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Figure 3. The relocation of firms in Yueqing: Rongguang, Baolong, and Nanda groups.

exchange of information, and labor markets.
Three surveyed firms, all large (two had
assets of about 400 million yuan), indicated
that their R&D departments relocated,
mainly to Shanghai for its research centers,
human resources, market accessibility, and
so forth. Delixi moved its headquarters
and R&D facilities to Shanghai, and CHINT
relocated its R&D departments in Shanghai
and the Silicon Valley (see Figure 4). Several
other large enterprises we interviewed
expressed such an intention.

The relocation of headquarters is not a
common form of business practice and is
better suited to large enterprises. We found
that five enterprises relocated their head-
quarters, mainly those from within Yueqing:
two with total assets in the 40 million to 390
million yuan range and one exceeding 400
million yuan. Since headquarters are corpo-
rate command centers, their relocation
represents a major step in growth. Many
enterprise groups want to relocate their
headquarters to metropolitan areas, mainly
Shanghai, an emerging globalizing city,
and Hangzhou, the capital of Zhejiang, for
better access and to coordinate the head-

quarters and subsidiaries or branches.
Yueqing’s Baolong and Delixi both relocated
their headquarters to Hangzhou and
Shanghai, respectively (see Figures 3 and 4).
Local networks and institutional support
make local firms resist the relocation of
headquarters, and even for those that do
relocate, the facilities in Wenzhou remain
key nodes of corporate command and
control networks.

There are two ways of building new
branches. First, the mother company splits
existing departments to strengthen special-
ization and cooperation to maintain compet-
itiveness. For example, CHINT created 13
subsidiary companies from its major depart-
ments. Second, the mother company
builds new branches through acquisitions,
which can cut production costs and increase
market shares quickly. Through such efforts,
Yueqing Huayi Group controls 11 subsidiary
companies and expanded production from
low-voltage electrical products to door prod-
ucts, automation, lamps, and real estate.
Tianzheng Group was formed through the
mergers and acquisitions of more than 50
local enterprises after 1995.
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Figure 4. The relocation of firms in Yueqing: Delixi and Huayi groups.

Locational Choice and the
Destinations of Relocation

Locational choices reflect the dual desti-
nations of globalizing cities and interior cities
and differ from typical decentralization
and suburbanization in Western countries
(Mariotti 2005). Destinations can also be
divided into two categories: relocation within
and outside Zhejiang. Initially, spatial
restructuring concentrated on expansion at
the original sites, constrained by limited
production capabilities and ties to local
geopolitical relations. As the reform deep-
ened in the mid-1990s, enterprises started
the leapfrog mode of spatial expansion to
grow more rapidly, and the relocation of
firms across the province increased. In the
survey, while 78 percent of the relocations
occurred within Zhejiang, 70 percent of the
firms chose to relocate within Yueqing, indi-
cating that Yueqing, as the base and starting
site with spatially clustered industries,
remains attractive. We found that among the
enterprises with interprovincial relocation,
48.4 percent had assets between 40 million
and 390 million yuan, 35.5 percent had assets

Table 5
The Size of Firms and Interprovincial
Relocation
Total Assets
(in Million Yuan) <40 40-390 > 400
Times 11 15 5
Share (percentage) 35.5 48.4 16.1

of less than 40 million yuan, and 16.1 percent
had assets of more than 400 million yuan
(see Table 5).

In the early 1990s, relocation outside
Zhejiang concentrated on movements to
coastal globalizing cities, mainly Shanghai
and Hangzhou (see Table 6). It was mostly
in R&D and manufacturing facilities, for
their advantages in location and govern-
mental policy, as well as the global-city func-
tions of Shanghai and, to a lesser extent,
Hangzhou, such as educational and research
institutions, labor force, information, and
access to markets. Many of the large firms
in Yueging have established R&D depart-
ments, sales departments, and investment
departments in Shanghai and Hangzhou,
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Table 6

Forms and Destinations of Relocation

Town/  County
Time, Form/Destination

Township  Seat Wenzhou

Hangzhou Shanghai Beijing Coastal Interior

Total
Entire enterprise 68 2 —
Manufacturing facility 37 2 4
R&D 1 — —
Headquarters 5 — —
1980s
Entire enterprise 6 — —
Manufacturing facility — — —
R&D — — —
Headquarters — — —
1990s
Entire enterprise 42 1 —
Manufacturing facility 21 — —
R&D 1 — —
Headquarters 3 — —
2000-2003
Entire enterprise 20 1 —
Manufacturing facility 16 2 4
R&D — — —
Headquarters 2 — —

9 20 2 10 3
_ 2 _ _ _
4 8 — 4 —
_ 1 _ _ _
5 12 2 6 3
_ 1 _ _ _

Note: In relocating manufacturing facilities, each time of relocation may involve multiple destinations, which is
the reason why the total number of relocation destinations is larger than the times of relocation (see Table 2).

followed thereafter by locations in Beijing,
Shenzhen, and Guangzhou. As a vice general
manager of Ruian’s Ruili Group said during
an interview in 2004: “Ruian is incomparable
with Shanghai’s global metropolis advantages
in science and technology, talents and infor-
mation.” Relocation fosters the growth of
service functions in these cities, an essential
process of the formation of global cities, as
well as the marketization and globalization
of their industrial structures.

Since the late 1990s, the scope of reloca-
tion has been expanded to interior cities
owing to western development policies
that were announced in 1999 and cheaper
land and labor resources. Interior expansion
diversifies investment to the tertiary
sector, such as services, education, real
estate, and transportation. In our survey,
of the enterprises that relocated beyond
Yueqing, 79 percent indicated that they
experienced relocations outside Zhejiang
during the past decade. Among them, 71

percent of the enterprises had relocated to
Shanghai, and 7.9 percent had relocated
some of their facilities to western China. We
found that some Yueqing firms established
branches in the manufacturing sites of Haier,
Changhong, and Kangjia to facilitate supplier
networks. Huayi Group established joint
ventures in Liuan (Anhui Province), Deyang
(Sichuan), Xian (Shaanxi), and Taiyuan
(Shanxi) (see Figure 4).

Diversification and relocation, two of
the major types of restructuring, are inter-
twined. The relocation of entire enterprises
was the most common practice in the 1980s
as a choice for initial development and
best suits small- and medium-sized enter-
prises. In the 1990s, competition among
mature manufacturing escalated and new
investment opportunities in services
emerged. We found that large enterprises
diversify their investments to profit from
new opportunities and reduce the risks of
overconcentration in manufacturing. Growth
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also provided enterprises with the capability
for diversification and relocation. Starting
with valve and heating products in 1984,
Delixi currently produces a variety of
products, including electrical cables and
instruments, and its investments extend to
real estate (the European City in Wenzhou),
trade (an import-export cooperation in
Wenzhou and a trade center in Hong Kong),
finance (investment companies in Shanghai,
Beijing, and Hangzhou), and services (a hotel
in Xinjiang) (see Figure 4). Huayi extends
from its production of high-voltage electrical
products to low-voltage electrical products,
door equipment, automation equipment,
lamps, and real estate.

Rongguang is a good example of how loca-
tional expansion or relocation and business
diversification can fully use locational advan-
tages and institutional opportunities. Our
interviewees described it to us as driving
with two wheels: improving the core busi-
ness (shoe production) and diversifying into
services. Our interview in June 2004 found
that Rongguang had established a network
of production and services, with shoe
production as the core business in seven
cities (see Figure 3): (1) Ruian’s develop-
ment zone: the headquarters and major
production site, which was originally estab-
lished in 1987 and currently consists of 150
mu; (2) Shangcai County, Henan Province:
200 mu, 6,000 workers, cheap land and
labor, established through Ruian’s traditional
bee production in Henan; (3) suburban
Kunming, capital of Yunnan: through the
acquisition of a prison factory, discovered
accidentally by an acquaintance; (4) Hefei,
capital of Anhui: higher-quality labor owing
to a local tradition in sewing, introduced
by Wenzhou business people there; (5)
Kunshan, Jiangsu: known for its easier access
to Shanghai and the Yangtze Delta,
consisting of 100 mu; (6) Shanghai’s
Minhang District: logistics and service
center, consisting of 30 mu; and (7)
Huhehaote (Hohhot), capital of Inner
Mongolia: commercial real estate.

Representatives of Nanda Cable explained
to us the company’s location strategies and
destination choices, which also shows the
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significance of institutional factors in relo-
cation. Nanda has established production
facilities in Shanghai and Beijing, as well as
Xuancheng (Anhui) for their markets (see
Figure 3). Shanghai has the advantage of
access to cable research institutes and high-
quality technicians, as well as a strategic loca-
tion and access to markets. Nanda has had
many years of production relations with
factories in Shanghai, and the acquired
company provides both facilities and land
for expansion. Its facilities in Shanghai
produce products with higher levels of tech-
nology, mainly high-voltage cables. The
Beijing facilities serve three institutional and
strategic functions. First, the state is the
regulator of cable products as well as a major
customer; electrical networks are largely
owned by the state or state-controlled
companies. The establishment of Nanda was
supported by the former Ministry of
Electronics Industry, and the Beijing loca-
tion provides access to information and regu-
lation. Second, the Beijing location serves
as a base to expand the market in north
and northeast China, where state-owned
cable factories have been struggling.
Third, preparation for the Olympic Games
has also provided opportunities.
Relocation involves the processes of both
spatial diversification and clustering. While
spatially diversifying to multiple locations,
industries have also become more clustered
locally. Clustering processes occur among
interlinked enterprises and specialized
markets that provide agglomeration effects
for the survival of small firms and enhance
regional innovation and competitiveness. In
2000, about 30 towns in Wenzhou had indus-
trial clusters with outputs of over 1 billion
yuan. Liushi is known for its low-voltage
electrical products cluster led by CHINT
and Delixi. Longgang, the largest peasant
town in China, has a population of over
100,000 and a newly developed cluster in
printing. However, relocation also leads to
the outflow of capital and makes it difficult
for Wenzhou to attract high-quality labor
and improve local R&D capacities. More
than 100 billion yuan of local capital has been
invested in the rest of Zhejiang and China
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since 1995. Because interfirm linkages in
Wenzhou are strong, relocation often has a
ripple effect on local economies; it impairs
rural development and the making of
Wenzhou into a globalizing industrial city.

Discussion: Whither the “New”
Wenzhou Model?

Wenzhou has come a long way from the
Wenzhou model of the 1980s, known for
small family firms and flexible production;
a group of large firms and MREs has
emerged, with their networks extending
nationally and globally. However, despite
two rounds of restructuring, with rising
production costs and increasing competition,
profit margins have become thin. In 2002
and 2003, Wenzhou’s growth rates in
GDP, investment, and exports were lower
than the provincial average, causing some to
question whether Wenzhou is still compet-
itive. The three types of regional lock-
ins—relational, intergenerational, and struc-
tural—still ~ challenge Wenzhou’s
development. First, despite restructuring,
Wenzhou's enterprises remain largely under
family control and dominated by small firms
that tend to be low tech and to lack R&D
capacities. In 2002, among Yueqing’s 20,611
nonstate industrial enterprises, 20,055, or
97.3 percent, had outputs of less than 5
million yuan (Yueqing Statistical Bureau
2003). In 2004, among 147,115 enterprises
in Wenzhou, only 377 were large- and
medium-sized enterprises, and their
employees numbered 275,442, only 14.6
percent of the total (WSB 2005). Most enter-
prises we visited were controlled by fami-
lies, and even in CHINT, 75 percent of the
shares are controlled by family members.
The general managers of Zhongrui and
Zhongchi Financial Groups, the largest
nonstate financial institutions in Wenzhou,
resigned within three months of duty
because of poor corporate governance
(Hu, Fang, and Liu 2005). These problems
prompted some shareholding cooperatives
to return to family enterprises. However,
others have argued that the fluctuation of

Ocroser 2007

growth in Wenzhou is normal (Zhang 2004)
and that the key issue is not intergenera-
tional lock-in, but the weakening of the
“institutional gap” (Ma 2004).

Second, what Wenzhou needs urgently is
to upgrade its technology and management
skills. The thick local institutions make it
difficult for migrants to melt in, and the firms
we interviewed often complained about the
high mobility of migrant workers. Some
migrants complained to us that they had to
work 10 to 12 hours a day, 6 days a week,
and follow strict rules, with few opportuni-
ties for promotion, which prohibits melting
in, clearly a dark side of the Wenzhou model.
Even some educated Wenzhounese are tired
of the local networking and gift culture
and are reluctant to return. Moreover,
FDI has been limited in Wenzhou. In 2004,
FDI in Wenzhou was only $209 million,
among the lowest in metropolitan Zhejiang
and far behind Ningbo ($2.1 billion) and
Hangzhou ($1.4 billion). The effectiveness
of recent efforts to attract FDI is yet to be
seen.

Third, the progress in improving admin-
istrative efficiency and transparency has been
slow. Local newspapers exposed the city’s
bureaucracy, which angered even the mayor.
Some local officials retire early or simply quit
to run their own businesses or work for
private enterprises as senior managers or
directors. Even vice Mayor Wu Minyi
resigned in 2003 to become vice general
manager of Hongqingting. Some officials
help the businesses in various capacities,
such as obtaining land, energy, quotes, bank
loans, and state projects, and reducing taxes
and administrative fees. With lagging polit-
ical reforms, the fuzzy boundaries and
pursuit of profit have led to “black-box”
transactions (bureaucracy) and rent seeking
(corruption), as evidenced by the tearing
down of the tallest “corruptive building” in
Zhejiang and the embezzling by a highly
ranked officer of 253 million yuan (about
$31 million). Wenzhou launched an “effi-
ciency revolution” in 2003 during which 400
local officials were fired, demoted, warned,
or criticized publicly (Zhang 2004).
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Last, the Wenzhou economy is very much
a “cellular economy,” with segregated local
markets. The close social networks facilitate
the formation and clustering of businesses,
but make it difficult to break the thick
local institutions and integrate Wenzhou into
the globalizing economy. Semicore areas like
Wenzhou are being marginalized in the
global circulation of capital, information, and
labor. Within Wenzhou, localities operate
like cellular economies, with markets and
resources protected by local networks, such
as the conflict between Longgang and
Aojiang representing different local state
interests. State-induced regionalism and
protectionism are common across China,
exemplified by regional “resource wars.”
Wenzhou is also experiencing rising income
and spatial inequalities.

Conclusion

The Wenzhou model is a system of
production centered on family enterprises
embedded with thick, historically rooted,
local institutions and networks. The place-
based institutions and networks are intensely
interwoven, bounded by trust and culture
and maintained by mutual exchanges and
power relations. The Wenzhou model differs
from the classical MIDs, with differences in
geographic setting, historical legacy, insti-
tutional environment, and velocity of change.
In a span of 20 years, Wenzhou experienced
two major rounds of restructuring: from rural
family enterprises to cooperative enterprises
in the mid and late 1980s and then to share-
holding enterprises and limited liability
companies in the early and mid-1990s,
including the emergence of large firms and
industrial groups. We have analyzed four
major types of restructuring in response to
potential regional lock-in: institutional
change, technological upgrading, industrial
diversification, and spatial restructuring.
Institutional change is the focus, intertwined
with technological upgrading. The Wenzhou
experience proves that successful indus-
trial districts are dynamic and have the ability
to adapt to change. Similar to what Glaeser
(2005) found in his study of Boston, the
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consistent growth of Wenzhou lies in its
successful response to challenges.

The restructuring of the Wenzhou model
is generally consistent with the findings on
the restructuring of industrial districts in
developed countries, such as Italy. The
Wenzhou model, centered on small-scale
family businesses in rural settings, has
been restructured toward modern corpora-
tions and delocalized groups with enhanced
management, advanced production, diver-
sified locations, and spatial clustering. The
notion of orthodox MIDs no longer best
conceptualizes the nature of Wenzhou,
which is moving toward a mixed model with
renewed institutional support, emerging
large firms and industrial groups, and
extended external networks. The Wenzhou
experiences challenge the economic geog-
raphy literature’s overemphasis on small
firms and local assets or institutions. To
maintain competitiveness, firms in industrial
districts have to “scale up” and simultane-
ously embed locally and integrate nationally
and globally. The notion of the neo-MID
may be a better conceptualization of current
Wenzhou, given its emphasis on the synergy
of local and global forces.

This article has analyzed the relocation
process and locational choice of the enter-
prises and argued for the importance of
the relocation of firms in restructuring. Our
findings indicate that spatial expansion and
relocation are essential components of the
restructuring of the orthodox Wenzhou
model. Relocation has been driven by
changing institutional environments, inter-
twined with diversification and often pulled
by preferential state policies. Such reloca-
tion started with nearby sites, such as from
rural villages to townships, and gradually
expanded in space and scope with dual desti-
nations: coastal globalizing cities, to take
advantage of their headquarter functions and
R&D and services, and interior cities, with
policy preferences and investment oppor-
tunities. The relocation has facilitated the
development of new industrial clusters and
districts, as well as the formation of emerging
global cities like Shanghai and globalizing

cities like Hangzhou. Therefore, the process
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of forming global cities is also a process that
is based on the relocation of external firms;
it is not simply driven by foreign investment.

Despite the two rounds of restructuring,
Wenzhou is facing new challenges that have
been conceptualized as regional lock-ins—
relational lock-in, intergenerational lock-
in, and structural lock-in—that act as push
factors underlying the relocation. The strong
local institutions have provided an ideal envi-
ronment for the creation and development
of the Wenzhou model. Local states are tran-
sitional; their roles in regional development
change with changing institutional envi-
ronments, and they are becoming increas-
ingly involved in the development process.
The thick institutions, however, are also
sources of regional lock-in. Wenzhou is at
the crossroads of another round of restruc-
turing to overcome regional lock-ins and
geographic constraints, which will improve
the institutional environment for investment
and innovation. Its internal dynamics and
capabilities may help Wenzhou to overcome
the current challenges.
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