu rn s  (a 

re tu rn  ra te  o f  55 p ercen t) and  94  effec tiv e  re tu rn s  (an  effec tiv e  re tu rn  ra te  o f  47 percen t), 

w ith  30 o f  th em  acco m p an ied  o r fo llo w ed  by  in -d ep th  in terv iew s.

The Wenzhou Model and Its Challenges

A Classic MID

T he o rthodox  W enzhou  m o d el re sem b les  the  c lass ica l M ID , a te rrito ria l 

ag g lo m era tio n  o f  sm all firm s cap ita liz in g  on ex te rn a l eco n o m ies  o f  scale. K now n  fo r 

“p e tty  co m m o d itie s , large m ark e ts ,” it rep resen ts  a su ccessfu l d ev e lo p m en t tra jec to ry  th a t 

is cen te red  on sm all-sca le , m an u fac tu rin g -cen te red , fam ily  en terp rises  th a t are
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ch a rac te rized  by  m ark e t-o rien ted  flex ib le  p ro d u c tio n  and  en d o g en o u s deve lopm en t, w ith  

lo ca lly  based  d is trib u tio n  n e tw o rk s and  g ro u n d ed  on years o f  lo ca l cap ita lism  and  th ick  

lo ca l institu tions. Shi, Jin , Z h ao , and  L uo  (2002) v iew ed  the  W enzhou  m o d el as a 

b o tto m -u p  p rocess o f  the  reg io n a l in d u stria liza tio n  p arad ig m  b ased  on  in tern a l m arkets, 

in tern a l re so u rces , and  trad itio n a l m anufac tu ring . A . P. L. L iu  (1992) u sed  “th ree  

M s” --m ass in itia tiv en ess , m obility , and  m ark e ts--to  co rresp o n d  to  the  th ree  p illa rs  o f 

W en zh o u ’s eco n o m y --h o u seh o ld  in d u stries , sales agen ts, and  m ark e t tow ns.

W enzhou  is k n o w n  h isto rica lly  fo r its port, com m erce, o u t-m ig ra tion , and  spec ia lized  

p ro d u c tio n , such as tex tile s  and  c lo th ing , lea th e r and  shoes, and  p ap e r and  p rin ting . 

D u rin g  the  M ao ist era , it s trugg led  b ecau se  o f  state  p o lic ies  th a t p ro h ib ited  the 

d ev e lo p m en t o f  p riv a te  en te rp rises  and  state  in v es tm en t th a t av o id ed  co asta l locations; 

the  se lf-re liance p o licy  fu rth e r red u ced  m aritim e trad e  and  cu t o ff the  life lin es  o f  th is  po rt 

c ity  (Ye and  W ei 2005). S tate in v estm en t w as on ly  o n e-sev en th  o f  s im ilar cities , w h ich  

m ad e W en zh o u ’s eco n o m y  less o rien ted  to  sta te -o w n ed  en terp rises  (S O E s), p rov id ing  a 

co n v en ien t en v iro n m en t fo r  m arke tiza tion .

W h en  the  re fo rm  w as in itia ted  in  1978, th ere  w ere  2 ,053 co m m u n e  en terp rises  in 

W enzhou , w ith  an  average  o f  4 .23 en terp rises  p e r co m m u n e (Z hang  1994). B y  the 

m id -1 9 8 0 s, w h en  C h ina  w as still dom inated  by  SO E s, fam ily  en terp rises, m an y  w ith  fake 

red  (T V E ) hats  o r g u a h u  fo rm s (“h an g -o n  h o u seh o ld s” ), had  b eco m e the  b ack b o n es o f

2 A  practice allowing private enterprises to become associated with TVEs, paying a fee for
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W en zh o u ’s econom y. In  1985, these  fam ily  en terp rises  had  300 ,000  em p lo y ees and  a 

1 -b illion-yuan  ou tpu t, accoun ting  fo r h a lf  o f  the  ru ra l in d u stria l ou tput. F ro m  1983 to 

1987, to w n sh ip  en te rp rises  m u sh ro o m ed  from  39 ,908  to  81 ,026  (W SB  2005). W enzhou  

has b een  su b jec t to  a p o w er strugg le  b e tw een  re fo rm ers  and  co n se rv a tiv es , and  nu m ero u s 

de leg a tio n s fro m  B eijing  in v estig a ted  the  p rac tice  o f  cap ita lism . T he rise  o f  W enzhou  w as 

f irs t rep o rted  n a tio n a lly  in  the  cen tra l g o v e rn m e n t’s P e o p l e ’s  D a i l y  in  1983, and 

L i b e r a t io n  D a i l y ,  an o th er m a jo r o ffic ia l n ew spaper, co in ed  the  te rm  W enzhou  m o d el in 

1985. S ince the  1990s, W enzhou  has sh ifted  from  being  a ta rg e t o f  state sup p ressio n  to  a 

p lace  o f  n a tio n a l ad m ira tio n  and  em ulation . F rom  1978 to  2004, the  p e r cap ita  g ross 

dom estic  p ro d u c t (G D P) g rew  ann u a lly  by  18.3 p ercen t (W SB  2005), co n sid erab ly  h ig h er 

th an  th a t o f  C h in a  (8.1 percen t), m ak in g  W enzhou  one o f  the  rich e s t reg io n s in  C hina. 

E n terp rises, such  as C H IN T  and  D elix i in  L iu sh i Tow n, have  jo in e d  the  lis t o f  the  top  50 

m o st co m p etitiv e  n o n sta te  dom estic  b rands, and  A o k an g  o f  Y ongjia  w as the  on ly  shoe 

m an u fac tu re r in c lu d ed  on th a t lis t (L iu  and  X u  2005). M oreover, th ree  o f  the fo u r shoe 

m an u fac tu rers  on the  lis t o f  the  top  100 n o n sta te  b ran d s w ith  the  m o st co m p etitiv e  

p o ten tia l are lo ca ted  in  W enzhou. T h is m irac le  to o k  p lace  desp ite  few  loca l na tu ra l 

re so u rces , low  levels  o f  techno logy , and  a b ack w ard  in fra stru c tu re  (F o rste r 1998).

T h e  essen ce  o f  the  W enzhou  m o d el is a system  o f  p ro d u c tio n  th a t is cen te red  on

the use o f their names, stationery, letters o f introduction, bank account numbers, and receipt 

books, as well as taxes.
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fam ily  en terp rises  and  em b ed d ed  in  th ick , h is to rica lly  ro o ted , lo ca l in stitu tions. Sm all 

fam ily  b u sin esses, ro o ted  in  en trep ren eu rsh ip  and  ru ra l m arke ts, w ere  the  p io n eers  in  

tran sfo rm in g  W enzhou  to  a m ark e t econom y. W en zh o u ’s p o rt fo r  access and  lim ited  land  

re so u rces  h av e  cu ltiv a ted  the  h is to rica l trad itio n  o f  en trep ren eu rsh ip  and  n e tw o rk s and 

co n n ec ted  W enzhou  to  the o u tsid e  w orld . U n lik e  those  w ho  p rac tice  C onfucian ism , 

p eo p le  in  W enzhou  em p h asize  p rag m atism  and  fin an c ia l ach ievem en ts, as re flec ted  by 

the  Y ongjia  schoo l o f  th o u g h t during  the  S ong D y n asty  (Z hao, Q ian , and  W ang 2005). 

F am ilies  ty p ica lly  fo rm  the  m ain  p ro d u c tio n  un its, re ly in g  on social n e tw o rk s and  sales 

agen ts  th a t are in teg ra ted  in to  lo ca l m ark e ts  fo r acqu iring  cap ita l, raw  m ateria ls , and 

in fo rm atio n , as w e ll as fo r flex ib le  p ro d u c tio n  and  m arketing . A lth o u g h  in v estm en t in  

f ix ed  asse ts  in  C h in a ’s ru ra l en terp rises  cam e m ain ly  fro m  b an k  loans and  in tern a l 

accu m u la tio n  (P eng  1994), cap ita l in  W enzhou  is o ften  p ro v id ed  by  ex ten d ed  fam ilies, 

socia l n e tw o rk s, and  “u n d erg ro u n d ” fin an c ia l in s titu tio n s (Tsai 2002). A  1993 survey  

fo u n d  th a t 83 p ercen t o f  the  en terp rises  w ere  fam ily  b u sin esses  (H u, F ang , and  L iu  2005, 

56). A m ong  the  131,950 in d u stria l en terp rises, on ly  ab o u t 3 ,000  hav e  an n u a l sales o f  over 

5 m illion yu an  (H ong  K ong  T rade D ev e lo p m en t C ouncil, H K T D C  2004). A t the  tim e o f 

th e ir es tab lish m en t, 83 p ercen t o f  o u r su rveyed  firm s h ad  in v estm en ts  o f  less th an  1 

m illio n  yuan , and  84 p e rcen t w ere  es tab lish ed  in  the  co u n try sid e  (see T able 1). E v en  their 

p ro d u c ts  are sim ilar to  w h a t Ita lian  in d u stria l d istric ts  ty p ica lly  m ake: fo o tw ear (20 

p ercen t o f  C h in a ’s m ark e t value), c lo th ing  (10 percen t), m eta l c ig are tte  lig h te rs  (90 

percen t), spec tacle  fram es (80 percen t), razo rs  (60 percen t), locks (65 percen t), p lastic
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p ro d u c ts  (56 percen t), and  p ack ag e  p rin tin g  (20 p ercen t) (H K T D C  2004).

T h e  b ro ad  co n tex t is the  tran sitio n a l na tu re  o f  re fo rm  in  w h ich  W enzhou  en joys 

in stitu tio n a l-g ap  adv an tag es, being  one step ahead  in  re fo rm s. S haped  by  lo ca l 

g eo g rap h ies  and  in stitu tio n s, loca l s tates w ere  sy m pathetic  to  the  lo ca l trad itio n  o f 

cap ita lism ; th ey  w ere  am b iv a len t to w ard  M a o ’s le ftis t cam p aig n s and  w ere  to le ran t o f  

sem ilega l o r illeg a l p rac tices  du ring  the  re fo rm  (Y. L. L iu  1992)--p rac tices th a t w ere  

essen tia l to  the  su rv ival o f  the  u n d erg ro u n d  econom y. T h e  lo ca l in s titu tio n s  o f  b usiness 

c rea tio n  and  n e tw o rk s have  led  to  the strong  p resen ce  o f  bu sin ess  p eo p le  w ho  n o t on ly  

in flu en ce  pub lic  policy , b u t are o ften  g o v ern m en ta l o fficers  them selves. In  the  1980s, 

n ew ly  assig n ed  m ayors, o ften  at the  beg in n in g  o f  th e ir appo in tm en ts, fo llo w ed  the 

g o v ern m e n t’s orders c lo se ly  and  d isco u rag ed  p riv a te  en terp rises. H ow ever, faced  w ith  

lo ca l re a lity  and  in flu en ced  by  loca l institu tions, th ey  ev en tu a lly  b ecam e p ro tec to rs  o f  

cap ita lis t ac tiv ities , re flec tin g  the  tran sitio n a l na tu re  o f  lo ca l state institu tions. T h ey  even  

acco m m o d ated  the  lo ca l push  fo r m ark e tiza tio n , a lth o u g h  in  the  1980s and  1990s, none 

o f  the  m ay o rs  w as p ro m o ted  b ecau se  o f  the  strugg le  b e tw een  socia lism  and  cap ita lism  

(Z hang and  L i 2001). Such  p lace -b ased  in s titu tio n s and  g u a n x i  (re la tionsh ip ) ne tw orks 

are in ten se ly  in terw o v en , b o u n d  by  tru s t and  cu ltu re  and  m ain ta in ed  by  m u tu al ex ch an g es 

and  p o w er re la tions.

Regional Lock-ins and Challenges in the Late 1980s

T he fam ily -b ased  W enzhou  m odel faced  ch a llen g es in  the  la te  1980s, how ever, and



has b een  underg o in g  re s tru c tu rin g . In  the  early  1980s, w h en  S O E s and  T V E s dom inated  

the  C h inese  econom y, W en zh o u ’s fam ily  en terp rises  en jo y ed  th e ir  n ich e  in  com petition . 

W ith  the  d eepen ing  o f  re fo rm s, fam ily  b u sin esses  faced  n ew  ch a llen g es  and  the  p o ten tia l 

fo r  in stitu tio n a l lock -in . W e id en tified  th ree  types o f  reg io n a l lo ck -in s--in te rg en era tio n al, 

re la tio n a l, and  s tru c tu ra l--th a t are so m ew h at d iffe ren t in  co n cep tu a liza tio n  from  

G ra b h e r’s (1993) func tiona l, cogn itive , and  po litica l lock-ins.

F irst, W en zh o u ’s d ev e lo p m en t is lo ck ed  in  a p a rticu la r pa th  th a t is cen te red  on 

fam ily -b ased , lab o r-in ten siv e  m an u fac tu rin g  and  co n cep tu a lized  as in terg en era tio n al 

lock -in . A  sim ilar ex am p le  is H u d so n ’s (2005) o b serv a tio n  o f  a co n tin u in g  leg acy  o f 

re c ru itm en t in to  the  “trad itio n a l” in d u stries  v ia  sons fo llo w in g  th e ir fa th e rs  (as in  N orth  

E ast E ng land), ca teg o rized  as co g n itiv e  lock-in . T h e  p ro b lem s o f  c lass ica l M ID s (B rusco  

1 992)--slow ly  adop ting  n ew  tech n o lo g ies , lack ing  fin an c ia l ex p ertise , and  h av ing  little  

k n o w -h o w  fo r b asic  re search --a re  also  ap p a ren t in  W enzhou. T he m an ag em en t is fam ily  

based , and  w h en  jo in e d  by  the  second  generation , a lth o u g h  b e tte r edu cated , som e aspects 

o f  the  W enzhou  sp irit, such  as en trep ren eu rsh ip  and  hard  w ork , h av e  b een  lost. Shi (2004) 

co n cep tu a lized  W en zh o u ’s p ro b lem  as “ in te rg en era tio n a l lo ck -in ,” re ferrin g  to  sim ilar 

lo ca l k n o w led g e , co m m erc ia l and  cu ltu ra l b ack g ro u n d s, tran sac tio n  m odes, m ark e t 

n etw orks, and  a sec to ra l focus on  lab o r-in ten siv e  industries . T he fam ily  en terp rises  w ith  

fak e  red  hats, num b erin g  10,000 in  the  m id -1 9 8 0 s (Z hang and  L i 2001, p. 23), caused  

serious p ro b lem s w ith  fu zzy  p ro p e rty  rig h ts  and  incom e d istribu tion . F am ily  busin esses  

fac ilita ted  the  in itia l d ev e lo p m en t by  being  one step ahead  o f  the  re fo rm s, b u t th e ir less
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effic ien t p ro d u c tio n  system s w ere  ch a llen g ed  by  M N E s. In te rg en era tio n al lo ck -in  is on ly  

p art o f  b ro ad  reg io n a l lo ck -in s  b ecau se  it em p h asizes  en trep ren eu rs/m an ag ers , n o t 

reg io n s o r institu tions. N ev erth e less, in te rg en era tio n a l lo ck -in  cap tu res  an  im p o rtan t 

e lem en t o f  the  W enzhou  m odel.

S econd, the  th ick  in s titu tio n s  fo rm  a reg io n  w ith  strong  lo ca l n e tw o rk s and  cu ltu re , 

p rev en tin g  p eo p le  o u ts id e  W enzhou  fro m  “m eltin g  in ,” thus crea tin g  the  p ro b lem  o f 

re la tio n a l lock-in . S uch  a fo rm  o f  in stitu tio n a l lo ck -in  is b ro ad er th an  G ra b h e r’s (1993) 

n o tio n  o f  po litica l lock-in . T he W enzhou  d ia lec t is one o f  the  s tro n g est in  C h ina  and  can  

h ard ly  be  u n d ersto o d  by  ou tsiders. W enzhounese ten d  to n e tw o rk  am ong  them selves, and  

th e ir strong  sense o f  ow nersh ip  fac ilita te s  the  fo rm a tio n  o f  sm all en terp rises  and  b usiness 

g roups. T h e  rig id  lo ca l in stitu tio n s fo rm  a w eb  o f  in te rp e rso n a l re la tio n s  th a t are cen te red  

on k in sh ip  and  p lace , w ith  in te rn a l co d es  o f  co n d u c t and  bu sin ess  p ractices. E ven  

su p p lie r and  m ark e tin g  n e tw o rk s are b ased  on trust, o ften  d e liv ered  th ro u g h  te lep h o n e  

ca lls  and  w ith o u t fo rm al co n trac ts  in  bu sin ess  transac tions. T h e  th ick  lo ca l in stitu tio n s 

m ak e it d ifficu lt fo r o u tsiders to  em b ed  th em selv es, a ty p ica l lim ita tio n  o f  c lo sed  

n e tw o rk s o r red u n d an t ties  (E ttlin g er 2003). Such  strong  lo ca l n e tw o rk s o r p lace-sp ec ific  

re la tio n a l asse ts (S to rper 1997), co u p led  w ith  the  lack  o f  R & D  and  fo re ig n  d irec t 

in v estm en t (FD I), are  sou rces o f  p o ten tia l reg io n a l lock-in .

P ro b lem s o f  q u ality  and  p ro d u c tiv ity  also  re la te  to  res tless  lo ca l cap ita lism  and  the 

ro le  o f  lo ca l in stitu tio n s. T h e  W enzhounese  are k n o w n  fo r m ercan tilism  and  p ro fit 

seek ing  and  p o ssess  a k een  bu sin ess  cu ltu re  ca lled  the  W enzhou  spirit. T h e  to leran ce  o f
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lo ca l in s titu tio n s  and  state  g o v ern m en ts  to  susta in  the  W enzhou  m o d el and  p ro tec t lo ca l 

eco n o m ies  and  rev en u e  bases p ro v id ed  the  o p p o rtu n ity  fo r in fe rio r o r fake  p roduc tion , 

m ak ing  the  “M ad e  in  W enzhou” lab e l syn o n y m o u s w ith  in fe r io r p roducts . W enzhou  

shoes w ere  once rep resen ta tiv e  o f  lo w -q u a lity  p ro d u c ts  th a t w ere  m ad e  b y  p ro fit-d riv en  

h ea rtless  cap ita lis ts , w h ich  w o u ld  las t fo r on ly  one w eek  (“w eek  shoes” ) o r even  one day  

(“daw n -ev en in g  shoes” ). H an g zh o u  co n fisca ted  and  b u rn ed  tho u san d s o f  these  shoes in  

1987, and  in  1990 the  S tate C ouncil d irec ted  the  c lean in g  up  o f  un safe  lo w -v o ltag e  

e lec trica l p ro d u c ts  in  Y ueqing. L o ca l o ffic ia ls  o ften  p ro tec t lo ca l in terests  and  en g ag e  in  

b u sin ess  ac tiv ities  in  various capac ities , such  as m o o n lig h tin g  and  “p o w er share .” T h e ir 

p ro -b u sin ess  a ttitu d e  b u ild s up o n  loca l cap ita lism  and  c lo se  ties to  state b u sin esses, w hich , 

b ecau se  o f  lagg ing  po litica l re fo rm s, have  also  led  to  lo ca l p ro tec tio n ism  and  ren t 

seeking .

T hird , the  th ick  lo ca l in stitu tio n s hav e  been  slow  to change, c rea ting  a po ten tia l 

p ro b lem  o f  s tructu ra l lock -in . E x tern a l cap ita l and  ta len ts  can  h a rd ly  find  avenues to 

em b ed  th em se lv es  in  lo ca l in stitu tio n s, m ak ing  W enzhou  less a ttrac tiv e  to  F D I and 

ed u ca ted  w orkers. B ecau se  o f  C h in a ’s h ie ra rch ica l a llo ca tio n  o f  ed u catio n al and  re search  

re so u rces , W enzhou  as a p re fec tu ra l-lev e l c ity  does n o t hav e  n a tio n a l-lev e l u n iv ers ities  

and  re search  cen ters . T he W enzhounese  ten d  to  be  b u sin ess  ow ners o r “p e tty  cap ita lis ts” 

(S m art and  S m art 2005), w h ile  R & D  is deriv ed  m ain ly  from  m ig ran ts  and  ex tern a l R & D  

cen ters . T he th ick  lo ca l in stitu tio n s m ak e  it d ifficu lt fo r  m ig ran ts  to  m elt in , and  the  firm s 

w e in te rv iew ed  co m p la in ed  ab o u t the  h ig h  m o b ility  o f  m ig ran t w orkers. T he p ro b lem  o f
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lo ca l R & D  is w o rsen ed  by  the  w eak n ess  o f  FD I. B ecau se  o f  po litica l system s th a t are 

b ased  on  lo ca l n e tw o rk s and  p ro tec tio n ism , W enzhou  g o v ern m en ts  are b u reau cra tic , and 

strong  sta te-firm  n e tw o rk s m ak e  W enzhou  less a ttrac tiv e  to FD I, a situation  th a t is s im ilar 

to  po litica l lock-in .

M oreover, g eo g rap h ic  iso la tio n  and  lim ited  lan d  hav e  also  co n trib u ted  to  the  sho rtage 

o f  F D I and  the  re lo ca tio n  o f  firm s. T h is spatia lly  sca tte red  d is trib u tio n  and  the  ru ra l 

env ironm en t, w h ich  in itia lly  n u rtu red  the  W enzhou  m odel, no w  lim its  fu rth e r 

developm en t. W enzhou  w as p o o rly  co n n ected  to  the  Y angtze D e lta  and  d eem p h asized  by 

the  state in  the  d ev e lo p m en t o f  its  in frastruc tu re . T he ra ilro ad  w as n o t in  o p era tio n  until 

1998 and  w as fu n d ed  m ain ly  by  n o n sta te  cap ita l, as w as the  W enzhou  airport. T he 

freew ay  w as b u ilt on ly  in  re cen t years, a f te r even  m a jo r in te rio r c ities. A s en terp rises 

g rew  and  co m p etitio n  in ten sified , dem ands fo r tech n o lo g ica l upg rad in g , b u sin ess  serv ices, 

and  ava ilab le  lan d  g rew  as w ell. S tructu ral lo ck -in  m ad e these  p ro b lem s m o re  serious and 

p u sh ed  som e en te rp rises  to  re lo ca te  to  p laces  w ith  ad v an tag es in  re so u rces  and  services. 

T h ese  p ro b lem s re sem b le  w h a t Ita lian  in d u stria l d istric ts  faced , in c lu d in g  rig id  

p ro d u c tio n  m ethods and  co m p etitio n  from  large firm s (W hitfo rd  2001).

Restructuring the Wenzhou Model

T he in h eren t p ro b lem s o f  the  W enzhou  m o d el b ecam e serious in  the  la te  1980s, and 

lo ca l bu sin ess  lead ers and  g o v ern m en ts  pu sh ed  fo r restru c tu rin g . T h e  W enzhou  m odel 

and  busin esses  ex p e rien ced  tw o  ro u n d s o f  in stitu tio n a l re s tru c tu rin g . T h e  firs t ro u n d
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fo cu sed  on the  sh ift from  in d iv id u a l en terp rises  to  shareho ld ing  co o p era tiv es , and  the 

second  ro u n d  w as ab o u t q u ality  and  the em erg en ce  o f  M R E s; bo th  ro u n d s h av e  a spatial 

d im ension .

Round 1: From the Late 1980s to the Mid-1990s

T he firs t ro u n d  o f  re s tru c tu rin g  w as cen te red  on es tab lish in g  shareho ld ing  

co o p era tiv es  as a re sp o n se  to  the  need  to c la rify  p ro p e rty  rig h ts  and  to  im p ro v e  scale 

econom ies. T h e  fo cu s w as firs t on  in stitu tio n a l ch an g e  and  th en  on the  u p g rad in g  o f 

p roduc tion . In  1985, s tarting  w ith  81 in v estin g  h o u seh o ld s  w ho  w an ted  a fo rm  o f 

ow nersh ip  o th er th an  p riva te  en terp rises  (w hich  w ere  p ro h ib ited , leav ing  th em  in  d an g er 

o f  p u n ish m en t fo r cap ita lism ) and  T V E s (ow ned  co llec tiv e ly  and  rep resen ted  by  local 

states), a co o p era tiv e  en te rp rise  p ro d u c in g  b ee r w ith  a tem p o ra ry  license  from  the  local 

g o v ern m en t (the firs t in  C hina) w as started  in  C an g n an  C ounty. Such  a fo rm  o f 

ow nersh ip  q u ick ly  sp read  th ro u g h  the  re s t o f  W enzhou. T h is is a ty p ica l case  o f 

in s titu tio n a l in n o v a tio n  one step  ahead  o f  re fo rm : in itia ted  by  lo ca l bu sin ess  p eo p le  and  

th en  q u ie tly  accep ted  by  the  go v ern m en t, re flec tin g  the  passive , acco m m o d atin g  w ays in  

w h ich  lo ca l states re sp o n d ed  to  ch a llen g es in  the ea rlie r years o f  re fo rm  w h en  the 

b o u n d ary  b e tw een  socia lism  and  cap ita lism  w as fuzzy.

P u sh ed  by  lo ca l b u sin esses, the  W enzhou  M u n ic ip a l G o v ern m en t n eg o tia ted  w ith  the 

p ro v in c ia l and  cen tra l g o v ern m en ts  to  es tab lish  a C o m p reh en siv e  R efo rm  E x p erim en ta l 

Z o n e  in  1987. T h is zo n e  fo cu sed  on  the re fo rm  o f  p ro p e rty  rig h ts  and  im p lem en ted  in  la te
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1987 the firs t lo ca l reg u la tio n  in  C h in a  th a t leg a lized  co o p era tiv e  en terp rises , w h ich  

b ecam e the  b lu ep rin t fo r  n a tio n al reg u la tio n  on  shareho ld ing  co o p era tiv e  en terp rises  in 

1992. T h is  reg u la tio n , fo llo w ed  by  m o re  lo ca l reg u la tio n s  du ring  1987 to  1992 to  c larify  

th is  new , y e t still vague , fo rm  o f  p ro p e rty  rig h ts , co n seq u en tly  tran sfo rm ed  m an y  fam ily  

en terp rises  in to  co o p era tiv e  en terp rises  and  en ab led  th em  to expand . In  1992, th ere  w ere  

24 ,153  co o p era tiv e  en terp rises  and  com pan ies, w h ich  acco u n ted  fo r 72 .95  p ercen t o f 

to w nsh ip  en terp rises. T h ese  en te rp rises  and  co m p an ies  p ro d u ced  8 .86 b illio n  y u an  in  

in d u stria l ou tput, o r 48 .4  p ercen t and  82.8 p ercen t o f  the  to ta l m u n ic ip a l and  to w n sh ip ’s 

ou tpu ts, respectively . In  1993, th ere  w ere  m ore th an  40 ,000  co o p e ra tiv e  en te rp rises  w ith  

an  o u tp u t o f  19.2 b illio n  yuan , acco u n tin g  fo r 56.2  p ercen t o f  the  m u n ic ip a lity ’s to ta l (Li, 

W eng, and  Z h u  2004).

M o re  ad v an ced  eq u ip m en t and  p ro d u c tio n  system s w ere  also  in troduced ; m any, such 

as shoe and  b u tto n  p ro d u c tio n  lines, w ere  im p o rted  from  W estern  coun tries. R u ia n ’s 

R o n g g u an g  G roup  im p o rted  tw o  m o d ern  p ro d u c tio n  lines from  Ita ly  and  G erm any. T he 

re fo rm  p artly  ch an g ed  the  fam ily -b ased  p a tria rch a l m an ag em en t to  in teg ra ted  h iera rch ica l 

m an ag em en t and  shareho ld ing  co rp o ra tio n  m anagem en t. M oreover, “ seeking  m ark e ts” 

th ro u g h  lo ca l sa lespeop le  w as g rad u a lly  rep laced  by  the  d ev e lo p m en t o f  sp ec ia lized  lo ca l 

m ark e ts  serv ing  lo ca l and  ou tside  buyers, n u m b erin g  248 in  1998, such  as the 

L ow -V oltage E lec trica l P ro d u cts  M ark e t in  L iu sh i T ow n, Y ueqing, and  the  F a r E ast 

B u tto n  M ark e t in  Q iao tou  Tow n, Y ongjia, w h ich  had  6 ,000  sales co u n ters  and  annual 

sales o f  150 m illio n  yu an  in  1992 (Z hang 1994).
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T he firs t ro u n d  o f  re s tru c tu rin g  m ade W enzhou  b reak  aw ay  from  the  po ten tia l lo ck -in  

o f  fam ily  b u sin ess  and  surv ive ag a in st new  co m p etitio n  in  the  ea rly  1990s. W en zh o u ’s 

firm s had  c lea re r p ro p e rty  rig h ts  and  b ecam e b e tte r  o rgan ized , and  lo ca l g o vernm en ts 

b ecam e m o re  su pportive  o f  p riv a te  en terp rises. H ow ever, w ith  the  b roaden ing  o f  re fo rm s, 

W en zh o u ’s ad v an tag es  in  the  in stitu tio n a l gap  have  g rad u a lly  b een  lo s t (M a 2004). 

W enzhou  firm s faced  in ten se  co m p etitio n  from  fo re ig n -in v ested  en terp rises  w ith  b e tte r 

eq u ip m en t and  h ig h er-q u ality  p roduc ts , as w e ll as p riv a te  en terp rises  w ith  im proved  

co m p etitiv en ess . M o st o f  W en zh o u ’s en terp rises, how ever, w ere  still lo ck ed  in  the 

o rth o d o x  W enzhou  m odel, w ith  p ro b lem s o f  sm all size and  lo w  quality . C oopera tive  

en terp rises  and  g ro u p in g s o f  sm all p lan ts  d id  n o t fu n d am en ta lly  ch an g e  the  f irm s’ 

behav io rs .

T h is ro u n d  o f  re s tru c tu rin g  m ain ly  re fe rs  to  the  tran sfo rm atio n  from  shareho ld ing  

co o p era tiv es  to  shareho ld ing  en terp rises  and  lim ited  liab ility  co rp o ra tio n s , as w e ll as the 

em erg en ce  o f  M R E s, o r d e lo ca lized  “reg io n le ss” g ro u p s o r co n g lo m era tio n s. It has taken  

a “h ig h  ro a d ” strategy, b ased  on efficiency , co m p etitiv en ess , and  inn o v atio n , w ith  m ore  

ac tive  lo ca l states and  in teg ra tio n  w ith  the g lo b al econom y. T h ere  are fo u r m a jo r types o f 

s trateg ic  response : in stitu tio n a l change, tech n o lo g ica l up g rad in g , in d u stria l 

d iv ersifica tio n , and  spatial re s tru c tu rin g . S ince the m id -1 9 9 0 s, b o th  b u sin esses  and  local 

s tates have  m ade in ten se  effo rts  to  en h an ce  the  q u ality  o f  p roducts . In  1994, the

R o u n d  2 :  F r o m  t h e  M i d - 1 9 9 0 s
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g o v ern m en t im p lem en ted  “R eg u la tio n s o f  P ro d u c t Q uality  fo r the  R ep u ta tio n  o f 

W enzhou ,” o r the  358 Q uality  S ystem  P ro jec t, to  g u id e  im p ro v em en t in  q u ality  and 

productiv ity . In  the  m id -1 9 9 0 s, som e co o p era tiv e  en terp rises  w ere  ch an g ed  to 

shareho ld ing  en terp rises  and  lim ited  liab ility  co rp o ra tio n s , and  since then , effo rts  have 

b een  m ad e  to im p ro v e  co m p etitiv en ess  th ro u g h  m ergers, acq u is itio n s , spatial expansion , 

and  the  d ev e lo p m en t o f  co n g lo m era tio n s and  M R E s. In  2001, the  m ay o r ca lled  fo r 

b u ild in g  “ tru s t W enzhou” w ith  “tru st go v ern m en t, tru st b u sin ess, and  tru st in d iv id u a ls ,” 

and  in  2004  the  c ity  ex ten d ed  th ese  efforts, fro m  im p ro v in g  the  q u ality  o f  p ro d u c ts  to  the 

b u ild in g  o f  brands.

A “New” Wenzhou Model?

T he re stru c tu rin g  has tran sfo rm ed  m a jo r en terp rises , from  in d iv id u a l to  co o p e ra tiv e  

en terp rises , to  shareho ld ing  en terp rises , and  ev en tu a lly  to  M R E s w ith  h ig h -q u ality  

p roducts . M oreover, in d u stries  have  been  u pgraded , d iversified , and  ex p an d ed  spatially. 

T h e  o rth o d o x  W enzhou  m o d el has b een  ch an g ed  w ith  new  con ten t, and  ca lled  by  som e 

the  “n ew ” W enzhou  m odel. Yang (2000) v iew ed  the “cap ita lism ” in  ru ra l W enzhou  as the 

h y b rid iza tio n  o f  d iffe ren t eco n o m ic  fo rm s--in d ig en o u s, state  socialist, and  o verseas 

cap ita lis t e lem ents. F irst, a g roup  o f  large  firm s and  M R E s w ith  b ran d -n am e p ro d u c ts  has 

em erged , and  th e ir m an ag em en t s tructu re  has b eco m e m ore co rp o ra tio n alized , o r fo cu sed  

on c lea r p roperty , c lea r rig h ts  and  ob ligations, separation  o f  g o v ern m en t and  en terp rises  

and  sc ien tific  m anagem en t. B y  1998, W enzhou  had  estab lish ed  182 en te rp rise  g roups,

2 5



and M R E s had  b eco m e the n ew  sym bols o f  “M ade in  W enzhou .” In  2000 , th ere  w ere  

20 ,864  co rp o ra tio n a lized  en terp rises  in  W enzhou, and  Y ueqing reg is te red  45 in d u stria l 

co n g lo m era tio n s and  2 ,897 lim ited  liab ility  co rp o ra tio n s  (L i, W eng, and  Z h u  2004). F rom  

2000 to 2004, in d u stria l o u tp u t by  en terp rises  th a t w ere  la rg e r th an  the  d esig n ated  size 

in c reased  fro m  34.6  p ercen t to 62 .9  p ercen t, and , m ore  specifically , o u tp u t by  the 

shareho ld ing  en terp rises  th a t w ere  la rg e r th an  the  d esig n ated  size in c reased  fro m  8.4 

percen t to  26.7 percen t, w h ile  th a t by  shareho ld ing  co o p era tiv es  dec lined  from  40 .4  

percen t to  9.1 p e rcen t (W SB  2005). W e found  a rap id  in c rease  in  the  size o f  co m p an ies  in  

the  p ast 10 years, w ith  15 p ercen t and  14 p ercen t o f  the  su rveyed  firm s ach iev in g  ou tpu t 

and  sales incom e o f  m o re  th an  100 m illio n  yuan , re sp ec tiv e ly  (see T able 2).

S econd, the  p ro d u c tio n  p ro cesses  h av e  b een  im p ro v ed  and  ex p an d ed  globally . 

T h ro u g h  the  u p g rad in g  o f  equ ip m en t, the  m an u fac tu rin g  p ro cess  in  large  co rp o ra tio n s  has 

b een  ch an g ed  so m ew h at fro m  a lab o r-in ten siv e  p ro cess  to m ech an iza tio n , au tom ation , 

and  in te llig en t p roduc tion . B y  2000, m ore  th an  500 n o n sta te  en terp rises  in  W enzhou 

p assed  the  IS 0 9 0 0 0  standard  (L i, W eng, and  Z h u  2004). D e lix i has ex p an d ed  its  b usiness 

in to  m ore  th an  40 co u n tries, w ith  an  R & D  cen te r in  F ran k fu rt se rv ing  as its  tech n o lo g y  

base. A o k an g  estab lish ed  an  R & D  cen te r in  Ita ly  fo r shoes, and  B ao x in iao  in v ited  an 

Ita lian  to  serve as the  c h ie f  designer. R estru c tu rin g  im p ro v ed  the  q u ality  o f  p roduc ts , w ith  

29 p ro d u c ts  reg is te red  as Z h e jian g  P ro v in ce  F am o u s B ran d s and  fo u r at the  n a tio n a l level 

(L i, W eng, and  Z h u  2004).

T h ird , m an u fac tu rers  hav e  d iv ers ified  from  reg io n a l p ro d u c tio n  to the  g o v ern an ce  o f
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natio n al o r g lo b al v a lu e  cha ins, lo g is tica l p rocesses, and  o th er bu sin ess  serv ices. T he 

m ark e tin g  ap p ro ach  has ch an g ed  fro m  ex tern a l sales agen ts  in  the  1980s to  p lace-b ased  

n e tw o rk  m ark e tin g  in  the  la te  1980s and  m id -1 9 9 0 s and  th en  to a co m b in atio n  o f  flex ib le  

n e tw o rk in g  and  co m p etitio n  am ong  brands. In d u stria l g ro u p s have  es tab lish ed  m u ltisca la r 

sales agencies and  ch a in  stores w ith  b ran d s as flagsh ip  p roduc ts , in c lu d in g  new  

m ark e tin g  and  serv ice  cen te rs  in  co asta l c ities  and  even  in  d ev e lo p ed  coun tries. In  2004, 

the  ex p o rt o f  lea th e r and  shoes am o u n ted  to  $1 .46  b illio n  and  th a t o f  garm en ts reach ed  

$702 .8  m illio n  (W SB  2005). C H IN T  dev e lo p ed  from  a hom e w o rk sh o p  to  a m odern  

en te rp rise  g roup  w ith  m o re  th an  50 ho ld in g  co m p an ies, m ore  th an  800 specia lized  

co o p era tiv e  partners, and  a sales n e tw o rk  w ith  m ore th an  2 ,000  ag en ts  in  C h ina  and  8 

fo re ig n  b ran ch es, w h ile  Q iao tou , the  b u tto n  cap ita l, no w  serves m ain ly  as a p ro d u c tio n  

site and  is no  lo n g er p ack ed  w ith  sellers and  buyers, as it w as in  the  1990s.

L ast, m any  o f  W en zh o u ’s tow ns o r to w n sh ip s, as b asic  u n its  o f  in d u stria l d istric ts, 

en g ag e  in  spec ia lized  p ro d u c tio n  and  h av e  b een  o ffic ia lly  n am ed  C h in a ’s “ shoe cap ita l,” 

“b u tto n  cap ita l,” “zip  cap ita l,” e lec trica l p ro d u c t city ,” and  the  like, w h ere  m an y  o f  the 

co m p o n en ts  and  sem ip roducts  can  be  p u rch ased  locally . O u r su rveyed  tow ns are k n o w n  

fo r lo w -v o ltag e  e lec trica l p ro d u c ts  (L iush i), e lec tro n ic  co m p o n en ts  (H ongqiao), and  

appare l in d u stries  (N orth  B aix iang). T h e  c lu ste rs  o f  e lec trica l p ro d u c ts  in  L iu sh i and 

b u tto n s  in  Q iao to u  are p o p u la rized  as acc id en ta l h is to rica l even ts, w h ich , ig n o res  th e ir 

spec ific  lo ca l con tex ts . T h ese  d istric ts  hav e  been  evo lv in g  o v er tim e, w ith  the g ro w th  o f 

lead ing  firm s, b irth  o f  n ew  firm s, and  ex p an sio n  o f  p ro d u c tio n  ne tw orks. L o ca l c lu stering
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is acco m p an ied  by  spatia l ex p an sio n , re lo ca tio n , and  the  g ro w th  o f  M R E s. S patial 

re s tru c tu rin g  has also  led  to  the  fo rm a tio n  o f  new  clu ste rs  and  d is tric ts  in  o th er c ities, 

such  as the  W enzhou  V illage in  B eijing  (M a and  X ian g  1998), a p h en o m en o n  k n o w n  as 

“d e lo ca lized  u rb an iza tio n ” (H u 1997).

Spatial Restructuring: Processes and Forms of Relocation

R elo ca tio n  is a m a jo r ty p e  o f  stra teg ic  re sp o n se  to reg io n a l lo ck -in  and  a m ajo r 

co m p o n en t o f  the  re stru c tu rin g  o f  in d u stria l d istric ts  in  Ita ly  and  G erm an y  (S cham p 2005; 

H ad jim ich a lis  2006). S im ilarly , spatia l ex p an sio n  is a m a jo r fea tu re  o f  the  chang ing  

W enzhou  m o d el to  re sp o n d  m ore e ffec tiv e ly  to ch an g es and  ov erco m e co n stra in ts  to 

developm en t. F irst, ou r su rvey  fo u n d  th a t in d u stria l land , p ro v id ed  m ain ly  by 

d ev e lo p m en t zones, w as ran k ed  as the m o st im p o rtan t fa c to r in  re lo ca tio n  by  37 firm s 

(see T able 3). W en zh o u ’s lan d  re so u rces  and  space are lim ited : on ly  17 p ercen t o f  

W en zh o u ’s te rrito ry  is p la ins, and  p e r cap ita  cu ltiv ab le  lan d  is 0 .32  m u, o r 0.021 hec ta re  

(1 h ec ta re  = 15 m u) (W SB  2005). In  1999, Y ueq in g ’s en terp rises  req u ested  lan d  supplies 

o f  3 ,500  m u, fa r above the  o ffic ia l lan d -u se  q u o te  o f  1,553 m u. T h e  p rice  o f  in d u stria l 

lan d  w ith  a w ell-d ev e lo p ed  in fra s tru c tu re  in  suburban  S h an g h a i’s d ev e lo p m en t zo n es  w as 

80 ,000  yu an  p e r m u, w h ile  in  Y ueqing, the  p rice  fo r lan d  even  w ith o u t basic 

in fra s tru c tu re  w as 150,000 yu an  p e r m u  (W ang 2003). S econd , state p o licy  w as ran k ed  

h ig h ly  in  re lo ca tio n  and  u n d erlie s  the  im p o rtan ce  o f  lan d  in  re lo ca tio n . D ev elo p m en t 

zones in  c ities  like  S h an g h ai and  H an g zh o u  have  p re fe ren tia l p o lices to  a ttrac t ex tern a l
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investm en t, as w e ll as m o re  tran sp a ren t g o v ern m en ts  and  p ro fessio n a l serv ices. T he land  

p ro b lem  is also  in ten sified  w ith  transitional, o ften  illeg a l, lan d  m arke ts, w ith  illeg a l 

se izu res and  a llo ca tio n  by  o ffic ia ls w ho  ex p lo it the  cu rren t policy. T h o se  w ith o u t access 

to  lo ca l re so u rces  h av e  g rea te r in ten tio n s to  re lo ca te , a lth o u g h  som e en terp rises  use  

re lo ca tio n  as a s tra tegy  to  o b ta in  p re fe ren tia l po lic ies, a tac tic  u sed  in  W estern  coun tries 

and  by  M N E s as w ell. T h ird , m o st lo ca l en te rp rises  started  as fam ily  b u sin esses  th a t w ere  

lo ca ted  in  iso la ted  ru ra l areas. A s a co u n ty -lev e l city, Y ueqing lack s an  R & D  

in fra s tru c tu re  and  h as d ifficu lty  re ta in in g  a h ig h -q u a lity  lab o r fo rce  and  d eve lop ing  R & D  

capacities . L ast, the  W enzhounese  are k n o w n  fo r th e ir k een  bu sin ess  cu ltu re , and  it is said  

th a t “w h ere  th ere  are m ark e ts, there  are  the  W en zh o u n ese .”

F ig u re  2 is a fram ew o rk  fo r ana lyz ing  in d u stria l re lo ca tio n . R e lo ca tio n  enab les 

W enzhou  firm s to  b en e fit fro m  large c itie s ’ in fra s tru c tu re  and  in d u stria l agg lom era tion , 

and  the  im p ro v em en t in  m an ag em en t, techno logy , and  in fo rm atio n  m ak es th em  m ore 

com petitive . O u r su rveyed  firm s rep o rted  183 in stan ces  o f  spatial expansion ; 25 p ercen t 

o f  th em  ex p an d ed  a t the  o rig in a l sites, and  the  re s t re lo ca ted  e lsew here . T h ese  data  

in d ica te  th a t m o st en terp rises  w ere  n o t sa tisfied  w ith  in -s ite  re s tru c tu rin g , esp ec ia lly  

w hen  th ey  b ecam e la rg e r and  so u g h t n ew  opportun ities . I t is es tim ated  th a t o f  the  m ore 

th an  1,000 en terp rises  w ith  an  ce rta in  n am e reco g n itio n  th a t have  re lo ca ted  ou tside  

W enzhou , 250 have  re lo ca ted  en tire  en terp rises.

R e lo ca tio n  is a g rad u a l p rocess th a t started  w ith  in -s ite  re s tru c tu rin g  and  the 

re lo ca tio n  o f  w h o le  en te rp rises  in  the  1980s (see T able 4). T he scale  o f  re lo ca tio n  has
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ex p an d ed  fro m  w ith in  the  sam e co u n ty  o r c ity  to  o th er reg io n s, o ften  acco m p an ied  by  

in d u stria l d iversifica tion . T he re lo ca tio n  o f  en tire  en te rp rises  and  m an u fac tu rin g  fac ilities  

b ecam e the  d o m in an t m o d e in  the  1990s, w ith  43 in stan ces occu rring  (see T able 4). S ince 

the  la te  1990s, the  re lo ca tio n  o f  co m p an ie s ’ h ead q u arte rs  and  serv ice  func tions, such as 

R & D  and  m arke ting , has in tensified .

T he re lo ca tio n  o f  the  en tire  en terp rise  is the  m o st rad ica l and  co m m o n ly  observed  

ex p an sio n , o ften  p u sh ed  by  p ro b lem s in  ru ra l lo ca tio n s  and  p o licy  p u lls  in  destinations. In  

the  survey, 70 (50.7 p ercen t) re lo ca tio n s w ere  in  th is  ca teg o ry  (see Table 4). T h ro u g h  

re lo ca tio n , firm s can  ob ta in  lan d  at p rices th a t are n eg o tia ted  w ith  lo ca l g o v ern m en ts  as a 

w ay  to  ex p an d  th e ir  p ro d u c tio n  space and  in crease  th e ir asse t value. T h e  re lo ca tio n  o ften  

occu rs in  sm all- and  m ed iu m -sized  o r h ig h ly  spec ified  en terp rises , and  68 .6  p ercen t o f  

the  su rveyed  firm s th a t ex p e rien ced  re lo ca tio n  had  asse ts o f  less th an  40  m illio n  yuan. 

L arge  en te rp rises  se ldom  co n sid e r a co m p le te  re lo ca tio n , g iv en  the  rap id  in crease  in  sunk  

co sts  w ith  the  size o f  firm s, lo ca l ne tw orks, and  in v estm en t in  equ ipm ent.

T he re lo ca tio n  o f  m an u fac tu rin g  fac ilities  is an o th er co m m o n  fo rm  o f  spatial 

ex p an sio n , and  o u r su rvey  fo u n d  th a t 60 (43.5 p ercen t) re lo ca tio n s w ere  o f  m anufac tu ring  

fac ilities  (see T able 4), o ften  d e term in ed  by  the n eed  to  ex p an d  o r u p g rad e  p roduction . 

T h e  m ajo rity  o f  en te rp rises  are  sm all to  m ed iu m  sized  and  re lo ca te  n ea r the  supp liers , the 

m arke t, o r labor. B ao lo n g  G roup  op en ed  a te lev is io n  fac to ry  in  N a n ch an g ’s (Jiangx i 

P ro v in ce) h ig h -tech n o lo g y  p ark  and  a ce ll p h o n e  pa in tin g  fac to ry  in  H u izh o u  

(G uangdong  P ro v in ce) to  p ro v id e  c lo se  supp lies to  T C L  and  B o d ao  (see F ig u re  3).
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H exing  G roup , a p ro d u ce r o f  m o to rcy c les, b u ilt a subsidy  in  C hon g q in g , a m a jo r cen te r 

o f  the  p ro d u c tio n  o f  m o to rcyc les.

Y ueq ing ’s R & D  cap acities  are ex trem ely  lim ited , b ecau se  o f  its lack  o f  a fo u r-y ear 

co llege . T h e  firm s re lo ca ted  R & D  fac ilities  n ea r re search  u n iv ers ities  and  in stitu tio n s  in  

m etro p o litan  areas o r sc ience parks fo r  such  reaso n s as the  sp illo v er o f  k n o w led g e , the 

ex ch an g e  o f  in fo rm atio n , and  lab o r m arkets. T h ree  su rveyed  firm s, a ll large  (tw o had  

asse ts o f  ab o u t 400  m illio n  yuan), in d ica ted  th a t th e ir  R & D  d epartm en ts re lo ca ted , 

m ain ly  to  S hanghai fo r its  re search  cen te rs , h u m an  re so u rces , m ark e t accessib ility , and  so 

forth . D e lix i m oved  its  h ead q u arte rs  and  R & D  fac ilities  to  S hanghai, and  C H IN T  

re lo ca ted  its R & D  d ep artm en ts  in  S h an g h ai and  the  S ilicon  V alley (see F ig u re  4). S everal 

o th er large  en te rp rises  w e in te rv iew ed  ex p ressed  such  an in ten tion .

T h e  re lo ca tio n  o f  h ead q u arte rs  is n o t a co m m o n  fo rm  o f  b u sin ess  p rac tice  and  is 

b e tte r su ited  to  large  en terp rises. W e found  th a t fiv e  en te rp rises  re lo ca ted  th e ir 

h ead q u arte rs , m ain ly  those  fro m  w ith in  Y ueqing: tw o  w ith  to ta l asse ts in  the  40 m illio n  to 

390 m illio n  yu an  ran g e  and  one ex ceed in g  400  m illio n  yuan . S ince h ead q u arte rs  are 

co rp o ra te  co m m an d  cen te rs , th e ir re lo ca tio n  rep resen ts  a m a jo r step  in  g row th . M any  

en te rp rise  g roups w an t to  re lo ca te  th e ir h ead q u arters  to  m etro p o litan  areas, m ain ly  

S hanghai, an  em erg ing  g lo b a liz in g  city, and  H an g zh o u , the  cap ita l o f  Z hejian g , fo r be tte r 

access and  to  co o rd in a te  the  h ead q u arte rs  and  su b sid ia ries o r b ranches. Y ueq in g ’s 

B ao long  and  D e lix i bo th  re lo ca ted  th e ir h ead q u arters  to  H an g zh o u  and  S hanghai, 

re sp ec tiv e ly  (see F ig u res  3 and  4). L o ca l n e tw o rk s and  in stitu tio n a l su pport m ak e  local
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firm s re s is t the  re lo ca tio n  o f  h ead q u arte rs , and  ev en  fo r th o se  th a t do re lo ca te , the 

fac ilities  in  W enzhou  rem ain  k ey  n odes o f  co rp o ra te  co m m an d  and  co n tro l netw orks.

T h ere  are tw o  w ays o f  b u ild in g  new  b ranches. F irst, the  m o th er co m p an y  splits 

ex isting  d ep artm en ts  to  stren g th en  sp ec ia liza tio n  and  co o p era tio n  to  m ain ta in  

co m p etitiv en ess. F o r exam ple , C H IN T  crea ted  13 su bsid ia ry  co m p an ies  from  its m ajo r 

departm en ts . S econd, the  m o th er co m p an y  bu ild s n ew  b ran ch es th ro u g h  acqu isitions, 

w h ich  can  cu t p ro d u c tio n  costs  and  in crease  m ark e t shares quickly . T h ro u g h  such  efforts, 

Y ueqing H u ay i G roup  co n tro ls  11 su bsid ia ry  co m p an ies  and  ex p an d ed  p ro d u c tio n  from  

lo w -v o ltag e  e lec trica l p ro d u c ts  to  d o o r p ro d u c ts , au tom ation , lam ps, and  re a l estate . 

T ianzheng  G roup  w as fo rm ed  th ro u g h  the  m ergers and  acq u is itio n s  o f  m o re  th an  50 lo ca l 

en terp rises  a fte r 1995.

Locational Choice and the Destinations of Relocation

L o ca tio n a l ch o ices  re flec t the  dual destin a tio n s o f  g lo b aliz in g  c ities  and  in te rio r c ities 

and  d iffer fro m  ty p ica l d ecen tra liza tio n  and  su b u rb an iza tio n  in  W estern  coun tries 

(M ario tti 2005). D estin a tio n s can  also  be  d iv id ed  in to  tw o  ca tegories: re lo ca tio n  w ith in  

and  ou tside  Z hejian g . In itially , spatia l re s tru c tu rin g  co n cen tra ted  on ex p an sio n  at the 

o rig in a l sites, co n stra in ed  by  lim ited  p ro d u c tio n  cap ab ilities  and  ties to  lo ca l g eo p o litica l 

re la tions. A s the  re fo rm  d eep en ed  in  the  m id -1 9 9 0 s, en terp rises  started  the  leap fro g  m ode 

o f  spatia l ex p an sio n  to g ro w  m ore  rap id ly , and  the  re lo ca tio n  o f  firm s ac ross the  p ro v in ce  

increased . In  the  survey, w h ile  78 p ercen t o f  the  re lo ca tio n s  occu rred  w ith in  Z h ejian g , 70
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percen t o f  the  firm s ch o se  to  re lo ca te  w ith in  Y ueqing, in d ica tin g  th a t Y ueqing, as the  base 

and  starting  site w ith  spatia lly  c lu ste red  industries , rem ain s  a ttrac tiv e  (see T able 5). W e 

fo u n d  th a t am ong  the  en terp rises  w ith  in te rp ro v in c ia l re lo ca tio n , 4 8 .4  p e rcen t had  assets 

be tw een  40 m illio n  and  390 m illio n  yuan , 35.5  p ercen t had  asse ts  o f  less th an  40 m illio n  

yuan , and  16.1 p e rcen t had  asse ts o f  m o re  th an  400  m illio n  yu an  (see T able 6).

In  the  ea rly  1990s, re lo ca tio n  ou tside  Z h e jian g  co n cen tra ted  on m o v em en ts  to coasta l 

g lo b aliz in g  c ities, m ain ly  S h an g h ai and  H angzhou , and  w as m o stly  in  R & D  and 

m an u fac tu rin g  fac ilities , fo r th e ir ad v an tag es in  lo ca tio n  and  g o v ern m en ta l policy , as w e ll 

as the  g lo b al-c ity  fu n c tio n s o f  S hanghai and, to  a le sse r  ex ten t, H angzhou , such  as 

ed u ca tio n a l and  re search  in stitu tio n s, the  lab o r fo rce , in fo rm atio n , and  access to  m arkets. 

M an y  o f  the  large  firm s in  Y ueqing h av e  e stab lish ed  R & D  departm en ts, sales 

departm en ts , and  in v estm en t d ep artm en ts  in  S hanghai and  H an g zh o u , fo llo w ed  th ereafte r 

by  lo ca tio n s  in  B eijing , S henzhen , and  G uangzhou . A s a v ice  g en e ra l m an ag er o f  R u ia n ’s 

R u ili G roup  said  du ring  an  in te rv iew  in  2004: “R u ian  is in co m p arab le  w ith  S h an g h a i’s 

g lo b al m etro p o lis  ad v an tag es in  sc ience and  techno logy , ta len ts  and  in fo rm atio n .” 

R elo ca tio n  fo ste rs  the  g ro w th  o f  serv ice fu n c tio n s in  th ese  c ities, an  essen tia l p ro cess  o f 

the  fo rm a tio n  o f  g lo b al c ities, as w e ll as the  m ark e tiza tio n  and  g lo b aliza tio n  o f  th e ir 

in d u stria l structures.

S ince  the  la te  1990s, the  scope o f  re lo ca tio n  has been  ex p an d ed  to  in te rio r c ities 

ow ing  to  W estern  D ev e lo p m en t P o lic ies  th a t w ere  anno u n ced  in  1999 and  ch eap e r land  

and  lab o r reso u rces. In te rio r ex p an sio n  d iv ersifies  in v estm en t to  the  te rtia ry  sector, such

3 3



as serv ices, ed u catio n , rea l esta te , and  transporta tion . In  o u r survey, the  en te rp rises  th a t 

re lo ca ted  b ey o n d  Y ueqing, 79  p ercen t in d ica ted  th a t th ey  ex p e rien ced  re lo ca tio n s  ou tside 

Z h e jian g  during  the  p ast decade. A m ong  them , 71 p ercen t o f  the  en te rp rises  had  re lo ca ted  

to  S hanghai, and  7 .9  p e rcen t had  re lo ca ted  som e o f  th e ir fac ilities  to w este rn  C hina. W e 

fo u n d  th a t som e Y ueqing firm s estab lish ed  b ran ch es in  the  m an u fac tu rin g  sites o f  H aier, 

C h anghong , and  K an g jia  to  fac ilita te  su p p lie r ne tw orks. H u ay i G roup  estab lish ed  jo in t 

v en tu res  in  L iu an  (A nhu i P ro v in ce), D ey an g  (S ichuan), X ian  (S haanx i), and  T aiyuan  

(S hanx i) (see F ig u re  4).

D iv ersif ica tio n  and  re lo ca tio n , tw o  o f  the  m a jo r types o f  res tru c tu rin g , are 

in tertw ined . T he re lo ca tio n  o f  en tire  en terp rises  w as the  m o st co m m o n  p rac tice  in  the 

1980s as a ch o ice  fo r in itia l d ev e lo p m en t and  b est su its sm all- and  m ed iu m -sized  

en terp rises. In  the  1990s, co m p etitio n  am ong m atu re  m an u fac tu rin g  esca la ted  and  new  

in v estm en t o p p o rtu n itie s  in  serv ices em erged . W e found  th a t large  en terp rises  d iversify  

th e ir in v estm en ts  to  p ro fit from  n ew  op p o rtu n ities  and  red u ce  the  risk s  o f 

o v erco n cen tra tio n  in  m an u fac tu rin g . G ro w th  also  p ro v id ed  en terp rises  w ith  the  cap ab ility  

fo r  d iv ers ifica tio n  and  re lo ca tio n . S tarting  w ith  v a lv e  and  hea ting  p ro d u c ts  in  1984,

D elix i cu rren tly  p ro d u ces  a v arie ty  o f  p roduc ts , in c lu d in g  e lec trica l cab les and 

in strum en ts, and  its  in v estm en ts  ex ten d  to  rea l esta te  (the E u ro p ean  C ity  in  W enzhou), 

trad e  (an  im p o rt-ex p o rt co o p e ra tio n  in  W enzhou  and  a trad e  cen te r in  H ong  K ong), 

f in an ce  (in v estm en t co m p an ies  in  S hanghai, B eijing , and  H an g zh o u ), and  serv ices (a 

h o te l in  X in jiang ) (see F ig u re  4). H uay i ex ten d s from  its p ro d u c tio n  o f  h ig h -v o ltag e
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e lec trica l p ro d u c ts  to  lo w -v o ltag e  e lec trica l p roduc ts , d o o r equ ip m en t, au tom ation  

equ ip m en t, lam ps, and  rea l estate .

R o n g g u an g  is a go o d  ex am p le  o f  ho w  loca tio n a l ex p an sio n  o r re lo ca tio n  and 

bu sin ess  d iv ers ifica tio n  can  fu lly  u tilize  loca tio n a l ad v an tag es and  in s titu tio n al 

opportun ities . O u r in te rv iew ees d escribed  it to  us as d riv ing  w ith  tw o  w heels: im prov ing  

the  co re  b u sin ess  (shoe p ro d u c tio n ) and  d iversify ing  in to  serv ices. O u r in te rv iew  in  June 

2004  found  th a t R o n g g u an g  had  estab lish ed  a n e tw o rk  o f  p ro d u c tio n  and  serv ices, w ith  

shoe p ro d u c tio n  as the  co re  bu sin ess  in  seven  c itie s  (see F ig u re  3): (1) R u ia n ’s 

d ev e lo p m en t zone: the h ead q u arte rs  and  m ajo r p ro d u c tio n  site, w h ich  w as o rig ina lly  

es tab lish ed  in  1987 and  cu rren tly  co n sis ts  o f  150 m u; (2) S hangcai C ounty , H enan  

P rov ince: 200 m u, 6 ,000  w orkers, cheap  lan d  and  labor, es tab lish ed  th ro u g h  R u ia n ’s 

trad itio n a l b ee  p ro d u c tio n  in  H enan ; (3) suburban  K unm ing , cap ita l o f  Y unnan: th rough  

the  acq u isitio n  o f  a p riso n  factory , d isco v ered  acc id en ta lly  by  an  acquain tance ; (4) H efei, 

cap ita l o f  A nhui: h ig h er-q u ality  lab o r ow ing  to  a lo ca l trad itio n  in  sew ing , in tro d u ced  by  

W enzhou  bu sin ess  p eo p le  there ; (5) K unshan , J iangsu : k n o w n  fo r its ea s ie r access to 

S hanghai and  the  Y angtze D elta , consisting  o f  100 m u; (6) S h an g h a i’s M inhang  D istrict: 

lo g is tics  and  serv ice center, co n sis tin g  o f  30 m u; and  (7) H u h eh ao te  (H ohhot), cap ita l o f 

In n e r M ongo lia : co m m erc ia l rea l estate .

R ep resen ta tiv es  o f  N an d a  C ab le  ex p la in ed  to  us the  co m p an y ’s lo ca tio n  strateg ies 

and  destin a tio n  cho ices, w h ich  also  show s the  s ig n ifican ce  o f  in stitu tio n a l fac to rs  in  

re lo ca tio n . N an d a  has es tab lish ed  p ro d u c tio n  fac ilities  in  S hanghai and  B eijing , as w e ll as
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X u an ch en g  (A nhui) fo r th e ir m ark e ts  (see F ig u re  3). S hanghai has the  advan tage  o f 

access to  cab le  re search  in stitu tes  and  h ig h -q u a lity  tech n ic ian s, as w e ll as a strateg ic  

lo ca tio n  and  access to  m arke ts. N an d a  h as had  m an y  years  o f  p ro d u c tio n  re la tio n s  w ith  

fac to ries  in  S hanghai, and  the  acq u ired  co m p an y  p ro v id es  bo th  fac ilities  and  lan d  fo r 

expansion . Its  fac ilities  in  S hanghai p ro d u ce  p ro d u c ts  w ith  h ig h er leve ls  o f  techno logy , 

m ain ly  h ig h -v o ltag e  cab les. T he B eijing  fac ilities  serve  th ree  in stitu tio n a l and  strateg ic  

functions. F irst, the  state is the  reg u la to r o f  cab le  p ro d u c ts  as w e ll as a m ajo r custom er; 

e lec trica l n e tw o rk s are  la rge ly  ow n ed  by  the  state  o r s ta te -co n tro lled  com pan ies. T he 

estab lish m en t o f  N an d a  w as supported  by  the  fo rm er M in istry  o f  E lec tro n ics  Industry , 

and  the  B e ijin g  lo ca tio n  p ro v id es  access to  in fo rm atio n  and  reg u la tio n . S econd, the 

B eijing  lo ca tio n  serves as a base  to  ex p an d  the  m ark e t in  n o rth  and  n o rth eas t C hina, 

w h ere  sta te -ow ned  cab le  fac to ries h av e  b een  strugg ling . T h ird , p rep ara tio n  fo r the 

O lym pic  G am es h as  also  p ro v id ed  opportun ities .

R elo ca tio n  in v o lv es  the  p ro cesses  o f  bo th  spatia l d iv ers ifica tio n  and  c lustering .

W h ile  spatia lly  d iversify ing  to  m u ltip le  lo ca tio n s, in d u stries  have  also  b eco m e m ore 

c lu ste red  locally . C luste ring  p ro cesses  o ccu r am ong  in te rlin k ed  en te rp rises  and 

spec ia lized  m ark e ts  th a t p ro v id e  ag g lo m era tio n  effec ts fo r  the  su rv ival o f  sm all firm s and 

en h an ce  reg io n a l in n o v a tio n  and  co m p etitiv en ess. In  2000 , ab o u t 30 tow ns in  W enzhou  

h ad  in d u stria l c lu ste rs  w ith  ou tpu ts  o f  o v e r 1 b illio n  yuan . L iu sh i is k n o w n  fo r its 

lo w -v o ltag e  e lec trica l p ro d u c ts  c lu ste r led  by  C H IN T  and  D elix i. L o n g g an g , the la rg est 

p easan t to w n  in  C hina, has a p o p u la tio n  o f  o v er 100,000 and  a new ly  d ev e lo p ed  c lu s te r in
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prin ting . H ow ever, re lo ca tio n  also  leads to  the  o u tflo w  o f  cap ita l and  m ak es it d ifficu lt fo r 

W enzhou  to  a ttrac t h ig h -q u ality  lab o r and  im p ro v e  lo ca l R & D  capacities . M o re  th an  100 

b illio n  yu an  o f  lo ca l cap ita l has b een  in v ested  in  the  re s t o f  Z h ejian g  and  C h in a  since 

1995. B ecau se  in te rfirm  lin k ag es in  W enzhou  are strong , re lo ca tio n  o ften  has a rip p le  

e ffec t on  lo ca l econom ies; it im p airs  ru ra l d ev e lo p m en t and  the  m ak in g  o f  W enzhou  in to  

a g lo b aliz in g  in d u stria l city.

Discussion: W hither the “New” Wenzhou Model?

W enzhou  has co m e a long  w ay  fro m  the  W enzhou  m o d el o f  the  1980s, k n o w n  fo r 

sm all fam ily  firm s and  flex ib le  p ro d u c tio n ; a g roup  o f  large  firm s and  M R E s h as  em erged , 

w ith  th e ir n e tw o rk s ex ten d in g  na tio n a lly  and  g lobally . H ow ever, d esp ite  tw o  ro u n d s o f 

res tru c tu rin g , w ith  ris in g  p ro d u c tio n  costs  and  increasing  co m p etitio n , p ro fit m arg ins 

have  b eco m e th in . In  2002  and  2003, W en zh o u ’s g ro w th  ra te s  in  GDP, investm en t, and 

ex p o rts  w ere  lo w er th an  the  p ro v in c ia l average , cau sin g  som e to  q u estio n  w h e th e r 

W enzhou  is still com petitive . T he th ree  types o f  reg io n a l lo ck -in s--re la tio n al, 

in te rg en era tio n al, and  struc tu ra l-still ch a llen g e  W en zh o u ’s developm en t. F irst, desp ite  

res tru c tu rin g , W en zh o u ’s en te rp rises  rem a in  la rge ly  u n d er fam ily  co n tro l and  d om inated  

by  sm all firm s th a t ten d  to  be  low  tech  and  to  lack  R & D  capacities . In  2002 , am ong 

Y ueq in g ’s 20,611 n o n sta te  in d u stria l en terp rises , 20 ,055 , o r 97.3  percen t, h ad  ou tpu ts  o f  

less than  5 m illio n  y u an  (Y ueqing S ta tistica l B u reau  2003). In  2004, am ong  147,115 

en terp rises  in  W enzhou, on ly  377 w ere  large- and  m ed iu m -sized  en terp rises , and  th e ir
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em p lo y ees n u m b ered  275 ,442 , on ly  14.6 p ercen t o f  the  to ta l (W SB  2005). M o st 

en terp rises  w e v isited  w ere  co n tro lled  by  fam ilies , and  even  in  C H IN T , 75 p ercen t o f  the 

shares are co n tro lled  by  fam ily  m em bers. T h e  g en e ra l m an ag ers  o f  Z h o n g ru i and 

Z h o n g ch i F in an c ia l G roups, the  la rg est n o n sta te  fin an c ia l in s titu tio n s  in  W enzhou, 

re s ig n ed  w ith in  th ree  m o n th s o f  du ty  b ecau se  o f  p o o r co rp o ra te  g o v ern an ce  (H u, Fang, 

and  L iu  2005). T h ese  p ro b lem s p ro m p ted  som e shareho ld ing  co o p e ra tiv es  to  re tu rn  to 

fam ily  en terp rises. H ow ever, o thers have  argued  th a t the  flu c tu a tio n  o f  g ro w th  in 

W enzhou  is no rm al (Z hang 2004) and  th a t the  k ey  issue  is n o t in te rg en era tio n a l lock-in , 

b u t the  w eak en in g  o f  the  “in stitu tio n a l g ap ” (M a 2004).

S econd, w h a t W enzhou  n eed s u rgen tly  is to  u p g rad e  its tech n o lo g y  and  m an ag em en t 

skills. T h e  th ick  lo ca l in stitu tio n s m ak e  it d ifficu lt fo r  m ig ran ts  to  m elt in , and  the  firm s 

w e in te rv iew ed  o ften  co m p la in ed  ab o u t the  h igh  m o b ility  o f  m ig ran t w orkers. Som e 

m ig ran ts  co m p la in ed  to  u s th a t th ey  h ad  to  w o rk  10 to  12 ho u rs  a day, 6 days a w eek , and  

fo llo w  stric t ru les, w ith  few  op p o rtu n ities  fo r p rom otion , w h ich  p ro h ib its  m eltin g  in, 

c lea rly  a dark  side o f  the  W enzhou  m odel. E v en  som e ed u ca ted  W enzhounese are tired  o f 

the  lo ca l n e tw o rk in g  and  g ift cu ltu re  and  are re lu c tan t to  re tu rn . M oreover, F D I has been  

lim ited  in  W enzhou. In  2004, F D I in  W enzhou  w as on ly  $209  m illion, am ong  the  lo w est 

in  m etro p o litan  Z h e jian g  and  fa r b eh in d  N ingbo  ($2.1 b illion ) and  H an g zh o u  ($1.4  

b illion). T h e  effec tiv en ess o f  re cen t effo rts  to  a ttrac t F D I is y e t to  be  seen.

T hird , the  p ro g ress  in  im p ro v in g  ad m in is tra tiv e  e ffic ien cy  and  tran sp a ren cy  h as been  

slow. L o ca l n ew sp ap ers  ex p o sed  the  c ity ’s bureaucracy , w h ich  angered  even  the  m ayor.
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Som e loca l o ffic ia ls re tire  ea rly  o r s im ply  q u it to  ru n  th e ir ow n b u sin esses  o r w o rk  fo r 

p riv a te  en te rp rises  as sen io r m an ag ers  o r d irec to rs. E v en  v ice  M ay o r W u M in y i re s ig n ed  

in  2003  to  b eco m e v ice  g en e ra l m an g er o f  H o n g q ing ting . S om e o ffic ia ls  help  the 

bu sin esses  in  v ario u s  capac ities , such as ob ta in ing  land , energy, quo tes, b an k  loans, and 

state p ro jec ts, and  red u cin g  taxes and  ad m in istra tiv e  fees. W ith  lag g in g  p o litica l re fo rm s, 

the  fu zzy  b o u n d arie s  and  p u rsu it o f  p ro fit hav e  led  to  “b lack -b o x ” tran sac tio n s 

(b u reaucracy ) and  re n t seek ing  (corrup tion ), as ev id en ced  by  the  tearing  dow n  o f  the 

ta lle s t “co rru p tiv e  b u ild in g ” in  Z h e jian g  and  the  em b ezzlin g  by  a h ig h ly -ran k ed  o fficer o f  

253 m illio n  yu an  (abou t $31 m illion). W enzhou  lau n ch ed  an “e ffic ien cy  rev o lu tio n ” in  

2003 during  w h ich  400  lo ca l o ffic ia ls w ere  fired , dem oted , w arned , o r c ritic ized  pu b lic ly  

(R. S. Z h an g  2004).

L ast, the  W enzhou  eco n o m y  is very  m u ch  a “ce llu la r econom y,” w ith  seg regated  lo ca l 

m arkets. T h e  c lose  socia l n e tw o rk s fac ilita te  the  fo rm a tio n  and  c lu sterin g  o f  businesses, 

b u t m ak e it d ifficu lt to  b reak  the  th ick  lo ca l in s titu tio n s and  in teg ra te  W enzhou  in to  the 

g lo b aliz in g  econom y. S em ico re  areas like  W enzhou  are being  m arg in a lized  in  the  g lobal 

c ircu la tio n  o f  cap ita l, in fo rm atio n , and  labor. W ith in  W enzhou , lo ca lities  opera te  like 

ce llu la r econom ies, w ith  m arke ts  and  re so u rces  p ro tec ted  by  lo ca l netw orks, such  as the 

co n flic t b e tw een  L o n g g an g  and  A o jian g  rep resen tin g  d iffe ren t lo ca l state in terests. 

S ta te -induced  reg io n a lism  and  p ro tec tio n ism  are co m m o n  across C hina, ex em p lified  by 

reg io n a l “re so u rce  w ars .” W enzhou  is a lso  ex p e rien c in g  ris in g  incom e and  spatia l 

inequalities.
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Conclusion

T he W enzhou  m o d el is a system  o f  p ro d u c tio n  cen te red  on  fam ily  en terp rises  

em b ed d ed  w ith  th ick , h is to rica lly  ro o ted , lo ca l in s titu tio n s  and  ne tw orks. T h e  p lace-b ased  

in stitu tio n s and  n e tw o rk s are in ten se ly  in terw o v en , b o u n d ed  by  tru st and  cu ltu re  and  

m ain ta in ed  by  m u tu a l ex ch an g es and  p o w er re la tions. T h e  W enzhou  m o d el d iffers from  

the  c lass ica l M ID s, w ith  d iffe rences in  g eo g rap h ic  setting , h is to rica l legacy, in s titu tio n a l 

env ironm en t, and  v e lo c ity  o f  change. In  a span o f  20 years , W enzhou  ex p erien ced  tw o 

m ajo r ro u n d s o f  res tru c tu rin g : fro m  ru ra l fam ily  en terp rises  to  co o p era tiv e  en terp rises  in 

the  m id- and  la te  1980s and  th en  to  shareho ld ing  en te rp rises  and  lim ited  liab ility  

co m p an ies  in  the  ea rly  and  m id -1 9 9 0 s, in c lu d in g  the  em erg en ce  o f  large  firm s and 

in d u stria l g roups. W e have  ana lyzed  fo u r m a jo r types o f  re s tru c tu rin g  in  re sp o n se  to 

p o ten tia l reg io n a l lock-in : in stitu tio n a l change , tech n o lo g ica l up g rad in g , in d u stria l 

d iv ersifica tio n , and  spatia l re s tru c tu rin g . In stitu tio n a l ch an g e  is the  focus, in tertw in ed  

w ith  tech n o lo g ica l u pgrad ing . T h e  W enzhou  ex p erien ce  p roves th a t successfu l in d u stria l 

d istric ts  are  dynam ic and  have  the  ab ility  to ad ap t to  change. S im ilar to  w h a t G laeser 

(2005) found  in  h is s tudy  o f  B oston , the  co n sis ten t g ro w th  o f  W enzhou  lies  in  its 

su ccessfu l re sp o n se  to  cha llenges.

T h e  re s tru c tu rin g  o f  the  W enzhou  m o d el is gen e ra lly  co n sis ten t w ith  the  fin d in g s on 

the  re s tru c tu rin g  o f  in d u stria l d istric ts  in  d ev e lo p ed  co u n tries, such as Italy. T h e  W enzhou  

m odel, cen te red  on  sm all-sca le  fam ily  busin esses  in  ru ra l settings, h as  b een  re stru c tu red
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to w ard  m o d ern  co rp o ra tio n s and  de lo ca lized  g ro u p s w ith  en h an ced  m anagem en t, 

ad v an ced  p ro d u c tio n , d iv ers ified  lo ca tio n s, and  spatial c lu stering . T he n o tio n  o f  o rthodox  

M ID s no lo n g er b est co n cep tu a lizes  the  n a tu re  o f  W enzhou , w h ich  is m ov in g  to w ard  a 

m ix ed  m o d el w ith  ren ew ed  in s titu tio n a l support, em erg ing  large  firm s and  in d u stria l 

g roups, and  ex ten d ed  ex tern a l ne tw orks. T h e  W enzhou  ex p erien ces ch a llen g e  the 

eco n o m ic  g eo g rap h y  lite ra tu re ’s o v erem p h asis  on sm all firm s and  lo ca l asse ts or 

in stitu tions. To m ain ta in  co m p etitiv en ess , firm s in  in d u stria l d istric ts  hav e  to  “ scale u p ” 

and  sim u ltan eo u sly  em b ed  lo ca lly  and  in teg ra te  n a tio n a lly  and  g lobally . T he n o tio n  o f  the 

neo -M ID  m ay  be a b e tte r co n cep tu a liza tio n  o f  cu rren t W enzhou, g iv en  its em p h asis  on 

the  synergy  o f  lo ca l and  g lo b al forces.

T h is artic le  h as ana lyzed  the  re lo ca tio n  p ro cess and  loca tio n a l ch o ice  o f  the 

en terp rises  and  argued  fo r the  im p o rtan ce  o f  the re lo ca tio n  o f  firm s in  res tru c tu rin g . O ur 

fin d in g s in d ica te  th a t spatia l ex p an sio n  and  re lo ca tio n  are essen tia l co m p o n en ts  o f  the 

re stru c tu rin g  o f  the  o rth o d o x  W enzhou  m odel. R elo ca tio n  has b een  d riv en  by  chang ing  

in stitu tio n a l en v iro n m en ts , in te rtw in ed  w ith  d iv ers ifica tio n  and  o ften  p u lled  by 

p re fe ren tia l state  po lic ies. S uch  re lo ca tio n  started  w ith  n ea rb y  sites, such  as from  ru ra l 

v illag es  to  to w n sh ip s, and  g rad u a lly  ex p an d ed  in  space and  scope w ith  dual destinations: 

co asta l g lo b a liz in g  c ities, to  take ad v an tag e  o f  th e ir h ead q u arte r fu n c tio n s  and  R & D  and 

serv ices, and  in te rio r c ities, w ith  p o licy  p re fe ren ces and  in v estm en t opportun ities . T he 

re lo ca tio n  h as  fac ilita ted  the  d ev e lo p m en t o f  new  in d u stria l c lu ste rs  and  d istric ts, as w ell 

as the  fo rm a tio n  o f  em erg ing  g lo b al c ities  lik e  S hanghai and  g lo b aliz in g  c ities  like
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H angzhou . T herefo re , the  p ro cess  o f  fo rm in g  g lo b al c ities  is a lso  a p rocess th a t is based  

on the re lo ca tio n  o f  ex tern a l firm s; it is n o t s im ply  d riv en  by  fo re ig n  investm ent.

D esp ite  the  tw o  ro u n d s o f  re s tru c tu rin g , W enzhou  is fac ing  n ew  ch a llen g es th a t have  

b een  co n cep tu a lized  as reg io n a l lo ck -in s--re la tio n a l lock -in , in te rg en era tio n a l lock-in , 

and  s tructu ra l lo ck -in --th a t ac t as push  facto rs u n d erly in g  the  re lo ca tio n . T he strong  lo ca l 

in stitu tio n s have  p ro v id ed  an id ea l en v iro n m en t fo r the  crea tio n  and  d ev e lo p m en t o f  the 

W enzhou  m odel. L o ca l states are tran sitio n a l; th e ir ro les  in  reg io n a l d ev e lo p m en t ch an g e  

w ith  ch an g in g  in stitu tio n a l env ironm en ts, and  th ey  are becom ing  in creasin g ly  in v o lv ed  in  

the  d ev e lo p m en t p rocess. T h e  th ick  in stitu tions, how ever, are also  sou rces o f  reg io n a l 

lock -in . W enzhou  is a t the  cro ssro ad s o f  an o th er ro u n d  o f  re s tru c tu rin g  to  overcom e 

reg io n a l lo ck -in s  and  g eo g rap h ic  constra in ts , w h ich  w ill im p ro v e  the  in s titu tio n a l 

en v iro n m en t fo r in v es tm en t and  innovation . Its in te rn a l d ynam ics and  cap ab ilities  m ay  

help  W enzhou  to  ov erco m e the  cu rren t cha llenges.
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P ro files  o f  the S u rveyed  F irm s a t the  T im e o f  E stab lish m en t

T a b l e  1

Items
Number of Enterprises Shares (Percentage)

Year Decade established

1980s 41 43

1990s 51 54

2000s 3 3

Investment at time of 55 58

establishment (in million 24 25

yuan) 16 17

< 0.5 15 16

0.5-1.0 77 81

>1.0

Site of establishment

County seat 3 3

Township

Rural village



P ro file  o f  S u rveyed  F irm s, 2002

T a b l e  2

Items (in Million Yuan) Number of Enterprises Proportion (Percentage)

Output value

< 0.5 28 29

0.5-100 53 56

> 100 14 15

Sales income

< 5 28 29

5-100 54 57

> 100 13 14

Asset value

< 40 67 71

40-400 21 22

> 400 7 7

Manufacturing sectors

Electrical equipment and instruments 25 26

Electronics 25 26

Machinery 33 35

Others 12 13



Im p o rtan t F ac to rs  In f lu en c in g  In d u s tr ia l R e lo ca tio n  in  Y ueqing

T a b l e  3

M o st R ela tive ly S om ew hat
In flu en cin g  F ac to rs Im p o rtan t Im p o rtan t Im p o rtan t Im p o rtan t

In d u stria l land 37 17 9 0

P refe ren tia l po licy 21 15 4 9

B usin ess
en v iro n m en t

13 11 5 6

M ark e t in fo rm atio n 18 15 9 7

S cience , techno logy ,
7 7 3 5

and education

L ab o r fo rce 7 9 16 2

In frastru c tu re 4 10 11 12

F in an c ia l in stitu tio n s 3 5 7 3

L iv ing  en v iro n m en t 5 12 11 7



T a b l e  4

T em pora l T rends o f  S patia l E x p an sio n  in  Y ueqing

Relocation Expansion

Time
In-Site

Expansion
Entire

Enterprise
Manufacturing

Facility R&D Headquarters

1980s 5 6 - - -

1990s 20 43 26 2 3

2000<<nut>>2003 20 21 34 1 2

Total 45 70 60 3 5



T h e S ize o f  F irm s and  In terp ro v in c ia l R e lo ca tio n

T a b l e  5

T otal A ssets
(in  M illio n  Y uan) <  40 40-390 55 400

T im es 11 15 5

S hare (p e rcen tag e) 35.5 48 .4 16.1



Table 6
F orm s and  D estin a tio n s o f  R e lo ca tio n

Time, Form/Destination

Town/
Township

County
Seat Wenzhou Hangzhou Shanghai Beijing Coastal Interior

Total

Entire enterprise 68 2 — — — — — —

Manufacturing facility 37 2 4 9 20 2 10 3

R&D 1 — — — 2 — — —

Headquarters 5 — — — — — — —

1980s

Entire enterprise 6 — — — — — — —

Manufacturing facility — — — — — — — —

R&D — — — — — — — —

Headquarters — — — — — — — —

1990s

Entire enterprise 42 1 — — — — — —

Manufacturing facility 21 — — 4 8 — 4 —

R&D 1 — — — 1 — — —

Headquarters 3 — — — — — — —

2000<<nut>>03

Entire enterprise 20 1 — — — — — —

Manufacturing facility 16 2 4 5 12 2 6 3

R&D — — — — 1 — — —

Headquarters 2 — — — — — — —

N o te :  In  re lo ca tin g  m an u fac tu rin g  fac ilities , each  tim e o f  re lo ca tio n  m ay  in v o lv e  m ultip le  

destina tions, w h ich  is the  reaso n  w h y  the  to ta l n u m b er o f  re lo ca tio n  destin a tio n s is la rg e r th an  the 

tim es o f  re lo ca tio n  (see T able 2).


