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1 Introduction
1.1 Problem Background

China’s textile industry has the significant influence towards the national economy, which keeps the GDP (gross domestic product) for being sustainable and rapid growing. According to the input-output analysis, which has been conducted by National Bureau of Statistics in year 2000, shows that each time one unit input into the textile industry will accompanied by an influencing coefficient with 1.25, which is 25% higher than the average rate of all industries.

In China today 1 out of 1.6 billion are farmers, and however the production link of textile industry has formed the industry supply-chain from farming to the end product, which is the main channel in raising the international competitiveness of agriculture products.
 Since 1978, the Chinese government has made the policy to encourage farmers to take over the arable lands by making contract. Under the system, the efficiency of farming has increased significantly that has lead to the situation of manpower surplus. Many farmers instead of leaving their hometown have chosen to build their own enterprises locally in consuming the extra manpower for profitability, and many of these enterprises have targeted the textile industry because it has low entry barriers such as low requirements towards technology and capitals. So the Chinese textile industry has strong regional distinctiveness. The half of China’s textile industry is characterised by the regional clusters.
 In the world, today, “Made in China” has another image which is “Made by Clusters”. In the U.S., the most important 60 products imported from China that are mostly produced by the clusters.

Contemporary the Chinese textile clusters have still contained considerable disadvantages. First, many clusters are aimlessly expanding without considering the actual consumption level and the market demand, so that some cluster are not growing towards positive directions. Second, perhaps due to the historical background, the centralised political and economic system, China showed its weaknesses of inability in innovation as well as lacking of the awareness of the legal affect on patents. Moreover, China has been lacking of its own multinational enterprises (MNEs) as well as has been ignoring the importance of creating its original brands, which have resulted in the general international competitiveness of China are relatively low. Furthermore, China has critically been lacking of experts within the industry, and public institutions in supporting the regional developments and the living standards within some clusters are vile enough which makes it difficult in attracting the capital inflow.
 Those disadvantages are becoming increasingly intensive since globalisation.
Since 2001 China entered the WTO, the exportation quota has been removed. Within the textile industry, China becomes the world’s biggest producer; there is one-fifth of world’s textile and apparel products are being produced in China. On the contrary, most Chinese enterprises are having the least share of the profits from their value adding process.

It is also indicated that the Chinese textile clusters are frailly connecting to the GVC. Almost all apparel retailers and original brand manufactures (OBM) have the intentions to minimise their costs by outsourcing their productions to developing countries and, basically, the apparel manufacturing can be accessible in all countries even in the least developing countries because of its low industrial entry barrier.
 The U.S. is a big importer, where 80% of the textile products are imported. Such big market has significant international puissance, which should not be ignored. In year 2006, the U.S has imported 14.6% of the textile products less from China compare to the year before, but their total import rate are increasing in the year, meaning that they have partly transferred their orders to other developing countries.
 However, the consumption level of the textile products is rather low in China compare to its large quantity of the outputs yearly, so that many producers are extremely dependent on exporting, which might pressure the Chinese producers to reduce their price further in keeping the low price advantage, and seems that jerry-build might be the only way out. This kind of vicious circle might ultimately collapse the competitiveness of the Chinese textile industry.

1.2 Problem Formulation

In the GVC, for the time being, the advantages of Chinese textile clusters are mainly concentrated in the linkages of manufacturing and assembling, where the price level is comparatively low on the global scale. However, in the recent years, this advantage is gradually being weakened due to many factors. First, the Chinese currency RMB is compelled to be appreciated repeatedly, which cause the price advantage becoming less distinctive. Second, the exporting quantities are limited by many international protection policies such as the anti-dumping policy, the multi-fibre arrangement (MFA), etc...
 Third, the Chinese government has revoked some of the exporting subsidiaries. Furthermore, there are the trends on increasing the focus on the issues of the energy consuming, the environmental factors and the labour structures.
 It can easily be expected that in the near future, the Chinese textile industry will face the rigorous challenge. So my research question is:
How does the selected parts and levels of the textile industry react towards the main challenges that the Chinese textile industry facing?

There must be many aspects that can be put into the consideration to improve Chinese textile industry, but this project is going to open the debate by approaching on three levels with the analysis order as follows:

1. Upgrading China’s textile industry within the GVC
In global economy the key point in keeping the national competitiveness is to hold the leading position of the GVC.
 The core links of global apparel commodity chain (GACC) are occupied by several large magnet retailer chains, brand tycoon and MNEs which holding the core industrial technology. So on the global scale even if all trade barriers would be moved in the long run, the enterprises from developing countries are not able to enter the global market without casting the great effort in improving its position within the GVC. The leading enterprises are controlling the enterprises within the GACC by use of their capabilities in making R&D, designing, branding and market accessing. On the contrary, the enterprises which have been controlled by them are normally within the stream of high competing and low value adding process.
 So upgrading the positions of the enterprises and the industrial clusters in GVC should be raised to one of the most important issues.

2. Optimising the conditions of the textile clusters
Since globalisation, small-medium-enterprises (SMEs) are difficult to achieve advantages in global competition, so that it becomes increasingly important for the SMEs to build partnership in regional scale. The practice experience of China has demonstrated industrial clustering is a feasible strategy.
 Previously, it has been mentioned that there are still many existing disadvantages of the Chinese textile industrial clusters. In addition, the challenges they face are aggravating since globalisation. So optimising the conditions of the current clusters should be raised to another important issue.

3. Strengthening the innovation capabilities and establishing innovation system

China’s traditional industrial clusters are generally constructed by SMEs, which are heavily lacking of the innovation ability and the establishment of innovation system. In the end of 2005, despite there are over 750 MNEs have settled their R&D centres in China, actually these enterprises have not diverted their crucial value linkages to China. The core technology lacking is the main reason for many developing countries that can only gain the least profits. Due to a period of time that China has heavily importing but superficially assimilating the foreign technology, which has resulted in technology importing are becoming a continuous process and ultimately China are increasingly dependent on foreign technology with index that shows of over 50%, however, all developed countries are less than 30%, and the U.S and Japan are now two least foreign technology dependent countries with the rate of less than 5%. If China is not going to pay increasing attention to the situation above, the Chinese division of labour in the GVC will be lock-in to the low technology involvement and the low value adding processes in a long term perspective.
 So, obviously, to strengthen the national innovation capabilities both in the national and in the regional level are significantly important, but, to start with, it has to be implementing in the firm level.  

2 The Literatures Review

Recently, the outcome of globalisation that stimulates the world economy has received increasing attention, and perhaps the prevailing debate opened by many scholars have mostly been emphasized on the uneven process, which seems to have accelerated the global inequality.
 The preceding debate inevitably emerges between the positive views and the negative ones. Though Globalisation is a savage game that has been accompanied by a rise in competition between the rich and the poor countries, and invariably no country likes to become the loser; in fact the number of winners is far exceeding the losers.
 

It seems like “Globalisation” is a controversial term, so that it is needed to interpret the concept in the project.

2.1 Globalisation

2.1.1 The Concept of Globalisation

A set of survey observed by OECD indicated that most EU citizens interpret the concept of “globalisation” is “delocalization of companies to countries where labour is cheaper”.
 This way of speaking does not contrary to the contemporary process of globalisation, but still it is a bit too unilateral in explaining the term of “Globalisation”. Globalisation is a phenomenon that reflected in the process of transforming and unifying the scattering economic activities into a single society and functioning together.
 
Since economy has been developed for the past many years, there are formidable trends become increasing intense that one side the population is continue to explode and while it went short of global resources.
 In my opinion, the productivity level cannot be unlimited rising, and resources are also limited, meaning that with these limited resource and technology it is impossible to feed every one on the globe properly. Besides the resources and the population crisis, fortunately, there are also positive sides that information technology and the global transportation industry are rapidly and continuously being improved. Evoked by both the positive and the negative trends, globalisation is an inevitable social and economic result that happened. Globalisation not only ties to developed countries, but also connects to the developing countries. It is tried to raise the competitiveness in a global scale, in which every countries could be benefited from, but unevenly. 

Globalisation has offered a bigger arena than ever before. Since part of globalisation is reflected in global resources sharing among all participants, this, of course, includes the migration of nature resources and labour forces; hereby many MNEs are searching for the optimum territories to adhere on in a global scale. Because of the global migration, most rich countries and regions have postponed their recession period from 2003 to 2025.
 Because the rich countries and regions are gradually forfeiting their comparative advantages especially in losing the cheap labour forces, and in order to maintain the competitiveness, most countries and regions chosen to outsource or import from relatively cheaper labour-intensive regions and manufactures, and ultimately promote economic efficiency, in which resources can be used more optimised.
 For poor countries and regions, globalisation is a convenient opportunities for spill-over. It is because the result for outsource must be a technology and capital inflows, as well as poor can get experience by learning from rich one’s business practices.

2.1.2 Pros or Cons? Evaluating the Impact of Globalisation

Regardless of economic conditions, rich and poor countries are encountering rigorous challenges evoked by globalising processes. In rich countries, the unemployment rate increases due to the rising imports from developing countries, which happened because developed countries are losing its comparative advantages in labour intensive manufactures. Simultaneously, it seems that the difficulty for developed countries to preserve a capital-based comparative advantage is increasing, because globalisation has provided possibilities for capital mobility, thus it harmed employment growth and job quality improvement for skilled workers in the long term perspective.
 

Currently in developing countries, it seems like most jobs created by international firms are provisional because developed countries are most interesting to offshore their labour-intensive productions to less developed countries and/or regions in improving the economy efficiency, meaning that any slight change in the economic conditions, for example if there are more inexpensive places popped-up, which can easily evoke international firms to divert their investments because globalisation enhanced their mobility. From this point of view, globalisation not only stimulates competitions between rich and poor countries, but also it creates tournaments among developing countries. The price pressure will extend to the price war, and result in a paradoxical market selection, in which giffen inferior goods producer
 will substitute the normal and/or superior good producers to stay in the market. 

It should also not be ignored by developing countries that the temporary benefit is unlikely to compensate the long term negative social effects that have been caused. First, customarily international firms promote urban-bound migration that unavoidable polarised the social disparities in developing countries, and consequently many people may flock into cities. Second, if poor countries excessive desire employment creation regardless its quality will result in the power asymmetry between international firms and host economy, thus the local labour standards and labour management practices will be subordinated to industrialised countries. Invariably it will form a path of economic growth come to a standstill, and ultimately it becomes arduous to raise social benefits and living standards. Third, it is unlikely for developed countries to migrate their vital technology out the broader, meaning that even there is investment inflows from developed countries, for developing countries the improvement of labour skills and technology are limited. If developing countries are not realise to change this condition will be locked in low value-added stage in the long term, thereby global resources can be squandered in a large quantity.

In short，it is much too simplistic to assess globalisation being intrinsically good or bad. To address a Chinese idiom, I will say globalisation is a sword with double edges, meaning that it can simultaneously being both favourable and detrimental for any country or region, however, the crucial point is that how producers and countries inlay themselves in the global economy. In my opinion, for the countries that stay in the most trivial positions of global value chains are bound to become the group that getting least benefit from globalisation. Therefore, it will be good for developing countries to partly abandon their short-term benefits and replace it by contemplating a vision, which can generate the most gratifying long-term effects to their economic development. 
Primitively, it seems globalisation is redistributing the value adding process on a global scale with an uneven operation, but it is expected that the global economic development will become increasingly homogeneous, and the living standards will be grow worldly with the progressing of the globalisation. Due to the huge amount of poor countries and a large world population size, so that to reach this expected state will take a huge amount of time, if it will even be reach at any time in practice.

2.1.3 The Growing Importance of Global Value Chains (GVCs)

A value added chain refers to a set of value-added processes, where material and labour inputs are necessary resources, and will through assembling, marketing and distributing in completing production processes. In addition, technology is embedded in production processes. To conform to expansion of global economy boundaries, the concept of GVCs is introduced, which allows fragmentation in production processes to different countries that can be within or between firms.
 Integrating of global trades and fragmenting of production processes are important setups of GVCs. In fact, one outcome of globalisation is economic activities globalise, which perhaps leads to a comparative advantage of an individual country to become less significant. On global scale it seems like MNEs are promoting the changes of economy tendency from division of products to division of production processes, and from division of industry to division of GVCs. 
Corresponding to globalisation, to gain an understanding of dynamic factors within GVCs has important significance, which provides a key entry point into policy implications in sustaining national income growth. Here are several advantages that expected to be achieved through the value chain analysis listed as follows:
  

( It contributes a rise of sights from the level of individual firm to the level of economic activities agglomeration, in which determinants of competitiveness is addressed. This macro view may enlighten policy makers to construct institutional linkages that promote regional development, hence to increase national competitiveness.

( It indicates trajectories of global production processes, which imply dynamic determinants of global income distribution that maybe ultimately insinuates the policy makers to generate quality upgrading strategies. 
( Knowledge gains from a profound understanding of each link in the chain, and all activities within the link, are useful in identifying the production processes which are addressing increasing returns to the nation. This awareness may assist policy makers to generate policies in preventing national economic activities being locked-in threatened links and/or promote processes upgrading to gain gratifying returns. 
2.1.4 Globalisation as Open Gates for Regional Development

Since globalising, the debate is again polarised between two views, with if advanced information and communications technologies can weaken clustering effects, since globalisation enables businesses with a high mobility. The coincidence of an apparent of world’s contemporary process is accelerating spatial dispersal, where firms move out of existing clusters. It seems like agglomeration is not the contemporary economic tendency. However, the concept of the knowledge-based economy has cultivated the new role of spatial proximity in assisting processes of innovation and learning, in which the clusters that adjust to this new economy form will keep to existing.
 

Contemporary, knowledge is created and used in all industries, which can be accessed through information technology; and when it is being used it will be embodied into work practices. Many scholars pointed the existence of knowledge diverged between codified and tacit dimensions. The codified knowledge has become increasingly globalise which resulted by a rise in information technology that enhanced knowledge accesses. However, tacit knowledge still remains local and it seems to rely on geographical proximity to enable communication and interaction between firms in scale of industrial clusters.

Therefore, it is expected that the contemporary processes of globalising will not result in the eliminating of local differences. To the opposite, the regional differentiation has become even more distinctive worldly, and conceivably the globalising processes are essentially more affecting at the local scale than at the global or the national level. Currently energy and resources are the global economic drivers, which compel the economy activities to be fragmented in a relatively localized geographical scale.
 
However, distances are becoming a less influential term. The Japanese electronics firm Sony innovated the term of “Glocalisation” from within their business practice.
 Since it is often assumed by people that globalisation is omni-presented, so that the process of glocalisation is often omitted. Global processes and local activities are reciprocally interacted, and are likely attenuating each other. The glocalisation approach suggests that reorganising local activities is helpful for global and local economic development simultaneously; meaning that it is unnecessary to depart sites, however, local communities, organisations and people are eligible to “think globally and act locally.”
 Thus, I strongly recommend regions to promote their competitiveness by building unique regional features and qualities that can serve global development well, so that regions can possess the eternal attractiveness in incurring long-term investments inflow, in which perhaps it can prevent them from being locked-in the worst position in global value chains. 

Furthermore, in place of a “low-road” strategy of being risk of defeat from low-wage economies on the basis of costs, perhaps policy-makers should promote a “high-road” strategy of specialising in advanced and high-value-added activity for gaining or improving competitiveness, but in any case it should be a strategy which strongly emphasis on innovation and/or innovativeness of the enterprise itself.

2.1.5 Towards a Knowledge-Based Economy: Local Networks of Innovation

Innovation helps to gain a competitive advantage in the market, which consists of generation and commercialization of knowledge. It can further be divided between the radical innovation which refers to the creation of new products and services, and the incremental innovation which refers to the modification of existing ones.
 In recent years, it seems like there is a tendency of increasing focus on incremental innovation, which urge the growth attention to be put on the innovation process that are mostly involved in adopting existing practices and the trying out of new combinations. Opportunely, a prevalent interactive approach of innovation is concentrate on incremental forms of innovation, which indicates that innovation is a continuous process with a foundation in cooperation and collaboration between manufactures or services providers, users (customers), suppliers, research institutes, development agencies, etc. Two focal points of this approach are “interactive” and “incremental”. Though incremental forms of innovation concern only the relatively small improvements of products design and operation, the technical improvement or learning are seems to continuing. Furthermore, this approach has extended the research boundaries that motivate small firms and suburban districts to cooperate with large enterprises and core regions.
 A question rise to if the competence of innovating entity can effectively enhance through any network of innovation. This question cannot yet be answered here, but it is expected that only the positive networks should be promoted to form.
 

2.2 Increasing National Competitiveness

2.2.1 Upgrading Comparative Advantage to Competitive Advantage

The principle of comparative advantage refers to that all countries can be benefited from trade by produce goods with relatively low costs, meaning that the theory advocates exchanging advantageous products through international trade.
 The question is risen to if this kind of trade benefit can hold in the long run. 

Affected by globalising processes, countries are not only contented with what they obtained from the trade, but also craved in obtaining more market share and benefits, and are increasingly interested in upgrading comparative advantage to competitive advantage. The crucial point of competitive advantage is to differentiate products to adjust to global market. However, the problems here are if comparative advantage is still preserve its importance and how should the upgrading being processed?  

Comparative advantage arise to a benign market competition that stimulates industrial clusters emerge, as well as it promote development of interrelated industries and supporting industries. Thereby comparative advantage is a necessary condition for industry to grow. To abundantly develop comparative advantage is likely to help a region or a nation to obtain an economic surplus. These additional earnings could further be used in industrial investment, which is an essential production factor and it might be extend to competitive advantage. Thus it is expected that comparative advantage and competitive advantage are interdependent. 

The theory of comparative advantage is limited in explaining the development of individual firm, because the production factors and the price settle are connecting to development of specific districts. However, to violate this principle it could obstruct a firm to become success. Contemporary it does not ensure all firms to go beyond market competition by only fulfil this principle. The competitive advantage supplements the comparative advantage that enhances competitiveness.
 The key to explain the competitive advantage which is different from comparative advantage is the capacity of innovate, and to ensure continuously development in production processes and improving product features in obtaining competitiveness.
2.2.2 Processing Upgrading

Innovation in itself without being managed in a clear upgrading context may be insufficient for implementing in order to effectively increase competitiveness, which might even result in a reduction of frequency in generating innovation. The value adding processes of an industry declining if the rate of innovation is lower than that of competitors, which might further lead to market shares loss in global market. Thereby it is needed to possess innovation in an upgrading concept, which can help to explicitly recognize relative strategies in increasing competitiveness.

In Figure 1 is a trajectory path which contains four types of upgrading possibilities:
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Figure 1 The upgrading trajectory path
Sourced: Kaplinsky, Raphael & Morris, Mike (2000) p.40
Process upgrading: it refers to that through innovation in improving internal processes in order to increase the efficiency both within individual links in the chain, and between the links in the chain. The purpose of which is to increase competitiveness in the individual level, that improves the firm in competing with its rivalry. 

Product upgrading: it refers to the accelerate rate of innovating of the products. The innovation can be both radical and incremental; and the innovating processes can be taken place within individual links in the value chain or through relationship between external chain links. 
Functional upgrading: it refers to that to increase competitiveness through changing the combination of economic activities through which it can increase the value added, or to move to a position which more dominant the value chain. 
Chain upgrading: it refers to that to abandon present business, and chose to follow another value chain.

The objective of upgrading cannot be settled at one go. In knowledge-based economy, by definition, knowledge is the core propulsion, in which learning is a developmental process that based on generating, processing and absorbing knowledge. The ultimate objective of upgrading is to achieve national competitiveness. However, innovation needs to be applied in a continuous process of technical improvement and learning, in which firms are key agents of learning and innovation.
 
The theory suggests upgrading of industry normally follows a sequence, which begins with the process upgrading to the product upgrading, and to the functional upgrading, and ultimately to the chain upgrading. But it should be pointed out that this path of upgrading trajectory can be violated in special circumstances such as in case of occurring revolutionary technological improvement, or appearance of radical innovation.

In another point of view, the theory indicates that it becomes increasingly holistic when pursuing the objective of upgrading, and in more holistic stage it enhances more value adding. Thereby, perhaps it is important to identify the centre of gravity in national level, and further go down in the stream to practically implementing the innovation strategies.
2.3 The key elements of GVC

The concept of GVC mainly describes the transforming process from a product’s primary stage to its ultimate stage in which it is delivered to the end users, which linked by the functions of many different enterprises that involve in the international network of the specific industry.
 Previously it has mentioned that in recent years the concept of GVC and globalising processes has becoming increasingly interconnected. Besides that, under the economic system of globalisation, the GVCs are dynamically evolving. Moreover, this concept seems to be abstract; though it is realised that it is important to relate the concept to the economic or industrial development, the key to which is to find out how to apply this concept into practice. 

In fact, this concept not only contains the theoretical concept, but simultaneously it also includes a lot of analytical tools. Theoretical concept stands on a relatively high level which describes the links that connects global market, so that it seems to be conceptualised, while analytical tools that can actually be applied into practical analysis. Thereby, it is necessary to transform the concept of GVC into analytical methods before utilise it. 
There are two important components of GVC that have been recognised in this project, which can transform a holistic concept into analytical tools:

( Different types of value chain prone to different enterprises; the key of which is that who will grasp the core link of value chain, meaning that up to whom that specific industry will be controlled, and the game rules will be settled.
 

( It can fundamentally revise the functions and status of individual enterprises or clusters within GVC of specific industry accompanied by global economic development. Vice versa, in order to impel enterprises or industry to forwardly develop, it is necessary to contrive upgrading strategies.

2.3.1 The different types of GVC

Gereffi has differentiated the characteristics of value chain and classify it into two groups. One type of the chain has the buyer as the driven. Most labour intensive industries are characterised by this type of the chain, in which the major part of the production links are connecting to developing countries. The apparel industry is a typical case. The other type of the chain, in which producers are the chain apex, it mostly describes the capital intensive industries. Within this type of industry, producers grasp the industry’s vital technology, which enables them to dominate the value chain in controlling both upstream of buyers and downstream of suppliers. Due to there is certain capital requirement towards the production, so that it has effectively created entry barriers of industry.

Gereffi further indicates that it is likely to form different types of production systems according to the above two characterised value chains respectively. See the comparisons in Figure 2 as follows:
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Figure 2 Producer- and buyer-driven chains compared

Sourced: Gereffi, 1999b 

Though Gereffi has induced two types of value chains, the characteristics of value chains are not riveted. In addition it is often the case that the producer-driven chain is gradually transforming into the buyer-driven chain when the vital technology of those high-tech industries is increasingly diffused. 

Moreover the characteristic of value chain is not an absolute term. Some industries even appear the combination of both the producer-driven and the buyer-driven. For instance, normally clothing industry is characterised by the buyer-driven, however, Levi-Strauss applied hierarchy governance in their business that they vertically integrated value chain. Thereby it is needed to notice that it is just a mean to distinguish the characteristics of value chain, which aims at assess the dominant positions of industry, and ultimately lead industry to develop. Since globalisation the role of MNEs and its competitiveness should be stressed. 

Furthermore, since economy increasingly globalise, the emphasis of international competitiveness varies from by focusing on tangible activities to intangible activities; mainly because under new economy, the role of knowledge becomes increasingly important. However, knowledge always contains certain degree of tacit in nature, which is normally embedded in organisation or clusters. By contrast, the tangible activities are increasingly assembled world wide. It is mainly because globalisation enables many developing countries to participate into global market. Especially the transportation industry is well established today, the requirements of geographic proximity towards tangible activities can be reduced. 
2.3.2 Upgrading in GVCs

Within the industries which are characterised by the buyer-driven, contemporary the export goods produced by developing countries are not merely dependent on the designs and the makes on their own, but more it is now up to the international buyers on the demand side, which maybe affected by an increasingly change of focus from comparative advantage to competitive advantage recently.

Most developing countries demand new knowledge and skills when they first time enter export markets such as national standards, marketing channels and consumer buying behaviours; additionally, they mainly play the role of producing labour intensive goods. The labour intensive industries are normally characterised by the buyer driven, in which production links cannot dominant the position of international market. Therefore, to improve the status within international market, it is necessary for developing countries to upgrade their comparative advantages to competitive advantages. However, scholar Wortzel indicated that developing countries along a value chain upgrading exhibit some degree of reflection in changing organisational functions rather than being entirely random. In figure 3 is an upgrading trajectory model introduced by a study of successful East Asian firms within clothing industries, through which firms can draw up their plan to step by step to increase competitiveness:
 
	Assembly
(
	The focus is on production alone, often following buyers’ specifications and using materials supplied by the buyers. In the garments sector, this would be described as “cut-make-and-trim”.

	Original equipment manufacture
(OEM)

(
	The supplier takes on a broader range of manufacturing functions, possibly including the sourcing of inputs and logistics functions. The buyer is still responsible for design and marketing. In the garments sector, this would be described as “full package” production

	Original design manufacture

(ODM)

(
	In addition to manufacturing, the supplier carries out parts of the design process, possibly in collaboration with the buyer. In the most advanced cases, the buyer merely attaches its own brand, or “badge” to a product designed and made by the supplier.

	Original brand manufacture

(OBM)

(
	The supplier designs, produces and markets its own products under its own brand. It no longer relies on a buyer for these functions.

	Sources: Taken from various sources, including Hobday (1995) and Gereffi (1999).


Figure 3 Upgrading trajectory 
Sourced: Humphrey, John (2004:5) p.8
According to the table the four upgrading stages are illustrated. It can be anticipated that each time enterprises enter a new stage; they demand new knowledge and skills. Through upgrading processes, enterprises are increasingly independent as knowledge being accumulated and updating. Additionally, enterprises get more profits when they close to end market. Especially in the last stage, it seems possible for these enterprises to get rid of the control from their pervious buyers, and even to the extent that, they might through outsource production processes to newly started enterprises, in which they may control over them. 
It is not so difficult to observe that during the upgrading processes, enterprises are evolving from mainly involve in tangible activities to increasingly adding intangible activities into business through knowledge accumulation. Due to the factor that contemporary it is not merely the individual firms that participating the GVC but the industrial clusters. Besides, industrial clusters are important medium that connects MNEs and regional economy.
 Therefore, it is expected that the upgrading process are actually indicate the reforming process of an industry from the labour intensive to the capital intensive. 
In the first stage, industry and enterprises are purely in the state of labour intensive. In the second stage, enterprises might through assets recapitalisation which fundamentally exhibit economic of scale on the supplier side. Enterprise continues to develop, in the third stage it is started to make some simple design as well as develop some token brands. These extra values added through intangible activities do not really signify that the value of its international competitiveness will be increased. The main objective of achieving these extra values added is making it more convenient for buyers, instead of really create image of the brands, meaning that these brands bear with very little values; in the industrial chain , the enterprises who create these brands are still very dependent on buyers in achieving market access.
To create the original brands that demand certain level of knowledge and experience accumulation mostly in the belonging to marketing accessories, as well as it demands capital for investing. Moreover, the outcome of a brand remains unknown before it enters market, because consumer buying behaviour is a black box，however, to create brand that heavily relies on enterprises’ virtuosity of fashion tendency and capabilities at assess market. This knowledge could be obtained through learning process and experience accumulation is required but they are also highly subjective. Thereby, the questions such as if a brand can successfully enter market and how successful, as well as how much market shares it can gain, can only be deciphered after the brand exposed to the market. Although it seems stage three to stage four is only one step different, which is often the most difficult step to triumph over. 

In the last step enterprises are very close to the end market, which basically achieved economic of scope on the demand side. This upgrading process is used to lead developing countries to the success; however, if countries or regions can fast enter the late stages would be good for entire development; perhaps jump over of several stages may include. It might effectively reduce more resources and manpower to be squandered, as well as it is likely for countries or regions to infect less pollution. 
2.4 Regional Development 

To gain international competitiveness has been risen to a focal point that it has been followed extensively by almost every governments, regions, and even individual firms. For obtaining competitiveness, to continuously developing and upgrading competitive advantages are necessary. Porter indicated that clustering is an important mean of stimulating R&D of being manifold as well as it forces industries to continuously upgrading. The problem rose to how to construct a business environment which aims regional economic development and to integrate with global market. Porter proposed a theory in which cluster conditions is being analysed, as well as it is being relating to the topic of building international competitiveness.

2.4.1 A presentation of Porter’s Diamond model

Porter argues that it is difficult for countries or regions to gain sustained industrial growth if they overly dependent on their inherited factors such as lands, nature resources, cheap labour forces that can build their comparative advantages, meaning that in new economic system countries or regions need to build their competitive advantages in obtaining international competitiveness. Therefore, Porter introduced a new concept named “clusters”.

Porter claims due to the factor of clusters being geographic proximity, it can, in three aspects, pushing regional economic development forward:

1. It can increase the production efficiency of the companies in the clusters to achieve economic of scales. 

2. Domestic pressure and challenge drives innovation activities within the clusters.

3. The clustering effect that leads to demands increase within the regions, which attract inflows of supporting industries.

According to Porter’s research, he claims that the companies within the clusters through four interlinked advanced factors and activities in achieving national competitive advantages. In addition, the government can proactively influencing these four factors and activities in favour the clusters to be healthily growing. In Figure 4 is Porter’s diamond model which shows these interlinked advanced factors and activities that influence the competitive advantages of nations in global competition: 
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Figure 4 Porter’s Diamond Model
Sourced: Porter (2000) 
Firm Strategy, Structure and Rivalry: The business environment is dynamically changing, in which industries are being created, organised and managed. In other words, rivalry impels industries and enterprises to innovate and to upgrade. However Porter claims regional level of rivalry is the most important competition out of all, because enterprises might feel comfortable to stay within the regions if there is not enough competition, which not only discourage enterprises to seek bigger market, but also it reduces firms’ motivation to continuously innovate and upgrade. 
Demand condition: If consumers have high requirements towards quality, design and services of products, in order to satisfy the market enterprises have to continuously improve their products to comply with consumers’ tastes. Porter indicates that if there are sophisticated customers in the regions whose requirements indicate the global demands or maybe it can even leading the global trends, which is no doubtful to enlighten regional enterprises to innovate in the positive direction in gaining more international market shares, through which national competitiveness can get enhanced. 

Related and supporting industries: Firms can corporate in innovation processes and share knowledge through vertically and horizontally integrating among related and supporting industries. Additionally, to obtain competitive advantage, it is needed to corporate with world-class suppliers, which enables firms to follow the standards of international market. 

Factor conditions: Porter has distinguished between created and inherited factors of production. Further he indicates that the crucial factors of production are specialised and difficult for imitating such as heavy and continuous investments, which are created rather than being inherited; since the inherited factors normally can be achieved by any enterprises, which cannot enhance firms with competitive advantages continuously. Contemporary the unique features enhance more values. 
2.4.2 Dependent and developmental linkage structures

Though Porter indicated regional competition promote development, I further to supplement this argument by recognising the difference between positive and negative rivalries. Previously it has been mentioned negative competition can invert market development such as price war, which seems to give no significance influence on enterprises or industries to innovate or to upgrade, instead of it might impels them to dump unscrupulously. It is because the value of innovation increases as it increasingly owned by more people, so that recently innovation is not a closed activity, meaning that enterprises need to seek external corporations in processing innovation activities. However to innovate among industry or in between firms it need to be based on trust, which can easily be destroyed by negative competition.
In figure 5 summarized the differences of two types of linkages which will be used as a reference guide by enterprises in launching of their innovations:
	Attribute
	Dependent structure
	Developmental structure

	Form of local linkages
	- Unequal trading relationships 

- Conventional subcontracting

- Emphasis on cost-saving
	- Collaborative, mutual learning

- Basis in technology and trust

- Emphasis on added value

	Duration and nature of local linkages
	- Short-term contracts
	- Long-term partnerships

	Degree of local embeddedness of inward investors
	- Weakly embedded

- Branch plants restricted to final assembly operations
	- Deeply embedded

- High level of investment in decentralized multifunctional operations

	Benefits to local firms
	- Markets for local firms to make standard, low-technology components 

- Subcontracting restricts independent growth
	- Markets for local firms to develop and produce their own products

- Transfer of technology and expertise form inward investor strengthens local firms

	Prospects for the local economy
	- Vulnerable to external forces and “distant” corporate decision-making
	- Self-sustaining growth through cumulative expansion of linked firms

	Quality of jobs created
	-Predominantly low-skilled, low-paid jobs

-May be high level of temporary and casual employment
	- Diverse, including high-skilled, high-income employment


Figure 5 Dependent and developmental linkage structures
Sourced: based on Turok, 1993: Table 1

According to the features that have been summarised, it is expected that dependent structure mostly exist in labour intensive industry. This kind of clusters are weakly formed because under this collaboration condition spin-off can easily happened, which will further lead to negative competition within the cluster and cause it to be collapsed, so that this type of the clusters have a relatively short life-span. Based on Porter’s diamond model, it is believed that within clusters the complementary relationship can more effectively promoting the innovation activities than the competition within the clusters. Thereby to view in a long term perspective within clusters, it is necessary to upgrade dependent structure to developmental structure in order to give enterprises and industries more development spaces. Figure 5 not only helps to assess and to identify current business structures within clusters, but also it specifically indicates the possibilities of development directions, for instance, how to share knowledge and how to distribute investments.
2.5 Innovation 

In Porter’s diamond model, the factor of “related and supporting industries” indicated share knowledge or launch innovation activities among upstream or downstream industries within clusters enhance the quality of innovation and facilitate the competitive advantages of enterprises and industries. However, this argument might not be applied to all cases. Scholar Afuah and Bahram argued that the innovation with too high degree of radicalness can destroy the competence of various stages of value chain.
 
2.5.1 Positive Externalities 

Afuah and Bahram claim that the degree of radicalness of an innovation varies from entity to entity in the innovation value-added chain, meaning that the receptivity of different enterprises as well as the consumers can be different towards an innovation.
 They further argue that the innovation entity should take the responsibilities to fix the innovation and make it to fit with the pervious designs and the knowledge gained as well as the existing complementary products.
 In figure 6 mapped innovation zones, in which different actors within industries in an innovation value-added chain corresponding to the degree of radicalness they faced:
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Figure 6 The green-red zone map
Based on: Afuah & Banhram (1993) p.51 -76 

Basically almost all innovation has to pass through the innovation value-added chain. According to figure 6, normally innovation mapped into the green zone is incremental; into the red zone is radical; conceivably yellow zone is the rank that in between the radical and the incremental. It is not encouraged to pursue an innovation which passes through the red zone when mapped in the model, especially if the customer level is in the red zone. However, there are some exceptions as follows:

( The benefits generated through the new innovation that exceed the losses of the competence destruction it caused.
( An innovation is being launched in a radically new market, in which customers have no accumulated competences.

( The complementary innovator can build supplementary products which grant customers with a transitional period to build new competences. 

( When innovation is enforced by institutions or the governments
2.5.2 Intercultural Property Rights (IPRs)
It is a complex term to manage innovation, which not merely limit to the work of encouraging, assessing and guiding innovative activities in itself. In spite of ubiquitously all industries attach importance to innovation activities and the values it bring about to the industries. On the other side, within all industries the appearance of imitation is also widely spreading, but it differs from industry to industry. Perhaps this situation can be illustrated by a simple negative feedback loops in figure 7 as follows:
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Figure 7 The negative feedback loops between innovation and imitation
Based on: Sterman, J. D. (2000) 

According to figure 7, the more innovation, the more imitation it will attempt. An increase in innovation causes more imitation, which results in declining of the numbers of innovation events. In the centre of the loop B indicates a balancing feedback. If there is no firm attempt to innovate and the imitation is the only activity it bring about, then innovation events reduces that less of them are valuable to be imitated, and ultimately the competitive advantages of firms and industries will decline until it entirely disappear, and the growth of industries cannot be sustained any longer.

Over the years, IRRs system has played an important role against the behaviour of imitation in innovation system. IRRs system not only motivate innovation activities and R&D investment, but also encourage information regards the contents of innovation to be diffused throughout the economy.
 Therefore despite enterprises or industrial clusters attempt to rapidly develop, to pirate is unethical. In addition, jural consciousness but weak-willed enterprises are likely to be pirate by others when they pirating. Over time, this situation cannot foster enterprises, clusters and industries to develop.

2.6 Summary

Globalisation is not affecting all nations to the same extend, if viewed as a process it is a process where some countries integrated with each other are much faster than others. The inherited factors, culture and politics are linked to how much a country can benefit from opening to the world. 
Presently competitive advantage has been considered as a prerequisite for building national competitiveness instead of comparative advantage. However, generally for most developing countries, they rely on their inherited factors which formed their comparative advantages when they first enter global market. However, merely being based on comparative advantages cannot keep on generating sustainable economic growth. Thereby, it is necessary for developing countries to upgrade this comparative advantage to competitive advantage when looking for more industrial development and sustained economic growth. 
The crucial dimension of upgrading is to continuously promote industries to step forward as well as the innovation within. Strategic upgrading need to have a clear order, because national competitiveness is not changed in a short while, but the improvement go through the key unit of industries – the enterprises , in which strength will be improved from a national fundamental level and gradually be transformed to the strength of the higher level of the whole nation. During this process, government plays an important role. In order to let national strength follow this expected developmental trajectory, perhaps it is better to establish a reasonable national tack and gradually improve the national industrial foundation is a feasible scheme. For the purpose to let this process be carried out in a favourable way, the governments, the clusters and the enterprises need to settle their development direction where they need to put effort on.

From a global shifting perspective, some developing countries have experienced economic progress while others have not. In the past some East-Asian countries such as China and India were developing under a closed economic system, so that it enlarged the distance between them and the rest of the world. Contemporary these countries politically are rather stable, and are operating with an open economy system.
,
 If they can establish effective developing strategies, through which it might be possible for them to upgrade their comparative advantage to competitive advantage. However, in some other countries even they possessing abundant natural resources, for instance the African country Zimbabwe and the South American country Colombia, where the political situation is unstable perhaps even comparative advantages have not been well-established.
 Affected by accelerating globalising processes, due to the factors that all the other countries are developing in contrast to some remains undeveloped or perhaps even fall further back, conceivably they are likely to become comparatively poorer.
3 Methodology

Under the globalising process, China by use of its comparative advantage has captured the opportunity of global shifting, in which China has rapidly entered the global market and has become the world biggest producer and exporter of textile and apparel products. In textile industry, China has earned 4.409 billion US dollar foreign exchange in 1980 through exports in contrast to 53.28 billion in 2001, in which the trade surplus raised from 3.553 billion to 39.56 billion. Contemporary though the foreign exchange gained through exports of textile products is second to the mechanical industry, it still has the leading position of the trade surplus. In 2002 mechanical industry exported 115.921 billion dollar but accompanied by 9.461 billion trade deficits, while the trade surplus of textile industry is 48.593 billion dollar, which is the 1.6 times of the entire nation. In addition, this trade surplus is increasing yearly; in the year after, the trade surplus rose to 64.5 billion, with an increase of 32.7%, which is the 3 times of the national trade surplus of the year 2003. Therefore, textile industry has become the mainstay industry that supports China in having a financial account surplus.
 This not only implied that the development of the Chinese textile industry is connecting to the national economy growth, but also it seems to be indicated that the exportation has the significance impact on China’s textile industry. 

The current structure of China’s textile industry contains two characteristics, first, it agglomerated mainly by small-medium enterprises (SMEs) which constituted 80% of the entire industry. Second, 50% of the industry is formulised by the form of clusters. Along with the contemporary state of the textile industry, clustering has become the main existing way of many SMEs in adapting to the socialised production system, which constituted the strengths of the industry to withstand the rivalry. There are 133 clusters have been identified by China’s national textile and apparel council, which attach the most importance to SMEs.
 From the source - the development report, in which a detailed introduction in regarding to 85 textile clusters has been included. Those clusters are specialised in producing wool products, or jeans products, or down coats, or knitted garment, etc., respectively. 
In this report it is going to introduce three clusters which related to both of the production and the exports of textile products. They are Jin Tan, Ping Hu and Tao Yuan, and all of them are located in South-East of China. Chinese textile industrial clusters’ development emerges amphitheatre from the East to the West. The three cases I selected are located in the South East part of China that closes to the coastline. Conceivably the development level of these clusters might exceed the average rate of the entire industry in the national level. 

In spite of that textile exportation has been connected closely to China’s economic development, moreover, these clusters produce rich categories of textile products in comparison to the rest of the clusters which are much more specialised, and have been both driven by textile export and the home market. These most interesting cluster which I could see them as a mini cosmos reflecting the properties of entire textile industry.

Furthermore, there are abundant data I am able to collect from these clusters which significantly more than the other clusters, meaning that I will be able to make much more in-depth analysis. In the report, the descriptions of all these three cases consist of 3 parts each, in describing the information in regards to the formation, the contemporary circumstances as well as the problem facing and the future development plans. Therefore I will introduce these three cases examined throughout this thesis. 
In this chapter, I will take a historic and evolutionary point of view in constructing an analytical framework which will be used in the later empirical studies in this thesis, which consists of 3 parts: 1. the selection of social paradigm 2. the process of analysis and 3. the source of data, as follows:
3.1 The selection of social paradigm

In the following project, I will base on the Interpretive Paradigm to conduct my empirical work, which is introduced in Burrell and Morgan’s Sociological Paradigms theoretical model. This model has mapped current sociological debate into a two-dimensional map, with the role of researcher on horizontal axis and the concept of social change on the other. In figure 8 has illustrated this model:
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Figure 8 Burrell and Morgan four paradigm model
Sourced: Ardalan, K. (2003) p. 1038-1049
According to the figure, the role of research has been diverted between subjective and objective. Perhaps the biggest difference between these two world views is that if we have "free will", or if we determined by nature – environment and/or biological issues. The main source of the data that will be used throughout the thesis to analyse the three selected clusters is originating from the piece of work entitled “China’s Textile Industry Clusters Development Report”. The major part of this information is based on the authors’ own experience and interpretations of the clusters. Though part of this information are quantitative, it does not directly show an explicit relation to the future development of the clusters, meaning that the construction of the clusters is complex and it is rather uncertain how they will evolve in future. However, the objective world view proposed that all reality can be broken down to the nature laws, which seems not to be fitted with the research question I placed and the information I have in the hand. Subjective world view proposed that all things will influence researchers so that we cannot be entirely nurtured. This thesis will be based on an historical and evolutionary approach to explore future development of the clusters, which seems to be more in accordance with subjective world view. 

The concept of social change has been distinguished between radical change and regulation. The difference between these two concepts is a question about degree. The view of radical change is started by rejecting the whole system or think the system need to be changed significantly; while the view of regulation change are more concentrate in the thinking of making the incremental changes to the system and propose to develop based on existing issues. The three selected clusters create a significant profit each year; it can be assessed that they contribute to the national economic development at significant scale and create many jobs locally. On this background it can be argued that the clusters represent at least a number of positive effects regionally and therefore I do not come to the conclusion that the clusters are by definition in a state where I have to have a starting point in this thesis that they will have to undergo a revolution to change into an acceptable state. But just in the question about to get further development. In the relation to the research question, this thesis is neither on the purpose to rebuild the selected clusters, nor to give proposes on creating new clusters. Thereby, in the sense I will adept the regulation concept of social change.

3.2 The process of analysis

The importance of building competitive advantage has been emphasised previously.  The thesis aims to find out factors that are important for upgrade comparative advantage to competitive advantage. The empirical analysis of this thesis has further attached to the 3 selected clusters. 
The traditional approach of clusters is mainly focused on the relationship between different actors and how they have been influencing each other within the scope of clusters. Hertog and Bergman have supplemented this traditional approach by relating the industrial structure within the cluster to the industrial development, in which the theory becomes more applicable in practice. In figure 7 has illustrated this theory, in which it is suggested to make analysis at three different levels:
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Figure 7 Cluster Analyses at Different Levels
Sourced: Hertog, Leyten, Limpens & Whalley (1999) p.24 
I classify the level of my empirical analysis into three parts in corresponding to the three levels that has been suggested in the model above followed by an order with: the National level (macro), the cluster level (meso) & the Firm level.

Each cluster has its life-span.
 The strategies which might be adopted by the clusters are varied according to each stage. Inappropriate strategy will not enhance the development process and it might even draws back the clusters for being step forward. In the empirical study, I will apply different theories that have been proposed in the literature reviews in each level respectively. 
The empirical analysis is going to be divided into four chapters as follows:
The first chapter will focus on the issue of upgrading the cluster industries in GVC position. First, it will identify the vital position of textile industrial in global market through utilising the theory of value chain driver, and relate this result to the theory of development trajectory, and further to identify the contemporary position of the clusters in order to open the debate on upgrading strategic on macro level. 
Before go into the next level of analysis, in chapter two it will open a descriptive study of the cases I selected to gain a general view on the formation and contemporary conditions of them.
In chapter three it is going to link Porter’s diamond model to the clusters development, and to explore how these clusters can utilise other’s experience as a reference in creating developmental environment that is favourable. Due to the factor that the success of a firm is not merely dependent on its own capacities, but also depends on the other conditions such as: its co-operative partners, intermediate suppliers, competitors and others, so that it is expected that within a cluster the developmental relationship among the clusters surpass the dependent relationship. Thereby, for the purpose to postpone the life-span of the cluster, perhaps to upgrade dependent structure to developmental structure is necessary. 

Innovation needs to be managed in a proper way in order to achieve the expected outcome. And currently it seems like innovation has dominated the textile industry especially the apparel industry. Previously in the theory it has been mentioned the innovation which not match up to the market development tendency or unfair competition such as make pirated products are likely to lead industry to malignant development. However, the key to the innovation issue is the individual firms; so that in chapter four it will be focus on discuss the innovation of firms and its product development. 
Before go into the research stage, it is necessary to declare about the source of data which will be applied throughout this thesis. 

3.3 The source of data

Data collection in this thesis has originated both from the recent publications of “China Textile News” and the “China’s Textile Industry Clusters Development Report” which has been edited by China National Textile and Apparel Council. Since the collection of data relies only on these two sources some scientific details might be lacking, so that information from different web-page will be supplemented in trying to add extra details.
Furthermore, it has been interpreted in the literatures section that firms are the key units of innovation, however in the report the descriptions in regards to the 3 clusters has been rarely touch upon the individual firm level. In order to further get the information about this level in managing innovation and in reacting to the evolutionary industrial trend, I will search the monograph from the periodicals of “China Textile News” in regards to the enterprises within these 3 clusters from the last-half of last year to the March this year. According to the initial figures, in the end of 2006 these three clusters had around 604; 1600 and 108 textile firms respectively, in the sum of around 2312 firms. Concerned with this abundant numbers of firms, not all of them implicate the value for pursue a case study. However, news papers normally publish the advanced cases, which I can be used in showing some of the development in the firm level. Yet these cases might contain both the successful experience and some level of insufficiency. 

In conclusion, in this thesis the social paradigm will be alight to the interpretive paradigm with research role of subjective world view and regulation concept of social change. The analysis of the three levels as mentioned respectively will be carried out on the basis of the official report and the newspapers.
Furthermore in the theory chapter there is some background information of globalisation, which is important for understanding the significance of upgrading issue in relation to the global environment. However, my research question is basically in regards to the upgrading issues in different levels. For this purpose I found out the theories which have been introduced in the section of 2.3(the key element of GVC), 2.4 (regional development), 2.5(innovation) are most important for further empirical studies, since they are mostly the analytical tools. Now on the basis of previous selections I will construct the empirical section of this thesis. 

4 The governmental level

This section is based on the understanding of the concept of GVC, and will through by applying the two analytical models that has been introduced in the pervious sections of 2.3.1 (see figure 2) and 2.3.2 (see figure 3) respectively, in order to identify the dominant position of the textile industry in the GVC as well as to analyse in the national level how it can be upgrade towards its dominant position on the global scale.
China used to be an agriculture country, which is accustomed to use the income of textile industry to finance its agriculture sector. The price advantage and the profit desirousness of Chinese enterprises lead China’s textile industry to expand rapidly. In Asia, China is one of the countries which have the largest quantity of textile labours. From 2000 to 2005, China’s export revenue rose from 280 million USD to 848 million; the average growth rate was 82%. All this information implies that the textile industry play a pivotal role that triggers a domino- reaction in China’s economy. 

The advantage of China’s cheap labours has attracted many foreign enterprises, but accompanied by increasingly adding the export tariffs on textile products, Chinese currency continuously appreciation and the costs of energy and labours go up, for the time being China’s production cost already exceeds many Southeast Asia countries. For instance, the hourly payment for textile workers in Bangladesh is lower than 0.07 USD, and simultaneously as one of the Least Developed Countries (LDC) its textile products is allowed to enter Canada, Australia, Japan and Norway without having tariffs on. China is loosing its dominant market position in the production link of textile industry. To raise the position of China’s textile industry in the GVC is the trend of the time.

In the global value chain (GVC) point of view, the textile industry has been characterised by the buyer-driven chain, meaning that the main focus of textile and apparel industry is not the production link, which is relatively far from the market. However, it is rather obvious that the most of the Chinese textile clusters are spaced in the upstream of the chain, which mostly have the features of labour-intensive and low technological involvements. This part of the linkages are not adding the most value to the final products, so that for long time the developed countries are used to take the overwhelming majority part of the profits over the textile products by providing the services such as retailing, designing and branding, etc. Furthermore, in the apparel industry, the brand value is significantly influencing the final value of the products. However, China has been lacking the brands, which has strong international puissance. The above situations cannot be ignored by China without risking of being lock-in the low technological and low value-adding linkages in the GVC.

The above information matches the theory in figure 2. First, the industrial core competences are gathered in the field of Design and Marketing. In China, it seems like that most enterprises have been lack of independent product development system and autonomous R&D skills, so that the general capability of innovation is not enough. Second, the industry’s entry barriers should be economies of scope, which exists if a firm making its products with several production lines at a given output level more cheaper than a combination of separate firms each producing a single product at the same output level. It differs from economics of scale in that the cost advantage is created by producing a complementary variety of products with a concentrated core competency of the firm. In view of economics of scale, production volume increased result in a reduction of average costs. Creation of an improved production line, an improved transportation system, a skilled labour force, sharing technology and the like are effective approaches for increase production volumes.
 However, in China’s textile industry, the situation of overheated investment in the production field is becoming apparent, and products homogeneity will aggravated the malignant competition further. On the other side, the R&D in many enterprises is still placed in initial stage, in which fabric design is not fashionable enough, the products are not so serialised and exterior conditions of the products is still indigent. This can be interpreted as that China has mostly been focusing on economies of scale instead of economies of scope.

Moreover, contemporary, within the clusters it seems like there is some tendency showing many enterprises recklessly expand their production facilities for increasing their output level. However, the main network link in the industry of buyer-driven chain is used to be based on trade instead of investments, so that it can be considered that the upgrading would not be a rational strategy in this moment. It should be more focus on expand the autonomous market distribution channels. 

Furthermore, the number of branded clothing products in China is even less than it is in India, Peru and Hong Kong. The theory indicates that the structure of predominant network in buyer-driven chain usually is horizontal. Since China has been suffered a lot from quota system that has been put by developed countries, however the quota of textile products are only limited to the quantity but not the price, so that perhaps the strategy of expanding the involvements of value adding activities can be used in reorganising the structure of China’s export system, which should be considered as another way of industrial upgrading. Chinese enterprises might as well divert their focus of increasing quantity to the focus of lifting the products’ quality, which can relieve the pressure of the quota system and further to increase the export profits in helping firms to achieve long-term benefits.

The information of these clusters reveals that they mostly stay in the basic functions of processing with imported material, producing according to purchase orders and OEM. With this situation and within this global trade game in textile industry, many enterprises can only gain scanty amount for their value added, because they are lack of creating original brands or having been lacking in increasing the international effect of their original brands. Reference to figure 3, it seems like most of the companies stay in the stage of OEM, very few of them have become ODM.
 Since in China most people employed in textile industry are the workers instead of experts such as skilled designers, meaning that for further industrial upgrading the biggest problem perhaps is the shortage of experts, so that it is expected there is still a long way forward. China’s textile industry is still placed in the bottom of the GVC, and the internal quality of the clusters is falling far behind. For the situation described above, I personally think that the government should generate policies to encourage firms to create their original brands in order to narrow the distance of the general enterprises patterns for becoming ODM. It is not yet necessarily for the most enterprises to think of their brand effects; just in the quantity it need to generate more brands, but for some advanced enterprises they might plan to upgrade to OBM. 

5 The Case Study

In this section the formation of the three clusters and their background will be introduced in order to gain an overview of these selected clusters. The source of this chapter is mostly come from the separate chapters in regards to each cluster in China’s Textile Industry Clusters Development Report, published in Dec 2007. Edited by China National Textile and Apparel Council, this report is an official publication which contains the information collected from 133 clusters through 6 years of field investigation and research. It presented the readers with the situation of contemporary Chinese textile clusters in which the competition advantage of textile clusters is embodied in those aspects such as labour division and specialisation and co-operation, the learning and communication channels and regional economy.                           
   This report contains of 5 sections such as: integrated section, experimental fields section, regions section, special industries section, and market section. Among them the integrated section mainly tells the status of China’s textile industry. In the thesis massive background information and information which has been used in the governmental level analysis are originated from.
The experimental fields section described governmental supported clusters such as Pin Hu, while regions section gives information to other existing clusters. The information of cluster analysis will mainly come from these two sections.
In the specialised industries section, it has divided the textile industry into 6 specialised industries as: apparel industry, knitting industry, cotton spinning industry, wool spinning industry, home textile industry and chemical fibre industry, and discussed each of them respectively. The markets section chiefly discussed the interactive between the clusters and markets around them as well as the national clothing trade markets. Due to the limitation of this thesis’s purpose these two sections have not been directly used in any specific chapter.
The advantages of this report are obvious; it comprehensively included the development trends and environment of China’s textile industry. The report is a government document which combined with a great number of data is reliable. The disadvantages perhaps are that, the information in regards to each cluster seems to be quite brief and in some places the information remains unclear and unspecific. 
Though it is not a latest report issued by the Chinese government, but by no means it is an absolute one. It actually reflected the situations of the development of textile industry in China within the period of 2001 to 2007 with the emphasis on 2006 and 2007, so that it does not affect me in studying the issues of cluster catching up and upgrading.
5.1 The city of Jin Tan: Jiang Su Province 

Jin Tan City is located in the southern part of Jiang Su Province, which belongs to the alluvial plain of the Yangtze River Delta. It ranked 50th among 100 most developed cities and counties in China according a latest report. The City has been awarded “A famous city of clothing manufacturing and exporting” by China Clothing Association in 2006 and awarded “Pioneer enterprises cluster district in China “in December of the same year by China Cotton Textile Association. It goes without saying that the city of Jin Tan not only pays attention to its export businesses, but also cares about to sale its products to the domestic market.

The city now has seven towns and an economic development zone, covering 976 square kilometres, population 540,000, and the outsiders of 180,000. In 2006 to 2.37 billion RMB of fiscal revenue, urban residents’ pre capita income was 15,022 RMB, per capita income for farmers to 7.305 RMB, GDP was 18.2 billion RMB to 33,854 RMB per capita.

The garment industry of this city originated in the 1950s, when the Jin Tan County have only 16 clothing stores, which were suffered from poorly equipped, low productivity and labour shortage, only an annual output value of more then 16 million RMB. 

In the beginning of 1980, the garment industry of the city begin to rise and gradually  promoted to a cluster since then, when the township industries begin to growth rapidly in the southern part of Jiang Su Province.
By the end of 1980s there were 106 textile and garment enterprises established in this city with annual sales accounted to 160 million RMB. To the 1990s various forms of enterprises, such as rural industrial businesses, township enterprises, Sino-foreign joint ventures, Sino-foreign cooperative enterprises, and foreign-directed-invested enterprises etc, assigned to the Jin Tan City makes the region of economic prosperity while garment production is mainly in the form of processing and compensation trades or processing with materials or given samples, assembling supplied components. Trade could take the form of improvement trade; this is a country through a variety of different ways of imports of raw materials, materials or parts, then, by use of their own production capacity and technical processed into finished products before export to obtain foreign currency to reflect the added value. Also, the form of general trade could be adopted, relative to processing trade, it refers that the import and export of goods is a unilateral businesses of trading of the enterprises. From here we can see in cluster the form of the enterprises is numerous and complex, their development is active, and we can also see the trend that the cluster is growing.

From 1996 to 2006, it is a period of rapid development for garment industry of Jin Tan City. During this 10 years’ period enterprise in this city manufactured a variety kinds of garments in the form OEM, including gentry clothing, fashions, underwear, casual clothing, down clothing and wears for kids with various kinds of fabrics. It is noted that only a few of the enterprises manufacturing their products in their own brands, and there are representatives for each categories of products, such as Gao Gao and Chenye Garments for the producer of shirts, Yada and Jin Li for the producers of casual clothing, and Bosman and FOF(Capricaries) for the producers of down clothing. These enterprises have established a long term of co-operation with many celebrated large multinational companies and manufacturing products with those world famous brands such as GAP, JCP, Valentino, and Nauticaden in the form of OEM.

Today, textile and garment industry is the first mainstay industry of Jin Tan City, with high clustering and productivity and signified characteristic of outwards. At the end of 2006, the city has a total of 604 textile and garment enterprises with 62000 employees. Compared with the 540000 local inhabitancies plus 180000 outsiders, the industry resolved a total of 8.6 percent of employment. The annual output of this industry was 11 billion RMB, but the actual sale was 9.8 billion RMB. It is obvious that 1.2 RMB of resources were wasted and products may have quality problems. Owing to the export-oriented nature of this industrial cluster, the ratio of net profit to its actual export sales is not high. However, the output, sales, and exports account for the city’s total industrial economy of the 31%, 30%, and 71%. It is seen in this light, textile and garment industries played a decisive role in job creation and placement, economic construction, and social undertakings in the development in this region.
This also can be understood as the textile and garment industry slump, this city will be catastrophic. At the same time we can also see the development of some potential drawbacks. Large output value with a small percentage of profit reflected that the cluster of Jin Tan City is labour-intensive in nature. With the increase in per capita income, this comparative advantage will gradually be weakened. In addition, labour-intensive industries and low profit margins resulted in, the industrial chain to the buyer-driven. A slightly higher price will cause the buyer to turn their order to other places even if it would be a risk. Obviously, this will stimulate the vicious competitions, and waste of resources caused. Cluster can be developed in its healthy conditions but it can also be developed in its vicious state.

5.2 The city of Ping Hu: Zhe Jiang Province 

Ping Hu located in the northern part of Zhe Jiang province, in which the North-East part is connecting to the region of Jin Shan of Shanghai. In addition, the city has many waterways and highways, which are accessible to the outside. Ping Hu not only has the foundation for developing industries, but also it has a good living condition, which attract many capital inflows. The city is conferred as the 28th out of 100 strongest cities in China. In the end of 2002, it has been bestowed the title of “Renowned Cluster of Clothing Production and Export in China”.

In Ping Hu, since the farming system has been reorganised to family contracting system, which released many resources and manpower, with which the apparel industry was started in the early 80s. By taking the advantage of being close to Shanghai, the city has seized the opportunity of the Shanghai labour intensive industries being outsourced to the surround regions. During the time period, many local enterprises have been horizontally cooperated with some clothing and foreign trade companies in ancillary supplying or partly in producing the components of export clothes by playing the role of hired servant, in which the trading companies receiving foreign orders and distributing it to the local firms, but these local firms earns a merely scanty amount. Through the developing process of being subordinated to the big city like Shanghai, the Ping Hu clothing industry has accumulated a certain amount of capitals as well as the technique experiences. In 1990, the city had around 350 clothing enterprises providing 8, 8 thousands job positions, as well as 0, 2 billion RMB yearly productions which amounts to 150 million DKK.  

However, the method of subordinating development has increasingly exposed its disadvantages of being low value adding, being lack of independency, and of being limited for further development; especially it seems difficult for the local firms to acquire new techniques, advanced equipments as well as the management practice. In time, the local enterprises in Ping Hu have adjusted their development strategies by replaced the joint development with attracting export-oriented investments.
In the 80s, a joint venture was made between a Singapore investor and Ping Hu labour force service clothing factory, but it ended with a separation after few years it has been formed. Afterwards in 1991, a Sino-Japan Matsuoka clothing company established, which followed by a number of foreign-invested enterprises emerged. Though it is quite unclear why the first joint venture has not been able to get succeed, while some others can be survived till now. It is interesting to question why it is in the same place foreign investment can be succeed in one period but not another. Here two concepts involuntary emerge in my thinking: technological congruence and social capability. Technology needs to be assimilated in host economy via the local human capitals. However, perhaps to manage human resources are much more difficult than to access technology. Thereby, for developing countries or regions, perhaps to get economic catch-up need to have a time accumulation. In this case it seems likely that during these 10 years of time Ping Hu had got a progress in its industrial foundation, which perhaps confirmed the practicability of the upgrading trajectory model that has been introduced in the literatures review. 

The foreign investment inflows accompanied by an increasingly advancing of equipments, production technology and management practice, which stimulated a number of leading enterprises emerged. Until 1998, the apparel industry in Ping Hu had appeared a prosperous scene. However, the Pacific financial disturbance in 1998 and Japan economic recession have slowed down the rapid growing tendency of textile apparel industry; foreign trade export has been relatively fluctuated. Affected by the bad economic condition, the local enterprises have intensified technological improvement and have reinforced quality of labours. In 2001, the investments put in technological transformation projects have been doubled than it in 1998; it resulted in a large number of modern factories with advanced equipments have been built, which further attract a amount of foreign OEM customers and achieved an advantage of being scaled production.

Through the recent years’ effort, the production scale and management skills of Ping Hu enterprises have been improved significantly in general. Recently there are over 1600 clothing companies located in this place, in which 236 enterprises are with designated scale and 6 enterprises yearly production over 0.1 billion. Moreover the entire industry has created 140 thousands job positions for the local people. Ping Hu has become the biggest clothing production & export cluster in China, in which over 95% products export to 76 foreign countries and regions such as Japan, US and EU, etc. Contemporary, there are more than 20 local enterprises has settled their offices in the big trade countries such as Japan, Russia, UK, Germany, Belgium, UAE, etc. Furthermore, in Ping Hu products are covering extensive categories such as jacket, skin ware, down coat, knitting garments, etc, and however most enterprises are specialized with a few of them. For this reason, many foreign OBM have established long term production cooperation with the local firms, such as REEOK, ARMANI, Rainforest, LEE, TOMTAILOR, Valentino, etc, which enable most firms to play the role of OEM. However, it can be seen that some brands such as Valentino and LEE also produced in the pervious introduced cluster, meaning that the competition not only be limited within a cluster, perhaps it also happens between the clusters. 

5.3 The town of Tao Yuan in the city of Wu Jiang: Jiang Su Province 

Tao Yuan is a 90.6 square kilometres village between the Zhe Jiang and Jiang Su provinces. It located in a geographical centre of Shanghai, Hang Zhou, Su Zhou and Hu Zhou, is a place with abundant of resources. The local residents are around 72 thousands; however there are 100 thousands of population, meaning that 28 thousand are outsiders. 

The town has 30 years history of clothing production. In the 70s, it has established the first clothing factory in the town in order to use industrial income to finance local agriculture, which followed with a number of enterprises rising. This trend continues until 80s, there were already 30 designated scale of factory, meaning that family factory are excluded. The textile industry has provided more than 4000 job positions. In 1985, the yearly outcome were exceed 50000 thousands RMB (40000 thousands DKK), which around town’s 45% yearly income. 
In Tao Yuan, Yuan fang was the first clothing company that stepped into the field of export sales, which has been established in 1991. It performed as a leading firm in stimulating the local clothing industry to search for foreign markets. In 1995 there was over 90% local clothing enterprises become involved in affairs of clothing exporting. 

Tao Yuan has 108 garment enterprises which accounting for 26.7% of the total industrial enterprises of the town. Textile and garment industries have more than 16000 employees, in which garment industry has 12000 of them, accounting for more than 57% and 42% respectively of the total number of employees which the industrial enterprises employed. It shows that the mainstay of the textile cluster is garment industry, which has solved half of the employment of the town of Tao Yuan. Now, the town not only has its own plants, which worthies 1.38 billion RMB, and a number of production equipments but also introduced 26 advanced production lines of international level for garment processing, and a CAD system for design of the garments. With these two facilities combined, a large apparel production chain formed.

Their products are sold both in the foreign and domestic market, but most of them are exported to Japan, Korea, North America and Europe as well as Hong Kong, Taiwan, and Macau. By the end of 2006, the value of the garment export accounting for more than 90% of the whole value of the garment output.

Like the clusters of other two counties mentioned above, Tao Yuan Township of industrial cluster has a variety of products in a wide range of categories in production, but it also takes the form of OEM in producing and exporting of their products. The brands for export products are; SAG HARBOR, BCBG, MAC and NEW YORK 80 COMPANY (the United States); JOY (Germany); BIK BOK (Europe); as well as international famous brand as: HILLARD &HANSON, MERONA, PRESWICK MOOR etc. It is a good news for Chinese garment manufacturers that a garment series with the brand “SumBao” produced by Tao Yuan Township cluster became the winner of Gold Award of the 13th Chinese National Fair of new products and technologies. In 1996 Orient Clothing Company of Tao Yuan Cluster launched a garment series with the brand of “Oriental Star” to the international market created a great sensation and became master in the garment manufacturing field of the Province and of the whole Nation at that time. Although the international influences of the brand are not far-reaching, but from which we can see some of the good trends exists.
5.4 Summary 

It can be seen from these three cases as a whole that their over-all levels are of advanced position in this country. Although these clusters are developing continuously with the accumulation of their capital, some deficiencies still can be found within them. First, textile industry is the mainstay industry of these clusters and also the mainstay industry of this country for its output in the gross national product accounts for a significant proposition. Although, it solves a lot of employment problems, but, from the data released, it can be seen that these clusters, even the entire country have to rely on this industry. Therefore, if there is any deviate exists, its impact on the economy will be enormous. Second, all of the clusters conduct their production in the form of OEM, but the range of the brands they handled is similar to each other. When a buck orders have to be handled, it must be distributed according to the capabilities of the clusters or firms. Obviously, it means that the more orders one can handle, the more profits he gets. It results in some of the firms expend their productive capabilities in an attempt to squeeze-out of others. Because of the thresholds of the garment industries are low to enter, it will not be a hard attempt. The situation reflects that it will not be a serious problem only if the quantity of the order is large enough to be distributed to every firm. When the quantity of the order drops due to the concession of foreign countries, the clusters or firms of the garment industries would reduce their prices for competition, which results in a war of prices. Because of there is only a few of firms have their own brands, their influences, especially influences of the international market is falling far behind, so the situation described above is not a development in healthy conditions for these clusters or firms.

6 The cluster level

This chapter will mainly be based on using Porter’s diamond model (see figure 4) to analyse the factors of each clusters that influence their developmental process, and through a comparison of the advancement level of them to give suggestions to their future development. In addition, the Turok model (see figure 5) will be used in some cases to explain its industrial structure upgrading within the clusters as a supplement issue. 

The information about the contemporary development and future planning of the selected clusters is mostly get from the separate chapters in regards to each cluster in China’s Textile Industry Clusters Development Report.

The three selected clusters not only put their products on domestic market, but also they have been focus on the foreign trade. These clusters are important medium of the regional economy, and simultaneously they performed as a component of GVC of textile industry. Thereby the performance of these clusters reflects the China’s competitiveness in the global market. Their unique characteristics caused the diversification of their development strategies, so that in this chapter I am going to analyse these clusters respectively. Due to the selection of interpretive paradigm, some advanced points or shortcoming will also be analysed, which will supplement to Porter’s Diamond model as well. 
The developing process of these clusters is relatively faster than the performance of rest of China, but it does not refer to they are homogenized. From the case study, it seems that the development level of Jin Tan were equivalent to that of Ping Hu, however, Tao Yuan apparent slightly backward. Among these selected cases, the formation time of Ping Hu is the shortest contrary to its effects of investments is remarkable. Thereby, in the analysis of these clusters the priority will be given to Ping Hu, which will mainly be used to compare to Jin Tan, while perceive Tao Yuan as a supplementary case mainly in showing the development tendency of China’s textile industry. A comparison of these cases in discussing the process of the clusters catching up and upgrading will be given in 6.4.  

6.1 The Jin Tan City

The Jin Tan clothing cluster has been improved during the time; the industrial chain is rather complete because it started early. The information is collected from the Jin Tan Chapter in the mentioned report,
 and it will be discussed and analysed as follows:
6.1.1 Factor conditions

As it has been introduced previously Jin Tan located in the centre of four big cities. Besides being benefit from its superior geographic location, Jin Tan is fond of building its own power of creation. The band of specialists and experts cultivation is realised in the process of industry upgrading and firm development. There are 11 training centres and 5 schools in the field of processing technology for garment production in order to educate skilful technicians in garment designing and tailoring. By means of educating and recruiting talents, 3000 diverged experts and specialists the city recently owned. On the technological side, 102 local enterprises have established ISO 9002 quality management system, and passed certification. In addition, the impact to international trade and consumer tendency of ISO14000 has been recognised by local enterprises, 8 firms have passed the certification on it. 

6.1.2 Demand conditions

In Jin Tan it has been paid attention to not only the activities of international trade but also the movement of domestic sales. There are 20 prosperous and relatively large wholesale clothing markets posses in this place, supplied by the local enterprises. These markets are characterised by having abundant clothing categories, low prices setting and efficient inventory control, so that it has attract many distributors and retailers to come to purchase. 
In addition, the interaction between the wholesale markets and purchasers, as well as between these markets and local enterprises has impelling its development, and which further promotes the related and supporting industries to growth such as weaving, setting, garment zipper and button, embroidering, etc, which makes the industry chain within the cluster more complete.
6.1.3 Related and supporting industries

The related and supporting industries match with the apparel industry well in Jin Tan. The industry of garment fabrics is already in the form of considerable production scale. Many enterprises have auxiliaryinvested in the  manufacturing
 of floss silk, raised pile, interlining, fabric coating, fabric compositing, pads, garment zipper and button, laces, computerised embroidery, textile printing, etc; various types of supporting industries are with fine divisions, which make clothing industry chain to extend further. 
6.1.4 Company strategy, structure, and rivalry
From chapter 5 it can be seen that each garment product category is represented by several considerable scaled enterprises in Jin Tan, and it can also been seen that the local wholesale markets tends to be diversified, so that internal competition between enterprises must exist. If the vicious competition will not be beget such as price war, and then the internal competition might result in two outcomes: First, the local enterprises might outwardly exploit their new trade markets respectively. Second, the dependent structure within the cluster might gradually evolve to developmental structure in relieving the competition.
6.1.5 Chance & Government Role

There is an unusual phenomenon in Jin Tan that in 2005 the local government has made a decision regards to famous brand strategy incentive, in which it stipulated that enterprises will be awarded if they can be honoured as the “Campaign of China Top Brand”. And some enterprises have been rewarded. In my opinion it is a case of improper governmental behaviour to grant credit, which is against the aim to the innovation and to the brand creation. It is because the brand value normally should be recognised by consumers instead of the government. 
6.2 The Ping Hu City

To make a comparison of the geographic and population size among these 3 clusters, Tao Yuan is much smaller than the others. The city rank of Ping Hu is no.28 and Jin Tan is no.50. The clothing cluster of Ping Hu formed in the late 90s. It seems like that Ping Hu has spent least time and achieved highest degree of advancement among these three clusters, which indicated that it contains many advantages which can be learnt and used by other clusters who are specialized in the field of apparel industry for reference. 
The source for this cluster analysis is mainly collected from the Ping Hu chapter in the mentioned report.

6.2.1 Factor conditions

Port has distinguished between inherited factors and created factors. The geographic location is most favourable for the industrial development; as it has been mentioned previously, Ping Hu is located in the plain which bordered to the hills and near by the rivers, as well as it is plentiful in agriculture products, which supplies raw weave materials to the local enterprises; additionally, it has the convenient traffic that it is easy to transport the local products outwards. Above mentioned are the inherited factors of Ping Hu.
In Ping Hu the local enterprises pay more attention to the power of creation which is an important factor for increase their industrial competitiveness. First, it has generally been laid stress on the effective management practice and the consciousness of talents by the local enterprises with the purpose of improving the overall quality within the cluster. For the time being, there are 120 local enterprises conforms to the series of ISO 9000 standards. In addition, around 20 advanced enterprises have passed the examination of ISO14000 as international standard of environmental protection. Though in Jin Tan it has also been emphasized on the similar international standards, but, in Ping Hu some local enterprises have started their efforts for acquire the certificate of the CSC9000T (China Social Compliance 9000 for Textile & Apparel Industry), which indicates that the requirements of social responsibility were imposed to the management systems, for instance, it gives instructions on the legal regulations towards the employment contract, the working hours, the wages and the welfare, etc.
 This standard help to prevent employers from violation of the new labour laws, which also marks the local enterprises in entering the new development stage of formalization. Though the enterprises might lose some short-term benefits, they will get good reputation as the payback in the long-term, which makes them easier to recruit valuable talents properly. 

Moreover, to raise the capabilities of garment-processing in order to combining with international markets, many local enterprises in Ping Hu have imported a large quantities of foreign advanced equipments for garment manufacturing such as computer aided clothing design system, advanced multi-purpose sewing machine and the finishing techniques of non-ironing cotton fabric clothing have been widely used. Gradually, more and more local enterprises possessing with different types of advanced and specialized equipments, as well as professional knowledge or experiences which would be accumulated with the progressing of the time and can yet be regarded as an alternative of using world-class suppliers. Furthermore, diverged qualifications of the local enterprises and the connections among them have formed an enormous value chain noted for regional characteristics, which becomes the strength of clothing cluster of Ping Hu. Along with the expanding of the scope of collective technology and knowledge, this property has simultaneously been embedded into the cluster, and becomes a created advantage of the region. 
6.2.2 Demand conditions

Since the global market has widely been exploited by the local enterprises through original equipment manufacturing, these living examples have been recognized and copied throughout the clusters extensively, which has resulted in the research of domestic market has been ignored once by the local enterprises. This is an ignorance, which resulted in the lagging of the creation of the brands for domestic markets. It has been realised that the domestic market contain large potentials, and in the recent years, in Ping Hu many enterprises have positively utilizing this internal demand factor in upgrading the clothing industry.
It seems that in China the living standards have been increased continuously since the implementation of reform and open policy, so that it is expected that the level of regional consumption in Ping Hu did not reach as much as it is today when in the formation stage of the cluster. Ping Hu is favoured for being bordered with the high population density, cultural pluralism and high speed of fashion renewal of Shanghai in the background of international metropolis, which leads the local enterprise to innovate continuously. In 2007 the consumption index of Shanghai is close to 38.48 million RMB with the yearly increase of 14.5%. Contemporary consumer-demands are more and more tending to be diversified and customized properly. Thereby it is expected that the domestic demand factors are more valuable than it was in the past since consumers are becoming increasingly sophisticated. In addition, some economists expected that in 2008 it is relatively safer to look for investment opportunity in the domestic market, because China has entered its high birth-rate period in 2007, meaning that the baby related textile products will be highly marketable.

6.2.3 Related and supporting industries

Though the long life cycle of Jin Tan cluster, its industrial chain tends to become complete and with the features of superfine division of production, the surplus of productivity is unavoidable. In the comparison, the cluster in Ping Hu has been formed much later, but the entry conditions have already been settled towards the size, the qualification and the investment orientation of enterprises. Contemporary the city of Ping Hu has been perceived as a promising location by many enterprises, however, on the contrary the local commercial and trade bureau will not anymore select the resident enterprise by merely depend on the value of bids they offers; it has been claimed that only the enterprises that fulfils the certain conditions will be qualified to participate the auction for entry. The leader of the bureau holds that there were too many real-estate cases of failure because the auction price has boosted the operating cost of the enterprises, so that they have to find out the remedial countermeasures in seeking the profit back, which conflicts with the aim of clusters for being continuously accumulating and developing, so that the regional government has raised entry conditions through macro-control and policy inclination in reducing enterprises’ operating cost induced, and in sharing the profit between them and the regional government, in order to jointly promote the cluster. 
Auchan is a supermarket which recently intends to join the cluster of Ping Hu but the request has been denied by the bureau, since it is expected that the number of scaled supermarkets has been settled in, which is enough in serving the local demands, meaning that the entry of Auchan will bring about the supply surplus. However, Delicron, a department chain store, is selected for entry. The store has an optimistic view of local consumption in Ping Hu; in the contrast, the bureau lays emphasis on the fashion tide and Brand Effect it can bring about, as well as the city grade it can be promoted through. This kind of collaboration can jointly generate mutual benefits. It seems like that Ping Hu has been concentrated in the marketing links mostly instead of the production links, which impels cluster upgrading in the GVC.
The adjustment of commercial structure is a proposition with abundant meaning; it not only contains the industry status and scales, but includes the brand adjustment strategy. The bureau has tradeoff between long term and short term benefits, in which the cluster has been transited from the stage of inviting investment to the stage of selecting investment. Perhaps the integrated planning of cluster structure and distribution constitutes the competitiveness, which enables Ping Hu to achieve high development through a short period.
 
6.2.4 Company strategy, structure, and rivalry

In Ping Hu there are some autonomous brands which contain high degree of popularity and simultaneously have occupied certain market share on both international and domestic markets. In addition, there are 20 enterprises in the way of declaring the exemption of the products for being checked. The competition among enterprises is unavoidable, and its degree of intensify remains unknown, but it is expected it will not be malignant, because the local products not seems to be locked in the low level of production; if so, the competition should be able to impel the enterprises to innovate as well as the cluster to upgrade. 
6.2.5 The government role
Differed from Jin Tan, instead of grant credits to the local enterprises as the incentive, the regional government of Ping Hu has settled a number of R&D subsidies, which especially lays the stress on the innovation activities with the destination to create products of being exemption from checking and being environmentally friendly, which might as well be an means that impels innovation within the cluster. 
6.2.6 Intellectual Property Rights (IPPs)
The term of IPPs has not been mentioned in the diamond model, but it has been highly emphasized by the regional government of Ping Hu, which has set up a special institution in providing local enterprise with consultant services in the field of IPPs.
Furthermore, the regional government is planning to build a cluster brand to prevent unfavourable original equipment manufacturing and those enterprises shortage of strength from being individually creating brand, which is the main direction of the cluster upgrading with the purpose of preventing the enterprises in the same field to appear as a batch, which only achieve limited exterior economic effect, but difficult to achieve interactive and resultant forces through specialization and cooperation. The formation of the cluster brand is based on the collective forces of the enterprises within, through utilising the clustering effect to benefit every local enterprise. This clustering effect needs to be supported by related industries surround, which will commit further detailed division of production activities within the cluster in order to effectively collaborate in achieving mutual learning, and ultimately to achieve an increase in production efficiency and a reduction in the operational cost. To improve the business reputation of the local enterprise and to build trust among them is the significance in building the regional brand.
 

I personally think during the process of building a regional brand, it simultaneously upgrade the dependent structure within clusters to the developmental structure. First, the local enterprises need to be based on trust in sharing the collective technology. Second, to achieve cost saving is important, but the new stage of cluster development is inclined to added value and mutual learning, in order to lead the firms to be more deeply embedded. Third, in the developmental structure the surplus of labour intensive is unnecessary, but diverged high-skilled employees is needed, so that the regional cluster need to absorb talents, keep talents, and gain talent resource in general. Previously it already mentioned that the CSC9000T standard is a good basis for this upgrading process, which has been introduced and acquired by some enterprises in the area. This structure upgrading can prolong the life-span of clusters; because the partnerships among the local enterprises tend to be formed with the progress of this process. These factors helps to upgrade industrial structures of cluster, and it can simultaneously be perceived as a good basis in building a regional brand. If firms can follows this upgrading trajectory, the regional brand perhaps can be formed naturally. 

6.3 Tao Yuan Town

Tao Yuan is a township compare to other two clusters are cities. Conceivably, its development states will not be as good as the others, even though its existing length is not so short. Furthermore, it seems that there would be certain difficulty exist which prevent them to catch up with two other clusters. 

To analyse this cluster, the related source will be mainly collected from the Tao Yuan Town chapter in the mentioned report.

6.3.1 Factor conditions

Previously it has been mentioned that Tao Yuan is a good location, but the geographic extent and population size are much smaller than the other twos. Perhaps the inherited factors are relatively less beneficial. In addition, some relevant information of Tao Yuan has indicated that the local assembly techniques and the technical equipments of this cluster are relatively lagged behind among these selected cases, in which the advanced enterprises are still the minority. Furthermore, the high technical gap between this cluster and developed countries is rather big, which mainly due to the factor that the public infrastructure can not keep up with the progress of time. This perhaps is an indication that shows the insufficient development of created factors in the area. 

6.3.2 Demand conditions

The inclining of the foreign trade appeared in both Ping Hu and Tao Yuan at different period after implementing of open economy system, due to the insufficient experience in international trade of the local enterprises, Tao Yuan faced with shifting international competition and trade barriers, the local export trade has not been managed as good as it in Ping Hu. 
6.3.3 Related and supporting industries

Compared with two early cases, the problems exposed in the area is that the clothing enterprises can not develop evenly, meaning that the traditional small production contract system with many problems, which hinders the region from developing towards modernization. Therefore, the local traditional clothing workshop management must be reformed to adapt to the development of modernized production management level and production efficiency, however, it seems that they have been limited themselves in an abnormal environment.
6.3.4 Company strategy, structure, and rivalry

It remains unknown if there is any local market around this cluster, which may interact with the local enterprises, as well as the fierce degree of the internal competition keeps unknown to outside, but I expect that the competition exists when the surplus of the local productivity appeared. Since it seems that the cluster is mainly being in the labour intensive state with the straggling technique equipment level; and it has been lacking macro control and overall planning, so that the malignant competition may be unavoidable.  

However, the domestic competition is not the only problem that Tao Yuan is facing in the moment. The more important is that some relevant information indicates that the region has been lack of capital investments and qualified human resource. However, from the capital assets information, I do not think this cluster has been lack of investments, and I expect the reason for this cluster of being relatively backward is likely due to its regional government has not holistically well planned the regional development process.
Besides the regional mismanagement, there is some bad limitation exists. For instance, the proportion of loan approves of the local township enterprises is lower than 10% because their credit reliability has been doubt by the local government, however, this cluster is mainly constituted by a large number of township enterprises; they contribute over 50% value to the local output yearly, meaning that the local system has been lack of fair treatment to promote the development of township economy. 

Furthermore, this cluster has a high proportion of growth-type enterprises, in which limitation of capitals has slows its development process. On the other side, the enterprises has been too much focus on the short-term benefits, so that they are not investing enough in recruiting the talents, which lead to the cluster difficult to attract and to retain experts. These are the general weaknesses, which hinder the development of this cluster to enter into the new stage of innovating original products. 
6.3.5 Other predicaments

It has generally been realised by the local enterprises that they are lacking of independent intellectual property and are lacking of the competence in developing new clothing products. In the area, the large proportion of the original equipment manufacturing and the processing production has leading the outcome of high cost and low profit. It is demanded by the local enterprises to increase their competence in launching self-created brands, to increase the product value added, and to develop the terminal product. Therefore, it is imperative to obtain independent intellectual property in the area. 
6.4 Summing up: Cluster Catch - up
All the selected clusters have inherited diverged favourable conditions which mostly reflected in abundant resources and convenient locations, but the formation of them are different as well as their advancement level. In the comparison, it seems like the conditions are closer between Ping Hu and Jin Tan, and Tao Yuan has fallen behind the others because of insufficient of the power of creation. 
Among these clusters Jin Tan has the longest existing length, so that its related and supporting industries are relatively complete, and the division of productions are rather detailed. A complete chain of related and supporting industry is an important supplement to the existing enterprises in Jin Tan. It is expected that the supplement will help the cluster to improve its competitiveness ultimately, but it cannot avoid the problem of the local productivity being surplus. However, this problem has been managed well in Ping Hu, because the local government has chosen to select the enterprises for entry which improved quality of the cluster in general and in the long term. 

In Jin Tan the domestic market is well targeted, and it is well balanced between domestic sales and international trade. In comparison, both in Ping Hu and in Tao Yuan the importance of domestic sales has once been ignored, but recently in Ping Hu it is trying to overcome this shortcoming. 

These three clusters all have realised the importance to recruit the experts for the developmental process, in which both Jin Tan and Ping Hu have made efforts to obtain talents. Jin Tan has mostly been trying to cultivate experts through its local education system, while some local enterprises in Ping Hu are requiring better management system such as by acquiring CSC9000T to attract and to retain the valuable employees, and the importance has been raised to optimise the management practices of the local enterprises is the current tendency in both clusters. In comparison, there are least activities in Tao Yuan which perhaps is the reason for it has the difficulty to attract professionals. 
It seems like the importance of innovation has been realised among these three clusters as well. The local government in Jin Tan has encouraged their local enterprises for launching new brands, while in Ping Hu it is preferred to give out the institutional consultancy and the R&D subsidies. As I understand that the regional government of Ping Hu has introduced a more proper strategy for motivate their local enterprises. 
The importance of innovation has also been realised in Tao Yuan, but for the time being perhaps it is rather difficult for it to catch up the others. It is because to create new products and to develop original owned brand Tao Yuan has to raise the capital and infrastructure to certain level, which makes it to be able to assimilate more advanced technology, but it is rather difficult to be achieved if its local system and relevant policies are not being revised fundamentally. 

The internal competition in Ping Hu is expected to be positive; because there are some influential brands existing locally, meaning that the competition is more likely to be on the advanced level instead of to be locked in the price competition. In comparison, the nature of the local competition in Jin Tan is uncertain, but it is likely to be negative in Tao Yuan because of its poor basic infrastructures and the outstanding characteristic of its local industry for being labour intensive. It is expected that the positive competition can impel the local enterprises to innovate as well as it might urge the industrial structure to be upgrade from dependent to developmental.

Furthermore, Ping Hu has innovatively to create regional brand, which is trying to promote the local enterprises to become more cooperated in generating positive synergy effects, and ultimately to prolong the cluster’s life span and to make the cluster effects outstanding. Perhaps it is a useful reference for Jin Tan during its upgrading process.
7 The firm level

One main source that has been applied throughout this thesis is “China’s Textile Industry Clusters Development Report”, which perhaps is not sufficient enough in covering the contemporary industrial developing process. First, since it has been prepared by a public organisation, which makes it tends to be more showing a rosy picture of the industrial development, so that what has been described perhaps has some distance from the reality. Second, the report has mainly been focusing on the national and regional cluster level, which is a bit unilateral since the firm level has been ignored. 
In this chapter information for the purpose of analysis of the case selected was collected and cited from China Textile News within the period of the last-half of last year. Because of the publication contains a broad range of issues, from which one can see clearly the overall situation of the progress of the textile industry in China. 
Though, it is known to us that the analysis of the textile industry of China must be performed on the basis of national level and of cluster’s level, a case was cited for the analysis of the trends of development on the basis of firm’s level, though it is not comprehensive, but, from which a few of new concepts and chances were provided for entrepreneurs to learn about.

It has been mentioned in previous chapter that the development of textile industry of the three clusters, among which Pin Hu is the best. A successful case of Sheng Hong group of Ping Hu Cluster was introduced on the news paper on Jan 13 2007 and Sept 27 2007.
 It has been emphasized on how the remarkable commercial profits were acquired by the group through its technical innovations. 

Now the group becomes a leading enterprise in Ping Hu Cluster. With the efforts of the group many of the new fibres with high technical contents of international levels were developed successfully such as: 30&144F, 50&192F and the like, the finesse of natural silk has been surpassed. The fabrics made of those fibres are of excellent in hand feel and tactility as well as strong in dust-proof and air permeability. The clothing made of these fabrics is of higher grade and have good sales.

It has been stated in the previous chapter that the most important motive power for the economic developing of the textile industry in China today is to make efforts in innovations and with which the developing of enterprises and clusters may be motivated. 

As everyone knows the prerequisite of this action will be talented persons and knowledge. In this chapter I will analyse the Sheng Hong case on the basis of firm level with the help of theories cited from paragraph 2.5 “Innovation” of chapter 2 “ The literatures review”. The analysis will include the development of the enterprise, their management of innovations, and what remains to be improved, and suppose, on the basis of firm level, the developing tendency of textile industry of China in the coming years.

The polyester filament yarns used by local firms for making their fabrics were purchased from the companies out-of –town, and especially the yarns made of super-fine fibres have to be imported for years. This caused falling competitiveness and cost-inflation of the enterprises. To cope with these adverse factors, local enterprises have to improve their products’ additive values and hold back the influences, which were caused by ample fluctuations of the yarn prices, imposed on their business activities.

A few of projects were carried out in Sheng Hong group for developing FDY (full draw yarn) in the year 2002 to get through their difficult situations. In May of 2004 these projects completed successfully and resulted in three series of synthesis yarn, POY, FDY, and DTY, put into production. In addition, the group also developed a new fibre with permanent water transport effect and become a new series among the products of the group. These products not only to be sold to the enterprises within the cluster of Ping Hu, but also to other provinces and cities such as Shan Dong, Fu Jian, and Zhe Jiang and many of the famous enterprises becoming clients of the group.

From the experiences of past, the group became to aware of that the insufficient of capabilities for further processing their products was the immediate cause which resulted in high occupation of current capital and falling of the profit. In communicating with the market and their customers Sheng Hong group found that compared to the textile products made of ordinary synthesis fibres, the cost of products made of super-fine fibres increased slightly, but their profits increased by 20%~30%. For this reason, the group started its second phase of project for new synthesis fibres in 2006 and put into production successfully in 2007. This indicated that the trade-off between investments and profits of the project have been studied carefully. In addition, from production-to-sale, their products have obtained a better market benefits also showed that the group has mastered the “degree of innovation radicalness”.  

Moreover, in the process of construction of the project, from equipment selection to the research and production, the latest achievements of the textile industries were adopted, advanced equipments were purchased, and the scheme of the project have been revised and optimized for several times. It also shows that Sheng Hong Synthesis Fibres has the capabilities to establish its collective innovation forces and manage it. In addition to introduce a large number of technical talents, Sheng Hong Synthesis Fibres have used an approach of multiple perspectives for its research and development works. With the establishment of “positive externality”, the enterprise is going forward in the field of super-fine fibres and multi-effect fibres. First, technical information or even technologies can be exchanged through communicating with international research institutes of synthesis fibres and/or domestic petrochemical or synthesis fibres research institutes and enterprises, these institutes are ‘suppliers’ in the model. Second, most of the technical or engineering problems which occurred in research and developing process of self-directed projects will be solved with the help of Technical and Developing Centre of the group. This is the ‘innovator’ in the model, i.e. Sheng Hong Group itself. Third, with the guide of market demand and mutual exchange of business opportunities with down-stream clients to establish a co-operative relation between supply and demand for research and develop synthesis fibres products with high added-value to meet the urgent needs of the market, the clients not only to join in but also most of them acted the characters as ‘complementary innovator’ in the process. It is important to co-operate with collages, universities, and research institutes in the region to establish a research-education- production base for Shen Hong Synthesis Fibres its own, co-operation will hold significance for innovation itself. Liao Han Gen, the director of the board of Sheng Hong Group, once said “What made this enterprise alive and prosperous the key factor is self-conducted innovation.” From which it can be seen that the approach of diversification development was adopted for upgrading the competitiveness of Sheng Hong Group and have been used effectively. 

From the Sheng Hong Case we can see that the well coupled up-stream product chain and down-stream product chain have helped the enterprise to achieve its successfulness in upgrade the quality and grading of the products. It can also be seen from the case that the traditional contractual relationship existed between enterprises have been surpassed and gradually evolved into a co-operative relationship, but it is an advanced case and will not be used as an indication for the average level. With the points stated above, it can be proved that the economy of the cluster of enterprises is evolving from its dependent structure into developmental structure will be an unavoidable tendency today.

Sheng Hong Group have invested much in research of intensive processing technology for lengthen of its product chain. One of the key factors which helped the group to achieve the successfulness in upgrading itself is to cooperate with its upstream and downstream partners. From innovation model to diamond model the importance of the clients have been emphasized for ever and clients with intelligent will be a motivate force for innovations. 

Because of the foundation of an enterprise is the demand of the clients, especially the clients of textile and garment industry, which characterized by the buyer driven chain. It is important for the enterprises to communicate with their clients for exchange business opportunities and to set-up a long term relation with them to avoid the situation of the products manufactured without market. Also, the products manufactured under the condition of “the degree of radicalness of the product” must a product or products acceptable to the clients.  

From the case discussed previously, it is obvious that the business opportunities and excellent idea of innovations were far from the conditions for an enterprise to achieve its successfulness. There would be an amount of capital invested for the research and development of the products and to be manufactured in a firm or enterprise of certain size. It is hard to image that an enterprise can completed in its research and development work successfully without any cooperative partners and its source of funds. Therefore, development of the clusters and clustering are of importance to those enterprises of medium and small size. There is a detailed division of specialisations and a motivate force for the industrial chain to develop as a whole, these will satisfied with the needs of both the upstream producers and downstream producers in the clusters and the enterprises of medium and small size may play an important role in it.

It seems that the tendency of the transform of the relationship between the enterprises will favourable to those enterprises within the clusters. Perhaps the development of the clusters and clustering of the textile industry in China will be a reasonable answer to the globalisation.

In collecting the materials and information for this thesis, I found there are no patents applied for super-fine fibres. Perhaps, it is a matter of abnormal, because the products produced in the advanced countries almost all of them are patented products. I hope that the patents of the super-fine fibres will be found in the patent bulletins in the near future. 

8 Conclusion

The level of comprehensive development of China’s textile industry, which has a direct influence on its national economy, is directly related to the living quality of the citizens. In global economy, China perhaps is still a leading textile producer, but it has no dominant position in GVC yet, so that the rate of the actual financial gains of China is relatively much lower compare to that of developed countries. Moreover, at present the comparative advantage of China’s textile industry was weakening as the production costs have been generally rising due to various reasons, and then diverting of foreign trade orders have repeatedly happened, meaning that the position of China’s textile industry is generally weakening in the GVC. Thereby, for China, in order to generate the gratifying long-term effects it should not only concentrate efforts in developing the comparative advantages, but the competitive advantages as well.

Currently the clusters which meet the requirements of global tendency can survive. The cluster trait of China’s textile industry is remarkable, and most of these clusters have still suffered from many problems. Under globalising process, cluster structure adjustment and industrial upgrading issues shall be the emergency of the textile industry, which have been approached in this thesis on the national, the clusters and the firm levels respectively. The cluster level is most critical since it connects the national and the firm levels. In addition, it is expected that upgrading need to be pursued in all levels, but in each level different strategies shall be used in coping with the globalising process, so that different theories have been applied according to the level. 

In the national level, it needs to generate strategy in improving the global position of a nation through strengthening its competitiveness. The clothing industry is mostly characterised as the buyer-driven chain, in which the importance of the global position will be increased when it is closer to the demand side. The intangible activities such as designing, branding, and marketing are adding the significant values to the final products, which enhance producers’ competitiveness the most. Most Chinese enterprises are used to perform the role of OEM, which mostly focus on tangible activities, add small parts of values to products and obtain least profits. This national status seems unlikely to be changed over at once. Perhaps for current China the feasible strategy for most enterprises without having too much experience of knowledge intensive activities, can try to upgrade from OEM to ODM. For several advanced cases, which are already in the position of ODM and have some marketing experience, they can also consider to upgrade to OBM. 

In the clusters level, it is necessary to improve business conditions in overall through structural adjustment and industrial upgrading, in order to impel the local enterprises to be efficiently optimized as a whole. In the empirical study, three clusters have been selected, in which the case of Ping Hu is relatively most advanced, which can be used as a reference for others. The diamond model has mainly been used in the decomposition analysis of each cluster by focusing on four aspects respectively. First, the internal competition is important but, it is supplemented that only the positive one aims cluster growing. In the case study, the competition seems positive in Ping Hu and likely in Jin Tan but perhaps negative in Tao Yuan, because there are some self-owned brands of enterprises in the first two clusters, which has not been indicated in the case of Tao Yuan. Second, the sophisticated consumers lead enterprises to innovate rationally, meaning that the innovation process needs to follow the tendency of market demand, especially for the buyer-driven industry. Thereby it is not advisable to neglect to utilise the consumers for the domestic market. Third, a complete industrial chain of related and supporting industry aims cluster to upgrade in general. This issue is not the only thing that has been realised in the cluster of Ping Hu, but it has already started to select the entry enterprises. Additionally, it needs to use world-class suppliers to keep up with ISO standards, which seems to be followed well both in Ping Hu and in Jin Tan. Forth, the inherited factors are insufficient in supporting the development; each cluster needs to develop their competitive advantages which give unique values. Ping Hu has achieved distinctively by creating its regional brand, which is likely to be accompanied by a phenomena that dependent cluster structure will adjust to developmental structure. From the issues of selecting entry enterprises, creating regional brand and cluster structure upgrading all implies that the competition within Ping Hu will turn out to be a positive outcome, which aims it growing positively. 

Furthermore, the importance of talents, innovation and environmental issues are being realised in these clusters and has been implementing in different ways. Jin Tan focuses mostly on talent cultivation by establishing a number of schools and training centres. Ping Hu seems to be interested in talent management and encouragement, in which a number of enterprises have acquired CSC9000T. These strategies are all trying to hold and to introduce the talents for the clusters. Both Ping Hu and Jin Tan have paid attention to innovation issue; Jin Tan settled a number of rewards for “innovative enterprises” corresponding to Ping Hu, it gives the R&D subsidiaries and the institutional helps. In my opinion, the strategies that pursued by Ping Hu is relatively more acceptable. In addition, among these clusters it shows some tendency in Ping Hu that the environmental issue has been increasingly focused by a part of its local enterprises, which likely to benefit the cluster in the long run.

In the firm level it mostly proposes enterprises to promote innovation issues through establishing positive externalities and acquiring IPRs. The case of Sheng Hong Group is rather advanced, which does not represent the present status of China’s textile industry and the general level of the enterprises, but it can be perceived as a development tendency. It remains to be seen whether this tendency could be continued. Sheng Hong has experienced revolutionary technological improvement by starting produce fibres on their own, which broken the regular path of upgrading trajectory; it must mean that the radicalness of innovation is feasible if it fit the consumers demand well, but it requires a large amount of investment as well as the technologies. Sheng Hong has fully considered for the new investment project before investing properly. Additionally this case can be used as a reference for many enterprises to upgrade. The Sheng Hong group is also the cases to innovate by means of creating externalities, even the second stage of the project seems to be incremental, but it has kept innovation in a continuous process. 

The sources I used throughout the thesis are mostly the official announced information. Though it is not the latest information when I used for prepare the thesis. It actually reflected the development of the textile industry in China in the period of 2001 to 2007. From the thesis one can see that the importance of clusters and clustering to this industry has been obvious and some of the new and remarkable trends have immerged in recent years. To realize rightly of the China’s textile industry today, perhaps to conduct a field study is an optimal way, in which many viewpoints, theories used, opinions and conclusion will likely be different. To conduct this field study, it would be difficult for a master research project in China, not only because of lacking of research funds, but also because of lacking of proper interpersonal relationship and networks. To eliminate the influences of these factors, I would like to make a deep investigation and to find information such as the financial support and availability of technologies for innovations of an enterprise, which has been mentioned but not disused in the thesis and above all the competitions and co-operations among enterprises and among clusters. 
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